


How a retailer deals with returns has always been 
vital to its profitability, but today the stakes are even 
higher. A sound, data-driven online returns strategy is 
necessary for a company’s survival. 

Any type of return is costly to retailers, for obvious 
reasons. But returns from online orders come with 
even higher costs because most will include signifi-
cant additional expense from shipping and handling. 
Most consumers expect to make returns for free, 
which means these are costs retailers usually must 
bear. The expectation of free returns has even led to 
new buying behaviors, such as “bracketing,” which is 
when a shopper intentionally orders a range of sizes 
for the same item to try them all on at home, know-
ing they’ll keep one but return the others. Another 

new trend is that the cost of returns can be so high 
that some retailers are even issuing refunds but 
telling the customer to keep the item.

The good news is returns are a somewhat pro-
portional and predictable occurrence. Barring other 
issues, more returns is an indication of more sales (a 
good thing). So, just like any line-item cost within a 
company’s operations, returns can be looked at as a 
cost of goods sold. Better yet, they are a cost that can 
be accounted for and optimized through improved 
decision making. Considered as part of an integrated 
supply chain solution with full end-to-end visibility, 
a well-planned returns policy can even be a way to 
drive new revenue.

No Surprises Here
The growth in ecommerce over the past year and 

the post-holiday seasonal spike in returns did not 
catch anyone off guard. Retailers invested heavily in 
extra logistics capacity leading up to the 2020 peak 
shipping season. UPS and FedEx both announced 
peak season surcharges late last summer, providing 
more than enough notice for shippers. Notable is 
that this year was the first peak season the carriers         

extended this surcharge until mid-January (versus 
right after Christmas, as in the past.) This is a full 
three-week extension and is clearly a way to capture 
more revenue from an anticipated busy returns 
period.

In other words, when it comes to the high costs of 
shipping and processing returns, retailers had plenty 
of warning and many have put effort into preparing.
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The Opportunity
But plenty of prep time does not mean that returns 

should be accepted as an unfixable problem and 
unavoidable cost. 

There are many levers that online retailers can 
use to optimize their returns process and create 
opportunities. Remember, returns are an expense for 
your competitors as well. This means having a better 
plan than they do for mitigating the cost of returns 
translates to a direct competitive advantage. The old 
saying “A penny saved is a penny earned” applies to 
returns, too.

Also consider that just as the hardest and most 
expensive part of an ecommerce delivery is the final 
mile drop-off to the consumer, the costliest part of a 
return is getting the order into the carrier’s network 
so it can be delivered back to the retailer. This means 
a big part of an optimized returns strategy is creating 
the most cost-efficient ways for this to happen, 
sometimes eliminating the first mile of a return 
altogether. 

For example, allowing consumers to make in-store 
returns at brick-and-mortar locations has become 
a common option. Alternatively, allowing returns at 
unaffiliated retail locations is a growing trend, such as 
Kohl’s accepting returns for Amazon orders.

A variation of this concept that mitigates some 
shipping and handling expenses is how national 
drugstore chains have aligned with FedEx and UPS to 
become consolidation points for packages (mostly 
returns) being sent by individuals or very small ship-
pers. By eliminating the expensive first mile of having 
a driver pick up at a residence or small business, the 
shipping costs are immediately reduced. This strate-
gy enables small or regionally located online retailers 
to instantly gain a physical returns network wherever 
an affiliated retailer has a location. 

It’s important to note that managing returns is not 
just about saving money. A good returns experience 
for your customer matters just as much. This means 
providing easier and faster ways to make returns that 
increase their satisfaction and likelihood to become 
repeat customers. 

According to Nick Basford, UPS vice president of 
global retail and ecommerce strategy, most returns 
enter UPS’ network via drop-off — a practice that 
is encouraged by the increasingly common accep-
tance of returns without a shipping label or original       
packaging.
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Perfecting the Strategy
Earlier we highlighted how the current increase 

in returns and the costs to deal with them are not a 
surprise to most retailers. The mistake, however, lies 
in the approach most take to deal with the symptoms 
of the returns problem. The common strategies of 
increasing shipping budgets or adding warehouse ca-
pacity serve to accommodate returns but do nothing 
to prevent or minimize the costs.

The better approach is to use data inputs, like peak 
shipping surcharges, as an opportunity to model new 
and more efficient handling options and, when pos-
sible, avoid returns altogether. Like the other parts of 
a retailer’s logistics network, reverse logistics at each 
step requires frequent decisions that impact cost and 
service. When supported by business intelligence, 
better and more informed decisions can be made. 
An integrated approach means that data can be used 
to ensure the correct carrier, shipping mode, transit 
time, and/or warehouse location are always selected. 

Connected supply chain systems can help to 
identify problems with specific products or SKUs, 

carriers, suppliers, or even customers. Pushing this 
information back upstream can serve to prevent 
future returns when higher returns rates can be linked 
to certain departments or providers. 

Similarly, with the proper integration, appropriate 
supply chain information can flow to other parts of 
the company where it’s most needed — including 
inventory updates as returns arrive, tracking visibility 
into shipments’ precise locations for better customer 
service, and other vital supply chain information that 
is useful outside of the logistics function. 

When logistics and returns data become available 
up and downstream, it serves the entire supply chain. 

Returns are a cost of doing business for retailers, 
especially online. But the cost impact of returns and 
the negative effect they have on the customer ex-
perience should not be accepted as normal. A data- 
driven approach to managing the returns process 
can flip this once inevitable cost-center into part of a 
business intelligence–based competitive advantage.

The common strategies of increasing shipping 
budgets or adding warehouse capacity serve to 
accommodate returns but do nothing to prevent 

or minimize the costs.
 

So What Now? 
Peak season is winding down, but the opportunity 

to leverage business intelligence to improve every 
part of your logistics function (including returns) has 
no expiry date. Returns are NOT going away, and 
shipping isn’t getting any cheaper, even though your 
customer will still want it for free.

The UPS and FedEx General Rate Increases are 
now in effect, and their impact is significant. This 
makes it an important time to look at the details of 

both your outbound and returns shipping processes. 
This includes aspects like your rate agreements, as 
well as your supplier and warehouse locations. For a 
complete view of your supply chain network along 
with a plan for enhanced efficiency, contact info@
transimpact.com to request a no-obligation analysis 
of your logistics spend and our ideas for how you can 
optimize your returns processes to reduce costs and 
create a competitive advantage for your brand.
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