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Big tech must pitch in on social infrastructure
by Karl Happe | 21/02/2018



Summary
Today’s tech giants have profited greatly from the world they’re disrupting, without returning much to
society save for the tax revenues they try hard to minimize. We must ask big tech to contribute more to the
digital and physical infrastructure – and the functioning civil societies – upon which their profits depend.

Key takeaways

Internet businesses should be taxed in jurisdictions where their revenue originates
Internet bandwith as a public good should be auctioned to for-profit businesses to ensure
that its benefits are shared with society, rather than privatized by a few ultra-wealthy
owners
If internet companies don’t participate in the societal costs of their disruption, the
infrastructure and civil society upon which their business models depend will deteriorate

In recent months, some of the world’s most successful tech companies have faced an increasing backlash from policymakers and the public. From anger over the
alleged spreading of “fake news” during US elections to complaints of unfair competition and tax dodging in Europe, there are growing signs that people are
losing patience with big-tech disruptors.
At the heart of some of the criticism of these firms is the fact that their business models depend on a “positive externality” – a resource that they do not own, but
that benefits them greatly. In this case, it is the internet itself that companies such as Facebook, Amazon, Netflix and Google have capitalized on so successfully,
effectively privatizing a public good.
To be sure, the FANGs and many other tech firms have brilliantly innovative ideas, but their innovations would be worth next to nothing without the infrastructure
that enables them to reach most of the world’s population. Imagine Facebook operating on a desert island, with no way to connect to anyone. Not a very
compelling business case.
Yet despite being dependent on public infrastructure, these companies haven’t contributed a proportionate share of their profits back to society as a whole.
Because intellectual property is their primary asset, many of these firms can list their domiciles in far-away, frequently low-tax environments – effectively
concentrating their profits away from the societies they depend on for their prosperity.
The societies in which these internet businesses operate are also bearing other costs that stem from these firms’ success. Witness the continued hollowing-out of
traditional retail businesses, the upheaval in the media and telecommunications sectors, and the upending of advertising and marketing value chains. To be sure,
the disruption of companies dependent on old ways of doing business is not always a bad thing. Yet the cost of unwinding these failures – for example, by
supporting workers who lost their jobs – rests on the governments who are not getting much help from the high-tech giants.
All the while, these firms have proved immensely profitable for a relative handful of venture capitalists, founders and IPO participants. This is adding to the larger
issue of income inequality: while much of the world’s population struggles to earn more, or has even backslid, a very small sliver has become fantastically rich. To
be sure, tech firms alone did not create this problem, but they are certainly not solving it, and growing inequality is one of the biggest contributors to the
widespread political polarization that is making modern societies more fragile.
So how do we fix this problem, where a positive externality like the internet is effectively being exploited by a relative few? Here are two proposals:

be sure, tech firms alone did not create this problem, but they are certainly not solving it, and growing inequality is one of the biggest contributors to the
widespread political polarization that is making modern societies more fragile.
So how do we fix this problem, where a positive externality like the internet is effectively being exploited by a relative few? Here are two proposals:
First, tax profits in the country or state in which the transaction takes place. We need more tax revenue where the end customer lives – not in the sparsely
populated locations that many tech companies claim as their domiciles. Facebook, perhaps sensing which way the winds of public opinion are blowing,
recently announced plans to start taxing its revenues in the countries where its users activity generate the firm’s profits.
Second, insist that tech companies that rely on publically provided infrastructure contribute to society’s maintenance – beyond merely paying normal taxes.
Functioning civil societies create the scalable benefits of their business models.

One practical way to implement the second proposal would be to hold an annual auction for internet-bandwidth access. Some of the proceeds would go to
network maintenance, but the excess would pay for other forms of infrastructure these firms depend on: roads for deliveries, legal systems for adjudicating
differences and regulations for protecting consumers.
Not unlike auctions for radio-wave bandwidth, the auctions for internet bandwidth would ensure a more competitive market for search functionality,
marketplaces and publishing platforms. And some of the positive externalities of network usage would be returned to the societies that provide them, rather than
exclusively privatized.
The auctions would also ensure that there would be at least a chance for competition in areas currently dominated by effective monopolies. Competitors willing to
come into the market and contribute more of their profits back to society might be able to disrupt existing players who tried to retain too much for themselves.
Legacy companies would clearly retain a huge advantage over new entrants, but at least there would be a mechanism to limit how much they are able to profit
from public infrastructure.
In the end, it is critical for the continued stability of our societies that disruptive companies not only provide good ideas that make economies more efficient, but
contribute more to the social infrastructure upon which their business models depend.

Some or all the securities identified and described may represent securities purchased in client accounts. The reader should not assume that an investment in the securities identified was or will
be profitable. The securities or companies identified do not represent all of the securities purchased, sold, or recommended for advisory clients. Actual holdings will vary for each client. FANG is
an acronym widely used on Wall Street and among many investors; it stands for four high-performing large-cap technology companies – Facebook, Amazon, Netflix and Google (now
Alphabet) – that are also household names. BAT is a similarly widely used acronym for three large-cap tech companies in China: Baidu, Alibaba and Tencent.
Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future
performance. This is a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold any
security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security.
The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used are derived
from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their
use. The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not permitted.
This material has not been reviewed by any regulatory authorities. In mainland China, it is used only as supporting material to the offshore investment products offered by commercial banks
under the Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations.
This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors U.S. LLC, an investment adviser registered with the U.S. Securities and
Exchange Commission; Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin); Allianz Global
Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company
Registration No. 199907169Z]; Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local Finance
Bureau (Financial Instruments Business Operator), No. 424, Member of Japan Investment Advisers Association and Investment Trust Association, Japan];and Allianz Global Investors Taiwan
Ltd., licensed by Financial Supervisory Commission in Taiwan.
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Summary
A new Grassroots Research report shows that 18 months after the Brexit vote, UK residents are growing
more concerned about employment, less confident in their household finances and more worried about
Brexit’s long-term effects on the economy.

Key takeaways

Almost half of the respondents to our new Grassroots® survey said they think Brexit will
cause the UK economy to deteriorate over the long term
Brexit is hurting some UK savers: 23% of our December survey respondents they plan to
save less than before, up from 14% in July 2016
Because of Brexit, more than 1/3 of our Grassroots® survey respondents said they expected
to reduce their dining, vacation and auto purchases

DISC

Because of Brexit, more than 1/3 of our Grassroots® survey respondents said they expected
to reduce their dining, vacation and auto purchases
Auto sales are an important driver of the UK economy, but they’ve cooled significantly
since their July 2016 post-Brexit high; our research suggests UK autos could remain the
weak spot within Europe



LOAD MORE

Active is: Allianz Global Investors

Value. Shared.

Our firm

Insights

Capabilities

Why partner with us

Outlook & commentary

Alternatives

A brief history

Investment themes & strategy

Equity

Inclusion & diversity

Why active?

Fixed Income

Sustainability

2021 Outlook

Multi Asset

Our leadership team

Coronavirus

China A-shares

Our experts

Update Magazine

Research

Careers

The Investment Intelligence

risklab

Contact us

Press centre

Podcast
Staying active







Allianz Global Investors is comprised of the AllianzGI Affiliated Entities worldwide. Product availability will vary by jurisdiction.

© Allianz Global Investors GmbH 2021. All Rights Reserved.

Credits

Privacy Principles

Terms Of Use

Ariba Network

Sitemap

Contact Us

