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Prejudices

· Experience of IT in the US Finance Industry

· Austrian Economics

· Van Mieses

· Hitler (()

· Capitalism is best

Intro

· A word or three about economics

· The world into which IT was born

· From waterfalls to agile development

· New Economic Order

· A proposal

Economics in one Lesson

· There is stuff (physical goods and services) – and there are people who need stuff 

· Value

· Is in the eye of the beholder (hence the barter system)

· Time preference

· Low time preference (I want it now)

· High time preference (I can wait)

· HTP people lend money to LTP people

· Money

· Abstract value – a universal abstraction of value independent of things

· Income

· For corporations, revenue minus cost of sales, operating expenses, taxes over a given period of time. The reason that corporations exist.

· Capital

· Cash or goods used to generate income
· The net worth of a business, i.e. the amount by which its assets exceed its liabilities

· Investment

· An item of value purchased for income or capital appreciation

· Division of Labour

· Specialised functions permit increased productivity, ability and the speed of problem solving

The market as a super-computer

The market allows us to make decisions collectively that we could not make on our own.

· Good points:

· everyone wins in an exchange of value for value

· can quickly disseminate information regarding preferences

· can be distorted (e.g. NY housing “market”)

· operates without a single point of perfect knowledge

· Bad points

· Requires low inter-dependency between participants

· Wne too-closely coupled individual decision making and overall market performance becomes more complex

· Requires low signal-to-noise ratio. Signals from non-productive organisations e.g. governments

Terminology

WeaselWords™ commonly used to justify spending money on IT projects

· ROI

· A measure of a corporation’s profitability, equal to a fiscal year’s income divided by common stock and preffed stock equity plus long-term debt. ROI measures how effectively the firm uses its capital to generte profit

· Useful for

· comparing

· ROE (return on equity)

· Measure of how well a company used reinvested earnings to generate additional earnings

· Focus of stockholders

· Typically used to evaluate a company during M&A considerations

· Keeps a company focused on earnings

· NPV (Net Present Value)

· Present value of an investment’s future net cash flows minus the initial investment. If positive, the investment should be made (unless there is an even better one).

· Focus on cash-flow

· Evaluate project

· IRR (Internal rate of return)

· Rate of return based on cash flows

A simple example

· You own a narco-trafficking organisation

· You own agricultural and pharmaceutical production assets

· You control (most of) the distribution network

· The purpose of this enterprise is the production and distribution of narcotics for profit

· How do you reason about which customs agents to bribe, and how do you account for these bribes?

· There are a variety of routes with different costs associated

· This is a direct cost of doing business, so:

· As a direct cost of achieving one of the principal goals of your enterprise, you use ROI to reason about this cost in relation to all of the other financial aspects of your business

Second example

· You are the chief of security of the above enterprise

· Your guards need new weapons

· You’ve narrowed the choice down to H&K MP5 and the UZI

· Both have similar capabilities, but the UZI is less expensive

· How do you explain your choice to the boss?

· It is a secondary cost, so you use WeaselWords™

Last example

· You are the CTO of a large diversified financial services firm

· Your accountants need a new accounting system

· You have narrowed the choice to System A (J2EE based) and System B (.NET)

· Both have similar capabilities, but J2EE system is less expensive to maintain

· Middleware is a secondary cost, so use WeaselWords™ to explain your decision.

When IT was born

· Second stage of the industrial revolution

· Birth of the “mass adequately-fed” (frozen vegetables have led to 6-8in. of additional average height)

· Triumph of “welfare capitalism” and “the organisation man”

Manufacturing Revolution

· Stage 1:

· Mechanised techniques for construction

· Workers physically co-located

· Skilled craftsmen + fitters

· Stage 2:

· New methods of organising (Henry Ford, Frederick Taylor)

· Pieces are now interchangeable, as are the people who make them

· This workd by

· Setting inflexible rules

· Reducing freedom of the participant

· And locking them into a co-ordination infrastructure

· We achieved CICS in the workplace!

· So successful that it revolutionised society and made great feats possible, such as killing 50million people during WWII

· Stage 3:

· Apparent conquest of welfare capatilaism seemingly foiled by Japanese majufacturing techniques

· Just-in-time inventory and Agile Manufacturing

· 1981 downturn – first time white-collar layoffs exceeded blue-collar

Evolution Software Development

· Early IBM Mainframe

· 3270 – terminal controller – mainframe

· mainly introduced to support centrally administered business systems

· information processing power used to consolidate and centralise controls

· auditors take on a new life

· Economic upheavals of the 1970s and introduction of the minicomputer

· Department-level computing (e.g. PDP)

· Early 1980s

· Birth of the “middle office”

· Middle to late 1980s

· PCs on the business desktop

· “desktop” takes on a new meaning

· Microsoft’s plan to conquer the Universe, off and running

· Late 1980s

· UNIX on trading floors (how did this happen?!)

· Early 1990s

· UNIX in the middle and back office

· Mid 1990s

· The Web

· Browser – Web Server – Application Server (much like 3270 model!)

· Unfair comparison? The web also does multimedia, e-commerce…

· But:

· While quality of colour images is better, the interaction model remains the same

· We were doing e-business for 100 years

The state of the world when computers were introduced

· The industrial revolution was paying big dividends

· The Organisation Man (by William H. Whyte) 1947 invented Dilbert’s Pointy-Haired Boss!

· IBM Mainframes, COBOL, the Waterfall model etc. all fit very well with Welfare Capitalism

· Recreational, healthcare, pensions, stock-sharing and other savings plans provided by corporations with the goal of persuading workers of the corporation’s genuine concern for their well-being and, by actually improving their existence, undermine worker militancy.

· Marked by lofty job titles, rigid job descriptions, promotion based on tenure, employment for life.

The venerable waterfalls

· Project development lifecycle

· Requirements

· Design

· Code

· Deploy

· Coding

· Edit

· Compile

· Link

· Debug / run

Congruent with Stovepipe Businesses

· Common beliefs regarding stovepipe systems

· Monolithic procedural code led to stovepipe systems (technology led!)

· Two-tier client-server systems led to SS

· N-Tier systems led to SS

· In reality, stovepipe businesses led to stovepipe systems

· Lines of business are largely independent of other LOBs

· Makes accounting easier

· Got in the way of cross-selling

XP and Agile Development

Finally, a really good story, which really adds some value!

· It’s about the people

· Pair programming

· User stories

· Release early and often, delivering real business value on each iteration

· Test-first software development

· JUnit delivers on the promise of formal methods

· A better approach to achieving the principal ends of the development enterprise

Open Source development

Another tremendous change in the way we work

· Highly motivated people

· Working for mutual benefit

· Minimal hierarchy

· Just-enough management

· Primarily in the domains in which we are Subject Matter Experts, e.g. software development tools (this is the only downside)

Open Software Standards

· ISO

· OMG

· OSF

· OAG

· ACORD (Life insurance)

· OASYS

IT is Back on the Outside

· IT is perceived as a necessary evil, no longer a value generator in itself

· Management consultancy had a tremendous knowledge management operation. Existing system runs on Lotus Notes. In new KM systems there are amazing advances in statistical analysis of text (even cross-language). But the consultancy wanted a new system merely in order to get off Notes. (This firm has a very rigid project development lifecycle).

· Public floggings for proponents of ROI-based or ROE-based “architecture” investments

· Into the breach: Gartner et al with new WeaselWords™

WeaselWords++™

· Balanced Score Cards

· Other IT Portfolio management techniques and metrics

· Total Value Opportunity

· Total Cost of Ownership

· Financial Discipline

· Operational Reliability

· IT Project Performance

· Internal Customer Satisfaction

· Executive Satisfaction

· IT Talent Management

· Information Security

· IT Architectural Compliance

Why WeaselWords++™?

· We still canot adequately reason about the contribution of IT and other secondary inputs to a n organisation’s primary activity

· Businesses have spent billions on IT and in the process, the ability of senior managers to reason about IT has been diminished

· The magic of the market no longer applies

Outsourcing

· If the contribution of IT can’t be valued, then let’s at least reduce the cost

· If Indian PhDs will build our systems while we sleep, then it has to be better. Right?

· Yeah, right! Communication of requirements is extremely difficult. Base level of domain knowledge is just not there.

The Proposal

· Open Source and Agile Development applied to parts of specific domain verticals

· Open Source succeeds in part because we are the subject matter experts (SMEs)

· Some of us have learned, if not mastered, other subject areas (more business centric – e.g. payment systems)

· Some of these areas do not provide the end user with significant product differentiation e.g. regulatory compliance

· As external developers we are more efficient and our value is more readily tracked than internal developers

· Need a new model such as “shared IPR” – not quite open source – to leverage the value in the expertise

Some potential markets

· BASEL II compliance

· Global capital adequacy reporting

· (Enron, Global Crossing)

· Insurance compliance

· State-by-state in the USA

· Suitability for individual investors

· Most countries, like the US, have regulations that prevent investment companies lying to investors

· Global requirements

· Still no direct revenue advantage for financial services companies

Some potential problems

· Anti-trust issues (collusion)

· Competition from existing major software vendors

· See what IBM is doing with open source (Linux, Eclipse)

· Corporate structures

· Corporations may be the root of all evil

· Establish confidence among potential clients

· Use personal reputation

Further steps

· Kevin wants to pursue these ideas further

· Very excited about coming to OT2003 and bouncing these ideas off some very bright people

· BOF session from 14.00 today

