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Marshall’s Economy
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(Law of Decreasing Returns)
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Companies that get ahead in a market eventually
run into limitations
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Then, How to Explain?

. Freebies
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= Open Source
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Linux
Copyleft (vs. copyright] movement

= Sleeping with Enemy
It HHE ST ALZ X[ 2

2 O -
. otz SOt NN
“This is a consolidating industry, and in a consolidating industry, you
need scale to compete.” — L. Ellison (June 2003, BW p.42)



New Economy

- TEHHIZO| YAl
[Law of Increasing Returns, Arthur 1996)
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Companies that is ahead in a market gets further
ahead.
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= HIEYH3 21 (network externalities)
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Because the network economy favors the nimble and
quick, anything requiring patience and slowness is
handicapped. Yet many projects, companies, and
technologies grow best gradually, slowly accommodating
complexity and richness. During their gestation period they
will not be able to compete with the early birds, and later,
because of the law of increasing returns, they may find it
difficult to compete as well. Latecomers have to follow
Drucker’s rule — they must be ten times better than what
they hope to displace.

- Kevin Kelly (1998), New Rules for the New Economy, p.37
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QWERTY Story: Power of “"Lock-in"
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Discussion:

* Which world are you and your
products belong to?

* What should you do
differently than before?
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< Halls of production vs. Casino technology

BDOOO O E (s ioepmon | MOBILE PHONES OF THE FUTURE - cc)| VW: WHO'S IN CHARGE? -2
Q Commao e AR ONE TS T | THE TECHNOLOGY ROAD MAP P ——

Busmssszo * THE QUEST BusinessWeek

{FOR THE NEXT 488 &
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Gadget or service, it may emerge from
a global dlgltal nervous system
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ar beyond Windows
1 ext big thing
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| Forget Wi-Fi. |

The real revolution

in wireless is cellular.

And the

opportunity
is NOW.




= (Caveat 1: The two worlds are not neatly split.

S529| Ol0IHI3 71201 knowledge-based operationalt
processing-based operationE JiX|1 UL

= Caveat 2: Not every market tips.
- Tipping?| 5= JiX| =&
High economies of scale
Low demand for variety

= Caveat 3: High-tech markets also grow mature.
- A|AEI9] SHA|(logistic SXI curve])
- HISO| =9l HES - ==HSUHAN F=2HELC=.

= Caveat 4 Size of network (I/B) doesn't guarantee success.
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Goodle Story
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SURGING IN SEARCH

Google’s search business is
growing twice as fast as Yahoo's

BILLIONS OF DOLLARS
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Data: Company reports, Citigroup




GLOBAL ECONOMICS | FLU VACCINES BOND FUNDS

KING | BESTRETURNS FOR
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TAKING WING

Tux, Linux'
mascot
and logo
WHERE SERVERS Linux gains in server operating systems ~ DESKTOPS Although Microsoft remains dominant,
could freeze Microsoft at its current market share Linux is expected to hit 6% in 2007 from 3% in 2003
LINUX BWwiNpows MELINUX®  ALL UNIX VERSIONS BWwiNnpows BLINUXT  MAC0S
90 90
Is GOING UNIT UNIT
MARKET MARKET
o SHARE . SHARE
Over the past 13
years, the Linux
operating systemhas | 30
added capabilities
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= Kelly's 12 “New Rules” for the New Economy
. Law of Connection

Law of Plentitude
Law of Exponential Value
Law of Tipping Point
Law of Increasing Returns
Law of Inverse Pricing
Law of Generosity All are nonlinear
Law of the Allegiance
Law of Devolution models!!
Law of Displacement
Law of Churn
Law of Inefficiencies



Moore's Law

= (Gordon Moore’s prediction in 1965: Number of transistors on a
chip doubles every year (Revised in 1975 to two vears)

fransistors
| ' | ' ! 10,000,000,000
1 Year of :
Depal-fom intad® [taniom® 2 Pmsw;l
4004 1971 2,300 P S—— / 1rm 0,0 uﬂ’ﬂﬂu
WLt PCESS0T
8008 1972 2,500 Hﬂu RE'S LAW Iniel Mardur™ Processor
o050 T %599 hit:F Pentlum® 4 Precessor o 100,400,000
8086 1978 28,000 Intel P ewtun® B Processor
Intel286 1982 134,000
Iel™ #entium ™ || Frodessor 10,000,000
Intel386™ processor 1985 275,000 rited* Pantium® Processos
Intel486™ processor 1989 1,200,000 Intel436™ Processer |
Intel® Pentium® processor 1993 3,100,000 . "‘;J 1.000.000
i Inte! 386" Processer
Intel® Pentium® [l processor 1997 7,500,000 28R /-‘
Intel® Pentium® Il processor 1999 9,500,000 ‘,-f" 100.000
Intel® Pentium® 4 processor 2000 42,000,000 f,-"f
Intel® Itanium® processor 2001 25,000,000 — ai— 10,000
N BOCE. -
- Ld
Intel® ltanium® 2 processor 2003 220,000,000 4004 |:_..'l
Intel® Itanium® 2 processor (9MB cache) | 2004 592,000,000 1,000

1970 1975 1980 1985 1990 1905 2000 2005 2010



Moore's Law (cont.)

intel.com/apac/business

intel.com/apac/business

Will Moore’s Law stand
forever?
:ﬁ ‘L" tal’e -~ ’

created a “law

Thn witfis raprasants Maara's Lave st wark Tha Ietal® Itk 2 prscessar ham hatd ayer 220 milin transisiors each.

ow us to This isn’t science for science’s sake.
KOS OF It’s science for your
company’s sake. Because as we work
to fulfill Moore’s Law, year
i A R o i 3% after year, companies everywhere can
do more at lower cost.
And that’s not just a good law.

1 It's very good business.
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Moore’s Law (cont.)
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Last year, (2005)

- What roles has it played human beings

produced more
OUt'-) transistors
(and at a
lower
cost)...
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Metcalfe’s Law

o

Total

Value to
Network
Number of Subscribers
No of Subscribers Value to Each Total Value of Network
1 0 0
2 1 2x1
3 2 3x2
4 3 4x3
n n-1 n(n-1)



Metcalfe’s Law of Connectivity
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Reed’s Law

< New math for measuring the value of the Web (a network

of networks)

m— Group-forming: many to many
{on-line chat rooms)

wees Transactional: one to one
{messaging)

s Broadcast: one to many
{news and weather infa)

Total Network Value

Network Participants

THE ASCENT OF
THE INTERNET

Decades after its birth, the Met isfim
blossoming inte a uniguely secial medium

ONE-TO-ONE
Starting inthe 980,
w-mail bacame the first
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7 wwmh
connecting two
;:lmmlmi.ﬁ
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adven! ol widespread
Span.
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Other High-Tech Laws

= Machrone’s law (1984)
“The machine you want always costs $5,000.”

= Rock’s law

“The cost of capital equipment to build semiconductors
will double every 4 years.”

=  Gilder’s law

“Total bandwidth of communication systems will triple
every 12 months.”



