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In just a few years the big technology companies have gone from being admired for their constant innovation, offering us new products and services, to being labelled as dangerous all-powerful giants. In the recent Davos forum, without more ado, George Soros accused Facebook and Google of being “obstacles to innovation” and a “menace to democracy”. But, why have the big technology companies accumulated so much power? And, what are the real benefits and perils entailed? 


 


[bookmark: _tgcsl9gd0jz]In spite of the fact that their range of products and services is varied (social networks, e-commerce, search engines, operating systems and app stores, etc), these companies have a communal way of relating to consumers and expanding their activity. They construct a network of products and services around the user which are interconnected - a digital ecosystem which takes advantage of synergies and offers the customer an integrated experience to satisfy a wide range of needs. These ecosystems have three features which explain their huge power: they develop network effects, they are a portal to other markets, and they generate and exploit huge amounts of data. Let’s take it one step at a time.


 


[bookmark: _nwuysyk7sv0k]In the first place, network effects arise because digital ecosystems allow users to connect and interact with each other (for example, using a social network) and, using marketplaces, access products and services from different suppliers. In fact, facilitating these connections is one of the main activities of the majority of ecosystems and, because of this, their value increases in line with the number of participants and their level of involvement. These network effects mean that, when an ecosystem reaches a certain critical mass, it benefits from a positive feedback loop which gives it a dominant position with relative ease.


 


[bookmark: _7o1dbvcnp0br]In the second place, digital ecosystems have the role of guardians, or gateways, to products and services on other markets. This is the case, for example, with mobile operating systems and app stores, which set up conditions for creating and distributing messaging, games or mobile payment services apps. Internet search portals are also sometimes gateways, via which users access communications media, e-commerce or travel booking services. This role as guardians or gateways allows digital ecosystems to exercise a certain degree of control over other products and services and extends its tentacles towards these related markets and therefore makes the network around consumers grow.


 


[bookmark: _itmombtiek9c]The third key element to digital ecosystems is big data generation and exploitation. The services they offer allow them to obtain a huge amount of data about their users. Combining and exploiting this information properly they improve the quality of services (for example, by further personalising sales’ offers) and develop new functions. In this way they increase user participation and gain new users, obtaining yet further data and continuing to improve their value, which gives rise to a feedback loop which reinforces their market position.


 


[bookmark: _6lxbsu997g7e]These three features of digital ecosystems (network effects, gateways and big data) are key to understanding the benefits they offer and the risks they pose. In principle, consumers enjoy a simple, integrated user experience and can access a wide, personalised range of products and services. From an economic point of view, ecosystems allow advantage to be taken of various types of synergies: economies of scale and network externalities, etc.


 


[bookmark: _mgljg3li7pew]The problem is that these same factors give a concentration of power to a very few companies whose domain, moreover, crosses the traditional barriers between business sectors. Their network of products and services can become a spider’s web which is ever stronger and larger and which ends up reducing the choices available to consumers. To prevent this happening, a regulatory and competition framework needs to be developed which adequately assigns the accountability of those controlling the ecosystems and which guarantees that digital markets are open, competitive, dynamic and innovative. This is, in fact, one of the major public challenges of the digital economy. [bookmark: _v50ecianxzvm][bookmark: _30j0zll]
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities offering investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases where it is legally permitted or expressly authorized by BBVA.
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