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Multilevel Marketing: Inner Workings,
Socioeconomic Effects and the Islamic Juridical View

Abstract:

The intent of this article is to highlight the origins and development of
multilevel marketing, its inner workings, and Islamic juridical views on its
activities. One group of Muslim scholars permits it while others forbid it.
The view forbidding it is the majority opinion. The juridical viewpoint
forbidding multilevel marketing is more convincing than the view
permitting it because of research-based evidence highlighting the reality
of its inner workings, its socioeconomic harms and stronger juristic
arguments opposing it. The inner workings of multilevel market reveal
why the majority opinion forbids this so-called business model. This
article aims to introduce a sharia-compliant version of the multilevel
marketing model which may align with the Islamic perspective.
KEYWORDS: Multilevel Marketing - Inner Workings — Islamic Economics
— Figh — Islamic Finance.
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Introductory Remarks

The origins of multilevel marketing go back to the 1930s. Businessman
Carl Rehnborg read voraciously the nutritional literature of his times. After
seven years of experimentation, he developed a dietary supplement which
he called Nutrilite.1 His son Sam, who would go on to become Nutrilite’s
president and chief operating officer, said of his efforts:
“After a certain length of time, dad would visit his friends to see what
results had been obtained. More often than not, he would find the products
sitting on the back shelves, unused and forgotten. It had cost them nothing
and was, therefore, to them, worth nothing. It was at this point that he
rediscovered a basic principle—that the answer was merely to charge
something for the product. When he did, the friends, having paid for the
product, ate it, liked it, and further, wanted their friends to have it also.
When they asked my dad to sell the product to their friends, he said, ‘You
sell it to them, and | will pay you a commission.””2

His business succeeded with monthly sales of 500,000 dollars, although its
promoters consistently broke the law. In 1947, the FDA began a four-year
struggle to hold Rehnborg, his associates, and their respective companies
accountable for the wild claims they made to sell their products.’ In 1951,
the supreme court issued a permanent injunction forbidding Nutrilite’s
distributors from referring to their collection of publications to sell their
product.® The publications contained misleading claims about Nutrilite’s
healing properties. Amway’s founders, Rich De Vos and Jay Van Andel, were
friends who became Nutrilite distributors after high school graduation. They
built a network of 2,000 distributors. Fearing that Nutrilite Products might
collapse, they re-pyramided and formed a new company, American Way
Association, later renamed Amway.’ Today, Amway is the oldest and largest
multilevel marketing company in existence in the United States. Amway’s
success as a multilevel marketing company was temporarily threatened
when in 1975, the FTC filed a complaint against Amway for violating section
5 of the Federal Trade Commission. In 1979, the Supreme Court ruled that
Amway was not a pyramid scheme, which in all fifty states is illegal.

! Notices of judgment under the Federal Food, Drug, and Cosmetic Act. D.D.N.J., F.D.C. 3381-3383, issued
Aug 1951, p. 355.

®Dr. Sam Rehnborg on what boosts success for Nutrilite and his passion for the business.
https://www.amwayglobal.com/newsroom/dr-sam-rehnborg-on-what-boosts-success-for-nutrilite-and-
his-passion-for-the-business/. Retrieved on June 1st, 2017.

? Ibid.

* Associated Press (May 30, 1950). "Court Validates Seizure of Drug". New York Times.

> Xardel, Dominique (1993). The Direct Selling Revolution. Understanding the Growth of the Amway
Corporation. Blackwell Publishing. pp. 1-4.
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However, critics begged to differ. They equated multilevel companies
with pyramid schemes, claiming that the former launders its earnings
through the sale of products, which is merely a guise to escape legal
consequences.’

The Multilevel Marketing and Pyramid Schemes

Various definitions for multilevel marketing abound. According to the
Federal Trade Commission’s Bureau of Consumer Protection, multilevel
marketing is a strategy for the sales of products or services where the
company earns its revenue from non-salaried workers selling the company’s
products and services. Their earnings are derived from a pyramid-shaped.’
It is further defined as "A direct sales system, which is marketed by
consumer goods direct from producers. The bonus is taken from the profit
of each buyer introduced by the first buyer under the conditions set ."®
Pyramid schemes differ from multilevel marketing as the former involves a
“transfer scheme that uses certain marketing tools that illegally achieve
financial success for some by imposing a direct loss on others and that are
inconsistent with establishing a viable retail base,”® while multilevel
marketing is a business based on actual products/services sold, pyramid
schemes are endless chain distributor schemes in which the “products” are
the opportunity to recruit new participants.'® While the former is
legitimate, the latter is illegal because of its unethical aspects.™*

6 "Pyramid Schemes". Federal Trade Commission. May 13, 1998. Retrieved July 19, 2015; Knape, Chris
(November 3, 2010). "Amway agrees to pay $56 million, settle case alleging it operates a 'pyramid
scheme''. MLive. Retrieved September 2, 2019; Saha, Arijit (December 13, 2006). "Amway in hot water in
Hyderabad over "business model" controversy". IB Times. Retrieved January 17, 2010; Sanandakumar, S
(May 29, 2013). "Amway India Chairman William S Pinckney, two Directors granted bail". The Economic
Times. Retrieved May 28, 2014.

" Multi-Level Marketing Businesses and Pyramid Schemes. FTC, Bureau of Consumer Protection. Retrieved
October 16, 2020. https://www.consumer.ftc.gov/articles/multi-level-marketing-businesses-and-pyramid-
schemes.

® Erwandi Tarmizi, Dr. (2012). Harta Haram Muamalat Kotemporer. Kota Wisata, Bogor : PT. Berkat Mulia
Insani, quoted by Budiandru, Dhiya 'Ulhaq, Arianurzahra, "Mulilevel Marketing in Sharia Accounting
Perspective," Al-Burhan: Jurnal Ekonomi Syaria dan Filantropi Islam, vol. 2, No. 1, June 2018, pp. 15.

° Peter J. Vander Nat and William W. Keep (2002), Marketing Fraud: An Approach For

Differentiating Multilevel Marketing From Pyramid Schemes, Journal of Public Policy

& Marketing, Vol. 21, No. 1, Social Marketing Initiatives(Spring, 2002), pp. 139-151,

American Marketing Association.

10 Daryl Koehn (2001), Ethical Issues Connected with Multi-Level Marketing Schemes,

Journal of Business Ethics Volume 29: Issue 1-2, pp 153-160, 2001, Kluwer Academic

Publishers, Netherlands.

" Fazrihan Bin Mohamed Duriat, Multi-Level Marketing In Islam & Case Study of Young Living In Singapore,
unpublished MA submitted to Singapore Management University on 04 August 2014 as part of partial
fulfilment of the requirements for the Master of Laws (Islamic Law & Finance), p. 5.
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One feature all MLMs have in common is the two possible sources of
revenue that compensation plans pay participants from. The first of these is
the commission of sales obtained directly from their own customers. The
second revenue stream is from commissions taken from wholesale
purchases made by distributors below the participant who have recruited
other distributors into the MLM. These distributors who are below the
participant at every level of the pyramidal MLM are known as one’s
downline distributors. MLM salespeople sell products to end user retail
customers through relationship referrals and word-of-mouth advertising
but most importantly, they are paid incentives to recruit other distributors
into the pyramidal chain so that these new recruits can become downline
distributors. Those who are above Participant X in the pyramidal chain are
known as upline distributors and those who are below him in this hierarchy
are known as downline distributors.

In multi-level marketing, the compensation plan theoretically pays out to
participants only from two potential revenue streams. The first is paid out
from commissions of sales made by the participants directly to their own
retail customers. The second is paid out from commissions based upon the
wholesale purchases made by other distributors below the participant who
have recruited those other participants into the MLM; in the organizational
hierarchy of MLM companies, these participants are referred to as one's
downline distributors.'® According to the FTC commission’s report, almost
99 percent of people who join MLM companies lose their investments." In
most cases, multi-level marketing companies achieve high gains due to
downline participants who are usually motivated to hold onto the belief
that they can achieve huge returns, though statistical evidence proves
otherwise.” Moreover, MLM companies were declared illegal in certain
countries or otherwise strictly regulated in some jurisdictions due to that
fact that they are merely structural variations of the traditional pyramid
scheme.”

Since the term ‘multi-level marketing’ evoked comparisons to pyramid
schemes, MLM promoters coined the term ‘network marketing.” To further
themselves even more from comparisons to pyramid schemes, they sought
to be called ‘direct selling’ companies. Thus, one after the other, MLMs
joined the Direct Selling Association and now boldly declare that as its
members, they are ‘direct selling companies.” The DSA now divides its
membership into ‘single level’ and ‘multi-level’ pay plans.

' DuBoff, Leonard D. (2004), The Law (in Plain English) for Small Business, Sphinx Pub. pp. 285—286.

B "The Perils Of Multi-Level Marketing Programs", Texas Public Radio. October 4, 2017. Retrieved February
16, 2018.

1 O'Regan, Stephen (July 16, 2015), "Multi-Level Marketing: China Isn't Buying It", China Briefing. Dezan
Shira & Associates. Retrieved September 19, 2018.

1> "MLM law of China 'Prohibition of Chuanxiao"', gov.cn. September 3, 2005. Retrieved September 19,
2018.
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Juristic Views of Contemporary Muslim Scholars and Figh Assemblies

Muslim jurists are divided in their juristic opinions on multilevel
marketing companies. Those who forbid multilevel marketing focus on the
reality of its inner workings, socioeconomic harms, and its involvement in
unlawful forms of transactions. They include the Permanent Committee in
Saudi Arabia for Research and Fatwa, Dar al-Iftaa’ of Egypt [after the
reversal of their original fatwa'®], Figh Academy of Sudan,'” Dar al-Iftaa’ of
Jordan and that of Halab,’® Al-Hajji Al-Kurdi, Dr Ali Mohiuddin Al
Qaradaghi,” Dr Samy Sweillam,”® Dr Muhammad Salih Al-Munajjid** and
others.*

The Permanent Committee in Saudi Arabia for Research and Fatwa issued
an opinion based on Fatwa no. 22935, dated 3rd May 2004, that states that
pyramid schemes are haram because “the purpose of this dealing is to earn
commission, not to buy the product.”?®> The fatwa covers both pyramid
schemes and MLMs. Opponents of multilevel marketing base their view on
five reasons as follows:

'® Fatwa no. 3861 dated 25/12/2011 at the following link: http://www.daralifta.
org/ViewFatwa.aspx?ID=3861

7 See the index of fatwas prepared by Ahmed Sameer Qurani in his book “hukm at-tasweeq bi ‘umoolah
haramiyyah” fatwa no. 2, p113. The fatwa is also available online at the following link:
http://www.meshkat.net/index.php/meshkat/index/10/10226/content, last visited: 13/2/2012.

29 Fatwa no. 644 dated 22/4/2010 available at: http://aliftaa.jo/index.php/ar/fatwa/show/id/644, last
viewed: 13/2/2012.

'8 Fatwa no. 1073 dated 20/7/2008, available at: http://www.eftaaaleppo.
com/fatwa/index.php?module=fatwa&id=1073, last visited: 13/2/2012.

31 Fatwa about the ruling on transcactions of Biznas and Quest Gold, dated 2/5/2006, available at:
http://www.onislam.net/arabic/ask-the-scholar/8281/52824-2004-08-01%2017-37-04.html, last visited:
13/2/2012.

% Fatwa about the ruling on transcactions of Biznas and Quest Gold, dated 2/5/2006, available at:
http://www.onislam.net/arabic/ask-the-scholar/8281/52824-2004-08-01%2017-37-04.html, last visited:
13/2/2012.

%% A paper by Dr Samy Sweillam about the ruling on dealing with Biznas, available at:
http://www.saaid.net/fatwa/f41.htm, last visited: 13/2/2012.

2! Available at: http://www.islamqga.com/ar/ref/97880; see also the fatwas index prepared by Ahmed
Qurani, p. 130.

2 Among other scholars who maintained that MLM is forbidden is Dr Hossam ed-Din Effana and his fatwa
is

available at: http://www.yasaloonak.net/2008-09-18-11-36-26/2009-07-07-12-25-03/751 -

b Yo %3S 45 html. Dr Abdullah Al Tayyar also maintained this view and his fatwa is available at:
http://www.m-islam.net/news.php?action=show&id=2334. The same thing applies to Dr Rafiq Yunus al-
Masry who wrote a paper on this issue and held the same view. The paper is available at:
http://wailah.110mb.com/index.php?option=com_content&view=article&id=212:2008-09-24-20-49-
46&catid=55:2008-09-23-10-40-11&Itemid=139. Among those maintaining the unlawfulness of MLM are
Dr Ahmed Musa as-Sahli, Shaykh Ibrahim ad-Dareer, Dr Abdul Hai Yusuf, and Shaykh Yahya Az-Zahrani and
their fatwas are available at the following link: http://www.saaid.net/fatwa/f41.htm.

2 Actual date stated in 14 Rabiul Awwal 1425 Hijra based on Islamic calendar.
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Those transactions involve riba al-fadl, an exchange of money for money
with a different quantity. The member pays an exorbitant membership fee
in cash, hoping to get more cash in return without any real business
transaction taking place.

Such transactions mostly include gharar (uncertainty). Members achieve
success depending on where they are in the hierarchy of MLMs and not on
actual product sales.

The transactions are rooted in injustice. Members who joined the MLM
earlier are more entitled to earn the biggest shares of rewards, while those
at the bottom of the pyramidal hierarchy tend to lose their investments.
Furthermore, MLMs may end up collapsing in the long run, causing
participants who joined the structure later to lose their upfront payments.
The most vulnerable to losses are downline participants since it becomes
nearly impossible to recruit the new members required to pay off the upline
recruiters. Scholars say that purchase and sale are not based on the free
and mutual choice of both parties.

There is an element of compulsion in the purchase of goods and services,
or the required investment whether in the form of a joining fee or buying
inventory. This is mandatory before one is entitled to the bonuses and
benefits offered in the scheme. Such requirements lead to manipulation,
exploitation, injustice, unfairness, and deceit—elements that contradict
what has been underscored in the shari’a with respect to just commercial
transactions.

The multilevel marketing model disguises elements of deception. Though
the real reward is attributed only to recruitment, some deceptive pyramid
schemes use a tangible product as an alibi or stratagem to earn more.
Multilevel marketing companies spin misleading and deceitful advertising
and claims. Exaggerated misrepresentations of financial gains and benefits
to their potential markets starkly contrast with the reality of serious
financial losses plaguing its participants—a deep-rooted problem in the
multilevel marketing structure.

One oft-propagated lie is that MLMs are the most powerful form of
marketing and a quick way of striking it rich when it is a highly deceptive
scam. Its most powerful feature—chain recruitment—is its most inherent
flaw. A few at the top get wealthy off the backs of most of the distributors
who end up losing money. In fact, according to the Federal Trade
Commission’s website, 99.7 percent of those who join MLMs end up losing
money. If they were informed of these dismal statistics from the beginning,
potential distributors would turn on their heels and run away from all
MLMs.
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MLMs lure its members with payment or services without supplying real
investment, sale, or services. This is akin to selling commodities which do
not exist. According to the consensus of the scholars, the subject matter
mabi* must exist at the time of concluding the agreement or in the future
and must be legal to be recognized by Islamic law.* It is not possible to sell
an unborn animal fetus or fish that has not yet been caught.”

However, scholars discern seven unethical consequences for MLM
transactions as follows:
The claims of fast money earned through recruitment that the company
lures potential distributors with.
The product sold is pricy yet of little value, something which people may not
be looking for.
Participants are initially required to invest a considerable amount either by
paying a registration fee or buying inventory in large quantities.
Selling to family members and friends. MLM members who want to earn
quick legitimate commissions may start off by asking their own friends and
family members to buy MLM products. This may destroy relationships.
Exploiting the host-guest relationship. Most MLM activities start from
homes. Someone you know always comes to your house unexpectedly to
introduce their products and attempt to recruit you into the MLM business
model. This is unethical because a guest is not supposed to sell something.
Exploiting the professional-client relationship. MLMs can be a potential
issue for professionals, especially doctors or lawyers. For example, a
medical general practitioner, while prescribing medicines based on fiduciary
relationship with the client, may also suggest that the same client buy
herbal supplements from their MLM.
Appealing to greed. Some legitimate yet unethical MLMs and most pyramid
schemes lure members through promises of fast-earned wealth by using
success stories. This appeal to greed encourages the mentality that the ends
justify the means. An ethical MLM company should not be rooted in
materialism.

2Al-Zuhaili (2017), Al-figh al-Islami wa adillatuhu, Syria: Dar al-Fikr, vol.5, 3320.
2> Comair —Obeid D N. (1996), The Law of Business Contracts in the Arab Middle East, Kluwer Law
International, p. 27.
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From an economic perspective, the main reason for the inevitable failure
of this structure has been explained clearly by Jon Taylor: “As endless
entrepreneurial chains, or ‘opportunity’ recruitment schemes, MLMs
assume infinite markets and virgin markets, neither of which exists in the
real world. They would be doomed to eventual market saturation and
collapse, except that some avoid this by expanding to other countries
and/or re-pyramiding through the same markets with new product offerings
and divisions.”*°

However, another group of contemporary Muslim jurists and figh
assemblies upheld the lawfulness of multilevel marketing. They include the
Fatwa Committee in Al-Azhar,”’ the Egyptian,®® Libyan,” Algerian,®* and
Tunisian®® Ifta departments. They further include the Ifta committee at the
Jordanian University, Shaykh ‘Abdullah bin Jibrin and Salman Al-‘Oudah,
who agreed that this transaction is a kind of lawful brokerage.* Dr. Abdul
Karim Khalil al-Kahlout,** the grand mufti of the Gaza Stri, and Dr Ahmed
Muhammad Al-S‘ad said it is a lawful transaction on the condition that the
company activity is not limited to circulating money among participants and
that this transaction is riba-free.>® Dr. Hossam Al-Din Effana is among those
who hold MLMs as lawful.®® Among others reported as belonging to this
group is Dr Wahba Al-Zuhaili, Dr. Salih Al-Sadlan, Ahmad Al-Haddad, Hamid
Al-‘Ali and Sa‘d Al-Burayk.>’

% Jon Taylor (2011), "The Case (for and) Against Multilevel Marketing," The Complete Guide to
Understanding the Flaws—and Proving and Countering the Effects—of Endless Chain “Opportunity”
Recruitment, or Product-Based Pyramid Schemes. Consumer Awareness Institute.
27Dr.‘AmirSaid,headofthefatwacommitteeataI-AzharconfirmedthatthequestionWasraisedtwicein
two different formats. It was declared permissible at the first time but was later suspended for further
investigation by the Iftaa Department; Al-Wafd Newspaper, May 19th 2013.

%8 The fatwa was issued by the Egyptian Ifta Department on December 12th, 2012 and bearing no.
600/2010. It was signed by Mohammad Wisam Khidr and Ahmad Mamdih Sa‘d in response to the
question directed by Hosam Fawzi Al-Sayyid on behalf of Goldmine International.

*® The fatwa was issued by the grand Mufti of Libya; Dr. Al-Sadiq ‘Abdu-Rahman Al-Ghiryani on February 19
2012 in response to the question raised by Goldmine International Co.

*° The fatwa was issued by Iftaa committee at Gigil, Algeria.

* The fatwa was issued by the grand Mufti of Tunisia ‘Uthman Battikh on June 12, 2013 bearing the
number 13/687 as a response to a question raised by the Arab Pyramid Scheme on June 10th 2013.

32 Balfaqih, Zahir Salim, Al-Tasawwug al-Shabaki tahta Al-Mijhar, http://www.saaid.net/book/12/4677.pdf,
p. 16.

* Usama al-Ashqar, "Al-Taswiq al-Shabaki min al-Manzdr al-Fighi," in Majallat al-Zarqa' li al-Buhdth wa al-
Dirasat, vol. 8, 1, p. 9; Sami Suwaylim, Biznas wa al-Tasawwq al-Haramt,
https://www.islamtoday.net/bohooth/artshow-35-1680.htm; Husein Al-Shahrant (1431AH), Al-Taswiq al-
Tujart wa Ahkamih fi Al-Figh Al-Islami, Dar al-Tadmuriyyah, Riyadh, p. 524; Ahmed Samir Qurani (2012),
Hukm al-Taswiq bi ‘Umiila Haramiyyah, Oman: Dar Alnafa‘is, p. 55.

* Ahmed Samir Qurani, Hukm al-Taswig, p. 56.

* Usama Al-Ashqar, Al-Taswiq al-Shabaki, p. 8. He mentioned that is a handwritten fatwa dated 5/5/2002.
**Ibid, p. 8.

%7 Khalid bin Mahmoud bin ‘Abdul-Aziz Al-Juhani, Al-Taswiq Al-Shabaki Al-Harami min Wijaht Nazar
Islamiyyah, www.Alukah.com, p. 20.
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Those who ruled on the permissibility of MLMs based their view on
several legal proofs which may be discussed as follows:

They reasoned that the activities of MLM companies can be considered a
ramification of Ja‘ala (reward on labor) and the gains acquired by those
companies is a return for the service or product in the form of brokerage.*®
According to Shafi7 scholars, it is permissible that the particulars of such a
job be unknown, though not the amount of the wage.*

Islamic legal maxims lend credence to the permissibility of MLMs. The
fundamental principle is that things are permissible for

use until proof of prohibition becomes evident or permissibility is the
original state of things unless they become explicitly prohibited (al-asl fi I-
ashya’ al-ibaha “hatta yadull ad-dalil ‘ald tahrimih@)®. Matters are to be
considered in view of their objectives (intentions). Multilevel marketing is a
new form of sale contract which is permissible by default, and there is no
text preventing it. Many scholars who permitted multilevel marketing base
their view on this legal maxim, including the secretariat of Fatwa at the Ifta’
department of Egypt.

Some scholars compared the MLM contract to ijara (lease or hiring for
service) where a participant could be considered a laborer or a hired person
to sell the products of the company for a sum of money.* However, one of
the conditions of a valid ijara contract is that both labor and service must be
identified and present at the time of contract. It is argued that MLM
contracts can hardly fulfill these conditions.

Some scholars referred to MLM as a form of wakdala (commissioning
someone to do something). A participant may work as an agent for a fixed
return. He is further empowered to recruit others as sub-agents. However,
it is argued that wakala is a contract which may be revoked by any or both
parties. In the specific case of MLMs, they do not have the right to cancel
the contract if the participant abides by conditions. In addition, an agent in
a multilevel marketing company is obliged to purchase a commodity for a
higher price.

% Usama al-Ashqar, "Al-Taswiq al-Shabaki p. 9; Sam1 Suwaylim, Biznas wa al-Tasawwq al-Harami,
https://www.islamtoday.net/bohooth/artshow-35-1680.htm

*Ibn Al-Naqib al-Misr1 (1982), ‘Umdat al-Salik wa ‘Uddat al-Ndasik, al-Shu’Gn al-Diniyya al-Qatariyyah, p.
178.

0 Al-Suy@ti, ‘Abd al-Rahman b. Aba Bakr(1975). Al-Ashbdh wa-n-Nazd'ir. Edited by

Taha ‘Abd al-Ra ’Gf. Cairo: Sharikat Al-Tiba‘a Al-Faniyya Al-Muttahida; Zayn al-‘Abidin lbn lbrahim lbn
Nujaym (1993), Al- Ashbah wa Al-Naza'ir ‘ala Madhhab Abi Hanifa al-Nu‘man, Beirut: Dar al-Kutub Al-
‘llmiyya p. 66; Muhammad Ibn Baha’ al-Din al-Zarkash1 (2000), Al-Bahr al-Muhit fr Usal al-Figh, Beirut: Dar
Al-Kutub al-‘llmiyyah, 1:176.

*! Ahmad Qurani, "Hukm al-Taswiq bi ‘Umila Haramiyyah," in Majallat al-Haqq, Lajnat al-Huqiq wa al-
Dirasat, AEU no. 16 (February 2011), pp. 59, 60.
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It may be regarded a brokerage contract where a participant is viewed as
a broker who receives return for reconciling sale. The Fatwa Committee at
Al-Azhar provided this explanation. Ibn Taymiyya was asked about a group
of brokers who reconciled the sale of certain items. He ruled that in case a
merchant agrees to a broker's sharing of some work by other brokers, there
is no problem in such a case as the agent represents the merchant and he
has the right to appoint others as agents.*

Sabri argues against its adaptation as a brokerage contract by maintaining
that "selling is a contract entitling the broker to receive a
certain return for his role in facilitating the selling or buying, while in MLM,
a broker is obliged to buy the product or pay membership fees to become a
representative or a marketer.””® Moreover, a broker is entitled to
compensation for each deal while multilevel marketing sets up conditions
for commission. Hussein al-Shahrant explains that whereas a broker
receives a commission for the sale of a real product, a multilevel marketing
transaction does not have real products for sale. The product is not the
intended target in multilevel marketing; rather it is a mere disguise or a
legal pretext to validate such a transaction.*

Proponents of the fatwa given by the Permanent Committee in Saudi
Arabia for Research and Iftaa argue that it is based on a generalized concept
of MLM which does not distinguish it from pyramid schemes. Qurani
mentioned two points to distinguish MLMs from pyramid schemes. First,
MLMs have products to sell whereas pyramid schemes do not sell any.* In
cases where pyramid schemes like Biznas offer a product for sale, it is
merely a disguise to avoid violation of trade laws.** Moreover, multilevel
marketing constitutes a geometric network under every subscriber, while in
a pyramid scheme, we have one person at the top
level (upline) and all other members under him are ordered in a hierarchy.
Sabri argues that it does not make a difference.”’

“Ibn Taymiyya, Abu Al-Abbas Taqi Al-Din Ahmad Bin Abdul Halim (1987), Majmu‘ Al-Fatawa, Beirut: Dar
Al-Kutub Al-‘llmiyyah, vol. 30, p. 57.

* Hosam Sabri, Challenges with Contemporary Economic Fatwa, an unpublished MA thesis submitted to
the University of Khalifa bin Hamad, Qatar 2012, pp. 189-166.

* Husein Al-Shahrani, Al-Taswiq al-Tujari pp. 527, 528.

*> Ahmed Samir Qurant, Hukm at-taswig, p. 30.

% Zahir Salim Balfaqih, “Al-Taswiq Al-Shabaki Tahta Al-Mijhar,"
http://www.saaid.net/book/12/4677.pdf.

*” Hosam Sabri, Challenges with, pp. 166-189.
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In response to multilevel marketing’s prohibition due to its inclusion of
gharar, its proponents among the scholars argue that most of the financial
derivatives in financial markets—including MLMs—are declared
impermissible by contemporary Muslim jurists mainly because of gharar in
these transactions, but according to Badawi,”® the precise meaning of
gharar is uncertain, and jurists have been unable to define the exact scope
of gharar according to Vogel.*’

According to Shatibi, the Prophet's prohibition of gharar does not
encompass all types of uncertainties since jurists permit some transactions
which involve gharar, such as selling what is hidden in the ground or selling
a house, though its foundation is not visible. The Hadith prohibits
intolerable gharar, which ultimately causes dispute among purchasing
parties. According to him, this is the rationale behind the prohibition.>
Jurists give examples of prohibited sales which include intolerable gharar,
such as two sales being present in one,”* where a contract refers to one of
two undetermined agreements. A second such example is the option sale
(bay‘u al-‘urbdn), where a purchaser pays a down payment. In case he fulfils
the contract, the amount is counted as part of the price and if he withdraws
from the contract, he forfeits it. A third example is conditional sale.”” Sharia
further prohibits gharar related to the kind or type of contract, gharar in
the species of the object, gharar as it relates to the attributes, quantity,
identity, and delivery time of the sold item as well as its nonexistence.

However, Ibn Taymiyya confirmed the lack of evidence in the texts of
Shariah for an absolute prohibition on all types of risk. Allah and his
messenger do not prohibit every risk (gharar). In every contract, each party
is keen on profit and cautious about risk. It is permitted by the Quran,
Sunnah, and consensus of the scholars.>® To conclude, when endogenous or
exogenous uncertainties are the main sources of gharar in a contract, it is
tolerable. The degree of uncertainties and risks involved in MLM is
tolerable.

*® Badawi, Z., (1998), “The Question of Risk” Islamic Banker, No. 32, pp. 16-17.

9 Vogel, F. and Hayes (1998), Islamic Law and Finance: Religion, Risk and Return, Kluwer Law
International.

*% Al-Shatbi, Ibrahim bin Masa bin Mohammad Al-LakhmT Al-Ghirnati (1997), Al-Muwafagat, ed., Aba
‘Ubaydah Mashr bin Hasan, Dar bin ‘Affan, Y: Y1,

>t bn Rushd, Abd Al-Walid Mohammad bin Ahmad bin Mohammad bin Ahmad bin Rushd Al-Qurtubr,
(Y++¢), Bedayat-Al-Mujtahed wa Nihdyat al-Mugqtasid, Cairo: Dar Al-Hadith, 3:90.

>2 Al-Shawkani, Al-lmam Ahmad Bin Ali (1372 A.H.), Nay! Al-Awatr Sharh Muntaga Al-Akhbdr, Cairo: Al-
Babilt Al-Halabi, 5:250.

> Ibn Taymiyya, Majmi*“ Al-Fatawa, p. 532.
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A financial contact is deemed permissible and sharia-compatible if it is
devoid of zulm (exploitative, unjust practices), ghish (deception), and ghabn
(deception by concealment of vital information). This includes Shariah-
compliant exchange contracts such as sale, labor, lease, etc.; donation
contracts such as gift-giving, grants, charity, loans, etc.; ownership-of-
income generated properties such as shareholding, partnership, joint
venture contracts, etc.; acquisition of free wealth through fishing, hunting,
etc.; compensation of civil tort and inheritance or other estate-planning
tools. Therefore, MLMs fall within the objectives of sharia and is included in
the original state of permissibility. Its earning status, however, should be
observed based on how the earning arrangement unfolds to filter out any
deceitful, exploitative, unjust, and fraudulent practices, and to ensure that
the earnings are safe and legitimate under Shariah.>

Conclusion:

Islamic Legal Conditions for the Validity of Multilevel Marketing The
Islamic Sharia presumably equips scholars to conduct ljtihad with multiple
figh tools to help them create and endorse products which comply with the
higher objectives of Sharia. To conclude, neither the proponents nor the
opponents of multilevel marketing could provide decisive legal proof on the
permissibility or impermissibility of multilevel marketing contract forms.

| strongly support the view that Muslim jurists should introduce a
platform to make multilevel marketing Sharia-compliant. It should provide
clear answers to inquiries posed by opponents and proponents of multilevel
marketing and empower those contracts to fully comply with Islamic
economic, financing and accounting principles. However, some Malaysian
and Indonesian Islamic financial institutions contributed compelling
proposals.

Among those who allowed multilevel marketing include Chairman of the
Indonesian Ulema Council (MUI) KH. Ma'ruf Amin, who provided a halal
certificate for this platform from a review of Islamic laws on a system run by
a selection process.”® He based his view on a thorough study of PayTren, an
Indonesian financial institution which provides payment gateway services
and facilitates monetary transactions for users.

> The advisory of Mjlis Ugma Islam Singapore was first published in 2014. It was later updated in 16 Jan
2018, see https://www.muis.gov.sg/officeofthemufti/Irsyad/Advisory-on-Multi-Level-Marketing, accessed
10 May 2018.

>> Budiandru, Dhiya 'Ulhaq, Arianurzahra, "Mulilevel Marketing in Sharia Accounting Perspective," Al-
Burhan: Jurnal Ekonomi Syaria dan Filantropi Islam, vol. 2, No. 1, June 2018, p. 14.
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Similarly, among those who permitted multilevel marketing is the
National Council for Islamic Religious Affairs in Malaysia, which issued a
fatwa on 23 January 2006 stating, "The Committee has decided that the
concept, structure, and regulations of multilevel marketing (MLM) approved
by the Government are permissible and not in contradiction to the Islamic
business concept.”*® However, this fatwa does not provide unrestricted
permissibility.

The JAKIM (Jabatan Kemajuan Islam Malaysia or Department of Islamic
Development Malaysia) concluded that although MLM is permissible,
unrestricted public interests, equity among the transacting parties as well as
fifteen parameters must be met.>’ Meanwhile, on 10 April 2014, the Office
of the Mufti from the Islamic Religious Council of Singapore (MUIS) issued a
fatwa stating that MLM can be practiced by Muslims after meeting certain
conditions.”®

To conclude, MLM may considered a legitimate contract after meeting
the following prerequisites:

Mutual consent of both contracting parties. Members must not be coerced
or under duress to participate in such business.

Sold items must be lawful, beneficial to people and exist. The price must
also be reasonable. Products sold must be of tangible or inherent value.

Any bonuses and commissions must be disclosed and agreed upfront by
both contracting parties.

Compensation paid for downlines and participants should be the result of
a real process of selling a product. Moreover, the commission given to the
members should be directly proportional to the volume of sales made.
Reward schemes should be clear and transparent to all members and their
uplines.

The commission for indirect uplines (i.e., passive income) should be
capped and not on a regular basis as there is usually minimal/insignificant
effort being done by those uplines for those sales to take effect. The
commission should be reasonable based on the economic situation of the
country.

Where the commission quantum is too high, it may delude the members
to adopt a gold rush mentality, promoting extravagant spending and
unhealthy levels of consumerism.

Members are free to buy any quantity of products.

Commission, bonuses, incentives, etc. should be explicitly stated and

agreed upon by the members.

> 72nd Muzakara (Conference) of the Fatwa Committee, e-Fatwa, 2014.

> Department of Islamic Development Malaysia (JAKIM), http://www.islam.gov.my,

accessed 4th July 2014 — 18 July 2014.

*® MUIS website https://www.muis.gov.sg/officeofthemufti/Irsyad/Advisory-on-Multi-Level-Marketing.
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https://www.muis.gov.sg/officeofthemufti/Irsyad/Advisory-on-Multi-Level-Marketing

The cooling-off period must be clearly stipulated in the contract.

Nominal membership fees with welcome packs to orientate members
should be included.

A contract legally effected between the MLM company and the
members. The contract is usually based on spirit of either jaa‘’lah, wakala or
hibah.

There may be unique benefits of being a member/distributor. These

include entitlements to special discounts, free gifts, exclusive training
sessions on products, ownership of independent business, etc.
Return and buy-back policy.22 Many legitimate MLM companies do not
encourage members to make unnecessary product purchases that could
result in a large stagnant inventory (i.e., “front-end loading” or “inventory
loading”).

Members must either consume their products or sell their products to
people who will consume them. Otherwise, the MLM can prohibit members
from further purchase as they may resort to hoarding.

Clear termination policy with no penalty.
It does not have any elements of a money game or pyramid scheme.
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