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economic evolution is a gradual 
process. it takes years for econ-
omies to develop and transform 

into meaningful and sustainable 
growth engines. the indian econ-
omy is no exception to this. post-
liberalisation, from 1991 to date, it 
has transformed from a closely held 
inward looking one to a driving force 
of global growth. 

Job creation for the teeming mil-
lions who enter the job market every 
year is a big challenge in the indian 
context. But strategically it is better 
to create job creators rather than job 
seekers. the emergence of newer sec-
tors that have come to form an inte-
gral part of the ecosystem stands 
testimony to this. often, laws and 
regulations do not keep pace with 
economic development, but fol-
low it. the best example of this in  
current times is the direct selling 
industry (dsi). 

from creating entrepreneurs to 

sourcing of products made by indian 
companies, and from online sales to 
evolving the entire value chain of 
product distribution, the indian dsi 
has had an all-pervasive impact. as 
for numbers, the dsi stands at $183.7 
billion globally, with more than 100 
million people involved in it. the 
asia-pacific region is responsible 
for 46 per cent of the global direct 
sales, followed by the americas (34 
per cent), europe (19 per cent) and  
africa-middle east (1 per cent). 

in india, the dsi has grown to 
become a part of the ‘billion-dol-
lar club’ of the global direct selling 
industry. the indian dsi has gener-
ated about $1.18 billion in revenues 
in 2015 and ranks 22nd among the 
top 25 countries in the world. in 
india, an estimated 4 million people 
are involved in this industry.

according to a report put out 
jointly by industry body ficci and 
the consulting company kpmg, “the 

industry has also contributed to 
greater growth and technology per-
colation which stems from it sourc-
ing the manufacturing capabilities of 
small and medium enterprises (smes) 
in the state, which is in line with the 
government’s ‘make in india’ cam-
paign.” the companies also impart 
the manufacturing know-how, tech-
nology and processes and invest in 
providing the right equipment and 
machinery for production. another 
advantage, according to the report, 
comes from the operating model for 
direct selling generating tax contri-
butions to the government, which 
is estimated to be R400-450 million 
in 2013-14. considering the mar-
ket potential and the future growth 
of the industry in 2025, the contri-
bution to the government revenue 
in the form of indirect taxes is also 
expected to be R1,500-2,000 million.

“there are reasons for the increase 
in the importance of direct selling,” 
adds the ficci report. “as an addi-
tional channel, it can lead to disinter-
mediation, reduction in transaction 
costs and bridging the gap between 

shot in the arm

The Supreme Court order staying the proceedings 
against QNet augurs well for the direct selling industry
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consumer prices and manufac-
turer prices, facilitated by the use of 
technology. urbanisation, income 
and consumption growth, higher 
female work participation rates and 
dual income families increase the 
importance of transaction costs and  
their decline”.

But, despite the potential that is 
recognised by industry bodies, in 
india, this industry has faced a lot 
of turbulence over the recent past. 
the biggest problem for this multi-
billion-dollar industry has been the 
misinterpretation of its business 
model. companies in the budding 
sector have gone through a lot of 
pain, with various allegations being 
made around their business models. 
the draconian acts in this context 
include the maharashtra protection 
of interest of depositors (in financial 
establishment) act, 1999, the prize 
chits and money circulation (Ban-
ning) act and the drugs and magic 
remedies (objectionable advertise-
ments) act, 1954. 

“a large number of direct selling & 
multi-level marketing (mlm) compa-
nies have been bearing the brunt, in a 
number of states, due to the misinter-
pretation of certain provisions of the 
prize chits and money circulation 
schemes (Banning) act 1978. sadly, 
the act has been left at the mercy 
of vague interpretations of the state 
machineries. it is truly appalling that, 
despite the industry raising its voice 
before different government bodies, 
both at the centre and the states and 
also with the regulators, there have 
been continuous unjustifiable actions 
taken by the state police machiner-
ies against the genuine direct selling 
and mlm companies,” said d.s. rajora 
of assocham in an earlier interview 
with Business India.

it takes multiple pillars of democ-
racy to move a business ecosystem 
in the right direction. the recent 
supreme court order in the case 
of the malaysian company Qnet is 
exactly one of those situations. while 
the government recently tabled the 
model guidelines for the dsi, the 
supreme court has cleared the path 
for legitimate businesses in the sector 
by considering merit in the petition 
filed by Qnet. 

according to a petition filed by 
Qnet, based on which relief has 
been granted to it by the supreme 
court, the company’s model entails 
irs benefitting from sale of goods 
and products and not by recruit-
ment or induction of new mem-
bers. hence, it does not fall under 
the ‘pyramid scheme’ as prohibited 
by the ‘direct selling guidelines’ nor 
could it be termed as ‘money cir-
culation scheme’ or ‘prize chits’ as 
envisaged in the prize chits and 
money circulation scheme (Ban-
ning) act 1959 or ‘deposit’ under 
the mpid act 1999. 

in fact, the apex court also granted 
bail to two shareholders of Vihaan 
direct selling (india) – michael fer-
reira (the 79-year-old, high-profile 
former world billiards champion 
and two padma awards winner) and 
malckolm desai (who had early last 
year surrendered before the author-
ities). the apex court’s order paved 
the way for their release after more 
than six months of being in custody 

for questioning and investigation in 
the various charges that were slapped 
against the company and its sub-
franchisee over here. 

the interim order granting relief 
to the company comes against the 
backdrop of the model direct selling 
guidelines issued by the centre for 
proper functioning of direct selling 
companies in india and is a hugely 
positive development for companies 
like Qnet. this is a step in the right 
direction which will change the 
landscape of the direct selling indus-
try in the country.

even market leaders like amway 
have not been spared. legal pursuit of 
amway in india dated back to septem-
ber 2006, after public complaints to 
the reserve Bank of india (rbi) regard-
ing the company’s business practices. 
it went on for years.

Helpful guidelines
in 2008, even the andhra pradesh 
government banned amway from 
advertising in the state. then in may 
2013, william pinckney, md & ceo, 
amway india was arrested by Ker-
ala police along with two company 
directors on charges of alleged finan-
cial irregularities. in may 2014, he 
was once again arrested.  in this case, 
pinckney was named second accused 
while the enterprise was named prime 
accused. he was charged under vari-
ous charges ranging from section 420 
of ipc (cheating) and sections 3, 4, 5, 
and 6 of prize chits and money cir-
culation schemes (Banning) (pcmcs) 
act 1978. 

globally, in many of the cases, 
the modus operandi is such that, 
the scammers pose as direct sell-
ing enterprises to increase the pop-
ularity of direct selling multi-level 
marketing (mlm) plans. it has taken 
time in different economies to dis-
tinguish between the two, and 
recognise direct selling as a legiti-
mate business model. this has pri-
marily been done by introducing 
specific legislations to govern the 
direct selling industry and by rec-
ognising direct selling as a right-
ful business model within existing 
consumer laws. the industry also 
self-regulates by the creation of spe-
cific and stringent guidelines for its 

Kuna: encouraging developments
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members, which are governed by 
local associations accredited by a 
global association.

in recent times, india has also 
woken up. “the introduction of the 
direct selling guidelines by the minis-
try of consumer affairs is perhaps the 
most encouraging development the 
industry has seen in india,” explains 
trevor Kuna, global ceo, Qnet, since 
last month. “this is the first step, 
possibly the most significant one, 
towards an actual legislation for the 
industry. having a strong legislation 
for direct selling will also contribute 
to the government’s desire to stimu-
late economic and job growth via the 
application of entrepreneurship and 
innovation. enhanced economic 
growth is, and must be, achieved by 
the promotion of competition, entre-
preneurship and innovation”. Kuna, 
a canadian, was the chief marketing 
officer of the company at its head-
quarters since 2015, having joined 
the company in 2008. “the supreme 
court has granted the stay, as it con-
siders the Qnet business to be legiti-
mate. this order is not just helpful to 
Qnet, but gives confidence to other 
genuine companies in the industry 
as well. we are now in a position to 
change the narrative about Qnet and 
help people see the positive impact 
our products and business have had 
on the lives of thousands of people 
in india,” affirms Kuna, welcoming 
the guidelines issued by the ministry 
of consumer affairs. 

“this is a step in the right direc-
tion and it is about time the indus-
try was regulated properly,” he adds. 
“Both singapore and malaysia have 
specific and strict direct selling and 
mlm legislation and Qnet is fully 
compliant in these heavily regulated 
countries. in terms of growth, we 
want to strengthen our presence in 
india, turkey and the uae. for the 
next three to five years, the vision 
is about really building a strong 
retail customer base with the help of  
our distributors”.

“in india, we have more than 4 
million people involved in the direct 
selling business. today, it is an R7,200 
crore industry, which is growing at a 
rate of 16 per cent year on year (y-o-y). 
By 2025, the industry is expected to 

touch R64,000 crore. it projects a 
promising picture with employment 
opportunities on an unprecedented 
scale. also, it is a great opportunity 
for budding entrepreneurs”, says sujit 
Jain, cmd, netsurf communications 
pvt. ltd., a direct selling company, 
operating in india since 2000. net-
surf initiated its operations in india 
with organic farm care products, 
rightly foreseeing the future of the 
global environment. “gradually, we 
introduced products ranging across 
health & wellness, personal care and 
home care. today, netsurf offers 49 
result-oriented fmcg products across 
four categories.”

“the growth in jobs has not kept 
pace with the rising number of aspi-
rants in india,” observes Kuna. “the 
labour Bureau statistics show that, 
as of 2015, only 135,000 jobs were 
created, compared to more than 
900,000 jobs in 2011 and 419,000 in 
2013. unemployment has been on 
the rise. the one possible solution 
to this grave problem is promoting 

entrepreneurship. the direct selling 
industry provides the most accessible 
form of entrepreneurship available 
today. in every single market, the 
industry was able to demonstrate its 
positive impact in areas of economic, 
fiscal and social contributions”, he 
adds. Kuna has big plans for india 
but, like many other companies, he 
is waiting and watching how the 
implementation of the guidelines 
unfolds on the ground. “the chal-
lenges have always stemmed from 
lack of regulatory overview for the 
industry. hopefully, with the roll-out 
of the direct selling guidelines and 
the orders we have received from the 
Karnataka high court, hyderabad 
high court and now the supreme 
court, the misconception seems to 
have been addressed properly. we 
are now waiting for the state govern-
ments to adopt the guidelines and 
put in place a system that will allow 
companies and consumers to partic-
ipate in direct selling without fear of 
unwarranted arrests.”

Bone of contention
legitimate direct selling activi-
ties have been alleged to be akin 
to money circulation schemes and 
thus, covered under the pcmc act. 
“the bone of contention here is that 
the act empowers states to formu-
late their own rules to implement 
the law,” says Kuna. “this needs to 
be addressed and legitimate direct 
selling companies excluded from its 
application. it would also help to 
have an independent self-regulating 
trade body in india under the pur-
view of the ministry, with a transpar-
ent membership process”. 

a major issue, as it happens is that 
the direct selling business follows a 
multi-level compensation or com-
mission plan, based on the sales vol-
ume of the individual and the group, 
when the sale of products happens 
through independent sales persons 
referred to as independent repre-
sentatives (irs) or groups of people 
at various levels. in the process, 
all different levels of direct sellers 
earn.  this compensation structure 
has vaguely been interpreted as a  
so-called ‘pyramid’ scheme. 

Yes, within the direct selling 
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model there may be multi-level 
marketing (mlm) and multi-level 
compensation plans; however that 
is very different from the pyramid 
schemes that the government needs 
to protect consumers against. also, 
in legitimate businesses, no com-
mission is paid unless the product 
is sold. even globally, direct selling 
has been often confused with arti-
ficial money circulation and ponzi 
schemes. the pyramid or ponzi 
schemes involve promises of abnor-
mal returns. in contrast, the direct 
selling model even if it is in the mlm 
form is about sales of goods and 
sometimes services.

interestingly, a report by edel-
weiss finance says that the domestic 
direct selling market, which logged 
16 per cent cagr during 2010-14 and 
was expected to reach R7,900 crore in 
2014-15, formed 0.4 per cent of total 
retail sales in india. “amway is the 
market leader (ahead of avon and 
herbalife) with over 140 products in 
five categories – personal care, home 
care, nutrition & wellness, cosmet-
ics and great value products, with 
almost 70 per cent of its revenue 

coming from personal care, well-
ness and nutrition segments. follow-
ing the government’s ‘make in india’ 
campaign, the company has set up 
its manufacturing facility in tamil 
nadu and is committed to make all 
its products locally. it has 5 million 
direct sellers (expected to increase 
to 18 million in the coming decade). 
amway plans to add 10 new products 
specially designed for the indian 
consumer which is likely to result 

in double-digit growth in cookware, 
health, nutrition and skin care seg-
ments showing india’s importance 
for the parent.” 

clearly, the convergence of 
thoughts of the legislature and judi-
ciary will certainly go a long way in 
taking forward a sector which is com-
pletely in sync with the broader objec-
tives of the government today. from 
encouraging entrepreneurship to ben-
efitting small and medium enterprises 
the dsi has the right ingredients to 
support the government in pursuing 
its initiatives such as ‘start-up india’ 
and ‘make in india’. the proactive 
approach of the government in insti-
tuting a proper legal framework for the  
sector to function in will prob-
ably help in realising its true  
potential. and creating a clear leg-
islative framework will not only 
benefit genuine companies, which 
have already been operating in 
india for over a decade now, but 
also help attract other global direct  
selling companies to enter the indian 
market.

u  l a n c e l o t  J o s e p h

lancelot.joseph@businessindiagroup.com
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