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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

« W expect India's fiscal position to inprove over the next few years and
its econonmy to naintain strong growth nmonentum

e W revised the outlook on India to stable from negati ve.

W affirmed the "BBB-' long-termand 'A-3' short-term sovereign credit
ratings on India.

Rating Action

On March 18, 2010, Standard & Poor's Ratings Services revised the outl ook on
the Republic of India to stable fromnegative. At the sane tine, we affirnmed
the "BBB-' long-termand 'A-3'" short-term sovereign credit ratings on |India.

Rationale

The revision in outlook reflects our viewthat India's fiscal position could
now begin to recover and that its econony 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
from9.8%in the previous fiscal year. The governnent intends to follow the
medi umtermfiscal consolidation plan outlined by the 13th Fi nance Conm ssi on
The Conmi ssion recomended that general government deficit be reduced to 5.4%
of GDP and the ratio of general governnent debt to GDP be |lowered to 68% of
CGDP by the fiscal year ending 2015. The government's decision, in February
2010, to change its fertilizer policy to inplenent 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 al so announced an average increase in
the prices of donmestic 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
whi ch is higher than nmany other countries' and exceeds our previous
expectation. In addition, we view India' s external position as resilient. W
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 governnment debt
burden and deficit, and India' s weak fiscal profile. The consolidated debt of
India's central and state (general) governnents is estinmated at 80% of GDP (by
our definition) in the current fiscal year, while interest paynents are |ikely
to consume about 27% of general governnent revenue. India's contingent
liabilities are also high. The country's state-owned enterprises (SOEs),
particularly those with state governnents, 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
macr oeconom ¢ and interest rate environnents. The Wol esale Price I ndex (Wl),
India s nost widely used inflation index, increased by 10%in February 2010,
mai nl y because of the rise in food prices. W think the Reserve Bank of India
(RBI, India's central bank) and the government need to achieve a fine bal ance
bet ween their nonetary and macroeconomnmic policies to contain inflation while
mai nt ai ni ng the grow h nonentum of the econony.

The transfer and convertibility assessnent for |ndia-based non-sovereign
i ssuers ('BBB+') renmmins two notches above the long-term'BBB-' foreign
currency sovereign credit rating on India.

Outlook

The stable outlook reflects our viewthat India's fiscal consolidation at the
central, state, and public enterprise |levels over the next several years wll
likely restore the government's policy flexibility, and keep credit
fundanmental s commensurate with the 'BBB-' rating. Standard & Poor's will
continue to nmonitor the governnent'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 examnple,
future government initiatives to reduce subsidies for fertilizers, foods, and
fuels woul d be a significant factor in inproving the expenditure structure of
t he budget and reduci ng the negative influence of potential external shocks on
India's fiscal position. Strong commitment of the central and state
governments to the mediumtermfiscal consolidation plan set out by the next

Fi scal Responsibility and Budget Managenent Act is key to India's fisca
consolidation. Early inplenmentation of the goods and service tax (GST) could
hel p stabilize and potentially increase governnent revenues in the nediumterm
and become a further positive factor for sovereign ratings.

Conversely, if the government continues its |oose fiscal policy or there are
policy setbacks on nonetary, financial, and economic fronts that [ower India's
medi umterm growth prospects could result in a dowward pressure on the
ratings.
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Related Criteria And Research

"Bulletin: India s Budget Could Signal A Turning Point For Fiscal
Consol i dation," published Feb. 26, 2010.

"I'ndia (Republic of)," published Dec. 30, 2009.
"Sovereign Credit Rating: A Priner," published May 29, 2008.

Ratings List
Ratings Affirnmed; CreditWtch/Qutl ook Action

To From
I ndi a (Republic of)
Sovereign Credit Rating BBB-/ St abl e/ A-3 BBB-/ Negati ve/ A- 3
I ndia (Republic of)
Transfer & Convertibility Assessnent
Local Currency BBB+

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at www. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
col um.
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