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Competition Strategy between Proprietary and Open Source Software

and Intensity of Piracy Monitoring
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ABSTRACT

This study attempts to explore the price strategic competition between the proprietary and
the open source software and the optimal level of copyright protection as well as the market
outcomes in the presence of both software piracy and network externalities. The theory of horizontal

product differentiation Hotelling-like framework is employed as a backbone of the model. The results
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suggest that software piracy is an important strategy for the commercial software firm affecting the
structure of competition in the market. In case of weak network effects, the commercial firm could
drive up its price, demand and profit by promoting copyright protection. However, in case of strong
network externalities, the failure to protect software is, in fact, a business profit-maximizing strategy as
a means to maintain an incumbent’s monopoly position by creating higher barriers to entry through
the mechanism of network externalities. Furthermore, the commercial firm might even encourage
software piracy if the benefit of using the open source software is large enough. This holds true even

if the cost of performing copyright protection is not prohibitively high.
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