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Abstract Network marketing, as a strategic tool of supply chain management, has been gaining popularity. This paper
looks at the network marketing-supply chain paradigm, and analyses some of its implications. The network marketing
paradigm has become more significant because of the growth/popularity of the internet, which provides a powerful impetus to
the whole concept of effective network marketing-supply chain management. This mainly conceptual, theoretical study will
also provide a practical perspective by looking at a few manufacturing and service companies that are implementing the
network marketing-supply chain strategy model in some form. The study develops an effective network marketing-supply
chain management model that uses network marketing and supply chain management as key strategies, and shows their
positive impact on customer satisfaction and customer loyalty. This study contends that network marketing and supply chain

management are here to stay!
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1. Introduction

Network marketing, as a strategic tool of supply man-
agement, has been gaining popularity. This paper looks at
the network marketing-supply chain paradigm, and analyses
some of its implications. The network marketing paradigm
has been grown in importance because of the popularity and
the increased use of the internet, which provides a powerful
impetus to the whole concept of effective network market-
ing-supply chain management. This mainly conceptual,
theoretical study will also provide a practical perspective by
looking at a few manufacturing and service companies that
are implementing the network marketing-supply chain
strategy model in some form. The study develops an effec-
tive network marketing-supply chain management model
that uses network marketing and supply chain management
as key strategies, and shows their impact on customer satis-
faction and customer loyalty. The purpose of this study is to
discuss the significance of network marketing and supply
chain management and to show their impact on customer
satisfaction and customer loyalty. This study contends that
network marketing and supply chain management are here
to stay!

Several business organizations across the globe have
used a variety of network marketing strategies and
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integrated them into their operations in some creative ways
to achieve great success. They have used network market-
ing strategies very effectively enabling network marketing’s
reputation and popularity to have increased tremendously in
the United States and in the world over the last several
decades. Recently, Warren Buffet’s Berkshire Hathaway
company provided a major boost to network marketing
when it bought The Pampered Chef, a leading network
marketing company. And Southern Living at Home, another
successful network marketing leader in the home decorative
industry, generated more than $100 million a year for AOL
Time Warner, its parent company at that time[1]. Network
marketing has extended beyond the U.S. shores and other
countries have begun to take a real close look at this “new”
phenomenon. This American-style network marketing
model has been referred to as the “new” paradigm which is
being experimented with and implemented by many busi-
nesses and other organizational structures in the Japanese
economy[2]. And even in China, the world’s biggest market,
several companies and many local people are getting into
network marketing[3].

2. Background Review

2.1. Importance of Network Marketing

Network marketing, also more commonly referred to as
direct sales or direct marketing or multilevel marketing
and/or other similar concepts, is basically the direct distri-
bution strategy of a product or service from the company to
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the consumers through building effective relationship mar-
keting between distributors and customers. Typically, net-
work marketing strategy is implemented via a structure or
system in which the manufacturing company chooses to
distribute its products and services directly to its customers
through a network of distributors. This is done usually
through a selective group of dynamic and highly motivated
people outside the company (called distributors, dealers,
affiliates, partners, etc.) who market the products and ser-
vices directly to the consumers and get paid by the manu-
facturer for doing so. These distributors are also given the
opportunity to develop and build their own independent
business networks, usually called a downline or multi-level
organizational structure, through recruiting, training, and
inspiring others to duplicate their efforts and themselves.
Products are sold mostly from outside the fixed retail loca-
tions and usually from the home, primarily through
one-on-one personal contact and through product demon-
strations. With the increasing popularity of the internet,
several companies’ dealers and representatives are using the
internet to market their products, and are building their
business networks by using proven lead generation systems
in collaboration with specialized lead generation compa-
nies.

Network marketing or direct selling overall may also be
referred to as an industry -- a fast growing, successful in-
dustry. In 2007 alone, the direct selling industry reported
30.8 billion in total sales in the US with a workforce of
about 15 million involved in some way in this industry[4].
What makes network marketing so popular and unique? The
one-to-one personalized, relationship marketing interaction
that takes place between distributor and customer is the key
to network marketing. Most people would prefer and
choose to buy from someone whom they know, like, and
trust — network marketing personifies this concept ex-
tremely well. People would generally prefer to buy their
product/s from a local distributor — a friend, neighbor, asso-
ciate, co-worker, peer or colleague, fellow member of a
church, social club, etc. rather than from an impersonal
corporate office or company sales office. Direct selling or
network marketing promotes this personalized touch to
selling and buying amongst distributors and customers. Re-
cent studies showed that about 74 percent of Americans
have purchased goods or services through the direct sales
method. This is more than the number who have purchased
through television shopping and on-line computer services
combined. People seem to highly value the products avail-
able through direct selling channels and about 45 percent of
Americans want to buy from direct sellers[5]. Direct selling
seems to be increasingly used as a viable alternative or sup-
plement to traditional marketing. As growth and expansion
in the traditional retail, catalog, and online selling channels
slow down and often stagnate, many companies are using
direct selling to stimulate growth[6]. When integrated with
new marketing strategies like viral marketing and social
media networking, direct marketing focuses on leveraging
the consumers’ connections and relationships to maximize
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impact[7,8].

Also, a major reason for network marketing’s growth and
popularity is the cost advantage that it provides. Cateora[9]
has characterized channel maintenance costs as the margins,
mark-ups, and commissions of channel members in the
network. Reducing or eliminating the middlemen in the
supply chain so as to allow for greater margins would be the
ultimate goal of manufacturers and traders — has been so
from the beginning of trade. The potential to increase prof-
its by eliminating the intermediate channels of distribution
is a strong motivating factor for the growth of direct mar-
keting. Although network marketers often boast about their
channel’s efficiency in avoiding wholesalers and conven-
tional retailers, this channel is not a totally low cost chan-
nel[10]. However, it still is a profitable source to the manu-
facturer as the channel has the ability to command a higher
price for its products compared to similar products which
are distributed through traditional retail stores[11].

The advantages in terms of capital requirement and cash
flow implications that network marketing offers would con-
tribute further to its attractiveness. This channel seems to
symbolize the ideal, where the entire distribution network in
the supply chain pays cash with orders and holds inventory
at its own expense. For example, Mary Kay Cosmetics en-
courages its distributors to have a minimum of $600 worth
of inventory and this may be enhanced up to around $3000
in order to support its customers. Also, Amway has gener-
ated significant cash flows from its operations by requiring
its distributors to hold inventory (at least 3 to 8 weeks’
stock) and pay upfront for their inventory items[10].

Network marketing also provides more control and pro-
motes quicker action in the supply chain. Companies can
easily communicate with the entire distribution network
today through emails, online platforms and messages, tele-
phone, and video conferences and can effectively manage
the physical distribution of their products through company
controlled warehousing. Hence, communication is fast and
effective, which enables the introduction of new products
quickly and efficiently through the distributors in the supply
chain to their customers all over the country and even the
world — in a relatively short time and at very lost costs.
Further, network marketing stimulates fast action compared
to traditional retail outlets in terms of product introductions,
sales, after-sales service, handling returns, and prompt de-
livery of goods and services[12].

Network marketing also provides excellent coverage re-
lated to maximizing sales volume, market share, and market
penetration[9]. Weitzen stated that network marketing
companies can stimulate hypergrowth because they can
effectively inform, educate, and persuade customers and
distribute products fast and relatively at low cost especially
by using the internet[13]. Further the close relationship
building that network marketers focus on and develop with
their customers enhances the concentrated efforts and ac-
tivities within certain social groups, regional, religious, or
ethnic community groups. For example, Amway’s Malay-
sian network marketing operations grew stronger in the
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minority Chinese community compared to other groups[14].

The unique characteristic of cross-cultural appeal of the
network marketing channel is another strong contributing
factor for its widespread success[13,15]. It has universal
appeal and works in a variety of cultures. Amway’s strate-
gies exhibited remarkable success in Japan where extended
family relationships and lifelong close relationships seemed
to be specifically well suited to the direct marketing meth-
ods employed by the company[14]. Further, a “retail revo-
lution” took place in a country like Japan that enhanced
network marketing strategies[16]. More Japanese women
were employed in the workforce leading to less shopping
hours available, and more of the younger people bought
products based on trust very typical of the network market-
ing channel. Also, more people were willing to experiment
with newer shopping ways such as direct marketing, and a
greater number of the aging population was looking for
convenience in shopping perhaps from home.

Further, the entrepreneurial spirit that network marketing
encourages seems appealing to many who are interested in
the independent entrepreneurial activities outside of the
traditional business settings[17]. Many middle-aged Japa-
nese managers as well as managers from other nationalities
in many parts of the world are looking for independence
from the typical employer-employee relationship at work
and are venturing out on their own exploring non-traditional
self-managed businesses, and network marketing provides a
very viable opportunity in this area. When a firm uses a
variety of effective network marketing strategies as tools of
distribution and combines these with sustainable supply
chain management activities in the supply chain, it is more
likely to move toward achieving effective operations man-
agement and sustainability.

2.2. Significance of Supply Chain Management

Effective supply chain management or sustainability in
supply chain networks focuses on a sequence of organiza-
tions including their facilities, activities, and functions all
integrated toward efficient production and delivery of

products and services continually over a long period of time.

Sustainability should be measured by not only profits but
also by the impact of the supply chain on ecological and
social systems[18]. An organization that performs well
should be focused on doing well on the traditional profit
and loss measure as well as on the expanded conceptualiza-
tion of performance which includes social and environ-
mental dimensions. This is often referred to in the supply
chain literature as the triple bottom line[19].

According to the literature on sustainability and supply
chain management, the triple bottom line is affected by
three major factors — existing best practices, supply chain
strategy, and integration. Several studies have shown a
connection between existing best practices in supply chain
management and environmental outcomes and practices.
Positive relationships have been found between TQM][20]
and JIT[21] and environmental outcomes. Major best prac-
tices on sustainable supply chain management include col-

laborations between supply chain members, cooperation
with suppliers, and certifications. Collaborative behaviors
between suppliers and customers can enhance the environ-
mentally sustainable supply chain[22,23]. Some practices
that promote collaborative behaviors include incentives for
suppliers to reduce their risk for trying novel collaborative
practices required for the sustainability in the supply
chain[24]. Another good practice behavior is the sharing of
knowledge and educating one another by the firms with
their suppliers and these suppliers should educate other
suppliers within their supply chain[25]. Supplier certifica-
tion, which denotes higher levels of quality, is yet another
good practice behavior that promotes sustainable supply
chain management[26].

Also, supply chain strategy has a major impact on supply
chain sustainability. Literature studies have showed the use
and significance of an ecocentric perspective for achieving
sustainability -- referring to the organization’s ability to
adapt well to its social and natural environments[27]. The
more flexible and adaptable the organization to its envi-
ronment, the better the potential toward supply chain sus-
tainability. This would allow the organization to include
nongovernmental agencies, community groups and agencies,
and sometimes even competitors that traditionally have
been ignored. Collaborations amongst various members
including non-traditional members in the supply chain
would enhance the supply chain sustainability[28]. Also,
the use of innovation by a firm as a strategic option would
enhance sustainability. Sometimes, a firm can be innovative
and adopt a service oriented strategy and provide more than
the minimum level of service that it used to traditionally
provide. For example, some chemical suppliers offer
chemical management services to other companies in the
supply chain[29]. They work with the buying firms and
provide some additional services such as helping design the
production facility, facilitating with delivery and handling
of materials, and maybe help even with waste treatment. So
the supply chain members are more like partners in a now
new mutually beneficial relationship all working together to
enhance sustainability for the entire supply chain.

Another factor that enhances sustainability in the supply
chain is the integration of sustainability goals, practices, and
attitudes into day to day activities of supply chain manage-
ment. Sustainability is everyone’s responsibility within the
supply chain starting from the top management of every
firm. Firms that show a proactive stand toward the envi-
ronment become more sustainable[30]. Further, top man-
agement must show a strong commitment along with taking
a proactive stand toward sustainability, which often gets
implemented as a written environmental policy[31]. Other
factors that would promote sustainability include improved
measurement and design processes. Effective supply chain
managers would design improved measurement processes
that show a connection between certain behaviors and de-
sired outcomes leading to rewards that employees place
high values on. These would motivate employees toward
improved performance as well as achieve sustainability
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goals and processes. Similarly, redesigning the products and
processes to eliminate or reduce pollution has shown im-
provements in plant performance[30]. It all begins with top
management willing to provide a strong commitment to
achieving sustainability in the supply chain. This may be
enhanced with the redesigning of products and processes
geared toward sustainability. And sustainability may be
made possible only with the cooperation of all employees,
who would get involved if motivated properly with the ap-
propriate, relevant, and attractive incentives that they value.
Therefore, sustainability or effective supply chain manage-
ment together with network marketing may be blended to-
gether in and by an organization to achieve positive out-
comes, specifically customer satisfaction and loyalty as
illustrated in Figure 1 in the following section.

3. Network Marketing-Supply Chain
Integration Model (NM-SCI)

The manufacturer makes a conscious decision to specifi-
cally choose the network marketing strategy and/or distri-
bution channel because of the multiple advantages including
one-on-one personalized touch between distributor and
customer; the huge cost benefits to the manufacturer in em-
ploying this distribution structure; the capital requirement
and cash flow advantages; more control and quicker action in
terms of communication, promotions, new product intro-
ductions, etc.; excellent coverage related to maximizing sales
volume, market share, and market penetration; its cross
cultural appeals that enables targeting wider expanded
markets; and the entrepreneurial spirit that is encouraged
amongst the distributors. All these advantages lead toward
motivating stronger performance from the distributors and
also enhance the manufacturer-distributor relationships. The
sustainable supply chain management strategies that are
recommended in this model include: top management
commitment, design innovation, creativity and flexibility,
supply chain integration and efficiency, overall supply chain
cost reduction, and effective flow management.

For sustainable supply chain management at a firm, top
management has to be proactive and also needs to provide
support and commitment to the supply chain activities[30].
Commitment and proactive orientation would be established
through the integration of economic and noneconomic as-
pects of sustainability. Environmental and social goals have
to complement and tie-in with the economic goals and ac-
tivities such as revenue generation and profits and marketing,
communication, distribution, etc. Further, proactive orienta-
tion would be exhibited through the organizational attitudes
toward sustainability at the organization. At proactive or-
ganizations, it would be part and parcel of the firm’s tasks
and activities and the mindset throughout the organization
and at all times -- 24/7. All decisions made at the proactive
and sustainable organization have to impact the triple bottom
line in some way or the other. In addition, a proactive and
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committed firm would focus on a guiding value or philoso-
phy related to sustainability that would drive the entire or-
ganization and its decision making. Then, responsibility for
sustainability has to be shared amongst everybody in the
supply chain — it has to be a shared responsibility for the
whole organization and not any one particular person. This
way organizational sustainability is every organizational
member’s passion — when people have input in the decision
making process to achieve and maintain sustainability they

are more likely to implement it.
|

Manufacturer | €—®  Networkof |« P Customers
Distributors
» <

F

A 4

Sustainable Supply Chain Management Practices:

. Top management commitment

. Innovation, creativity, and flexibility in design

. Integration and efficiency of entire supply chain

. Supply chain cost reduction

. Effective Flow Management

r 3

Y

Customer Satisfaction

!

Customer Loyalty

Figure 1. Network Marketing-Supply Chain Integration Model (NM-SCI)

Innovation, creativity, and flexibility in supply chain de-
sign would also enhance sustainability. These new practices
include traceability and transparency[32]. Traceability is an
internal information sharing practice to facilitate supply
chain performance and minimize risks in the whole chain.
For example, information on ingredients or materials used in
the products in the entire chain, including all items that the
supplier bought, have to be provided and traced to the source
to ensure meeting specifications and standards of quality and
other aspects. Transparency refers to the access/information
provided on the flow of money and all related activities such
as profitability throughout the supply chain. Sustainability
would be enhanced through information sharing via trans-
parency and traceability in the entire supply chain[33].

Sustainability would be also improved through integration
and efficiency of the supply chain by use of strategies such as
maintaining supplier continuity and loyalty. As the Japanese
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supply chain management practices have shown, supplier
continuity and loyalty are key trademarks of sustainabil-
ity[34]. Companies that have continuity in long-term rela-
tionships with suppliers tend to improve their efficiency and
integration as well as those of the entire supply chain. Sus-
tainable companies focus on treating their suppliers as family
members and ensure keeping them successful and staying in
business as well as helping them to invest, innovate, and
grow. Long-term and continuous supplier partnerships im-
plies fewer reliable suppliers, long-term relationships, con-
tinuity, loyalty, sharing of information, and cooperation in
planning all of which contribute toward sustainability of both
the firms and their suppliers in the supply chain. Further,
supplier continuity reduces supplier risks and offsets higher
costs as supply chain members help each other and ensure
reliability in the supply chain. Local firms close to the
manufacturer are also supported and encouraged via
long-term contracts and relationships through these supplier
continuity strategies thus providing mutual benefits to the
manufacturing firms and their suppliers. Sustainability
would be enhanced through supplier certification also. Sup-
plier certification such as the ISO 9000, the most widely used
international certification, provides often the status of world
class suppliers to firms that obtain this certification. A major
advantage of using certified suppliers is that the buying firms
can eliminate all or most of the inspection and testing costs
of delivered goods, thus benefitting from lower costs of
inspection and testing as well as saving on time. Rather than
checking and testing the supplies after they arrive, the
manufacturing firm can straightaway use the items in their
production processes when these have arrived from a certi-
fied supplier. Honda Motors and Toyota use certified sup-
pliers for many components used in their respective produc-
tion plants and both manufacturers benefit tremendously
especially in terms of lower costs from such an arrangement.

Another supply chain practice that promotes sustainability
would be the implementation of cost reduction strategies and
trade-offs when structuring a supply chain[35]. Lot
size-inventory trade-off, when managed well, can lower the
overall cost for the suppliers and the firms. Large production
volumes or ordering large lots provide benefits in terms of
quantity discounts and lower setup costs; however, the car-
rying costs are higher for suppliers who carry these large
inventories. An optimal trade-off here can benefit both sup-
pliers and firms. Similarly inventory-transportation costs
trade-off has to be balanced. Suppliers prefer to ship large
full truckloads to optimize their costs, but this leads to higher
costs for customers. Optimizing solutions include combining
several orders, decreasing truckload capacity, and the
cross-docking strategy, where storage at the warehouse is
eliminated thereby incurring zero storage costs. Several
companies including Wal-Mart have used this cross-docking
strategy to offset transportation and storage costs. Lead
time-transportation cost trade-offs are enhanced through
improved forecasting information to suppliers which helps
them in turn improve the timing of their production and
orders to their suppliers. Product variety-inventory trade-off

may be optimized through delayed differentiation, which
offsets the higher costs associated with product variety.
Instead delayed differentiation minimizes production costs
through adopting standardization, rather than product variety
and customization, in the production process. Similarly
cost-customer service trade-off may be influenced by ship-
ping directly from warehouse to customer by-passing the
retail store. This saves on lead time and reduces storage costs
although it may increase transportation costs. Overall though,
the costs are optimized.

Further, to promote effective flow management,
just-in-time methods may be employed that also enhance
sustainability in the supply chain. Product and service need
to flow smoothly in the supply chains, information has to
freely and quickly flow between and within channels, and
timely financial related arrangements should also flow well
and be easily accessible. Product and service flow include
goods and services from suppliers to customers and the ef-
fective handling of customer needs and product returns.
Information flow refers to the sharing of forecast and sales
data, and the tracking and updating of orders and shipments.
Financial flow includes credit terms and payments, and other
consignment and title ownership related arrangements. Dell
Computers, for example, uses lean manufacturing, a
just-in-time method, to maintain smooth flow and sustain-
ability in its supply chain. In its lean manufacturing, Dell
uses the tiered approach in terms of its suppliers which
means rather than buying from hundreds of suppliers, it buys
from a small number of suppliers. The company works with
few first-tier suppliers who work directly with the company
or who supply major subassemblies. The first-tier suppliers
take responsibility for managing their second-tier suppliers
who supply the components for the subassemblies, thereby
avoiding the final buyer, Dell, from dealing with many sup-
pliers. This type of a just-in-time structure enhances flow
management, speed of delivery, quick and smooth flow of
materials and information, efficiency, zero or little inventory,
lower optimal costs, improved quality, and overall increase
in productivity and benefit to the entire supply chain.

The effective network marketing-sustainable supply chain
management integration model has implications on several
outcomes such as efficiency, profitability, growth, customer
satisfaction, and customer loyalty. When an organization
integrates and includes newer, current marketing strategies
like viral marketing and social media networking, leverag-
ing the consumers’ connections and relationships would be
strengthened leading to positive and stronger impact on the
mentioned outcomes[7,8]. This study would focus especially
on customer satisfaction and customer loyalty — two inter-
active, essential elements for continuous and repeated busi-
ness that contributes to overall performance, profits, and
growth[36]. Effective and strong customer satisfaction en-
ables repeat business and multiple orders, which when con-
tinued for long time would result in strong customer and
brand loyalty, and vice versa. These are further enhanced due
to the strong relationships developed between manufacturers,
suppliers, distributors, and customers through effective
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network marketing. This integrated relationship marketing is
well illustrated in practice by the Coca Cola Company. The
world famous soda company has successfully maintained for
a long time its major strength, a strong distribution excel-
lence, which it achieves through providing excellent cus-
tomer/client satisfaction directly and indirectly to its cus-
tomers. Strong customer satisfaction is generated by pro-
viding one-on-one personalized service to its direct cus-
tomers and intermediaries — its highly trained network
marketing professionals and relationship building experts
such as wholesalers and retailers -- who are in constant close
touch at the local levels with their final customers and end
users. These strategies emphasize company focus on cus-
tomer service, customer satisfaction, personal stake, and
sincere interest in the customer, which customers are looking
for in today’s business environment. Such a cus-
tomer-oriented focus and ongoing strong customer service
gives Coca Cola the distinctive competency and edge to say
ahead of the competition.

The customer satisfaction and loyalty relationship has
been also illustrated at Chick-fil-A, a leading fast-food
chicken franchise in the country. The turnover rate for op-
erators at this chain is five percent a year in an industry
which has about 40 percent turnover rate. The managers
working here are proud of the way they treat their employees
and consider themselves to be very successful, compared to
their competition like McDonalds and Burger King, despite
working six days a week (Chick-fil-A is closed on Sundays
due to religious reasons). Customer satisfaction and loyalty
leaders like Chick-fil-A, The Vanguard Group, and Enter-
prise Rent-A-Car all have grown more than double the rate of
their competition and enjoy a 15 to 20 percent cost advantage
which further enhances their growth and profit potential[34].
So, the economics of customer satisfaction and loyalty are
tremendously powerful in any industry. It is simple eco-
nomics though — customer satisfaction leads to repeat cus-
tomers, and when done for long time lead to customer loyalty,
and repeat satisfied, loyal customers mean more sales and
revenue, which would then lead to more profits and growth.
What affects customer satisfaction and loyalty? Good cus-
tomer service drives good customers to become loyal repeat
customers and these repeat customers influence their friends
and others to become customers too. Network marketing
together with sustainable supply chain management prac-
tices lead to customer satisfaction and loyalty. Reichheld has
recommended some ways toward building customer satis-
faction and loyalty which many successful companies follow
all or most of them[36]. One such way includes win-win
strategies and solutions — a company has to find processes,
strategies, and solutions aimed at mutually beneficial out-
comes for itself and its customers. Dell exemplifies this
win-win strategy. Dell provides some unique customer ser-
vices such as bundling software together and making it
available by shipping directly to the customer’s desk; and
through offering Premier Pages which provides corporate
accounts and their organizational personnel a direct access to
online information for delivery related information.
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Another way suggested is to be selective with the cus-
tomers. Loyalty leaders cannot possibly give the world’s best
value to everyone as this is almost impossible to do so. En-
terprise Rent-A-Car illustrates this strategy. The average
rental cost for a car at the airports from Enterprise was about
half the price charged by its leading competitors like Avis
and Hertz[36]. Yet, Enterprise is a leader in its market! This
is possible due to its strategy of focusing on special agree-
ments Enterprise has made with selective customers like
State Farm Insurance and its clients, who due to prior good
experience with Enterprise will give the company the first try.
This facilitates growth for the company through its selective
efforts and loyal customers. Another loyalty strategy is
making the business simple and flexible for customer service
and transactions. Size of the team structure seems to be a big
factor for company flexibility. For Enterprise, Vanguard, and
eBay, the ideal team structure seems to be around seven to
ten people — many of their competitors are structured larger
and seem inflexible. Across these successful companies, the
relatively small team size seems to make a positive contri-
bution toward customer loyalty.

Customer satisfaction and loyalty-building companies
also use sensible and motivating incentives and rewards to
enhance customer satisfaction and loyalty in customers and
employees. Unlike some companies that often try to attract
new potential customers by offering them all kinds of in-
centives while ignoring their loyal customers (as they are
hooked already or trapped), some innovative loyalty leaders
like The Vanguard Group does just the opposite. Vanguard
rewards its 10 years+ loyal customers by offering them some
incentives including cutting their prices by one-third and
other better deals more so to their loyal customers than to
their short term customers.

Also, another innovative strategy focuses on open, direct,
communication between customers who help one another
share more information about the products and/or company
and who interact with one another to solve the same or re-
lated problems affecting them. Cisco Systems, eBay, Mi-
crosoft and others all offer open communication message
boards or similar platforms for their customers to interact,
discuss, listen and talk with one another — this novel ap-
proach seems to enhance customer satisfaction and loyalty
amongst their customers especially as all this communica-
tion most often is free, current, updated, and available online.
Further, companies must not only practice what they preach,
but also preach what they practice. They must communicate
to their loyal customers what they are loyal to — core values,
principles, mission, vision, etc. and run their business ac-
cording to what they have stated as their guiding principles.
Most successful companies including Chick-fil-A, Hobby
Lobby, Southwest Airlines, Enterprise, etc. all follow this
strategy.

Reichheld also pointed out that companies need to focus
on the “promoters” type of customers[36]. These are the
loyal customers who come back as repeat customers. For
McDonalds, 80 percent of their sales revenue is obtained
from 20 percent of their loyal repeat customers who eat at
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their restaurants at least three times or more per week. The
“undecideds” and the “passives” and the “detractors” types
of customers (all of whom do not help the company much)
should be as minimal as possible for the company. And the
bottom line is that company growth is enhanced when the
company has more “promoters” than its competition — more
long-term repeat customers would lead to higher loyalty,
thus leading to higher sales, revenue, profits, and growth.

Some examples of progressive companies using variations
of network marketing and sustainable supply chain man-
agement practices include Continental Power Corporation
(CPC) based in Pennsylvania, and Vollara, based in Dallas,
Texas. CPC, a partial network marketing company with one
level of authorized distributors, is an environmentally con-
scious “green” company. It manufactures and markets
commercial, residential, and industrial electrical products
that improve the efficiency of the electrical system, protect
against spikes and surges, and reduce electrical noise thereby
prolonging the life of the devices (Personal interview with
Allen Johnston, Vice President, Continental Power Corpo-
ration, Sept. 2010). CPC has installed one half million sys-
tems nationwide and provided reduction of the consumption
of electricity saving 42,250 tons of coal, 231,500 barrels of
oil, 940M cu ft of natural gas, reduced the emission of
221,500 pounds of sulphur dioxide, 42,000 pounds of nitrous
oxide, and 98,350 tons of carbon dioxide (Allen Johnston,
2010). CPC uses sustainable supply chain practices such as
being environmentally proactive pursuing environmental,
social, and economic goals and a variation of just-in-time
distribution system where large customized product systems
are built on demand, usually within two weeks of receiving
the order from the commercial client.

Vollara, another environmentally conscious ‘“green”
company, produces and markets through the network mar-
keting model a variety of environmental and healthy living
products including air purifiers, water purifiers, laundry
purifiers, and nutritional supplements[37]. Vollara uses a
variation of network marketing-supply chain management
system to distribute its innovative products directly to the
consumers. Its other unique practices include providing rapid
and almost instant delivery, excellent customer service,
quality products and services, building customer loyalty and
strong interpersonal relationships with customers and con-
sumers. Vollara also seeks environmental, social, and eco-
nomic goals and focuses on activities that enable it to be a
socially responsible company. In 2001, its pre-merger part-
ner company, EcoQuest International, exhibited corporate
social responsibility by donating several air purifier units
that were used to help in the clean-up operations after 9/11
by the Department of Defense and other US government
agencies[38].

4. Solutions and Recommendations

To maximize effectiveness of this model, a stronger inte-
grative approach is necessary between the network market-

ing strategy and the supply chain. More cooperative efforts,
coordination, and working together would be necessary for
the whole benefit of the entire network marketing organiza-
tion and all of the supply chain members. Further, a constant
monitoring and evaluation system to ensure accountability
and responsibility of all members in the entire model are
essential to ensure smooth functioning of the whole system
and to maintain sustainability in it. Also, effective leadership
must be provided usually by the manufacturer to promote
sustainability of the model. The larger the organization be-
comes, it is more complex to manage it effectively, espe-
cially in a cross-cultural and global context. It is highly
recommended that such a large manufacturer/network mar-
keting organization adopt some type of enterprise resource
program (ERP) software such as SAP in order to manage
effectively the whole realm of all operations across the world.
Enterprise resource programs help coordinate and integrate
all functions and divisional units of the large organization
and help promote improved decision making, communica-
tion, information-sharing, productivity, and growth.

5. Future Research Directions

As this paper focused on a theoretical model of network
marketing-supply chain management, it is suggested that
future research studies may wish to focus on empirically
testing this model fully or at least major aspects of it. Also,
testing this model in different global settings may provide a
more comprehensive understanding of the model and its
applications in cross-cultural contexts. It would also provide
a more logical rationale for generalizing the conclusions and
implications of the model discussed in this study.

6. Conclusions

In conclusion, this paper has looked at the effective net-
work marketing-sustainable supply chain management
model and its implications for organizations especially in
terms of customer satisfaction and loyalty. Using some
unique and innovative strategies in network marketing
blended together with some sustainable supply chain man-
agement practices, an organization can pursue environmental,
social, and economic goals which lead to significant and
strongly desired outcomes such as customer satisfaction and
customer loyalty. Positive and strong customer satisfaction
and customer loyalty, in turn, would impact the manufac-
turer-network marketing channel-customer chain thereby
providing a continuous improvement aspect to the model.
This study has shown that network marketing and supply
chain management are here to stay!

7. Key terms and Definitions

Network marketing: also more commonly referred to as
direct sales or direct marketing or multilevel marketing
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and/or other similar concepts, is basically the direct distri-
bution strategy of a product or service from the company to
the consumers through building effective relationship mar-
keting between distributors and customers.

Sustainable Supply Chain Management: Effective supply
chain management or sustainability in supply chain networks
focuses on a sequence of organizations including their fa-
cilities, activities, and functions all integrated toward effi-
cient production and delivery of products and services con-
tinually over a long period of time. Sustainability should be
measured by not only profits but also by the impact of the
supply chain on ecological and social systems.

Customer Satisfaction: the degree to which the customer
perceives his/her expectations are met by the product or
service. Higher the expectations met, higher the customer
satisfaction.

Customer Loyalty: the degree to which the customer
perceives satisfaction with product or service; focus is on
attracting the right customers, influencing them to buy,
making repeat customers who buy often, buy in higher
quantities, and to bring in even more customers.
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