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In aleague
of their own

Rather than competing
with larger peers on
scale, IT mid-caps
choose to specialise in
niche areas. Have they
got it right this time?

Kripa Mahalingam

hey've never really had it easy.

On one side, they had to con-

tend with the likes of large,

world-class rivals who seemed
to have a far better understanding of
the dynamic nature of the global IT
services industry. On the other side,
they had to deal with skepticism from
investars and analysts who didn’t be-
lieve they had it in them to survive in
the flercely competitive world of IT
Services.

But India’s mid-cap IT companies
now want to prove their erities wrong.
No longer trying to compete on price
and scale of operations with their larg-
et rivals (it was a waste of time any-
way), mid-cap tech firms are focusing
on niche areas and becoming special-
ist players. In their pursuit for growth,
they're also increasing their manage-
ment bandwidth (strengthening their
management tearns ) and internal con-
trol systems, both of which had come
under criticism earlier And if these
are not enough, an increasing num-
ber of them are planning to use their
healthy cash reserves to snap up com-
panies to give them the much desired
scale and enhance their service offer-
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ings. So have mid-cap companies final-
ly got it right thistime?

Finding their niche
Life certainly has been tough for mid-
cap companies in the past few years.
fith faltering demand, they've found
themiselves embroiled in contract bat-
tles for smaller deals which larger
players would normally have ignored
during the flush years. It made bag-
ging contracts that much more com-
petitive for these companies. Pricing
became nearly irrelevant as most large
IT firms offered competitive pricesand
deal terms on par with their mid-sized
rivals. It became increasingly clear
that it was unsustainable to compete
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Brighter days ahead

Recovery in tech spend is likely to lead
to better growth rates
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on price and scale. “The bigger players
ate getting bigger everyday; there are
a Jol mare people and you can't fight
the battles with the big guys on con-
ventional lines.” says P R Chandrasek-
ar, CEO and vice-chairman, Hexaware
Technologies.

So they started to foeus on niche ar-
eas of expertise, both in terms of in-
dustry verticals and services lines, and
started to position themselves as spe-
cialists in those areas. For instance,
Hexaware found its calling in People-
$oft (an enterprise resource planning
(ERP) software) , while Patni looked
{o insurance. Engineering services
beckoned Infotech, while R&D servic-
e called out to Mindtree. And KPIT
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Cummins also gaw merit in engineer-
ing services. “In the verticals we are
focused on, we have built a high level
of competency. Our high competence
gives us a competitive edge,” says
Kishor Patil, CEOQ and managing direc-
tor, KPIT Cummins, which has chosen
to specialise in three segments with-
in the manufacturing arena - automo-
tive, industrial and hi-tech.

During 2000-08, the addressable mar-
ket for Indian vendors grew five times,
led by rapid expansion of service lines,
verticals and geographies serviced,
The IT industry derives around 60
per cent of its revenues from the US;
almost 50-60 per cent comes from ap-
plication, development and mainte-
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nance and 41 per cent comes tfrom the
banking and financial services and in-
surarice (BFSI) segment. But with the
penetration of new geographies, ser-
vice lines and verticals, these num-
bers are likely to change in the coming
years. As per Nasscomn, the apex body

of the IT industry. up to 80 per cent of

the incremental growth in addressable
market is likely to be contributed by
non-core markets: Growth in address-
able market is to be driven by new ver-
ticals, new customer segments,

The sheer size of the opportunity is
mind-boggling. For instance, take the
case of engineering services. World-
wide, technology-related engineeying
spendingis close to $ 850 billion (CY09).
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