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The End
|

,The efficient allocation of resources is a
fundamental problem for any modern economy.”



.The Objects

,1hings”
Efforts
Capital

Information



.Our Focus Today

Software



The Means?
H H

How Is software, and software development best
allocated and managed?



Two Adversaries
H

Proprietary vs. Open



.The Poster Childs




.Making Money

,Who can afford to do professional work for
nothing?*

Gates, B. (1976). Open Letter to Hobbyists. Online via Google



Making Presents
[ O

;|K]nowledge should be shared with other people
who can benefit from it.”

Richard Stallman (1996). Linux Review, Interview with Richard Stallman
l (http://hammer.prohosting.com/~runlinux/stallman.shtml)



.The Principal Conflict

JInformation Wants To Be Free.

Information also wants to be expensive.”

Brand, S. (1987). The Media Lab: Inventing the Future at MIT, Viking Penguin.
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What is Open Source?
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The , Constitution* of Open Source

Technically speaking: A matter of licenses
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GPL
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.Using Copyright in Unintended Ways

Modification Is explicitly
permitted.

Distribution Is permitted
as long as the GPL
T keeps attached.

o http://www.gnu.org/licenses/gpl-fag.html
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Open Source Economics and Law
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Control and Profit
H H

,In the software industry, intellectual property is a
company's most valuable asset.”

Microsoft (2003). Software Development Models Overview, 16
l http://mwww.microsoft.com/resources/sharedsource/Articles/SoftwareDevelopme
ntModelsOverview.mspx



The Problem
H
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The Value Dilemma

,Copyright and patents are fine, but they pit the
vendor in an adversarial relationship with the
customer.”

Asay, N. M. (2005). Open Source and the Commodity Urge: Disruptive Models for a
l Disruptive Development Process. In: C. DiBona, D. Cooper and M. Stone.
Open Sources 2.0: The Continuuing Evolution. O'Reilly
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The Dependency Dilemma

,Every program depends on other programs.”

Stallman, R. (2004). Free But Shackled - The Java Trap,
l http://www.gnu.org/philosophy/java-trap.html
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The Solution

Open Source!
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The Future

,Open source Is Inevitable.”

o RedHat statement about open source.

l <http://'www.redhat.com/en_us/USA/opensourcenow/>
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Cease Control and Raise Value
H H

“No more technology lock-in.

No more monopolies.”

That Is:

more flexibility and choice.

RedHat statement about open source. 22
l <http://www.redhat.com/en_us/USA/opensourcenow/>



.Commercial Motivation behind Open Source _

“[1]t Is both reasonable and beneficial for firms to
allocate substantial resources to OS innovation.”

“[Ilnvolvement and investment [...] [yield] returns
of developing particular expertise and
knowledge.”

Grand, S., G. von Krogh, D. Leonard, and W. Swap (2004). Resource allocation 23
l beyond firm boundaries: A multi-level model for open source innovation. Long
Range Planning 37, 591-610.



Gains on the Production Side _
H

,Rich information exchange among large sets of
agents free to communicate and use existing
Information resources cheaply will create sufficiently
substantial information gains [to] overcome the added
Information exchange costs necessary to overcome
the absence of pricing and managerial direction, and
the added coordination costs created by the lack of
property and contract as institutional bases for
structuring coordination.”

Benkler, Y. (2002). Coase's Penguin, or, Linux and The Nature of the Firm. Online 24
l <http://www.benkler.org/CoasesPenguin.PDF>



Lower Costs

Distribution
Marketing

Sales

(e.g. MySQL)

Asay, N. M. (2005). Open Source and the Commodity Urge: Disruptive Models for a
l Disruptive Development Process. In: C. DiBona, D. Cooper and M. Stone. Open
Sources 2.0: The Continuuing Evolution. O'Reilly
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To Sum Up
[]

Open Source raises customer value, creates
new business opportunities, and lowers the cost
of software production.

It also lowers the cost of marketing and sales.

(Think of 4 P's, alternatively)
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The Effect




,Closed Source"

Price

Value to
customer

Cost to
producer
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Open Source

Potentially broader adoption
P \/5jue to

customer

Price
Cost to

AS



Business Models

30



.Profit from Excludable Adjacent Goods _

,Information goods do not exist in isolation. The
good [...] comes 'bundled’ with a large number of
other customer needs, social implications, market

effects, and business opportunities.”
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Complement

IBM server

Oracle

(Open source software complementing their
products)
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Professional Services / Customisation
H H

RedHat
JBO0sSsS

Zope

(Services based on their expertise stemming from
heavy involvement with a certain software)
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Dual Licensing

MySQL
Trolltech

(GPL and proprietary licensing, virtually 100
percent development in-house)
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.ASP Model

Google

Amazon

(Software as service)
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A Whole Host of Business

Models

B
Oracle
Nokia Scalix Zope
TIVO Emic Networks SleepyCat
Cisco Zend Technologies Trolltech
Neoteris MySQL
Panasonic — SugarCRM
- T ActiveBPEL
Employease Oglimizatioly
Salesforce.com ~ Embedded Novell
: ¢ : Dual
NetSuite .- JBoss
Rightnow ¥ OpenLogic
AthenaRMS | | ASP el Linspire
' Subscription | RedHat
Hosted Sourcelabs
Service SpikeSource
Transaction
Ainazon Consulting ;
EP;:;:F /  Optaros
Advertising '
Ticketmaster 9 Ppatronage 10X SQFtware
: Cignex
2 Gluecode
GroundWork
Google -
Yahoo
CNET Hewlett Packard
Sun

Weather Channel

Computer Associates

John Koenig (2005). Seven Open Source Business Strategies for Competitive
Advantage. <http://www.riseforth.com/images/Seven%?20Strategies%20-
%20Koenig.pdf>
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A Complete ,Ecosystem®

[]
Marketing Design, Implemen-  Support Services
Requirements tation, Testing
plus: Risk Management, Finance
Building on Paul Vixie (1999). Software Engineering. In Open Sources: Voices from the Open Source 37
] Revolution. O'Reilly. <http://www.oreilly.com/catalog/opensources/book/vixie.htmI> and Business
l Week Online (2005). Open Source: Now It's an Ecosystem.

<http://www.businessweek.com/technology/content/oct2005/tc2005103 0519 tc 218.htm>



Quo Vadis?
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The Future

Commoditisation
(up and out of the stack)

Collaboration
(across firm frontiers,
think of user innovation,
also think of Amazon)

Customisability
(flexibility)

O'Reilly, T. (2005). The Open Source Paradigm Shift. In: C. DiBona, D. Cooper and
l M. Stone. Open Sources 2.0: The Continuuing Evolution. O'Reilly
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.The Challenges

Compatibility
(Standards, Interfaces)

Complexity
(Licenses, Features, Bugs)

Charge
(,Bounded rationality*,
make users aware of their power and options)
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Open Source as Institution
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/.
-

Lessig's Fourth Institution

m Lessig, L. (1999). Code and other Laws of Cyberspace. Basic Books

42



The Role of Open Source _
[]




Promoting Open Source through Architecture
[]

Think of HTML or the beginnings of UNIX.

Think of standards and defaults.

Create ,architectures of participation, with ,low
barriers to entry” and ,some mechanism for
Isolating the cathedral from the bazaar.“

O'Reilly, T. (2003). The Architecture of Participation. 44
l http://www.oreillynet.com/pub/wlg/3017
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Intrinsic Motivation

,Freude an einer Tatigkeit* und ,Erfullung von
Normen um ihrer selbst willen*”

Osterloh, M. et al (2004). Open Source Software Produktion: Ein neues Innovations-modell?
l In: Lutterbeck, B., et al (Hrsg.), Open Source Jahrbuch 2004, Berlin.
<http://www.opensourcejahrbuch.de/2004>
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Yet

Most developers derive tangible benefits from
their participation at open source.

Ghosh, R. A, R. Glott, B. Krieger, and G. Robles (2002). Free/libre and open source
l software: Survey and study FLOSS deliverable D18: Final report part IV: Survey of
developers. <http://www.infonomics.nl/FLOSS/report/>.
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And Even Worse

The utility derived thus correlates strongly with
the efforts employed.

Hars, A. und Ou, S. (2001). Working for Free? Motivations of Participating in Open Source
l Projects. Proceedings of the 34th Hawaii International Conference on Systems Sciences.
<http://csdl.computer.org/comp/proceedings/hicss/2001/0981/07/09817014.pdf>
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Dying Efforts
[]

We [...] belief that the unchecked spread of
open-source software, under the GPL [...], Is a
much more serious threat to our capitalist system
than U.S. corporations realize.”

SCO Group CEO Darl McBride (2004), as quoted in Stephen Shankland, “SCO 61
l targets federal supercomputer users”, ZDNet News, March 19, 2004,
<http://news.zdnet.com/2100-3513_22-5176308.htm|>





