A Global Crisis Drives

Opportunities@Home

uring the pan-
demic, there
was a lot of
demand for off-
shoring. Since
India remains

anattractiveoffshorelocation, it will
not be unusual to see much demand
getting diverted to India, this time
too,” Gartnerseniordirectoranalyst
DD Mishrasaid,addingthat whenev-
erthereisafinancial crisisglobally,
offshoring is used to optimise costs.
And India, being the world's I'T pow-
erhouse, standstogain.
Outsourcingmeanshiringanexter-
nal company or team of developers
to work on a software solution, espe-
cially when the vendor has a known
level of expertise in executing such
projects. WhileIndianITmajorsbuilt
theirentiremodelsaroundoffshoring
theoutsourced work to cost-effective
delivery locations like their home
country, the share of offshore rev-
enues and business often fluctuates
with global geopolitical concerns.

“Customers are also looking

at how they can reduce their

operating expenses, which

means more efficiency,
bringing more automation
and trying for more
offshoring. So
cuslomers are
adopting these
multiple
stralegies”

C Vijayakumar,

CEOQ,
HCLTech

TopITCEOsconcurthatthecurrent
global uncertainty spells opportu-
nity. Executives are of the view that
demand will increase through the
current fiscal year as enterprises
will double down on value realisa-
tion with their existing providers
with a higher margin for offshoring
contracts. Numbers too suggest a
growing trend toward offshore. For
instance, Infosys has increased its
share of onshore revenue mix from
72.4% in F'Y20, which was before the
pandemic hit, to 76% in FY22 before
it dipped slightly to 75.4% in FY23.
Similarly, Wipro’s share increased
from47.1% in FY20t059.1% in FY23.

Infosys CFO Nilanjan Roy pointed
outthatoffshoringand utilisationim-
provements will bethetopmetricsto
improve margins in the ongoing fis-
cal. “Onsite offshore mix, post-Cov-
id, slightly went askew because, of
course, there wassome travel which
went back. That now strategically
can be looked at as we can offshore
more work,” hesaid duringthe com-
pany’s fourth-quarter earnings call

For the Indian IT industry, the current economic uncertainty gripping the world is worrying.
But every crisis is an opportunity: to expand the share of outsourcing as organisations
Indian shores. Romita Majumdar captures the trend

tighten belts and send more work to
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Similarly, HCLTech CEO C
Vijayakumar said that as custom-
ers continue to look for more cost
optimisation, they areopeningupto
more outsourced roles. “Customers
are also looking at how they can
reduce their operating expenses,
which means moreefficiency, bring-
ing more automation and trying for
more offshoring. So customers are
adopting these multiple strategies,”
said Vijayakumar.

Sudhir Singh, CEO of IT midcap
Coforge, also noted a similar em-
phasis on offshoring components of
deals for eking out margins but also
as innovation drivers. “Customers
are looking for innovation coming
from offshore. They're looking for
value coming from offshore and not
justarbitrage,” said Singh. These is-
suescomeatatimewhentheindustry

expectssustained marginpressures
duetohighemployeecostsandalack
of pricingimprovement.

GLOBETROTTING

As Indian and global IT service
providers seek out more cost-ef-
fective geographies for offshoring

lllustration
by ANIMISHA

requirements like Latin America,
the Philippines and North Africa,
experts said India continues to com-
mandapremiumduetothenatureof
talentavailable.

Everest Groupchiefexecutive Peter
Bendor-Samuel said that it is hard
to compare the Indian IT market to

THE REVENUE MIX

Share of offshore revenue mix has increased for IT firms since Covid-19
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Mahindra has changed its reporting metric, which is not comparable for the given period

WHY INDIA IS RIGHTSHORING CHOICE

» Beyond traditional
outsourcing, IT enterprise
clients are looking at
India as a major
co-innovation hub

» Markets like Latin America,
Eastern Europe and
Philippines are increasingly
becoming popular
offshoring destinations but
the scale of Indian talent
makes it a big draw

+ As managed services
demand soars and

companies are more open
to offshoring during
tougher market conditions.
The current trends lean
toward ‘rightshoring’ more
than just traditional forms
of offshoring

« Analysts expect the Indian
market to capture the lion’s
share of the cost-savings
driven market. India
remains the low-cost and
high-skill destination for IT
& tech services, say experts

otheroffshoringdestinationssuchas
thosecitedabove duetothediversity
available. Heexpectsthe Indianmar-
ket to capture the lion's share of the
cost-savingsdriven market.

“The Philippines may do well on
voice, however we see generative Al
aspotentially disruptingthismarket
quickly. Eastern Europe looks like
it is well positioned to recover the
work lostduetothe Ukraine warand
continue its growth but it isa much
smaller market than India and does
notlook like it will detract meaning-
fullyfromthegrowth prospectsofthe
Indianmarket,” said Bendor-Samuel.

India is still the low-cost and high-
skilllocationforITandtechservices,
he added. Former TCS CEO Rajesh
Gopinathantold ET thatthedemand
foroffshoringservices willdraw com-
paniestothecountry.

“Indiaasadestination for work will
continue to remain very attractive.
AndIthinktheleverage willkeepon
goingup,” hesaid.

In fact, during its January-March
Index call, ISG observed that provid-
ers are laser-focused on optimising
theirdelivery pyramidsand the mix
of onshore-offshore delivery which
lead to more offshore work. Credit
rating agency S&P Global Ratings
expects overall IT services revenue
growth to slow down to about 5% in
FY24 from double-digit growth ear-
lier. This broadly represents a slow-
down across segments due todiscre-
tionary IT spendingcuts. Infact, the
firm believes that Indian I'T majors
have more to offer beyond just tradi-
tional outsourcingtypesofdeals.

“We believe solid client relation-
ships, high contract renewal rates
and healthy recurring revenue
streams--including traditional out-
sourcingservices--provide goodrev-
enuevisibility forI'Tplayersandlimit
downside,” said S&P Global Ratings
analyst Spencer Ng. “Besides, lead-
ing Indian I'T majors have evolved
overthepastfew yearsfrombeingtra-
ditional outsourced service provid-
ers towards offering more complex
digital services.” However, current

“Customers are looking for
innovation coming from
offshore. They're
looking for value
coming from
| offshore and not
- &. | justarbitrage”

= Sudhir Singh,

CEO,
Coforge

trends suggest that the value propo-
sition is shifting to innovation over
labourarbitrageforglobal customers.
As managed services demand
soars and companies are more open
tooffshoringduringtougher market
conditions, thecurrent trendslean to-
ward “rightshoring” more than just
traditional forms of offshoring, said
NamrathaDharshan, chiefbusiness
leader, ISG Research.
Rightshoringis the process of stra-
tegically selectingdeliverylocations
thatmatch theclient’stimezone with

“India as a destination for
work will continue to remain
very attractive.
And I think
the leverage
will keep on
goingup”
Rajesh
Gopinathan,

Former CEO,
TCS

“Post-Covid, the onsite-
offshore mix went askew
because there was some
travel which went back. Now,
that can be "
strategically y
looked at, as we
can offshore
morework”

Nilanjan Roy,
CFO, Infosys

geographical proximity to onsite
delivery teams. In addition, right-
shoringisnotjust about location but
about the outsourcing decision that
provides most cost optimisationand
other business benefits.

This trend also ties in with a large
number of delivery and innovation
centres that Indian IT providers,
both largecaps and midcaps alike,
have been setting up in regions such
as eastern Europe, Canada, Mexico
andNorth Africaamongotherssince
thepandemic. Yet, India’stechnology
talent pool continuestobeadifferen-
tiator in thisspace.

“Fromatalent perspective, the way
some of the service providers are
investing... In fact, not just Indian
service providers, even the global
service providers are focused on in-
vestinginuniversities,andtier ITand
III cities in bringing up innovation
centresand CentresofExcellenceand
grooming that talent in India,” said
Dharshan. Therearefew offshorelo-
cations that give the IT outsourcing
industrythelevel of institutional sup-
portseenin India, sheadded.



