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IT Services  
Changing dynamics warrant recalibration 

■ History says tariffs are not good for earnings upgrade/decision-making. 

■ US government hiring may not be revealing the true picture of unemployment. 

■ Nifty IT index outperformance + potential lower global growth + consumption 
focus in the Union budget = trimming of profitable positions. We turn Neutral. 

What is priced in?  
Since our Overweight call on the IT sector on 21 Aug 2024, Nifty IT Index has outperformed 

Nifty Index by 6.3% while the peak outperformance, going into 3QFY25 earnings, in Dec 

2024 was ~15% and largely attributable to reasons mentioned in our report. However, 

recent news flow on tariffs is not constructive for earnings upgrade and decision-making. 

As seen historically, the first-order impact could be trimming of P/E multiples followed by a 

second-order impact of potential earnings downgrade.  

History says tariffs less constructive for earnings/decision-making 
While the news flow of Mexico, Canada and China tariffs is well understood, we would like 

to remind investors of the impact of restrictions on Huawei in 2019 & the retaliatory steps 

by China to stop buying US agricultural goods. The escalation led to an increase in the 5G 

network roll-out cost for European telecom providers while lower imports negatively 

impacted the outlook of US farm equipment players. Potential lower global growth from 

tariff-led uncertainty could lead to delay in decision-making and change the IT spending 

pattern due to client-specific challenges. Put together, it outweighs the positives in the near 

term. Depreciating Indian rupee & CFO yield are key offsets and valuation anchors. 

US jobs data may not be revealing the real picture of unemployment  
Although we believe that the Department of Government Efficiency (DoGE) may not be an 

impediment to IT spending but, on the contrary, may accelerate the efficiency/cost take-out 

theme-driven IT outsourcing, our analysis of jobs data suggests that it may not be revealing 

the real picture of unemployment & poses near-term headwinds. Further, the impending 

layoffs faced by government employees and potentially in the private sector too from the 

return-to-office policy does not bode well for consumer demand and, in turn, for corporate 

America. Our analysis of US jobs data suggests that government hiring (including federal, 

state, and local) accounted for ~22% of total non-farm payrolls during 2023-24 vs. an 

average 6.9% during 2014-22 and an average 2.9% during 2011-20. We believe that 

government hiring has deflated the unemployment rate by ~70-80bp vs. the reported 4.2%.   

Consumption focus in the Union budget could drive a recalibration  
InCred’s Union Budget 2025-26 analysis suggests an all-out-effort to address the 

consumption slowdown challenges and reviving the same through personal income-tax 

rate reduction. Further, InCred also believes that retailing, consumer durable, FMCG, two-

wheeler, car and hospitality sectors could be key beneficiaries. This, coupled with 1) the 

Nifty IT index’s outperformance, and 2) potential uncertainties globally may drive the 

trimming of profitable positions, in the interim, to invest elsewhere.  

Lower asset prices could drive M&A activity globally 
Potential lower asset prices could drive merger & acquisitions (M&A) globally as well by 

Indian IT vendors, especially by Tier-II companies to augment capabilities. Generally, M&A 

leads to integration-related downstream revenue for service providers and aids growth but, 

again, this could be a second-order impact.  

Downgrade IT services sector rating to Neutral from Overweight 
Although, we had highlighted in our 12 Dec 2024 report that changing business dynamics 

(including recovery in demand led by FSI and retail verticals, improvement in decision-

making and potential uptick in CY25F IT budgets) coupled with capability investments could 

improve absolute growth assumptions of Tier-II companies and hence, warrants a relook, 

we believe the dynamics are changing rapidly and needs a quick recalibration too. We may 

again hide in Tier-I companies and use better entry valuations to turn BUYers in Tier-IIs. 

We would revisit the rating/TP of our coverage universe separately.   

   India 

Neutral (previously Overweight) 
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Figure 1: Nifty IT index outperformed Nifty index since our Overweight stance in Aug 
2024 

 

SOURCE: INCRED RESEARCH, COMPANY REPORTS 

 

Figure 2: Top 20 export partners of the US 

Country Share, % Export CAGR, 2019-2023 

Canada 17.5% 4.8% 

Mexico 16.0% 6.0% 

China 7.3% 8.6% 

Netherlands 4.1% 12.7% 

Germany 3.8% 6.3% 

Japan 3.8% 0.6% 

United Kingdom 3.7% 1.8% 

Republic of Korea 3.2% 3.5% 

France 2.2% 4.2% 

Brazil 2.2% 1.1% 

Singapore 2.1% 8.0% 

India 2.0% 4.1% 

Taipei, China 2.0% 6.3% 

Belgium 1.9% 2.8% 

Australia 1.7% 6.8% 

Italy 1.4% 5.1% 

Switzerland 1.4% 11.7% 

Hong Kong, China 1.4% -2.5% 

Spain 1.2% 13.0% 
 

SOURCE: INCRED RESEARCH 

 

Figure 3: Top 20 import partners of the US 

Country Share, % Import CAGR, 2019-2023 

Mexico 15.1% 7.5% 

China 14.1% -1.2% 

Canada 13.6% 7.2% 

Germany 5.1% 5.8% 

Japan 4.8% 0.8% 

Republic of Korea 3.8% 10.6% 

Vietnam 3.7% 14.5% 

Taipei, China 2.8% 12.6% 

India 2.8% 9.8% 

Ireland 2.6% 7.4% 

Italy 2.4% 6.3% 

United Kingdom 2.1% 0.4% 

France 1.9% 0.1% 

Thailand 1.8% 14.0% 

Switzerland 1.7% 3.9% 

Malaysia 1.5% 3.4% 

Brazil 1.3% 6.3% 

Singapore 1.3% 11.1% 

Netherlands 1.2% 6.4% 

Indonesia 0.9% 7.4% 
 

SOURCE: INCRED RESEARCH 
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Figure 4: Government hiring accounted for 22% of the total US non-farm payrolls vs. 
2.9% during 2011-20 

 

SOURCE: INCRED RESEARCH 

 

Figure 5: Substantial government hiring may not reflect the true picture of the US 
unemployment rate 

 

SOURCE: INCRED RESEARCH 
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DISCLAIMER  
 

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research 
Services Private Ltd. (formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with 
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its 
trademark for use in this report. 

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related compan ies. This report is not 
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, 
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing 
requirements within such jurisdictions. 

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, 
stored or reproduced in any form by any means; or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any 
purpose without the prior written consent of IRSPL. 

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.  

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity 
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this 
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant; 
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy, 
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their 
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including 
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.  

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market 
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market. 
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information 
disseminated by regulatory information services, other publicly available information and information resulting from our research. While every effort is 
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other 
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are 
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of 
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose 
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any 
person to buy or sell any investments. 

The opinions expressed are based on information which is believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made (information barriers and other arrangements may be established, where necessary, to prevent conflicts of 
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their 
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among 
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request. 

The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or 
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India. 
No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being made, or 
intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other 
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other 
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests. 

IRSPL may have issued other reports (based on technical analysis, event specific, short-term views, etc.) that are inconsistent with and reach a 
different conclusion from the information presented in this report. 

Holding of Analysts/Relatives of Analysts, IRSPL and Associates of IRSPL in the covered securities, as on the date of publishing of this report 

 

Research Analyst or his/her relative(s) or InCred Research Services Private Limited or our associate may have any financial interest in the subject 
company. 

 

Research Analyst or his/her relatives or InCred Research Services Limited or our associates may have actual or beneficial ownership of 1% or more 
securities of the subject company(ies) at the end of the month immediately preceding the date of publication of the Research Report. 

 

Research Analyst or his/her relative or InCred Research Services Private Limited or our associate entities may have any other material conflict of 
interest at the time of publication of the Research Report. 
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In the past 12 months, IRSPL or any of its associates may have: 

 

a) Received any compensation/other benefits from the subject company, 

b) Managed or co-managed public offering of securities for the subject company, 

c) Received compensation for investment banking or merchant banking or brokerage services from the subject company, 

d) Received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject 
company 

 

We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the 
research report. 

 

Research Analyst may have served as director, officer, or employee in the subject company. 

 

We or our research analyst may engage in market-making activity of the subject company. 

 

Analyst declaration 

• The analyst responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his 
or her personal views and opinions about any and all of the issuers or securities analysed in this report and were prepared independently and 
autonomously in an unbiased manner. 

• No part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations(s) or 
view(s) in this report or based on any specific investment banking transaction. 

• The analyst(s) has(have) not had any serious disciplinary action taken against him/her(them). 

• The analyst, strategist, or economist does not have any material conflict of interest at the time of publication of this report. 

• The analyst(s) has(have) received compensation based upon various factors, including quality, accuracy and value of research, overall firm 
performance, client feedback and competitive factors. 

 

IRSPL and/or its affiliates and/or its Directors/employees may own or have positions in securities of the company(ies) covered in this report or any 
securities related thereto and may from time to time add to or dispose of, or may be materially interested in, any such securities. 

 

IRSPL and/or its affiliates and/or its Directors/employees may do and seek to do business with the company(ies) covered in this research report and 
may from time to time (a) buy/sell the securities covered in this report, from time to time and/or (b) act as market maker or have assumed an 
underwriting commitment in securities of such company(ies), and/or (c) may sell them to or buy them from customers on a principal basis and/or (d) 
may also perform or seek to perform significant investment banking, advisory, underwriting or placement services for or relating to such company(ies) 
and/or (e) solicit such investment, advisory or other services from any entity mentioned in this report and/or (f) act as a lender/borrower to such 
company and may earn brokerage or other compensation. However, Analysts are forbidden to acquire, on their own account or hold securities 
(physical or uncertificated, including derivatives) of companies in respect of which they are compiling and producing financial recommendations or 
in the result of which they play a key part.  
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Corporate Office: 05th floor, Laxmi Towers, Plot No. C-25, G Block, Bandra – Kurla Complex, Bandra (East), Mumbai – 400051 

Phone: +91-22-4161-1500 

Name of the Compliance Officer: Mr. Yogesh Kadam 

Email ID: compliance@incredresearch.com, Phone No: +91-22-41611539 

For any queries or grievances, you may contact the Grievance Officer.  

Name of the Grievance Officer: Mr. Rajarshi Maitra  

Phone no. +91-022-41611546  

Email ID: rajarshi.maitra@incredresearch.com 

CIN: U74999MH2016PTC287535 

 

 

 

 

 

 

 

 

mailto:compliance@incredresearch.com
mailto:rajarshi.maitra@incredresearch.com


 

 

Technology │ India  

 IT Services │ February 02, 2025 
 

 

 

 

6 
 

 

Recommendation Framework 
Stock Ratings Definition: 

Add The stock’s total return is expected to exceed 10% over the next 12 months. 

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months. 

Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months. 

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the forward net 
dividend yields of the stock.  Stock price targets have an investment horizon of 12 months. 
    

Sector Ratings Definition: 

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation. 

Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation. 

Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation. 

    

Country Ratings Definition: 

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark. 

Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark. 

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark. 
      

 
 

 
 


