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Chapter 1

INTRODUCTION

1 .0 Introduction

This chapter is an introduction part which will give an overview on this study. It 

consist of the background of the study, problem statement, research objective, research 

question, significant of the study, definition of term, and limitation of study that used in 

this study.

1.1 Background of the study

MLM is a genre of personal selling where products or services are distributed by 

the agent to the customer through personal contact without the need for a permanent 

business location (Direct Selling Association of Malaysia, 2010). The Malaysian Ministry 

of Domestic Trade, Cooperatives and Consumerism reported that as of 31 December 

2009, direct selling licenses were granted to 491 companies, of which 350 companies 

have an MLM plan (MDTCC, 2010). The sales from the direct selling industry in 

Malaysia were valued at RM 3.7 billion in year 2008 (MDTCC, 2010).

However, MLM as a concept has been plagued with its negative association with 

“easy money” pyramid and Ponzi schemes which thrive on securing their revenue mainly 

from large initial fees upon recruitment. This has led to the violation of trust and raised 

many questions about legitimacy of MLM as a viable career option.

It is stated that people promoting multilevel marketing praise it as an opportunity 

of a lifetime with no catch. Claims that there is indeed a serious catch: the conventional 

process of promoting this so-called opportunity to friends and virtually everyone else in 

someone's circle of acquaintance is, for the most part, unacceptable in western society. 

Maintains that truly determined sellers may well make money, but most will not, 

capitulating rather in the face of rejection ranging from disinterest to serious disapproval 

and resentment of the matter having being raised at all. Shows the conventional 

defenses raised by proponents of multilevel marketing to be seriously flawed if not quite 

spurious.



CHAPTER 2

LITERATURE REVIEW

2.1 Literature review

MLM

A firm practicing network marketing offers a rewards program that encourages its 

salespersons to build their own sales teams and also be responsible for the promotion 

and sale of the company’s products. As an incentive for the salespersons/distributors, 

the organization pays a commission based on the sales of the distributor as well as 

those of the people below him (Coughlan and Grayson, 1998; and Msweli and Sargaent, 

2001).Individual salespersons of an MLM company do not merely earn from their own 

sales but also enjoy an overriding commission from the sales of those recruited by him 

(Bloch, 1996). Salespersons will be rewarded according to their performance and their 

contribution to the profitability of the company (Biggart, 1990).

The MLM industry has been hailed as the new wave of the 21st century in 

marketing (Poe, 1999). The people involved in this industry were called the new 

professionals (King and Robinson, 2000). There is no end to the amount of literature that 

is being generated almost daily in praise of the MLM business, by the MLM companies 

themselves, individual distributors and MLM umbrella bodies with vested interests in the 

industry (Dykema, 1999). Although the MLM industry involves millions of salespersons 

globally and is being looked at as the marketing system of the 21st century (Poe, 1999), 

there are many skeptics and detractors who are adamant about MLM being flawed and 

even morally wrong (Clements, 2001).

There are many researchers who have come up strongly in support of MLM or 

the more dignified label, network marketing, as the marketing system of the 21st century 

(Poe, 1999; King and Robinson, 2000; Hedges, 2001; and Kiyosaki, 2004). MLM is seen 

as the opportunity that provides passive or residual income that offers the possibility of a 

high level of income, which is not attainable by those who only enjoy linear income 

(Kiyosaki,2004; Hedges, 2001). It is a business that promises financial independence 

and personal freedom with the power of leveraging, by focusing on the ability to earn 

residual income or passive income rather than a linear income (Kiyosaki, 2004).


