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Tying –Purpose and Effect

Both Eastman Kodak Co. v. Image Technical Services, Inc., 112 S. Ct. 2072(1992) and Illinois Tool Works INC. et al. v. Independent Ink, INC. cases were started out as violation of federal antitrust law because both Eastman Kodak and Illinois Tool Works made tying arrangements to the sale of their patented products. Under older antitrust case law, tying the sale of a non-patented product to a patented product was often an antitrust violation.  Both companies did not make the tying arrangement so that they could exercise their market power to become monopolies.  Eastman Kodak and Illinois Tool Works both made tying arrangements with the purpose of overcoming certain business problem and while both tying cases seem to be similar, there is the difference in purpose and effect of the two tying cases.

Eastman Kodak Co. v. Image Technical Services, Inc., 112 S. Ct. 2072(1992) case concerned the aftermarket, in the form of service and repair, for micrographic equipment and high-volume copiers sold by Kodak.  The aftermarket was served by both Kodak and independent service organizations (ISOs) originally.  To operate in the aftermarket, ISOs needed to purchase Kodak’s patented replacement parts which Kodak chose to sell to them.  Eventually, Kodak lost a service contract to Image Technical Services in a price war and then Kodak changed its policy regarding the sale of parts.  Change of policy made purchasers of parts to provide proof of ownership of the equipment and such a policy change meant that ISOs could no longer buy them.  The purpose of this tying arrangement was simple, so that Kodak can earn profits from services in aftermarket.  The profits from the sale of the equipments began to decline rapidly since the products became more like commodities.  On the other hand, profits on service became much higher as customers became more dependent on their equipments.  Increasing demand for service and repair increased the price that could be charged for that service.  Profit margins were high since the needs were greater and the products were very reliable or so customers would believe since Kodak sold the equipments and also provided the service and repair with their own replacement parts.  ISOs had successfully competed with Kodak to maintain copiers and in order to crush this competition, Kodak stopped selling parts to ISOs.

Illinois Tool Works INC. et al. v. Independent Ink, INC. case involved tying patented and non-patented products.  Illinois Tool Works, as a term of its subsidiary’s agreement to sell its patented printheads and ink containers to Independent Ink, required that: (1) Independent Ink purchase Illinois Tool Work’s unpatented ink; and (2) Independent Ink not refill the patented ink containers with others’ ink.  The purpose of the tying arrangement of this case would be quality control, the tied good is necessary for the satisfactory performance of the tying good.  By using Illinois Tool Work’s ink on their patented printheads and ink containers, the quality and longer preservation of those containers will be ensured.  If Independent Ink would use other companies’ ink, it could possibly lead to damage of the containers or would cause malfunction on the equipment.  Also with the tying arrangement, Illinois Tool Work can reduce the cost of repairs resulting from the warranty.  If Independent Ink used other companies’ ink to refill the patented containers and equipment breaks down in result, Illinois Tool Work would have to provide repairs by warranty which otherwise would not have occurred if Independent Ink only used the ink from Illinois Tool Work.  By prohibiting Independent Ink to refill the patented container with inks from other companies, Illinois Tool Work can reduce the cost of repairs and maintain quality control on their patented printheads and ink containers.

The difference in purpose and effect of the two tying cases is that while Eastman Kodak’s case involves profit and Illinois Tool Work’s case involves protecting their intellectual property.  Both cases showcased the patented products but Eastman Kodak’s interest did not lie in to protect the products but to gain profits from the products in terms of service. The purpose of Eastman Kodak’s tying arrangement was so that Kodak can capture the benefits arising from services in aftermarket. The profits from the sale of the equipments began to decline rapidly, Kodak needed another market so that they can maintain and earn their profits.  With the tying arrangements, Kodak can drive out the competition from aftermarket and able to keep the increasing demand for service and repair increased the price that could be charged for that service.  The case for Illinois Tool Work works different than Kodak’s case which involves quality control and protection of their patented products.  The cost and damage arising from Independent Ink using other companies’ ink in Illinois’ printheads and ink containers is one thing, but quality control and keeping the reputation of their patented products is more important thing at stake for Illinois Tool Work.  The consumers usually look at one side of the picture, if the equipment using Illinois Tool Work’s patented products is damaged whether it used Illinois Tool Work’s ink or other companies’ ink, they would simply think Illinois Tool Work’s products are unreliable and this could lead to decline in the reputation and trust for their products regardless of what actually happened.  The tying arrangement of the Illinois Tool Work will not crush their competitions or guarantee them increased market power but it would ensure them the quality control in maintenance of their products which would lead to consistent trust from their consumers.

Both Eastman Kodak Co. v. Image Technical Services, Inc., 112 S. Ct. 2072(1992) and Illinois Tool Works INC. et al. v. Independent Ink, INC. cases were similar in some points, such that they both were considered as antitrust cases and both involved the tying arrangements of their patented products.  It is noteworthy to see that there is a difference in their cases, however, that Eastman Kodak’s purpose of the tying arrangement was for profits and Illinois Tool Work’s purpose was for quality control over their products.  While the tying arrangement can look similar in nature, their purpose and effect can be quite different depending on perspective of the involved company.
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1. What was the purpose of the tying arrangement in each case?  Explain what the business problem was that was solved by the tying arrangement in each case.

2. Distinguish between the two tying cases.  Using your answer to (1) above, what is the difference in purpose and effect of the two tying cases?

