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ISG Index: Covid-19 to forestall deal activity in Q2CY20
Deal momentum plummets in March: Data from the ISG Index, which
measures global commercial outsourcing contracts with annual contract value
(ACV) of US$ 5mn or more, shows Q1CY20 ACV increased by 6.9% YoY to
US$ 14.8bn (+6.7% YoY in Q4CY19), supported by a growth rebound in
America. America ACV rose 8.7% YoY (–3.1% in Q4CY19), backed by broadbased growth across managed services and as-a-service deals. Q4 and Q1
America trends read together suggest deal activity surged in the BFSI and
healthcare & pharma verticals, while slackening in retail/CPG and manufacturing.
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As per ISG, Q1CY20 managed services deals – a more relevant indicator for
Indian IT services players – were on track for 9-10% YoY growth pre-Covid-19.
But deal momentum fizzled out in March, closing Q1CY20 at 2.2% YoY growth.

RECOMMENDATION SNAPSHOT

Q2CY20 to register historic decline in deal activity: ISG expects a record 17%
QoQ (and 21% YoY) drop in managed services deal activity for Q2CY20. The
travel/transport/hospitality and retail/CPG verticals are likely to bear the brunt
(–45% and –28% respectively), while telecom/media and healthcare/pharma
should see the least impact (–3% and –8% respectively). ISG has slashed its
CY20 expectations to a 7% decline in managed services deals (vs. growth of
3.2% earlier) and 12% growth for as-a-service deals (vs. 23.5% earlier).
Other call highlights: (1) About 60% of clients are demanding concessions,
discounts (25-30%) and relaxed payment terms to ease short-term business
disruptions. Lower productivity (~80% of normal) will exacerbate short-term
challenges for IT vendors. (2) Roughly 60% of clients are evaluating a 15-25%
cut in discretionary technology spends, which accounts for ~30% of the global
outsourcing spend. A fifth of deals in the pipeline are also likely to be delayed.
Our view: We advocate that the ISG Index be taken with a pinch of salt
considering its frequent revisions to base data. Nonetheless, we expect
protracted Covid-19-led challenges for Indian IT services players to dent FY21
growth and profit momentum. In such a scenario, tier-I companies should be
relatively resilient – TCS and HCL Tech are our preferred picks in this
category. With the March quarter results relatively shielded from the lockdown
impact, we recommend realigning portfolios in favour of tier-I and trimming
exposure to midcap names.
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Disclaimer
Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution
As of 31 March 2020, out of 91 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 54 have BUY ratings, 20 have ADD ratings, 7 are
rated REDUCE, 9 are rated SELL and 1 is UNDER REVIEW. None of these companies have been investment banking clients in the last 12 months.

Analyst certification
The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers
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20 November 2017.
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illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.
The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in
this material, but regulatory, compliance, or other reasons may prevent us from doing so.
We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.
No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
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EQUITY RESEARCH

3

09 April 2020

