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Contract Awarding Process and its Reasonable Improvement
for Defense Acquisition

Hajoon Eo* - Sung-Chul Kim**

B Abstract =

The current contract awarding process regulated by laws and ordinances is analyzed and more reasonable processes
are suggested. To this end, the principle of economic analysis is described with emphasis on the cost-effectiveness
analysis, and the laws and ordinances regulating the process are thoroughly examined. The current contract awarding
rule is based on the weighted sum of effectiveness score and cost score. This may not conform to the framework
of economic analysis where effectiveness is supposed to be measured as an output and cost measured as an input.

An improvement is attempted to the defense acquisition system and it is recognized that the economic analysis
and policy consideration should be performed separately. Concept of statistical testing is introduced to see if the results
of the cost effectiveness analyses show the significant difference between the alternatives. It is suggested that the
contract awarding process can be improved by performing significance test followed by the aggregation of the two
analyses. A minor improvement is also suggested on the application of current rules.

Keyword : Contract Awarding Process, Defense Acquisition, Economic Analysis,
Cost-Effectiveness Analysis, Significance Test, Aggregation by Weights
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<Figure 1> Total Scores of A and B versus Cost Weight(%)
A B A/B
Cost weight Effectiveness|Cost Sum EffectivenesqCost Sum
Costl | Cost2 |Total cost Costl Cost2 |Total cost
0 100 0 0 0 100 9230769 0 0 0| 9230769 1083333 0
10 90| 8.080808 0] 8.080808| 98.08081 83.07692 10 0 10{ 93.07692 1.053761 -1.91919
20 80| 16.16162 0] 16.16162| 96.16162 73.84615 20 0 20| 93.84615 1.024673 -3.83838
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A B A B A B A/B
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{Figure 2> Calculation of Total Scores of A and B using MOSF formula
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(Table 2> Rejection Region of Statistical Testing based on Beta Distribution Model

Population Mean of Null Hypothesis; type of Beta Distribution
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