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Management
Discussion
and
Analysis

Global & Indian Economy Outlook

IMF DataMapper - Real GDP Growth (Annual Percent Change)

— Arvanced economies s Emerging market and developing economies World
©IMF, 2020. Source: World Economic Outlook (April 2020)

The World Economic Situation has changed dramatically due to the outbreak of COVID-19. A rare disaster, the
coronavirus pandemic, has resulted tragically in a large number of human lives being lost. As countries implement
necessary quarantines and social distancing practices to contain the pandemic, the world has been put in a Great
Lockdown. Many countries are facing multiple crises including health, financial and a collapse in commodity prices,
which interact in complex ways.

There is extreme uncertainty around the global growth forecast. The economic fallout depends on factors that interact in
ways that are hard to predict, including the pathway of the pandemic, the intensity and efficacy of containment efforts,
the extent of supply disruptions and repercussions of the dramatic tightening in global financial market conditions, shifts
in spending patterns, behavioural changes, confidence effects, and volatile commodity prices.

According to International Monetary Fund (IMF) Report, April 2020, the global economy is projected to contract sharply
by —3% in 2020. This is a downgrade of 6.3 percentage points from the IMF Report (January 2020), a major revision
over a very short period. This makes the Great Lockdown the worst recession since the Great Depression, and far worse




Management Discussion and Analysis (Contd.)

than the Global Financial Crisis of 2008. Assuming the pandemic fades in the second half of 2020 and that policy actions
taken around the world are effective in preventing widespread firm bankruptcies, extended job losses, and system-wide
financial strains, the projected global growth in 2021 to rebound to 5.8 percent.

This recovery in 2021 is only partial as the level of economic activity is projected to remain below the level it was projected
for 2021, before the virus hit. The cumulative loss to global GDP over 2020 and 2021 from the pandemic crisis could
be around 9 trillion dollars, greater than the economies of Japan and Germany, combined.

Countries reliant on tourism, travel, hospitality, and entertainment for their growth are experiencing particularly large
disruptions. Emerging markets and developing economies face additional challenges with unprecedented reversals
in capital flows as global risk appetite wanes, and currency pressures, while coping with weaker health systems, and
more limited fiscal space to provide support. Moreover, several economies entered this crisis in a vulnerable state with
sluggish growth and high debt levels.

. . . . Global crisis
For the first time since the Great Depression both Both advanced economies and emerging market and

advanced economies and emerging market and developing economies are in recession. Major economies
developing economies are in recession. For this year, have also been significantly downgraded.

growth in advanced economies is projected at -6.1 (real GDP growth, year-on-year percent change)

percent. Emerging market and developing economies Global Financial Griss 2000
with normal growth levels well above advanced .

economies are also projected to have negative growth : - Lmkd‘% -

rates of -1.0 percent in 2020, and -2.2 percent if China is , .

excluded. Income per capita is projected to shrink for over

170 countries. Both advanced economies and emerging
market and developing economies are expected to
partially recover in 2021.

W Advanced Economies W Emerging market and developing economies

Among emerging market and developing economies, all Sours: WF: The great ko W ExonaioDownum Shoehe gt deresion
countries face a health crisis, severe external demand
shock, dramatic tightening in global financial conditions,
and a plunge in commodity prices, which will have
a severe impact on economic activity in commodity :
exporters. Emerging Asia is projected to be the only 6
region with a positive growth rate of 1% in 2020. In China, N II
indicators such as industrial production, retail sales, and o, Hm IIM

Real GDP Growth, YOY Percent Change

=
=

FY21

fixed asset investment suggest that the contraction in
economic activity in the first quarter could have been b
about 8% year over year. Even with a sharp rebound 10
in the remainder of the year and sizable fiscal support, EuntedStstes WEwoAres miapsn mChinz M inda

the economy is projected to grow at a subdued 1.2% in Sourer WP The et oeonn: Word oo Bowrium Sree e deat epressn
2020. According to IMF, India’s growth is seen recovering sharply from 1.9% to 7.4% in the next fiscal year and China’s
growth is projected to grow from 1.2% t0 9.2% in 2021.

The recovery forecast for 2021 depends critically on the pandemic being brought under control in the second half
of 2020, allowing containment efforts to be gradually scaled back and restoring consumer and investor confidence.
The Government of India is taking various initiatives to boost the Indian economy by way of announcing a number of
relaxations and providing various relief funds including the COVID-19 relief package of T 20 Lakh Crores.
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Industry Overview
IT & ITeS

India has become the digital capabilities hub of the world with around 75 percent of global digital talent present in the
country and with a low-cost advantage by being 5-6 times inexpensive than the US. The IT & ITeS industry has always
been a key part of India’s economy.

The Indian IT industry which was expected to grow at 7.7 percent in FY 2020 will now witness flattish to muted growth
in FY 2020 owing to the coronavirus outbreak. As per the report of ICRA, the IT industry is expected to grow at 3-5%
as against 6-8% in FY 2020. With the slowdown in growth during the first half of 2020-21, the margins are expected
to decline from 22.4% in FY 2019 to 20.08% in FY 2021. The growth of the IT industry will remain at 6-8% over the
FY2021-FY 2024.

According to IBEF Report (March 2020), the market size

of IT services during FY 2019 is around US$ 92.49 which INDIANIT MARKET - SECTORWISE BREAKUP
is a 51% share of total Indian IT sector revenuesin FY 19.
BFSI continues to be the major vertical of the IT sector. i |

The market size of Business Process Management
(BPM), Software products and engineering services

(SPES) and Hardware during FY 2019 is US$ 36.2, 34.39
and 14.48 billion respectively.

New geographies, customer segments and new verticals
provide huge opportunities for IT and [TeS industry. BIRC
nations, continental Europe, Canada and Japan have
IT spending of approximately US$ 380-420 billion.
Adoption of technology and outsourcing is expected to make Asia the 2" largest IT market. Small and Medium
businesses have IT spend of approximately US$ 230-250 billion, but contribute just 25 percent to India’s IT revenue.
The emergence of new service offerings and business models would aid in tapping market profitably and efficiently.
Government, healthcare, media and utilities together have IT spend of approximately US$ 190 billion, but account just
8 percent of India’s IT revenue. Emerging verticals like retail, healthcare, utilities are driving growth and are expected
to increase the IT spending.

m T Serviies mBPM  mSPES Hardware  mSOurkeziBEF Report (March 2020)

However, due to the dramatic change in the global economy, it is expected that there will be cuts in IT spending budgets.
As per the reports of ICRA, it is expected that there will be consolidation in the industry especially among small and
mid-size players. Indian IT companies with their stellar track record will be one of the major beneficiaries of any such
consolidation initiatives.

IT Peripherals

The computer peripherals industry is riding high on the back of the ever-widening IT base in India. A sector that thrives
on inventions, the peripherals industry has witnessed stable demand as customers crave newer and better products
with each anticipated launch. Input, Output and Input/output (I/O) devices make up the computer peripherals market.
Input devices include keyboards, mouse, scanners, microphones, barcode readers, digital cameras etc. whereas output
devices comprise printers (impact and non-impact), plotters and monitors, terminals, projectors, speakers and auxiliary
memory devices such as disk drives etc.
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While several industries reel under the COVID-19 lockdown impact in India, PC and laptops have seen a massive surge
in bulk buying from corporates and enterprises to keep their workforce stay home, safe and connected. Millions of
Indians across the spectrum began working from home from early March as part of COVID-19 containment measures.

The computer peripherals market growth is driven by initial cost, recurring cost, brand names, warranty as well as
innovation in product design. Another important demand driver is the number of functions, which a product may be
able to perform. Most of the demand comes from sectors such as banking and finance, insurance, telecom, education,
manufacturing and retail. The demand has also increased with the number of international companies opening offices
in India, across all sectors.

With rapid new innovations, the rate of obsolescence in this industry is high. This has proved to be advantageous as it
keeps the demand stable. However, it also affects the demand as customers are always anticipating better products.

For India, China is the biggest trading partner. As per the Financial Express report (May 10 2020), in 2019, India
imported products valued at US$ 480 billion from around the world, in which products valued at US$ 68.16 Billion were
imported from China. Due to the outbreak of COVID-19, there is a global supply chain disruptions and demand shocks.
The industry is expected to recover partially in the second half of FY2020-21.

Consumer Electronics

The consumer electronics segment is one of the fastest .
growing industry segment in India. According to IBEF " - 0B
report, the market size of Indian appliance and consumer ; s

electronics (ACE) market has reached 76,400 crore

(US$ 10.93 billion) in 2019 and is expected to double to

Market Size (In USS Billion)

3113

%1.48 lakh crore (US$ 21.18 billion) by 2025. Electronics 30 >

hardware production in the country reached 38,800 - o o

crore (US$ 5.55 billion) in FY18, growing at a CAGR of ; 102

26.7 percent between FY14-18. Demand for electronics

hardware in India is expected to reach US$ 400 billion " Inan Appicances & Consumer Electroncs  Electroncs Hardware Production In ndia

ndustry

by FY24 and also the Draft National Policy (DNP) targets
production of one billion mobile handsets by 2025. The
e-commerce has contributed immensely to increase the
sale of consumer electronics including smartphone, television, air-conditioner and washing machine. The sales on
e-commerce platform has gone up in 2019 from the previous year, which marketers attributed to a continued shift of
consumption habits and a plethora of price aggressive online launches.

m2018 m2025F

Source: IBEF Report - Growth of Consumer Durable Industry in India (March 2020)

However, due to the outbreak of COVID-19, this industry is facing heavy headwinds across the globe. Retail shops and
showrooms of major brands, super markets, and hypermarkets have been shut down for an indefinite period of time
affecting sales of various consumer electronics products. Even home delivery of consumer electronics ordered through
e-commerce platform was restricted. The outbreak of COVID-19 also disrupted the global supply chain of the major
consumer electronic brands. China is not only the largest consumer and producer of various consumer electronics
products but also caters to a wide range of countries by exporting several input supplies that are essentially used to
produce finished goods. Shut down of the production in China has forced other consumer electronics makers based
in the US and Europe to temporarily hold the production of finished goods. This is leading to an increase in the supply
and demand gap.






