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Multi-Level Marketing (MLM):
An Islamic Evaluation

MOHAMMED OBAIDULL AH

What isMLM?

MLM or multi-level marketing, also known as network marketing, refers to
the practice of distributing, selling or supplying products or services through
various levels of independent agents (contractors, distributors, etc.). These
agents are paid commissions, bonuses, discounts, dividends or other forms of
consideration in return for sdling products or services and/or for recruiting
other agents. The party who recruits another participant is the "upling" of the
recruit. Therecruited party is the "downline" of the recruiter. In MLMSs, up lines
are paid bonuses or commissions on the sales made by their direct downlines
and by those who are downline of these direct downlines. Are such rewards
legitimate and desirable in the eyes of Shariah? Do MLMs have a place in an
| damic economy?

Contemporary Fatawa

To find an answer let us begin with some actua cases of MLM and the
fatawa of some contemporary jusrists. Recently a concerned Muslim brother
addressed the following question on the popular porta Islamonline Net.

A company located in British Virgin Island (name withhed) has its head
office in Hong Kong. This company manufactures numismatic gold coins, gold
jewdry etc. The company has come up with a business plan for individuals.
According to the business plan, an individua has to buy a single product from
this Co. After purchasing the product, the company gives the person a specific
identification number called TCO (Tracking Center Ownership). The TCO has
to introduce/refer the same business to minimum 10 people. According to the
business plan, after bringing 10 people to the business, the company pays U.S.
Dollars 400/- as remuneration. Further more, when these 10 referred people
refers the business to others the up line individual keeps on getting the credit to
his geol ogy report also and the individual becomes digible to get remunerati on
from the company, as long as the new business is introduced by himsef or any
of the other individuds. In light of Idamic principles, | would appreciate
receiving a fatwa to clear my doubt that the income generated through such
means is Halal or Haram.
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Responding to this question Dr Monzer Kahf, the wdl-known Islamic
economist replies, "The practice of chain pyramidal commission is permissible
provided thereis full disclosure, i.e, al TCO's down theline know the structure
of commission and know that the prices they are charged include dl these
commission up to the top of the pyramid. There is nothing in the Shari'ah that
prevents giving commission to salicitors of business, aslong asit is known to
the person on the other side of the transaction. If there is no full disclosure it
may become similar to bribes or at least cheating. (However, the) sale of gold
and golden jewdry must aways be in cash (hand to hand) as the Prophet, peace
and bl essings be upon him, instructed.”

Addressing another question reating to the multinational company based in
Oman (name withheld) selling online interactive basic computer courses Dr
Kahf states: "The pyramidic network marketing is permissible provided the
following three conditions are fulfilled:

1) Commodities sold or traded in are themselves permissible such as sdlling
real goods. Hence, sdling phony and prohibited goods makes the process
prohibited.

2) The commission structure must be disd osed with full transparency to dl
new customers/members when they are invited, so they know when they join
that the person who invites them has a stake in thisinvitation.

3) Genera contract requirements are observed, such as aptitude to contract,
full description of the goods, clear ddivery and payment process, ec. and if
they sell goods that require special additiona conditions such as gold that
requires delivery and full payment at the time of contract, such additional
conditions must also be satisfied.

Argumentsagainst MLM from an | slamic Perspective

Pyramid or endess-chain distributor schemes ask people to make an
investment and, in return, grant them a license to recruit others who, in turn,
recruit still others into the scheme. In essence, the investor pays for the
opportunity to receive compensation when his or her recruit brings others into
the scheme. The opportunity to recruit is the product.
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Element of Fraud

Such schemes are illegal because they are fraudulent. There are many
variants of pyramid schemes, such as, chain letters, Ponzi schemes. What is
however, common to dl such schemes is this: In all cases, people are enticed
into making an investment of money and time by a false promise of returns that
become increasingly unsustainabl e as more people are drawn into the scheme.

Element of Maysir

Ancther simple justification for denying Shariah approval to such gamesis
that it is not in the public interest to have businesses that are recruitment-, rather
than product-, centered. There are severa practices or behaviors that indicate
that a company and its agents are not product-centered but are rather
recruitment-centered schemes — i.e, schemes promising participants easy
money to be paid out of the investments of other participants instead of legit-
imate sal es revenue.

Thereis a grave possibility that recruitment-centered companies or schemes
am to make “easy money” or what is condemned by Shariah as maisir.
Therefore, they are not in the public interest and should be kept of an Islamic
market.

Dubious Products

Many MLM products are relatively expensive compared to generic goods
on the market. Requiring the sales force to purchase pricey products in order to
retain status as an "active" distributor begins to look like a form of coercion
applied to people who are not in a strong position to resist the pressure. Many
participants have spent thousands of dollars buying the products from MLMs
that supposedly were providi ng them with lucrative "business opportunities’'.

The dement of fraud in case of “pure” Pyramids is too apparent to be
missed. The possibility of exploitation in case of Pyramids “adulterated” with
product sdling appears to revolt against a fundamental notion of Islamic ethics
as enunciated in the holy Quran:

“Let there be trade among you with mutual goodwill” — (2:275)

Element of Ghabn

Further, a charge of over-pricing and profiteering has been labeled against
many MLM schemes. Studies have found a large number of cases where price
of MLM products exceed corresponding generic products available in a market
by 100-300 percent! Such studies clearly raise the possibility of ghabn by the
sdler in the Islamic market. While the conclusions of empiricd studies cannot
be generdized because of time and spatial differences, the concerns must be
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investigated by the market regulator or at least by the potential Muslim
participant beforejoining the MLM bandwagon.

Right to Exit & Rescind

Islam provides an option or khiyar to the buyer to rescind the transaction in
al cases of goods sold by description. Such an option is however, hardly
provided by MLM companies to their consumers who also join their sales force.

Possibility of Social Discord

MLMs encourage participants to sell product to family members and friends
and/ or to recruit them into the MLM. This marketing strategy poses certain
ethical difficulties. Participants, desperate to succeed at their new MLM
business, may feel driven to pressure relatives and friends into buying
cosmetics, water filters, jewery, etc. In other words, MLMs can alter human
relaionships, encouraging people to "instrumentalize' relations rooted in love
and affection. In the ultimate andysis, MLM raises the possibility of social
discords and conflicts.

Note: Interested readers may refer to an earlier discussion on this topic in
Arabic by Dr. Rafic Yunus Al-Masri on 26-11-1423.
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