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India Econ Flash  
Fitch Revises India’s Local Currency Outlook to 
Negative; But Retains Rating at BBB- 
â Fitch lowers local currency outlook: Fitch has revised its outlook on local 

currency to Negative, from Stable earlier. However, the agency has retained its 
BBB- (investment grade) rating on both local and foreign currency, as well as its 
Stable outlook on foreign currency. With rating agencies sending out feelers 
about revisions to India’s sovereign ratings over recent weeks, the move has 
been largely on the cards. Last week, a report by Standard and Poor’s (S&P) 
cited rising inflation and ‘worsening fiscal and current account deficits’ as risks 
to the sovereign rating, but did not change its ratings or outlook. 

â Oil the key culprit: There are three key reasons behind the outlook revision. As 
we have pointed out earlier, the common cause behind the current economic 
scenario can be traced to higher oil prices, (see Macroscope- Party Sp'OIL'ed for 
Sure, But It's Not Over https://www.citigroupgeo.com/pdf/SAP17431.pdf ) which 
also indicates that things could change if the oil prices reverse. 

1. Fiscal position: Fitch has cited ‘considerable deterioration in the central 
government’s fiscal position in FY09’ as a key behind the outlook revision. 
Briefly, the government is likely to meet its fiscal deficit target of 2.5% for FY09 
on paper. However, including various off-balance-sheet items (oil bonds, farm 
waiver, pay commission, fertilizer subsidies- 80% of these are due to the oil 
shock) which account for close to 4% of GDP; the central govt's deficit would 
likely come in at 6.5%. This would bring the combined deficit to ~ 9% of GDP.   

2. A rising trade deficit, due to higher oil imports. While this is a concern, Fitch 
expects the current account deficit (CAD) to remain largely unchanged in FY09. 
Key factors in India’s favor: the relatively easy financing of the CAD, coupled 
with strong external debt indicators and buoyant FX reserves.  

3. Mounting Inflation, likely to remain in the double-digit range-would warrant 
further monetary tightening, even at the cost of lower growth. Coupled with 
higher real interest rates, this would ‘affect the fiscal outturn and further 
undermine international capital flows’ 

â Market Impact: The outlook revision is largely negative from the point of view 
of sentiment, and may result in near-term rupee weakness. However, the key 
point to note, as mentioned above, is that the outlook revision is largely due to 
the oil shock and would thus depend on how oil prices pan out.   

India: Key Sovereign Ratings 

 S&P* Moody's** Fitch***

Long Term Ratings  
Foreign Currency BBB- Baa3 BBB-
Local Currency BBB- Ba2 BBB-
Long Term Outlook  
Sovereign outlook (FC) Stable Stable Stable
Sovereign outlook (local) Stable Stable Negative
*Ratings and outlook effective Jan 2007. ** Ratings effective Jan 2004, Outlook effective May 2006. ***Ratings effective Aug 2006, Outlook 

Effective July2008. Source: Moody’s, Fitch Ratings, S&P 

RATINGS: A QUICK GUIDE 

Investment Grade:  

Moody’s: Aaa, Aa1, Aa2, Aa3, 
A1, A2, A3, Baa1, Baa2, Baa3 

S&P/Fitch: AAA, AA+, AA, A+, 
A, BBB+, BBB, BBB- 

Non-Investment Grade:  

Moody’s: Ba1, Ba2, Ba3, B1, 
B2, B3 

S&P/Fitch: BB+, BB, BB-, B+, 
B, B- 
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