DEVELOPING A FRAMEWORK OF REVERSE
LOGISTICS SERVICE QUALITY IN
B2C E-COMMERCE SECTOR IN UAE

A thesis is submitted to the
University of Petroleum and Energy Studies

For the Award of
Doctor of Philosophy
in

Logistics & Supply Chain Management

By

Leena Wanganoo
June 2022
Supervisor(s)

Dr Rajesh Tripathi
Dr L. R. Thapar

YUPES

JNIVERSITY OF TOMORROW

Department of Transport Management (Core Cluster)
University of Petroleum and Energy Studies,
Dehradun -248007; Uttarakhand



DEVELOPING A FRAMEWORK OF REVERSE
LOGISTICS SERVICE QUALITY IN
B2C E-COMMERCE SECTOR IN UAE

A thesis is submitted to the
University of Petroleum and Energy Studies

For the Award of
Doctor of Philosophy
in
Logistics & Supply Chain Management
By
Leena Wanganoo
(SAP ID: 5000048418)

June 2022

Internal Supervisor

Dr Rajesh Tripathi
Assistant Professor (Selection Grade)
Department of General Management
University of Petroleum and Energy Studies
School of Business

External Supervisor

Dr L. R. Thapar
Managing Director — Rail Operation
Hind Terminal Pvt. Limited

YUPES

UNIVERSITY OF TOMORROW

Department of Transport Management (Core Cluster) University of
Petroleum and Energy Studies,
Dehradun -248007; Uttarakhand



JUNE 2022

DECLARATION

| declare that the thesis entitled "Developing a Framework of Reverse Logistics
Service Quality in B2C E-commerce Sector in UAE" has been prepared by me
under the guidance of Dr Rajesh Tripathi, Associate Professor - General
Management, University of Petroleum and Energy Studies. Dehradun,
Uttarakhand. No part of this thesis has previously formed the basis for awarding

any degree or fellowship.

Leena Wanganoo

Department of Transport Management
University of Petroleum and Energy Studies
Dehradun

Date



CERTIFICATE

Energy Acres

Knowledge Acres: Kandoli Via Prem Magar, Ds dun - 248 0C Jttarakhand), India T: 491 8171979021/2

UrPcS

CERTIFICATE

I Certify that Mrs Leena Wanganoo has prepared her thesis "Developing a Framework of
Reverse Logistics Service Quality in B2C e-commerce sector in UAE" for the award of PhD
degree from the University of Petroleum and Energy Studies under my guidance. She has
carried out work at the erstwhile Department of Transport Management (Core Cluster),
University of Petroleum and Energy Studies, Dehradun.

a W 1%
Lok '—varr gt
Dr Rajesh Tripathi

Programme Lead, Core Cluster
University of Petroleum and Energy Studies, Dehradun.

Date: 3 of June, 2022

Bidheli Via Prem Nagar, Dehradun - 24 7 (Uttarakhand), Indi: 911352770137,2776053/54/9

ENGINEERING | COMPUTER SCIENCE | DESIGN | BUSINESS | LAW | HEALTH SCIENCES AND TECHNOLOGY | MODERN MEDIA | LIBERAL STUDIES




CERTIFICATE




ABSTRACT

In the prevalent digital world, B2C online shopping has gained popularity
worldwide and witnessed accelerated growth during the last two years. Even the
UAE, a country that relies on the retail economy, has seen a surge in the
ecommerce business. But, along with the rise in customer order patterns, the
industry also witnesses product returns. Today, online free returns are
ubiquitous to increase revenue and meet customer demands. As per (Kohan,
2020), free and hassle-free returns are the two most important factors in online
purchasing, and customer rates them ahead of product price while loading the

online cart.

According to an industry report, consumer returns in E-commerce exceed USD
573 billion in value and around 13 billion units worldwide. As per industry
estimates, the average return is approximately 25% to 30% of total sales, around
8% to 10% higher than an in-store retail return. The customer initiates the
returns, but the logistics provider orchestrates the entire returns process. Thus,
Reverse logistics (RL) is indeed the catalyst to enhance the customer
experience. So, for a sustainable online B2C business, retailers should

comprehend the customer's perspective and co-create the RL Service Quality.

Thus, a cross-function topic thematic literature review was undertaken to
identify the research gaps and address the reverse logistics service quality gaps

from the customer perspective.

The literature review revealed prominent gaps - In the customer behavior
domain area, most academic literature emphasizes the return policy. Secondly,
cross-function studies in the reverse logistics area are scanty. On the other hand,
past research in Reverse logistics capabilities focuses optimization, cost
reduction and network designing. Lastly, a dyadic link between customer and

logistics provider capabilities to enhance reverse logistics service quality is a
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new topic, and academic research is scanty. Hence, there is a need to conduct a
study to understand customer expectations towards Reverse Logistics service

quality.

The scope of this study is limited to UAE's catalogue B2C Retail e-commerce
market, encompassing two major stakeholders in the RL operations — the
customers and logistics providers (3PL I). The research objectives are as follows

1. Understand the demographic traits of consumers returning goods online
and experiencing RL service.

2. To analyse the relationship between the RL service quality on customer
satisfaction.

3. Explore the link between the RL Capability and RLSQ and develop a
framework to improve the RL Service Quality.

The study draws theoretical premises from the “Service-Dominant Logic"
theory, which states that the customer is the co-producer of service.
Additionally, the expectancy-disconfirmation paradigm and the resource-based

theory are two ancillary theories that support this study.

For the quantitative survey, two questionnaires were developed based on the
identified variables. The first is to measure the customer expectation, and the
second is to explore the logistics capability of the provider. For the inferential
analysis, i.e., the co-variance SEM path Model was used to examine the
relationship of RLSQ factors to customer satisfaction. And to explore the
correlation between the capabilities and RLSQ performance, ANOVA was
applied.

The statistical analysis reveals the demographic traits of the customer who
return products frequently and a linkage between service quality factors —
Communication, IT systems, and RL processes to customer satisfaction.
Specifically, the Path analysis describes items like -RL real-time visibility, chat-
box facilities, and a hassle-free RL process that play a vital role in customer
satisfaction. Furthermore, the studies revealed that a robust linkage between IT
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and RL operations is the key to customer satisfaction. The reverse logistics
capability of the 3PL also reveals a significant correlation with the service

quality factors.

A customer segment matrix was developed from the demographic traits cross-
tabulation results. Further, based on the SEM Path Model and ANOVA, results
for the RLSQ framework were derived. This framework offers drivers and
enablers of RLSQ to improve service quality. The service quality factors were
categorised as the “Drivers” in RLSQ, while logistics factors resulting from the

ANOVA analysis were categorised as “Enablers” in the RLSQ performance.

The study contributes to the Service-Dominant theory (SD-Logic theory) in a
novel way; applying it to reverse logistics is a unique expansion of this theory.
Moreover, this study contributes to customer-centric business solutions by
highlighting the importance of cross-function integration by providing a new
dimension to the current research by showing a dyadic relationship between
service quality and logistics capability impact on customer satisfaction in the
B2C sector.

However, this study, like any other, has limitations. In this research, only five
factors of service quality are studied. Other factors of Logistics Service Quality
and customer behaviour in different geographical locations, so future studies in
a multicultural environment can offer a new comparative dimension to this

study.

Finally, this novel RLSQ framework would benefit B2C e-retailers, and
logistics providers since customer-oriented reverse logistics may be a real-
service differentiation and retain customer loyalty. This framework will benefit
e-commerce and logistics companies striving to enhance customer satisfaction

and deliver a competitive edge in the marketplace by customizing the service.

Keywords: Reverse Logistics, service quality, customer satisfaction, logistics

capability, B2C e-commerce.
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CHAPTER 1: INTRODUCTION

"Always keep in mind the old retail adage: Customers remember the

service a lot longer than the price."

— Lauren Freedman

With the accelerated growth in online shopping, the B2C e-commerce sector
faces unprecedented challenges — a high level of competition, rising customer
expectations, faster delivery, and high product returns. In this dynamic
landscape, not the product but logistics services are the real differentiators in
elevating customer satisfaction and experiences. Retaining a customer, brand
image, and lost revenue are the real challenges with soaring product returns.
So, companies need to shift the strategic lens from an operational fulfilment
mindset to a customer-centric approach in managing the reverse logistics

strategy.

This chapter encapsulates growth in the B2C e-commerce sector and product
returns. Further, this chapter provides insight into why product returns are
becoming a menace to e-commerce businesses globally and in United Arab
Emirates (UAE). The chapter also explores the provider's logistics capabilities
that act as a catalyst for service quality. Thus, establishing the need for a

customer-oriented service in reverse logistics.

1.1 BACKGROUND
1.1.1 Overview and Importance of Retail B2C E-Commerce Sector
E-commerce is a term used for performing a business transaction using the

internet, which is categorised as business-to-business (B2B) and business-to-
1



consumer (B2C)(Tsur et al.,, 2001). B2B is an internet-based business
transaction between two business organizations (Manufacturer- distributor or
retailer), whereas B2C e-commerce is when the customer uses the internet for
product and service transactions. B2C is increasingly gaining popularity, and
customers are buying digitally locally and globally from e-retailers. (Drigas &
Leliopoulos, 2014)

The B2C retail sector has grown exponential. The estimated growth rate is 17
per cent (in CAGR) between 2021 to 2024 (Forbes.,2021), despite the shrinkage
in global GDP by 3.1 per cent in 2020. Figure (1.1) shows the manifold growth
from USD 2.4 trillion in 2017 to USD 4.280 TN in 2020, which is 10.4 per cent
up from 2017 and is forecasted to grow & reach 6.388 trillion by 2024 (Global
Ecommerce Forecast., 2021). Around 50 per cent of the customer willing to
continue shopping online post covid (Bain & Company, 2019), raising the
market share from 18 % in 2020 to 21.8 % in the total global retail market in
2024.

$6.388

2019 2020 2021 2022 2023 2024

M Retail ecommerce sales M % change W % of total retail sales

Figure 1. 1 Global Retail E-commerce sales

Source: e-marketer.,2021
Not only globally, but the region-wise value of e-commerce sales and customer

spending has increased rapidly. Based on critical matrices such as average
revenue per customer, total sales revenue, per cent of the online population
shopping online, percentage of cross-border shoppers, CAGR (2018 — 2022)

and logistics infrastructure, ranked top five countries - USA, China, UK, Japan
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and Germany in the world. Table 1.1 shows the ranking based on the per-
customer spending and sales revenue in 2018. (Global Retail E-commerce
Market .,2019).

Table 1. 1 Top 5 e-commerce markets of the world

Ranking based on e- | Value of | Order based on | Sales
commerce shoppers’ | spending / | total e-commerce | Revenue
spending Customer (US $) | Value (Billion US $)
USA $1951.11 China $636.09 BN
Norway $1719.96 USA $ 504.58 BN
UK $1639.23 Japan $104.04 BN
Denmark $1383.15 UK $86.45 BN
Austria $1249.62 Germany $70.35 BN

1.1.2 Overview of UAE Retail B2C E-Commerce Sector

Like the rest of the world, the Middle East is experiencing a similar growing
trend in online shopping. In this region, the UAE is considered a "Shopper's
Paradise” with numerous malls and is popular among thousands of tourists
every year for its "Dubai Shopping Festival”. But the non-store (B2C e-
Commerce sector) has witnessed a massive shift of customers over the last

decade.

This thesis focuses on the B2C retail e-commerce sector in U.A.E., which shows
tremendous growth potential. Fig 1.2 illustrates the growth of the sector in UAE
from USD 5.05 Billion in 2015 to 19.77 billion in 2020. It is estimated to grow
by 23 per cent between 2018 and 2022. (Statistica, 2021.) With an e-commerce
penetration rate of 4.2 per cent, UAE is ranked as the most progressive retail

market, closely followed by Saudi Arabia at 3.8 per cent.

Value of E-commerce sales in UAE
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Figure 1. 2 Value of e-commerce sales in UAE (Statistica.com)

MENA regions, which include (the Middle East and North Africa) region,
around $1,648 annual spend per online shopper is the highest in UAE(Menasa
e-commerce Landscape, 2018), which is equivalent to matured e-commerce
countries. A country with 100 per cent internet penetration (World Bank., 2021)
with a young, internet-savvy population, yet only 63 per cent of the population
are active online shoppers. Compared to developed nations like the USA, UAE
customers still hesitate to shop online, which is why the low penetration. (UAE
Economy, 2019). The market share of UAE in the total global market is just 1.9
per cent, with high dependence on cross-border e-commerce, which is
approximately 56 per cent of the e-commerce sales.
The Government intends to promote a strategically important pillar of economic
growth by developing a dedicated "E-commerce hub™ in Dubai and issuing
licences to around 196 new start-ups in 2020 (Khaleej times, 2021). A yearly
increase in sales revenue per customer implies the industry will be growing
faster than the traditional brick—and-mortar sector. Moreover, a technology-
savvy young population ( Figure 1.3) shows that the average revenue per
customer is forecasted to be $ 1768.22 by 2025 (Statistica, 2020)

Average Revenue per User
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1800.00 1649.65
1525.03
1600.00 1397.30
1400.00

1768.22

£ 1000.00

=2
= 800.00
600.00
400.00
200.00
0.00

544,25 597.95

2017 2018 2019 2020 2021 2022 2023 2024 2025
YEARS

Figure 1. 3 Average Revenue per User in UAE (Source: Statistica, 2020)



But the per-customer frequency of online shopping is much lower than the
counterparts in the USA, UK or India. The customer in this region is always
sceptical about the quality, size, colour, texture, damages, and services while
ordering online. Reports from various consulting firms also provide an insight
into the low acceptance and averseness of shopping online in the UAE. (KPMG,
2017)

1.1.3 Overview of B2C Retail e-commerce Returns

1.1.3.1 - Global Product Returns

So, along with low prices and a strong web presence (Parasuraman et al.,2005),
"Free Returns "is a powerful tool adopted by the retailer to build trust and
reliability and retain the customer. (Hjort, 2013). This has led to major

challenges of high "Returns" of goods from the customer.

In B2C e-commerce, Product returns are categorized based on their origin.
Figure (1.4) illustrates categories of product returns from various supply chain
participants or stakeholders. (Brito & Dekker, 2002).

e- commerce Product Returns

'

Manufacturing Return
( Internal)

- scraps, returns for alteration,
misspecifications, and by-products.

Customer Returns
(External)

- Exchange, overordering, end-
of-use, repair, damage, delay
and warranfics.

Distribution returns (From the
market)

- Damaged Products, end of life
products, safety risk and
contamination.

Figure 1. 4 Various Categories of Returns
The returns from the manufacturer and distributor are internal returns mainly
for rework and recycling purposes. In contrast, the external returns from the
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customers (B2C) are for repair, exchange, end of use returns, overorders and
warranties (H. Han, 2019). Customer return is the largest returns category.
(Rogers et al., 2002).

Further, Industry experts have observed that with the exponential growth, the
product return has also blown up alongside. Recent studies show that the B2C
returns in 2022 (expected to be worth $ 573 Billion), almost four times the
online total sales in 2008. The industry projects around 13 BN units of returns
with an additional $ 4 BN in units of logistics pipeline by 2022. (Davidavi¢iené
& Al Majzoub, 2021).

Returns, specifically from the user or customer, are always a grave issue.
(Vlachos & Ip, 2016; de Araujo et al., 2018). Lenient return policy leads to
around 30 per cent of the shoppers ordering more, with the thought of “return
anytime”, and about 19 per cent of the customer buy multiples of the same
product to later decide at home and return the rest of the product. (Retail &
People, 2020).The average returns range between 25 to 30 % of the total sales
and are almost 8-to 10 % off in-store purchases. (Kohan, 2020) which soars
around 40- 45 % during the holiday and mega sales seasons. Returns from the
customer are not specific to a particular region but a universal problem. Table
() below shows the region-wise percentage of returns from the customer

compiled from various internet sources.

Table 1. 2 Percentage of Products returned by B2C e-commerce

Region | Percentage of Return (2018)
USA 10.6 -12 %
UK 40%

Germany | 53%
Spain 43%
India 18-20%
UAE 15-40%

Fig (1) reveals that the total global reverse logistics market has also gained

momentum with the rise in online purchases. The market statistics show an
6



average CAGR of 4.67 % from 2017 to 2025 and is expected to be $ 821 BN
by 2025 (Reverse logistics - statistics., 2021). It's an ugly truth of online buying
that can be curbed to an extent but cannot be eliminated.

Global Market Size of the Reverse Logistics from 2020 to
2028( in billion U.S.dollars)*
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Figure 1. 5 The Reverse Logistics Growth Trend — Source Statistica.com

1.1.3.2 UAE - E-commerce returns

The rate of returns from the UAE is much higher relative to other countries
globally. Surveys conducted by Dubai Chambers of commerce and other
leading newspapers found that returns range between 15 to 40 per cent of online
buying, which is almost 5 to 10 per cent higher than in-store buying. (Dubai
Chamber of Commerce.,2020; Gulf Business News., 2020) Figure (1.6) shows
the board reasons for returns from the customer and can be categorized based
on the reasons for return into the following (Retail & People, 2020)

No longer
neede

Fully or
partially
damaged

Delay in - 30%
delivery.,
18%
over- product of poor
purchase quality , not as
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Figure 1. 6 Reasons for Product Return ( Source: Retail & People, 2020)
In the current scenario, minimising the returns volume in the online sector is
beyond the control of the retailer and manufacturer. Product category wise,
apparels rank among the top, with a rate of return as high as 40 per cent,

followed by electronics, footwear, fashion accessories and books.

On the one hand, high returns erode the retailer's profitability which is evident
from an industry study conducted by UPS which states that a retailer spends
between 9 to 15 % of the total revenue to manage returns(KPMG, 2017).
Customers value a seamless return process. According to KPMG reports, 40%
of consumers browse through the return policy and process before placing items
in the cart. (Walker Sands, 2016). Around 51% of the customer based in the
USA and Europe states that ease of returns is vital for repurchasing from a
particular website. (Kats, 2021). A poorly managed returns supply chain
impacts customer retention and satisfaction. Thus, it is concluded that return
handling as part of the post-purchase experience is a critical component of an
organisation's success. (Coyle, Langley, Novack, & Gibson, 2012). It is an
activity evoked from negative sentiments, demanding excellent service support

to lower dissatisfaction.

1.1.4 Significance of Customer Oriented Reverse Logistics Services

Though the RL component is considered relatively trivial in the overall supply
chain performance by the practitioners, poor execution impacts the
organisation's overall profitability and market share. Table (1.3) illustrates the
articles published in various online newspapers, research articles, and
consultancy reports highlighting the business problem and the need for

customer-oriented reverse logistics.

Table 1. 3 Importance of RL in E-commerce

Author/ Source Customer Returns Experience

CNBC (2019) Customers in the US find "returns as a
battleground”. Keeping the customer happy is
harder to quantify for a retailer but extremely
valuable.




Times of India

(2018)

Product returns are a crucial challenge in online
purchases for Indian customers due to poor
logistics services. In a study published by (the
Times of India, 2018) of (the Zebra technologies
survey report, 93) % of the customers responded
that product returns remain a challenge for the
industry.

Gulf
(2017)

Business

The rise in delivery failures increases the cost of
business and, eventually, disappoints customers.

Gulf News (2017)

Four out of ten complaints are about services,
followed by product defects.

KPMG (2020)

Customer experience is a new reality in e-
commerce returns, and the customer expects
responsive operations.

The Guardian | Both retailers and customers are negatively
(2016) affected by poor returns handling.

Lysenko-  Ryba | Retailers need to redesign returns handling and
(2020) policy to improve customer satisfaction.

IMRG Consumer
Delivery Review,
2019/20)

Sixty-nine per cent of the customer specified that
the quality of the reverse logistics impacts the
choice of the e-retailer. And 92% of customers who

received a good return experience make repeat
purchases.

According to a customer survey(Narvar, 2019), roughly 51% of consumers are
dissatisfied with the complexities of the return process, while 35% complain
about the process's delay. It is observed that 95 per cent of customers will make
a repeat purchase only if their post-buy experience is positive. The report
published by (KPMG. 2017) provides an insight into customer reluctance to
shop online. The data reveals that around 14 % of consumers find the returns
services complex, nearly 13% do not trust the online security system, and 11 %
would like personalised treatment while returning the goods.

The latest research(Newman & Mcclimans, 2019) found that 55% of consumers
now value customer service more across the Middle East Region. Failure to do

so could result in the loss of business, with nearly half (47%) claiming that they



would ditch a brand after just one to two poor experiences. Hence, companies

must focus on customisation and customers' individual preferences.

Additionally, retailers face further challenges as 62 per cent of customers in the
region prefer cash against document (COD) compared with less than 5% in the
UK and France. This payment model has led to higher return rates on delivery
failures. The preference for COD is attributed to a general inconsistency in the
consumer experience when shopping online and the confidence level in the
return process. An additional challenge is an ineffective RL and high trade
barriers that block logistics for global e-retailers. These barriers affect small e-
commerce players more than the big giants. (KPMG, 2017).

The recent reports by the Department of Economic Development (DED), Dubai,
focus on consumers' rights, including - products, processes, and services. The
information obtained from the website of DED shows that customer complaints
against poor online services increased annually. The DED dealt with 13,770
complaints in 2017-18 from online customers. ( Society — Gulf News,2018.).
These complaints include —

Table 1. 4 Types and Number of consumer complaints

Complaints (Description) No Complaints | Percentage
Contract Non-compliance 6,458 47 %
Product Defects 2,938 21%
Refunds 890 6 %
Warranty Non-compliance 846 6 %
Others 829 6 %

Fraud in Online Purchase 609 4 %
Retailers adding additional charges | 452 3%
Pricing Non-compliance 441 3%
Repairs & Exchange 307 2%

(Source: Department of Economic Development (DED) in Dubai,2017- 2018)
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In the product category, the reasons for returns were highest due to the poor
service of the provider. This also includes the logistics service provider handling
delivery and return of goods.

Table 1. 5 Product categories and number of complaints

Types of complaint | No. of Complaints

Poor Service 5708
Damaged Electronics 3558
Automotives 1785

Textile and other necessities: | 1558

(Source: Department of Economic Development (DED) in Dubai,2017- 2018)

The UAE shopper has very high demand and expectations, ready to pay any
price if the product and service meet expectations. But at the same time, earning
loyalty is not easy. According to (PwC 2020), 75 % of consumers would
preferably shop from the same website and remain loyal if the company meets
its service standards. Hence, with the growing e-commerce sector in the
country, it is essential to understand the gap in the service quality offered while

returning the goods.

Further, according to the customer survey report published (Narvar. 2017),
around 51% of the customers found it difficult to return the package and
coordinate with the logistics provider. Similarly, 35 % of the consumers
complained about the delay in the process. It is established that 95 % of
consumers make a repeat purchase only if the post-purchase experience is
satisfactory. Across the globe, returns have been the undesired contributor to
online logistics, with shoppers consistently rating their satisfaction with returns
lower than their contentment with the first-mile delivery. (Retail & People,
2020), stated that only 40 % of customers are satisfied with the service quality
of returns compared to 75 % satisfaction level in last-mile delivery.

"It's important to remember that e-commerce is not only about selling products
- around 30 per cent of orders are returned. If you want customers to return,

creating a smooth return experience is an essential component,” - says DeVere
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Forster, chief operating officer at Dubai Commerce City, discussing the regional
e-commerce sector's explosive growth and how the industry can build a more
equitable ecosystem. (Dubai Commerce City: The UAE e-commerce equation;
Arabianbusiness,2020) .Hence, it is crucial to inspect the reasons for poor
service, customer expectations, and how companies can provide seamless

service.

Further, the specific company reports, articles, and customer reviews highlight
the client's distress levels resulting from the returns services. The below-
mentioned are local and cross-border companies, and relevant customer reviews

are collected from websites.

» Namshi.com is a renowned online B2C retail commerce company in the
UAE region. In 2018, the company released a report on customer
satisfaction with reverse logistics. According to the report, 25% of
customers are dissatisfied with the reverse/return service. The company
examined and refined the process, but it still needs to improve the returns
process and other factors influencing customer happiness. (Alzoubi,
2018)

e Furthermore, the reviews from numerous websites that published
customer evaluations and complaints about the return process
discovered that Namshi.co