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INTERVIEW ANGLE

§

"If a firm's profits per employee rise while its headcount falls, is it succeeding or slowly hollowing
out? What does that trade-off mean for a country that treated IT as a mass employer?"

Source: Original editorial #  Business Standard

® Every fact web-verified against primary sources (https://ujiyari.com/how-we-verify/)

WHY THIS MATTERS NOW

TCS, India’s largest software exporter, posted a full-year revenue decline in constant currency in
FY26 and is cutting roughly 12,000 jobs, its first mass layoff. Entry-level hiring across the top firms has
fallen sharply, a 100,000 dollar US H-1B fee hangs in litigation, and Al is automating the coding and

testing work that once needed armies of engineers. For a sector that employs nearly six million people and

anchors India’s services exports, this is a GS3 inflection (https://ujiyari.com/vocab/inflection/) point.

THE CRUX IN 60 WORDS

India’s IT services grew by adding people to add revenue. Weak demand, US visa uncertainty and Al are
breaking that equation: revenue per employee is rising while hiring stalls. The industry is not finished,
margins are at multi-year highs, but the volume-outsourcing model is. Survival means higher-value, Al-led

services and a talent strategy that avoids hollowing out.
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THE ISSUE, DECODED

CONCEPT

Linear pyramid model

Services-as-software

Revenue-headcount

delinking

Hollowing out

WHAT IT MEANS

Revenue scales with headcount, juniors
billed at scale

Outcome-based delivery, less labour per

unit of revenue

Revenue per employee rises as net hiring

stalls

Growth on the intensive margin, junior

pipeline erodes

WHY IT MATTERS

The model Al is dismantling

The direction the industry must move

Signals productivity gains and a

shrinking pyramid

The social and structural risk to watch

THE ANALYSIS

® pemand is soft, guidance is tepid. TCS reported a full-year constant-currency revenue decline

in FY26, and FY27 guidance across the majors sits in the low single digits. Growth is no longer a

given, so efficiency has become the lever.

O us policy adds a second shock. A one-time H-1B fee of 100,000 dollars, proclaimed in

September 2025 and now caught in conflicting court rulings, threatens the onshore delivery model,

given that a large majority of H-1B holders are Indian nationals.

3] Al rewrites the unit economics. Generative and agentic (https://ujiyari.com/vocab/agentic/) Al

automate coding, testing and support. The result is revenue per employee rising even as net

headcount stagnates, and entry-level demand falling steeply.

O The pyramid is cracking. TCS’s roughly 12,000 job cuts, concentrated in mid and senior

management, and the drop in fresher intake, break the junior-to-senior pipeline that trained the

industry’s future leaders.

> The base is still strong. NASSCOM'’s Strategic Review 2026 pegs the sector near 315 billion

dollars with margins at multi-year highs. The question is not survival but whether the industry

reinvents faster than it hollows out.
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DATA AND INSTITUTIONS VAULT

NASSCOM Strategic Review 2026 puts the tech industry near 315 billion dollars, exports around 246
billion, headcount near six million (about 5.95 million). Results: TCS posted a full-year revenue decline
in constant currency in FY26 with margins at multi-year highs; FY27 guidance across majors is low
single digits. Layoffs: TCS cutting roughly 12,000 roles, its first mass layoff, focused on mid and
senior management. Visa: a one-time US H-1B fee of 100,000 dollars, proclaimed September 2025,
now in litigation; the majority of H-1B holders are Indian. Institutions: NASSCOM; Ministry of

Electronics and IT; the concepts of the pyramid model, services-as-software, and revenue per employee.

THE DEBATE

Argument that Indian IT is in decline: Falling entry-level hiring, a mass layoff at the flagship firm, US
visa headwinds and AI automating the core delivery work all point to an outsourcing model past its peak, with

employment for young graduates shrinking.

Argument that it is pivoting, not dying: Margins at multi-year highs and rising revenue per employee
show firms extracting more value per head. AI, GCC work, consulting and outcome-based contracts open a

higher-value future; the industry is repricing itself upward, not fading.

Balanced verdict: Both are true at once. The industry is financially healthier per employee and strategically
at risk as a mass employer. The real challenge is managing the transition so that productivity gains fund

reinvention and reskilling rather than a quiet hollowing out of the talent pipeline.

HOW TO THINK ABOUT THIS (TRANSFERABLE SKILL)

A profitable company and a shrinking source of jobs can be the same company. When you assess an
industry, ask two questions, not one: is it viable, and is it still doing the social job it used to do. Holding both

in view at once, without collapsing them, is the mark of a mature economic answer.

DIAGRAM-IN-WORDS

Weak global demand plus US visa cost plus AI automation -> revenue per employee rises
while hiring stalls -> entry-level pyramid erodes -> risk of hollowing out -> pivot to

services-as-software, domain and AI capability, and reskilling
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THE WAY FORWARD

0 Reprice the offering. Shift from bodies-on-seats billing to outcome-based and services-as-

software contracts where Al-driven productivity is the product, not a threat to it.

2 Build deep AI and domain capability. Move up the value chain into consulting, platform
engineering and vertical Al, and grow the global capability centre (https://ujiyari.com/terms/global-capabili

ty-centre/) business.

® protect the pipeline. Reskill at scale and rethink entry-level roles so Al augments juniors rather

than eliminating the tier that grows into leaders.

o Diversify markets and delivery. Reduce over-reliance on a single geography and a single visa

regime by expanding nearshore and domestic delivery footprints.

THE TAKEAWAY BOX

Argue that AI and weak demand are breaking the linear IT model, and that reinvention toward higher-

value work, with a protected talent pipeline, is the way to avoid a hollowing out.

“For three decades Indian IT added people to add revenue; the task now is to add value without simply

adding heads, and without hollowing out the pipeline that grows tomorrow’s leaders.”

NASSCOM Strategic Review 2026; IT exports near 246 billion dollars; H-1B 100,000 dollar fee; services-as-

software; revenue per employee; global capability centres.

When productivity gains from automation accrue to firms while young workers lose entry-level

opportunity, what obligation does an industry owe the workforce that built it.

UPSC has asked about the impact of technology and automation on employment and about India’s services-

led growth; this connects both to the Al disruption of IT.

jobless growth (https://ujiyari.com/terms/jobless-growth/); skilling and reskilling; global capability centres;

India’s services exports; the future of work.

Sources: Business Standard (https://www.business-standard.com/opinion), NASSCOM (https://nasscom.in/)

Source: India's IT Sector at a Crossroads — Ujiyari.com | Free UPSC & State PCS Editorial Analysis
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Ujiyari Current Affairs - ujiyari.com - Free Daily Current Affairs for UPSC & State PCS

India’s IT services industry faces weak global demand, US
immigration and political uncertainty, and Al that erodes the
linear people-based outsourcing model, so it is not finished but
survival requires higher-value services, new capabilities and a
different talent strategy.

v SUPPORTING

» TCS reported a full-year revenue decline in constant currency in FY26 and is cutting roughly
12,000 jobs, its first mass layoff, while entry-level hiring across the top firms has fallen
sharply.

* A one-time US H-1B fee of 100,000 dollars, though caught in litigation, threatens the
onshore delivery model on which Indian IT has long relied.

* Al is delinking revenue from headcount, lifting revenue per employee even as net hiring
stagnates, which breaks the junior-to-senior pyramid.

\
(
A COUNTER

Margins at multi-year highs and rising revenue per employee show the industry is extracting
more value per head and pivoting to Al-led and outcome-based work, so talk of decline may
be premature.

\

(

— WAY FORWARD

Move to services-as-software and outcome-based contracts, deepen Al and domain
capability, expand into the global capability centre and consulting space, and reskill at scale so
productivity gains do not gut the entry-level pipeline.
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QUESTION

"The linear, people-heavy model that built India's IT services industry is breaking down under the weight
of Al and weak global demand." Examine the challenges facing Indian IT and suggest a strategy to move

up the value chain while protecting employment. (250 words)

INTRODUCTION

For three decades Indian IT grew by adding people to add revenue. That equation is now breaking, and the

industry's future depends on whether it can grow value without simply growing headcount.

BODY

The pressures are converging. Global demand is soft: TCS reported a full-year revenue decline in constant
currency in FY26, and FY27 guidance across the majors is tepid, in the low single digits.

US immigration policy has added uncertainty, with a one-time H-1B fee of 100,000 dollars proclaimed in
September 2025 and now contested in the courts, striking at an onshore model where a large majority of
H-1B holders are Indian. Most structurally, Al is rewriting the unit economics.

Generative and agentic tools automate coding, testing and support, so the top firms are lifting revenue per
employee while net headcount stagnates or falls, and entry-level demand has dropped steeply. TCS is
cutting around 12,000 roles, its first mass layoff, concentrated in mid and senior management.

This is the danger: a "hollowing out” in which revenue grows on the intensive margin while the pyramid's
junior-to-senior pipeline, and IT's role as a mass employer, erodes. The industry is not finished.
NASSCOM's Strategic Review 2026 puts the sector near 315 billion dollars with exports around 246 billion,
and margins sit at multi-year highs. But defending that base requires a shift from bodies-on-seats
outsourcing to services-as-software, outcome-based pricing, deep domain and Al capability, and reskilling

at a scale that keeps young talent in the pipeline.

CONCLUSION

Indian IT's crossroads is not survival versus collapse but reinvention versus slow hollowing. The firms that
turn Al from a threat into their core product, while protecting the talent pipeline, will define the next

decade.
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