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State vs. market in India: How (not) to integrate foreign
contractors in the domestic defense-industrial sector

Moritz Weiss

Geschwister-Scholl-Institute for Political Science, Ludwig-Maximilians-University Munich, Munich, Germany

ABSTRACT
India has evolved not only as a rising power in Asia, but as the world’s
largest arms importer. While facing some international threats, its defense-
industrial policy is primarily driven by domestic opportunities and con-
straints. India’s enormous market size enables technology transfers,
whereas domestic factors fundamentally exacerbate their effective utiliza-
tion. Most significantly, attempts to liberalize the defense industries face
the challenge of missing institutional prerequisites and political resistance
against reforms. To date, the predominance of state institutions has pre-
vailed. This conclusion is derived from combining data on general trends
with the exploration of one recent process of fighter-aircraft acquisition.

Introduction

From an international perspective, India is today evolving as a rising power. However, its growth
of military strength does not create severe global concerns, as its increasing capabilities are largely
regarded as defensive.1 While India is confronted with security competition in its neighborhood
(especially Pakistan, and also China), its environment, nonetheless, provides some room of man-
euver to address existing threats. In 1991, the initial founder of the nonalignment movement
shifted its foreign policy view toward a Look East Policy; and recently to an Act East and
Neighbourhood First Policy under the Narenda Modi government. India’s general outlook is con-
tinental, rather than maritime.2 Although naval investments are also rising, the army is still the
most powerful military service. Yet, India’s strategic culture is mostly characterized as defensive
and inward-looking, which is largely driven by its geography, great-power status, and the colonial
past.3 Given that India faces constant, but manageable, international threats, the international sys-
tem allows the government to act on the global arms market without strong strategic limitations.

From a domestic perspective, however, India’s defense sector remains—despite recent attempts
of liberalization—constrained. It is predominated by public and thus politically accountable actors
and institutions. Foreign defense contractors face a situation of a highly regulated and protected
defense sector, which complicates any technology transfers from more advanced defense-indus-
trial nations. The defense bureaucracy has a lot of influence in the Ministry of Defence at the
expense of the armed forces, so arms acquisition and technology absorption are dominated by
civilian technologists rather than by the military end users. In particular, the Defense Research
and Development Organization (DRDO) predominates the innovation of weapons in India, and
state-owned industries serve the function of production agencies. Yet, India’s goal of self-reliance
and uncoordinated activities hinder technology transfer and lead to delays.4
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Against this backdrop, the questions arise of what drives India’s defense-industrial policy
choices? To what extent do domestic triggers prevail over international factors? This article argues
that domestic constraints represent the main challenge for a more effective—and efficient—build-
up of India’s defense industries. Indeed, the government may choose among a variety of potential
suppliers world-wide; yet, it is largely incapable to exploit its enormous domestic market for tech-
nology transfers beyond relatively simple manufacturing. While the impact on India’s generation
of military capabilities is arguably difficult to specify, the available evidence suggests that India’s
potential, at least, remains underexploited.

This article arrives at this conclusion by proceeding in two interrelated steps. The following
section introduces India’s defense-industrial sector and, afterwards, addresses India’s arms pro-
curement regulations to better understand the opportunities and challenges of the country when
it acquires large military platforms, such as combat fighter aircraft. This general trend is—in a
second step—illustrated by exploring one particularly prominent procurement process, the recent
acquisition of combat fighter aircraft in the so-called Medium-Multi-Role Combat Aircraft
(MMRCA) contest.

Opportunities and constraints in India’s defense-industrial sector

India’s defense industries have decent productions facilities, but not an across-the-board capabil-
ity for research and development.5 Historically, India was left into independence without a genu-
ine defense-technological sector. With the exception of some ordnance factories, the Indian state
was missing a defense-industrial base. Given the combination of this lack with its policy of nona-
lignment, the state’s political objective gradually shifted from self-sufficiency toward the notion of
“self-reliance,” which “permits technology acquisition from foreign suppliers, but with the inten-
tion that this dependency would eventually be reduced through ‘indigenisation.’”6 As a result, the
government necessarily needed to collaborate with potent arms suppliers. To date, the sector’s
structural weakness is, however, illustrated by Figure 1, which contrasts arms imports and exports
since the end of the Cold War.

In addition, it seems valuable to dig one step deeper and to give an overview of India’s most
important arms suppliers (Figure 2). The four major arms suppliers—Russia, the United States,
Israel, and the United Kingdom—are jointly responsible for more than 80 percent of all Indian
arms imports (and Russia individually for 65 percent).

Figure 1. India’s arms imports and exports since 1990. Source: Data from SIPRI, 1990–2015 (http://armstrade.sipri.org/armstrade/
page/values.php).
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Furthermore, in order to better understand India’s defense procurement from foreign sources,
we need to focus on its state-owned defense public sector undertakings (DPSUs). In fact, they are
highly vertically integrated, so that India has not had a broad base of component suppliers at its
disposal.7 For instance, Hindustan Aeronautics (HAL) possesses end-to-end capabilities. It produ-
ces both airframes and engine, which is a constellation completely absent from the West’s
defense-industrial sector, where these key tasks are always accomplished by separate—and thus,
specialized—firms.8 The government’s objective has always been to import selective foreign tech-
nologies for modernizing its own economy—yet retaining state control over the structure of
national business. This actor constellation and the resulting rents have historically created power-
ful interest groups within the state-run sector.9 The “Indian private sector has always been por-
trayed as being discriminated against with the government favouring state-owned defence
industries.”10

Up to the 1980s, India’s license production limited domestic development to a considerable
extent. “Although license production has been a stable form of production, it has not made India
self-reliant in terms of upper-ends of defence production, especially in the field of design and
development.”11 As a consequence, the Indian government increasingly promoted coproduction
and—if possible through one of the so far 26 joint ventures—co-development programs (e.g.,
Sukhoi-HAL; BAe-HAL; Rolls-Royce, and Tata). Within this context, the new defense procure-
ment procedures (DPP) also established opportunities for private Indian companies—after having
passed a clearance of the Defense Acquisition Council—to become increasingly involved in the
manufacturing of armaments.12 Moreover, the sources of military equipment have increasingly
been diversified. While Russia is still the most important partner, major weapon systems mean-
while stem from Israel, the U.S., the UK, South Africa, France, and others.13 Through arms col-
laboration with these different partners, the Indian government ultimately aims to advance
technologically by capitalizing on the huge size of its domestic market, which has meanwhile
evolved as the largest import market for worldwide (Figure 3).

Yet, not only the sheer size, but tremendous growth makes India a favorable partner for all
companies and states. After all, its defense market quadrupled from $3 billion in 2000 to $12.2
billion in 2010.14 Whereas coproduction has gradually evolved as the norm, co-development is of
increasing importance, albeit so far rather the exception.15 For example, India’s aerospace indus-
tries may have critical “know-how,” yet largely lack the “know-why.”16

Figure 2. India’s arms imports by weapon supplier since 1990. Source: Data from SIPRI, 1990–2015 (http://armstrade.sipri.
org/armstrade/page/values.php).
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To date, India’s defense industries have almost exclusively been state-driven. There are ten
DPSUs (including about 39 ordnance factories),17 a defense research and development organiza-
tion with a network of about 51 laboratories, and a similar amount of science and technology
units, which are linked to almost 70 academic institutions. Today, the DPSUs are still the only
relevant defense firms in India. Whereas some Western companies have incrementally entered
the market, the industry structure remains tilted towards the DPSUs, which has not always been
a success story: India “has sufficient political and economic power to demand levels of technology
transfer that could conceivably transform its aviation sector. However, the country’s underper-
forming state-run military aircraft manufacturer [i.e., HAL] still requires major reform, while the
Indian defence sector as a whole lacks clear strategic direction.”18

Nevertheless, there are also several indications that liberalizing efforts may be extended
toward the defense-industrial sector. For instance, defense management has been under con-
stant reform since the mid-1990s. On the one hand, international collaboration should
increasingly follow a value-for-money ratio to reduce development costs and to provide new
opportunities for potential Indian exports. On the other hand, there were some moderate pri-
vatization efforts, coordinated via an army-industry partnership. It primarily aimed for greater
participation of private firms in the arms production process. Yet, their response has been
hesitant. Only the large companies, such as Tata’s and Larsen & Tubro, have increasingly
been involved in the sector, whereas smaller firms merely show an increasing interest in
doing defense business in the future.19

Historically, the Indian government had restricted both private and foreign investments into
its defense-industrial sector. Yet, since 2001, private investors may acquire 26 percent of Indian
defense entities and, today, even a 49 percent share is possible on a case-by-case basis.20 In add-
ition, it removed an earlier provision related to the control of joint ventures, which had required
the single-largest resident Indian shareholder to have at least a 51 percent equity share. However,
there remains one major obstacle: large multinational companies are highly concerned about the
burgeoning bureaucracy and the protection of their intellectual property rights.21 Thus, the
demand for joint ventures or similar involvements are rather modest among private investors.
The amount of FDI inflows in the Indian defense sector from April 2000 until December 2015

Figure 3. The world’s five largest arms importers between 2011 and 2015�. Source: Data from SIPRI, 1990–2015 (http://arm-
strade.sipri.org/armstrade/page/values.php). �Largest importers during 2011–2015 as specified in SIPRI’s "Trends in International
Arms Transfers, 2015" (http://www.sipri.org/googlemaps/2016_of_at_top_20_imp_map.html).
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was only $5,020,000, whereby it contributes less than 1 percent to all of India’s FDI during that
time span. The defense sector is therefore ranked as sector 61 of 63 when it comes to FDI.22 The
state recently responded to this failure by specifying a “government approval route” of up to 100
percent foreign ownership for instances providing access to modern technology in June 2016.23

Yet, the prospect for success is not clear.
Defense procurement is predominantly based on (noncompetitive) intergovernmental pur-

chases. More than two-thirds of all acquisitions between 2000 and 2010 were concluded in this
mode, whereby they normally include a crucial role for India’s state-owned defense companies,
the DPSUs, who are licensed to produce the contracted equipment (e.g., Sukhoi Su-30 at
Hindustan Aeronautics Limited/HAL).24 As a result, India’s defense procurement is often in
a stalemate:

The complexity of the acquisition procedure itself, the competition between the domestic defense research
establishment and the armed forces, the failure of civilian security managers often to understand both
national defense requirements and the utility of specific military technologies, and the chokehold exercised
by the Ministry of Finance in important matters pertaining to defense have all contributed collectively to
the pathologies of defense acquisition in contemporary India.25

Since 2002, however, a new DPP is in place. Enforced by several revisions and amend-
ments, the objective is to increase offsets and to apply them as a strategic policy instrument.
For instance, a new amendment in 2012 addresses micro-, small, and midsize enterprises and
acquisitions of specific technologies by the Defense Research & Development Organization,
which should receive a multiplier of offset credits in order to promote the integration of
these suppliers into the defense sector. Another amendment in 2013 established a selection
process which provides strong incentives for India’s private sector to team up with global
firms to compete for contracts. As a result, the procurement process is increasingly designed
in terms of market prerogatives to capitalize on its own size and to move the defense-indus-
trial sector from coproduction toward co-development projects. Yet, the effects are mixed at
best, as the former secretary of defense production admitted in 2010: “Our [defense] industry
has been in the habit of taking transfer of technology and building under license until the
product dies a technological death. There is no expenditure on R&D and no technology
absorption.”26 Whereas the sector’s output had been modest, defense management of state
authorities is not a persuasive success story: “the ability to build up a set of capabilities that
are justified by a national strategy is virtually non-existent in India. The civilian leadership
has no clue about defence requirements.”27

In sum, India’s defense industries have largely remained state-dominated. The sector is charac-
terized by coproduction agreements with foreign sellers, implemented by state-owned DPSUs as
production agencies, which have not gained strong development skills over time but rather a sta-
ble reputation for underperformance. Today, the defense-industrial sector is dramatically growing,
whereas foreign direct investment is still negligible. These characteristics are complemented by a
complex and state-dominated procurement process. Liberalizing reforms in the previous decade
were aiming for more efficiency through competition, but have so far been only reluctantly
implemented.

Against the backdrop of these domestic constraints, the next section focuses on the so-called
Medium-Multi-Role Combat Aircraft (MMRCA) procurement process from its market-oriented
inception toward the renunciation of the competitive procurement procedures in spring 2015.
Rather than with technology transfers, India’s return to a government-to-government deal with
France ultimately provided the country with combat aircraft off-the-shelf only. Hence, the follow-
ing process analysis will not only illustrate the prevailing impact of domestic factors, but also
how defense-industrial relations ultimately constrain India’s build-up of technological as well as
military capabilities.
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The MMRCA: Domestic constraints to liberalizing India’s defense sector

As a vital part of the desired transformation toward a more efficient defense sector, the Indian
government issued the so-far largest open tender for 126 combat aircrafts—worth up to $20 bil-
lion—since 2007. The MMRCA, which was meant to become “the mother of all defence deals,”28

invited the world’s high society of defense contractors to promote their jets and, in turn, to offer
significant technology transfers: F-16 and F-18 from the United States, MiG-35 from Russia,
Gripen from Sweden, Eurofighter from various EU countries, and the Rafale from France. The lat-
ter won the competition and entered government-to-firm negotiations in January 2012. Yet, in
April 2015, after more than seven years of applying market mechanisms to the procurement pro-
cess, the Indian government re-replaced competitive tendering by a simple intergovernmental
purchase of a reduced number of fighter jets from France.29 Modernization through markets, and
thus the integration of foreign contractors within India’s defense-industrial sector, had argu-
ably failed.

This section seeks to explore the MMRCA process and suggests that domestic constraints were
primarily responsible for the failure. It is argued that a defense market cannot be established by
merely setting strong incentives or following globally accepted standards of governance. Instead,
the existence of effective political-economic institutions serves as an important prerequisite of
functioning market relationships to evolve. Empirically, the article examines the implementation
of India’s initial market choice in 2007 up to the ultimate decision for a state-run approach in
2015. It is shown how legal uncertainty and a shortage of private partners led to frictions in the
implementation of the market-based MMRCA. Its ultimate failure was triggered by political
resistance of the bureaucracy and the state-owned defense industries. The ambiguity of rules and
unintended consequences of initial choices empowered these defenders of the status quo so that
the government shifted back to a state-run approach. In short, domestic constraints prevailed.

Contradictions between India’s defense-industrial sector and a market-based approach

First, several instances of problematic legal protection evolved during the procurement process.
These were not unique to the MMRCA, but rather a more widespread characteristic of Indian
authorities’ negotiations with private arms contractors.30 Against this backdrop, India’s most
prominent expert group—the so-called Kelkar Committee—had made eleven recommendations of
how to organize defense acquisitions, whereby ten of them aimed to increase transparency and
legal certainty.31

Most significantly, the lack of legal certainty negatively affected the sensitive nature of technol-
ogy transfers. Their legal provisions were designed according to historically established intergov-
ernmental purchases “rather than taking the form of minimum government-purpose IPRs
[intellectual property rights] in contractually mandated deliverables in terms of design, form, fit
and function data and other technical documentation, irrespective of manufacturing by the sup-
plier or by the supplier’s sub-contractors.”32 While the government could previously adjust
ambivalences concerning property rights according to political considerations, commercial
exchanges were becoming highly problematic under the less flexible conditions of arm’s-length
trade.33 In other words, the government had chosen a market-based approach; yet, the more spe-
cific procedures continuously required political bargaining practices rather than the consistent
application of legal provisions.

This sense of legal uncertainty about property rights increasingly came to the fore when
India’s government entered commercial negotiations with French private contractor Dassault after
January 31, 2012.34 The latter had defeated the competitors on the basis of, first, technical and,
second, monetary evaluations. Put simply, these negotiations were about the exchange of property
rights between Dassault, on the one hand; and India’s government, on the other. Yet, it was not
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about exchanging material assets in the form of delivering components, but about technology
transfers and thus the process of system integration invented and owned by Dassault: What makes
modern technology ‘modern’ is not the blueprints or designs, but rather the process. Western
technological superiority is not based on designs it is based on process. To acquire these proc-
esses, we [India] need to guarantee solid intellectual property protection.”35 Consequently, tech-
nology transfers in terms of the coproduction agreement with the DPSU, HAL, evolved not only
as the centerpiece of commercial negotiations, but also as the main obstacle to India’s build-up of
military capabilities.

In particular, accountability under the condition of ambivalent property rights was at stake: who
would be responsible for potential delays and cost overruns of 108 coproduced jets by HAL? As
HAL had a reputation for inefficiencies in handling complex manufacturing and technology trans-
fers, Dassault proposed to arguably clarify property rights and thus accountability by having separate
contracts for the 18 and the 108 aircrafts, respectively. Yet, this contradicted the terms of the mar-
ket-based approach so that the Indian MoD “completely rejected this suggestion and made it clear
to Dassault that it will be solely responsible for the sale and delivery of all 126 aircraft.”36 In contrast
to previous weapon acquisitions, India’s contract partner was now a private firm highly concerned
about its property rights (e.g., process of system integration), rather than a government interested in
a wide spectrum of potential gains. While an intergovernmental purchase was largely complemen-
tary to a vague protection of property rights, the latter constituted a contradiction between India’s
institutional setting and the requirements of a market-based approach.37

Second, not only some of the legal conditions contradicted arm’s-length contracting, but also
private firms remained structurally constrained in India’s defense-industrial sector. The expansion
of private business was exacerbated at both the legislative and the organizational level. While
India’s defense procurement policy (DPP)—despite several amendments—continuously favored
state industries in numerous critical areas,38 private firms were systematically deprived of access
to the Department of Defense. For instance, the “secretary of the Department of Defence
Production does not have a dedicated wing under his command to examine issues related to pri-
vate industries.”39

Beyond these structural constraints, the bureaucracy continuously endorsed informal coordin-
ation through historically evolved channels rather than by formal contracting with private
actors.40 This excluded—or, at least, did not integrate—foreign and private suppliers of defense
goods. Yet, putting, for example, offset agreements into practice as part of the MMRCA tender
would have necessarily required engaging private actors, because the extent was too large for state
industries to absorb.41 Indeed, the MMRCA should have promoted private entry into the defense
sector; yet, property rights were insufficiently protected and state-owned companies should con-
tinuously be sheltered from potential competition. The “Indian private sector has always been
portrayed as being discriminated against with the government favouring state-owned defense
industries.”42 In turn, “over-lapping institutional mechanisms” and “non-accountability”43 could
be better compensated by an intergovernmental purchase, where political flexibility trumped
transparency and legal certainty.

In sum, the discrepancies between India’s existing prerequisites and the requirements of the
MMRCA implied that the deep-seated pervasiveness of the state could not be changed from
scratch. Instead, it was deeply embedded in its institutional structures and thus shaped serious
constraints on India’s build-up of military capabilities by a market-based approach.

The political resistance against the market-based approach

Governments can hardly implement reforms unilaterally. Instead, they need to build coalitions
among the most relevant stakeholders. Within the context of the MMRCA, the defense bureau-
cracy primarily organized the procurement process, HAL served as production agency across the
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supply chain, and the IAF was the end user and thus the technical evaluator. The latter’s primary
interest was in modern military capabilities from Western states, whereas the choice of a market-
based approach vs. an intergovernmental purchase was of less importance.44

However, the most powerful coalition of India’s defense sector was the informal alliance
between civilian bureaucrats (e.g., DRDO, Ministry of Defense, Ministry of Finance, Cabinet
Secretariat) and state-owned defense companies (e.g., HAL), both of which largely preferred inter-
governmental purchases to extract rents from the existing system. Close and often informal
exchanges between policymakers, bureaucrats, and partly the armed forces were the primary
coordination mechanism of this coalition.45 This kind of state prevalence was reinforced by the
fact that DPSUs were not only the most powerful actors, who integrated military platforms at the
end of the supply chain, but they coproduced themselves large parts of components and subsys-
tems. In fact, a monopolist supplier—rather than the market—had supplied military platforms.
The corollary was strong vertical integration in the defense sector, a weak private supplier base,
and unfamiliarity in horizontal market exchanges.46 Existing stakeholders had benefited from this
institutional status quo as the defense market was substantially rising since the mid-1990s: “There
are too many bureaucrats who have vested interests in keeping these white elephants [i.e.,
DPSUs, such as HAL] going.”47

Their exercise of power was pervasive in India’s defense-industrial policymaking system as it
had remained under-balanced in practice by private actors with a preference for a market-based
approach.48 In contrast to smaller developing states, the sheer size of India’s domestic market had
provided the government with a strong bargaining position vis-�a-vis foreign vendors to achieve at
least some technology transfers and lucrative offset deals for its state-owned industries. As a
result, neither foreign capital nor private defense firms were required for domestic arms produc-
tion.49 Given that the involvement of private firms was historically not necessary, private actors
had not sufficiently gained a foothold in India’s arms production, resulting in negative feedback
processes. There was severe shortage of societal allies, as most actors were predisposed toward
noncompliance with market exchanges. Hence, the question arises of how this coalition could
unfold its political influence on the MMRCA.

First, market-based rules were ambiguous to the extent that they opened up a political space
for potential reform losers to delegitimize the government’s approach. Already the precise formu-
lation of a competitive request for proposals (RfP) had raised serious problems. The consequences
of this cumbersome process were two-fold. It harmed not only the reputation of the contracting
authorities, but it also inhibited capitalization from offsets by integrating domestic private firms.
The demand issued for offsets was initially so large that India’s industry could hardly absorb it.
Given the insufficient coordination with private defense industries, the government suddenly
turned—in the midst of the ongoing process—back from its initial requests. This ambiguity exa-
cerbated compliance and smooth implementation. Long after the competitors had submitted their
proposals, the Indian authorities allowed for indirect (i.e., not defense-related) offsets by revising
some parts of the DPP in January 2011.50 Thus, the government could no longer gain security
benefits from its market-based approach. This weak performance deprived some of the defense-
sector’s interest groups from expected benefits and, thus, damaged the reputation of the contract-
ing authorities. Accordingly, criticism of managing the MMRCA often served as the point of
departure for them to question the market-based approach itself and to propose the allegedly
more efficient intergovernmental purchase.51

Second, the initial choice of a market-based approach led to several unintended consequences.
For instance, the government’s deliberate decision for implementing the procurement by the
sophisticated criterion of life-cycle costs, rather than much simpler fly-away costs, affected the
commercial negotiations with Dassault in 2015. While the IAF has never promoted this proced-
ure, both the Ministry of Finance and the Cabinet Office stressed its huge opportunities.52 In
contrast, India’s defense-finance bureaucracy had always been critical toward reforms, such as
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life-cycle costing, and exercised its power by repeatedly sabotaging this approach. However, it is
important to note that this domestic alliance was equipped by powerful arguments, since the life-
cycle costs approach was chosen for long-term economic reasons, whereas the government had
neglected the immediate legal repercussions.53

This problematique became evident after the down-selection of the Rafale and the Eurofighter,
when the new phase of the procurement process targeted a feasible combination of costs and
technology transfers. One challenge was, for the first time in India’s procurement history, to
arrive at an ownership/life-cycle cost of both aircrafts over a 40-year/6.000 hr. run.54 Yet, the
more severe challenge was to establish comprehensible results, possibly standing up in court
against the defeated competitor’s litigation. In other words, a formal appeal with reference to life-
cycle costs was comparably simple given the inherently contested nature of these calculation mod-
els. For instance, Dassault had sued Korean authorities for procedural reasons, because it had lost
a similar competition in 2002.55 The precedence was set. Although the opportunity of legal
recourse was an unintended consequence of an economically induced choice, it increasingly
evolved as a sword of Damocles for the MMRCA as a whole. Air Marshal Matheswaran, who was
responsible for the MMRCA process on behalf of the Indian Air Force, admitted that “the pro-
curement got stuck in the intricate cobwebs of the acquisition process that we created.”56

At the very moment that the Indian government would have signed a final contract with
Dassault, the five losers of the competition could have potentially turned to Indian courts and
legally attacked the government’s decision.57 This is common practice in more liberal market
economies, but would have resulted in further delays and legal uncertainty for both the govern-
ment and the Indian Air Force. Building on information deliberately provided by opponents of
the market-based approach, the potential lawsuit could be either based on the tender poorly
drafted, or on noncompliance within, the evaluation process.58

Most crucially, the “fear of corruption, or even the allegations thereof, which are usually lev-
eled by the losers or other interested bystanders in a competition has had the stultifying effect of
either paralyzing the acquisition process or delaying it interminably, or, on rare occasions, even
nullifying procurement decisions already announced or on the cusp of being unveiled.”59

Opponents of liberal reforms could realistically threaten to undermine the successful conclusion
of the MMRCA. Against this backdrop, the whole MMRCA process was suspended in April 2015,
and a new—or, rather old—procurement procedure was inaugurated: a government-to-govern-
ment deal with France.60

In sum, the available evidence suggests that India’s return to an intergovernmental purchase
was based on domestic constraints, which prevented not only the implementation of the initially
chosen market-based approach, but also the build-up of massive military capabilities.

Conclusion

This article departed from illustrating the general trends of India’s state-run defense-industrial
sector, which had recently faced several liberal reforms, yet proved relatively resilient. The gov-
ernment’s policy choices were subsequently explored in an investigation of one of the most prom-
inent acquisition projects in recent years. I suggested that, first and foremost, domestic
constraints made the MMRCA competition fail. More specifically, the contradictions between
India’s historically evolved defense sector and the prerequisites of markets shaped frictions.
Neither sound legal protection was guaranteed beyond doubts; nor was a sufficient number of
private partners at the disposal of government reformers. In addition, the politics of implementa-
tion revealed how some interest groups increasingly resisted reform efforts by exploiting ambigu-
ous rules and capitalizing from unintended consequences of initial institutional choices like the
life-cycle costs criterion.
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Therefore, the article suggests that, if the preconditions for markets to function are largely
absent, political flexibility—rather than transparency and legal certainty—will evolve as the key
currency for resolving coordination problems. As a consequence, state-run practices reproduced a
historically grown state-run sector and significantly exacerbated the integration of foreign con-
tractors in India’s defense-industrial sector. In short, domestic constraints prevailed over the
opportunities provided by international factors and prevented the build-up of India’s military
capabilities.
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