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India-US Defence Partnership: The Road Ahead

Foreword by KPMG Inindlia

The alliance between India and the US is one of
the defining relationships of the 21st century.
The bi-lateral trust has grown into a global
strategic partnership driven by convergence

of interest on regional and global issues.

Both countries have more than 50 dialogue
mechanisms covering cooperation in areas of
defence & security, trade & investment, civil
nuclear energy, cyber security etc.

Defence cooperation has been a critical element
of Indo-US friendship as this has both strategic
and economic shared interests, based on the
democratic ideology of both countries.

As India aspires to achieve a USD 5 trillion
economy, self-reliance in defence manufacturing
has been recognised as one of the key areas of
focus. With India’s liberalised policy regime, the
stage is set in favour of India’s establishment

as a key defence manufacturer in the global
defence supply chain. Establishment of defence
industrial corridors (Uttar Pradesh and Tamil
Nadu) to support start-ups and innovation is

a testimony to the Government’s vision of
indigenisation. These corridors already boast

a significant development potential, with 67
MoUs underway for developing Uttar Pradesh
corridor and an initial investment commitment
of INR 3,123 crores (USD 426 million) in Tamil
Nadu corridor. Further, introduction of Strategic
Partnership policy as well as avenues like ‘Buy
(Global)- Manufacture in India’ for sourcing large
platforms in the future will require overseas
Original Equipment Manufacturers to establish a
robust manufacturing presence in India.

Gaurav Mehndiratta
Partner and Head
Aerospace and Defence
KPMG in India

This report talks about the evolving Indio-US
defence relationship and also showcases that
while US has only recently started supplying
defence equipment to India in the last decade
(collectively worth USD 18 billion)," there have
been significant investments of American
companies already in India which are generating
employment, exports and helping India make
strides in its defence capabilities and prowess.
This report also highlights the way forward

and expected synergies between the two
nations. It details the roadblocks, which require
tangible action from both sides. From an Indian
standpoint, while the Government has taken
considerable steps towards policy liberalisation,
more needs to be done to bring the procurement
process in line with best global practices which
will facilitate ‘Ease of Doing Business' as well as
cut down procurement timelines. On the other
hand, US needs to remedy the challenges faced
by India in relation to transfer of technology
which will help unleash many untapped
opportunities.

Considering the entire ecosystem, Indo-US
partnership, specifically in the area of defence is
expected to flourish in the years to come, with
India gaining from the sophisticated technology
& manufacturing prowess of the US and the

US playing a significant part in opportunities
emerging from the growing Indian defence
sector.

1. India’s weapons procurement from US jumps to $3.4 billion: What is India buying?, December 09, 2020, Times Now
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Foreword by AMGHAM

U.S.-India relationship has developed into a “global
strategic partnership”, based on shared democratic
values and increasing convergence of interests

on bilateral, regional and global issues. Both
governments of India and the United States took
actions that demonstrate a serious commitment

to defense cooperation. The U.S. government
recognized India as “Major Defense Partner” and
committed “to work towards facilitating technology
sharing with India” to a level commensurate with that
of its closest allies and partners. The Major Defense
Partner designation is unigue to India. The recognition
of India as a Strategic Trade Authorisation (STA-1)
country, by the U.S. also eases restrictions for high-
technology product sales to India.

India offers a unique opportunity to U.S. companies,
supporting manufacturing facilities to serve global
markets by incorporating the best global technologies
and practices. U.S.-India defense partnership has
grown to over $21 Billion and has tremendous
potential. The 2+2 Ministerial Dialogues led by
Secretary of Defense and Secretary of State from

the U.S. and their counterparts in India, have been
the driving force of the partnership and the signing

of all four foundational agreements — GSOMIA,
LEMOA, COMCASA, ISA (an annex to the GSOMIA)
and BECA has reinforced the strong U.S. — Indian
defense cooperation while building upon the strategic
partnership focussing on shared common values and
core interests.

The U.S.-India Defense Technology and Trade Initiative
(DTTI) is a mechanism focused on creating new areas
of technology cooperation through co-development
and co-production in the defense sector, even as India
both privatizes and indigenizes its defense industrial
base through the “Make in India” initiative. U.S.
defence companies have a number of joint ventures
with large Indian corporations, including Tata and
Mahindra, among others.

REWERERGEULE]
Director General CEO
AMCHAM

India is a major player in the “Indo- Pacific” region.
This was endorsed symbolically by the United States
renaming its oldest and largest strategically important
military command US Pacific Command (PACOM)

to Indo-Pacific Command (INDOPACOM). During

the Quad Summit early this year, President Biden,
Prime Minister Modi and other leaders emphasised
working together closely on advancing shared values
and promoting a secure, stable and prosperous Indo-
Pacific. Secretary Lloyd Austin during his maiden visit
to India earlier this year reinforced the commitment
to a comprehensive and forward-looking defence
partnership with India as a central pillar of approach
to the (Indo-Pacific) region. With the potential and the
new strategic dynamics in this region it is important
that this critical partnership remains robust.

In the last decade, India has bought/ordered military
equipment worth USD 20 billion from the U.S. These
include C-130J special operations planes, C-17
transport aircrafts, P-81 submarine hunter planes,
Harpoon missiles, Helicopters, M777 howitzers,
Apaches and most recently the MH-60R. The U.S. —
India Defense sales are facilitated both through the
Foreign Military Sales (FMS) and Direct Commercial
Sales (DCS) processes. These sales support
thousands of jobs in both countries.

AMCHAM supports and welcomes the U.S. defense
companies’ commitment and keenness to work

with the government of India to bridge the gap in
infrastructure, raw materials and shortage of skilled
worker by developing an ecosystem worthy of it, and
as responsible corporate entities, partnering in India’s
inclusive growth.
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3 India-US Defence Partnership: The Road Ahead

CXECUVE sUmma

Defence ties between
India and US are a

key area of focus

and strength from
both, strategic

and commercial
standpoint. The
relationship between
India and the US has
witnessed considerable
improvement owing to
the political will of both
the countries which
ensured that the India-
US relationship remain
on a growth track and
become more profound
year on year.

Where we stand currently

The shared interests of India and US encompass
humanitarian assistance, counter-terrorism cooperation,
fighting violent religious extremism, maritime security
activities, weapons proliferation monitoring, regional
stability maintenance and related aspects. With the US
designating India as ‘Major Defence Partner," (a status
unigue to India), India is now at par with its closest allies.
This has opened the doors to Indian procurement of
sensitive defence technologies, thus, creating a new
panorama for elevated Indo-US cooperation, like signing of
Defence Technologies and Trade Initiative (DTTI).2

As a result, defence procurements from US witnessed an
era of remarkable growth. A series of bilateral talks and
policy adjustments from both the countries have increased
the US' share in India’s total defence imports to 14 per cent
over 2015-2019°% as compared to 1960-2005, when it was
negligible. In the last decade alone, India procured more
than USD 18 billion worth of defence equipment from the
US.4 Illustrations of major procurements® are provided
below:

M777 155mm Light-Weight Towed Howitzers
Apache Attack Helicopter

Chinook Heavy Lift Helicopter

MH-60R Multi-Mission Helicopter

C-130J Hercules Aircraft

o B W=

1. US - India Defence Relations Fact Sheet, December 8, 2016, US Embassy & Consulates in India
2.US | India Defence Technology and Trade Initiative (DTTI), Office of the Executive Director for International Cooperation

3.Import — Export Data Bank, Department of Commerce

4.India’s weapons procurement from US jumps to $3.4 billion: What is India buying?, December 09, 2020, Times Now

5.Indian Defence News, 06 July 2020
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US: India’s partner in fostering Make in India (Mll)

While India has been importing defence products
from the US, on their part US defence companies have
not only been sourcing from Indian companies, but
have also invested in forging partnerships with Indian
companies to manufacture state of the art defence
products. Significant headway has already been made

in this direction towards building manufacturing and
service hubs in India, both in civil and defence domains
which have been generating employment, social and
skill development, development of allied industries,
enhancement of exports and technology transfers to the
country.

Financial & Technical Collaborations (illustrative):®

S.No. Company Name

Partner/ Venture Name

1 BAE Systems Hindustan Aeronautics Limited
Engineering and technology campus

2 Boeing
Tata Boeing Aerospace Limited (TBAL)
Tata Advanced Systems Limited

3 Lockheed Martin
Tata Sikorsky Aerospace Limited

Employment: Manufacturer (OEMs) have contributed to the growing

US defence players have made significant contributions
to generating employment in the country through their
direct investments as well as through their network of
suppliers and Indian offset partners (IOPs). The total
direct employment generated by major defence players
stands at over 26,000 employees.” Further, such US
companies have also assisted in generating significant
indirect employment.

Exports:

India’s partnership with US has aided towards
actualisation of its vision for Indian defence. The
manufacturing prowess of a nation can be gauged easily
from its quantum of exports. US Original Equipment

Based on inputs given by AmCham members

Based on inputs given by AmCham members

© © N o

Import — Export Data Bank, Department of Commerce

Aerospace and Defence (A&D) exports from India. In
FY19, India’s global defence exports grew at a steady
pace.®

1. Boeing’s annual sourcing from India stands at
USD 1 billion;

2. Lockheed Martin facilitated exports of around
USD 600 million;

3. Textron sourced substantial quantities of high-value
products, components and new technology from the
country over the last five years.

As per export statistics published by the Government of
India, US accounts for one of the largest exports of A&D
products out of India in the last 5 years.®

India’s defence exports increase by 700% in two years, ranks 19th among world's defence exporters, Times Now, 9 September 2020
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5 India-US Defence Partnership: The Road Ahead

A country by country comparison of Indian defence exports is provided below:

A&D Exports from India (2015-2019)"

Russia
o)
2% T3o,

Israel

B Russia H Israel B France B usS. H Other

10. Export-Import Data Bank, Department of Commerce
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The road ahead

India is set to undertake one of the largest equipment
procurement cycles in the world with an estimated
spend of about USD 130 billion™ on capital acquisitions
in the next five to seven years, which will create
massive opportunities for the domestic industry given
the Government'’s push for indigenisation. Besides,
building local supply chains which will augment
manufacturing capabilities, significant opportunity
exists in engineering services, outsourcing activities,
investments in Defence Industrial Corridors, supply
chain sourcing and associated maintenance, repair and
overhaul related activities.

The Indian Government's vision of ‘Make in India’

has been the driving force behind many of its recent
policy measures. The Government has taken a slew

of measures to ease the policy framework around
defence sector to promote investment and in-country
manufacturing. Some of the key policy initiatives of the
Indian Ministry of Defence (MoD) are:

1. Foreign Direct Investment (FDI) limit relaxed to
74 per cent under automatic route permitting
companies to set up manufacturing units with higher
ownership and control. 100 per cent FDI permitted
for defence manufacturing post seeking Government
approval.?

2. 100 per cent FDI permitted for undertaking any
activity not requiring a defence industrial license,
thus, permitting companies to set-up units
for engineering, design, technology, R&D and
undertaking dual use manufacturing.™

3. Industrial licensing regime relaxed.

4. Approval process for import and export of defence
products made simpler.

5. Tax rates reduced significantly especially for new
manufacturing units. Various tax simplification
measures introduced.

Besides the above, the Indian MoD has been
revising the Defence Procurement Procedure (DPP)
to accommodate industry request and to create a
conducive policy environment based on the best
industry practices. Some of these instances are:

1. Focus on indigenisation and priority to Indian
categories of procurement.

2. Changes to offset regulation to catalyse technology
inflow and development of defence industrial
corridors.

3. Introduction of new categories of acquisition
permitting subsidiaries of OEMs to implement
contract in India by meeting the indigenisation
requirements.

4. Concept of leasing of defence products introduced.

In line with the Indian Government's directed policy
towards in-country manufacturing and technology influx,
it is expected that American investments both financial
and technological shall play a vital role in bidding for
future defence acquisitions like Navy Multirole Carrier
Borne Fighter,’ Naval Multirole Helicopters,' Multi Role
Combat Aircraft and Future Infantry Combat Vehicle.™®
As per the existing procurement procedure, it is
expected that:

1. Under the acquisition category of Buy (Global-
Manufacture in India), a major portion of the contract
is to be executed in the country. To promote
indigenous manufacturing, FDI limit of 74 per cent in
defence manufacturing shall also be applicable.

2. Strategic Partnership policy is expected to ensure
that Indian strategic partners co-produce defence
platforms with OEMs. It shall incentivise technology
transfer and help in making India a global defence
manufacturing hub.

3. Evenin other categories of acquisition, minimum
indigenous content requirements have been
enhanced. US OEMSs are now considering
strengthening their Indian supply chain and bidding in
these categories through their Indian joint ventures.

The natural synergies at work here cannot be
overlooked by the US companies entering the defence
manufacturing space in India. These companies

will attain exposure to the rapidly growing defence
procurement budget of a strategic partner. The
potential benefit to the Indian industrial base would
be in the form of upgrading domestic infrastructure,
capacity addition and R&D activities. The geopolitical
realisations combined with sound economic rationale
make collaborations between US and Indian defence
industries seem imperative. Most importantly, the
collaboration in the respective defence industrial
establishments of the two countries will create a firm
foundation for enhancing an important friendship
between two historical democracies.

11. India to spend a whopping USD 130 billion to modernise forces, Economic Times, September 10,2019

12. Press Note No. 4 (2020 series), Department for Promotion of Industry and Internal Trade
13. Press Note No. 4 (2020 series)Department for Promotion of Industry and Internal Trade

14. News report/Navy launches search to procure 57 carrier-borne fighter jets, Economic Times, Jul 2018
15. News report/Defence Ministry clears proposals worth Rs.46,000 core, Economic Times, Aug 2018

16. Army’s combat vehicle project gets green signal, Economic Times, February 2018
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Stratedicaly

naispensabie
and commercially
NIomising
elationship

The commercial relationship between
the US and India has matured
significantly over the years.

Two-way trade has grown to about
USD160 billion in 2019, up 10 per cent
year-on-year’.

In the prevailing geo-political
backdrop, defence co-operation is a key
cornerstone of Indo-US relations which
is imperative both from a strategic and
commercial standpoint.

The alliance between India and the US is
one of the defining relationships of the 21st
century, riding on a convergence of interests
over global and bilateral areas.

Over the years, a wide and comprehensive
system of dialogue has built a long-term
framework for engagement between the
two democracies. Indo-US geopolitical
relations have always had their own
dynamics and imperatives. Historically, the
trajectory of Indo-US ties has witnessed
various vicissitudes over the course of the
time, yet the present relationship between
the two countries has gradually evolved
into a more robust and matured partnership
based on mutual trust embarking into an
outward looking economic developmental
roadmap.

1. US India’s preferred trade partner in journey to be $5 trn economy: Envoy, Business

Standard, February, 2020
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Strategic Intent

The strategic importance of the Indo-Pacific

region and potential threats arising out of complex
geopolitical dimensions in the greater Indian Ocean
region has also made the countries recognise
convergence of their mutual interests and the need
for enhanced cooperation in maintaining peace

and stability in the region. The Indian Ocean region
is crucial as nearly half of global commercial sea-
vessels and two-thirds of global oil trade passes
through its sea lines. Thus, there is a need for
continued collaboration by both the countries.

The two countries have over 50 bilateral dialogue
mechanisms.? The 2+2 dialogue has been providing
forward-looking vision for the two nations to draw
synergies for further growth. Today, the cooperation
is on a broader scale, covering a multitude of
traditional as well as new-age sectors, including
defence and security, education, science and
technology, cybersecurity, high technology and civil
nuclear energy.

With the US designating India as “Major Defence
Partner" a status unique to India, India is now

at par with its closest allies. It has opened the
doors to Indian procurement of sensitive defence
technologies, thus, creating a new panorama

for elevated Indo-US cooperation. This has
significantly impacted power balance in the region
and neutralised shared security threats. As part

of accelerated Indo-US security partnership, joint
military exercises between the Indian and US
military personnel have been taking place on a
sustainable basis* and have underlined the need
for enhancing interoperability of current and future
military assets of the two nations.

Economic Intent

In recent years, the commercial relationship
between the US and India has matured significantly.
Over the past decade, two-way trade has grown
significantly. This is a major testimony to the
symbiotic Indo-US partnership. Today, India and the
US demonstrate a global strategic collaboration at

the back of common ambitions, values and interests.

The trajectory of the efforts made by the two nations
in recent times to align with each other’s interests
has been simply remarkable, not just in traditional
sectors such as technology and financial services
but also in emerging sectors such as aerospace and

2. Brief on India-US Relations, MEA, Accessed on 9 January 2020

3. US-India Defence Relations Fact Sheet, December 8, 2016, US Embassy & Consulates

in India
4. Joint Military Exercises, Press Information Bureau, 2018
5. Stockholm international peace research institute yearbook 2020

defence, chemicals, dedicated freight corridors,
energy, agriculture, infrastructure and logistics. The
increasing prominence of the role of Indian American
diaspora and gradual convergence of strategic
interest on regional and global issues has stepped
up the momentum of bilateral cooperation.

Defence has always been critical for a country’s
strategic and economic interests. One cannot deny
its increasing economic importance. The combined
arms-sales of the top 100 largest arms-producing
companies and military services companies
(excluding China) totalled USD 420 billion in 2018,
according to Stockholm International Peace
Research Institute (SIPRI).® If India is to achieve

its aim of being a USD 5 trillion economy, it needs
to focus on honing its capabilities in aerospace

and defence. This sentiment is reflected in
Government'’s vision of the sector, which is to scale
up the domestic defence industry to USD 26 billion
by 2025.°

A partnership with the US is therefore important

for India given its defence requirements, aging
technology, ‘Make in India’ initiatives and the
democratic ideology of both countries. Through this
partnership, India has proven to be a substantial
market for US Defence products. In the past decade,
India has been one of the top importers of defence
equipment globally. Even with global economies
slowing down, the size of the Indian defence market
is only expected to rise as India plans to incur around
USD130 billion” in the next 5-7 years on procuring a
range of weapons, missiles, air defence systems,
fighter jet, submarines and warships, drones, and
surveillance equipment to bolster the armed forces'
combat capabilities.

| NS T

The Government of India’s continued efforts
towards further liberalising the economy are also
expected to provide greater market access to
American exporters. This is also reflected in the
latest budget allocation for the defence sector. While
the total defence budget for FY 21-22 increased
marginally by 1.45 per cent to USD 66.95 Bn, there
was a significant increase of almost 19 per centin
capital procurement outlay (i.e. USD 18.9 Bn), the
enhanced capital outlay shall significantly impact
future defence contracting and ensure streamlined
acquisitions of key platforms like multi role fighter
aircrafts, light combat aircrafts, unmanned aerial

6. PIB Release, September 17, 2019 - India to achieve USD 26 billion defence Industry by
2025: Raksha Mantri

7. India to spend a whopping USD 130 billion to modernise forces, The Economic Times, 10
September, 2019
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9 India-US Defence Partnership: The Road Ahead

vehicles and future infantry combat vehicles. Coupled with
that, the intent of major American corporations, many from

the A&D sector, to set up production bases in India is also
expected to result in large scale job creation and make local
defence technology/component companies move up the global
value chain.

The Indian defence industry is at an inflection point.
Government reforms focused on increasing private
participation and increasing foreign participation (FDI in
defence manufacturing was increased from 49 per cent to

74 per cent recently) have been brought into force.® Major
initiatives like establishment of Defence corridors and an
ambitious export promotion policy have set the stage for
transforming this sector from the grassroot level. Moving a
step up from the customer buyer relationship in the past, India
is now looking forward to partnering and collaborating with US
in the coming years. With the tremendous untapped potential
for industrial growth in India along with the emergence of Indo-
Pacific as an important geopolitical construct, one can expect
India to play a pivotal role in promoting regional stability and
driving economic development.

India US defence ties — A tale of symbiotic
growth and synergies

It has taken time for the two countries to develop strategic

ties built on cohesive ambitions of economic growth and geo-
political leadership. With defence being a key sector for both
the countries from a strategic and commercial standpoint, both
nations are cognisant of the fact that their relationship and
defence cooperation will be a critical component in their self-
interest. Particularly, in the last two decades, the ties between
India and the US have witnessed considerable improvement
owing to the political will of both the countries which ensured
that the Indo-US ties remain on growth track and become more
profound year on year.

It would not be wrong to conclude that the Indo-US ties are
witnessing an upward trajectory regardless of the political
leadership, and will continue to remain so, owing to mutual
gains on the economic and strategic front. This relationship
has been fostered and strengthened by a number of significant
events and milestones. Some of these marquee events are as
follows:

Establishment of the Defence Technologies and Trade
Initiative to overcome bureaucratic hurdles:®* DTT| works
towards speedily strengthening India’s defence industrial base,
exploring new technological development areas and expanding
Indo-US business ties.

8. Press Note No. 4 (2020 series), Department for Promotion of Industry and Internal Trade
9. India, US sign SOI to strengthen dialogue on defence technology cooperation, Economic Times, 29 October, 2019
10. LEMOA fully operational now, The Hindu, 09 September 2018
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Signing of the Logistics Exchange Memorandum of
Understanding (LEMOA) and Communications Compatibility
and Security Agreement (COMCASA) to leverage each other’s
military infrastructure:™ LEMOA, signed in 2016, enhanced the
military cooperation between the two countries, providing them
easier access to each other’s facilities for supplies and services
for military forces of the two countries. COMCASA, executed in
2018, aimed at facilitating a greater interoperability between the
militaries of the two nations, providing India with access to an
advanced communication infrastructure.

Designating Strategic Trade Authorisation-1

(STA-1) to India by the US: In August 2018, the US granted
STA-1 status to India, making it the first South Asian country

to be elevated to such a stature.” This has enabled India to
receive licence-free access to a wide range of dual-use military
technologies, also allowing US companies to export more
efficiently, a much wider range of products to Indian high
technology and military customers.

Renaming Pacific Command to Indo-Pacific Command:" The
US military renamed its oldest and largest military command, the
Pacific Command, to Indo-Pacific Command.’ This is a symbolic
move that sets the narrative to counter the increasing Chinese
economic and military presence in the region.

Putting India on a par with North Atlantic Treaty Organization
(NATO) allies:™ A legislative provision passed in the annual
National Defence Authorisation Act by the US Senate in 2019,

put India on a par with NATO allies and other non-NATO countries
for increased defence cooperation. The provision enhanced
cooperation across humanitarian assistance, counterterrorism,
counter-piracy and maritime security.

Nuclear Suppliers Group: Nuclear energy is another crucial area
of co-operation between the two countries. The signing of the
civil nuclear agreement, also known as the 123 agreement, in
October 2008 was a watershed moment. It recognised India as a
nuclear state, giving it the same benefits as those of other leading
nuclear powers. India was also granted a waiver from the Nuclear
Suppliers Group (NSG). The partnership intensified further with
the US committing to establish six nuclear power plants in India.®
The US supports a reformed UN Security Council that includes
India as a permanent member.

Signing of Basic Exchange and Cooperation Agreement:'®
Basic Exchange and Cooperation Agreement (BECA), which was
signed in the recently conducted 2+2 dialogue (2020), will provide
India with topographical and aeronautical data and products,
which will aid geospatial intelligence, navigation and targeting
(especially of long range missiles) and contribute significantly to
strengthening defence ties.

11. India first south Asian nation to get STA-1 status from US, India Today, 4 August 2018 14. Pranab, Rice sign 123 agreement, Hindustan Times, 11 October 2008
12.US Pacific Command renamed as US Indo-Pacific Command, Economic Times, 02 June 15. US and India commit to building six nuclear power plants, Reuters, 14 March 2019

2018 16. India, US sign Basic Exchange and Cooperation Agreement, Deccan Herald, 27 October
13. US Senate clears proposal to bring India on a par with its Nato allies, Mint News, 2 July 2020.

2019
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Snapshot of Indo-US ties"”

28 June 2005
Signed a new framework for
defence relations

2008

11 October 2008
Signed the 123’ civil

nuclear agreement 2[]/”

19 July 2011
Signed a new memorandum for

201 2 greater cybersecurity cooperation

DTTI was established to speed up
defence technology cooperation

between India and US 20"6

7 June 2016
The US recognised India as a major defence

partner
2018 24 August 2016
Logistics Exchange Memorandum of

2 June 2018 Agreement signed to enhance cooperation
The US renamed its oldest military command, to the between both countries
Indo-Pacific Command to signal India’s importance to
the US military 20’]9
August 2018
US granted STA-1 status to India, making it the first
South Asian country to be elevated to such a stature 19 December 2019
Signed the Industrial Security Annex to enable
6 September 2012 smooth transfer of classified technology

Communications Compatibility and Security Agreement
gave India access to advanced communication
technology used in US defence equipment

2020

27 October 2020
Signed Basic Exchange and Co-operation
Agreement for Geo-Spatial Cooperation

17 PrU.S.-India Relations, Council on Foreign Relations, Accessed on 13 January 2020
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As the Indo-US ties continue to strengthen, a
corresponding effect can be seen in the composition of
Indian defence imports. Even though US’ contribution
to Indian defence imports was miniscule initially,

US' roleplay in Indian defence sales has increased
simultaneously as India- US ties strengthened over the
years. Post 2001, the US’ position was strengthened

12

specifically when the arms embargo on India was lifted.
A series of bilateral talks and policy adjustments from
both the countries have increased the US' share in
India’s total defence imports to 14 per cent over 2015-
2019 vs. 1960-2005 when it was negligible. Between
2015 and 2019, India was the second-largest arms
importer in the world.™

India and US defence procurement relationship?°2'22.23.23

Before 2001:
No defined
relationship

2001-2005:
Slow uptake in
defence trade

2008-2009:
Large orders
in place

e ndia and US * US arms ¢ US companies
have no defined embargo on (Lockheed
procurement India was Martin and
relationship lifted and Boeing) received

opportunities for large orders from

¢ |ndia used to

. collaborations India
heavily import between the
defence . e Six C-130J

. countries :
equipment from increased transport aircraft
Russia and was and USD 2.1

billion deal for
eight high-tech
P-8 ASW aircraft

e \/alue of ‘arms
transfer’
between the
two nations
increased from
0 to ~USD10
million in 2003,
~USD40 million
in 2004 and
~USD56 million
in 2005

subjecttoa US
arms embargo

18. Stockholm International Peace Research Institute, March 2020

19. Stockholm International Peace Research Institute Arms Transfers Database

20. US arms embargo on india lifted - US lifts sanctions against India, Pakistan, EE Times, 24
Sept 2001

2010-2019
Stronger
relationship
over a decade

2020 and beyond
A strengthened and vibrant
relationship

¢ [ndia has now
purchased more

¢ India and US signed deals worth
over USD 3 billion

Lﬁﬁ?ol:?ofh * These included 24 MH-60R Seahawk
of defence Multi-Role Helicopters for the Navy
. and six AH-64E Attack Helicopters for
equipment the Army
from the US ’
®|n 2019, India

imported various
aircraft, arms,
ammunition and
ships from the
us

21. Value of arms transfer — Conventional Arms Transfer to Developing Nations, 2003-2010

22. 2008-09 - India to buy 6 Hercules military transport planes from Lockheed Martin,
Economic Times, 18 February 2008

23. India, US sign defence deals worth over USD 3 billion, The Hindu, 25 February 2020

© 2021 KPMG Assurance and Consulting Services LLP, an Indian Limited Liability Partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited,
a private English company limited by guarantee. All rights reserved



13 India-US Defence Partnership: The Road Ahead

Main suppliers’ share in India’s total defence
imports (2015-2019)*

I Russia H Israel H France B uUs. Il Other

US' participation in the Indian defence space is not
expected to dwindle or even stagnate anytime soon.
India has a long term 10 year pipeline of over

USD 223 billion defence capex?® with an estimated
spend of USD 130 billion to accrue in the medium term.

New acquisitions (short term) of USD 60 billion with
various US companies are in the fray. Indian defence
procurement market offers a massive potential for US
and Indian companies to benefit in terms of long-term
partnerships and collaborations.

In light of the past and expected future trends, the
trajectory of Indo-US ties is likely to grow upward year
on year.

24. Stockholm International Peace Research Institute, April 2020

25. Long Term Integrated Perspective Plan (LTIPP), Ministry of Defence, 2012-2027
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S 0BIeNse
Dayers Support

MakeInindia

Indian Government has recently taken
a slew of measures to ease the policy
framework around Defence sector to
promote investment and in-country
manufacturing.

US OEMs have made existing
investments towards building
manufacturing and service hubs in India
both in civil and defence domains which
have been generating employment, skill
development, development of allied
industries, enhancement of exports and
technology transfers to the country.

Over the last 5 years, US has accounted
for 14 per cent of defence imports by
Indian MoD and for 22 per cent of India’s
aerospace & defence exports.'

Indian Government has been keen to cultivate
an established defence manufacturing

base. The country aims to be ‘self-reliant’

for defence armaments by encouraging in-
country manufacturing, promoting exports and
investing in R&D.

American defence companies have always
stood shoulder to shoulder with the Indian
Government in helping it achieve its objectives
of ‘Make in India’ and ‘Atmanirbhar Bharat'.

Even though majority of the sales to Indian
MoD by American companies have only
been concluded in the recent 5-7 years, there
have been significant investments made by
American companies in India.

1. Export Import Data Bank, Department of Commerce
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Make in India

Major US OEMs/Tier-1 suppliers have already Many US OEMs over the years have also set

entered into and are in the process of exploring up facilities across India through JVs to support

avenues of increased participation through tie-ups/ indigenous production and enable a robust o
joint ventures (JVs). With the Indian Government infrastructure for research and development. These

implementing policy reforms focused on indigenous  investments help India in