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Al: New Growth Wave in Technology Services

Recently, we have witnessed a sharp correction in IT stocks, with the NIFTY IT index
declining ~25% YTD in CY26. This correction has been driven by rising concerns
around Al-led disruption, including fears of workforce displacement and the
emergence of startups claiming to fundamentally alter traditional service delivery
models. The sector was already navigating a cyclical slowdown amid macroeconomic
uncertainty, elevated investment requirements, and ongoing Al integration costs.
Historically, enterprise technology spending has progressed through multiple
structural cycles, each anchored in a significant shift in technology architecture and
evolving business needs. These transitions have consistently reshaped the trajectory
of enterprise workflows and operating models.

Evolution of the IT Sector

A) Outsourcing and Offshoring Cycle (2000-2008)

The first major growth cycle for the global IT services industry was driven by the
outsourcing and offshoring model. Enterprises in developed markets, particularly in
the US and Europe, are increasingly outsourcing software development, application
maintenance, and infrastructure management to offshore vendors to reduce costs.
India emerged as the largest beneficiary due to its large pool of skilled engineers and
significant labour cost advantages.

B) Cost Optimisation Cycle (2009-2013)

Post the Subprime Crisis of 2008, enterprises primarily focused on cost control and
operational efficiency. Enterprise spending slowed as companies postponed
discretionary projects and prioritised efficiency-driven initiatives. However,
outsourcing continued to grow as organisations sought to reduce IT operating costs.
During this phase, IT vendors increasingly signed large managed services contracts,
where vendors took over end-to-end management of IT infrastructure and
applications. Growth rates moderated compared to the earlier outsourcing boom, but
the industry remained resilient due to continued demand for cost optimisation.

C) Cloud Adoption Cycle (2014-2018)

The next major cycle was driven by the rapid adoption of cloud computing platforms.
Enterprises began migrating their workloads from on-premise data centres to public
cloud infrastructure offered by hyperscalers, such as Amazon Web Services,
Microsoft Azure, and Google Cloud. This transition fundamentally changed the IT
services industry, creating demand for services such as cloud migration, application
re-platforming, and cloud-native development. Indian IT companies restructured
themselves to capture this opportunity by building cloud consulting and
implementation capabilities. Cloud adoption significantly expanded the addressable
market for IT services and enabled more scalable and flexible enterprise IT
infrastructure.

D) Digital Transformation Cycle (2019-2022)

Enterprise demand for technologies such as data analytics, mobile platforms,
cybersecurity, 10T, and digital customer experience solutions. Therefore, IT
companies invested heavily in digital capabilities to enhance customer engagement,
automate business processes, and improve operational efficiency. The COVID-19
pandemic accelerated this trend as organisations rapidly digitised operations to
support remote work and online services. Indian IT companies benefited from strong
deal pipelines during this period, with several firms reporting double-digit revenue
growth, driven by large digital transformation programs and increased enterprise
technology spending.

E) Al and Automation Cycle (2023 — Present)

The current IT cycle is increasingly being driven by artificial intelligence, automation,
and advanced data platforms. Enterprises are investing heavily in Al infrastructure,
including GPUs, high-performance computing systems, and large-scale data
platforms to support machine learning and generative Al applications. This new cycle
is expected to reshape the IT services landscape by increasing demand for Al
consulting, data engineering, and Al model deployment services. At the same time,
automation and generative Al tools are improving productivity in software
development, potentially creating deflationary pressures on traditional IT services
pricing while simultaneously expanding the overall technology services market.

Information Technology
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Exhibit 1: Technological Shifts Over the Years
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Exhibit 2: Structural Shifts by Al integration
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Exhibit 3: Global Enterprise Al Investments
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Exhibit 4: Current Valuation
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Despite limited earnings downside, Most of the IT service companies witnessed a significant correction in their stock prices from our coverage

universe.
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Exhibit 5: Our Recommendations from the Coverage Universe

We believe the recent sharp correction in IT services stocks presents an attractive long-term buying opportunity in high-quality companies.
Accordingly, we have revised our target prices across our coverage universe, incorporating the current pessimism and near-term earnings
visibility challenges. Within our coverage, our preferred picks are Infosys, HCL Tech, TCS, Coforge, Persistent Systems, and Affle 3i.
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Exhibit 6: Valuation Sheet

Company Name Mezg;elctr:)ap
Affle India Ltd 18,293
Coforge Ltd 36,678
Cyient Ltd 9,222
Happiest Minds Technologies Ltd 5,662
HCL Technologies Ltd 3,55,926
IndiaMART InterMESH Ltd 12,206
Infosys Ltd 4,94,945
KPIT Technologies Ltd 18,015
L&T Technology Services Ltd 35,192
LTIMindtree Ltd 1,24,374
Persistent Systems Ltd 72,591
Tata Consultancy Services Ltd 8,52,299
Tech Mahindra Ltd 1,31,249
Wipro Ltd 1,97,505
Zensar Technologies Ltd 12,703

Source: Axis Securities Research
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RATING SCALE: Definitions of ratings

Ratings Expected absolute returns over 12 — 18 months

BUY More than 10%

HOLD Between 10% and -10%

SELL Less than -10%

NOT RATED We have forward-looking estimates for the stock, but we refrain from assigning a valuation and recommendation.
UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events.

NO STANCE We do not have any forward-looking estimates, valuations or recommendations for the stock.

Note: Returns stated in the rating scale are our internal benchmark.
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