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Introduction 

Defence production in India has been sub-optimal for many decades since 
independence. Some of the Government regulations were a major impediment to the 
growth of the defence manufacturing sector. Of late, the Government of India has 
taken some bold steps for accelerating indigenous defence production, but the 
sector needs a booster dose to meet the future requirements of the Armed Forces. 
The Defence Expo 2020 held in Lucknow was one such initiative taken by the GoI in 
this regard. Of Late, India has become the world’s largest importer of weapons and 
ammunitions and these imports have become a major component of trade 
imbalance. The loss of foreign exchange over the years in military acquisitions would 
have certainly affected the growth of our nation. This is an attempt to look into some 
of the missed opportunities in the defence production sector over the decades, and 
analyse the current scenario to identify the thrust areas. 

The Ministry of Defence (MoD) and the Ministry of Commerce are jointly responsible 
for creating a conducive echo system for the promotion of the manufacturing sector 
associated with defence equipment and platforms. MoD has currently five 
independent departments. The Department of Defence Production (DDP) is one 
among the five legs functioning under MoD. The Department of Defence Research 
and Development (DDRD) is another major department under which the Defence 
Research and Development Organisation (DRDO) is functioning. The Armed Forces 
comes under the Department of Defence (DoD) as of now. The Department of 
Military Affairs (DMA) is the newly formed department under Chief of Defence Staff 
(CDS). Few portfolios under DoD may shift to DMA in the coming days. 
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DDP was set up in November 1962 with the objective of developing a comprehensive 
production infrastructure for the defence of the nation. Over the years, it has 
established a wide range of production facilities for manufacturing a variety of 
defence equipment through the Ordnance Factories (OFs) and Defence Public Sector 
Undertakings (DPSUs). The products manufactured include arms and ammunition, 
tanks, armoured vehicles, heavy vehicles, fighter aircraft and helicopters, warships, 
submarines, missiles, ammunition, electronic equipment, earth moving equipment, 
special alloys and special purpose steels. The Department also encourages private 
sector participation in the manufacture of defence equipment. There are a total of 41 
OFs and 9 DPSUs under DDP which are responsible for the production of a major 
chunk of defence platforms, weapons, systems and ammunitions. 

 

 

 

 

 

 

Source: https://www.jagranjosh.com. 

DRDO comes under DDRD with a vision to empower India with cutting-edge defence 
technologies and a mission to achieve self-reliance in critical defence technologies 
and systems, while equipping our Armed Forces with state-of-the-art weapon 
systems and equipment in accordance with the requirements of the three Services. 
There are many technology clusters and laboratories/establishments under DRDO. A 
total of 50 laboratories functioning under it cover almost all aspects of defence 
related research. Both DRDO and DPSUs have contributed a lot since independence 
in supporting the Armed Forces. 

Decades of Neglect 
 
Dismantling the Indian Army comprising 25 lakhs army men post World War II by 
Britain was aimed at keeping India as a nation with a weak defence force. Post-
independence, state policy of keeping India as a peaceful non-violent nation affected 
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the defence preparedness of India. The aggression by Chinese in 1962 ascertained 
the need for revival of our Armed Forces and the same was done with the help of the 
erstwhile USSR. The supply of Russian defence equipment to India for a cheap price 
continued till the breakup of the USSR in 1991. The Government of India (GoI) did not 
give much attention to domestic defence production since the military support was 
available from the Soviet Union.  
 
The cost of Russian weapons and related equipment shot up after the depreciation 
of rouble over the years. The collapse of defence production infrastructure in the 
USSR also affected the logistic and maintenance support of the Indian Armed 
Forces. By mid-1980s, we had started looking at the European nations for weapons 
and platforms. But in 1998, the support from NATO allies came to an end due to the 
sanctions linked to ‘Pokhran’ nuclear tests. 
 
‘Pokhran’ Sanctions: A Blessing in Disguise 
 
After the nuclear tests in Pokhran, sanctions by western nations became a major 
roadblock for arms import as well as joint development in the country. In fact, 
sanctions affected the maintenance and support of already procured systems and 
weapons. This was the time the Government of India (GoI) took a serious view on the 
indigenous defence production. ‘Pokhran’ sanctions thus became a blessing in 
disguise, an opportunity to jump-start indigenous defence production.  
 

 
Source: https://economictimes.indiatimes.com 

 
Hurdles to Defence Production 
 
There were many reasons why we could not accelerate our indigenous defence 
production since independence. The industrial base that existed in India was not 
professionally competent to take up the challenges in defence production. Some of 
the roadblocks are listed below. 
 

(a) Support from the USSR: After the state visit of our ex-prime minister late 
Jawaharlal Nehru in 1955 to the erstwhile USSR, the Armed Forces had started 
getting military support from the USSR. This support continued and today Russia 
stands as the major arms exporting nation to India. Since India was considered a 
potential military ally by the USSR, the weapons and equipment came to India for a 
cheap price and hence we never made any serious attempt to give impetus to 
domestic defence production. The breakup of the USSR in 1991 had posed new 
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challenges to India. Though we had some joint production ventures with the USSR, 
the super critical components and hardware were imported from that country.  

 
(b)  Hostility with the US and NATO allies: Since India was considered a close ally 
of the erstwhile USSR, NATO nations never ventured to sell weapons to India. India 
could never achieve a tie-up with the western world for the joint production of 
defence related stores and platforms in India. 
 
(c) Dependence on DRDO and DPSUs: Armed Forces were dependent on 
DPSUs as well as DRDO for their support since independence. The policy 
framework existed in the nation never gave any headroom for private players till 
1992. Domestic vendors continued to struggle even after the opening up of the 
economy and hence the monopoly of DRDO/DPSU continued. 
  
(d) Conservative Defence Procurement Procedure (DPP) Procurement process 
as per DPP is one of the most bizarre exercises in the world. Since the amount 
being transacted for defence purchases is in the order of crores, there are many 
checks and balances which make the process convoluted and time consuming. 
The lead time between the ‘Acceptance of Necessity’ (AON) in the Armed Forces to 
induction may go up to 20 years. Lowest one (L1) syndrome has led us to procure 
many substandard products and services. 
 
(e) Confidentiality of Systems Acquired: Confidentiality of systems being 
acquired and exploited by the defence is maintained during the entire life cycle of 
the system. The conservative mindset stopped us from approaching indigenous 
firms for developing import substitutes. This fear of ‘enemy within’ kept private 
firms away from the defence production sector for decades. Many a time we have 
faith in foreign defence vendors rather than domestic vendors. We have never 
encouraged entrepreneurs to step into the defence sector in view of security 
reasons. 
 

(f) Challenges to Domestic Vendors:  Since DRDO and DPSUs had the 
monopoly on providing solutions to the Armed Forces, the private sector never got 
any opportunity to pitch in. This prolonged alienation of the private players made 
them incompetent to understand and comprehend the defence requirement.  
 

(g) Uneconomical:    Whenever India attempted to produce defence 
platforms and systems with private support, the total number of produce required 
by the Armed Forces found to be far less than the EOQ (Economic Order Quantity). 
Due to this reason, no domestic producer could ever venture into production of 
systems/stores for the Indian Armed Forces. Also, the lack of competitive edge 
over international arms manufactures put the indigenous defence manufacturers 
on the back foot. Until the domestic producers cater the overseas market, they can 
never produce the EOQ numbers and achieve the break-even point. 
 

(h) Immature Defence Industry:  Both Europe and the United States have a 
legacy of 100 years in developing and supplying weapons delivery platforms and 
ammunitions. India may take another 30 years to grow on a par with them. Every 
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domestic defence entrepreneur/firm has to go through a learning curve which is 
quite long compared to other sectors.  

 
 

(i) Late Introduction of Offset Policy:   DPP with Offset clause was initially 
introduced in 2005. It ensures foreign vendors invest at least 30 per cent of the 
contract value in India. This has evolved a lot with various revisions in 2006, 2008, 
2009, 2011, 2013 and 2016. Still, the foreign vendors are finding it difficult to invest 
in India due to the legacy of regulations. The GoI is now planning to revise the DPP 
further to make it simple. 
  
(j) Poor Research Collaboration with Academia: Premier Institutions like IITs 
and IISc had less opportunity to collaborate with Defence/DRDO in research and 
development of products specific to the Armed Forces since independence. Many 
prodigies who passed out of these premier institutions have joined NASA and 
developed weapon systems for the United States. Neither the GoI nor the domestic 
sector could give opportunities to these academicians to research and prosper 
within our country.  
  
(k)  Shortage of Funding for Research: DRDO, which got established in the 
year 1958, has contributed a lot to the design and development of equipment, 
systems and weapons for all the three services. Integrated Guided Missile 
Development Programme (IGMDP) is one of the outstanding projects of  DRDO that 
has put India on the world map.  By analysing the spending on DRDO in the first 30 
years (from 1960 to 1990), it can be seen that the percentage allocation is less than 
5. From 1990, the allocation is kept above 5 per cent. This could be one of the 
reasons for a lull in domestic defence production in the latter half of the last 
century. R&D takes years to mature and deliver tangible outputs. 

 
Table 1. Budget Outlay to DRDO over the Years 

 

Year/FY 

Annual 
Defence 
Budget (in Cr) 

Defence R&D 
Budget (in Cr) 

Percentage of 
DRDO Budget to 
Defence Outlay 

1961–62 313 3.1 1 

1966–67 908.6 11.6 1.3 

1971–72 1525.3 21.1 1.4 

1976–77 2562.5 49.4 1.9 

1981–82 4651.8 96.3 2.1 

1986–87 10477.5 431 4.1 

1991–92 13000 649.3 5 

1996–97 29505 1457.7 4.9 

2001–02 54265.7 3119.8 5.7 

2006–07 85494.6 5361.2 6.3 

2007–08  91680.3 6104.5 6.7 

2008–09  114223.3 7699.05 6.7 

2009–10 141781.1 8475.4 6.6 
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2010–11  154116.7 10148.9 6 

2011–12  170913.3 9893.8 5.8 

2012–13  178503.5 9841.9 5.5 

2013–14  203672.1 10610.2 5.2 
 

Source: https://data.gov.in/keywords/drdo 

Loss of Foreign Exchange over the Years 

Graph 1: India’s Arms Import from 1960–2018 

 

Source: https://data.worldbank.org/indicator/MS.MIL.MPRT.KD. 

India has been importing weapons since independence. The total foreign exchange 

spent over the years on arms import is humongous and the data since 1960 is 

shown in Graph 1. With just US$ 0.54 billion in 1960, it peaked at US$ 5.4 billion in 

the year 2013. India has spent US$ 116.4 billion on arms imports from 1960 to 2018. 

This amount is huge for a populous nation like India with a 2.5 trillion economy. Had 

we created an ecosystem conducive to defence equipment production a few 

decades back, we could have saved at least half of the amount we spent on 

importing weapons—an opportunity we missed for ever 
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