FACT SHEET

The Fair Trading Act

Pyramid selling schemes

Pyramid selling schemes are illegal in New Zealand. They make money by recruiting
people rather than by selling goods or services, and they often mislead recruits
about the likely financial returns.
Because the potential reward offered depends mainly on the
recruitment of new people to pay into the scheme, many
participants will always be at or near the base of the pyramid
and will not achieve the promised return on their ‘investment’.

What is a pyramid scheme?
A pyramid scheme can take many forms, but has the
following essential elements:
→

it offers a financial return based on the payments
made by new recruits

→

the return is dependent primarily on the continued
recruitment of new members, not sales of a product
or service.

EXAMPLE

Three businessmen promoted a ‘get rich quick’
scheme. Prospective members were told that the
potential return was “huge” – at least US$10,000
in 90 days, with a “minimum potential income” of
US$160,000. This was a pyramid scheme as the only
way members could make money was by recruiting
new participants. If no new members were recruited,
no money was made.

Pyramid selling schemes may involve ‘gimmick’ products
(for example certificates) or grossly overpriced products or
services that have little or no resale value and are not likely
to be purchased again (for example personal development
programmes or general financial information).
WARNING

The Commission warned four people for promoting
or operating a gifting scheme. The scheme asked
women to pay a an ‘unconditional gift’ of US$5000
to join. Participants were then encouraged to recruit
others to progress through the levels of the scheme
and had the potential to be ‘gifted’ US$40,000 if
they reached the top status within the scheme.
The Commission considered the scheme was likely
to be a pyramid scheme operating under the guise
of a personal growth network.
Pyramid schemes come in many forms and the structure
may not appear to be a classic pyramid shape. Don’t
assume a scheme is not a pyramid scheme just because any
promotional diagram or image doesn’t look like a triangle.

Three people that promoted the scheme were
convicted, fined and ordered to pay reparation to
their victims.
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Pyramid schemes on social media
Consumers should be wary of offers on social media that
sound too good to be true. Social media provides a platform
through which pyramid schemes can easily be promoted to
many people.

Are multi-level marketing schemes
the same as pyramid selling schemes?
No, there are a number of multi-level marketing schemes
operating in New Zealand which are not pyramid selling
schemes. With multi-level marketing schemes salespeople
are expected to sell products directly to consumers.
They are separately incentivised to recruit others as fellow
salespeople. Participants earn commission from selling
products, whereas pyramid selling involves participants
earning money solely or primarily by introducing other
people into the scheme.
In a multi-level marketing scheme, income expectation is
limited by the number of sales, not by the number of new
sales representatives. Customers of multi-level marketing
companies can buy the goods or services they offer without
joining the scheme.
Multi-level marketing also usually involves commercially
viable products (for example clothing, jewellery, cosmetics,
health products, cleaning products and cookware) which
present genuine business and income-earning opportunities
through sales to clients.
Multi-level marketing schemes are not prohibited by the
Fair Trading Act. However, some promoters of pyramid
schemes do try and make their schemes sound lawful.
Therefore you should always check a scheme very carefully
to ensure that it is genuinely a multi-level marketing
scheme, and not an illegal pyramid selling scheme.

Misleading claims about potential
earnings
The Fair Trading Act also prohibits any representations
that exaggerate the earnings participants are likely to
obtain from their involvement with a business activity.
The Commission has investigated claims of unrealistic
earnings relating to both pyramid selling schemes and
legitimate business activities.
Members of the public need to be wary of joining schemes
where the promotional materials contain testimonials of
high earnings from people who are not easily identifiable
(for example, “Since I joined this scheme I have made
$100,000 without really trying,” RS of Auckland).
Similarly, where schemes make claims such as “this is not a
get rich quick scheme” or “this scheme is legal”, the question
needs to be asked – why is such a statement necessary?
They may be intended to disguise the fact that the scheme
is illegal or that the promotional material is misleading.

Are chain letters pyramid schemes?
Yes, chain letters which request the sending of money, goods
or the provision of services, are covered by the definition of
pyramid schemes and are illegal.

Penalties for promoting or operating
a pyramid scheme
Only the courts can make a ruling on breaches of
the Fair Trading Act. Courts may fine individuals and
companies up to $600,000 per offence if they are
found guilty of breaching the provisions of the Act
relating to pyramid schemes.
In addition, a person or business found guilty of promoting
or operating a pyramid scheme may be required by the
court to pay money up to the value of any commercial gain
resulting from promoting or operating the scheme.
A District Court may impose a management banning order
against anyone found guilty of Fair Trading Act offences on
two or more separate occasions within a 10 year period.
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Guidance for checking out a scheme
The following guide may help in checking the nature and legitimacy of a marketing scheme and if you are unsure, you should
seek legal advice before joining or participating in a scheme.
1

Is there a joining fee?

Pyramid selling schemes often have start-up fees which are not
paid for purchasing commercially viable goods or services since
most earnings come from introducing others to the scheme.

2

Does the promotional literature indicate unrealistic earnings
(for example “make $100,000 a month legally”)?

Promoters who make unrealistic claims risk breaking the law.

If you answer yes to (1) and (2) then, regardless of whether the scheme is pyramid selling or not,
you should seek financial advice before entering.
3

Do participants earn commissions primarily from selling products
or services, or are financial rewards largely dependant on
recruiting others into the scheme?

Pyramid schemes are primarily focused on creating rewards
for those members who recruit others.

4

Do the products offer a genuine income-earning opportunity
through sales?

A legitimate scheme has products which consumers want to buy.

5

Is the number of products required to be purchased or ordered
by the participants commercially realistic?

Legitimate businesses require participants to buy or order only
as much stock as they can realistically expect to sell.

6

Does the promotional literature offer benefits such as “a life
of happiness and prosperity”, or “it’s easy to sign up new
distributors”?

Such statements need to be read carefully as they may make
unrealistic promises which conceal the amount of hard work
and risk associated with achieving such goals.

7

Does the promotional literature contain testimonials from
people who are not easily identifiable (for example “RS of
Auckland writes...”)?

People giving testimonials may not want to be identified for
reasons of privacy. However, failure to identify them may
raise suspicions about whether the testimonials are genuine.
Even if they are, there is generally no way for consumers to
check. References to testimonials should be read with this
caution in mind.

8

Does the promotional literature contain claims such as “this
is not a get rich scheme” or “this scheme is legal”?

Statements like this need to be read with care. You need to
ask yourself why such a statement is necessary. They may be
intended to disguise the fact that the scheme may be illegal, or
contain illegal components.

9

Does the literature suggest the Commerce Commission or
another government department or agency has endorsed
the scheme?

The Commerce Commission does not endorse or approve any
scheme. If this statement is made, it is untrue.

10

Does the promotional literature fail to provide a street address,
so that you cannot contact a person for further details?

Legitimate schemes are usually easy to contact in person.

11

Does the scheme provide ongoing training and sales support?

Legitimate multi-level marketing businesses have a vested
interest in ensuring that participants are well trained and
supported.

This fact sheet provides guidance only. It is not intended to be definitive and should not be used in place of legal
advice. You are responsible for staying up to date with legislative changes.
You can subscribe for information updates at www.comcom.govt.nz/subscribe
Contact us with information about possible breaches of the laws we enforce:
Phone: 0800 943 600 Write: Enquiries Team, PO Box 2351, Wellington 6140 Email: contact@comcom.govt.nz
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