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Legal Issues in the New Trends of Multi-Level Marketing

Combining Organizational and Social Media Marketing

Abstract

Keywords: Social media marketing, Advanced social media marketing model:
segmentation model, holistic living, brand management

The multi-level marketing (MLM) industry has evolved from traditional one-on-one,
face-to-face, direct, non-store-based sales into a sophisticated organizational sales
model. The early generations, such as MLM 1.0, allowed distributors to earn
commissions from the sales of their downline. MLM 2.0 introduced more complex
compensation models, including multi-tier commissions and team-based rewards,
enabling distributors to expand sales networks by building teams. With the advent of
the internet, MLM 3.0 emerged, facilitating distributors to transition from offline
sales to online platforms, further broadening their reach. Despite these advancements,
the core MLM organizational sales model has faced challenges, particularly the risk
of exhausting personal networks, leading to resistance from potential recruits due to

the pressure of sales-driven interactions.

The rise of MLM 4.0 marks a significant shift, merging traditional organizational
marketing with social media marketing. This fourth revolution represents not just a
technological leap but a paradigm shift, focusing on brand management, values, and
community-building over hard sales and recruitment. Distributors now promote a
holistic living approach, aligning their marketing with lifestyle and values to attract
like-minded individuals seeking a relatable way of life. This shift from "selling" to
"marketing" prioritizes authentic connections and personal development, helping to

dissolve the negative stereotypes associated with earlier MLM models.

In Taiwan, one notable example of innovation within MLM 4.0 is the adoption of
advanced social media marketing model: segmentation model. Amway Taiwan’s Fu-
Kang team pioneered a "five-tier ecosystem" that categorizes social connections into
distinct groups based on their level of interaction and shared interests. The first tier
involves broad connections with strangers, focusing on creating initial links with
those who may share similar life experiences. The second tier builds on this by
fostering friendships and developing trust through casual interactions. The third tier

focuses on interest groups, where individuals with shared hobbies or passions deepen



their relationships through meaningful exchanges. These first three tiers create a
foundation of genuine connections, solving the challenge of limited personal

networks and reducing the likelihood of consumer resistance to MLM products.

After building trust in the earlier tiers, individuals who show interest in specific
products or services transition to the fourth tier, which focuses on product
engagement. Here, distributors share detailed product information and personal
experiences to help potential customers understand the value of what they offer.
Those who develop a deeper interest in the business opportunity are invited into the
fifth tier, the business partner group. This final tier comprises individuals who are not
only product consumers but also potential business collaborators. They are provided
with professional guidance and resources to help them succeed, ensuring a sustainable

business model that emphasizes education, skill-building, and ethical practices.

This segmentation model addresses several longstanding challenges in MLM. By
focusing on authentic relationship-building in the initial stages, distributors avoid the
negative perceptions associated with aggressive sales pitches. The gradual
progression from casual connections to business discussions ensures that potential
customers and recruits feel genuinely understood and valued, which enhances trust

and reduces resistance.

MLM 4.0 also encourages distributors to adopt a professional mindset, treating MLM
as a legitimate career path rather than a casual side hustle. Social media marketing
has made personal branding essential, requiring distributors to develop expertise,
improve their communication skills, and create a credible business identity. Digital
tools, such as virtual meeting platforms, e-commerce systems, and online training
modules, further support this transformation, enabling distributors to overcome

geographic limitations and operate more efficiently.

However, the fourth revolution of the MLM industry has also led to a series of new
legal issues. For example, when distributors promote products via hyperlinks in their
online communities, it may conflict with company policies regarding market
authorization, particularly in international markets. Viral content can spread across
borders, potentially violating market restrictions. Companies must reconsider their
market policies to account for social media’s unique characteristics, minimizing legal
risks and consumer disputes. Additionally, issues related to foreign distributors’
cross-border marketing without proper authorization may raise concerns over

employment laws, taxation.

Furthermore, social media's influence has opened up new business opportunities for

Vi



MLM distributors, such as partnerships with other brands and cross-platform
collaborations. However, this also brings potential non-compete disputes. MLM
companies, which rely heavily on the labor provided by distributors and their
downline organizations, expect loyalty and enforce non-compete clauses. Striking the
right balance between safeguarding company interests and respecting distributors'
freedom to pursue multiple business ventures is crucial to avoiding legal conflicts in
the new era of MLM.

When MLM integrates traditional organizational marketing with social media
marketing, some uplines resist this shift while others embrace it. This reluctance can
lead to competition within teams as downlines seek new models, potentially
triggering "line-snatching" behavior that undermines organizational stability and
uplines' benefits. Achieving harmony among team members' interests is essential for

maintaining stability in the face of generational competition.

In MLM 4.0, the concept of “recommendation” has become more complex due to the
fragmented nature of social media interactions. The traditional simplicity of
identifying sponsors and recruits is blurred when multiple distributors interact with
the same potential customer almost simultaneously. Companies must rethink how
they define sponsor relationships in this new environment to ensure fairness and

organizational stability.

As artificial intelligence (AI) continues to play a larger role in marketing, generating
automated content and responses for distributors, it brings about additional legal
challenges. For instance, companies need to ensure that Al-generated marketing
materials comply with relevant advertising regulations and do not infringe upon
intellectual property rights. Failure to address these issues could result in legal

consequences for both distributors and MLM companies.

The fourth revolution of MLM is redefining the industry, offering both immense
opportunities and unprecedented challenges. To succeed in this rapidly evolving
landscape, MLM companies must craft thoughtful policies and frameworks that

balance innovation with compliance, ensuring a sustainable and prosperous future.
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CA P EELIR o I E SR R A 1 5 P L B TR <
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SHTHIE - AR 2R MIREBUEN IS - NIEZ /@K 2.0
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R B an s iR SN A DR E RS R E PR EEE

5 Ashwin Kumar. (2024, October 17%). The Evolution of Direct Selling in the Digital Era,
https://www.globalmlmsolution.com/blog/the-evolution-of-direct-selling-in-the-digital-era#historical-
perspective-of-direct-selling > (last visited October 17", 2024)

¢ Wikipedia. Multi-level marketing. https://en.wikipedia.org/wiki/Multi-level marketing. (last visited
October 12th, 2024)
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7 Management Study Guide Content Team. Brief History of Multi Level Marketing.
https://www.managementstudyguide.com/multi-level-marketing-history.htm. (last visited October 12",

2024)
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=~ =L EE(E® (SEO)
== 5 28k (Search Engine Optimization, SEO ) &5 4 A T1E(k »
e AR = e - B EFERITR T - N AEL - fuhsErE
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 EETERE -
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13 Tggy Durant. (2023, August 2™"). What is Organizational Marketing? Strategies, Activities, and
Essentials. https://peepstrategy.com/what-is-organizational-marketing/. (last visited October 12th,
2024)

14" Adam Hayes. (2024, July 31™). Social Media Marketing (SMM): What It Is, How It Works, Pros
and Cons. https://www.investopedia.com/terms/s/social-media-marketing-smm.asp. (last visited
October 12th, 2024)
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15 World Federation of Direct Selling Association. (2024).WFDSA STATS 2023 Global Annual Direct
Selling Statistical Data Report, 6,26.
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16 Jordon Vile Tosoni Rizetto (2021). How digital influencer techniques can improve direct selling
performance[Unpublished master thesis]. Escola de Administragdo de Empresas de Sao Paulo da
Fundac¢ao Getulio Vargas. https://hdl.handle.net/10438/30726.

17 World Federation of Direct Selling Association, op. cit., p. 26.

8 Indian Direct Selling Association. (2022). Resurgence of Direct Selling in India. Annul Survey
Report 2020-21, 1,7.

¥ Tbid., p. 9.
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(last visited August 19", 2024)
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