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1. Reading Passage

For two decades, India's place in the global economy has rested on a deceptively simple equation.
The country buys far more physical goods from abroad than it sells — mostly oil, gas, and
electronics — but plugs the gap by exporting software services. Engineers in Bengaluru and
Hyderabad write code for American banks and European retailers; the dollars come back home; the
books balance. In the 2024-25 fiscal year, this arrangement produced a current-account deficit of
just 0.6% of GDP, one of the healthiest readings in years. A speculative research note now argues
that both halves of that equation are about to break simultaneously, and that financial markets are
pricing only the smaller half.

The export side is the part investors already see. Bank analysts at HSBC estimate that 8-10% of
Indian IT revenue is exposed to automation, while Kotak forecasts roughly 3.5% pricing erosion as
foreign clients demand discounts in exchange for Al-driven productivity. The damage is already
visible: Tata Consultancy Services has cut 12,000 jobs, and Infosys has disclosed more than 300
internal Al agents delivering productivity gains of 5-15%. Spread across India's $224 billion IT
export base, the note projects trend revenue losses of roughly S30 billion by 2030 and $S60-90
billion by 2035.

But here's the catch: that is the smaller problem. The larger one is what replaces those jobs — a
recurring import bill, paid in dollars, to a handful of American Al suppliers. The note identifies three
engines. First, Indian IT firms themselves will be forced to reallocate 15-25% of their $130 billion
industry wage bill to foreign model APIs simply to defend their margins; TCS alone, with 600,000
employees, could become a $2 billion-a-year customer of vendors like OpenAl and Anthropic.
Second, consumer subscriptions: ChatGPT Go costs 399 a month in India, roughly twice the

average wireless bill, and a country with one billion internet users could easily spend $30-40 billion
a year on consumer Al by 2035. Third, enterprise software seats, cloud inference billed through
Azure and Bedrock, and Al features embedded in existing SaaS products add tens of billions more.

A common objection is that hyperscaler investment in Indian data centers will keep the money
onshore. The note rejects this. The chips inside those centers come from Nvidia. The electricity
depends on imported coal, gas, and oil — India already buys 80% of its energy from abroad. The
models themselves are owned offshore, with gross margins above 70% repatriated to American
parents the same way Google's and Meta's Indian ad revenue is today. Domestic data centers, by
this accounting, reduce the bill by perhaps 10-20%, not reverse it.

The arithmetic, if the note's mid-case projections hold, is sobering. By 2030, $80 billion in new Al
imports plus $30 billion in lost IT exports produces a $110 billion drag on the balance of payments —
about 2% of GDP. By 2035, the drag widens to 3-4% of GDP, the zone where rating agencies issue
downgrades and currencies come under sustained pressure. India was last in that neighborhood
during 2012-13, but escaped over a decade as oil prices and global interest rates normalized. The
note's central warning is that Al offers no equivalent reversal: unlike oil-price spikes, software
substitution compounds rather than cycles. Once a workflow migrates to a foreign API, it tends to
stay there — and the rupee anchor that has held the currency near 85 to the dollar may slip
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toward 180-200 by the mid-2030s.

Page 3 | GenAware



GenAware | India's Hidden Al Trade Deficit: The Dollar Bill Nobody Is A

2. Explanation

India's economy has balanced on a single trick for twenty <years: sell foreign software, buy
foreign oil. A speculative research note argues Al is about to shatter both halves of that equation
at once.

What's Going On?

A research note (cheekily bylined 'Claude, high on hallucinations’) argues India faces a coming
balance-of-payments crisis driven by Al. The thesis: investors are watching Al destroy Indian IT jobs,
but they're ignoring a much bigger problem — a recurring dollar bill for Al services that India will import
from American firms like OpenAl, Microsoft, and Google.

Today, India runs a tiny current-account deficit of just 0.6% of GDP, plugged by engineers writing code
for foreign clients. The note projects that by 2035, Al could create $175-245 billion in new imports while
erasing $60-90 billion of IT export revenue, dragging the deficit to 3-4% of GDP and pushing the rupee
from around 85 to 180-200 per dollar.

How To Think About It

The argument isn't really about Al — it's about who owns the toll booth on a road everyone has to drive
down. India's IT industry was built on selling cheap, skilled labor; Al changes who collects the rent.

e Think of a small country whose entire economy runs on exporting handwoven textiles. Then a
foreign factory invents a machine that weaves perfectly — and charges a monthly subscription to
use it. The country loses its export market AND has to pay rent on the replacement.

e Or think of the shift from owning a DVD collection to paying Netflix forever. The one-time purchase
becomes a recurring bill — except now the bill is paid in dollars, by an entire nation, to companies
headquartered 8,000 miles away.

Key Things To Know

« India's IT services sector exports about $224 billion a year; HSBC estimates 8-10% of that revenue is
at automation risk.

o TCS, India's largest IT firm, has already cut 12,000 jobs; Infosys reports 300+ internal Al agents
delivering 5-15% productivity gains.

o The 'domestic data centre' counterargument fails because the chips inside (Nvidia), the energy
(imported fuel), and the model owners (US firms with 70%+ gross margins) all send dollars abroad
anyway.

e ChatGPT Go costs 399/month in India — roughly twice the average mobile-phone bill. Scale that
to a billion internet users and consumer Al alone becomes a $30-40bn annual import line.

» What most people miss: this isn't a cyclical shock like an oil-price spike. Substitution compounds
rather than reverses — once a workflow runs on a foreign API, it stays there.

Why It Matters

If you're a student anywhere in the world, this preview your future job market. The Indian IT boom was
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the template for 'safe, middle-class, future-proof career' for an entire generation. Al is testing whether
that template survives. For Indian students specifically, it reshapes which engineering specialties pay,
whether the rupee in your future paycheck holds its value, and whether sectors like fintech and SaaS
can grow without being squeezed by dollar-priced Al bills. Globally, it's a stress test: what happens to
any economy that depends on exporting digital labor when that labor gets automated by someone else's
machine?

The Bigger Picture

India was last in this neighborhood — a current-account deficit near 4% — during the 2012-13 'taper
tantrum,’ and it took a decade to climb back. But that crisis ended because oil prices fell and global
money got cheaper again. An Al-driven deficit has no equivalent reversal valve. Watch for three signals:
whether India tries to build sovereign foundation models (it's trying), whether American Al firms accept
rupee-denominated pricing to gain market share, and whether rating agencies start flagging the
'invisible" Al import bill. The deeper question is one every digital-services exporter — the Philippines,
Ireland, Poland — will eventually face: when the world's most valuable software runs on someone else's
servers, what exactly are you selling?
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3. Key Terms Glossary

Balance of Payments (BoP)

The full accounting of money flowing into and out of a country. It has two main halves: the current
account (trade in goods, services, and income) and the capital account (investment flows).

Current-Account Deficit (CAD)

When a country buys more goods, services, and income payments from abroad than it sells. Sustained
large deficits force a country to borrow from foreigners or sell assets to cover the gap.

Merchandise Deficit

The gap between the value of physical goods a country imports (oil, electronics, machinery) and what
it exports. India runs a large one mainly because of energy imports.

Hyperscaler

The handful of giant cloud-computing companies — primarily Amazon Web Services, Microsoft Azure,
and Google Cloud — that operate massive global data-center networks and increasingly host Al
models.

Capex (Capital Expenditure)

Money spent on long-lived physical assets like factories, data centers, or equipment, as opposed to
ongoing operating costs like wages.

ARPU (Average Revenue Per User)

A telecom and subscription-business metric: total revenue divided by number of users. Comparing
ChatGPT's price to telecom ARPU shows how big a chunk of household digital spending Al could
capture.

Repatriation

When a multinational company sends profits earned in one country back to its home country,
typically as dividends to the parent. These outflows show up as debits on the current account.

Substitution vs. Cyclical Shock

A cyclical shock (like an oil price spike) reverses when conditions normalize. Substitution is
permanent — once consumers or firms switch to a new product, demand for the old one doesn't
bounce back.
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4. Reading Comprehension Quiz

Circle the best answer for each question.

Q1. The passage primarily argues that:

QA
QB8
Qo
oD

Al will eliminate most Indian IT jobs within a decade, causing mass unemployment
Markets are pricing Al's threat to Indian exports but ignoring a larger import bill it creates
India should ban foreign Al services to protect its software industry from collapse

The Indian rupee will inevitably collapse because of rising oil prices and weak exports

Q2. According to the passage, why does building data centers inside India NOT solve the dollar-outflow
problem?

QA

o®)

Qo)

Op)

Because India lacks the engineering talent to operate large data centers efficiently

Because the chips, energy, and model ownership all still require payments to foreign suppliers
Because Indian regulators block foreign companies from operating domestic data centers
Because consumer demand for Al services in India is too small to justify the investment

Q3. Which choice best states the central idea of the passage?

QA
Qs
Qo
oD

India's economic model of exporting labor and importing fuel is being broken by Al on both sides
Tata Consultancy Services and Infosys must invest aggressively in their own Al models to survive
The Reserve Bank of India should intervene to prevent the rupee from depreciating further
American Al companies are deliberately targeting India to extract maximum subscription revenue

Q4. As used in the passage, the word 'anchor' most nearly means:

QA
Qs
Qo
OPD)

A heavy weight used to hold ships in place

A stabilizing force that prevents large movements

A news presenter who delivers reports on television
A starting point from which calculations begin

Q5. As used in the passage, the word 'compresses' most nearly means:

oL
o®)
Qo)
Op)

Squeezes physically into a smaller space
Reduces in scale, value, or quantity
Translates into a different file format
Combines multiple items into one bundle

Q6. Which statement about the projected Al import bill can most reasonably be inferred from the
passage?

oL
o®)
Qo)
Op)

Most of the new payments will flow to a small number of American technology firms
Indian consumers will benefit because Al subscriptions are cheaper than telecom services
The bill will fall over time as Indian firms develop competing Al models domestically
Government subsidies will eventually offset the dollar outflows on Al services

Q7. The passage suggests that the 2030s Al-driven deficit will differ from India's 2012-13 crisis
primarily because:

QA
o®)

Qo)

Op)

Foreign exchange reserves are much lower today than they were a decade ago

The new deficit has no natural reversal mechanism, unlike oil-price cycles

Global interest rates will remain higher than they were during the previous episode
Indian voters will demand stricter capital controls to defend the rupee
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Q8. The author's tone in the passage is best described as:
(OA) Alarmed and analytical, building a quantitative case for an underappreciated risk
(OB) Nostalgic and regretful, mourning the loss of India's traditional IT industry
(OC) Optimistic and reassuring, arguing that India will adapt successfully to Al
(OD) Neutral and descriptive, reporting facts without taking an analytical position

Q9. Which can most reasonably be inferred about India's IT services firms in the Al transition?
(OA) They will return to higher hiring growth once Al productivity gains stabilize
(OB) They will become major customers of the same foreign Al vendors that threaten their margins
(OC) They will successfully shift clients to rupee-denominated Al contracts
O D) They will be nationalized by the Indian government to preserve domestic employment

Q10.Which choice provides the BEST evidence for the answer to the previous question?
O A) 'TCS has cut 12,000 jobs. Infosys has disclosed 300-plus internal Al agents'
O B) ‘'Indian IT firms... will reallocate 15-25% of their $130bn industry wage bill to model APIs'
(OC) 'HSBC puts 8-10% of Indian IT revenue at automation risk’
(OD) 'Kotak forecasts 3.5% pricing erosion as foreign clients demand that Al productivity be passed through'

My Score: /10
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5. Answer Key with Explanations

Q1. The passage primarily argues that:

Answer: B

The passage's thesis is explicitly that investors see the export half of the problem but have not begun pricing the
larger import half. A is too narrow (jobs are only part of the export side). SAT Tip: For 'primary argument'
questions, look for the sentence that contains the word 'but,' 'however,' or a similar pivot — the author's main claim
usually sits on the side of the contrast they're emphasizing.

Q2. According to the passage, why does building data centers inside India NOT solve the dollar-outflow
problem?

Answer: B

The passage states that chips come from Nvidia, energy depends on imported fuel, and model owners repatriate
margins offshore. C is a Trap C distractor — plausible-sounding but never claimed in the passage. SAT Tip: When a
question asks ‘why," scan for explicit cause-effect language (‘because,’ ‘depends on," reflects’) rather than relying on
what seems generally true about the topic.

Q3. Which choice best states the central idea of the passage?
Answer: A

The passage frames India's external accounts as resting on a 'single equation' — services exports plugging a goods
deficit — and argues 'both halves of that arithmetic are now breaking at once.' D is a Trap C distractor (a
real-world view some hold, but not the passage's claim). SAT Tip: 'Central idea’ answers should encompass the
whole passage, not just one section. If an option only summarizes one paragraph's claim, it's too narrow.

Q4. As used in the passage, the word 'anchor’ most nearly means:

Answer: B

The passage uses '‘anchor’ to describe what has kept the rupee from depreciating faster — the IT exports, FDI, and
low CAD. The 'rupee anchor' is a metaphor for stabilization. A is the common literal meaning — a classic Trap B.
SAT Tip: On vocab-in-context, substitute each option into the sentence and reread. The right answer keeps the
sentence's meaning intact in context.

Q5. As used in the passage, the word 'compresses’ most nearly means:

Answer: B

The passage says 'Al compresses that labour' — meaning it shrinks the demand and value of Indian labor exports. A
is the literal physical meaning (Trap B — same word, wrong context). SAT Tip: Words with everyday physical
meanings (compress, weigh, anchor, drift) often appear in economics writing as metaphors. Always pick the
meaning that fits the surrounding economic context.

Q6. Which statement about the projected Al import bill can most reasonably be inferred from the
passage?
Answer: A

The passage repeatedly emphasizes that payments go to American suppliers, that model owners are offshore with
70%+ margins, and names Azure, Bedrock, and ChatGPT as channels. B reverses what the passage actually says —
that ChatGPT Go costs twice average wireless ARPU (Trap A — right scope, wrong direction). SAT Tip: On inference
questions, eliminate any option that contradicts an explicit fact in the passage before evaluating the remaining
options.
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Q7. The passage suggests that the 2030s Al-driven deficit will differ from India's 2012-13 crisis
primarily because:

Answer: B

The passage explicitly contrasts the 2012-13 crisis, which ‘worked down over a decade as oil prices and global
liquidity normalised,’ with the Al deficit, which 'has no equivalent reversal' because 'substitution compounds.' C is a
Trap C — possibly true in reality but never claimed. SAT Tip: When a passage explicitly compares two situations,
the answer to a comparison question is almost always stated near the comparison, not inferred from general
knowledge.

Q8. The author's tone in the passage is best described as:

Answer: A

The author uses phrases like mobody is adding up,' 'the bill,' 'sweeps the rupee with it," and stacks numbers to argue
markets are mispricing risk — alarmed but with calculations, not emotion. D misses the author's clear point of
view. SAT Tip: For tone questions, look at the author's verbs and modifiers ('sweeps,' 'breaking," 'nobody is adding
up'), not the topic itself. A topic can be discussed in many tones.

Q9. Which can most reasonably be inferred about India's IT services firms in the Al transition?

Answer: B

The passage states Indian IT firms will reallocate 15-25% of their wage bill to model APIs, and that TCS alone could
become a S$2bn-a-year customer of foreign Al vendors. A is a Trap A — opposite direction from the passage's
argument. SAT Tip: On inference questions about a specific group, find the passage's most specific statement about
that group and pick the option that paraphrases it.

Q10.Which choice provides the BEST evidence for the answer to the previous question?

Answer: B

Option B directly states that Indian IT firms are reallocating wages to foreign model APIs — exactly the claim in
Q9's correct answer. A describes job cuts (related but not about becoming Al customers). SAT Tip: On
evidence-pairing questions, identify the exact words from your previous answer first, then find the quoted line that
matches them most closely — don't pick a quote that's merely 'about the same topic.'
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