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Research Update:

India Outlook Revised To Stable From Negative
On Our Expectation Of An Improvement In
The Country's Fiscal Position

Overview
• We expect India's fiscal position to improve over the next few years and
its economy to maintain strong growth momentum.

• We revised the outlook on India to stable from negative.
• We affirmed the 'BBB-' long-term and 'A-3' short-term sovereign credit
ratings on India.

Rating Action
On March 18, 2010, Standard & Poor's Ratings Services revised the outlook on
the Republic of India to stable from negative. At the same time, we affirmed
the 'BBB-' long-term and 'A-3' short-term sovereign credit ratings on India.

Rationale
The revision in outlook reflects our view that India's fiscal position could
now begin to recover and that its economy will remain on a strong growth path.

The government budget targets a general government (including central and
state governments) deficit of 8.3% in the fiscal year ending March 31, 2011,
from 9.8% in the previous fiscal year. The government intends to follow the
medium-term fiscal consolidation plan outlined by the 13th Finance Commission.
The Commission recommended that general government deficit be reduced to 5.4%
of GDP and the ratio of general government debt to GDP be lowered to 68% of
GDP by the fiscal year ending 2015. The government's decision, in February
2010, to change its fertilizer policy to implement a nutrient-based pricing
policy and to raise urea prices by 10% from April 2010 is a step forward for
the reduction of subsidies. The budget also announced an average increase in
the prices of domestic petroleum and diesel of 6.0% and 7.8% respectively.

We expect India's GDP growth to be 8.0% in fiscal year ending March 31, 2011,
which is higher than many other countries' and exceeds our previous
expectation. In addition, we view India's external position as resilient. We
expect the country's ratio of gross external financing need to current account
receipts plus international reserves to remain stable at 77% in fiscal 2010.
The Indian financial sector's net external debt is projected to reach 26% of
current account receipts at the end of the current fiscal year on March 31,
2010. Despite uncertainty in the global capital markets, confidence in India
is bolstered by the country's international reserves, which are 374% of its
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short-term external debt.

However, the ratings continue to be constrained by the high government debt
burden and deficit, and India's weak fiscal profile. The consolidated debt of
India's central and state (general) governments is estimated at 80% of GDP (by
our definition) in the current fiscal year, while interest payments are likely
to consume about 27% of general government revenue. India's contingent
liabilities are also high. The country's state-owned enterprises (SOEs),
particularly those with state governments, are generally not very efficient,
and are significantly dependent on the government for financial support.

In our opinion, the recent high inflation rate could also derail the stable
macroeconomic and interest rate environments. The Wholesale Price Index (WPI),
India's most widely used inflation index, increased by 10% in February 2010,
mainly because of the rise in food prices. We think the Reserve Bank of India
(RBI, India's central bank) and the government need to achieve a fine balance
between their monetary and macroeconomic policies to contain inflation while
maintaining the growth momentum of the economy.

The transfer and convertibility assessment for India-based non-sovereign
issuers ('BBB+') remains two notches above the long-term 'BBB-' foreign
currency sovereign credit rating on India.

Outlook
The stable outlook reflects our view that India's fiscal consolidation at the
central, state, and public enterprise levels over the next several years will
likely restore the government's policy flexibility, and keep credit
fundamentals commensurate with the 'BBB-' rating. Standard & Poor's will
continue to monitor the government's measures to rein in public finances.

As such, the sovereign ratings on India could be raised, if the government
continues to reduce the public sector's deficits materially. For example,
future government initiatives to reduce subsidies for fertilizers, foods, and
fuels would be a significant factor in improving the expenditure structure of
the budget and reducing the negative influence of potential external shocks on
India's fiscal position. Strong commitment of the central and state
governments to the medium-term fiscal consolidation plan set out by the next
Fiscal Responsibility and Budget Management Act is key to India's fiscal
consolidation. Early implementation of the goods and service tax (GST) could
help stabilize and potentially increase government revenues in the medium term
and become a further positive factor for sovereign ratings.

Conversely, if the government continues its loose fiscal policy or there are
policy setbacks on monetary, financial, and economic fronts that lower India's
medium-term growth prospects could result in a downward pressure on the
ratings.
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Related Criteria And Research
"Bulletin: India's Budget Could Signal A Turning Point For Fiscal
Consolidation," published Feb. 26, 2010.

"India (Republic of)," published Dec. 30, 2009.

"Sovereign Credit Rating: A Primer," published May 29, 2008.

Ratings List
Ratings Affirmed; CreditWatch/Outlook Action

To From
India (Republic of)
Sovereign Credit Rating BBB-/Stable/A-3 BBB-/Negative/A-3

India (Republic of)
Transfer & Convertibility Assessment
Local Currency BBB+

Complete ratings information is available to RatingsDirect on the Global
Credit Portal subscribers at www.globalcreditportal.com and RatingsDirect
subscribers at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright ( c ) 2010 by Standard & Poor’s Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved.
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