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Global BFSI malaise beyond capital markets; To pressure growth in FY21 
The second and third round of CY2019 revenue downgrades that one has witnessed through recent company 
commentary – see Exhibit 2 – from large US banks like JP Morgan, Citi and Wells Fargo, in our view is 
symptomatic of the overall malaise that has gripped the global BFSI companies which will only accentuate 
going forward in 2020. When we went back to being cautious on the sector in December 2018 (Sector report) 
after being ‘Tactically positive’ for a brief while in 2018 (Tactically Positive) it was our view that among many 
other things, the flatter/inverted yield curve developing in various parts of developed world would have a 
negative impact on large financial institutions and in turn adversely impact their spending/outsourcing plans. 
BFSI typically forms about 25%-40% of most large IT service organizations. Studying aggregate BFSI 
revenues of a basket of companies (Accenture, TCS, Capgemini, Cognizant, Infosys, Wipro and HCLT) over 
the last 12 quarters indicates that the momentum has been waning if not outright negative until June Quarter 
2019 (Exhibit 1). Commentary on BFSI has been mixed across IT services companies over these quarters and 
has changed over time for the same company in some cases. Some of this may be because of the waxing and 
waning of individual large customer relationships. The negative news flow from the BFSI vertical thus far has 
been on capital market oriented financial institutions which seem to have been adversely impacted by likely 
lower trading volumes, market volatility, etc. However, we believe that the malaise is spreading to the lending 
and insurance sides of the business. On the lending side, net interest income/margin estimates have been 
pared by various banks. A slowing economy (from a ~3% real GDP growth in 2018 to a likely 0-1.5% in 2020 
for the US and a near recession in Europe) could also likely lead to increase in credit costs. A study of the 
recent commentary and the consensus estimates of large banks in both US and Europe as well as some of the 
insurance companies indicate that 2019 has seen downward reset of revenue and profits and there is likely 
more to come in 2020 (Exhibit 2,3). Many insurance companies are grappling with lower and increasingly 
negative yields on their bond investments in Europe (Exhibit 6) which puts pressure on their profitability due 
to return-guaranteed products in their product portfolio. With yields falling precipitously, re-investment risk 
has aggravated for insurance companies. Insurance segment has been fairly robust for a number of Indian 
companies like TCS and Infosys and we believe that negative yield scenario that has developed will have an 
impact on spending decisions/ramp up plans, etc in this sub-vertical. We reiterate our cautious view on the 
Indian IT services sector. We believe that the reasonably robust growth expected in FY20 is already factored 
into valuations. We believe that market is being optimistic about growth prospects of the industry in FY21 – 
which we strongly disagree with. We believe that macro conditions will deteriorate going into 2020 which will 
lead to no-growth-scenario for the industry in FY21. This is in sharp contrast to acceleration in growth to 
high-single-digit to low-double-digit levels that most of our competitors seem to be factoring into their 
estimates. While INR depreciation will help in earnings, we see P/E multiple contraction, driven by consensus 
revenue numbers going through a significant downward revision over the next 6-12 months on FY21. We 
reiterate our underweight stance on the sector. 

Conversion of TCV will have to be watched: While TCV growth in FY19 and 1QFY20 has been fairly strong these have not 
really translated into adequate organic revenue growth pick up in 1QFY20 (see our TCS and Infosys 1QFY20 notes). One of 
the key things to watch out for would be management commentary on ramp up of the large deals won. In the past stressed 
macro situations, customers had pulled back on execution of large contracts as they saw an impending pressure on their 
financials. Thus, having a healthy order book is good but a non-executable one is not helpful for vendors. So, one should not 
draw a straight forward conclusion that a large TCV inflow will mean revenue growth pick up. In FY19, we understand that the 
conversion rate was likely among the best in many years but the initial signs in FY20 are not too encouraging. 

Software becoming strategic for BFSI sector is double edged: While most applications that were built 10-15 years back 
were merely systems of records, software has become critical for survival of organisations as customer acquisition, 
transactions, etc go online and increasingly on to the mobile. The pivot to Digital is something most global financial 
institutions have taken up aggressively. There is also a realization in boardrooms that ‘Software’ is core to their existence and 
competitive advantage. That has led to greater in-sourcing of work than was happening in the past. In-sourcing is also likely 
driven by the desire to move on automation in a far faster manner and to retain the significant gains generated from it rather 
than share it with the vendors. Robotic Process Automation (RPA) activity has significantly picked up steam in recent years 
among the captives.  

Compression in legacy contracts - largely not discussed by the street – will have a bearing on growth: Large banks 
typically spend 8-14% of their revenues on Technology (Exhibit 7). While a large part of it has to do with Run-The-Bank 
spend (currently 60%-70%), increasingly Change-The-Bank spend portion has been rising steeply within the mix. However, 
with revenues not growing in a meaningful way and budgets on IT being either flat to seeing only modest growth, BFSI 
organisations have been forced to squeeze their RTB spends and repurpose them to the CTB side. Thus, while in the IT 
services industry there is a lot of emphasis on order inflow (TCV), the existing book of business is seeing attrition because of 
productivity gains in-built into contracts. These are required to be delivered by the vendor to the customers. On top of that, we 
have seen instances of vendors themselves cannibalising their revenue streams to keep a hold on their customers as new 
automation tools lead to significant efficiency gains. This is especially so in case of maintenance contracts in BPS, IMS, 
Testing and Application Maintenance. Growth for any particular year is a combination of growth of the existing book of 
business and addition of new business. The extent of compression in the existing book (which tends to be a larger 
component of revenues) would be a bigger determinant of growth than just TCV addition.   
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Exhibit 1: Aggregate YoY BFSI revenue growth trend for our basket of vendors over last 12 quarters 

 
Source: Nirmal Bang Institutional Equities Research 

 
Exhibit 2: Shift in consensus estimates of large US lenders for 2020 over the last 12 months 

  Revenue  change Operating profit  change 

(in USD bn) Sep-18 Sep-19 %  Sep-18 Sep-19 %  

JP Morgan 115.9 114.2             (1.4) 45.9 44.9             (2.2) 

Citi Group 76.9 73.8             (4.0) 24.9 23.8             (4.3) 

Bank of America 95.7 91.6             (4.3) 38.4 33.8            (12.0) 

Wells Fargo 84.5 83.8             (0.9) 31.9 25.0            (21.8) 

Barclays 22.3 21.3             (4.7) 8.6 6.1            (29.3) 

Credit Suisse 23.7 22.0             (7.3) 7.1 5.5            (22.2) 

Source: Bloomberg, Credit Suisse numbers in CHF 

 
Exhibit 3: Comments by BFSI companies in the last 6 months on their business prospects 

BFSI company When it said it What did it say Our comments 

Bank of America 
 

July 2019 
Expects net interest income to increase 2% in 2019 down 
from the 3% guidance provided with first-quarter results. 

Works with multiple Indian vendors. Has a large 
captive unit in India 

 Citi  September 2019 
Forecasts 3-4% interest income growth vs. July's 4% 
guidance in local currency. 

Citi works with multiple Indian vendors both large 
and small. Already LTI has been adversely 
impacted. Consensus has shaved off about 
US$4Bn from its revenue number in the last 12 
months for 2020. There will have to be an 
appropriate cut in cost too.  

JP Morgan September 2019 

Cut its outlook for 2019 net interest income to US$57bn 
versus US$57.5bn given in July 2019 and US$58bn it 
estimated in February 2019 
 

JPM works with multiple vendors. But has been 
insourcing a lot more in recent years. Board driven 
decision to pull back a lot of IT work in house. 
Non-strategic work to be outsourced. Doing a 
significant amount of RPA related work in its 
captives in India to help cut costs 

Wells Fargo September 2019 

Lowered expectations for 2019 net interest income (NII) to a 
6% decrease from 2018. This follows a reduction to the 
lower-end of a 2-5% range in June, in turn down from the 
more bullish plus-or-minus 2% before April 

Wells Fargo cited assets re-pricing lower and 
trailing deposit costs as drivers. Has a decent 
sized captive in India. 

Deutsche Bank September 2019 
Indicated the bank could struggle to meet its mid-term 
revenue target as its turnaround plan faces challenges from 
slowing economies and lower interest rates 

DB has been outsourcing to a number of Indian 
players – including we believe TCS and HCL 
Technologies. 

Source: Media articles, Nirmal Bang Institutional Equities Research 
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Exhibit 4: Flattening and Inversion of Yield Curve: Spread between 10 year yield and US 2 year yield  

 
Source: Federal Reserve Bank of St. Louis 

 
Exhibit 5: Negative Yielding Debt has increased significantly in 12 months and tops US$16trn  

 
Source: Bloomberg 
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Exhibit 6: Extent of Negative yield bonds in European countries over the last 12 months 

 

Source: Bloomberg, The Economist 

Exhibit 7: Technology Spend by some key Banks in 2019. ‘Run the bank’ dominates  

 
Source: Bloomberg 
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View on Indian IT services sector: We downgraded the Indian IT sector (see our report: Street Is Not 
Factoring Even A Soft Landing; We Downgrade) on 27 December 2018 based on: (1) Consensus not 
factoring in significantly softer growth in FY21 as the best demand environment since 2008-09 is largely 
behind us with corporate capex in both the US and Europe likely to have peaked in 2018. (2) The US BFSI 
space could witness pressure on margins from a flattened/inverted yield curve and probably a more hostile 
regulatory environment in a split Congress in the US. (3) Pressure on cost structure because of tariffs levied 
on imports from China impacting US manufacturers. (4) Front-office capabilities in digital still elusive for 
Indian IT services players, leading to inability to tap into the marketing budgets of customers in a material 
way. The focus has been on the technology-intensive back-end of digital where we believe the field is 
relatively more crowded. (5) ‘Automation at scale’ in legacy services eating into growth coming in from new 
services. This is driven by explosive growth in both intelligent and robotic process automation software 
industry. (6) Factoring in lower INR depreciation benefits than estimated earlier (Refer: Incorporating New 
INR Estimate). (7) Capital return to shareholders not being as potent a stock driver as it was earlier as the 
cash hoard is shrinking after two to three rounds of buyback over the past three years. (8) Talent pressure in 
the US in new age services because of a tighter H1-B visa regime. We were planning the downgrade a 
quarter or two down the road, but the global macro set-up has turned weaker far more quickly than we 
anticipated, hastening this move. While some of the ‘relative’ factors like investor positioning, valuation and 
earnings revision momentum - partly the reasons for turning ‘tactically positive in March 2018 - still exist, we 
believe they are unlikely to carry as much importance with investors as deteriorating fundamentals would 
over FY19-FY21. While many of our competitors are expecting a better FY20 versus FY19, we believe that is 
unlikely. We probably had the best macro environment that the industry has seen in the past 10 years in 
2018 and incrementally we only see a deterioration which should crimp spending by customers. More 
importantly, we reiterate our no-industry-growth-in-FY21 call initiated in March 2018. We base this scenario 
on an explicit expectation of a soft landing in the US (0%-1.5% real GDP growth) in 2020. We believe 
consensus is expecting mid-high single-digit revenue growth in FY21 for the industry, implicitly assuming 
continued robust growth in the US (2%-2.5%). It is our belief that the street will converge with our no-growth 
expectations over time. Until the market prices in this scenario, we believe technical factors are not likely to 
hold the sector up. A hard landing (recession) - not our current base case - could lead to single-digit negative 
growth for the sector. Just as outperformance of the sector in 2018 was driven largely by P/E multiple 
expansion in the belief that growth is going to accelerate, we believe the downside in 2019 will be driven by 
P/E multiple deflation as investors begin to re-calibrate growth expectations lower over FY19-FY21. We 
prefer large-caps over mid-caps. The faster growth shown by select mid-caps is a case of ‘rising tide lifting all 
boats’, a smaller base and lower exposure to legacy services. But as digital demand shifts from the front to 
back, we believe that traditional large Indian companies will be in a better position to capture the market. We 
would advise investors to focus on sustainability and not overpay for a riskier business model - some 
companies have seen client concentration rising over the past two years.  

 
 
 
 
 
 
 
 
  

https://www.nirmalbang.com/Upload/Information%20Technology_Sector%20Report%2027%20December%202018.pdf
https://www.nirmalbang.com/Upload/Information%20Technology_Sector%20Report%2027%20December%202018.pdf
https://www.nirmalbang.com/Upload/Information%20Technology%20Sector%20Update-7%20January%202019.pdf
https://www.nirmalbang.com/Upload/Information%20Technology%20Sector%20Update-7%20January%202019.pdf
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Exhibit 8: Comparative valuation  

 
TCS Infosys Wipro HCL  Tech TechMahindra Mindtree Persistent 

Year Ending March March March March March March March 

Prices as on 12-Sep-19           2,134                   816                 245                 1,055                           706                670                   569  

Currency  INR   INR   INR   INR   INR   INR   INR  

Market Value (Rs Bn)           8,169                3,549               1,208                 1,431                           622                111                     46  

                   (US$mn)        113,453               49,285             16,772               19,870                        8,640              1,541                   632  

        
March 2020 Target Price           1,601                   596                 212                 1,127                           544  531 602 

Upside/(downside) -25.0% -27.0% -13.3% 6.8% -22.9% -20.8% 5.8% 

        
Recommendation Sell Sell Sell Accumulate Sell Sell Accumulate 

        
FDEPS (Rs) 

       
FY18 67.0 32.5 16.8 62.9 42.8 34.6 40.4 

FY19 83.1 36.0 18.6 73.5 48.1 45.8 44.1 

FY20E 94.8 38.4 17.7 78.5 49.9 45.4 46.8 

FY21E 97.0 40.1 18.3 85.4 54.9 53.7 56.1 

PE (x) 
       

FY18 31.8 25.1 14.5 16.8 16.5 19.4 14.1 

FY19 25.7 22.7 13.2 14.3 14.7 14.6 12.9 

FY20E 22.5 21.3 13.8 13.4 14.1 14.8 12.2 

FY21E 22.0 20.3 13.3 12.4 12.8 12.5 10.1 

EV/EBITDA (x) 
       

FY18 24.8 15.6 13.1 12.0 11.3 15.3 9.1 

FY19 20.0 14.2 10.4 10.0 7.9 10.6 6.5 

FY20E 18.8 13.5 9.4 8.8 7.6 9.6 6.3 

FY21E 17.9 12.5 9.0 7.9 6.5 8.2 4.7 

EV/Sales (x) 
       

FY18 6.6 4.2 2.4 2.7 1.7 2.1 1.4 

FY19 5.5 3.6 2.0 2.3 1.4 1.6 1.1 

FY20E 5.0 3.4 1.8 2.0 1.3 1.4 0.9 

FY21E 4.7 3.1 1.7 1.8 1.1 1.3 0.8 

Pre Tax ROIC (%) 
       

FY18 57.3 44.9 24.5 38.9 25.8 32.9 29.7 

FY19 61.8 47.5 30.4 36.3 37.9 46.4 44.2 

FY20E 60.2 46.8 35.8 33.0 36.3 43.7 41.0 

FY21E 61.7 45.3 36.8 31.9 37.2 51.9 52.2 

Source: Bloomberg, Nirmal Bang Institutional Equities Research 

 
 
 



  

 

 

Institutional Equities

7 Information Technology Sector 

DISCLOSURES 
 

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a 
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also 
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.  
 
NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have 
different or contrary views on stocks and markets. 
 
NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in 
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or 
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the 
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject  
company at the end of the month immediately preceding the date of publication of this research report. 
 
NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the 
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other 
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an 
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject 
company. 
 
Analyst Certification: I, Girish Pai, research analyst and Seema Nayak Research Associate the author of this report, hereby certify 
that the views expressed in this research report accurately reflects my personal views about the subject securities, issuers, products, 
sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to 
the inclusion of specific recommendations or views in this research.  The analyst is principally responsible for the preparation of this 
research report and has taken reasonable  care  to  achieve  and  maintain  independence  and  objectivity  in  making  any 
recommendations.  
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Disclaimer 

Stock Ratings Absolute Returns 

BUY  > 15% 

ACCUMULATE  -5% to15% 

SELL  < -5% 

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not 
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain 
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs 
of the reader.  

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to 
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated 
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their 
receiving this report. 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 NBEPL & its group companies to registration or 
licensing requirements within such jurisdictions. 

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, 
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its 
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained 
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to 
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report 
should rely on their own investigations.  

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and 
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and 
would be happy to provide information in response to specific client queries.  

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice 
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of 
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in 
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the 
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability 
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it 
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special 
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.  

Copyright of this document vests exclusively with NBEPL.  

Our reports are also available on our website www.nirmalbang.com   

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