New HIB norms ltkely to httl T firms’ margins

Replacing H1B visa holders with more local
hires will keep weighing on costs for big firms
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Afurthersqueezeisexpectedin this
financial year on the operating margin
ofIndian information technology

(IT) companies.

Mostofthetop ones saw amargin
dilution in2018-19, with spiraling
employee cost, triggered by massive
hiringin onshorelocations. The USis
theirlargest market interms of revenue
contribution and they have been aiming
atfarmorelocal hiring there. Ashortage
of newtechnology talentisanother
factor. Employee expenses account for
60-65per cent of total operating cost and
areport from rating firm CRISIL says
employeeexpenseand the cost per
employee for tier-Icompaniesroseat17
percentand 9 per centinFY19, respe-
ctively, compared with around 6 and 3
per cent, respectively, ayear before.

Formid-tier players, theincrease in

employee expense was around 13 per
cent forthe first nine months of FY19;
manyareyetto declare their fourth
quarter results. “The cost peremployee
for tier-Iplayersrose to¥479,540in the
last quarter of financial year 2019, asharp
9per centyear-on-year increase,
compared with lessthan5percentinthe
previouseight quarters,”wrote Hetal
Gandhi, director at CRISIL. Theincrease
in cost per employee could be attributed
totherisingnumber of onsitelocal hires
and higher (more than twofold) salaries
of employeeswith digital skills, since the
average wage hike wasonly 6 to 8 per
centforthe period.
Marginshavebeendeclining
structurally for the past five financial
years, asbilling ratesand utilisation
stabilised. Employee utilisation was high
ataround 85 per centin FY19, with not
muchroom forimprovement. Billing
ratesareexpected toremain under
pressureastraditional servicesbecome

The increase in cost per employee could be attributed fo the rising number of
onsite local hires and higher salaries of employees with digital skills

commoditised. According to CRISIL
Research, IndianIT sector revenue to
growby7to8per centindollar terms
during2019-20, helped by double-digit
growth indigital services. However, the
operatingmarginisexpectedtodecline
by 30-80basis pointsas companies step
up local hiring tofill onsitejobs. For
which, they will have to pay atleast 20-30
per centmoreas compared tosendingan

H-1Bvisa worker from India, it said.

“Definitely (employee) costsare
goingup. The cost of replacement, the
costof fulfillment onsite —you're
hearingthis from industry. Some of that
impactsusaswell,” C Vijaykumar,
president, HCL Technologies, had said
while announcingthe company’s March
quarter result. Employee cost forthe
sector hasrisen foreight quarters,

thoughstaffaddition wasmuted during
FYI18, probably on accountofhigher
onsite cost for players, said CRISIL.
Indian IT firms have had an offsite-
onsite employee mixratio of 80:20.
Employeeswith H-1B visas have been at
thecoreof their strategy, as they cost 20
percentlessthan US-based ones.
Further, theunemploymentrateinthe
USIT sectorwasonly1.8-2per centin
calendar year 2018, compared withan
overalljoblessrate of 3.8-4 percent.
Translatingto higheremployee cost.
Amongthe top companies, only Tata
Consultancy Services haskeptitsstaff
attritionlevels under control. During the
final quarter results’ announcement,
AjoyendraMukherjee, itsthen head of
global human resources, hadsaid there
could besome cost pressureinthelonger
term ifdemand increased, with growth
comingback. Expertssaid firms can try
tooptimiseonsite costs by resorting to
the pyramid model, wherein they can
hirecollege graduatesinahigher
proportion payinglesser salary while the
restofthe positions canbefilled witha
fewdomainexpertsatahigher cost.



