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1. Introduction 

 

Like physical goods provider companies software companies also face great challenges for 

the growth of their business. Increasing the production lines and jumping in the new markets 

are some common growth strategies to generate enough revenue and be competitive in the 

relevant market. Production quality must improve and the existing technology must support 

new and the older versions of the products in order to be attractive for the customers. Some 

companies are large enough to cope with above-mentioned challenges quite comfortably with 

the availability of huge financial resources, competent employees and reasonable time frame. 

But there are not all companies in the market have enough financial and human resources to 

compete with these large corporations. The idea of the open source business strategy is 

generation of such existing and potential challenges. Open source business means the source 

of the product in the form of goods or services is freely available to everyone under some 

legal licences without fee, and everyone is welcome to contribute it, improve overall quality 

of the product or service and free to distribute them, both the older and the improved versions. 

With the expansion of the Internet this term of open source became more popular and 

beneficial because contribution needs some kind of common communication media which 

became viable via internet. The application of the open source can be seen in many industries 

but one typical example is software industry. So we will limit our discussion in this paper on 

the software industry and try to explain rather precisely some common issues in the open 

source business in software industry.  

 

Some countries are influenced at least up to some extent by software industries like US, 

Western Europe and India. Software industry is one of the most attractive industries for the 

open source business strategy. The concept of the open source was emerged in the 1980s in 

the software industry and was named “free software”. The term free software might confuse 

to some, so in late nineteen the term free software has been replaced with the open source 

software to minimize the degree of ambiguity. There are many extremely successful open 
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source software companies with millions of users around the world, Apache HTTP server, 

Internet Protocol Internet address system, Mozilla Firefox; Internet browser, Linux; operating 

systems and MySQL; database are some examples among many others. These examples show 

that the success of the open source software is not limits to any specific type of software 

rather it covers almost every type of software. 

 

 This paper is organized as follows. In the next section, in section 2 we will discuss in more 

detail what is Open Source Software in fact is ; its formal definition and brief history. In 

section 3 how companies generate revenue with open source software; their possible business 

models and other motive are discussed. Then in the next section, in section 4, the motivations 

for the programmers and developers are discussed, who work for months without any 

apparent benefit from the software company. In the section 5 different types of the open 

source licenses are discussed. Section 6 is devoted for the question of the open source 

software and property right. In Sections 7 growth of the open source software overtime is 

analysed. In section 8 advantages and disadvantages are briefly discussed. And in the final 

section conclusion is provided. 

 

2. What is Open Source Software? 

 

2.1 General Idea of Open Source Software 

 

When the source of a software is accessible to everyone fee under some legal agreement, with 

the freedom of change the source code and spread its original and the revised versions is 

known as the open source software. In this context ‘free’ meant exactly the same as open 

source that anyone could modify the software. However, the term ‘free’ was often 

misunderstood to mean free of cost. Hence ‘open source software’ was coined as a less 

contentious and more ‘business-friendly’ term. (1) “In summary, open source software of free 

software programs are programs whose licenses permit users the freedom to run the program 

for any purpose, to study and modify the program, and to freely redistribute copies of the 

original or modified program”. (3)(6) 

  

2.2 Definition of the Open Source Software 

 

The Open Source Initiative (OSI) (The Open Source Initiative is an organization dedicated to 

promoting open-source software) formally defined open source software. According to the 

definition of the OSI open source software doesn’t only mean, software that offered free of 

cost. There are following ten points, which must be fulfilled when declaring any software as 

open source software. 

 

1. Free Distribution: “The license shall not restrict any party from selling or giving away the 

software as a component of an aggregate software distribution containing programs from 

several different sources. The license shall not require a royalty or other fee for such sale.” (4) 

 2. Source Code: The program must also include source code with it and not restrict to 

redistribute it and revised versions. The source code in the final form should be available, and 
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if not provided along the software, then must be published and downloadable on the 

commonly used media like Internet for free. 

3. Derived Works.The license must allow modifications and derived works, and must allow 

them to be distributed under the same terms as the license of the original software”. (4) 

4. Integrity of The Author's Source Code: “The license may restrict source-code from 

being distributed in modified form only if the license allows the distribution of "patch files" 

with the source code for the purpose of modifying the program at build time.”(4) The license 

must permit the distribution of the software with modified form of source code. Modified 

form of software may carry different name if license permits it. 

5. No Discrimination Against Persons or Groups: “The license must not discriminate 

against any person or group of persons” (4)   

6. No Discrimination Against Fields of Endeavor: The license must not restrict or object on 

any specific use of the software. It means it cannot restrict that this software cannot be used 

for business use or for the genetic research.  

7. Distribution of License: Along the distribution of the software the license is distributed 

automatically. There is no need for the new license of the new user of the distributed 

software. 

8. License Must Not Be Specific to a Product: “The rights attached to the program must not 

depend on the program's being part of a particular software distribution. If the program is 

extracted from that distribution and used or distributed within the terms of the program's 

license, all parties to whom the program is redistributed should have the same rights as those 

that are granted in conjunction with the original software distribution.” (4) 

9. License Must Not Restrict Other Software:”The license must not place restrictions on 

other software that is distributed along with the licensed software. For example, the license 

must not insist that all other programs distributed on the same medium must be open-source 

software”. (4) 

10. License Must Be Technology-Neutral: “No provision of the license may be predicated 

on any individual technology or style of interface”. (4)  

 

2.3 Brief History of Open Source Software 

 

The term open source software is not as new as it is sometimes considered among some group 

of researchers. The history of the open source software is started in 1960s when IBM first 

time commercial computer with software which was free in terms, that it came with source 

code, it could be shared among users and could freely modified. . It is not wrong to say that 

the open source software is the oldest form of software and them later non-open source 

software’s been developed and changed the whole software industry’s landscape. Now again 

in the recent years the concept of the open source software gained popularity. And some the 

open source software has already proved their success in the market remarkably. (2) 

 

In the late 1970s and early 1980s two groups in the US started working on the open source 
software concept once again, which is also considered the roots of the current open source 
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software. On one side Richard Stallman former programmer at the MIT resigned and 
launched the GNU project and free software foundation. He started coding with some 
programming tool and his aim was to develop a free operating system. He emphasized on the 
development of the more and more free software and their availability to the general users 
without discriminating between the commercial and non-commercial users. On the other side 
the Computer Science Research Group of the University of California started working on 
UNIX system to improve it, which was finally freely distributed among the users BSD 
(Berkeley Software Distribution (BSD, sometimes called Berkeley Unix) is the Unix 
operating system derivative developed and distributed by the Computer Systems Research 
Group of the University of California, Berkeley, from 1977 to 1995.) licence; one of the first 
open source licence. (1)(2) The growth of the open source software continued in the 1980s 
and 1990s. The announcement of the liberation of Netscape Communicator, in 1998, was the 
starting point the start of open source software in many big companies. Apple, Corel and IBM 
stated to find different approached to promote open source software. (2)  

 

3. Making profit from Open Source Software 

 

Like in the other industries, in the traditional software industry companies provide values to 

their customers and generate revenue by the traditional licensing fee. But the case is different 

in the open source business model where all of the services provided to the customers are not 

by the companies, but most of the services are being provided by the other developers who are 

attracted to work on companies open source product. Since a company is not allowed to 

traditional software licenses and related fees with open source software. So the company must 

find some other ways to generate revenues and profits based on the values it is providing to 

the customers. (5) 

 

Hacker (1999 pp 47) stated “Just because you a no longer charge traditional software license 

fee doesn’t mean that you cannot sell the software in some form. For example, you could sell 

the software in a traditional retail package with CD and hard-copy manual included, while 

still allowing users to acquire the software at no charge through other means (for example, 

downloading it over the Internet). Users who are not price-sensitive may prefer to buy the 

retail product based on its convenience and other attributes they find valuable.”  (5) 

 

3.1 Business Models 

 

There are many business models available for the open source software companies. The 

success depends on the selection of the suitable business model depending on the nature of 

the software and its successful execution. Some commonly used business models are 

described below. 

 

Support Sellers: Revenue can be generated by branding, training of the software, consulting, 

by post sale services and the custom development. To make money, the individual’s services 

must be reliable. Where a company chooses to deploy software they may need support in the 

form of user support and training and technical support and training. Companies generate 

revenue via consulting services that include regular support and study of the switching the 
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company from other software to open source software. The person providing the service must 

develop the skills of the people required to interact well with technical and non-technical 

personnel working in the customer’s organization. (5) According to Lerner “Nowadays, 

software-related services are playing a leading role within the software industry. Computer 

programs are getting more and more complex and both private and corporate users have 

increased their demand for support and this has paved the way for firms aiming at making 

money on complementary services rather than selling software (Lemer, 2002).”(7) 

Loss Leader: A no-charge open-source product is used as a loss leader for traditional 

commercial software. 

Widget Frosting: Companies in business primarily to sell hardware use the open-source 

model for enabling software such as driver and interface code. (5) 

 

Accessorizing: Companies also sues open source software as accessories of the physical 

products like book distributor companies or computer hardware companies. (5) 

 

Brand Licensing: Companies sometimes charge the fees from the other companies for using 

the brand name and the trademarks for developing new derivative software. (5) Sometimes 

open source companies also follow the dual brand strategy. Usually initial or basic version of 

the software is provided free and advanced version of the software is charged. (8) 

 

Sell It, Free It: A company’s software products start out their product life cycle as traditional 

commercial products and then are continually converted to open-source products when 

appropriate. 

 

Software Franchising: This model includes many of the above mentioned models especially 

brand licensing and support sellers. In this type of business models companies usually 

authorize to other companies to use their name and brand. 

 

Optimization and Customization: Some companies do not want to use open source software 

in standard form, rather they want to optimize it and customize according to their needs.  

Optimization is the configuration of a software system; customization is the specification, 

design and building of new functionality in an open source product. So the open source 

software companies generate revenue from such companies by providing these services. (8) 

 

Accreditation and Certification: If the open source software is very popular and widely 

used then companies can even generate income by the accreditation and certification. “For 

this model to work you must establish yourself as a recognized leader in the field and 

therefore own a recognizable trademark. You can allow anyone to access your software, and 

even to build a business on the back of that product. However, in order to take advantage of 

your trademark they will need to pay a fee or a subscription” (8) 
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3.2 Motives of Firms for Open Source Software 

 

Apart from direct business model and revenue and profit generation, there are some other 

motives for the open source software companies. These motives are ranging from economics 

motives to technological motives. Now a day’s many companies which do not have enough 

resources want to take advantage of the open source strategy because companies get almost 

free infrastructure; usually all computer programmers use their own computers and internet 

connection. Similarly companies may engage themselves in the open source activities to 

generate indirect revenues for selling open source related products. In technological motives 

“Firms' technological motivations resemble the incentives of individual developers. Feedback 

and contributions from the Open Source community not only lower development and R&D 

costs but also improve software quality. Users form a very large set of beta testers for firms' 

programs while ideas gathered from OS projects may be used for developing commercial 

solutions (learning aspect, Lerner, 2002).” (7) 

 

This section can be concluded, that the companies which offer open source software does not 

mean that they do not have any business models. Most of the times successful open source 

companies are able to generate enough revenue and hence profit through different business 

models which are mentioned above. Similarly sometimes companies have other economics 

and the technological motives to follow open source strategy. In the next section the motives 

of the programmers will be discussed. 

 

4. Motivation for programmers/ developers 

 

In the previous section we have discussed briefly how the software companies generate 

income and what are the motives for the companies by providing open source software. In this 

section we will try to address another interesting question that what are the benefits and 

motivation of the programmers and the developers who spend millions of hours to improve 

the quality of the open source software. This question is beautifully put by Glass (1999, 104): 

“1 don't know who these crazy people are who want to write, read and even revise all that 

code without being paid anything for it at all”. 

 

At present thousands of people working on Open Source programming. On March 30, 2005, 

the Open Source repository SourceForge (SourceForge.net is a source code repository and 

acts as a centralized location for software developers to control and manage open source 

software development) hosted 98,130 projects and numbered 1,043,483 registered users. In 

most of cases programmers and developers do not receive any direct economic benefit from 

the company. So the issue of the involvement in the source code modification is rather 

challenging for the researchers. (7) Many surveys have been made to find the motivations of 

the developers in the source modification. To answer this question is rather difficult to explain 

in term of money expectations; research shows in several cases there are clear expectations of 

the economics reward but in most of the cases the reason to start programming for open 

source software is not directly related to economics benefits. For many people programming 

and contribution is highly rewarding activity in itself. Evidence shows that some started 
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contributions to open source software as hobby and as a side effect of the university 

assignment. For some people it is also self-satisfactory when people start to gather around 

specific functionality, design and coding issues contributed by them. (2) The feedback and 

contribution by the other community members of the open source help to improve the 

program and as the code is clearly visible to everyone, developers gain reputation as talented 

programmers among their peers which grow with the size of the community. Some time these 

reputations also cause of the offered career opportunities from software companies. (Lerner 

and Tirole, 2001, 2002a) It many seem surprising in the first view but it is very important to 

notice this psychological factor; satisfaction is the driving motive for the contribution to the 

open source software. Beside the social and personal motives there is also a technological 

motive to contribute the open source software. In the non-open source software, where 

program is distributed in binary form and prevents programming code for others. On contrary, 

open source provide continuous learning opportunity, programmers study this code deeply 

and use it implementing new solutions. This later technological aspect is also very important 

being software production by sequential innovations. (7) 

 

5. Open-Source Licensing 

 

An open source license is a copyright for the computer software, which defines the terms, and 

conditions under which the source code is available. These licenses may impose additional 

limitations or restrictions like requirement to preserve the author name and the statement of 

the copyright with the specific code. Simply we can say that the license of open source 

software a company chooses defines the social contract company wants to setup among the 

source code developers and users. (3) There are dozens of different kinds of open source 

licensing agreements available. Some works of course better than some others depend on the 

nature of the business company involved in. Whereas some features are common in any kind 

of software such as offering software “free” in both scenes; offering with no cost and the 

minimum level of restrictions on the modification and the redistribution of the software. 

These basic feathers are extremely important for the developers to feel free and work for 

company’s software for intangible rewards. (5)  

 

Four most important licenses includes the GNU General Public License (GPL), the GNU 

Lesser (or Library) General Public License (LGPL), the MIT license, and the BSD-new 

license. The Open Source Initiative refers to these four licenses as the four classic open source 

licenses. “GPL and LGPL are termed ``copylefting'' licenses, that is, these licenses are 

designed to prevent the code from becoming proprietary”. (3) the most popular open source 

software license is the GPL. According to Freshmeat.net reported on April 4, 2002 that 

71.85% of the 25,286 software branches it tracked are GPL-licensed where as LGPL and BSD 

are the next two most popular open source software licenses with 4.47%, and 4.17% share 

respectively. (5)  

 

Now trend of the popularity is changed slightly and to date, according to the Open Source 

Initiative the following are the most commonly used open source software licenses. (4) 
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1. Apache License, 2.0 

2. New and Old (Simplified) BSD licenses 

3. GNU General Public License (GPL) 

4. GNU Library of “Lesser” General Public License (LGPL) 

5. MIT license 

6. Mozilla Public License 1.1 (MPL) 

7. Common Development and Distribution License 

8. Common Public License 1.0 

9. Eclipse Public License 

 

6. Open Source Software and Intellectual Property 

 

In the discussion of open source software an important and interesting question arises about 

the property rights of the software while thousands of developers work and improve the 

quality of the source code of the software. So here we will try to answer this tricky question.  

Among the four possible ways of protecting intellectual work only three; copyright, patents 

and trademarks are suitable for the software industry. The fourth one so called trade secret is 

of course makes no sense in the software industry especially when we are talking about open 

source software. Here we limit our discussion only on the copy rights and patent law where as 

trademarks are not discussed here because usually they are also treated in the same way as in 

case of any other business. (2) 

 

6.1 Open Source Software and Copyright 

 

 Copyright is the most commonly used method to protect any software from illegal use. Open 

source licenses are use some times as copyright law. Usually copyright law not allows 

redistributing or even using of software. As in open source it is vital characteristic the right to 

modify and redistribute the software, so the only way the distribution can be possible is by 

permitting it in the license under certain conditions. Another interesting issue concerning 

copyright of the open source software is the interface specifications. Sometimes companies 

have been forces to provide in depth information on the working of a program, to allow 

programmers to extend and integrate the software components in their programs or systems. 

This type of information is usually protected by copyright and only provides to the registered 

developers with strict control. (2) 

 

6.2 Open Source Software and Patents 

 

A patent is a set of rights granted by the regulatory authority to an inventor for a specific 

period of time for some body’s invention. Since the source code is directly assessable to the 

all developers and the programmers, who can modify it, so the issue of the software patent is 

become significantly important especially for the individuals and the small companies which 

do not have enough financial strength to afford the cost of patent litigatation. In United States 

now many companies trying to get exclusive right on certain technologies through patents. 

Some argued that this is dangerous not only for the open source software but also for the 
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whole software industry. Because these patents can be used as a business weapon against 

competitors, especially the smaller ones which are unable to afford these patents. Open source 

software is especially vulnerable to the patent based attack, the reason that the only few large 

companies can protect themselves against patent lawsuits. (2) 

 

7. Growth of the Open Source Software 

 

The open source software has great impact on the software industry. Much software today has 

at least some open source components. Some researcher mentioned that the software industry 

is expected to become more competitive with the introduction of the open source software. (1) 

Data shows in some markets such as web servers the dominant share is captured by the open 

source software. “Organizations are saving millions of dollars on IT by using open source 

software. In 2004, open source software saved large companies (with annual revenue of over 

$1 billion) an average of $3.3 million. Medium-sized companies (between $50 million and $1 

billion in annual revenue) saved an average $1.1 million. Firms with revenues under $50 

million saved an average $520,000.” (9) 

 

Open source software getting more and more awareness in the private and the government 

sectors. Major Corporation like IBM believes to make a worldwide community of developers 

to improve the quality of its products and services. As mentioned above some industry sectors 

are dominated by open source software. Majority of the websites and emails systems are run 

on the open source software. About 30 % of the infrastructure computer runs on GNU/Linux, 

an open source operating systems globally, are some examples of the usage of open source 

software among many others. (1) 

 

Here in this section we provide some information about the growth of the open source 

software in terms of open source code lines and the number of projects. The growth of the 

open source software is surprising in both ways; the number of source code lines and the 

number of the registered projects. Some successful open source projects like Linux, Apache, 

Postgre-SQL and many others are growing linearly. (9) According to SourceForge.net the 

number of the registered projects and the number of registered users are 177,184 and 

1,848,785 respectively to date. (10) 

 

7.1 Growth in the Source Code 

 

The below mentioned graph is based on the copy paste (approach 1) and new (approach 2) 

source of code lines. This analysis contains 5122 active and popular open source projects. 

These projects contain about 30 different programming languages. Graph shows that growth 

rate of the source of code lines against the time is exponentially.  
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Figure1: Graph of total source lines of code [millions] (both approaches) (9) 

 

7.2 Growth in the Project 

 

Here in this graph the growth rate of the new projects register is shown against time. Once 

again the growth is exponential in this case. For each project, there is a first occurrence of a 

project action and that point of time is considered the birth date of the project. This is the 

point of time when the project is counted as added to the overall set of projects. In this 

analysis also the same set of sample is considered. 

 

 
Figure 2. Graph of growth of total number of open source projects (9) 



14  
 

 

 

8. Advantages and Disadvantages 

 

8.1 Advantages 

 From the above discussion the following advantages of the open source software can be 

concluded ranging from economics advantages to social and technical advantages. 

 

1. Good way of business and get popularity 

2. Less cost of marketing for the open source software 

3. Way of quick innovation in the software industry 

4. Free to the users including revised or modified version 

5. The availability of the source code to everyone and the right to modify 

6. The right to redistribution and modification 

7. The right to use the software for any use and purpose 

8. The future of the software is not depends on a single person or group  

 

8.2 Disadvantages 

There are also some limitations and disadvantages of the open source software. Most 

significant are: 

 

1. No guarantee of development in the software 

2. Not clearly defined intellectual property rights  

3. Development process and stages such as system testing and documentation is 

sometimes not well defined. 

4. No clear-cut criteria to check the status of the project 

 

 

9. Conclusion 

 

This paper tried to provide the fair information about the open source business. Most 

significant form of open source business can be observed in the software industry as open 

source software. Open source software is free for everyone for any kind of usage with the 

rights to modify it and redistribute it under certain license agreements. Though the concept of 

open source software is not entirely new but it is rooted back to the contribution of the 

Richard Stallman in 1970s and 1980s. Companies usually provide the software along its 

source code free of cost, and relay on the other business models such as support and training 

and customization of the software in order to generate the income and profits. Millions of 

programmers and developers spend huge time for the improvement of these open source 

software mostly for their personal and psychological motives instead of any direct economic 

benefit. The concept of open source software has influenced greatly the whole software 

industry. Open Source Initiative is the organization of the open source software which has 

published many different kinds of licenses for the open source software projects. Growth rate 

of the open source software and projects is almost linear now. Usage of the open source 
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software is common practice in both private and in public sectors. The open source software 

already dominates some markets including web servers and the infrastructure computer 

operating systems markets. Open source software have numerous advantages, innovation 

process and the free provision of the software are worth mentioning. Based on the above 

discussion we can say that the future of the open source software is bright and it is a “new” 

business tool that has potential to achieve the results which was impossible with the practice 

of the non-open source software alone. 
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