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IT Services
Ears to the ground: Lack of urgency to spend

m Pipeline opportunity could be highest, but the quantum of conversion book is
key.

m Enterprises are using the current uncertainty to right-size their organization
and hence, a general lack of urgency to spend.

= Travel advisory has led to clients cancelling or postponing visits to CoEs in
India in May 2025. Adds a new vector to decision-making delays.

Keep an eye on bookings

Our recent industry interactions suggest the following put and takes - 1) companies remain
cautious, given the uncertainty, and are still hesitant to take long-term decisions
(procrastination has increased) but the reconciliatory stance, especially on reciprocal
tariffs, has helped de-escalate the situation, 2) deal conversations are underway but
advisory-led proposals (RFPs) with long-term road-maps have complex constructs and are
elongating the decision timeframe, 3) pipeline opportunity could be at its peak but the
pertinent question for investors is “what is the quantum of conversion book & rate”, 4)
enterprises are using the current uncertainty to right-size their organization/spending, given
the inflationary pressure, 5) global conflicts have impacted client visits to Centres of
Excellence (CoEs) and has elongated deal closure, and 6) it is a highly negotiator's market
(need to be agile, flexible and accommodative).

India conflict impacted travel plans of clients

4QFY25 commentary did highlight an abrupt decision-making pause in Mar 2025, for
reasons known, while the news flow turned conducive as the 90-day tariff pause window
was introduced. That said, we heard instances of less client meetings in the month of May
2025 as travel advisory led to cancellation or postponement of visits to CoEs in India. This,
in turn, added a new vector to decision-making delay, especially for global capability centre
or GCC-led deals.

Al-led productivity is the big elephant in the room

Recent discussions indicate that the deflationary impact of artificial intelligence (Al) on
revenue, led by productivity pass-back, is unlikely a near-term phenomenon. We have been
highlighting that clients continue to seek ‘doing more for less’ i.e. to optimize legacy projects
to fund small-ticket Al-led ones. This, in turn, is driving vendor consolidation, driving the
competitive intensity higher, creating staffing challenges, and pressurizing the margin
profile of deals. Hence, building margin expansion for FY26F could be aggressive.

Favourable scale aiding Tier-II’s but entry valuations unfavourable
We had outlined the key building blocks, in our 7 Dec 2021 sector thematic report, which
could help mid-sized or Tier-1l vendors to emerge as winners post the Covid-19 pandemic
technology upgrade cycle. Interestingly, Zensar Technologies (ZENT IN: UNRATED) CEO
attributed the same as key reasons which could help Tier-ll companies to capture
incremental mind and market share as the current technology (Al) change has made the
field level-playing.

Potential budget flush in 2HFY26F?

We also heard of a potential budget flush in 2HFY26F, given the current procrastination in
spending, delay in decision-making and/or ramp-ups, and tepid spending pattern in
1HCY25. That said, it may not be a true reflection of structural recovery as Al-led
deflationary pressure could outweigh the near-term tailwinds, if any.

Demand trend across verticals

Demand trend across banking, healthcare, energy, mining, and insurance verticals appear
to be better vs. manufacturing, hi-tech and retail. That said, there appears to be no real
urgency to spend, even within the segments having a better demand trend.
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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.




