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Facebook and the dangers of a singular
focus on profit maximization
A whistle-blower has alleged that Facebook Inc ignored the negative
impact of its platforms and chose profits over people. While
stakeholders benefit in the short-run, such decision-making may
break shareholder trust and question the sustainability of
businesses.
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Data engineer-turned-whistleblower, Frances Haugen’s testimony at the United
States congressional hearing on 5 October 2021, was clear and articulate as she
spoke about how Facebook Inc (FB) ignored its own research that raised
concerns over the harmful effects of its platforms, Facebook and Instagram.
According the Wall Street Journal’s seven-part The Facebook Files podcasts (WSJ
podcasts), FB

lowered its content filtering standards for favoured elites

(celebrities) - if its algorithm misinterpreted their content and blocked it, FB
would be subject to public ridicule. By dropping its standards, the company
allowed the larger influencers to get away with dangerous behaviour. One such
instance was of an influencer publicly identifying an alleged rape victim and
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posting explicit photographs of her on Instagram. The WSJ podcasts suggest that
FB knows that Instagram makes one in three teen girls feel bad about their body,
which has affected the mental health and resulted in eating disorders for some
of the girls. The WSJ podcasts also suggests that an entire eco-system of human
trafficking and drug cartels were operating openly on Facebook, which despite
being aware of, FB did not curb. FB’s algorithms amplify the worst of human
nature - hate and violence: it is easier to inspire people to anger than to other
(happier) emotions. Several of the curbs that FB has put into place to avoid
disinformation during the Trump election campaign were unwound once the
elections were over, raising questions on whether FB shares any responsibility
for the Capitol Hill insurrection. The FB documents allegedly show that the
military used Facebook to launch a genocide in Myanmar in 2018.
Haugen explains that when faced with a conflict between profits and people, FB
consistently chose to make decisions that favoured profits. She believes that FB
would not change its behavior as long as the incentives of its employees were
driven by metrics that promoted more engagement with the platform, which
effectively translates into higher revenues and profits. In answering these
questions, she raised an important question: Is profit maximization the only
goal? This warrants a larger debate.
Over 170 years ago, Jamsetji Tata believed that “in a free enterprise, the
community is not just another stakeholder in business, but is in fact the very
purpose of its existence”. That seemed the prevalent thinking at that time.
Several Indian business houses have been responsible for building infrastructure
and even cities, supporting the arts, and building education.
As our economy has opened up, many of these values appear to have waned.
Corporate India shifted from a socialist mindset to a capitalist one, with profit
maximization the primary goal. Even as corporates talk about the importance of
ESG, they lobby against measures to promote better citizenship – be it dual air
bags in cars, tighter emission standards, or stronger governance structures. The
good news is that many still have a conscience – car manufacturers flipped their
vacant capacities to make ventilators and those that could, provided oxygen to
hospitals during the COVID-19 second wave. But corporate India’s citizen
responsibilities, seen largely as CSR spends, operate separately from its profit
maximization motive.
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The test of corporate responsibility is seen in how boards make choices. As
Haugen suggested, Mark Zuckerberg did not start out by trying to make a hateful
platform – he just didn’t take the hard decisions and chose profits over people.
The pitfall is to think that these decisions are trade-offs – they are not. As she
explains, if the platforms were safer, more people would use them and for longer,
which in turn would attract more ad revenues. If the history of old Indian
business houses is anything to go by, taking decisions in the larger interest builds
trust and longevity, and keeps companies competitive and relevant. Long term
greedy, is how one bank describes such behaviour.
As the nature of ownership changes, with private equity coming in with its own
belief system and playing a larger role, will corporate India learn from this? In
several Indian companies, employees are promised a share of the returns, when
private equity make its exit, and hits its numbers. At a superficial level, this aligns
with shareholders that have a sole focus on their own returns. But for value
pickers and passive investors, this may be inimical in the long run. If FB’s own
creator seems unable to make choices for the longer term, can one expect private
equity that has a three-to-five-year investment horizon, to make better
decisions?
A single-minded pursuit of profit may bring with it reputation risks too. Social
media giants are now being compared to Big Tobacco, drawing parallels to the
addictiveness and the negative health impact of both products – as also the
steadfast refusal of their corporate giants to address these. FB is accused of
‘moral bankruptcy’.

Most importantly, questions are being raised on the

transparency of FB’s disclosures – has it earned the blind trust of its
stakeholders?
With a generation of new customers focused on social responsibilities,
companies are re-learning responsible behaviour. But this cannot be seen as
optional. These measures need to be embedded in the profit and loss statement
– only then will the pursuit of profits be beneficial to all stakeholders.

A modified version of this blog was published on moneycontrol.com,
which can be accessed here:
https://www.moneycontrol.com/news/opinion/facebook-and-thedangers-of-a-single-minded-focus-on-profit-maximisation-7607191.html

21 October 2021

iiasadvisory.com

3

Institutional
EYE
Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information
contained herein is solely derived from publicly available data, but we do not represent that it is accurate or complete and
it should not be relied on as such. IiAS shall not be in any way responsible for any loss or damage that may arise to any
person from any inadvertent error in the information contained in this report. This document is provided for assistance
only and is not intended to be and must not be taken as the basis for any voting or investment decision and/or construed
as legal opinion/advice. The user assumes the entire risk of any use made of this information. Each recipient of this
document should make such investigation as it deems necessary to arrive at an independent evaluation of the
information referred to in this document (including the merits and risks involved). The discussions or views expressed
may not be suitable for all investors. The information given in this document is as of the date of this report and there can
be no assurance that future results or events will be consistent with this information. This information is subject to change
without any prior notice. IiAS reserves the right to make modifications and alterations to this statement as may be
required from time to time. However, IiAS is under no obligation to update or keep the information current. Nevertheless,
IiAS would be happy to provide any information in response to specific client queries. No copyright infringement is
intended in the preparation of this document. Neither IiAS nor any of its affiliates, group companies, directors, employees,
agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost
revenue or lost profits that may arise from or in connection with the use of the information. This report may cover listed
companies (the ‘subject companies’); IiAS may hold a nominal number of shares in some of the subject companies to the
extent disclosed on its website and/or these companies might have subscribed to IiAS’ services or might be shareholders
of IiAS. The disclosures of interest statements incorporated in this document are provided solely to enhance the
transparency and should not be treated as endorsement of the views expressed in the report.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This information should
not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied,
in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject IiAS to any registration or
licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted
by law, and persons in whose possession this document comes, should inform themselves about and observe, any such
restrictions. The information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout,
design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of IiAS and may
not be used in any form or for any purpose whatsoever by any party without the express written permission of the
copyright holders. This report may not be reproduced in any manner without the written permission of IiAS.

Other Disclosures

IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024) dedicated to providing
participants in the Indian market with independent opinions, research and data on corporate governance issues as well
as voting recommendations on shareholder resolutions of about 800 listed Indian companies
(https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting advisory reports,
standardized services under the Indian Corporate Governance Scorecard, and databases (www.iiasadrian.com and
www.iiascompayre.com). There are no significant or material orders passed against the company by any of the Regulators
or Courts/Tribunals.
This article is a commentary on general trends and developments in the securities market.
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