
Futuristic Opportunities for SMEs & 

Corporate entities in Public 

Procurement through Offset Policy & 

Multiplier Provisions



 Contribution of SMEs in Indian Economy

Indian SME 
Market 
Value

$ 5 billion

Industrial 
Output

45%

Exports 48.5%

Industrial 
Units

95%

Employment
60 Million (4 times 
higher than large 

enterprise)

Products More than 8000



Offsets are a mechanism of reverse trade in which the seller

company is mandated to invest in the buyer country, a portion of

the sale value, in specified areas according to laid down

procedures.

Offsets are a mechanism of industrial participation through which

the seller buys component, equipment and systems in specified

sectors, for an equivalent value as mandated (which is normally a

fraction of the sale value).

There are approx. 130 countries practicing offsets in various

forms.

What is Offsets



 Conditions & requirement under    

“Offset” 

Offsets constitutes additional conditions and requirements set out

in the tender documentation aiming at achieving wider policy

goals. The requirement to include domestic content in the

Procurement under the term “Offset” are

• A share of locally produced goods,

• The requirement to hire locally established firms as sub-

contractors

• To license out certain technologies to local firms & other

comparable majors



 Indigenous content :::: How to prove it
 This is proved by intent. The IOP has to provide a self-certification to the

effect of indigenization. The MoD insists that the foreign OEM while

claiming the offsets credits from the MoD, will along with the

invoices/POs etc will also furnish a certificate from the IOP stating the

indigenous content therein. This is normally taken at face value, unless

there is a case for further investigation.

 The proof is normally the accounts books maintained by the IOP, which

will clearly indicate the imports made against the particular head/product,

for which offsets credits are being claimed. The indigenous content is by

value / cost and not by technology, etc.



Who is an Indian Offset partner (IOP)

 Indian enterprises, institutions and establishments engaged in manufacture of eligible

products and/or provision of eligible services, including DRDO, are referred to as

the Indian Offset Partner (IOP). The Indian offset partner shall, besides any other

regulations in force, also comply with the guidelines/licensing requirements

stipulated by the Department of Industrial Policy and Promotion as applicable.

 Indian company - Registered in India under the Companies Act.

 Owned by Indian promoters

 Owned atleast74% by Indians of which at least 51% by one Indian entity (Can be an

individual, Hindu Family, Corporate entity etc).

 Ownership is calculated in a cascading manner so a 100% Indian subsidiary of a

foreign company or a company that is a 50:50 JV will not help

 Controlled by Indian promoters

 Majority of directorships should be with Indian nationals

 New guidelines are stricter about this and require all key personnel to be Indians.



 India’s Share in Top 5 Arms Importers

As one of the largest importers of defence equipment in the world, India’s defence procurement

affects many domestic and foreign companies, whether or not defence related, owing to its defence

offset policy. This is because of the country’s diverse and competing needs for defence,

industrialization and economic self-sufficiency.



 Offsets

Being one of the largest importers of defence equipment in the world. India must

leverage its buying power and use offset arrangements to expand the domestic

defence industrial base through foreign investments and technology transfers.

Similar leverage is also available in the civil aviation sector that could directly benefit

the defence industry.

This will help create local employment, upgradation of technology levels and

substantial increase in both domestic production and export capability. Offsets will

also provide leverage for the domestic industry to penetrate into sophisticated

markets for defence products. This is an accepted policy instrument used by

countries to expand their defence industrial base. Since offsets represent an

opportunity rather than an obligation, they should form an integral part of India‟s

defence acquisition strategy.



 Government Procurement & Defence Offset 

Opportunity for Indian Industry

The Revised Defence Offset Guidelines introduced in November

2012 highlights that any defense deal over Rs.300 crore must ensure that 30

percent of all offset components are sourced from local Indian Defence

Industry (including SMEs). This is indeed a significant opportunity for Indian

Industry.

Within the Defence Offset Guidelines, a multiplier of 1.5 times for sourcing

from SMEs has been announced with the aim of incentivizing global players

to discharge offset obligations through SMEs.



 Defence Offset Policy

Under India‟s offset policy, foreign defence entities are mandated to spend at

least 30 percent of the contract value in India through procurement of

components or setting up of research and development facilities.

It is encouraging that the government has notified the „Strategic Partnership

(SP)‟ model which envisages establishment of long-term strategic

partnerships with Indian entities through a transparent and competitive

process, wherein they would tie up with global Original Equipment

Manufacturers (OEMs) to seek technology transfers to set up domestic

manufacturing infrastructure and supply chains and also increase the

investment.



 Defence Offset Policy – Strategic 

Partnership (SP)’ model 

Segment Strategic Partner

Segment 1 : Defence platforms 

and Equipments such as aircraft,

helicopters, aero engines, sub-

marines, warships, guns, 

armoured fighting vehicles

Only a single strategic partner 

will be selected.

Priority in segment 1

Segment 2 : metallic materials and 

alloys, non-metallic materials and 

ammunition.

Up-to two can qualify 



 Strategic Partnership (SP)’ model 

The recently adopted model has come after several lessons learnt

over the last two decades :-

a) It is difficult to convince manufacturers and their home

countries to share cross cutting-edge technology.

b) Defence investments have long gestation periods and many

foreign investors are not ready for that.

c) As a buyer government has a monopoly, it makes the project

risky for foreign players.

So the new policy allows domestic companies to collaborate with

original equipment manufacturers or OEMs, to acquire niche

technologies and set up facilities in India.



How does the domestic industry

benefit from such an Offsets Policy

By mandating offsets discharge by the foreign suppliers, in the

high value contracts of the Armed Forces, the government has

essentially "Guaranteed" business to the domestic industry. The

foreign supplier has no choice but to discharge offsets through a

process of industrial participation in the three sectors of

"Defence", "Inland Security" and "Civil Aerospace", within the

scope of eligible products, that are mentioned in the policy.



 Government Procurement & Defence Offset 

Opportunity for Indian Industry

The Revised Defence Offset Guidelines introduced in November

2012 highlights that any defense deal over Rs.300 crore must ensure that 30

percent of all offset components are sourced from local Indian Defence

Industry (including SMEs). This is indeed a significant opportunity for Indian

Industry.

Within the Defence Offset Guidelines, a multiplier of 1.5 times for sourcing

from SMEs has been announced with the aim of incentivizing global players

to discharge offset obligations through SMEs.



 Defence Offset Opportunity for  

MSMEs (A defence sector MSME)

 MSMEs engaged in any of the following areas :

 Aerospace : sub systems and accessories, ground 

equipment and tooling

 Naval systems, subsystems and accessories

 Land systems, subsystems and accessories

 Capital goods

 IT hardware, software and electronics

 Casting, forging and metal works

 R&D



Defence Aerospace manufacturing value chain 

and industry structure

SOURCE: (INDIAN AEROSPACE MANUFACTURING ECOSYSTEM – A Study Report by the ASSOCHAM and BDO.)



Why look for MSMEs 

 In today‟s world of fast changing defence technology, MSMEs are

ideal sub-contracting and supply partners as they can upgrade

production systems faster than large units.

 Highly competitive for producing units due to great flexibility,

extensive diversity, lower cost of inputs etc.

 Indian MSMEs have entered the high technology defence sector and

are now capable of producing sub-systems and components of

primary equipment.

 Global Defence Companies get a chance to find highly cost

competitive and technologically advanced sub-contractors and

suppliers from the Indian MSME sector and take a big step towards

meeting their offset obligations.



 Overall, the Indian Industry having matured both in terms of engineering skills,

availability of technical manpower and also ability to mobilize resources for big

investment, is now capable of undertaking manufacture of technologically

superior products. The experience in non-defence sector has clearly indicated

that they are capable of manufacturing very high quality products, which have

been used in Oil Industry, Atomic Energy, Space and Automobiles.

 Industry Overview

Four Indian compnaies among world’s top 100 arms makers

Company Sales in 2017

($ million)

Indian Ordnance Factories 2650

Hindustan Aeronautics 2610

Bharat Electronics 1380

Bharat Dynamics 880

Source: SIPRI, a Stockholm-based think-thank







 Key Objectives of Defence Offset Policy  

To leverage capital acquisitions to develop Indian defence industry by :-

 fostering development of internationally competitive enterprises,

 augmenting capacity for Research, Design and Development related to

defence products and services and

 encouraging development of synergistic sectors like civil aerospace, and

internal security

The defence sector is a key area of focus under this initiative with

the aim of creating a domestic defence manufacturing industrial

base, achieving self-reliance in defence production through

indigenisation, achieving economies of scale, developing

capabilities for export, Transfer of Technology (ToT) and

encouraging domestic R&D.



 Make in India Campaign

The key objective of ‘’Make in India’’ is to
promote manufacturing in 25 sectors of the
economy, which will lead to job creation and
consequently need for skilled manpower. Some
of these sectors include automobiles,
chemicals, IT, pharmaceuticals, textiles, ports,
Defence, Aviation, leather, tourism and
hospitality, wellness, railways, auto
components, design manufacturing, renewable
energy, mining, bio-technology and electronics,
productivity.



 Make in India Campaign

Government supports local suppliers -

To promote local manufacturing under ‘’Make
in India’’ the Department for promotion of
Industry & Internal Trade (DPITT) has issued
an order to various Central agencies asking
them to ensure their tenders don’t include
conditions that are “restrictive and
discriminatory against local suppliers”



 Make in India Campaign

Government supports local suppliers for Public
Procurement Orders

370 complaints of violation of the Public
Procurement Order of 2017 (issued by DPIIT)
were received & of which two thirds
complaints, agencies were asked to re-tender.



 Reforms Measures: Increase in FDI Limits

2014 2018

Single Brand Retail Trading 49% 100%

Defence 26% 49%

Insurance 26% 49%

Railway 0% 100%

Aviation 0% 49%

India is 10th largest FDI Recipient in the World
for FDI investment in 2018



 Easier Terms

 Up to 49% FDI 

Automatic route

 Over 49% Case by Case

Under Consideration

 Higher FDI limit even up 

to 74%

 Discussions between 

DPIIT & Defence Min. 

begin 

 Easier export policy

How will it help

 India is one of the biggest arms 

imports

 It has been trying to step up 

domestic production 

 Higher FDI limit will encourage 

investments

 It will help cut down on imports



 Illustrative List of Priorities
1) Acquire state-of-the-art technologies.

2) Provide opportunities of manufacturing and exporting components and parts of

acquired equipment.

3) Acquire depot maintenance technology, facilities, equipment, tools for service

4) Receive upgraded system of weapons

5) Export defence industrial products

6) Acquire foreign maintenance works

7) Acquire the military related technologies (including state-of-the-art)

8) Obtain opportunities of joint participation in the major R&D projects.

9) Provide opportunities of manufacturing and exporting commercial items.

10) Acquire investment in infrastructure supporting defence production

11) Provide infrastructure relating to defence industry



Foreign investment upto

49% is allowed through

automatic route.



 How is the Penalty Application viewed?

Provision of AccurateTime Frames

 Once the offset program is under implementation, the time clock gets ticking.

 The basic document provided to the MoD at the time of signing of the Offset Contract and the

main contract is the Offset Schedule, which is in fact the time-schedule of discharge of the

Offset Obligations in accordance with the commercial offer so submitted. The offset schedule

gives out the details of discharge of offsets obligations with break down of the IOPs and time

in years. So, each year let us say $100 Million is to be performed for a period of 7 years.

 The quarterly reports will indicate the value discharged each year.

 All quarterly reports are integrated in the year and then cross-checked with the actual

discharge claimed in the initial "Offset Schedule". Suppose as against the $100 mln claimed

only $60mln were fulfilled in the first year then the following actions will result:

 The winning company is required by law to furnish guarantees from an international bank that

can be encashed by the purchaser in case deliveries are not made on time after payments have

been made.

 A penalty of 5% on the remaining un-fulfilled portion, ie $40 mln will be recovered from the

BG; implies $2 mln as penalty.



 How is the Penalty Application viewed?

Provision of AccurateTime Frames

 The un-fulfilled portion, viz, $40 mln will be transferred to the

next year, ie, year two.

 Therefore the obligation for year 2 will now become $140 mln (

100 original plus the carry forward 40, which was the un-

fulfilled portion).

 This process just continues till the end, the end game can be

more devastating in even resulting in dis-qualification if even

after an grace period the complete offsets are not fully

discharged.

 However, there is a cap on the penalty, announced in the recent

Offset Guidelines, to a maximum of 20%, thus mitigating the

risk, for the OEMs.



Hence, it is important to ensure that :

 Whether the winning company has furnished

performance and warranty bonds and acted as a single

point of responsibility.

 Whether adequate safeguards have been built into the

contract to ensure that India can penalise the

manufacturer for violation such as delivery delays or a

failure to meet offset obligations

 Important – Adequate Safeguard







 Latest Mega Project Example (Part of SPP)

21K-CR plan to make Naval Utility Copters in India

Foreign vendors in the fray Indian vendors

Airbus (European Manufacturer) –

Two Platforms –The H145M

The Panther AS565 – For manufacturing in 

partnership with Mahindra Defence

Tata Aerospace and Defence

Adani Defence

Lakshmi Machine Works

Hindustan Aeronautics Limited (HAL) for its 

advanced light helicopter (ALH)

Mahindra Defence

Indo-Russian Helicopters Pvt. Ltd.

Reliance Defence

Bharat Forge

American manufacturer offered –The 

SIKORSKY S76D for mega project

Russian Manufacturer offered –The KMOV 

KA226T for mega project

• As a parallel process, the Navy is vetting the credentials of eight Indian manufacturers 

who have responded to an EOI to be the local partners for the programmes.

• By the last quarter of 2019, the Navy will complete their visits to facilities of these 

domestic players and shortlist both foreign & local vendors ready to take the selection 

process to the next step.

• The final step will be where the shortlisted Indian Companies will make a commercial 

offer in partnership with the shortlisted foreign vendor. 



 Govt. Bodies Associated with Offsets

Department for Promotion of Industry 

and Internal Trade (DIPP)



Model Format

UNDERTAKING TO COMPLY WITH OFFSET REQUIREMENTS

1. The Bidder……………….(name of the company) hereby

(i) undertakes to fulfill the offset obligation as laid down in the Request For Proposals.

(ii) undertakes to ensure timely adherence to fulfillment of offset obligations.

(iii) accepts that any failure on the part of the Company to meet offset obligations will render

disqualification from any further participation in the contract and render bid offer as null

and void.

(iv) undertakes to furnish technical details of offset obligations indicating products and

services and corresponding Indian Industry partner(s) for the same when so required to

by Ministry of Defence, Government of India.

(v) undertakes to translate the detailed technical offset offer given at para (iv) above into a

business implementation plan now furnishing complete commercial details of

investments, products and services, Indian Industry partners, amount, phases and time

plan for the same in the form of a commercial offset offer as and when so required to by

MOD, GOI.



Model Format

1. The Bidder……………….(name of the company) hereby offers the following Direct 

Foreign Investment (DFI), products and services with Indian Industry partners in compliance 

to the technical offset obligations in the RFP.

2. The Bidder hereby also furnishes MoU with Indian Industry partners for the proposed 

investments, products and services.   

OFFER LIST OF PRODUCTS AND SERVICES

S. No. DFI, Products & 

Services

Indian Offset 

Partner

Percentage Cost of 

Offset Obligation

MoU (If

Applicable)

Remarks

1. DFI/Products/se

rvices1

Indian offset 

Partner 1

Percentage Memorandum 1

2. DFI/Products/se

rvices2

Indian offset 

Partner 2

Percentage Memorandum 2

3. Similarly for all

TECHNICAL OFFSET OFFER



1. In compliance with the offset obligations in the RFP, the Bidder……………..hereby 

offers following products and services with Indian Industry partners.

2. The Bidder hereby also furnishes MoU(s) with Indian offset partners for applicable 

investments, products and services.  

S. No. DFI, Products & 

Services

Indian Offset 

Partner

Value (with time frame 

break up)

Time Frame 

(break up)

Remarks

1. DFI, Products & 

services 1

Indian offset 

Partner 1

2. DFI, Products & 

services 2

Indian offset 

Partner 2

3. Similarly for all

COMMERCIAL OFFSET OFFER

OFFER LIST OF PRODUCTS AND SERVICES

3.    Details of Foreign Direct Investment / Joint Venture / Co Development / ToT – Give Details.

4.    Any other contracts with anyone in India – Give Details.

Model Format



REPORT FOR QUARTER ENDING……………..

1. MAIN CONTRACT NO AND EFFECTIVE DATE----------

2. INDIAN OFFSET PARTNER----------

3. OFFSET CONTRACT NUMBER-----------

4. PRODUCT NUMBER AND NAME

5. SCHEDULE OF OFFSET OBLIGATIONS AND FULFILMENT

No

(1) 

DFI/PRODUCTS/

SERVICES

OFFERED

(2)

VALUE OF 

OFFSET 

COMMITTED

(3) 

DATE BY 

WHICH TO BE 

FULFILED

(4)

ACTUAL VALUE 

FULFILED BY 

REPORTING DATE

(5)

REMARKS 

INCLUDING 

PENALTIES IF 

ANY 

(6)

QUARTERLY REPORT ON FULFILLING OFFSET OBLIGATIONS

6. EXPLANATORY NOTES, IF ANY

7. SUPPORTING ENCLOSURES WTH RESPECT TO COLUMN 5 ABOVE FOR ACTUAL VALUE 

FULFILED

Sd/-

(Authorised Representative of Indian offset partner)

Sd/-

(Authorised Representative of Buyer)

Model Format



 Investment by a wholly owned subsidiary can be counted

towards FDI for offset purpose Third Party be used to

facilitate FDI for Offset purpose?

Let us take a case where, MoD awarded a contract worth $ 250 million to a

company XYZ Ltd (Foreign Company) under DPP. The offset obligation at

30% amounts to offset value of $ 75 million. XYZ Ltd has a subsidiary/

associate enterprise say ABC Ltd in Singapore. XYZ Ltd would like to

identify the Indian Joint Venture (JV) Partner in which ABC Ltd would invest

26 percent share (FDI) in order to fulfill the offset obligations of XYZ Ltd. In

this case, the investment by ABC Ltd can be counted towards discharge of the

offset obligation of XYZ Ltd, under the contract, given that ABC Ltd is a

wholly owned subsidiary/ associated enterprise of XYZ Ltd, in case XYZ

Ltd has prior approval of ABC as party to the contract.



 Certain offset orders have been placed on an Indian

company. Does the company need to be registered as a

company of the defence sector?

• The Indian company must be an India registered company

and meet the following conditions:-

• Must obtain Industrial License(if the product is in the

restricted list demanding IL)

• Must have FDI as per prescribed limits.

• There is no requirement for registration with

MOD/Defence Offset Facilitation Agency

(DOFA)/Defence Offset ManagementWing (DOMW).



 Sectors in which Offsets can be discharged in the

present disposition of the policy

Presently the Offsets can be discharged in eligible sectors of

"Defence", "Inland Security" and "Civil Aerospace". An indicative

list (not very exhaustive) of eligible products is indicated in the

Annexure to the Offset Guidelines.

Indian Defence, aerospace and homeland security is an

opportunity that no business related to the defence sector can

afford to ignore.









 Scope of discharge in Offsets? What areas

must an IOP concentrate on
The scope of discharge of offsets as given in the Offsets guidelines are the following

 Direct Purchase. Here, the OEM can directly purchase an eligible product from an IOP.

 Execution of Export Orders: Here, an OEM can execute an export from an Indian

company to another country/company, and the value of such an export executed will

accrue as Offsets.

 FDI in JV in terms of equity participation.

 FDI in terms of transfer of technology to IOP. Here, an OEM can transfer technology,

also called as manufacturing technology, to an Indian company, usually it would be an

incremental technology for manufacture of an eligible product or for enabling provision

of an eligible service. The OEM is entitled to a multiplier of 110% for any buy back as a

result of such a transfer of technology.



 FDI in terms of provision of equipment : In this case the OEM can provide for an equipment

in terms of tools, jigs, production equipment, training equipment and the like, for use by the

IOP. In this case for accrual of offset credits to the IEM, it is mandated for the OEM to buy

back at least 40% of the product/service during the period of the contract. Such a restriction

is not applicable if the provision of equipment is done to government establishments, such as

the Base Repair depots of the IAF, BaseWorkshops of the Army or the Dock yards.

 Technology Acquisition. Technology acquired by the DRDO, from the OEMs, that are stated

in the Offset Guidelines. This invites a multiplier of 200%, 250% or 300% to the OEM,

dependent upon the restrictions levied on the same. This is completely administered by the

DRDO.

 Services. Provision of eligible services as defined in the guidelines to include maintenance,

repair, overhaul, Up gradation/life extension, engineering, design and testing, software

development, quality assurance services, training, R&D services from government recognised

R&D facilities.

 The IOP must therefore concentrate on either the manufacturing sector in the eligible

products or provision of eligible service as given in the guidelines.

 Scope of discharge in Offsets? What areas

must an IOP concentrate on





Duration of discharge of offsets obligations 

by the foreign OEM

The recent guidelines provide for a grace period of two

years to the OEM subject to provision of fully backed up

Bank Guarantee. The offsets clause kicks in only three years

after signing of the contract.



Positives vs. Negatives

India‟s Offset rules mandate

that at least 30% of the

contract cost should be

invested in the domestic

industry, by overseas firm to

meet its offset or export

obligations.

India saw it as an opportunity

to bring in cutting edge

technology to the country as

part of the offsets.

As per the rule book, the

defence ministry has to

approve all execution of

offsets and at the end of the

contract, give an undertaking

to the global player freeing it

of all obligations.

New offset policy likely to

include option to invest in

SEBI approved fund.

Experts suggest it is time to

end fines and move to review

system that can correct the

process.

Indian industry is keen that

the focus not be shifted away

much from using these

obligations to encourage

manufacturing in India

Despite having the offsets

rule since 2005, not a single

major offset contract has

been closed so far.

On the offset policy, overseas

firms complain that it is

tough to do business in the

country.

Almost all companies

operating in India have run

into trouble over offset

policy

Lockheed Martin has been

fined half a million dollars for

failing to meet obligations.

US companies Lockheed

Martin, Textron fined over

non-compliance of offsets.



Positives vs. Negatives
Indian companies such as

Tata, which makes major

components for the Apache

helicopters, including the

fuselage for international

orders with its joint venture

with Boeing as part of offset

deal, are the stepping stones

to fulfill their global

ambitions.

Given the quantum, global

arms manufactures are liable

to invest in India as offsets in

companies like HAL, Larsen

& Toubro, Tata, BEL & several

smaller companies.

Boeing has been struggling to

discharge offsets for the $4.7

billion deal, that forced it to

take an extension from the

MoD to execute offsets.

Although an extension has

been granted to Boeing, if the

Project does not go through,

the company would be sitting

on a huge offset liability that

could get difficult to execute.

The case of Boeing P-81

naval aircraft, came under

fire from CAG recently for

non-compliance of offsets,

among other issues. The CAG

said that the company had

not met obligations worth

$641 million even as the

contract was signed in 2009.

Offset guidelines place an

unlimited financial liability

on the global player for not

being able to fulfill them.

US companies have deals

worth $ 15 billion with India,

all of which carry at least

30% offset obligation.

MoD takes over six months

to add an Indian offset

Partner for such contracts, a

time period that could be

shrunk with an online

systems.

Textron shut down its India

offices after getting slapped

with a stiff penalty.



 Future Outlook & Helpful Policies
The Indian Defence Market presents an attractive opportunity for Indian as

well as foreign manufacturers. India‟s defence budget has grown manifold to

Rs. 3.18 lakh crore in interim budget for F.Y. 2019-20 which is around

1.54% of its GDP.

This year India‟s Defence Budget was increased by 6.87% to Rs.3.18 lakh

crore against last year‟s allocation of Rs.2.98 lakh crore.

Nearly $ 14 billion worth of defence offset obligations will be discharged by the foreign

OEMs by 2028.

(INDIAN AEROSPACE MANUFACTURING ECOSYSTEM – A Study Report by the

ASSOCHAM and BDO.)



Military Aviation
India‟s defence budget has grown manifold over the last 07 decades to ~USD 44.6 billion for FY 2019-

20, which is around 1.54% of its GDP. Overall, India contributes nearly 3% to the world‟s defence and

aerospace spending of approximately USD 1.7 trillion . It ranks among the top 05 countries in the

world in terms of military expenditure and is the largest importer in the world as over 65% of its

requirements are bought from foreign OEMs.

India's defence budget allocation (USD billion)

Figure 11: India‟s defence budget allocation, FY 2014 -FY 2020 (USD billion)

Source: Controller General of Defence Accounts

Note: Budget amount in INR has been converted to USD figures at the average currency exchange rate 

in the previous years.



Allocation of 2019-20 defence budget (%)

Figure 12: Allocation of 2019-20 defence budget (%)

Source: Union Budget 2019-20, DGOF –Directorate General of Ordnance Factories; R&D –Research 

and Development



 Future Outlook & Helpful Policies

The global defence industry is eyeing the big Indian defence market.

Indian Defence services : A Mega Market

India is expected to spend an estimated $ 200 billion on military modernisation programs by

2020. All three defence services have mega plans.

 Indian Army will spend about $ 55 billion

 Indian Navy to spend $ 45 billion

 Indian Air Force to spend $ 100 billion

Homeland security: Explosive Market Growth

Ever since the terrorist attack in Mumbai in November 2008, the Indian homeland security

market has seen explosive growth of around 40% per year. India too has opened up the

homeland security market to private sector players. This has created another massive market

for MSMEs.



 Future Outlook & Helpful Policies

The Government is keen to shed its overdependence on Defence Imports and

Private Players can help push this strategic shift.

India can become a manufacturing and export hub of world-class products

When its domestic manufacturers become reliable procurement sources. On the other

hand, fast-evolving emerging technologies such as machine learning and nano-

technologies could challenge the Indian prowess.

India is expected to become $5 trillion economy by 2025 and a lot of that
will be driven by new-age digital technology.

Balakot Strikes

The same could have been done by Drones like the US has done in Afghanistan. BY 2026,

Indian Army plans to induct 5,000 Advanced Unmanned AerialVehicles (UAVs)



There are encouraging plans to get India Skilled in the realm of artificial intelligence
(AI), Internet of Things (IoT) and virtual reality (VR). And the critical gap in research to
achieve the well-intentioned goals in the emerging fields of AI and IoT would hopefully
be addressed by the setting up of a National Research Foundation.

New technologies such as Artificial Intelligence (AI), Machine Learning (ML) and
Internet of Things (IoT) are still at a nascent stage in India and their actual potential to
spearhead the Indian economy is still to be ascertained.

The bigger question is how many companies even understand what they need to do in a
digital economy.

 Concern & challenge - new-age digital technology





 Little Buzz around API but it’s a Game Changer

APIs may not be as disruptive, or as eye-catching, as artificial intelligence (AI) or
blockchain, but it’s counted among the top 15 game-changing technologies.



Globally, industrial automation is flourishing while India still lags with low cost
automation, lean & flexible manufacturing; there has been renewed focus by
Corporates to new age practices.

 Indian Manufacturing Trends

GLOB

AL 4.0

AI1)/ML2)

/AR3)

Global 4.0 India 4.0

Visible 

Impact/Dri

vers

Additive 
Manufact

uring

Industria
l IOT

Advance 
Robotics

INDIA 

4.0

Low Cost 
Automatio

n

Lean 
Manufactu

ring

TQM/TPM4)

Agile/Flexibl
e 

Manufacturin
g

Increase 
R&D 

Spends

 Increase in sourcing 
components and 
systems from India

 Greater localization 
by MNC

 Global Quality 
Awards-Deming etc.

 Build India has high 
value and high 
quality and low-cost 
destination

 Keeping intact 
India’s primary 
advantage of labour 
arbitrage

1) Artificial Intelligence 2) Machine Learning 3) Augmented reality 

4) Total Quality Management / Total Productive Maintenance



 Indian Manufacturers want to take their time to adapt to
‘Industry 4.0’ (1/3)

Industry 4.0 represents a combination of:

• Cloud
• IoT
• Robotics
• Augmented reality
• Additive manufacturing
• Big data & analytics
• Cyber security



 Indian Manufacturers want to take their time to adapt to
‘Industry 4.0’ (2/3)



 Indian Manufacturers want to take their time to adapt to
‘Industry 4.0’ (3/3)



 Defence Aerospace Manufacturing Ecosystem in India

FDI Policy

• FDI cap at 49% under automatic route

• With parts & components removed from items requiring 

licenses, no FDI cap for parts manufacturing

• FIPB abolished

• MoD now administers the FDI applications

Licensing regulations

• Amendment to licensing regulations issued with an aim 

to improve ease of doing business 

• List of items requiring license further pruned by 

removing parts & components of equipment

National Civil Aviation Policy (NCAP)

• Encourage global OEMs for establishment of aircraft 

assembly along with ancillary industries

• Aero-manufacturing regions to be notified as Special 

Economic Zones (SEZ)

• Fast track clearances

• Offset benefits for investments

Foreign trade policy (FTP)

• Export controls now in line with Wassenaar arrangement

• Export strategy announced and procedure made online

Defence Production Policy (DProP)

• Draft DProP 2018 issued

• Comprehensive policy to build manufacturing ecosystem  

with a vision to make India one of the top 5 defence 

manufacturing countries

Strategic Partnership (SP) Policy

• Indian companies to be shortlisted as SPs

• MOD will also select OEMs for ToT to SPs

Government Initiatives



 Helpful Policies

 MoD has set itself a goal of sourcing 70% of all defence equipment from Indian

Companies – public, private and MSMEs – by 2020. This cannot be done without

MSMEs playing a significant role. To achieve the aspirational target of manufacturing

70% of the defence equipment indigenously, India needs to incentivize private

enterprises for development of large-scale R&D and manufacturing capabilities.

 The Public Procurement Policy requires all Central Government Ministries and

Public sector units to source at least 25% of their total annual purchases from MSEs.

Defence PSUs may also come under this rule, their purchases from MSEs may shoot

up.

 MoD is constantly updating & simplifying the procurement procedures, thus

providing huge opportunities for Indian industries under the Defence Offset Policy.

 Defence Public Sector Units (DPSUs) can find ways to meet requirement of sourcing

25% from MSMEs



@ Disclaimer: This Presentation hand out is intended to serve as a guide to the
Participants of the Conference/Seminar for information purposes only; and the
contents are not to be construed in any manner whatsoever as a substitute for
professional advice or legal opinion. No one should act on such information
without appropriate professional advice after a thorough examination of
particular situation. Information contained herein is of a general nature and is not
intended to address the circumstances of any particular individual or entity.
While due care has been taken to ensure that the information is current and
accurate to the best of our knowledge and belief, there can be no guarantee that
such information is accurate as of the date it is received or that it will continue to
be accurate in the future. These PPTs / hand out contain information that is
privileged and confidential. Unauthorized reading, dissemination, distribution or
copying of this document is prohibited. We shall not be responsible for any loss or
damage resulting from any action or decision taken on the basis of contents of
this material.
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