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A Study on the Economic Analysis of the Defense Acquisition Projects
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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 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‘calc of' Exan Market x Market SI}arc 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
+ Estimation of Cost Savings from Repair _
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R&D x Value Added Ratio
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Table 3. Estimation Result of Domestic Sales

X+8years | X+9years | X+10years| Total
) Value Added | 6,462.78 | 6,611.42 | 6,192.61 | 19,266.81
Min 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 Present Value | 4,989.50 | 5,104.26 | 4,780.92 | 14,874.68
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Fig. 2. Market Outlook of Weapon Systems
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Fig. 3. Distribution of Export Quantity by Year
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Table 4. Estimation Result of Overseas Sales

Benefits from Overseas Sales
MIN MAX
Overseas Sales 46.98 88.18
Min
Present Value 17.26 32.39
Overseas Sales 58.73 110.23
Max
Present Value 21.57 40.49
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Table 5. Estimation Result of Maintenance Cost by Year

Years Maintenance Cost Maintenance Cost
(Current Money) (Present Value)

X+11 1,176.2 652.67

X+12 1,203.2 632.88

X+13 1,230.9 613.68

X+14 1,259.2 595.07

X+15 1,288.2 577.02

X+16 1,317.8 559.51

X+17 1,348.1 542.54

X+18 1,379.1 526.09

X+19 1,410.8 510.13

X420 1,443.3 494.66

X421 30,181.5 9,804.79

X422 1,510.4 465.1

X+23 1,545.2 451

X424 1,580.7 437.32

X+25 1,617.1 424.05

X426 1,654.3 411.19

X427 1,692.3 398.72

X428 1,731.2 386.62

X429 1,771.1 374.9

X430 1,811.8 363.53
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