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Near-term tech demand outlook remains subdued 
 

We met a few IT services companies and industry participants and also attended the 
NASSCOM GCC event during our recent Bangalore trip to get a sense on the demand amid 
adverse macro environment. Our discussions indicate continued pressure on near-term 
tech spending at large enterprises, along with cost-saving mandates for their technology 
teams, especially in the BFSI and Retail/Consumer sectors. While the long-term focus is on 
the implementation of technology and the expansion of GCC footprint (to handle in-house 
capabilities), the current environment means stable or lower spending in the near term. 
We continue to see the cost optimization trend as positive for TCS given its superior 
capabilities to execute cost-saving mandates. We reiterate TCS as our top pick for 2023. 
Here are the key takeaways from our meetings: 
 
Near-term demand continues to face macro headwinds  
 Our interactions with industry participants and experts at the NASSCOM 

GCC event in Bangalore suggest that large corporate clients continue to 
keep tight control over their technology budgets. 

 A persistently weak macro environment in the US and Europe is leading 
to a cautious near-term outlook on technology spending, especially at 
large banks, with cost optimization work being outsourced to tech vendor 
partners. 

 For example, a large global bank has a clear mandate for its team to cut 
the technology budget and is aggressively pushing IT vendors to cut costs.  

 Few banks and their advisory partners indicated that they have a clear 
focus on costs until they see a better economic environment. 

 Similarly, despite having a broad focus on technology adoption, a big CPG 
company has trimmed its technology team, including closing specific 
projects in their India captive.  

 The Media & Entertainment industry remains under pressure after strong 
spending in 2022. In few cases, spending on IT vendors has declined 20% 
from the previous year. 

 We witnessed meaningful interest in language learning models (LLM like 
GPT 4) from corporates, although there is high concern about regulatory 
risks on business deployment and the ability to control the output. 

 
High demand for senior leadership talent 
 Our discussions with a senior tech recruiter and industry participants 

suggest that the movement of mid-to-senior leadership at IT services 
firms is a reality, partially on account of multiple CEO-level changes. 

 Moreover, there is demand for senior talent from both IT services and 
captives, especially in delivery roles. 

 Captives are benefitting from high inflation in the US/Europe as the cost 
of talent remains a constraint there. Hence, the expansion in India is a 
viable business case despite weak macro. 
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ER&D demand driven by selective verticals 
 Demand in the automotive vertical remains very strong and has not been

affected by weak macro.
 Engineering captives continue to grow as more companies add presence in India

to take advantage of talent availability.
 Aerospace continues to see strong spending from customers as demand for

travel remains very high. The industry saw pressure from high layoffs during the
pandemic, which is now resulting in talent scarcity.

 Similarly, the automotive sector’s spending on electrification and autonomous is
expected to remain elevated for the next 5-7 years.

 On the other hand, the medical devices space has seen a moderation in
spending due to changes in EU MDR adoption requirement (delayed to 2027
from 2024).

 Similarly, the Media and Entertainment industry is still recovering from high
spending in the last few years and is expected to remain weak in the near term.

 While supply was a major concern few months ago, it is now easing rapidly and
turning into overcapacity.

 The long-term outlook for the industry remains strong due to low penetration
compared to IT services. Unlike in past, corporates have proactively started
looking for partners in the ER&D space, although captive remains a focus area.

Valuations and view – positive on longer-term secular demand  
 We remain positive on the long-term demand outlook for the IT services

industry amid growing tech adoption from enterprises, near-term growth is
seeing signs of slowdown on account of macroeconomic pressure in key
economies. The cautionary environment has reprioritized spends toward cost
optimization initiatives and has also led to tighter scrutiny and delayed approval
cycle.

 FY25E earnings growth with attractive payouts should make the tier-1 pack
more preferable over tier-2. We remain selective in the space and view any
correction in the preferred names as an opportunity to accumulate further. We
prefer TCS (top pick), HCLT, and INFO within our tier-1 IT coverage

Exhibit 1: Tier I (Top Five) Median Payout Yield looks attractive 

Note: TechM is included from FY11, FY20 trend was impacted due to Covid, FY24/25E Yield as per current MCap           Source: MOFSL, Company 
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Industry Charts 
Exhibit 2: Tier I USD Revenue Growth (YoY %) 

Source: MOFSL, Company 

Exhibit 3: Tier II USD Revenue Growth (YoY %) 

Source: MOFSL, Company 

Exhibit 4: Tier I EBIT Margin (%) 

Source: MOFSL, Company 

Exhibit 5: Tier II EBIT margin (%) 

Source: MOFSL, Company 

Exhibit 6: Median Utilization – IT Coverage 

Source: MOFSL, Company 

Exhibit 7: Median Attrition  - IT Coverage 

Source: MOFSL, Company 

Exhibit 8: Overall Headcount Addition (‘000)  - IT Coverage 

Source: MOFSL, Company 
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Industry Charts 
Exhibit 9: FY23 BFSI Exposure % 

Source: MOFSL, Company 

Exhibit 10: FY23 Retail/CPG Exposure % 

Source: MOFSL, Company 

Exhibit 11: FY23 US Exposure % 

Source: MOFSL, Company 

Exhibit 12: FY23 Europe Exposure % 

Source: MOFSL, Company 
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Exhibit 13: Valuation Table 

Company Rating Price 
(INR) 

MCap 
(USD b) 

Target 
Price 
(INR) 

Upside/ 
Downside 

(%) 

EPS P/E (x) Rev growth 
(%) (CC) EBIT Margin (%) PEG 

FY24E FY25E FY24E FY25E FY24E FY25E FY24E FY25E FY23-25E 
TCS Buy 3,308 147 3,860 17% 132.4 154.3 25.0 21.4 7.7% 12.1% 24.5% 25.5% 1.4 
Infosys Buy 1,299 66 1,520 17% 63.2 72.3 20.6 18.0 5.2% 11.3% 21.1% 21.7% 1.5 
Wipro Neutral 405 27 360 -11% 22.0 25.5 18.4 15.9 2.2% 10.9% 16.2% 16.9% 1.4 
HCL Tech Buy 1,137 37 1,250 10% 60.6 69.3 18.8 16.4 6.8% 12.5% 18.4% 18.8% 1.3 
TechM Neutral 1,122 12 1,080 -4% 59.8 72.1 18.7 15.6 4.7% 10.1% 11.7% 12.9% 1.3 
LTIM Neutral 4,990 10 4,650 -7% 174.0 211.2 28.7 23.6 9.5% 14.5% 16.6% 17.6% 1.3 
Mphasis Neutral 2,020 5 1,780 -12% 91.2 111.3 22.1 18.1 -0.4% 14.2% 15.4% 16.3% 1.4 
LTTS Buy 3,936 5 4,040 3% 132.0 155.4 29.8 25.3 20.3% 15.4% 17.3% 17.7% 1.4 
Coforge Neutral 4,590 3 4,290 -7% 177.7 195.0 25.8 23.5 16.5% 13.5% 14.3% 14.7% 1.1 
Persistent Neutral 5,231 5 4,870 -7% 162.0 187.4 32.3 27.9 15.4% 14.6% 16.0% 16.1% 1.2 
Cyient Buy 1,459 2 1,450 -1% 73.9 85.3 19.8 17.1 18.0% 14.0% 13.9% 14.1% 0.6 
Zensar Buy 404 1 390 -3% 20.7 24.2 19.5 16.7 3.4% 13.3% 11.3% 11.8% 0.6 

Source: MOFSL, Company 

Exhibit 14: 1-Year Forward PE - IT Sector 

Source: MOFSL, Company 

Investment in securities market are subject to market risks. Read all the related documents carefully before investing 
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