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EXECUTIVE SUMMARY

The Indian advertising industry is in a phase of transition. Rapid advances in technology and
an ever growing base of empowered customers have redefined how advertising is created,
sold, consumed and evaluated. At this juncture advertisers are experimenting with a number
of emerging platforms including Internet which has been globally acknowledged as an
interactive medium with a lot of advertising potential.

While the developed markets such as US and Europe have already embraced this medium,
online advertising industry is still in its nascent stage in India. This juncture in the Indian
advertising industry calls for an in-depth analysis of the market and reflection on challenges
to be addressed. The scope of this report is to estimate the market size of online banner
advertisements in India and identify share of different verticals in this market. The report also
addresses some of the topical issues faced by the industry.

Our understanding of the market shows that there are a number of factors that are advancing
the online advertisement market. Growing Internet user base, increasing time spent on the
Internet, broadband penetration into households and fragmented media consumption habits of
consumers are driving advertisers towards the online medium. Our estimates show that the
online banner advertisement markets stood at INR 2350 Million in 2007-08. With an expected
growth rate of 40%, the market is poised to reach INR 3500 Million in 2008-09.

The break up of the online banner advertisement market share reveals that BFSI and online
publishers are the two segments that hold a market share of 25%. ITES is another important
sector that constitutes 13% of the market share. As per our estimates, in the share of different
verticals in 2008-09, education and BFSI will move up in terms of market share. While
education sector will almost double its share from 4% to 7%, the BFSI sector will move up to
garner a market share of 26% in 2008-09.

Even though the domestic online advertisement market is currently very small as compared to
the colossal figures for Europe and US our discussion with marketers revealed a wave of
optimism in the market. Thus in conclusion it would not be wrong to say that a lot more is to
happen in the online advertising space. We are still at the start of a climb!
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Research M ethodology

The research team at eTechnology Group with IMRB International adopted a mix of primary
as well as secondary research for this report. Given below is the research methodology used
for the report:

Primary research entailed in-depth discussions with the

Primary Research key players in the online advertising market. In order to
understand the market, an initial discussion was carried
with some of the major players in the industry. This was
followed by a detailed questionnaire which was designed
to get insights into the market size of the online banner
advertising industry.

The quantitative research findings were the result of the
annual research carried out by eTechnology@ MRB
International on the Internet market in urban India.

These annual syndicated set of reports on the Internet
market in India are based on a large scale primary survey
covering 65,000 individuals and 12,000 households across

30 citiesin India.

Apart from this secondary research was done using

information from various published resources and other

Secondary Research

research bodies.

AIAMAL

Intermel and Mobile Association of India 2 "international



Online Banner Advertisement Market in India

1.0 Introduction

Few people at the beginning of the nineteenth century needed an adman to tell them
what they wanted." - John Kenneth Galbraith.

The first advertisement that appeared on the Internet was in the form of a banner. It was
created by Hotwired on October 25, 1994 and was posted for AT&T (Figure 1). During this
period most of the banner ads were in the shape of narrow strips that ran across the top of a
webpage. Overtime, banner ads became less useful for advertisers as people tuned them out or
sought software to block their delivery. This pushed advertisers to introduce more intrusive
ads such as blinking banners, pop-up ads and “interstitials”.

The advent of rich media marked a new phase in the history of online advertising in late 1996.
Hewlett Packard partnered with San Francisco-based online agency, Red Sky Interactive, to
produce what is now regarded as the world’s first interactive rich media banner advertisement
(Figure 2). It was in the form of a banner which allowed users to play the classic videogame
Pong.

The only advertising metrics that was of interest to advertisers at the introduction of online
advertising was the Click-Through-Rate (CTR). CTR is obtained by dividing the number of
users who clicked on an ad on a web page by the number of times the ad was delivered. As
advertisers started to push into more colourful, more multimedia “rich media ads” online, a
new metrics called Pay-Per-Click (PPC) evolved. PPC is an advertising model wherein
advertisers only pay when a user actually clicks on an ad to visit the advertisers' websites.

However, there were some problems that

companies started buying keywords using .

trademarked terms or the name of rival firms in ave yOU ever ClICkEd / YUU
Another problem emerged with hackers or rival our mouse “ght Here? P w
firms. These agencies started driving up the cost

Advertisers continued their online advertising Figure 2: Hp’s Pong-The first Rich Media Ad
journey amidst these controversies and started

PPC. Following are among the metrics used by

advertisers to measure the effectiveness of their

cropped up with ads based on this model. Some Figure 1: AT & T-The first Banner Ad
order to divert traffic to their own websites. "III
of ads by clicking on them repeatedly.

experimenting with metrics beyond CTR and

online campaigns:

CPA (Cost Per Action): Here the advertiser pays for every action (sale/registration)
completed as a result of a visitor clicking on their advertisement.

CPM (Cost per Thousand): In this payment model the advertiser pays for every 1000
impressions of their advertisement.

CPV (Cost per Visitor or Cost Per View): This payment model involves showing the ad to
targeted visitors, as well as leading them to the advertiser's website.
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View through Rate: In this payment model the advertiser pays for delayed visits to the site
without a direct ad click-through.

The latest additions to the online advertisement basket are the emerging platforms such as
blog, Really Simple Syndication (RSS), social networking, podcasting and online games.
Considering that the Internet space is largely dominated by youth', these Web 2.0
applications have been well received. The result is that the advertisers have now got another
opportunity to reach out to different kinds of audiences.

With all the milestones that occurred in online advertisement in such a short span of time it
would not be wrong to say that the online advertising industry is still undergoing transition.
While a part of the industry is experimenting with the potential of this new medium, a part of
the industry has already accepted that this medium is here to stay. The inevitable question that
rules the minds of most advertisers is whether the online banner is one of the important tools
of online advertising or not.

We have organized the report as follows. The first chapter delves into dynamics of the online
advertising industry. Subsequently, the report highlights some of the pivotal factors that are
motivating advertisers to adopt the online medium. Estimation of the online banner
advertisement through our primary research is detailed in the third chapter. In conclusion we
have outlined some of the key action points for the industry followed by our prediction of the
market in the next few years.

! As per I-CUBE 2007, 82% of Internet users belong to the age group of 13-35 years.
2 Source: http://wiki.media-culture.org.au/index.php/Online_Advertising_-_History
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2.0 Shift from Offlineto Online

“For marketers. . . the mass media are no longer the sole choice. Traditional
media retain an important advantage: the 'rub-off' credibility that accrues
from being part of a broadcast or publication invited into the home. But for
many marketers, media advertising is a shotgun. The new technologies
providerifles, which can target prime prospects.” - Stanley E. Cohen, " The
Dangers of Today's Media Revolution," .

The shift from the offline to the online medium for advertising is the result of a number of
factors governing the Internet environment in the country as well as the advertising
advantages offered by the Internet .Before we move on to understand the Internet market in
India it is imperative to evaluate the benefits of advertising on the Internet.

2.1 Thelnternet Advantage!

As an advertising medium Internet is blessed with many unique benefits which have pushed
marketers to look upon this medium as a potential media in future. The figure 3 below
outlines these benefits in order of their significance in the advertising decision making. We
have classified these into three cores:

= Core Benefits

=  Augmented Benefits

= Peripheral Benefits

Core Benefits

Low Spillage .
Important Benefits

Dvnamic Customization ) )
Peripheral Benefits

Database Collection
Context Sensitive

Interactive _
Cost effective

Impact Measurement

Creatiity & Innovation

Figure 3: Benefits of Online Advertising

Cor e Benefits

These would comprise benefits which are unique to this medium and also very critical
influential factors for the advertising decisions.
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. Intrative Approach: The online medium has the ability to involve an audience in the
most interactive manner. For ages consumers have been bombarded with one way
marketing communication messages and had no choice of interactivity. Advertising
on the Internet has added this missing element in the marketing messages. Online
advertisements are essentially a two-way communication and a consumer can decide
when he should be exposed to a campaign. Further, the consumer can also decide
upon the type of ads that he wishes to see as he himself is in charge of his Internet
navigation.

" Context Sensitivity: Online advertisements can be delivered based on related content
as sought by the consumer or as per profile of the consumer. This facilitates
delivering the right content to the right group, e.g., displaying job-related banners
based on the conversations in a user’s message inbox.

Augmented Benefits

These are add-on benefits offered by the Internet. These benefits make advertising on the
Internet a lucrative option for the marketer.

" Cost Effective: As compared to other media such as television, print and radio,
online advertising is more cost-effective. The cost (to reach) per thousand people
(CPT) is very low. An advertiser who buys a 10-second TV spot or a 100 column
centimeters (CC) advertisement in print can use the same money on the Internet for
more than 15 to 30 days and create a much higher noise level and recall value.

" Dynamic Customization: Online advertisements can be changed and modified in
real time as the user profile or other factors indicate. Thus different consumers would
see different ads based on their profile and their topical needs.

. Impact Measurement: Unlike other media, advertising on the Internet enables
advertisers to measure the impact of the ad campaign. The impact of an online ad can
be tracked based on parameters such as the number of impressions that an
advertisement receives, the number of visits their web site gets from particular
advertisement, the number of conversions that happens from online advertisement,
etc.

Peripheral Benefits

These benefits, though at the outset, are important considerations for an advertiser in choosing
the media mix. These would comprise relative advantages offered by the Internet vis-a-vi$
other media

" Duration of Exposure: Most traditional media allow only a limited time or space for
brand interaction to occur. Online interaction tends to be much richer and longer
depending on the creative and interactive features.

. Low Spillage: Unlike other media, online advertisements reach out only to a relevant
group. This ensures that there is minimal spillage and the message is communicated
to the right target group. Further, in most cases these ads are delivered at the time
when the consumer is himself searching for relevant inputs on the Internet.

" Database Collection: In some cases online advertisements help the advertisers
generate a database of potential customers. Sometimes users clicking on to the ads are
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asked to enter the required information and this could be used by advertisers for
further promotions.

. Creativity & Innovation: Today advertising on the Internet allows ample scope of
creativity in terms of audio, video and text all of which is possible through rich
media. Thus advertisers seeking for creative campaigns no longer feel that the online
medium is equally competent as any other media in terms of creative output.

2.2 Fragmented media consumption-a key concern for advertisers

The media consumption habit of today’s consumer has witnessed an important change. An
average consumer today has access to multiple media. This, typically, results in consumers
spending their media time with different media at different points in time. Thus only one
media is not enough to have an impact on the consumers in today’s world of fragmented
media consumption.

In addition to this, the growing volume of advertisements on each media has exposed the
consumers to a clutter of advertising messages. Under these circumstances the challenge
before advertisers is thus not only to reach the target audience but also break through the
clutter.

Our research shows that in spite of the plethora of advertisements posted on the Internet,
consumers have reacted favorably to the advertisement messages. 8 out of 10 Internet users
have actually clicked on an online advertisement (Source: 1-Cube: 2007). Most of these users
would be in the age group of 18-35 years as it is the most Internet-savvy age group band.
These users have the purchasing power as well as influence in the purchasing process. Thus
exposing the users to the online advertisements would seemingly pay off.

2.3 Advertising implications due to the evolving role of the Internet

The Internet market in India is slowly maturing. The figure 4, given below, shows the growth
in India’s Internet User population from 2000 to 2007. Claimed Internet user is someone who
has used the Internet at any point in time. This gives us a clear indication as to how many
Indians have at least experienced the Internet once in their lifetime. Active user of Internet is
someone who has used the Internet at least once in the last 1 month. These Internet users
would thus be a subset of the Claimed Internet Users. The gap between the Claimed and
Active Internet Users is decreasing. This shows that accessing Internet is becoming a regular
activity.

46.0
mClaimed Internet User
32.2 32.0
Active Internet User
211
16.4
. 11.9 112
4.9 : 43 75
T T T T T
2000 2001 2003 2004 2006 2007

Figure 4: Growth in the Active Internet User Base in India
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As evident from the figure 5, the total Active Internet user population has almost tripled itself
in three years. Another change that has been observed in the Internet market is the increase in
frequency and the time spend on Internet access. The increasing exposure to Internet has
made this medium an essential element in their lives. Internet users have realized that Internet
has the potential to serve as the one stop destination for most of their needs. All this has
brought about an evolution in the role played by Internet. The figure 5, given below,
elucidates this transition in the role of Internet. Communication is the core benefit which
initiates users into this medium. However as the Internet interactions and the stickiness index
of the Internet users increase, users tend to explore online applications beyond

Figure 5: Evolving Role of Internet communication. These applicatiops
vary from e-commerce to social
COMMUHNICATOR networking and online gaming and

act as hooks in further increasing the

Internet usage of the users. The

result is the transformation of

Internet from being just a facilitator

INFOTAINER STICKY of communication to an emerging

APPLICATOR substitute to other media. This role-

change of the Internet is

increasingly evident from the Internet usage habits of the Indian “netizens”. Thus as these

users continue to spend more time with the Internet there will be a reduction in traditional

media usage. With Internet population in India heading on a year-on-year growth of over 40%

this evolving role of the Internet implies that advertisers should realize this usage progression
and change marketing emphasis over time.
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3.0 Online Advertisement : Global Scenario

“With targeting technologies, the discovery of search by major advertisers,
and real measurement and planning tools, the I nternet is ready to fulfill its
early promises of effectiveness, reach and track ability” -Gary Stein

As explained by the quote above,
Internet has a lot of potential which
could be harnessed by advertisers.
Countries like US and UK have
already realized this and thus rank as
the top nations in terms of advertising
spends. The graph alongside shows
the online advertising spends for
Europe and US for 2006 and 2007.

While the US market showed a
growth of 25% the market in Europe
grew at 55% in 2006. Estimates
indicate that the European market will
show a like-for-like growth® rate of
40% thereby bridging the gap with US
which has a market value of USD 22.6
billion in the same period.

Figure 6: Online Ad Spends — Europe and USA

7
17,997 ""VV 17,448.7
“

11,2443%°

2006 2007
BUSA Europe

Conversion:| Euro= 1.55889 USD

(Source: IAB Europe Ad Ex 2007/PWC)

Figure 7: Online Ad Spends per user in Europe and USA (in USD)

Average Value per User is 125.6 USD

207.6

188.3 170.7

1433

125.3

118.6
101.3
76.7

65.8 59.5 57.8

575

T T T T

T T T T T

Nomway UK Denmark USA  Sweeden GermanyNetherlands Belgium Finalnd France  Austria

(Source: IAB Europe Ad Ex 2007/PWC)

® The term like for like (LFL) growth describes a net growth measure that is generally used in retail. In the context of
retailers, the term like-for-like growth, means growth after to the stripping out of the effects of expansion and shop

closures
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Another indicator of the online advertising industry is the ad spends per user. ‘Spend per user’
has been used to illustrate the value of one Internet user to an advertiser in different markets.
Figure 7 above illustrates the online advertisement spend per user in US and Europe. US has
the highest spend on Online advertisements but when it comes to online advertisement spend
per user US ranks fourth with expenditure of USD 143.3. Norway leads in terms of spend on
online advertisements per user, followed by UK and Denmark.

3.1 Onlinebanner AdsMarket in India : Size and Characteristics

A look at the Indian scenario reveals that online advertising is relatively in a nascent stage in
India. As per our estimate the overall size of the banner ad market in India is approximately
INR 2350 Million in 2007-08. Even though this market seems very small as compared to the
colossal figures of US and Europe, it is expected that the online banner advertisement market
will show a fast-paced growth in the forthcoming years albeit in certain verticals.

There are several reasons for this optimism in the market. Our discussion with the key players
revealed some vital factors that could drive the usage of the online banner advertisements.
Some of these are described below:

* Increasein Internet Penetration
As per our syndicated research report on the Indian Internet market, the Internet user base
is on a fast-track growth. The high growth of the Internet market in India is motivating
marketers to adopt the online medium for advertising. The more users log on to the
Internet, the higher is the potential audience for online advertisers.

* Increasein theonlineactivities of the Internet users
Internet users in India are no longer limited to using Internet just for communication.
Most of the users have taken advantage of the huge gamut of offerings on the Internet
ranging from routine activities such as online bill payments to social activities such as
dating. Also, the growing number of web 2.0 applications has been welcomed by the
Indian netizens thus pushing them to spend more time online. This has opened up
opportunities like never before.

= Targeted Niche Advertising

As an advertising medium, Internet is measurable and empowers the advertiser to focus
on specific target audience. The growth of niche portals catering to specific purposes has
made this targeting easier. Advertisers can post their ads on specific portals depending on
the type of Internet traffic which would flow into the portal. Also as compared to
traditional media, Internet offers higher selectivity which is tailored to a users’ profile.
The customer too, is in charge of his own navigation and therefore in full control of what
kind of ads he wishes to see.

*= Branding Power

Adpvertisers feel that banners have the power to serve marketers who are looking towards
higher “mindshare”. By being able to garner a higher recall amongst the audience,
banners pave the way for higher consumer awareness for the brand. The indirect benefit is
that in the long run it is quite likely that this “mindshare” would translate into market
share as people who are aware of the brand would have a higher probability of getting
converted as a customer rather than those who are not aware of the brand. Innovations
possible with banner ad formats also give the potential to create a certain level of buzz for
the brand and build good brand connect with the target audience.
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» Cost Effective
Adpvertising on the Internet is cost-effective. The ability to target the relevant audience
with minimal spillage makes this medium a good return on investment for advertisers.

= Behavioural Targeting
Improved behavioural targeting technology has made banner ads more relevant and
effective. Through behavioural targeting advertisers can ensure that the right message is
delivered to the right audience leading to minimum spillage. According to advertisers,
behavioral targeting through banner ads has increased conversion rates as ads are
delivered to the target audience only.

= Creative Output
Online banners have evolved themselves into advertisements which almost resemble
campaigns on television. With an effective convergence of text, audio, graphics and
animation the online banner ads are capable of exposing the creativity of the digital media
agencies.

* Online Sales
Online advertisements can also act as an e-commerce tool and can lead to online sales.
Advertising on print and electronic media is usually a one-way communication and there
is no way for customers to act on the information in the advertisements. On the Internet,
however, interested customers can click on a banner, learn more and make a purchase on
the spot. E-commerce is already on the rise and this ability of banner ads to generate
online sales acts as an add-on benefit for online advertising via banners.

= Global Reach
The Internet, as a medium, is not affected by geographical boundaries and gives the
advertiser a huge audience to tap and build brand image as well as sell products. This
makes advertising on this medium a lucrative option for global products and services.

3.2 Growth Expected

In the backdrop of such optimism among the advertisers, it is expected that the online banner
advertisements will spread its wings further in the Indian market. We expect that the market
will reach to approximately INR 3500 Million in 2008-09 which is a growth of nearly 49%.
However, this growth is not uniform across various industry verticals, detailed in the Section
3.4.

3.3 Ad spend per user
Figure 8: Online Banner Ad spend per user in

The ad spend per user is a function of India (In USD)

the total advertising market and the

Internet user base. The online banner ad

spend per Internet user is only 1.2 USD

which is very low as compared to global 1.2 d

standards. There is a likelihood that

advertisers would increase their spends

per user to USD 1.6.The growth of

online spend per user is 28% over 2007-

08 which is lower than.t.he overall 2007-08 2008-09
growth of the online advertising market.
This reflects that even though the Conversion:| INR=0.023546USD
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spending on online advertising is growing it is not keeping pace with the rising number of
Internet users.

3.4 Break up of the market by verticals

The figure 9 elucidates the break up of the different industry verticals in the market pie. At
present the BFSI and Online publishers garner an equal share in the market. However, with
the increased disposable income of the youth and the availability of a large number of
investment options, it is expected that the BFSI sector will see a high growth in 2008-09 and
have an increased share.

The online publishers have been the first movers to advertise in the online medium. This is
because their target audience is an Internet user. The ease of access to this audience and the
benefit of delivering the message on an interactive platform have been the key influencers in
driving the first movers into the online stream. However, it is expected that in 2008-09 the
market share of online publishers would fall from 25% to 23%, in spite of their increased
expenditure on online advertisement.

2007-08 2008-09
(Market Size INR 2350 Million) (Market Size INR 3500 Million)

» 4% 1% 19
0 0,
———————— 1 4% 1% 1%
mBFSI I 7%

8%

8%

8%
Consumer Durables

Education
10% Electronic Media
Print Media

25% W Others 9%

13%
13% 23%

Figure 9: Break up of Market share of different verticals in the online advertisement market

Through our primary survey, participants have indicated that they expect the market share in
the online advertising of education-related services or product will increase, as illustrated in
figure 10 below. The figure shows the market value and the growth of various verticals in the
online banner advertisement industry. Education sector is likely to surpass all other verticals
in terms of growth rate. The share which is presently at 4% of the market is expected to reach
to 7% in 2008-09. This is due to the fact that websites focussing on young generation, which
are prime users of the Internet, are increasingly targeting online gamers. Similarly, working
individuals in early 20s and 30s, who use workplaces as a touch-point for the Internet access,
are primary target for websites related to jobs, training, e-learning as well as matrimony.
Education institutions in higher education are likely to find these websites a potential medium
for disseminating their information.
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Fiaure 10 Growth in valiie of various verticals in the online advertisement market

2007-08 mmmmm 2008-09

1000 ~ 910 130 T 140
800 J —&— % Growth 805 4 120
- 100
600 - - 80
400 - - 60
L 40
200 - o
0 - 0

On a related note, in one of our recent researches, we have found that generally Internet
behaviour alters between the age groups of 13-17 years and 35-44 years. After adopting
Internet in early teenage years, the Internet usage does not alter till late 30s. Consequently, the
marketers would focus on advertising products related to these age groups. Additionally, the
recent euphoria about e-learning and the increased inclination towards technical education has
played an important role in influencing advertisers to spend more on the online medium.
Portals with youth centric offerings such as online jobs and online games would benefit most
from this increased spend on education.
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4.0 The Online Advertisement Market : Consumer’s per spective

"What really decides consumersto buy or not to buy is the content of your
advertising, not itsform." - David Ogilvy

The above phrase holds true for the Online Figure 11: Internet users who have clicked on an
advertising market in India. Today most of online advertisement

the web pages are cluttered with online
ads. As an Internet user navigates through

these pages it is essential to understand -
which  products/services they tend

towards. Our continuous tracking of the
Internet market shows that there has been
a sharp increase in the number of Active
Internet users who have clicked on an

online advertisement. In 2007, 80% of the 80%
total Active Internet user population of 56% (12.32 Mn)
15.4 Million has clicked on an online (7.4 Mn)

advertisement, compared to 56% in 2006.

This increased visibility of online . :

advertisements  shows  that  online 2006 2007
advertisements have actually succeeded in W % of Internet users x\vmhoh ot clicked
. . . 0, i

breaking though the clutter. In this section % of Interet Log@ w g Pricked

.
.
PS4

we will explore which categories of online
(Sotirce 1-Criher 2007)

advertisements have been able to generate
interest amongst the Internet users.

4.1 Categoriesfor which ads are seen

The following table shows the list of top 10
categories for which ads were seen and |Loans by Banks/Financial Institutions | 59%

recollected by the Internet users. As evident |Job Sites 59%
advertisements on loans and Job sites have |Education/Training related 45%
the highest visibility. Also advertisements on  Mobile Phone/Instruments 45%
gducatlonal courses and mobile phone [g oo o 40%
instruments rank as the second most seen ads (Computer/Laptop/Printer/Scanner 38%
by Internet users. The core user group for Matri ; . o
Internet ranges from 18-35. atrimonial Advertisements 37%
Personal Products 37%
This could be possible explanation to why [Investment options like Mutual Funds | 35%
these ads have been able to generate such a |Insurance Ads 34%
high interest level amongst the Internet | Base:12.3 Million Active Internet users in
users. 2007 who have clicked on an Online

advertisement

(Source: 1-Cube: 2007)
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4.2 Categoriesfor which userslook for Information after seeing the ads

Online advertisements play an
important role as  awareness
generators. The adjacent table

shows the categories for which
information is searched by Internet
users after seeing the advertisement.
The advertisements posted on job
portals not only have the highest
visibility but also have a high rate of
persuasiveness. 41% of the Internet
users have searched for additional
information  after seeing the
advertisement. 35% of Internet
users search  for  additional
information after seeing
advertisements related to
educational and training. This

favourable response from the consumers is also driving advertising expenditure in the

education/training vertical.

Job Sites 41%
Education/Training related 35%
Investment options like Mutual Funds 27%
Mobile Phone/lnstruments 24%
Personal Products 22%
Entertainment Sites 22%
Loans by Banks/Financial 21%
Insurance Ads 21%
Air Tickets Ads 17%
Matrimonial Advertisements 17%

Base:12.3 Million Active Internet users in 2007 who
have clicked on an Online advertisement

(Source: I-Cube: 2007)

4.3 Products bought after seeing the ad

Table 3 alongside shows the
proportion of Internet users who
have bought a product/service after
clicking on the advertisement. The
Ads on Hotels and Holiday Tour
packages  have the  highest
conversion rates. These ads do not
figure among the top 10 ads seen by
Internet users or among the top 10
ads which have led to information
search. In spite ranking low in these
parameters ads for hotels and
holiday packages have topped the
list of products bought after seeing
an online ad.

Hotels & Holiday Tours/Packages 4.3%
Loans by Banks/Financial 3.8%
Computer/Laptop/Printer/Scanner 1.4%
Mobile Phone/lnstruments 1.2%
Entertainment Sites 1.0%
Matrimonial Advertisements 1.0%
Air Tickets Ads 0.8%
Ads for Job Sites 0.8%
Automobile Ads 0.7%
Personal Products 0.7%

Base:12.3 Million Active Internet users in 2007 who
have clicked on an Online advertisement

(Source: I-Cube: 2007)

4.4 Internet Users Attitude towards Online Advertising

Even though most of the Internet users have clicked on online ads the users are not favorably
disposed towards this medium. The chart below illustrates the responses of Internet users

towards online advertisements.
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Base: 15.4 Million Active Internet Users in 30 cities

65% 65% Ads on internet are less likely to make
58% me purchase the advertised product
55% .
52% | don't like to click on an Internet ad
47% when online as it distracts me from
my work

B Usually | ignore online ads

Online Ads do not often offer
comprehensive Information

Advertising on the Internet is not
relevant to me

Online Ads present misleading
information

.............................................. Online Ads present misleading
information
(Source: | - cube: 2007)

Figure 11: Internet Users’ Attitude towards Online Advertisement

The area of concern for advertisers is that the Internet users do not find online advertisements
very persuasive. Also, the users perceive Internet ads to be intrusive and distracting. In most
cases, users work on the Internet for a specific purpose and they do not wish to deviate from
their core activity. This explains why the Internet users are less likely to purchase the product
or the tendency of majority of the users to ignore online advertisements.

The two apparent hindrances related to attracting Internet users towards online advertising are
placement of the advertisements and the content. A large number of Internet users are
accessing Internet for search related activities. Data on the online activities of the Internet
users show that online search is done by users for a large pool of products/services ranging
from educational information to FMCG. Thus if these users are exposed to online
advertisements based on the content searched it is quite likely that users would be more prone
to viewing them. Further, advertisements do not offer credible information or navigation.
Close to half of the Internet users have the perception that online advertisements present
misleading information and thus not reliable. This could be the result of users clicking on to
advertisements promising a good deal but ultimately leading to the advertiser’s home page
and not to the product advertised.
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5.0 Key Concerns of the Online Advertisement I ndustry

“When you confront a problem you begin to solveit” - Rudy Giuliani

Online advertisement is a growing market in India. However there are some key challenges
which need to be addressed before online advertisement market takes off in a big way in
India.

We have classified these challenges into the following subheads:-
Challenges restricting the usage of online advertising

Challenges of the medium

Challengesrestricting the usage of online advertising

Skepticism about the I nternet adoption

Many large mainstream advertisers have not adopted the online medium in a big way. As
a result, Internet advertising does not have a large role in their media matrix. Traditional
media advertising majors, such as FMCG & consumer durables, are yet to tap the
immense potential of online advertising, and only allocate 1-2% of the advertising
budgets to online activity. In addition, marketing managers & business owners lack a
comprehensive understanding of the potential of online advertising, and the benefits
which are unique and accrue with this activity. Even if the rate of adoption is increasing
fast, the advertisers do not spend enough to keep up with this growth. As explained in the
chapter 3.3, the growth of online ad spend per user in India is expected to increase by
28% as compared to the increase in market size by 49%.

Performancedriven advertisers

Of the people who advertise on the
Internet, a lot of them are very
performance-oriented advertisers. Once
the Internet user clicks on an online ad,
the advertisers tap the post-click activity
of the user. However, the key challenge
today is the lack of accountability for
post-click  activity. Even  though
commercial solutions exist to provide
verifiable data, the contractual issues
associated with payment are more
difficult to address. Further, the growth
in online search market and its ability to
provide  complete  tracking  and
flexibility have presented itself as a

Absence of third party reporting

Limited Usage

of Online
Advertising

SIDSILOAPE UDALIP 99UBULIOLID ]

viable alternative solution for online advertising. Also, search advertising and text links
enable them to get better ROI as compared to banner ads. Thus advertisers channelize
most of their budgets in performance marketing rather than banner ads.
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» Absence of third party reporting
Online advertising lacks third party reporting similar to TAM in Television and IRS /
NRS in Print. Thus it is not possible to gauge the size of the Internet audience or get data
on the online activities of the Internet users on a real-time basis. This makes print and
television a preferable choice over the Internet.

= Trade-off between Branding and Direct response
Online advertisers look upon the Internet as a medium for pure branding or for direct
sales. Banner advertisements score high on the branding parameter but when it comes to
generating sales they do not perform so well. Thus it fails to feature in the consideration
set of those advertisers for whom direct response is a high priority.

Challenges of the M edium

* Limited Reach of the Internet
In spite of the high growth rate, the Internet has still not become a mainstream media in
India. Apart from being restricted mostly to the urban areas, this medium has also not
permeated much to the lower SECs. Thus Internet is yet to go a long way in
outperforming the traditional media in terms of reach and penetration. Till then
advertising on this medium is posed to be a challenge for marketers

* Infrastructurelssues
Internet infrastructure plays a key role in taking Internet advertising forward. Broadband
penetration, though, growing in India is still to cut through the Internet market in a big
way.

= Limited Localized Content

Content over the Internet is largely limited to English. This dearth in Indic content over
the Internet has kept the non-English speaking Internet users at bay. Even those not very
comfortable in English have refrained from using Internet beyond their core activity. Thus
a lot more needs to be done whether in terms of local/regional content which could bring
in more vernacular advertising. The small and medium enterprises could then easily reach
out to their target audience. In a country where organized retail constitutes a very small
proportion, the potential of the unorganized SME advertiser is too large to be ignored.

= Mobileadvertising

Globally, mobile advertising is
emerging as the biggest competitor of
online advertising. One reason for this is
the huge mobile subscriber base in the
country as compared to the Internet user
population. Also unlike Internet, mobile
phones have permeated into the
hinterlands of the country as well as the
lower SECs. Thus in spite of being
intrusive this medium poses to be an
emerging threat to online advertising.

Limited
Demand for
Online

Advartising

Mobile advertising
S3NSS| aINjanijsedju]
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6.0 Roadmap for Online Advertisement Industry in India

The situation in India suggests that this medium will take off in a big way only if the industry
players ensure that the existing bottlenecks in the market are removed.

6.1 Opportunitiesfor growth: 5 Action Points

= Need for a balanced approach between direct response and pure branding: Most of
the advertisers using the online platform are performance oriented. Their choice of the
online medium is governed by whether they are advertising online for pure branding or
for pure direct response. Since banners are perceived more as a branding tool rather than
direct response the usage of banners get restricted to only those using Internet for
branding. Thus the need for the day is a shift in the attitude of advertisers. Instead of
focusing on pure direct response or pure branding, advertisers should have an optimal
balance between the two. These two should not be seen as mutually exclusive ends but in
tandem with each other.

= Acknowledging the complexity of impact measurement: Metrics for better
understanding the efficiency of the advertising campaign are undergoing a rapid evolution
but the industry has to go a long way in terms of developing any golden metrics. There
are a large number of factors influencing the purchase decision making of a consumer and
the systems for measuring and accountability must also recognize this complexity.

= Creating the right media mix: In today’s world of fragmented media consumption
advertisers should realize that only one media is not enough. Each media has its inherent
strengths and weaknesses which could be carefully neutralized by combining it with
another media. If combined judiciously it is quite possible to arrive at the right media
mix. Advertisers need to realize that the Internet market is still maturing and it would take
some more wars before this medium takes off in India. Till then advertisers should
integrate Internet with the traditional media such as television and print.

» Use of behavioral techniques: Advertisers and web publishers should understand that
users do not want to be exposed to products and offers, unless in the context with their
current interests. Thus in order to seek the attention of the potential customer advertisers
should use behavioral targeting*. This would ensure that the campaign reaches out to the
target segment based on their tastes and preferences and previous search behavior.

» Using Cross-Media advertising: The need for the day is to focus on cross-media
advertising. Advertisers could use the online medium for capturing user information.
Later this information could be used by advertisers to send personalized promotional
offers to the respondents. This method of communicating with consumers utilizes
respective advantages of each medium to complete an interaction cycle. Another
advantage of this kind of advertisement is utilization of traditional media to support the
online medium. Traditional media such as print or television enjoy credible image.
Considering that Internet is not viewed as favorably, traditional media could lend a

4 Behavioral targeting is a technique used by advertisers and online publishers to increase the effectiveness of their
campaigns. Behavioral targeting uses information collected on an individual's web-browsing behavior, such as the
pages they have visited or the searches they have made, to select which advertisements to display to that individual
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support by pulling-in those users who are less likely to click on an online advertisement.
For instance, a travel website could advertise in print media regarding a promotion and
request readers to register online. This could lead to targeted lead generation which the
company could utilize in the future.

6.2 Future of Online Advertisingin India

The Indian advertising market is currently at the nascent stage. It will take some more years
before this market reaches maturity. Till then, wider reach and penetration of traditional
media would continue to make television and print as the basic media in most advertising
campaigns. The maximum amount of the advertising budget will be taken away by these
media while Internet advertising would continue to thrive as an offshoot. Advertisers with
bigger budgets will continue to spend more on this media. Others will follow soon as this
medium matures. BFSI and ITES would be the major spenders on this medium while the
others will follow the suit. Further with convergence between media on the rise, the
distinction between online and offline media is expected to blur. All advertisers would be
forced to adopt this new media in order to exist and to stay relevant.

As broadband penetration increase in the Indian homes, Internet permeates into the
hinterlands of the country; web publishing companies would develop more content on the
Internet. With the growing possibilities of rich media we expect that more and more creative
content would flood the online space. This would make online advertising more relevant,
more creative, more informative and above all in tune with the customers. .

In conclusion, we believe that we are at the threshold of this change. The result of all the
trends outlined in the report foretells that great and exciting things are yet to happen in the
online advertising space. Till then we could wait and watch for the Indian advertising industry
to start off its journey into the cyberspace.

“Thisisjust the beginning, the beginning of understanding that cyberspace has no limits, no
boundaries’ - Nicholas Negroponte
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