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Cloud economics
… is apparently unavoidable
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• But is based on extremely generous assumptions: “We 
assume a progressive shift of business workloads into cloud 
infrastructure, beginning with a 20% shift of workloads in 
2010 to a 100% shift by 2014” (CEBR - “THE CLOUD 
DIVIDEND: The economic benefits of cloud computing to 
business and the wider EMEA economy”, part 1, page 16)

Cloud economics
… or maybe not
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• “Business development benefits are modelled as incremental 
revenues estimated to be achievable from effective seasonal 
demand management and from efficiencies related to IT 
scalability. However, the proportion of the total incremental 
revenues achievable from these improvements is assumed 
to be proportionate to the size of IT budgets relative to total 
turnover.”

Cloud economics
… is dependent on variability
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Cloud economics
… but variability is on average very small
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Cloud economics
… other estimates are similar
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• Estimates of the economic advantage of moving from 
physical to the cloud: 17.3% private cloud, 31.1% hybrid 
cloud, 39.9% public cloud

• Estimates of the advantage of moving to virtualization: 35% 
on average (Source: Everest Global)

• IDC: “Cloud savings are less than 10% for 70% of 
organisations”

• “Data centre construction, direct staffing and jobs created in 
the ICT hardware sector supplying data centres explain 
almost all the short term net gains in IT jobs. (Da: 
Modelling the Cloud Employment effects in two exemplary 
sectors in The United States, the United Kingdom, Germany 
and Italy”, London School of Economics)”

Cloud economics
… is suspiciously similar to pure virtualization advantages



Cloud economics
… and there are very few servers to move anyway
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Cloud economics
… and it explains a small Amazon AWS mystery
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Cloud economics
… Provisioning advantages are not transferred fully to the customer
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Current cloud apps are standardized
… because it’s easier to adopt/move
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New “cloud” applications are structurally different
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• Taking advantage of the cloud in a real way (elasticity, 
idempotence of nodes, transparency of data sources) 
requires a complete reengineering/rewrite

• This is where there is a real advantage … 
• … because most of the new applications are based on the 

following assumptions:
– HTML5 user interfaces (and thus less dependency on 

traditional clients, easy integration of mobile/tablets/new 
devices)

– inherently scalable (because they take advantage of 
naturally sharded apps like NoSQL)

– inherently reliable (because they must ran on AWS, where 
VMs may disappear/fault)

New “cloud” applications are structurally different
… and this is where the economics is real



New apps are inherently OSS-dependent
… written in OSS languages and tooling … 
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“An exploration of AngelList data”, Leo Polovets, Susa Ventures



New apps are inherently OSS-dependent
… with OSS-based frontends (web based) … 
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New apps are inherently OSS-dependent
… using mainly OSS-based datastores

Insert Caption Here



Open Source is inherently efficient
… as long as we talk about “living” projects
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OSS is inherently efficient
by facilitating Lead Users in the design
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OSS is inherently efficient
by leveraging reuse to improve bug density
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(Mohagheghi, Conradi, Killi and Schwarz “An Empirical Study of Software Reuse vs. Defect-Density and Stability”)



OSS is inherently efficient
by leveraging reuse to improve time-to-market and reduce effort

(Abts, Boehm, Bailey Clark “Empirical observations on COTS software integration effort based on the initial COCOTS calibration 
database”, analysys by Daffara) 



• OSS maintenance effort is substantially lower than the 
average (Capra E., Francalanci C., Merlo F., “The economics 
of community open source software projects: an empirical 
analysis of maintenance effort”)

• Using a model by Jones and Bonsignour, traditional code 
costs 2000$ per function point, while code developed in a 
shared approach costs 1200$/FP

• Efficiency is higher when OSS savings are reinvested in IT:

OSS is inherently efficient
by leveraging reuse to improve bug density



• Amazon AWS added 280 new features in 2013, 105 just in Q1 
2014

• AWS changes code every 16 seconds
• Difficult for any vendor to match that rate
• Open Source does, through coopetition
• And at the same time, it commoditize part of its own 

ecosystem
• … which means that if you try to partially close it, you will find 

some of your own users compete through forking or module 
development … 

• … if you are a vendor, you need to understand and adapt to 
a potentially different business model

OSS is inherently efficient
by leveraging reuse to improve development speed



OSS is inherently efficient
… allows R&D leverage of 5 times or more
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IT investing has different returns
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IT investing has different returns
in particular for new software development
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IT investing has different returns
even for different sectors/company size



• Assuming that 75% of new apps are developed using a mainly 
OSS basis we can estimate a reduction in cost per year of 
188B$ (assuming 3.8T$ world IT expenditure in 2014, source: 
Gartner) just in the “new apps” category 

• If they are are completely reinvested in IT using the key 
metrics percentages we have a return of 329B$

• Later on, as the share of old apps/new apps moves towards 
50%, the savings due to lower maintenance costs provide an 
additional 260B$/year

Economic impact of cloud
… for real this time



• For vendors: decide what market you want to be in, today 
(tomorrow will arrive too fast to reach the leaders)

• Prepare for sudden change (eg. Docker: 42 people, 1 year 
and now most IT vendors had to adapt/adopt it)

• Adapt the cloud approach for real (partial substitutes do have 
none of the advantages and all the disadvantages)

• For users: be bold in asking something new from your 
vendors, and in looking for new vendors

• For PAs: most of the things you are looking for are probably 
already have been developed by others like you … 

• … so go around and look at what others are doing
• Don’t be afraid to experiment and develop, through small 

efforts (to force the use of OSS)

Adoption patterns
how to take advantage of all of this
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