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16) They (Pyramid schemes) promise consumets or investors large profits based primarily on recruiting others
to join their program, not based on profits from any real investment or real sale of goods to the public.
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Theoretical Analysis of Multi-Level Marketing and
Door-to-Door Marketing

Kyeong-Hoon Kang, Eunjung Yeo, and Kiyoung Lee

While multi-level marketing and door-to-door marketing have similarities in that they
comprise large market shares in the distribution industry, they have one big difference in
terms of sales agents’ compensation scheme, notably cumulative bonus payment in
multi-level marketing. This paper theoretically shows that in multi-level marketing,
upper-level agents put more effort into recruiting lower-level agents. On the contrary, all
agents, regardless of level in door-to-door marketing, put more effort into selling goods
directly. Moreover, unit bonus payment for recruiting lower-level agents is likely to be
larger in multi-level marketing than in door-to-door-marketing, which leads to higher
sales price of goods in multi-level marketing than that in door-to-door marketing. In
addition, when each agent is faced with segmented market demand, recruiting activities
for lower-level agents are more aggressive in multi-level marketing than in door-to-door
marketing. As a result, the sales network expands quicker in multi-level marketing, thus
stirring up more speculative spirit. The related empirical facts support this paper’s

implications derived from theoretical analysis.

Key words: multi-level marketing, door-to-door marketing, recruiting scheme, bonus

payment scheme
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