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Managing the return flow of product is increasingly recognized as a strategically important activity that
involves decisions and actions within and across firms. We focus specifically on returns management at
the marketing–operations interface, by utilizing the conceptualization of customer value and its related
drivers. In order to explore the phenomenon of returns management across a multi-disciplinary, man-
agerial spectrum, a qualitative research methodology relying on individual managers’ perceptions was
eturns management
arketing–operations interface

chosen to generate depth of understanding given the limited current understanding of the research topic
under consideration. Our results suggest that functional integration at the marketing–operations inter-
face can lead to better alignment of corporate resources and thus create higher levels of customer value.
We also found the external business environment to impact how and why a firm creates customer value
through the returns management process. Overall, our results suggest that when returns management is
recognized as a matter of a firm’s competitiveness, the joint role of operations and marketing is imperative

to success.

. Introduction

Consider this scenario, in which a marketing manager has just
uthorized a significant return of product from a major retail cus-
omer:

perations Manager: So now we’ve got to arrange the transport,
receive the product, inspect and re-palletize
the product; repackage and re-label that
which we can still sell, figure out what to do
with the rest, and oh yeah, now we’ve got to
integrate the inventory back into the system
and figure out how to value it.

arketing Manager: Yeah, so?

perations Manager: Let me show you how much that will cost. . ..

Our profitability will be reduced by [cites a
large figure].

arketing Manager: I had no idea. . ..
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This scenario represents a paraphrased but very real dialogue
that occurred recently in a large, global consumer appliance manu-
facturer (that became the focus of this research). On the positive
side, the marketing and operations managers were conversing
about a return situation, recognizing that both functions are
involved in handling this customer-generated product issue. On
the negative side, this dialogue represents lost opportunity for the
firm in question, which is now dealing with reduced profitabil-
ity. Equally important is the opportunity the company may have
foregone with respect to managing the customer relationship.

Product returns can present a significant challenge for manu-
facturing firms whose primary objective is usually geared towards
producing and selling products to customers. The impact of returns
is ignored, or at minimum, not well-understood in many firms. In
others, returns are often considered just a necessary cost-of-doing
business (Blackburn et al., 2004). With such a perspective, firms
focus on cost minimization at an operational level, missing oppor-
tunities to recapture value for themselves and their customers, and
build customer loyalty (Mollenkopf et al., 2007a). Managing costs
as well as customer relationships highlights the strategic role that
both marketing and operations functions can perform in returns

management. In today’s highly competitive environment, proactive
firms seek ways to differentiate themselves in the eyes of their cus-
tomers. Understanding what their customers value enables firms to
move away from price competition alone and differentiate them-
selves from competitors in other ways (Ulaga, 2003). Although
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ustomer value is often considered a marketing concept, Flint and
entzer (2000) demonstrate the important role that operations

lays in creating customer value.
Research interest in returns management and the reverse flow

f product across the supply chain has been gaining attention with
cholars. Reverse logistics, product recovery, remanufacturing, and
losed-loop supply chain issues are being increasingly addressed
Guide and van Wassenhove, 2006; Kocabasoglu et al., 2007; Rogers
t al., 2002). However, the majority of research tends to focus only
n a single disciplinary approach, or remains focused on tactical and
perational aspects such as production planning, inventory man-
gement or reverse logistics. Notably, Rubio et al. (2008) call for
esearch that focuses more strategically in order to develop a frame-
ork for future research.

In this paper, we highlight returns management issues within
single global appliance manufacturer as it deals with its retail

ustomers, focusing on two subsidiaries so as to capture varia-
ion in operating environments that may influence the way in
hich returns from retail customers are managed. We do not
ake a distinction between product characterized as consumer-

riginated returns (which could include defective product and/or
uyer’s remorse) or store-originated returns (unsold product being
eturned from the retail customer to the appliance firm). Both types
f returns move from the retailer to the appliance manufacturer.
ur focus is on the coordination of cross-functional decisions and
ctivities that take place between the appliance firm’s marketing
nd the operations managers in these return situations. Thus, the
urpose of this paper is twofold. First, with regard to the returns
anagement process, we investigate the potential relationship

etween cross-functional integration at the marketing–operations
nterface (M-OI) and customer value. Second, we investigate how
xternal factors affect, if at all, the returns management process
nd value creation.

Our research contributes to the literature in several respects.
pecifically, we extend previous work addressing the impact of
-OI on the creation of customer value (Sawhney and Piper,

002) through our extension on returns management. Our focus
epresents a previously unexplored perspective of the M-OI, and
ighlights the importance of aligning cross-functional returns man-
gement activities and the related impact on both firm performance
nd competitive positioning. Finally, we expand the understanding
f a diverse set of challenges and related solution within a firm’s
eturns management process.

The following section provides the theoretical background and
oundation of our research, leading to our research propositions. A
iscussion of our methodology then precedes our research findings
nd discussion. Finally, we address limitations and future research
uggestions.

. Background

This section positions returns management as a cross-functional
rocess that spans both the marketing and the operations activities
ithin a firm. Discussions of functional alignment and customer

alue are provided as theoretical grounding to a conceptual frame-
ork and research propositions.

.1. Cross-functional integration at the marketing–operations
nterface
Functional integration across the two domains refers to how
perations and marketing communicate and coordinate their activ-
ties in order to align them towards common goals (Bharadwaj
t al., 2007). Scholars have long-addressed the need for mar-
eting and operations to do more than ‘co-exist,’ (Abernathy,
ns Management 29 (2011) 391–403

1976; Shapiro, 1977), and emphasize the need for cross-functional
integration for enhanced business performance. Although the
importance of managing the interface between these two func-
tions is widely acknowledged, coordination remains problematic
due to their differing roles, orientations and reward systems within
the organization (Malhotra and Sharma, 2002). Most recently, the
demand–supply integration framework (Esper et al., 2010), empha-
sizes the need for extensive integration of the demand processes of
marketing/sales activities and the supply processes of operations,
in order to most successfully manage a supply chain that creates
customer value.

Cross-functional integration at the M-OI has been addressed in
the operations management literature by many authors. In fact, the
Journal of Operations Management (JOM) has dedicated two spe-
cial issues to the topic (Berry et al., 1991; Malhotra and Sharma,
2002). While marketing–operations integration is usually advo-
cated for its positive impact on firm performance, integration is
not easy (Swink and Song, 2007); poor execution can exacerbate
the “great divide” between functions (Drucker, 1973). Sawhney and
Piper (2002) recently moved the discussion from purely a focus
on supplier firm performance, to incorporate the role of functional
integration at the M-OI as a means to create customer value.

2.2. Returns management as a cross-functional process

Malhotra and Sharma (2002) developed a marketing–
operations integration framework in which they identified
processes that span the marketing and operations functions that
contribute to organizational performance. The processes are also
presented along a continuum from strategic to tactical. This is a
valuable contribution to framing research in the area of the M-OI.
However, the framework addresses only forward supply chain
flows; missing from this framework is any reference to the reverse
flows that companies must deal with when products are returned
from customers.

Rogers et al. (2002) argue that returns management is an impor-
tant supply chain management process spanning functional and
firm boundaries across the supply chain. Within an organization,
activities related to returns management include return authoriza-
tion; reverse logistics; gatekeeping; avoidance; product recovery,
disposition and processing; and crediting. These activities exem-
plify the many facets of the M-OI within the returns management
process.

With regard to return authorization and subsequent reverse
logistics flows, sales or marketing personnel are often charged with
authorizing a return. Yet, the decision to accept product returns
from a customer has implications for operations personnel, who
manage the reverse logistics activities of physically transporting
the product back to the company (Mollenkopf and Closs, 2005). The
volume and quality of products authorized for return will impact
staffing needs at the company’s distribution centers or factories
(Guide and van Wassenhove, 2001).

Gatekeeping refers to the ability to limit the amount or types of
returns (Rogers et al., 2002). For example, some products may be
more costly to return and process than they are worth. In such cases,
customers might be encouraged to keep the product (while still
receiving credit) or destroy-in-field so as to avoid operational costs
for the supplier. Gatekeeping may also involve contractual specifi-
cations, especially with regard to promotional inventories. In such
cases, marketing may pre-arrange with customers the amount or
conditions within which promotional products may be returned.

Such forethought can have positive impact on operational costs
for the supplying firm. Effective gatekeeping requires an under-
standing of operational costs, so that marketing and operations can
jointly determine which products should (not) enter the reverse
flow.
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Returns avoidance (Rogers et al., 2002) refers to opportuni-
ies to prevent returns from occurring. Operations plays a role in
voiding returns, through efforts to improve product quality (i.e.,
liminating defective product design and/or packaging); confor-
ance to legislative mandates; more responsive production and

elivery systems to improve inventory balance and placement in
he market; or aligned deliveries to meet the timing of demand
i.e., replenishment orders received at the end of a selling season
o the retailer little good, and invariably will end up as returns to
he supplier).

Disposition and processing refers to the inspection activities,
ecisions to resell, refurbish/remanufacture, disassemble for parts
r to scrap items that are returned from customers. Product recov-
ry becomes an important goal for operations managers charged
ith recapturing product that can be refurbished or remanufac-

ured, or recapturing parts that can be used for spares in the
ervice support function (Guide and van Wassenhove, 2001). These
ctivities are often labor-intensive, and require high levels of prod-
ct knowledge and expertise, as well as joint cross-functional
ecision-making. Disposition may be constrained by factors such
s geographic separation of production and sales; wide geographic
ispersion of markets; policy conflicts between production and
ales; or an inability to distinguish between the cause(s) of returns
Rogers et al., 2002). Additionally, the ability and speed of issuing
redit to a customer is important to marketing/sales personnel, but
ften controlled by the operations personnel and their ability to
rocess returns in a timely and accurate manner.

Mollenkopf et al. (2007b) provide evidence of the cross-
unctional nature of returns management across strategic and
perational levels within a firm. At the strategic level, an organiza-
ion must develop policies, processes and structures to handle the
everse flow of product, information and finances. At the opera-
ional level, the returns management process involves the physical
ow of product, information and finances (Rogers et al., 2002).

.3. Alignment

Many businesses fail to achieve their strategic business objec-
ives, due in part to the inability of functions such as marketing and

anufacturing to jointly develop consistent strategies; this failure
s called a lack of alignment (Berry et al., 1999). Other authors have
eferred to alignment as cross-functional harmony (Calantone et al.,
002) or interface harmony (Hausman et al., 2002).

Malhotra and Sharma (2002) identified a number of future
esearch objectives regarding the exploration and impact of the M-
I; their first suggestion addressed the need to align the goals and
bjectives of marketing and manufacturing functions, with specific
ttention to be paid to how firms actually align the objectives of
hese two functions to maximize overall firm profits. Such investi-
ation and discussion need not be restricted to only products, but
ould well encompass service provision or a combination of product
nd service provision. Contemporary discussion of demand–supply
ntegration (Esper et al., 2010) re-states an earlier contention that
marketing strategy embodies the management of demand, i.e.,
dentifying, understanding, and creating need-satisfying products
nd services, and operations strategy concerns the management of
upply, i.e., production and delivery of products and services” (Roth
nd van der Velde, 1991, p. 304).

As such, when correctly aligned, the firm’s operational capa-
ilities can proactively meet marketing’s objectives to generate
emand and retain existing customers. Operational capacity and

esources also need to be allocated to handling return products
nd necessary refurbishment, recognizing that productivity and
fficiencies are often lower for returns processing due to erratic
olume flows and increased handling. When properly conceived
nd executed, returns management can become part of a successful
ns Management 29 (2011) 391–403 393

customer relationship management program, since it is dependent
upon operational capabilities to support the marketing function.
Prior research suggests that firms with higher levels of functional
integration are more adaptive and proactive in managing returns
effectively (Mollenkopf et al., 2007b). While focused on reverse
flows rather than forward flows, the objective remains to generate
value for the firm and its customers.

2.4. Customer value through returns management

The importance of customer value is particularly relevant when
firms find that product innovation and quality management alone
no longer provide sufficient competitive advantage (Sharman,
1984; Woodruff, 1997). Firms that shift to a customer value focus
complemented by appropriate resources and capabilities will be
best positioned for achieving superior performance and compet-
itive advantage (Hunt and Morgan, 1995; Jüttner et al., 2007;
Sawhney and Piper, 2002; Slater, 1997). The notion of customer
value originated in the marketing literature (Slater, 1997; Ulaga,
2003; Woodruff, 1997); however, other authors are shifting the
dialogue to include operations as a key player in the creation of cus-
tomer value (Flint and Mentzer, 2000; Sawhney and Piper, 2002).

The returns management literature has not been explicit in
addressing issues of customer value; however, Rogers et al. (2002)
and Mollenkopf et al. (2007b) implicitly suggest aspects of value
creation through the returns management process. Attempting to
build on their prior work, as well as that of Flint and Mentzer (2000)
and Ulaga (2003), we define six categories of customer value in the
returns management process as shown in Table 1. The following
paragraphs overview each of the six categories.

The returns management policy in place at a firm can affect
customer value in the way it guides marketers and operations per-
sonnel to facilitate the return flow of product from customers.
Returns avoidance, gatekeeping, disposition and asset recovery
have been previously discussed, and represent means for man-
aging the customer relationship. Additionally, removing outdated
product from retail shelves helps the retailer keep “fresh” prod-
uct, which is typically higher margin product, on the shelves
(Mollenkopf and Closs, 2005). Yet doing so requires active inven-
tory management and reverse flows of product on the part of the
supplier firm.

Effective returns processing can contribute to a customer’s per-
ception of value in dealing with a supplier firm. Much of the value
created through these activities relates to the physical flow of
returned product, and the timeliness and accuracy of the opera-
tions group in processing such products. Linked to the operational
processing is the ability of the accounting group to reconcile phys-
ical flows with financial and information flows in order to issue
credit in a timely and accurate manner (Stock and Mulki, 2009).

Product quality can affect a customer’s sense of value in mul-
tiple ways. Ultimately, consumers or end users will evaluate the
value they receive from the use of a product, and will evalu-
ate the cost/benefits associated with the price paid (Bowman and
Ambrosini, 2000; Gronroos, 2008). Yet, in a B2B context, retailers
are also affected by a supplier firm’s product quality. Poor quality
products will create excessive return situations for retailers, creat-
ing operational and profitability concerns for them. Similarly, poor
packaging quality can induce transit damage or product degrada-
tion when in storage or on the retail shelf. These quality problems
make selling the product difficult for the retailer (i.e., loss of con-
sumer purchases and/or store loyalty), and risk shrinking retailer

sales and/or margins. Thus, retailers may perceive customer value
through supplier efforts to certify product quality and to ensure
compliance with industry or regulatory standards.

Service support provides a process perspective to the quality dis-
cussion. Retailers discern value from suppliers’ efforts to keep them
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Table 1
Returns management customer value drivers.

1. Returns management policy in place
• Returns avoidance
• Gatekeeping
• Disposition
• Pull out-dated product from retail shelves
• Asset recovery

2. Returns processing
• Accounts receivable

◦ Returns authorization
◦ Reconciliation in accounts receivable
◦ Problem solving
◦ Timely integration (internal)

• Operations
◦ Incoming order handing
◦ Accurate receipt, inspection & put away
◦ Transportation delivery window and communication
◦ Returns network design, routing frequency

3. Product Quality
• Product performance, reliability, consistency
• Supplier certification
• Improve existing products
• Compliance

4. Service Support
• Information is shared
• Outsourced/3pl to improve efficiency, reduce cost
• Process clarity
• Problem solving

5. Personal interaction
• Communication
• Problem solving
• Mutual goals
• Attitude

6. Supplier know how
• Knowledge of supply market
• Knowledge of customer mart, customer business, customer’s customer
• Products, services, ideas
• Cost can also be non-monetary (not just price)
• Pricing program options
• What is the cost of a return?
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of the external environment, relative to the returns management
• Performance measurement, reporting, application

alue drivers adapted from Flint and Mentzer (2000), Rogers et al. (2002), Ulaga
2003) and Mollenkopf et al. (2007b).

nformed as to order and delivery status, timeliness and accuracy of
eliveries in the forward flow of products. They may also perceive
alue in information sharing relating to the returns flow and the
iming and status of return ‘orders’; 3rd party logistics providers
hich supply efficient and cost-effective service; clarity and con-

istency in how the return process is exercised; and the provision
f problem solving capabilities with respect to the aforementioned
ssues (Moller and Torronen, 2003).

Personal interactions between supplier and customer firms is
mportant in creating customer value (Flint and Mentzer, 2000;
laga, 2003). This is particularly true in return situations, which
an be fraught with complications and problems; lack of trust and
rustration can frequently arise. Retailers often don’t want to spend
ime on returns because such activities take away from their sell-
ng objectives. Thus, strong communication and problem-solving
pproaches on the part of the supplier, along with helpful attitudes,
an help transform a non-value-adding activity into a more neutral
ctivity. Problem solving approaches that help minimize the need
or returns could go even farther in creating relationship value for
supplier’s customers.

Supplier “know-how” is another means to create customer value
hen dealing with returns. Knowledge of both the supply market

nd the customer’s market can help the supplier provide appropri-

te levels of inventory in the marketplace; an understanding of the
ustomer’s business and the end consumer can help the supplier
ailor returns policies that help the customer achieve its own com-

ercial goals. Value can be created by innovative ideas (beyond
ns Management 29 (2011) 391–403

products and services) such as a variety of terms of sale, and/or
pricing program options that both inform and clarify the impact of
customer behaviors. Relatedly, suppliers that recognize “cost” as
more than just the retailer’s purchase price can assist retailers to
more effectively manage their operating costs. Suppliers can also
educate retailers with respect to the true cost of returns, which is a
comprehensive formulation that goes far beyond the lost revenue
of a returned product (Tibben-Lembke, 1998). Finally, a supplier’s
ability to measure its performance can benefit the customer by
reducing the cost of processing a return, as well as the opportunity
costs related to lost selling time and/or loss of customer goodwill.

2.5. Customer value framework

In this section we present a conceptual framework to guide our
research on returns management. Similar to Browning and Heath
(2009), the purpose of the framework is not meant to be “proven”
in the sense of hypothesis testing, but rather to provide a “focus-
ing proposition” as we began our fieldwork (Stuart et al., 2002; Yin,
2003). Because our approach is designed primarily to extend previ-
ous work by Sawhney and Piper (2002), and to gain understanding,
we provide an explicit, up front statement of our intentions. Relat-
edly, as per Stuart et al. (2002), our statement utilizes research
propositions to guide the research process.

Sawhney and Piper (2002) found support for a direct relation-
ship between M-OI effectiveness and customer value within the
short-term capacity management process. We explore the relation-
ship between M-OI and customer value within the returns context
(see Fig. 1). Additionally, rather than proposing a direct relation-
ship between M-OI and customer value, we include the intervening
role of functional alignment as the bridge (i.e., the “how”) between
cross-functional integration at the M-OI and customer value. This
logic is based on the need to align functional goals to maximize firm
performance (Malhotra and Sharma, 2002; Roth and van der Velde,
1991). Thus, we propose:

RP1 The stronger the functional integration at the
marketing–operations interface, the better the alignment of
corporate resources with respect to the returns management
process.

RP2 The stronger the alignment of resources with respect to returns
management, the higher the level of customer value created.

Another extension we make to the M-OI — customer value
framework is the inclusion of the firm’s external environment. This
inclusion is based on the accepted logic of “fit” between an orga-
nization’s strategy, structure and environment (Venkatraman and
Camillus, 1984). O’Leary-Kelly and Flores (2002) emphasize that
the relationship between functional integration and organizational
performance is moderated by a firm’s strategy and its environment.
Successful organizations can be viewed as those that most effi-
ciently interact with their environments; of particular importance
is the need to understand the ways in which organizations adapt to,
or otherwise interact with, their environment (Day and Wensley,
1983; McDaniel and Kolari, 1987). Strategically matching or align-
ing organizational resources with the organization’s context, and
especially to environmental opportunities and threats, is a major
task for decision makers (Miles and Snow, 1978). As such, the role of
the “context” or “environment” in which firms operate has received
a great deal of attention both in strategic management research and
in organizational theory (Wagner and Bode, 2008). Considerations
process and particularly the M-OI, are particularly evident with
respect to the marketplace structure and the customer base. Also
important is the regulatory and legal structure of supply chain laws
and policies (i.e., product traceability and/or compliance, recycling
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Fig. 1. Custom

nd waste removal) (Mollenkopf et al., 2007b). Thus, we suggest
he following propositions:

P3 External environmental factors will moderate the impact of func-
tional integration on the alignment of corporate resources with
respect to the returns management process.

P4 External environmental factors will moderate the impact of the
internal alignment of corporate resources on the level of customer
value created.

. Methodology

The nature of the current research was both exploratory and
onfirmatory, similar to other case study research logic (Ellram
t al., 2008). From a confirmatory perspective, our intent was to
ssess a customer value framework within a returns management
ontext. Second, we wanted to go beyond Sawhney and Piper’s
2002) customer value approach, to understand the role of other
actors such as internal alignment and environmental business fac-
ors as they relate to a firm’s ability to create value for its customers.

Exploring returns management across a multi-disciplinary spec-
rum and from a managerial perspective, our case study approach
s in line with Malhotra and Sharma’s (2002) call for in-depth
ase analysis and detailed interviews with marketing and oper-
tions managers when researching complex phenomena across
he M-OI. Because operations and supply chain management are
ynamic fields, with new practices continually developing, case-
ased research provides an appropriate methodology for studying
mergent practices (Boyer and Swink, 2008; Meredith, 1998). Like
ts quantitative cousins, case-based methodology must be guided
y the same overall principles of rigor, and follow well-defined
ules of evidence and proof, as do the more traditional rational-
st methods so commonly employed in operations management
esearch (Closs et al., 2008; McCutcheon and Meredith, 1993; Wu
nd Choi, 2005; Yin, 2003).

Thus, in seeking to better understand cross-functional manage-
ent of returns, we adopted an in-depth case-study approach of a

ingle firm that we call “Action Appliance.” The single-firm design
s rationalized as the organization studied provides revelatory evi-
ence of the phenomenon under study (Yin, 2003), meaning the
henomenon has been previously inaccessible to scientific investi-
ation. Action Appliance represents a global organization managing
n an extended supply chain. While the parent corporation over-

ees many operations and supply chain activities, each subsidiary
perates autonomously within its own local environment. Returns
anagement is a process that occurs primarily at local levels, rather

han being managed at the global scale. To our knowledge, local-
zed returns management is typical of global organizations. Thus,
e framework.

this single firm also presents representative evidence of the returns
management process (Yin, 2003).

Furthermore, the current research uses an embedded design
(Yin, 2003), in which there are multiple units of analysis employed
within the single-case approach. We focus on two subsidiaries of
the overall firm: an Italian subsidiary serving Western Europe and
an American subsidiary serving the United States. The benefit of
studying one firm in this instance is that while single-firm case
studies are often downplayed as being unrepresentative and/or
anecdotal war-stories (McCutcheon and Meredith, 1993), in this sit-
uation the one firm operating in a global supply chain is confronted
by multiple operating environments in its different markets.

Consistent with approaches advocated by Eisenhardt (1991),
our study of two subsidiaries enables an in-depth examination
of the returns management process in two different business set-
tings, thus overcoming at least partially the limits of a single-case
approach. At the same time, choosing two subsidiaries from the
same global organization provides for some level of control that
is not usually available in the naturalistic settings for which case
studies are valued (Eisenhardt and Graebner, 2007; Graebner and
Eisenhardt, 2004). The nature of the product and the overall firm
strategy, structure and culture are consistent across both SBUs.
However, the dramatic difference between them is evidenced in the
business environment each faces within its local market. Both SBUs
must contend with the global firm’s recent changes in supply chain
strategy and structure, but these changes manifest themselves dif-
ferently in the way in which each SBU responds to the challenges
presented within its own business environment.

Although the returns management process is an organizational
and even a supply chain phenomenon, we chose to focus on individ-
ual managers’ perceptions to better understand the social process
of the business world (Boyer and Swink, 2008). We utilized multiple
sources of evidence for evaluation, including in-depth interviews,
site visits to each subsidiary, printed materials provided by the
firm and obtained from secondary sources. This approach allowed
us to trade-off a level of generalizability in exchange for the rich-
ness obtained through interviews across levels and functional areas
within the organization (Adler and Clark, 1991; McGrath, 1981).

At Action Appliance, seven managers comprise the breadth of
the organization’s marketing–operations management team across
the two SBUs. This includes one senior manager at the corpo-
rate level whose responsibility spans the two SBUs in a supply
chain role. The other six managers (three in each subsidiary) cover
the marketing, operations and spare-parts functions within their

respective organization. Interviews were held individually with
each participating manager, and each interview lasted 60–180 min.
The depth interviews were open ended and discovery oriented, fol-
lowing an interview guide (see Fig. 2) that broadly identified topics
of interest which were drawn from previous research in returns
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Opening
• Introductions of interviewer and interview participant 
• Overview of purpose of the study 
• Confidentially assurance/permission to record 

Demographic Data 
• Title/responsibilities of interview participant
• Organizational structure
• Background on organization, industry

Prompts:
• Could you describe the returns management process at your firm? 
• How do you get involved with returns? 
• What drives the returns process at your company? 
• How do you interact with your marketing/operations counterparts with regards to 

returns? 
• How does your (their) involvement affect the returns management process? 
• What else affects your firm’s ability to effectively manage returns? 

Floating Prompts: 
• Can you give me an example of a time when…. 
• Tell me more about…. 
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• Will you explain that in more detai

Fig. 2. In

anagement (Carter and Ellram, 1998; Rogers et al., 2002). All
nterviews were digitally recorded and transcribed verbatim. All
nterviews were conducted in English. Table 2 provides a profile of
he managers that were interviewed as part of this research.

To ensure rigor in the data collection and analysis, we employed
wo sets of trustworthiness criteria appropriate for qualitative

ethodology (see Table 3). Tests of construct validity, internal
alidity, external validity, and reliability were used to assess the
uality of the research design (Flint et al., 2002; Yin, 2003). Addi-
ionally, we applied criteria related to credibility, transferability,
ependability, confirmability and integrity (Hirschman, 1986).

.1. Research context

Action Appliance manufactures and distributes commercial and
onsumer appliances across a wide spectrum of product categories:
eating; air conditioning and air treatment; food preparation and

ooking; and cleaning and ironing products. Approximately three
ourths of its worldwide revenue is derived from its consumer
roducts division, and one fourth of worldwide revenue is gener-
ted through the commercial division. Global competition is very
ntense.

able 2
rofile of management respondents.

Participant pseudonym Location Description

Antonio Italy (corporate) Global Supply Cha
Fabio Italy (European operation) Export Service Ma

responsible for re
Giuseppe Italy (European operation) Regional Marketin

export sales mana
Simone Italy (European operation) Operations Manag

production and lo
Andrew U.S.A. Director of Operat

inventory manage
Robert (Bob)a U.S.A. Manager of Techn

management, pro
Charlesa U.S.A. Managing Directo

marketing and sal

a Italian nationals working in the U.S. subsidiary. Note that Andrew is the only native sp
he authors have attempted to preserve the intent of each speaker, while adjusting for cl
w guide.

Action Appliance has traditionally adopted local-
ized/regionalized marketing strategies. Its decentralized
philosophy has been challenged by a recent decision to move
a significant level of production to Asia to reduce labor and raw
material costs, which matches many competitors’ offshored pro-
duction strategies. The decision to offshore created, at minimum,
two significant challenges. First, the delocalization to Asia required
the firm to deal with the complexity of a longer supply chain, i.e.,
balancing the trade-off between reduced labor and production
costs relative to higher transportation costs, longer transit time
and reduced service levels. Second, during the firm’s delocalization
to Asia, the level of returns suddenly began to rise in Europe and
the United States. Product and packaging quality were quickly
identified as reasons for the unexpected increase of returns.

4. Results and discussion
The following discussion is thematically grouped by research
proposition. We first address the two propositions relating to func-
tional integration and customer value, before moving on to the
impact of environmental factors.

in Director, male, age 45, 10 years with firm; responsible for global supply chain
nager, male, age 37, 6 years with firm, previous experience as product manager;

turns management, product liability
g Director Europe, male, age 40, 12 years with firm in two different periods;
ger prior to current position
er, male, age 35, 8 years with firm; directly involved in firm’s operations,
gistics activities
ions in U.S., male, age 42, 8 months with firm; responsible for operations,
ment, transportation, distribution and some aspects of finance
ical Services in U.S., male, age 37, 5 years with firm; responsible for returns
duct liability, customer service
r in U.S., male, age 44, 8 years with firm, 7 months in U.S., responsible for
es in North America; now leading the U.S. firm

eaker of English. This makes some of the quotations employed somewhat awkward.
arity in the English language.
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Table 3
Trustworthiness of the study and findings.

Test Definition Tactic from case study literature Implementation during this research

Construct validity Tests whether the research measures
what it is supposed to measure

• Use multiple sources of evidence • Multiple interviews in each organizational unit,
observation of returns facilities and processes,
organizational documents reviewed

• Establish a chain of evidence • Key informants reviewed the case write up and
manuscript prior to submission

• Key informants review draft of case
study report

Internal validity Focuses on the extent that conclusions
can be drawn for causal effects and
establishes a causal relationship

• Pattern matching • Investigated patterns regarding returns factors such as
demand issues, supply issues and the returns orientation
of each sub-unit

• Explanation building • Looked for logical consistency across sub-units and the
parent firm

• Rival explanations
• Logic models

External validity Looks at whether the research results
can be applied to the populations and
the settings of interest, establishes a
domain in which the study’s findings
can be generalized

• Use replication logic in multiple case
studies

• Not conducted in this research, since it is a single-firm
case study

Reliability Demonstrates repeatability • Use case study protocol • Refined and implemented case study protocol with each
unit of analysis

• Develop case study data base • Created a case study database
Trustworthiness Extent to which the results appear to

be acceptable representations of the
data

• Key informants review draft of the
case study reports

• Sought feedback from participating managers across all
levels and units of the firm

Credibility Extent to which the findings are
unique to time and place, stability or
consistency of explanations

• Concepts were represented by data
from all participants

• Evidence from multiple respondents used to support
concepts

Dependability Interpretations are the result of the
participation and are not biased by
misinformation or bias of the
researcher

• Participants reflected on many
experiences

• Cross case analysis was used to record the responses for
each participant at each organization

Confirmability • Non-threatening and anonymous • Open-ended questions allowed the respondents to reflect
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interviews
Integrity

.1. Research proposition 1: functional integration and functional
lignment

There is evidence across both subsidiaries that efforts to increase
ntegration across the M-OI are creating functional alignment

ith respect to managing retailer-to-supplier returns. Participat-
ng managers most often referred to functional alignment as efforts
o improve cost and cost-avoidance decisions. There are, however,
ifferences in how functional integration and alignment are being
eveloped within the two subsidiaries.

In Europe, cross-functional integration has not been a major
ocus historically. However, as the company evolves, it is becoming
n increasingly important aspect of how the company is managed,
nd is due in large part to the recent delocalization of production.
ntonio is charged with making sure that all parts of the supply
hain are better connected. He is working to make sure the market-
ng and operations groups are more aligned, by focusing on mutual
oals for the two groups. For example, he says the firm must

. . . change the way people are thinking in terms of
targets. . ..[We are linking] the targets of the different people
closely together and linking them to the same topics.

One way that alignment is being developed is through better
nalysis of return codes. By classifying whether returns are due
o commercial returns, quality problems or operations problems,
he marketing/sales teams and the operations teams can jointly

evelop resolution or return avoidance solutions. For example,
ommercial returns occur when retailers want to return slow-
oving stock, or end-of-season stock. Giuseppe acknowledges that

is job is to work with the retailers to manage sales, but at the same
ime to try to avoid a return that would incur operations costs and
on experiences
• Participants responded and did not avoid the issues being
discussed

subject the product to damage in transit. Instead, his group is work-
ing to provide more promotional support to customers or to adjust
margins, which encourages retailers to keep the product. In this
way, he is helping the operations group avoid the costs of returning
and processing the stock.

Additional case evidence of cross-functional alignment comes
from Antonio when talking about better cost information shared
across the marketing and operations groups:

[When marketing has] the ‘push politics’ to sell the products,
then unfortunately the products end up back [in the warehouse].
So I think the answer is to let . . . sales people be aware of what
the operations costs are related to, and try to understand what
is the real cost of their products, so maybe, I would guess they
are capable of managing in a different way their policies [with]
the customers.

Sharing cost information across the marketing and operations
groups does seem to be impacting how marketing manages their
customers. Giuseppe provides evidence of improved functional
alignment because he recognizes the implications of pushing sales
without regard to cost and profitability implications. He says:

The other thing which we do, which is ridiculous on one side
thinking about it. . ..is not to fulfill the orders 100%...we can
try to supply 60% to start with and then wait until they [retail
customer] start knocking on the door for more product.
By controlling the order fulfillment rate, marketing and oper-
ations are working together to minimize the volume of potential
returns. Such avoidance of unnecessary costs helps both functional
areas contribute jointly to the firm’s profitability. However, the
European subsidiary is still in the early stages of developing internal
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ross-functional integration related to returns management pro-
esses. Simone acknowledges that the operations group now has a
ery good ability to analyze returns at the customer and even the
rder level. He states that the operations group uses this informa-
ion to manage the return process, but that they could do a better
ob of sharing this information with the sales group. This could help
hem make better cost decisions regarding returns.

In the U.S. subsidiary, functional alignment is more pronounced
han in Europe. The subsidiary has made a significant effort to
nderstand all costs related to actual returns, as well as cost-
voidance opportunities when restructuring sales terms with
ustomers. The fact that a total cost analysis is now part of the deci-
ion framework means that all functions (including marketing and
perations) are working towards the same goal of corporate prof-
tability. Decisions regarding sales and returns are now based on
et margins because the sales team is much more knowledgeable
bout the underlying cost implications of the various sale terms
eing negotiated with customers.

Charles explains that the company has completely revamped
he way it operates with respect to marketing/sales and operations.
rofit margins were being eroded due to high return rates and a
ore profitable approach was needed. Returns issues are a major

oncern in the U.S. subsidiary:

. . .I think the better we manage returns, the more effective we
can be and it seems like just an accounting issue. But it’s really
a matter of competitiveness for us.

It is for this reason that he is making sure that both sales and
perations people are involved in negotiations with customers.
egotiations include pricing and quantity terms, with delivery and

eplenishment options tailored to different price points. The dif-
erent price points offered by sales personnel affect the cost and
etwork structure for the operations group, as well as order fulfill-
ent costs and timing of deliveries to customers. Returns options

re also tailored into the terms of sale. In this way, the company
s presenting a single, unified face to the customer, in a way that

inimizes returns to Action Appliance as well as increasing firm
rofitability and ensuring value to customers.

The competitiveness issue is paramount when considering that
he U.S. customer base is made up of a few very concentrated retail-
rs across two very distinct channels: one for low-end commodity
roducts and the other for high-end luxury goods. Especially in the
ommodity channel, price points have eroded significantly over
he years, squeezing margins for suppliers such as Action Appli-
nce. The few powerful retailers mean that suppliers have very
ittle leverage. Thus, the functionally aligned approach to working

ith these customers has become critically important to ensur-
ng ongoing and profitable relationships. Gatekeeping decisions
refusing to accept low-cost, low-margin products back from retail-
rs) decreases margins at an early stage, but it is a policy that the
ales force enforces to avoid more significant costs that would be
ncurred if such product returns were allowed.

Evidence from the interviews suggests that the more market-
ng and operations groups share information regarding customer
rders, pricing, delivery options and the underlying operational
osts of various sale terms, the better aligned the two groups will
e in terms of managing corporate resources. There is growing
ecognition that avoiding and gatekeeping returns require cross-
unctional planning and decision-making that go far beyond the
raditional understanding of marketing as the authorizer of returns
nd operations as the processor of returns.
Contextualizing the evidence relating to proposition 1, and
ecognizing that marketing–operations integration and functional
lignment is an internal firm issue related to a firm’s ability to
reate customer value, we attempt to link the case evidence to
he value drivers presented in Table 1. Specifically, we see evi-
ns Management 29 (2011) 391–403

dence of returns management policy in place in both subsidiaries,
especially with respect to returns avoidance. The U.S. subsidiary
also exhibits evidence of gatekeeping activity. Service support
in the form of information sharing and personal interaction in
the form of setting mutual goals is also exhibited in both sub-
sidiaries. The European subsidiary also included problem-solving
activity within the scope of personal interaction. The most visible,
strongest driver concerned supplier know-how. Both subsidiaries
discussed performance management, reporting and related appli-
cations, particularly in the U.S. subsidiary. Both subsidiaries also
utilized extensive knowledge of their customers’ business to assist
in managing forward product movement (to minimize potential
returns). A number of differences were also evident. The U.S. sub-
sidiary was much more strategic in several respects. For example,
its understanding and utilization of pricing program options as well
as the actual cost of a return allowed it to create very proactive pol-
icy. Relatedly, the U.S. subsidiary’s operational returns processing
included considerations of network design, routing and frequency.

4.2. Research proposition 2: functional alignment and customer
value

Linking functional alignment to customer value is in its infancy
in Europe. The organization is still addressing how to develop cross-
functional integration for improved internal efficiency. However,
there is some recognition that the benefits of improved integration
and alignment will lead to increased customer value. Giuseppe, in
talking about his retail customers, acknowledges that when retail-
ers have no risk related to returns, they will order to their maximum
potential, in which case Action Appliance bears the risk of the high
return rates. However, as a marketer, he understands that Action
Appliance often has better information about the inventory posi-
tioning of the stock purchased by retailers, or sales trends across
regions. He notes that they could be using their returns policies
and inventory information to help retailers make better decisions
about how much stock is needed, or where inventory can be reposi-
tioned within the retailer’s own network. To do this, the operations
group needs to be more involved with marketing in monitoring
costs and inventory flows across countries and retailers so that
customers will benefit more fully from the inherent knowledge of
Action Appliance.

Further evidence from the interviews suggests another aspect
of customer value that the organization is beginning to recog-
nize. Due to challenges in securing spare parts in a cost efficient
and timely manner now that the company has delocalized its pro-
duction facilities, the spare parts group and the demand-planning
group increasingly work together to ensure high levels of customer
service. For example, Simone says that not doing so

. . .means for Action Appliance, very bad service to our cus-
tomers in terms of support, and my point of view it’s not
possible. . .. We need to have availability 99% of our [compo-
nents] immediately and have the possibility to deliver in 24-48
hours. . .it’s for me the key of success to have a good service level
to our customers, absolutely.

In the U.S., the cross-functional, aligned approach to managing
retailer relationships and returns management issues has clearly
led the company to consider how to improve customer relation-
ships through its value propositions. For example, the aligned
approach leads the organization towards the goal of returns avoid-
ance. Not only does this avoid costs for Action Appliance, but it also

can benefit the retail customer. The U.S. approach to jointly manag-
ing sales terms, return provisions and delivery support is designed
to ensure good margins for the retailers and eliminate their need to
organize end-of-season returns. Its approach to provide a range of
different terms of sale serves as an education tool for the firm that
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lso helps retailers choose the best terms and delivery options to
eet their own needs. As Andrew explains:

Instead of giving them more, give them right. And by giving
them right, take out the return provision and take out the
allowance provision and basically give it to them at a lower cost
. . .. Because the goal is you don’t want [returns] unless it’s truly
damaged/defective. You don’t need to do the end of the season
returns if you’re really managing inventory together. You know,
if I’m really selling you [customer] what you need.

For products that come back from the retailer after having
een sold to a consumer, the U.S. subsidiary is also doing a bet-
er job of gatekeeping because they have a more complete cost
icture for all products that can enter the returns channel. The
ompany is now better able to manage allowance terms and return
uthorizations for products that retailers have received back from
heir consumers. In this way they are enabling retailers to manage
heir margins by receiving credit for products received from con-
umers, but they don’t incur the costs of transporting or processing
hose products that cannot be refurbished. Relationship value is
nhanced, without compromising the cost structure for Action
ppliance.

Summarizing the value drivers (Table 1) related to this propo-
ition, both subsidiaries exhibit evidence of implementing returns
anagement policies. The U.S. subsidiary’s policy (in the form of

eturns avoidance, gatekeeping, disposition and refurbishment) is
omewhat broader than the European subsidiary’s policy (related
o returns avoidance). Accounts receivable returns processing, in
he form of returns authorizations and related timely credit to
ustomer accounts is also exhibited in the U.S. subsidiary. The
uropean subsidiary realizes service support by considerable infor-
ation sharing and problem solving; the U.S. subsidiary focused on

chieving and conveying process clarity. Both subsidiaries exhibit
vidence of personal interaction. We see broader evidence in the
.S. subsidiary (communication, problem solving, mutual goals and
ttitude) compared to the European subsidiary (communication).
ith respect to supplier know-how, the European subsidiary uti-

ized its considerable knowledge of customer markets and business.
n contrast, the U.S. subsidiary’s customer offering included prod-
cts, services and ideas — based on a foundation of understanding
he cost of a return.

.3. Research proposition 3: environmental factors impact the
ross-functional integration/functional alignment relationship

Three themes emerged with respect to the organization’s abil-
ty to create alignment through cross-functional integration: the
mpact of regulation, changes in the retail market, and the impact
f offshored production. The regulatory impact was evident pri-
arily in the European organization. Action Appliance is feeling

he effects of recently enforced EU restrictions on manufacturers
nd importers of electrical and electronic products. Directives such
s WEEE (Waste Electrical and Electronic Equipment) and RoHS
Restriction of Hazardous Substances) create additional strategic
nd operational compliance costs for the firm, thus increasing the
hallenge of aligning functional activities related to returns. The
uropean subsidiary is currently poorly organized for managing
aste, but the regulations bring increased awareness to the man-

gers with respect to the benefit of enhancing cross-functional
ntegration to better achieve alignment within the organization.
or example, Antonio says:
It’s very early days. . .we start to understand the way to repro-
cess our products and also to wasting out the products that are
not saleable anymore. For example, we understand now what
are the costs, what are the channels. . .
ns Management 29 (2011) 391–403 399

Many products have had to be redesigned in order to com-
ply with the new mandates, providing opportunity for improved
cross-functional integration. Redesign can provide important com-
petitive benefits concerning quality, customer (and consumer)
satisfaction, as well as innovative products to improve the firm’s
market positioning. Antonio says:

We [supply chain group] just started a project to reduce the
number of sku’s, it’s mandatory. [The sales group] feels it’s
the right time to do that . . .because they understand that it’s
not possible to stay in the old fashioned way to manage the
products. The product design group is also involved . . . we’re
changing the mentality in terms of new product development
as well. We are re-writing everything.

Ultimately, new product designs and fewer sku’s will enable the
organization to more effectively manage returns, and optimize the
resources dedicated to doing so. For example, fewer sku’s reduce
inventory commitment due to unreliable sales forecasts; this could
ultimately reduce the volume of returns. Redesigned products in
compliance with regulatory standards will be easier to process and
dispose, with potential for reducing operating costs.

With regard to changes in the retail market, an interesting
market factor related to cross-functional integration and the need
for alignment is the growth of cross-national retailers in Europe.
When retailers operated within national boundaries there was
little need for a corporate-wide return policy or processes for
managing returns. However, as several large European retailers
have expanded across multiple countries, their returns behavior is
spurring the need for a corporate-wide strategy to better address
the return practices and behaviors of these retail giants. This
power shift in the marketplace is awakening a need within Action
Appliance to become more functionally integrated and aligned to
strategically cope with the changing marketplace.

In the U.S., two market factors impact how the company oper-
ates. As previously mentioned, the retailers in both of its market
channels are very concentrated and powerful. Action Appliance has
historically been a very small supplier to these retailers, with little
control over the relationships or sales terms. The squeeze on mar-
gins has made the company rethink its approach, and has driven
the need for the newer cross-functional approach, so as to more
effectively control costs and achieve profitability goals. The other
market factor in the U.S. is the cultural propensity for consumers
to return products. Unfettered returns can be disastrous for Action
Appliance from an operations cost perspective. While the company
recognizes it must operate in this high-return market given the cul-
tural business norms, this recognition is one of the drivers of the
firm’s adoption of the cross-functional, aligned approach. Lacking
the sales volume in the U.S. of its much larger competitors, Action
Appliance has recognized the importance of cost control and related
margin protection.

Finally, the recently offshored production facilities of the firm
are impacting cross-functional integration and functional align-
ment in both subsidiaries. The decision to offshore production was
an internal corporate decision, but the result is that production
now occurs in a location far from the distribution and sales hubs.
Product quality issues that are harder to monitor when produc-
tion occurs at a distance have exacerbated the volume of returns.
Increased volume can negatively affect the retailer’s perceptions of
the supplier, and cause friction when negotiating sales terms and
related return propositions. This is particularly relevant because
sales terms become very complicated due to offshore production

and the related pricing options being offered in the U.S. market. As
Charles explains:

The problem we face with returns is the agreements, the terms
that we have with our customers on the direct import side
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because when you sell something domestic it’s very easy to do
the math of what you take back and what price you take it back
at. . ..[but] when you sell the product [priced from Asia] and then
take the unit back in North Carolina, for example, there is this
big issue of what’s the price you paid for it? That is not easy [to
work out with the retailer].

Thus, the distance and quality of the Asian supply base is not only
ausing returns to increase, but also highlighting the need for more
ligned policies and processes to avoid, and manage returns more
ost effectively. The U.S. subsidiary has taken more steps to address
he challenges presented by off-shore supply lines, which was one
f the major drivers to the development of the cross-functional,
ligned model of sales and operations. Charles provides evidence
f this shift:

. . .what we call the Asian revolution. . .was a big impact in mar-
ket pricing in small appliances. So the average price of most
products went down dramatically and the profitability of the
company . . . was reduced in a very significant way. . .. So we
had to find new and more efficient ways to do our business, and
one of the big parts of this reorganization was on the operations
side. . .and how we sold products.

In sum, M-OI and the ability to create functional alignment are
oth challenged and enhanced by external factors. Challenges of
ffshore production, the nature of the customer market, and regu-
atory changes make it more difficult for marketing and operations
o function in an integrated manner. Yet there is evidence from both
ubsidiaries that these external factors are also encouraging the
rm to more proactively seek solutions that foster cross-functional

ntegration and functional alignment.
Linking the evidence to the customer value drivers (Table 1)

n regard to the third proposition, we see a number of differences
etween subsidiaries. With regard to returns management policy,
he European subsidiary is concerned with returns avoidance and
ith disposition. The concern is strongly intertwined with prod-
ct quality issues driven by EU compliance directives and related
roduct redesign. To a lesser extent, supplier know-how drivers are
vident, given the European subsidiary’s knowledge of customer
arkets and their businesses.
Given the U.S. subsidiary’s previously described attention to

olicy, its drivers are heavily focused on returns processing, and
pecifically with respect to all aspects of the operations component.
roduct quality concerns are related only to the offshore produc-
ion issue, as EU-style compliance directives have not yet reached
he U.S. Supplier know-how is broader than evidenced in the Euro-
ean subsidiary, as knowledge and concern of customer markets
nd their business is extended to include end-consumer behavior,
iven its powerful impact on returns management in the U.S.

.4. Research proposition 4: environmental factors impact the
unctional alignment/customer value relationship

Several factors are shifting the playing field in Europe. Regula-
ory changes such as the consumer protection law and increasing
etailer power have effectively changed retailers’ approach to
eturns. European retailers, exercising their growing channel
ower, are using returns policies to enhance their competitiveness
i.e., attractiveness with consumers). This accommodation to the
onsumer puts increased pressure on Action Appliance as a sup-
lier. Giuseppe provides evidence of the challenges the company

aces:

. . .the guarantee has been translated from what was producer
guarantee to a retailer guarantee. . .. And the retailer has to win
the war against other retailers. . .every retailer basically has the
ns Management 29 (2011) 391–403

right written or unwritten. . .they take the right [to return prod-
uct], which is obviously an enormous problem and an enormous
strain on the company. And it’s one of the biggest problems for
the supply chain.

As discussed with proposition 2, the European subsidiary is still
in the early stages of recognizing the link between improved func-
tional alignment and customer value. Its current struggle is more
about value balance between the firm and its retail customers.
Many European retailers are using return privileges to create value
for themselves. Some of the stronger retailers have recognized the
cost of handling returns, and now make an invoice deduction for
every return they send back to Action Appliance. Action Appliance
has been able to work with these retailers to determine appropri-
ate terms and levels for return deductions, thus preserving some
monetary value for the firm while ensuring value for the retailers.
However, the European subsidiary’s organizational response has
been fairly reactionary in this situation.

In the U.S., the approach to strong retailer power is necessarily
different. Action Appliance has always been the less powerful party
in its relationships with retailers, yet the new approach to doing
business is driving the firm to approach customers differently, with
a variety of value propositions that help customers achieve the
arrangements most appropriate for them. The new approach not
only includes sales terms, but also includes returns options. For
example, Andrew explains how a salesperson might now approach
the customer when discussing different sales terms such as POE
(Port of Entry) or DDP (Delivered Duty Paid).

One of the things that these guys [sales person] like to do at
times is they’ll say ‘We’ll guarantee your sales and we’ll give
you an end of season return.’ Because they’re paying more,
because it’s prepaid, domestic prepaid. However, if they were
to look at the other version and say, ‘You’re going to actually
save money because it’s a POE purchase, however you’ve got to
eat the return. You’re going to own the inventory, customer. And
in the spirit of partnership, and I’m giving it to you at a lesser
cost because you’re buying it this way, therefore the expecta-
tion for us, is there’s no surprises.’ Those options were never in
front of them [before].

Thus, by restructuring the sales terms for customers, Action
Appliance enables each retail customer to determine its own best
value proposition. Sales terms not only include price, but also oper-
ational elements such as order size, delivery timing, replenishment
options, as well as returns options. Andrew provides evidence that
the more functionally aligned the U.S. subsidiary, the more it can
tailor value propositions for customers.

Offshore production’s lengthy supply lines have negatively
affected value creation for both the European and U.S. subsidiary.
Specifically, long lead times for replacement parts not only makes
timely retail customer service provision (i.e., repair) problematic,
but also limits the firm’s ability to support a secondary market with
refurbished product to capture some percentage of value for Action
Appliance. The recognition of potential value recapture is limited
to high-margin sku’s. However, this determination requires thor-
ough understanding of the cost of a return. As noted previously,
the U.S. subsidiary’s awareness and understanding allows for such
policy and operational returns processing to occur; the European
subsidiary somewhat lags its U.S. partner in this regard.

Linking the evidence to the value drivers (Table 1), both sub-
sidiaries are driven by service support considerations, with respect
to their problem-solving efforts concerned with offshore pro-

duction supply issues. Both subsidiaries also similarly evidence
supplier know-how with respect to knowledge of the customer
market; customer business and their customers’ customer (i.e.,
the end consumer) as they struggle to create and manage returns
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anagement value propositions. The U.S. subsidiary also exhibits
ehavior incentivized by its creation of pricing program options
nd the related offers of products, services and ideas. Lastly, the
.S. subsidiary is driven by personal interaction evidenced by com-
unications, mutual goals and a “can-do” attitude regarding sales

erms and salesperson opportunities to create shared benefit.

. Key findings and implications, limitations and future
esearch

In this section we overview several key findings and related
mplications based upon our preceding results. Then we note lim-
tations to our research and conclude with several suggestions for
uture research.

.1. Key findings

The in-depth analysis of Action Appliance sheds light on how
anagers perceive and address the management of returns within
single firm that operates in multiple geographic locations. Our

ramework and propositions suggested that functional integration
t the M-OI would lead to better alignment of corporate resources
nd thus create higher levels of customer value (research proposi-
ions 1 and 2). Additionally, the propositions suggested that the
xternal business environment would impact the relationships
etween cross-functional integration, alignment and customer
alue (research propositions 3 and 4).

We found evidence to support the first two propositions across
oth organizations, but found that the U.S. subsidiary has been
ore proactive than its sister subsidiary in developing a cross-

unctional approach that ultimately enhances customer value. The
sell right, not more” approach, utilizing a more functionally inte-
rated organizational approach, enables the firm to better meet
ustomer orders and returns requirements. Internal alignment of
oals and resources is in turn helping the company create more
alue for itself as well as for its customers. This is especially inter-
sting in light of the fact that Action Appliance is a supplier to
ultiple large, very powerful retailers in the U.S. Its approach to

eturns management is one way the firm attempts to leverage very
mbalanced relationships.

The European subsidiary seems to be in an earlier stage of cross-
unctional integration, with only a nascent emphasis on customer
alue. The variety and changing nature of retailer-initiated returns
olicies are hindering its ability to create customer value. Weaker

evels of functional integration could also be due to the fact that
he organization is transitioning from a multi-market management
pproach to a more centrally organized European approach. This
istorical differentiation of markets — each with its own business
raditions, cultures, currencies and retailers — rendered functional
ntegration across country markets nearly impossible.

We also found evidence to support propositions three and four,
lthough the impacts of the external business environment seem
o vary by location. This is not surprising, given the differences
etween the two subsidiaries, and the very different operating
nvironments in which they compete. Interestingly, the external
actors seem to have mixed impact on the relationship between
ross-functional integration and functional alignment (research
roposition 3). On the one hand, external factors such as regu-

ations, changing market conditions and offshore production are
reating additional operating challenges for both subsidiaries. On

he other hand, these changes in the external landscape seem
o be spurring recognition and development of increased cross-
unctional initiatives to achieve greater levels of alignment. The
onger-term effect, therefore, seems to be a positive moderating
ffect on the cross-functional integration/alignment relationship.
ns Management 29 (2011) 391–403 401

By contrast, the external factors seem to have a more nega-
tive impact on alignment/customer value (research proposition
4). Although the European subsidiary’s customer value focus is
nascent, evidence from both subsidiaries suggests that external
market changes, regulatory changes and offshore production are
making it harder for firms to create customer value.

A number of managerial implications can be gleaned from this
case. While the importance of managing the M-OI is widely recog-
nized, the reality is that it is often difficult to integrate these two
functions, particularly in the area of returns. Yet, Action Appliance
provides evidence that it can be accomplished when returns are
recognized as a matter of competitive importance, and when costs
are identified, communicated and shared across the functional
areas. The following suggestions of where managerial attention
should be directed with respect to improved returns management
stem from our results and the drivers initially presented in Table 1.

First, managers are encouraged to develop a better understand-
ing of the total costs of returns. This could be done through a
process-mapping exercise to understand the physical and financial
flows related to current return practices. Mapping and then costing
returns will provide a foundation for appropriate returns manage-
ment policy development. Policies related to returns avoidance and
gatekeeping in particular must be developed jointly across the M-OI
to ensure corporate resources are aligned appropriately.

Second, cross-functional teams should be developed to interact
with customers. This is not to say that operations personnel need
to take over the sales function. Suppliers often create account man-
agement teams that include marketing, operations, manufacturing
and product design experts to more fully address the multiple
dimension of what customer organizations seek from their sup-
pliers (Flint and Mentzer, 2006). Thus, it is not uncommon for
operations and marketing managers to collaborate on the cus-
tomer front. Ultimately, operations must support the promises
that marketers make to customers. Being part of the promise-
making activity ensures that both marketing and operations are
aligned to create product and service value for the customer. In
doing so, operations managers can learn more about how their
actions impact customers’ perception of value from the firm. Oper-
ations managers also need to understand the customers’ business
and expectations so that they can appropriately allocate corporate
resources to tailor fulfillment and delivery services to customers
needs. This is as important for forward fulfillment as it is for returns
processing. As we learned with Action Appliance, the operations
role in helping the marketing team provide value propositions to
customers in the form of sales terms and delivery options that
included provisions for returns, can help reduce operational costs
in both forward and reverse supply chain situations, and may
actually help reduce the volume of returns a supplying firm will
encounter.

Third, a focus on product quality has long been the domain of
operations. The importance placed on product and service quality
is not just about value for consumers, but should also be con-
sidered for managing relationships with intermediary customers
such as retailers. Product and delivery quality can go a long way
towards preventing unnecessary returns. Return service quality can
also have an important impact on a customer’s perception of value
received from a supplying firm.

Fourth, managers are encouraged to measure performance in
a cross-functional manner and develop feedback mechanisms for
improvement related to the value drivers within the firm. Sharing
returns performance with customers would also provide further

opportunity to reduce future returns. For example, when retailers
and their suppliers jointly review returns issues and performance,
better understanding can be achieved regarding true quality issues
and/or gatekeeping challenges, in particular, leading to better
decision-making to reduce the need or returns.
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A final managerial implication is derived from the contrast
etween the two subsidiaries. The challenge for managers is to con-
inually adapt to the changing business environment in ways that
alue can be offered, evaluated and captured for both a firm and
ts customers. The offerings in question may (or may not) be the
ame across geographic business models within a global firm. For
xample, Action Appliance has always employed a market-specific
pproach to doing business, and does not try to standardize the
usiness model across the many locations in which it operates.
ndeed, the U.S. managers were quick to point out that the specific
olicies and actions taken in the U.S. could not translate directly to
he European subsidiary’s attempts to redress the returns prob-
em. While standardization of returns processes may indeed be
mpossible to achieve across the operating environments due to
ifferent market constraints, organizational infrastructures and dif-
ering legal frameworks, what can be standardized is the strategic,
ntegrative cross-functional approach to returns management. In
ther words, the details of the process may be less important than
he underlying philosophy of the process.

There are also several theoretical implications that can be dis-
erned from this research. First, consistent with the work of
awhney and Piper (2002), we (re)verify a cross-functional con-
eptualization with customer value creation. Second, we extend
heir notion of customer value creation to include the reverse
upply chain. This contribution is particularly important because
eturns are often thought of solely in cost terms (a cost of doing
usiness; a cost to be minimized), but rarely thought of as a
eans to enhance customer value and/or as a means to increase

he supplying firm’s competitiveness. Third, we also extend the
ork of Sawhney and Piper (2002) by exploring the role of func-

ional alignment as a bridge between cross-functional integration
nd customer value. This is not to suggest that alignment is the
ole mediator between cross-functional integration and customer
alue, but rather to suggest, as a starting point, how firms may
mploy integration and alignment to enhance the value propo-
ition offered to customers. Fourth, the focus on customer value
e-emphasizes the importance of operations and marketing play-
ng a joint role in creating more satisfied customers over the long
erm. Customer’s value perceptions will change over time (Flint and

entzer, 2000; Flint et al., 2002), so suppliers need to understand
ow such changes necessitate appropriate responses. For example,
s customers (and consumers) around the world become increas-
ngly focused on environmental sustainability, the scope of what
he returns management process involves may grow dramatically.
his expected change in customer value suggests that research
egarding returns management and reverse supply chain flows will
e increasingly relevant. A final theoretical implication relates to
he alignment of value perceptions within a supply chain. Returns
voidance strategies can be understood as a means to create value
y the manufacturer for the retailer, consumer and for the manufac-
urer itself. Gatekeeping policies, on the other hand, are beneficial
o the manufacturer, but not necessarily to the retailer or con-
umer. Retailers prefer not to gatekeep — as a means of keeping
heir consumers satisfied they take back all kinds of product, and
hen pass the returns to the manufacturer, whether they’re autho-
ized returns (i.e., defective) or not (i.e., buyer’s remorse). Thus, it
ould be beneficial to address the drivers of value perception, and

elated value creation, across different channel members.

.2. Limitations and future research
Several limitations to the research should be noted. An in-depth
ase study cannot claim to be representative of a broader popula-
ion. Additionally, the role of functional alignment as a mediating
actor between cross-functional integration and customer value
eeds to be further explored. Furthermore, the inclusion of align-
ns Management 29 (2011) 391–403

ment as a mediating factor suggests that organizational-level and
individual-level performance metrics and related reward systems
also should be considered to more fully understand the role of
alignment in creating customer value. There may be other factors
that mediate the proposed relationship; as well, the direct relation-
ship between cross-functional integration and customer value also
should be explored. Quantitative research methods could better
address the nature and strength of mediating and direct effects now
that our qualitative approach has provided preliminary evidence of
such relationships.

Our focus on customer value through returns management has
been based on the conceptual value drivers identified from the
literature. These drivers represent a way of understanding and con-
ceptualizing the importance of returns management as a firm-level
and supply chain process. Future research needs to substantiate
the role and impact of these drivers, which were given preliminary
credence in this research. The relationship of these drivers to each
other and their role in customer value creation need to be more
formally validated. As well, there may be additional drivers not yet
elucidated by the current research.

Our focus has been on customer value, but future research also
needs to more fully address value that accrues to the supplying firm.
Our purpose in this paper was to highlight one aspect of value —
customer value — that can accrue from M-OI of the returns man-
agement process. While we noted multiple instances where value
accrued to the supplier (i.e., Action Appliance), we did so with-
out comprehensively addressing such value creation. Relatedly, the
role of “knowledge transfer” and/or organizational learning’s ability
to provide assistance in creating supplier firm value across sub-
sidiaries went unexplored in this research. Future research needs
to address a broader spectrum of value opportunities that accrue
across supply chain members.

In this research, the role of the external business environment
was an important element in understanding how the two sub-
sidiaries manage returns. Future research needs to extend the
scope and nature of the external business environment to capture
additional permutations of how the local operating environment
impacts managers’ decisions and strategy development. Future
research needs to extend beyond a single firm, and also to additional
geographic locations to gain a broader understanding of returns
management processes and how they are influenced by other exter-
nal factors.

Finally, the intent of this research was to develop a deep and
rich understanding of how managers manage the process of deal-
ing with return goods, particularly as they must interact with each
other across functional boundaries to manage returns effectively.
These results serve to frame future research on this topic, which
may also build on the strength of other methodologies to develop
additional insights and generalizable corroboration of the initial
results discussed in this paper.
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