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Economic Analysis of Free Provision of Information Goods with Network
Externality: Why is Open-Source Software Provided for Free?

Since the 1990s, the so-called “Crowdsourcing” projects, such as Linux and
Wikipedia, have provided information goods for free to an unspecified large
number of people online. This work presents an analysis of the behaviors of
individuals providing information goods without financial compensation
despite their enormous labor input. This paper focuses on network externality
that often accompanies intellectual assets using the uniform communication
model of Rohlfs (1974), who postulates an economic theory of interdependent
demand.

Because the demand for information goods with network externality is
determined interdependently, it is necessary to reach critical mass- in terms of
the number of users- for the community to achieve self-propelling growth.
Free provision at starting up would thus be a necessary condition for a stable
community building. Even if the motivations of the providers are ideal pursuit
or needs for esteem and belonging, their rational actions to try to get market
share are akin to profit-maximizing behavior.
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