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WHAT IS THE INTERNET? 

 

The Information Age represents a profound shift in human civilization, characterized by the 

widespread availability of information facilitated by a complex network of interconnected computers. 

Unlike previous Industrial Revolutions, this era marks a decentralization of information and the broad 

dissemination of data, signaling a global departure from traditional methods where information and 

production were confined to specific regions or manufacturing hubs. 

 

At its core, the Information Age embodies the decentralization of information and the rapid 

advancement of communication processes, serving as a catalyst for societal evolution. This epoch 

facilitates the emergence of a knowledge-based society within a global economy, challenging 

conventional manufacturing paradigms and driving rapid transformations in service sectors. Within 

this dynamic landscape, the information industry empowers individuals and stimulates a demand for 

specialized labor, streamlining decision-making in transactions and reducing costs for both producers 

and consumers. 

 

Renowned visionary Klaus Schwab aptly dubs this era as the "4th Industrial Revolution," attributing 

its driving force to the internet. Schwab emphasizes that the internet transcends its economic utility 

as a mere amalgamation of machines and wires, highlighting the profound impact of digital 

technologies in reshaping societies, cultures, and the global economy through unconventional and 

indirect means. This unique characteristic distinguishes the current revolution from its predecessors, 

underscoring its unparalleled significance in shaping the trajectory of humanity and charting our 

collective future. 

 

Exploring the economic dimension of the internet reveals five distinct perspectives: 
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● "The internet" encompasses a broad spectrum of phenomena, encapsulating anything related 
to this digital realm: "Let's utilize the Internet for our research." 

 

● "The internet" emerges as a potent economic force, reshaping economies, societies, and 
cultures: "Online sales have significantly bolstered GDP in the first quarter." 

 

● "The internet" constitutes a cohesive industry, comprising a myriad of interconnected 
businesses: "I aspire to work for a dot-com company within the internet sector." 

 

● "The internet" fosters a distinct business environment, necessitating tailored strategies and 
operational approaches: "We must enhance our online presence and establish a robust web 
store to drive sales." 

 

● "The internet" embodies a vibrant societal networking space, facilitated by social media, email, 
and various communication channels: "Let's gauge public sentiment and opinions by 
monitoring discussions on the internet." 

 

By delineating these perspectives, we unravel the intricate interplay between the internet and its far-

reaching economic, societal, and cultural implications. 

 

WHAT IS THE INTERNET?  
The internet transcends mere technological discourse, venturing into the realm of philosophy, where 

its concept's vastness and complexity defy a singular definition. An engineer may emphasize 

machinery, while a marketer focuses on web pages and emails, and a young person views it through 

the lens of social media; thus, illustrating the multifaceted nature of its interpretation. 

 

However, beyond its financial implications, the internet exerts non-economic influences, serving as a 

catalyst for significant cultural and social shifts that policymakers must navigate. It acts as a unifying 

force for individuals and seamlessly integrates into daily life and reshaping societal norms and 

behaviors. The indispensability of web resources, email communication, and social media platforms 

underscores its pervasive influence on contemporary society. 

 

Approaching the subject through an economic lens offers a pragmatic and unbiased perspective, 

devoid of social or cultural biases. Anchoring the analysis in economic principles delineates the 

internet as an economic entity, laying the foundation for what we term Internet Economics. This 

framework identifies "the internet" as an autonomous economy, an industry, and a significant market 

force. 
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The internet's expansive scope and economic prowess, coupled with minimal government oversight, 

foster a self-regulating system primarily driven by corporate profit motives. While individual users may 

not prioritize profit, the infrastructure—comprising wires, hardware, and software platforms—largely 

stems from entrepreneurial ventures or profit-oriented corporate initiatives. This foundational tenet 

underscores the essence of Internet Economics, spotlighting the internet's existence as intricately 

intertwined with supply and demand dynamics. 

 

In the realm of business, the internet serves as a dynamic nexus, offering solutions, facilitating 

communication, and serving as an expansive marketplace. Integrating into diverse domains such as 

manufacturing, supply chains, and administrative functions, it reshapes traditional markets and 

significantly influences marketing strategies. However, a robust internet presence has the potential to 

disrupt business paradigms and industries, leading to rapid shifts in competitive dynamics and the 

obsolescence of products and technologies. 

A nation's internet prowess serves as the bedrock of its business and financial sectors, establishing 

itself as the gold standard for digital communication, financial transactions, and marketing endeavors. 

Embracing the internet offers a competitive edge in emerging markets, underscoring the 

transformative potency of strategic integration and adaptation to the evolving technological landscape. 

 

The business dynamics of the internet revolve around scalability, delivering services at minimal costs, 

and generating profits through significant volumes of data or per-event deliverables. Despite 

resembling aspects of a monopolistic utility in its cost structure, the internet diverges significantly in 

profit dynamics, operating within what may appear as a perfectly competitive market yet often leading 

to market dominance by a single entity. 

 

Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards 

(IFRS) influence internet and startup ventures globally, shaping financial strategies and investment 

considerations. These regulatory standards impose stringent guidelines for income generation and 

financial reporting, significantly shaping the landscape of business operations in the contemporary 

digital age. Their subtle yet profound impact underscores their pivotal role in the economic enterprises 

and digital economies of today. 
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Establishing a Framework 

The necessity for an economic framework suited to the digital domain is underscored, emphasizing 

the significance of harmonizing with established macroeconomic principles while empowering 

policymakers to devise effective strategies and regulations. By delving deep into the fundamental 

principles that underpin the digital economy, policymakers can glean invaluable insights to craft 

strategies that promote innovation, foster healthy competition, and facilitate sustainable growth. Such 

a comprehensive approach ensures that economic policies and regulations remain not only effective 

but also responsive to the dynamic landscape of the digital realm, ultimately nurturing a flourishing 

and inclusive digital economy. 

 

Within the domain of traditional economics, a nation's Gross Domestic Product (GDP) serves as a 

fundamental indicator, offering a glimpse into its economic scale. However, when applied to internet 

economies, relying solely on a GDP metric to gauge size falls short, severely underestimating the true 

influence and extensive reach of its impact. The challenges in quantifying the internet's size arise from 

its profound depth, multifaceted nature, and diverse dimensions. A narrow focus on spending fails to 

capture the full integration of the internet into our daily lives, evident in its impact on social media, 

emails, and our reliance on the World Wide Web for various non-financial purposes. 

 

Hence, the dependence on a spending-based metric like GDP, adhering to conventional methods, 

proves inadequate in capturing the entirety of the internet's influence. It lacks in measuring the actual 

size of the economy, as it overlooks added value in usage, digital traffic, or leisure time spent online. 

To address this shortfall, we propose two innovative metrics: the Internet GDP figure, derived from 

spending, and the Internet Index figure, which encompasses both financial and non-financial data. 

These metrics aim to provide a comprehensive representation of all facets of the internet, offering 

valuable insights into shifts in a nation's digital economy and establishing a robust metric for its overall 

"size." 

 

Much like dissecting a traditional economy, a thorough examination of a digital economy entails 

breaking it down into distinct elements referred to as "facets," each exerting a discernible influence on 

the digital landscape and, consequently, its overall "size." Unlike conventional economies where 

influential factors align with industries, a facet in the digital economy is characterized by its relative 

impact, which may encompass a single identifiable factor, an industry, or a collective interest. The 

primary focus lies in identifying influences and determinants that are not only traceable but also within 

a relatively similar range of impact. This analytical approach facilitates a nuanced comprehension of 

the diverse components shaping the digital economy and contributes to a more precise evaluation of 

its overall influence and magnitude. - Although a facet doesn't represent an industry per se, it interacts 

within the digital economy in the same manner. 
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Overall, we identify key forces that exert measurable influence and identify as key components of the 

internet’s composition. For instance, we treat the declining IT sector as a single determinant, while 

simultaneously recognizing the number of internet users as another. This methodology acknowledges 

the varying scales of impact that industries and specific elements within them exert on the digital 

economy, fostering a nuanced understanding of their individual roles and significance. Despite 

perceived discrepancies in size, both are regarded as relative equals within the digital economy. 

Notably, the final Internet Index calculation employs a weighted average to ensure accuracy and 

precision. 

 

Presently, the global internet economy encompasses 16 pivotal "facets." Acknowledging the internet's 

dynamic nature as an entity in constant evolution, it becomes essential to vigilantly monitor the 

emergence of new elements and the waning influence of existing ones, akin to the approach adopted 

in non-digital economies. 

 

Recent notable additions to these facets include Artificial Intelligence and Robotics. Conversely, as 

mentioned earlier, the IT industry experiences a downward trend and may eventually be excluded if 

its impact on the digital economy diminishes significantly. While this book primarily focuses on the 

global internet economy and virtual nations, the fundamental principle of pinpointing influences 

rather than clustering industries remains steadfast across all digital economies. 

 

Saturation 

Projections indicate that by the year 2032, every nation across the globe will achieve a remarkable 

internet saturation rate of 95% or higher, symbolizing a theoretical moment, known as "full 

saturation." This milestone signifies the internet's complete integration into the fabric of daily life, 

exerting profound influences on individuals, businesses, industries, and global financial sectors alike. 

The attainment of 95% global internet access by 2031 heralds a 

transformative era, promising unprecedented impacts on human 

interaction, accessibility to knowledge, and the dynamics of the 

global economy, thereby reshaping the world in unprecedented ways.  

 

It's essential to clarify that 'saturation' here refers to the percentage 

of the population with internet access, emphasizing connectivity to 

internet services rather than direct connectivity for each person. This 

distinction underscores the profound transformation individuals 

undergo as they embrace the potential and ubiquity of the internet. 
Figure 1 - Country Saturation Count 
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Moreover, it underscores the significance of the imminent singularity known as "Full Saturation," 

symbolizing global connectivity reaching its zenith. 

 

Take a moment to contemplate the profound implications of the entire planet being interconnected 

through the internet. Less than four decades ago, our primary means of communication relied on 

copper wires and phone lines, while a century earlier, handwritten letters and rudimentary telegraph 

services were the norm. Reflect on the extraordinary evolution of technology, from a point where 

television was cutting-edge to nearly universal internet access and proficiency in its usage. Ponder the 

idea that future generations will navigate their entire existence under the pervasive influence of the 

internet, shaping the course of human civilization in unprecedented ways. 

 

Within the contemporary business landscape, we exist in a functional state of full saturation that 

connects major urban centers, business hubs, and market players worldwide. This intricate internet 

infrastructure encompasses central banks across the globe, totaling 296 institutions spread across 

major countries and recognized territories. The realm of international commerce relies extensively on 

digital transactions, internet-based communication channels, and computer-driven supply chains, 

exerting significant influence on sectors such as oil, commodities, international trade, and major 

corporate dealings. 

 

The integration of non-connected regions often hinges on factors like stringent governance or external 

influences. Overcoming these barriers can unleash significant capital infrastructure investments, 

fostering substantial growth in internet accessibility as nations modernize and align with contemporary 

societal norms. While internet saturation alone may not resolve all issues related to poverty and human 

prosperity, it undoubtedly plays a pivotal role by introducing solutions in areas such as banking 

accessibility, disease mitigation, and enhancing educational metrics. 

 

Saturation as Basis of Internet Tiered Hierarchy 

Segmenting digital economies based on population saturation and technological advancement 

provides a nuanced lens through which to perceive their unique developmental stages. This analytical 

approach serves as a valuable instrument for forecasting the growth trajectory of emerging economies 

and lays a solid groundwork for crafting effective economic strategies. By examining the patterns of 

internet expansion in well-established nations, we glean insightful predictions regarding the evolution 

of developing countries as they navigate the journey of deepening internet penetration. 

 

The adoption of tiered ranking methodologies further enriches our capacity to pinpoint specific 

internet milestones. This tiered framework not only fosters a holistic comprehension of anticipated 
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growth but also enables a nuanced exploration of usage patterns inherent in various developmental 

stages within a virtual nation. Such predictive analyses play a pivotal role in anticipating the rise of new 

industries and forecasting their potential influence on the economic landscape, thus guiding informed 

decision-making and strategic initiatives. 

 

The correlation between internet saturation and the developmental phase of a digital economy 

emerges as a central theme. Dividing digital economies into growth tiers, each representing the layered 

impact of the internet, sheds light on the foreseeable emergence of services as a nation progresses 

through the stages of its digital evolution. Specific industries and business models achieve 

sustainability at distinct saturation thresholds, illustrating the intricate interplay between the 

development of technological infrastructure (supply) and the attainment of critical mass customers 

for profitability (demand). 

 

As nearly every country globally surpasses the initial tier of internet connectivity, reaching a basic 

threshold, the theoretical benchmark for this accomplishment aligns with a 40% internet saturation 

rate. This milestone indicates that while not all individuals are directly connected, a large group 

possesses a fundamental understanding of the internet's existence and its potential uses. These 

mathematical thresholds, though numeric in nature, are intricately tied to the quality of life and the 

broader business landscape. Each tier corresponds loosely with specific saturation points, and 

establishes a hierarchical structure. Moreover, there exists a  

direct correlation between the number of internet users and 

the types of services that surface. As each tier lays the 

groundwork for the next, a predictable progression unfolds, 

with each layer of services building upon the infrastructure 

and societal advancements made by its predecessors. 

 

Tier 2: In Tier 2, the internet solidifies its presence in the 

business realm, paving the way for E-Commerce, Software 

as a Service (SaaS), and widespread adoption of email as a 

primary form of communication. Entrepreneurs with 

foresight seize opportunities in emerging markets, 

capitalizing on the advantages of being early movers in this 

digital landscape. With the rise in connectivity, internet 

acceptance becomes widespread among the population, 

signaling the dawn of a new digital era. 

 

Tier Description 

1 Basic Connectivity                                       

    

2 Digital Foundation                                  

    

3 
Digital Platforms &                                    

Entrepreneurial Services                                                                                                                                                                                                                                                                                                               

    

4 Fully Integrated Digital Economy       

    

5 
Entirely Connected and Controlled 

Environments 
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Tier 3: As nations advance towards achieving a fully connected population in Tier 3, a robust 

technological foundation fuels the proliferation of connected machines and bolsters a thriving online 

business sector. Significant technological strides are witnessed in supply chain management and 

manufacturing, driving growth and innovation. This stage is characterized by the internet becoming 

deeply ingrained in both personal and business spheres, with entrepreneurs catering to the needs of 

tech-savvy consumers and enterprises by integrating technology into mainstream usage. The 

competitive market landscape prompts small businesses and local stores to establish a digital presence, 

setting the stage for the emergence of internet platform-based businesses and the theoretical birth of 

a bona fide digital economy. 

 

Within the hierarchical structure of saturation, the ascent to Tier 3 heralds a transformative phase 

marked by the profound emergence of connected living, smart machines, and a business sector that 

actively leverages the myriad advantages facilitated by internet connectivity. The intricate interplay of 

applications, wireless connectivity, and computer-assisted decision-making begins to exert its 

influence across various facets of life, paving the way for a new era of technological integration and 

innovation. 

 

Amidst the overarching trend towards comprehensive integration, the unique dynamics inherent to 

individual nations exert a significant influence, imprinting distinct characteristics on the composition 

and trajectory of their respective digital economies. This intricate interplay ensures that the evolution 

of the digital landscape remains inherently attuned to the cultural nuances and economic intricacies of 

each nation, shaping a diverse tapestry of digital ecosystems. 

 

Tier 4: In Tier 4, the convergence of human integration and the concept of "connected living" 

assumes paramount importance, underscored by the foundation of robust infrastructure and cultural 

underpinnings. This stage highlights the indispensable role of culture and infrastructure in sculpting 

the profound integration of the internet into the urban landscape, daily lives, and business operations, 

marking a pivotal juncture in the maturation of the digital economy. 

 

Within Tier 4, a paradigmatic shift unfolds as the internet's influence permeates every facet of 

existence, molding lifestyles and fostering a sense of interconnectedness. This phase witnesses a 

deepening reliance on smart devices interconnected to the internet, heralding the rise of the Internet 

of Things (IoT) and a cohesive network of internet-enabled devices orchestrated by computer control 

systems. However, seamless progression within this technological revolution hinges on robust 

infrastructure capable of supporting the burgeoning data traffic load, coupled with active adaptation 

and embracement by both business leaders and individuals, ensuring a harmonious coexistence with 

the evolving digital landscape. 
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Tier 5: Anticipating the emergence of Tier 5, characterized by the ascendancy of Artificial Intelligence 

(AI), heralds an era of hyper-efficiency driven by computer assisted decision-making processes and 

digital automation. Although still in its infancy, this phase holds the promise of reshaping industries, 

optimizing operations, and catalyzing unprecedented levels of productivity. Nonetheless, this 

transformative phase also presents significant challenges, including potential workforce displacement 

and profound cultural shifts, underscoring the need for proactive management of the ensuing societal 

implications. 

 

As we venture into the domain of Tier 5, the transformative influence of Artificial Intelligence (AI) 

on the labor force emerges as a pivotal concern. The heightened efficiency derived from automated 

processes raises pertinent questions regarding the necessity of traditional job roles, potentially 

precipitating a reassessment of labor requirements. This paradigm shift prompts a critical examination 

of our societal frameworks, prompting discussions on the adaptability of both individuals and 

institutions to the shifting technological terrain. 

 

Echoing the challenges encountered in Tier 4, where seamless integration and adaptability were not 

assured, Tier 5 presents analogous uncertainties. Effectively integrating AI into diverse facets of our 

existence, industries, and cultural tapestry demands proactive initiatives aimed at comprehending, 

embracing, and adapting to the transformative changes it heralds. It becomes imperative for societies, 

businesses, and individuals to navigate this evolving landscape with a blend of foresight, flexibility, 

and ethical discernment, ensuring the maximization of potential benefits while safeguarding against 

potential pitfalls. 

 

Dimensions of the Internet:  5 (+1) 

The internet, a multifaceted entity, comprises six key components that  

Tier Description Facet / Industry 

1 

Basic Connectivity                                     

  (Growth of Infrastructure & Adaptation of 

Population) 

Access/Connection (Telecom) 

Internet Connection (ISP, Etc) 

Connectivity Hardware / Mobile 

Phones 
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Internet 

Development 

Tiers 

  

Information Technology  

      

2 

Digital Foundation                                 

 (Expansion of Infrastructure & Business 

Adaptation) 

Fintech & Digital Banking 

Web & Virtual Real Estate. 

Upgraded Manufacturing and Supply 

Chain. 

Data Services  

Social Networking and Online 

Entertainment 

      

3 

Digital Platforms &                                    

Entrepreneurial Services                                                                                                                                                                                                                                                                         

 

 (Beginning of E-commerce and Digital 

Economics.) 

Cloud / Internet-As-A-Service 

E-commerce & Digital Sales 

Robotics & Connected 

Manufacturing 

Gig Economy Services 

Connected Supply Chain 

      

4 

Fully Integrated Digital Economy       

 

   (“Connected” Living, Business and 

Manufacturing.) 

E-Health & Connected Medicine 

 

E-Government & Connected Policy 

Making 

 

Smart Products 

   

5 

Artificial Intelligence & Internet Assimilated 

Existence 

(Internet integrates into daily living.) 

Artificial Intelligence & Assisted 

Decision-Making 

Digital Automation 
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intricately shape its essence. Notably, only five of these dimensions directly contribute to its 

quantifiable size, while the sixth dimension, focused on measuring personal usage, signifies a unique 

form of integration, assessing individual preferences. 

 

Among the significant dimensions, three involve numeric metrics (#), reflecting counts or quantities, 

while one is linked to spending ($), gauging the financial aspect, and another evaluates volume, 

portraying the scale of data or activities. This quantitative approach enables systematic analysis, 

providing insights into the dynamic evolution of the internet. 

 

Users: At the forefront of internet expansion are users, serving as primary drivers of growth. Their 

influence is paramount in quantifying the internet's size, positioning them at the apex of the 

hierarchical value chain in this framework. 

 

 

 

 

 

 

Machines: The pivotal role of machines in defining the internet's scale underscores the evolving 

landscape of a fully connected world. Beyond traditional hardware, the integration of "smart" devices 

and the emergence of interconnected gadgets through the Internet of Things (IoT) are central to this 

dimension. 

 

Spending: Calculating spending forms the foundation for an Internet GDP metric, mirroring the 

traditional GDP concept but tailored to the digital economy. This metric transcends geographical 

territories, focusing on the movement of money associated with goods and services impacting or 

relating to the internet. 

 

Data Traffic: Despite its seemingly secondary role, data traffic is pivotal, reflecting network usage 

and capability. It is the lifeblood of the internet, forming an intrinsic link to primary dimensions. 

 

  

Figure 7- Internet User Growth Rates Figure 2- Internet Users (2011 – 2019) 
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Virtual Real Estate: Web page counts and domain address end-points represent virtual real estate 

with substantial influence in various spheres. The expansion of web pages is constrained by the finite 

availability of unique domain names. 

 

(+1) Time Consumption: Reflecting utility and leisure, time spent on the internet symbolizes users' 

inclinations and practical use. While not directly quantifiable for internet size, it correlates with usage 

trends, indicating its significance in understanding internet dynamics. 

 

Understanding these dimensions is crucial for calculating the Internet Index and comprehending 

economic profiles. Each dimension plays a distinctive role, shaping the intricate nature of the internet 

and its impact on economies and societies. Collectively, they contribute to the modern digital 

landscape, highlighting the internet's multifaceted influence on the global socioeconomic fabric. 

 

Key Internet Metrics & Tools 

Establishing a foundational calculation to gauge the size of the internet is pivotal in comprehending 

its profound impact on humanity. This systematic approach not only facilitates the analysis of 

alterations and growth patterns but also allows for the assessment of relative levels, thereby enabling 

the identification of emerging trends. Furthermore, it plays a crucial role in developing an academically 

pertinent methodology for comparing the Internet Size with other economic elements, including 

GDP, consumption, and broader indicators of prosperity such as poverty, health, and education. 

Through this comparative analysis, valuable insights emerge, shedding light on the internet's intricate 

role in shaping various facets of our lives and society. 

 

Internet GDP: Evaluating the impact of the Internet through its Internet-GDP provides a financial 

perspective comparable to traditional GDP measures. By assessing spending within the digital 

economy, insights into its footprint and the influence of the business sector within a country or region 

are gained. Patterns discovered within the Internet-GDP composition foster insights into its structure 

and evolving growth. Given the internet's pervasive influence across every economic facet, this 

measurement becomes a pivotal tool for examining growth and integration at both macro and 

individual levels. 

 

Internet Index: Creating a unified number for the internet involves identifying its major influences, 

akin to industries, and mathematically combining them using weighted averages in the Internet Index. 

As the internet evolves, the calculation method accommodates new influences and removes obsolete 

ones, offering a flexible framework that adapts to changes in this dynamic entity. Establishing a 
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straightforward understanding of 'How big is the internet?' and determining a size metric allows us to 

employ this metric for comparison and economic analysis. 

 

Internet Profile: The Internet Profile serves as a comprehensive instrument for evaluating the 

dynamics and trends within a nation's digital landscape. It encompasses the key influences of the digital 

economy and provides a standardized method for comparing different economies. In a traditional 

sense, this is akin to an industry composition profile and allows us to determine the influences and 

key determinants. By employing this framework, fluctuations in growth, spending, and saturation can 

be observed, offering valuable insights into the progression of a digital economy over time. This 

holistic exploration deepens our understanding of the intricate dynamics shaping the evolution of 

digital economies and establishes a comprehensive basis for informed decision-making in the complex 

landscape of Internet Economics. 

 

 

Internet Growth 

The digital economy is highly unique to each country, encompassing diverse elements that mirror its 

people and business composition. At the present juncture, there are approximately 15-20 primary 

influences. These facets, spanning spending and other dimensions, collectively determine the digital 

economy's size. Spending emerges as a pivotal force interlinked with other elements, encapsulating 

economic activities such as e-commerce, infrastructure, and growth-related financial statistics. 

 

It is imperative to underscore that the previously mentioned 

metrics form the framework for comprehending a digital 

economy; changes in each are measured to formulate a 

calculated index and GDP-like metric. The subsequent 

concepts relate to traceable items and their distinctive 

composition, encompassing spending, item counts, and data 

flows. While the earlier mentioned items delineate the facets 

we identify as influences, these concepts are linked to "what 

we count." The first 3 metrics focus on true size and physically tangible metrics, which contrast with 

the remaining two items that relate to concepts that exist entirely in the digital space. 

 

Spending: This intricate connection between internet spending and spending underscores the 

symbiotic relationship between the internet and money flows. While spending is a reflection of user 

activity, growth is a reflection of the financial investments. In the current context, the internet as a 

whole is in a growth phase, emerging markets fuel speculative investments and businesses must align 

Figure 3 - Internet Growth (Internet Index) since 

2000 
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their business models to meet rising standards that align with technology and internet integration. 

Simultaneously, the flourishing realm of consumer e-commerce contributes significantly to this 

spending dynamic and is a reflection of individual acceptance and integration. 

 

Users: Users are the fundamental support of the internet, shaping demand and the proliferation of 

products and services. Incorporating user metrics into a comprehensive calculation is crucial to 

understanding the true size of an internet economy. In the early stages, product availability and 

effective marketing significantly influence adoption rates, but as the market matures, user growth 

stabilizes, aligning with traditional market trends. Genuine growth depends on traditional supply 

factors like distribution capacity, product uniqueness, and impactful marketing strategies.  

 

Virtual Real Estate: Web pages and online destinations, often conceptualized as virtual real estate in 

the digital realm, assume a pivotal role in establishing the connection between users and the extensive 

spectrum of services available on the internet. In essence, 

virtual real estate serves as the foundational construct for 

user interaction and exploration within the 

expansive and evolving domain of the internet.  

 

 

Machines: The interplay among machines, 

infrastructure, and internet "end points" forms a 

dynamic nexus of financial investments and user integration within the digital economy. This synthesis 

encompasses not only the tangible investments in technological assets like machines and infrastructure 

but also the intricate process of integrating end-users into the digital economic framework. The 

synergy between spending initiatives and user integration underscores the holistic nature of the digital 

economy, where technological advancements and user engagement are intricately interwoven to shape 

the contemporary economic landscape. 

 

Figure 4 - Annual Web Page Growth. 
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Web Traffic: Internet traffic stands as a tangible manifestation of our engagement with the internet, 

offering a comprehensive gauge of the volume, nature, and dynamics of our online interactions. It 

serves as an observable indicator, capturing the ebb and flow of data exchanges, content consumption, 

and user interactions across the digital landscape. This metric not only signifies the quantitative aspects 

of our internet use but also encapsulates the qualitative dimensions, providing insights into trends, 

preferences, and the evolving nature of our online behaviors. 

 

 

Internet Business Fundamentals 

Enterprises operating within the internet domain, comprising 

service providers and online platforms, typically follow a growth 

model resembling monopolistic utilities. These entities allocate 

significant investments toward initial infrastructure or software 

development, aiming to achieve economies of scale where 

maintenance costs decrease substantially as they acquire a 

widespread customer base. 

 

However, exceptions to this model often arise in high-value or niche markets that operate under 

conventional terrestrial sales dynamics. Such entities mirror virtual brick-and-mortar stores, similar to 

terrestrial businesses expanding into the online realm to complement their existing operations. 

 

It is crucial to understand the nuanced distinctions between expansive online platforms like eBay and 

traditional brick-and-mortar retailers with an online presence. While retailers may establish a digital 

footprint by showcasing products and offering basic contact information, internet-based businesses 

involve deeper integration, relying heavily on online operations, transactions, and digital interactions. 

Traditional physical stores primarily focus on selling tangible products, whereas platforms like eBay 

are services that facilitate the selling process. 

 

Smaller retailers venturing into supplementary online sales within existing markets maintain their core 

business dynamics, facing analogous customer barriers and logistical challenges, including shipping, 

proximity to services, and local market competition, akin to their terrestrial counterparts. In this 

scenario, an online store serves as a complementary sales channel, enhancing the overall business 

strategy of the parent company. Recognizing these intricacies is vital for strategic planning and aligning 

business objectives in the evolving landscape of online commerce.  

 

Figure 5 -  Global Internet Traffic [Cisco VNI]. 
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“Universal Law of the Internet” 

In the realm of internet services, expansion often adheres to a logarithmic scaling pattern, exhibiting 

hyper-growth dynamics across various developmental stages. Growth, a fundamental metric measured 

by percentage change, remains pivotal until a company reaches maturity. The theoretical underpinning 

of hyper-growth lies in a logarithmic curve, spotlighting substantial shifts in numerical values, 

particularly concerning user counts. The essence of hyper-growth hinges on achieving accelerated 

expansion rates. 

 

Critical considerations in hyper-growth encompass the time frame and calculation period, dictating 

growth rate objectives. The significance of growth metrics varies; for instance, a jump from 75 to 150 

customers represents 100% growth, while a similar numerical change from 10,000 to 10,075 customers 

may seem minor despite a 75-unit difference. Conversely, a 50% growth applied to an existing 10,000 

customers results in a significant increase to 15,000, representing half the cumulative total before this 

calculation period. 

 

However, rapid growth phases pose challenges in sustaining consistent progress, potentially leading 

to the dreaded growth plateau or exposing inherent issues within the business structure. Scaling goes 

beyond customer expansion, necessitating adjustments in workforce, organizational framework, and 

infrastructure to align with these rapid transformations. 

 

The apprehension surrounding the growth plateau indicates that a company is either nearing market 

saturation or has failed to scale its internal operations proportionately to its increased size. Early 

plateaus are particularly concerning, suggesting potential hurdles in realizing envisioned potential as 

strategized by venture capital investors and the broader stock market.  

 

A comprehensive understanding of these trends is vital for formulating strategies to ensure long-term 

sustainability beyond the initial phase of rapid expansion. 

 

Life Cycles & Hyper Growth 

In the ever-evolving landscape of the digital economy, the trajectory of internet company growth 

follows a fascinating path reminiscent of traditional business cycles, yet accelerated to meet the 

demands of the online realm. At its genesis lies the emergence phase, characterized by innovation and 

the introduction of novel ventures into the market. From there, these companies embark on a journey 

of rapid and exponential expansion, fueled by investment and speculation that can profoundly 

influence various sectors and industries within the internet domain. 
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Understanding the growth trajectory of internet companies is paramount for investors and analysts, 

as it forms the bedrock of business finance models and strategic decision-making processes. During 

the initial stages, internet firms often experience explosive growth rates, sparking enthusiasm and 

attracting significant investment. However, as these companies mature and penetrate deeper into the 

market, growth rates tend to plateau, signaling a transition to a new phase of the business cycle. 

 

This pivotal transition is marked by strategic shifts and organizational adjustments as companies adapt 

to their changing market dynamics. While in traditional markets, a decline in growth rates might signify 

market saturation, for internet companies, it often heralds a shift towards profitability and 

sustainability. This growth trajectory, resembling an inverted bell curve, represents a significant 

milestone for online businesses as they navigate the complexities of the digital landscape. 

 

Accounting & Cost Understanding 

The interconnection between accounting principles and 

internet enterprises is of paramount importance, intricately 

molding internet services and determining the overall 

business landscape. While an in-depth understanding of 

finance is not necessary, grasping the fundamental 

relationship is essential as it acts as a fundamental 

constraint within the business model, serving as one of the 

pivotal elements of the internet. 

 

Later in this book, we will delve into this subject, exploring its function as an online business model 

and strategy. For now, let's examine its economic repercussions and its correlation with the broader 

internet sphere. It's crucial to acknowledge that these dynamics primarily pertain to businesses 

exclusively operating on the internet, distinct from a sales channel associated with a brick-and-mortar 

business. Recognizing this differentiation is crucial. For instance, an e-commerce platform like 

Amazon serves as a sales venue, while Walmart's online sales channel functions as an additional 

purchasing avenue, extending the reach of its physical store and logistics chain. 

 

Accounting regulations dictate that all expenses related to product development and website creation 

are treated as sunk costs and cannot be recouped as expense offsets. While this results in a valuable 

asset on the balance sheet, these expenditures cannot be factored into the sales profit/cost margin 

calculation. This threshold typically pertains to "product viability" beyond a basic "prototype." For 

instance, a startup investing millions into an e-commerce prototype can only include revenue 

Figure 6 - internet Growth Curve 
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generated from transactions and server costs in its profit margin calculations, and are unable to pass 

on the million-dollar startup expenses to customers, or use them in any sort of profit-making 

calculations. As such, monetization of the business becomes a function of the services it provides and 

has almost no relation to the time or money spent developing the product or platform. - This is 

different from capitalization and monetization methods used in non-internet businesses. 

 

Consider the cost for Amazon to sell a product or an advertising company's expense to display an 

advertisement - often, these costs amount to mere pennies. It exemplifies the need for scaling and 

how offsetting the development cost of potentially millions of dollars would improperly reflect the 

business standing and give them an unfair tax advantage. 

 

Also, this accounting approach draws parallels to a monopolistic utility: development costs are sunk, 

individual product costs are minimal, yet revenue potential can be substantial. At its simplest level, the 

margin dynamics mirror each other as profit increases with each additional unit delivered, leading to 

rising margins. Consequently, the relationship between profit and the number of users or services 

provided is straightforward. However, a fundamental difference lies in the objectives: a utility aims for 

broad service at the lowest possible price, whereas a typical internet service strives for maximum profit 

by charging the highest feasible price, constrained by the dynamics of perfect competition. 

 

An intriguing aspect of this market dynamic lies in the "winner takes all" competition approach. Many 

companies, particularly the "dot com's," operate at financial losses during their initial years as they try 

to scale-up to be profitable. It is intriguing that in the digital sphere valuation is often based on Wall 

Street dynamics rather than traditional methods; Their value isn't solely determined by traditional 

profit-and-loss metrics but rather by their potential future value and the potential stock prices which 

is a function of consumer sentiment more than intrinsic value. Success is gauged by achieving critical 

milestones rather than simply amassing capital and profitability. This scenario fosters an attrition battle 

as companies endeavor to outlast competitors and secure market dominance. Those unable to reach 

their milestones or those who outspend their venture capital investments often cease operations, 

exiting the competition. 

 

Although this doesn't constitute a monopolistic market, the outcome frequently leads to a single 

dominant market participant. For example, in sectors like streaming music services and ride-sharing, 

only one or two companies endure after a few years, consolidating dominance in the market. 
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SUMMARY 
 
Approaching the internet from an economic standpoint involves delving into the concept of digital 

economies, viewing the internet and its various subsets as autonomous entities. This economic 

framework is intricately crafted to align not only with established macroeconomic principles but also 

with traditional micro-economic elements, facilitating academic progress and the crafting of effective 

policy strategies. Understanding the constituent elements of the internet requires acknowledging it as 

a self-contained entity with unique controls and market dynamics. 

 

Segmenting digital economies based on population saturation and technological advancement 

provides insights into their distinct developmental stages, offering a valuable tool for predicting the 

growth trajectory of emerging economies. The utilization of tiered ranking methodologies further 

enhances predictive analysis, enabling a nuanced exploration of usage profiles within different 

developmental phases. This comprehensive understanding is essential for informed decision-making 

and strategic planning in the dynamic landscape of Internet Economics. 

 


