THE GLOBAL RECESSION AND ITS IMPACT ON INDIA


Meaning of the word “Recession” represents a temporary period of economic fall down during which trade and individual activity are reduced. Till present, the world has seen a number of economic recessions that brought the trade market and various economic states to a standstill and left the economists and analysts with valuable lessons to be learnt for future and calculating ways to move out. This research paper will try to explain the term Recession in a detail manner and will bring to light the past recessions that affected us and the world by creating bad history. Globalization and liberalization have helped a lot in making the entire world a close knit economic unit. In today’s interconnected global economy, recession and economic turbulence in one part of the world has the potential to ruin the economies of other countries in a great way. The economic slowdown in US economy in 2008 caused by the burst of housing bubble and its trade activities has engulfed the entire world in its grip. This research paper aims to give a deep account of US Recession-2008 and its impact and results on Indian Economy. Although, turbulence is detrimental to economic development but even during turbulent times, opportunities do exist where one can develop or protect its own economy slow down.

Therefore, in tough times many Indian companies came out with innovative strategies and new ideas to apply for generating business and expand their falling market shares. In their sense to successfully survive the terrible economic turbulence, some Indian companies took Rural Marketing as a strategy to escape and way to counter act the negative impact of recession. This research paper will try to throw light on the evolvement of new concept of Rural Marketing and how Indian companies used their resources and inventories to tap rural markets and successfully sustained themselves during the recession effects.
INTRODUCTION

These days the most talked about news is the current Global Recession that has engulfed the world economy. Every day the main headline of all newspapers is about our falling share markets, decreasing industrial growth and the overall negative mood of the economy. For many people an economic recession has already arrived whereas for some it is just round the corner. In our opinion the recession has already arrived and it has started showing its effect on Indian economy. In India, the impact of the recession has been deeper than what was estimated by our policy maker’s although it is less severe than in other emerging market economics. Despite these, the impact of the global recession has been transmitted to the Indian economy through three distinct channels, viz. the capital flows, sectoral growth and financial sector.
1. Impact on Capital Flows: The most immediate effect of this recession on India has been an outflow of foreign Institutional investment (FII) from the equity market. Foreign Institutional Investment pulled out $ 11.1 billion during the first nine and half months of calendar year 2008. A sharp decline in FII inflows exacerbated the downward pressure with the rupee plunged to 50.D against dollar on November 21, 2008. There are two main factors driving the rupee down. Firstly, the dollar has been gaining in strength against major currencies. Secondly, there is pressure on the capital account side as the country is witnessing outflows of dollars. If the US stock market continues to remain under pressure will persists on the foreign institutional investors leading to capital outflow and weakening rupee. The BSE sensex (1978-79= 100) increased significantly from a level of 13,072 as end March 2007 to its peak of 20,875 on January 8,2008 with portfolio flow reversing in 2008, partly because of international financial crisis, the sensex has now dropped to a level of 8,891 on March 6, 2009. The significant change in the capital account in 2008-09. Total net capital flows fell from US $ 17.3 billion in April – June – 07 to 13.3 billion in April-June-08. Portfolio investment by FIIs witnessed a net outflow of about US $ 6.4 billion in April-Sep-08 as compared with net inflows of US $ 15.5 billion in the corresponding period of last year. While FDI inflows increased from US $ 8.5 billion in April-August-07 to 16.7 billion in the corresponding period of 08. Foreign exchange reserve dropped $ 15.5 billion to $ 258.4 billion on 31st Oct. 08. The dropped indicates that RBI sold dollars to stem the currency’s decline.
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2. Impact on Sectoral Growth: Agriculture growth is – 2.2% for the quarter ending Dec. 08 against 6.9% in Dec. 07-0.2% growth rate for manufacturing for quarter ending Dec. 08 against 8.6% in Dec. 07. 5.3% GDP growth for quarter ending Dec. 08 against 8.6% in Dec. 07. Fear of deeper economic slowdown grew stronger with the government reporting on Friday Oct. 10, 2008 the industrial growth plunged to 1.3% in August from a robust 10.9% in the same month last year. The plunge underscored the impact of rising interest rates and slackening demand, which has cascaded through almost rate of the six infrastructure industries-cruce oil, refinery products, coal, power, cement and finished steel slumped to 1.4 percent, reflecting a decline in consumption triggered by the economics slowdown, finished product segments “consumer goods, consumer durables and consumer non-durables suffered contraction of 2.3%, 3% and 2% respectively. The service sector, which contributes over 55% to India’s economy, has started showing market deterioration since October this year due to the global financial crisis, credit crunch and higher interest rates during recent months. The market slowdown that occurred from October 2008 compared with the cumulative growth rate for the period April-November 2008 compared with the cumulative growth in April-November 2007. These trends clearly indicated that the service sector that registered a robust growth in the year 2007-08 felt the impact of the ongoing economic turmoil and there are signs that in the month ahead further slowdown cannot be rules out.
3. Impact on Financial sector :- The financial sector including the banking sector, equity markets, external commercial borrowings (ECB’s) and remittances has not remained unscathed though fortunately, the Indian banking sector was not overly exposed to the sub-prime crisis. Only one of the lager banks, ICICI, was partly affected but managed to thwart a crisis because of its strong balance sheet and timely action by the government, which virtually guaranteed its deposits. The equity markets have seen a near 60 percent decline in the index and a wiping off of about USD 1.3 trillion in market capitalization since January 2008 when the sensex had peaked at about 21,000. This is primarily due to the withdrawal of about USD 12 billion from the market by foreign 6 portfolio investors between September and December 2008. The foreign investors withdrew these funds in order to strengthen the balance sheet of their parent companies. Commercial credit, both for trade finance and medium-term advances from foreign banks has virtually dried-up. This has had to be replaced with credit lines from domestic banks but at higher interest costs and has caused the Rupee to depreciate raising the cost of existing foreign loans, finally, while the latest numbers are not yet available, remittances from overseas Indians have reportedly fallen as oil producing economics in the Gulf and West Asia begin to suffer from decline in oil prices.
Recession is a part of an economic cycle, which goes always beyond a normal economic limit of an individual. The economic slowdown that started in US in 2007 with its effects turned into a global shock and turned out to be called “The Second Great Depression” with its disastrous effects on the Indian economy. So India adopted some new strategies to refrain recession. As a solution to this economic problems India developed some evolving business strategy which are:

· Focus on core business

· Improved process and efficiency

· Strategic divestment

· Rural Marketing

· Contingency planning

· Acquisitions and strategic alliances

· Increased advertising and marketing

· Research and development

· Human Factor

Above listed can be main criteria of Indians who work to move out of the trap placed by the recession. As a result the recession that shook the economic equilibrium of a major super power like US could not demolish the Indian economy.


Recession

“Recession” is defined as a period of general economic low down, typically a decline in GDP for two or more consecutive quarters. A recession is typically accompanied by a large drop in the stock market, an increase in unemployment, and a big fall in the housing market. A recession is actually less severe than a depression, where when a recession continues long enough then it is classified as a depression. Recessions are largely believed to be result of a widespread drop in spending. Governments usually respond to recessions by adopting strategic movements, macroeconomic policies, such as increasing money supply, increasing government donations and decreasing Taxation.
What Causes Recession?

When an economy grows over a period of time then it turns to slow down which is a part of the normal economic cycle. An economy generally expands for some years and leads to go into a recession some time. A recession widely happens to a place when consumers lose confidence in the growth of the economy and spend less or loose the ability spends sufficient. This ends to a decrease in demand for goods and services, which in turn leads to a decrease in production, lay-offs and a sharp rise in unemployment where masses are left jobless suddenly. Investors reduce to spend as they fear stock values will fall and thus stock markets fall due to the negative sentiment.

IMPACT OF RECESSION


Unemployment

Main impact of a recession is on employment which leads to low employment for several quarters. Majorly low-skilled, low-educated and inexperienced workers and newcomers are most vulnerable to unemployment in a downturn of economy.

Business

Productivity of business tends to fall in the early stages of a recession, and then rises again as weaker firms close shop due to high losses. The variation of income and losses among companies rises sharply.

Social effects

Fall of living standards of people dependent on wages and salaries are more affected by recession than due to decrease in wages and salaries while those who rely on fixed income or welfare benefits are also heavily affected. This is due reduce in per capita income. The growth of unemployment is known to have a negative impact on the stability of families, and individual’s health and well-being.

HISTORY OF RECESSIONS
Global Recessions

The IMF sees that global recessions seem to occur over a period of time lasting between some years. During what the IMF has gone through the past global recession where the global per capita output growth was zero or negative. Economists of the International Monetary

Fund (IMF) says that a global recession would incur a slowdown in global growth to three percent or less.
The Great Depression

The first Great Depression was a severe over worldwide economic slowdown, from 1930-1939. It was a period of high unemployment, low profits, low prices of goods and high rise poverty. The trade market was ended into a standstill, which widely affected the world markets in the 1930s.Industries that suffered the most consisted agriculture, mining and logging. The timing of the Great Depression was different across nations, but in most countries it started in about 1929. Another Great Depression was experienced recently which had origin from U.S.in 2008.

US RECESSION-2008

The financial crisis of 2008–present was sparked off by United States banking system. It has resulted for the reason of the collapse of large financial institutions, the bailout of banks by national governments and decline in stock markets around the world resulted in bankruptcy of big companies. In many areas, the housing market has also suffered greatly, it resulted in numerous evictions, foreclosures and prolonged vacancies gave rise of unemployment. It is regarded as worst financial crisis since the Great Depression of the 1930s by many economists. It led to the failure of key businesses with declines in consumer wealth estimated in the trillions of U.S. dollars, by substantial financial commitments incurred by governments, and a significant decline in economic trades. The crumple of a global housing bubble, which was raised in the U.S. in 2006, which was the reason for the values of securities tied to real estate pricing to plump thereafter, damaging financial institutions globally.

Major Cause

The immediate cause or pull of the crisis was the bursting of the United States housing bubble. Developed scenario and losses on other loan types also increased significantly as the crisis expanded from the housing market to other parts of the economy.

IMPACT ON INDIA


Since US being the major super powers, a recession–mild or deeper will have eventual global consequences and effects. The crisis lastly developed and spread into a global economic shock, showing infection in a number of European bank failures, declines in various stock indices, and large reductions in the Indian market value.

A slowdown in the US economy was surely a bad news for India because Indian companies have major outsourcing deals from the US clients. India's exports to the US have have been developed over the years. But this affected to India and successfully weathered the great financial crisis of September 2008.

Finally question that can crawl in our mind can be:

Why did India suffer so little in the Great Recession that laid low the biggest economies of the West?


There are many factors that saved the Indian economy from the bad consequences of the global recession. India being a nation whose market is majorly dependent on agriculture; hence it supported India from getting laid off like other affected countries. In those times Indian banks and financial institutions had almost entirely avoided buying the mortgage-backed securities and credit which turned to be toxic and felled western financial institutions. While India's merchandise exports were highly hit by the Great Recession but service exports did not fall as IT and BPO exports held up good. Foreign direct investment went high despite the global financial crisis. Financiers reversed flows into India, but long-term investors in plant and factories kept moving on their ongoing projects.

The Indian government helped as RBI lowered interest rates and expanded credit value. The government cut excise duties to match demand. All these factors cushioned the shock on the Indian economy. In such tough times, many Indian companies came out with an innovative strategy to generate business those are:
· Focus on core business

· Improved process and efficiency

· Strategic divestment

· Rural Marketing

· Contingency planning

· Acquisitions and strategic alliances

· Increased advertising and marketing

· Research and development
· Human Factor

Focus on core business

Most of the companies started to focus on their core competencies during turbulent economic times. While the Companies who did diversify and focused away from their core competencies often struggled to manage their businesses whereas companies that remained focused, or tried to focus on their core created opportunities to move up their market share more easily from their competitors.
Improved process and efficiency

A common thing existed among the companies is the process by which they implemented their strategy and tackle failures during recessions. It seemed logical that process efficiencies were the main reason to break the costs from budgets during a recession.  All the companies should be flexible and should act with fast action oriented as these are the keys for surviving and prospering during recession. Flexibility will allow the business to implement new recession strategies quicker than the competitors in market.
Strategic divestment

Divestment is taking away possessions from others or deprive of authority. Most companies divested parts of their business during recessionary periods. Actually these divestments were the part of a strategy of cutting costs and generating short term liquidity, especially where less profitable divisions were divested. For the companies, here divestment was the technique used to raise cash to service debt and fund for further investment. However it is important to know that most divestitures made must be of divisions that are not in-line with the company's long term strategic view, or differed from the company's core-business aligning the recession times.
Rural Marketing

A rural market represents a community in a rural area. Recently, rural markets have acquired significance in countries like China and India, as the overall growth of the economy has resulted due to increase of purchasing power of the rural communities. This happened due to the green revolution in India, the rural areas are attracting a large quantity of industrial and urban manufactured products. Using awareness of this a special marketing strategy, namely, rural marketing became the shield of many companies during recession times. Rural marketing involves delivering manufactured inputs or services to rural producers or consumers. Also rural marketing is vital because of the saturation of the urban markets. So the marketers are looking for expanding their product categories to an unexplored market i.e. the rural market. This led to development of new the CSR activities being done by the corporate to help the poor people attain some wealth to spend on their product categories and services.

For eg:

Project Shakti of HUL is not only helping their company attain revenue by helping the poor women of the village to earn money which is surely going to increase their purchasing power.

ITC E-Choupal, is helping the poor farmers get all the information about the weather and the market price of the food grains they are producing.



Using Rural marketing as a strategy to fight global recession

Rural India consisting of 70 per cent of the country's one billion population (According to the Census of India 2001), is not just having an increase in its income but also in consumption and production of new products. This was the reason of rural consumer market growing by 25 per cent in 2008 when demand in urban areas slowed due to the global turbulence.
Maruti Suzuki

The global meltdown period the Indian car industry was severely affected. To compensate for the loss, Maruti planned to tap the rural market by appointing 2,000 sales executives to target customers with special schemes for village panchayats, rural teachers and rural officers. A mobile van was decided to put on standby to provide car servicing at the villagers doorstep. Where, the company offered discounts ranging from Rs 3,000 to 8,000 on various models in the rural markets. Companies this strategy in rural areas and middle class cities pushed the company’s sales during the period of recession.
Mobile industry

The rural mobile market in India was targeted by mobile operators which added millions of subscribers every month. The industry’s overall subscriber base grew by 48 per cent in 2008 during April 2008 to June 2008; 8 million were from the villages, that is more than 30%. Of the mobile subscriber base which grew in leaps and bounds. As result Bharti-Airtel saw its profit in the three months climb to 22 billion rupees, up 25 per cent from a year earlier, as it drew more number of new subscribers.
Tata tea

During the time of recession Tata Tea also initiated marketing to rural India and reported increased sales. Tata Tea’s new rural marketing initiative “Gaon Chalo” in UP was the reason for rise in share from 18 percent to 21.4 percent. Tata Tea surveyed that it was not selling in more than 100000 villages in UP. So Tata Tea decided to tie up with NGOs to penetrate rural markets. Hence Tata Tea formed a unique channel of distribution with NGOs.


Contingency planning

Companies should plan some alternate strategies for such adverse times well in advance of them occurring. This is more important as it keeps in never too late to act, as it is necessary to survive turbulent times despite of having no specific plan for the recession can be harmful. Generally, in most of cases when the downturn hits, the companies moves for a quick assembled a plan and put in place a strategy for dealing with such adverse conditions.
Acquisitions and strategic alliances

There are some reasons where acquisition of competing or allied businesses is seen as a good strategy by some companies in a period of economic downturn. The 'entry price' is likely to be less than before as businesses are operated under stress or to liquidate assets. This means that companies can acquire targets that may otherwise have been out of their reach. There may also be less competition for acquisition because some companies make available the resources to make acquisitions during such periods. Sometimes businesses become available for acquisitions that were previously been unattainable, as they fight to deal with a downturn.
Increased advertising and marketing

This is known to be one of the biggest mistakes business owners make during such periods of economic slowdown is to cut back on marketing and advertising, and it is found that doing this could be the worst to their business. An effective Advertising might help to handle downturns and strengthen demand for their core products. On other hand, the marketing needs to be more aggressive and more widespread than ever. This can be achieved by contacting past clients and simply touching base. So many companies adapted to this strategy to compensate their decline in sales.
Research and development

In recession period companies should develop the new way of R&D to meet the increasingly diverse needs of their recessionary customers who seek greater value from their spending. Here companies should also try to increase their speed to market with new innovative products to gain advantage over their competition. They must do this by prioritizing development of the most promising products and assurance to meet the immediate needs of their customers.
Human Factor

Human Factor plays vital role in such times as lot of people apply for a job due to rise of unemployment so companies should make sure that they ought to have the right folks for the job. If possible, the company should get everybody in the team to think lean and productive fast. Firms should be constantly re-evaluating the marketing plan and the business strategies including policies, pricing, and employee performance. This is an idea to develop efficient and effective personnel as possible so the company runs smoothly and profitably. Companies should look closely to the staff of the competitors. Company should organize proper feedback from the workers and customers.

CURRENT GLOBAL SCENARIO AND THE UNCERTAINTIES INVOLVED

As 2008 ended, predictions of where the world economy is heading turned dire. The World Bank projected world output to grow by a mere 0.9% in 2009 (as compared with 2.5% in 2008 and a high of 4% in 2006) and world trade to contract by a significant 2.1% (compared to positive rates of growth of 6.2% in 2008 and a high of 9.8% in 2006). Asia Pac is likely to witness a sharper fall in the growth rate, i.e. from 13.4% in 2007 to 5.5% in 2010E in comparison to the world growth estimated at 6.3% in 2010E from the 2007 figures of 9.7%. The overall impact of the global financial crisis has been felt in Asia / Pacific in terms of the local stock exchanges and currency exchange rates and lower GDP growth forecasts for 2009.

Impact on stock market

· The year 2008 saw the credit crisis push several major economies, with banks particularly being badly hit - many requiring government bail-outs. Shanghai which had soared more than 300% in 2006 and 2007 had its share values wiped nearly by $3 trillion (£2.1 trillion)

· Japanese shares also suffered their biggest yearly decline, with the Nikkei dropping 42% as world’s second-largest economy slid into recession

· India’s main index sensex plunged nearly 50% during the year. All global markets saw record falls in 2008 as the financial turmoil and economic slowdown ended the stock market boom

· All stock exchanges across Asia / Pacific have been directly impacted in a significant way, with an average loss of 45% from November 2007 through October 2008
Impact on exchange rates

· Currency exchange rates have been affected, but on a more-isolated basis. Australia, China, New Zealand and Singapore are experiencing drops in their currency against the U.S. dollar

· In addition, India has seen its currency increase substantially and later fall against the U.S. dollar

· As a result, there is an assumption that there will be some impact on IT spending across Asia / Pacific due to the increase in the cost tied to the technology spending

The global outlook is bleak and recovery is still far. The current global financial turmoil has hit almost all the economies around the world deeper than anticipated. Industries globally are impacted by the slowdown. The turmoil is taking a toll on the global IT industry – one of the leading contributors to the global GDP, led by uncertainties in the demand environment in both new and existing businesses. Hence, there appears to be a reason to fear that the crisis will swamp emerging markets and other developing countries, cutting into the considerable economic progress of recent years.
STRUCTURE OF THE GLOBAL IT INDUSTRY
Growth of global IT economy

The global IT industry has matured over the years and has emerged to be a chief contributor to the global economic growth. The global IT sector, constituted by the software and services, Information Technology Enabled Services (ITES) and the hardware segments, has been on a gradual growth trajectory with a steady rise in revenues as witnessed in the past few years. 2008 was a strong year as the number of contracts; the total value and the annualized contract values exceeded that of the preceding year. Among all users above average growth was witnessed in the government, healthcare and the manufacturing segments. The global software and services industry touched USD 967 billion, recording an above average growth of 6.3% over the past year. Worldwide ITES grew by 12%, the highest among all technology related segments. Hardware spend is estimated to have grown by 4% from USD 570 billion to nearly USD 594 billion in 2008.

Currently, the global IT industry is experiencing a slump with the recessions in the US and many industrial countries with the level of impact varying by country / market and industry. Forrester in its recent report has predicted that the US IT market will dip to 1.6% in 2009, down from 4.1% growth in 2008 (see figure below). The Asia Pacific region, using a weighted average1 of local currencies, will do a bit better in 2009, with 3.1% growth.
The Western and Central Europe markets will have growth in local currency that is closer to 1%. By 2010, the US market will shift to 7.3% growth, not far behind the 9.5% growth in the other Americas, well ahead of the 5.5% growth in Asia Pacific and 5.3% growth in Western and Central Europe.
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Global scenario - IT purchases

As it stands, the US market accounts for majority of the global purchases of IT goods and services. The US market which represented 37% of the global market for IT goods and services in 2005 had shrunk to 33% share in 2008. Western and Central Europe would see its share of global IT purchases fluctuate between 26% and 28% between 2008 to 2010; Eastern Europe, the Middle East, and Africa and Asia Pacific are expected to hold their share positions.
The global IT purchases are expected to plummet as strong dollar would hurt dollar-denominated growth rates for IT purchases going ahead. The British pound was 23% lower in Q4 2008 from the year-ago level, the Indian rupee is down 20%, the Canadian dollar is 19% weaker, and the euro is down 9%. Only the Japanese yen and the Chinese yuan renminbi have gained in value against the US dollar. While these currency swings reversed in 2009 as the financial crisis fades, the dollar remained above 2008 levels for most of the year. That will dampen global IT market growth measured in dollars and hurt the reported revenues of US vendors like Accenture, Hewlett-Packard (HP), and IBM with large overseas operations. With global tech market in US dollars likely to shrink, global IT vendors’ revenues is expected to equal $1.66 trillion in 2009, declining by 3% after an 8% rise in 2008. The Asia Pacific region has been a major growth engine for the tech industry. Its total purchases of IT goods and services of $448 billion in 2008 were almost as large as Western and Central Europe’s. Countries like Hong Kong, India, Malaysia, Singapore, South Korea, and Taiwan, have seen growth slow as exports to the US and Europe slowed. Asia / Pacific would experience a delayed impact of the global financial crisis. Gross Domestic Product (GDP) slowed in most countries / markets in 2009, which affected IT spending. Asia / Pacific is still growing more aggressively than other regions in GDP and in IT. As a result, vendors would be looking to this region for growth and stability.
STRUCTURE OF INDIAN IT INDUSTRY

The IT-ITES industry in India has today become a growth engine for the economy, contributing substantially to increases in the GDP, urban employment and exports, to achieve the vision of a powerful and resilient India. While the Indian economy has been impacted by the global slowdown, the IT-ITES industry has displayed resilience and tenacity in countering the unpredictable conditions and reiterating the viability of India’s fundamental value proposition.

Value proposition

The main reasons for the successful establishment of software companies in India and its strong performance can be attributed to the following:
· Cost advantage

Given the labor market conditions in India, there exists substantial scope of cost arbitrage for performing services from India. This, along with a large pool of talented and English people labor force, was the genesis of the IT sector’s dominance in the world IT services industry

· Breadth of service offering and innovation 

Service offerings have evolved from low-end application development to high-end integrated IT solutions

· Quality / maturity of process

Having made its mark as a center of low-cost and wide range of service offerings, the Indian IT / ITES sector has also proved its mettle in the quality of the service offerings, as demonstrated by the fact that it hosts more than 55% of SEI CMM level five firms and the highest number of ISO certified companies
· Ease of scalability

The vast and trained labor pool of technically competent, English speaking people has made it easy for the Indian companies to enter and exit this industry. Moreover, the ease with which a company can scale its operations (up or down) has been a great value driver for the success of the Indian IT / ITES service sectors growth story
Performance of the Indian IT-ITES industry

The information technology sector has been playing a key role in fuelling the Indian economic performance which has been stellar with robust GDP growth. India’s total IT industry’s (including hardware) share in the global market stands at 7%; in the IT segment the share is 4% while in the ITES space the share is 2%. The industry is dominated by large integrated players consisting of both Indian and international service providers. During the year, the share of Indian providers went up to 65-70% due to the emerging trend of monetization of captives. MNCs however, continued to make deeper inroads into the industry and strengthened their Indian delivery centers during 2008. The continuing contribution of this sector to the Indian economy is evident from the fact that revenue generated from this sector has grown from 1.2% in FY 1998 to 5.8% in the FY 2009. The net value added by this sector to the economy is at 3.5-4.1% for FY 2009.
Some of the key highlights of the Indian IT / ITES industry for FY 2009 are enumerated below:

· The export revenues are estimated to gross USD 47.3 billion in FY 2009, accounting for 66% of the total IT-ITES industry revenues

· IT services exports grew substantially on account of increasing traction of the industry in emerging markets such as remote infrastructure management and traditional segments such as application management 

· Domestic market continued to gain momentum, growing at 26% in INR terms on account of the overall positive economic climate, increased adoption of technology and outsourcing

· Engineering services and software product exports increased by 29% (USD)

· Direct employment reached nearly 2 million – with 1.5 million in the exports segment, a YoY increase of 26% in 2008. The indirect employment multiplier suggested that the industry created between 6-8 million additional jobs

· US and UK together constituted 79% of the global exports in FY 2008 thereby dominating the export markets

· BFSI remained the largest market followed by Hitech / Telecom which together accounted for more than 60% of exports
Global IT and Indian IT offshore

Today’s escalating, competitive and demanding environments have forced companies to be more efficient, operate leaner and continuously create new procedures to keep ahead of competitors - adding final consumer value to a product or service in the form of lower prices, quality and better service has become an essential requirement in the global marketplace. Corporations are trying to adapt with increasing competitors’ innovations to find global opportunities and resources, focusing on core competencies and mutually beneficial relationships, and finally, outsourcing those activities which can be performed more quickly and at lower costs by subcontractors. In a globally integrated economy, outsourcing is leading to overall benefits for the source economies, providing significant monetary and employment benefits. India has become a target destination for multinationals to back end their IT operations in India owing to its strong value proposition. We have witnessed an increased use of offshoring by global and European outsourcers, and the emphasis on productivity and delivering value by select Indian players. The Indian IT / ITES sector can be viewed from two perspectives - Indian global IT and Indian IT offshorer. 
The globally IT companies are increasingly looking inwards and focusing on process benchmarking, enhanced utilisation of infrastructure and talent, increasing productivity and greater customer engagement. Global companies with roots in India are increasingly ‘offshoring’ work in order to cut cost, as a result of which India is witnessing a revenue growth. 

On the other hand, as the offshore market is getting tighter, the Indian IT offshorers are facing hard times in getting contracts or replenishing their orders. The crisis in the U.S. financial services sector will have an impact in the short term on Indian outsourcers, as new projects may get delayed. This has impacted the revenue flows and would need a substantial increase in SG&A to ramp up their volumes. 

In spite of the negative effect of the outsourcing business, there has been relatively lesser impact on the Indian IT growth due to the offsetting effect of the favorable revenues on account of the global IT offshorers.
IMPACT OF THE RECESSION ON IT SECTOR IN THE INDIAN ECONOMY
The current global economic slowdown has made it a roller coaster ride for the world economies.

Asia / Pacific is experiencing a deferred impact due to the “domino effect” of the current crisis. With the expectations of a sluggish GDP growth and consequent reduction in IT spending, countries / markets which have a higher dependency on the export markets are expected to be affected more than other countries / markets with stronger domestic demand.

India being one of the world’s fastest-growing tech markets, thriving mainly on exports is also experiencing the tremors of the global economic crisis. IT spending as a percentage of revenue normally varies from 3.5% in manufacturing companies, 5-6% in global retail chains to about 9.5% in the banking industry. These could see marginal decline as companies will tend to hold spends on new IT deployments.

A recent study by Forrester reveals that

· 43% of Western companies are cutting back their IT spend and nearly 30% are scrutinizing IT projects for better returns. Some of this can lead to offshoring, but the impact of overall reduction in discretionary IT spends, including offshore work, cannot be denied 
· The slowing U.S. economy has seen 70% of firms negotiating lower rates with suppliers and nearly 60% cutting back on contractors. With budgets squeezed, just over 40% of companies plan to increase their use of offshore vendors

· The IT services and outsourcing market is currently undergoing a structural transformation that will have a profound effect on how IT service providers will have to conduct their business Customers have started to reduce project scope and / or postpone new development. However, they are also trying to move more work to lower cost offsite locations, which could increase IT budgets towards tangible cost saving measures.
The impact is likely to be higher for discretionary outsourcing expenditures rather than for critical, ongoing Application Development and Maintenance (ADM) services. Indian IT companies3 which are focused more on providing basic ADM services, and with long term outsourcing contracts, could exhibit more stable earnings in this environment. Furthermore, whilst discretionary expenditures are being reduced, ongoing projects will likely continue, at least in the near term, especially those which are in the more advanced stages of progress. Fitch expects IT services companies to report marginally positive revenue growth (in dollar terms) over 2009.

With decisions on IT budgets being deferred and sales cycles having elongated from 3-6 months to 6-9 months, companies are seeing a significant drop in client additions. Moreover, the number of targeted large deals has more or less dried up. According to TPI, mega deals have fallen to levels lower than those seen in 2001.
Verticals

The current US-led crisis parallels the 2001-2002 Dotcom Bubble burst especially for India’s IT (export) sector. Approximately 61%5 of the Indian IT export’s revenues are from US clients. If we consider the top five India players who account for 46% of the IT industry’s revenues, the revenue contribution from US clients is approximately 58%.

This clearly indicates the adverse effect that the US recession is likely to have on the Indian IT sector. The industry has been constantly seeking to diversify its markets to offset its reliance on the US, which remains the largest outlet for India’s software sector.

The impact has been more severe in the case of the Banking, Financial Services and Insurance (BFSI), which accounts for around 40% of the industry’s export revenues, and in retail and certain manufacturing sectors. Other verticals like telecom and automobile are also likely to have a delayed budget process and budget cuts. However, the industry focus is likely to shift to areas such as manufacturing, healthcare, retail and utilities. Healthcare industry is likely to witness increased IT investments due to increased focus on public health. Other industries that have seen growth include telecom, retail and utilities. 
[image: image4.emf]Some vendors who have a greater exposure to BFSI segment will be more impacted when compared to their counterparts with less significant exposure (table on next page). The effect of this crisis would be more evident in the coming quarters. The overall revenue impact on the IT and ITES industry, as a result of the BFSI meltdown, could be anywhere between $750 million and $1 billion.
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· Infosys - The revenues from BFSI that were at 37% in June 2003 have stayed more or less unchanged as a percentage of total revenues. In the December 2007 quarter, Infosys got close to 37% of its revenues from BFSI. This slipped to 34% of revenues in the March 2008 quarter. In the quarter ending December 2008, BFSI showed a sequential growth of 4% in volume

· Wipro - India’s third-biggest software exporter, and Cognizant, ranked sixth, have seen revenue from the key Banking, Financial Services and Insurance (BFSI) vertical rise by about a fifth between Oct-Dec 2007 and July-Sept 2008 

· April-June 2008, Cognizant recorded the highest growth from financial services vertical among the offshore peers. This was mainly due to the type of financial services clients in the portfolio and the multiple operating levels (table above)

· Tata Consultancy Services, for example, earned 42% of its revenue in the second quarter of CY 2008 from the BFSI
Impact of exchange rate on revenues 

In IT sector, the margins are likely to be challenged on account of the slowing growth in the US. Rupee depreciation seems to be the only tailwind that the sector enjoys. This can be evident from the fact that the out of the increase in the IT export revenues for FY 2008 over FY 2007, almost half of the increase could be attributed to the rupee depreciation during the same period.
Pricing poised for decline in favor of volumes

Pricing has been difficult in this sector compared to other sectors: On an average, the US financial sector has driven bulk volumes through lower onsite pricing, higher offshoring and aggressive volume discounts. It is safe to infer that BFSI application business margins especially in the top companies are a few percentage points below the higher margin verticals like, say, energy. Hence, a replacement of financial services business with business from other verticals is likely to positively impact the bottom line. A speedy replacement is however, easier said than done.
Volumes remained weak over the next three quarters for most players forcing further price cuts. The reduction in pricing is expected to be lower in magnitude compared to FY 02-FY 03. This is because the current pricing has not touched the FY 02-FY 03 bubble proportions. Infosys had already reported 1.8% decline in blended pricing (constant currency) in Q3 FY 09 while HCL Tech announced free transitioning for deals amounting to $1billion bagged during the quarter as a strategy to garner volumes. TCS and Wipro too have acknowledged pricing pressures and the impact were more visible in the next quarters.

Fitch Rating expects the sector to face margin pressures over 2009 and 2010 due to the intensified competition for new contracts, thereby putting pressure on billing rates. Competition even for smaller contracts has increased, as companies try to maintain utilization levels. Customer cost pressures could also result in renegotiations of maturing contracts at lower terms. There could also be an increased shift from traditional hourly billings towards a new return on capita based price contracts providing tangible savings, while variable time / material contracts could be renegotiated at lower levels. Vendor consolidation will be the order of the day in the current environment, as this would result in cost savings for customers.
Fitch believes that the large Indian IT players will gain market share. However, these risks to operating margins are partly offset by the fact that Indian IT services retain some flexibility in terms of their cost model. As the impact of the slowdown becomes more severe, companies will increasingly look at cutting costs in the form of overheads and reduction in variable pay / annual increments. The industry has also been reducing its hiring, as well as changing the hiring profile to ensure that operating costs are in control.
Hiring trends

The Indian IT industry witnessed plunge in all the three segments – IT Services, ITES and domestic market, as depicted below:
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The above graph depicts the decline in the employee numbers over the years in all the three sectors viz. IT services exports, ITES exports and the domestic market. The ITES segment witnessed the greatest plunge from 69.81% in FY 2003 to 12.83% in FY 2009. The high attrition rate coupled with the current gloomy economic scenario can be the reasons attributed to the massive fall in the numbers
OUTLOOK
Fogged out

2008 was a transformational year for the Indian Information Technology-Information Technology Enabled Services (IT-ITES) sector, as it began to re-engineer itself to face the challenges presented by a macroeconomic environment which witnessed substantial volatility in commodity prices, inflation, and decline in GDP rates, cross-currency movement, finally culminating in the economic downturn. In an increasingly globalized world, significant complexity and uncertainty is getting attached to this unprecedented economic crisis. The Indian economy has also been impacted by the recessionary trends, with a slowdown in GDP growth to 5%. The focus and exponential growth in the domestic market & presence of global IT offshorers has partially offset this fall, resulting in net overall momentum. The slowdown is expected to persist, as lead indicators of US economic health (the US accounts for 40% of global IT spend) continue to be extremely negative. That being said, India may be better positioned for a quick recovery and for future growth than many of the other developing economies. There is a sense that the international institutions will be remade to reflect the current balance of power, and that India may be able to turn this crisis into “a permanent place at a new high table”.
The current situation however looks fogged out, with no clear visibility. Some hitches faced by the IT industry are;

· Uncertainties high: Churn in client base, elongated sales cycles and headwinds from a harsh currency environment render high uncertainties for IT companies

· Signs of revival in the US appear bleak, at least in the near future: Conference board’s 10 Leading Economic Indicators (LEI) continue to be negative, showing no signs of near term revival

· Price cuts to hit margins: With volumes drying up, companies are expected to cut pricing in favor of volumes

· Revenue visibility fogged out: IT companies normally have a one year revenue visibility of >60%. However, with an already stressed client base, given the prevailing tough environment, revenue visibility appears fogged

· Uncertainties weigh on valuations: Current valuations factor in the rapidly deteriorating environment and the same is expected to remain depressed until companies improve revenue 
Powerful forces are driving change in the IT services market, including:

· The current tough economic condition is driving many companies to look to outsourcing as primarily a cost-cutting initiative. To meet their needs the providers are now investing in delivery centers around the world beyond India, although it remains as the leading offshore services destination

· The current economic condition spares no vendor. Even the growth of the once highflying Indian providers has moderated considerably, driving many to further their efforts and focus on the European market

· Cloud computing and SaaS paradigms are redefining how computing resources can be accessed and paid for

· The boundary between software and IT services business models are blurring, leading to each encroaching on the other’s space
The belief is that there is a strong correlation between India IT sector revenue growth and US GDP growth, which implies that a revival in revenue growth would coincide with an uptick in US economic growth. The 10 possible indicators in this sector to track are:

1. Working hours

2. Jobless claims

3. New orders for consumer goods

4. Vendor performance

5. New orders for capital goods

6. Building permits

7. S&P 500

8. Money supply

9. Interest rate spread

10. Consumer expectations
An economic downturn / recession places high stress on the business and the IT organization. There are different stages to a downturn, and there are ways to foresee them and manage them. The first stage experiences decline in economic output numbers like GDP, corporate earnings, asset values and diminishing return on investments, as markets start to slow. In the second stage although the signals are marked by denial, fear and pessimism, the  regulators of the economy try to pump in measures to tide over the negative sentiment and manage the crisis, with the result of gradual improvement in customer expectations, increase in demand and resultant rise in employment levels. The following stage is characterized by the increased confidence and growth in customer orders, increase in consumption and rate of earnings which provides breathing room to invest in growth projects.
The major changes organizations must make between stages are a focal point of risk and opportunity for the business. Figure below illustrates the recovery cycle with productivity on the y-axis and time on the x-axis. Productivity decreases during a full blown recovery as companies start piling up their work force and capacities in anticipation of demand. The chart shows a recovery after Q2-Q3 FY 10.
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Few emerging trends
· Verticalisation of IT services is a definitive emerging trend and users are demanding services tailored to their needs. Mature IT customers are today looking for total solutions that can solve their business challenges rather than at IT hardware, software, and services as discrete elements

· The sector is also eyeing remote infrastructure management services “as the next big opportunity” after the success of ITES. India is “well positioned to capture a disproportionate share of this growth by 2013 that is about $ 13 to $ 15 billion out of the total potential annual revenue of $ 524 billion, from the current share of $ 6 to $ 7 billion”, a report by Nasscom and McKinsey said
· India is also fast becoming a hot destination for outsourced e-publishing work. As per a Confederation of Indian Industry (CII) report, the industry is growing at an annual rate of 35% and India’s outsourcing opportunities will help make the publishing ITES industry worth US$ 1.46 billion by 2010

· With growing interest in utility type models, software and IT services business models are converging with software companies, incorporating IT services and software as a service (SaaS), while IT services providers are architecting and selling asset-based offerings that do not rely solely on leveraging labor as the underlying ingredient for revenue and profit margins

· Virtualization will tend to be a growth catalyst in the software market and open source software a possible alternative to the proprietary software which is still perceived as the more-expensive option
Looking Ahead

As we look ahead India would recognize need for transformation and change. Indian IT services industry landscape has graduated from being a low value long term services provider offering cost and labor arbitrage to provider of high value one time / long time services such as discrete and end to end outsource facilitated by its scalability. 
Expansion into tier 2 / 3 cities can reduce pressure. Currently there are seven centers that account for over 95% of exports. By 2018, it is forecasted that 40% of IT / ITES exports will originate from non-leader locations. The potential of near shoring needs to be tapped fully, as customers are on the lookout for the geographically close and culturally similar centers. 

Key global sourcing drivers will continue to be cost, access to talent, business improvements, increasing speed-to-market and access to emerging markets. The future outlook for all these drivers is positive, leading to increased momentum for global sourcing.
India’s exports have been hit due to the global financial crisis. India has a large domestic market that can help to offset the export business. Gartner expects some impact on IT services providers that rely on offshore discrete projects coming in from the U.S. and Western Europe where projects are being scaled back or cut. To counterbalance the offshore work, these IT services providers will most likely focus on India.

India’s burgeoning domestic market, fuelled by the economic growth will be a one of the focal points for the IT sector in the coming days. As the Indian economy further opens up, other verticals including manufacturing, travel and tourism, healthcare and entertainment will increasingly look towards IT to increase competitiveness. For both new and existing verticals, the Small and Medium Business (SMB) segment will represent an important source of growth for the domestic IT services market.

While the 2009 outlook for global technology related spending is affected by the recessionary environment, the rebound was seen from 2010 onwards. The opportunity for India is tremendous since currently it accounts for just over 4 % of worldwide technology related spend. Additionally, growth in global sourcing is estimated to be almost four times that of technology related spend. India currently generates the bulk of its IT-ITES revenues from the US, and the BFSI sector, while accounting for a miniscule part of technology spend in other geographies and verticals.
The BFSI sector one of the largest spenders on IT and one of the worst hit in the current economic slump. With the trouble brewing in the BFSI sector, the industry focus is likely to shift to areas such as manufacturing, healthcare, retail and utilities. Indian service providers are increasingly engaging in M&A activity as they seek to expand their customer base into new geographies. India-based providers demonstrated in H1 2008 an appetite for making acquisitions, particularly in geographies or countries where they wanted to grow their customer base. Companies like Wipro, TCS, and Infosys were all near the top of the list of most actively partnering service providers; between them, they account for 41% of all the partnerships. Sustained demand, robust fundamentals and a supportive business environment will help realize the significant potential the IT-ITES industry offers, both for exports and the domestic market. The Indian IT-ITES industry is now at a critical point in its evolution. Behind it stands a decade of stellar performance which has left a deep imprint on the Indian economic and social landscape. Moving forward, it faces a transforming macroeconomic environment, rapidly changing customers and needs, evolving services and business models, and rising stakeholder (employees, investors) aspirations. These forces redefined the nature of demand and supply for the industry, and also redefined the strategic imperatives for businesses in 2009.
CONCLUSION

While there are growth-related challenges in the short-to-medium term, there seem to be some opportunities for managing the bottom line for the rest of the year. The macroeconomic environment is depressing and has impacted the overall confidence in the sector from a market perspective. The US recession, lasted through 2010 and more, in making this period a challenging one for growth.

Despite the foreboding financial crisis, the opportunities are massive. Making the growth vs. profitability trade-off early on during the slowdown is just one of them.

Profitability levers are still available if growth is sacrificed where required, and managed well.
All in all, the environment looks weakest in a long while, and yet there remain pockets of opportunity. These areas, if tapped intelligently, would enable the IT firms to ease the blow of this financial crisis and help them tide through the tough times. The crisis has now spread globally, and further reduces room to maneuver.

To conclude, we are tempted to use a popular aphorism; the Chinese character for “Crisis” represents two symbols “Danger” and “Opportunity“. The choice is ours.
Due to globalized nature of market and businesses all over, the impact of recession at one place or industry sectors generate precipitating effects to all the linked industry and this can be analyzed from the current market situation which is faced by the world. Whether a global recession occurs or not, there are people whose businesses go bad because of the speculation about a recession. It's unbelievably sad but it's a fact that Recession is an unavoidable phenomenon of economic cycle. These recession strategies won't change the business around but it can help to transform one's outlook for the future. In today’s world any recession can develop worst results throughout the world but after worsening climate in rich countries the developing countries continued to be pioneers of the global economy and big developing economies like China, India and Brazil grew at an impressive rate and will continue to do so.

Recession have turned down the growth process and have set the minds of many for finding out the real solution to resist and sustain the economic growth. Handling the market and trading in such condition can build a base which runs smooth in all forms of prevailing economy.

Recession Was an Opportunity in Disguise for India
It has been said that “every dark cloud comes a silver lining”. In this recession era India got some new opportunities to rebuild in eyes of other nations globally. These are:
· Recession resulted to low commodity prices, like steel and cement, so construction costs are sure to go down. This should help in making infrastructure and construction more feasible.
· Crash in Crude prices, that if the prices of petrol and diesel are cut in India, there is scope to see a drop in inflation as well.

· Growth in Indian rural marketing would attract the Indian companies who have focused on the west, hence contributing to productivity and prosperity would develop in nation.

· Recession is a good time to improve from mistakes done in past. Due to the fall in costs of land, and industries can acquire large parts for industrialization, hence leading to more development and productivity.

· Global Mergers & Acquisitions: Indian companies can take over companies worldwide very cheap. By the time the cycle reverts, India can be at the head of the pack.
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