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needed to produce film, and it made most of the
component parts for its cameras.

Kodak became one of the most profitable Ameri-
can corporations, and its return on shareholders’ eq-
nity averaged 18% for many years. To maintain its
competitive advantage, it continued to heavily invest
in research and development in silver halide pho-
tography, principally remaining in the photographic
business. In this business, as the company used its
resources, to expand sales and become a global busi-
ness, the name Kodak became a houschold word sig-
nifying unmatched quality. By 1990, approximately
40% of Kodak’s revenues came from sales outside
the United States.

Starting in the early 1970s, however, and es-
pecially in the 1980s, Kodak ran into major prob-
lems, reflected in the drop in return on equity. Its
preeminence was being increasingly threatened as
the photographic industry and industry competi-
tion changed. Major innovations were taking place
within the photography business, and new methods
of recording images and memories beyond. silver
halide technology, most noticeably digital imaging,
were emerging.

increasing Competition -

In the 1970s, Kodak began to face an uncertain en-
vironment in all its product markets. First, the color
film and paper market from which Kodak made 75%
of its profits experienced growing competition from
Japanese companies, led by FujiFilm. Fuji invested in
huge, low-cost manufacturing plants, using the lat-
est technology to mass-produce film in large volume.
Fuji’s low production costs and aggressive, competi-
tive price cutting squeezed Kodak’s profit margin.
Finding no apparent differences in quality, and ob-
taining more vivid colors with the Japanese product,
consumers began to switch to the cheaper Japanese
film, and this shift drastically reduced Kodak’s mar-
ket share.

Besides greater industry competition, another
liability for Kodak was that it had done little in-
ternally to improve productivity to counteract ris-
ing costs. Supremacy in the marketplace had made
Kodak complacent, and it had been slow to in-
troduce productivity and quality improvements.
Furthermore, Kodak {unlike Fuji in Japan) produced
film in many different countries in the world rather
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than in one single country, and this also gave Kodak
a cost disadvantage. Thus, the combination of Fu-
ii’s efficient production and Kodak’s own manage-
ment style allowed the Japanese to become the cost
leaders—to charge lower prices and still maintain
profit margins.

Another blow on the camera front came when
Kodak lost its patent suit with Polaroid Corp. Ko-
dak had abandoned the instant photography busi-
ness in the 1940s, when it turned down Edwin
Land’s offer to develop his instant photography
process. Polaroid developed it, and instant photog-
raphy was wildly successful, capturing a significant
share of the photographic market. In response,
Kodak set out in the 1960s to develop its own in-
stant camera to compete with Polaroid’s. Accord-
ing to testimony in the patent trial, Kodak spent
$94 million perfecting its system, only to scrub it
when Polaroid introduced the new $X-70 camera
in 1972. Kodak then rushed to produce a com-
peting instant camera, hoping to capitalize on the
$6.5 billion in sales of instant cameras. Flowever, a
federal judge ordered Kodak out of the instant pho-
tography business for violating 7 of Polaroid’s pat-
ents in its rush to produce an instant camera. The
cost to Kodak for closing its instant photography
operation and exchanging the 16.5 million cameras
sold to consumers was over $800 million. By 1985,
Kodak reported that it had exited the industry at a
cost of $494 million; however, in 1991 Kodak also
agreed to pay Polaroid $925 million to settle out
of court a suit that Polaroid had brought against
Kodak for patent infringement.

On its third product front, photographic process-
ing, Kodak also experienced problems. It faced stiff
competition from foreign manufacturers of photo-
graphic paper and from new competitors in the film-
processing market. Increasingly, film processors were
turning to cheaper sources of paper to reduce the costs
of film processing. Once again, the Japanese had de-
veloped cheaper sources of paper and were eroding
Kodak’s market share. At the same time, many new
independent film-processing companies had emerged
and were printing film at far lower rates than Kodak’s
own official developers. These independent laborato-
ries had opened to serve the needs of drugstores and
supermarkets, and many of them offered 24-hour se-
vice. They used the less expensive paper to maintain
their cost advantage and were willing to accept lower
profit margins in return for a higher volume of sales.
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than in one single country, and this also gave Kodak
a cost disadvantage. Thus, the combination of Fu-
ii’s efficient production and Kodak’s own manage-
ment style allowed the Japanese to become the cost
leaders—to charge lower prices and still maintain
profit margins.

Another blow on the camera front came when
Kodak lost its patent suit with Polaroid Corp. Ko-
dak had abandoned the instant photography busi-
ness in the 1940s, when it turned down Edwin
Land’s offer to develop his instant photography
process. Polaroid developed it, and instant photog-
raphy was wildly successful, capturing a significant
share of the photographic market. In response,
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under the Kodak name. This arrangement would
capitalize upon Kodak’s strong brand image and give
Kodak a presence in this market fo maintain its cam-
era and film sales. Kodak sold § 00,000 cameras and
gained 15% of the declining film camera market. In
addition, Kodak invested heavily in developing new
and advanced film such as 2 new range of “DX>
coded film to match the new 35mm camera market
that possesses the vivid color qualities of Fuji’s film.
Kodak had not developed vivid film color earlier
because of its belief that consumers wanted “real-
istic” color—its managers were still fixated on im-
proving core declining film business,
Kodak also made major moves to solidify its hold
on the film-processing market. It attempted to stem
the inflow of foreign low-cost photographic paper by
gaining control over the processing market. In 1986,
itacquired Fox Photo Inc, for $96 million and became
the largest national wholesale photograph finisher, In
1987, it acquired the American Photographic Group,
and in 1989, it solidified its hold op the photofinishing
market by forming a joint venture, Qualex, with the
photofinishing operations of Fuqua industries, These
acquisitions provided Kodak with 2 large, captive
customer for its chemical and paper products as well
as control over the photofinishing market. Also, in
1986 Kodak introduced new improved 1-hour film-
processing labs to compete with other photographic
developers. To accompany the new labs, Kodak popu-
larized the Kodak “Color Watch” system that requires
these labs to use only Kodak paper and chemicals,
Kodak’s strategy was to stem the flow of business to
1-hour mini-labs and also establish the industry stan-
dard for quality processing—it succeeded but the pace
of change to the digital world was accelerating and by
the end of the 1980s, given the soaring popularity of
digital PCs Kodak’s managers should have recognized
they were on the wrong track.
Kodak’s rapidly declining profitability forced it
Lo engage in a massive internal cost-cutting effort to
improve the efficiency of the photographic products
group. Beginning in 1984, it introduced more and
more stringent efficiency targets aimed at reduc-
ing waste while increasing productivity, In 1986, it
established a baseline for measuring the total cost of
waste incurred in the manufacture of film and pa-
per throughout its worldwide operations. By 1987,
it had cut that waste by 15%, and by 1989, it an-
nounced total cost savings worth $500 million an-
nually. This was peanuts given the rapidly changing
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competitive situation—Kodak’s managers did noy
want to shrink their large, bureaucratic company
that had become conservarive and paternalistic ove
time. As a result, Kodak’s profits dropped dramat;-
cally in 1989 as all film makers woke up to the neyy
competitive reality and Polaroid and Fuji also ag-
gressively tried to capture market share by engaging
in price cutting and increasing advertising to rajse
market share. The result was even further major
declines in profitability. These rising expenditures
offset most of the benefits of Kodak’s cost-Cutting
cffort, and there was little prospect of increasing
profitability because Kodak’s core photographic im-
aging business was in decline—Kodak already had
80% of the market, it was tied to the fortunes of one
industry. In addition, the Increasing use and grow-
ing applications of digital imaging techniques, led
to Chandler’s second strategic thrust: an immediate
policy of acquisition and diversification into new
industries, including the electronic imaging business
with the stated goal of being first in film and digital
imaging. He thought the two could still co~exist, He

could not understand that digital imaging was a dig-
ruptive technology.

The Information Systems Group

In 1988, Sony introduced a digital electronic camera
that could take stil] pictures and then transmit them
back to a television screen. This was an obvious sig-
nal that the threat to Kodak from new digital imag-
ing techniques was going to accelerate. However, at
that time, the pictures taken with video film could
not match the quality achieved with chemical repro-
duction, Technology will always advance, and the
introduction of CDs was also 2 sign that new form
of digital storage media were on the horizon—the
silver halide film media was already out of date as
declining sales showed. For Kodak to survive in the
imaging business, its managers woke up to the fact
that it required expertise in a broad range of new
technologies to satisfy custormers’ recording and int-:
aging needs—they began to see the threat posed by
the disruptive technology. Kodak’s managers saw in
all its film markets different types of digital produc
Wwere emerging as strong competitors. For example,
clectronic imaging had become important in the
medical sciences and in all business, technical, an
research applications driven by introduction of eve
more powerful servers and PCs, "
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competitive situation—Kodak’s managers did not
want to shrink their large, bureaucratic company
that had become conservative and paternalistic over
time. As a result, Kodak’s profits dropped dramati-
cally in 1989 as all film makers woke up to the new
competitive reality and Polaroid and Fuji also ag-
gressively tried to capture market share by engaging
in price cutting and increasing advertising to raise
market share. The result was even further major
declines in profitability. These rising expenditures
offset most of the benefits of Kodak’s cost-cutting
effort, and there was little prospect of increasing
profitability because Kodak’s core photographic im-
aging business was in decline—Kodak already had
80% of the market, it was tied to the fortunes of one
industry. In addition, the Increasing use and grow-
ing applications of digital iImaging techniques, led
to Chandler’s second strategic thrust: an immediate
policy of acquisition and diversification into new
industries, including the electronic imaging business
with the stated goal of being first in film and digital
imaging. He thought the two could still co-exist. He
could not understand that digital imaging was a dis-
ruptive technology.

The Information Systems Group

In 1988, Sony introduced a digital electronic camera
that could take still pictures and then transmit them .
back to a television screen. This was an obvious sig-
nal that the threat to Kodak from new digital imag-
ing techniques was going to accelerate, However, at
that time, the pictures taken with video film could
not match the quality achieved with chemical repro-.
duction. Technology will always advance, and the
mntroduction of CDs was also a sign that new form
of digital storage media were on the horizon—the
silver halide film media was already out of date as
declining sales showed. For Kodak to survive in the’
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However, Kodak’s managers did not choose to
focus on imaging products and markets close to
“photographs”—for example Kodak could have
bought Sony or Apple. Instead, they began to target
any kind of imaging applications in communications,
computer science, and similar applications, that they
believed would be important in digital imaging mar-
kets of the future. Because Kodak had no expertise
in digital imaging, its managers decided to acquire
companies they perceived did have these skills and
then market these companies’ products under its
own famous brand name. For example, a Kodak
electronic publishing system for business documents,
and a Kodak imaging record keeping system.

Kodak began its disastrous strategy of acquisi-
tions and joint ventures that wasted much of its huge
retained earnings in new imagining technologies that
its managers hoped, somehow, would increase its
future profitability. In the new information systems
group, acquisitions included Atex Inc., Fikonix Corp.,
and Disconix Inc. Atex made newspaper and maga-
zine electronic publishing and text-editing systems to
newspapers and magazines worldwide as well as to
government agencies and law firms. Fikonix Corp.
was a leader in the design, development, and pro-
duction of precision digital imaging systems. Further
growth within the information systems group came

with the development of the Ektaprint Jine of copier-
duplicators that did achieve some success in the com-
petitive high-volume segment of the copier market.
In 1988, Kodak announced another major move into
the copier service business when it purchased IBM’s
copier service business and that it would market copi-
ers manufactured by IBM as well as its own Ektaprint
copiers. But these copiers were not based on digital
imaging—they were still ink-based even though they
used digital technology. With these moves, Kodak
extended its activities into the electronic areas of ap-

tificial intelligence, computer systems, consumer elec-

acquired any IT companies that might fill in its prod-
uct lines and obtain technical expertise in digital tech-
nology, and help it in its core imaging business. After
taking more than a decade to make its first 4 acqui-
sitions, Kodak completed 7 acquisitions in 1985 and
more than 10 in 1986. Among the 1985 acquisitions
was Verbatim Corp., a major producer of floppy disks.
This acquisition made Kodak one of the 3 big produc-
ers in the floppy disk industry—an industry in which
it had no expertise,

In entering office information systems, Kodak
entered new markets where it faced strong competi-
tion from established companies such as IBM, Apple,
and Sun Microsystems. The Verbatim acquisition
brought Kodak into direct competition with 3M.
Entering the copier market brought Kodak into di-
rect competition with Japanese firms such as Canon,
which was the leader in marketing advanced, new
low-cost copiers—and Canon still is today.

In brief, Kodak was entering new businesses
where it had little expertise, where it was unfamil-
iar with the competitive forces, and where there was
already strong competition. Soon, Kodak was forced
to retreat from many of these markets. In 1990, it
announced that it would sell Verbatim to Mitsubi-
shi. (Mitsubishi was immediately criticized by Japa-
nese investors for buying a company with an old,
outdated product line!) Kodak was forced to with-
draw from many other areas of business simply by
selling assets, closing operations, and taking a write-
off such as its non-digital videocassette operations.
The fast-declining performance of its information

systems group, which Kodak attributed to increased
competition and delays in bringing out new prod-
ucts, reduced earnings from operations from a profit
of $311 million in 1988 to a loss of $360 million in
1989. This was a major wake up call to investors
who now realized that Kodak’s top managers had
1o viable business model for the company and were

imaging business, its managers woke up to the fact.
that it required expertise in a broad range of new
technologies to satisfy customers’ recording and im
aging needs—they began to see the threat posed b
the disruptive technology. Kodak’s managers saw in
all its film markets different types of digital product
were emerging as strong competitors, For example,
electronic imaging had become Important in t
medical sciences and in all business, technical,

research applications driven by introduction of eve
more powerful servers and PCs.

tronics, peripherals, telecommunications, and test and
measuring equipment. Kodak was hoping to gain a
strong foothold in these new businesses to make up
for losses in its traditional business—but it was stil]
not trying to streamline and shrink its core businesg
to reduce its cost structure fast enough, and these ac.
quisitions raised its cost structure; -

In addition, top managers now terrified by how
far Kodak was behind, decided to purchase imaging
companies that made products as diverse as computer
workstations and floppy disks!: Kodak aggressively

simply wasting its capital.

The Heaith Group

Kodak’s interest in health products emerged from
its involvement in the design and production of film
for medical and dental X-rays. The growth of digital
imaging in medical sciences seemed another oppor-
tunity for Kodak to apply its “skills” in new mar-
kets, and it began to develop such products as Kodak
Ektachem—clinical blood analyzers, It developed
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other products—Ektascan laser imaging films, print-
ers, and accessories—for improving the display, stor-
age, processing, and retrieval of diagnostic images.
This seemed more related to its core business imag-
ing mission.

However, Kodak did not confine its interests in
medical and health markets to imaging-based prod-
ucts. In 1984, it established within the health group a
life sciences division to develop and commercialize new
products deriving from Kodak’s distinctive competen-
cies in its still profitable chemical division. Kodak had
about 500,000 chemical formulations upon which it
could base new products, top managers decided that
they could use these resources to enter newly develop-
ing biotechnology markets and grow its “life sciences”
division that soon engaged in joint ventures with ma-
jor biotechnology companies such as Amgen and Im-
munex. However, these advances into biotechnology
proved highly expensive, and again Kodak had no
expertise in this complex industry! Soon, even its own
managers realized this, and in 1988 Kodak quietly ex-
ited the industry. What remained of the life sciences di-
vision was then folded into the health group in 1988,
when Chandler completed Kodak’s biggest, and most
useless acquisition, the purchase of Sterling Drug, for
more than $5 billion.

The Sterling acquisition once again had no rel-
evance to Kodak’s business model. Sterling Drug
was a global maker of prescription drugs, over-the-
counter medicines, and consumer products with fa-
miliar brand names such as Bayer Aspirin, Phillips’
Milk of Magnesia, and Panadol. Chandler thought
this merger would allow Kodak to become a major
player in the pharmaceuticals industry. With this ac-
. quisition, Kodak’s health group became pharmaceu-
tically oriented, and its mission was to develop a full
pipeline of major prescription drugs and a world-
class - portfolio of over-the-counter medicines—
something that is an enormously complex, uncertain,
and expensive process. Analysts immediately ques-
tioned the acquisition because, once again, Chandler
was taking Kodak into a new industry where com-
petition was intense and was consolidating because
of the massive costs of drug development. Some
analysts claimed that the acquisition was aimed at
deterring a possible takeover of Kodak—because it
was still cash rich and its capital was being wasted!
The acquisition of Sterling also resulted in a major
decline in profits in 1989; this was growth without
profitability.
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The Chemical Division

Established almost a hundred years ago to be the
high-quality supplier of raw materials for Kodak’s
film and processing businesses, the Eastman Chemi-
cal division was responsible for developing many
of the chemicals and plastics that made Kodak the
leader in silver-halide filmmaking, The chemical di-
vision was also a major supplier of chemicals, fibers,
and plastics to thousands of customers worldwide,
and Kodak had benefited from the profits from its
plastic material and resins unit because of the suc-
cess of Kodak PET (polyethylene terephthalate), to-
day the major polymer used in soft-drink bottles.

%owever, in its chemical division, Kodak also ran
into'the same kinds of problems experienced by its
other operating groups. There is intense competition
in the plastics industry, not only from U.S. firms like
DuPont, but also from large Japanese and European.
In specialty plastics and PET, for example, increased
competition forced Kodak to reduce prices by 5%
and this also led to the plunge in its earnings in
1989. The chemical division, however, had excellent
resources and competencies—but not now that they
were still controlled by a declining film giant.

Kodak’s Failing Business Model
Resuits in Massive Cost Cutting

With the huge profit reversal in 1989 after all the
years of acquisition and “internal development,”
analysts were questioning the existence of the “logi-
cal synergy,” or economies of scope that Chandler
claimed for Kodak’s new acquisitions. Certainly,
Kodak had new sources of revenue—but was this
profitable growth? Was Kodak positioned to compete
successfully in the future? What were the synergies
that Chandler was talking about? And wasn’t any in-
crease in profit due to its attempts to reduce costs?
Indeed, as Chandler made his acquisitions, he
also realized the increasing need to change Kodak’s
management style and organizational structure to
reduce costs and allow it to respond more quickly
to changes in the competitive environment. Because
of its dominance in the industry, in the past, Kodak
had not worried about outside competition. As a
result, the organizational culture at Kodak empha-
sized traditional, conservative values rather than °




other products—Ektascan laser imaging films, print-
ers, and accessories—for improving the display, stor-
age, processing, and retrieval of diagnostic images.
This seemed more related to jts core business imag-
ing mission.
However, Kodak did not confine its interests in
medical and health markets to imaging-based prod-
ucts. In 1984, it established within the health group a
life sciences division to develop and commercialize new
products deriving from Kodak’s distinctive competen-
cies in its still profitable chemical division. Kodak had
about 500,000 chemical formulations upon which it
could base new products, top managers decided that
they could use these resources to enter newly develop-
ing biotechnology markets and grow its “life sciences”
division that soon engaged in joint ventures with ma-
Jor biotechnology companies such as Amgen and Im-
munex. However, these advances into biotechnology
proved highly expensive, and again Kodak had no
expertise in this complex industry! Soon, even its own
managers realized this, and in 1988 Kodak quietly ex-
ited the industry. What remained of the life sciences di-
vision was then folded into the health group in 1988,
when Chandler completed Kodak’s biggest, and most
useless acquisition, the purchase of Sterling Drug, for
more than $5 billion.

The Sterling acquisition once again had no rel-
evance to Kodak’s business model, Sterling Drug
was a global maker of prescription drugs, over-the-
counter medicines, and consumer products with fa-
miliar brand names such as Bayer Aspirin, Phillips’
Milk of Magnesia, and Panadol. Chandler thought
this merger would allow Kodak to become a major
player in the pharmaceuticals industry. With this ac-
quisition, Kodak’s health group became pharmaceu-
tically oriented, and its mission was to develop a full
pipeline of major prescription drugs and a world-
class portfolic of over-the-counter medicines—
something that is an enormously complex, uncertain,
and expensive process. Analysts immediately ques-
tioned the acquisition because, once again, Chandler
was taking Kodak into a new industry where com-
petition was intense and was consolidating because
of the massive costs of drug development. Some
analysts claimed that the acquisition was aimed at
deterring a possible takeover of Kodak—because it
was still cash rich and its capital was being wasted!
The acquisition of Sterling also resulted in a major

decline in profits in 1989; this was growth without
profitability.
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The Chemical Division

Established almost a hundred years ago to be the
high-quality supplier of raw materials tor Kodak’s
film and processing businesses, the Eastman Chemni-
cal division was responsible for developing many
of the chemicals and plastics that made Kodak the
leader in silver-halide filmmaking. The chemical di-
vision was also a major supplier of chemicals, fibers,
and plastics to thousands of customers worldwide,
and Kodak had benefited from the profits from its
plastic material and resins unit because of the suc-
cess of Kodak PET (polyethylene terephthalate), to-
day the major polymer used in soft-drink bottles.
owever, in its chemical division, Kodak also ran
into'the same kinds of problems experienced by its
other operating groups. There is intense competition
in the plastics industry, not only from U.S. firms like
DuPont, but also from large Japanese and European,
In specialty plastics and PET, for example, increased
competition forced Kodak to reduce prices by 5%
and this also led to the plunge in its earnings in
1989. The chemical division, however, had excellent .
resources and competencies—but not now that they
were still controlled by a declining film giant.

Kodak’s Failing Business Model
Results in Massive Cost Cutting

With the huge profit reversal in 1989 after all the
vears of acquisition and “internal development,”
analysts were questioning the existence of the “logi-
cal synergy,” or economies of scope that Chandler
claimed for Kodak’s new acquisitions. Certainly,
Kodak had new sources of revenue—but was this
profitable growth? Was Kodak positioned to compete
successfully in the future? What were the synergies
that Chandler was talking about? And wasn’t any in-
crease in profit due to its attempts to reduce costs?
Indeed, as Chandler made his acquisitions, he
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entrepreneurial values. Kodak was often described
as a conservative, plodding monolith because all
decision making had been centralized at the top of
the organization among a clique of senior manag-
ers. Furthermore, the company had been operating
along functional lines. Research, production, and
sales and marketing had operated separately in dif-
ferent units at corporate headquarters and dispersed
to many different global locations, Kodak’s different
product. groups also operated separately. The result
of these factors was a lack of communication and
slow, inflexible decision making that led to delays
in making new product decisions. When the com-
pany attempted to transfer resources between prod-
uct groups, conflict often resulted, and the separate
tunctional operations also led to poor product group
relations, for managers protected their own turf at
the expense of corporate goals. Moreover, there was
a lack of attention to the bottom line, and manage-
ment failed to institute measures to control waste,
Another factor encouraging Kodak’s conservative
orlentation was its promotion policy. Seniority and
loyalty to “Mother Kodak” counted nearly as much
as ability when it came to promotions. Only 12 presi-
dents had led the company since its beginnings in the
1880s. Long after George Eastman’s suicide in 1932,
the company followed his cautious ways: “If George
didn’t do it, his successors didn’t either,”

Kodak’s technical orientation also contributed to

its problems. Traditionally, its engineers and scien-
tists had dominated decision making, and market-
ing had been neglected. The engineers and scientists
were perfectionists who spent enormous amounts of
time developing, analyzing, testing, assessing, and re-
testing new products. Little time, however, was spent
determining whether the products satisfied consumer
needs. As a result of this technical orientation, man-
agement passed up the invention of xerography, leav-
ing the new technology to be developed by a small
Rochester, New York, firm named Haloid Co.—later
Xerox. Similarly, Kodak had passed up the instant
camera business.

With its monopoly in the photographic film and
paper industry gone, Kodak was in trouble, Chandler
had to alter Kodak’s management orientation. He
began with some radical changes in the company’s
culture and structure. Forced to cut costs, Chandler
began a massive downsizing of the work force
to eliminate the fat that had accumulated during
Kodak’s prosperous past. Kodak’s policy of lifetime

The Rise and Fall of Eastman Kodak: Wil It Survive Beyond 20127

employment was swept out the door when declining
profitability led to continuing employee layoffs and
cost reductions. Between 1985 and 1990, Kodak laid
off over 100,000 of its former 136,000 employees,
less that 10% of its workforce and a tiny percent-
age that would do nothing to prevent its declining
performance. Kodak was now a company that had
come unstuck, it could not recognize that it had lost
its competitive advantage and that all it new strate-
gles were just accelerating its decline. It was burning
money but its top managers did not want to dam-
age the company or its employees, it was obviously
a dinosaur.

Every move top managers made failed. Kodak at-
tempted to create a structure and culture to encour-
age internal venturing. It formed a “venture board”
to help underwrite projects imitating 3M and created
an “office of submitted ideas” to screen projects. Ko-
dak’s attempts at new venturing were unsuccessful,
of the 14 ventures that Kodak created 6 were shut
down, 3 were sold, and 4 were merged into other
divisions. One reason was Kodak’s management
style, which also affected its new businesses. Kodak’s
top managers never gave operating executives real
authority or abandoned the centralized, conserva-
tive approach of the past. Kodak also reorganized
its worldwide facilities to increase productivity and
lower costs, For example, Kodak streamlined Euro-
pean production by closing duplicate manufacturing
facilities and centralizing production and marketing

operations, and in doing so thousands more employ-
ees were laid off,

George Fisher Tries
to Change Kodak

Chandler retired as CEO in 1989, and was replaced
by his COO, Kay Whitmore, another Kodak veteran.
As Kodak’s performance continued to plunge, Whit-
more hired new top managers from outside Kodak to
help restructure the company. When they proposed
selling off Kodak’s new acquisitions and laying off
tens of thousands more employees to reduce costs
Whitmore resisted; he too was entrenched in the old
Kodak culture. Kodak’s board of directors ousted
Whitmore as CEQ, and in 1993, George Fisher left
his job as CEQ of Motorola to become Kodak’s new
CEO. At Motorola, he had been credited with lead-
ing that company into the digital age.
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Fisher’s strategy was to reverse Chandler’s diver-
sification into any industry outside digital imaging
and to strengthen its competencies in this industry.
Given that Kodak had spent so much money on mak-
ing useless acquisitions, and the company was now
burdened with huge debt from its acquisitions and
because of falling profits, Fisher’s solution was dra-
matic. Strategizing about Kodak’s 4 business groups
Fisher decided that the over-the-counter drugs com-
ponent of the health products group was reducing
Kodak’s profitability and he decided to divest it and
use the proceeds to pay off debt. Soon, all that was
left of this group was the health imaging business.
Fisher also decided that the chemicals division, de-
spite its expertise in the invention and manufacture
of chemicals, no flonger fit with his new digital strat-
egy. Kodak would now buy its chemicals in the open
market, and in 1995 he spun the chemicals division
off and gave each Kodak shareholder a share m
the new company. This was a very profitable move
for sharcholders who kept their shares in Eastman
Chemicals—its price has soared. ‘

The information systems group with its diverse
businesses was a more difficult challenge; the new
businesses that would promote Kodak’s new digital
strategy should be kept, and the businesses which
would not should be sold off. Fisher decided that
Kodak should focus on building its strengths in doc-
ument imaging and on photocopiers, business imag-
ing, and inkjet printers, and exit all its business that
did not fit this theme.

After 2 years, Fisher had reduced Kodak’s debt
by $7 billion and boosted Kodak’s stock price. Fisher
still had to confront the problems inside Kodak’s
core photographic imaging group, and here the so-
lution was neither easy nor quick. Kodak was still
plagued by high operating costs that were over 27%
of annual revenue, and Fisher knew he needed to
reduce these costs by half to compete effectively in
the digital world. Kodak’s workforce had shrunk by
40,000 to only 95,000 by 1993, and the only means
to quickly slash costs was to implement more layoffs
and close down its operations. However, Kodak’s
top managers fought him all the way because they
wanted to keep their power, arguing that it was better
to find ways to raise revenue than layoff a loyal
workforce to reduce costs.

Kodak put off the need to take the hard steps
necessary to reduce operating costs by billions. At
the same time, top managers were urging Fisher to

invest billions of its declining capital in R&D to
build competences in digital imaging. Kodak still
had no particular competency in making either digi-
tal cameras or the software necessary to allow them
to operate efficiently. Over the next 5 years, Kodak
spent over 4 billion dollars on digital projects, but
new digital products were slow to emerge and its
competitors were drawing ahead because they had
the first-mover advantage. Also, in the 1990s con-
sumers were slow to embrace digital photography
because early cameras were expensive, bulky, and
complicated to use, and printing digital photographs
was also expensive. By 1997, Kodak’s digital busi-
ness was still losing over $100 million a year and
Japanese companies were coming out with the first
compact easy to use digital cameras. To make things
worse, Kodak’s share of the film market was falling
as a price war broke out to protect market share and
it revenues continued to plunge.

To speed product development, Fisher reorga-
nized Kodak’s product divisions into 14 autono-
mous business units based on serving the needs of
distinct groups of customers, such as those for its
health products or commercial products. The idea
was to decentralize decision making and put man-
agers closer to their major customers and so escap-
ing Kodak’s suffocating centralized style of decision
making. Fisher also changed the top managers in
charge of the film and camera units but he did not
bring in many outsiders to spearhead the new digital
efforts—Kodak’s top managers prevented him from
doing this. However, the creation of these 14 busi-
ness units also meant that operating costs soared
because each unit had its own complement of func-
tions; thus sales forces and so on were duplicated.

The bottom line was that Fisher was making
little progress, was in a weak position, and was pres-
sured by powerful top managers backed by Kodak’s
directors. The result was that Daniel A. Carp, a
Kodak veteran, was named Kodak’s president and
COOQO meaning that he was Fisher’s heir apparent as
Kodak’s CEO. Carp had spearheaded the global con-
solidation of its operations and its entry into major
new international markets such as China. He was
widely credited with having had a major impact on
Kodak’s attempts to fight Fuji on a global level and
help it to maintain its market share. Hencetorth, Ko-

dak’s digital and applied imaging, business imaging;.

and equipment manufacturing—almost all its ma-
jor operating groups—would now report to Carp.
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Fisher’s strategy was to reverse Chandler’s diver-
sification into any industry outside digital imaging
and to strengthen its competencies in this industry.
Given that Kodak had spent so much money on mak-
ing useless acquisitions, and the company was now
burdened with huge debt from its acquisitions and
because of falling profits, Fisher’s solution was dra-
matic. Strategizing about Kodak’s 4 business groups
Fisher decided that the over-the-counter drugs com-
ponent of the health products group was reducing
Kodak’s profitability and he decided to divest it and
use the proceeds to pay off debt. Soon, all that was
left of this group was the health imaging business.
Fisher also decided that the chemicals division, de-
spite its expertise in the invention and manufacture
of chemicals, no longer fit with his new digital strat-
egy. Kodak would now buy its chemicals in the open
market, and in 1995 he spun the chemicals division
off and gave each Kodak sharcholder a share in
the new company. This was a very profitable move
for shareholders who kept their shares in Fastman
Chemicals—its price has soared.

The information systems group with its diverse
businesses was a more difficult challenge; the new
businesses that would promote Kodak’s new digital
strategy should be kept, and the businesses which
would not should be sold off. Fisher decided that
Kodak should focus on building its strengths in doc-
ument imaging and on photocopiers, business imag-
ing, and inkjet printers, and exit all its business that
did not fit this theme.

After 2 years, Fisher had reduced Kodak’s debt
by $7 billion and boosted Kodak’s stock price. Fisher
still had to confront the problems inside Kodak’s
core photographic imaging group, and here the so-
lution was neither easy nor quick. Kodak was still
plagued by high operating costs that were over 27%
of annual revenue, and Fisher knew he needed to
reduce these costs by half to compete effectively in
the digital world. Kodak’s workforce had shrunk by
40,000 to only 95,000 by 1993, and the only means
to quickly slash costs was to implement more layoffs
and close down its operations. However, Kodak’s
top managers fought him all the way because they
wanted to keep their power, arguing that it was better
to find ways to raise revenue than layoff a loyal
workforce to reduce costs.

Kodak put off the need to take the hard steps
necessary to reduce operating costs by billions. At
the same time, top managers were urging Fisher to
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invest billions of its declining capital in R&D to
build competences in digital imaging. Kodak still
had no particular competency in making either digi-
tal cameras or the software necessary to allow them
to operate efficiently. Over the next 5 years, Kodak
spent over 4 billion dollars on digital projects, but
new digital products were slow to emerge and its
competitors were drawing ahead because they had
the first-mover advantage. Also, in the 1990s con-
sumers were slow to embrace digital photography
because early cameras were expensive, bulky, and
complicated to use, and printing digital photographs
was also expensive. By 1997, Kodak’s digital busi-
ness was still losing over $100 million a year and
Japanese companies were coming out with the first
compact easy to use digital cameras. To make things
worse, Kodak’s share of the film market was falling
as a price war broke out to protect market share and
it revenues continued to plunge.

To speed product development, Fisher reorga-
nized Kodak’s product divisions into 14 autono-
mous business units based on serving the needs of
distinct groups of customers, such as those for its
health products or commercial products. The idea
was to decentralize decision making and put man-
agers closer to their major customers and so escap-
ing Kodak’s suffocating centralized style of decision
making. Fisher also changed the top managers in
charge of the film and camera units but he did not
bring in many outsiders to spearhead the new digital
efforts—Kodak’s top managers prevented him from
doing this. However, the creation of these 14 busi-

ness units also meant that operating costs soared’

because each unit had its own complement of func--
tions; thus sales forces and so on were duplicated.

The bottom line was that Fisher was making:
little progress, was in a weak position, and was pres-.
sured by powerful top managers backed by Kodak’s.
directors. The result was that Daniel A. Carp, a:

Kodak veteran, was named Kodak’s president an

COO meaning that he was Fisher’s heir apparent as.
Kodak’s CEQ. Carp had spearheaded the global con-
solidation of its operations and its entry into major.
new international markets such as China. He was’
widely credited with having had a major impact on

Kodak’s attempts to fight Fuji on a global level an
help it to maintain its market share. Henceforth, K

dak’s digital and applied imaging, business imaging,.

and equipment manufacturing—almost all its m
jor operating groups—would now report to Car
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However, Kodak’s revenues and profits continued to
F:Ieclme throughout the 1990s and into the 2000s as
it stea}‘dﬂy lost market share in its core film business
to Fuji and new cheap generic film makers, so prices
and profits plunged and so did its market share—
down over 25% in the last decade to 66 % of the U.S.
market meaning the loss of billions in annual reve-
nues. Meanwhile, the quality of the pictures taken by
digital cameras was advancing rapidly as as newer
mgdels touted higher resolutions (more pixels). The
price of basic digital cameras was talling rapidly be-
cause of huge economies of scale in global produc-
tion I:?Y. companies such as Sony and Canon. Finally,
the digital photography market was taking off bu’;
could Kodak meet the challenge? J
The answer was no. Kodak had effectively taken
control of Japanese camera manufacturer Chinon
to make its advanced digital cameras and scan-
ners and Kodak continued to introduce low-priced
thn:al cameras—but it was just one more company
in a highly competitive market now dominated by
Sony and Canon. Kodak also bought online com-
panies that offered digital processing services over
tl*_le‘ Internet, and began offering Kodak branded
digital picture-maker kiosks in stores where cus-
tomers could edit and print out their digital images
Although Kodak was making some progress in its;
digital mission; its digital cameras, digital kiosks
and online photofinishing operations were being inj

- creasingly used by customers, it was being left behind

by agile competitors. In 1999, Car i

'S, » Carp replaced Fisher
as CEO to head Kodak’s fight to develop the digital
skills that would lead to innovative new products

:'. %’n all its major businesses. In 1999, its health imag-
. Ing group announced the fastest digital image man-
_ agement system for echocardiography labs. Tt also

entered the digital radiography market with 3 state-

- of-the-art digital systems for capturing X-ray images.
: ITiS document Imaging group announced several new
electronic document management systems. It also

eamed up with inkjet maker Lexmark to intro-
duce the stand-alone Kodak Personal Picture Maker

by Lexmark, which could print color photos from

both compact flash cards and smart media. Its com-

-mercial and government systems group announced

dvanced new high-powered digital cameras for
ses such as in space and in the military.

With these developments, Kodak’s net earnings
Ilg’eased between 1998 and 2000, and its stock
rice rose. However, one reason for the increase in

profits was that the devastating price war with Fuji
ended in 1999 as both companies realized it simply
r?duced both their profits. The main reason was
simply the fact that the stock market soared in the
}ate—19905 and Kodak’s stock price increased with
1t—for no good reason. Kodak was still not intro-
ducm'g the new digital imaging products it needed
to drwe its future profitability. Also, Carp made no
major efforts to reduce costs in its film products divi-
sion, which had powerful managers backing Carp to
beclon'ue CEO to make sure he did nothing threaten
their interests. It was the same old story, a rising cost
structure and declining revenues and profits.

Kodak in the 2000¢

Rapidly advancing digital technology and the emer-
gence of ever more powerful, casy to use digital im-
aging devices began to increasingly punish Kodak
in the 2000s. In the consumer imaging group, for
example, Kodak launched a new camera, thés Ea-
syShare, in 2001. Over 4 million digital cameras
were sgld in 2000 and over 6 million in 2001. How-
cver, given the huge R&D costs to develop its new
products, and intense competition from Japanese
companies like Sony and Canon, Kodak could not
make any money from its digital cameras because
p.roﬁ'g margins were razor thin. Moreover, every
time it sold a digital camera, it reduced demand for
its high-margin film products that really had been
the source of its incredible profitability in the past
Kodak was being forced to cannibalize a proﬁtablf,:
Product (ilm) for an unprofitable one {digital imag-
ing). Kodak was now a dinosaur in the new digital
world and its stock collapsed in 2000 and 2001
falling from $80 to $60 to around $30, as investor;
now saw the writing on the wall as its profitabilicy
plunged.

Carp argued that Kodak would make more
money in the future from sales of the highly prof-
%table photographic paper necessary to print these
images and from its photofinishing operations.
However, consumers were not printing out many of
!:he Photographs they took, preferring to save most
in digital form and display them on their PCs and
then on the rapidly emerging digital photo frames
market that made film-based photograph albums
obsolete. Revenues would not increase from sales of
film or paper. Similarly, the photofinishing market
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was declining and its own Qualex and Fox photo
finishing chains were forced into bankruptcy.

Kodak was also doing poorly in the important
health imaging market where its state-of-the-art
imaging products were expected to boost its profit-
ability. However, competition increased when health
care providers demanded lower prices from imaging
suppliers and Kodak was forced to slash its prices to
win contracts with other large health care providers.
Competition was so intense that in 2001, sales of
laser printers and health-related imagining products,
which make up Kodak’s second biggest business fell
7% and profit fell 30% causing Kodak’s stock price
to plunge. Also, in 2001 Carp announced another
major reorganization of Kodak’s businesses to give it
a sharper focus on its products and customers, Ko-
dak announced that it would create 4 distinct prod-
uct groups: the film group, which now contained all
its silver halide activities; consumer digital imaging;
health imaging, and its commercial imaging group,
which continued to develop its business imaging
and printing applications. Nevertheless, revenues
plunged from $19 billion in 2001 to only $13 billion
by 2002 and its profits disappeared.

Analysts wondered if Carp was doing any bet-
ter than Fisher and if real change was taking place.
Now Carp was forced to cut jobs, and by 2003 its
workforce was down to 78,000—still far too high a
number given its declining performance. Carp was
still trying to avoid the massive downsizing that was
still needed to take place to make Kodak a viable
company because its entrenched, inbred, and unre-
sponsive top managers frustrated real efforts to re-
duce costs and streamline operations. Despite all the
advances it had made in developing its digital skills,
Kodak’s high operating costs combined with its de-
clining revenues were driving the company further
down the road to bankruptcy. Would layoffs or reor-
ganization be enough to turn Kodak’s performance
around at this point?

2002 proved to be a turning point in the photo-
graphic imaging business as sales of digital cameras
and other products began to soar at a far faster pace
than had been expected. The result for Kodak’s film
business was disastrous because sales of Kodak film
started to fall sharply as did demand for its paper—
people printed only a small fraction of the pictures
they took. From 200320035 this trend accelerated, as
it has ever since. Digital cameras became the camera
of choice of photographers worldwide and Kodak’s

Section B: Corporate Level Strategy Cases

film and paper revenues sunk. Kodak had become
unprofitable, which was somewhat ironic given that
Kodak’s line of EasyShare digital cameras had be-
come one of the best-selling caméras, and Kodak was
the number 2 global seller with about 18% of the
market. However, profit margins on digital products
were razor thin because of intense competition from
companies such as Canon, Olympus, and Nikon.
Profits earned in digital imaging were not enough to
offset the plunging profits in its core film and paper
making divisions.

The Decline and Fali of Kodak’s
Core Film Business

In 2004, Carp announced Kodak’ cash-cow film

business was in “irreversible decline” and that .

Kodak would stop investing in its core film business
and pour all its resources into developing new digital
products, such as new digital cameras and accesso-
ries to improve its competitive position and profit
margins. It bought the remaining 44% of Chinon,
its Japanese division that designed and made its digi-
tal cameras to protect its competency in digital im-
aging. Kodak began a major push to develop new
state-of-the-art digital cameras and also to develop
new skills in inkjet printing to create digital photo
printing systems so its users could directly print

from its cameras—and achieve economies of scope.

Also, Carp announced Kodak would invest to grow
its digital health imaging business that had gained

market share and it would launch a new initiative to
make advanced digital products for the commercial
printing industry. B

Analysts and investors reacted badly to this
news. Xerox had tried to enter the digital printer

business years before with no success against HP,

the market leader. Moreover, they wondered how
new revenues from digital products could ever make
up for the loss of Kodak’s film and paper revenues.
Carp also announced that to fund this new strategy,
Kodak would reduce its hefty dividend by 72% from

$1.80 to $0.50 a share that would immediately raise -
$1.3 billion to invest in digital products. Investors

had no faith in Carp’s new plan, and Kodak’s stoek -
plunged to $22, its lowest price in decades. Kodak’s -
top management came under intense criticism for

not reducing its cost structure, and Kodak’s stoc




Fisher’s strategy was to reverse Chandler’s diver-
sification into any industry outside digital umaging
and to strengthen its competencies in this industry.
Given that Kodak had spent so much money on mak-
ing useless acquisitions, and the company was now
burdened with huge debt from its acquisitions and
because of falling profits, Fisher’s solution was dra-
matic. Strategizing about Kodak’s 4 business groups
Fisher decided that the over-the-counter drugs com-
ponent of the health products group was reducing
Kodak’s profitability and he decided to divest it and
use the proceeds to pay off debt. Soon, all that was
left of this group was the health imaging business.
Fisher also decided that the chemicals division, de-
spite its expertise in the invention and manufacture
of chemicals, no longer fit with his new digital strat-
cgy. Kodak would now buy its chemicals in the open
market, and in 1995 he spun the chemicals division
off and gave each Kodak shareholder a share i
the new company. This was a very profitable mo
for shareholders who kept their shares in Eastm
Chemicals—its price has soared.

The information systems group with its d
businesses was a more difficule challenge; th,
businesses that would promote Kodak’s new;
strategy should be kept, and the business
would not should be sold off. Fisher deg
Kodak should focus on building its streng
ument imaging and on photocopiers, b
ing, and inkjet printers, and exit all it
did not fit this theme.

After 2 years, Fisher had reduce
by $7 billion and boosted Kodak’s st
still had to confront the proble
core photographic imaging grou
lution was neither easy nor qui
plagued by high operating costs
of annual revenue, and Fish
reduce these costs by half to

40,000 to only 95,000 by 1993, aw..
to quickly slash costs was to implement m..
and close down its operations. However, Kodu..
top managers fought him all the way because they
wanted to keep their power, arguing that it was better
to find ways to raise revenue than layoff a loval
workforce to reduce costs.

Kodak put off the need to take the hard steps
necessary to reduce operating costs by billions. At
the same time, top managers were urging Fisher to
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film cameras using its name, but in 2007 ¢

ment ended. Kodak also implemented Sii’t’sagl:f;’
system to link all segments of its value-chain actiyi.
hatthe company  ties together and to its suppliers to reduce costs aft
odak would cut benchmarking its competitors showed it had 2 eli
7; another 15,000 higher cost of goods sold, Using ERP, Kodak’s uCl
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medical imaging unit up for sale. It realized that this
unit required too much future investment if it was to
succeed—and its consumer and commercial groups
were not providing the profits necessary to fund this
investment. In addition, although the medical unit
accounted for nearly 1/5 of Kodak’s overall sales
in 20035, its operating profit plunged 21% as profit
margins fell because of increased competition from
major rivals such as GE. In 2007, Kodak announced
that it had sold its medical imaging unit to the Onex
Corp., Canada’s biggest buyout firm, for $2.35 bil-
lion. By selling its health imaging unit, Kodak cut an-
other 27,000 jobs, and its global workforce was now
under 50,000 from a peak of 145,300 in 1988. Once
again Perez said, “We now plan to focus our atten-
tion on the significant digital growth opportunities
within our businesses in consumer and professional
mmaging and graphic communications.”

Developments in the Consumer
Imaging Group

In the consumer group, improving its digital imag-
ing products and services was still the heart of Perez’
business model for Kodak; he was determined to
make Kodak the leader in digital processing and
printing. Perez focused on developing improved digi-
tal cameras, inkjet printers, and photofinishing soft-
ware and services.

Advanced Digital Cameras

Perez pushed designers to continuously innovate new
and improved models several times a year to increase
profit margins and keep its lead over competitors. It
was the market leader in the United States by 2005
in digital camera sales, and total sales and revenues
increased sharply. However, by 2006, Kodak’s pros-
pects deteriorated as the growth in sales of its digital
cameras came to a standstill because of increasing
price competition. Now, many new companies like
Samsung were making digital cameras that had
become a commodity product and profit margins
plunged for all digital camera makers. Nevertheless,
in 2006, the company brought out new digital cam-
eras products such as its first dual-lens camera, and
cameras with Wi-Fi that could connect wirelessly to
PCs to download and print photographs, and it used
these innovations to once again raise prices. Kodak
also entered the growing digital photo-frame market
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in 2007 introducing 4 new EasyShare-branded mod-
els in sizes from 8" to 11", some of which included
multiple memory card slots and even Wi-Fi capabil-
ity to connect with Kodak’s cameras.

Since 2007, however, Kodak has been forced to
cut the prices of its digital cameras to compete with
Canon and Sony, U.S. customers had lost faith that
its EasyShare models offered the best value and so
Kodak’s profits from the sales of its cameras con-
tinued to decline. At the same time, increasing digi-
tal camera sales led to a major decline in sales of
its film products. In 1999, Kodak announced that it
was ending production of its consumer film products
and its “yellow boxes” disappeared from sight as it
sought to cut costs. In sum, its camera business of-
fered little prospect of being able to raise its future
profitability.

New inkjet Printers

A major change in strategy occurred when Perez
launched an advertising campaign to promote its
new Kodak EasyShare all-in-one inkjet printers. This
new line of color digital printers used an advanced -
Kodak ink that would provide brighter pictures that "
would keep their clarity for decades. Apparently
Perez, who had been in charge of HP’s printer busi-
ness before he left Kodak had all along made the -
development of digital printers a major part of his.
turnaround strategy—despite that profit margins.
were shrinking on these products as well. Howew
Perez’ printer strategy was based upon charging a
higher price for the printer than competitors like
HP and Lexmark, but a much lower price for t
ink cartridge to attract a bigger market share—a ra-
zor and razor blades strategy. Black ink cartridges
would cost $9.99 and color $14.99, which will aver-
age out to about $0.10 per prlnt—far lower than th_
$0.20-$0.25 per print using a HP printer. Pere
believed this would attract the large market ‘se;
ment that still wanted to print out large numbe
of photographs, and so would make this produc
multibillion revenue generator in the future, Pete
announced he expected inkjet printing to result
double digit increases in profit within 3 years,

Kodak’s new printers did attract a lot of cu
tomers who were alienated by the high costs of i
cartridges, however, as online photo processing an
storage solutions became more and more popula
and new mobile devices made it increasingly ¢
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increased by over 40%, a bright spot, but neverthe-
less overall sales had decreased by 10% compared to
the previous year and the group had lost $92 million.

The Graphic Communications Group

Although its consumer digital business was its most
visible business group, by 2007 Perez, had recog-
nized that its graphic communications group that
had dealt with business customers also offered an
opportunity to grow revenues and profits—if it could
develop distinctive competencies. Profit margins are
much higher in commercial imaging and packaging
because the users of these products are comparlies
with large budgets. The 5 primary customer groups
served by this division are commercial printers, in-
plant printers, data centers, digital service providers,
and packaging companies. For each of these seg-
ments, Kodak developed a suite of digital products
and services that offered customers a single end-to-
end solution to deliver the products and services they
needed to compete in their business. Kodak was able
to develop this end-to-end solution because of its ac-
quisition of specialist digital printing companies such
as KPG, CREQ, Versamark, and Express. From each
acquisition, Kodak gained access to more products
and more customers along with more services and
solutions to offer them. Perez claimed that no other
competitor could offer the same breadth of products
and solutions that it could offer. Kodak’s product
line included image scanners and document manage-
ment systems, and the industry’s leading portfolio of
digital proofing solutions and state-of-the-art color
packaging solutions that can be customized to the
needs of different customers—whether they need
cardboard boxes, or rigid or flexible cardboard or
plastic packaging.

Following his decision to make Kodak a major
competitor in consumer inkjet printing, because of
his HP printing background, Perez also decided to
make it a major player in commercial printing as
well—bringing into direct competition with HF, Xe-
rox, and Canon by 2009. Kodak had developed an
award-winning wide-format inkjet printing process
including the most robust toner-based platforms
for 4-color and monochrome printing. Kodak also
claimed to have the leading continuous inkjet tech-
nology for high-speed, high-volume printing, as well
as imprinting capabilities that could be combined
with traditional offset printing for those customers
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still in the process of making the transition to digital
printing.

At the same time, he decided to invest resources
to improve Kodak’s packaging solutions to utilize
its expertise in color processing and he made pack-
ing another avenue to increase revenues and profits.
Kodak then announced in July 2011 that second-
quarter sales from this group were $685 million,
similar to the previous year; however, this group also
lost $45 (compared $17 million in the same quarter
a year ago) because of the enormous development
and marketing costs necessary to support growth in
its commercial inkjet operations.

Wwill Kodak Survive?

In January 2009, Kodak posted a $137 million loss
and announced plans to cut 4,500 jobs that de-
creased its workforce to about 18,000, and in June
2009, it announced it would retire its Kodachrome
film—the main source of its incredible past financial
success. In fact, its losses have been increasing in the
last 5 years, but the extent of these losses had been
disguised because of the way the company had sold
many of its assets to reduce its losses and engaged
in patent battles. For example, in 2007, it sold its
Light Management Film Group to Rohm & Hass,
and in 209 it sold its Organic Light-Emitting Diode
(OLED) business unit to LG Electronics, both were
advanced LED flatscreen technologies that it could
no longer afford to invest in—but brought in a few
hundred million dollars. :

Then, to find new sources of revenue to offset
losses, Kodak launched a series of lawsuits against
other electronic companies, claiming that they had
infringed on the huge library of digital patents that

it had generated over the years. In 2008, Kodak se- -
lected its first targets, Samsung and LEG, which it -
claimed had used its technology in the cameras in

their mobile phones. A U.S. judge decided in 2009

that these companies had infringed on its patents, |

but they decided not to appeal. Kodak announced it
would settle out of court and develop cross-license

agreements with these companies and it is estimated -

that Kodak received over $900 million from these
settlements. “

Emboldened by its success, Kodak decided. to.
take on Apple and Research In Motion (RIM) i -
March 2010. The Kodak complaint, filed with the
U.S. International Trade Commission (ITC) claimed
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increased by over 40%, a bright spot, but neverthe-
less overall sales had decreased by 10% compared to
the previous year and the group had lost $92 million.

The Graphic Communications Group

Although its consumer digital business was its most
visible business group, by 2007 Perez, had recog-
nized that its graphic communications group that
had dealt with business customers also offered an
opportunity to grow revenues and profits—if it could
develop distinctive competencies. Profit margins are
much higher in commercial imaging and packaging
because the users of these products are companies
with large budgets. The 5 primary customer groups
served by this division are commercial printers, in-
plant printers, data centers, digital service providers,
and packaging companies. For each of these seg-
ments, Kodak developed a suite of digital products
and services that offered customers a single end-to-
end solution to deliver the products and services they
needed to compete in their business. Kodak was able
to develop this end-to-end solution because of its ac-
quisition of specialist digital printing companies such
as KPG, CREOQ, Versamark, and Express. From each
acquisition, Kodak gained access to more products
and more customers along with more services and
solutions to offer them. Perez claimed that no other
competitor could offer the same breadth of products
and solutions that it could offer. Kodak’s product
line included image scanners and document manage-
ment systems, and the industry’s leading portfolio of
digital proofing solutions and state-of-the-art color
packaging solutions that can be customized to the
needs of different customers—whether they need
cardboard boxes, or rigid or flexible cardboard or
plastic packaging.

Following his decision to make Kodak a major
competitor in consumer inkjet printing, because of
his HP printing background, Perez also decided to
make it a major player in commercial printing as
well—bringing into direct competition with HP, Xe-
rox, and Canon by 2009. Kodak had developed an
award-winning wide-format inkjet printing process
including the most robust toner-based platforms
for 4-color and monochrome printing. Kodak also
claimed to have the leading continuous inkjet tech-
nology for high-speed, high-volume printing, as well
as imprinting capabilities that could be combined
with traditional offset printing for those customers
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still in the process of making the transition to digital
printing.

At the same time, he decided to invest resources
to improve Kodak’s packaging solutions to utilize
its expertise in color processing and he made pack-
ing another avenue to increase revenues and profits.
Kodak then announced in July 2011 that second-
quarter sales from this group were $685 million,
similar to the previous year; however, this group also
lost $45 (compared $17 million in the same quarter
a year ago) because of the enormous development
and marketing costs necessary to suppost growth in
its commercial inkjet operations.

Will Kodak Survive?

In January 2009, Kodak posted a $137 million loss
and announced plans to cut 4,500 jobs that de-
creased its workforce to about 18,000, and in June
2009, it announced it would retire its Kodachrome
film—the main source of its incredible past financial
success. In fact, its losses have been increasing in the
Jast § years, but the extent of these losses had been
disguised because of the way the company had sold
many of its assets to reduce its losses and engaged
in patent battles. For example, in 2007, it sold its
Light Management Film Group to Rohm & Hass,

and in 209 it sold its Organic Light-Emitting Diode
(OLED) business unit to LG Electronics, both were .

advanced LED flatscreen technologies that it could

no longer afford to invest in—but brought in a few

hundred million dollars.

Then, to find new sources of revenue to offset
losses, Kodak launched a series of lawsuits against:
other electronic companies, claiming that they had
infringed on the huge library of digital patents that.
it had generated over the years. In 2008, Kodak se-.
lected its first targets, Samsung and LEG, which it .

claimed had used its technology in the cameras i
their mobile phones. A U.S. judge decided in 200
that these companies had infringed on its patent
but they decided not to appeal. Kodak announced i
would settle out of court and develop cross-licens
agreements with these companies and it is estimate
that Kodak received over $900 million from thes
settlements.

Emboldened by its success, Kodak decided t
take on Apple and Research In Motion (RIM) i
March 2010. The Kodak complaint, filed with th
U.S. Internationa! Trade Commission (ITC) claime
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that Apple’s iPhone and RIM’s camera-enabled
BlackBerrys infringed upon a Kodak patent that cov-
qed technology related to a method for previewing
images. At the end of March, the ITC ruled in favor
of Kodak; it seemed to have won its patent dispute
W%th Apple and RIM, a victory that might provide it
with $1 billion in new licensing revenue. Overnight
Kodak’s stock soared by 25%. Then, Apple filed a
countersuit, and in April 2011, Kodak sold it Mi-
croﬁlm Unit to raise the millions needed to fund its
¥awsu1ts. In June 2011, the ITC, under a new judge
1§sged a mixed ruling and announced the final de-
cision would not be made until August 2011—and
Kodak’s stock plunged 25%. Then, in August 2011
Kodak’s stock price soared by 25% after it scemed
T:har it would get protection for its patents. However
in late 2011 its stock plunged again as the value of’

its patent portfolio became unclear and investors
once again fled.
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Pgrez continued to claim he would use the proceeds

‘from intellectual property licensing to continue to Invest
in -thg company’s now core growth businesses—inkjet
prmting, packaging and software and services—in
order to counter falling revenue from camera film
However, since 2007, Kodak’s stock had steadily;
plunged from $24 to around $1.25 in November
2011. It‘ seemed that Perez’ strategies have done little
or nothing to turnaround Kodak, which had a mar-
ket value of only around $300 million in November
2011. Some analysts claimed the only reason the com.
pany had not been acquired for this low price was
tj'hat it had $2.6 billion in unfunded pension obliga-
tions because of its huge layoffs over the last decade
Given that Kodak announced it would have to incul:
more debt—unless it could sell its portfolio of patents
profitably—by November 2011 many analysts won-
dered how the company would survive beyond 2012—
and what would finally push it into bankruptcy.
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