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The big catch

what’s the catch?
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\M Multilevel marketing:

Many, if not most of the readers of this journal will at some time or another
have been approached by a “distributor” of a multilevel marketing (MLM)
(also known as network marketing) firm[1]. For those who have not yet been
contacted, MLM firms sell their goods not through a conventional
distribution system and retail outlets, but through individual people, selling

- to their friends, acquaintances and strangers. The big drawcard is that

commission is paid not only for direct sales you have made yourself, but
tom sales made By your recruits as well. That is, if you get friends to join
up, you gét a commission not only from the cosmetics, magazines or
whatever your friends purchase, but from the sales they make to their
friends, too. Theoretically, you can make a fortune as this process expands in
a sort of multi-layered network which, when drawn on paper, fans out into a
pyramid-like structure.

You will have been told that you can top-up your salary with a few hours’
work a week or, with more commitment, become financially independent
within a few years. You will be assured that this is not, as it seems, too good
to be true and that there is no catch. In Multi-level Marketing: A Practical
Guide to Successful Network Selling, Clothier (1992) says just that: “It all
sounds too good to be true; there must be a catch somewhere. No catch!”
The many other books on the subject pretty much echo this message of the
opportunity of a lifetime.

Well, is it a fabulous not-to-be-missed goldmine? Is there really no catch?
Certainly, there are many people who have made some money and a select
few who have made lots of money from MLM. But there is a catch, a big
one, and it is the aim of this article to point out just what it is. No book or
article I have seen confronts this harsh reality head-on and certainly no
MLM distributor will tell you — they may not even have thought it through
themselves. The problem, in general, is that the activity of recruiting people
into MLM schemes is socially and psychologically unacceptable to most
people in our society. In other words, the process of network marketing
brings with it some situations, attitudes and types of behavior that are highly
problematic in ways that will be described below. The situation may well be
different in other cultures, such as some countries in Asia, where business
options are more limited and entrepreneurial zeal is seen in different ways.
But here in New Zealand, MLM is fraught with some really nasty human
relations issues.

MLM certainly offers its distributors many advantages, as the books and

- operators so love to point out. Anyone can get involved and it can be done
with as much or little time commitment as one likes. The minimal capital
costs, autonomy and potential for earning are indeed for real. Butata
substantial cost, and the cost is not just plain old-fashioned hard work. In his
book, Financially Free, Windsor (1990) talks at length about sacrifice and
hard work, but skirts around the real price. In Wave 3: The New Era of
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High drop-out rate

Unacceptable behavior

- Network Marketing, Poe (1995) states that “the one thing you need is

strength of character. To make it big in MLM is one of the hardest tasks you
can undertake.” Well, you certainly need strength. Poe almost gets there:
“Often, you must push on despite the insults and discouragement of friends,

" relatives, and even spouses” (p. 30). All too true, but Poe then moves away

from this delicate issue and on to some positive hype about building
“experience, strength and self-assurance,” without getting to grips with the
real problems. The insults and discouragement are not just jealousy and sour

grapes as some would have us believe.

If this is such a wonderful way to make money, why exactly, will most people
have nothing to do with it and even of those that do initially, why is the drop-
out rate so high? Let us look at what you have to do to be successful (at all)
in MLM. You are advised to compile a list of every person you know,
friends, acquaintances, colleagues, old schoolfriends and just about every
person who can actually be contacted. They must then be told over the
phone or personally, one way or another, which in practice ranges from quite
open and honest to downright devious, about a “business proposition” or
“once-in-a-lifetime opportunity.” What happens then is the crux of the
problem. I know this from numerous conversations with past, current and
non-MLM people and from my own experience. 1 myself gave it the
proverbial “whirl” until I discovered that between nine and nine-and-a-half
out of ten responses range from:

* not interested, but a neutral response, i.e. they do not mind being asked,
but they will not do it;

¢ moderate disapproval;

+  serious disapproval, i.e. some combination of upset, annoyed, offended
- or horrified.

Even the most cunning distributor will admit that “you will get some
refusals” when approaching people, but the more honest ones will tell you
that nine out of ten people show no interest at all and only about one in 20
will sign up. Out of that one in 20, more will drop out along the way. Let us
look closer at the reasons.

If you phone a friend or even a business acquaintance, you turn your current
relationship with that person upside down, even if temporarily. The standard
justification MLM people use is that you are offering your friend/
acquaintance a wonderful opportunity. But 90-95 percent of them will not
see it this way and for one very good reason. You would be making money
out of them, and making money out of friends is not. in our society or most
others, acceptable behavior. A classic illustration of this principle is that
MLM distributors often like to say that “we all network, for example. when
we recommend a movie to friends.” This argument sounds good until you
think one step further. How would your friends feel if you recommend that
they see Batman Forever, and then discover that you got a cut out of it! The
odds are they will not feel too happy with you. Batman is forever. but the
friendship may not be.

Books on MLM like to point out that “there is nothing wrong with selling.”
That is true, but mainly with respect to customary situations like someone
voluntarily walking into a shop. Being approached in the “normal course of
business” by a manufacturer’s sales representative is also a totally different
story. In his chapter on “Myths and misunderstandings,” Clothier (1992,
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Selling friends a contract

Taking rejection
personally

What is tacky with friends is, unfortunately, not a whole lot better with

pp. 216-17) tackles the issue of “using people”. He argues that “because
success in MLM means finding other people who want the business too, this
is often translated as using these people so that you gain while they
somehow lose out.” This is simply not the point or the issue at stake. There
is a big difference between MLM and ordinary selling, even for something
relatively similar, like selling insurance, or any other direct selling from
person to person. The difference is that an insurance salesperson sells you a
contract, earns a commission and that is the end of it. It is something else
altogether if the salesperson then suggests that you phone everyone you
know including your friends and try and sell them a contract as well and that
both of you would then-get a commission. Yet, this is precisely what MLM
is all about. The issue is not whether your friends will make money or not,
but the entire psychological set up and in particular the fact that you would
make money out of your friends, and more often than not, under the pretext
of “helping them.” '

acquaintances whether business or nonbusiness. Take for example, the
person who fixes your motor car. You may, for example, have dealt with the
same person for many years and found that person to be reliable, trustworthy
and in a business/client sort of way, a good friend. If, after five years, you
then approach the garage owner and try to sell him/her soap or whatever and
turn him/her from being a seller to a buyer, the odds are you will sour the
relationship, hopefully temporarily. The odds are also strong that the person
will not join the network and that you will feel awkward about this for quite
some time.

I will never forget watching a video about, shall we say, an unconventional
real estate scheme in which, in a question and answer session, a2 woman asks
the manager what happens if “she wants to help some of her friends” and the
response is: “Well Jane, there is a commission structure.” [ think it safe to
say that selling them something is not everybody’s definition of how to help
your friends! Thus, a lot depends on how honest and open people are about
what they are suggesting and why, but no matter how direct and straight the
approach, the fundamental problems remain.

In Wave 3: The New Era in Network Marketing, Poe (1995) warns against
“taking rejection personally.” But given the reality of what MLM really
means, maybe one should! Nobody likes rejection and by promoting MLM
you are not only putting yourself through some major rejection stress, but
asking your prospective downline to go through the same. Probably the most
uncomfortable aspect of the whole recruiting scene is when, after some .
initial (polite) interest, it dawns on your friend/ acquaintance what you are
really suggesting, and the atmosphere, even over the telephone, becomes
decidedly cool. The select few who can cope and go on to make a fortune
may well thank you for it, but the vast majority will not. The friend/
acquaintance is also put in the unpleasant, and arguably unfair position of
having either to turn you down or go along with it so as not to offend. Only
yesterday, a colleague of mine told me how their babysitter asked themto a
“party” which turned out to be nothing more than a sales presentation. My
colleague feit obliged to go, but was not impressed and threw away the
catalog on returning home.

20
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Never prejudge

Oftering opportunity

According to MLM marketing principles, you need to approach everyone,
and never prejudge whom you think would be likely or unlikely to be
interested, because you just never know. This is of course true, you do not
know in advance, and indeed, as was often stated to me by a MLM
operative, “It’s a numbers game.” If you are willing to set aside your
scruples and wade ruthlessly through every person on the planet that you
know and eventually those you do not, you will develop a “downline” and
make money. But the price is that for most people, the whole thing is
incredibly unpleasant and distasteful. Plus, you jeopardize your entire
network of friends and acquaintances to a greater or lesser degree. The
logical conclusion is that MLM distributors run the risk of having a circle of
friends that comprises only the other people in the network, all others
having, as the saying goes, fled for the hills.

‘The big giveaway that MLM people know subconsciously, if not

consciously, about at least some of the issues raised in this article, is that
MLM has developed a set of euphemisms. These make the selling process
somewhat easier, but at the same time less honest. You do not talk about
recruiting people or getting others into your network, but rather about
“duplication” or “replication.” Similarly, MLM people talk about
“sponsoring people” when in fact they mean recruiting them. And the all-
time-number-one euphemism is that all you are doing to/for your friends is
“offering them the opportunity.” You never try to recruit or get your friends/
acquaintances involved, you just offer them the opportunity or “show them
the plan.” The downline recruits are also referred to as your “business,” a
nice, respectable word.

From an operational point of view, one company is particularly notorious for
its distributors phoning up people to offer them the opportunity and refusing
to tell them what it is all about until the night of the “presentation.” Note also
the episode of Shortland Street where the young nurse’s friends walk out on
her housewarming party which turns out to be a pretext for a “New Day™
presentation! I have heard anecdotes and a taped telephone conversation on
the radio with one distributor who denied outright that a certain company
was involved, and then after 20 minutes of almost incomprehensible
rambling, it emerged that that company was indeed you-know-who. It is not
too difficult to figure out why some MLM operators work in this way: they
are (understandably) too embarrassed to front up with the plain truth and try
to package it in a more acceptable way. Fortunately, there are many
distributors who are far more open and honest. Nonetheless, short of doing
generally inefficient mailshots the recruitment process will inevitably
confront the would-be distributor with the scenario described above.

What does all this mean? Does this mean that MLM is ethically wrong and
that you should not do it? People need to decide for themselves what is
acceptable and what is not. My intention is to inform people about the full
picture. Those having anything to do with MLM in the past, present or future
ought to be aware of what it really involves and the full implications of
trying to recruit people in New Zealand. The MLM road to financial
independence is a rocky one. The highway is there alright, but it is not as
painless as switching on a computer and plugging into the Internet.

What does the industry itself have to say?
I explained the essence of the problems as I see them to several management
representatives of MLM or related organizations in New Zealand.
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Softer approach

Selling to friends

~—]

Di Grundy of Pola Cosmetics explained that their firm works only on three
levels as opposed to the multiple ones of other firms and that Pola does not
operate like the others in terms of telephoning friends and so on. Grundy
pointed out that telephoning people you had not seen for months, pretending
that this was a social call and then hitting them with the MLM “plan” was
unethical. She also felt that the standard MLM way of doing things was
unacceptable and that people were being “sold a dream that did not
correspond at all with reality.” That is, people were told that they would be
able to achieve financial independence, which for virtually all of thern was
totally unrealistic.

Marc Walker of Nu Skin argued that his firm has “a softer approach” and
that people have a choice in the end, “you can’t force them to do anything.”
He claimed that Nu Skin has been hurt by other firms which have more .
predatory and aggressive approaches. According to Walker, how the whole
thing works “depends on the relationships involved.” He added that people
are doing very well, that MLM provides a good service in terms of
informing people about products and so on. A bit like the MLM books,
Walker would not really comment on or confront the problems which I
outlined. When I asked him straight out about the unpleasantness and
acceptability of phoning friends and acquaintances, he referred back again
the rather vague argument about it “depending on the people involved.”

An experienced representative of Herbalife who (for the sake of the person)
cannot be identified, at first defended the company itself claiming that other
companies focus excessively on “the business” rather than the product. In
the case of Herbalife, it was alleged, the products “sell themselves.”
However, when I pointed out that the contacts still had to be made, that
friendships and other relationships were jeopardized and that in essence, the
basic modus operandi of MLM was socially unacceptable to most

New Zealanders, the representative, somewhat to my surprise, conceded
totally!

Ross Ruff, general manager of Avon Cosmetics, declined to comment on
MLM, but made it very clear that Avon is not such a company. He
emphasized that Avon is a direct-selling organization, whereby district sales
managers on the payroll identify other people who function as independent
sales representatives in specifically allocated geographic areas. Earnings are
based only on direct sales, door-to-door or other forms of personal contact.
Referrals beyond this level to friends or acquaintances are rewarded only by
a “prize program” and not the kind of downline commission from indirect
sales that characterizes MLM. ‘

My own feeling is that any form of selling to friends, and especially when it
is ongoing, is ethically and socially questionable. However, as explained
earlier, Avon’s kind of operation is substantially different from MLM, which
goes way further in specifically targeting friends and acquaintances, and in
turn the friends of friends and so on. :

Garth Wyllie, executive director of The Direct Selling Association did his
level best to defend MLM. He stressed that the major players are all
members of the association; his comments apply to members only,
nonmembers being outside the jurisdiction of the association. There is a

" strict code of conduct modified from an overseas version so as to take into

22
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Code of conduct

Amway's success

- account New Zealand Jaw and business practice. The code relates to all

customers, including friends and acquaintances and is very specific about the
nature of recruiting, so that no pressure should be exerted, etc. Whenever
there is a complaint (and there have been only three in Wyllie’s time as
director) these have been deait with swiftly and satisfactorily. A complaint
has never yet gone to the Code Administrator, Sir Peter Quilliam.
Furthermore, most products of the major MLM firms are excellent and
backed by a comprehensive money-back guarantee, which even extends to
half-used products. Wyllie argued that it is the genuine enthusiasm of
distributors that gives them momentum. Many distributors have excellent
relationships with their customers. He also pointed out that the various firms
in the market have different recruitment and compensation plans, although
the basic situation is similar.

My response to the above is that the code of conduct could indeed prevent
major abuse, but the basic nature of recruitment is unsatisfactory for all the
reasons discussed in the main body of the article. As soon as someone tries
to recruit a friend or acquaintance, implicit pressure is exerted on that
person. This does not fall foul of the code of conduct, but remains the
essence of the problem. Similarly, a lack of openness and frank disclosure of
what is really being proposed to potential recruits is evidently all too
common, Yet, it is unlikely that a formal complaint will be made, especially
by a friend of the distributor. The low number of formal complaints really
gives no meaningful indication of the multitude of people who have less-
than-happy memories of MLM recruitment attempts. The relationships
between distributors and existing customers may well be good in many or
even most cases, but what about those people who declined to buy or get
involved? And there will be about ten times as many of them.

Last but not least, I interviewed Don Sutton, the general manager of Amway
New Zealand. He provided a comprehensive, if predictable, defense of
MLM and Amway along the following lines. Amway is the largest operator
in New Zealand, and this year, some 19,000 distributors rejoined. People
from all walks of life are involved, from doctors to ministers of religion.
These people derive substantial benefits from the company and enjoy their
association with such a successful operation. People are attracted by the
success of Amway. They gain business experience in the process. as well as
building confidence and self-esteem. Their distributors genuinely want to
help their friends and acquaintances. If people felt they were jeopardizing
their friendships and other refationships, they would drop out of the network.

The complaints that the company receives with respect to distributors are
few and far between. Amway conducts a substantial amount of research
through independent consultants and this indicates a high level of customer
satisfaction. Sutton and the marketing manager, Siri Whalen. claimed that
their research also indicates a low level of dissatisfaction among people who
are no longer distributors and even among the public in a broader sense.
However, they would not show me the research reports, and it was by no
means clear that it confronted the sort of delicate issues raised in this article.
Sutton did concede that there is a negative perception of multilevel
marketing which needs to be corrected, through public relations work.
environmental awareness, sponsoring (in the more conventional sense!)
sport and charitable causes.
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Nothing wrong with
selling

He argued that if people find MLM fundamentally distasteful, this is because
they do not understand it. In addition, Sutton and Whalen raised some issues
that I have discussed earlier such as that there is nothing wrong with selling
and posed the question about the difference between MLM and selling
insurance! I had in fact written the main body of the article before the
Amway interview, so it was interesting to note that they were defending
MLM in what can only be termed the standard defenses. These
rationalizations really do not come to terms with the interpersonal problems
to which I have drawn attention. They provide a convenient justification for
those in the industry, but outsiders are unlikely to find them particularly
convincing. Furthermore, the success of the company and the numbers of
people involved are merely an indication that there is money to be made, and
not that this is done in way that is acceptable to the public as a whole. In
other words, the people that count are those who have been approached and
were not impressed. I would argue that no amount of public relations work
will eradicate the negative image of MLM, because it is a fundamentally
problematic way of doing business.

Note
1. Note that this article deals not with any particular firm but with the concept and practice

of multilevel marketing or network marketing in general. Note also that I am dealing
here with MLM firms that are considered as legal. Those which are really just pyramid
schemes or perilously close to being so, are a separate issue, and while worthy of
discussion, fall outside the bounds of this article. T would, however, comment that in
terms of the Fair Trading Act, MLM frequently treads a very fine line between genuine
marketing of goods and an attempt to sell a pure investment or money-making scheme.
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