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ABSTRACT
Online marketplaces like Youtube and the AppStore see amateur tinkerers, hobbyists,
and hackers competing and innovating alongside professionals and traditional
enterprises. Analysis of fine-grained data on the AppStore in this article suggests that
underlying processes of innovation and competition precisely conform to a canonical
model of endogenous competition and innovation simply adapted to allow for (i)
exceptionally low fixed development costs, and (ii) nonpecuniary rewards to
developers. A fat tail of low-productivity developers with high nonpecuniary
motivations invests relatively little, but directs attention to novel experimentation; a
smaller group of high productivity developers chooses to make higher investments,
but focuses on ongoing improvements in established areas. | discuss implications for
managing such marketplaces.
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