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fighter aircraft. However, a renewed focus 
on domestic industrial participation com-
bined with slowing economic performance 
and a challenging business environment may 
adversely impact how these ambitions play 
out, particularly for foreign suppliers.

If the opportunities in Indian defense 
markets are growing, the challenges are not 
far behind.

The Budgetary Environment

Overall, the Indian defense budget will 
likely continue to grow. India’s Ministry of 
Defense (MoD) budget is likely to exceed 
US $50 billion by 2018, while defense in-

vestment accounts will likely swell beyond 
US $20 billion. But it may not be easy to get 
there.  In order to arrive at these numbers 
– to meet its stated defense procurement 
objectives—the Indian Defense Ministry 
will have to contend with a rupee that has 
drastically declined in value over the course 
of the last few years.

Indeed, if the current exchange rate of 
roughly 63 rupees to the dollar persists, 
the Ministry would have to register year-
on-year budget increases of between 7% to 
10% through 2018. Those numbers may not 
seem unreasonable when compared to the 
double digit growth rates of the recent past, 
but India’s GDP growth has also slowed to 
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As mandatory budget cuts and the draw-
down of Overseas Contingency Operations 
take their toll on the U.S. Department of 
Defense budget, international markets loom 
large in the minds of leaders at U.S. defense 
companies.

There is good reason for this: while de-
fense investment in the USA is likely to see 
minimal growth over the next five years, 
defense procurement accounts in the UAE, 
Saudi Arabia, and India are all expected to 
grow between 4% to 10% in the same pe-
riod. In Brazil, the recent increase in defense 
spending is likely to persist and provide op-
portunities at least over the next few years.

Taken together, these countries – which 
many have begun referring to as the BUSI 
markets – present an attractive avenue for 
growth for U.S. defense suppliers.

In real terms, however, India’s spending 
far outweighs that of the other countries. 
Consequently, the size of India’s defense 
budget may simply be too large for U.S. 
suppliers to ignore.

Ambitious Modernization Program

India is in the midst of an ambitious 
modernization program for its armed forces. 
The multitude of regional challenges that 
India faces, perhaps uniquely among the 
BUSI (Brazil, UAE, Saudi Arabia, India) 
countries, has driven investment in high-end 
platforms across its military services, fuel-
ing a 10% expansion in defense investment 
since 2008, defined by the combination of 
procurement and research and development 
(R&D) activities.

India’s ambitions are not likely to dimin-
ish any time soon as it continues a naval 
build-up and modernization of its fleet of 
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a projected 3% to 5%.

Competing Priorities

There will also likely be competing 
priorities among MoD accounts. India is 
acquiring platforms and technologies that 
incorporate an unprecedented level of 
complexity. The Indian Air Force is set to 
operate French, Russian, and indigenous 
combat aircraft with the Rafale, Su-30MKI 
and Tejas, respectively, while the Navy has 
finally started sea trials for its second-hand 
carrier, and has already begun to build more 
indigenously.

These platforms, among others, will like-
ly be costly to operate, potentially diverting 
some funds from procurement to operations 
and maintenance (O&M) activity. Addition-
ally, if some of India’s development initia-
tives, like an indigenous Airborne Warning 
and Control System (AWACS) capability, 
are to gain traction, R&D accounts might 
also begin to displace some procurement 
spending. 

India will likely have to reconcile its 
modernization ambitions with some new 
economic realities, but the program level-
impact of this is more likely to be delay, 
rather than cancellation, as regional tensions 
and the capability requirements they gener-
ate are not likely to go away.

High Threat level

Unlike, for instance, Qatar, where the 
overwhelming emphasis is on air and mis-
sile defense capability, India perceives a 
high threat level across the air, land, and sea 
domains. It has to operate a sizeable conven-
tional land force to secure its vast borders, 
a navy to protect the sea lanes of communi-
cation on which its economy depends and 
to counter increased Chinese assertiveness, 
and an advanced air force that it perceives to 
be in technological competition with China 
and Pakistan.
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This state of affairs has generated mod-
ernization requirements across the services, 
which traditionally operated largely out-
dated Soviet equipment prior to the eco-
nomic boom that allowed India to consider 
replacing them. 

Progress in Meeting Capability needs

India has made progress in satisfying its 
most urgent capability requirements, like 
enabling night-time combat operations for 
some of its mechanized forces. However, 
many of its planned sizeable acquisitions, 
like medium lift aircraft, still lie in the future. 
After India completes its push to modernize 
its defense platforms, it will likely have to 
invest significantly in the C4I (command, 
control, communications, computing, and 
intelligence) systems that make them all 
work together. India has started down this 
road with its Tactical Communication Sys-
tem (TCS) modernization and higher-level 
ASTEROIDS program, but these remain 
works in progress and the requirement is 
likely to persist as the Indian armed forces 
become more complex. 

India’s military modernization is by no 
means over, even though some high-profile 
contracts like the Medium Multi-Role Com-
bat Aircraft (MMRCA) have been awarded. 
India is likely to continue investing in capa-
bilities and the technologies that make them 
work together. 

Competitive, Acquisition Environment

The rapid pace of India’s defense mod-
ernization has placed a tremendous bur-
den on the administrative capacity of the 
Ministry of Defense. The Ministry has had 
to manage sizeable acquisition programs 
of increasing complexity. This complex-
ity can manifest itself in the evaluation of 
competing solutions, such as in the case of 
the 155mm Howitzer replacement program, 
the inclusion of indigenous research and 
development activity, such as in the case 
of Brahmos or the planned fifth-generation 
fighter co-development program, or with the 
need to give increasingly more consideration 
to domestic industrial participation in the 
form of assembly or co-production, such 
as in the case of the MMRCA. This added 
complexity has resulted in programmatic 
delays that have become more a rule than 
an exception. 

Defense Procurement Procedure

The Defense Acquisition Council has, 
through a series of Defense Procurement 
Procedure (DPP) documents, sought to 

streamline and simplify the acquisition pro-
cess. These documents have largely made 
procedures more transparent and addressed 
definitional issues that had previously 
caused delays. They have also further codi-
fied a preference for indigenous suppliers 
and domestic industrial participation into 
the procurement process. 

This means that foreign suppliers will 
likely come under increasing pressure to 
offer bids that involve a significant tech-
nology transfer component, an element of 
assembly or co-production, or both.  The 
delays this can produce are evident both in 
the competition and contracting stages of 
the MMRCA program, where technology 
transfer (presumably aimed at advancing the 
development of the indigenous Tejas fighter) 

was a factor in selection, and HAL’s role as 
an integrator has complicated the contract. 

Offset Obligations

Some of India’s appetite for industrial 
development can also be seen in its evolving 
offsets policy. Offset obligations, which are 
typically one third of the value of a defense 
contract, can be discharged almost exclu-
sively through investment in or partnership 
with local defense industrial players. It 
is worth noting that, while the newfound 
emphasis on technology transfer may com-
plicate competitions, it also presents some 
opportunity: the Indian offsets authority 
is able to reward bidders who offer a high 
degree of technology transfer by discharging 

a higher degree of their offset obligations.
Technology transfer can also be a means 

of attaining an exception to the limit on For-
eign Direct Investment (FDI) imposed by the 
Ministry of Defense on joint ventures. The 
limit, currently at 26%, is meant to ensure 
that indigenous players retain majority own-
ership of joint ventures, but the relatively 
low threshold has long frustrated foreign 
suppliers. The latest DPP document also 
directs the acquisition process away from 
favoring India’s established public-private 
national champions, potentially allowing 
foreign suppliers to select their own indig-
enous partners. 

The reforms to the acquisition process 
may remove some of the drivers of pro-
grammatic delays, but they are also likely 
to contribute to a more intense competitive 
environment. When its defense budget was 
growing at double-digit rates, India was 
commonly perceived to be a land of bound-
less opportunity for defense suppliers. While 
expectations have been somewhat tempered 
by experience, one basic fact persists: India 
remains an emerging nation with ambitious 
modernization plans and an appetite for 
high-end defense solutions.

The pace of that modernization is re-
sponsive to overall economic performance, 
but the requirements for modern military 
capability are less so. One conclusion to 
draw from this could be that India’s plans 
may simply have to play out over a longer 
timeline. 

Most importantly, it appears that foreign 
suppliers will have to be increasingly sensi-
tive to India’s evolving priorities, manifested 
as a move away from the simple acquisition 
of defense equipment and instead emphasiz-
ing the development of defense industrial 
capability. At the same time, broad-based 
economic reforms as well a more transparent 
procurement process and a more hospitable 
environment for foreign investment would 
likely make fruitful relationships with in-
digenous firms more attractive for foreign 
suppliers. 




