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PRIVATE SECTOR PARTICIPATION IN DEFENCE SECTOR 

SYLLABUS:  

GS 3 > Science and Technology   >   Defence technology 

 

REFERENCE NEWS: 

o Recently, Defence Minister Rajnath Singh emphasized the strategic need to involve the 

private sector more significantly in India's defence production during an event hosted 

by the Society of Indian Defence Manufacturers (SIDM). 

 

MORE ON NEWS: 

o Rajnath Singh advocated for increasing the private sector's share in defence production 

to at least 50% of the total output. He stressed the importance of self-reliance and 

highlighted the need to learn from global conflicts, like the Russia-Ukraine war, to 

bolster the defence industrial base. 

o The Defence Minister reported a "record growth" in the defence sector's output, 

reaching Rs 1,26,887 crore in the financial year 2023-24, marking a 16.8% increase 

over the previous year.  

o The current contributions from public sector undertakings (PSUs) and defence public 

sector undertakings (DPSUs) stand at Rs 1 lakh crore, with the private sector 

contributing about Rs 27,000 crore. 

o The address also covered various initiatives like the corporatisation of the Ordnance 

Factory Board, establishment of two industrial defence corridors, and measures by 

the Defence Acquisition Plan (DAP) to foster private industry participation. 

o Singh highlighted the release of five positive indigenisation lists (PILs), where 509 

pieces of equipment have been identified for domestic production. These efforts aim to 

reduce import dependency and bolster domestic manufacturing capabilities. As of 

June 2024, over 36,000 defence items were offered to the industry for indigenisation 

by DPSUs and Service Headquarters (SHQs), with more than 12,300 items having been 

indigenised in the last three years. 

o The Defence Minister urged the private sector to assess and potentially enhance its 

role in these indigenisation efforts. He emphasized that these lists are dynamic and 

encouraged the private sector to engage actively in achieving the set goals of self-

reliance and enhanced participation. 

 

SIGNIFICANCE OF PRIVATE SECTOR PARTICIPATION IN DEFENCE 

MANUFACTURING: 

o Self-Reliance in Defence Manufacturing: 

o According to the Stockholm International Peace Research Institute (SIPRI), 

India was the world’s second-largest arms importer between 2017 and 2021.  
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o This reliance on imports makes India vulnerable to external shocks like 

sanctions and supply chain disruptions. The Atmanirbhar Bharat initiative 

aims to reduce this dependence by encouraging private sector participation 

to build a domestic defence manufacturing base.  

o Promoting Research and Development (R&D):  

o Private sector involvement is key to fostering innovation and competition in 

defence. Companies like Larsen & Toubro (L&T) and Bharat Forge have 

invested heavily in R&D, leading to advancements in artillery systems and 

aerospace components.  

o This promotes domestic capability building and strengthens India's defence 

technology base, crucial for self-reliance and enhancing export potential. 

o Collaboration with Global Firms:  

o Indian private firms have entered into joint ventures with global defence 

companies.  

o For instance, Tata Advanced Systems Ltd. (TASL) has partnerships with 

Lockheed Martin and Boeing to manufacture fighter jets and helicopters. Such 

collaborations introduce cutting-edge technologies to India's defence ecosystem

. 

o Boosting Defence Exports:  

o The government aims to increase defence exports to $5 billion by 2025. 

o Private sector participation is essential in achieving this goal, as firms like 

Bharat Forge, Mahindra Defence, and TASL have already begun exporting 

components to global markets. 

o Job Creation:  

o The expansion of the private sector in defence production stimulates economic 

growth and generates employment.  

o The establishment of two Defence Industrial Corridors (in Uttar Pradesh and 

Tamil Nadu) is expected to attract investment and create jobs in high-tech 

industries. 

o Lessons from the Russia-Ukraine War:  

o The ongoing war has highlighted the importance of a strong domestic defence 

industrial base. Global supply chain disruptions have shown that countries 

cannot solely rely on imports for critical defence equipment. India, with 

increasing private sector involvement, can mitigate such risks and strengthen its 

strategic autonomy. 

 

CHALLENGES: 

o Capital Intensity and Long Gestation Periods: 

o  Defence projects are capital-intensive, requiring substantial upfront 

investment and long lead times before returns are realized. This can be a 

significant deterrent for private firms, especially small and medium-sized 

enterprises (SMEs), which often lack the financial resources to sustain large-

scale defence projects. 

o Underdeveloped Private Sector: 

o Despite being opened for 100% participation in 2001, only a few Indian firms 

have established themselves in defence manufacturing. Companies like Tata 

and L&T are leading, but most private firms lack experience in producing 

complex systems like fighter jets or submarines. 

o The capital-intensive nature of defence projects, long gestation periods for 

returns, and dependence on foreign technology further hamper growth. The 
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sector still lags behind PSUs like HAL and BEL, making it difficult to achieve 

self-reliance without substantial investment in R&D and capacity building.\ 

o Bureaucratic Red Tape and Regulatory Hurdles:  

o While the Defence Acquisition Procedure (DAP) 2020 aims to simplify 

procurement processes, delays in acquiring licenses and approvals still 

persist. This regulatory complexity slows down production timelines and 

creates entry barriers for new private firms, limiting their ability to compete 

with established public sector undertakings (PSUs). 

o Constrained R&D Capabilities:  

o India spends only 5-6% of its defence budget on R&D, far lower than 

countries like the US and China, which spend over 10%.  

o This underinvestment hampers the private sector's ability to innovate 

independently and build cutting-edge technology, forcing reliance on foreign 

technology transfers. 

o Lack of Indigenous R&D Ecosystem:  

o The private sector’s R&D capabilities are underdeveloped, and reliance on 

foreign OEMs remains high. 

o  For example, the failure of the Kaveri engine project to meet expected 

standards highlights the need for greater investment in homegrown R&D. 

Without a strong indigenous innovation ecosystem, the private sector struggles 

to meet the demands of high-tech defence manufacturing. 

o Organisational Shortcomings:  

o The Rama Rao Committee report pointed out inefficiencies and lack of 

coordination within India's defence innovation structures, particularly the 

DRDO. The absence of a streamlined higher organisational structure leads to 

duplication of efforts, waste of resources, and ad-hoc decision-making, which 

stifles innovation and private sector collaboration. 

o Deficit of Human Resources:  

o The DRDO, central to defence innovation, faces human resource 

challenges, including a poor scientist-to-staff ratio, high attrition rates, and 

inadequate training. This talent deficit impacts not just the public sector but also 

limits the growth of the private sector, which relies on collaboration with 

institutions like the DRDO for expertise and technology development. 

o Stiff Global Competition:  

o Established defence manufacturers from countries like the US, Russia, France, 

and China dominate the international arms market. For India’s private 

sector to compete globally, it needs to develop advanced products at competitive 

prices, a significant challenge given its current technological limitations and 

nascent international presence. 

Government Initiatives for Private Sector Participation in Defence Manufacturing 

o Defence Production and Export Promotion Policy (DPEPP) 2020: Aims to boost 

defence production, reduce imports, and achieve $5 billion in defence exports by 

2025, encouraging active private sector involvement. 

o Defence Acquisition Procedure (DAP) 2020: Simplifies procurement processes, 

prioritizes indigenous products, and fast-tracks approvals to facilitate private sector 

participation. 

o Corporatisation of Ordnance Factory Board (OFB): Converts OFB into seven 

companies, fostering collaboration with private firms to enhance efficiency and 

competitiveness. 
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o ADITI Scheme (Acing Development of Innovative Technologies with iDEX): 

Provides grants up to Rs 25 crore to start-ups for defence R&D, fostering innovation 

and reducing reliance on imports. 

o Strategic Partnership (SP) Model: Allows private firms to partner with foreign 

OEMs for manufacturing key military platforms, fostering technology transfer. 

o Positive Indigenisation Lists: Identifies 509 items for domestic manufacturing, 

creating demand for locally produced defence equipment by private companies. 

o Defence Industrial Corridors: Establishes hubs in Uttar Pradesh and Tamil Nadu 

to attract private investment, promote innovation, and create jobs in defence 

manufacturing. 

o Make in India and Atmanirbhar Bharat: Encourages domestic manufacturing 

with financial incentives and ease of doing business, driving private sector growth in 

defence. 

o Production-Linked Incentive (PLI) Scheme: Provides financial incentives to 

private firms for manufacturing high-tech defence equipment, boosting production 

and exports. 

 

WAY FORWARD: 

o Streamlining Regulatory Approvals: Simplify and fast-track the clearance process 

for licences and approvals through a dedicated defence manufacturing portal, reducing 

bureaucratic delays. 

o Encouraging Investment in R&D: Provide tax incentives, subsidies, and grants to 

private firms investing in indigenous R&D for advanced technologies, thus reducing 

dependency on foreign technology transfers. 

o Public-Private Collaboration: Promote joint ventures and public-private partnerships, 

particularly in high-tech fields like cyber defence, AI, and aerospace. Collaborative 

research centres could bridge the gap between public sector expertise and private sector 

innovation. 

o Strengthening Defence Corridors: Accelerate the development of Defence Industrial 

Corridors in Uttar Pradesh and Tamil Nadu to attract more investments, create 

manufacturing clusters, and reduce logistics costs for defence production. 

o Expanding Global Partnerships: Continue to build strategic defence partnerships 

with global OEMs, allowing for technology transfers and co-development opportunities 

that boost the domestic manufacturing ecosystem. 

o Increased Focus on Exports: Strengthen export promotion strategies for Indian 

defence products through diplomatic channels and trade agreements, ensuring Indian 

private firms can access global markets. 

o Capacity Building for SMEs: Create a supportive ecosystem for Small and Medium 

Enterprises (SMEs) in defence manufacturing by providing them access to government 

contracts, financial support, and technology transfers from larger firms. 

 

CONCLUSION: 

o The private sector's participation in defence manufacturing is key to transforming 

India’s capabilities and achieving self-reliance. Government initiatives like 

indigenisation lists, defence corridors, and public-private partnerships offer a strong 

framework, but challenges such as regulatory hurdles, high costs, and dependence on 

foreign technology remain. By fostering innovation, streamlining policies, and 

encouraging global collaborations, India can emerge as a global defence manufacturing 

hub, ensuring long-term strategic autonomy. 
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PRACTICE QUESTION: 

Q. Discuss the significance and challenges of private sector participation in India's 

defence manufacturing. (10 marks, 150 words) 

APPROACH: 

 
 

 

 

MODEL ANSWER: 

Recently, Defence Minister Rajnath Singh emphasized the importance of increasing private 

sector participation in India's defence production during an event hosted by the Society of 

Indian Defence Manufacturers (SIDM). He advocated for raising the private sector's share 

in defence production to 50% of the total output, stressing the need for self-reliance and 

drawing lessons from global conflicts like the Russia-Ukraine war to bolster India's defence 

industrial base. The private sector's role is critical for reducing import dependency and 

enhancing India's strategic autonomy. 

Significance of Private Sector Participation in Defence Manufacturing: 

1. Achieving Self-Reliance in Defence: According to SIPRI, India was the world’s 

second-largest arms importer between 2017 and 2021, making it vulnerable to external 

disruptions. Private sector participation, under the Atmanirbhar Bharat initiative, is 

crucial for reducing this dependency and building a strong domestic defence 

manufacturing base. 

2. Promoting R&D and Innovation: Private firms such as Larsen & Toubro (L&T) 

and Bharat Forge have invested heavily in R&D, leading to advancements in artillery 

systems and aerospace components. This innovation is essential for improving India’s 

defence technology and export potential. 

3. Collaboration with Global Firms: Indian firms, like Tata Advanced Systems Ltd. 

(TASL), have partnered with global defence giants such as Lockheed Martin and 

Boeing, facilitating the transfer of cutting-edge technologies for manufacturing fighter 

jets and helicopters, thus boosting India’s technological capabilities. 

4. Boosting Defence Exports: India aims to increase defence exports to $5 billion by 

2025. Private sector participation is vital in achieving this goal, with firms like Bharat 

Forge, Mahindra Defence, and TASL already exporting components globally, thereby 

enhancing India’s international market presence. 

5. Job Creation and Economic Growth: The development of Defence Industrial 

Corridors in Uttar Pradesh and Tamil Nadu is expected to attract significant private 

investment, creating jobs in high-tech industries and contributing to economic growth. 

Q. Discuss the significance 

and challenges of private 

sector participation in 

India's defence 

manufacturing. (10 marks, 

150 words) 

 

Discuss Challenges 

Discuss Significance of Private Sector 

Participation in Defence 

Manufacturing. 

 
Body 

Provide way forward and conclude. 

Introduction 

Conclusion 

Start by mentioning Defence Minister 

Rajnath Singh’s emphasis on private 

sector participation in defence 

manufacturing, citing the goal to 

increase its share to 50%. 
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Major government initiatives: 

o Defence Production and Export Promotion Policy (DPEPP) 2020 

o Defence Acquisition Procedure (DAP) 2020 

o Corporatisation of Ordnance Factory Board (OFB) 

o ADITI Scheme (Acing Development of Innovative Technologies with iDEX) 

o Strategic Partnership (SP) Model 

o Positive Indigenisation Lists 

o Defence Industrial Corridors 

Challenges to Private Sector Participation in Defence Manufacturing: 

1. Capital Intensity and Long Gestation Periods: Defence projects are highly capital-

intensive and have long lead times before returns are realised, which can deter smaller 

private firms, especially SMEs, from entering the market due to limited financial 

resources. 

2. Underdeveloped Private Sector: Despite the sector being opened to 100% private 

participation in 2001, only a few firms like Tata and L&T have established themselves. 

Most private firms lack experience in producing complex systems like fighter jets or 

submarines, hindering their growth. 

3. Bureaucratic Red Tape and Regulatory Delays: While the Defence Acquisition 

Procedure (DAP) 2020 simplifies procurement, delays in acquiring necessary licenses 

and approvals remain, creating barriers for private firms and slowing down production 

timelines. 

4. Constrained R&D Capabilities: India spends only 5-6% of its defence budget on 

R&D, compared to over 10% by countries like the US and China. This limits the private 

sector’s ability to innovate independently, forcing reliance on foreign technology 

transfers. 

5. Lack of Indigenous R&D Ecosystem: Reliance on foreign OEMs remains high due to 

underdeveloped domestic R&D. The failure of projects like the Kaveri engine 

underscores the need for greater investment in homegrown R&D to meet the demands 

of high-tech defence manufacturing. 

Way Forward: 

• Streamlining Regulatory Approvals: Establish a dedicated defence manufacturing 

portal to fast-track licenses and approvals, reducing bureaucratic delays. 

• Encouraging R&D Investment: Provide tax incentives and grants to private firms 

investing in indigenous R&D for advanced defence technologies. 

• Public-Private Collaboration: Promote joint ventures between public entities like 

DRDO and private firms in areas such as AI and cyber defence, fostering innovation. 

• Strengthening Defence Corridors: Accelerate the development of Defence Industrial 

Corridors to attract private investment, create manufacturing clusters, and reduce 

logistics costs. 

• Focus on Exports: Strengthen export strategies for Indian defence products through 

diplomatic channels, ensuring global market access for private firms. 

 

Private sector participation in defence manufacturing is essential for transforming India’s 

defence capabilities and achieving self-reliance. While government initiatives like 

indigenisation lists, defence corridors, and public-private partnerships provide a strong 

foundation, challenges such as regulatory hurdles, high costs, and reliance on foreign 

technology remain. By fostering innovation, simplifying policies, and enhancing global 

collaborations, India can emerge as a global defence manufacturing hub, ensuring long-term 

strategic autonomy. 


