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Introduction

The rise of China and its assertiveness has forced
many countries in the Indo-Pacific to reconfigure their
defence and security strategies. India, which has been
at the receiving end of Chinese belligerence in recent
years along the northern Himalayan borders and in
the wider South Asian and Indian Ocean regions, has
also reoriented its strategic posture. A key plank of
India’s policy reorientation rests on forging a robust
strategic relationship with major democratic countries,
especially the United States, the United Kingdom,
France, Japan and Australia. Further, strategic
technology cooperation has been an integral part of
India’s strategic engagement with these countries.’

This Policy Brief provides an Indian perspective of India-
Australia defence technology and industrial cooperation.?
In so doing, it examines recent developments in Indian
defence sector under the ambit of India’s Make in

India initiative and Atmanirbhar Bharat Abhiyan (self-
reliance India mission); and identifies opportunities and
challenges of deepening India’s defence technology
cooperation with Australia. Common concerns regarding
China has been a key factor driving both the countries to
strengthen their security partnership, as evidenced from
elevation of Strategic Partnership agreement signed in
2009 to a Comprehensive Strategic Partnership in 2020.

Mirroring the enhanced strategic partnership, India and
Australia have intensified security-driven interactions
through bilateral and muiltilateral military exercises,
access to each other’s military bases for logistics
support, top-level visits, foreign and defence ministerial
dialogues and cooperation in different bilateral and
multilateral security forums. Defence technology and
industry cooperation, which has hitherto been a low-
key affair between the two countries, is slowly gaining
traction. To deepen the defence high tech cooperation,
both the countries have put in place several mechanisms,
including a Joint Working Group on Defence Research
and Materiel Cooperation, Defence Policy Talks and

a Defence Science and Technology Implementing
Arrangement.

1: Laxman Kumar Behera, “India’s High-tech Strategy to Counter the Era of Chinese Assertiveness”, Global Asia, Vol. 17, No. 4, December 2022, pp. 44-49. For a detailed review
of India’s defence innovation system, see Laxman Kumar Behera, “Examining India’s Defence Innovation Performance”, Journal of Strategic Studies, Vol. 44, No. 6, 2021, pp.

830-853.

2: For a review of wider India-Australia defence relations, see David Brewster, “The India-Australia Security and Defence Relationship: Developments, Constraints and
Prospects”, Security Challenges, Vol. 10, No. 1, 2014, pp. 65-86. For a review of Austrian perspective of India-Australia defence and security see Department of Foreign Affairs
and Trade, Australian Government, Chapter 13, “Defence and Security, in An India Economic Strategy to 2035: Navigating from Potential to Delivery, https:/www.dfat.gov.au/
sites/default/files/minisite/static/07db88b0-d450-4887-9¢c90-31163d206162/ies/pdf/dfat-an-india-economic-strategy-to-2035.pdf.
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Indian Defence Industry and
Make in India

Self-reliance has been a key mantra for the Indian
defence industry since independence. This has led

to setting up of a huge defence industry sector that
now comprises, inter alia, 16 Defence Public Sector
Undertakings (DPSUs), a sprawling R&D establishment
under the umbrella of the Defence Research and
Development Organisation (DRDO) and a small but
growing private sector. The public sector defence
entities (DPSUs and DRDO) alone employs over 160,000
employees. The defence industry sector is supported by
a growing range of Micro, Small and Medium Enterprises
(MSMESs), estimated at around 6,000 in number.® The
defence industry sector is collectively responsible for
design, development and/or manufacturing of a wide
range of defence equipment that include fighter aircraft,
missiles, tanks and other vehicles, electronics, special
materials, ships and submarines and small arms

and ammunitions. As of 2022-23, total production of
Indian defence industry amounted to US$13.52 billion
(see Table 1).

The volume of defence production has, however, not
been enough to meet the growing requirements of
the Indian armed forces, which in turn have looked
outside for critical supplies. In the process the country
has earned the dubious distinction of being one of the
largest arms importers in the world. As per Stockholm
International Peace Research Institute figures, during
2018-22, India was the largest arms importer in the
world with a share of 11 per cent.* As per the official
government figures, India’s direct arms import
dependency (excluding the imports by the domestic
industry for their production) varied between 36-46 per
cent in three years ending 2020-21.°

TABLE 1. INDIA’S DEFENCE PRODUCTION

VEAR DPSUS OTHER PSUS AND | PRIVATE SECTOR TOTAL
(US$ BILLION) JVS (US$ BILLION) (US$ BILLION) (US$ BILLION)
2016-17 8.24 0.70 210 1.04
2017-18 9.04 0.80 2.38 12.23
2018-19 8.32 0.80 2.48 11.60
2019-20 8.02 0.89 224 nis
2020-21 8.26 0.81 2.33 .40
2021-22 9.09 0.97 2.67 12.73
2022-23 10.01 0.89 2.62 13.52

Note: The dollar value of production is arrived at by using the average exchange rate.

Source: Ministry of Defence, “Dashboard”, https://ddpdashboard.gov.in/DefenceProduction/Defence_Production.

3: Press Information Bureau, Government of India, “Role of MSME in Defence Sector”, December 08, 2015.

4: Pieter D. Wezeman et al., “Trends in International Arms Transfers, 2022, SIPRI Fact Sheet, March 2023, https://sipri.org/sites/default/files/2023-03/2303_at_fact_

sheet_2022_v2.pdf

5: Standing Committee on Defence, 17th Lok Sabha, “Action Taken Report on Demands for Grants” 40th Report, p. 14.
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Successive Indian governments have made an effort to
revitalise the defence industry sector so as to enable
this vital strategic sector to contribute more towards the
country’s self-reliance efforts. The Modi government,
in particular, has displayed a keen interest to reform the
domestic arms industry and transform the country’s
image as a major arms exporter. Towards this, the

Modi government, since coming to power in 2014, has
unleashed a plethora of reform measures, both under
the Make in India initiative (launched in 2014) and the
Atmanirbhar Bharat Abhiyan (announced in 2020).

Some key measures taken since 2014 include greater
scope for domestic industry in the defence procurement
process, higher indigenous content in defence purchases,
greater participation of the Indian private sector
(including MSMEs and startups) in defence R&D and
production, structural reforms of the public sector
entities, industry-friendly export promotion measures,
and positive indigenisation list of more than 500 items
reserved exclusively for domestic industry for production.
The Indian government has also launched a defence
testing infrastructure scheme and two defence industrial
corridors, earmarked an increasing portion of the arms
procurement budget for the domestic industry, liberalised
the foreign direct investment cap in defence, and made
efforts to curb indirect imports which are undertaken by
the domestic industry in the form of purchase of parts,
components and raw materials from external sources. To
revitalise defence R&D, the government has also recently
set up a high-level committee to suggest measures to
reform DRDO, which, since its inception in 1958, has had
a near monopoly in Indian defence research.’

Given the long-gestation nature of many of the reform
measures, the Make in India initiative is yet to make a full
impact on Indian arms production. A target of US$25
billion in domestic defence production was supposed

to be achieved by 2025 but by 2022-23 domestic
production was only a little over half of this amount.

Nevertheless, one area where there has been some
visible impact pertains to defence exports. India’s total
defence exports, which was US$227 million in 2016-17,
has shot up by nine times to US$1.98 billion in 2022-23.8

There are over 80 countries to which Indian arms and
ammunition have been exported. The biggest export
order achieved was in 2022, when India signed a US$375
million contract with the Philippines to sell the BrahMos
missiles. However, the bulk of India’s defence exports are
in the form of parts, components and sub-systems, much
of which is driven by India’s defence offset policy that
requires the foreign companies winning certain types of
big arms contract from the Indian government to plough
back at least 30 per cent of the contract value to the
Indian defence industry.

However, the bulk of India’s defence exports are in the
form of parts, components and sub-systems, much of
which is driven by India’s defence offset policy that
requires the foreign companies winning certain types of
big arms contract from the Indian government to plough
back at least 30 per cent of the contract value to the
Indian defence industry.?

India-Australia Defence
Industry Cooperation:
Opportunities & Challenges

Even though the India-Australia relationship has assumed
an increasingly intense strategic tone over the past
decade and a half, the defence industrial cooperation is
still at a nascent stage, reflecting the difficulty in coming
together of industries of the two countries. Nonetheless,
companies from both sides have started making forays
into each other’s market, albeit at a smaller scale and at a
slower pace. From the Indian side, in 2009 the Mahindra
Group, an Indian private conglomerate, acquired majority
stakes in two Australian companies, Aerostaff Australia
and Gippsland Aeronautics, signalling the company’s
global interest in defence and aerospace sector.?In 2019,
India’s Kalyani group signed a teaming agreement with
Thales Australia to bid for India’s procurement of close
quarter carbines.”

6: Laxman Kumar Behera, Indian Defence Industry: An Agenda for Making in India, Pentagon: New Delhi, 2016; Laxman Kumar Behera, “Towards a Vibrant Defence Industrial
Base, in India’s Defence Economy: Planning, Budgeting and Procurement, Routledge: Oxon, 2021, pp. 69-102.

7: Amit Cowshish, “Raghavan Committee’s Mission: Overhauling India’s Defence Research and Development Organisation (DRDO)”, Financial Express, September 18, 2023.

8: See Laxman Kumar Behera, “Made in India: An Aspiring Brand in Global Arms Bazaar”, Defense & Security Analysis, Vol. 38, No. 3, 2022, pp. 336-348.

9: See Laxman Kumar Behera, Defence Offsets: International Best Practices and Lessons for India, IDSA Monograph, No. 45, June 2015, https:/www.idsa.in/system/files/

monograph/monograph45.pdf.

10: Laxman Kumar Behera, “Mahindra’s Giant Leap into Defence Production: The Need for Further Policy Initiatives to Promote Private Sector”, IDSA Comment, December 22,

20009.

11: Australian Government, “Australian and Indian Defence Industry Team-upon Board HMAS Canberra” Media Release, April 09, 2019, https:/www.minister.defence.gov.au/
media-releases/2019-04-09/australian-and-indian-defence-industry-team-upon-board-hmas-canberra.
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Hawking Defence Services, a Chennai-based defence
start up, has signed two agreements with two separate
Australian companies for unmanned aerial vehicles
(UAVs) and small transport aircrafts. On its part, several
Australian companies such as Red Piranha, memko,
ANCA, ferra and Thales Australia have marked their
presence in India, with the latter having won an Indian
naval contract in 2019 for supply of eight mine counter-
measure clip-on influence sweeps.”

While the focus of Indian companies to partner Australian
companies is geared to acquiring new capability, the
Australian companies’ presence in India is largely

driven by commercial factors, including the low cost of
production in India.

OPPORTUNITIES

Despite the nascent level of defence industrial
cooperation, there is a sizeable opportunity for both
countries to deepen industrial cooperation. Both
countries are in the midst of a huge modernisation

drive to sharpen their military edge against China. India,
the fourth biggest military spender in the world with a
budget of US$81.4 billion in 2022, is expected to spend
US$130 billion on military modernisation in the coming
few years.”® Australia is likely to spend A$90 billion
(US$57 billion) on its capability acquisition program
between 2022-23 and 2026-27 though much of the
incremental spending is likely to be consumed by AUKUS
submarine project. Nonetheless, the combined military
hardware spend of the two countries makes it attractive
for the industries of the both the countries work together
for their mutual benefit.

From an Indian point of view, Australia could be an
important source of certain niche defence technologies
as well as a destination of its arms exports. Some of
the technologies that India could potentially look at
Australia are in the domains of cyber security, robotics,
autonomous systems and artificial intelligence (AD). If the
opportunity arises, India could also consider leveraging
its relationship with Australia (and the US and the UK
for that matter) to be part of the Pillar 2 of AUKUS to
acquire advanced capabilities in six areas (undersea
capability, guantum technologies, Al and autonomy,

advanced cyber, hypersonic and counter hypersonic
capabilities and electronic warfare) that the current
members of the group are focusing on.

From the point of view of Indian exports, Australia could
be a potential destination for several types of equipment
that it has indigenously designed and manufactured.
The ideal candidates could be the 150-odd DRDO-
designed items that have been specially identified for
exports. In particular, India could see the feasibility of
exporting electronics, artillery guns, medium air-to-air
(Akash) and air-to-air (Astra) missile systems, heavy
weight torpedoes, rocket launchers (Pinaka) and LCA
trainer aircraft.”® Of course, the suitability of these items
for use by the Australian forces need to be first assessed
before any further negotiation could proceed.

One area where India looks confident to render
immediate export support is in naval shipbuilding.

With five shipyards under the administrative control

of the Indian defence ministry and with a capability to
design and construct various types of frontline warships
(destroyers, frigates, corvettes, etc), India is keen to
partner Australia in its shipbuilding plan. This possibility
was raised by the Indian side during the 8th India-
Australia Defence Policy talks held in Canberra.’® Apart
from shipbuilding, India could also provide ship repair
and maintenance support to the Australian navy in line
with Master Shipyard Repair Agreement (MSRA) that
has been signed by Indian private shipyard L&T with the
United States for voyage repair of US naval vessels.”

In addition, given the increasing number of common
military platforms—C-17 and C-130J transport aircraft,
P8 maritime patrol aircraft, Hawk trainers and AH-64
(and MH-60R) helicopters—being used by both Indian
and Australian defence forces, industry from both the
sides could team up for their maintenance, repair and
overhaul. Given India’s historical emphasis on in-house
maintenance and the associated infrastructure and skills
developed as a result, India could offer its services to
Australian counterparts.

12: Rajat Pandit, “Desperate Navy opts for Anti-mine Clip-ons”, The Times of India, February 07, 2009.

13: Nan Tian et al., “Trends in World Military Expenditure, 2022” SIPRI Fact Sheet, April 2023, https://www.sipri.org/sites/default/files/2023-04/2304_fs_milex_2022.pdf; Press
Information Bureau, Government of India, “4th Positive Indigenisation List”, https://static.pib.gov.in/WriteReadData/specificdocs/documents/2022/oct/doc20221019118701.pdf.

14: Australian Trade and Investment Commission, “Defence”, https:/www.globalaustralia.gov.au/industries/defence.

15: Defence Research and Development Organisation, “DRDO Products for Export”, https://www.drdo.gov.in/sites/default/files/inline-files/DRDO-Product-for-Export-2021_web.

pdf.

16: Press Information Bureau, Government of India, “8th India-Australia Policy Talks held in Canberra”, July 26, 2023.

17: Lok Sabha, “Reciprocal Agreement”, Unstarred Question No. 2742, Answered on August 04, 2023.

5 | India-Australia Defence Tech Cooperation: Opportunities and Challenges



CHALLENGES

Despite many opportunities, India-Australia defence
industry cooperation is likely to encounter a number of
challenges. The first and biggest challenge comes from
both the countries’ past geopolitical-driven procurement
preferences. If India had historically been dependent

on the Soviet Union/Russia to meet bulk of its arms
requirement, Australia had, and continues to have, the
West (especially the US) as the major supplier of defence
equipment. Even though India has made significant
efforts to diversify its foreign weapon procurement, and
follows a relatively well-defined procurement process

(as codified in the Defence Acquisition Procedure) the
historical legacy will be difficult to overcome in the

near to medium term. The sheer size of Russian arms

in the Indian inventory and the associated supply chain
developed over the years will constrain the degree of
cooperation that may be possible between Indian and
Australian companies. From the Australian perspective,
procuring major equipment from India would be a major
departure from its past Western-dominated procurement.

Second, the relative lack of major indigenous Australian
defence companies makes it that much difficult to
collaborate with Indian companies, especially for

big projects. Almost all the big players operating in
Australian defence industry are the subsidiaries of the
Western original equipment manufacturers (OEMs), with
which India has direct relations. In the absence of big
indigenous Australian companies, India would naturally
be inclined to do business with the OEMs of parent
countries.

Third, both India and Australia’s focus on exports and
India’s indigenisation drive makes it difficult for each
side to independently bid for major projects in other
country. From the Indian perspective, the indigenisation
drive through the Make in India could be perceived as a
stumbling block. However, it would be wrong to argue
that there is no scope for Australian companies to
participate in Indian defence tenders. As Table 2 clearly
shows, in the first three prioritised categories which are
favourable to the domestic industry, there is a scope for
participation of foreign companies, which can tie up with
their Indian counterparts to bid for big projects.

TABLE 2. PRIORITISED DEFENCE PROCUREMENT CATEGORIES

MAXIMUM FDI ALLOWED
INDIGENOUS CONTENT
PRIORITISED CATEGORY TENDER ISSUED TO UNDER AUTOMATIC
(IC) REQUIREMENT
ROUTE
Indigenous Design & IC of :
BUY (INDIAN-IDDM) Indian 49%
= 50%
50% IC if Indigenous
BUY (INDIAN) Design; Otherwise, IC of = Indian 74%
60%
BUY & MAKE (INDIAN) >50% IC in Make Portion Indian 74%
BUY (GLOBAL- .
IC of =50% Foreign 74%
MANUFACTURE IN INDIA)
Foreign Vendor- NIL : . ) :
BUY (GLOBAL) ) Foreign/Indian NA (Foreign); 74% (Indian)
Indian Vendor =30% IC

Source: Compiled from Ministry of Defence, Government of India, Defence Acquisition Procedure 2020.
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Table 3 shows the potential for Australian companies

to participate in the Make and Innovation categories—
iDEX and Technology Development Fund (TDF)—which
are intended to promote innovation within the Indian
industry, particularly the private sector including
startups, and MSMES. The added advantage of some

of the categories is that the industry can submit suo
moto proposals which if accepted, is bound to result in a
contract in a time-bound manner.

The convergence of strategic interests of India and
Australia serves a springboard for their defence
industries to collaborate for mutual benefit. Both the
countries have already put in place several mechanisms
for their R&D and industrial entities to come together,
though those mechanism have hardly moved beyond
policy articulation. To translate the mechanisms into
concrete outcomes, the leadership of both countries
need to play a catalyst role in directing authorities of
both sides to identify specific projects for which there is
a mutual interest.

India could engage the Australian side on the projects/
technologies it would be interested to working on.

The DRDO could also be tasked to engage with
Australia’s Defence Science and Technology Group for
certain collaborative projects of mutual interest. In the
meantime, industry of both sides need to interact more
to understand each others’ products, technologies,
procurement processes and export control mechanisms,
to overcome historical biases and become more mutually
familiar.

TABLE 3. MAKE AND INNOVATION CATEGORIES

CATEGORY FEATURES

MAXIMUM FDI ALLOWED UNDER
AUTOMATIC ROUTE

MAKE-I

Up to 70% government funding for
prototype development. Post successful
development, procurement through Buy

(Indian-IDDM) route.

49%

MAKE MAKE-II

proposal.

Self-funded by the industry for prototype
development. Post successful development,
procurement through Buy (Indian-IDDM) 49%
route. Industry can submit suo-moto

MAKE-III

Primally intended for import substitution
of product support of existing weapons
systems. Post successful development,

procurement through Buy (Indian) route.

74%

Primarily intended for startups, individual
innovators and MSMEs. Innovators can

iDEX

submit suo-moto proposals. Post successful
development, procurement through Buy
(Indian-IDDM) route.

49%

TDF

Scheme run by DRDO with funding support.

Post successful development, procurement
through Buy (Indian-IDDM) route.

49%

Source: Compiled from Ministry of Defence, Government of India, Defence Acquisition Procedure 2020.
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Weekly). His publications have been used as a source for
parliamentary guestion, was cited by the Committee on

Estimates and Comptroller and Auditor General of India,

and are widely quoted including by SIPRI, Congressional 2 g &
Research Service (CRS) and acclaimed scholars.
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