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Introduction 

With not only over 130 million active accounts, but also with 14 billion dollars 

transferred in 2012 through mobile payments and over 160 billion overall, Paypal is by 

far the biggest global payment business in online transfers [1]. The amount of digital 

payments, and especially mobile payments, is increasing with billions every year and 

therefore PayPal’s prospects keep rising. This wasn’t always how PayPal could do 

business. 

 Before it was acquired by eBay in 2002 for $1.5 billion, PayPal “deliberated 

the merits of staying the course or changing business models” [2]. Their flexibility has 

proved to be the successful factor for the company to become the sweet spot as the 

default online payment system for millions. The systems within PayPal, which are 

interlinked in never-ending adaptive cycles, are what Holling (2001) calls a panarchy. 

This term is used to describe a concept of complex adaptive systems [3] that grow, 

accumulate, restructure and renew to form one surviving whole. The adaptive cycle is a 

concept used to recognize several stages these systems go through. 

 

This paper searches for the phases  of the adaptive cycle in the history of PayPal before 

and around the eBay purchase in 2002. Did PayPal go through all stages and if so, what 

happened that caused PayPal to move from one stage to another, or didn’t happen? We 

first go through the stages of the adaptive cycle before looking at PayPal’s history that 

is comparable to these phases. What happened that caused a change from one phase to 

another? After comparing the findings with the adaptive cycle we explore the current 

phase and the possible future stages PayPal might go through. 

1. The Adaptive Cycle 

Holling states three properties that shape the adaptive cycle and the future of a system: 

wealth, controllability and adaptive capacity. These shape the responses of ecosystems 

and people [3]. Wealth limits the future possibilities, controllability defines how and to 

what extent a system can control its own destiny and the adaptive capacity of a system 

shows how vulnerable it is to external and internal disturbances. These three properties 



influence the way systems move from one phase to the next. Both in positive and 

negative direction. 

 

According to the adaptive cycle systems go through a series of phases (figure 1). From 

exploration, to conversation, to release, to reorganization and back to exploration again. 

The transformation from release to reorganization creates opportunities. These include 

economic, social and cultural capital. The process from reorganization to exploration 

defines the exact path systems choose to spend their remaining, or reorganized, capital. 

This is where decisions are made which will result in future success or failure. During 

the sequence from exploitation to conservation stability increases. However, too much 

stability calls for an agent of disturbance to release the conserved capital. Companies 

can rely too much on a certain product income that when reorganization is difficult, it 

needs to release capital first. 

 

 
Figure 1. Adaptive cycle. Holling (2001). 

 

Human Systems 

Holling defines three characteristics for human systems that influence their adaptive 

cycles. These are foresight, communication, and technology. Human foresight means 

that systems can speed up or even skip phases due to human intelligence and 

intentional found characteristics of certain phases. This can prevent crises or if chosen 

deliberately create a crisis. Communication is not unique for humans, but 

communication of experiences and ideas is. This speeds up the slowest parts of the 

system to increase overall performance. Technology accelerates human behavior and 

therefore creates extra opportunities and risks. 

2. The History Of PayPal 

After PayPal being launched in 1999 its owner Confinity was acquired by X.com in 

2000 after which this company focused all of its resources on PayPal. The product 

focused on users who couldn’t get a credit card, because they didn’t have a credit 

history. Trying to get a huge user base. Planning to increase income with the money on 

the accounts. The so called “float”. However, users were immediately withdrawing 

their funds and PayPal was losing money with every user. In 2003 PayPal had to invest 

into other markets than the usual eBay environment it operated in and created a 

merchant service where small and medium enterprises could transfer money to out of 

PayPal clients. Not only creating an international standard for processing money 

transfers, but also risking to lose its own business. After several improvements to its 

services PayPal turned into a high profit business. 



3. Conclusion 

At one point PayPal’s user base started increasing significantly, using the offered 

services in a particular way. Creating stability for the company as the product didn’t 

change as much, but only the amount of users. This example shows the move from 

exploitation to conservation. The amount of users created a problem, as PayPal wasn’t 

making enough profit from the “float”. Therefore it needed to change, but this wasn’t 

possible with all the users it had gathered. This showed the need for a release from the 

conservation. Reorganizing the company was needed to create new possibilities. After 

several possibilities were chosen, PayPal implemented the possibility to transfer money 

to external accounts and into their own system, creating a new standard for internet 

money transfers. Exploration of the possibilities paid off to the billion dollar company 

it is today. 
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