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Abstract:
Multi-Level Marketing (MLM) is a business model where individuals 
earn income by selling products or services and recruiting others to do 
the same. Participants in MLM typically earn commissions not only 
for their own sales but also for the sales made by those they recruit, as 
well as by the recruits of their recruits, forming a hierarchical structure. 
MLM companies often emphasize recruitment and building a downline 
organization as key to success. While MLM can offer flexibility and 
potential for significant income, critics argue that it can resemble a 
pyramid scheme and may disproportionately benefit those at the top 
of the hierarchy. Regulatory scrutiny and controversy surround some 
MLM companies due to concerns about misleading practices and 
exploitation of participants. This paper is an effort to simplify the 
concept of multilevel marketing with the help of previous.
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A review paper on focusing the concept of multi-level 
marketing
Multi-level marketing (MLM), also known as network marketing, 
is a business model that relies on independent representatives or 
distributors to sell products or services directly to consumers. 
This model is characterized by a hierarchical structure where 
distributors earn commissions not only on their own sales but 
also on the sales made by the distributors they recruit into 
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the network, forming multiple levels of compensation. MLM 
companies often emphasize recruitment of new distributors 
as a primary means of growth, promising participants the 
opportunity to build their own business and achieve financial 
success through hard work and dedication.
Central to MLM is the concept of leveraging personal networks 
for sales and recruitment. Distributors typically start by 
purchasing a starter kit or products from the company, which 
they then sell at a markup to earn a profit. They also earn 
commissions or bonuses based on the volume of sales generated 
by themselves and their downline—those they recruit and those 
recruited by their recruits, and so on. This recruitment aspect is 
often criticized as it can prioritize recruiting over product sales, 
leading to accusations of being a pyramid scheme.
Proponents of MLM argue that it offers individuals the flexibility 
to work independently, build their own teams, and potentially 
earn substantial income based on their sales and leadership 
abilities. They highlight success stories of individuals who have 
achieved financial independence and entrepreneurial success 
through MLM. Additionally, MLM companies often provide 
training, support, and marketing materials to help distributors 
succeed, although the quality and effectiveness of these resources 
can vary widely.
Critics of MLM raise concerns about its resemblance to illegal 
pyramid schemes, where the emphasis is more on recruiting 
new participants rather than selling actual products or services. 
They argue that the structure incentivizes recruiting over retail 
sales, making it difficult for many participants to earn significant 
income. Moreover, MLM’s hierarchical structure can lead to high 
turnover rates among distributors, with many failing to recoup 
their initial investment or achieve sustainable income.
Regulation of MLM varies globally, with some countries imposing 
strict guidelines to distinguish legitimate MLM operations from 
pyramid schemes. In the United States, for instance, the Federal 
Trade Commission (FTC) provides guidelines on what constitutes 
a legal MLM business, emphasizing the importance of retail sales 
and genuine product value over recruitment incentives.
Despite controversy and regulatory scrutiny, MLM continues 
to attract individuals looking for entrepreneurial opportunities 
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with low initial investment and flexible working conditions. The 
industry spans a wide range of product categories, from health 
supplements and cosmetics to household goods and financial 
services, catering to diverse consumer markets worldwide. As 
the digital landscape evolves, MLM companies increasingly 
utilize online platforms and social media to expand their reach 
and engage with potential distributors and customers globally, 
reshaping traditional approaches to direct selling and network 
marketing.
The Structure of MLM Companies
Multi-level marketing (MLM) operates on a distinct hierarchical 
structure designed to incentivize both product sales and 
recruitment. Here’s an overview of the typical structure:
1. Company
At the top of the MLM structure is the company itself, which 
develops or sources products or services that are sold through 
its network of independent distributors. The company sets 
the overall compensation plan, policies, and guidelines that 
distributors must adhere to.
2. Distributors
Distributors are independent contractors or representatives who 
sign up with the MLM company to sell its products or services. 
They purchase products at a wholesale price and sell them at a 
retail price, earning a profit from the markup. Distributors are 
responsible for building their customer base and generating 
sales.
3. Sponsorship and Recruitment
One of the defining features of MLM is the recruitment of 
new distributors by existing ones. When a distributor recruits 
someone new into the MLM network, they become their sponsor 
or upline. The upline earns commissions or bonuses based on the 
sales generated by their downline recruits. This creates a multi-
level or hierarchical structure within the organization.
4. Levels or Tiers
MLM organizations are structured into multiple levels or tiers, 
typically referred to as levels or generations. Each level represents 
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a group of distributors who are connected through sponsorship. 
For example:

First Level: Direct recruits of a distributor (downline).
Second Level: Recruits of the first level distributors.
Third Level: Recruits of the second level, and so on.

5. Compensation Plan
The compensation plan in MLM is designed to reward distributors 
for both their own sales efforts and the sales efforts of their 
downline organization. There are various types of compensation 
plans used in MLM, including:

Retail Sales: Distributors earn a commission on their personal 
retail sales.
Overrides: Distributors earn a percentage commission on the 
sales made by their downline recruits.
Bonuses: Additional incentives and bonuses are often 
provided for achieving specific sales targets, recruiting 
milestones, or leadership ranks.

6. Training and Support
MLM companies typically provide training, support, and 
marketing materials to help distributors succeed in their business 
ventures. This may include product training, sales techniques, 
leadership development, and access to online platforms or 
events. Effective training and support are critical for distributor 
success and retention within the organization.
7. Compliance and Regulations
MLM companies must comply with legal and regulatory 
requirements set forth by government agencies, particularly 
to differentiate themselves from illegal pyramid schemes. 
Regulatory bodies often scrutinize MLM practices to ensure 
that the emphasis is on legitimate product sales rather than 
recruitment incentives alone.
8. Advancement and Recognition
Advancement within the MLM structure is based on achieving 
specific milestones such as sales targets, recruitment goals, 
and leadership qualifications. Distributors can earn higher 
commissions and bonuses as they advance to higher ranks or 
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levels within the organization. Recognition for achievements is 
often an integral part of MLM culture, motivating distributors to 
strive for success.
Examples of MLM companies -
AMWAY - One prominent real-life example of multi-level 
marketing (MLM) is Amway. Founded in 1959 by Jay Van Andel 
and Richard DeVos, Amway is one of the largest and oldest MLM 
companies globally. It operates in the health, beauty, and home 
care products sector, offering a wide range of products through 
its network of independent distributors.
Structure of Amway’s MLM System:
Products and Sales: Amway manufactures and sells various 
products such as vitamins, supplements, skincare, cosmetics, 
and household items. These products are marketed under brands 
like Nutrilite (health supplements) and Artistry (cosmetics).
Independent Business Owners (IBOs): Individuals who join 
Amway become independent business owners (IBOs). They 
purchase products at wholesale prices and sell them at retail 
prices, earning a profit on each sale. IBOs are responsible for 
building their customer base and generating sales.
Compensation Plan: Amway’s compensation plan includes 
multiple ways for IBOs to earn income:

Retail Margin: IBOs earn retail profits from direct sales to 
customers.
Bonuses and Overrides: IBOs can earn bonuses and overrides 
based on the sales volume of their downline organization 
(recruits and their recruits).
Leadership Bonuses: Achieving leadership ranks within 
Amway’s structure qualifies IBOs for additional bonuses and 
incentives.
Sponsorship and Recruitment: A critical aspect of Amway’s 
MLM model is recruitment. IBOs earn commissions and 
bonuses not only from their own sales but also from the 
sales generated by IBOs they recruit into the network and 
subsequent generations of recruits.



86

Strategic Financial Innovations: Emerging Trends and Policies

Training and Support: Amway provides extensive training, 
marketing materials, and support to help IBOs succeed in 
their business ventures. This includes product training, sales 
techniques, leadership development, and access to online 
resources.
Global Presence: Amway operates in over 100 countries and 
territories worldwide, leveraging its extensive network of 
distributors to reach diverse consumer markets.

Challenges and Controversies:
Amway, like many MLM companies, has faced criticism and 
legal challenges over the years. Critics argue that the emphasis 
on recruitment can prioritize recruiting over product sales, 
leading to allegations of operating as a pyramid scheme. 
However, Amway has defended its business model as legitimate 
and compliant with regulatory standards in various countries 
where it operates.
Impact and Legacy:
Despite controversies, Amway has built a significant global 
presence and has been a pioneer in the direct selling industry. 
It has provided entrepreneurial opportunities to millions 
of individuals worldwide, allowing them to start their own 
businesses with relatively low startup costs. The company’s 
longevity and success illustrate the enduring appeal and 
potential of the MLM business model, while also highlighting 
ongoing debates about its ethics and economic impact.
Herbalife Nutrition - Another example of a well-known 
MLM (multi-level marketing) company is Herbalife Nutrition. 
Founded in 1980 by Mark Hughes, Herbalife is a global nutrition 
company that markets dietary supplements, weight management 
products, sports nutrition solutions, and personal care products 
through a network of independent distributors.
Structure of Herbalife’s MLM System:
Products: Herbalife offers a diverse range of nutritional and 
personal care products. These include protein shakes, vitamins, 
supplements, energy drinks, skincare products, and more. 
The company emphasizes health and wellness, promoting its 
products as solutions for weight management, fitness, and 
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overall well-being.
Independent Distributors: Herbalife operates through a network 
of independent distributors, also known as Herbalife members 
or distributors. These distributors purchase products from 
Herbalife at a discounted price and sell them to customers at 
retail prices, earning a profit on each sale.

Compensation Plan: Herbalife’s compensation plan is 
structured to reward distributors for both product sales and 
recruitment efforts:
Retail Profits: Distributors earn a retail profit from selling 
products directly to customers.
Wholesale Commissions: Distributors can earn commissions 
based on the volume of products purchased by their downline 
distributors.
Bonuses and Incentives: Herbalife offers various bonuses 
and incentives for achieving sales targets, recruiting new 
distributors, and advancing in leadership ranks within the 
organization.
Recruitment and Downline: A key aspect of Herbalife’s 
MLM model is recruitment. Distributors are encouraged to 
recruit new members into their downline organization. They 
earn commissions and bonuses based on the sales volume 
generated by their downline distributors and subsequent 
generations of recruits.
Training and Support: Herbalife provides training, marketing 
materials, and support to help distributors succeed in their 
business ventures. This includes product training, sales 
techniques, nutritional education, and access to online 
resources and events.
Global Reach: Herbalife operates in numerous countries 
worldwide, leveraging its global network of distributors to 
reach diverse consumer markets.

Challenges and Controversies:
Herbalife, like many MLM companies, has faced scrutiny and 
legal challenges over its business practices. Critics have raised 
concerns about the emphasis on recruitment, alleging that the 
MLM model can incentivize recruiting over product sales. This 
has led to accusations of Herbalife operating as a pyramid 
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scheme, although the company has defended its practices and 
legality.
Impact and Legacy:
Despite controversies, Herbalife has built a substantial global 
presence and has been a significant player in the nutrition and 
wellness industry. The company has provided entrepreneurial 
opportunities to millions of individuals worldwide, allowing 
them to start their own businesses with relatively low startup 
costs. Herbalife’s success illustrates both the potential and 
challenges associated with the MLM business model in the 
competitive marketplace.
In conclusion, Herbalife Nutrition exemplifies a prominent 
MLM company, demonstrating how such organizations operate 
through independent distributors to market and sell products 
while navigating regulatory and public scrutiny regarding their 
business practices.
Controversial aspects of MLM Companies
MLM (multi-level marketing) companies have often been 
associated with controversies and allegations of scams or 
unethical practices. While not all MLM companies are fraudulent, 
some have faced significant scrutiny and legal challenges due to 
various practices that critics argue resemble pyramid schemes 
or deceptive business tactics. Here are some common scams or 
problematic aspects associated with MLM companies:
Emphasis on Recruitment Over Product Sales: One of the 
primary criticisms of MLM companies is the heavy emphasis on 
recruiting new distributors rather than selling actual products or 
services. Distributors may be incentivized to recruit others into 
the network, often promising high earnings and financial success 
through recruitment bonuses rather than through legitimate 
product sales.
High Initial Costs and Inventory Requirements: Many MLM 
companies require new distributors to purchase starter kits, 
product inventory, or sales materials upfront. This can lead 
to financial strain on distributors who may struggle to recoup 
their initial investment, especially if they are unable to sell the 
products or recruit others effectively.
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Misleading Income Promises: MLM companies sometimes 
exaggerate potential earnings or success stories, creating 
unrealistic expectations among new recruits. Distributors may 
be encouraged to promote the lifestyle benefits of joining the 
MLM network without adequately disclosing the challenges 
or risks involved.
Complex Compensation Structures: The compensation plans 
of some MLM companies can be overly complex and difficult 
for distributors to fully understand. This complexity may 
obscure the true financial viability of the business opportunity, 
making it challenging for distributors to assess whether they 
can realistically achieve the promised earnings.
Product Quality and Value Concerns: Critics argue that 
some MLM products are overpriced or of questionable 
quality compared to similar products available in the market. 
Distributors may face challenges in convincing customers to 
purchase products at premium prices, particularly if they can 
find comparable or superior alternatives elsewhere.
Legal and Regulatory Issues: Several MLM companies have 
faced legal challenges from government agencies, consumer 
protection organizations, or individual lawsuits alleging 
deceptive practices, false advertising, or operating as illegal 
pyramid schemes. Regulatory scrutiny varies by country, 
with some jurisdictions imposing stricter regulations on 
MLM practices to protect consumers.
Cultural and Social Pressure: MLM companies sometimes 
exploit personal relationships and social networks, 
encouraging distributors to recruit friends, family members, 
and acquaintances. This can strain personal relationships 
and create social pressure to participate in the business 
opportunity, even when individuals may have reservations 
or doubts.

Notable Examples of MLM Scams:
Herbalife: While Herbalife has a large global presence, it 
has faced accusations of operating as a pyramid scheme and 
misleading distributors about potential earnings. The company 
has settled legal disputes with regulators and paid fines to 
resolve allegations regarding its business practices.



90

Strategic Financial Innovations: Emerging Trends and Policies

Amway: Despite being one of the oldest and largest MLM 
companies, Amway has also encountered legal challenges and 
criticism over its recruitment-focused business model. It has 
defended itself against accusations of operating as a pyramid 
scheme, emphasizing the importance of product sales in its 
compensation plan.
Vemma: In 2015, Vemma Nutrition Company was shut down 
by the U.S. Federal Trade Commission (FTC) for operating a 
pyramid scheme. The FTC alleged that Vemma’s compensation 
plan primarily rewarded distributors for recruiting new 
participants rather than selling products.
In conclusion, while MLM companies can offer legitimate 
business opportunities for entrepreneurial individuals, potential 
distributors should exercise caution and conduct thorough 
research before joining any MLM program. Understanding the 
company’s products, compensation plan, regulatory compliance, 
and reputation can help individuals make informed decisions 
and avoid falling victim to MLM scams or unethical practices.
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