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A study on the relationship between cost fluctuation and cost elements
-focused on defense R&D project-
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Abstract This study analyzes the cost fluctuation between cost in contract stage and cost in adjustment stage in
defense R&D project. This research shows that certain costs hold with the cost fluctuation and their degree of
influence. The results of first analysis show that 13 out of 17 costs have a relationship with the cost fluctuation.
The estimate of direct labor cost is positive and significant at the 0.1% level(direct labor = 1.022, t = 38.355). The
estimate of amount of cost paid to subcontractor is positive and significant at the 1% level(amount paid to
subcontractor = 0.942, t = 51.894). The results of second analysis show that all the direct costs have a relationship
with the cost fluctuation(The fact that cost system is focused on direct labor cost is a consideration in this analysis).
The estimate of direct labor cost is positive and significant at the 0.1% level(direct labor = 2.014, t = 21.787). The
estimate of amount of cost paid to subcontractor is positive and significant at the 0.1% level(amount of cost paid
to subcontractor = 1.068, t = 15.636). This finding supports a proposal theory that cost system is focused on direct
labor cost through actual proof analysis and an inducement that amount of cost paid to subcontractor is a way to
reduce the R&D cost.

Key Words : Defence industry costs, Direct labor cost, Amount Paid to Subcontractor, Defense acquisition, Defense
R&D project cost.
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Table 1. Technical Statistics

Variable Mean SD Min. | Max.
Accounting Price 0.0303 0.177 | -056 | 1.19
Purchase Component Cost -0.0050 | 0.127 | -052 | 0.73
Import Component Cost 0.0024 0.066 | -0.25 | 0.60
Purchase End Item Cost 0.0076 0.082 | -0.33 | 0.63
Import End Item Cost -0.0004 | 0.031 -025 | 0.26
Indirect Material Cost 0.0004 0.003 | -0.01 | 0.02
Direct Labor Cost 0.0065 0.059 | -0.11 | 0.52
Indirect Labor Cost -0.0085 | 0.048 | -0.57 | 0.1
Depreciation Cost 0.0017 0.036 | -0.15 | 0.49
Amount Paid to Subcontractor | 0.0218 0.084 | -027 | 0.52
Other Direct Expenses -0.0021 0.041 -0.35 | 0.13
Indirect Expenses 0.0034 0.039 | -0.17 | 0.21
General Administrative Cost 0.0037 0.011 -0.05 | 0.05
Compensatlorj Expense for 00023 0010 | -007 | 0.05
Invested Capital
Profit -0.0011 0.017 | -0.08 | 0.09
Tariffs -0.0003 | 0.003 | -0.03 | 0.02
Export Preservation Cost -0.0002 | 0.0008 | -0.01 | 0.00
Dead Stock-in— Trade 0.0008 | 0.0070 | -0.03 | 0.09
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Table 2. Verification result for model 1

-

Variable Verification result VIF
Independent variable
Purchase Component Cost 0.976+++(65.411) 356
Import Component Cost 1.053+++(38.519) 328
Purchase End Item Cost 0.969+++(60.298) 1.72
Import End ltem Cost 0.951++(25.685) 1.35
Indirect Material Cost 1.908++(5.762) 1.68
Direct Labor Cost 1.022+++(38.355) 246
Indirect Labor Cost 0.998+++(40.090) 1.41
Depreciation Cost 0.010(0.317) 1.45
Amount Paid to Subcontractor 0.942+++(51.894) 2.33
Other Direct Expenses 0.980+++(34.045) 1.38
Indirect Expenses 0.968+++(20.040) 353
General Administrative Cost 1.136+(7.322) 328
Compersaton Expense O | 1 prueisa) | 1o
Profit 1.091+++(9.676) 4.00
Tariffs 0.258(0.620) 228
Export Preservation Cost 0.300(0.211) 1.44
Dead Stock-in-Trade 0.246(1.200) 2.09
Control variable
Size(Big company) 0.004(0.934) 1.59
Type 0.001(0.238) 1.38
Adjusted R? 0.993
F 1,063.146x++
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Table 3. Verification result for model 2
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