Indian Software Industry

In 1998-99, the software industry in India was worth Rs. 158.9 billion (US$ 3.9 billion). If the value of in-house development, which is taking place at many large corporates, is added then the figure would touch around Rs. 190 billion (US$ 4.6 billion). This phenomenal growth has not been achieved overnight. The C.A.G.R (Compounded Annual Growth Rate) for the Indian software industry revenues in the last five years has been 56.3 percent. Here the C.A.G.R. for the software export industry has been 60.71 percent while that for the domestic market has been 46.05 percent. 

Domestic Software Market

In 1998-99, the domestic software market has been estimated at Rs. 49.5 billion (US$ 1.25 billion) and this does not include the in-house development of software by end users. The domestic software market has shown a C.A.G.R. of 46.05 percent which has been steadily improving in the last few year 

The growth rate of the domestic software market was 41.02 percent 1998-99. The domestic software market is expected to gross Rs. 73 billion in 1999-2000. With the rigorous enforcement of Copyright laws, increase in government spending on I.T. it is expected that in the coming years, the domestic market for software can even register more than 50 percent annual growth rates. 

Also, the government has implemented zero import duty on software. This is already having buoyant effect on the market and there is a increasing trend of buying software through the Internet. It is expected that by 2008 revenues of Indian domestic software market would touch US $ 37 billion. In the next few years, the prominent growth in the domestic software market is expected to get boost by segments such as banking, E-governance, defence, etc. 

Software Export Industry

The Indian software export industry continues to show impressive growth rates. In terms of Indian rupees, the C.A.G.R. over the past five years has been as high as 60.71 percent. The industry exported software and services worth Rs. 0.30 billion (U.S.$ 0.03 billion) in 1985; in 1998-99, a total export of Rs. 109 billion (U.S.$ 2.65 billion) was achieved and it is expected that during 1999-2000, software exports will be worth Rs. 172 billion (U.S.$ 3.9 billion). The software industry in India expects to reach an export level of U.S.$ 6.3 billion by 2000-01 and U.S.$ 10 billion by 2001-02. The National IT Task Force of India has set a target of U.S.$ 50 billion of annual I.T. software and services exports by 2008. 

For achieving this velocity of business, both the software industry and the Government of India are currently taking some bold and purposeful steps. Amongst others, this exercise includes path-breaking measures adopted by the National IT Task Force to further liberate the economy, simplification of procedures, deployment of additional resources for technical manpower development, new marketing channels, enhancing global brand equity and providing state-of-the-art infrastructure for software development. The thrust on I.T. services like E-commerce, Software Development, Interactive Integration services, Application Service Providers (ASP’s). 

Location of Software Companies 

The mushrooming of new software companies until a couple of years ago was limited to a few cities. The industry was mainly concentrated around Bangalore, Mumbai, Chennai, Delhi, Pune, Hyderabad and Calcutta. However, with the infotech revolution sweeping India, we have witnessed a very high growth of infotech companies in other cities and towns as well. Most of the state governments have today accorded the highest priority to the development of the infotech sector in their states. 

An analysis of the headquarters of the top 600 software companies demonstrates the following statistics:

Mumbai


131

Bangalore


122

Delhi



43

Gurgaon & Noida

68

Hydrebad


64

Chenna


55

Calcutta


25

Pune



23

Tirvandururm


14

Ahmedabad


10

Bhubaneshwar

10

Others


35

Types of services

Type of Services


Rs. million

Percentage

Onsite Services


63,650

58.18 %

Offshore Services


37,100

33.92 %

Products & Packages

8,650


7.9 %

Break-up of software Activity

Software

Activity
Domestic Market
Export Industry


Rs. million
Percentage
Rs. million
Percentage

Projects
14,100
28.5
39,950
36.5

Professional Services
2,500
5
48,300
44.15

Products & Packages
23,900
48.5
8,650
7.9

Training
2,300
4.5
1,880
1.72

Support & Maintenance
2,000
4
4,650
4.25

I. T. Enabled Services
4,700
9.5
5,970
5.48

Total
49,500
100
109,400
100

Domestic Software Activity

Products & Packages

48.5%

Projects



28.5%

I. T. Enabled Services

9.5%

Professional Services

5%

Training



4.5%

Support & Maintenance

4%

Software Export Activity

Professional Services

44.15%

Projects



36.5%

Products & Packages

7.9%

I. T. Enabled Services

5.48%

Support & Maintenance

4.25%

Training



1.72%

Software Export Destination

North America


61%

Europe



23%

Japan




4%

South East Asia


4%

Australia & New Zealand

2%

West Asia



1.5%

Rest of the World


4.5%

Development Focus

Application Software Development
59%

Consultancy




16%

Communication Software


14%

Systems Software Development

9%

Firmware




2%

Development Platform

The majority of companies concentrate on the following four major development platforms (Also, as most companies develop on more than one platform, the values shown total more than 100%): 

PC / Internet




86%

Mainframe




19%

Midrange




43%

Unix





61%

Top ten Software Companies

Tata Consultancy Services (TCS)

Wipro Infotech Limited

NIIT Limited

Pentafour Software & Exports Ltd.

Infosys Technologies Ltd.

Satyam Computer Services Ltd.

IBM Global Services (I) Pvt. Ltd.

Cognizant Technologies Solutions

Tata Infotech Ltd.

DSQ Software Ltd.

SWOT Analysis of Indian Industry

Strengths

High Quality & Price Performance: Quality is the hallmark of Indian I.T. software and, services. ISO 9000 certification and SEI Level 5 are the order of the day. High quality knowledge workers and attractive price performance have been and will continue to be a key component of India's value proposition. 

Large Pool of Knowledge Workers: The basic raw material for any software development activity or a dotcom start up is the availability of quality knowledge workers. India's main competitive advantage is its abundant, high-quality and cost effective human resources. 

Currently, India trains more than 73,000 professionals a year and has around 80,000 people working in the software and services sector. This is the second largest I.T. work force in the world. Recently, the Government of India has committed to providing computer education in every school by year 2003.

State-of-the-art Technologies: A majority of Indian software companies use state-of-the-art technologies, including the latest in client-networking, E-commerce, Internet, ASP, CASE tools, communication software, ATM, protocols, GUI etc.

Flexibility and Adaptability: Indian software professionals easily adapt themselves to new technologies. In the software industry, where technological obsolescence is the order of the day, flexibility to adapt to new technologies a major strength

Reliability: Software programmers from India are able to provide expertise for all or large projects with dollar savings. The motto is ultimate adherence delivery schedules and customer satisfaction

Off-shore Development through Datacom links: Off-shore software development in India especially through high-speed datacom (satellite links), provides immense cost and time saving.

Large Projects: Indian companies increasingly large numbers are demonstrating their ability to handle large projects (more than 500-700 man- ears), including turnkey projects. 

High Growth: Software exports as well as the domestic demand in the last few years has been consistently growing at annual growth rate of about 50 percent.

Engineering Base: A strong base of national institutes, engineering college and universities has laid a strong foundation of education in engineering skills amongst Indian software professionals. The IIT’s (Indian Institute of Information Technology) in various cities are the new institutions to join the bandwagon. 

Mathematical and Logic Expertise: India’s success in providing efficient software solutions can be also attributed to the mathematical and logical ability Indian’s. 

High Aspirations: The Indian IT software and services industry has set itself higher aspirations and goals. Th recent aspiration is to reach annual revenues of U.S.$ 87 billion by 2008 (from a level of U.S.$3.9 billion during 1998 99), achieve 100 percent literacy, more, employment and entrepreneurship opportunities.

Indians in Silicon Valley: As per a recent survey, 23 of the Fortune 500 company CEOs are of Indian origin. It has been reported that a business plan of a dotcom company in Silicon valley, U.S.A. receives higher priority if an Indian name associated with it.  The successful India in Silicon Valley has organise themselves under the Indus Entrepreneurs Group (TiE). 

Government Encouragement: Since 1999 the Government of India has accorded thrust area status to the software sector. The Government has amended the Copyright Law to make it one of the toughest in the world; eliminated import duty on computer software; exempted profits derived from software exports from Income Tax etc. The Government of India has also set up innovative scheme like Software Technology Parks, etc., for promoting software exports. 

Infrastructure: A growing number of State Governments and cities are building hi-tech buildings and habitats to accommodate the ever increasing numbers of software companies and enterprises. These are in the form of intelligent habitats and buildings and include infrastructural support like high- class value-added data communication services, captive power, recreational facilities, etc. They incorporate state-of- art facilities viz. plug-and-play features. This is assisting companies to quickly set up their software operations in India.

Global Research & Development: More and more multinationals are setting up their global R&D units in India, recognising the immense power of local talent. 

Weaknesses

Lack of Package Orientation: Although, a few companies have started making shrink-wrapped software packages, the industry as a whole is still not oriented towards development of world class 'shrink-wrapped' software packages. Thus, the industry is not able to take advantage of a multiplier effect for growth in revenues.

Lack of Domestic Computerisation: Lack of adequate computerisation has led to a relatively weak domestic software market. Even, the PC penetration rate is very low.

Lack of Internet Penetration: With low penetration of PC’s, it is obvious that Internet penetration is also poor. At the end of the year 1999, India could only boast of 6,10,000 Internet connections with about 2.1 million users. The recently announced Internet Service Provider policy is expected to improve the situation. 

Original Technology: The Indian software industry possesses the expertise to absorb and use the latest technology. However, barring a few exceptions, it has still not produced enough original technology breakthroughs. Succinctly put, the industry has not created original operating systems or new computer languages and technologies, which could be used globally. 

Mission Critical Real Time Operations: Some of the leading companies in India have handled software development for mission critical real time operations. However, the industry as a whole does not have much experience in this field. 

Project Management Skills: As the Indian software industry has been growing at a fast rate, most of the project managers are becoming entrepreneurs, thus creating a gap in demand and supply of project management skills. 

Venture Capital: In building a robust venture creation process, India still faces few constraints. To build a prolific venture community, India needs to focus on boosting all stages of venture creation process and have simplified procedures so that the domestic Venture Capital movement can flourish and overseas Venture Capital funds can be attracted. 

Localisation: With the exception of isolated cases, not much exists in providing software applications in innumerable local languages. Thus, computer penetration in India is restricted to merely the English speaking population.

Opportunities

Global Market: The market is large and rapidly changing-from a mix of legacy client server to web / package-based services. Market openings are emerging across I.T. services, software products, I.T. enabled services and E-businesses, and creating a number of new opportunities for Indian companies. 

Domestic Demand: The corporate, government and consumer sector of the Indian domestic market offers a U.S.$ 18 billion opportunity by 2008 to software and services companies. 

Outsourcing: The global outsourcing business was worth U.S.$ 77 billion in 1997 and has been growing at the rate of 15-18 percent per annum. A recent survey indicates that by 2002, more than 59 percent of the Fortune 1000 companies and other multinationals will outsource some part of their application development and maintenance activities. India can gain and corner a greater marketplace. 

E-Commerce/E-Business: India not only has a huge opportunity to service this market but also has a unique opportunity to address the needs of the NRI community around the world. 

Overseas Listings: India today commands a very high respect among investors in India and overseas. Almost all major overseas stock exchanges -are keen for Indian software companies to list themselves on their respective exchanges. This is a major opportunity for the Indian software industry to attract the requisite investments. 

Internet Service Provider (ISP) Policy: The recent permission to allow private ISP's operate in India and set up their own gateways will unprecedented Internet proliferation throughout India.

Threats

Government Interference: In the past decade, the Government and industry have worked very well together in India for the success of the I.T. software and services industry. Now the Government's role needs to be increasingly directed towards providing suitable infrastructure and continuing its role in the simplification of policies. Any further plans for Government control, restrictions or undue interference could well pose a threat to the industry. 

Telecom Infrastructure: The immediate need of the hour in India is to have a world class telecom infrastructure at globally competitive tariffs. The Department of Telecommunications has taken a number of initiatives including the National Telecommunication Backbone, National Internet Backbone, and plans for providing high bandwidth Internet connectivity to remote corners of India. However, Government monopoly, lack of speed and adherence to archaic telecommunication rules and regulations can prove to be a threat to the industry. 

Lack of Speed: The world is moving at the speed of Internet. The decision- making and time taken for implementation in India needs to be at a much faster pace so that the Indian I.T. software and services industry does not lose any opportunities. 

Infrastructure: Although, the software industry is growing at a phenomenal rate, many other sectors in India have not yet been able to keep pace with it. Lately, almost all major cities are building hi-tech buildings to house the software industry. These buildings have state-of-art infrastructure, data communication facilities, captive power etc. But, lack of power, highways, housing and international airports is some cities has become a major constraint.

Cost: Rising cost of infrastructure, basic amenities and salaries can pose a threat if not adequately balanced with value addition. 

Protectionism by Export Destinations: Many countries in North America and Western Europe are creating protective and non-tariff trade barriers, especially with regard to the movement of skilled manpower. Visa issues and non-tariff trade barrier may prove to be a threat. India should insist for removal of non-trade tariff barriers at WTO. 

