Large Financial Firms Quit Facebook's Libra
Facebook's Backers Of Libra Reconsider Their Involvement
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[bookmark: _GoBack]The biggest financial companies that Facebook Inc. recruited to launch a world-wide cryptocurrency-based payments network have backed out of the project, threatening to derail an ambitious initiative to remake global finance before it ever gets off the ground.
Visa Inc., Mastercard Inc., Stripe Inc. and eBay Inc. said Friday they were withdrawing from the coalition of companies that had originally signed on to help launch the libra cryptocurrency, following PayPal Holdings Inc., which dropped out of the Libra Association last week.
The moves came after lawmakers, central bankers and regulators expressed deep concerns about the libra project. Wary of attracting regulatory scrutiny, executives of some of Libra's backers have also declined Facebook's requests to publicly support the project, the people said.
The loss of four of the largest payments companies leaves Facebook without much of the muscle it assembled for libra, a digital currency it hoped would make it a player in e-commerce and global money transfers. The project now mostly hinges on smaller payments companies, telecom providers, venture-capital firms, e-commerce merchants and nonprofits.
"I would caution against reading the fate of Libra into this update," David Marcus, the Facebook executive overseeing the project, wrote Friday on Twitter. "Of course, it's not great news in the short term, but in a way it's liberating. Stay tuned for more very soon. Change of this magnitude is hard. You know you're on to something when so much pressure builds up."
After watching popular social-media company Tencent Holdings Ltd. come to dominate the market for Chinese digital payments with WeChat Pay, some payments companies agreed to take part in Libra to avoid missing out on the next big thing.
Facebook, which worked in secret for more than a year to develop Libra, has broad ambitions for the project as part of a shift away from its nearly complete reliance on targeted advertising. Facebook Chief Executive Mark Zuckerberg is steering the social-media company to more private and encrypted communications, and Libra could offer a means of providing financial services through those channels.
In announcing the project in June, the company said it hoped to provide basic financial services to people around the world who lack bank accounts and to save some of the $25 billion "lost by migrants every year through remittance fees." Some analysts have been bullish that Libra could help Facebook diversify its revenue base and potentially transform the digital consumer economy over the long term.
While some of the companies left open the possibility of rejoining the network in the future, the loss of Visa and Mastercard is an especially painful setback for libra. The credit and debit cards that run over their networks would have made it easier for consumers to buy the digital coins.
"Our ultimate decision will be determined by a number of factors, including the Association's ability to fully satisfy all requisite regulatory expectations," a Visa spokesperson said in an email. Mastercard believes "there are potential benefits in such initiatives and will continue to monitor the Libra effort," a spokesperson said.
For Facebook, the withdrawals imperil one of the company's two major strategy shifts announced in the past year. The other, a push toward more encrypted messaging, was also called into question earlier this month when Attorney General William Barr asked the company to delay implementation.
Both projects to some extent were designed to lessen the social-media giant's near-complete dependence on targeted advertising for revenue.
Coming in the wake of multiple privacy scandals and public-relations fiascoes, Facebook's approach to Libra was uncommonly cautious, with the company pledging to move slowly and work with regulators. It said its initial goal with Libra would be to make international financial transactions and remittance payments cheaper and more accessible, and it committed to turning over full control of the project to the Libra Association.
When Facebook unveiled the project in June, it announced that 27 other companies and organizations had agreed to back it. The idea was that merchants would accept libra as a form of payment, and that Mastercard, PayPal and Stripe and would enable consumers and merchants to convert their national currencies into and out of libra.
Lawmakers and regulators were quick to criticize Facebook, citing concerns about how the network would protect users' privacy and for not supplying enough information about libra's defenses against money laundering and other financial crime.
Marcus endured two days of tongue-lashings from members of Congress over the summer for the lack of details about how the new cryptocurrency would work as well as Facebook's past missteps on data privacy. Federal Reserve Chairman Jerome Powell told legislators he had "serious concerns" about Libra.
The regulatory backlash stunned the projects backers. Several companies that initially signed onto the project believed that Facebook and the Libra Association had overstated their involvement when it unveiled the project, people familiar with the matter said. Facebook described them as "founding members," yet they had signed nonbinding letters of intent to join the association that gave them the option to withdraw at any time.
QUESTIONS: 
1. What is Libra? Why is the case for Libra on paper strong?
2. So what is the problem? Why have major backers dropped out? Why are lawmakers and regulators nervous?
3. What do you see as Facebook’s major strengths and weaknesses at the moment? Consider the “three basic resources” outlined in the RBV.
4. Given these strengths and weaknesses, what recommendations do you have for Facebook to diversify their offerings?
