Chapter 1:  The business in focus


The rise of social networking sees Facebook soar in popularity  
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The founding father of the internet, Tim Berners-Lee, has said, ‘the web does not just connect machines, it connects people’ (Berners-Lee, 2008). The phenomenal rise of social networking in just a few years, allowing people to keep in touch and share information with friends, demonstrates the power of the internet as a social medium. In 2010, Facebook, founded in 2004 by a youthful Mark Zuckerberg in his Harvard student days, became the world’s second most popular website, behind Google. Facebook is the world’s largest online network, with hundreds of millions of users accessing it in 50 languages. Seventy per cent of these are outside the US. However, in the fast-moving world of social interaction, companies can enjoy meteoric rise, but also precipitous falls. New competitors, such as Twitter, seem to spring up overnight, while MySpace, once considered the star of social networking, saw its popularity evaporate with the surge of Facebook. Is Facebook now threatened by Twitter? Facebook and Twitter are distinctive in their business models. Facebook allows people to keep in touch with their friends, and Twitter is a ‘micro-blogging’ site, allowing people to speak via 140-character tweets to anyone who cares to follow them. Twitter thus sees itself as more of an information company than a social networking one, according to its founder, Biz Stone (The Economist, 2010).


Facebook has become a global business. Its technological expertise and innovativeness, while not immediately obvious to users in the concrete way that an iPhone’s attributes are visible to its customers, are nonetheless far-reaching. Its software engineers have been skillful at building systems which can handle increased volume quickly and efficiently, allowing the network to add millions of new users easily. Its innovations encourage greater sharing of data. Facebook Connect, launched in 2009, lets users take their identity and network of friends to other websites and to other devices, such as games consoles. Facebook has also been skillful in tapping into the creative talent of independent developers of new applications, or ‘apps’. The developers benefit from gaining access to the huge audience of users, and users enjoy a directory containing over 500,000 apps.

Although the cost of hardware for storing and processing data has fallen sharply, investment in new technologies is costly. Being relatively young companies started by enthusiasts, where are Facebook and other social networks finding the money needed to propel social networking to global success? Developing a sustainable business model, which will provide services that users desire and generate profits in the long term, is the dream of every young business. A social networking platform such as Facebook, which holds huge amounts of personal data and is widely accessed globally, would seem to be in a commanding position to be a successful international business. But translating popularity among users into profits is a major challenge. Although Facebook had not yet made a profit, Microsoft invested $240 million in the company in 2007, and a Russian company, Digital Sky Technologies (DST) invested $200 million in 2009.  DST thus acquired a 1.9% stake, which would imply that Facebook is worth $10 billion. Although Facebook aimed to take in $500 million in revenues in 2009, it was spending more than that on its technology (Gelles, 3 July, 2009). Google has grown rich on selling the targeted advertising which appears alongside its search results, but a site such a Facebook faces hurdles in attracting advertising. Because the content is user generated, and possibly in doubtful taste, many advertisers are reluctant to sign up to advertising on social networks. On the other hand, the Facebook audience is far bigger than that of any television network in the world, and, because of the enormous amount of personal data Facebook holds, advertisers can target particular groups of possible customers precisely. Moreover, users often recommend products to friends, and this can be a powerful marketing tool – which costs far less than a traditional marketing campaign. 

Although the business prospects look bright from the owners’ perspective, an international business strategy depends on numerous other factors – many external to the organization. As other software and internet companies have found, legal regulation must, sooner or later, be taken into account. Microsoft and Google were both founded by young, talented individuals with an ambitious focus on building a global force. Both have encountered regulatory hurdles and setbacks. Facebook has soared to fame, but faces down-to-earth regulatory hurdles, such as privacy laws which protect users’ personal data. The company encountered resistance from users when it relaxed its privacy rules, allowing updates of personal data to be viewed publicly unless the user chose to restrict access. Mark Zuckerberg has said that privacy is no longer a ‘social norm’ (The Telegraph, 2010) However, the imposition of stricter privacy settings by regulators, such as the European Commission, is a possibility. The world of social networking is helping to democratize the web, but it is also, perhaps paradoxically, concentrating power in the hands of new corporate actors, presenting challenges as well as opportunities for the 25-year-old head of Facebook and others following in his footsteps.

Sources:  The Economist, ‘Profiting from friendship’, 30 January 2010; Gelles, D., ‘What friends are for’, Financial Times, 3 July 2009; Gelles, D., ‘Facebook draws criticism for privacy changes’, Financial Times, 11 December 2009; ‘Facebook’s Mark Zuckerberg says privacy is no longer a “social norm”’, The Telegraph, 11 January 2010; Berners-Lee, T., speech before the Knight Foundation, Washington, D.C., 14 September 2008, at www.webfoundation.org


Questions for discussion
· Why has Facebook grown so rapidly and become an international force so quickly?
· What are the risks to the continued success of Facebook?
· What are the impacts of social networking on international business?


2016 update: 

Since 2010, Facebook has grown dramatically, becoming a powerful force among technology companies, alongside Google and Apple. Facebook now attracts over 1.7 billion active users. A milestone was Facebook’s IPO on the Nasdaq in 2012. Mark Zuckerberg opted for a dual-class share structure, in order to retain control of the company. The IPO was somewhat fraught, technical glitches affecting early trading. The stock price was slow to gain in value after the launch, possibly deterring other technology entrepreneurs who were thinking of going public. At the time of the IPO, Facebook was valued at a record $104 billion.  

Since the IPO, Facebook’s value has seen spectacular growth, along with other technology stocks, and it is now worth over $360 billion. In 2014, Facebook purchased the messaging service, Whatsapp, for $19 billion. Facebook now generates the vast majority of its revenues from advertising, especially mobile advertising. Facebook’s revenues from advertising are in the region of $17 billion annually. The mass collection and transmission of personal data collected from users remain issues that give rise to questions regarding data privacy regulation, especially in European contexts. Facebook has faced criticism over the rise in inflammatory and extremist content in social networking. Also of concern for Facebook are its tax affairs, whereby profits are ‘offshored’ to sidestep US taxation. 
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