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Abstract
It is well known that when a durable goods manufacturer sells her product, her ability to
earn rents can be impeded by consumers’ rational expectation that the she will have an
incentive to reduce the price over time. This effect is known as time inconsistency in
reference to the fact that the manufacturer’s ability to earn rents is inconsistent with the
passage of time. Although leasing has been widely recognized as a means to eliminate the
externality that causes time inconsistency, it is not always practical. As a possible
alternative, some manufacturers are able to charge consumers for the use of a durable
product by tying its use to a contingent consumable, e.g. the owner of a copier must buy
toner in order to make copies. By tying a durable to a proprietary consumable, a
manufacturer introduces a potential hold-up issue: Once consumers have bought the
durable and are locked-in, the manufacturer may have an incentive to increase the price for
the consumables. However, the income stream from selling consumables may also reduce
the manufacturer’s incentive to reduce the price of the durable over time, partially
mitigating the time inconsistency problem. In this paper, we explore how tying a durable to
a proprietary consumable can mitigate time inconsistency and we develop insights in regard
to how and when this approach should be implemented.
This is joint work with Sree Jonnalagedda.
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