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OFFSET DILUTION IN DEFENCE, A FLAWED POLICY TURN 
As an episode in India’s aerospace industry shows, it can succeed if it is designed and executed correctly  

 
 Recently, the government diluted the “offset” policy in defence procurement, reportedly in response 
to a Comptroller and Auditor General (CAG) of India’s report tabled in Parliament last month. Many contend 
that the move is a setback for augmenting domestic capabilities or for realising the goal of Atmanirbhar 
Bharat. But why is it a setback for the goals under Atmanirbhar Bharat? The experience with the procedure in 
the aerospace industry since 2005 seems to offer useful lessons in redesigning defence offsets. 
 What is an offset policy? And how is it expected to boost domestic capabilities? What lessons can we 
draw from a similar system in the aerospace industry? These questions are addressed below. 
 
 Offset ties up the ends 

 Most countries restrict trade in defence equipment and advanced technologies in order to safeguard 
national interest. Yet, for commercial gains and for global technological recognition, governments and firms do 
like to expand the trade. Negotiated bilateral sales between countries are a way out of the dilemma. Soft 
credit often sweetens the deals, with restrictions imposed on use, modification and resale of such equipment 
and technologies, to protect the proprietary knowledge and expertise embedded in them. 
 In such trade negotiations, the price of the product is one of the many other factors. Geopolitics and 
the technical knowhow involved in the equipment weigh-in considerably since the contracts are for the long 
term, with technological fixities. The product and technology compel buyers to stick to them for: the 
advantages of bulk purchase, and dependence on the supplier for spares and upgrades. In other words, there 
is considerable “path dependency” in such choices, rendering the decisions difficult to reverse.  
 Developing country buyers often lack an industrial base and research and development (R&D) facilities 
(which take a long time to mature). The price and the terms of the contract often reflect the government’s 
relative bargaining strength and also domestic political and economic considerations. 
Large buyers such as India seek to exercise their “buying power” to secure not just the lowest price. They also 
try to acquire the technology to upgrade domestic production and build R&D capabilities. The offset clause — 
used globally — is the instrument for securing these goals. 
 
A number of changes 

 Initiated in 2005, the offset clause has a requirement of sourcing 30% of the value of the contract 
domestically; indigenisation of production in a strict time frame, and training Indian professionals in high-tech 
skills, for promoting domestic R&D. However, the policy has been tweaked many times since. 
 As of November 2019, as in a reply to a parliamentary question, the Defence Ministry had signed 52 
offset contracts worth $12 billion via Indian offset partners, or domestic firms. The duration of these contracts 
extends up to 2022. 
 According to the recent CAG report mentioned above, between 2007 and 2018, the government 
reportedly signed 46 offset contracts worth ₹66,427 crore of investments. However, the realised investments 
were merely 8%, or worth ₹5,457 crore. Reportedly, technology transfer agreements in the offsets were not 
implemented, failing to accomplish the stated policy objective. We are unable to verify the claim as the 
government has not put in place an automatic monitoring system for offset contracts, as initially promised. 
 On September 28, the government has diluted this policy further. Henceforth, the offset clause will not 
be applicable to bilateral deals and deals with a single (monopoly) seller, to begin with. 
 
Setback for defence 

 Most defence deals are bilateral (as stated above), or a single supplier deal (given the monopoly over 
the technology). The dilution means practically giving up the offset clause, sounding the death knell of India’s 

https://www.thehindu.com/news/national/siachen-troops-given-poor-gear-cag/article30728491.ece
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prospects for boosting defence production and technological self-reliance. The government, however, has 
defended the decision by claiming a cost advantage. It is a lamentable excuse for the reported policy failure. 
Price is but one of many factors in such deals, as explained above. The higher (upfront) cost of the agreement 
due to the offset clause would pay for itself by: reducing costs in the long term by indigenisation of production 
and the potential technology spill-overs for domestic industry. Hence, giving up the offset clause is 
undoubtedly a severe setback. 
 
Shortlived in aerospace 

 The offset policy can, however, succeed, if it is designed and executed correctly, as a parallel episode 
in aerospace industry demonstrates. Despite the heft of Hindustan Aeronautics Limited, India is a lightweight 
in global civilian aircraft manufacturing, as the public sector giant mostly devotes itself to defence production. 
The much-touted National Civil Aircraft Development (NCAD) project — to come up with an indigenously 
designed Regional Transport Aircraft (RTA) — has remained a non-starter from day one. 
 However, with the introduction of the offset policy in 2005, things changed dramatically. For contracts 
valued at ₹300 crore or more, 30% of it will result in offsets, implemented through Indian offset partners. As 
aerospace imports rose rapidly, so did the exports via the offsets, by a whopping 544% in 2007, compared to 
the previous year. By 2014, exports increased to $6.7 billion from a paltry $62.5 million in 2005, according to 
the United Nations Comtrade Database. The offset clause enabled India to join the league of the world’s top 10 
aerospace exporters; the only country without a major domestic aerospace firm. The success was short-lived, 
however. Exports plummeted after the offset clause was relaxed, primarily when the threshold for the policy 
was raised from the hitherto ₹300 crore to ₹2000 crore, in 2016. The offset exports fell to $1.5 billion by 2019. 
The 2005 policy helped promote a vibrant aerospace cluster, mostly micro, small and medium enterprises 
(MSMEs) around Bengaluru. The policy dilution undid success. The moral of the story is there for everyone to 
see. 
 
Aiding self-reliance 

 Reportedly because of the CAG’s critical remarks in its latest report tabled in the Parliament, the 
government has virtually scrapped the defence offset policy. Thus, India has voluntarily given up a powerful 
instrument of bargaining to acquire scarce advanced technology — a system that large and politically 
ambitious nations seek to exercise. There are successful examples to draw lessons from, as the aerospace 
industry episode demonstrates. India needs to re-conceive or re-imagine the offset clause in defence contracts 
with stricter enforcement of the deals, in national interest, and in order to aim for ‘Atma Nirbhar Bharat 
Abhiyaan’, or a self-reliant India. 
 

Meanings of Difficult Words: 
 offset (verb) – even up, counterbalance, equalize, 

neutralize; make amends for, compensate for. 
 dilution (noun) – reduction in value/power/force 

of something. 
 flawed (adjective) – defective, faulty, distorted, 

inaccurate. 
 turn (noun) – a change in a situation; 

 circumstance,  phenomenon. 
 dilute (verb) – diminish, reduce, decrease, lessen. 
 offset policy (noun) – Under the offset policy, the 

foreign defence entities, for all contracts worth 
more than ₹ 300 crore, were mandated to spend 
at least 30 per cent of the total contract value in 

India through procurement of components, 
transfer of technologies or setting up of research 
and development facilities. 

 reportedly (adverb) – supposedly, seemingly, 
apparently, allegedly. 

 Comptroller and Auditor General (CAG) of 
India (noun) – it is empowered to audit all 
expenses from the combined fund of the union or 
state governments, whether incurred within India 
or outside.(Courtesy; https://cag.gov.in/). 

 table (verb) – submit, put forward, introduce. 
 contend (verb) – claim, argue, state. 
 setback (noun) – problem, difficulty, issue. 

https://www.lexico.com/definition/offset
https://en.oxforddictionaries.com/definition/dilution
https://www.lexico.com/en/definition/flawed
https://www.lexico.com/definition/turn
https://www.lexico.com/definition/dilute
https://www.lexico.com/definition/reportedly
https://cag.gov.in/
https://www.lexico.com/definition/table
https://www.lexico.com/definition/contend
https://en.oxforddictionaries.com/definition/setback


 

3 

 

DAILY VOCAB DIGESTIVE 498 (22.12.2020) 

.12.2018 

.2018 
 
.11.2018 

 1441, Opp. IOCL Petrol Pump, CRPF Square, Bhubaneswar-750015 

Ph. : 8093556677, 9040456677, Web :www.vanik.org, E-mail : vanikbbsr@gmail.com 
 

 

 augment (verb) – improve, make better, boost,  
enhance. 

 address (verb) – deal with, handle, tackle, grapple 
with. 

 tie up loose ends (phrase) – to complete the last 
few minor details of a project such that the task is 
entirely finished. 

 in order to (phrase) – with the purpose/aim of. 
 recognition (noun) – appreciation, commendation, 

acclaim. 
 bilateral (adjective) – involving two groups or 

countries. 
 way out (phrase) – solution, way of escape. 
 dilemma (noun) – quandary, predicament, 

difficulty. 
 soft credit (noun) – a credit for a donation that a 

Contact or Account did not make themselves, but 
may have somehow influenced. 

 sweeten (verb) – make acceptable, make 
agreeable, mitigate, relieve, ease. 

 proprietary knowledge/information (noun) –
 Proprietary  information, also known as a trade 
secret, is information a company wishes to keep 
confidential. 

 embed (verb) – incorporate, include; insert/fix. 
 geopolitics (noun) – the study of the geographical 

factors (a country’s position on the earth, 
size, climate, and natural resources & etc,.) in 
world politics and inter-state relations. 

 technical knowhow (noun) – intellectual 
property;  proprietary knowledge. 

 know-how (noun) – knowledge, expertise, skill.  
 weigh-in (noun) – costing a specified amount. 
 considerably (adverb) – greatly, very much, a lot. 
 fixity (noun) – stability, durability, persistence, 

dependability. 
 stick to (verb) – abide by, hold to, comply with. 
 path dependency (noun) – a phenomenon 

whereby history matters; what has occurred in the 
past persists because of resistance to change. The 
resistance to change could be based on the 
financial implications or because policymakers are 
making cautious or uninformed decisions. 

 render (verb) – make, cause to be, cause to 
become. 

 lack (verb) – be without, be in need of, require, be 
short of. 

 reflect (verb) – indicate, show, reveal, exhibit. 

 relative (adjective) – reasonable, a fair degree of, 
considerable. 

 consideration (noun) – thought, deliberation, 
analysis, examination. 

 seek (verb) – try, attempt, aim. 
 buying power (noun) – purchasing 

power; the ability of 
a person or organization to buy things, based on 
the amount of money available with them. 

 clause (noun) – term, condition, provision, 
requirement. 

 instrument (noun) – mechanism, apparatus, 
system, means (to achieve/attain something). 

 indigenisation (noun) – the process of bringing 
something under the control of the native people. 

 tweak (verb) – adjust, modify, alter. 
 offset undertaking/company/partner (noun) – a 

partner/company/undertaking in India for 
the foreign defence firms to encourage technology 
transfers and setting up of production units in the 
country (as per the guidelines pertaining 
to Defence Procurement Procedure (DPP). 

 merely (adverb) – only, simply, just. 
 put in place (phrase) – initiate, usher in, bring in. 
 henceforth (adverb) – from this time on, in future, 

from now on. 
 monopoly (noun) – exclusive/complete control of 

something by a person/organisation. 
 to begin with (phrase) – at first, at the outset, at 

the beginning. 
 give up (phrasal verb) – abandon, forgo, renounce, 

relinquish, discontinue. 
 death knell (noun) – used to refer to the 

approaching destruction or failure of something. 
 prospects (noun) – possibilities, potential, 

expectations, outlook. 
 self-reliance (noun) – self-sufficiency, self-support, 

self-sustenance. 
 lamentable (adjective) – unfortunate, distressing, 

grievous, appalling. 
 upfront (adjective) – (of a payment) made in 

advance. 
 pay for itself (phrase) – earn/save enough money 

to cover the cost of its purchase. 
 potential (adjective) – possible, likely, probable. 
 spill-over (noun) – repercussion, consequence, 

outcome (unexpected one). 

https://www.lexico.com/definition/augment
https://www.lexico.com/definition/address
https://www.lexico.com/definition/tie_up?s=t
https://www.lexico.com/definition/in_order_to_do_something
https://www.lexico.com/definition/recognition
https://en.oxforddictionaries.com/definition/bilateral
https://en.oxforddictionaries.com/definition/dilemma
https://en.oxforddictionaries.com/definition/sweeten
https://www.lexico.com/en/definition/embed
https://www.lexico.com/en/definition/geopolitics
https://www.lexico.com/definition/know-how
https://www.lexico.com/definition/weigh-in
https://www.lexico.com/definition/considerably
https://www.lexico.com/en/definition/fixity
https://www.lexico.com/en/definition/stick
https://www.lexico.com/en/definition/render
https://www.lexico.com/definition/lack
https://www.lexico.com/definition/reflect
https://www.lexico.com/definition/relative
https://www.lexico.com/synonym/consideration
https://www.lexico.com/definition/seek
https://www.lexico.com/definition/clause
https://www.lexico.com/definition/instrument
https://www.lexico.com/definition/indigenization
https://www.lexico.com/definition/tweak
https://www.lexico.com/definition/merely
https://en.oxforddictionaries.com/definition/henceforth
http://www.oxforddictionaries.com/definition/english/monopoly
https://en.oxforddictionaries.com/definition/to_begin_with
https://en.oxforddictionaries.com/definition/give_up
https://www.lexico.com/en/definition/death_knell
https://en.oxforddictionaries.com/definition/prospect
https://en.oxforddictionaries.com/definition/self-reliance
https://www.lexico.com/definition/lamentable
https://www.lexico.com/en/definition/upfront
https://www.lexico.com/en/definition/pay_for_itself
http://www.oxforddictionaries.com/definition/english/potential
https://www.lexico.com/en/definition/spillover
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 undoubtedly (adverb) – admittedly, doubtless, 
beyond question. 

 short-lived (adjective) – brief, short, short-term, 
temporary, transitory. 

 parallel (adjective) – equivalent, similar, 
resembling. 

 heft (noun) – influence, ability; weight/strength. 
 lightweight (noun) – nobody, nothing, amateur. 
 much-touted (adjective) – praised, supported, 

commended highly. 
 National Civil Aircraft Development 

(NCAD) (noun) – The National Civil Aircraft 
Development (NCAD) project was first proposed as 
the Indian regional transport aircraft programme 
in 2007. State-owned air framer Hindustan 
Aeronautics (HAL) and research and development 
agency National Aerospace Laboratories (NAL) 
undertook separate studies at that time. The 
programme for development of a 90 seater 
aircraft will have two phases namely, design & 
development phase and manufacturing phase. 

 Regional Transport Aircraft (RTA) (noun) – it is a 
project of Hindustan Aeronautics Limited (HAL) 
and National Aerospace Laboratories (NAL). India 
intends to develop a Regional Transport Aircraft 
(RTA) with a seating capacity for 70-90 passengers 
that could be manufactured in the country in a 
cost-effective manner. The aircraft will be used to 
connect cities over 500km apart and CSIR-National 
Aerospace Laboratories (CSIR-NAL) has been asked 
to carry out feasibility studies for the project. 

 come up with (phrasal verb) – produce, put 
forward, present/submit. 

 indigenously (adverb) – in an indigenous 
(originating from native/local) manner, something 
is produced in a particular region/country. 

 non-starter (noun) – failure, fiasco, 
catastrophe/mess. 

 whopping (adjective) – huge, massive, very large. 

 paltry (adjective) – small, meagre, 
inadequate, insufficient. 

 plummet (verb) – fall sharply/steeply, go down, 
drop. 

 primarily (adverb) – basically, especially, 
particularly. 

 threshold (noun) – limit, the level (to react to 
something). 

 hitherto (adverb) – previously, earlier, so far/thus 
far, until now. 

 vibrant (adjective) – high-spirited, energetic, 
dynamic. 

 cluster (noun) – a group (of people/things 
considered as a unit). 

 undo (verb) – cancel, reverse, revoke, nullify, 
invalidate. 

 virtually (adverb) – practically, nearly, almost. 
 scrap (verb) – discard, remove, dispense with, 

eliminate. 
 voluntarily (adverb) – intentionally, knowingly. 
 ambitious (adjective) – determined, enthusiastic,  

aspiring. 
 interest (noun) – benefit, advantage. 
 Atmanirbhar Bharat Abhiyan (or) Self-reliant India 

Mission (noun) – The term was coined by the 
Prime Minister of India, Mr Narendra Modi during 
his address to the nation on May 12, 2020. He 
called this campaign as Aatma Nirbhar Bharat  
Abhiyaan  (Self- Reliant India Movement). He also 
defined five pillars of Aatmanirbhar Bharat – 
Economy, Infrastructure, System, Demography 
and Demand. He stressed that it is time to become 
vocal for our local products and make them global. 
Under this campaign, a special economic package 
has been released by the government, which will 
benefit various segments including cottage 
industry, Micro, Small and Medium Enterprises 
(MSMEs), labourers, middle class, and industries, 
among others. 

 
 

https://www.lexico.com/definition/undoubtedly
https://www.lexico.com/en/definition/short-lived
https://www.lexico.com/en/definition/parallel
https://en.oxforddictionaries.com/definition/heft
https://www.lexico.com/en/definition/lightweight
http://www.oxforddictionaries.com/definition/english/tout?q=Touted
https://en.oxforddictionaries.com/definition/come_up_with
https://en.oxforddictionaries.com/definition/indigenously
https://en.oxforddictionaries.com/definition/non-starter
https://en.oxforddictionaries.com/definition/whopping
https://en.oxforddictionaries.com/definition/paltry
https://www.lexico.com/en/definition/plummet
https://www.lexico.com/en/definition/primarily
https://en.oxforddictionaries.com/definition/threshold
https://en.oxforddictionaries.com/definition/us/hitherto
https://www.lexico.com/definition/vibrant
https://www.lexico.com/definition/cluster
https://www.lexico.com/definition/undo
https://en.oxforddictionaries.com/definition/virtually
https://www.lexico.com/en/definition/scrap
https://www.lexico.com/en/definition/voluntarily
https://www.lexico.com/en/definition/ambitious
https://www.lexico.com/definition/interest

