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KIPEC

KIPEC Seminar Report — Changes in the US Defense Acquisition System and US-
Korea Defense Industry Cooperation

Report on the Seminar featuring William C. Greenwalt, Nonresident Senior Fellow at the
American Enterprise Institute (AEI)

On September 22 (local time), the Korea Inter-Parliamentary Exchange Center (KIPEC) hosted a
seminar inviting William C. Greenwalt, Nonresident Senior Fellow at the American Enterprise
Institute (AEl), under the theme "Strengthening the US-Korea Defense Industry Partnership:
Innovation, Supply Chains, and Strategic Cooperation.”

Senior Fellow Greenwalt previously served as the Deputy Under Secretary of Defense for
Industrial Policy and as a Professional Staff Member for the Senate Armed Services Committee,
and he researches the defense industrial base, defense acquisition and procurement reform,
and defense technology and innovation. This seminar examined the production and innovation
challenges facing the US defense industrial base and changes in the defense acquisition system,
and discussed the role of commercial technology and private capital, the entry of Korean
companies into the US market, and US-Korea co-production.

The Dual Challenges Facing the US Defense Industry

Senior Fellow Greenwalt explained that the current US defense industrial base must
simultaneously resolve two different challenges. First is rapidly expanding the production
capacity of existing weapon systems. He pointed out that many major weapon systems currently
operated by the US were developed in the 1980s and 1990s, and the existing defense
acquisition system is also tailored to producing small quantities over a long period, which
creates limitations in expanding production capacity within a short timeframe. Second is
utilizing new technologies to replace and transition existing weapon systems into more rapid
and cost-effective systems. He emphasized that since there are limits to responding to new
technologies like low-cost drones with expensive existing weapon systems, there is a need to
actively utilize commercial technologies to develop new forces more quickly. Accordingly, he
explained that the US is facing a dual challenge of expanding the production capacity of
currently needed existing weapon systems while simultaneously developing new technologies
and weapon systems at the speed of the commercial market.

History of the US Defense Industry and Changes in the Defense Acquisition System

Senior Fellow Greenwalt explained that the historical experience of the US defense industry
provides important implications for understanding current defense innovation tasks. During
World War |l, the US simultaneously pursued production capacity expansion and technological
innovation by actively utilizing private manufacturing companies and scientific and technical
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personnel in the defense sector. This civil-military integration structure was maintained even
after the Korean War, and in the 1950s, intercontinental ballistic missiles (ICBMs), satellite
systems, nuclear-powered aircraft carriers, jet engines, and fighter aircraft technologies were
developed and deployed within a relatively short period. He explained that a major
characteristic was the method of rapidly developing initial operational prototypes and then
improving performance through continuous refinement. However, he pointed out that since the
1960s, as the US Department of Defense introduced a centralized planning, programming,
budgeting, and requirements management system, the acquisition system gradually became
rigid. He explained that as a structure settled in which detailed requirements were defined in
advance and went through long-term planning and budgeting procedures, cases emerged
where it took 15 to 25 years to implement new technologies into actual operational capabilities.
At the same time, the center of technological innovation shifted from the government to the
private sector. As private sector R&D investment surpassed US government R&D investment
around 1980, the private market emerged as the main source of technological innovation, but
problems arose where advanced private companies avoided doing business with the
Department of Defense due to complex government regulations and contract conditions.
Consequently, the US began to establish separate institutional pathways outside the traditional
defense acquisition system to more flexibly introduce commercial products and technologies.
However, he explained that early systems were primarily utilized to purchase products already
developed in the private market, which had limitations in inducing private companies to directly
develop new defense technologies or weapon systems.

The NASA/SpaceX Case and New Defense Innovation Methods

Senior Fellow Greenwalt presented the cooperation between NASA and SpaceX as a
representative case of overcoming these limitations. In the process of securing new space
launch capabilities after the retirement of the space shuttle, NASA presented goals and
challenges to be achieved to private companies rather than specifying detailed solutions in
advance, allowing the companies to develop solutions on their own. In this process, Other
Transaction Authority (OTA) was utilized as an important institutional tool. OTA promoted the
participation of commercial enterprises and private capital by allowing more flexible negotiation
of contract terms with private companies compared to traditional government acquisition
methods. The SpaceX case showed that this method can develop new capabilities at a lower
cost than existing government acquisition methods, and he explained that the US Department
of Defense subsequently began to expand similar approaches into the defense acquisition
sector. In particular, the scope of OTA utilization expanded from research and development to
the production phase, and the Middle Tier of Acquisition (MTA) system was also introduced to
shorten lengthy acquisition cycles. He explained that this system aimed to implement new
technologies into operational capabilities within approximately five years, and the Defense
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Innovation Unit (DIU) has utilized these authorities to promote the participation of commercial
technology companies in the defense sector. These changes also influenced the expansion of
venture capital investment in the defense industry sector. Senior Fellow Greenwalt emphasized
that the US Department of Defense must expand the production capacity of currently needed
weapon systems through existing large prime contractors, while simultaneously maintaining an
ecosystem where innovative companies possessing new technologies and business models can
grow.

Institutional Conditions for Defense Innovation

Senior Fellow Greenwalt emphasized that to promote defense innovation, it is important not
only to consider the technology itself but also the systems and rules under which companies
operate. He explained that since incremental improvements to existing weapon systems,
innovation in manufacturing methods, and innovation replacing existing systems with new
technologies each have different characteristics, they require different institutional approaches
and incentives. He also pointed out the need to operate the requirements system flexibly so
that the government presents missions to be achieved and problems to be solved, allowing the
industry to propose diverse technical solutions, rather than defining all detailed technical
specifications of a weapon system in advance. He explained that it is also important to secure
flexibility in budget operations so that funds can be rapidly injected into projects with proven
performance. Accordingly, he emphasized that for defense innovation, it is important to have:
flexible requirements and budget systems; time-centric rapid development strategies; civil-
military integration; rapid development and iterative improvement of initial operational
prototypes; rapid technology verification by actual operators; and institutions and incentives
capable of inducing industry innovation. Furthermore, he explained that these US experiences
also provide implications for allies, including South Korea. In particular, he noted the need to
establish systems suitable for each country's industrial base and technological environment by
referencing the trial and error observed in the process, rather than simply imitating the US
budgeting, requirements, and acquisition systems, in order to increase the productivity and
efficiency of defense investments.

Korean Defense Companies' Entry into the US Market and US-Korea Co-production

Senior Fellow Greenwalt explained that for Korean companies to enter the US defense market,
it is primarily important to secure technological differentiation and competitiveness. Since the
US has accumulated high technological capabilities in the defense technology sector over a long
period, he noted that foreign companies need technologies and capabilities that can prove a
competitive advantage compared to existing technologies in order to enter the US market. He
also explained that while traditional defense cooperation between the US and its allies has
mainly been based on a method where the US develops weapon systems and allies purchase
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them through Foreign Military Sales (FMS), new cooperation possibilities are emerging as the
importance of commercial technologies such as robotics, semiconductors, and advanced
software expands. Specifically, he assessed that Korean companies also have the potential to
contribute to US-Korea defense cooperation in the field of innovative technologies as well as
manufacturing capabilities. However, he pointed out that various institutional factors, such as
security, intellectual property rights, and export controls, must be considered in the process of
foreign defense companies entering the US market. He explained that some foreign companies
are utilizing investment structures within the US and Special Security Agreements (SSA), and
that it is important to properly protect the technologies and intellectual property rights held by
the companies during this process. Regarding US-Korea co-production, he evaluated that the
technological and manufacturing capabilities of the US and its allies can be utilized in a mutually
complementary manner. This means that while the US is experiencing difficulties in expanding
the production capacity of some existing weapon systems in the short term, combining
technological and production capabilities with allies possessing manufacturing and production
expansion capabilities can contribute to strengthening supply chains and improving productivity.
However, he pointed out that institutional constraints, such as US technology protection policies
and export controls, must also be considered in the process of technology transfer and
expansion of co-production. He explained that in order to expand US-Korea co-production in the
future, it is important to establish institutional conditions that can harmonize technology
protection and the expansion of cooperation.

KIPEC is registered under FARA. This material is distributed by the Korea Inter-Parliamentary Exchange
Center (KIPEC) on behalf of the National Assembly of the Republic of Korea. Additional information is on
file with the Department of Justice, Washington, D.C.
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KIPEC is registered under FARA. This material is distributed by the Korea Inter-Parliamentary Exchange
Center (KIPEC) on behalf of the National Assembly of the Republic of Korea. Additional information is on
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