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AI, Armageddon and Afterlife 

We attempt to frame the AI impact on the Indian economy in light of growing 

concerns around the negative impact of AI on the services sector’s 

employment in general and particularly in the IT software services sector. We 

not only see a gradual negative impact on the economy and specific sectors, 

but also see upsides from a possible shift in the direction and efficiency of 

the economy.  

AI and IT services 

The Indian IT services exports sector (BPO, GCC and software) accounts for 

around 6.5% of the GDP (exports/GDP), 1% of the workforce and 6-7% of income 

tax filers (see Exhibits 1-3). However, an average IT service worker earns around 

3-4X of an average Indian worker (see Exhibit 4), which would suggest a 

moderate impact on the Indian economy in the case of a slowdown in (1) 

revenues of the IT software services sector and (2) new employment in the 

overall IT sector. For now, we assume a gradual deflation in the price of IT 

services rather than a sharp cut, given the high salience of IT software services 

in many parts of the IT services chain and within enterprises.      

AI and India 

The low share of the formal services sector in employment (see Exhibits 5-6), 

despite the high share of services in the economy (see Exhibit 7) would suggest 

a limited negative impact on employment and the economy of any wide-scale 

disruption of white-collar jobs (assuming such a drastic outcome in the next 2-

4 years). Nonetheless, we expect sentiment in the IT services households to 

turn soft, which may result in a slowdown in spending on high-ticket items; a 

household may not be keen on 15-year housing loans, given the concerns 

around income and job stability and discretionary spending.   

AI and productivity gains for the broader economy 

We would expect the negative impact of AI on parts of the economy to be partly 

offset or even overcome by (1) productivity gains in the broader economy; as 

an example, AI can enable superior credit assessment, better pricing and lower 

potential NPLs, leading to greater confidence to lend among lenders and higher 

credit growth or (2) enterprises spending on more IT projects from the savings 

arising from the likely lower cost of individual projects; enterprises have limited 

IT budgets and can allocate the budget to a limited number of IT projects.    

Greater thrust on manufacturing is required to manage demographics & growth 

We see an indirect potential positive impact on non-IT companies and 

manufacturing from (1) Indian engineers pursuing careers in ‘core’ engineering 

(industrial manufacturing) as opposed to careers in IT software services and 

(2) IT professionals joining non-IT enterprises, leading to ‘positive’ outcomes 

for the economy. We note India’s (1) low share of manufacturing in the economy 

and (2) high share of imports of manufactured items across sectors (see 

Exhibit 8). It would be imperative for the government to provide an even greater 

thrust on manufacturing to convert the ‘adversity’ into a ‘positive’ event. 

 

Key estimates summary 
 

2026E 2027E 2028E

Nifty estimates

Earnings growth (%)              8.3           16.3           14.7 

Nifty EPS (Rs)         1,070         1,245         1,430 

Nifty P/E (X)           23.1           19.9           17.3 

Macro data

Real GDP (%)              7.6              7.0              6.8 

Avg CPI inflation (%)              2.1              4.1              4.0  

Source: Company data, Kotak Institutional Equities estimates 
 

 

Quick Numbers 

IT services exports is around 6.5% of GDP and the 
sector accounts for around 1% of the workforce and 6-
7% of income tax filers 

The average IT worker wage is about 3-4X an average 
IT non-worker 

Around 20% share of imports in economic value from 
manufacturing 
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IT services and GCC exports account for around 7% of GDP 

  Direct share of IT services and GCC exports to GDP, March fiscal year-ends, 2015-25 (%) 
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Source: RBI, CEIC, Kotak Institutional Equities 

 

IT services (including BPO and GCC) employ around 6 mn people in India 

  IT, BPO and GCC headcount in India, March fiscal year-ends, 2015-25E (mn) 
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Source: Industry, Kotak Institutional Equities estimates 
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IT (including BPO and GCC) account for around 6% of total individual tax filers 

  IT, BPO and GCC headcount in India and as a share of formal employment, March fiscal year-

ends, 2015-25E (%) 
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Source: Industry, Income Tax Department, Kotak Institutional Equities estimates 

 

A median IT employee typically earns 3-4X the average adult Indian 

  Average salary of IT services employees (including GCCs), March fiscal year-ends, 2015-25 (Rs) 
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Source: Capitaline, CEIC, Kotak Institutional Equities estimates 
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Services sector employs 30% of workforce in India 

  Percentage distribution of workers in usual status (ps+ss) by broad industry division, June year-

ends, 2018-24 (%) 

2018 2019 2020 2021 2022 2023 2024

Agriculture 44.1 42.5 45.6 46.5 45.5 45.8   46.1   360           

Industry 24.8 25.2 23.7 23.9 24.9 25.2   24.1   (110)         

Mining 0.4 0.4 0.3 0.3 0.3 0.3     0.2     (20)            

Manufacturing 12.1 12.1 11.2 10.9 11.6 11.4   11.4   (70)            

Electricity and water supply 0.6 0.6 0.6 0.6 0.6 0.5     0.5     (10)            

Construction 11.7 12.1 11.6 12.1 12.4 13.0   12.0   (10)            

Services 31.1 32.3 30.7 29.6 29.6 28.9   29.7   (260)         

Trade, hotel and restaurant 12 12.6 13.2 12.2 12.1 12.1   12.2   (40)            

Transport 5.9 5.9 5.6 5.4 5.6 5.4     5.6     (30)            

Other services 13.2 13.8 11.9 12 11.9 11.4   11.9   (190)         

Change (bps)

2019-24

 

Source: PLFS, Kotak Institutional Equities 

 

Only half of employees in services are salaried, with bulk of them likely to be employed informally 

  Distribution of the nature of employment by activity, June year-end, 2024 (%) 

Self

Agriculture 17.0     0.9         46.3 35.7         

Industry 44.5     25.4       26.1 4.1           

Mining 25.6      64.4       8.4    1.7            

Manufacturing 8.8        43.4       40.0  7.8            

Electricity and water supply 5.6        74.8       17.7  2.0            

Construction 80.6      5.2          13.5  0.7            

Services 4.1       51.0       38.3 6.6           

Trade 3.0        29.1       54.4  13.5          

Transport 11.3      35.0       53.1  0.6            

Accommodation and food services 9.5        33.5       40.5  16.5          

Other services 1.8        75.8       20.6  1.7            

Weighted average 19.8     21.7       39.0 19.4         

 labor Salaried HH helper

Self-employedCasual

 

Notes: 

(a) According to PLFS, 58% of salaried non-farm employees did not have any written job contracts. 

Source: PLFS, Kotak Institutional Equities 
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Services account for 55% of GDP 

  Share of sectors in GDP, March fiscal year-ends, 1991-2025 
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Source: CEIC, Kotak Institutional Equities 

 

Imports account for a large share of economic output of manufacturing 

  Share of non-agri non-oil imports in total economic value of manufacturing output, March fiscal 

year-ends, 2012-24 (%) 
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Source: CEIC, Kotak Institutional Equities 

 

 

jimit.harde-kotak.com



  3 
  

 

 

Strategy 

 India Research 

 

 

“Each of the research analysts named below hereby certifies that, with respect to each subject company and its securities for which the  
research analyst is responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the 
subject companies and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report: Sanjeev Prasad, Anindya Bhowmik, Sunita Baldawa. ” 
 
This report has been updated since it was released in the India Daily of March 6, 2026. 
 
 
 

Ratings and other definitions/identifiers 

Definitions of ratings 

BUY. We expect this stock to deliver more than 15% returns over the next 12 months. 

ADD. We expect this stock to deliver 5-15% returns over the next 12 months. 

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months. 

SELL. We expect this stock to deliver <-5% returns over the next 12 months. 

Our Fair Value estimates are also on a 12-month horizon basis. 

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may 
not strictly be in accordance with the Rating System at all times. 

 

 
 

Coverage view 

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following 
designations: Attractive, Neutral, Cautious. 
 

Other ratings/identifiers 
 
NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable 
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or 
strategic transaction involving this company and in certain other circumstances. 

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company. 

NC = Not Covered. Kotak Securities does not cover this company. 

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a 

sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in 

effect for this stock and should not be relied upon. 

NA = Not Available or Not Applicable. The information is not available for display or is not applicable. 

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 

Distribution of ratings/investment banking relationships

Kotak Institutional Equities Research coverage universe

Source: Kotak Institutional Equities

As of December 31, 2025

Percentage of companies covered by Kotak Institutional 

Equities, within the specified category.

* The above categories are defined as follows: Buy = We 

expect this stock to deliver more than 15% returns over 

the next 12 months; Add = We expect this stock to deliver 

5-15% returns over the next 12 months; Reduce = We 

expect this stock to deliver -5-+5% returns over the next 

12 months; Sell = We expect this stock to deliver less than 

-5% returns over the next 12 months. Our target prices 

are also on a 12-month horizon basis. These ratings are 

used illustratively to comply with applicable regulations. As 

of 31/12/2025 Kotak Institutional Equities Investment 

Research had investment ratings on 303 equity securities.

Percentage of companies within each category for which 

Kotak Institutional Equities and or its affiliates  has 

provided investment banking services within the previous 

12 months.
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complaint at SEBI SCORES/Exchange portal at https://scores.sebi.gov.in. Kindly refer https://www.kotaksecurities.com/contact-us/ and for online dispute Resolution platform - Smart ODR 

Our Investor Charter is your trusted companion, offering essential guidelines to navigate the investment landscape. Discover principles for informed decision-making, risk management, and ethical investing by visiting 
https://www.kotaksecurities.com/disclaimer/investor-charter/ 
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“General Terms and Conditions for Usage of AI/ML in Research Services These Terms and Conditions (“T&C’s”) govern the use of research services provided by Kotak Securities Limited (“KSL”), where Artificial Intelligence (AI) and 
Machine Learning (ML) technologies are used as part of the research presentation and related services. By accessing or using such services, you acknowledge and agree to the following: 1. Purpose of AI/ML Usage KSL employs AI/ML 
based tools for limited purposes such as • Audio and video generation using AI-created voices, avatars, and formats; • Enhancing accessibility and presentation of research insights; • Facilitating efficiency in dissemination of market related 
content and research content. The AI/ML tools are used only as a medium of presentation and/or dissemination and do not alter the substance of research prepared by KSL. 2. Extent of Usage The specific scope and manner of AI/ML 
usage in research services is set out in the AI Disclaimer published along with the relevant research content and is also published on the website under the disclaimers section. Users are advised to carefully review such disclaimers for detailed 
information on the extent and limitations of AI/ML usage as may be updated by KSL from time to time in the disclaimer section https://www.kotaksecurities.com/disclaimer/. 3. Ownership of Research Content The underlying research, 
market views, data, analysis, and opinions remain solely those of KSL. AI/ML is not used to create independent investment recommendations. 4. Accuracy and Limitations While KSL takes reasonable care to ensure the accuracy of its 
research content: • AI/ML outputs may not always reflect complete, precise, or contextually appropriate information; • KSL makes no warranties, express or implied, as to the reliability, accuracy, or fitness of AI/ML generated presentations. 
5. No Confidential Information Input KSL does not upload, disclose, or process any client specific, confidential, or proprietary information through AI/ML platforms. All content generated through AI/ML is limited to publicly available 
information, market data, and internally developed research compliant with SEBI regulations. 6. Investor Responsibility Clients and viewers shall not rely solely on AI generated content for making any investment or trading decisions. The 
AI/ML generated presentations, output and dissemination are only for informational and illustrative purposes. Investors are further advised to consult their financial advisor before making any investment or trading decisions. 7. No Liability 
KSL shall not be responsible for or liable for any losses, damages, or claims arising directly or indirectly from reliance on AI/ML generated presentations or any output produced by the AI/ML. KSL shall not be liable for any loss, damage, or 
harm, whether direct, indirect, incidental, special, consequential, or punitive, arising from: • reliance on any AI-generated information; • business, financial, or investment decisions made based on such outputs; or • any inaccuracies, errors, or 
omissions in the responses. 8. Amendments KSL reserves the right to modify, update, or withdraw these T&C’s or its usage of AL/ML technologies at its sole discretion, subject to compliance with applicable laws and regulations”  

Disclaimer: https://bit.ly/DisclaimerKSLResearch  

Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually trading in derivative contracts. Compliance Officer Details: Mr. Hiren Thakkar. Call: 022 - 4285 8484, or 
Email: ks.compliance@kotak.com. 

Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC134051, Telephone No.: +22 43360000, Fax No.: +22 67132430. Website: www.kotak.com / 
www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A K Vaidya Marg, Malad (East), Mumbai 400097. Telephone No: 42856825. SEBI Registration No: INZ000200137(Member of NSE, BSE, 
MSE, MCX & NCDEX), AMFI ARN 0164, PMS INP000000258 and Research Analyst INH000000586. NSDL/CDSL: IN-DP-629-2021. Compliance Officer Details: Mr. Hiren Thakkar. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com  

“In case you require any clarification or have any query/concern, kindly write to us at Service.securities@kotak.com. For grievances write to KS.escalation@kotak.com and find Grievances Escalation matrix in the link below.”  

https://www.kotaksecurities.com/disclaimer/  
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