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Preface

In the four decades since its inception, the Internet has driven dramatic change. It has 
enabled flows of information, including entertainment, news, and financial and academic 
material. It has brought people closer together by enabling various forms of interpersonal 
communication, notably e‑mail, instant messaging, video conferencing, and social 
networking. And it has allowed consumers to purchase virtually anything at any time, 
while providing producers with direct access to a wide range of markets. Furthermore, 
the Internet is a bustling industry, spurred by entrepreneurship and supported by a 
variety of industries and large enterprises. Online productivity tools and communications 
advancements provide benefits to almost all enterprises and governments. The Internet 
has helped governments to broaden their services to citizens and improve their delivery. In 
a very short period, it has become difficult for most of us to imagine a world without instant 
and continuous access to the Internet. 

This report examines the impact of the Internet on India. It complements an earlier series 
in which we examined the Internet’s impact on a group of developing countries that have 
both the scale and the dynamism to become significant players on the global stage in 
the near future (see Online and upcoming: The Internet’s impact on aspiring countries, 
McKinsey & Company, January 2012). It also builds on our earlier assessment of the impact 
of the Internet on the advanced economies and several large developing economies, such 
as China, Brazil, Russia and India (see McKinsey Global Institute, Internet matters: The 
Net’s sweeping impact on growth, jobs, and prosperity, May 2011). As an ongoing body of 
work, our view of the Internet’s impact on India is evolving. The insights and conclusions 
presented in this report are refinements of our earlier multi‑country work, based on an 
in‑depth assessment of India‑specific data and multiple expert interviews in India. As data 
sources improve and the body of knowledge relating to the Internet expands in India, we 
look forward to continue to evolve our perspectives. 

Our research focuses on the way the Internet affects India’s economy currently, and its 
potential to do so in future. In our attempt to understand the impact of the Internet, we focus 
on how economic growth and prosperity have been affected; we also seek to discover how 
individuals, entrepreneurs, enterprises, and public sector entities have been transformed. 
In addition to assessing the Internet landscape and its impact on the various groups of 
participants, we examine the potential for India to utilize the particular strengths of its 
economy to enable businesses and individuals to derive greater benefits from the Internet. 
We do not offer prescriptive policies, but focus on opportunities and possibilities for India to 
accelerate its efforts to capture the Internet’s benefits. 

This is an independent McKinsey & Company report that draws on various sources: 
research from McKinsey’s Technology, Media, and Telecom Practice; information from 
academic and public sources; research conducted with Google; and work from the 
McKinsey Global Institute (MGI), the business and economics research arm of McKinsey 
& Company. Without the contributions of the academics and researchers who are cited 
throughout the report, our effort would not have been possible.
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To understand the trends in Internet activity in India versus other countries, we relied on 
several analytical approaches: (1) we constructed macroeconomic analyses for India, 
taking into account data related to Internet expenditure, Internet usage, the infrastructure, 
and various other environmental enablers of the Internet; (2) we conducted microanalyses 
of various Internet ecosystem participants and user groups, using publicly available data 
and interviews with company chief technology officers (CTOs); (3) we surveyed about 550 
small and medium‑sized enterprises (SMEs) in India; (4) we utilized data from McKinsey’s 
proprietary Digital Consumer surveys in India in 2010 and 2012; (5) we constructed a 
forward‑looking view on the potential size of the Internet user base in India; and (6) we 
conducted thought experiments to assess the ways in which the rapidly evolving supply‑
side enablers and consumer behavior could shape the Internet landscape. To test our 
conclusions, we interviewed industry experts in India and asked academics to review our 
findings. As a result, we are confident that the findings are directionally robust, despite the 
challenges of limited data availability. However, there is a clear need to conduct further 
research and analysis on the basis of enriched sets of data, given the growing importance 
of the Internet and its transformational impact. 

The project was led by Chandra Gnanasambandam, a McKinsey principal in Bangalore, 
and Anu Madgavkar, a senior fellow at MGI in Mumbai, along with Noshir Kaka, managing 
director of McKinsey in India, James Manyika, a McKinsey and MGI director in San 
Francisco, Michael Chui, a senior fellow at MGI in San Francisco and Jacques Bughin, a 
McKinsey director in Brussels. Malcolm Gomes managed the project team of Shumi Jain, 
Milind Kopikare, and Immanuel Thomas. 

We are grateful for the review, challenge and advice provided by our academic advisers for 
this research: we thank Martin N. Baily, the Bernard L. Schwartz Chair in Economic Policy 
Development at the Brookings Institution, and Rakesh Mohan, professor in the Practice of 
International Economics of Finance, School of Management, Yale University. 

The authors would like to acknowledge McKinsey’s researchers who made significant 
contributions to the fact base: Shishir Gupta from MGI Economics and Dhruv Varma from 
McKinsey’s research and information network. We are also grateful for the insights of Rajan 
Anandan, Betsy Masiello, and Ramanjit Singh at Google.

Finally, we offer special thanks to the industry experts we interviewed during this project. 
For their perspectives on the evolution of the Internet landscape in India we thank Sunil 
Abraham, Director of the Centre for Internet and Society; Rajat Kathuria, Director and Chief 
Executive of ICRIER; Som Mittal, President of NASSCOM; and Subho Ray, President of the 
Internet & Mobile Association of India. For their insights into the Internet‑related investments 
of their enterprises and the prospects for Internet innovation in India, we thank the many 
CTOs and technology company executives we interviewed. All references to specific 
companies in this report come from public sources.
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Our aspiration is to provide facts and analyses to better understand some of the most 
important trends that are shaping the Internet in India. We hope our findings will enrich the 
dialogue about the ways that businesses, policy makers, and innovators can accelerate 
India’s Internet transformation. 
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1 billion
Internet users in 30 aspiring countries—
half of the global tally of Internet users

120 million
Internet users in India: the third largest 
user base in the world
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the average number of Internet users 
for every 100 people is

compared to              in India

7 1
The average number of fixed broadband subscribers 
for every 100 people across the seven aspiring 
countries is           compared to        in India

1 Our illustrative subset of seven of the “aspiring” countries, i.e., Argentina, Brazil, China, Malaysia, the Philippines, 
South Africa, and Vietnam.
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The Internet today connects more than two billion people worldwide. The Internet already has immense 
impact on the global economy, contributing an estimated $1.7 trillion, or just under 3 percent, of global GDP 
in 2010.1 Yet half the number of Internet users lives outside the advanced economies, often in countries that 
are quickly developing, have significant economic potential and are socially and culturally diverse. India has 
about 120 million people online today and offers a striking example of the Internet’s growth potential. India 
is adopting the Internet at a much more rapid pace than advanced economies and even many developing 
economies, yet 90 percent of its population is currently not connected. 

This report assesses the impact of the Internet on India’s economy, estimating its impact on GDP. Looking 
beyond that, we measure the Internet’s broader impact in terms of consumer surplus and the development 
of Internet ecosystems. We also look at the ways in which various participants have benefited from the 
Internet already. We measure India’s environment for e‑commerce and entrepreneurship, and we analyze 
in detail the impact of the Internet on its small and medium‑sized enterprises (SMEs). Finally, we assess the 
potential for the future impact of the Internet and what it would take for India to bring this potential into being. 

As a basis for comparison, we use a set of 57 countries, both developed and developing, that include 
the G‑20, many middle‑income developing nations, and some populous but less‑developed nations; 
these collectively constitute 91 percent of world GDP. Thirty of these countries are what we call “aspiring 
countries,” defined as having the scale and dynamism to fuel economic performance in the global economy 
while driving significant domestic growth and offering prosperity to their own citizens. These aspiring 
countries have a collective GDP of $19 trillion, or 30 percent of global GDP. We focus our comparisons 
with India more closely on an illustrative subset of seven of the aspiring countries: Argentina, Brazil, China, 
Malaysia, the Philippines, South Africa and Vietnam. Of the set of more than 20 developed countries in our 
database, we focus our comparisons on five: Germany, South Korea, Sweden, the United Kingdom, and 
the United States. 

Our report offers seven key findings concerning the impact of and outlook for the Internet in India:

1. India’s base of about 120 million Internet users is currently the third-largest in the world. 
Though India’s users spend less time online per capita than users in developed countries, their pattern 
of online behavior is rapidly converging. The Internet’s role in communication, social networking, and 
informing and influencing India’s consumers in categories such as apparel, books, financial services, 
and travel is already comparable with that of developed countries. 

2. India is likely to have the second-largest user base in the world, and the largest in terms 
of incremental growth, with 330 million to 370 million Internet users in 2015. Given current 
downward trends in the costs of Internet access and mobile devices, India is on the verge of an Internet 
boom. In an evolution pattern unique to India, users who access the Internet only through a mobile or 
tablet device will constitute around 75 percent of new users and 55 percent of the aggregate user base 
in 2015, leading to increasing demand for content that is optimized for a small screen.

3. India has the potential to double its economic contribution from the Internet in the next 
three years, from 1.6 percent of GDP at present to 2.8 to 3.3 percent by 2015. Despite the large 
current base of users, the Internet currently contributes a modest 1.6 percent to India’s GDP, in line with 

1 For a detailed account of the Internet’s contribution to GDP in several developed and aspiring countries, see 
Internet matters: The Net’s sweeping impact on growth, jobs, and prosperity, McKinsey Global Institute, May 
2011.

Executive summary
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most aspiring countries. This could grow to 2.8 to 3.3 percent by 2015 if India achieves its potential for 
growth in the number of Internet users and Internet technology‑related consumption and investment 
over this period, increasing the Internet’s contribution to GDP from $30 billion today to nearly 
$100 billion in 2015. This would make the Internet‑related economy larger than the education sector and 
as large as the health care sector, in terms of share of GDP at present. Currently, India’s information and 
communication technology (ICT) exports are the most significant component of the Internet’s impact 
on GDP. But private consumption, private investment and public investment have greater potential to 
grow in future. 

4. The impact of the Internet in India is constrained by current gaps and obstacles in the 
Internet ecosystem. While India scores well on the availability of human and financial capital, it rates 
poorly on Internet infrastructure, Internet engagement, the e‑commerce platform, the ease of Internet 
entrepreneurship, and the impact of e‑governance. On most indicators of the strength of the Internet 
ecosystem, India ranks in the bottom quartile of our comparison set of 57 countries. 

5. Although the Internet ecosystem is becoming more vibrant, the benefits have been 
relatively concentrated. India’s Internet start‑ups are scaling up through creative adaptations to 
overcome infrastructural and systemic bottlenecks. Yet, while large enterprises have gained from their 
early adoption of the Internet, there is scope among individual consumers, SMEs and the government 
sector to significantly increase engagement. Today, India’s measurable consumer surplus from the 
Internet is estimated at $9 per user per month, at the low end of the range for aspiring countries ($9 to 
$26) and well below the range for developed countries ($18 to $28). Even by 2015, with overall Internet 
penetration likely to reach 28 percent, rural penetration is likely to be just 9 percent. 

6. India can achieve broad-based Internet impact by aiming for the digital inclusion of nearly 
40 percent of its population, to reach a user base of 500 million by 2015, rather than the likely 
target of 330 million to 370 million. Most of the additional 150 million to 160 million users would 
be individuals and small businesses in semi‑urban and rural parts of the country. Extending Internet 
access to these segments of the population, and promoting the usage of many more online services, 
would enable India to derive much more of the intended benefits from government programs of 
inclusive growth in employment, education, health care, nutrition, and financial services. 

7. Concerted actions by policy makers and businesses in five areas can help India achieve 
an inclusive Internet transformation: reduce the cost of Internet access across devices, content 
and applications; increase access to low‑cost, high‑speed connectivity in rural and semi‑urban India 
beyond the top cities; promote widespread digital literacy through the introduction of devices and 
content tailored to the local context; devise Internet applications in new areas such as agriculture, 
health care, education, energy, utilities, and public information; and create a more favorable business 
environment for Internet entrepreneurs to support rapid innovation. 

1. India’s base of about 120 million Internet users is currently the 
third-largest in the world, and the pattern of online behavior is 
rapidly converging with that of users in more developed countries 

India’s large economy, with its young and increasingly urbanizing consumer base, offers strong growth 
potential for Internet usage. Weak infrastructure has kept India’s Internet penetration low; at 10 percent, 
it is much lower than the average of 40 percent across aspiring countries. Even so, with about 120 million 
people online in 2011, India is the third‑largest Internet user base in the world. Internet users in India spend 
20 to 25 hours online per month, about the same as their counterparts in Latin America, but only a quarter 
of the amount spent by those in Asia Pacific countries such as China and Malaysia. However, the time 
spent on the Internet per user in India rose 24 percent from 2010 to 2012; more sophisticated categories of 
Internet use, such as social networking, online research, online transactions and entertainment, grew more 
rapidly than reading and browsing. The share of Indian digital consumers who use online media for search, 
awareness, and research to purchase products is already high across multiple categories: in apparel 
(26 percent), travel (51 percent), books (36 percent), and financial services (30 percent), the proportions are 
comparable with those in Germany, Japan and the United States.
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2. India is on the verge of an Internet boom with a projected user 
base of 330 million to 370 million by 2015, which will be the second 
largest in the world, and the largest in terms of incremental growth 

India’s current Internet user base of about 120 million is likely to nearly treble by 2015, and will thereby 
account for approximately 12 percent of the global total (Exhibit E1). The projected growth in India’s Internet 
users, an additional 230 million or so between 2011 and 2015, is likely to be the highest incremental growth 
in the world. In recent years, India’s rate of growth of Internet users has been faster than that of many 
aspiring countries—for example, Malaysia’s Internet user base grew 1.8 times from 2005 to 2011, and 
South Africa’s grew 1.9 times, while India’s grew more than 5 times. 

India’s Internet revolution is being shaped by telecom players’ strategies to reduce cost of access. 
Smartphone costs are falling rapidly as players achieve scale economies, while the proliferation of 
3G/4G services in India is likely to reduce connectivity costs and overcome the challenge of limited 
fixed‑line connections. As a result, nearly 75 percent of new users and more than half of India’s base 
of Internet users in 2015 is likely to be mobile‑only subscribers who will use Internet‑enabled devices. 
By contrast, mobile‑only users are likely to constitute a mere 10 to 15 percent of the market in India’s 
regional counterparts, China and Malaysia. India’s Internet market is therefore likely to require a unique 
approach to content and application design. Mobile‑based users will demand limited textual content and 
more audio‑visual content because of the small screen size of their devices. Furthermore, it will become 
essential for entrepreneurs and innovators to make their applications or services compatible for users 
with a basic mobile device, in order to target those in the rural population who might not be able to afford a 
sophisticated smartphone.

Exhibit E1

India’s projected 330 million to 370 million Internet users 
will form the second-largest Internet population in the world 
by 2015

245

480

102

India

~120

United
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ChinaGlobal
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Japan

34 77 10 8038
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330-370

United 
States

ChinaGlobal
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SOURCE: Internet World Stats (2010); Business Monitor International (BMI); International Telecommunication Union (ITU); 
McKinsey Digital Consumer survey; Public information; Pyramid Research; McKinsey analysis

India already has the third-largest 
Internet user base in the world …

… and this is expected to nearly treble by 
2015 through increased mobile penetration
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3. India has the potential to double its economic contribution from 
the Internet, from 1.6 percent of GDP at present to 2.8 to 3.3 percent 
by 2015

We estimate that the Internet contributes an average 3.4 percent in developed countries and 1.9 percent 
of GDP in aspiring countries. In some aspiring countries, such as Taiwan and Malaysia, the Internet 
contributes to GDP at levels similar to those in developed countries. This is due to their strong net exports 
of ICT goods and services.2 In line with other aspiring countries, the Internet’s contribution to India’s GDP 
— what we call its iGDP — is moderate today, at 1.6 percent, or $30 billion in GDP (see Box E1, “Improved 
estimates of Internet’s share of India’s GDP”). At 1.6 percent of GDP, India’s iGDP is comparable in size to 
key service sectors, such as hotels and restaurants, and utilities. 

While the Internet contributes only a modest share of India’s GDP at present, there is tremendous 
opportunity for improvement. By 2015, the Internet has potential to contribute 2.8 to 3.3 percent to the GDP 
through an increase in Internet‑related ICT expenditure , or about $100 billion in GDP (Exhibit E2). The lower 
end of the potential iGDP range would indicate that India will continue on its current trajectory to achieve 
330 million to 370 million Internet users by 2015. India’s iGDP could potentially reach the higher end of the 
iGDP range of 3.3 percent if Internet penetration got onto a higher trajectory to reach nearly 500 million 
users by 2015. This would make the Internet economy larger than the education sector and as large as the 
health care sector in terms of share of GDP at present. The potential increase in GDP would be achieved 
through growth in the consumption of Internet access devices and usage, increased levels of e‑commerce, 
and greater investment in Internet infrastructure and services by both the public and private sectors. 
Opportunities for growth in the Internet’s impact are therefore substantial and achievable, given the likely 
growth in India’s Internet user base and the population’s increasing propensity for digital consumption.

Furthermore, the Internet’s effect on the Indian economy and the lives and well‑being of Indians goes 
well beyond iGDP. Growth in ICT expenditure causes demand growth in other sectors, both upstream 
and downstream. We estimate this GDP multiplier to be 1.6 to 2 times, implying that the overall impact of 
the Internet on GDP growth is 1.6 to 2 times that of the underlying growth in expenditure over any period. 
Current levels of Internet‑related expenditure are estimated to create about 6 million direct and indirect 
jobs. As the direct impact of the Internet on India’s GDP has the potential to treble by 2015, an additional 
16 million jobs could be created. Internet‑based applications also increase the productivity of end users. 
SMEs in India that have a high usage of web‑based technologies report almost double the revenue growth 
of those that do not use Internet‑based business solutions. 

2 For a detailed account of iGDP in several developed and aspiring countries, see Internet matters: The Net’s 
sweeping impact on growth, jobs, and prosperity, McKinsey Global Institute, May 2011 and Online and 
upcoming: The Internet’s impact on aspiring countries, McKinsey & Company, January 2012.
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Box E1. Improved estimates of Internet’s share of India’s GDP
India’s iGDP — or the Internet’s economic contribution — is estimated by computing aggregate levels of 
ICT expenditure and estimating the share of Internet‑related expenditure in the economy. iGDP constitutes 
individuals’ consumption of Internet access devices such as personal computers (PCs), smartphones and 
telecom, and on online purchases such as books and music; investment by large and small enterprises 
in Web technologies such as cloud storage and e‑business solutions; public sector or government 
investments, such as on broadband projects and e‑governance services for citizens; and finally India’s net 
exports of IT services and IT‑enabled services that are directly enabled by Web technologies. 

The Internet’s estimated share of India’s GDP at 1.6 percent relies on bottom‑up India‑specific estimates 
of the share of ICT expenditure linked to the Internet. In our previous work (Internet matters: The Net’s 
sweeping impact on growth, jobs, and prosperity, McKinsey Global Institute, May 2011), broader developed 
country benchmarks for the share of Internet in ICT expenditure were used to estimate this share, rating 
India’s share of Internet‑linked GDP at about 3.2 percent. The earlier estimation relied on an extrapolation 
of developed country benchmarks, while in this report we adapt the methodology to develop India‑specific 
drivers of share of Internet. For instance, the amount of time spent online by individuals is derived from 
McKinsey’s Digital Consumer survey undertaken in India; the share of Internet‑related ICT expenditure 
by SMEs is derived from a primary survey of SMEs in India; and estimates of the Internet’s contribution 
to India’s large enterprises and IT exporters are based on interviews with Indian CTOs. Hence we believe 
these estimates of the Internet’s share of India’s GDP are the most robust available currently (see Appendix: 
Methodology and approaches for a detailed description). 

Exhibit E2

India has the potential to more than treble iGDP to 
about $100 billion by 2015

SOURCE: Gartner; IHS Global Insight; Organisation for Economic Co-operation and Development (OECD); ITU; International 
Data Corporation (IDC); World Health Organization (WHO); ICD; iConsumer US 2010; Euromonitor; H2 Gambling 
Capital; PhoCusWright; Pyramid Research; UNESCO; McKinsey analysis
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4. The impact of the Internet in India is constrained by obstacles 
and gaps in the Internet ecosystem, compared with many 
peer countries

On most indicators of the strength of the Internet’s foundation (i.e., the preconditions for future growth), 
India ranks in the bottom quartile of our set of 57 countries (Exhibits E3 and E4). The exceptions are human 
capital, where India has a large pool of technically trained workers, and the reasonably well‑developed 
access to finance. On most other dimensions, India’s Internet infrastructure and e‑engagement levels are 
limited, and its Internet foundations have significant scope to improve. India’s low levels of user adoption 
and engagement (ranked 49 out of 57 countries in Internet user engagement and accessibility) are due to 
the following obstacles: 

 � Limited availability of Internet infrastructure. India is ranked 49 out of 57 countries on Internet 
infrastructure and environment. For example, India has only approximately 6 percent of the number of 
secure Internet servers per capita that Brazil or South Africa has. Average bandwidth per capita in India 
is significantly lower than in many other aspiring countries. The penetration of PCs is only 47 per 1,000 
people, which is much lower than in Argentina, Mexico, the Philippines, or Vietnam. Internet penetration 
among India’s large rural population is just one‑twelfth that of the urban population. Low availability of 
basic infrastructure, such as reliable electricity supply, is a key bottleneck in rural areas. 

 � High cost of access and usage. At $61 per Mbps (on a PPP basis), India has one of the highest 
median costs of broadband access among comparable aspiring countries — more than four times that 
of China, Brazil and Argentina, and 20 to 30 percent higher than that of Vietnam and Malaysia. 

 � Lack of awareness and low digital literacy. Only 35 percent of businesses in India offered online 
services such as Web presence, compared with an average of 56 percent in aspiring countries. In 
an online survey of India’s SMEs in the organized sector, they cited the lack of education on using the 
Internet as among the top three reasons that prevent consumers from using the Internet.3 

 � Narrow range of applications and services. Internet applications are yet to scale up in a wide range 
of areas that impact society, such as agriculture, education, health care, and citizen services. Access to 
online government services across the country is low, with a large quantity of government data, such as 
land or health records, yet to be digitized, and large flagship Internet infrastructure projects such as the 
National Optical Fiber Network yet to become fully operational. India is ranked in the bottom quartile on 
government e‑participation index, which measures the breadth and usage of online services offered by 
the government. 

 � An unfavorable business environment. India is ranked 48 out of 57 countries on ease of Internet 
entrepreneurship. Indian entrepreneurs face particular challenges in terms of the ease of starting a new 
business — India is ranked 50th among 57 countries on the number of procedures required to start a 
new business. 

3 Based on a McKinsey survey of 554 SMEs in the organized sector in India in 2012; an estimated 8 million of 
the 35 million SMEs in India are in the organized sector.
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Exhibit E3

Internet landscape and impact statistics Top quartile

Second quartile

Third quartile

Bottom quartile

1 Internet contribution to GDP calculated in 2010 for Argentina, Hungary, Malaysia, Mexico, Morocco, Nigeria, Taiwan, Turkey, and Vietnam; in 2011 for India; and 
in 2009 for all other countries. Internet contribution to GDP growth is calculated from 2005 to 2010 for Argentina, Hungary, Malaysia, Mexico, Morocco, Nigeria, 
Taiwan, Turkey, and Vietnam; from 2005 to 2011 for India; and from 2004 to 2009  for all other countries.

SOURCE: Internet World Statistics, 2010; Hungarian Central Statistical Office 2010; Economist Intelligence Unit Telecoms and Technology Report data for 2010, 
published in 2011; Morocco, Agence Nationale de Reglementation des Telecommunications, 2010; Malaysia Communications and Multimedia Commission 
data for 2010, published in 2011; ICT Vietnam Whitebook data for 2010, published 2011; International Telecommunication Union, World 
Telecommunication/ICT Development Report and database, 2010; World Bank population data, 2010; Cost of 1 mbps from Speedtest.net pulled in 
November 2011, PPP adjustment to US dollar using World Bank 2010 conversion rate; Euromonitor International, 2010; McKinsey analysis
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Exhibit E4

Internet foundations statistics
Scaled to 1001
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SOURCE: World Economic Forum, Global Information Technology Report 2010-2011; Computer Industry Almanac; Pyramid Research; United Nations Conference on 
Trade and Development, Information Economy Report 2010; World Digital Media Trends; Euromonitor; International Data Corporation; World Bank; World 
Economic Forum, Global Competitiveness Report 2010-2011; IMD World Competitiveness Online; Capital IQ; UNESCO; ITU World Telecommunication; 
International Finance Corporation; Speedtest.net; Transparency International; Economic Intelligence Unit; postal operator websites; Telegeography; 
International Monetary Fund; FDI markets; Economist Intelligence Unit; Global Insight; CIA Factbook; CEPII; Ethnologue: Languages of the World; 
McKinsey analysis
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1 These scores represent the percentile rank of each country on each indicator across a sample of 57 countries. The best-performing country on each score 
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5. While entrepreneurs have devised innovative business models, 
India’s consumers, SMEs, and government sector have much to 
gain from increased online usage

India’s young people have driven the rapid adoption of online services. Their engagement with online 
activities, such as e‑mail, social networks, and search engines, follows a similar pattern to that of their 
counterparts in developed countries. Yet India’s low Internet penetration — ranked 53rd in our list of 57 
countries — has held back the rapid expansion of online services. The scope for growth is evident in the 
Internet’s impact on consumer surplus.4 Today, measurable consumer surplus is estimated to be between 
$9 and $26 per user per month in aspiring countries, with India figuring at the low end: its consumer surplus 
estimate of $9 per user per month is substantially lower than the $18 to $28 seen in developed economies. 
Compared with their counterparts in developed and aspiring countries, India’s consumers could derive 
much more benefit from the use of free Internet services: from e‑mail and browsing to information services 
and search, and from collaborative applications such as wikis, blogs, and social networks. The nascent 
e‑commerce platform in India can also be improved in terms of Internet readiness and the enablement of 
online payment. 

While India’s large enterprises were among the first to adopt broadband and now lead the way in adopting 
more advanced Web technologies to increase revenue and reduce costs, SMEs have not yet fully leveraged 
ICTs and Web technologies. They are held back by a lack of education about how to use the Web and by the 
high cost of Internet access and technology solutions. However, SMEs across aspiring countries, and in 
India too, that have used the Internet state that they have increased revenue, reduced costs, and recorded 
higher productivity (Exhibit E5); they are also growing the fastest.5 In the government sector, India is starting 
to offer better and more accessible public services through the Internet, but the impact on citizens has 
been limited, given that the low levels of Internet penetration reduce the impact of e‑governance initiatives.

However, Internet entrepreneurs are adapting business models to overcome infrastructure bottlenecks. 
Entrepreneurial ventures such as Naukri.com use phone‑based voice and text message services 
to supplement a Web‑based model and provide greater ease of access. The use of online financial 
transactions is still in its infancy and will develop as the critical enablers—such as legal protection against 
fraud—become more robust. Meanwhile, online ticket‑sales sites such as Redbus.in offer customers the 
facility of cash payment upon physical delivery of online purchases as an alternative to utilizing credit cards 
in a system perceived to be insecure. Flipkart.com, one of India’s largest online retail players, has developed 
its own logistics operations to save on courier commission charges and reduce delivery time in Tier 2 
cities.6 The dramatically richer and more diverse range of Internet‑enabled products and services required 
to reach the next 200 million to 300 million Internet users will act as a catalyst for even more creativity 
and entrepreneurship.

4 Consumer surplus is the value derived by consumers by being able to use Internet services at a price more 
than the most they would be willing to pay, less the negative value they ascribe to advertising interruption and 
private information collection while using Internet services. See the Appendix for details on the methodology 
of estimating consumer surplus.

5 Based on a McKinsey survey of 554 SMEs in the organized sector in India in 2012; an estimated 8 million of 
the 35 million SMEs in India are in the organized sector. Aspiring countries data based on 2011 McKinsey 
survey of 2,500 SMEs across Argentina, Hungary, Malaysia, Mexico, Morocco, Taiwan, Turkey and Vietnam

6 We define Tier 2 cities as those having population of one million to four million; see India’s urban awakening: 
Building inclusive cities, sustaining economic growth, McKinsey Global Institute, April 2010 (www.mckinsey.com/
mgi).
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6. India can achieve a broad-based Internet transformation by 
aiming for the digital inclusion of nearly 40 percent by 2015

Even in 2015, when aggregate Internet penetration is projected to reach 28 percent, the penetration 
of India’s rural population is likely to remain at a low 9 percent, compared with urban penetration of 
64 percent. India’s policy makers are advancing more equitable development, through programs to 
improve access to employment, education, nutrition, infrastructure, and financial services for both rural and 
urban populations. Accelerating Internet adoption through the country, along with providing basic services 
such as uninterrupted power, water and sanitation, could drive greater benefits from such inclusive growth 
programs and enable a larger proportion of India’s vast population to enter the global economy. For 
example, financial inclusion in rural areas, aided by Web technologies, can channel government resources 
directly to the intended beneficiaries without leakage. Internet‑based delivery models can dramatically 
raise the productivity of public education and health care systems. An increase in Internet usage among 
India’s consumers and small enterprises in smaller towns, semi‑urban and rural areas will lead to both faster 
growth in consumption and better access to export markets; it has already shown promise in improving the 
livelihoods of the rural population.

India’s likely Internet penetration of 28 percent in 2015 will be far less than the projected global average 
of 43 percent. To achieve a penetration of nearly 40 percent by 2015, which would be similar to China’s 
Internet penetration at that date, India would need to have notched up more than 500 million Internet 
users. This implies the significant digital enablement of semi‑urban and rural consumers, for example, 
rural penetration in 2015 matching today’s penetration levels of urban India. Such a trajectory would 
necessitate accelerating government investments such as the National Broadband Plan, which aims to 
add nearly 100 million broadband connections by 2014; AADHAR, a project that will create an estimated 
600 million unique identifications for India’s citizens, and can enable large‑scale government‑to‑
consumer e‑payments; and the low‑cost tablet computer, Aakash, which aims to play an enabling role in 
rural education. 

Exhibit E5

Across nine aspiring countries, SMEs say the Internet has allowed them to 
gain revenue and reduce costs1

SOURCE: 2012 McKinsey survey of 554 SMEs in India; 2011 McKinsey survey of 2,500 SMEs across Argentina, Hungary, 
Malaysia, Mexico, Morocco, Taiwan, Turkey, and Vietnam; McKinsey analysis 

Average stated revenue gains2

1  SME sectors have not been surveyed in Brazil, China, the Philippines, and South Africa.
2 Percentage of respondents answering “Yes” to “Current performance linked to the Internet: Have Web technologies made it 

possible for your company to increase your revenue (to an extent that could not have happened through other channels or 
technologies)?” multiplied by the average stated impact.

3 Percentage of respondents answering “Yes” to “Current performance linked to the Internet: Have Web technologies made it 
possible for your company to reduce your cost of goods sold (COGS)?” multiplied by the average stated impact.

4 Percentage of respondents answering “Yes” to “Current performance linked to the Internet: Have Web technologies made it 
possible for your company to reduce expenses related to administrative, operational and general costs (including marketing 
expenses)?” multiplied by the average stated impact.

5 Focus aspiring countries for comparisons against India.
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7. Concerted actions in five areas can help India take advantage of 
its strengths and build a stronger Internet ecosystem

India has significant advantages that make it fertile ground for an Internet‑enabled transformation: a 
youthful demographic profile that will produce a large future wave of early adopters of technology; a large 
pool of workers with technical education; and a strong culture of entrepreneurship and the ability to adapt 
business models for a resource‑constrained environment. However, for the Internet ecosystem of India 
to mature, several foundational elements need to be fixed. India has five key areas to focus on: limited 
availability of Internet infrastructure; high cost of access and usage; lack of awareness and low digital 
literacy; narrow range of applications and services; and an unfavorable business environment. India can 
take concerted action in these five areas to put these foundational elements in place and significantly 
increase the impact of the Internet in a broad‑based, inclusive manner:

 � Extend infrastructure for low cost, high speed connectivity to semi-urban and rural parts 
of India. In order to increase the penetration to 40 percent, it is essential to extend the Internet 
infrastructure beyond the top tier cities. Mobile connectivity will play a large part in achieving this. As 
the 3G network expands and 4G is rolled out, it is essential to include semi‑urban and rural areas. 
Accelerating existing government programs (such as the National Optical Fibre Network), promoting 
public‑private collaboration, and a supportive telecom policy could potentially improve the pace of 
the roll out. For example, such initiatives in Peru have provided “last mile” connectivity to rural areas of 
the country.

 � Reduce the cost of Internet access and usage even further. Providing an affordable means 
to access and use the Internet is a critical enabler to increase Internet penetration. As India looks to 
connect more of its rural population, it is essential to provide low cost access devices, affordable 
Internet connections and applications/services through rationalisation of tax structures, direct 
subsidies, conditional cash transfers, or regulated broadband tariffs. Device manufacturers can also 
play their part in making the Internet more affordable. For instance, cost of manufacturing, and hence 
the cost to customer, could potentially be reduced through low cost sourcing of parts that are identified 
using teardowns and cleansheet analysis. 

 � Enable large-scale digital literacy to promote user engagement. Lack of education about 
using the Internet and near absence of local language support in devices, applications and services 
is holding back the increase in usage. This shortfall becomes more acute as less educated users from 
rural areas gain access to the Internet. Hungary is an example of affordability being an insufficient 
stimulus to usage: though over 90 percent of the population can afford broadband Internet, only about 
half actually use it on account of the limited availability of local digital content, and low digital literacy. Sri 
Lanka’s Ministry of Education is promoting digital literacy through the establishment of self‑sustaining 
computer learning centers that provide training and Internet access after school hours. A cadre of 
“para‑technicians” could be created, to act as intermediaries between the Internet on the one hand, and 
novice users on the other. As more rural and semi‑urban users in India connect to the Internet, adoption 
could be accelerated by developing local language content, with image‑based user interfaces and 
less textual content. Examples might include an India‑specific mobile operating system, or a simplified 
weather information application for farmers. 

 � Introduce Internet-based applications in all parts of the economy, including non-traditional 
areas such as agriculture, energy, education, utilities and health care. As Internet penetration 
increases and more users have access to high‑speed connections, it is essential to develop products 
and services that address a much wider range of needs. An example is Ghana’s CocoaLink project, 
an outreach program for farmers to exchange expertise in the community. The availability of public 
sector information could open immense opportunities to create innovative and useful services over the 
Internet, with strong potential for impact: providing farmers with real time updates on prices, increasing 
efficiency of the power grids, and enabling transparent online procurement systems.

 � Create a favorable environment for Internet businesses to both start and scale up. India 
lags behind other countries in this regard. Both the government and private sector have potential 
to improve the situation through focused actions—ease procedures, accelerate the pace of setting 
up businesses, provide tools and platforms that help SMEs and entrepreneurs to scale up and reduce 
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uncertainty in the legal regimes affecting online businesses.  For example, centralizing the entire 
process for registering and starting a business (including all the documentation, permits and licenses) 
at a single online portal could provide a huge boost to the start‑up ecosystem in India. 

This list of initiatives is by no means exhaustive. Initiatives need focused action from three key sets of 
stakeholders. Policy makers could look to improve the overall business environment and enable the wider 
reach of Internet penetration. Private enterprises have immense potential to improve Internet infrastructure, 
incubate new businesses and promote digital literacy. And because the next 200 million to 300 million new 
Internet users will have many fundamentally different Internet usage capabilities and needs than present 
users, entrepreneurs will need to ramp up the supply of customized products and services. 

It is important to note that the growth of the Internet anywhere—whether in developed or aspiring 
countries—is accompanied by an increase in threats and possibilities for misuse. There is substantial 
and increasing anxiety about piracy, cybercrime, cyberterrorism, and the invasion of privacy, which 
might become more acute as India adds millions of new users. These are very real concerns that require 
coordinated action. However, these issues are being tackled and need to be solved using means 
that do not hamper the growth of entrepreneurship and innovation that are so supportive of greater 
digital inclusion. 

* * *

India stands on the verge of a major Internet discontinuity that has the capacity to transform large parts 
of its economy and society. Achieving large‑scale Internet penetration and usage could enable India to 
double the contribution of the Internet to its GDP, and to share these benefits with nearly 500 million Internet 
users by 2015. All stakeholders would need to collaborate to achieve this goal. Tremendous developmental 
opportunities exist for individuals, entrepreneurs and enterprises, as well as for government and policy 
makers, and these opportunities should be explored and embraced.
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