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Trumpcare Pullback: Demand Stimulation Just Became 
More Challenging 
Unlike us, a number of our competitors on the Sell side have focused on the supposed pro-
growth agenda of the new Trump administration in the US to buttress their hopes on pick-
up in growth for the beleaguered Indian IT services sector. Focus of the new Trump 
administration on tax reforms, financial sector deregulation and infrastructure spending 
have all been cited to be drivers of likely buoyancy in the US corporate sector. This was 
expected to result in higher spending on outsourcing by US corporations. The pull-back by 
Republican Party on 24 March 2017 of its ‘American Health Care Act - AHCA’ (also called 
Trumpcare) which was supposed to replace the ‘Affordable Care Act – ACA’ (also called 
Obamacare) represents a significant setback to the legislative agenda of the new US 
government. This has happened because of differences within the Republican Party about 
AHCA. Mr. Donald Trump had made ‘Repeal and Replace’ of Obamacare a key component 
of the presidential campaign and the Republican Party had been opposing Obamacare ever 
since it came into being in 2010. As we had indicated in our earlier update The Trifecta 
Creates Risks, while legislation in the US is likely to be easier than it was in the past with 
the presidency, the House of Representatives and the Senate all in the hands of 
Republicans, we had also stated that it requires efforts from Mr. Trump to marshall 
Republican legislators. With the expected savings from AHCA likely not available to partly 
set off tax giveaways, we believe enacting Trump’s tax reforms (the next big legislation on 
the anvil) will be that much tougher, if not impossible. It could, if it happens, be more of a 
2018 event rather than a 2017 event. This could dampen some of the enthusiasm for extra 
spending that US corporates could have done if the tax bill had gone through. Our view has 
been that a lot of tax bill-related savings by corporates would have been returned to 
shareholders in the form of dividends and share buybacks (as has been the case despite 
record-high corporate profits in the US in the past few years) rather than being spent on 
either capex/opex. We have also been worried that the ‘border tax’ that was supposed to 
bring in extra revenues to the US government to set  off some of the revenues lost through 
lower corporate taxes could have created a lot of uncertainty for those US corporates 
which have global supply chains. A push-back of the legislative agenda could also result in 
softening in US long-bond yields in the coming months, resulting in diminished optimism 
surrounding the US BFSI sector (because of a positive yield curve). 
We have a negative view on Indian IT services sector: In the near term, we believe the 
changes to H1-B visa rules are likely to be realised and they will have a material negative impact 
on the margins of the companies under our coverage over FY17-FY19 (H1-B Related Minimum 
Wage Increase – Material Damage Likely To Margins). We expect RoIC to also move down in 
tandem. We expect the sector to post 3%-6% USD revenue growth in FY18 (likely lowest on the 
street, organic). In our sector reports Structural And Cyclical Speed-breakers Ahead and 
Downside Risks Open Up - It Is That Time Of The Cycle!, we had indicated the reasons for being 
bearish on the sector: These include: (1) The probability of below-trend growth in the US over the 
next 12-24 months is high as the economic cycle is maturing. This, in our view, will have a 
deleterious impact on Global 2000 corporations’ sales growth - key driver of Indian IT sector’s 
revenue growth. (2) We believe volume growth, pricing and margins are all likely to disappoint 
current consensus expectations amid intense competition because of convergence of capabilities 
and strategies among Tier-1 Indian players. (3) We see revenue cannibalisation from automation 
to accelerate as the entire industry is in a challenger-defender paradigm and some players have 
already factored in aggressive assumptions on gains from it and therefore have to deliver unless 
they want to witness material margin downside. (4) We do not believe digital business is material 
enough to offset the pressure one expects in traditional business. Besides we believe Indian 
industry is not getting a fair share of this business because of lower capabilities in consulting and 
design. (5) We see P/E multiple remaining compressed for the sector as revenue and earnings 
growth will be anaemic. We also expect return ratios to move down materially over FY17-FY19. 

 Girish Pai 
Head of Research 
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Exhibit 1: Comparative valuation 

Indian IT services sector: Valuation TCS Infosys Wipro 
HCL  

Technologies 
TechMahindra Persistent 

Year-ending March March March March March March 

Prices as on 24-March-17 2,427 1,031 513 873 474 603 

Currency INR INR INR INR INR INR 

Market value (Rsbn) 4,782 2,357 1,242 1,232 415 48 

                   (US$mn) 73,096 36,037 18,992 18,833 6,343 737 

  
      

March 2018 target price 1,983 926 427 741 408 575 

Upside/(downside) -18.3% -10.2% -16.7% -15.1% -14.0% -4.5% 

  
      

Recommendation Sell Sell Sell Sell Sell Sell 

              

EPS (Rs) 
     

  

FY16 122.9 59.0 36.7 40.1 35.0 37.2 

FY17E 134.8 62.3 34.3 58.0 35.5 38.9 

FY18E 134.0 62.0 34.6 60.3 39.7 45.2 

FY19E 137.7 64.3 37.1 64.4 40.4 49.9 

PE (x) 
      

FY16 19.7 17.5 14.0 21.8 13.6 16.2 

FY17E 18.0 16.6 14.9 15.0 13.4 15.5 

FY18E 18.1 16.6 14.8 14.5 11.9 13.3 

FY19E 17.6 16.0 13.8 13.6 11.7 12.1 

EV/EBITDA (x) 
      

FY16 15.4 11.9 9.6 16.3 8.9 11.2 

FY17E 14.5 11.3 9.4 10.8 8.5 10.3 

FY18E 14.5 10.9 8.7 9.9 7.2 8.6 

FY19E 14.3 10.7 8.1 9.2 7.0 7.4 

EV/Sales (x) 
      

FY16 4.3 3.3 2.1 3.6 1.5 2.0 

FY17E 4.0 3.1 1.9 2.4 1.3 1.6 

FY18E 3.7 2.7 1.7 2.0 1.1 1.4 

FY19E 3.4 2.5 1.6 1.8 1.1 1.3 

RoIC (%) 
      

FY15 60.9 64.9 34.3 61.2 41.6 48.1 

FY16 63.1 58.8 31.8 38.5 33.8 43.5 

FY17E 60.0 52.6 28.9 46.6 28.3 30.9 

FY18E 56.5 47.2 25.5 42.1 26.6 31.4 

FY19E 55.2 44.4 25.6 40.4 24.7 30.8 

Source: Company, Nirmal Bang Institutional Equities Research  
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Disclaimer 

Stock Ratings Absolute Returns 

BUY  > 15% 

ACCUMULATE  -5% to15% 

SELL  < -5% 

This report is published by Nirmal Bang’s Institutional Equities Research desk. Nirmal Bang group has other business units with independent research teams 
separated by Chinese walls, and therefore may, at times, have different or contrary views on stocks and markets. Reports based on technical and derivative analysis 
may not match with reports based on a company's fundamental analysis. This report is for the personal information of the authorised recipient and is not for public 
distribution. This should not be reproduced or redistributed to any other person or in any form. This report is for the general information for the clients of Nirmal Bang 
Equities Pvt. Ltd., a division of Nirmal Bang, and should not be construed as an offer or solicitation of an offer to buy/sell any securities.  

We have exercised due diligence in checking the correctness and authenticity of the information contained herein, so far as it relates to current and historical 
information, but do not guarantee its accuracy or completeness. The opinions expressed are our current opinions as of the date appearing in the material and may be 
subject to change from time to time without notice. 

Nirmal Bang or any persons connected with it do not accept any liability arising from the use of this document or the information contained therein. The recipients of 
this material should rely on their own judgment and take their own professional advice before acting on this information. Nirmal Bang or any of its connected persons 
including its directors or subsidiaries or associates or employees or agents shall not be in any way responsible for any loss or damage that may arise to any person/s 
from any inadvertent error in the information contained, views and opinions expressed in this publication. 

Nirmal Bang Equities Private Limited   (hereinafter referred to as “NBEPL”) is a registered Member of National Stock Exchange of India Limited, Bombay Stock 
Exchange Limited. NBEPL has registered with SEBI as a Research Entity in terms of SEBI (Research Analyst) Regulations, 2014. (Registration No: INH000001436 -
19.08.2015 to 18.08.2020). 

NBEPL or its associates including its relatives/analyst do not hold any financial interest/beneficial ownership of more than 1% in the company covered by Analyst. 

NBEPL or its associates/analyst has not received any compensation from the company covered by Analyst during the past twelve months. NBEPL /analyst has not 
served as an officer, director or employee of company covered by Analyst and has not been engaged in market-making activity of the company covered by Analyst. 

The views expressed are based solely on information available publicly and believed to be true. Investors are advised to independently evaluate the market 
conditions/risks involved before making any investment decision. 

Access all our reports on Bloomberg, Thomson Reuters and Factset. 
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