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Executive Summary

Hot topic: Source sharing among AI firms

Simple model:
▶ Two firms, competing on Hotelling’s line
▶ Each firm makes two types of decisions:

1 choose probability of innovation at convex cost
2 choose between closed source (CS) and open source (OS)

▶ Choosing OS yields fixed benefit λ but also results in positive spillover
(conditional on successfully innovating and rival not innovating)

▶ Firm 2 has (weakly) higher innovation cost

Three types of equilibria:
▶ Both firms choose CS
▶ Both firms choose OS
▶ One firm chooses CS, the other OS

Some insights
▶ OS equilibrium may result in lower innovation rate
▶ Sense in which weaker firm 2 has greater incentive to choose OS
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Comments I

OS negatively affects innovation incentives
▶ for the firm (say, i) choosing OS: the expected payoff from innovation

is lower, as a non-innovating rival’s quality also increases, resulting in
more intense competition

▶ for the rival firm −i (whether or not that firm chooses OS): conditional
on firm i innovating, the benefit for firm −i also innovating is lower
when i chooses OS

(This is not really a new insight: it is well known that technological
spillovers reduce innovation incentives)

Paper should relate to literature on innovation with
(exogenous/endogenous) technological spillovers
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Comments II

Headline result: the weaker firm 2 has larger incentive to choose OS

▶ Should not be surprising: suppose the investment cost parameter γ2 is
sufficiently large so that firm 2 has little incentive to invest

▶ Then, it is a dominant strategy for firm 2 to choose OS and obtain
fixed benefit λ

More generally, what does the fixed OS benefit λ represent? Should
the benefit not depend on the outcome of innovation competition?

What is the policy question? There is no welfare analysis
▶ OS adoption has a direct benefit to the firm; what about consumers?

There is no market expansion effect in the Hotelling model: perhaps
not a great feature when it comes to AI innovation
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Comments III

Big picture: We need more IO analysis of AI markets
▶ This paper is a welcome contribution

But: Which aspect of the model is really about AI rather than any
other technology?
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