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Research Update:

Outlook On India Revised To Negative On
Slow Fiscal Progress, Deteriorating Economic
Indicators; 'BBB-' Rating Affirmed

Overview
• India's investment and economic growth have slowed, and its current
account deficit has widened, resulting in a weaker medium-term credit
outlook.

• Standard & Poor's expects the government to face headwind in implementing
policy measures to improve its fiscal and macroeconomic parameters in the
near future, given the current unfavorable political environment.

• We are revising the outlook on the long-term ratings on India to negative
to reflect at least a one-in-three likelihood of a downgrade if the
external position continues to deteriorate, growth prospects diminish, or
progress on fiscal reforms remains slow.

• We are affirming our 'BBB-' long-term and 'A-3' short-term sovereign
credit ratings on India.

Rating Action
On April 25, 2012, Standard & Poor's Ratings Services affirmed the 'BBB-'
long-term and 'A-3' short-term unsolicited sovereign credit ratings on India.
We also revised the outlook on the long-term rating to negative from stable.
At the same time, we affirmed our transfer and convertibility assessment for
India at 'BBB+'.

Rationale
The outlook revision reflects our view of at least a one-in-three likelihood
of a downgrade if the external position continues to deteriorate, growth
prospects diminish, or progress on fiscal reforms remains slow in a weakened
political setting.

India's favorable long-term growth prospects and high level of foreign
exchange reserves support the ratings. On the other hand, India's large fiscal
deficits and debt, as well as its lower middle-income economy, constrain the
ratings.

We expect India's real GDP per capita growth will likely remain moderately
strong at 5.3% in the current fiscal year ending March 31, 2013, compared with
about 6% on average over the prior five years, but down from 8% in the middle
of the last decade. India's favorable demography and the increasing
middle-class population will undergird its medium-term growth prospects, which
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in turn will support the sovereign ratings.

India's external position remains resilient despite the deterioration in the
past two years. The country's foreign currency reserves cover about six months
of current account payments, down from eight months in 2008 and 2009.
Similarly, the country's net external liability position has risen to about
50% of current account receipts, but more than half is related to foreign
direct investment and portfolio equity flows, which are less problematic than
debt in most scenarios. Currency flexibility also offers a buffer against
volatile external flows.

However, the current account deficit widened significantly to an estimated
3.7% of GDP in fiscal 2011-2012 from 2.6% the year before. We expect it will
remain at the same level in fiscal 2012-2013. As a result, the country's ratio
of gross external financing needs to current account receipts plus
international reserves will increase to 92% in fiscal 2012-2013 from our
estimate of 88% in fiscal 2011-2012. Higher dependency on external portfolio
equity flows increases the vulnerability of the Indian economy to external
shocks. The government's policy reversals, such as liberalization of foreign
direct investments in the multi-brand retail sector and the taxing of prior
offshore transactions involving Indian assets, could diminish foreign
investors' confidence in India, at least temporarily.

High fiscal deficits and a heavy debt burden remain the most significant
constraints on the sovereign ratings on India. Given the political cycle--with
the next elections to be held by May 2014--and the current political gridlock,
we expect only modest progress in fiscal and public sector reforms. Such
reforms include reducing fuel and fertilizer subsidies, introducing a
nationwide goods and services tax, and easing of restrictions on foreign
ownership of various sectors such as banking, insurance, and retail sectors.

The 13th Finance Commission recommended that the general government deficit be
reduced to 5.4% of GDP and the debt burden to 68% of GDP by the fiscal year
ending March 2015. The central government's own medium-term fiscal policy
envisages reducing its deficits to 4.5% in fiscal 2013-2014 from fiscal
2011-2012's estimate of 5.9%. However, in our opinion, these targets may be
beyond the reach of the current government, particularly if global oil prices
increase significantly. We use a broader concept of public finances than the
Finance Commission. Under our definition, we expect the general government
(central and state governments) fiscal deficit to reduce to 8.0% of GDP in the
fiscal 2012-2013, from our estimate of 8.4% in fiscal 2011-2012, and continue
its gradual decline in the medium term. We expect the consolidated gross
general government debt to fall to 71% of GDP in fiscal 2012-2013 (by our
basis of calculation, which is different from the government's), on the back
of 14.5% nominal GDP growth. Interest payments will likely consume about 25%
of general government revenue. This fiscal profile is a credit weakness for
India.

In our opinion, high inflation--despite some moderation--remains a risk to
derailing India's macroeconomic growth and moderately low real interest rate
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environment. The wholesale price index, which peaked at 12.4% in 2009,
remained high at 9% in 2011. A new consumer price index series, which started
January 2012, shows somewhat higher growth, but we expect inflation to improve
to 7.2% this year. Despite the recent announcement of the Reserve Bank of
India (RBI, India's central bank) to ease monetary policy, we believe the RBI
will be able to keep inflation in the single digits. Some of the recent price
increases are not cyclical, but represent structural changes, such as India's
growing middle class (with the resulting changes in diet patterns across the
country) and the large borrowing requirements of the government.

Outlook
The negative outlook signals at least a one-in-three likelihood of the
downgrade of India's sovereign ratings within the next 24 months. A downgrade
is likely if the country's economic growth prospects dim, its external
position deteriorates, its political climate worsens, or fiscal reforms slow.

On the other hand, the ratings could stabilize again if the government
implements initiatives to reduce structural fiscal deficits and to improve its
investment climate. Fiscal measures could include an increase in domestic
prices and a more efficient use of fuel and fertilizer subsidies, or an early
implementation of the goods and service tax.

Related Criteria And Research
• Outlooks: The Sovereign Credit Weathervane, 2011/2012 Update, April 18,
2012

• Several Factors Could Weigh On India's Current Stable Sovereign Rating In
2012, Feb. 6, 2012

• Sovereign Government Rating Methodology And Assumptions; June 30, 2011

Ratings List
Ratings Affirmed; Outlook Action

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

Transfer & Convertibility Assessment BBB+

This unsolicited rating(s) was initiated by Standard & Poor's. It may be based
solely on publicly available information and may or may not involve the
participation of the issuer. Standard & Poor's has used information from
sources believed to be reliable based on standards established in our Credit
Ratings Information and Data Policy but does not guarantee the accuracy,
adequacy, or completeness of any information used.
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Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.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 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 nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. 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 does not act as a fiduciary or an investment advisor except where registered as such. 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 Standard & Poor's
Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P 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 (negligent or otherwise), 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 or losses caused by negligence)
in connection with any use of the Content even if advised of the possibility of such damages.
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