Facebook's Advertising-Powered Model

Idea In Short

Facebook, now the flagship product of Meta Platforms, converts billions of daily users into a
targeted advertising marketplace that produced $60.8 billion in revenue in the second
quarter of 2026 alone, up 28% from a year earlier. Mark Zuckerberg co-founded the
network from a Harvard dorm room in 2004; today Meta's family of apps, Facebook,
Instagram, WhatsApp and Messenger, reaches roughly 3.6 billion people every day. Close
to 98% of that revenue comes from advertising, sold not by exposing raw user data but by
letting advertisers target audiences defined by age, location, interests and behavior.
Acquisitions of Instagram and WhatsApp extended that reach into new formats rather than
diversifying revenue. Meta is now redirecting a growing share of its advertising profit into
artificial intelligence infrastructure, spending as much as $145 billion in 2026 to build what it
hopes becomes the next platform.

A Dorm-Room Network Goes Global

Mark Zuckerberg founded Facebook in February 2004 with fellow Harvard students
Eduardo Saverin, Dustin Moskovitz and Chris Hughes, building a directory limited to people
with a Harvard email address. Access spread to other universities within months, then to
high schools and finally to anyone over the age of 13 in 2006. Facebook passed one billion
monthly users in October 2012, four months after an initial public offering that raised roughly
$16 billion and valued the company near $102 billion.1 Zuckerberg has described his original
goal less as building a company than as closing a gap: the internet offered almost
everything except a direct way to find people. That instinct still shapes how Meta frames
new products, from Instagram Reels to Al chat assistants, more than two decades later.

The Advertising Engine at the Core

Facebook's business model rests on one mechanism: selling access to narrowly defined
audiences rather than selling the underlying data itself. Advertisers pick criteria such as age,
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location, education or stated interests and Meta's systems match ads to the people most
likely to respond, charging per impression or per click. Zuckerberg has repeatedly rejected
the idea that Facebook profits by handing data to advertisers.

We do not sell data to advertisers, we don't sell data to anyone

2 That distinction, targeted access instead of raw data, is what keeps advertisers paying a
premium: they get precision without ever touching a user's personal information and

Facebook keeps the one asset that makes the platform valuable in the first place.
Buying the Competition

Rather than build every new format from scratch, Facebook bought companies that
threatened to pull users away. It acquired Instagram for $1 billion in 2012, when photo
sharing was moving faster than Facebook's own feed could adapt. Two years later, it paid
close to $19 billion for WhatsApp, a messaging app already used by hundreds of millions of
people outside the United States and a separate deal added Oculus, a virtual reality headset
maker, for about $2 billion.3 None of these deals added a new revenue model; Instagram
and WhatsApp both moved toward the same advertising engine that funds Facebook itself.
What they added was reach, insurance against losing the next generation of users to a
competitor Facebook did not own.

One Company, Four Billion Users

By 2021, Facebook the company had grown well beyond Facebook the app and its
executives wanted a name that reflected that. On October 28, 2021, the company renamed
itself Meta Platforms, organizing Facebook, Instagram, WhatsApp and Messenger under a
shared Family of Apps segment while keeping each product's own name and app intact.4
The rebrand also signaled a shift in ambition toward the metaverse, an immersive computing
bet that has since evolved into a broader artificial intelligence strategy. Operationally, the
Family of Apps segment still generates nearly all of Meta's profit, giving the company the
cash flow to fund experiments the core social network alone would never justify.
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Betting Big on What Comes After Social Media

Meta's next platform bet has been expensive. Reality Labs, the division building virtual and
augmented reality hardware, has lost tens of billions of dollars since Meta began breaking
out its results in 2020, including a $4.53 billion operating loss in a single quarter of 2025.5
That spending has since been folded into a larger push toward artificial intelligence, with
Meta guiding to as much as $145 billion in capital expenditure in 2026 for data centers and
Al chips. Zuckerberg has framed the shift as protecting the core business while building its
successor.

Al is accelerating our core business today, powering our next generation of
products and opening the door to entirely new enterprise opportunities

The advertising engine funds that bet; whether the bet ever pays for itself on its own is still

an open question investors are watching closely.

Regulation and Reputation Test the Model

Facebook's advertising model has drawn sustained scrutiny since the 2018 Cambridge
Analytica scandal, when a political consultancy harvested data from tens of millions of users
without proper consent. Since then, Meta has faced antitrust cases in the United States and
Europe, digital services taxes in several countries and recurring lawsuits over how its
platforms affect younger users. Regulators in the European Union have also pushed Meta to
offer an ad-free subscription option, an acknowledgment that targeted advertising itself has
become a point of legal exposure rather than just a business choice. None of these
pressures have replaced advertising as the core revenue source, but each adds compliance
cost and narrows how freely Meta can use the data that makes targeting work.

A Company Still Defined by Scale
Meta closed the second quarter of 2026 with $60.8 billion in revenue, up 28% from a year

earlier, with advertising accounting for $59.4 billion of that total. Family daily active people,
the number of people using at least one Meta app on a given day, averaged 3.6 billion in
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June 2026.6 Those numbers make Meta's Family of Apps segment one of the most
profitable businesses in the world, generating tens of billions in quarterly operating income
even as the company pours money into Reality Labs and Al infrastructure. Competitors,
including TikTok, Snapchat and YouTube, all compete for the same advertising budgets, but
none currently match Meta's combination of daily reach and audience-targeting precision.

Key Partners

Meta relies on device and browser makers such as Apple, Google and Samsung to keep
Facebook compatible across billions of devices. Content creators, publishers and digital
influencers supply the material that keeps people scrolling, while marketing and advertising
agencies help businesses design and place campaigns. App and game developers building
on Meta's platform round out the partner network Facebook depends on to stay useful.

Key Activities

Meta's central activity is building and maintaining the Facebook platform itself, including the
infrastructure, algorithms and moderation systems that keep billions of daily interactions
running smoothly. The company invests heavily in user acquisition and engagement, content
review and account security and increasingly in artificial intelligence research. Sales and
marketing teams manage relationships with advertisers ranging from small businesses to
global brands.

Key Resources

The Facebook platform and its underlying technology infrastructure form Meta's core
resource, but the network's real value lies in its users and the content they produce. Active
users generate the posts, photos and interactions that keep other users engaged, which in
turn keeps advertisers interested. The Facebook brand itself, still closely associated with the
idea of a social network, remains a significant asset.

Value Propositions

For users, Facebook offers a free way to stay in touch with family and friends, share
updates and follow news and entertainment. For advertisers, it offers precise audience
targeting and self-service tools simple enough for small businesses to run campaigns
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without an agency. For developers, it offers a large built-in audience and distribution for
apps and games built on Meta's platform.

Customer Relationships

Facebook manages hundreds of millions of individual user relationships through a self-
service platform that lets people control their own profile, privacy settings and content
preferences with minimal direct support. Advertisers receive a different level of attention,
supported by an international sales organization and self-service ad tools that scale from
small businesses to global campaigns. Developers interact with Meta mainly through
platform documentation and developer support programs.

Channels

Facebook's primary channel is its own website and mobile app, where the News Feed,
Stories, Reels and Messenger all funnel user attention toward content and ads. App stores
operated by Apple and Google distribute the Facebook app itself. Cross-promotion with
Instagram and WhatsApp, along with organic word of mouth, extends Facebook's reach

without additional advertising spend.

Customer Segments

Users make up Facebook's largest segment by far, using the platform without paying
anything directly. Advertisers, ranging from local businesses to multinational brands, form
the segment that actually generates revenue, paying for access to the audience users
represent. Developers building apps and games on Meta's platform make up a smaller, third

segment.

Cost Structure

Data center capacity and infrastructure needed to run Facebook for billions of users
represent Meta's largest recurring cost, a figure that has grown sharply as Al investment
accelerates. Research and development, content moderation, marketing and general
administrative expenses add to that base, alongside the cost of acquiring and retaining both

users and advertisers.
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Revenue Streams

Advertising, sold on a cost-per-impression or cost-per-click basis, generates nearly all of
Facebook's revenue. A small remainder comes from other sources: fees on payments
processed through the platform, sales tied to Meta's hardware and virtual reality products
and revenue-sharing arrangements with developers and creators. Facebook itself remains
free for every individual user.

1Facebook's founding and early growth

2Zuckerberg on Facebook's data practices

3Facebook's $19 billion WhatsApp acquisition

4Facebook announces new name: Meta

5Meta's Reality Labs posts $4.53 billion quarterly loss

6Meta reports second quarter 2026 results

Summary

Facebook's business model has proven durable because it solved a problem advertisers had
struggled with for decades: reaching a specific audience without wasting spend on the
wrong one. That proposition survived a corporate name change, repeated privacy scandals
and congressional hearings, because the underlying trade, free access for users in
exchange for attention advertisers pay for, never changed. What has changed is the scale
of investment required to defend that position. Meta now spends more building Al
infrastructure in a single year than it earned in profit for most of its history, a bet that the
next interface, whether Al assistants, smart glasses or headsets, will still be funded by the
same advertising engine. Whether that bet extends Facebook's advantage or simply funds
an expensive transition will shape the next decade of the world's largest advertising
business.
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