
Center for Ethical Organizational Cultures 
Auburn University 

http://harbert.auburn.edu 

This	material	was	developed	by	Michelle	Urban	and	Jennifer	Sawayda	for	and	under	the	direction	of	O.C.	Ferrell	and	Linda	Ferrell.	It	is	
intended	for	classroom	discussion	rather	than	to	illustrate	effective	or	ineffective	handling	of	administrative,	ethical,	or	legal	decisions	by	
management.	Users	of	this	material	are	prohibited	from	claiming	this	material	as	their	own,	emailing	it	to	others,	or	placing	it	on	the	
Internet.	(2013)  

Debate  

The	Network	Marketing	Controversy		
ISSUE:	Is	network	marketing	a	reputable	business	model	that	offers	a	chance	to	earn	income	
or	achieve	personal	goals?		 

 

Network marketing (also sometimes referred to as multilevel marketing) is a distribution method in direct selling 
wherein distributors earn income from their own sales of products and commissions from sales made by 
individuals they have recruited. No rewards are given simply for recruiting another distributor. Network marketing 
involves internal consumption, which is the purchasing of products at a discount from the firm for the distributors’ 
own use.  Many individuals committed to these products believe in the brands for their own personal use and 
want to ‘spread the word’ by creating a broader sales and communication network.   

While network marketing is legal because a legitimate product is sold, it is also controversial. Some believe that 
network marketing resembles illegal pyramid schemes. It should be noted that a pyramid scheme occurs when no 
product is sold or when the product has no market value. This is an illegal activity. In a pyramid scheme, 
distributors pay a fee when “recruited,” generating money for the scheme. The scheme collapses when 
distributors cannot recruit anyone else. Therefore, those at the top may benefit while newer distributors 
potentially lose out. One of the big differences between network marketing and pyramid schemes is that while 
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purchase the product for personal use (internal consumption). In addition, many direct sellers use word-of-mouth 
through their distributors more so than large investments in advertising, which occur with mass marketed items 
such as vitamins and cosmetics. Critics such as Ackman fail to understand that not everyone selling Herbalife 
products is seeking a full-time income, but instead believe in the products, enjoy the products, and want to share 
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