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A Study on the Economic Analysis of the Defense Acquisition Projects
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Yong-Hwan Lim
Defense Agency for Technology and Quality

o AT U9E 4L Sla) L A A5ARS FASUA 2 Ee] Srelat Feolo] ol gl ow, ojeld
R S50 BT AY FRE A3 Fyele] £ Dol AVIS 1 Uk EE FYHZAIS] oAt B
ohiet a9l F27Fs4, 18 L3 5 Ful AAl) 9B vE A Lol Ue Ble] oA et olels
a0 2-3347] 913 TYHZA T A v1§BY B, ZAH FEI} 53 vl FAY B ARsa 9o,
VA FYHEAYS] B Dels FAH A R e AT 27 Bl Agelth ¥ Aol e HYIS
AR1e] AA BAE 91 MHES Aotela, FAw] A F3ska gl 00Tl thE A BA 454

2 SRR B ATNN ARKE A B4 e 2F vhre] FIIAA HSANA SN v g o) B
Hg urh QurAQ) vl gHe] BAL Qlsle] 1 B4 ANE ATTORA, TF wrh TR0l A Y= T
A HEA A B4 SO 2 AT A9 H - PEEHOR At 7lelg 4 9% A0 BuHt,

Abstract Recently, it is expected to significantly increase the defense budget by acquiring large-scale weapons
systems to enhance defensive capabilities. In order to secure funds needed to acquire such weapons systems, it is
necessary to improve the efficiency of the defense budget. In addition, interest in economic factors affecting the
domestic economy such as export opportunities and employment creation are increasing, as well as budget reduction
of the defense acquisition business. In order to respond to these demands, this study conducted cost- benefit analysis
and examined economic ripple effects in the implementation of defense procurement projects. However, research on
economic analysis methodology considering characteristics of defense acquisition projects is still in its early stage.
This study proposes a methodology to analyze the economic feasibility of defense acquisition projects and conducted
a case study on the economic feasibility of the OO guided missile project which is being prepared against local
provocation. The proposed economic analysis method provides the cost-effectiveness analysis that has been performed
in many weapon system acquisition projects in connection with the more general cost-benefit analysis method. This

study contributes to the establishment of an improved theoretical methodology for weapon system acquisition projects.
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Table 1. Case Study of Economic Analysis on Civilian
Field

Project Analysis Item

+ Aviation : Fuel Saving, CO2 Emission

Reduction, Aircraft Landing

Development Project of Delay/Cancellation Reduction, Facility
Satellite Based Replacement, Aircraft Accident Reduction,

Argumentation System| Airspace Capacity Increase

+ Value Added Creation Benefits of

Location Information Market

Prospect of Biofuel |- Social Benefits :
Diffusion and Social

Cost Benefit Analysis

Oil Replacement Effect,
Landscape Preservation Effect, CO2
Emission Reduction

+ Benefits of Electric Car Supply and
Charger Construction, Related Business
Ripple Effect, Energy Saving, CO2
Reduction

+ Benefits of Forward and Backward
Automobile Industry

Methodology and
Implications for
Economic Analysis of
Domestic and Foreign
Smart Grid
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Analysis Scope
Identification/Definition

l

Alternative Selection

I
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Benefit
Identification/Selection

l

Benefit Estimation

Cost Estimation

!

Economic Analysis

Fig. 1. Analysis Procedure
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Table 2. Result of Benefit Identification/Selection st
Benefit Item Measurement Method
+ Estimation of Value Added by Domestic
Benefits from Sales of Weapon Systems Benefit = S?ale of' Expon Market x Market Share x
Sales/Export of Weapon - Estimation of Exportable Amount through Production Unit Price x Value Added Ratio
Systems Market Research and Exportability
Analysis of the Weapon System
Benefits from Cost | Estimation of Cost Savings from Repair o =m 4 . = =
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Savings of Subsequent

. + Estimation of Cost Savings from Overseas
Logistics Support

Depot Maintenance

Benefits from Cost
Reduction of Domestic|
R&D Investment

+ Estimation of Cost Savings from Domestic
Investment
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Benefit = Market Breadth x Contribution Rate of Business x
Contribution of R&D x Commercialization Success Rate of
R&D x Value Added Ratio
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Table 3. Estimation Result of Domestic Sales
X+8years | X+9years | X+10years| Total Early
Msjori
Value Added | 6,462.78 | 6,611.42 | 6,192.61 | 19,266.81 Eaty
Min Adopteds
Present Value | 3,991.60 | 4,083.41 | 3,824.73 | 11,899.75
Value Added | 8,078.48 | 8,264.28 | 7,740.76 | 24,083.51 /
Max Late
Present Value | 4,989.50 | 5,104.26 | 4,780.92 | 14,874.68 25 Majeriy
135% M 3% 16%
Innovators Laggards
12 PHEE FAPER 0] / |
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- - 3= - 163 Export 245 Export 345 Export 16% Export
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w34 2 Ad(olo}, FE, v, ofZelgh) A Fig. 3. Distribution of Export Quantity by Year
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2000
1500 Table 4. Estimation Result of Overseas Sales
1000 Benefits from Overseas Sales
500 MIN MAX
0 Overseas Sales 46.98 88.18
18

19 Min
20 Present Value 17.26 3239
I Production Amount s Production Quantity Overseas Sales 58.73 11023
Max
Fig. 2. Market Outlook of Weapon Systems Present Value 2157 4049
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