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Abstract

Reverse logistics costs add seven to ten per cent of the total cost of goods sold and it is three times more
expensive to process the return logistics costs than forward logistics costs. In recent years, with increasing
environmental awareness and cost pressure, businesses and supply chains are becoming more aware of the
importance of reverse logistics.

An in-depth study of reverse logistics has revealed that reverse logistics is a complex process with numerous
problems and challenges. Many organisations are not prepared to do or do not have the necessary knowledge to
deal with reverse logistics. As a continuation of the in-depth study and by means of a literature study this article
explores the possibility of outsourcing of the reverse logistics process to third party logistics providers to alleviate
the problem of managing the function internally.

It can be concluded that outsourcing to third-party reverse logistics providers is indeed a means in which
organisations and supply chains can overcome numerous problems and challenges in reverse logistics. The
findings of this study are presented in a conceptual framework that may serve as a guide for further empirical
studies and managers who are considering the outsource decision for the reverse logistics function.
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1. INTRODUCTION

In the 21°' century reverse logistics has increasingly become an important economic activity
(Wang & Zhang 2009:2060). In recent years, evolving financial and competitive pressure,

increasingly demanding customers and complex environmental regulations have elevated
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the importance of sustainable supply chains and reverse logistics activities (Jain 2012:1239;
Kaynak, Kocoglu & Akgliin 2014:438).

The increasing attention paid to reverse logistics originates not only from the reinforcement
of environmental awareness and legislation, but also from the fact that reverse logistics
activities have proved to be profitable in many industries (Kannan, Pokharel & Kumar
2009b:28; Pinna & Carrus 2012:91). Therefore, many organisations realise that sustainable
supply chain management and reverse logistics are important factors for increasing quality
and profitability (Jain 2012:1239).

Reverse logistics is essentially the opposite of logistics. The Council of Supply Chain
Management Professionals (CSCMP 2010:144) defines logistics as

“[the] process of planning, implementing, and controlling procedures for the efficient and
effective transportation and storage of goods including service, and related information from
the point of origin to the point of consumption for the purpose of conforming to customer

requirements”.

Therefore, reverse logistics denotes a set of planning, execution and flow control measures
for raw materials and finished products in order to recover and recycle those products or
materials. It involves a whole range of activities, including collection, sorting, processing and
reconditioning (BearingPoint 2008:27). In other words, reverse logistics is the backward flow
of goods and information with an objective to reuse, remanufacture and recycle useful
components, energy content or the product as a whole, and it links the physical movement of
all recovered materials from the customer to the supplier (Mishra & Napier 2014:34).

In contrast to forward logistics studies, the topic of reverse logistics is not a popular research
area in supply chain management (SCM) and logistics. However it has lately gained some
attention from academics and practitioners (Pinna & Carrus 2012:91; Srivastava 2013:76;
Zaarour, Melachrinoudis, Solomon & Min 2014:37).

2. BACKGROUND

Despite the growing recognition of the importance of reverse logistics, many organisations
are not prepared to meet the challenges involved in handling returns (Srivastava 2013:67).
Reverse logistics is complex because of the diversity of the areas it encompasses (Corréa &
Xavier 2013:8) and there are numerous barriers that make it difficult to have efficient and
effective reverse logistics processes in place (Ravi & Shankar 2005:1026). This situation can
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prevent organisations from implementing reverse logistics processes or systems (Srivastava
2013:65).

Therefore, it is becoming an increasing trend for organisations to outsource part of or all of
their reverse logistics activities, since third-party reverse logistics (3PRL) providers are in
many cases better equipped and are more efficient in managing the reverse logistics
function than what the organisation could do on their own (Ravi 2012:26).

An in-depth study conducted in 2013 indicated that reverse logistics is complex, challenging
and that it poses management problems to businesses and supply chains in South Africa
(Badenhorst 2013). The purpose of the article is to explore, by means of a literature study,
the option of outsourcing of the reverse logistics process as a potential solution to the
problem. In addition, a conceptual framework will be compiled based on the literature
findings that may serve as a guide to researchers for further research and a reference to
managers while considering the insource/outsource decision of the reverse logistics process.

This article is structured as follows: firstly, an overview of the concept of reverse logistics is
provided, which is followed by a discussion of the problems associated with the
management of reverse logistics. Then a brief description of the research method is
provided. The literature is then explored in order to determine the potential of outsourcing as
a solution to reverse logistics problems. Finally, the conceptual framework for outsourcing as
a solution to overcoming problems regarding the management of reverse logistics is

presented, before the conclusion is drawn.

3. OVERVIEW OF REVERSE LOGISTICS

3.1 Description of reverse logistics

Reverse logistics is the process of planning, implementing and controlling the efficient and
cost-effective flow of raw materials, in-process inventory, finished goods and related
information from the point of expenditure or consumption to the point of origin, with the aim
of recapturing value through proper disposal (Azadi & Saen 2011:12231; Rogers & Tibben-
Lembke 1998:268).

The reverse logistics process includes activities such as product collection, inspection,
separation and sorting, recovery and disposition (De Brito 2003:11; Hugo, Badenhorst-Weiss
& Van Biljon 2004:228; Le Blanc 2006:11; PricewaterhouseCooper [PWC] 2008:16; Yimsiri
2009:6). Collection entails the collection of used products, making them available and
moving them physically to some point where further treatment ensues (De Brito 2003:11;
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Hugo et al. 2004:228; PWC 2008:16; Yimsiri 2009:6). After collection, the products need to
be classified according to quality and composition in order to determine their route in the
reverse chain (Le Blanc 2006:11; PWC 2008:16).

The inspection, separation and sorting stages occur at the collection point where the
products are inspected and sorted on the basis of their quality (Ji 2008:55; Wang, Zhou &
Ren 2010:340). Recovery is the process of recovering value from the returned product,
components and materials (Le Blanc 2006:12). Product disposition refers to the different
ways organisations attempt to recover the costs of products that are being returned (Stock &
Mulki 2009:38). These options are: return to the seller, reuse of the product (which includes
resell, redistribution, salvage, repair, recondition and refurbish), remanufacturing, donation,
recycling and disposal (which may involve either incineration or using as a landfill). Each of
these activities and options are illustrated in Figure 1.
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FIGURE 1: Reverse logistics activities and disposition options

Source: Authors’ compilation
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From Figure 1, it is clear that there are numerous activities and options that take place in the
reverse logistics process and it links the physical movement of all recovered materials from
the customer to the supplier (Mishra & Napier 2014:34). In its basic form, reverse logistics
starts from the end users, where products are collected, and then attempts to manage
returned products through different decision options (Govindan, Soleimani & Kannan
2015:603).

For example, a customer return a faulty printer to the retailer, the retailer will send the printer
back to the manufacturer or a third-party that specialises in defective products. Before
attempting to sell the printer in a defective condition, the manufacturer or third-party can
decide on different options such as repair, recondition or remanufacture. On the other hand,
if the returned product is beyond repair, another option can include recycling where the parts
will move back through to the original supply chain. The many options and related activities
in reverse logistics may be an important compounding factor regarding the difficulty of the

management process.

3.2 Problems occurring in the management of reverse logistics

Reverse logistics pose many managerial problems for organisations and supply chains.
These mainly include problems associated with costs, information systems, organisation and
management and problems between supply chain partners.

3.3.1 Costs associated with reverse logistics

One of the main pressures that organisations face in reverse logistics is how to reduce costs
(Pollock 2010:8). In a study, Deloitte Consulting (2014:3) found that an average of 7-10% of
the cost of goods sold is directly or indirectly attributable to reverse logistics. According to
the Reverse Logistics Executive Council (RLEC) in Norman and Sumner (2007:2), the
increase in costs for processing returns is an astounding 200 — 300% in comparison to a

forward sale.

It can therefore be said that it may cost three times more to process the reverse logistics of
an item than it does to process the forward logistics to sell it. Reverse logistics cost is
significant and on the rise (Carter & Ellram 1998:85; Pollock 2010:8). Reverse logistics is a
nonrevenue-generating process which results in only a few resources allocated to this part of
the supply chain (Biederman 2006:18; Rogers & Tibben-Lemke 2001:141; Shi & Zhihong
2010:444).
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Most organisations are not aware of the current costs associated with reverse logistics
because processes may be poorly defined and the systems may lack the necessary support
(Moore 2006:10; UPS Consulting 2004:3; Walden 2005:1). Organisations may also find it
difficult to estimate what the effect of reverse logistics expenses is on their margins,
budgeting, liabilites and short- and long-term planning (Deloitte Consulting
2014:9).Therefore, reverse logistics has many hidden costs.

3.3.2 Information systems for reverse logistics

Information systems have been shown to play a role in reverse logistics (Harris & Martin
2014:7). Many organisations do not have the necessary information technology (IT) for
developing an efficient and effective reverse logistics process (Srivastava 2013:65). The
application of IT is the principal link in the reverse logistics system (Zheng, Zheng & Liu
2005:853). The information system is responsible for managing returns, communicating
efficiently between the different parties involved, playing a role in identifying a product and
deciding how to deal with it (Lambert, Riopel & Abdul-Kader 2011:563).

Therefore, a lack of information and technological systems can be a serious problem in
terms of reverse logistics implementation (Jayaraman, Ross & Agarwal 2008:414; Ravi &
Shankar 2005:1013). Various researchers found that information and logistics systems are
not designed to make provision for reverse processes (Richey, Chen, Genchev & Daugherty
2005:830; Richardson 2006:2; Rogers & Tibben-Lembke 1998:43). Due to the absence of
information technology there is a lack of information visibility and unpredictability (De Brito
2003:206; Rukavina in Walsh 2007:42; Rupnow 2011:35; Stock in Kuzeljevich 2004:36;
Thrikutam & Kumar 2004:Internet).

3.3.3 Problems with product returns and reverse logistics processes

There is greater uncertainty in reverse logistics in comparison to forward logistics (Bai &
Sarkis 2013:306). Reverse logistics processes are mainly more complicated due to the
presence of multiple reverse distribution channels, individualised returns with small
quantities, extended-order cycles associated with product exchanges and a variety of
disposition options (Min & Ko 2008:177).

The reason for uncertainties in product returns is because reverse logistics occurs in a
response to an action of the final consumer or a supply chain partner lower in the supply
chain (Deloitte Consulting 2014:9). Therefore, organisations usually do not know what and
how many products will be returned on a given day (Kussing & Pienaar 2009:429).
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Product returns are therefore unplanned and uncertain in terms of timing, disposition,
condition and the quality and quantity of returns (Pinna & Carrus 2012:93; Ravi 2012:25;
Srivastava 2013:63). An appliance and electronics retailer, for example, do not know if there
are any products that will be returned by final customers, how many and why.

Due to this unpredictable nature of product returns it is therefore more difficult to project
return rates in reverse logistics flows than demand patterns in forward logistics flows
(Zaarour et al. 2014:38). Consequently, organisations are finding that they must deal with a
higher level of uncertainty (Kaynak et al. 2014:438).

3.3.4 Organisational and management-related problems

Organisations do not link reverse logistics to their competitive strategy (Harps 2003:Internet;
Ravi & Shankar 2005:1017) and strategic planning of reverse logistics is a challenging
problem due to various crucial issues (Srivastava 2013:69). The problems and difficulties
associated with the planning, control and implementation of reverse logistics strategies and
procedures can result in many mistakes and misperceptions on the part of the organisation
(Rukavina in Walsh 2007:42; Starkowsky in Andel 2004:43; Stock 2001:1; Walker 2010:39).

Reverse logistics may be more difficult to manage due to the inexperience of most
organisations (Bai & Sarkis 2013:306), and a major problem in the successful management
of reverse logistics is the absence of an executive overseer to take responsibility for reverse
logistics (Rukavina in Walsh 2007:42; Starkowsky in Andel 2004:43).

A possible reason for this may be that reverse logistics may not be the core activity of
organisations (Islam, Abdul-Kader & Chaouch 2014:1936; Kannan et al. 2009b:28-29). As
organisations develop core competencies in the fulfilment process, the core competency of
reverse logistics may become too difficult to attain for the same organisation (Pinna & Carrus
2012:91). A main barrier in the successful implementation of reverse logistics is resistance
to change (Kaynak et al. 2014:441). Resistance to change in the organisation can therefore
be a problem because reverse logistics requires drastic changes in mind-set and practice
(Ravi & Shankar 2005:1015).

3.3.5 Problems between supply chain partners

In the current business world, it has become difficult for organisations to be competitive
without working in close collaboration with supply chain partners (Aguezzoul 2014:69). For
reverse logistics to be successful, collaboration between supply chain partners is crucial
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(Zheng et al. 2005:853). A lack of communication between partners can also be a source of
risk (Breen 2006:54; Ravi & Shankar 2005:1017).

In conclusion, reverse logistics pose management problems due to the high and hidden
costs, uncertainty, lack of technology, systems and visibility, multiple options and many

activities involved.

4. RESEARCH METHOD

The main objective of the research and of this article is to explore literature regarding the
outsourcing of reverse logistics as a possible solution to the challenge of managing reverse
logistics. In addition, based on the literature, a conceptual framework is compiled to assist
managers when considering the insource-outsource decision for reverse logistics. Therefore,
an exploratory literature study was conducted.

Exploratory research often relies on secondary research such as reviewing available
literature and/or data, or other qualitative approaches such as informal discussions with
consumers, employees, management or competitors and more formal approaches through
in-depth interviews, focus groups, projective methods, case studies or pilot studies
(Saunders, Lewis & Thornhill 2003:97).

Exploratory studies are generally used when the area of investigation is new or vague and
exploration is necessary (Burns & Burns 2008:82). Therefore, the goal is to improve the final
research design by becoming familiar with basic facts, developing a picture of what the
current situation entails, generating tentative assumptions and determining the feasibility of
more rigorous follow-up research. Hence, exploratory studies tend to be mainly qualitative
(Burns & Burns 2008:82).

Qualitative data can be obtained from many sources. In this article, secondary data
collection was conducted. The types of secondary sources consulted in this study included:

* books, conference proceedings and reference materials;
= journal articles;

= online magazines and reports;

» theses and dissertations; and

= company and association websites.

Most of the sources were found by using the internet through search engines and electronic

global databases. Owing to a lack of South African sources, the majority of the sources were
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international sources. It is also necessary to point out that not all the sources that were
consulted were based on scholarly work in the field of reverse logistics. The web pages of
several companies and associations were consulted to gain a practical overview in the field

of reverse logistics.

5. THE POTENTIAL OF OUTSOURCING AS A SOLUTIONTO
REVERSE LOGISTICS MANAGEMENT PROBLEMS

Reverse logistics is that part of the supply chain that is often outsourced to third party
reverse logistics (3PRL) providers (Davis 2011:Internet). 3PRL providers offer reverse
logistics as a value-added service to organisations wishing to outsource their reverse
logistics processes and activities (Kannan 2009:399).

Many organisations that have benchmark supply chain functions outsource reverse logistics
(Davis 2011:Internet). Reverse logistics is becoming an area of organisational competitive
advantage and selecting a suitable 3PRL provider can decrease cost and management risk
(Zhi-Hong & Qiang 2009:497). For that reason, 3PRL providers can become important
players in various industries since they can participate in the cost reduction and
improvement of service quality of customers (Senthil, Srirangacharyulu & Ramesh 2014:56).

Many organisations view the entire concept of reverse logistics as unmanageable, and
choose to outsource their reverse logistics activities instead of attempting to manage the
process themselves (Integrated Warehousing Solutions 2005:Internet). Fortunately, there
are many organisations that specialise in reverse logistics and developed it as a core
competency. Therefore, outsourcing of reverse logistics is rapidly becoming the preferred
alternative option for organisations (Pinna & Carrus 2012:91).

According to Ordoobadi (2009:836), the main benefits or reasons for outsourcing fall into
three categories, namely strategic, operational and financial reasons.

» Strategic reasons include the competencies of 3PRL providers, expansion to new
markets, ability to focus on core activities, differentiation from competitors, gaining access
to world-class technology and improving customer service.

» Qperational reasons include operation flexibility, lack of internal expertise, and availability
of more specialised logistics expertise, accommodating coordination needs, labour issues
and handling of the non-value-added activities.
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» Financial reasons include avoiding large investments, cost advantages due to economies of
scale, reduction in operating and transaction costs, diverting capital investment/improving

returns on assets and reduction in employee base (Ordoobadi 2009:836).

Each of these three categories will be discussed in terms of overcoming the various
problems and challenges that organisations experience in reverse logistics.

5.1 Strategic reasons

Outsourcing reverse logistics function to 3PRL providers has been a resource of competitive
advantage for most organisations (Azadi & Saen 2011:12231). One of the most important
success factors for a benchmark reverse logistics programme is top management support,
and the most successful top managers have the conviction of staying focused on their core
competencies and outsourcing non-core processes to experts in the field (Doughton
2007:Internet).

Therefore, outsourcing reverse logistics will enable organisations to focus on their core
business operations (Azadi & Saen 2011:12231; Senthil et al. 2014:51) leaving the rest to
expert firms (Azadi & Saen 2011:12231). By outsourcing reverse logistics as a non-core
function, organisations can gain efficiencies within their forward operations by clearing
valuable warehouse space, maximising internal resources and managing risk associated

with regulatory compliance for product disposition (Doughton 2007:Internet).

In today’s business environment, the demand for IT resources far exceeds the budgeted
supply, especially for processes that are not considered a core competency for the company
(Doughton 2007:Internet). Consequently, 3PRL is playing an important role in supporting
such integrated supply chain management using sophisticated information systems and
dedicated equipment (Kannan 2009:399). These logistics providers generally have powerful
forward logistics management systems which make it easier for them to develop successful,
strong reverse logistics information modules. The combination of forward logistics and
reverse logistics information systems will be more conducive to an overall effective
information system (Meng, Zhang & Song 2009:632). The innovation that is brought from
3PRL providers can be an element of collaboration, influencing the whole of the supply chain
market position (Grabara & Kot 2010:106).

The information systems and technology of 3PRL providers can also assist with problems in
product returns. Organisations can utilise 3PRL provider's management information systems
to track products, analyse reasons for product returns, improve product quality or use the
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information to predict future trends (Wang & Zhang 2009:2062). 3PRL providers have the
advanced technology which provides them with the capability to make quick response,
flexibility and agility to the changing demand (Wang & Zhang 2009:2061). Therefore,
uncertainty can be reduced due to the latest technology and resource-sharing advantages of
3PRL providers (Senthil et al. 2014:51).

5.2 Operational reasons

One of the primary reasons for outsourcing the returns of the supply chain to 3PRL providers
is the latter’s expertise, knowledge and experience in reverse logistics (Witt 2007:Internet).
Many organisations outsource reverse logistics because they lack the expertise within their
management ranks to run the reverse logistics process or they do not want to use resources
on the function under consideration (Davis 2011:Internet). 3PRL providers can offer
organisations the expertise that they lack in reverse logistics (Grabara & Kot 2010:106).

Therefore, reverse logistics is usually outsourced because there is no internal expertise
and/or the organisation is unwilling to invest in the team and technology needed to improve
reverse logistics (Davis 2011:Internet). 3PRL providers have the necessary expertise and a
broader view of how reverse logistics works because they deal with multiple organisations
and industries and they can leverage their knowledge and software capacity to benefit all
members in the supply chain (Kaynak et al. 2014:440).

Outsourcing reverse logistics is often the best way to develop returns processing capabilities
(Davis 2011:Internet). Organisations should consider making use of 3PRL providers since
they are specialists who can execute a number of product disposition tasks efficiently and
effectively (Rukavina in Walsh 2007:42). 3PRL providers can also increase the efficiency of
operations (Haibo 2008:372). To manage uncertainties, flexibility needs to be built into the
reverse logistics process (Bai & Sarkis 2013:307). Flexibility is one of the most efficient
responses to the complexities and uncertainties in reverse logistics (Bai & Sarkis 2013:309).
Therefore, organisations choose to outsource reverse logistics to achieve greater flexibility
and faster turn-around speed to the market (Davis 2011:Internet).

5.3 Financial reasons

In addition to the overwhelming potential of outsourcing identified above, it also makes
sense financially to outsource reverse logistics. Cost pressure continues to increase in the
competitive logistics industry. A growing number of 3PRL providers have begun to explore
the possibility of managing product returns in a more cost-efficient manner (Min & Ko

Journal of Contemporary Management Volume 12 Page 154
DHET accredited 2015
ISBN 1815-7440 Pages 144 - 163



A BADENHORST Finding theoretical evidence to justify the
C VAN ZYL outsourcing of reverse logistics

2008:176). Because of their expertise, 3PRL providers have the ability to cut costs and
execute the processes of reverse logistics more efficiently (Cain 2008:15; Haibo 2008:372;
Rukavina in Walsh 2007:42) and can help save the organisation money and time (Smith
2005:179).

One example of how outsourcing to 3PRL providers can overcome some challenges in
reverse logistics, is the fact that of 80—90% of the returns of retail businesses in the United
States have been managed efficiently by 3PRL providers through re-producing and
optimising reverse process and information systems, which has resulted in a drop of 4% of
total logistics cost (Wang & Zhang 2009:2060).

Furthermore, 3PRL providers also solve the problems of volumes. They can take advantage
of economies of scale by converting reverse logistics functions into a profit-generating
activity into the closed loop supply chain (Kannan, Murugesan, Senthil & Noorul Haq
2009a:164) and reducing the overall cost of reverse logistics (Kannan, Pokharel et al.
2009b:28-29). Therefore, the effective use of 3PRL providers for reverse logistics activities
can lead to increased profit margins (Ravi 2012:26) and cost reductions due to economies of
scale and expertise.

The multitude of reasons provided for outsourcing reverse logistics above can be

summarised in terms of the following literature sources:

= The growth of outsourcing is mainly attributed to the benefits it brings in terms of
reducing costs and operating risk, improving performance, focusing on core business
(Aguezzoul 2014:69; Wang & Zhang 2009:2060), building virtual enterprises through
strategic alliances (Aguezzoul 2014:69) and improving competitiveness in the supply
chain (Wang & Zhang 2009:2060).

= 3PRL providers usually possess substantial operation experience, advanced
management systems and technology and a comprehensive network (Wang & Zhang
2009:2061).

= The benefits of reverse logistics outsourcing include lower costs due to economies of
scale, greater flexibility (Azadi & Saen 2011:12231; Islam et al. 2014:1937), higher
quality of service, better budget control, improved risk management, lower ongoing
investment in internal infrastructure (Islam et al. 2014:1937), operational efficiency and
enhanced customer service levels (Azadi & Saen 2011:12231).
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= Making use of 3PRL providers in a supply chain also allows for sustainability because
reverse logistics services afford organisations the opportunity to increase their profit
margins, differentiate their services from those of their competitors, attract new clients,
experience the advantages of well-managed reverse logistics practices and improve
their status in the global supply chain network (Efendigil, Oniit & Kongar 2008:270).

In conclusion, overwhelming evidence is prevalent in the literature in support of the use of

outsourcing in order to alleviate the management problems in reverse logistics.

6. A CONCEPTUAL FRAMEWORK FOR THE OUTSOURCING OF
REVERSE LOGISTICS

The main aim of this article is to explore the outsourcing of reverse logistics as a solution to
overcome the problems of managing reverse logistics. In addition, the aim was to compile a
conceptual framework that may assist researchers who wish to further study the subject and
managers when they need to make outsourcing decisions. The framework, which is actually
a summary of literature findings, contains a vast number of issues that are important in the
outsourcing decision. In the framework presented in Table 1, the shortcomings or challenges
that may be experienced in the reverse logistics channel are linked to the potential solutions
that 3PRL providers can offer organisations and supply chains.

TABLE 1: Conceptual framework for outsourcing as a solution to
overcoming reverse logistics management problems

Shortcomings or challenges | Category | Possible solutions provided by 3PRL providers
in reverse logistics

High cost associated with Financial = Enables organisations to cut or decrease reverse logistic

reverse logistics cost (Aguezzoul 2014:69; Cain 2008:15; Haibo 2008:372;
Rukavinain in Walsh 2007:42; Sethil et al. 2014:56 Wang &
Zhang 2009:2060; Zhi-Hong & Qiang 2009:497)

= Takes advantage of economies of scale to reduce the cost
of reverse logistics and turning reverse logistics into a
profit-generating activity (Islam et al. 2014:1937; Kannan et
al. 2009b:164; Kannan et al. 2009b:28-29)

= Provides the opportunity to increase profit margins
(Efendigil et al. 2008:270)

= More cost-efficient (Cain 2008:15; Haibo 2008:372; Min &
Ko 2008:176; Rukavina in Walsh 2007:42)

= |mproved budget control (Islam et al. 2014:1937)

= Lower investment in internal infrastructure (Islam et al.
2014:1937)

Journal of Contemporary Management Volume 12 Page 156
DHET accredited 2015
ISBN 1815-7440 Pages 144 - 163



A BADENHORST
C VAN ZYL

Finding theoretical evidence to justify the
outsourcing of reverse logistics

Shortcomings or challenges | Category | Possible solutions provided by 3PRL providers
in reverse logistics
Information systems for Strategic = Uses sophisticated information systems (Kannan
reverse logistics 2009:399)
¢ Inadequate infrastructure = Has advanced technology (Wang & Zhang 2009:2061)
for IT solutions = Strong information system capabilities (Meng et al.
e Lack of information and 2009:632)
technology systems
e Lack of information
visibility and capability
Problems with product returns | Strategic = Utilises information systems to track products, analyses
and reverse logistics reasons for product returns and improves product quality
processes (Wang & Zhang 2009:2062)
e Uncertainty of product = Uncertainties can be reduced due to latest technology and
returns resource sharing advantages (Senthil et al. 2014:51).
e Time and money spenton | Qperational | = Develops return processing capabilities (Davis
determining the most 2011:Internet)
suitable disposition option = Achieves greater flexibility and speed (Davis 2011:Internet)
= Reduces operating risk (Wang & Zhang 2009:2060)
= Experiences operational efficiency (Azadi & Saen
2011:12231; Haibo 2008:372)
= Specialist in product disposition (Rukavina in Walsh
2007:42)
= Improves flexibility (Azadi & Saen 2011:12231; Bai &
Sarkis 2013:309)
Financial = Solves problems with volumes by taking advantage of
economies of scales (Kannan et al. 2009a:164)
Organisational and Strategic = Qutsource non-core processes (Doughton 2007:Internet)
management-related problems = Enables organisation to focus on or to strengthen its core
e Lack of strategic planning competencies (Aguezzoul 2014:69; Azadi & Saen
to include reverse logistics 2011:12231; Senthil et al. 2014:51; Wang & Zhang
e Shortage of executive 2009:2060)
overseer for reverse = Has advanced management system (Wang & Zhang
logistics 2009:2061)
* Lack of expertise and Operational | = Has expertise, knowledge and experience in reverse
experience logistics (Grabara & Kot 2010:106; Witt 2007:Internet)

¢ Non-core capabilities

e Resistance to change and
the need for new
approaches

= Substantial operating experience (Wang & Zhang
2009:2061)

= Experiences advantages of well-managed reverse logistics
practices (Efendigil et al. 2008:270)
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Shortcomings or challenges | Category | Possible solutions provided by 3PRL providers
in reverse logistics

Problems between supply Strategic = Plays important role in supporting integrated supply chain
chain partners management systems (Kannan 2009:399)
e  Lack of collaboration = Improves competitiveness of the supply chain (Azadi &

Saen 2011:12231)

= Brings innovation to improve collaboration (Grabara & Kot
2010:106)

e Lack of communication

Source: Authors’ compilation from literature

From the above framework it is clear that outsourcing of the reverse logistics process to
3PRL providers makes sense, for it offers the organisation and supply chain solutions to
their reverse logistics problems, such as:

= cost-effectiveness through economies of scale;
»= the availability of information technology to improve operational processes;
= providing expertise and enable organisations to concentrate on core business; and

= improving relations and efficiencies in the supply chain.

7. CONCLUSION

The management of reverse logistics is difficult due to high and hidden costs, uncertainty,
lack of appropriate technology, systems and visibility, multiple options and many activities
involved. This study explored the literature to discover evidence for the option to possibly
outsource reverse logistics to 3PRL providers to alleviate the burden of managing reverse
logistics internally. With this study evidence was found that there is a significant increase in
the outsourcing of the reverse logistics function.

Outsourcing to 3PRL providers may benefit businesses and supply chains - strategically,
operationally and financially. Firstly, strategic benefits may include the focus on core
activities (due to outsourcing of non-core processes), access to world-class technology and
information systems and improved collaboration and competitiveness in the supply chain.
Secondly, operational benefits may include access to expertise, knowledge and experience
in reverse logistics, improved flexibility, reduction of uncertainties and improved operational
efficiencies. Finally, financial benefits may include the reduction of reverse logistics costs,

economies of scale and improved profit margins.
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The main contribution of this research and article lies in the conceptual framework presented
in Table 1. The challenges or shortcomings experienced with the management of reverse
logistics are linked to possible solutions that the outsourcing of the function to 3PRL
providers may offer to a business or supply chain. The table or framework contains a fairly
complete list of all the issues that needs to be considered regarding the outsourcing decision
and can be used as a guide by managers to justify the outsourcing of reverse logistics.

Based on evidence presented in the literature, it is clear that outsourcing of reverse logistics
can be justified as a potential solution in overcoming problems and challenges in reverse
logistics. With this in mind, there are numerous opportunities for future research. This article
is purely based on literature findings; therefore, further evidence of the viability and use of
this option in the South African market through empirical research is needed. Consequently,
the conceptual framework that was developed and reported on in this article could also serve
as a basis for further research studies. The framework could also raise awareness of the
potential of outsourcing in reverse logistics for organisations and supply chains.
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