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INTRODUCTION 
 
Human life does not remain untouched by the fundamentals changes occurred during the last 

century. The changes can be better be seen through the advancement in the areas of technology, 

information, commercial relationships, management systems, policies, methods of performing 
work, etc. in the same way, the new and modern trends of marketing system provides 

innovative ideas for designing marketing mix i.e. (product, price, promotion, place) for the 
products and services offered to the consumers. 

 
Network Marketing is gaining momentum now from among the various trends & concepts of 

the marketing. As, selling a product/service is not an easy task at all in this competitive era, a 
lot of factors are there for marketing a product success in consumer’s market, such as, cost of 

the product, quality, functions, competitive advantage, price, advertisement, extra benefits 

offered, after-sale services, etc. these factors do help in accelerating the sales but make a rise 
in the final price of the product as well, which in turn adversely affects the profits of the 

organisation. So, to remove this drawback marketers are akin towards alternates providing low 
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marketing and promotional expenses. The oldest and conventional method among these 

alternates is direct marketing. And network marketing is the polished and extended version of 
direct marketing quite popular now days. 

 
REVIEW OF LITERATURE 
 
Pratralekha Bhattacharya and Krishna Kumar Mehta, 2000 made their findings through 

Amway that their distributors become involved to the extent of personal lives and describes 
themselves a family. The social output is generated by social efforts and economic efforts also 

have some social productivity. 
 

Peter J. Vander and William W. Keep, 2002, explains the points on which MLM is different 
from pyramid schemes. The major difference explained by them is through sale of products in 

MLM and bringing new recruits under pyramid schemes is the means of earning profits. 

 
Ming Ouyang and Stephen Grant, 2004, states in their research how network marketing 

organisations capitalize social network into sales opportunities. 
 

Kent Grayson, 2007, in his study concludes that friendship is not entirely bad for the business. 
Thus shed light on the points through which friendship can have positive or negative impacts 

on the business in different situations. 
 
OBJECTIVES OF THE STUDY 
 
• To study the concept and nature of network marketing. 

• To study the concept and nature of pyramid schemes. 
• To explain how genuine network marketing system varies from bogus pyramid schemes. 
 
RESEARCH METHODOLOGY 
 
The study is descriptive in nature and is based primarily on the secondary data. The secondary 

data is being collected from books, research publications, notified journals and periodicals as 
well as internet sources. 

 
NETWORK MARKETING 
 
The conventional and most prevalent method of marketing was direct marketing as the number 
and demand of the consumers were limited and there exists little competition. This method is 
quite popular in today’s world also. Direct marketing means there is a direct contact between 

producer and consumer, in other words there is no level of intermediaries between the two. 
That is why; it is also called “Zero Level Marketing”. The marketing is done through the sales 

persons hired either on commission or salary basis. But as we all know they are not welcomed 

by the households pleasantly since they are unknown to them and so they hesitate to believe 
on the claims being made by them about the products. 

 
Let’s create a new assumption, what if the person knocking your door this time is your best 

friend instead of the unknown salesperson? The response must be quite pleasant now. We 
welcome wholeheartedly, offer some beverage and snacks, listen to him curiously, and also 

believe on the claims being made by him about the same product. So, this is exactly what 
network marketing is heading towards. 

 

Network marketing is selling the product through the intermediaries. Here, the interesting twist 
is that the intermediaries are consumers themselves. The customer places an order for him but 

sells the product of the producer to others as well. The other persons could be his friend, 
relative, colleague, neighbour, associate, family member. The persons making the further 

selling are known by names as independent agents, distributors, agents, dealers, associates, 
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consultants, etc. They are benefitted in form of commission on sales being made by them. 

These benefits manifold if the persons to whom he sold the products make further selling of 
the company’s product thereby increasing the chain. In this way, a network starts creating 

thereby derived its name “Network Marketing”. A few examples of organisations operating 
through network marketing are Amway, Avon, Herbalife, Nu Skin, Tupperware, Natura, 

Vorwerk, Infinitus, Oriflame, DXN, Perfect, Mary Kay etc. 
 
Historical Background 
 

The concept of Network marketing was introduced by an American Chemist, Carl F. Renborg 
in 1945. He used to learn about the real worth of vitamins & nutrition while working as an 

inturn in China during 1920-30s. After his internship, he started selling vitamin-enriched 
edibles under the name California Vitamin Co. and changed the name to Nutrilite in the year 

1939. He didn’t adopt any kind of advertising or mass media but an innovative process of 

distribution for the first time, known as Network marketing and achieved the tremendous 
results. Till 1950s, Nutrilite touched the sky and in 1959 it was purchased by Amway Co., a 

company started by the one of the former distributors of Nutrilite. 
 

But the success of network marketing was hindered due to entry of fraudulent pyramid 
schemes. Those schemes were very much similar to the network marketing practices and due 

to its fraudulent activities a massive opposes against these types of marketing practices caught 
fire. In response to this, during 1970 a legislation to close all MLM organisations and the like 

was passed. Gradually, after passage of sometime laws were amended and the legalised 

existence of MLM and similar organisations were permitted. 
 
STRUCTURE OF NETWORK MARKETING 
 

The basic idea of network marketing is selling the product through customers. They not only 
sell but also encourage their buyers to make sales further and build a team or network. Here, 

the initial customer is given the commission on the amount of sales being made by his 
customers and recruits also. For example, Rohan has made a purchase from an MLM co. he 

sells some product to 6 of his colleagues. Impressed by the quality or whatever of the product 
2 of his colleagues also sold the product to 10 of their known persons. This way the network 

got widened. Now, Rohan receives commission for each and every sale either he made himself 

or by the persons added at different levels irrespective of the fact that he didn’t recruited them 
but being recruited by the person he made the sales to. The persons holding upper position are 

known as upper-line and the person below them are known as down-line. In this way, the upperline 
person is benefitted for the sales being made by the down-line. 

 
PYRAMID MARKETING 
 
Pyramid marketing system quite resembles to MLM system because both encourage 

strengthening the number of members and build a team like structure but unlike MLM, In 
pyramid marketing system, the emphasis is not on increasing the sale of the product but on 

increasing the number the number of members/persons as more as can. I.e. the income is 
generated by adding more individuals to the series, rather than the amount of sale they do for 

the company. Every person who is added to the organisation will be charged a membership fee 

and benefitted in the form of commission on the number of members brought into by him in 
the organisation. 

 
In this way, the person holding the top most position in this structure got profits in abundance 

and the people at the bottom most is the one who suffers a lot. In other words, the person on 
the top is no less than a ‘parasite’ who is gaining on the toil of the lower rankers The product or 

services offered in these organisations are either of no value or very cheap or 
even sold at price much higher than the actual. Therefore, the sales are not consistent at all. 

Thus, the way of income is membership fee and for becoming a member, the person has to 
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purchase a requisite amount of company’s inventory. This inventory is purely on nonreturnable basis. 

So, the burden of over stocking has to be borne by the members. As due to 
these kinds of illegitimate practices, these organisations do not exist for long-run; the person 

at the bottom most is the one who suffers most in terms of money, efforts, time, etc. 
 
DIFFERENCE BETWEEN NETWORK MARKETING & PYRAMID MARKETING 
 

Basis  Network Marketing  Pyramid Marketing 

Objective  Under the legitimate network 
marketing, the focus is on earning 

return through the sale of product 
or service. 

Here, the emphasis is on gaining 
through adding new recruits as 

much as can rather than sale of 
product or 

service. 

Stock-piling  There is no pressure on the 

members for stockpiling. The 

concept it follows is- Place the 
order after getting orders from the 
customers. 

Stockpiling is the normal practice 

of pyramid marketing system. It 

relies on First purchase a requisite 
quantity of stock then enter into 
membership. 

Facility of return Network marketing provides its 

customers full flexibility to entry & 

exit. If any consumer wants to 
leave the system , he can and 

return the unused stock to the 
company and 

receive about 80-100% of its cost 
price. 

Since, the members have a 

compulsion to pile a considerable 

quantity of stock, so not being 
provided an option to return the 

unused goods whether they 
want to leave or continue to work. 

Genuine product or 

service 

The product or service offered to 

the consumer under network 
marketing 
system is purely of genuine quality 
and reasonable prices as prevailing 

in the industry. 

The quality and the price of the 

product or service being offered in 
this system are not up to the mark. 

Start-up Expenditure The start-up cost of network 
marketing is less as  compared to 

the pyramid marketing system as 
the product is made available as 

per the order received by 
company. 

A huge investment is required to 
set-up an illegitimate pyramid 

system. 

Enrolment  The enrolment of the members in 

this system is not mandatory at all. 

The enrolment of members is the 

mandatory requirement under 
pyramid 

system. 

Emoluments  The  moluments/ commission is 

entirely upon the basis of sales 

being made by the recruits. 

Here, the emoluments are given on 

the basis of number of 

recruitments made 
by the recruits. 

Code of conduct There is Industry’s Model Code of 
ethics which should have to be 

followed by the sales persons. 

No such code of conduct is there to 
be followed by the members in this 

system. 

Customer satisfaction Since the product or service is 
genuine as well as believe in 

relationship, there is a strong 
emphasis on customer satisfaction. 

Customer satisfaction is not the 
concern in this marketing system 

as the 
sale as well as the product or 

service is of no much importance. 

 



Naina Rani 

147 IME Journal/ Vol.13 No.2/ July-December 2019 
 

CONCLUSION 
 

Network marketing provides an immense scope to the newcomers who want to enter in the 
marketing field. And through the above study it is clear that the practices involved under 

network marketing are not bogus or misleading. As the code of conduct, free mobility of 
human, return of stock facility, emoluments involved, and customer satisfaction are some 
genuine features making it align from fraudulent pyramid schemes. Network marketing having 

its legitimate practices contributes towards increasing sales thereby contributing towards the 
GDP of the economy, if used wisely and honestly. 
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