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VOLUNTARY DISCLOSURE AND EARNINGS EXPECTATIONS
IN MULTI-LEVEL MARKETING

STACIE A. BOSLEY, SARAH GREENMAN and SAMANTHA SNYDER

Multi-level marketing (MLM) firms recruit individuals into a business opportunity
but are not required to disclose the earnings of past participants. Some MLMs volun-
tarily create income disclosures, which may serve both marketing and risk-management
functions. We create an economic experiment to explore the impact of MLM income dis-
closure on consumer interest and expectations. Results suggest that disclosure does not
significantly alter interest in the business opportunity but does reduce expectations, on
average, when subjects are asked to estimate annual income in a lab environment. We
discuss findings in the context of current regulatory policy. (JEL D82, M38)

I. INTRODUCTION

In the face of information asymmetry and con-
sumer protection concerns, voluntary disclosure
can be part of an industry’s self-regulation strat-
egy. Effective voluntary disclosure, accompanied
by other practices such as “certifications, com-
plaint resolution, and professional conduct stan-
dards” (Ohlhausen 2017) can inform consumers
and forestall mandatory disclosure requirements
or other direct regulation of products or behavior
by government agencies (Pappalardo 1997a).

The track record of mandatory information
disclosures on consumer behavior—from nutri-
tion labels to mortgage forms—is mixed, with
past research pointing to potential pitfalls and
unintended consequences, especially if the dis-
closure has not been carefully designed and tested
(Craswell 2013; Lacko and Pappalardo 2010;
Perry and Blumenthal 2012). Voluntary disclo-
sures can suffer from similar issues as no spe-
cific format or information is externally deter-
mined or required. Furthermore, voluntary dis-
closures could be introduced by the firm to func-
tion as risk management or marketing tools, or
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both. To evaluate the effectiveness of voluntary
disclosure as part of the larger regulatory frame-
work, the implementation and impact of disclo-
sures must be carefully studied; especially in
markets where disclosure (or lack thereof) may
significantly impact consumer welfare, as may be
the case in the direct selling industry.

Firms that promote a business opportunity
or work-at-home program in the United States
must abide by a mandatory disclosure require-
ment, but the direct selling industry largely oper-
ates under a voluntary disclosure framework.
The Federal Trade Commission (FTC) revised
the Business Opportunity Rule in 2011, largely
exempting direct selling from mandatory dis-
closure requirements (FTC 2011, FTC 2018,
Ohlhausen 2017). The agency instead uses the
FTC Act “to challenge unfair and deceptive acts”
within the direct selling industry on a case-by-
case basis (Ohlhausen 2017).

According to the Direct Selling Association
(DSA 2018), nearly 18.6 million Americans par-
ticipated in the direct selling industry as distrib-
utors in 2017. An estimated 1 in 13 U.S. adults
has been a direct seller at some time in their
life, with approximately one-half participating
in more than one direct selling firm (DeLiema
et al. 2018). In the United States, “direct selling”
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and “multi-level marketing” (MLM) are effec-
tively interchangeable terms. In 2014, 96% of
firms, 97% of sales, and 99% of sellers in the
U.S. direct selling industry were associated with a
multilevel compensation structure (DSA 2015).!
MLMs present consumers with the opportunity to
buy a product or service from a distributor or to
participate in the business opportunity by becom-
ing an independent distributor.

While individuals may become distributors
to access discounted prices on MLM products
or services, survey evidence indicates that the
vast majority of distributors join, at least in part,
to earn income (DeLiema etal. 2018). MLM
distributors typically earn income and rewards
based on their own purchases and sales as well
as the purchases and sales of distributors within
their downline network (i.e., those recruited
directly by the distributor, or indirectly, by
his/her recruits) (Vander Nat and Keep 2002).
Within this context, information asymmetry is
expected as MLM firms have data on the distri-
bution of past distributor income and expenses
but may choose not to reveal that data, in whole
or part, to the prospective distributor. Although
the MLM firm is likely to have significant
data on past distributor outcomes, there may
be some gaps in knowledge. The MLM firm
typically does not capture distributor expenses
that go beyond direct purchases of products,
selling aids or training from the firm itself and
may not have complete data on retail profit for
person-to-person (offline) transactions.

This study explores the impact of volun-
tary income disclosure in the MLM industry.
The DSA acts as a self-regulatory body for the
industry, establishing a code of ethics (DSA
2017), and facilitating complaint resolution and
reporting (Ramirez 2016). Acting FTC Chair-
man Ohlhausen (2017) discussed the benefits
of self-regulation in an address to the DSA, but
added: “The key to these benefits, however, is
that the self-regulation must be effective. Inef-
fective self-regulation can cause more harm than
good. Poorly structured or wrongly motivated

1. There has been a dramatic change in the composition
of the U.S. direct selling industry in recent years, with a large
shift toward multi-level over traditional, single-level firms. As
described in Bosley and McKeage (2015), the share of DSA
firms with a multilevel compensation structure increased from
25% in 1990 to 96% in 2011 and remained at 96% in 2014, the
last year for which composition data is available. Traditional
direct selling (i.e., with single-level structure) compensates
distributors for personal retail sales but does not provide
compensation based on the recruitment, purchases or sales of
downline distributors.

self-regulatory frameworks can create serious
problems for consumers and the marketplace.”
Ohlhausen continued: “We must recognize that
self-regulators may have mixed motives. They
may want a weak self-regulatory framework, one
that simply serves as cover if trouble arises. In
that circumstance, the self-regulation is nothing
more than window dressing.”

These comments come at a time when MLM
firms have been criticized (Truth in Advertis-
ing 2017) and, in some cases, penalized (FTC
2016a, FTC 2016b) for making misleading earn-
ings claims to potential recruits. Former FTC
Chairman Ramirez, in an address to the 2016
Direct Selling Association Business & Policy
Conference (Ramirez 2016), discussed the FTC’s
concerns regarding industry misconduct and the
rationale for earnings representation guidelines
in MLM, stating: “Earnings claims, regardless of
whether they are express or implied, are highly
relevant to consumers in making their invest-
ment decisions. In fact, we find that earnings
claims are often the single most decisive factor
in those choices. So it should be no surprise that
the FTC takes earnings misrepresentations very
seriously.”

Ramirez went on to discuss the FTC’s per-
spective on appropriate representations, stating
that all earnings representations must be accurate,
nonmisleading, and substantiated. Specific or
subtle income or lifestyle suggestions are likely
to be deceptive when few participants achieve
the represented outcomes. Recent FTC staff-
authored guidance (2018) similarly addresses
MLM earnings representations, emphasizing the
need for truthful, substantiated claims, supported
by objective evidence. In line with Chairman
Ramirez’s comments, this guidance language
states that income representations are likely
to be misleading if they convey opportunities
for wealth and lifestyle outcomes and partic-
ipants generally do not achieve these results.
Even truthful testimonials of top earners are
likely misleading unless the representation “also
makes clear the amount earned or lost by most
participants.”

Amid this discussion, some MLM firms have
created income disclosure statements to commu-
nicate earnings of past participants. Of the DSA’s
128 member-firms, 34 provide a publicly avail-
able income disclosure statement” and only one

2. These numbers are based on the Direct Selling Asso-
ciation member list as of June 13, 2018 and a review of mem-
ber’s publicly available income disclosure statements, as was
done by Truth in Advertising (2017).
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of the five largest MLMs provides such a state-
ment for the United States.> While the style and
content vary, these disclosures provide informa-
tion on the income (i.e., commissions) earned by
distributors in a prior year, typically presented in
a table with associated commentary.

We created an experiment to evaluate the
impact of MLM information disclosure, designed
to assess the static impact of disclosure (i.e., the
effect of disclosure on consumer judgment and
behavior) rather than the longer-term dynamic
impact on market composition and characteristics
(Craswell 2013). Beyond information disclosure,
we explore correlates of consumer interest and
expectations. “Copy tests” (i.e., experiments that
explore consumer responses to advertising) are
commonly used in advertising practice research
(McAlvanah et al. 2015; Pappalardo 1997b) and
there is a long tradition of exploring information
disclosure and consumer behavior using experi-
mental methods (see Pappalardo 2014 for a dis-
cussion of such work done within the FTC), but
we believe this is the first study that specifically
examines the impact of MLM information disclo-
sure on consumers.

The experiment was conducted at a small,
liberal arts university in Minnesota with 273
undergraduate subjects. Subjects* were randomly
assigned to a control group or a treatment group.’
All subjects were exposed to the same set of mar-
keting materials—publicly available videos and

3. As of 2017, Amway, Avon, Herbalife, Vorwerk, and
Mary Kay were the largest MLM firms in the world, each with
2016 revenue of $3.5 billion or more (Direct Selling News
2017). Of this set, only Herbalife provides a publicly available
income disclosure statement (i.e., found on the firm’s website
or through an internet search). Herbalife has recently been
under federal investigation and entered into a settlement with
the FTC in 2016 (FTC 2016b). In discussing the settlement,
the FTC emphasized Herbalife’s systematic use of misleading
earnings claims.

4. Students were drawn from Principles of Microe-
conomics, Principles of Macroeconomics, Intermediate
Macroeconomics, Quantitative Methods in Criminal Justice,
Crime and Justice in America, and Theories of Criminal
Behavior. These classes provided convenience samples
(based on the researcher’s disciplines) and 8 of the 11 course
sections were introductory courses with a wide representation
of majors/minors. Of the 273 subjects, 233 came from these
courses and 40 from recruitment at the student center. We
included dummy variables to capture the potential impact of
student major and also included a dummy variable for class-
room versus student center, though the latter was statistically
insignificant in all analyses and is, therefore, not presented in
the results that follow.

5. There were originally two treatment groups in this
experiment. At reviewer request, we tested a third treatment
in Spring of 2019. The original set of subjects (209) were ran-
domly selected for Control, Treatment Group 1, or Treatment
Group 2 in Spring 2018. An additional 64 students were all
placed in Treatment Group 3 in Spring 2019. The additional

website content—associated with a single MLM
firm. The control group did not receive an income
disclosure. The treatment groups received varied
income disclosure statements. Treatment Group
1 received the company’s most recent income
disclosure statement, which included text and
an income table. Treatment Group 2 received
an augmented disclosure statement, identical to
the company’s disclosure except that the share
of nonearners (i.e., the number and percentage
of those who earned $0 in commissions) was
more prominently displayed. Treatment Group 3
received a simplified graphical disclosure.

Through this experiment, this paper con-
tributes to the field of consumer protection in
four ways. First, this experiment provides base-
line data on consumer interest in and expectations
of MLM in the absence of income disclosure.
Because only a small share of MLM firms vol-
untarily provide a publicly available income
disclosure, the majority of prospective MLM
recruits may receive marketing materials without
any formal disclosure of past earnings, making
baseline information very useful. Second, our
experimental design allows for straightforward
estimation of the impact of information dis-
closure, interacted with marketing materials, on
consumer judgment and interest within an area of
business that has been criticized for misleading
earning statements and is currently operating
under a voluntary disclosure framework. Third,
we analyze individual characteristics, exploring
associations with MLM interest or expectations
beyond information disclosure. It is important
to note that our baseline data, average treatment
effect estimates, and correlates are generated
within a lab setting, and data acquired in a field
setting might be significantly different. Lastly,
the findings and limitations of this study provide
a clear trajectory for future research. If the status
quo or alternative regulatory approaches are to
be carefully considered with respect to the MLM
industry, additional academic research is needed
to inform the path forward.

Results indicate that income disclosure had
no significant effect on consumer interest in the
MLM business opportunity but did reduce earn-
ings expectations, on average, when subjects esti-
mated personal annual income in a laboratory
environment. This seeming contradiction could

subjects were drawn from the same types of courses (introduc-
tory economics and criminal justice courses) and we screened
out subjects who had any prior exposure to the experiment.
The experiment protocol remained exactly as it had been in
the prior term.
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be attributable to differences in attentiveness
to the disclosure (i.e., subjects overlooking the
income table when reporting interest and pro-
cessing the disclosure more fully when asked
to report earnings expectations). Although dis-
closure of all types depressed “typical” earn-
ings expectations, the average expectation still
exceeded the expected value as indicated by the
disclosure’s income data. The simplified graphi-
cal disclosure, overall, had the largest impact on
subject expectations. We also find that the disclo-
sure affected the range of earnings expectations.
Beyond disclosure, interest in the MLM oppor-
tunity was lower for older subjects and those
that demonstrated knowledge of expected value
and numeracy concepts, while interest was higher
for business/economics majors and those who
reported higher religiosity. Our results are dis-
cussed within the context of current and potential
MLM regulatory policy and enforcement.

The remainder of this article is organized as
follows. Section II describes the experimental
framework in more detail and Section III presents
the data generated by the experiment. Section IV
outlines our empirical framework and identifica-
tion strategy while Section V provides empirical
results. Finally, Section VI includes discussion
of policy and regulatory implications as well as
directions for future research.

Il. EXPERIMENTAL FRAMEWORK

To study the impact of MLM information dis-
closure on consumer interest and expectations,
we created an experiment with a between-group
design. Undergraduate subjects participated in
the 20 to 30-minute experiment using a tablet or
similar device and headphones.® No compensa-
tion was provided, although instructors made it
clear that this was an actual experiment and that
responses would inform research. Dedicated time
was allotted to the experiment, with a follow-up
lecture given after the experiment was complete.
Immediately following the consent process, sub-
jects were assigned to groups (i.e., control or one
of the treatments) and were exposed to identical
marketing materials but differing levels of disclo-
sure information. The marketing materials and

6. While most U.S. direct sellers are older than our
college-aged subjects, the share of young adults in the indus-
try is increasing. The proportion of direct sellers aged 34 or
younger has risen from 23% in 2013 to nearly 30% in 2016
and approximately 8% were 24 or younger in 2016 (DSA
2014, 2017).

income disclosure used within the experiment
were produced by a single MLM firm, chosen
based on the following criteria: representative
marketing content, including typical income and
lifestyle representations; appeal to young adults;
availability of a relatively recent, representa-
tive income disclosure; and low prior subject
exposure given the firm’s limited presence in the
region.

Marketing materials included screenshots of
the firm’s website and two promotional videos.
Subjects were shown screen shots of the full
set of website content found under the firm’
business opportunity menu as well as videos
produced by the firm, made publicly available
on the firm’ YouTube channel. The first video
was chosen to reflect a prototypical recruitment
message (approximately 8 minutes in length)
and the second video was chosen because it
directly addresses college-aged students (less
than 2 minutes in length). The first video uses
commonly employed implied income claims,
discussing dreams, the possibility of spend-
ing more time with family, the possibility of
becoming wealthy, taking exotic vacations, or
retiring comfortably—all with limited up-front
investment and the possibility of supplemental
or unlimited income. Specific examples from the
video include the following:

“What do you really want from life? What do you
dream of [image of couple relaxing on sailboat] ...

having the income to retire, comfortably? Or, maybe
you dream of being wealthy [image of woman look-
ing at jewelry], traveling to exotic places [image of
woman swimming in pool by ocean], enjoying a true
taste of luxury [image of cuff links, image of woman
on sailboat] ...”

“we want you to dream again [image of woman walk-
ing on the beach] ...”

“You can find what you really want in life [image of
couple relaxing near the water, image of party near
the beach]”

The opportunity is said to be available to all,
regardless of past experience or education, pro-
viding freedom that is not available with tra-
ditional employment. This video also discusses
the firm’s products and related product research,

7. The firm is not named as this specific MLM firm is
not the focus of the research but was chosen for the reasons
stated above. The corresponding author can be contacted for
more information on the marketing materials used within the
experiment.
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connecting product efficacy to the income oppor-
tunity. It briefly discusses the types of compensa-
tion available to the firm’s distributors.

The second video, titled “Overcoming College
Debt,” directly addresses college-aged students.
The MLM opportunity is described as a pathway
to income, generated by sharing the products and
business opportunity with people encountered in
everyday life. For example, the speaker states that
the company is “looking for some real go getters
who want to make an extra 1,000, 2,000 dollars
a month. Do you know anyone who would like
that kind of thing?” The MLM is promoted as a
program that teaches skills not usually learned in
school, such as how to build a business and invest
in one’ future. Neither video discusses the appeal
of the opportunity in terms of access to discounts
on the firm’s products and services. At certain
points in each video, a disclaimer appears in small
text stating that results are not guaranteed and that
individual outcomes depend on effort and skill.?

Website content, under the opportunity tab,
included discussion of the industry, distributor
support (training, website, mentoring and tools)
and suggestions of income potential. Website
material included the following statements:

“Freedom is within your reach.”

“Whether you want to earn some extra money for little
things or create a new life that’s full of free time, we
provide the opportunity for unlimited potential.”

“You can prosper at your own pace.”

While the control group received no income
information beyond what was conveyed in the
videos and website content, the treatment groups
received the company’s most recent publicly
available income disclosure statement or some
variation of that disclosure, depending on which
treatment they were assigned. The company’s
disclosure includes a table that reports the num-
ber and share of participants who achieved each
rank or level in the organization in a recent year,?
as well as measures of income achieved at each

8. This type of disclaimer is commonly used within MLM
business opportunity videos and promotional materials. For
an example of the industry’s discussion of MLM disclaimers,
see  https://thompsonburton.com/mlmattorney/2013/06/18/
ftes-disclosure- guidelines- for-online-marketing-how-to-
get-it-right-part-2/

9. MLM firms are hierarchical in structure and partic-
ipants can reach progressively higher levels or ranks. The
distributor’s level is usually determined by the size of that
distributor’s downline team and the product volume flowing

level. The first treatment group received the
company-produced disclosure with no additions
to the text or table. This disclosure has features
that could complicate a consumer’s under-
standing of distributor outcomes. The income
table refers to “active” distributors, defined as
those distributors who made a purchase in the
year, but ultimately only reports the number
of active distributors who also earned a com-
mission check in the year. The disclosure does
include information on the number as well as
the percentage of participants who received no
commission check—nearly three-quarters of the
firm’s distributors—though that information is
in the text below the income table rather than in
the table itself.

Furthermore, the income numbers reported
in the table reflect outcomes for an even smaller
subset—“‘active,” check-earning distributors
who also maintained a rank/level over the entire
reporting year—so that the disclosed income
numbers reflect the earnings of less than 20%
of those included in the table and less than 6%
of all “active” distributors. Among the publicly
available disclosures, it is common to limit the
information provided in these or similar ways.!”
MLM firms have complete control over content
and design and their disclosures could be serving
multiple functions (i.e., seeking to communicate
earnings potential to recruits while also meeting
regulatory expectations regarding appropriate,
evidence-based earnings claims). See Figure 1
for a visual image of the company-produced dis-
closure, shown to Treatment Group 1 following
the videos and website content.

We give Treatment Group 2 an augmented
version of the company’s disclosure. While the
augmented version is not intended to represent a
potential prototype (as suggested in Lacko and
Pappalardo 2010), it does allow for exploration
of one potential change to disclosure design. The
augmented disclosure statement is identical to
the company’s disclosure except that the number

through those participants (i.e., volume of purchases and/or
sales). Higher levels typically confer higher status, income,
and rewards (e.g., vacations, speaking invitations, car pay-
ments, pins or jewelry, etc.).

10. Within the set of publicly available income disclo-
sure statements, all include an income table and nearly two-
thirds exclude $0 earners from that income table, even in cases
where this group represents a majority of participants. Nearly
half of the disclosures present data from 2016 or earlier and
about one in five use data from 2015 or earlier, making it dif-
ficult for consumers to judge the relevance of the disclosure.
While most disclosures were available on the company’s web-
site, some were only found through an internet search.


https://thompsonburton.com/mlmattorney/2013/06/18/ftcs-disclosure-guidelines-for-online-marketing-how-to-get-it-right-part-2/
https://thompsonburton.com/mlmattorney/2013/06/18/ftcs-disclosure-guidelines-for-online-marketing-how-to-get-it-right-part-2/
https://thompsonburton.com/mlmattorney/2013/06/18/ftcs-disclosure-guidelines-for-online-marketing-how-to-get-it-right-part-2/
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FIGURE 1
Income Disclosure for Treatment Group 1 (Company Disclosure)

[Year] U.S. Income Statement

No. of
Percentage of | Percentage of | Associates at
No. of Associates at All Active All Business- this Level Annual Annual
Active Associate Level this Level Associates Building (for all pay Income Annual Income Income
Associates periods in year) High' Low' Average'
Level 1 bzl D %D HiH S it ## St ## Nz diaid
Level 2 it ##% ##4% i i 1t A S A A S i
Level 3 it ##% ##4% i 1 1 A S A #h i A
Level 4 # # % #H4% # 1 1t 1 ot 1
Level 5 ## ###% #.##% # it i A it A i i
Level 6 ## #H##% ###% # Sttt it At it i A Sttt i
Level 7 ## ###% #.##% # Sttt At Sttt it it Sttt i
Level 8 # ###% #.##% # - - -
Level 9 # #.##% #.##% # St b A | St A Sttt i

XXXXXXXX divides each year into # business periods. An Active Associate is
an Associate who has placed an order within a 365-day reporting period. In
[PERIOD], the total number of Active Associates (Associates with a minimum
of ### QV/PV in [PERIOD] OR Associates who earned commissions in
[PERIODY]) was ###H##.

1. The total number of Business Builders who received commissions in
BP [Period] was #### (Business Builder count).

2. Total number of Consumer Associates who have at least ## QV/PV,
but did not earn commissions in [Period] was #### Please see the
XXXXXXXX Career and Compensation Plan for the definition of
Personal Volume (PV).

3. Of the total Active Associates, ##% were “Business Builders” and ##%

were “Consumer Associates.” The term “Consumer Associate” means
Associates who only ordered product and did not earn income.
Consumer Associates benefit from buying XXXXXXXX products at a
discounted price for themselves and their families. Some Consumer
Associates may retail XXXXXXXX products to others; however, this
income is not included in the table above.

For the purposes of this Income Averages Statement, the term “Business
Builder” means Associates who ordered greater than or equal to ## PPV,
sold products and earned income from their sales and sales made by their
downline organization.

All income is earned on the sale of XXXXXXXX products. No benefits or
bonuses are paid or received solely from recruiting or sponsoring other
Associates and no earning are guaranteed from mere participation in the
Compensation Plan.

The figures above do not include any retail profit that an Associate may earn
from selling XXXXXXXX products to others. Associates must supply sales
receipts to all customers and must maintain copies of sales receipts for at least
2 years.The figures above do not include expenses incurred by Associates in
the operation and promotion of their XXXXXXXX business. These expenses
vary from Associate to Associate. By way of example, these expenses may
include product samples, training, rent, travel expenses, telephone and
Internet costs and other business-related expenses. The Associate earnings in
the above chart are not necessarily representative of the income that an
individual can or will earn through his/her participation in the XXXXXXXX
Career and Compensation Plan. These figures should not be regarded as a
guarantee or projection of actual earnings. Actual earnings depend on your
individual efforts, the customer base available to you and the time devoted to
your business. These factors differ from Associate to Associate.

1 Annual Income high/low/average figures were calculated from all Active Associates that retained the specified level for the entire year.
NOTE: In accordance with the Satisfaction Guarantee policy, Associates can request a refund for sign-up packs and product purchases. (See section #.## of the Associate Policies)

and percentage of those who earned $0 were
included as an additional row at the top of the
income table (see Figure 2). This additional line
in the income table is the only change made
to the company-produced disclosure, as seen by
subjects in Treatment Group 2.

Finally, we give Treatment Group 3 a simpli-
fied, column graph. This graph displays a sub-
set of the data—annual income average, taken
from the last column in the company’s income
table. It also includes the number and percent-
age of $0 earnings (as in Treatment Group 2) and
removes the text below the table. Figure 3 pro-
vides an image of this disclosure.!!

After watching videos and reviewing website
content and disclosure information (in the case of
treatment groups), subjects reported their interest
level in the MLLM business opportunity, respond-
ing to the following: “Given the information that

11. This simplified graphical disclosure was introduced
and tested at reviewer’s request. While it does not represent a
research-based, “best” disclosure, it does allow us to begin to
explore the impact of simplification and disclosure design on
consumer judgment and decision-making.

you have seen/heard, how interested would you
be in attending an information session or receiv-
ing more information about the XXXXXXXX
business opportunity?” from “1 = No interest at
all” to 7 = Extremely interested.” Subjects then
estimated earnings, assuming that they had joined
the firm as a distributor. Figure 4 provides the lan-
guage associated with these questions.!> These
questions specifically ask the subject to think
about what they could personally earn.'? Beyond
income expectations, subjects are also asked to
estimate expected expenses. While MLM mate-
rials and income disclosures typically say very
little about expenses, expectations about likely
expenses are theoretically relevant to the con-
sumer’s decision-making process.

12. The experiment protocol and complete set of ques-
tions are available in Appendix S1, Supporting Information.

13. We thank an anonymous reviewer and a confer-
ence discussant for the suggestion to explore the distinc-
tion between personal expectations and expectations for oth-
ers, including the potential impact of a “better than average”
effect. We discuss this further in the concluding section of the
paper.
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FIGURE 2
Income Disclosure for Treatment Group 2 (Augmented Disclosure)

[Year] U.S. Income Statement

No. of
No. of Percentage of | Percentage of | Associates at
Associates at All Active All Business- this Level Annual Annual
Active Associate Level this Level Associates Building (for all pay Income Annual Income Income
- Associates periods in year) High' Low’ Average'
Level 1 - With No Commissions #H ## #1% $0 $0 $0 |
Level 1 - With Commissions HitH# it #H#% H#H#.#H% #iHH St it St S
Level 2 bizizid #H#% ###% biizid HHE i it it Hit S HHHE
Level 3 bizizid #HH% ###% #i# HE i it it Hit HH
Level 4 #Ht #.##% #.##% ## Hi B AR H B A H#H
Level 5 #H #.##% #.##% # Hi B AR H B A H#H
Level 6 #H #H#% #H##% #Hit St it HH HiH St
Level 7 #H #H#% ###% # St it St Sttt
Level 8 # ###% #.##% # - - -
Level 9 # ###% #.##% # S Hiti fHHEAHE | SHit A Sttt i it

XXXXXXXX divides each year into # business periods. An Active Associate is

an Associate who has placed an order within a 365-day reporting period. In
[PERIOD], the total number of Active Associates (Associates with a minimum
of ### QV/PV in [PERIOD] OR Associates who earned commissions in
[PERIOD]) was ###ti.

1. The total number of Business Builders who received commissions in
BP [Period] was #### (Business Builder count).

2. Total number of Consumer Associates who have at least ### QV/PV,
but did not earn commissions in [Period] was #### Please see the
XXXXXXXX Career and Compensation Plan for the definition of
Personal Volume (PV).

3. Of the total Active Associates, ##% were “Business Builders” and ##%

were “Consumer Associates.” The term “Consumer Associate” means
Associates who only ordered product and did not earn income.
Consumer Associates benefit from buying XXXXXXXX products at a
discounted price for themselves and their families. Some Consumer
Associates may retail XXXXXXXX products to others; however, this
income is not included in the table above.

For the purposes of this Income Averages Statement, the term “Business
Builder” means Associates who ordered greater than or equal to ### PPV,
sold products and earned income from their sales and sales made by their
downline organization.

All income is earned on the sale of XXXXXXXX products. No benefits or
bonuses are paid or received solely from recruiting or sponsoring other
Associates and no earning are guaranteed from mere participation in the
Compensation Plan.

The figures above do not include any retail profit that an Associate may earn
from selling XXXXXXXX products to others. Associates must supply sales
receipts to all customers and must maintain copies of sales receipts for at least
2 years.The figures above do not include expenses incurred by Associates in
the operation and promotion of their XXXXXXXX business. These expenses
vary from Associate to Associate. By way of example, these expenses may
include product samples, training, rent, travel expenses, telephone and
Internet costs and other business-related expenses. The Associate earnings in
the above chart are not necessarily representative of the income that an
individual can or will earn through his/her participation in the XXXXXXXX
Career and Compensation Plan. These figures should not be regarded as a
guarantee or projection of actual earnings. Actual earnings depend on your
individual efforts, the customer base available to you and the time devoted to
your business. These factors differ from Associate to Associate.

 Annual Income high/low/average figures were calculated from all Active Associates that retained the specified level for the entire year.
NOTE: In accordance with the Satisfaction Guarantee policy, Associates can request a refund for sign-up packs and product purchases. (See section #.## of the Associate Policies)

Note: Enclosure box below added for emphasis but was not in the disclosure presented to subjects.

After reporting interest and expectations,
subjects responded to survey questions and
then watched a 3 minute debrief video which
explained the purpose of the experiment. The
debrief discussed the use of disclosure in MLM
as well as best practices and resources for con-
sumers. As the primary focus of this research
is to estimate average treatment effects associ-
ated with information disclosure, we included
a relatively small set of controls in the survey:
gender, age, race, ethnicity, college major, reli-
giosity, risk preferences, numeracy, financial
literacy, expected value knowledge, and prior
MLM exposure.

MLM is dominated by women. In the United
States in 2017, nearly three-fourths of direct sell-
ers were women (DSA 2018). The 2017 DSA
data also indicate variation in participation by age
cohort: 38% of participants were 39 or younger,

34% were age 40—59, and the remaining 28%
were age 60 or older. Hispanic and Caucasian rep-
resentation in the MLM industry is slightly higher
than in the U.S. population at large. We include
demographic questions to control for these fac-
tors. Although our age range, in particular, is lim-
ited, it is useful to explore associations between
demographic factors and consumer interest and
expectations, and to be able to control for these
characteristics when assessing treatment impact.

We capture college major (declared or antici-
pated) as it is possible that students pursuing dif-
ferent areas of study may be more or less inclined
to participate in an MLM opportunity. In particu-
lar, those pursuing business or economics degrees
may see this type of opportunity as more in line
with their skills and interests. We capture self-
reported degree of religiosity using a question
from the Pew Religious Landscape Study (Pew
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FIGURE 3
Income Disclosure for Treatment Group 3 (Graphical Disclosure)
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1 Annual Income average figures were calculated from all Active Associates that retained the specified level for the entire year.

Research Center 2014) for two reasons: MLM
often appeals to religious consumers (Bromley
1998; Luca 2011) and religiosity has been found
to play a role in consumer vulnerability to finan-
cial fraud (Bosley et al. 2019; Bosley and Knorr
2018; Consumer Fraud Research Group 2006).
As the proposition of a MLM business
opportunity presents an opportunity for decision-
making under risk, we consider the role of risk
preferences in this choice setting. To measure
risk preferences, we use the DOSPERT Scale
(Blais and Weber 2006) which assumes that risk
preferences may vary by domain (i.e., the con-
text of the risky behavior). We include questions
within domains perceived to be most relevant
to this study—financial investment, gambling,
and work.'* Given that the income disclosure

14. While the full DOSPERT Scale includes questions
on willingness to take risks, the perceived benefits of taking
those risks, and perceptions of the level of risk, we only

information includes financial outcomes, along
with information on the share of participants
who achieved those outcomes, consumer skills
and knowledge—including numeracy and an
understanding of expected value—may impact
the consumer’s ability to process the disclosure.
We, therefore, ask subjects to answer financial
literacy questions from Lusardi and Mitchell
(2008), numeracy questions from Banks and
Oldfield (2007), and a straightforward expected
value question, similar to that used in McAlvanah
etal. (2015).

Last, we ask subjects if they have prior
exposure to MLM using the following ques-
tions: “Do you think that someone close to you
(close family member or friend) has ever been

included the questions regarding willingness to take risks.
We also altered the questions slightly to be more appropriate
to college-aged subjects. These questions are presented in
Appendix S1, Supporting Information.
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FIGURE 4
Expected Earnings and Expense Questions

brochures, etc.)

Now suppose you did sign up as a XXXXXXXX Associate. How much money do you think you would earn in
a TYPICAL YEAR, before subtracting any expenses?
(Typical earnings in a year from working as a XXXXXXXX Associate)

What is the MOST you think you could earn as a XXXXXXXX Associate in a year?
(Highest earnings in a year from working as a XXXXXXXX Associate)

What is the LEAST you think you could earn as a XXXXXXXX Associate in a year?
(Lowest earnings in a year from working as a XXXXXXXX Associate)

What do you think your chances would be of earning $6,000 or more in a year (equivalent to $500 or more per
month)? 0%, 1-9%, 10-19%, 20-29%, 30-39%, 40-49%, 50-59%, 60-69%, 70-79%, 80-89%, 90-99%, 100%

How much money do you think you would pay in EXPENSES in a TYPICAL YEAR as a XXXXXXXX
Associate? (Expenses could include product purchases, travel, company training or conventions, product

recruited by or involved in a multi-level mar-
keting organization (XXXXXXXX or a similar
business)?” and “Have you ever been recruited
by or involved in a multi-level marketing orga-
nization (XXXXXXXX or a similar business)?”
As research in this area is so limited, it is difficult
to determine a priori expectations regarding
the relationships between prior exposure and
present-day judgment and decision-making.
It is possible that prior exposure validates
the MLM business opportunity and increases
interest and/or expectations or, alternatively,
reduces expectations and interest. Bosley et al.
(2019) found that state fairgoers were more
likely to invest money in a risky recruitment-
based scheme if they had prior exposure to
such schemes through friends or family, but no
direct personal experience. The authors posit that
individuals might be aware of a peer’s participa-
tion but not be aware of that person’s outcome,
prompting imitation of behavior. Imitation is
likely dependent on the type of prior exposure
(i.e., personal experience or through others), the
nature of past outcomes, and knowledge of those
past outcomes.

Ill.  DATA

Of the 273 subjects, 14 subjects provided
inconsistent answers to the earnings expectation
questions (i.e., the minimum exceeded max-
imum, minimum exceeded typical, or typical
exceeded maximum earnings). Our data and

results sections focus on the remaining 259
subjects. Table 1 provides information on subject
demographic characteristics, as well as two mea-
sures of consumer judgment regarding the MLM
opportunity: self-reported interest and estimated
typical earnings in a year. The subject pool
characteristics closely matched the institution’s
undergraduate profile, which is approximately
60% female, 70% Caucasian, and 8% Hispanic.
Subjects reported an average interest level of
nearly three (measured on a 7-point Likert scale)
and estimated, on average, typical earnings of
$5,655 in a year.

Subjects report a higher appetite for risk in
investment and work domains, relative to gam-
bling. The average response for religiosity fell
between “not too religious” and “somewhat reli-
gious.” Nearly 22% of subjects report personal
prior exposure to MLM, while 54% knew of oth-
ers who had prior MLM exposure. Subjects per-
formed better on numeracy questions than on
financial literacy questions but outperformed a
sample of the U.S. population on two of the
three financial literacy questions (Lusardi 2015).
Only 35% of subjects answered the expected
value question correctly. This is far lower than
the 80% who answered a similar question cor-
rectly in an FTC study (McAlvanah et al. 2015),
but that study included graduate students (44%)
and compensated participants for correct answers
(Table 2).

Table 3 provides descriptive statistics for all
interest and earnings expectations questions and
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TABLE 1
Interest and Earnings Expectations by Demographic Characteristics
Interest®in Expected Typical
Number of MLM Opportunity Annual Earnings
Subjects? Percent (Average and [SD]) (Average and [SD])
Total 259 100% 2.8726 (1.7329) 5,654.58 (10,291.38)
Gender Men 107 41.3% 2.9159 (1.8073) 7,545.52 (12,034.11)
Women 152 58.7% 2.8421 (1.6840) 4,323.46 (8,659.33)
Age Age 17-18 40 15.4% 3.3250 (1.6546) 4,013.87 (5,792.53)
Age 19-20 155 59.1% 3.01936 (1.7561) 6,127.00 (10,878.98)
Age21-22 46 17.8% 2.5870 (1.6543) 5,506.52 (10,254.94)
Age 23-24 6 2.3% 1.3333 (0.8165) 1,617.77 (2,226.02)
Age 25 or older 12 4.6% 1.3333 (0.8876) 7,607.60 (15,801.70)
Primary major STEM 29 11.2% 3.0345 (1.8800) 4,015.15 (8,293.25)
Business/economics 102 39.4% 3.2255 (1.7683) 6,176.38 (10,510.21)
Other 128 49.4% 2.5547 (1.6208) 5,610.22 (10,550.49)
Race/ethnicity Hispanic 28 10.8% 3.0714 (1.8039) 6,475.20 (13,251.63)
Non-Hispanic 231 89.2% 2.8485 (1.7266) 5,555.12 (9,904.53)
Caucasian 176 68.0% 2.8864 (1.6966) 5,721.00 (10,014.32)
Non-Caucasian 83 32.0% 2.8434 (1.8178) 5,513.75 (10,916.99)

#Measured on 7-point Likert scale with 1 = “No interest at all” to 7 = “Extremely Interested.”

TABLE 2
Descriptive Statistics for Nondemographic Questions

(n =259) Variable Type Mean Standard Deviation
Behavioral/situational
Willingness to take risk—investment Sum of three 7-point Likert questions 9.3359 4.0528
Willingness to take risk—gambling Sum of three 7-point Likert questions 5.8958 3.4383
Willingness to take risk—work Sum of two 7-point Likert questions 8.9151 2.3229
Religiosity? 7-Point Likert 1.2085 1.0130
Prior MLM exposure—self Binary 0.2162 0.4125
Prior MLM exposure—other Binary 0.5367 0.4996
Cognitive
Numeracy—correct Number of correct answers (3 possible) 2.3629 0.8350
Financial literacy —correct Number of correct answers (3 possible) 1.4633 0.9613
Expected value—correct Binary 0.3514 0.4783

4Five subjects who responded “Don’t know” were included in “Not too religious” category and were given a value of 1 on a

scale of 0 to 3.

Figures 5-8 display distributions for four of these
variables, by group. While observed differences
here do not yet account for differences in control
variables, it appears that there may be important
variation between experiment groups for some
variables, but not for all. Interest in the MLM
business opportunity is not significantly differ-
ent between the groups, as measured by differ-
ences in the mean, median or, standard deviation.
Figure 5 shows a visual depiction of the distri-
bution of interest by group. Estimated expenses
are also unaffected by disclosure, measured by
differences in group means, medians, or standard
deviations. One exception was found in the sec-
ond treatment group, where the standard devia-
tion was significantly higher than in the control
group. The overall disconnect between disclosure

and expense estimates is not surprising, as the dis-
closure addresses income but provides no specific
information on likely expenses.

Earnings expectations are, in most cases,
significantly different for control and treatment
groups. Estimated typical earnings fell from a
mean of $11,436 for the control group to $3,309,
$3,877, and $3,745 for the first, second, and
third treatment groups, respectively. The median
typical earnings estimate is also significantly
lower for those with disclosure, and the stan-
dard deviation is also significantly reduced.'’

15. We thank a reviewer for the suggestion to examine
differences in the median and standard deviation between
groups, given that many of the variables have skewed
distributions.
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FIGURE 5
MLM Interest by Experiment Group (n = 259)
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Similarly, estimates of minimum earnings are
significantly lower for those with disclosure,
as measured by differences in group mean or
median, and variation is also reduced. When
estimating the chance of earning $6,000, all
forms of disclosure are associated with a lower
mean assessment, but only the augmented and
graphical disclosures lower the median estimate.
Figures 6 and 7 provide visual images of the
differences in typical and minimum earnings
expectations by group.

If income disclosure reduces typical and lower
bound expectations, the Maximum Earnings esti-
mates tell a more complex story. While the con-
trol group had an upper bound estimate, on aver-
age, of $30,846, the treatment group averages
were $91,688, $76,610, and $142,117. Figure 8
reveals that, while the Maximum Earnings esti-
mates for many treatment-group subjects were
lower than in the control group, some subjects
who received a disclosure reported high upper
bound earnings estimates, at or near the high-
est earnings number reported on the disclosure.
While outliers increased the mean estimates and

Company Disclosure Augmented Disclosure Graphical Disclosure

standard deviation for the treatment groups, the
median estimates of Maximum Earnings actually
fell with disclosure. We discuss the implications
of these results in Section VI.

Table 3 also shows tests for differences in
means in demographic characteristics, revealing
some statistically significant differences in the
profile of each experiment group, especially with
respect to age and proportion of business or eco-
nomics majors. We control for these factors in the
analysis presented in the Results section.

IV. EMPIRICAL FRAMEWORK
Our core equation of interest is:
Yi =+ ﬂxi + J/dll- + ﬂdzi + }\’d3i + €

where Y; is a measure of interest or expectations
for subject i, x; is a vector of individual charac-
teristics (demographics, college major, religios-
ity, numeracy, financial literacy, expected value,
prior MLM exposure, and risk preferences), d;;
is a variable equal to one if the subject was in the
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FIGURE 6
Estimate of Typical Earnings by Experiment Group (n = 259)
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first treatment group and equal to zero otherwise,
d,; is a variable equal to one if the subject was in
the second treatment group and equal to zero oth-
erwise, ds; is a variable equal to one if the subject
was in the third treatment group and equal to
zero otherwise and €; is an error term with mean
zero. Because it is not necessarily the case that
a subject exposed to the treatment actually read
or used the information provided, the estimates
of y, 1, and A measure the intent to treat. The
vector x; captures pretreatment variables, as there
is no expectation that the information disclosure
(or lack thereof) would affect subject responses
to this set of questions.

To better understand consumer judgment
and decision-making regarding MLM business
opportunities, we consider multiple dependent
variables. We estimate the impact of information
disclosure on each of the following: interest in
the MLM opportunity, estimate of typical earn-
ings, estimate of minimum earnings, estimate of
maximum earnings, chance of earning $6,000 in
a year, and estimate of expenses. In all cases, we
use ordinary least squares estimation with robust

T T T
Company Disclosure Augmented Disclosure Graphical Disclosure

standard errors. Given that these dependent
variables are right-skewed, we estimate with a
log-level structure.

Identification of the treatment’s causal effect
on interest or expectations is achieved through
the experimental design and the randomization
of treatment assignment. Beyond analysis of
treatment, we explore the correlates of interest
and expectations.

V. RESULTS

Table 4 presents OLS regression results for
all six dependent variables, where coefficients
can be interpreted as exponentiated values given
the log-level structure. Holding subject charac-
teristics and knowledge constant, the company-
produced and augmented disclosures reduce typ-
ical earnings estimates by an average of 68% (rel-
ative to the control group) while the simplified
graphical disclosure reduces the typical earnings
estimates by an average of 96%. Similarly, dis-
closure reduces minimum earnings estimates, all
else equal, by an average of 72% for those with
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FIGURE 7
Estimate of Minimum Earnings by Experiment Group (n = 259)
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the augmented disclosure, and 97% for those with
the graphical disclosure.

As described in the prior section, disclosure
appears to lower Maximum Earnings estimates
for many subjects and increases them for some,
generating negative coefficients but less statisti-
cal significance. The estimated chance of earning
$6,000 similarly falls with disclosure, although
it falls most when the disclosure is simplified,
presented in graphical form, and clearly identi-
fies the chance of earning $0. As in Table 3, dis-
closure does not have a statistically significant
impact on interest or expenses after controlling
for subject characteristics and knowledge. One
exception is that the graphical disclosure appears
to lower expense estimates by 50%, on average,
in concert with lower income estimates.

Beyond average treatment effects, we observe
statistically significant correlates of interest
and expectations. Results presented in Table 4
indicate that interest in the MLM business
opportunity is about 9% lower and estimates of
typical earnings about 17% lower, on average,
for each additional year in subject age, all else
equal. Subjects who are planning to major in

Company Disclosure  Augmented Disclosure  Graphical Disclosure

business or economics report interest about
28% higher than otherwise similar students
with other majors. Interest and the estimated
chance of earning $6,000 rise by about 13% and
19%, respectively, for every l-unit increase in
self-reported religiosity (e.g., when the response
changes from “somewhat religious” to “very
religious”). Interest falls with numeracy (by 11%
for every additional correct answer) and under-
standing of expected value (by 23% for a correct
EV answer). In general, risk preferences and past
personal MLM exposure are not significantly
associated with interest or expectations.

VI. DISCUSSION AND CONCLUSIONS

A. Findings and Limitations

This experiment found that an existing
income disclosure statement—provided in
an academic environment, within a research
study, and interacted with firm marketing
materials—significantly =~ reduced  “typical”
and minimum earnings expectations. We tested
alternative disclosures, finding that a simplified,
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FIGURE 8
Estimate of Maximum Earnings by Experiment Group (n = 259)
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graphical disclosure moved earnings expec-
tations more than the company or augmented
versions. On the other hand, disclosure had no
impact on self-reported interest in the MLM
business opportunity and disclosure reduced
upper bound expectations for some subjects,
while increasing those expectations for others,
presumably by providing concrete numbers for
the highest earnings in the MLM firm.

It is important to note that subject expecta-
tions for “typical” income, even with disclosure,
still exceeded the expected value for this MLM
opportunity. The average typical earnings esti-
mate fell from $11,436 in the control group to
$3,300-$3,900 in the treatment groups, but the
expected value of earnings using the disclosure’s
numbers was just above $1,500. Even this lower
number likely exceeds the objective expected
value given that income numbers were provided
for a select subgroup of past distributors.'®

16. The complications discussed in Section II make it
difficult to identify an exact expected value for this disclosure
and firm. Income numbers are presented based on a small
subset of earners and it may be incredibly unlikely to achieve

Company Disclosure Augmented Disclosure Graphical Disclosure

While information disclosure did not affect
subject interest, several other significant corre-
lates of interest were identified: subject age,
major, religiosity, numeracy, and knowledge of
expected value. Correlates may point to con-
sumer groups that could be more susceptible to
misleading earnings or lifestyle representations
within MLM and recruitment appeals.

Findings also identify potential implications
of current disclosure practices, including but
not limited to the following: disclosures may
elevate the upper bound estimate of earnings
for some consumers by reporting revenue of
top distributors; company-provided disclosures
may not fully or accurately reveal information
to allow for proper adjustment of expectations,
especially when key information (e.g., share of
nonearners) is excluded or demoted to fine print;
current disclosures may be so complicated as
to discourage attention unless the consumer is
specifically prompted or motivated to examine
them; and recruitment and disclosure materials

the highest income numbers, as factors such as timing of entry
might reduce the likelihood of level achievement.
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TABLE 4
Estimation Results for Ordinary Least Squares Analysis—Intent to Treat (n = 259)
Typical Min Max Chance
Dependent Variable (log) Interest Earnings Earnings Earnings $6,000 Expenses
Treatment 1 (company disclosure) 0.070 —1.138 -0.749 -0.519 —0.438 —-0.310
(0.112) (0.385)"** (0.592) (0.395) (0.206)** (0.266)
Treatment 2 (augmented disclosure) 0.032 —1.166 —1.278 —0.812 —0.473 —-0.326
(0.109) (0.403)*** (0.647)** (0.403)** (0.190)** (0.334)
Treatment 3 (graphical disclosure) —0.107 -3.316 -3.617 —0.635 —0.961 —0.673
(0.116) (0.588)*** (0.615)*** (0.443) (0.201)*** (0.339)**
Female 0.017 —-0.322 —-0.694 —-0.353 -0.114 0.097
(0.089) (0.402) (0.511) (0.394) (0.169) (0.255)
Age —-0.095 —0.184 —-0.220 —-0.156 —-0.119 0.028
(0.015)***  (0.068)*** (0.118) (0.086) (0.033)*** (0.045)
Caucasian 0.097 0.614 —0.864 0.619 0.250 0.373
(0.090) (0.377) (0.437)** (0.400) (0.184) (0.261)
Hispanic 0.080 0.572 0.688 0.306 0.358 —-0.286
(0.123) (0.513) (0.591) (0.450) (0.213) (0.362)
STEM 0.239 -0.175 —-0.743 0.111 -0.017 —-0.271
(0.134) (0.566) (0.678) (0.579) (0.242) (0.366)
Business or economics 0.250 0.451 0.390 0.476 0.233 —0.067
(0.089)*** (0.403) (0.497) (0.405) (0.171) (0.299)
Religiosity 0.125 0.040 0.269 —0.024 0.170 —-0.048
(0.039)*** (0.147) (0.201) (0.130) (0.075)** (0.100)
Numeracy correct -0.113 —0.242 —-0.067 —0.020 -0.079 -0.207
(0.044)** (0.190) (0.259) (0.177) (0.083) (0.109)
Financial literacy correct 0.039 —0.185 -0.252 —0.033 —0.038 —0.190
(0.048) (0.197) (0.245) (0.199) (0.086) 0.121)
EV correct —-0.256 —0.111 —-0.341 —-0.355 —-0.265 0.018
(0.088)*** (0.384) (0.458) (0.388) (0.169) (0.229)
Past MLM experience—other -0.122 0.212 0.197 —0.079 —0.109 —0.095
(0.080) (0.343) (0.426) (0.317) (0.148) 0.221)
Past MLM experience —self 0.016 —-0.101 —-0.442 0.620 —-0.024 0.266
(0.095) (0.383) (0.535) (0.350) (0.190) (0.267)
Willingness to take risks—investment 0.015 0.032 -0.078 0.023 0.012 —0.007
(0.011) (0.039) (0.052) (0.040) (0.019) (0.035)
Willingness to take risks—gambling -0.023 -0.019 —-0.038 —-0.039 —0.058 -0.014
(0.012) (0.043) (0.057) (0.045) (0.024)** (0.026)
Willingness to take risk—work 0.001 —0.022 0.029 —0.118 —0.003 —-0.016
(0.015) (0.069) (0.094) (0.067) (0.033) (0.054)
Constant 2.731 12.220 11.140 13.308 5.860 7.724
(0.394)**  (1.611)*** (2.843)*** (L7411  (0.775)*** (1.138)***
R? 0.24 0.20 0.22 0.09 0.19 0.07

Notes: Robust standard errors appear in parentheses.
*p<.05.
o p < .01

do not provide sufficient information to allow
for estimation of likely expenses, nor prompt the
consumer to consider expenses.

A number of differences between this exper-
imental framework and real-life MLM recruit-
ment must be considered when interpreting the
results. First, we provided the income disclosure
to treatment group subjects such that they could
not proceed without at least passing by the disclo-
sure and they could easily refer back to the disclo-
sure at any time. Second, subjects were explic-
itly asked to generate estimates of earnings and
expenses, which may have caused them to pro-
cess the disclosure information in ways that they

would not otherwise have done. This may explain
the result that disclosure did not affect interest
in the MLM business opportunity but did affect
earnings estimates, given that we asked the sub-
jects to report interest first, then asked them to
estimate earnings and expenses. In actual recruit-
ment situations, consumers may not receive the
company’s disclosure, even if one exists, and they
may not read or process the disclosure or deliber-
ately form estimates of earnings or expenses.
Third, our subjects received information in
the context of an experiment within an academic
environment while consumers will likely receive
MLM information from a trusted family member
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or friend. Recruitment within social networks
adds dimensions of trust, obligation, loyalty,
reciprocity, and other social dynamics that are
difficult to simulate in a lab experiment. Fourth,
our subjects were answering questions in a
“cool” state of mind, creating the potential for a
“cold-to-hot empathy gap” where decisions and
judgments in the field may diverge from those
formed in the lab setting (Loewenstein 2005).
Fifth, consumers might encounter recruitment
messages that were not included in our exper-
iment. While the videos in the experiment did
include vague lifestyle and earnings claims, it is
not uncommon for MLM recruitment and train-
ing materials to include more explicit claims and
income projections (Truth in Advertising 2017).

Our experiment focused on the static impact
of disclosure on consumers and, while it does
not directly explore the potential dynamic impact
of disclosure on the MLM industry, this research
does identify the degree and nature of adoption at
present, based on publicly available disclosures.
Since the FTC’s 2011 decision to exclude MLMs
from the Business Opportunity Rule, a minority
of MLM firms have adopted publicly available
income disclosures and these disclosures often
have elements that complicate accurate interpre-
tation of past distributor outcomes.

B. Adoption and Mandatory Versus Voluntary
Disclosure

Theoretically, the “unraveling effect” (Gross-
man 1981; Milgrom 1981) predicts that firms
with “good” products will voluntarily disclose
accurate information, generating an industry
equilibrium where nondisclosure becomes a sig-
nal of low quality. If the theory’s assumptions are
satisfied—including costless disclosure, ability
to credibly communicate information, and con-
sumer attentiveness to disclosure—mandatory
disclosure requirements may be inefficient
because voluntary disclosure would provide
sufficient information to consumers.

Research points to many contexts where the
“unraveling effect” may be undermined. For
example, if disclosure pertains to product use
or outcomes rather than mere product quality
or attributes, Bar-Gill and Board (2012) found
that firms may be disinclined to voluntarily
disclose information. In the case of MLMs,
income disclosures may be better understood as
a communication pertaining to product “use”
or outcomes, rather than of product attributes.
Similarly, Shavell (1994) found that firms may

not have an incentive to disclose if they are
concerned about disclosure credibility. Given
the backdrop of controversy, MLM disclosure
credibility may be in question.

Hotz and Xiao (2013) found that theoreti-
cal predictions of “unraveling” may not be real-
ized when products have multiple attributes and
consumers have heterogeneous preferences over
those attributes. Milgrom (2008) found disclo-
sure policy and implications are complicated by
buyer sophistication, as firms may not voluntarily
disclose when buyers are novices. Fishman and
Hagerty (2003) found that firms might not adopt
voluntary disclosure if the share of consumers
who understand the disclosure is low. Applied
to the context of the MLLM disclosures, business
opportunities and compensation plans are multi-
faceted and complicated, and consumers may not
have prior exposure to the industry.

Mathios (2000) found empirical evidence that
unraveling was incomplete in a market where
disclosure related to a negative product feature,
such that consumer behavior and welfare were
different in a mandatory versus voluntary dis-
closure regime. Disclosure of income for MLM
distributors may be viewed as disclosure of neg-
ative information in situations where earnings
are quite low or zero for the majority of par-
ticipants. While it is difficult to forecast how
MLM disclosure adoption will change over time
or predict the dynamic effects of disclosure on
the industry (Craswell 2013; Delmas, Montes-
Sancho, and Shimshack 2010; Henze, Schuett,
and Sluijs 2015), prior research suggests that
there is no guarantee that adoption rates will
increase or that voluntary disclosures will be
designed or delivered in a way that maximizes
market efficiency.

As an alternative to voluntary disclosure, a
mandatory disclosure policy faces its own set
of costs and benefits. As discussed by Ben-
Shahar and Schneider (2011), required disclo-
sures impose costs on sellers in terms of infor-
mation identification, assembly and presentation
and sellers may ultimately fail to comply with
the mandate, or adhere only to the letter but not
the spirit of the regulation. The authors argue
that required disclosures may fail to improve con-
sumer welfare if consumers lack the ability or
desire to process the disclosure or if the disclo-
sure crowds out other information, undermines
other forms of consumer protection (preempting
more aggressive forms of direct regulation), or
reduces a consumer’s “self-guard” by creating
a “veneer of legality.” Furthermore, Ben-Shahar



18 ECONOMIC INQUIRY

and Schneider suggest that a mandatory disclo-
sure requirement might also embolden firms:
“The discloser would have a strategic reason to
counteract the chilling effect of the disclosure
by giving false and biased assurances, as well as
the ‘moral’ high ground to act in harsher ways
against the already protected consumer.”

Craswell (2013) argues that critiques of
mandatory disclosure apply equally to volun-
tary disclosure (and possibly to other forms of
direct regulation) and that all laws and policies
succeed or fail as a matter of degree. Craswell
further notes that the act of creating a disclosure
requirement could send an important signal to
consumers, namely that the mandated informa-
tion is relevant to decision-making, and that a
disclosure designed and tested by the government
may be more credible and salient to consumers.
Complementing theoretical work, empirical
studies have found that disclosures have the
potential to be welfare-improving, especially if
they are well-designed and carefully tested. For
example, Lacko and Pappalardo (2010) found
that failures of mandated mortgage disclosures
could be remedied (at least in part) by careful
testing of a prototype disclosure, designed using
a combination of qualitative and quantitative
consumer research.

C. Future Research

We see this research as a first step in under-
standing the implications of the current MLM
regulatory framework, especially in the con-
text of controversy surrounding misleading
income representations in the industry. This
study cannot, on its own, inform policy regarding
disclosure—voluntary or mandatory—or, for
that matter, other potential regulatory approaches
with respect to the MLM industry. Additional
research is needed on many fronts to confirm and
build upon these findings. First, research needs to
be conducted with a more representative sample
of consumers. Second, larger sample sizes are
needed to investigate treatment heterogeneity,
as this study was only able to study average
treatment effects. Past research in other con-
texts of information asymmetry and disclosure
suggest that important differences might exist
between consumers and Maximum Earnings
findings suggest that treatment heterogeneity
could be important from a policy perspective. It
would be especially useful to study the impact of
disclosure on consumers already predisposed to
participate in an MLM business opportunity.

Third, within-subject experimentation could
be useful to better understand the ways in which
MLM income disclosure alters consumer judg-
ment and behavior. Fourth, a larger sample size
would allow for testing alternative conditions,
such as exposure to the business opportunity
without company marketing or disclosure (e.g.,
exposure to basic website content or disclosure
information without videos or any additional
information). It would also be useful to change
the order of the interest and earnings expectations
questions to test for order effects. Fifth, explo-
ration of behavioral factors (e.g., “better than
average” effect) and relative information salience
would provide additional insight into consumer
information processing. Lastly, research must
explore the differences between lab-based con-
sumer behaviors and field-based responses. As
discussed, the lab differs from the reality of MLM
recruitment in substantial ways, making this is a
critical next step. Given the level of consumer
participation in the MLM industry and recent
findings of firm misconduct, such research, in
the interest of preserving consumer welfare, is
highly warranted.
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