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Abstract: The main objective of the paper is to 
understand direct selling. It is also known as multilevel 
marketing or network marketing. Where the distributors 
or consultants use and recruit new down line of product & 
services directly to the customers without the marketing 
intermediaries. Direct selling strategy means spreading 
the information about a company from one person to the 
other. This paper deals with the agenda of direct selling, 
which is direct contact with the manufacturer to ultimate 
consumer’s i.e. direct delivering of the product to home. 
Where a company does not require huge capital 
investment and creates micro enterprenuiership, more 
self-employment opportunities mainly to women 
distributors also. It also focuses on how India has opened 
the door to learn and develop the skills in oneself through 
different programs and also how the direct sales has 
started and impact crated such as additional income 
opportunities, women empowerment, employment 
generation and contribution to the government.This paper 
also attempts to study the legal environment for the direct 
sales industry, which is a legitimate profession which 
created an independent contractor. This also evaluates 
how some of the states which had no laws, have 
distinguished this legitimate direct selling through 
pyramid schemes or other illegal activities and the land 
mark case , ruling which can promoted with low cost. To 
evaluate the marketing strategies pros and cons and how 
this concept contributes for network marketing growth in 
this competitive era. 
	
Keywords: Direct Selling, Unethical and legal activities, 
Ponzi Schemes, Chain letter, Pyramid schemes, India. 

Introduction 

Earlier papers have laid the foundation for understanding 
the Direct Sales Industry as a viable and valuable 
Industry. Before its recognition as an Industry, Direct 
Sales companies and salespeople have existed within a 
framework of misperception on the part of the public, the 
business community, regulatory agencies, and legal 
authorities. This has been due, in part, to the unethical or 

illegal actions of companies and individuals within the 
Industry, but also in equal if not greater part to individuals 
who engaged in unethical or illegal activities while 
claiming to be legitimate Direct Sales companies or 
Representatives. Some of the legal challenges that have 
faced the Industry have stemmed from the confusion over 
what are legal Direct Sales activities and companies, and 
what which are not. The article presents Ponzi Schemes, 
Chain Letters, and Pyramid Schemes — three of the most 
well-known illegal activities that have contributed to a 
negative perception of the Industry, even though they 
have never been a legitimate part of it. This paper also 
addresses how, as the Industry evolved, some companies 
that operated primarily with legal practices and acted 
ethically toward their retail customers also engaged in 
some questionable activities, and what steps have been 
taken to eliminate such practices. 

Definitions 
 
The WFDSA (World Federation of Direct Selling) 
defines direct selling as “a dynamic, vibrant, rapidly 
expanding channel of distribution for the marketing of 
products and services directly to the customers”. 
Federation of European Direct Selling Association 
(FEDSA), which was founded in 1978, defines direct 
selling as “the marketing of goods and services directly to 
customers principally in a face to face manner, generally 
in their homes or houses of other, at their workplace and 
other places away from permanent retail locations. Direct 
selling typically occurs through explanation or 
demonstration of products by sales persons, referred to as 
direct sellers”. 
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Author Source Definitions 
 

BAKER 
(1984) 

A form of selling without retail outlets, 
distributors, wholesalers or any type of 
middlemen. 

BERNSTEIN 
(1984) 

Direct Selling is the technique of approaching a 
customer on a person-to-person basis, either 
with a group approach (as in in-home party 
plan) or individually, one-on-one, to offer 
products conveniently with a personal service 
emphasis. 

BENNET 
(1988) 

A marketing approach that involves direct sales 
of goods and services to consumers through 
personal explanation and demonstrations 
primarily in their homes.  

OSTROW & 
SMITH 
(1988) 

Direct Selling commonly refers to such 
activities as telephone sales, door-to-door 
selling, or in-home parties.  

ARON, 
DAVIES & 

SWINDLEY 
(1991) 

The establishment of an immediate exchange 
relationship with a customer in which the usual 
intermediaries in the distribution chain are 
omitted. 

CLEMENTE 
(1992) 

A sales approach characterized by personal 
product explanations and demonstrations, often 
in the consumer’s home or retailer’s 
establishment. 

HART & 
STAPLELON 

(1992) 

Selling without the use of a retail outlet, 
distributor, broker or wholesaler or any other 
form of middleperson. 

 

Agenda for the Direct Selling: 

Consumers like direct selling for reasons that include 
personal service, convenience at both home and work, 
representatives’ knowledge of the products, guarantees, 
and value added features including buyer/seller and 
quality/price relationship, and product demonstration. 
Direct mail customers’ buying reasons include ability to 
obtain items not available where they shop, buying 
convenience, non pressured and leisurely buying 
decisions, less costly purchases (taking travel time into 
account), location convenience, guarantees, the chance to 
comparison shop without leaving home, less 
knowledgeable service from fixed –location retailers, and 
the ability to find the exact item they want.  
  
Both direct selling and direct marketing make wide use of 
telemarketing technique. Telemarketing itself is a rapidly 
growing form of retailing and is used both in support of 
traditional retailers and as a freestanding channel.  
 
Direct marketing also makes use of technological 
innovations including electronics kiosks, ATMs, 
videotex, audiotex, and cable interactive systems such as 
home shopping networks. TV shopping alone has 
increased more than tenfold since 1985, to over $1 billion 
annually.  
 
 

 
Review of literature 

 
The purpose of this study is to examine the relevance of 
Direct Selling. A literature review resulted in 
identification of selected papers, books, journals, articles 
and surveys in the category. India is one of the largest 
markets in the world with its huge population and this 
Direct Selling concept has opened the door to States to 
learn act and develop the skill in oneself through the skill 
development and training programs as done in the 
developed countries in the world. Since direct selling is a 
new marketing concept to our country, wide studies have 
not been conducted so far in the area. At the same time, 
this type of marketing was quite popular for many years 
in USA and as a result many studies were found in 
literatures of that country. Most resources selected are 
located online. The advantage of the Direct Selling is that 
it is also a Network based business and uses multi-level 
marketing as its concept. Network marketing, has been 
examined from various academic prospective 
(Biggart1989; Brodie, and Wotruba 1990; Coughlan and 
Grayson 1998; Frenzen and Davis 1990; Lan 2002; Pratt 
2000), they discussed that it was the most prevalent form 
of direct selling and its generates more than 32.67 billion 
U.S dollar in 2013 from 31.63 billion U.S dollar in 2012 
(Source: Direct Selling Association). Examples of 
Network marketing organization that have received 
attention in the academic and popular press include 
Amway, Herbalife, Avon, Oriflame etc. Furthermore, 
research on network marketing has demonstrated that, not 
all network marketing agents pursue a business strategy 
that relies primarily on an existing social network for 
customers. The term “Network Marketing” is used by 
practitioners (Berry 1997), and it appears in academic 
articles (Coughlan and Grayson 1998; Jun etal 2006; 
Kong 2001; Pratt 2000) and trade publications (including 
in publications titles, such as the Network Marketing 
Business Journey and The Network Marketing 
Times.com. Other labels are also common, including 
“Multi-level Marketing” (Clothier 1994).According to 
Nowland (1982); Consumers hold generally negative 
views about the very idea of direct selling. For several 
reasons, including concerns about upsetting friends and 
acquaintances, some agents instead decide “that the effort 
and potential social cost associated with selling to friends 
are too high ” (Grayson 1996) and that “strangers or 
remote friends are ‘better ’targets than close friends 
because distributors feel less pressure ” (Lan 2002). 
Therefore, as Merrilees and Miller (1999) illustrate in 
their study of network marketing sales strategies, some 
agents deliberately focus their selling and recruiting 
efforts on people who are not friends. Nonetheless, when 
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non friends join a down line, their up line sponsor may 
then be interested in building a close personal relationship 
with them 
 
 

Challenges: Direct Selling In India 
 
Similar to the traditional consumer industries, the direct 
selling industry faces challenges in setting-up 
manufacturing facilities, dealing with import duties, etc. 
A daunting challenge for the direct selling industry in 
India is lack of regulatory. Due to this, often direct selling 
companies are mistaken for fraudulent pyramid/ponzi 
schemes. States like; Andhra Pradesh, Kerala, Sikkim and 
union territories like Chandigarh, have on several 
occasions mistook legitimate direct selling companies 
with fraudulent players because of absence of required 
regulatory clarification. Such uncertainty is likely 
impeding the growth and reputation of direct selling 
companies in India. In many cases, due to absence of 
clarity, representatives of the direct selling companies 
have been harassed by the local police and state 
governments. Such incidences tend to hinder the growth 
of the industry and can have an adverse effect on 
consumer confidence. 
 
Direct Selling In India  
 
Modern direct selling can be considered to have been 
kick-started in India in 1980s. The industry witnessed 
major growth post-liberalization with many global 
players entering the Indian market. Amway was one of the 
first major global direct selling companies to enter India 
in the year 1995, which was followed by companies like; 
Avon, Oriflamme and Tupperware in 1996. Around the 
same time Medicare was one the first few Indian 
companies to adopt this channel of distribution. Today, 
the direct selling market in India is estimated to be around 
INR72 billion. Our interactions with industry 
stakeholders suggest that the industry has also created a 
positive impact on several other social and economic 
parameters: a. Additional income opportunities: Direct 
selling provides additional income opportunities to a large 
number of people and promotes micro-entrepreneurship. 
Currently, over 5 million direct sellers are estimated to be 
engaged with the industry, and are projected to grow 
further with the growth of the industry. In addition to 
providing income opportunities, direct selling also 
imparts transferable skills in sales and management, 
which can be used outside the direct selling industry, as 
well. b. Women empowerment: Direct selling offers self-
employment opportunities to a large number of people, 
especially women. Direct selling gives women the 

flexibility to manage their time and balance their work 
and personal lives. The industry in Financial Year 2013 is 
estimated to have provided self-employment to 3.4 
million female distributors. c. Development of the SME 
(Small Medium Enterprises) sector: Many direct selling 
companies rely on SMEs for manufacturing their 
products. In a lot of cases, the direct selling companies 
impart the manufacturing know-how, technology and 
processes to enable the SMEs to produce excellent 
products. Many direct selling companies also invest in 
providing the right equipment and machines to the SMEs 
for production. d. Employment generation: Besides 
providing additional income opportunities to direct 
sellers, the industry also generates a large number of jobs. 
Majority of the direct selling companies outsource 
production, packaging and distribution of their products, 
thus generating direct employment across the value chain. 
e. CSR initiatives: In terms of responsibilities towards 
society, direct selling companies have been in the 
forefront. Many of the companies involved in direct 
selling actively contribute towards social activities. 
Avon’s Breast Cancer Crusade and Amway’s Sunrise 
project for education are well known for their social 
impact. f. Contribution to the government exchequer: The 
operating model for direct selling generates tax 
contributions to the government across its value chain. 
Total tax contribution by the direct selling industry to the 
government in FY13 alone is estimated to be INR10 
billion. This includes direct and indirect tax contributions 
through corporate income taxes, import duties and VAT. 
Going forward, the industry has the potential to create a 
significant social and economic impact in India. Our 
estimates suggest that the industry has the potential to 
reach a size of INR 645 billion by 2025, driven by growth 
in consumer markets and increase in the penetration of 
direct selling to globally comparable levels. 
 
The Legal Environment For The Direct Sales Industry 

The legal history of direct selling activities and the Direct 
Sales Industry has been characterized by cycles in which 
the legal climate has vacillated between challenge and 
support. Today, as the public and legislators become more 
educated about the Industry, the legal climate is generally 
positive. 

Although still not without legal - and practical - 
challenges, in general legitimate Direct Sales companies 
are well received throughout the United States. With 
increasing frequency, federal and state governments and 
agencies offer assistance and guidance to the Industry. 
The Internal Revenue Service (IRS) has adopted 
regulations, which recognize Direct Sales as a legitimate 
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profession, and has created educational literature and 
videos to educate others about the agency’s policies and 
practices regarding Independent Representatives as 
Independent Contractors. (In 1982, Congress amended 
the Internal Revenue Code to specifically recognize 
Independent Contractor status of direct sellers — 
Independent Representatives.) Several states have 
adopted legislation which set forth objective standards for 
Direct Sales companies to follow. Even in states which 
currently have no laws specific to the Industry, a 
legitimate Direct Sales opportunity can easily be 
distinguished from a Pyramid Scheme or other illegal 
activities simply by observing some basic objective 
indicators. 

Direct Sales companies have a strong legal foundation for 
legitimate operation. In a classic legal decision in 1979, 
the Amway Corporation prevailed against a prosecution 
and received a stamp of approval for its marketing 
program by the Federal Trade Commission (FTC). This 
particular decision helped to place existing Direct Sales 
companies on firmer ground and opened the door to the 
establishment of many other Direct Sales companies 
which now had a stronger legal assurance of success. This 
ruling remains as one of the legal standards for the 
Industry. 

Landmark Cases And Rulings Which Affect The 
Industry 

The "Pyramid" Cases 

The Direct Sales Industry was proceeding on a safe legal 
course until a proliferation of pyramid programs appeared 
on the scene in the 1970s. A promotion called "Dare To 
Be Great," promoted by Glen W. Turner, was one 
example. Like other Pyramid Schemes, the only 
"commodity" that moved through this program was 
money. No viable goods or services, sold at fair market 
value, accompanied the recruiting activities. Virtually 
every state had residents who were impacted by this and 
other programs which officials successfully argued were 
mere "headhunting" schemes. 

The FTC established the earliest guidelines regulating 
illegal pyramids and other unlawful entrepreneurial 
chains: In Koscot Interplanetary Inc., (1975), the FTC 
was highly critical of:  

 Large membership fees.  
 Front-End Loading and Inventory Loading.  

 Programs in which distributors were misled as to 
the amount of commission they might reasonably 
earn, and  

 Programs in which commissions are not based on 
the sale of Product to ultimate consumers.  

The Securities and Exchange Commission (SEC) also 
stepped into the Dare to Be Great picture, demonstrating 
that securities statutes also apply to the Industry. In SEC 
v. Glen W Turner Inc. (1973), the U.S. Ninth Circuit 
Court of Appeals reaffirmed that the securities acts were 
"designed to protect the American public from 
speculative or fraudulent schemes of promoters." The 
Dare to Be Great program was ruled to be an "investment 
contract" under the securities laws and thus subject to 
regulation by the SEC. This was a landmark ruling in 
establishing the distinction between "speculative or 
fraudulent schemes" and legitimate Direct Sales 
activities. It also helped establish the SEC’s role in 
upholding the rights of legally operating companies and 
the right to prosecute offenders. 

The Koscot, Dare to Be Great, and other pyramid cases 
left a sour taste in the mouth of the American public. The 
decisions during the early 1970s represent a low point in 
the legal history of the Industry. As a result of the 
activities of a few, the Industry was penalized by an 
overreaction by regulatory authorities. State legislators 
and attorneys general often dedicated themselves to 
eliminating all forms of Direct Sales activities in an 
attempt to leave no avenue open for illegal Pyramid 
Schemes or unethical salespeople to operate within their 
states’ borders. Virtually every state adopted "pyramid" 
statutes which, unfortunately, are often as vague and 
ambiguous as to invite arbitrary and capricious 
enforcement. The Industry also found itself affected by 
the application of combinations of Business Opportunity 
statutes, franchise and security statutes, state lottery, and 
referral statutes as well as enforcement activity by the 
U.S. Postal Service through its lottery and fraud statutes. 
In addition, several states have since adopted additional 
"multi-level" distribution statutes which are designed to 
further regulate the Industry. 
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