
F
or mobile phone providers squeezed 
by fierce competition and falling tar-
iffs in the voice business, the Internet 

is their next calling card. Last year, they 
committed to pay ̀ 35,000 crore to the gov-
ernment for airwaves on which they can 
offer high-speed Internet services via the 
mobile. Their plans to monetise this are 
slowly unravelling.

“Mobile Internet will be the way for-
ward,” says K Srinivas, president, con-
sumer business, Bharti Airtel. India’s 
largest telecom company has 1.5 million 
fixed-line broadband subscribers, and is 
adding 20% every year. Yet, Srinivas in-
sists that wireless will be the way to surf.

For fixed-line deployments, ’ approval 
from local authorities takes time (three 
months on average) and is expensive (Rs 
60-70 lakh to dig 1 km in South Mumbai). 
“With 80% of the capex going into digging 
up, fixed internet  is not too viable,” says 
Srinivas. “We expect 100 million users 
will have mobile broadband in the next 
three years.”

According to BCG, mobile Internet is 
growing faster than fixed-line broad-
band. Mobile Internet will be the key to 
cover rural areas as well. Sashi Shankar, 
chief marketing officer, Idea Cellular 

says India will be no different from global 
markets.  “Out of 2 billion internet users, 
1.5 billion access from smart devices," he 
says. "India will follow a similar trend 
where 3G smart phones will replace 2G 
phones."

For telcos, mobile Internet is the 
next revenue stream. Says Arvind 
Subramanian, partner & managing di-
rector, BCG Mumbai: “Data will compen-
sate for the fall in voice revenue. Three 
years back, 20%-plus was the growth in 
voice. Now, it’s low single digits.”

In Japan, 50% of telecom revenues come 
from data services; in the US and Europe, 
it is 30-35%, says Srinivas. 

Telcos are gearing up with services like 
medicine and education, besides banking 
on handsets. Airtel started m-commerce pi-
lots three months ago in Delhi and Chennai. 
Users can load their phones with up to Rs 
50,000 per month from an Airtel store and 
use it to pay utility bills, for movie tickets at 
PVR or at Café Coffee Day.

Similarly, Idea is expanding its 3G net-
work from 1,600 towns to 3,000 by the end 
of this fiscal. Adds Shankar: 
“Mobile will open up new vistas in 
trading and e-commerce.” And could 
be a saviour for telcos.

Internet Subscribers Special Feature 

In November, the active Internet base of India crossed 100 million subscribers. What does this number mean for 
businesses that can ride on this? Shelley Singh breaks it down for four categories of businesses
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I
nternet without transactions means 
nothing. That was almost a decade 
back when eyeballs didn’t convert 

into revenues and the dot-com business 
went bust. Since those early experi-
ments, e-commerce growth has been 
slow, but it’s beginning to take off.

Travel has shown the way, as it’s 
easy and there’s no physical delivery 
of goods. ‘‘Travel established proof of 
concept,” says Subho Ray, president, 
Internet and Mobile Association of 
India. Indian Railways portal, irctc.
co.in, which started in 2002, books 
400,000 tickets a day. It’s the country’s 
largest e-commerce company, with 
a turnover of ̀ 765 crore in 2011 and a 
2015 estimate of ̀ 2,500 crore.

Even in the US, travel led e-com-
merce. Today, it accounts for a third 
of the online business there. In India, 
travel accounts for 80% of e-commerce 
revenues and is building user confi-
dence. ‘‘The online economy is grow-
ing now beyond travel,” says Deep 
Kalra, founder and CEO, makemytrip.
com. “It’s the beginning of a storm.’’ 

Shopping has followed travel, and is 
increasing its presence at an exponen-
tial rate. According to Flipkart, its rev-
enues have zoomed from ̀ 2.5 crore in 
all of 2008-09 to ̀ 75 crore in the April-
June 2011 quarter alone; it says it sells 
10 products per minute and worth ̀ 2.5 
crore a day. Indiatimes Shopping, an e-
commerce portal from Times Internet, 

does about 3,000 transactions a day, a 
three-fold increase from a year ago, 
worth about Rs 20 crore a month.

The product portfolio of e-commerce 
companies is expanding beyond books 
to include electronics, lifestyle, and 
a host of home, office and daily-need 
products. “The growth validates our 
hypothesis about Internet being big in 
India,” says Ravi Vora, vice-president 
marketing, Flipkart.

Flipkart stared with books, and 
in the past year, it has added mobile 
phones, laptops, cameras and home ap-
pliances. A host of retailers servicing 
niches have sprung up as well as well: 
for example, babyoye.com for baby 

products, letsbuy.com for electronics, 
yepme.com for high-end fashion and 
zivame.com for lingerie, among oth-
ers.

Even brick-and-mortar retailers are 
eying e-commerce in categories like 
music, phones and cameras. “What’s 
happening here is similar to what 
happened in the west,” says Thomas 
Varghese, CEO of Aditya Birla Retail. 
“Now, India has the potential to leap-
frog into online retaining.”

Future Group, the country’s largest 
retailer, is sprucing up its web pres-
ence futurebazar.com. It also plans to 
roll out category-specific portals, for 
phones and home appliances, among 

others. “In the next two years, we see 
12-15% of our group sales come from 
online. It’s insignificant now,” says 
Vivek Biyani, director Future Group, 
who leads the group’s online ventures. 
“The value proposition of digital sell-
ing is too compelling — consumers get 
it cheaper and home delivered.”

It also presents retailers with greater 
business possibilities. “On the shop 
floor, I can display at most 20 types 
of phones, while there are more than 
200,” says Biyani. “The customer may 
not want any of the 20 in the shop. He 
can buy online.”

While growth in this market is easy, 
profitable growth is not. Building 
an efficient back end — a nationwide 
delivery network, warehouses, inven-
tory management, logistics and so on 
— is the key to managing costs. That’s 
important as the revenue side is char-
acterised by price wars. 

Last week, e-commerce player Taggle 
shut shop, a victim of undercutting. 
“Everybody is in a cut-throat price 
war. They want to play the last man 
standing game,” Rutvik Doshi, CEO of 
Taggle, told ET. “Companies are sell-
ing below cost to acquire customers 
as there is venture money,” says Alok 
Mittal, managing director of Canaan 
Partners. “While consumers benefit, 
that is not a sustainable model.” Only 
those with deep pockets and scalable 
businesses will survive.

E-commerce Growth is easy, but price wars are rampant. Only scalable 
businesses with deep pockets will survive

The E-commerce Market 

TOTAL MARKET SIZE (`crore)

*(including classifieds)     SOURCE: IAMAI

 2007 2008 2009 2010 2011E

Online travel 6,250 10,500 14,953 25,258 37,890

Online non-travel 1,896 3,530 4,735 6,340 8,630

e-retail 978 1,120 1,550 2,050 2,700

Digital downloads 238 290 435 680 1,100

Financial services 1,200 1,540 2,000 2,680 NA

Others*  680 920 1,210 1,610 2,150

8,146 14,030 19,688 31,598 46,520

B
ack in 2007, venture capital firm 
Canaan Partners invested in 
Tech Tribe, which offered online 

recruitment using a social networking 
platform. Barely a year after investing 
in the start-up, Canaan wrote off its in-
vestment. “Their model was not viable,” 
says Alok Mittal, managing director of 
Canaan. Yet, this dud investment has 
hardly deterred Canaan, or other ven-
ture investors, to chase online ideas. 

About a third of  Canaan’s 12 invest-
ments in India are Internet business-
es, including bharatmatrimony.com 
and motorexchange.in, and Mittal 
says this will only increase. Helion 
Advisors has 10 Internet businesses in 
its 40-strong portfolio, makemytrip.
com, letsbuy.com and yepme.com. US-
based venture fund Tiger Global has 
made six Internet investments in the 
past year, including caratlane.com, ex-
clusively.in and babyoye.com. 

Mittal says there is a critical user 
base mass (read users) to build large 
businesses online. “About 60 million 
of  the 100 million-plus users have 
been online for more than four years 

and are ready to transact online,” he 
says. “These are signs of  a mature 
user base and will create monetising 
options. We will look at more dotcom 
investments.”

Sanjeev Aggarwal, senior managing 
director, Helion Advisors expects this 
space to throw up “a few multi-billion 
dollar Internet companies”. “There 
are twin forces behind it: the user base 

is rising and domestic consumption 
has gone up.” Aggarwal cites the case 
of  travel, which was one of  the earlier 
Internet businesses to take off. “Travel 
has 4 million unique users and they 
yield a company like makemytrip.com, 
which does about $70 million worth of  
business and has a $1 billion market 
capitalisation,” he says. “When the to-
tal user base jumps to 300 million, the 4 
million will become 40 million, and you 
have many more makemytrip.com 
kind of  successes.”

That’s the kind of  business opportu-
nity investors are looking at -- and 
backing in numbers like never before. 
This calendar has seen a four-fold in-
crease in deals and a near six-fold in-
crease in investments, and there’s still 
a month left (See accompanying 
graphic).

But what kinds of  businesses are 
likely to succeed? “E-commerce from 
baby products, apparel to electronics 
will succeed. And in every category, 
comparison sites will come up, like ix-
igo.com in travel,” says Aggarwal. 
“We believe 10-15% of  retail over the 

next five to seven years will be 
online. So, from about $3 billion of  
e-commerce, it will be $20 billion in 
this period.”

The good news for investors is that e-
commerce valuations, which had 
soared, are correcting — 25% in the 
past two months alone, says Mittal. 
“The challenges of  e-commerce are 
more apparent now,” he says. “You can 
start a website in a week, but clicks will 
translate into revenues only for those 
who manage scale, inventory, logistics. 
A majority will lose money.”

Aggarwal says Internet businesses 
are burning too much cash on adver-
tising. Venture funded-Internet com-
panies tend to spend about 25% on ad-
vertising, the more prudent ones less 
than 10%. “That’s inefficient use of  
capital,” he says. “This 15 percentage 
point can be the difference between 
successful and unsuccessful dot-
coms.” E-commerce has many moving 
parts — logistics, merchandising, 
warehousing and customer experi-
ence. “You have to get all right to hit 
the bull’s eye,” sums up Aggarwal. 

Investors The good news: valuations are correcting. The bad news: 
it’s still a complex and tough space to crack

Telephony Mobile Internet could be a 
saviour for telcos facing a 
decline in the voice business 

2011 Data till November  Source: VCCEdge
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T
he cost of devices, be it smart 
phones or computers, has been an 
impediment to the Internet trick-

ling down to the masses. Increasingly, 
manufacturers are pouring more energy 
and resources into tackling this issue. 
“The turning point will come when 
always-on broadband is available on low 
cost, mobile devices,” says Deep Kalra, 
founder & CEO, makemytrip.com.

Manufacturers are taking strides 
towards that end. In October, the gov-
ernment launched Aakash, a $35 tablet 
for students. Asus, HCL, Samsung and 
Reliance now offer tablets at around 
`10,000. Mukesh Ambani-promoted 
Reliance Industries reportedly plans to 
offer tablets, with Internet-access cards, 
for around ̀ 3,000.

Two things are clear. One, manufactur-
ers are shaving off price, even as they 
add features. Two, the balance of power 
in the universe of devices is shifting. 
“Small screen (mobile handsets) and 
wide screens (tablets) will be the key to 
growth,” says Arvind Subramanian, 
partner & MD, Boston Consulting Group 
(BCG). “Hardware makers will have to 
focus on such devices and at low cost.”

BCG estimates India will have 237 mil-
lion Internet users by 2015. Of this, it 
says, 100 million will access the Internet 
on mobiles — a five-fold increase from 

current levels.  “The next 200-300 
million Internet users will 

come via mobiles,” adds Rajan 
Anandan, managing direc-
tor, Google India. “Hardware 

makers have to make them 
low cost without compromising 
on features. Low-cost devices 
should have the ability to run 

full-scale videos — that will 
be a killer application.”

Tablets are expected 
to become the fastest-
growing gadget this 

year. According to 
Manufacturers’ Association 

for Information Technology (MAIT), in 
2010-11, 9.3 million computing devices 
(PCs, laptops, netbooks) were sold. The 
category of Internet-ready tablets was 
non-existent. While desktops have 
grown by just 10% over 2009-10, netbooks 
have grown 100%. And this year, so far, 
about 100,000 tablets have been sold. “We 
expect the fastest growth in the smaller, 
Internet-ready devices,” says Bhardwaj.

Alok Bhardwaj, president of MAIT, 
attributes the growth of low cost-com-
puters to “a desire to have a killer device 
that helps people get on the Internet”. 
Economies of scale and an average an-
nual decline of 15% in component prices, 
he says, have helped computer makers; 

and technology obsolescence has kept 
hardware prices in check.

HCL Infosystems, for instance, 
launched a ̀ 10,490 tablet complete with a 
touch screen, 1 Ghz processor, 2 MP cam-
era and 512 MB storage., “Computer pen-
etration in India is very low and just 2% 
is on tablets,” says Harsh Chitale, CEO of 
HCL. “Now, there’s more value at lower 
costs. Tablets could do to Internet what 
sub-`5,000 phones did to telecom.”

According to Anandan, while tablets 
will increase reach, it’s the sub-`4,000 
smart phones that will trigger mass 
adoption of the Internet, particularly in 
remote and rural areas. “The appetite 
is there,” he says, “A lot of e-commerce 
sales come from small towns.”

Globally, of the 2 billion Internet us-
ers, about 1.5 billion access it via smart 
phones. Across BRIC countries, smart 
phones are the dominant access device. 
Viral Oza of Nokia India cites a Nielsen 
study that shows the Internet being 
among the top five customer considera-
tions while buying a handset even in the 
sub-`6,000 category. “This is the first 
time the Internet has featured this high 
in the consideration set,” says Oza, direc-
tor marketing.

In November, Idea Cellular, the coun-
try’s third-largest mobile operator, 
launched a range of Android-based 
(Google’s software for phones) 3G 
smartphones, starting at ̀ 5,850, to drive 
penetration of data services. Even in-
vestors are eying start-ups that enable 
mobile solutions — from m-commerce to 
m-payments. “Mobility will be the key 
to Internet user growth,” says Sanjeev 
Aggarwal, senior MD, Helion. “Internet 
startups without an inbuilt mobile strat-
egy may not find funding.” Over to smart 
phones and tablets now.

Devices They are going low on cost, 
but high on frills. And phones 
and tablets are the future

Hardware Happy 
Mobiles and tablets are the future

Desktops

Sales: 6 million 

Laptops

Sales: 3 million

Netbooks

Sales: 330,000

Tablets

Sales: 100,000

10% 

100% 

30%

Growth: First year, but expected 

to grow the fastest in 2011-12

Sales � gures for 2010-11; 

Growth is change over 2009-10 Source: MAIT

121 Million and Counting…

…Or Something Else? 
There are as many Internet user numbers as there are agencies. While 
the IAMAI says 100 million was crossed in November 2011, Internet 
World Stats India says this happened in December 2010. “Ambiguity 
arises from how you estimate the number of people sharing fi xed-line 
Internet,” says Neville Taraporewala, director, Microsoft Advertising. BCG 
uses a multiplier of 5-6 users for every fi xed line. IMAI puts it at 12 users 
for every cyber-café terminal and 5-6 users for every home connection.
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ne hundred million Internet us-

ers. It’s a number that has been 

celebrated — and questioned. 

When an industry body an-

nounced in November the crossing of  that 

milestone, it was seen as a representation of  

the buzz being felt in the Indian Internet 

space. But as the methodology details un-

ravelled, questions arose over its accuracy.

Regardless of  whether and by how many 

millions the number is amiss, the view that 

the Internet space is seeing a momentum 

shift is near unanimous. A confluence of  

factors are feeding each other. Gadgets are 

becoming cheaper and yet better; connectiv-

ity is becoming faster; and e-businesses, bu-

oyed by investor funding, are offering more 

than their real-world peers. More and more 

people are plugging into the idea of  all three. 

All this creates business opportunities, in 

different degrees, for four kinds of  play-

ers: e-commerce companies, investors, de-

vice makers and mobile service provid-

ers. “Businesses are talking about a 

nuclear winter,” says Rishi Khiani, CEO, 

Times Internet. “That’s not the case in the 

online space.” The four stories below out-

line the opportunities and challenges for 

each flowing from this headline number 

— whatever it might be.
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