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ABSTRACT

Defence offsets are a form of countertrade that is sought by over 140 nations globally.
It is demanded by nations importing arms from foreign manufacturers as a percentage
of the value of the main contract. There are adequate examples where defence offsets
have assisted nations in building an indigenous Defence Industrial Base (DIB). On the
other hand, an equal number of nations have failed to leverage defence offsets
effectively. India adopted defence offsets as a policy tool in 2005, with the aim of
strengthening the DIB. There is, of late, growing criticism and doubt about the
efficiency of defence offsets in India, which has resulted in toning down of offsets in
the defence procurement procedure 2018. This thesis focuses on establishing whether
defence offsets are a potent policy tool for strengthening the DIB in India, and the
problems and prospects thereof. This is important, because close to billions of dollars’
worth of defence offsets are in the pipeline over the next ten years and this opportunity
can be utilized by the nation to build a robust DIB, if correctly leveraged.

In the course of this examination, four different aspects of the issue at hand have been
analysed and researched, which are comparatively uncharted so far. Firstly, the offset
experience of six nations, with similar beginnings as India, has been examined by
extrapolating their import-export data over the four decades during which they
solicited offsets. Four of these six nations have become key arms exporters. This
established the efficacy of defence offsets as an effective policy tool. While examining
these nations, certain parameters were identified for measuring the success of offsets.
These evaluations parameters, their inter se relationship and their relative weightages
were established and put through a survey which sought comments and suggestions
from specialists and analysts. This evaluation framework is a comparatively new effort

in the field of defence offsets and needs further exploration.



The second aspect is the evaluation of the performance of defence offsets in India from
2005 to 2018, where it emerges that while exports have marginally picked up, but
unlike the other nations examined, our defence imports remain at sixty-five to seventy
percent making India one the largest importer of arms. Thus evidence emerges that
Indian offsets have underperformed. The study identifies reasons for the same and a
critical examination of the AgustaWestland VVIP helicopters offset contract
reinforces the findings. Further, a detailed survey employing evaluation parameters
identified in the study, re-affirm our findings with respect to Indian offsets. The survey
also confirms that defence offsets can be effectively leveraged, given the right
environment.

Besides defence offsets, nations have leveraged licensed production also to develop an
indigenous DIB. An examination of Indian licence production contracts leads us to
conclude that even these have failed to seed technology in the DIB. This indicates a
systemic malaise and to identify the missing link, a comparative analysis of these six
nations and India in light of certain key barometers such as Global Innovation Index,
Global Competitive Industrial Performance Index, Human Resource Index, Global
Skill Ranking etc is revealing. As most of these nations were better placed in these
indices thereby providing an enabling ecosystem for effective leveraging of defence
offsets. Research on this aspect has yielded evidence that there is a need for a
supportive defence ecosystem embedded in the National Innovation System. This
insight is also comparatively unexplored in existing literature.

The fourth contribution of this research, are the linkages drawn out between defence
procurements and R&D with the Defence Industrial Ecosystem. Defence Procurement
Policy tools such as offsets can be leveraged into strengthening the NIS, which

automatically will impact the defence industrial ecosystem. Drawing from global

iv



experience, a model defence ecosystem for India has been suggested. While the above
findings venture into new areas, this research has also established the urgent need for
transformational and innovative reforms, the need for specialists in management of
DIB as well as greater transparency, efficient data mining and data banks on the DIB.
Inadequate data availability for this research on defence offsets has been overcome to
some extent by extraction of data from existing literature, Comptroller and Auditor
General reports, Ministry of Defence annual reports, reports to the Parliamentary
Committee on Defence, and the Ministries of Science and Technology and Commerce
and Industry. Most of the research carried out was qualitative in nature. Due to the
type of the subject, the approach adopted was to establish basic percepts through
primary and secondary research, and re-affirm findings by way of surveys and
interviews. Numerous interactions and conversations with specialists during seminars

assisted in firming up and confirmation of findings.
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