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The Impact of Internet Community Development on the

Multi-Level Marketing Industry and Channels

Abstract

Keywords: Internet Community, Multi-Level Marketing, Direct Selling Enterprise,
Direct Seller

With the COVID-19 sweeping the world in recent years, almost all industries have
turned to the Internet for their operations and development, and the Multi-Level
Marketing (“MLM”) industry is no exception. Traditionally, the MLM business has
generally adopted a person-to-person, face-to-face marketing approach. Indeed, some
consider such approach to be the MLM industry’s core value of that cannot be deviated
from. However, it must be admitted that with the proliferation of the Internet,
smartphones, and the coronavirus pandemic, more and more MLM participants have

become experienced in using Internet communities to conduct MLM activities.

The main purpose of this study is to examine: How the MLM industry has changed
as a result of the use of Internet communities? What are the concerns of the industry
about these changes? These concerns are analyzed and solutions are proposed.
Methodologically, this study conducted questionnaire and interview surveys to
understand the different attitudes in and concerns of the MLM industry regarding the
use of the Internet for two types of MLM behaviors: “promotion” and “selling”. The
main concern of the former is how to promote the product or service legally on the
Internet. The latter focuses on concerns about how to reduce the impact of price cutting
competition on the fairness of the organization. As for the act of introducing
participants, distributors are generally allowed to use the Internet to introduce the MLM
organization’s nature and rules. Distributors can also use the internet to introduce others
to the organization. Nonetheless, the rapid expansion of the Internet has led to problems
such as MLM-related fraudulent activity or excessive signups of direct sellers. In
addition, during the interviews, we discovered that some MLM industries use Internet
communities to conduct MLM activities not only for its immediate convenience, but
also for future use of big data analysis on the Internet to enhance competitiveness.
This study first attempts to uncover the concerns of the industry. Next it proposes legal
and management solutions to address these concerns with a view toward helping MLM
businesses and distributors clearly understand the risks and problems they may
encounter when engaging in online marketing now or in the future. Finally, certain

solutions to these risks and problems are proposed.
vii
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O. C. Ferrell ~ John Fraedrich & Linda Ferrell ffH-&5 2 " Business Ethics—
Ethical Decision Making and Cases | —=8 251 » &5 1% EF /5 ( Pyramid Scheme ;
FDFREDE MR 2 R 2 LS ST EEIEM> Z PPl EE T YRR S
B > ASHE I R & KBRS 2 R - BIE L &5 B
Bl i U e 2 IR 22 B RIAE - A 2 W 2k B RS B A b IR
484 (Network) 7 ff< (Commissions) > {&FRIRIR « MAGREAT(E FHEH#E T
FETT N BRYE4E RS TR vl RE M (& 715 =R 5 S TER® - 0. C.
Ferrell ~ John Fraedrich & Linda Ferrell B iE—22 4 2013 FEFHHIE 5FEE
@ ( Federal Trade Commission » [N FTC ) i565F NexGen3000.com ( N# NexGen )
—ZE R

NexGen A—[E SRS A E » HEFEBFTALAERRIFZABIN (Arizona )
%o [ 2000 FHE - (E R EREHEZE » NexGen Bt HHI17HTE SaRE Pk
Fe R f4E o NexGen B2 & B A1 & oo A ZHRIN% - NexGen FiiiE > 49
E% T PEik , (Internet "Shopping Malls" ) & — 28 52 H £ 76 52 Bl 4 s 1Y 58 5 40 E ik
HEE4E > 2% H R R 15 #E NexGen E 48~ B ELIR M By B =\ R ikd
AlHE A T\ FI 4R A i B (I B8 R IR EE ™ - SH B & 4a s Mg A% - BlA]
JILA NexGen 51# » H A BUNE & (50 &5 4908 rs i RO R 2E L AR 75
T HguhELH (WebSuite ) | % o —({EREEEAVAIEELATEICE ES 185 7T 0 SiEMeE
FA 5 i T ShELENEELA (Power Pack WebSuite ) | RIFE{EE: 54 555 ¢ -

FTC R FISEADNEESF L5 - NexGen FUHE & (RS - I E M IEELHERAE
S (il B H 2 4Euh EAH IR AT (R © NexGen IR » {8 B i HYpE3E

% /\ﬂ?ﬁ*/\ﬁ*” 111055 5EER Y3 < T TRl E MBS A TR EHZ R IHEH E SRR AT
JETT LBEVAE R L8 MZ @SR AR ] » RINSRICEE - . SR
Z—?:J%E%Tﬂ‘iﬁﬁ%ﬁfiijé%j{%%?%@9’(1%@%%%25&%%?% e o NAERR A B M EELME S <
SR PSR R HEIE -
89 0. C. FERRELL, JOHN FRAEDRICH & LINDA FERRELL, BUSINESS ETHICS—ETHICAL DECISION MAKING
AND CASES 512-513 (10th ed. 2014).
0 Id. at 512.
9 Id. at 513.
92 See id. at 513.
9 Federal Trade Commission, COMPLIANT FOR PERMANENT INJUNCTION AND OTHER EQUITABLE RELIEF,
No. 012 3153 (Feb. 14, 2003), https://www.truthinadvertising.org/wp-content/uploads/2015/09
/FTC-v-NexGen3000-complaint.pdf, at 2.
% Id. at2.
% Federal Trade Commission, Charges Internet Mall Is a Pyramid Scam (Jul. 7, 2003),
https://www.ftc.gov/news-events/news/press-releases/2003/07/ftc-charges-internet-mall-pyramid-scam
(last visited Nov. 29, 2022).
% Id.
 Id.
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OEVE BRI S 6 EL 2B I%® - AT  SEUHBEERSAE S ERRE
EPTE%T%%QQ ° FTC Elﬂﬂatﬂ » NexGen {2t P AR AEHERM ——F[FiE
REEERM A 2 J77%  FTC G AL E5R - S RESBEKEEL
$ » NexGen i K155 - HiZst#EIR LR —EIREN TSRS - I FTC £
i » NexGen KAHBAGE NFHhEHE - HWERERBHCSHZEEE (Federal
Trade Commission Act ; N FTC Act) 55 5 &5 (a) JEMRZE » BIZEE] A H (United
States Code ; NfE U.S.C.) FE 1545 (Title 15) FE 45 FFE alGHE s =2 0 B
EHN NexGen 7 [E IR RN EBRIL - 3% & 4 WTHPTaR i 38 Hh B ERG 2E R A A F
SR 2 T Ry s A0 -

BRI o 2EB0 FTC #EfifiRiE FTC Act 55 13 {55 (b) TEMIE » it US.C.
5515 455 53 165 (b) TERLE - 55RiAR

% Id.
% Id.
10 FTC, supra note 93, at 2; 15 U.S.C §45 (a):

“(a)Declaration of unlawfulness,; power to prohibit unfair practices; inapplicability to foreign trade

(1)Unfair methods of competition in or affecting commerce, and unfair or deceptive acts or
practices in or affecting commerce, are hereby declared unlawful.

(2)The Commission is hereby empowered and directed to prevent persons, partnerships, or
corporations, except banks, savings and loan institutions described in section 57a(f)(3) of this
title, Federal credit unions described in section 57a(f)(4) of this title, common carriers subject
to the Acts to regulate commerce, air carriers and foreign air carriers subject to part A of subtitle
VII of title 49, and persons, partnerships, or corporations insofar as they are subject to the
Packers and Stockyards Act, 1921, as amended [7 U.S.C. 181 et seq.], except as provided in
section 406(b) of said Act [7 U.S.C. 227(b)], from using unfair methods of competition in or
affecting commerce and unfair or deceptive acts or practices in or affecting commerce.

(3) This subsection shall not apply to unfair methods of competition involving commerce with foreign
nations (other than import commerce) unless—

(A)such methods of competition have a direct, substantial, and reasonably foreseeable effect—
(i)on commerce which is not commerce with foreign nations, or on import commerce with
foreign nations; or
(ii)on export commerce with foreign nations, of a person engaged in such commerce in the
United States; and
(B)such effect gives rise to a claim under the provisions of this subsection, other than this
paragraph.
If this subsection applies to such methods of competition only because of the operation of
subparagraph (A)(ii), this subsection shall apply to such conduct only for injury to export
business in the United States.
“4)
(A)For purposes of subsection (a), the term “unfair or deceptive acts or practices” includes
such acts or practices involving foreign commerce that—
(i)cause or are likely to cause reasonably foreseeable injury within the United States, or
(ii)involve material conduct occurring within the United States.
(B)All remedies available to the Commission with respect to unfair and deceptive acts or
practices shall be available for acts and practices described in this paragraph, including
restitution to domestic or foreign victims.”

67



1. REN N N EERRERF A< (Preliminary Injunctive ) K2 ffifBERO#
& (Ancillary Relief) » DIBFEAT LA Al e AR HE EHIEE LU
(R A OB Y T RE M

2. RAEE IR FTC FiE5R 2 FTC Act HUE

3. SHEAIPEESIE R ILIEATY FTC Act #E #Eff $EHE HE A 2 38FE > VA
See AN IERF - AEFPROK » RS EATRE © HEHE ~ BLLAIRK
B IR R I RE TS 2 Rl g i -

4. FREEART R H B A et B T 2 LIS A MO T SsA e -
4T IR I -

NI B RN > NexGen K H A S [F S H 980k A ZE 1 E S 8%
2w o HER T HS 2 ZIEFEGEESL > NexGen e i RASI NG H 2 BUE
A% XS B - A s A AR R HE (R BRI ME A BRI B A 2 B
A AN EILESR - S TR T E A ~ MG BRI - iR Ea &
FII ~ FEECE 2 NBE s D HASFTA 208 S B E 8 o EE™ -

FH_E AT > GEERHYEEA - (i 1T A\ BREEEE Rt s MERAVIERITE - mTREsE
MEEFEREEE SR - EFRFHITEHAE B ERE T a2
ZIT Ry PEE SR > V1B 5 - RIEFEVES 18 FRAUE T B REHE
% o TEGEHEHRE 2 ARG HE T EHE - &M mBikB A E > AL
M ASIN R EZWASIE - | > ATRIE SRR BRI EAER T &
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101 14 at 10.
102 14, at 10.
103 14, at 10.
104 1d. at 11.
15 FTC Cracks down on Internet Mall Pyramid Promoters, FTC (May 12, 2005),
https://www.ftc.gov/news-events/news/press-releases/2005/05/ftc-cracks-down-internet-mall-pyramid-
promoters.
106 Id
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107 Anne T. Coughlan, Manfred Krafft & Julian Allendorf, Join, Stay, Leave: A Study of Direct-Selling
Distributors 2 (Working Paper), https://ssrn.com/abstract=2841403 (“The results imply that the new
direct-selling distributor generally is unaware of his/her skills at selling or building a downline network;
virtually open enrollment allows almost all prospects to enroll as distributors if they wish, without being
vetted for any of the characteristics or skills that are tested in employee sales forces. Instead, the new
distributor evidently engages in ‘learning by doing,” finding out his/her skills and preferences through
operation of his/her own direct-selling distributorship.”).

18 Jd. at 1.
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