
A McKinsey study on the last slowdown of2001-2002 showed the companies 
that emerged successfully from the downturn were those that used their cash, did 
lots of mergers and acquisitions, and stepped on the accelerator. HCL has done 
just that by going ahead and acquiring UK-based SAP consulting firm, 
Axon. Along the way, it outbid Infosys Technologies. It's the largest overseas 
acquisition by an Indian IT company. Given the global slowdown, many 
believe that HCL has bitten more than it can chew. However, Vineet Nayar, its 
chief executive officer, tells Leslie D'Monte there couldn't be a better time to 
do it. Edited excerpts: 

Why did you  choose  to  go ahead and 
acquire at a  time  when the financial 
turmoil  is pegging everyone back, 
including information technology 
companies? 

It's all about management philos­
ophy. The re are compan ies that 
have ambi t ion and hunger, and 
adopt a growth-oriented strategy. 
There are others that prefer to live 
in a comfort zone. What one com­
pany sees as an opportunity, the 
other v iews as r isk. If you take a 
look at f inancial models, you will 
come up with the same argument. 
However, no company should live 
from quar ter to quar ter or 

year on year. 

These are cyc les where 
one high leads to a down­
ward curve. Unless you in­
vest during a slump, there 
is a likelihood that you will 
not be able to survive the 
next cycle. During a down­
ward trend, some compa­
nies reduce their pace while 

others prefer to build a new 
house. Conserv ing cash 
when the times are bad is typ­

ical manufacturing par­

lance . Indeed, i f you invest in 
growth, like we did with Axon, you 
will  take longer to recover from a 
downturn. Bu tourv iew is tha t wo 
have to invest in new businesses 
that will help us grow. 

From 2 0 0 5 onwards, we have 
adopted the Blue Ocean strategy, 
wh i ch prompts us to invest in 
spaces that are not populated by 
most Indian IT services providers. 
App l i ca t ion , deve lopment and 
maintenance is a Red Ocean (very 
competitive, which leads to blood­
lett ing, and therefore associated 
with the red colour). 

But look at our strategy. We 
were the first to invest in engi ­
neer ing ou tsourc ing se rv i ces , 
which is now growing at twice the 
rate of the industry. We were also 
the forerunners when it comes to 
remote 

infrastructure management, which 
is g rowing at 50 per cen t more 
than the industry rate. And now 
the SAP pract ice. 

...but why  Axon? 

It's only logical that we would want 

to invest in SAP capabil i ty [Syste-
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the next  cycle...  If you  invest in 
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manalyse und Programmentwick-
lung, or System Analysis and Pro­
gram Development) which is an­
other Blue Ocean. It is a $27 bil l ion 
market, of which $7.3 bi l l ion can 
be done offshore. Of this, the share 
of I ndian IT service providers is on­
ly $1.5 bil l ion. So there is plenty of 
headroom that we want to exploit. 

However, in terms of our SAP 
capability, there was a huge gap. A 
recession is an ideal time to address 
such capabi l i ty gaps. We tried to 
address the gap organical ly, but 
could not do so. With Axon, we are 
now three t imes bigger than our 
nearest Indian competitor. 

But  your other competitors,  IBM and 

Accent  ure, aremuchbigger than you 

in this  space. 

True, they are three t imes larger 

than us. But we have an offshoring 

advantage in SAP over them. 

Does the deal make financial 

sense,  given  that  your debt is 

increasing? 

Of course, it's for this very reason 

it makes more sense than us ing 

your own cash .which can earn us 

11 per cent interest. Taking d ebt 

from S tancha r t made i m m e n s e 

sense to us, s ince we got an almost 

5 percent arbitrage on the interest 

rates. Moreover, we bought a lot of 

Axon stock from the open market, 

too, which saved us money. Last, 

but not the least, the GBP (Bri t ish 

pound) had depreciated by almiost 

20 percent to the US dollar. S i n c e 

we are paying in dollars, this was 

an added advantage. 

Tell  usa little  about  Axon's  integra­

tion  with  your company. 
Axon will exist as a separate ent i­
ty called HCL Axon. T h e current 
CEO olAxo n G rou p, S te ve Cardel 1, 
will  be its new chief. We expect th is 
new structure to contr ibute $ 6 0 0 
mil l ion — about 30 per cent of our 
revenues. The October-Decemiber 
quarter wil l ref lect 15 days' rev­
enue from the new enti ty. F rom 
2 0 0 9 , the entire revenue wi l l s tarl 
getting reflected. 

...but how do you convince the rmar-

kets  that  Axon  is  good  for  you? 

The markets have a mind of thei r 

own. There's little one can do about 

it other than stating one's reasons. 

What about the domestic markiet? 

The Indian market is yet to manure. 
Negotiating this turf is very cium-
bersome. Investing in IT shoulrd be 
not just to reduce costs, but toi en­
hance value and efficiency. 

What's  your  take  on the global  IT sce-

nario and  its  impact  on Indiain  IT 

firms? 

There's no denying that some ccus-

tomers, some centres and somce in­

dustries have been affected baldly, 

which has triggered a panic reac­

tion, and hence the predictioms of 

lower IT spend. Bes ides , all (cur­

rencies have fallen against the US 

dollar, and since we report our rev­

enues in dollar terms, the curren­

cy fluctuation alone will resu It in 

our growth falling by around 8i per 

cent year on year. Ex is t ing c u s ­

tomers, too, are f inding n e w av­

enues — other low-cost des t ina­

t ions, pr ice renegotiat ions, nnore 

high-end work for the same pirice, 

and so on. 

T h e posit ive, though, is Ithat 

more companies, more industr ies 

and more count r ies (Germany, 

Sweden, Scandinavian countr ies) 

are opening up offshoring work to 

us. Bes ides, more serv ices are 

being offshored as compan ies at­

tempt to squeeze costs fol lowing 

the hit they've taken in this reces­

sionary period. ^ 
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