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Competitive pressures have forced many re- tailers and manufacturers to liberalize their returns policies in recent years and gladly ac- cept for a refund just about anything custom- ers regret having bought.
Well, maybe not gladly. Most companies continue to view returns as a costly nuisance, and few have formal strategies for dealing with products that customers don’t want. But ﬁguring out how to efﬁciently reuse returned items can increase proﬁtability by reducing materials requirements: Every component re- inserted in the forward supply chain is one unit fewer that must be procured or manufac- tured. And by reusing rather than disposing of units, a ﬁrm may be able to increase loyalty and attract new customers as it boosts its en- vironmental image.
Managing the ﬂow of ﬁnished products back into the company can be an important proﬁt driver, write Vaidyanathan Jayaraman and Ya- dong Luo, of the University of Miami School of Business Administration, in a recent issue of the Academy of Management Perspectives. Ja- yaraman and Luo say the evidence shows that a “reverse logistics” value chain strategy can strengthen a company’s competitiveness.
The authors cite Estée Lauder’s strategic management of its returned goods ﬂow. In the ﬁrst year after investing $1.3 million to build a system of scanners and other technologies, the

company was able to sharply reduce the per- centage of such goods that it dumped into landﬁlls and also to save half a million dollars in labor costs. It has built a $250 million prod- uct line from returned cosmetics, selling them to seconds stores or to retailers in developing countries.
Among the insights Jayaraman and Luo offer executives: First, in many industries, such as computers and peripherals, short product life cycles mean that returned items must be treated as perishable. Every delay in transport- ing, sorting, grading, and repackaging returned printers, for example, reduces the value re- maining in the product. Second, value chain partnerships are crucial. Specialized third- party providers can often handle tasks such as credit issuance and transportation more efﬁ- ciently than the manufacturer can.
Third, a well-managed reverse logistics sys- tem allows the company to retain contact with customers and derive valuable feedback from them. That information can be used to im- prove the company’s product mix and, if prod- ucts are returned because of defects, correct any failings in the operational infrastructure.
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Further Reading
The Harvard Business Review Paperback Series

Here are the landmark ideas—both contemporary and classic—that have established Harvard Business Review as required reading for businesspeople around the globe. Each paperback includes eight of the leading articles on a particular business topic. The series includes over thirty titles, including the following best-sellers:

Harvard Business Review on Brand Management
Product no. 1445

Harvard Business Review on Change
Product no. 8842

Harvard Business Review on Leadership
Product no. 8834

Harvard Business Review on Managing  People
Product no. 9075

Harvard Business Review on Measuring  Corporate Performance
Product no. 8826

For a complete list of the Harvard Business Review paperback series, go to www.hbr.org.
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