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Synopsis

An update notice about PayPal's Acceptable Use Policy (AUP) was released in
early October 2022. Because users who infringe PayPal's AUP can be fined up to
$2,500, including the promotion of 'misinformation' as one of the violations in the
new update rapidly sparked a public uproar. Notable PayPal stakeholders,
including former president David Marcus and co-founder Elon Musk, publicly
rebuked the company. Less than 24 hours after the update, PayPal released a
statement claiming the policy changes were published erroneously. Nonetheless,
the AUP update controversy had financial, reputational and societal implications
that possibly informed recent changes in the company’s policies.




Pay Without the Headache: The Rise of PayPal
Company Overview

PayPal (known as Confinity from 1998 to 2001) was founded by Peter Thiel and
Max Levchin (Fig. 1) to digitize the payment processes of consumers and
businesses. The company grew in popularity by partnering with online retailer
eBay in 2000 (Who We Are - History & Facts, n.d.). Before PayPal, every
transaction on eBay was made through the U.S. Postal Service with checks and
money orders. As the payments became readily available for merchants with
PayPal's innovative service, consumers avoided the headache of delays in
delivery and checks to clear (O'Connell, 2020).

Fig. 1 Peter Thiel (left) and
1 Max Levchin (right), PayPal
founders

In more than two decades of operations, PayPal has expanded its business
with the acquisition of credit solutions like Bill Me Later-known as PayPal Credit
since 2008-and other e-payment brands catered to college students (Venmo)
and to businesses (Braintree). According to PayPal, as of the second quarter of
2022, the company has 429 million active consumer and merchant accounts, a
total payment volume of $340 billion, 5.5 billion of payment transactions and
more than 30,900 employees globally.

Dan Schulman (Fig. 2) has been the President and
CEO of PayPal since 2014. Under his leadership, PayPal
has been recognized as one of the “top companies doing
right by America” according to JUST Capital and Forbes’
JUST 100 list. The corporation has also been honored as
Fortune's Change the World company for its efforts to

Fig. 2 Dan Schulman, address critical societal issues.
PayPal's CEO since 2014




Transaction Democracy: Beyond a Payment Platform
Corporate Mission, Vision and Values

PayPal's mission is “to democratize financial services to ensure that everyone,
regardless of background or economic standing, has access to affordable,
convenient, and secure products and services to take control of their financial
lives.” The corporation seeks to fulfill its mission by embodying the values of
inclusion, innovation, collaboration and wellness. The company’s vision is “to
make the movement and management of money as simple, secure, and
affordable as possible” (Who We Are - Mission, Vision, & Values, n.d.).

One of the company's leading products, Xoom,
directly contributes to PayPal's mission. According to o s
the company, the service enables the safe sending of ésqfa"com

M-~PESA
remittances at an average cost of 2.8% globally and

37% in Africa, numbers well under the 82% cost of &A@ Cherie Blair
. . , , FOUNDATION
using traditional channels (Values in Action - FOR WOMEN

Promoting Financial Health, n.d.). Moreover, PayPal

. S . . Fig. 3 M-Pesa's Safaricom,
Cash Card has increased accessibility of financial and Cherie Blair
services in Kenya by partnering with M-Pesa's  Foundation for Women,
Safaricom (Fig. 3), a mobile network operator from the  two of PayPal’s partners
African nation (Dahir, 2022).

To foster the values of inclusion and collaboration, PayPal partnered with the
Cherie Blair Foundation for Women (Fig. 3) to support diverse women
entrepreneurs during the COVID-19 pandemic (Nunn, 2021). The company also
provided relief to help small businesses survive the impact of COVID-19 through
the Paycheck Protection Program created alongside the U.S. Small Business
Administration. Globally, PayPal provides technological solutions like PayPal
Checkout, Venmo Business Profiles, PayPal QR Code and PayPal Zettle—-a digital
point-of-sale device that facilitates checkout in Germany, Sweden and the U.K-at
affordable prices to make transactions easier and accessible (Values in Action -
Empowering Small Businesses, n.d.).




PayPal also created the Maggie Lena Walker award to honor female leaders
who are actively working for more inclusive and economically empowered
communities. The company has pledged $535 million to support businesses
owned by members of underrepresented groups and to improve diversity, equity
and inclusion within itself (Values in Action - Advancing Social Justice, n.d.).

Financial Uncertainty: A ‘Change’ to PayPal’s

Acceptable Use Policy
Situation Analysis and Corporate Response

Despite its established track record in promoting accessibility to its services,
PayPal faced controversy in September 2022 for banning well-known users from
the platform and later recanting its decision. In September 2022, the company
disabled the accounts of British organizations Us for Them and Free Speech
Union (Clarence-Smith, 2022).

Both groups actively lobbied against COVID-19
restrictions and 'cancel culture' in the United Kingdom
(Parashar, 2022). Toby Young, political activist and
founder of the Free Speech Union and conservative
website The Daily Sceptic, was banned from using his
personal and business accounts. After garnering

coverage across different media and support from  Fig. 4 Toby Young, political
activist and founder of the Free

Speech Union

political leaders, all accounts were ultimately restored
(Barr-Watson, 2022).

According to the Daily Mail, Young received direct communication from
PayPal stating the company’s intention to ‘discontinue’ its relationships with
account holders who violate its policies. “Achieving the balance between
protecting the ideals of tolerance, diversity and respect for people of all
backgrounds and upholding the values of free expression and open dialogue can
be difficult, but we do our best to achieve it,” PayPal said in a note sent to Us For
Them (Lyons, 2022).




On Oct. 7, 2022, PayPal released a notification to its users regarding changes to
its Acceptable Use Policy (AUP). The modifications were immediately highlighted
by conservative outlets, such as The Daily Wire (Zeisloft, 2022). The main change
in the AUP was the introduction of a new clause under the Prohibited Activities
section. Among other restrictions, the clause established that PayPal cannot be
used for activities that “involve the sending, posting, or publication of any
messages, content, or materials that, in PayPal's sole discretion... are fraudulent,
promote misinformation, or are unlawful” (PayPal's Acceptable Use Policy

Archive, 2022).

After the news went viral, PayPal quickly backtracked and attributed the
newly published changes to an error (Stieber, 2022). The controversy in the
United Kingdom detailed above might have dealt a blow to PayPal's credibility
as an intense debate was sparked on social media.

Timeline

PayPal closes the
accounts associated
with Us For Them,
Free Speech Union
and Toby Young

SEP 15

PayPal reinstates
the accounts
associated with Us
For Them, Free
Speech Union and
Toby Young

SEP 27

United Kingdom

media criticizes
PayPal's decision

PayPal releases
Acceptable Use
Policy (AUP)
update notice

PayPal releases
statement
claiming the AUP
update was an
error

OCT 07

2022

OCT 08 ——

David Marcus, Elon
Musk and David
Sacks react on
Twitter and the
stock price drops

Republican Sen. Tim
Scott sends an open
letter to CEO Dan
Schulman
guestioning PayPal's
policies

House Republicans
send a time-sensitive
inquiry to PayPal
about its AUP and
violation fine

PayPal releases
new AUP with no
mention of
'misinformation’
or the $2,500 fine

— OCT14

OoCT19

OCT 29

PayPal releases
new User
Agreement
where the $2,500
fine is restricted *

NOV 07 —

*Punishable conducts include fraud and the sale of goods that are counterfeit or infringe intellectual property rights




Building A Portfolio: The Business Case
Case Significance

ACCEPTABLE USE POLICY

Last updated on September 21, 2021.

You are independently responsible for complying with all applicable laws in all of your actions related to your use of PayPal's
services, regardless of the purpose of the use. In addition, you must adhere to the terms of this Acceptable Use Policy. Violation
of this Acceptable Use Policy constitutes a violation of the PayPal User Agreement and may subject you to damages, including
liquidated damages of $2,500.00 U.S. dollars per violation, which may be debited directly from your PayPal account(s) as
outlined in the User Agreement (see “Restricted Activities and Holds" section of the PayPal User Agreement).

Fig. 5 Prohibited Activities section of PayPal's Acceptable Use Policy before the Oct. 29, 2022, update

Despite gaining notoriety in October 2022, PayPal's $2,500 fine has been in
place since at least 2013 (Mason, 2022). Its AUP from Sept. 20, 2021, had a clause
detailing the $2,500 fine for liguidated damages due to any policy violation (Fig.
5). Thus, the only update to the policy was adding that promoting misinformation
was a violation. However, PayPal has a history of monitoring speech and
backtracking decisions as a result of public controversy. According to Aaron Terr,
director of Public Advocacy at FIRE, the Toby Young case (discussed on page 4) is
only one of many in PayPal's speech-regulation history:

"In May [2022], PayPal suspended the accounts of independent media
outlets Consortium News and MintPress, both of which have been a source
of skeptical reporting about the Russia-Ukraine conflict. One month later,
PayPal shut down writer Colin Wright's account shortly after Etsy banned
him for selling merchandise that 'promotes, supports, or glorifies hatred or
violence towards protected groups." Wright is a critic of transgender
activism, and his merchandise included text like “Reality’s Last Stand” (the
name of his Substack site) and “Defender of Reality" (Terr, 2022).

1 Foundation for Individual Rights and Expression




PayPal's actions during September and October 2022 may contradict CEO Dan
Schulman's remarks about trust during an interview with the World Economic
Forum. Schulman claims that “trust is the primary driver" and "potential
differentiator" for any business (Kirkland, 2022). He detailed how companies
embody trust through their mission and values and by showing they stand “for
more than just maximizing profit” (Kirkland, 2022). For example, PayPal's clear
position on social justice issues has led them to back immigration and bar hate
groups like Proud Boys and Antifa from using the platform.

Despite Schulman's assertions about trust, PayPal's inconsistent application of
its policies has raised concerns about the company's commitment to building it
among its stakeholders. According to Terr, "groups like the ACLU?and EFF’have
criticized PayPal's lack of transparency and failure to provide due process to users
whose accounts are frozen or closed — including giving users detailed notice of
the alleged policy violation and a timely and meaningful opportunity to appeal
the decision" (Terr, 2022). On the other hand, Aaron Kwittken, KWT Global
Founder and Chairman, said PayPal “removing or disassociating with accounts
that are contrary to the company's values demonstrates a true authenticity
behind its commitment to stakeholder capitalism, [but] making grand
statements could be perceived as virtue signaling and ESG-washing" (Clark,
2022).

Beyond Financial Statements
The Communication Action

After the update to PayPal's AUP was published, users started to share their
opinions on the policy. Although the $2,500 fine pre-existed the update, adding
the promotion of misinformation as a prohibited activity based on PayPal’s
discretion sparked an uproar on social media as hashtags such as
#PayPalCancelled and #DeleteVenmo gained popularity on Twitter (Mason,
2022).

2 American Civil Liberties Union
3 Electronic Frontier Foundation




Besides the $2,500 fine for spreading
misinformation, stakeholders
also about potential
violations of their First Amendment

were
concerned

rights. Negative comments came
from politicians and high-profile
figures. PayPal's former president

David Marcus, co-founder Elon Musk
and founding chief operations officer
David Sacks were among the critics.
Marcus took to Twitter to express his
disappointment in the brand to which
Elon Musk tweeted “Agreed” (Fig. 7).
Sacks urged users to withdraw their
money from the platform immediately
(Fig. 8).

It"s hard for me to openly criticize a company | used to love and gave so
much to. But @PayPal’s new AUP goes against everything | believe in. A
private company now gets to decide to take your money if you say

3 David Marcus & @davidmarcus - Oct 8

something they disagree with. Insanity. paypalobjects.com/marketing/ua/p
Q 3,284 11 157K Q0 623K by

. Elon Musk &
@elonmusk

Replying to @davidmarcus and @PayPal

Agreed

2:33 PM - Oct 8, 2022 - Twitter for iPhone

theMFMF @theMFMF - Oct 10
When PayPal says they're going to FINE YOU to “fight misinformation,” you
should -

1. #BelieveThem

2. #iDeletePayPa

3. #DeleteVenmo

4. #Publicize #PayPalCancelled
5. #Fight The #WEF

We're sorry to see you go
Te help us improve our services, please tell us why you want to close your account
(select all that apply).

| have another PayPal account.

This is my only PayPal account, but | don't use it.

I'm concerned about data privacy.

| receive too many emails and notifications.

n Other reasons (please specify below).

Add yowr commenti here
PayPal's decision to claim authority to seize customer funds as penalty.
Paypal does not have that rightt. In reply, | am closing my account,

-

Q a7 O 428 &

3 120

Fig. 6 User showing PayPal account deletion on Twitter

..@ David Sacks &
@DavidSacks
Get your money out of paypal right now.

3 David Marcus & @davidmarcus - Oct 8

It's hard for me to openly criticize a company | used to love and gave so much to.
But @PayPal’s new AUP goes against everything | believe in. A private company
now gets to decide to take your money if you say something they disagree with.
Insanity. paypalobjects.com/marketing/ua/p...

1:38 PM - Oct 8, 2022 - Twitter for iPhone

1,738 Retweets 137 Quote Tweets  10.3K Likes

Fig. 7 David Marcus, former president, criticized the
company on Twitter to what Elon Musk agreed

Fig. 8 David Sacks, founding chief operating
officer, recommended users to leave its former
company




Brendan Carr,
appointee and commissioner of the

President Trump

Federal Communications Commission
(FCC), also denounced the policy,
describing it as Orwellian (Fig. 9). Many
users echoed the sentiment of PayPal's
former executives causing the other
hashtags like #BoycottPayPal,
#CancelPayPal and #DeletePayPal to be
trending topics (Pesce and Bary, 2022).

Conservative influencers Amy Jo Clark
and Miriam Weaver, known for their
Chicks On The Right account, shared a
reel on Facebook reacting to PayPal's
AUP update. They described PayPal as
“psycho” for arbitrating someone’s
information and pulling $2,500 from their
accounts if they published what the
platform deems misinformation. Their
followers shared that the company made
a “bad move" and talked about closing
their PayPal accounts (Fig. 10).

Brendan Carr &
@BrendanCarrFCC

Orwellian.

Paypal reserves the right to take your money if you
post a message that Paypal decides is
"misinformation."

This is why it is so vital that state and federal
legislatures pass laws that prohibit discrimination by
tech companies and protect free speech.

& David Marcus @ @davidmarcus - Oct 8

It's hard for me to openly criticize a company | used to love and gave so much to.
But @PayPal's new AUP goes against everything | believe in. A private company
now gets to decide to take your money if you say something they disagree with.
Insanity. paypalobjects.com/marketing/ua/p...

2:14 PM - Oct 8, 2022 - Twitter Web App

285 Retweets 28 Quote Tweets 1,020 Likes

Fig. 9 FCC Commissioner Brendan Carr
denounced the policy change

% Janet Watkins
| closed my account yesterday
after receiving the email COTR are
talking about. Before that |
detached & remove all my banking
Accts. Thank God | have a zero
balance. Did you see how PayPal
stock plummeted 2 days ago.

Like Reply 1w
> 1Reply

@ Mack EmJay

| stopped using PayPal when they
failed to refund me on a product |
purchased that was a complete
rip-off and incomplete. Fortunately
my bank covered it.

Like Reply 6&d
‘ Renee Kuhlmann Lewis
Bad move. I'm out
Like Reply &d
ﬁ Dana C. Morris
" Dispute the charge on your card.
Like Reply 5d

Fig. 10 Chicks On The Right reel comments




However. other David Leavitt @ @David_Leavitt - Oct 8
PavPal ' K New PayPal Policy Allows Company to Pull $2,500 FROM USERS'
ayPal users took a

ACCOUNTS if They Promote “Misinformation”
humorous approach

by speculating about
who the company
would fine first (Fig. 11). Q© 93 0 e QO 380 &

Let’s hope they charge every Republican who's lying on Twitter

Who should they fine first? =

Fig. 11 Users speculated about the policy on Twitter

On Oct. 8, 2022, a spokesperson from the corporation said, “PayPal is not fining
people for misinformation, and this language was never intended to be inserted
in our policy. We're sorry for the confusion this has caused” (Reuters, 2022).

Even after the company retracted the update, the backlash continued. The
previously mentioned Chicks On The Right added a correction notice to their
post, but customers kept expressing their unlikeliness to use PayPal (Fig.12).

Chicks On The Right @
Correction notice: PayPal says its
pelicy was issued in error. Read

more here:
https://www.reuters.com/.../fact- a Criostéir O Siodhachain
check-confusion-on...... See more Chicks On The Right My
i account is being cancelled
REUTERS.COM moving to revolute .
Fact Check- Like Reply 6&d O
Confusion on... e Donna Bohana
. @D 12 Chicks On The Right THEY
Like Reply 2w LIE. got caught and back
@ Mack EmJay peddled.
Chicks On The Right Yeh, of I cancelled them.
corse it was an "accident". Like Reply 2w o 4
Like Reply 6d O:

Fig. 12 Chicks On The Right correction notice response




Several U.S. representatives sent letters to PayPal questioning their AUP
update without receiving any official response from the corporation. Republican
Rep. Tom Emmer of Minnesota’s 6th congressional district and other Republican
leaders sent a letter (Fig. 13) urging the company to respond by Oct. 27, 2022.
Republican Sen. Tim Scott of South Carolina wrote to Schulman about his
concerns with PayPal's operating policies. Scott noted that he was glad the
public uproar “forced the company to reexamine this deeply flawed policy.” The
senator urged the company to be more transparent and to base its decisions “‘on
consistent, quantifiable risk-based [customer] analysis(Clark, 2022).

Tom Emmer &
@RepTomEmmer

Concerned about this language still in PayPal’s terms
of service — it’s vague and seems like it could be
weaponized to control speech. Looking forward to
PayPal’s response to the @FinancialCmte and
@HouseCommerce’s investigative letter, due today.

es
ake if You Engage in Any Restricted Activities

Ir websites, your PayPal account, the PayPal services, or in the course of
pa['[igs, you must not: 1in any of these activities, we may take 3 number of actions to protect PayPal, its ¢
retion. The actions we may take include, but are not limited to, the following:

famatory, trade libelous, threatening or harassing; e Use Policy, then you're also responsibie for damages to PayPal caused by your vie
r misleading information
inds fer transactions that violate the Acceptable Use Policy, then in addition to bel

easonably believe to be potentially fraudulent funds; to PayPal for the amount of PayPal's damages caused by your viclation of the Acce

£ $2,500.0
investigation or provide confirmation of your identity or any infc,ages - ir
Pal

12:07 PM - Oct 27, 2022 - Twitter Web App

Fig. 13 Tom Emmer requested an official response by PayPal




Republican Sen. Thom Tillis of North Carolina wrote a letter signed by
Republican Sens. Pat Toomey, Tim Scott, Bill Hagerty, Cynthia Lummis, Kevin
Cramer and Steve Daines. The letter read:

“Greater encroachment by large technology and financial companies into
public speech will only exacerbate Americans’ increasing mistrust of such
institutions. Moreover, countless major news events over the past several
years have taught us that public information continually evolves, often
causing individuals, groups and organizations to reassess what once
appeared to be settled facts. Given this reality, policies that empower
companies to punish individuals’ beliefs by acting as arbiters of fact in our
ever-changing news and public debate environment represent poor
business decisions. Instead, large technology and financial institutions
should focus on serving the needs of their customers without bias,” (Tillis,

2022).

Chiristina Pushaw + ™ &
BChristinaPushaw

Well, well... looks like PayPal spread misinformation
about itself. Maybe they should pay a $2,500 fine to
all of us?

PayPal has backtracked on a published policy that
would have fined users 52,500 for spreading
“misinformation,” claiming the update had gone out
“in error.”

“An AUPg@otice recently went out in error that
included jncorrect information. PayPal is not fining
people for misinformation !and this language was
never intended to be inserted in our policy. Our
teams are working to correct our policy pages. We're
sorry for the confusion this has caused,” a
spokesperson told National Review in a written
statement.

8:28 PM - Oct 8, 2022 - Twitter for iPhone

Christina Pushaw, a campaign
spokeswoman for Gov. Ron DeSantis, also
criticized the brand for retracting its
statement, claiming that the company itself
should be fined $2,500 (Fig. 14). In addition,
other users mocked the brand by claiming
its policy about misinformation was
misinformation (Fig. 15).

Kyle Becker £ @kylenabecker - Oct 8
In a major plot twist, @PayPal is claiming its new policy to fine users
$2,500 per infraction for "misinformation” is, in fact... "misinformation."

Q) a3 1 1681 0 6,280 0

Fig. 14 Christina Pushaw calling out PayPal

Fig. 15 User criticizing PayPal's response




Return On Investment
Financial Impact

The AUP update and public backlash impacted the company’'s finances.
Before the controversy, PayPal was exhibiting a recovery from its 2021 losses. In
Q3 2022, its share price rose 28% improving upon the 65% decrease it
experienced the year before. The corporation was also expected to see sustained
margin expansion and revenue reacceleration in 2022 (Simply Wall St., 2022).

PayPal's stock was valued at $94.42 on Oct. 6, 2022. After the controversy, it fell
by nearly 6% by midday trading on Oct. 10, 2022. According to Google Finance,
the stock price continued to fluctuate until reaching a low of $75.18 on Nov. 4,
2022, the day after PayPal's new AUP was supposed to take effect. On Oct. 7,
2022, the company's market value was $104 billion, but by Nov. 7, 2022, its market
value dropped to $88.53 billion (Bary, 2022; Forbes, 2022).

$7766 v8.12% -6.86 M

After Hours: $77.66 (0.00%) 0.00
Closed: Nov 7, 4:52:05 PM UTC-5 - USD - NASDAQ - Disclaimer

D 50 1M M YID 1Y 5Y  MAX Key events >

USD §75.18
90 MNov -1. 2022
Volume: 41M

BS

BO

70 i I 1 ! 1
Oct17 Oct 24 Oct 31 Mowv /7

Fig. 16 PayPal's stock market value during and after the controversy




Shortly after the AUP update was released, search engines reported an
increase of nearly 1,400% worldwide in searches with the terms “how to delete
PayPal,” "nhow to cancel PayPal" and "cancel PayPal account" (Pérez Pintado,
2022), which may suggest multiple account closures and potential financial
losses. On Nov. 3, 2022, MarketWatch reported that PayPal "cut its revenue
forecast for the full year in light of the 'rough macro environment™ (Bary, 2022).
Moreover, “the reduced full-year revenue forecast outweighed progress on the
cost-savings program detailed in 2Q22’'s earnings report (Bary, 2022).

The backlash may also impact two major components of PayPal's post-
pandemic recovery plan. On one hand, if users do not entrust their money to
PayPal's core platforms — Checkout, PayPal, Venmo and Braintree — their steady
growth may be compromised. On the other hand, the controversy may reduce
the monetization of PayPal's 426 million active consumers and merchants.
According to Marketplace service Livy Investment Research, the latter may
significantly impact PayPal's margins as near-term headwinds are expected to
squeeze top- and bottom-line driving factors. The controversy compounded with
the potential decline in PayPal's total payment volume in 4Q22 may negatively
affect its ability to recover its near-term growth profile as initially expected (Livy
Investment Research, 2022). However, Nikko Securities America analyst Andrew
Bauch noted that despite the difficulty of PayPal's aim to execute a turnaround
in 2023, it is “one of the only names in the FinTech universe optimally positioned
to accelerate top-line growth in 2023" because it “checks several boxes in what
investors prefer in the current market environment” (Bary, 2022).

Reputational Impact

Reputationally, the spike in search queries might suggest a decline in trust.
However, according Trevor Williams, senior vice president of fintech research at
Jefferies/the controversy will not trigger a mass exodus from the brand. PayPal
had nearly 400 million users prior but only about 70,000 accounts engaged with
the #DeletePayPal hashtag on social media (Bary, 2022).

4 American investment bank




PayPal's lack of official messaging allowed news publications and social media
users to portray the company in a negative light. Moreover, there was no visible
positive impact on stakeholders' trust when PayPal backtracked the AUP update.
This is demonstrated by the continued criticism from former employees like
Sacks and conservative government officials and consumers.

Sacks dismissed PayPal's claim
that the AUP update was an error P
and CI”IT.ICIZGd the Company|s need PayPal CEQ, earlier this year: "The difficult part there is identifying

what is hatred and what is freedom of speech”
bgr.com/business/paypa...

PayPal shouldn't need a content moderation team.

& g_ \'! David Sacks €@ ®@DavidSacks - Oct 10

for a content moderation team. He
stated that the update was a = &k i -
continuation of a pre-existing policy 3 ::vv::n?::ﬁ:n:m?g:\r::::izsnol:L::tionofadeliberatepclicylhatbegan
and practice. With his remarks, yours ago- | wrobe about this for @bariweiss In July 2031

Sacks fueled the distrust toward
PayPal by highlighting the
contradicting actions of the brand.
As previously mentioned,
conservative government officials
wrote letters to PayPal and

expressed their discontent with the ommOneence newe

Get Ready for the "No-Buy’ List

First Big Tech censored speech. Now they want to shut deplorables out
of the financial system.

brand on social media. Republican
House members even launched an
investigative  inquiry into  the b B S =

company. Fig. 17 David Sacks questioning PayPal's credibility

In the comments to the Chicks on the Right correction notice on Twitter, some
users doubled down on their stance against the company and opted to delete
their accounts (Fig. 10). However, others continued to urge PayPal to fine certain
individuals for spreading misinformation (Fig. 18). As demonstrated by the social
media backlash, PayPal's actions, specifically the lack of answers and
transparency toward its stakeholders, had an impact on the brand’s reputation.




[} [} [ ] [} [ ]
4+BR. Dr. Skank Hunt @Dr_SkankHunt42 - 2m
g Replying to @Dr_SkankHunt42 @GavinNewsom and @GOP
@PayPal where is his $2500 disinformation fine? You guys suck too Fig.18 User's
@) ) V) 2, sentiments
on PayPal on
Nov. 8, 2022
4. Dr. Skank Hunt @Dr_SkankHunt42 - 1h
% Replying to @GavinNewsom and @GOP
@PayPal @AskPayPal can we get a disinformation check on this? Feels like
@GavinNewsom might be getting a $2500 fine in his PayPal account...

Societal Impact

The case may have societal implications regarding free speech and an
organization’s ability to restrict it on its platforms. PayPal's policies have received
greater scrutiny in the U.S. and the U.K. In the U.S., House Republicans launched
an inquiry into the brand due to its inconsistent business practices. House
Republicans do not believe the company published the AUP update in error and
are concerned about potential free speech restrictions (Harper, 2022). Valerie
Hudson, a political science professor at Texas A&M University, said that although
PayPal retracted its misinformation fine, "the threat to free speech from the
cancellation of financial services to dissident voices is clear" (Hudson, 2022). In the
U.K, the controversy has led to lobbying efforts by the Free Speech Union to
prevent organizations like PayPal from discriminating against their customers’
political beliefs (Young, 2022). Both instances involve concerns about any
company’s ability to police and reprimand users for their beliefs.

According to Ben Moist, North America director at market research company
lpsos, combatting misinformation is difficult when compounded with protecting
freedom of speech. The task becomes even more challenging "given how
political polarization drives different views of what constitutes harmful
misinformation in the first place" (Moist, 2022). Moist draws a distinction
regarding the role each company should play in combating misinformation.
Businesses that contribute to the spread of information, like social media
platforms, must take a more active role in eliminating misinformation.



https://www.deseret.com/2022/2/25/22949667/perspective-its-time-for-lawmakers-to-protect-the-assets-of-people-accused-of-wrongthink

On the other hand, companies that are not necessarily implicated in the
spread of information, like PayPal, should focus on growing trust and protecting
themselves against misinformation. After all, "the risk of experiencing a negative
impact from misinformation is linked to how predisposed people are to believe
negative stories about that business as opposed to giving them the benefit of the
doubt" (Moist, 2022). The effects of PayPal's 'self-inflicted' misinformation can be
seen as its inconsistent policy impacted customer trust and resulted in users
doubling down on their stance against the brand, as discussed on page 9.

Fighting misinformation is a "multipronged process" that requires tactical
steps, and the steps “may be more successful if organizations also engage at the
strategic level to engender trust among their constituencies” (Harvard Business
Review Analytic Services, 2022). For businesses like PayPal, it might be more
beneficial to combat misinformation by fostering trust among their stakeholders
as it is “perhaps the most powerful tool organizations have to ward off the ill
effects of mis- and disinformation” (Harvard Business Review Analytic Services,
2022). According to Stephen M. R. Covey, co-founder of CoveyLink and of the
FranklinCovey Global Speed of Trust Practice, “In a low-trust world, we have to
become more intentional and more deliberate, declare our intent, and then do
what we say we're going to do. These are universal principles. We need to apply
them to a new, changing world" (Harvard Business Review Analytic Services,
2022).

Other experts believe that PayPal's case may raise human rights concerns. As
Hudson noted in The Deseret op-ed, “this is a foundational human rights issue for
our times” because “what views an American citizen holds are irrelevant to the
necessity of using the financial system to secure food and housing to sustain life”
(Hudson, 2022). So, as "assurance that one'’s financial existence cannot be erased
for wrongthink is essential for a functioning democracy," legislation like the

proposed Fair Access to Banking Act is needed and "in light of PayPal's antics ...
should be strengthened and prioritized" (Hudson, 2022).



https://www.congress.gov/bill/117th-congress/senate-bill/563/text

Investing in the Future
Lessons Learned

On Oct. 29, 2022, PayPal released a new AUP update that does not mention the
$2,500 violation fine. Instead, the text references PayPal's User Agreement. The
clause reads: “You are independently responsible for complying with all
applicable laws in all of your actions related to your use of PayPal's services,
regardless of the purpose of the use. In addition, you must adhere to the terms of
this Acceptable Use Policy. Violation of this Acceptable Use Policy constitutes a
violation of the PayPal User Agreement” (Acceptable Use Policy, n.d.).

' PayPal User Agreement

PAYPAL USER AGREEMENT

e
( \) Restricted Activities, Holds, and Other Actions We May Take

» Taking legal action against you;

« If you've violated our Acceptable Use Policy, then you're also responsible for damages to PayPal caused by your violation of this
policy; or

« If you are a seller and receive funds for transactions that violate the Acceptable Use Policy and said violation is associated with
fraud or the sale of goods that are counterfeit or otherwise infringe on intellectual property rights, then in addition to being
subject to the above actions you will be liable to PayPal for the amount of PayPal's damages caused by said violation. You
acknowledge and agree that $2,500.00 U.S. dollars per violation is presently a reasonable minimum estimate of PayPal’s actual
damages - including, but not limited to, internal administrative costs incurred by PayPal to monitor and track violations, damage
to PayPal’s brand and reputation, and penalties imposed upon PayPal by its business partners resulting from said violation
associated with fraud or the sale of goods that are counterfeit or otherwise infringe on intellectual property rights - considering all
currently existing circumstances, including the relationship of the sum to the range of harm to PayPal that reasonably could be
anticipated because, due to the nature of the violation, actual damages would be impractical or extremely difficult to calculate.
PayPal may deduct such damages directly from any existing balance in any PayPal account you control.

Fig. 19 PayPal's updated User Agreement

PayPal's User Agreement was updated on Nov. 7, 2022, with a scope reduction
to the $2,500 fine (Fig. 19). Although the company did not officially acknowledge
the negative reactions to the short-lived AUP update and associated fine, the
recent changes introduced to its policies directly relate to the demands put forth
by politicians and customers.




From a company standpoint, this case demonstrated the importance of
listening to stakeholders and living up to established corporate values. PayPal
failed to engage with stakeholders while revising its policies, which had an
impact on public perception and trust.

The 2021 Edelman Trust Barometer study notes that "trust remains the most
important currency in lasting relationships between the four institutions studied
and their various stakeholders" (Edelman, 2021). In 2022, 61% of the individuals
surveyed deemed business as the most trusted institution, ahead of NGOs (59%),
government (52%) and the media (50%) (Edelman, 2022). Research suggests that
businesses can play a pivotal role in "breaking the cycle of distrust" because
"across every single issue, by a huge margin, people want more business
engagement, not less" (Edelman, 2022). However, in breaking the cycle of
distrust, "trustworthy, consistent and fact-based information" is crucial (Edelman,
2022). Although PayPal acknowledged the error and distanced the fine from the
AUP, critics continued to believed that “the company quietly went ahead with
the controversial misinformation ban anyway" (Terr, 2022).

PayPal's commitment to trust, as expressed by Schulman, was contradicted by
the company's inconsistent application of its policies. According to Karen
Freberg, a strategic communications professor at the University of Louisville,
such an inconsistency is what "gets brand into trouble in terms of their trust and
overall relationship with audiences and customers" (Clark, 2022). PayPal's AUP
controversy alongside the alleged restrictions of free speech may impact the
scope of the company's future consumer policies as scholars like Hudson and

activists like Young call for government intervention.
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