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ABSTRACT

This study aims to derive a customized development plan for the defense base area centered on the
Gyeongsangnam-do and Changwon special cities, which are representative bases in the domestic defense
industry. The areas account for more than 40% of the defense sales and the number of employees based
on domestic defense companies. Their status and importance increased as they were selected as the
first defense innovation cluster pilot project in Korea by the Defense Acquisition Program Administration.
For the research method, management performance (sales, R&D investment, number of employees,
exports) and difficulties factors were analyzed by targeting 490 defense companies located in Gyeongnam
from 2018 to 2021. Based on the results, considerable strengths and opportunity factors were derived
in the fields of industry composition, defense supply chain, parts localization, workforce training, and
cooperation networks, and the creation of a favorable management environment for defense SMEs was
suggested. In the future, to facilitate the localization of defense materials and parts through the defense
innovation cluster project, and to establish an effective mid- to long-term defense industry promotion
strategy, an accurate analysis of the current situation and competitiveness of defense companies in the
Gyeongnam region is required.
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As-IS (to 2020) To-Be (2021 to current)

Defense Acquisition Defense Acquisition
Program Act Program Act

Defense Technology
Security Act

i N Defense Industry | ___| Defense Technology
i 1 Development And Support Security Act

Defense Science And Technology
- Innovation Promotion Act

<Figure 1> Revision of Defense Acquisition Program Actd) in Korea
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Contract between the Korean Contract between the Korean government
government and foreign companies and domestic companies
| Dot s, | | . Technical ||  Technical ' Intemational joint |~ Domestic |
introduction ICarEERH cooperative || cooperation and research and research and
a production development development | development
Direct overseas Large : o g
introduction transport plane KF-16 (Newly established) KF-21 KUH
Low level of participation High level of participation
of domestic companies of domestic companies

<Figure 2> Future procurement for defense improvement projects through multiple
approaches’?

A AR SATAR 4x}p AdEY Aol s oA 84" BRE A s, FEY
TR g Slal Wk T4 - HIA7IAS SA S ARl F VNkE whdste] k2] o
A E FESE AAS AT A 20189 22 FHE 5 5702018 ~2022) AR SA
71 A G 4 A WA 5 A Y WATY S4E 3ste] SHAAR AEith W
AP Ak 2021 d ol S FAMA 7|l gk A Weko R “FATY Ads T A 7Nt
A 2D G’ E sk, A GAS YA SgE 3 A 7 A, A E A A%
A BEE A e T AL AN TS WA T4 9 WA AFEAEE B
A FA A AT FEE SEl N B 9] FES doix BE 9] ol F5 Y
Ate Adahe FA A BE AASHIL Ytk Al A AR o2 HAF S4719 AR A DA
Wik Fof Z191S A sk, A A GAFE-S WA ok T4 W WX 7] S Xk,
FEASIAIY O R Toks ANEHS & S 2 WAl A4V SR 22 AEE S
A P3h= B3 A Figure 3)= vHA T

12) WA 2021,3.11). SAE A7) 2102 A AR %35 https:/www.dapa.go.kr/dapa/a/ntt/selectNttInfo.
do?bbsId=326&nttSn=36162&menuld=678; 21'd = T4 W wWlx7]%] ] A]2), https:/www.youtube.com/watch?v=
uKDSZii4Ewl
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Goals [ Creating Quality Jobs in the Post-Corona Era }

Directions Maintaining and expanding an integrated growth base
for SME suppeort

Regional-based support
Customized support by through the expansion of Support strategy for
growth stages defense industry innovation defense exports
cluster expansions

Fostering global champions Promoting balanced regional Supporting foreign market
through step-by-step development for Korean-version entry using upgrade programs
customized support from New deal by creating defense of weapon systems,
entry into the defense sector industry clusters in new regions and government subsidies for
to export regional-oriented development tasks defense industry exhibitions

<Figure 3> Future policy for supporting defense small and medium firms (SMEs) by
Defense Acquisition Program Administration!3)

53], -8 AFe 12018~2022 WA VEAE ol Y FE =55 N, FEALe A
TN A S 2 TV 90] A Qs WA E dES FEEY F271Y Ve o
FALE A FEAsLe] Sl A H oz sk Qi) olF fld WA O NN-F
AR A A R g, @ 7Y FE 55 714 3N, @ FIAA B A 9 A
g, @ F-F=aks Hel] sapd 9 35N 5 Sdste 71EAES sk S
71718 A9} At FaTIgo] L = Qe s daEE FXIEGI o Yot WAL
F& AL A7 ol fls Fistazt =9 71e WIS FHEte] E FAE 7]
& S0 AStATA(ADD) FAIA Astd FAlo g Mekste] Atk st FH|RoR
- AAsta, 7|(EH A E FAE At o7 3 S AxFsta ok 53] $49 A
Fi= 570 1200 S TA ] 106MAZ Hddy A4 Ak 25 Foio AEd 72 v
EFate] #7F WA $47 gE S K- 5 i (A48 F31of 7S E ofdoltt

oltd -2 WAk WA Wk (Figure 4)° whet FF AP O] WAE A4 - WA 7Y A &
Ak Tt kAo g Bnk ohe A RE A& AGE 2T F Y WA SAA
A7F vk = Aotk oiuk, @A WA 2t A DA S AAlste] 95 BAE S - WA
Aol FE9 WA T S et FxEY ofuel o] gyt ot Aot

13) BAFAE 021, P21d 9 A W W7 AARL B AbE
14) Akl 23 B8-S 49%(2021'd) — 57%(20221d) — 61%(2023'F) — 80%(2026'F) Foish= 2329,
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Leaping leap
[
1
1
1
1
1

Global
Defense
Localization Small and
Defense project parts Medium
Venture in weapon Enterprises
Consulting Support Support systems
Project for defense Project

SMEs

<Figure 4> Customized support by growth stages of SMEs!

o34 AR 49 Azl

AR 7RSS e AR S SNk AR & 7P Al flRE )
olal JES Foshs F7HE Fakdte] L& sk Ul a8 BAE AN - A4
THohs B AR 2 FA°1tHChoi, 2020). 53], 6H% AR HT A £E PR J4
100] whf =7ke] A s AN O Q14 U ol Ads] s S 7l SelA
A= e ARt Edeka, 54 t719 ) xﬂﬁlﬁxﬂﬂ AA S FENE I vl $4a719]
o] FEH HF 5% HIE LERTtHWon, 2020). o€ =% %S diasta Sl ek
7 TSI AES F ole B 8] s @ Akkle] e wAE s PARkE RE e
T AAATIE desit ol Ss) AA Adglel At GH - Azl S 2k FF 4
FH Y AT FE A V2ARE 88 5 Qe AHRAPE Addsof & slojh m, 75 A
o 5 8l g7kl I BRI F1el FEd 5 s AnHoAAE TR U4
AR] EAG] SAAERE g ofof Frh ol F W] ArlEAR 2020 29 Mt WA

15) AIA, Mand = 4 9 Wix7)Y A

16) tigl= dAHeF2022.114.). 20221 i & F5 1709 £ PR 24, hitps://www.korea.ki/news/press
ReleaseView.do?newsld=156534765

17) A, 247, 2018 T B FAA B gelel Bk AT: AR E} B4 W w EgAE
A BAE FAo R, =t 7%, 476, 88-103. https://www.dbpia.co.ki/pdf/pdfView.donodeld=NODE07538208&
googlelPSandBox=false&mark=0&useDate=&ipRange=false&accessgl=Y &language=ko KR&hasTopBanner=true
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Q) AAPdEE ) AR AR AR] FA4 N 2AY S dig Bzt A
oFolAA) Haka Qo] HH 3t At ZUAN ANAR BRI AET 5 YE A
2 31 dZH2018 ~2020)

s
= Z FHT
d2 gl Tk dg 1 o]9) of2AREe] tiEt dES AR AEE ARSI AlF-A <l
g A A AL BoF SAAR FAF s WA Lok 3ol 4
<t 53], 2021 2l A E LA ol whep abEx
= Ao g grfjsto] A g8k, FAA T WA T Al
For Aol AT ABEAR A (Table 1)+ A A=A
AADO), A A3 A 2 BA(ANALYSIS) 59 #Aakz 233 7
H

1
8w A B8, 2 B 52 AYeta, SuEa

ol

pd

—_ fli=

AejEa BIA TR AR A A 9 A B F 3 wels

24 @A A AETHA AolHE AFhn BAsel e2AE YRk

<Table 1> Overall procedures for analyzing the actual conditions of Korea’s defense base area

Steps Activities Data processing
- Establishment of 1 lecti . . .
S.' a .1s et Of safmpie S.'e ection - Collecting existing identified
criteria for target companies. company data
[Step 1] - Identification and confirmation of |_| e "
. - Considering policy
Plan companies. . .
. orientation and research
- Development of survey items and |-
. . purpose.
questionnaire.
4
- Performance of initial test and
PoC validation of relevant data - Checking the existing data.
collecting by survey director.
[Step 2]
Do Survey - Send survey and collect responses.
Relevant - Link survey data with credible - Securing basic and reliable
statistical data data such as credit rating agency information about
(NICE). companies (sales, profit).
4
- Data quality management and - Reviewing and applying
reliability verification analytic procedures.
[Step 3] - Analysis of each survey item.
Analysis - Suggestion of future strategies to - Generating data and results
promote the Gyeongsangnam-do in the form of Excel files.
defense industry.
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S HAgeko)(Kim, K. S., 2005) 24w thy] 89.7% F72] o] 4
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<Table 2> Final sample

Category # of firm (%)
Total population 546 (100.0%)
Non-related industries such as wholesale business 25 (4.6%)
) Movement into another area or unknown regarding company location 8 (1.5%)
Excluded firms - : - B P
Business suspension (closure, bankruptcy) due to financial difficulties 9 (1.6%)
Duplicated firms 14 (2.6%)
Final sample 490 (89.7%)

HFEE A AAE skl 713 T4 - A7 1o e =
=% AT 2E AFsta Aok ;LLH 1o k] A £AKTable 3)o w=w, g2 =
Y oAk el Al oF 45%2] A-H-&(2019 715 AHA s sz Ql Aot A A2 WAk
&9 7lEo 2 g QA= oF 45.4%, FAA S GAll= oF 254%F A sHE A0 E Ve
AN 2] WAF Fa7|Ho] glow, Wt wlE vlFo] =X ¢hokrh B WAk

A dAl= ok 51.2%, FAA] JA= oF 21.3%F AAstaL =

otgitt. A= alld A AAGA ] gl 71Q18 A= o] 3] FA7IH] wES

& 719 ¥% A7 tinjste] wol 71942 e ZARRE A|&A 0 stetste] s dat] 918 W
pZs

A 2719 4R AR AEAE Bolt o] ok

I

<Table 3> Defense firms in Gyeongsangnam-do for sales and exports data

Large company 1st Vendor General Company Total
Sales amount rate (%) | amount rate (%) | amount rate (%) | amount rate (%)
Domestic firms 112,678 100.0 | 31,843 1000 | 28,603 1000 |173,124 100.0
| SMEs 0 0.0 14,952 47.0 27,906 97.6 42,858 24.8
Firms in Gyeongnam | 50,142 445 16,941 53.2 11,512 40.2 78,595 45.4
| SMEs 0 0.0 1,817 5.7 10,850 379 12,667 7.3

18) E=-2-3(2020). 7AEA1S] WA ] #sat AL
19) ZAHERAREH2022.1031.). (37F 12779) A W94 A% $79. hitp://www.gndomin.com/news/articleView.html?
idxno=331665
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Firms in Changwon | 24,863 22.1 13,185 414 5,944 20.8 43,992 254
SMEs 0 0.0 685 22 5,341 187 6,026 35

Exports amount rate (%) | amount rate (%) | amount rate (%) | amount rate (%)
Domestic firms 19,565  100.0 1,483 100.0 464 1000 | 21,048  100.0
| SMEs 0 0.0 129 8.7 464 100.0 593 2.8
Firms in Gyeongnam | 9,272 474 1,391 93.8 114 24.6 10,777 51.2
| SMEs 0 0.0 20 1.3 114 24.6 134 0.6
Firms in Changwon | 4,380 22.4 1,343 90.5 32 6.9 5,755 27.3
| SMEs 0 0.0 0 0.0 32 6.9 32 0.2

Note. SMEs (Small and medium-sized enterprises); amount (in hundred million South Korea won), large company
(in weapon systems’ development).

ZAF O A9 Ak AR LS A 7 e I
19 A= 16049 €, F9A A=
‘O HH%O]JO }\LAE‘_UZ] 7:]1/1-X]__‘ 2’78@_‘4 .?:_ ;g—%xlgj‘] 2269_‘.] % Z,:__'z_g_i =%

1
Lol AT FEACKS R WAN £1E AL B

N

15289 o= YEytt 4

[e)

33 A2 @AsHS A B (Table 4), 7
2719 gare 2 oA
o A wiHlste] 2

7} B FFo)

e 7Pk UrEMW HEW oy shA| Q=R ERE AR T AT O3] o=
AFE U8 A H o ds] A o T4 - WA 7|]o] - HEAAS G fleiA i 7]sgnel
AT FAAF H50] BRI 2 & 5 Gtk WA A, FA71909) QAT BF WA
FOI% A Aol 039 U, FUA WY U FEOR W AxF AO% Vet
<Table 4> Summary of sales and exports per defense firm
Average sales Large company 1% Vendor General Company Total
Firms in Gyeongnam 7,163.1 736.6 25.0 160.4
| SMEs - 151.4 24.4 27.8
Firms in Changwon 4,972.6 941.8 22.1 152.8
| SMEs 97.9 205 22.6
Average exports Large company 15t Vendor General Company Total
Firms in Gyeongnam 1,324.6 60.5 0.2 22.0
| SMEs - 1.7 0.3 0.3
Firms in Changwon 876.0 95.9 0.1 20.0
| SMEs - 0.0 0.1 0.1

Note. amount (in hundred million South Korea won).

20) idomin.com(2022.05.26.). “*At F471] A WHFs K2R A4 A4 https:/www.idomin.com/news/articleView.

html?idxno=795070
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A A= oF 24.1%, FAAS AAl= oF 17.6%F AHAlstaL
P AL 7 71l R e A AAls oF 45.8%, BA Odz‘ﬂ%
2719 dgow AvRd, AT Bt @At A
A 2712 1307, FdAY T2 1048 Fwoldlth =,

o] 9, AU 039 ¥ FFOE VA Ao] FE o)F=

==
TTL_T___‘7(:)]

Hol—/\

of FARAL 4= 71F 02 Sl HelAk ol A]
& skl vlE] A ?XM‘%
o] 2 x}ato] Lnnzjgi A 23 AFgto]t(Table 5). 53], =) W il
7154e] 7k - o Hx 7)ol F-EF=AskE FRskar 9}2

719e 7, F 7.%1, VAR FEo] TA ot dlle] kAl <]

A R 719 mE §lE GRE Qe AT
7199 gdate A Fa42 9 7)ol a9

A A
7} 24.1%, 17.6%
FelolA] o)

L
e
23
)
T
=
03: R
i

<Table 5> Summary of R&D investment and employees per defense firm

Large company 15 Vendor General Company Total
R&D investment amount 1(.;:? amount i;ﬁ? amount I;il/fj amount 1;;2?
Domestic firms 5,531 100.0 506 100.0 447 1000 | 6,484  100.0
’ SMEs 0 0.0 276 54.5 440 98.4 716 11.0
Firms in Gyeongnam | 1,130 20.4 198 39.1 236 52.8 15664 24.1
| SMEs 0 0.0 27 53 233 52.1 260 4.0
Firms in Changwon 893 16.1 171 33.8 75 16.8 1,139 176
| SMEs 0 0.0 5 1.0 72 16.1 77 12
Employees Large company 1% Vendor General Company Total
Firms in Gyeongnam 1,650.9 202.9 11.3 43.7
| SMEs - 66.8 115 13.0
Firms in Changwon 1,334.6 234.2 9.8 43.7
| SMEs - 34.1 9.8 10.4
ad
R&D investment by firms | Large company 1% Vendor General Company Total
Firms in Gyeongnam 161.4 8.6 0.5 3.2
| SMEs 2.3 0.5 0.6
Firms in Changwon 178.6 12.2 0.3 4.0
| SMEs - 0.7 0.3 0.3
21) A x1EA2021). 20211 Fuje] Heat] T 9 AY A A
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<Table 6> Urgent problems and directions for improvement in Gyeongsangnamdo

Urgent Problems Directions for improvement

v" Promoting cooperation between large companies and SMEs.

v" Expanding participation in localization of parts with defense SMEs.
v' Improving capabilities in new industries and technologies through
utilizing government’s defense technology development projects.

v Fostering regional defense SMEs through local-central government

exchanges and cooperation.

Strengthening technology
development and
commercialization
capabilities of small and
medium-sized enterprises

v" Improving the industrial competitiveness of development of weapon
systems industry by the revitalization of regional industry-based
SEMs.

v" Proceeding with policy making on accelerating innovative firms
and growth stages in defense SMEs.

v" Promoting firm’s export performance through fostering
international market entry of SMEs.

v' Solving difficulty factors of business management (funding,
manpower, education) through government support projects.

v" Proving customized support considering difficulties in the field
based on a detailed diagnosis of the actual condition of
Gyeongsangnam-do defense SMEs.

Finding and fostering
potential defense SMEs

Creating the business
environment for SMEs

Enhancing the capacity to
foster regional defense
industries

v" Expanding both institutional and organizational infrastructure and
professional manpower to lead the development of defense SMEs
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<Figure 5> Adapting Porter's Diamond Model for defense industry-related regional innovation
cluster
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