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Abstract 

The purpose of this thesis is to expand the research on enlightened shareholder value theory by answering 

the research question “How do investors value poor stakeholder management practices?”. It does so with 

secondary data found through desk research using Facebook as a case company. Resultantly, results 

obtained in this thesis should be treated with caution when seeking to generalize findings. 

The thesis reviews in depth the existing literature on traditional and enlightened shareholder value theory 

as well as corporate governance mechanisms used in ensuring this value creation. Afterwards it lays out 

Facebook’s business model, examining factors related to financials, ownership, management, board of 

directors and pay. Subsequently it investigates Facebook’s main stakeholders determined to be its users, 

the advertisers on the platforms, and the broader society. The thesis then performs qualitative tests of 

Facebook’s corporate governance determining that Mark Zuckerberg’s threefold role in the company as 

CEO, chairman and controlling owner carries negative implications including a poor board composition 

and a partial neglect of minority shareholders and stakeholders. 

To quantitatively understand the effects of Facebook’s insufficient stakeholder management on the share 

price, event studies are carried out. These are based on abnormal returns over the normal returns, which 

are estimated using a market-model based on the Nasdaq Composite 100 index using a 120-day 

estimation window. AARs and CAAR-windows of three, five and seven days are considered and tested 

using a parametric student’s t-test and a nonparametric rank test. The first event study is based on a 

sample of 11 events and examines if events predicted to have a negative impact on stakeholders and 

ultimately shareholders are in fact leading to negative abnormal returns. This study finds negative 

abnormal returns which are most apparent in a three-day CAAR window. In the second event study based 

on a sample of seven events predicted to have a positive effect on abnormal returns it is shown that no 

positive abnormal returns are found, and instead slightly negative CAAR effects are seen. No findings are 

significant, and this thesis is therefore not able to quantitatively conclude that investors care about poor 

stakeholder management practices although indications of this are apparent. 

The thesis concludes by seeking to explain the event studies’ insignificant results considering three 

potential explanations: 1) investors may not value stakeholder management as argued for in enlightened 

shareholder value theory, 2) investors are irrational and biased by placing too much trust in Zuckerberg 

and 3) the methods used in the event studies are insufficient as means of identifying results.  
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1 Introduction 

For decades, and to an increasing extent since the 1980s, shareholder value creation has been at the top 

of mind of most corporate managers and owners. This has often happened with such a strong focus on 

shareholder value creation that stakeholder management has been neglected. Indeed, much corporate 

governance literature and many corporate governance mechanisms are also using the aim of creating 

shareholder value as a starting point for discussion (Lazonick & O’Sullivan, 2000). However, recent 

literature has increasingly focused on the importance of stakeholder management, and on the perceived 

conflict between shareholder and stakeholder value creation (Gelter, 2009; Hillman & Keim, 2001). As will 

be accounted for in the literature review of this thesis, there is an increasing amount of literature uniting 

shareholder value and stakeholder management under the theory of enlightened shareholder value 

creation. This theory argues that stakeholder management is essential to the creation of sustainable 

shareholder value. Still, to this day, opinions vary towards the extent to which stakeholder management 

should be a key focus for companies. This thesis therefore seeks to expand the research on enlightened 

shareholder value with substantive theoretical insights on the area of stakeholder management in relation 

to companies thought of as mishandling its stakeholders. From this, the following research question has 

been established: 

How do investors value poor stakeholder management practices? 

To answer this question, a narrow focus on Facebook as a case company will be adopted. The question 

will be answered by providing qualitative insights through an analysis of consequences of its corporate 

governance practices on its stakeholder group as well as by providing quantitative insights through event 

studies examining investors’ reactions to stakeholder-related actions undertaken by Facebook. By 

answering the research question, this thesis will contribute to the research area with a substantive theory 

answering the extent to which the theory on enlightened shareholder value creation applies to this type 

of companies and why there might be deviations between the  enlightened shareholder value theory and 

the specific findings retrieved from the event studies. 

1.1 Structure of the thesis 

The research question will be answered by firstly creating an understanding of existing literature within 

the fields of enlightened shareholder value and corporate governance mechanisms in section 2. Based on 



6 
 

this, the thesis will in section 3 lay out methodological considerations towards approaching the research 

as well as explaining the method used to undertake the event studies. 

The thesis will in section 4 perform an in-depth description of Facebook in relation to its userbase and 

business model, its ownership, management, board of directors as well as its stakeholder group. Section 

5 will apply the theory examined in the literature review to the information retrieved in section 4 to 

perform an analysis of Facebook’s corporate governance and stakeholder management. Based on these 

qualitative findings, event studies will be carried out seeking to test the qualitative insights in a 

quantitative manner in section 6. Section 7 will finally provide a discussion on differences between results 

expected from the theory laid out in section 2 and findings from section 6. The structure of the thesis is 

shown in Figure 1 below.  

 

Figure 1: Structure of thesis 
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2 Literature review 

This literature review will seek to clarify two aspects. Firstly, it will lay out the enlightened shareholder 

value theory and how it has evolved from a more traditional focus on shareholder primacy. Secondly, it 

will examine corporate governance mechanisms available to companies trying to ensure the shareholder 

value creation. 

2.1 Review of enlightened shareholder value 

As laid out in the introduction, shareholder value creation has been a key focus for companies and 

managers for decades and increasingly so since the 1980s, and it has often happened at the expense of 

stakeholders. Traditionally, research has focused solely on shareholder value creation, but increasingly it 

has also incorporated a focus on stakeholders (Gelter, 2009; Hillman & Keim, 2001; Lazonick & O’Sullivan, 

2000). Shareholders are owners of corporate entities, whereas stakeholders are, as defined in this thesis 

from a narrow view point in line with Clarkson’s comment on stakeholders, someone who “bear some 

form of risk as a result of having invested some form of capital, human or financial, something of value, in 

a firm”, as read in a paper by Mitchell, Agle and Wood (1997). From this, other entities such as the general 

public are not coined under the term of primary stakeholders, which instead focuses on mainly 

employees, customers, suppliers etc.  

Clarkson (1995) argues that a company’s long-term profitability depends on the fulfillment of economic 

and social responsibilities, particularly the creation and distribution of wealth to key primary stakeholders. 

Early studies on the relationship between firm performance and social performance (encompassing all 

wider stakeholder activities) has found no clear dependency. However, when Hillman and Keim (2001) 

performed a study dividing social performance into stakeholder management and social issue 

participation, a more clear relationship was found. The difference between the two metrics is related to 

the value creation process; the stakeholder management component of social performance is describing 

the management of primary stakeholders, and can result in financial gains, whereas the social issue 

participation component, such as giving donations, is not able to result in financial gains. Studying the 

relationship between these two components and shareholder value creation (measured by market value-

added), they observe that stakeholder management is significantly shareholder value creating and that 

social issue participation is significantly shareholder value destroying. They further establish that the 

causality is only holding in this direction. Hillman and Keim’s (2001) findings support other studies on the 
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stakeholder management of primary stakeholders such as Kaplan and Norton (1996), who argue that 

strong customer relationships are drivers of financial performance, and Lengnick-Hall (1996) who argues 

that loyalty-building in customer relationships is a source of competitive advantages. Atkinson, 

Waterhouse and Wells (1997) also support these findings and argue that employees and communities 

should be acknowledged as also driving financial performance. 

From the debate on shareholder versus stakeholder value creation and the support of stakeholder 

management being a driver of shareholder value, a concept combining the two has emerged under the 

name of enlightened shareholder value. In this, stakeholder management is perceived as a way of 

ensuring long-term shareholder value creation and is thus in contrast to the occasionally short-term focus 

of pure shareholder value creation in which actions increasing short-term shareholder value may be 

pursued, even if this is harmful to stakeholder interests and the long-term sustainable growth of the 

business. Importantly, enlightened shareholder value is not about prioritizing stakeholder interests over 

shareholder interests; it is still viewing the wealth creation for shareholders as the top priority, but at the 

same time taking into account more factors than the typical shareholder primacy focus. Stakeholder 

management is thus simply a key part of ensuring the long-term and sustainable shareholder value 

creation (Millon, 2012).  

In the US, there is no legal obligation mandating shareholder primacy, but neither is there one requiring 

a focus on stakeholder interests. Instead, it is of historical reasons, including shareholder expectations 

and the historical compensation system of managers, that the short-term shareholder focus on quarterly 

results and daily share prices has been established. It is only in the more recent years that the stakeholder 

attention has increased as a corporate focus. In the UK Companies Act 2006, enlightened shareholder 

value was endorsed focusing on emphasizing that although managers’ key responsibility is to 

shareholders, actions should take into account long-term effects on stakeholders. This has not been 

implemented in the US, but trends towards increased enlightened shareholder value certainly is present 

(Millon, 2012). Amongst reasons for this is the increased degree of institutional ownership concentration 

in US public equities and the rise of shareholder power and board accountability towards all shareholders, 

enabling these institutional investors to exercise control facilitating long-term value creation (Harper Ho, 

2011). For an in-depth discussion on the effect of ownership concentration, please refer to section 2.5.1 

in the literature review of this paper. 
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Several factors are thereby increasingly leading to the adaptation of the enlightened shareholder value 

model. When characterizing the concept into more depth from the UK perspective, three factors are 

essential to the purpose: 1) long-term shareholder value creation is the overall company focus, 2) 

corporate directors must take into consideration the effect of decisions on primary stakeholders and 3) 

changes to corporate decision-makers should not be allowed if it provides shareholders with rights in 

terms of enforcement and monitoring which are not offered to stakeholders (Harper Ho, 2011). Clearly, 

shareholder value creation thus remains the prime focus of the model in the UK, although it incorporates 

an element of increased stakeholder attention and responsibility. 

A part of adopting an enlightened shareholder value focus is managing the environmental, social and 

governance aspects of the business, which is often wise referred to as focusing on ESG risks, although it is 

not restricted to those factors but encompasses all factors with the potential to impact company financial 

performance. Several early studies on the subject conducted by both the United Nations Environmental 

Programme Finance Initiative and a series of other researchers have concluded that there is an either 

positive or neutral correlation between adopting a focus on ESG factors and company financial 

performance (Harper Ho, 2011). To an increasing extent, investors are taking into account ESG factors 

when constructing their portfolios, and many countries are receiving an ESG score helping investors 

understanding the companies’ performance. 

2.2 Review of corporate governance mechanisms 

Having understood shareholder value creation and its connection to stakeholder management, focus will 

now be turned towards firstly performing a characterization of corporate governance and secondly 

examining the most important aspects of corporate governance mechanisms. 

One of the most frequently applied definitions of corporate governance is the one by Cadbury, describing 

it as “the system by which companies are directed and controlled” (Cadbury Commission, 1992). This 

includes setting the control and direction of entities through company law, incentives, ownership, board 

and additional mechanisms such as defining the rights of shareholders, takeover protection etc. (Thomsen 

& Conyon, 2012). As a discipline, corporate governance goes back many years, as evidenced by Adam 

Smith (1776) pinpointing the conflicts of interests between managers and owners, which has since come 

to be known as the principal-agency problem, as early as the 1700-hundreds. As such, the separation of 

ownership and control (Berle & Means, 1932) has given rise to a large and crucial part of the field of 
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corporate governance, namely the theories on agency problems. Nevertheless, other important areas 

exist in the topic as well, including stewardship theory and behavioral agency theory, of which some are 

of significantly newer nature. Below, these theories will be examined independently. 

Agency theory is concerned with the way an agent is acting as a representative of the principal (S. Ross, 

1973). Often wise, the case is that a manager (the agent) is hired by the principal (the owner) to manage 

a business. The problems arise when there is separation between the agent and principal and conflicting 

interests are present (which is assumed given independent utility functions of the agents and principals) 

(Jensen & Meckling, 1976). In the traditional agency theory, often wise taking its starting point in a paper 

by Jensen and Meckling (Jensen & Meckling, 1976), the actors are assumed to act in a rational manner 

seeking to maximize their utility, with asymmetric information being present so that the principal cannot 

correctly monitor the agent’s effort. Lastly, risk aversion is assumed to be present on the agent’s side 

(Thomsen & Conyon, 2012). There are several types of agency problems. These are divided into agency 

type 1 problems between owners and managers, agency type 2 problems between various owners, such 

as minority and blockholder owners, and agency type 3 problems between owners and stakeholders.  

In standard agency theory, the principal’s aim is to give the agent an optimal contract, which enables the 

maximization of the principal’s utility function. However, designing an optimal contract is difficult due to 

information asymmetry, namely adverse selection (not all prior knowledge on the agent is at hand for the 

principal) and moral hazard (the agent’s actions cannot be observed by the principal), as well as the hidden 

nature of complex utility functions. As optimal contracts cannot be designed, other mechanisms of 

corporate governance are needed to both monitor and discipline agents with the aim of maximizing 

shareholder value. These mechanisms are thus set in motion to mitigate agency problems, and can largely 

be categorized as 1) informal governance, 2) regulation, 3) ownership, 4) boards, 5) incentive systems and 

6) stakeholder pressure (Thomsen & Conyon, 2012). Before examining each of these broader categories 

of mechanisms, it should be noted that there is no one-size-fits-all approach to corporate governance; 

firms require individual governance setups. 

2.3 Informal governance 

Informal governance mechanisms are set in place by society and rest on the shoulders of social norms, 

trust building and reputation concerns. Social norms dictate morality and is clear in defining what is fair 

behavior of the agents; in particular, it is a key part in what distances the classical economic perspective 
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of corporate governance from the behavioral perspective. Social norms show why actions undertaken by 

homo economicus (the rational, utility-maximizing person) are not necessarily undertaken by an individual 

conscious of the informal governance mechanisms. Thus, the social norms and the associated behavior 

can be linked closely to stewardship theory and corporate social responsibility (CSR) (Thomsen & Conyon, 

2012). Reputation’s role in disciplining agents is clear from the fact that it can be an indicator of otherwise 

unknown variables in terms of adverse selection (Kreps, 1990). By ensuring a good reputation, principals 

can feel surer of employing a responsible agent, and a strong reputation can thus move forward an 

individual’s career. Media exposure has magnified the governance effect of reputation, as a poor 

reputation is less easily contained due to the easy access of information (Dyck & Zingales, 2005). From the 

lens of game theory, it should be noted that reputational concerns are most effective in repeated games, 

as opportunistic behavior may well be the best decision in an end game (Thomsen & Conyon, 2012). 

2.4 Regulation 

A part of shareholder protection is stemming from outright company law, dictating the degree of 

protection and the rights of shareholders. Company law is however also protecting stakeholders such as 

creditors. In the US, which has a market-oriented and shareholder-centric governance construction, the 

US Securities and Exchange Commission (the SEC) is the regulating entity of public firms. Most recently, 

the SEC has implemented the Sarbanes-Owley act (2002) and the Dodd-Frank Act (2010). The Sarbanes-

Oxley act was enacted following the Enron scandal, and is essential in providing strong investor protection 

by imposing regulation on compliance, accountability and good corporate governance. Other parts of the 

regulatory system in place is the possibility to sue in court and the strong property rights given to property 

owners (Thomsen & Conyon, 2012). 

2.5 Ownership 

Ownership heavily influences the effectiveness and type of corporate governance. In particular, 

ownership concentration, the possibility of shareholder activism and takeovers are determinant of this. 

2.5.1 Ownership concentration 
In general, if owners and managers are the same people, there are few agency problems, as the managers’ 

incentives to run the company well are strong which diminishes the agency costs. Moral hazard and 

adverse selection problems are to a large extent resolved. Information and decision making are therefore 

optimized relative to manager-owner separation (Thakor & Hart, 1996). When there is separation 
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between the managers and owners, a large owner, such as a blockholder, may instead serve to align the 

interests of the two. This is true as blockholders have both the incentives as well as power and resources 

to invest in the governance of the company at hand. The extent to which a large owner takes actions to 

improve governance depends on its ownership type. For instance, a purely financial investor may seek to 

improve shareholder value to a higher degree than that of a government-controlled investor. 

A blockholder can influence the governance of a company through either voice or exit (Edmans, 2014). 

The former implies taking on a costly function of active intervention through measures such as takeovers, 

management replacement and jawboning, whereas the latter implies stock trading, which affects share 

price. Blockholder size and stock liquidity affect the effectiveness of the two measures. In particular for 

exit, when an informed investor (which a blockholder can reasonably be assumed to be) trade, this sends 

a credible signal to the market in regards to company value. 

Often wise, the presence of a blockholder is beneficial to minority investors who can freeride on the 

blockholder’s actions, although this is not exclusively true. Firstly, larger owners may be more risk averse, 

given that they have relatively more money in the venture, secondly they may exploit minority investors, 

in particular in countries with low investor protection, and thirdly, they may have idiosyncratic 

preferences to actions, such as placing a family member on the board of directors (Thomsen & Conyon, 

2012). Several studies have been conducted to understand the relationship between ownership 

concentration and company performance. Morck, Shleifer and Vishny (1988) found a significantly positive 

impact of ownership held by board and management at levels up to 5%, whereas McConnell and Servaes 

(1990) found a much higher level of a significant 40% to 50%. Laeven and Levine (2008) likewise find that 

a large owner can increase firm value, and also conclude that the type of blockholder is critical to firm 

value effects. Lastly, Laeven and Levine (2008) also show that a lack of alignment between control rights 

and cash flow rights decrease firm value, as the extraction of company resources may be beneficial to the 

owner holding more control than cash flow rights. 

2.5.2 Shareholder activism 

A dispersed group of shareholders can also influence governance. Annual meetings, where shareholders 

can enter into conversations with the management and make proposals, allow them to raise voice and 

they can also exercise their exit opportunity. However, as a dispersed group of owners, the impact is 

potentially small, unless shareholders manage to overcome the collective action problem. Literature 
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suggests that pension funds’ ability to positively influence firm value by bringing up governance proposals 

at annual meetings are low (Gillan & Starks, 2000). Other activist investors such as hedge funds and private 

equity firms are in contrast shown to be able to influence value successfully (Gillan & Starks, 2007). With 

the rise of large owners and activist investors, the annual meetings are increasingly becoming less relevant 

as a mean of change due to larger owners discussing with management on the sideline, and the use of 

proxy voting at annual meetings often happening in the favor of board decisions (Strätling, 2003).  

2.5.3 Takeovers 

The last ownership-related governance mechanism is the threat of hostile takeovers, which becomes 

relevant when a firm’s performance is poor and outside investors believe they can perform governance 

and management changes to increase performance. This is of less relevance today, as many firms have 

takeover defenses in place. Further, often wise a takeover creates less value to the acquirer than the 

incumbent, as the incumbent receives the premium on the stock price. What is important to note is that 

literature does suggest that takeovers can improve firm performance and creating barriers to takeovers 

hurts firm performance (Masulis et al., 2007). 

2.6 Boards 

The most well-known corporate governance mechanism is the placement of boards. Boards are 

shareholder elected and hold a fiduciary responsibility towards shareholders; they need to act in the best 

interest of the owners. In fact, boards are constructed to allow shareholder interests to be represented 

without the need for shareholders to be present, which is particularly costly when ownership is dispersed. 

The existence of boards is therefore closely linked to agency theory, as the monitoring and motivating of 

managers serve to decrease moral hazard problems. However, it should be noted that boards are also 

adding an additional layer of agency problems, as the board is serving as agents for the shareholders. 

Essentially, the board of directors is therefore the link between shareholders and management. The 

decision rights held by the board are many and include; 1) the supervision of executive management, 

including hiring, firing and compensation setting of the management, 2) providing information to 

shareholders through annual meetings, appointment of auditors and establishment of auditing 

committee and 3) advising management on how to manage assets including strategic, financial and risk 

management as well as undertaking performance reviews. 
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Often wise, companies are required to establish boards, but even when it is not so, they tend to establish 

one anyway, underlining the value creating dimension of boards (Bennedsen, 2005). Interestingly, and as 

evidenced above, the roles of boards are many. Burkart et al. (2017), using a sample set of old, Norwegian 

companies not required by law to hold a board, find that there are several roles of boards, and that these 

roles are varying in relative importance given individual firm characteristics, but are all centered around 

wealth creation (through resources and advising), protection (through monitoring) and mediation. Today, 

significantly less regulatory freedom is given to board construction, but the findings remain important in 

understanding the functioning of boards. 

The findings of Burkart et al. (2017) underline reasons for boards not apparent from the agency theory 

literature, which is focused on the boards’ monitoring role. The stewardship theory and the resource 

dependency theory underline another aspect, namely the advising role of boards, which is also evident 

from Burkart et al.’s findings (2017). The resource dependency theory likewise points toward the 

networking role of boards. These board roles will be reviewed in depth below. 

2.6.1 The advising role of boards 

From the lens of stewardship theory, managers are intrinsically motivated to do a good job. This is in 

contrast to the view of the economic man focused on in standard agency theory. With this viewpoint, the 

role of boards as a monitoring unit is unnecessary and is instead centered on enhancing firm value through 

advising. Westphal (1999) introduces the concept of a collaborative board model where social ties and 

dependence between members cause management to share more information with the board, including 

information of negative character. This increased information sharing from trust foster better cooperation 

between board and management and ultimately enhance performance. Westphal further argues that the 

social ties enhance the monitoring function of the boards due to better information, although this, as 

evident by the work of Westphal and Zajac (2013), can be debated, as it is also done in section 2.6.3.  

2.6.2 The networking role of boards 

From the lens of resource dependence theory, Pfeffer (1972) argues that boards are established to create 

ties with the surrounding world and that externally dependent companies tend to have relatively large 

boards with outside directors holding the required resources to the companies’ needs. Pfeffer and 

Salancik (1978) put forward four main contributions of directors. These are the provision of advising, the 

enablement of access to outside information, the provision of preferential access to external resources, 
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and the provision of legitimacy. Hillman, Cannella and Paetzold (2000) argue that directors can be placed 

into four brackets: 1) insider directors, 2) business experts who come from management positions in other 

companies and are able to advise on business matters, 3) support specialists who can provide access to 

essential support functions such as banks and lawyers and 4) community influencers such as political 

leaders and university staff who can advise on non-business issues and provide representation in non-

business communities. These brackets do well in underlining the different types of resource contributions 

that can potentially be made by directors. A large range of literature agree on the fact that the importance 

of resource provision is mainly present in the early and entrepreneurial stages of companies’ lives when 

networks and advising are required to grow, and in the times of companies’ lives when there is decline or 

crisis and legitimacy needs to be restored to the public eye (Hillman et al., 2009). 

2.6.3 Board composition 

In the United States (and in most other countries), boards are by law required to be made up of both 

inside and outside directors (Thomsen & Conyon, 2012). The outside directors are, contrary to the inside 

directors working in the company, only working with the company at board meetings and other 

shareholder meetings (Adams et al., 2010). Typically, around 80% of the board members in a large US 

company are outside directors (Thomsen & Conyon, 2012). Members of the board of directors can be 

further divided into independent and dependent directors. This division refers to the affiliation with the 

company; a dependent director has economic ties to the company or management, whereas an 

independent director has no ties except from the board work (note that in this thesis, and in line with the 

Nasdaq guidelines, a director will still be considered independent, even if that person is holding equity, as 

it is a typical part of the remuneration package of directors in the US). The importance of independent 

directors is clear, given their theoretically increased ability to monitor the management due to a lower 

dependence on the company, although an overly large share of independent directors may decrease 

information sharing from management, causing the board’s advisory role to be reduced (Adams et al., 

2010). Nguyen and Nielsen (2010) has investigated the value of independent directors by examining the 

effects of independent directors’ unexpected deaths, finding that stock prices drop when an independent 

director dies, and does so more if the company has few independent directors, if the independent director 

is part of the auditing committee, and if the independent director has short tenure. In complex firms, this 

relationship is weaker given a decreased ability to monitor. 
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In terms of board size, the average board in a US large cap company consists of 11 directors (Thomsen & 

Conyon, 2012). In agency theory, arguments state that an overly large board will negatively impact firm 

performance due to free rider problems and poor functioning group dynamics. Jensen (1993) argues for 

a board size of maximum seven to eight members. In past literature, this was confirmed in several studies, 

but, as accounted for by Adams, Hermalin and Weisbach (2010), there is no conclusive evidence of this.  

CEO influence is a related note to board composition, and in particular so in the US, where there is a 

unitary board structure (a one-tier system), and the CEO is always a part of the board. In the US, it is legal 

to combine the CEO and chairman, resulting in what is termed CEO duality. Around 60% of US S&P 

Composite 1500 companies have a leading executive director functioning also as chairman, with 

companies being required to provide a statement on the decision in their proxy statements (Thomsen & 

Conyon, 2012). As shown by Hermanlin and Weisbach (1998), it is possible for a CEO to gain power over 

time through influencing the composition of the board. From an agency perspective, CEO duality increases 

agency risks and lowers monitoring capabilities, but from a stewardship perspective the CEO duality 

fosters collaborative boards. There is no conclusive evidence on the impact of CEO duality on firm value 

and it may be that it can be both good and bad dependent on the individual board and company (Thomsen 

& Conyon, 2012). 

There are other relevant characteristics concerning board compositions than director dependence and 

CEO and chair decisions. Westphal and Zajac (2013) touch upon the relation between board directors in 

an article explicating the meaning of socially situated and constituted agency and how directors are 

subject to those. They are socially situated as an individual’s decision is taken in context of social 

surroundings and relations and socially constituted because an individual’s decisions and scope of those 

are dependent on accumulated social experience. From this behavioral lens, board members can be easily 

affected. Social risks including how 1) a CEO may try to create social ties to board members through 

ingratiation, 2) board directors not acting in accordance to the norms defined by the CEO and director 

group may be socially distanced and 3) newly appointed board directors may feel obligated to help the 

CEO/chairman, can all lead to increased groupthink in the director group reducing monitoring and advising 

activities and ultimately firm value. 

Today, the US Securities and Exchange Commission (SEC) requires companies to disclose information on 

diversity considerations in the director nomination process with the underlying reason that diversity adds 

resources to boards and reduce group think (Thomsen & Conyon, 2012). However, the pressure of social 
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norms is influencing the board composition in terms of backgrounds. In-group/out-group evaluations on 

salient dimensions and the related social identification with certain groups often result in a lack of 

representation by minority groups, and can affect the diversity in terms of gender, religion, nationality 

etc. However, even if such minority groups are represented, the lack of social belonging may decrease the 

effect of said representatives, as other directors are less inclined to pay attention. It is therefore essential 

to balance benefits of diversity to the increased amount of challenges. Looking at empirical evidence, 

there seems to be no business case for diversity. In the US, Egon Zehnder (2018) finds that around 22% of 

directors in Northern America are females confirming a gender bias, but Adams and Ferreira (2009) find 

a negative effect of gender diversity on company performance. Several other studies confirm this when 

considering gender diversity (Thomsen & Conyon, 2012), and Masulis, Wang and Xie (2012) find similar 

negative effects of international board representation in terms of accounting and firm value, and a 

negative impact on stock price when international directors are appointed. However, to the debate on 

diversity, it should be added that many positive effects may be long-term. 

2.7 Incentive systems 

It is fair to say that executive pay is one of the most debated parts of corporate governance due to the 

magnitude of management compensation compared to normal working salaries. From a corporate 

governance point of view, there are two ways to consider the executive compensation; either from an 

optimal contracting view or from a managerial power view. Overall, the purpose of executive 

compensation is to align managers’ interests to that of the owners (Thomsen & Conyon, 2012). 

In the optimal contracting view, the agent is assumed to be a rational and utility maximizing individual. 

Information asymmetry between the agent and principal gives rise to moral hazards. Examples of these 

are that the manager (agent) choose to only complete easy tasks, to avoid risky projects due to risk 

aversion, and to enjoy private benefits of corporate resources. To overcome these moral hazards, the 

agent is put on an optimal contract based on a construction of incentives which encourages the manager 

to undertake actions not only because it is in the best interest of the owners, but because it is favorable 

to the manager him- or herself and the maximization of his or her utility functions. Such a contract is called 

a second best contract, as it is based only on known characteristics of the agent and is thus limited by all 

unknown information asymmetry (Thomsen & Conyon, 2012). 
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Considering instead the managerial power view, it is argued that a manager sets the pay out of self-

interest and that the pay is not maximizing value for shareholders. This is possible when arms-length 

bargaining is not possible due to a strong manager’s ability to exercise influence over (weak) boards 

(Bebchuk & Fried, 2006). For the discussion on CEO influence on boards and the power of boards, section 

2.6 can be reviewed. There is however a ceiling on executive pay, which is defined as the moment it hurts 

sufficiently the manager’s public reputations. 

2.7.1 Designing the executive compensation 

The executive compensation scheme consists of fixed and variable pay components, which in many 

companies are designed by a compensation committee. The fixed component, which is the base salary, is 

necessary in order to ensure participation of the agent. In the US, the fixed component of the CEO wage 

is around 20% (Thomsen & Conyon, 2012). The variable pay alone determines the effort put into the job 

by the executive. Lastly, a risk premium to the wage is required, as the wage itself is given based on 

uncertainty of results. The size of the risk premium depends on the risk aversity of the agent. A more 

accurate contract design can be achieved by adding information, known as the informativeness principle.  

The variable pay is to a large extent made up of stock options with a maturity of often wise seven to 10 

years and a vesting period of around three years. In the US, around 30% of CEO pay is based on stock 

options, which is a decrease from past levels (Thomsen & Conyon, 2012). The stock option is a way of 

motivating the executives, as the stock option value is the future stock price less the exercise price. Thus, 

the better the executives perform and the higher the stock value is, the more executive pay can be earned. 

A concern of using stock options is the promotion of excessive risk taking. This is clear from looking at the 

Black-Scholes formula when valuing a stock option, where increased risk leads to higher stock option 

values. It should be noted that although there is a risk of overpromotion of risk taking, the point of stock 

options is also to compensate the manager for taking on risk given a risk averse profile (Thomsen & 

Conyon, 2012). 

Although stock options have decreased relative to total pay in the US, variable pay overall has remained 

the same. The reason for this is the increase in restricted shares, which are shares awarded to the 

executive with a time-vesting restriction (in other countries, there is often a performance element 

included as well). In particular, the executive needs to have worked in the company for a predetermined 
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time period to obtain full ownership of the shares, and sometimes the right to the shares disappear if the 

executive leaves prematurely (Thomsen & Conyon, 2012). 

Other types of executive pay include annual bonuses as a form of short-term compensation, payouts from 

long-term incentive plans and pension plans, insurance, severance pay and additional types of perks. The 

benefit of annual bonuses is a more tangible reward for executives, but it may promote a short-term 

focus, which is detrimental to the long-term performance of the company.  

2.7.2 Empirical evidence on executive pay 

Turning to empirical evidence, the overall findings on CEO pay shows that in the US, CEOs are indeed paid 

for their performance and over the years, their pay are increasingly characterized as pay-at-risk (Thomsen 

& Conyon, 2012). As also accounted for by Thomsen and Conyon (2012), studies are overall showing that 

with an increase in corporate governance quality, the CEO pay is increasing. This is contradictory to what 

can be expected from the managerial power viewpoint. They however also summarize findings on how 

weak boards are allowing higher CEO pay, and report that results on the effect of CEO duality on CEO pay 

are mixed across studies. 

Cronqvist and Fahlenbrach (2013) consider how CEO pay is designed following a private equity (PE) 

leveraged buyout (LBO). This is interesting, as the principal can be assumed to have arms-length 

bargaining from a position of significant strength so that the compensation package will be constructed 

to maximize shareholder value, which is also in line with arguments made by Edmans (2014), who argues 

that high ownership provides the incentive and ability to intervene. The sample used is representative of 

large US companies. Cronqvist and Fahlenbrach (2013) find that following LBOs, there is a reduction in 

qualitative performance measure components and an increase in quantitative ones, to remove the ability 

to manipulate performance. Base salary and bonuses increase, and equity stake likewise increase. There 

is a reduction in time-vesting restricted shares and an increase in performance-vesting restricted shares. 

Severance pay stays the same. Lastly, CEO perquisites do not appear to change. When considering CEO 

perquisites two perspectives can be applied; either, CEO perquisites are value destroying with the CEO 

extracting private benefits or CEO perquisites are value-maximizing, as compensating the CEO in pre-tax 

money would be more costly if they were to achieve the same benefits. The latter seems more likely given 

Cronqvist and Fahlenbrach’s (2013) findings. Overall, the pay changes follow what can be expected from 

the informativeness principle: When it becomes easier to measure actions and when these measurements 
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are more precise, the compensation package will reflect this. There is a higher buy-in requirement in the 

compensation, as performance vesting and cash flow-based measurements are increased to ensure 

principal-agent alignment.  

In a study by Coles, Daniel and Naveen (2006) it is shown that the construction of incentives in companies 

are in fact also driving the company policies; if executives are having a compensation package rewarding 

risky behavior, the company tends to focus more on R&D investments using leveraged financing. Likewise, 

the incentive policies implemented in companies are reflecting the company goals. They also find that 

CEO tenure is positively correlated to stock compensation. Consequently, this shows that executive 

compensation design is reflecting actions. 

2.7.3 Executive pay from the lens of behavioral agency 

Pepper and Gore (2015) argue for a different point of view than the agency view of a linear dependency 

between reward and effort, by putting forth a more complex relationship affected by a series of factors 

stemming from assumptions on risk preferences, time discounting of rewards, inequity aversion and a 

tradeoff between intrinsic and extrinsic motivational parameters. For instance, they argue that extrinsic 

motivators can at a certain point crowd out intrinsic motivators, which is detrimental to effort. Likewise, 

an overly high amount of extrinsic motivation may attract executives overly focused on the monetary 

reward than an actual interest in the company. When considering rewards, the bounded rational agent 

discounts the future in a hyperbolic manner, and is risk seeking in terms of losses and risk averse in terms 

of gains. Related to this hyperbolic discounting of the future is the weakness of will; an agent is more likely 

to undertake actions that are pleasurable in the short term compared to the long term. 

2.8 Stakeholder pressure 

The final category of corporate governance mechanisms is stakeholder pressure, including a range of 

stakeholders such as creditors, auditors, analysts and competitors. This thesis will only perform a 

superficial review of these, as they are of secondary nature when considering the case company. 

Considering first creditor pressure and the capital structure of companies, companies need to choose an 

optimal debt to equity ratio and will hold creditor-imposed loan covenants. These covenants are 

important, as shareholders’ and debtholders’ risk profiles are differing; in particular, it is rewarding for 

equity holders to take on more risk than debtholders. At the same time, acquiring debt is a way for 
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companies to discipline management. With debt, the financial institution will often impose monitoring of 

the company, potentially by placing a person on the board (Thomsen & Conyon, 2012). 

The auditing function is another central element to good corporate governance. By using external 

auditors, companies can ensure trust and minimize agency problems. Analysts serve as a corporate 

governance mechanism as they issue ratings and stock recommendations which serve as signals on the 

companies’ performance. Lastly, market competition is a strong way of correcting inefficiencies in the 

market, as only efficient companies will have long-term success (Thomsen & Conyon, 2012). 

3 Methodology 

This section will outline the methodological choices made in the thesis, focusing first on the methodology 

towards the overall thesis and secondly on the specific methods applied to perform the event studies. 

3.1 Methodological approach towards the thesis 

This thesis follows the methodological philosophy of pragmatists by acknowledging that elements from 

both objectivism and subjectivism are essential in gaining a full understanding of the research problem at 

hand, and that no one methodological approach is superior in answering the question. Elements from 

both branches of the research will consequently be considered to fully drive forward the knowledge 

building to create practical outcomes valuable to readers. This is fully reflected in the overall approach to 

the research, namely a mixture between deductive and inductive approaches (Saunders et al., 2016). 

Overall, the thesis is based on an abductive approach to research; in particular, it was the surprising fact 

of Facebook’s share price continuously increasing despite broad media coverage of a disregard for 

stakeholders predicted to result in poor business performance, which initiated the research with the 

overall goal of trying to figure out a plausible theory for this occurrence. Due to the pragmatic research 

stance and the abductive approach, the thesis will bring in both deductive and inductive approaches to 

meet the research goal (Saunders et al., 2016). 

From the outset, a deductive approach is therefore followed to first validate, through literature reviews 

of corporate governance and enlightened shareholder value creation, that stakeholder management is 

essential to a sustainable business model and from this apply the theory to the case of Facebook by first 

performing a qualitative data collection and second analyzing the information qualitatively. Based on this 
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qualitative analysis, a quantitatively testable hypothesis will be established. This hypothesis will be tested 

as through event studies based on the collection of quantitative data.  

Using the result of the event studies, the inductive approach will see its onset, trying to, based on the data 

and results, develop theoretical reasonings for these results. From this, the plausible explanation to the 

surprising fact of Facebook’s stock performance will seek to be explained, and this specific case answer 

will have the potential of being used in other cases. 

3.1.1 The split between qualitative and quantitative research 

Given the partly exploratory nature of the thesis and the fact that focus is on a single firm, qualitative 

research is a large part of the total body of work. This is natural as qualitative analysis allows for an in-

depth understanding of the area of interest, as long as the area of interest is limited. The qualitative 

research is furthermore not limited by quantifiable parameters but allows for a broader understanding of 

the focal firm. However, qualitative research also requires a strict adherence to critical thinking, and the 

results are less generalizable than what may hold true for quantitively driven research. In performing the 

qualitative research, focus has been on minimizing subjectivity, acknowledging that a potential bias is at 

risk of being introduced. A quantitative element has therefore been introduced in the thesis seeking to 

validate the qualitative analysis by conducting event studies of Facebook analyzing the consequences of 

corporate governance actions on shareholders measured in a short-term perspective. The incorporation 

of these event studies seeks to minimize subjectivity, although it should be acknowledged that a risk of 

bias persists, as considered into more depth in sections 3.2 through 3.7 (Saunders et al., 2016). 

All research is secondary data gathered through desk research. The data for the event studies is coming 

from Yahoo Finance and all events are determined using newspaper articles from the Financial Times. 

Remaining data, be that qualitative or quantitative, is retrieved from Facebook’s own webpage for 

investor relations and include annual reports and other SEC filings, from newspaper articles and from 

Statista. Concerning qualitative data, focus has been on obtaining data of recent nature to ensure 

relevance. It is acknowledged that using secondary data can at times result in a bias, which is particularly 

true for qualitative data, and therefore it has been kept in mind that the data has not been made for the 

specific purpose intended for this thesis and is therefore less directly applicable to the work. This is 

however not invalidating the usefulness of said sources, but rather requires source criticism to ensure 

relevance and validity (Saunders et al., 2016). 
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3.1.2 Delimitations 

As a result of the extensive literature on corporate governance, on the importance of stakeholders and 

the testing of said importance, delimitations to the scope of the thesis have been deemed necessary. 

In terms of data collection, only information up until March 1st, 2020 have been considered, which is both 

limiting the qualitative data collection and is imposing restrictions on the event studies in terms of event 

occurrences. This has been necessary given the rapid developments of Facebook as a company, which has 

only accelerated during the Covid-19 crisis.  

When considering the event studies, it should be noted that there has only been a focus on short-term 

quantitative effects of event occurrences, as also considering the long-term effects would exceed the 

scope of the thesis and as findings from this are less reliable. Further, only event occurrences from the 

Financial Times have been considered, due to the vast time required to get an overview of articles specific 

to the focal company in a newspaper. As a way of understanding quantitative effects of event 

announcements, the event studies are preferred as the method as explained in section 3.2, but as 

discussed into depth in section 7.3, there are limitations to the method in terms of obtaining valid results. 

Both the qualitative analysis and the event studies are only performed on Facebook due to the scope of 

the thesis. This imposes some restrictions on the generalizability of the case findings to other companies, 

particularly in a broader firm setting. 

3.2 Methods to undertaking the event studies 

This thesis undertakes event studies of Facebook to examine the effect of Facebook share price returns 

around events which can be related to Facebook’s management and corporate governance setup and 

which are ultimately having an impact on stakeholders. This is done to understand if actions attributable 

to Facebook’s corporate governance significantly impact the shareholder returns by introducing abnormal 

returns. The rationale behind undertaking event studies is the easiness of understanding the financial 

implications as they will be directly reflected in share price movements. Furthermore, this approach 

follows in the footsteps of the decade long academic practice of understanding event effects though event 

studies, as obvious from reference literature cited throughout the remaining section on methodology.  

The overall approach of the event studies in this thesis is following the one used in present literature by 

considering abnormal returns (ARs) as excess returns over the expected stock returns.  In particular, only 
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short-term abnormal returns around the event date will be considered, as is in line with other literature 

focused on understanding implications of corporate policy decisions. Consequently, no long-term effects 

will be considered, as these are mainly used to understand market efficiencies (Khotari & Warner, 2006). 

Although the approach to conduct event studies has only changed little since its first introduction by Ball 

& Brown (1968) and Fama, Fisher, Jensen & Roll (1969), Campbell, Lo and MacKinley (1997) argue that 

the approach towards event studies should differ given event characteristics. In order to lay out the 

approach of the event studies in this thesis, a description based on an order proposed by Campbell, Lo 

and MacKinley (1997) will therefore be followed: 1) event definitions, 2) event and estimation window 

definitions, 3) calculations of normal returns, 4) calculations of abnormal returns and 5) statistical testing. 

The in-depth description of these will start in section 3.4 and finish in section 3.8. 

3.3 Event study assumptions 

Before examining the above stated components, the underlying assumptions to conducting an event 

study will briefly be examined, based on what is laid out by McWilliams & Siegel (1997). These 

assumptions are 1) efficiency of markets, 2) unexpectedness of events and 3) the non-existence of 

confounding events. Market efficiency is a fundamental requirement for performing an event study and 

is first considered by Fama (1969). In semi-efficient markets, the market prices will immediately and 

correctly incorporate and reflect all public information concerning the security at hand (Fama, 1970). If 

markets are not efficient, the effect of new information from the event will not be correctly determined 

from looking at abnormal returns. The second assumption stating that events need to be unexpected to 

the public is closely related; when an event is announced, market traders should immediately trade on 

this new information so the change in price, the abnormal return, will be correctly reflecting the 

implications of the unexpected event. If the event is not unexpected by all traders, prices will already be 

adjusted towards reflecting all information. Therefore, the event implications cannot be directly 

understood, due to these price fluctuations prior to the event occurrence. The third assumption is that no 

confounding events take place; that is, there is no clustering of events causing overlaps in the event 

period. This is important, as price changes should be directly attributable to only the events in focus 

(McWilliams & Siegel, 1997). 
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3.4 Event definitions 

In this thesis, only events directly attributable to Facebook’s corporate governance actions will be 

considered. This will specifically be done by using articles from the Financial Times to validate events, with 

the criteria that events should be 1) directly linked to Facebook’s corporate governance, 2) completely 

unexpected by the markets and 3) occurring without confounding events. An event will be included if it 

has occurred in the period between September 25th 2012 (130 days after Facebook’s IPO date of May 18th 

2012, which are excluded due to the days counting as part of the estimation period as described in section 

3.5) up until time of thesis writing, specifically March 1st, 2020 (Walton, 2019). 

Although the events have been chosen in a manner seeking to avoid biases, it cannot be excluded that 

some bias has been introduced in the event selection phase. This potential bias has been sought 

diminished by the inclusion of a several events. In total, 18 events have been identified in the period. 

These are found in Appendix 1. Note that events are chosen such that they do not inflict with earnings 

calls (see Appendix 2 for an overview of these dates) to ensure relevance.    

3.5 Event and estimation window 

Having defined what makes up an event, the event and estimation windows need to be defined as well. 

As illustrated on Figure 2, the timeline of an event study is divided into an estimation window, an event 

window and a post-event window, although individual adjustments can be made (Campbell et al., 1997). 

 

Figure 2: Event study timeline. T1 may at times, including in this thesis, be split into two, so that there is a gap between the end 
of the estimation window and the beginning of the event window. Further, this thesis will not consider the post-event window 

In defining the event window, the first thing to note is that the day (t) of event occurrence is named day 

0. Deciding on the event window around this date involves a tradeoff; if the event window is too narrow, 

there is a risk of not capturing all short-term effects of the event occurrence, but if the event window is 

too wide, confounding events may alter the results (McWilliams & Siegel, 1997). Consequently, the length 

of an event study is linked to the market efficiency; the more efficient the market, the shorter the event 

window. Most literature argues for a short event window such as Hillmer & Yu (1979), who find that event 

windows should end as fast as a few hours after the event announcement, and Busse & Clifton Green 
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(2002), who show that CNBC Morning and Midday Call Reports are incorporated into prices within fifteen 

minutes, although there are cases with statistically significant price movements up to 10 days later. Dann, 

Mayers, and Raab (1977) likewise find evidence of a 15 minute price adjustment. Campbell, Lo and 

MacKinley (1997) argues for event periods of between two and three days. However, as demonstrated by 

McWilliams & Siegel (1997), most management literature is in fact applying much longer time periods 

(many around 9 months). This thesis will follow the arguments of Ryngaert & Netter (1990), who argues 

that the nature of the event study should determine the event window. Because there is some risk of 

information leakage, the thesis will apply an event window from day -1 to day +1 (that is, a total of three 

days). This copes well with some market participants knowing events prior to announcement, and to the 

fact that some announcements may occur after market closure. To take into account the risk of a slower 

market incorporation and insider knowledge prior to the event announcement, a five-day and seven-day 

event window will also be considered (that is, day -2 to day +2, and day -3 to day +3). 

In terms of deciding on the estimation window, less guidance is provided in the literature. The estimation 

window is important as this provides guidance for the expected return and consequently the calculation 

of abnormal returns. Khotari & Warner (2006) argue for the use of a 120-day estimation window, ending 

before the start of the event window. The importance of choosing a sufficiently long estimation window 

is given by the need to flatten out other event occurrences causing the period’s normal return to be non-

representative (Mikkelson & Partch, 1986; Slovin et al., 1994). This thesis will follow Khotari & Warner 

(2006) and use a 120-day estimation window, ending 10 days before the start of the event window in 

order to avoid any overlap between the event announcement and the estimation window, which could 

potentially affect the derived normal return (Campbell et al., 1997). Consequently, and as referenced 

previously, the first 130 days of Facebook’s public listing will be excluded from the data set as possible 

event occurrences, as they count towards establishing the first potential estimation window. 

3.6 Constructing a model of normal returns 

To carry out the event studies, a model of normal returns needs to be constructed. Following Campbell, 

Lo and MacKinley (1997), the model can be of statistical or economic nature. Economic models, such as 

the Capital Asset Pricing Model (CAPM) (Lintner, 1965; Sharpe, 1964), which was popular in the 1970s, 

and Arbitrage Pricing Theory (APT) (S. A. Ross, 1976), seem to carry no advantage relative to statistical 

models and will thus not be considered (Brown & Warner, 1985). Therefore, a statistical model will be 

used. 
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Of statistical models of normal returns, the constant-mean-return-model is the simplest to use and often 

wise yield largely reliable results when compared to more sophisticated models (Brown & Warner, 1980). 

The market model relates the return of a security to the return of a market portfolio and improves the 

constant-mean-return-model as the part of return related to variations in the market return is removed 

causing the abnormal return variance to decrease (Binder, 1998; Campbell et al., 1997). Through this, it 

becomes easier to detect event effects, although the attractiveness of the model is largely dependent on 

the regression fit (R2). In addition to the constant-mean-return-model and the market model, other 

multifactor models exist. However, in practice the effect of introducing factors, beyond the market factor, 

on the variance in abnormal returns is small (Campbell et al., 1997). 

Based on the discussion above, the market model has been determined as the best way of understanding 

normal returns, with it being favored over in particular the constant-mean-return-model. Given the 

market model’s assumption of a linear relationship between the focal stock and the market portfolio from 

which it estimates the normal returns, the ordinary least squares (OLS) method can be used to calculate 

the expected return at time t of the underlying security in focus:  

 𝐸(𝑅𝑖𝑡) = 𝛼𝑖 + 𝛽𝑖𝑅𝑚𝑡 + 𝑒𝑖𝑡 ( 1 ) 

With 𝑅𝑚𝑡 being the market return at time t, and 𝑒𝑖𝑡 being an error term assumed to be independent and 

independently distributed. 𝛽𝑖 reflects the stock’s sensitivity to market movements and 𝛼𝑖 is the part of 

the stock’s return not dependent on the overall market movements. 

Specifically, the OLS estimation of parameters 𝛼𝑖 and 𝛽𝑖 will be calculated for each event announcement 

based on the related estimation window of 120 days by considering the Facebook stock return in this 

period together with the chosen market index return. It should be noted here that while some research 

argues for the use of a lagged beta approach, this is not necessary for Facebook, as the stock has high 

trading volumes (Scholes & Williams, 1977). 

To calculate the normal return, a market portfolio needs to be chosen. Scholars suggest the use of broad-

based portfolios such as the S&P 500 (Campbell et al., 1997; McWilliams & Siegel, 1997). Here, the Nasdaq 

100 index has been chosen over the S&P 500 due to Facebook’s higher correlation to this index, resulting 

in a more precise estimation of Facebook’s normal return (Macroaxis, 2020a, 2020b). 
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3.7 Calculation of abnormal returns 

The abnormal return (AR) can be considered as the residual between the actual return and the OLS 

estimated normal return given the market model. Consequently, the abnormal return can be written as: 

 𝐴𝑅𝑖𝑡 = 𝑅𝑖𝑡 − 𝐸(𝑅𝑖𝑡) ( 2 ) 

 

with 𝑅𝑖𝑡 being the actual return observed and 𝐸(𝑅𝑖𝑡) the estimated return from the market model. t refers 

to the day in the event windows, and i to the event analyzed. 

Having computed all abnormal returns for i events, it is possible to compute the average abnormal return 

for each day t in the event windows, resulting in an average abnormal return per day. Given that no weight 

can reasonably be attributed to the individual events, the average abnormal return (ARR) can be 

calculated as follows: 

 𝐴𝐴𝑅𝑡 =
1

𝑁
∗ ∑ 𝐴𝑅𝑖𝑡

𝑁

𝑖=1

 
( 3 ) 

In a similar manner to computing the AAR, it is also possible to compute the cumulative abnormal return 

(CAR) for each event, starting from T1 until T2. This proves useful in case an event is partially anticipated 

(Khotari & Warner, 2006). This is simply done as: 

 𝐶𝐴𝑅𝑖(𝑇1, 𝑇2) = ∑ 𝐴𝑅𝑖𝑡

𝑇2

𝑡=𝑇1

 
( 4 ) 

Finally, to compare at once both the average of events from a cumulative perspective, the cumulative 

average abnormal return (CAAR), can be calculated from either the CAR or AAR: 

 𝐶𝐴𝐴𝑅(𝑇1, 𝑇2) = ∑ 𝐴𝐴𝑅𝑡

𝑇2

𝑡=𝑇1

      𝑜𝑟     𝐶𝐴𝐴𝑅(𝑇1, 𝑇2) =
1

𝑁
∗ ∑ 𝐶𝐴𝑅𝑖(𝑇1, 𝑇2)

𝑁

𝑖=1

 
( 5 ) 

For later analysis, both the AAR and CAAR figures will be depicted. Both figures are normally analyzed, 

although it is sometimes only the CAAR which is depicted as a figure. This is seen from e.g. Campbell et al. 

(1997), whereas for instance Rani et al. (2014) depict both figures. 

3.8 Statistical testing of abnormal returns 

To test the power of the examined events and associated abnormal returns, statistical tests will be taken 

into use. According to literature, these should be of both parametric and non-parametric nature, with the 
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non-parametric tests holding the most power (Ahern, 2009; Campbell et al., 1997). As emphasized by 

Brown and Warner (1985), event studies using daily returns often wise show fat tails and thus do not fall 

under the normal distribution assumption of parametric tests. This causes the use of non-parametric tests, 

which are not specific on the return distributions and can thus be considered a way of validating the 

parametric test results (Campbell et al., 1997; Khotari & Warner, 2006). 

3.8.1 Parametric tests 

Ahern (2009) notes that the student’s t-test and the standardized t-test are the two leading parametric 

tests in event studies. In this thesis, the student’s t-test has been chosen due to the low degree of 

difference in power between the two and the student’s t-test’s wide use in other literature. The student’s 

t-test (hereafter t-test) will be calculated as follows for AAR, in accordance with Brown & Warner (1985): 

 𝑇 =
𝐴𝐴𝑅𝑡

𝜎(𝐴𝐴𝑅𝑡)
 

( 6 ) 

with the standard deviation calculated as follows: 

 𝜎(𝐴𝐴𝑅𝑡) = √
1

𝑁 − 1
∑(𝐴𝑅𝑖,𝑡 − 𝐴𝐴𝑅𝑡)

2
𝑁

𝑖=1

 
( 7 ) 

Similarly, the CAAR’s t-value of standard deviation will be calculated as follows: 

 𝑇 =
𝐶𝐴𝐴𝑅(𝑇1, 𝑇2)

𝜎(𝐶𝐴𝐴𝑅(𝑇1, 𝑇2))
 ( 8 ) 

with the standard deviation calculated as follows: 

 𝜎(𝐶𝐴𝐴𝑅(𝑇1, 𝑇2)) = √
1

𝑁 − 1
∑(𝐶𝐴𝑅𝑖(𝑇1, 𝑇2) − 𝐶𝐴𝐴𝑅(𝑇1, 𝑇2))

2
𝑁

𝑖=1

 
( 9 ) 

3.8.2 Non-parametric tests 

In accordance to Ahern (2009), the rank and sign tests are the best non-parametric tests to perform on 

event studies. In particular, this thesis will apply the rank test, which will help in dealing with non-normally 

distributed data. The rank test has been favored over the sign test due to the simplicity of the approach, 

and the fact that it is by some deemed superior (Corrado & Zivney, 1992). In this paper, the rank test, 

based on Corrado (1989), as presented by Campbell et al. (1997), will be used. This orders all abnormal 

returns for each individual event and ranks them in terms of magnitude, giving a uniform distribution. The 



30 
 

null hypothesis is testing if the expected rank is equaling the actual rank. The rank test statistic for the 

AAR analysis is: 

 𝑇𝑒𝑠𝑡 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝐴𝐴𝑅 =

1
𝑁

∑ (𝐾𝑖,𝑡 −
𝐿 + 1

2
𝑁
𝑖=1 )

𝜎(𝐿)
 

( 10 ) 

with the standard deviation being: 

 𝜎(𝐿) = √
1

𝐿
∑ (

1

𝑁
∑ (𝐾𝑖,𝑡 −

𝐿 + 1

2
)

2𝑁

𝑖=1

)

𝑇2

𝑇0+1

 
( 11 ) 

where 𝐿 = 𝑇2 − 𝑇0, which characterizes the length of the estimation period and event window combined, 

and 𝐾𝑖,𝑡 is the rank of the return for event 𝑖 at time 𝑡. 

In a similar fashion, the rank test statistic for the CAAR windows are simply computed by adding together 

the days forming the event windows, with the same holding true for the standard deviation, as is following 

Cowan (1992): 

 𝑇𝑒𝑠𝑡 𝑠𝑡𝑎𝑡𝑖𝑠𝑡𝑖𝑐𝐶𝐴𝐴𝑅 =
∑

1
𝑁

∑ (𝐾𝑖,𝑡 −
𝐿 + 1

2
𝑁
𝑖=1 )𝑡2

𝑡=𝑡1

√∑ 𝜎2(𝐿)𝑡2
𝑡=𝑡1

 ( 12 ) 

The test statistic will be matched to a t-distribution to understand significance given the small samples in 

the studies (Corrado & Zivney, 1992). 

4 Understanding Facebook’s business model and corporate governance 

Facebook is the focus of this thesis, and this section will therefore examine Facebook as a corporation 

from the perspective of both shareholders and stakeholders with a special focus on founder and CEO Mark 

Zuckerberg, due to his essential role in the company. Specifically, Facebook’s history and business model 

will be depicted as a starting point and afterwards attention will be turned towards the ownership model 

and implications hereof. Then, an understanding of the board of directors and other corporate 

governance mechanisms will be made, and lastly the stakeholders and the importance of those for the 

sustainability of future profits will be examined. 

4.1 A historical overview of Facebook Inc. and Mark Zuckerberg 

Understanding Facebook as a company first and foremost requires an understanding of its history as well 

as the history of founder and CEO Mark Zuckerberg, who still today is a big part of the company’s DNA 
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and an even bigger part of much of the media controversy around the company. Mark Zuckerberg was 

born in 1984 and was a student at Harvard University when he started working on creating the social 

media site Facebook. However, also as a student at Harvard and prior to Facebook, Zuckerberg created 

two other webpages; CourseMatch, a webpage helping students choose classes based on which classes 

friends were attending, and Facemash, a now infamous webpage for Harvard students where students 

were asked to rank female co-students based on their physical attractiveness (Kim, 2015). Facemash has 

in particular been a focus-point in the years following Facebook’s worldwide success, as it has been used 

as a way of questioning Zuckerberg’s morality and thoughts on privacy, both of which, as will be seen 

later, are key elements of the Facebook controversies today. 

Zuckerberg founded Facebook together with four friends in the beginning of 2004, with the platform 

initially being operated exclusively for Harvard University students, but soon after opening for first 

Stanford, Yale and Columbia and later a range of other universities. Already from the founding, Zuckerberg 

faced issues as two brothers, Cameron and Tyler Winklevoss, and their companion Divya Narendra, sued 

Zuckerberg for working on the idea together with them to instead create the website without their 

involvement (a lawsuit well depicted in the movie named The Social Network, and which resulted in 

Zuckerberg agreeing to a settlement awarding them stocks in the company) (Barr, 2018; Fincher, 2010). 

This, like Facemash, has subsequently been used to question Zuckerberg’s morality. 

In 2006, Facebook was opened worldwide for all people older than 13. Fast-forward to present time, 

Facebook is the, with distance, most popular social media platform operating both Facebook, the photo-

driven social media platform Instagram as well as messaging platforms WhatsApp and Facebook 

Messenger. In 2019, it was the sixth most valuable company in the world measured on market 

capitalization, employed close to 45 thousand people, and earned approx. USD 18.5 billion in profits from 

a revenue pool of USD 69.7 billion (Facebook, 2020e; Statista, 2020a). Since the IPO, the company has 

shown strong stock performance with a total increase of 385% (Yahoo Finance, 2020). 

4.2 A deep dive into Facebook’s userbase 

An essential part of understanding Facebook as a company is understanding its userbase. This is true, as 

the revenues and value of Facebook is to a large extent tied to the number of users, particularly active 

users (as this is essential to advertisers as argued more into depth in sections 4.3 and 4.7.2). At the same 

time, the number of users is important, as Facebook as a platform is heavily benefitting from network 
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effects; the attractiveness of the platform is increasing in the number of users, which is creating a strong 

moat for the company in fencing off new entrants. Likewise, there is a strong lock-in effect from using the 

platform, which is increasing with time; the longer the platform has been used, the more personal 

information is on the platform, and the more users will loose from opting out of using it (Chavar, 2018).  

Looking at the development in users, two key metrics to consider are the daily active users (DAU) and the 

monthly active users (MAU). In the end of 2019, the average DAU was 1.66 billion and the MAU was 2.5 

billion when considering only the Facebook social media platform. The MAU considering unique users 

having used any of Facebook’s platforms was 2.89 billion in the same year. As is evident from Figure 3, 

both the DAU and MAU for Facebook as a platform have increased over the years, with DAU and MAU 

increasing 86% and 79% respectively over the most recent five years (Statista, 2020b, 2020d). 

 

Figure 3: Evolution in monthly and daily average active users on Facebook, based on Q4 numbers. All numbers are in billions. 
*MAU (cum.) refers to the total number of monthly unique users having used any Facebook platform. Source: (Statista, 2020b, 
2020d, 2020c) 

To understand better the development of Facebook users, a regional breakdown of Facebook’s MAU is 

provided in Figure 4. This is key to understanding where user growth and stagnation is happening, and, in 

combination with later financial breakdowns, can be used to understand the impact of corporate policy 

actions on revenue and firm value. Only 10% of all total Facebook users are from the original locations of 

the US and Canada and 75% of all Facebook users are from outside the US, Canada and Europe. Also, and 

somewhat expectedly giving the high base levels, most user growth is clearly occurring outside of the 

traditional Western markets. 
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Figure 4: Breakdown of Facebook MAU based on average users in Q4 of each year. Numbers are only provided for the Facebook 
platform. Source: (Facebook, 2020d) 

Another important aspect of Facebook’s user profile is a segmentation on gender and age. The relevance 

of this is clear when considering the dynamics of users over years. Figure 5 below is showing that close to 

75% of all Facebook users are in the age range of 18 and 44, with 56% of all Facebook users being males. 

 

Figure 5: Worldwide Facebook users distributed on gender and age. Source: (Statista, 2020c) 

When considering age demographics of Facebook users, it is interesting to note that in the US, the fastest 

growing segment of users is people born before 1945, and the second fastest growing segment is baby 

boomers. Importantly, it is not surprising that segments of younger people are growing less, stagnating or 

slightly decreasing, as the penetration rate amongst this user group is significantly higher (more than 80% 
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of millennials and more than 75% of gen X are using Facebook in the US) (Kozlowska, 2019). Further 

information on age demographics trends in the US can be found in Appendix 3. 

4.3 Breaking down Facebook’s revenue 

Unlike most other businesses, Facebook is famous for its social media service and not the product on 

which it earns money. Therefore, this section will explore how Facebook’s business model is constructed, 

and what the key elements to the sustainability of this model going forward are. 

Facebook is providing the social media platforms of Facebook and Instagram as well as the messenger 

platforms WhatsApp and Facebook messenger free of charge to all users. However, as often commented 

on in media, private users of the services are paying in another currency than hard money; namely their 

private information used to sell advertisements (Galloway, 2018). Facebook is thus seeing most of their 

revenues coming from online advertisements taking place on their platforms. In the US online advertising 

market, Facebook is capturing an approximate 20% market share, second only to search advertisement 

rival company Alphabet’s 37% market share. The duopoly is challenged by a growing Amazon advertising 

presence (Schomer, 2019). However, unlike Alphabet which is attractive due to its ability to match 

advertisements with search, Facebook is unparalleled when it comes to utilizing users’ private 

information, which it effectively owns. This information can be used in most notably display advertising, 

although it is also used for search advertisements. Facebook, in a unique way, is thus able to allow 

advertisers to segment out a relevant and potentially very niche target group and advertise only to them, 

having them pay on either a cost per click (CPC) or cost per impression (CPI) basis (Gollin, 2018). 

In addition to revenues stemming from advertisements, Facebook also achieves revenues from other 

sources, some of which will be discussed later in relation to the Cambridge Analytica scandal. These are 

however minor in comparison, as shown in Figure 6 below. 
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Figure 6: Breakdown of Facebook revenue across all services on segments in USD billions. Source: (Statista, 2020c) 

It is thereby clear that the product of Facebook is in fact its users, and that the customers are entities 

seeking to advertise on the platform. Therefore, Facebook’s ability to monetize its users is key to 

increasing its revenues and ultimately profits. Figure 7 below shows that Facebook has been excelling at 

increasing the average revenue per customer both worldwide and in particular in its home market and 

the remaining Western world.  

 

Figure 7: Average revenue per user across regions in US dollars. Source: (Statista, 2020c) 
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4.4 An overview of Facebook’s ownership 

To conclude the description of Facebook as a company, an overview of the ownership in Facebook, the 

composition of the management and lastly a description of the board of directors will be carried out. 

These are instrumental to understand the corporate governance implications of company construction. 

The stocks in Facebook are divided into class A and B shares, of which owners of class A shares hold one 

vote per share and owners of class B shares hold 10 votes per share (U. S. Securities and Exchange 

Commission, 2020). There is consequently an uneven distribution of cash flow rights and decision rights. 

A complete overview of class A and B share ownership is found in Appendix 4, as retrieved from the U. S. 

Securities and Exchange Commission (2019). 

The owners of class B shares are limited to Mark Zuckerberg and a small group of insiders, who also hold 

A shares. A large part of A shares is owned by institutional investors, mutual funds and ETFs. All large 

owners will be considered first, and afterwards attention will be turned towards non-individual owners. 

Mark Zuckerberg owns less than 1% of all Class A shares, but 81% of all Class B shares. This brings him to 

cash flow rights of 13% and voting rights of 58% (53% through his own shares and 5% through proxy voting 

rights from Dustin Moskovitz). There is thus a strong mismatch between Zuckerberg’s cash flow rights and 

voting rights and Zuckerberg effectively controls the company. Eduardo Saverin, cofounder of Facebook, 

is the second largest independent owner, with a total ownership of the company corresponding to 2% 

and voting rights of 7%. His ownership stake was determined after the settlement of a lawsuit, which 

Saverin filed due to Zuckerberg diluting his founder-shares at the IPO (Maverick, 2019). The third largest 

individual owner of Facebook is cofounder Dustin Moskovitz, who owns 1% of the company with 5% of 

voting rights, although he has a proxy voting agreement with Zuckerberg who can vote on his behalf. 

Other individuals owning Facebook Class B shares, although to a minor degree, include COO Sheryl K. 

Sandberg, and board members Marc L. Andreessen and Peter A Thiel. 

Turning attention towards non-individual owners of Facebook, institutional ownership accounts for 78% 

of all Class A shares, of which entities affiliated with BlackRock and Vanguard are the two largest owners, 

accounting for respectively 6% and 7% of Class A shares and 2% and 3% of voting rights. 
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4.5 An overview of Facebook’s management and board 

The table below is outlining the Facebook management based on information from the U. S. Securities 

and Exchange Commission (2019) and Facebook’s information on corporate governance (2020a). 

Management 

Person Role Age Background 

Mark 

Zuckerberg 

Chief Executive 

Officer (CEO) 

and 

Chairman of 

the board 

36 Founder of Facebook and CEO since the founding of the 

company. Chairman since 2012. Responsible for the overall 

direction and product strategy. 

Other activities: Founder of the Chan Zuckerberg Initiative. 

Past experience: None. 

Education: Studied Computer Science at Harvard University 

before dropping out to focus only on Facebook 

Sheryl 

Sandberg 

Chief 

Operating 

Officer (COO) 

and 

Director 

50 Responsible for business operations and often perceived as 

Zuckerberg’s right hand (Galloway, 2018). COO since 2008 and 

board member since 2012. 

Other activities: Board member of Women for Women 

International, ONE and SurveyMonkey. Founder of a non-profit 

organization focusing on building equality and resilience. 

Past experience: Vice President at Google, Chief of Staff at the US 

Treasury Department, management consultant at McKinsey and 

Company and economist at the World Bank. 

Education: BA summa cum laude from Harvard University and 

MBA with highest distinction from Harvard Business School. 

Dave 

Wehner 

Chief Financial 

Officer (CFO) 

51 Responsible for finance and information technology. CFO since 

2014, employee of Facebook since 2012. 

Other activities: None. 

Past experience: CFO at Zynga Inc. and managing director at Allen 

& Company. 



38 
 

Education: BS in Chemistry from Georgetown University and MS 

in Applied Physics from Stanford University. 

Mike 

Schroepfer 

Chief 

Technology 

Officer (CTO) 

45 Responsible for technology strategies. CTO since 2013 and an 

employee of Facebook since 2008. 

Other activities: None. 

Past experience: Vice President at Mozilla. 

Education: BS and MS in Computer Science from Stanford 

University. 

Table 1: Overview of Facebook's top management. Source: (Facebook, 2020a) 

Facebook’s board of directors consists of 10 members split between 4 women and 6 men (Celine, 2020; 

Facebook, 2020a). In recent years, the board has seen substantial change with Reed Hastings, Kenneth 

Chenault, Susan Desmond-Hellmann and Erskine B. Bowles all stepping down within the past 12 months, 

and current board member Jeff Zients having announced that he is not seeking reelection at the 

shareholder meeting in 2020 (Barr, 2018; MTC, 2020; U. S. Securities and Exchange Commission, 2019). 

Importantly, a large part of the board changes is independent directors leaving the company. This will be 

analyzed more into depth later in the thesis in section 5.1.3. The board of directors held 12 meetings in 

2018 (U. S. Securities and Exchange Commission, 2019). 

Board  

Person Role Age Board  Background 

Mark 

Zuckerberg 

See 

above 

Insider 

36 2004 See above 

Sheryl 

Sandberg 

See 

above 

Insider 

50 2012 See above 

Peggy 

Alford 

Outside 

director 

48 2019 Other activities: Senior Vice President at PayPal. 

Relationship to Zuckerberg: CFO and COO at Chan Zuckerberg 

Initiative until 2019. 
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Education: BS in Accounting and Business Administration 

from University of Dayton. 

Marc L. 

Andreessen 

Outside 

director 

- ARO* 

- CNG** 

 

48 2008 Other activities: Cofounder and general partner at 

Andreessen Horowitz (venture capital), which invested in 

Facebook early on, and board member at several private 

companies. Former board member at eBay and Hewlett-

Packard Company. 

Relationship to Zuckerberg: Early investor in Facebook and 

has been criticized for feeding Zuckerberg private 

information from a committee during 2016 when Zuckerberg 

wanted to make changes to the share structure, which was 

against his role as independent director (Heath, 2016). 

Education: BS in Computer Science from the University of 

Illinois. 

Andrew W. 

Houston 

Outside 

director 

37 2020 Other activities: Founder, CEO and Chairman at DropBox. 

Relationship to Zuckerberg: Close personal friend (Murphy, 

2020). 

Education: BS in Computer Science from MIT. 

Peter Thiel Outside 

director 

- Chair of 

CNG** 

52 

 

2005 Other activities: President of Thiel Capital and Partner of 

Founders Fund. Co-founder of PayPal.  

Relationship to Zuckerberg: None. 

Education: JD from Stanford Law School and BA in Philosophy 

from Stanford University. 

Jeff Zients Outside 

director 

- Chair of 

ARO* 

53 

 

2018 Other activities: CEO of Cranemere Group Limited and 

previously part of the Obama administration. 

Relationship to Zuckerberg: None. 

Education: BA in Political Science from Duke University. 

NB: Not seeking reelection in 2020. 

Nancy 

Killefer 

Outside 

director 

67 2020 Other activities: Board member at Cardinal Health and 

previously senior partner in McKinsey and a member of the 
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governing board. Previous member of IRS Oversight Board 

and part of the U.S. Department of Treasury. 

Relationship to Zuckerberg: None. 

Education: MS in Management from MIT and BA in 

Economics from Vassar College. 

Robert M. 

Kimmitt 

Lead 

outside 

director 

72 2020 Other activities: Senior International Counsel at WilmerHale 

LLP. Previously US Deputy Secretary of the Treasury.  

Relationship to Zuckerberg:  None. 

Education: JD from Georgetown University Law Center and 

BS from US Military Academy. 

Tracey T. 

Travis 

Outside 

director 

- ARO* 

57 2020 Other activities: CFO and executive vice president at The 

Estee Lauder Companies Inc. and board member at 

Accenture plc. 

Relationship to Zuckerberg: None. 

Education: MBA in Finance and Operations Management 

from Columbia University and BSE in Industrial engineering 

from the University of Pittsburgh. 

Table 2: Overview of Facebook's board of directors. *ARO: Audit & Risk Oversight Committee. **CNG: Compensation, Nominating 

& Governance Committee. Source: (Facebook, 2020a) 

4.6 Facebook’s remuneration program 

Facebook’s remuneration program for top management is determined by the compensation, nominating 

& governance committee of which Peter A. Thiel is chair and Marc L. Andreessen is also taking part. The 

compensation design is made in cooperation with an external nationwide compensation consultancy 

(Compensia, Inc.), and no executives are involved in the process (with the exception of Mark Zuckerberg, 

who has made the specific request of a USD 1 base salary, as discussed later in section 5.1.1). The 

executive compensation program is aimed at being in alignment with a chosen peer group meeting criteria 

within industry, retainment of talent pool, revenue and market capitalization. The peer group is composed 

of 14 companies including remaining FAANG stocks (U. S. Securities and Exchange Commission, 2019). 

The executive compensation program is based mainly on equity compensation in the form of restricted 

stock units limited by a time vesting period (1-3 years from award date), with cash compensation being 
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relatively smaller (placing the company at the bottom 25% of the peer group when it comes to cash 

compensation). The design of equity-based compensation is made to align executives to long-term 

shareholder interests. Compared to the peer group, Facebook is in the top 20% of executive compensation 

when including all direct compensation. The total compensation to executives consists of base salary, 

performance-based cash incentives and equity in the form of restricted stock units. The cash incentives 

are paid semi-annually and are based on both individual and company performance. In terms of company 

performance, no specific targets are set, but it is instead evaluated by the committee. In addition to the 

mentioned compensation, perquisites and other benefits are also given to management, most notably 

including security expenses (mainly to Zuckerberg and Sandberg) and private travel when connected to 

security concerns. In the table below, the executive compensation of all top management is outlined (U. 

S. Securities and Exchange Commission, 2019). It is interesting to note that CEO Mark Zuckerberg is only 

paid USD 1 every year, this being a personal choice and the believe of the compensation committee that 

he is sufficiently aligned to other shareholder interests given his large equity stake. Therefore, the main 

expense of Mark Zuckerberg is security expenses. 

Person Year Base salary Bonus Stock awards Other* Total 

Mark 

Zuckerberg 
 

2018 1 — — 22,554,542 22,554,543 

2017 1 — — 9,101,965 9,101,966 

2016 1 — — 6,015,431 6,015,432 

Sheryl K. 

Sandberg 
 

2018 843,077 638,310 18,423,523 3,823,508 23,728,418 

2017 795,769 640,378 21,072,431 2,687,643 25,196,221 

2016 738,077 1,293,635 19,908,426 2,609,319 24,549,457 

David M. 

Wehner 
 

2018 753,846 499,494 18,423,523 9,250 19,686,113 

2017 711,539 633,317 21,072,431 9,000 22,426,287 

2016 662,692 940,421 14,931,596 9,566 16,544,275 

Mike 

Schroepfer 
 

2018 753,846 570,744 18,423,523 9,250 19,757,363 

2017 711,539 633,317 21,072,431 9,000 22,426,287 

2016 658,846 859,356 14,931,596 9,377 16,459,175 

Table 3: Facebook's executive compensation in USD.*Other includes expenses to security and private travel. Source: (U. S. 

Securities and Exchange Commission, 2019) 
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When turning attention to the board, it should firstly be noted that Facebook has adopted a policy 

requiring all outside directors to hold at least USD 500,000 worth of stock in Facebook and inside directors 

to hold at least USD 4 million, in order to align the interests of board members to that of the owners 

(Facebook, 2018). Further, each outside director is receiving USD 50,000 in compensation, with an 

additional USD 20,000 for sitting on a committee, of which the chair receives an extra USD 30,000. Further, 

each outside board member receives the option to buy restricted stock units with a value of USD 300,000 

every year, which has a time vesting restriction (U. S. Securities and Exchange Commission, 2019). 

4.7 Facebook’s main stakeholders 

To conclude the overview of Facebook as a company, the key stakeholders to the company will be 

described. Understanding these is essential to later understanding the future financial sustainability of 

the company as underpinned in section 2.1. Overall, Facebook’s four key stakeholders arguably are: The 

users on the platform, the businesses using the platform for community building and advertising, 

Facebook employees and the broader society. Each of these, except from employees of whom there is 

less to say in Facebook, will be examined into depth in the following parts with a focus on the large number 

of events affecting this stakeholder group in recent times. It should be noted that although the general 

public is not included in the narrow definition of stakeholders under normal circumstances, it is 

considered a stakeholder for Facebook, since they do in fact bear risk from Facebook’s business activities. 

4.7.1 Facebook users 

Facebook’s users have already been described above in terms of demographics and the underlying reason 

for their importance; namely the financial dependency on the number of users and the importance of a 

large user community for the relevance of Facebook as an advertising platform. Given this importance, 

the welfare of Facebook’s users is essential for the sustainability of the business.  

Facebook users value several things including 1) high relevance of the platform to allow strong personal 

connections and interesting feeds, 2) privacy to ensure there is no leak of private information, 3) validity 

of the content to which they are exposed, and 4) wellbeing from using the service (Galloway, 2018). For 

Facebook as a business, there is a tradeoff between relevance and privacy; the more relevant a user 

experience, the more data Facebook needs to collect on the users, which is lowering privacy. At the same 

time, Facebook has reasons to collect data on users to sell more advertisements. It is clear that Facebook 

is delivering on providing its users relevance, as is evident from the sheer activity on the platforms it 
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operates. However, Facebook has unarguably underdelivered on the second point of privacy. Until the 

outbreak of the Cambridge Analytica scandal in March 2018, users were largely unaware or did not care 

about the degree of privacy they gave up to be on the platform. The Cambridge Analytica scandal saw 

Facebook selling private data of around 87 million user profiles to the third party data mining company 

Cambridge Analytica, which worked on both Brexit and the Trump presidential election of 2016 to create 

a psychographic profile of voters and from this micro target these voters to vote in favor of for instance 

Trump (Galloway, 2018). Other examples of Facebook misusing user data includes the story of Facebook 

allowing Spotify and Netflix to read users’ private messages and allowing Huawei and other Chinese 

companies to access user information (Stewart, 2018). The effects of the privacy concerns so far are clear 

from a user viewpoint. A survey of US adults from 2018 shows that 32% of users at the time planned to 

use Facebook much less due to the data breaches, 10% having completely deleted the account, an 

additional 10% having it deleted from the phone, and other 40% having taken other measures to diminish 

data misusage. Only 21% of respondents are carrying on as before. The full survey response can be found 

in Appendix 5 (Statista, 2020c). This survey is doing well in allowing to understand the user sentiment on 

data misusage, and is relevant as the Cambridge Analytica scandal, which was the main motivator for the 

user reactions, mainly hit US citizens (Statista, 2020c). 

In addition to relevance and privacy, users care about the platforms’ content validity. This is in particular 

relevant when considering news, as 67% or Americans are receiving their news on social media platforms 

(Galloway, 2018). This, in the context of fake news, will be examined more into depth when considering 

the broader society as a stakeholder. 

Lastly, users care about the general wellbeing stemming from using the platform. This is especially 

relevant for the younger user group of Facebook (even if they are not explicitly aware of this themselves). 

Biological research shows that receiving a like on a picture, a friend request or any other sort of 

notification is a way of achieving an instant release of dopamine (a neurotransmitter providing a feeling 

of pleasure), which can ultimately cause addiction (Galloway, 2018). Overall, a research study from the 

Pew Research Center shows that there are 31% of US teens saying social media has a positive impact on 

their life, and 45% argue it has neither a positive nor negative effect. However, 24% argue for a negative 

effect, of which 27% argue that bullying/rumor spreading is the main reason, with 17% missing out on in-

person contact and 15% obtaining unrealistic viewpoints of the real life. The entire survey can be found 

in Appendix 6 (Anderson & Jiang, 2018). 
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4.7.2 Companies and other advertisers on Facebook 
Facebook’s customers are the companies advertising on the platform, although the same companies are 

often also found on the platform through company profiles through which they can interact with users. 

The welfare of advertisers depends on the return on investment from their spend on Facebook; both on 

the actual advertisements and on building their communities (Galloway, 2018).  

In Facebook’s early days, companies were encouraged to spend significant sums on building their online 

brand profile on the media, with the promise of organic customer reach as the reward. However, 

Facebook has chosen to decrease the organic visibility of companies in favor of an increase in friends and 

family’s activity on the platform. Resultingly, companies need to increase the amount of paid advertising 

to gain the same exposure (Chaykowski, 2018). Although this is negatively affecting advertiser welfare, 

the cost of reaching people is lower on social media than traditional media, and the increased revenues 

from advertising is a testament of the continued popularity of using Facebook as an ad platform. 

4.7.3 Facebook’s impact on the broader society 

The final key stakeholder is the broader society, which differs from the user stakeholder group by including 

both users and non-users of Facebook, who are also impacted by the business through for instance 

political and economic consequences arising from the social media company. As will be explained in this 

section, Facebook has been documented to have a strong impact on society in recent years in terms of 

two dimensions; societal responsibility and value creation (Feiner, 2019; Galloway, 2018; Warren, 2019). 

Society as a stakeholder is best considered when focusing on the US, which is a key Facebook market. 

Societal responsibility is well considered through both the Cambridge Analytica scandal and the large 

distribution of fake news. The Cambridge Analytica scandal has already been explained above and is 

showing how psychographic profiles were created and utilized to impact the US presidential election of 

2016 by targeting swing-voters. The use of Cambridge Analytica has been called a weaponization of the 

Facebook platform by several actors including President Trump, and data access has been rumored to 

include Russia (Illing, 2018). Using the data obtained, voters were microtargeted to see selected, including 

fake, news in order to change their perceptions of certain topics. As outlined before, 67% of Americans 

receive their news on social media. A specific instance of fake news show the platform’s responsibility to 

fact check news; in 2016, fake news concerning a conspiracy theory of Hillary Clinton running a child 

prostitute from a pizzeria gained momentum, and nine percent of all voters and 46% of Trump voters 

ended up believing in it (Galloway, 2018). Society therefore has a profound interest in platform validity, 
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which is evident from looking into congressional hearings involving Zuckerberg and Facebook, and the 

argument that Facebook should fact check news like other news outlets such as the New York Times and 

the Economist (Feiner, 2019; Galloway, 2018). In Europe the strongest initiative towards increasing 

privacy, and thereby also decreasing the potential for data misusage, has been implemented through the 

GDPR legislation establishing extensive privacy rights benefitting users (Wagner, 2018). 

The second part of Facebook relates to value creation and capitalism. With Facebook and Alphabet 

functioning as a duopoly, market forces are, by some, argued to be diminished (Warren, 2019). 

Consequently, extensive talks, often spearheaded by former presidential candidate Senator Elizabeth 

Warren, on regulation of the tech industry and potentially the break-up of certain companies such as 

Facebook persist. These could result in Instagram and Facebook being social media platform competitors 

and Facebook messenger and WhatsApp being messaging competitors (Gambino, 2019). This will clearly 

have tremendous impact on Facebook’s business, although the exact consequences are hard to estimate. 

5 Analyzing Facebook’s corporate governance setup and approach 

towards shareholder value creation 

With a thorough understanding of Facebook’s operating model, its structure and its key stakeholders, it 

is possible to evaluate the company’s corporate governance and consider its approach to shareholder 

value creation by applying the information from the literature review to the findings from section 4. Based 

on the analyses arising from this, this section will conclude with a development of hypotheses on 

Facebook’s value creation, which will subsequently be tested through event studies in section 6. 

5.1 Facebook in relation to its corporate governance mechanisms 

It was clear from the previous sections that Facebook is differing from most large public companies by the 

fact that founder Mark Zuckerberg is not only CEO and chairman, but also holds more than 50% of all 

votes. Consequently, Zuckerberg is managing the company with close to full discretion. Therefore, a 

natural starting point for the analysis is understanding the consequences of Zuckerberg’s threefold role 

and the related power dynamics in Facebook. 

5.1.1 Mark Zuckerberg as controlling shareholder, CEO and chairman 

Understanding the impact of having Mark Zuckerberg in Facebook is nowhere near easy given his complex 

role of CEO, chairman and controlling shareholder. From the beginning of the company he has been key 
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in defining its future as cinematically depicted in The Social Network (2010) and logically evident from his 

multitude of roles. Critics have however often claimed that his presence is overall negative, and that with 

all the control, he also stands with all the responsibility of the downturns in the company (Sherman, 2018). 

From a theoretical viewpoint, Zuckerberg’s roles in Facebook bring about both positive and negative 

implications. The most obvious effect of Zuckerberg being the controlling owner and manager is an, all 

else equal, significant reduction in agency costs following for instance Jensen and Meckling (1976), Thakor 

and Hart (1996) as well as Morck, Shleifer and Vishny (1988) and McConnell and Servaes (1990), although 

the authors of the latter two papers note that equity levels as high as Zuckerberg’s may be exceeding the 

point of optimal equity allocation. The benefit of Zuckerberg holding equity is at least apparent when 

considering the alignment in incentives between Zuckerberg as the main shareholder and him as a 

manager. 

The positive effect arising from the fact that Zuckerberg as a manager is holding a large equity stake in 

Facebook might, however, be reduced as Zuckerberg is holding a significantly higher portion of voting 

rights (control) compared to equity rights. In particular, and as noted in section 4.4, Zuckerberg possesses 

a 58% voting right through a 13% cash flow right. As suggested by  Laeven and Levine (2008), such 

misalignment between control and cash flow rights may decrease firm value. A key risk of this is that 

Zuckerberg may use his decision power to undertake actions attractive to himself but not the remaining 

shareholders of the company, known as agency type 2 problems. This risk will be considered here in terms 

of the possibility of Zuckerberg extracting both monetary and non-monetary benefits. The extraction of 

private monetary benefits may be an issue when considering the large amounts of “other type of pay” 

given to Zuckerberg as pay for private security and transport, summing to USD 22.5 million in 2018, up 

from USD 9 million the year before. However, as argued by Cronqvist and Fahlenbrach (2013) it may be 

less costly to pay these directly as a corporation than to award it to him indirectly through cash, as this 

sum would need to be larger than paying it directly given the taxation of private wages associated.  

The fact that Zuckerberg is not using his power to extract money from Facebook is confirmed through 

considering that he is only requiring USD 1 in compensation per year (excluding security and transport), 

showing that he is not extrinsically motivated from a monetary viewpoint. Considering non-monetary 

extrinsic factors, he may be motivated by building and expanding Facebook in an effort to create relations, 

which is to some extent the premise of the movie on Zuckerberg and Facebook The Social Network and 
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which is evident from Facebook’s mission statement on its wish to “(…) bring the world closer together” 

(Facebook, 2020c; Fincher, 2010).  

Having concluded that Zuckerberg is not strongly motivated by monetary rewards and is only to some 

extent motivated by non-monetary rewards, this thesis argues that his main motivation is that of an 

intrinsic factor, as described by Pepper and Gore (2015), who view executive pay from the lens of 

behavioral agency theory. Since Zuckerberg founded Facebook, he has been solely devoted to working on 

the platform with the exception of charitable actions including signing the Giving Pledge, in which he has 

promised to give away 99% of his Facebook shares in favor of charity, and establishing the Chan 

Zuckerberg Initiative to advance healthcare and education (Kotecki, 2018). It thus seems an intrinsic 

motivator for Zuckerberg is arising from the mere enjoyment of operating Facebook. This is supported by 

the numerous times he has declined to give up his role as CEO or chairman, and how he has continuedly 

argued that he is the appropriate person to run Facebook despite a wide range of experts arguing 

differently (Galloway, 2018; Stewart, 2019).  

Zuckerberg’s role in Facebook should however also be examined from other viewpoints than the agency 

theory. In particular, following the stewardship theory of Zuckerberg inherently seeking to do a good job, 

the resource dependency theory offers a strong case for Zuckerberg in the role of CEO and chairman. As 

a founder and CEO, he has shown a strong testament to his abilities to grow the company until now and 

it can be argued that no one understands the company better than him, and his resources are therefore 

unique. However, it can also be argued that his resources are more those of an entrepreneur than those 

of a large market cap CEO. As chairman, Zuckerberg can significantly enhance the information sharing 

between management and the board, although he can also control the information flow to hide negative 

information. The role of Zuckerberg as chairman will be analyzed further in the board discussion. 

5.1.2 Minority shareholders in Facebook and their ability to influence governance 

Although Zuckerberg is a motivated manager and holds a significant equity stake in the company, the fact 

that he holds disproportionally larger voting rights in the firm and has a strong intrinsic motivation to 

remain in control of the company going forward suggests that there might be a mismatch in interests 

between him and all minority shareholders. In this section, the negative effects of Zuckerberg’s presence 

will be considered followed by the positive ones.  
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As accounted for in the literature review, agency type 2 problems arise when there is a mismatch between 

a blockholder and minority shareholders, and this may be magnified when there is an unequal distribution 

of voting and cash flow rights (Laeven & Levine, 2008). Further, an overly large ownership concentration 

may be damaging to firm value (McConnell & Servaes, 1990; Morck et al., 1988). The conflict between 

these two groups are very clear in the public picture when considering Facebook. Minority shareholders 

are afraid of possible long-term value destroying consequences of Zuckerberg’s stronghold in the 

company and has at annual meetings proposed several initiatives to diminish this including having only 

one share class to even out voting and cash flow rights (voted on at every annual shareholder meeting 

since 2015), to have Zuckerberg’s CEO duality removed, and to provide minority shareholders with a say 

on the board composition. All votes have been turned down by Zuckerberg’s veto (Stewart, 2019). 

Clearly, minority shareholders are not able to affect corporate governance through annual shareholder 

meetings, which is in line with findings from Strätling (2003). Not even larger investment funds such as 

BlackRock and Vanguard, who hold joint voting rights of 5% through 12% ownership of Class A shares, can 

create impact at these meetings, as they, despite substantial holdings, effectively have nothing to say, 

although these groups are traditionally more successful in creating impact (Gillan & Starks, 2007). 

Minority shareholders can instead try to vote with their feet by selling Facebook shares, which will be 

directly harmful to Zuckerberg’s wealth. This, however, might be rather hard as there is a collective action 

problem with mostly smaller or passive investors and for this to be truly efficient, large sellouts of the 

shares are required to be undertaken by preferably an informed seller to send a credible signal to the 

market (Edmans, 2014). In addition, it may still be ineffective given that Zuckerberg, as noted in the 

previous section 5.1.1, seems to be largely intrinsically motivated. Lastly, besides the lack of shareholder 

activism possibilities, minority shareholders can neither hope for a threat of a takeover to discipline the 

board and management as this can be easily rejected by Zuckerberg. 

Although minority shareholders are therefore effectively without power, they are gaining from 

Zuckerberg on other parameters. They can freeride on him to take actions as he is in a position where 

investing resources into the company is attractive, and, all else equal, he has motivation to see the 

company perform financially well, given the large part of his wealth tied to Facebook stock (Thomsen & 

Conyon, 2012). In a concluding remark, it should be noted that all minority shareholders invested in the 

company being well aware of Zuckerberg’s stronghold. 
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5.1.3 An analysis of the board composition 

Having understood partly Mark Zuckerberg’s role in the company as well as the controversies between 

Zuckerberg and the minority stakeholders, it is more easy to evaluate the board’s composition, value, 

relationship to Zuckerberg and actions it takes to protect minority shareholders. As outlined earlier, the 

board’s main responsibility is a fiduciary one to shareholders; to protect and act in favor of shareholders. 

In a broader sense, the board’s role can be broken down into a monitoring function, an advising role and 

a networking role (Burkart & Miglietta, 2017; Pfeffer, 1972; Westphal, 1999). Each of these will be 

evaluated throughout this section, as specific board composition characteristics will be examined. 

Facebook’s board is consistent with general US practices when it comes to the number of members and 

the distribution between insiders and outside directors (Thomsen & Conyon, 2012). Breaking down the  

outside directors into dependent and independent directors following the guidelines of Thomsen & 

Conyon (2012), and taking into account that equity stakes held by directors in the US should not by default 

imply dependency, a thorough evaluation of the board members can be conducted. As outlined above, if 

a director holds few financial and nonfinancial ties to the company, the person’s ability to monitor is high 

as the director has less reason to act in accordance to management wishes in order to protect their board 

seat. At the same time, a higher financial dependency may also imply the opposite; namely that the 

incentive to monitor the company is in fact high because the personal finances are more tied to the 

company performance. In terms of monitoring, one can therefore argue for high monitoring both as a 

consequence of independency and dependency. When considering the advising capabilities of the board, 

an overly large share of independent directors may reduce the advising capabilities of the board (Adams 

et al., 2010). In Facebook, all of the outside directors are required to hold stock in Facebook and are each 

year given the option of investing USD 300,000 in RSUs. Directors total wage per year is therefore around 

USD 350,000-450,000 in addition to stock they  already own (Facebook, 2018).  

The remuneration package to the directors can therefore be argued to have two effects on monitoring: 

Equity remuneration results in an alignment in the interests of shareholders and directors and therefore 

a reduction in the potential principal agent problems, leading directors to increase their monitoring 

efforts. At the same time however, the financial dependency and the wish to continue to receive RSUs in 

the future will decrease the directors’ willingness to monitor, as going against Zuckerberg could 

potentially result in them losing their board position. This negative effect on monitoring may be of 

secondary nature, given the wealth of the board members. Considering effects on advising, directors are 
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incentivized to take on an advising role in an effort to help boost the financial performance of the company 

given their own economic dependency on such results. 

One thing is financial independence, and another is what Thomsen and Conyon (2012) terms substantial 

independence; the ability to stand up against Zuckerberg, which is essential to value creation as 

demonstrated by Nguyen and Nielsen (2010). From section 4.5 it is clear that three of the eight outside 

directors are having close relationship ties to Zuckerberg, including one which is a close friend. This is 

clearly detrimental to the monitoring role of the board. In one instance, Marc L. Andreessen was accused 

of providing Zuckerberg with privileged information when he was in a meeting focused on solving 

problems raised by minority shareholders, even though Andreessen was to represent these minority 

shareholders (Heath, 2016). The positive aspect of this lack of independence is yet again an increased 

advising role of the board. In particular, as emphasized by Westphal (1999), collaborative boards, which 

are in fact dependent upon social ties, foster stronger information sharing allowing the board to better 

advise management. This increased information sharing may however not facilitate a monitoring function 

(Westphal & Zajac, 2013). 

Having concluded that Facebook’s board is not substantially independent, it is interesting to consider the 

board from a resource-based perspective to explore the networking function of the board. Following 

Hillman, Cannella and Paetzold (2000), board members may contribute with a range of networking 

functions. Examining Facebook’s board, several board members may attribute with business acumen and 

networks, including Alford, Andreessen, Houston, Thiel, Zients, Killefer and Travis. Kimmitt, Killefer and 

Zients may further be able to provide resources and networks within support functions such as legal, as 

well as a range of public entities including the US Treasury, the IRS Oversight Board, and members from 

the Obama Administration. From this viewpoint, Facebook is therefore well covered in terms of board 

members, although it should be noted that none of Facebook’s board members are representing the 

company’s stakeholder group. This is potentially negative, as board members representing key 

stakeholders are likely to increase the focus on these stakeholders, which is important to shareholder 

value creation following the enlightened shareholder value theory examined in section 2.1. It can be 

argued that substantially independent directors are more likely to be representing the stakeholder group 

as they, due to their independence, have less ties to the company and therefore less (direct) reason to 

favor the company over to the broader stakeholder group. Hillman, Cannella and Paetzold (2000) 
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underpin this by pointing out that during times where legitimacy needs to be restored towards the public, 

it is essential to have directors able to influence key non-business communities. 

The consequence of a limited number of truly independent directors is a lower public confidence in the 

board. This impression is magnified when one is considering all the changes to the board in recent years. 

Of Facebook’s eight outside directors, only two have been on the board more than two years, and half of 

all the outside directors have been appointed this very year. The situation worsens when the board 

members having quitted recently are taken under examination. Reed Hastings (CEO and founder of 

Netflix) , Kenneth Chenault (former CEO and chairman of American Express), Erskine Bowles (professor 

emeritus of University of North Carolina and former White House Chief of Staff ), and Susan Desmond-

Hellmann (former lead independent director of Facebook and CEO of the Bill & Melinda Gates Foundation) 

have all quit their board positions recently. Kenneth Chenault, who joined the board in 2018 and left in 

2020, was originally welcomed as an unbiased director with important knowledge on how to build a 

trusted brand. He reportedly left in 2020 due to disagreements on the corporate governance practices, in 

particular in relation to the fact-checking of political ads leading up to the next presidential election 

(Celine, 2020). Long-standing directors Hastings, Bowles and Desmond-Hellmann’s departures are all 

negative as they were substantially independent from Zuckerberg and the new board members are not 

signaling increased trust in the company, given their lack of independence relative to the ones they have 

replaced (Johnson, 2018). The board departures are important to consider, given that a board member in 

Facebook is not able to exercise actual power over the CEO and chairman. Instead, what they can do is to 

protect their reputation by quitting the board in case they cannot agree on the company’s actions, which, 

at least partly, seems to have been the case in Facebook. 

The lack of independence is therefore a clear problem for the board. This is further magnified by 

Zuckerberg’s CEO duality and power position on the unitary board, through which he seems to have firstly 

influenced the board composition, which is apparent given his relationship ties to the board members, 

and secondly has ingratiated board members to become more similar to himself following the socially 

situated agency they operate within, which is for instance apparent when considering Marc L. Andreessen 

providing Zuckerberg with privileged information (Heath, 2016). If board members feel obligated to 

Zuckerberg or are creating close social ties, group-think and reduced monitoring are potential 

consequences (Westphal & Zajac, 2013). Facebook is defending its CEO duality with the lead independent 

director taking over some responsibility as an independent overwatch, and argues that splitting the CEO 
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and chairman roles will hurt the board and management functions and relations (U. S. Securities and 

Exchange Commission, 2019). Arguably, the groupthink in Facebook is diminished by a rather diverse 

board with 40% being women and, until 2020, one board member being colored. In terms of gender 

diversity, Facebook is thus significantly more diverse than the average US board (Egon Zehnder, 2018). 

Overall, the board composition seems largely set by Zuckerberg given his wide control of Facebook, the 

close relationship ties he holds with many of the board members and the apparent minority shareholder 

dissatisfaction with the composition. This dissatisfaction is evidenced by the number of proposals to 

annual meetings calling for changes in the governance structure including a split between CEO and 

chairman, changes in stockholder voting and the creation of a more in-depth governance report (U. S. 

Securities and Exchange Commission, 2019). Zuckerberg has rejected all of these (Stewart, 2019). 

5.1.4 An analysis of executive pay in Facebook 

The obvious starting point for analyzing executive pay in Facebook is from a managerial power view, as 

explained in section 2.7, given Zuckerberg’s stronghold of the company (Bebchuk & Fried, 2006). This 

states how a strong manager opposite a weak board can increase compensation above what is optimal to 

align incentives. However, as described in section 4.6, Zuckerberg is the only manager involved in the pay 

setting, and he has chosen a pay of USD 1 (excluding the security and travel compensation he has 

received). Therefore, the managerial power view seems less relevant than what may initially be expected. 

Instead, the executive pay should be considered from that of an optimal contracting view. 

Although Zuckerberg is not receiving direct compensation for his work nor the access to RSUs, he has 

strong monetary incentives to optimize shareholder value through his large stock holdings in Facebook, 

and he is intrinsically motivated to work at Facebook. For the full discussion of the extrinsic and intrinsic 

motivation of Zuckerberg, refer to section 5.1.1. When considering the remaining management, it is first 

and foremost clear that total cash compensation amounts to approximately USD 1.5 million per executive, 

so that more than 80% of the pay is equity compensation from time vested RSUs. This is following general 

US practices and is, as mentioned in section 4.6, also in line with the chosen peer group (Thomsen & 

Conyon, 2012). The time vesting of Facebook RSUs is also in alignment with US practices. Following 

Cronqvist and Fahlenbrach (2013), Facebook arguably has too little performance vesting elements in their 

RSUs. Overall, it is however evident that the high levels of stock-related compensation is aligning the 

interests of the management with shareholders. Facebook’s compensation places the level amongst the 
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top 20% of the peer group, so there is an argument of high pay, although this, according to Facebook, is 

to attract top talent. Retaining talent has been possible, evidenced by Sandberg being COO since 2008 

and Schroepfer and Wehner being employed by Facebook since 2008 and 2012, respectively. 

5.2 Facebook in the lens of enlightened shareholder value 

Although Facebook’s management and board is aligned with shareholders when it comes to equity, 

minority shareholders are, as evident throughout much of section 5.1, dissatisfied with parts of 

Facebook’s corporate governance mechanisms, including the board composition and part of Zuckerberg’s 

role in the company. This section will turn attention towards Facebook’s approach to shareholder value 

creation including an assessment of the sustainability of this going forward. As discussed extensively in 

section 2.1, different perspectives towards creating shareholder value are present in corporate 

governance literature ranging from the traditional shareholder primacy focus towards enlightened 

shareholder value creation. Whereas the former is focused on pure, and occasionally short-term, 

shareholder gains, the latter is considering that stakeholder management is a key element in creating 

sustainable shareholder value. As is also evident from section 2.1, findings on the importance of 

incorporating stakeholder needs in the business model show a positive impact of stakeholder 

management on shareholder value creation. From this perspective, shareholders in Facebook should 

therefore reward actions undertaken by Facebook that are positive towards the stakeholders and vice 

versa. However, it may well be that shareholders are only paying attention towards short-term profit 

impacts, and therefore do not perceive said actions much attention, or at least not trade on them in a 

positive way. 

In this section, the managing of stakeholder needs will be analyzed, given the, all else equal, importance 

of enlightened shareholder value creation. This seems particularly important when considering the 

business of Facebook, which, as demonstrated in a large part of section 4, is heavily reliant on its 

stakeholders, including most notably users, advertisers and the broader society. 

As a starting point to understanding the managing of stakeholder needs, the ESG score will be considered, 

which partly will reflect some of the company’s sustainable business on ESG parameters, which are 

elaborated on in section 2.1. Facebook’s overall ESG score is 33, with sub scores within environment, 

social and governance being respectively 1.5, 18.7 and 12.4. The overall score of 33 is on a score range 



54 
 

from 0 to 100, where 100 is the best risk management on the parameters (Yahoo Finance, 2020). This is 

thus an initial indicator of poor business sustainability from Facebook. 

An obvious potential benefit of one large owner in Facebook is that there is less market pressure for short-

term gains so that focus can instead be on maximizing the long-term shareholder value. To properly 

understand if Facebook is focused on long-term shareholder value creation through stakeholder 

management, Facebook’s actions concerning key stakeholder matters, as identified in section 4.7, will be 

examined. 

The values important for the users include high relevance and validity of content, data privacy and general 

wellbeing from using the platform, as determined in section 4.7.1. Considering first relevance and validity 

of content, Facebook has incorporated into its algorithm that user-ranked trustworthy content will be 

prioritized on the platform, and that content by friends and family will be shown before content from 

companies (Bond, 2018; Chaykowski, 2018). However, despite these and other initiatives aiming at 

ensuring valid content, of which many were initiated after the privacy scandals, fake news on Facebook 

have become such a big issue that the overall content validity is still being questioned by users. When 

examining the board’s response to this, it is clear that increased monitoring of fake news has been partly 

neglected, as seen by the rejection of shareholder proposals (Kuchler, 2017). The continued usage of 

Facebook however shows that users do find the relevance of the platform high. In terms of privacy, the 

Cambridge Analytica scandal, data leaks to Netflix and Spotify etc., are all showing a clear fault on 

Facebook in managing this stakeholder concern. This is reflected in the large decrease of Facebook usage 

by user groups due to data leakage as described in section 4.7.1. The choice of Facebook to sell data to 

companies such as Cambridge Analytica is arguably a strong misjudgment on Facebook’s behalf, which is 

evident from comparing Figure 6 on page 35 showing Facebook’s revenue breakdown with the negative 

consequences of Cambridge Analytica; the revenue earned from non-advertising activities are only a very 

small fraction of total revenues, so the risks associated with selling data does not seem to have been 

worth taking. Facebook is taking steps to increase the measures towards establishing stronger privacy 

terms, but the repeated scandals show that so far it has not been sufficient. The last value important to 

users was the general wellbeing arising from using the platform. The study referenced to in section 4.7.1 

by the Pew Research Center shows that the net value across US teens of using Facebook is positive, with 

older users gaining more welfare from the platform compared to younger users (Anderson & Jiang, 2018). 

For a deeper explanation of the results, see section 4.7.1 or Appendix 6. This study thus demonstrates 
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that, on average, wellbeing is gained from the platform, although some respondents see Facebook as 

decreasing their welfare. Facebook is in response taking action against one of the most infamous parts of 

Facebook when it comes to user welfare: the like button. On Instagram, Facebook has in some countries 

removed the total like count so that only a few likes by mutual friends are visible. The same may move 

into Facebook as a platform (Constine, 2019). This is meant to increase user welfare by decreasing 

comparisons to others’ accounts and lives. 

Turning focus towards advertisers, it was outlined in section 4.7.2, that the key concern for the 

stakeholder group is a high return on investment. As clarified for in the section, Facebook has undertaken 

changes to the platform with negative consequences to the advertisers, but overall, they have 

experienced high ROIs compared to alternative advertising channels. This is partly because Facebook’s 

attractiveness for advertisers depends on the users’ preferences for using the platform over competitors, 

which have so far been favorable towards Facebook. Facebook’s combat of fake news and increased ad 

transparency are furthermore good news to the advertisers, given that fake news are limiting the 

trustworthiness of other content posted on the media (Badkar, 2017). 

Considering lastly the broader society as a stakeholder as defined in section 4.7.3, societal responsibility 

and value creation were identified as key interests to be managed. Facebook performs poorly on societal 

responsibility as documented in section 4.7.3 describing the Cambridge Analytica scandal, the Russian 

weaponization and fake news. Facebook’s response to these events have varied. It has admitted to being 

slow in handling the Russian interference, has hired employees to fact-check news and is attempting to 

counter extremist posts, but Facebook is also arguing that it did not influence US voting, refuses to fact-

check political ads leading up to the next US election, and is arguing that the company is acting merely as 

a platform for news and not an actual news outlet, and that the company therefore does not hold 

responsibility for the validity of the news it distributes (Galloway, 2018; Hook, 2016; Kuchler, 2016a, 

2016b; Murgia, 2017b; Murphy, 2019c; Warrell et al., 2020). Facebook has further been questioned about 

its ability to act as a responsible corporate citizen when it recently announced its new digital coin Libra, 

even though Zuckerberg has admitted that Facebook lacks the reputation to promote a trustworthy use 

of it (Murphy, 2019b; Stacey & Murphy, 2019). In terms of value creation, Facebook has definitely created 

shareholder value as evident from the stock price increases, but from a societal point of view the duopoly 

with Google may have been a net loss (Galloway, 2018). This has resulted in conversations on breaking up 

big tech, to which Facebook has responded by rebranding its services, such that Instagram is now called 
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Instagram by Facebook and WhatsApp is called WhatsApp by Facebook (Warren, 2019). Interlinking the 

services by name and by usage is a way for Facebook to make it difficult to break up the platforms and is 

not in regulators interests according to critics (Johnson, 2019).  

5.2.1 Qualitative findings on Facebook’s shareholder value creation 

Overall, based on the above paragraphs, Facebook seems to be placing too little emphasis on managing 

its stakeholders, even though the platforms remain popular, and stakeholders are overall still receiving 

value from the company. 

User needs in terms of privacy and validity are not meet by the company, and consequently Facebook has 

seen decreased usage of the platform. On average, users do receive welfare from the platform and find it 

relevant, but a subgroup of users are starting to express dissatisfaction with the platform. The continued 

usage of Facebook by users may therefore happen despite poor privacy due to the beforementioned lock-

in effects of the business model and the lack of alternatives to the social media platforms. Facebook is 

trying to meet more of the user needs, but as evident in the previous section, the company is doing so to 

a dissatisfactory extent. When it comes to advertisers, there is, like users, an overall gain from using the 

platform. However, it may be that this gain could have been larger if Facebook and Google had not shared 

their online advertising duopoly described in section 4.3. For the broader society, Facebook does not meet 

important needs due to its spreading of fake news, which has impacted political and national affairs, and 

its actions undertaken to make it difficult to break up the company, potentially leading to a welfare loss 

from a microeconomic viewpoint.  

The conclusion on Facebook’s stakeholder management is therefore that, although it does add value to 

the stakeholder group on an overall level, the company could do more to satisfy all stakeholder needs. 

This is both reflected in the events elaborated on throughout the thesis up until this point as well as the 

low ESG score. From the viewpoint of enlightened shareholder value creation, Facebook’s management 

should therefore do more to meet the needs of the stakeholder group and create shareholder value and, 

as also argued previously, Facebook’s business model is reliant on stakeholder management to ensure 

long-term business growth. 

Based on Facebook’s overly low emphasis on stakeholders from the enlightened shareholder value point 

of view, this thesis will seek to investigate if investors are in fact reacting to events in which Facebook acts 
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in either a positive or negative way towards stakeholders by trading shares to cause a positive or negative 

change in share value. 

6 Event studies 

This section will carry out event studies to test if Facebook’s shareholders are trading on news of events 

in which Facebook undertakes actions that are affecting stakeholders in either a positive or negative way 

so that the share price is moving in the same direction as the actions’ effect on stakeholders. 

6.1 Description of events chosen for the event studies 

To perform the event studies, a total of 18 events have been identified which can all be attributed as 

consequences of Facebook’s corporate governance setup and stakeholder management approach, which 

are unexpected, and which occur with no confounding events. Below, each of the events will be described 

in short to allow for a deeper understanding of the data used. Included in the description will be what 

direction the event is expected to impact the stock price; either positively or negatively. There are 11 

events which are predicted to have a negative shareholder impact and 7 which are predicted to have a 

positive impact. Further information, including sources to the events, can be found in Appendix 1. 

Date Event explanation Expected impact on shareholder value 

16-02-

2020 

Zuckerberg is arguing for more regulation in 

terms of "elections, harmful content, privacy 

and data portability" and emphasizing 

transparency, openness, oversight and 

accountability as key measures, and in the 

process tells that Facebook is establishing an 

independent Oversight Board. He lastly asks 

government to set more clear rules. 

Positive. This is catering towards the 

welfare of the broader society and the 

users, who need more regulations to have 

their key concerns managed. 

03-02-

2020 

Facebook announces that Zuckerberg's close 

friend and Dropbox founder, CEO and chair 

Drew Houston is joining the board as an 

independent director after several departures. 

Negative. Houston is taken over for other 

directors who were truly independent, 

whereas Houston is in fact closely related 

to Zuckerberg. Zuckerberg is therefore less 
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monitored which is harmful to minority 

stakeholders and stakeholders. 

17-10-

2019 

Unlike other social media, Zuckerberg is 

stating that they do not want to censor 

politicians and argue that free speech is 

important. The statement came after 

politicians asked for advertisements 

containing fake news should be removed, with 

Zuckerberg declining this. 

Negative. The users wish to believe in the 

information, advertisers seek credibility of 

the content and the broader society wants 

the truth put forward in elections. 

18-06-

2019 

Facebook is launching a global digital coin to 

compete with regular currency in an effort to 

utilize blockchain technology in a mainstream 

fashion. 

Negative. Being responsible for a currency 

requires vast amounts of trust which 

Facebook does not possess, and the 

broader society is likely to be highly 

concerned as a stakeholder. 

13-04-

2019 

Facebook announces that Peggy Alford is 

nominated to the board. Her background is 

including being CFO at the Zuckerberg Chan 

Initiative. 

Negative. Ms. Alford's independence is 

lower than the board members she is 

replacing due to her close ties to 

Zuckerberg, which decreases monitoring at 

the expense of minority shareholders and 

stakeholders. 

19-12-

2018 

Facebook reveals that companies including 

Microsoft and Spotify had been given access 

to Facebook data. 

Negative. Users, in particular, are 

concerned with privacy, and data access to 

other companies is therefore a concern. 

28-09-

2018 

Facebook announces that a cyber-attack has 

affected up to 50 million users 

Negative. Users and the broader society 

care about data privacy and if data 

breaches are possible, concerns arise that 

Facebook is not doing enough to protect its 

users. 
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30-04-

2018 

WhatsApp founder leaves Facebook after 

reportedly disagreeing with other 

management's intention to weaken privacy. 

Negative. Seeing a founder leaving from 

privacy disagreements alarms key 

stakeholders that privacy is compromised 

in favor of other factors, which is against 

stakeholder wishes. 

19-03-

2018 

Announcement of the Cambridge Analytica 

scandal. 

Negative. Users, in particular, are 

concerned with privacy, and the broader 

society is concerned with validity and this is 

directly concerning the US election. 

18-01-

2018 

Announcement that Kenneth Chenault is 

joining the Facebook board. Chenault, working 

as CEO and chair of American Express, is a 

renowned governance character and was 

named integral to building brand trust. 

Positive. Chenault will significantly increase 

board validity, and this is good for minority 

shareholders and stakeholders. 

27-10-

2017 

Facebook increases ad transparency, including 

making political advertisers verify their 

identify and allowing users to see how much 

advertisers are paying for ads and who are 

being targeted. 

Positive. Users want content validity, 

advertisers seek to advertise on a 

trustworthy platform and the broader 

society seeks credibility and fairness. 

03-04-

2017 

Facebook is investing in fact-checking fake 

news. 

Positive. The combat of fake news is 

essential to users for believing in the 

content, advertisers to ensure credibility 

and the broader society to ensure validity. 

09-12-

2016 

Director Marc L. Andreessen is accused of 

helping Zuckerberg retain control of Facebook 

after investors try to change share classes. 

Negative. A board member neglecting his 

responsibility to all shareholders is 

detrimental to the trust in the board. 

11-11-

2016 

Zuckerberg denies that Facebook has 

influenced the US elections. 

Negative. Many studies and arguments (in 

particular in retrospect) have been put 

forth demonstrating well that Facebook 
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was clearly impacting the election to the 

detriment of all stakeholders. 

13-05-

2016 

After accusations that Facebook was excluding 

stories of conservative nature and about 

particular people, Facebook announced that it 

is looking into this and invites opinions from 

all viewpoints. 

Positive. Users want relevant content and 

the broader society wants a fair 

representation of all viewpoints. 

19-01-

2016 

After Germany accused Facebook of not 

removing racist commentary, Facebook is 

expanding is speech monitoring unit. 

Positive. Users want fair representation of 

content, advertisers want a sober tone to 

increase content validity and the broader 

society seeks welfare and fair treatment. 

23-02-

2015 

Facebook is accused of placing an overly large 

burden on users by making it difficult to opt 

out of features and providing little 

information on data usage in adverts. 

Negative. Users and the broader society 

care about data privacy. 

07-03-

2013 

Facebook is appointing its second female 

director and increases diversity. 

Positive. By increasing board diversity, 

group think is reduced and it is likely that 

skills are added to the board benefitting 

minority shareholders and stakeholders. 

 

6.2 Results of the event studies 

In this section, the results of the event studies on actions by Facebook will be presented and analyzed, as 

well as statistically tested. Before reviewing results, it should be noted that the overall R Squared on the 

estimated normal returns is 0.48, implying a relatively strong correlation (the R Squared is a statistical 

measure showing how well the underlying data fits to the constructed linear regression model found 

through OLS, as explained more into depth in section 3.6). Separate analyses of the negative and positive 

events have been performed to understand the AAR and CAAR results in isolation, as performing a joint 

test would result in a counterbalance in effects. The negative results will be reviewed first followed 

afterwards by the positive results. As also explained in section 3.7, figures for both the AAR and CAAR 

results will be constructed, as they tell different stories; the former shows daily average abnormal returns 
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whereas the latter shows the cumulated average abnormal returns. Therefore, the AAR is better in 

demonstrating when the event announcement has impact on trading activity, whereas the CAAR tells the 

overall impact of the event announcement. When analyzing the AAR, most importance should be 

attributed to the levels closest to the event announcement given efficient markets. The analysis of both 

AAR and CAAR is in line with other studies, although it is sometimes only the CAAR which is depicted as a 

figure, as for instance seen in Campbell et al (1997) compared to both graphs depicted by Rani et al (2014). 

As a conclusion to the review of both the negative and positive events, the CAAR effects for several event 

windows will be analyzed. The reason for considering several CAAR windows is described in section 3.5. 

6.2.1 A review of the results for negative events 

As a starting point for reviewing results, the graph below depicts the evolution in AAR and a running CAAR 

on a seven-day interval, running from -3 to 3, for all negative events given a sample of 11 events. 

 

Figure 8: AAR and running CAAR in a seven-day period for negative events. Source: Own creation based on return numbers from 

Yahoo Finance and events found in the Financial Times 

Considering firstly the AAR, it is evident that on the day of the event announcement, there is a negative 

abnormal return of -1.25 percentage points, indicating that the event announcement is perceived 

negatively by the investors. On the day after the event announcement (t1), there is also a negative 

abnormal return of around -0.75 percentage points. It does appear that there are positive abnormal 

returns prior to the event announcement, which is contradictory to expectations of the negative events, 

and are most likely explained by a small sample and a risk of confounding events, as will be considered 

into depth in section 7. In order to more precisely examine the negative effects of the event 
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announcements, several CAAR windows will therefore be examined. However, before doing so, it should 

be noted that none of the AARs are significant when examined through one-tailed parametric and non-

parametric tests with a null hypothesis of no relation between negatively predicted event announcements 

and negative abnormal return levels. As is evident from Table 4 at the end of this section, the AARs on the 

event day and the day subsequent to the event day are closest to being significant, indicating the negative 

effects of the event announcement. The impact of the lack of significance will be explained into depth in 

section 6.2.3. 

Turning focus towards the CAAR windows of [-3;3], [-2;2] and [-1;1], it becomes clear that there is a strong 

negative abnormal return in the period most close to the event announcement; namely the [-1;1] period 

of three days. In this CAAR window, there is a close to -2 percentage points abnormal return, indicating 

rather strong negative effects of the event announcements. It is also evident that this negative impact is 

less strong when moving away from the event announcement date which is to be expected given the 

findings of Figure 8, showing positivex AARs on the days prior to the event announcement. Most 

importance should be attributed to the most narrow CAAR window of [-1;1], as this is showing the most 

isolated effects, and is likely the best representation of the effects given an efficient market and large 

trading volumes of Facebook stock, as described more into depth in section 3.5. Overall, the negative 

abnormal return demonstrates a negative impact of Facebook’s corporate governance actions predicted 

to have a negative effect on shareholder value. 
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Figure 9: CAAR window returns for negative events. Source: Own creation based on return numbers from Yahoo Finance and 

events found in the Financial Times 

When performing one-tailed parametric and non-parametric tests of the CAAR window observations 

testing with the null hypothesis of no relation between the event announcements predicted to have a 

negative impact and the negative abnormal returns, it is evident that none of the CAAR windows are 

significant, although the [-1;1] is closest to being so. Again, the reasons and consequences of this will be 

explored in section 6.2.3. 

In the table below, the observations and tests for the negative events are summarized: 

Sample size = 11 

   T-test  Rank test 

t AAR (pp)  Std Dev Test statistic P-value  Std Dev Test statistic P-value 

-3 0.693%  0.011 0.621 0.274  

36.661 

0.546 0.299 

-2 0.635%  0.033 0.192 0.426  0.250 0.404 

-1 0.462%  0.014 0.338 0.371  0.295 0.387 

0 -1.499%  0.017 0.896 0.196  0.913 0.191 

1 -0.849%  0.013 0.643 0.267  0.766 0.231 

2 0.248%  0.014 0.174 0.432  0.379 0.356 

3 -0.010%  0.015 0.007 0.497  0.007 0.497 

CAAR [-3;3] -0.321%  0.038 0.086 0.467  96.995 0.082 0.468 

CAAR [-2;2] -1.004%  0.038 0.262 0.399  81.976 0.337 0.371 

CAAR [-1;1] -1.886%  0.021 0.914 0.191  63.498 0.799 0.221 

Table 4: Overview of values and test statistics for AAR and CAAR window observations of negaative events 
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6.2.2 A review of the results for positive events 

Having performed the review of the results for negative events, this section will repeat the exercise for 

positive events, examining if the positive events are reflecting a positive impact on abnormal returns in 

the same manner as negative events appear to do on negative abnormal returns. The review for positive 

events will, similar to the one for negative events, be initiated by considering the AAR and CAAR 

observations in a seven-day window as shown below. 7 positive events have been considered. 

 

Figure 10: AAR and running CAAR in a seven-day period for positive events. Source: Own creation based on return numbers from 

Yahoo Finance and events found in the Financial Times 

The figure does well in demonstrating that there are positive abnormal returns associated to the chosen 

events, outlining that Facebook seems to be able to create a positive impact through its actions. This is 

evident on the event announcement day where there is a positive abnormal return of around 1 

percentage point. The day subsequent to the event announcement however, there is a negative abnormal 

return of -0.9 percentage points. Although there is a similar negative abnormal return three days prior to 

the event announcement, the one occurring the day after the announcement is of higher importance, 

given that it cannot as easily be attributed to the small sample and confounding events. Testing the 

individual AARs and the running CAARs with one-tailed parametric and non-parametric tests using a null 

hypothesis of no relation between event announcements predicted to have a positive impact and positive 

abnormal returns, it is clear that none are significant, but that the p-values are much smaller for the day 

of the event occurrence and the day subsequent to the event occurrence. This indicates that there are 
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mixed reactions to the event announcements predicted to have a positive impact on abnormal returns. 

To understand this better, the attention will be turned towards CAAR windows. 

Examining the CAAR windows of [-3;3], [-2;2] and [-1;1], the following observations can be made: Effects 

are first and foremost negative in all windows, showing that although the events were predicted to have 

a positive impact on the abnormal returns, they in fact appear to have a, however minor, negative impact 

instead. Secondly, the effects of the three-day and five-day windows are small, whereas the seven-day 

window’s negative effect is much larger. As already indicated, most importance should be given to the 

shorter event windows given the high trading volumes of Facebook stock and an efficient market as well 

as a smaller likelihood of inference from confounding events. 

 

Figure 11: CAAR window returns for positive events. Source: Own creation based on return numbers from Yahoo Finance and 

events found in the Financial Times 

Understanding that even the most narrow CAAR window is negative is an important observation, as it 

indicates that, whereas investors appear to, although without significance, decrease their valuation of 

Facebook when negative stakeholder-related events are undertaken, they do not appear to increase the 

valuation when positive stakeholder-related actions are undertaken. Testing the CAAR windows using 

one-tailed parametric and non-parametric tests with a null hypothesis of no relation between the events 

determined to positively impact stakeholders and positive abnormal returns shows that no CAAR windows 
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are significant, nor near close to being significant. The reasons for this will, as stated earlier, be examined 

more into depth in the following section. 

In the table below, the observations and tests for the positive events are summarized: 

Sample size = 7 

   T-test  Rank test 

t AAR  Std Dev Test statistic P-value  Std Dev Test statistic P-value 

-3 -0.941%  0.021 0.455 0.333  

36.661 

0.288 0.391 

-2 -0.087%  0.011 0.082 0.469  0.012 0.496 

-1 -0.164%  0.009 0.184 0.430  0.008 0.497 

0 1.045%  0.013 0.809 0.225  0.900 0.201 

1 -0.926%  0.013 0.697 0.256  0.549 0.301 

2 0.116%  0.005 0.228 0.414  0.210 0.420 

3 0.190%  0.009 0.204 0.423  0.339 0.373 

CAAR [-3;3] -0.766%  0.038 0.204 0.422  96.995 0.230 0.413 

CAAR [-2;2] -0.015%  0.038 0.004 0.498  81.976 0.249 0.406 

CAAR [-1;1] -0.045%  0.012 0.039 0.485  63.498 0.207 0.421 

Table 5: Overview of values and test statistics for AAR and CAAR window observations of positive events 

6.2.3 The directional relevance of the event studies 

From the above sections on the impacts of the negative and positive event announcements, it is clear that 

no findings are significant. This broadly means that none of the parametrically and non-parametrically 

tested null hypotheses of no relations between respectively negative and positive actions and negative 

and positive abnormal returns can be rejected and that no conclusive comments can be made given the 

analysis. However, the event studies do provide directional guidance. The negative event study showed 

that there are negative abnormal returns associated with the event announcements, and that the CAAR 

three-day window was almost -2 percentage points. This therefore indicates that there are detrimental 

value impacts to shareholders when Facebook undertakes actions such as the ones identified in section 

6.1. From the positive event study, based on the narrowest CAAR windows, it is evident that there are at 

least no positive impact of the event announcements. This is going against what was predicted from the 

events, namely a positive impact on shareholder value from the actions identified. Although these results 

are not significant, they therefore offer some directional guidance which becomes especially interesting 

once considered in conjunction with the analysis carried out in section 5, where it was concluded from 

qualitative analysis based on theoretical material that Facebook is failing to manage its stakeholders which 

is having a detrimental impact on its shareholder value once considered from the perspective of 
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enlightened shareholder value theory. However, other perspectives on the findings may be taken instead 

to explain the outcomes. All of these will be examined in the following section. 

7 Discussion of the results obtained in the event studies 

This section will consider explanations for the results found in the event studies by investigating why 

investors do not seem to react in a stronger manner to the stakeholder management actions undertaken 

by Facebook as mentioned in the identified events. Overall, the potential reasons for this will be examined 

under three headings; 1) is stakeholder accountability actually valued by shareholders, 2) are investors 

biased in their trading due to a large amount of trust in Zuckerberg, and 3) may the results simply be due 

to the methods undertaken. 

7.1 Enlightened shareholder value theory versus traditional shareholder primacy 

The first potential reason for the lack of stronger and significant findings in the event studies is found in 

the divide between enlightened shareholder value theory and the more traditional shareholder value 

theory marked by shareholder primacy. Section 2.1 of this thesis explains the evolution from a traditional 

shareholder primacy focus towards one integrating the welfare of stakeholders, with researchers arguing 

that it is essential to incorporate stakeholder welfare when seeking to optimize the long-term wealth of 

shareholders. It also lays out how this is contradicting to what the traditionalists within shareholder value 

theory are favoring; namely undertaking actions that are maximizing the shareholder wealth short-term 

with little regard for the long-term consequences of such efforts. As shown in the section, there is today 

an increasingly broad consensus amongst corporate governance researchers that the enlightened 

shareholder value theory is beneficial to shareholders, but it is also clear that the enlightened shareholder 

value perspective is less widely accepted in the US once compared to both the UK and Western Europe. 

It is thus in this division that a potential reason for the relatively weak findings can be identified. The US 

investors may simply attribute less importance to stakeholder-oriented actions than predicted by 

enlightened shareholder value theory, resulting in the event study findings on abnormal returns being 

weaker than predicted by the theory. From the viewpoint of traditional shareholder value theory with 

investors caring only little about stakeholder management, the results found from the event 

announcements predicted to have a positive impact on abnormal returns can also be explained. These 

events, as analyzed in section 6.2.2, were not providing positive abnormal returns but instead returns 

ranging from no effect to negative effects when considering broader CAAR windows. The reason may 
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simply be that investors view spending cash on actions maximizing stakeholder welfare to be a waste of 

resources which could have been better deployed into expanding the business or paid out to investors as 

dividends. Given this disregard for stakeholder management, it makes sense to find negative effects from 

both the positively and negatively predicted event announcements. 

It may also be that the divide between investors focused on stakeholder management and those which 

are not is less strong. Instead, the reasons for the nonsignificant and relatively weak results may be 

investors holding different perceptions on the various stakeholders’ importance. In particular, some 

investors may regard that one group of stakeholders should be managed whereas others should not 

receive the same degree of attention. For instance, it may be that the broader society is considered an 

important stakeholder due to the threat of breaking up big-tech, whereas the users and advertisers are 

considered less important, as they effectively have nowhere else to go due to the network and lock-in 

effects of Facebook and the advertising duopoly. Given that this is true, it may be that creating other event 

studies focusing on actions related to only subsets of the stakeholder group can identify stronger 

causalities than found in this thesis, and that event studies such as the ones undertaken here are too 

broad in terms of defining actions and stakeholders causing the lack of significant findings. 

In the same manner that shareholders may attribute different importance to various stakeholders, 

Schwarzmüller et al. (2017) have shown that shareholders’ beliefs on assumed costs and perceived 

sustainability of actions undertaken are also critical to the shareholders’ stock trading. In particular, if an 

action undertaken is cheap and seems financially sustainable to carry out, shareholders are more willing 

to set aside immediate financial gains for future long-term gains, whereas the opposite is true if 

stakeholder actions are costly or are not sustainable. With these findings in mind, it may be that some of 

the actions undertaken by Facebook are unfavorable in nature by either being costly or unsustainable. In 

case of events expected to positively affect abnormal returns, this could lead investors to still not purchase 

shares, or even sell shares, causing the findings in the abnormal returns in this paper. 

7.2 Investors’ bias from trusting Zuckerberg 

A second overall explanation to the findings from section 6.2 is that investors are biased in their 

investment decisions and therefore do not react strongly to the event announcements. In particular, this 

section will consider if investors are biased in their stock trading by placing large amounts of trust in 

Zuckerberg, although it should be noted that section 5.1.2 has shown minority shareholders’ 
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dissatisfaction with Zuckerberg’s role in the company. To understand this scenario, this section will start 

by briefly summarizing the reasons causing this bias and thereafter examine the consequences of this. 

Taking a resource dependency view as done previously in section 5.1.1, Zuckerberg’s ability to manage 

Facebook is high and there are arguably no one who understands the company better than himself. The 

stock’s performance since the IPO and the growth in users are both testaments to this. If investors view 

Zuckerberg’s actions in the light of stewardship theory, believing that he is intrinsically motivated to do a 

good job, and, given the resource dependency theory, is also the right man to do so, they may care only 

little about event announcements and instead look to Zuckerberg for investing guidance. Given that 

Zuckerberg has not traded shares based on the event announcements and that he has a large part of his 

wealth directly tied to the stock performance, investors may conclude that they should not trade shares 

either. This is supported by the viewpoint of minority investors freeriding on a large owner, believing that 

the large owner has both the incentive and resources to monitor the company. This was elaborated in 

section 5.1.2.  

From the perspective of behavioral economics, the high amount of trust in Zuckerberg may however be 

irrational and a result of investor overconfidence. Because the stock has performed well in the past, they 

may be overconfident in their ability to pick stocks and in their decision to place trust in Zuckerberg. This 

overconfidence causes them to continue to own the stocks expecting both the stock and Zuckerberg to 

perform well going forward (Pallier et al., 2002). Thereby, the investors do not correctly assess the new 

market information. In addition to this, the investors may be biased by the herd behavior, in which they 

choose to do what others are doing rather than making independent, rational choices (Lee et al., 2004). 

Since they can observe that other investors, including Zuckerberg who has the majority of information, 

are not reacting strongly to the event announcements, they choose not to do so themselves either. 

Therefore, investor irrationality and biases may cause a less strong reaction to the event announcements 

than predicted from enlightened shareholder value theory. 

7.3 Insufficiency of methods undertaken 

The last potential reason for the findings in section 6.2 is that the methods undertaken to identify the 

results predicted from the viewpoint of enlightened shareholder value theory were simply not sufficient 

to showcase the event announcement effects. This section will examine the potential underlying reasons 
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for this, with reasons including the correlation of returns, confounding events, sample size, and the nature 

of the event studies. 

One explanation for the lack of more strong findings relates to the construction of the normal return 

model, which was based on an OLS regression using Facebook and Nasdaq 100 stock returns. Across event 

studies, the R Squared was 0.48, meaning that 48% of the Facebook returns are explained by the Nasdaq 

100 returns, implying a fair chance of predicting normal returns. However, the abnormal returns 

computed from this may still deviate from the actual abnormal returns, which are by nature impossible 

to compute. Therefore, had it been possible to increase the R Squared, more precise findings could 

potentially have been identified. 

The presence of confounding events may be another factor influencing results. Although explicit focus has 

been on choosing events occurring at times of no other major events, such as announcements of quarterly 

earnings, it may still be that confounding events interfere with the findings causing abnormal return 

deviations from what was predicted. This is for instance suspected when examining the events expected 

to negatively impact abnormal returns, where the days prior to the event announcements, as seen in 

Figure 8, are all indicating positive abnormal returns, going against the intuition of enlightened 

shareholder value theory. It is next to impossible to exclude all confounding events, but one way of doing 

so could have been to identify these through intraday share price movements. In this thesis, more focus 

was awarded to the AARs close to the event date and narrow CAAR windows were considered more 

relevant as they are less likely to be impacted by confounding events, in particular given the high trading 

volumes of Facebook shares causing efficient pricing. In close relation to this is the presence of partial 

anticipation of the event announcements and leakage of information, both of which will diminish the 

abnormal returns around the event announcements. 

Turning focus towards the lack of significance, one reason, besides the ones examined above, can 

potentially be the low number of events. In total, 18 events, divided between 11 negative and 7 positive 

ones, were identified. The reason for the low number of events was to ensure the minimum amount of 

noise from confounding events or events not directly relevant to what is tested, but the downside is the 

negative impact on the significance testing. In particular, a small sample size decreases power and 

increases the risk of type 2 errors, so that one reason that the conducted event studies finds no significant 

abnormal returns may be due to the sample size. testing. A type 2 error is an error where the null 

hypothesis is falsely accepted (Khotari & Warner, 2006). 
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The last potential reason for the findings is that the undertaken event studies are focusing on a short 

horizon so that only immediate changes to the stock price from the event announcements are considered. 

This is not a problem when assuming markets to be efficient or semi-efficient, as laid out by Fama (1970). 

He defines the market as efficient when it is reflecting all available information, and nuances this through 

several states, in which the semi-efficient market refers to one where all publicly available information is 

incorporated in the price. In this definition is however also other important characteristics, including that 

all investors must have a collective understanding of the information’s implications on the underlying 

company value (as well as no transaction costs and the availability of information free at of costs). From 

this, it is clear that in a market where investors have dissimilar views on new information, the market price 

may not fully reflect the intrinsic value of the stock at hand. From section 7.1, it was made clear that there 

may exist different views on the implications of the events analyzed, and so it may be that markets are 

not fully efficient causing share prices to not properly the intrinsic value of a stock (in relation to this it 

should be noted that Fama (1970) on an overall level has shown that markets are in fact semi-strongly 

efficient). In markets that are not semi-efficient, the intrinsic value will instead manifest itself long-term, 

as is also argued to potentially be the case by enlightened shareholder value theory as explained in section 

2.1. Consequently, short horizon event studies may not capture some long-term value changes to the 

event announcements, in particular considering that stakeholder reactions happen gradually. From a 

methodological point of view, long horizon event studies are however far less precise and may therefore 

fail in identifying actual effects (Khotari & Warner, 2006). 

8 Conclusion 

The purpose of this thesis has been to increase the understanding of how investors value poor stakeholder 

management practices. Facebook was chosen as a case company and was analyzed both qualitatively and 

quantitatively to increase this understanding. The foundation for the analyses and discussions has been 

the divide between traditional shareholder value theory, largely focusing on shareholder primacy with 

some disregard of stakeholders, and the enlightened shareholder value theory, which is of newer nature 

and views the management of stakeholders as a key factor in creating and sustaining shareholder value. 

A qualitative analysis of Facebook’s corporate governance mechanisms has shown that Mark Zuckerberg’s 

threefold role in the company as CEO, chairman and controlling owner is problematic to both the 

organization, stakeholders and minority shareholders from the view of agency theory. The reasons for this 
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include an unequal distribution of voting and cash flow rights allowing Zuckerberg to control the company 

with only 13% of total cash flow rights as well as his intrinsic motivation to run Facebook despite of 

minority shareholders’ requests for him to leave either the CEO or chairman post. These negative 

consequences are outweighing the benefits of the incentive alignment found in Zuckerberg’s equity stake. 

The agency type 2 problems between Zuckerberg and minority shareholders cannot be solved due to 

Facebook’s share class structure despite minority shareholders’ motivation to do so. Facebook’s board 

has flaws in its composition which can partly be attributed to Zuckerberg’s stronghold of the company. 

Although the board from resource- and network-based perspectives is well-constructed, its monitoring 

ability is low due to a lack of substantial independence amongst close to half of the outside directors 

stemming from ingratiation and close relationship-ties to Zuckerberg. The board has been weakened in 

recent years with departures of key board members and is poorly representing its stakeholder needs.  

A qualitative analysis of Facebook’s stakeholder management has focused on the company’s key 

stakeholders, namely users, advertisers and the broader society. It shows that the stakeholders receive 

value from the company overall, although Facebook could do more to meet the users’ needs of privacy 

and content validity, the advertisers’ need for a high ROI, and the broader society’s needs of social 

responsibility and societal value creation. Meeting these needs is essential for sustaining Facebook’s 

business model, which is largely reliant on its large userbase. 

Having concluded that Facebook’s corporate governance is problematic to stakeholders and that 

Facebook is in fact not meeting all stakeholder needs, two event studies have been carried out to see how 

investors value the stakeholder management practices. The event studies used a market model to predict 

normal returns from a 120-day estimation window with event windows of three, five and seven days. The 

first event study focused on event occurrences predicted to have a negative impact on stakeholders and 

thereby shareholders given the theory of enlightened shareholder value. It found negative abnormal 

returns although these were insignificant. The negative abnormal returns were most evident in a three-

day CAAR window with the AARs from the day of the event announcement and the day after being closest 

to significant. Interestingly, the second event study which focused on events predicted to have a positive 

impact on stakeholders and shareholders did not find such effects when considering CAAR windows. In a 

three-day CAAR window it further only saw positive abnormal returns on the day of the event 

announcement with a total three-day CAAR window of no positive impact. Again, no findings were 

significant. Although all findings have been insignificant, there are relevant directional implications; there 
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may be negative abnormal returns from events predicted to be negative, but it does not seem that there 

are positive abnormal returns associated with events predicted to have a positive effect. 

The findings from the event studies are showing effects partly unanticipated from the view of enlightened 

shareholder value. This thesis offers three broad explanations for this. Firstly, it may be that the divide is 

caused by a disregard for stakeholder management such as the one found in traditional shareholder value 

theory or that investors at least disregard the importance of some of the stakeholder groups explaining 

well why there are negative implications associated with all events. Secondly, it may be that investors are 

biased from the presence of Mark Zuckerberg and chooses to trust him given his tracking record in the 

company. An overconfidence in their own historical ability to choose Facebook as an investment and a 

bias from following the herd may add to this. Thirdly, the findings may be attributed to the methods used 

in this thesis. These includes the risk of having estimated wrong normal returns, the presence of 

confounding events or partial event anticipation, type 2 errors arising from a low sample group, as well as 

the risk of a market which is not efficient in incorporating information into stock prices such that event 

effects on valuations are not reflected in short-term stock price fluctuations. 

From a qualitative perspective this thesis therefore concludes that investors seem to be dissatisfied with 

Facebook’s corporate governance which is affecting its stakeholder management practices although it 

cannot find significant evidence of this from a quantitative standpoint. This may be due to either a lack of 

importance of stakeholder management practices, investor bias or methods applied. 

8.1 Future research 

This thesis calls for further research of the research question examining how investors value poor 

stakeholder management practices. Firstly, further studies using Facebook as a focal company should be 

undertaken to examine the quantitative effects focusing either on increasing the sample group to reduce 

the risks of confounding events, event anticipation and type 2 errors or on analyzing events affecting the 

various stakeholder groups in isolation to understand if investors value some groups more than others. 

Secondly, the same research as conducted in this thesis should be replicated on other case companies or 

across several companies to rule out special biases related to Facebook as a company and to understand 

the effects in other companies and industries.   
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10 Appendix  

10.1 Appendix 1: Overview of events used in event studies 
Event date Headline Author 

16-02-2020 Mark Zuckerberg: Big Tech needs more regulation (Zuckerberg, 
2020) 

03-02-2020 Facebook names Dropbox chief Drew Houston to board (Murphy, 2020) 

17-10-2019 Mark Zuckerberg says Facebook will not censor politicians (Murphy, 2019c) 

18-06-2019 Facebook unveils global digital coin called Libra (Murphy, 
2019b) 

13-04-2019 Facebook doubles spending on Mark Zuckerberg’s security (Murphy, 
2019a) 

19-12-2018 Facebook races to fix flaws in data feeds used by partners (Waters, 2018) 

28-09-2018 Facebook reveals cyber attack affecting up to 50m users (Kuchler, 2018c) 

30-04-2018 WhatsApp founder Jan Koum leaves Facebook (Kuchler, 2018b) 

19-03-2018 Facebook shares sink 5% following data misuse claim (Wells, 2018) 

18-01-2018 Facebook adds Amex CEO Chenault to board (Kuchler, 2018a) 

27-10-2017 Facebook announces efforts to boost ad transparency (Badkar, 2017) 

03-04-2017 Facebook launches $14m collaborative news literacy project (Murgia, 2017a) 

09-12-2016 Investor lawsuit accuses Facebook director of disloyalty (Kuchler, 2016c) 

11-11-2016 Zuckerberg denies fake news on Facebook influenced US vote (Kuchler, 2016b) 

13-05-2016 Facebook launches conservative censorship probe (Kuchler, 2016a) 

19-01-2016 Facebook attempts to counter extremist posts (Hook, 2016) 

23-02-2015 Facebook’s new privacy policy violates European law, report finds (Robinson et al., 
2015) 

07-03-2013 Facebook appoints second female director (Bradshaw, 
2013) 
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10.2 Appendix 2: Announcements of quarterly earnings 
Year Quarter Date 

2019 

Q4 29-01-2020 

Q3 10-30-2019 

Q2 24-07-2019 

Q1 24-04-2019 

2018 

Q4 30-01-2019 

Q3 30-10-2018 

Q2 25-07-2018 

Q1 25-04-2018 

2017 

Q4 31-01-2018 

Q3 01-11-2017 

Q2 26-07-2017 

Q1 03-05-2017 

2016 

Q4 01-02-2017 

Q3 02-11-2016 

Q2 27-07-2016 

Q1 28-04-2016 

2015 

Q4 28-01-2016 

Q3 05-11-2015 

Q2 31-07-2015 

Q1 23-04-2015 

2014 

Q4 29-01-2015 

Q3 30-10-2014 

Q2 24-07-2014 

Q1 25-04-2014 

2013 

Q4 31-01-2014 

Q3 01-11-2013 

Q2 25-07-2013 

Q1 02-05-2013 

2012 

Q4 01-02-2013 

Q3 24-10-2012 

Q2 31-07-2012 

Source: Facebook Financials (2020b)  
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10.3 Appendix 3: Overview of Facebook penetration rate amongst user groups in the US  

 

Source: Kozlowska (2019) 
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10.4 Appendix 4: Overview of shareholders in Facebook 

 

Source: (U. S. Securities and Exchange Commission, 2019) 
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10.5 Appendix 5: Overview of Facebook user change due to privacy concerns 
Respondents are adults from the US as of April 2018. 

 

Source: (Statista, 2020c)  
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10.6 Appendix 6: US teens’ view on social media’s effect on the life of teenagers 

 

Source: (Anderson & Jiang, 2018) 


