International Journal of Academic Accounting, Finance & Management Research(lJJAAFMR)
ISSN: 2643-976X
Vol. 8 Issue 6 June - 2024, Pages: 30-40

Defense spending demand in Pakistan: An empirical analysis

Zaib-un-nisa

Znisab214@gmail.com
Bahauddin Zakariya University, Multan, Pakistan

Abstract: This study investigated the factors that influence the demand for defense in Pakistan. The study used the Johansen co-
integration technique Julius using annual time series data. The results showed that the demand for defense spending in Pakistan
is affected by many factors like defense burden of India, war with India, the atomic explosions, political stability and trade
balance.
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INTRODUCTION

In common sense, defense spending is considered the most common type of government spending..Why do different countries
assign a quota?

Important part of your budget for defense purposes? It's an attractive question that must be investigated especially in the case
of Pakistan.

Sheikh and Chaudhry (2013) stated that Pakistan and India have hostile relations and aggressive and none of the countries
ignore their defense spending. The burden of defense a country is inevitable and leads to the diversion of the country's resources
from development projects development (Anwar, et al., 2012). Smith (1980ab, 1995) pioneered the study on the various
determinants of defense spending in a focused neoclassical framework the issue at hand in a broader and more comprehensive
way.

The determinants of defense spending needed to be understood above all because to the important role played by defense
spending in certain circumstances after a conflict. Defense spending considered a deterrent for enemies and potentially
depresses countries' economic growth Corrupt and dispossessed, therefore a better understanding of the determinants of
Defense spending has great importance and consequences.

Global defense spending increased to $1.756 trillion dollars in 2012; This is equivalent to 2.5% of total world GDP. Due to
Pakistan's strategic, political and economic importance in region, the debate on defense spending has gained great
importance.Pakistan is considered a developing country and ranks 156th in the world

In terms of purchasing power parity (PPP) per capita, an adjusted gross national income of $2,600, the Human Development
Index (HDI) ranks 125th.Peace ranks 145th and 35th in the defense spending rankings.

Geopolitical hostilities and internal aggression also tend to manipulate the situation defense spending Other factors
such as technology, security, similarities and

Political priorities, geography and history determine defense spending (Sahin and Muarat, 2010). Similarly, Collier and
Hoeffler (2002a, 2002b) reported that Both external and internal threats impact the volume of business expenses.stick up for.
Other influencing factors include the greater political power of defense non-democratic regimes and the availability of
financial resources for the government.

After gaining the status of independent states in 1947, Pakistan and India They are in a state of conflict and share antagonistic
relationships. Several factors contribute to increasing the situation of unrest in the hostile environment of two neighboring
countries in South Asia. The social, economic, racial differences,

Political and religious are the main factors that influence the relations between both paesi (Alexander, 1987; Deger and Sen,
1990; Ganguly, 1995, 1997 and Tibbett and Akram- Lodi, 1997). Although both governments do not believe that these
neighboring countries are present an arms race but due to hostility, a considerable percentage of the Budgetary allocations are
always reserved for defense purposes (Tibbett e Akram-Lodhi, 1997).

The rationale for considering the Pakistan case study is this, First Pakistan is located in a very strategic part of South Asia
faces a high level of instability and insecurity. Some researchers believe that Pakistan and

India are in an arms race (Dunne et al., 1999; OOcal N, 2003; Judlide Yildirim and OOcal, N 2006). In second place,
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Pakistan is experiencing internal and external security crises. Moreover, after the explosions of 1998, Pakistan became a
nuclear power.Since 1995, Pakistan has spent an average of 4.5% of GDP on defense spending until 2009. These expenses are
considered due to the arms race, al territorial conflicts between India and Pakistan, conflict in Afghanistan and internal wave
of terrorism in Pakistan. . This high defense spending ratio and its impact on the Economic growth and defense problems
have attracted the attention of researchers around the world (Tahir and Sajid, 1999; Khilji and Mahmood, 1997;Henderson,
1993; Looney, 1998a; 1998b). The fundamental objective of defense spending analysis is to determine the availability of
resources for defense spending and discover the key determinants of defense spending for a country specific. Defense spending
depends on two main parameters: the first is how much a given country is in a threatened condition and how much that country
can afford in terms of safety. Therefore, defense spending is the combination of fiscal and security policies.

There is a wide range of literature available on the demand for defense spending, which defines the defense determinants
such as revenue, security conditions, internal and external threats, conditions policies, geopolitical environment, population;
Regional defense spending, another government measures threats of war (Smith, 1995). The determinants of defense spending
in developed and developing countries development are slightly different.

Empirical studies on the determinants of defense spending can be grouped into two large categories. The first group focused
on the arms race model considering the comparative defense budget between two countries (Dunne, 1996: Smith 1989; Dunne
et al., 2003, Kollias and Makrydakis, 1997) and the second fraction of empirical studies considered the internal model
(economic and political) and external (security and strategic importance) and using aneoclassical approach with formal models.
Numerous studies have been conducted on the determinants of defense spending in various countries and especially in
developing countries (Alexander, 1987; Deger and Sen, 1990; Oren, I, 1994; Tahir,R, 1995; Ganguly, S, 1995 ; Tibbett e
Akram-Lodhi, 1997; OOcal N, 2003; Jiiiilide Yildirim e Nadir OOcal, 2006 Albalate, et al.2012) but some studies have been
conducted for Pakistan. Therefore, it is necessary identify the determinants of defense spending and its share in defense
expenditure of Pakistan.

The objective of the study was to investigate the determinants of Pakistan's defense spending sincel1972 to 2012. An attempt
was also made to explore the understanding of trends and relationship between various variables. The rest of the study is
structured as follows: The second section provides the theoretical framework. The third section presents the review of the
empirical literature. Section four shows defense burden trends in Pakistan and India. Section five discusses the model
specifications and methodology. The sixth section was dedicated to the discussion of the results. Finally, section seven offers
conclusions and policy implications.

APPLICATION FORMS FOR DEFENSE SPENDING
Demand patterns for defense spending or determinants of defense spending are can be classified into three groups

1) Approaches to the defense budget process
2) The arms race is approaching
3) Aggregate defense spending: general approaches

Approaches to the defense budget process

Approaches to the defense budget process are also called budget models.

organizational politics. In these models, various interest groups, i.e. politicians,

bureaucrats and the arms industry focus their efforts on gaining power be able to achieve your goals optimally. The amount of
disbursements or the defense budget is the result of such efforts, optimization and competition. These approaches show the
short-term determinants of defense spending, as well as types and extent of armaments growth (Isard and Anderton, 1988).

Arms race models

The second group of models is based on exploring the determinants of defense spending in arms race models. In these models,
the level of defense spending One country determines the defense spending of its rival country.These models better explain
situations in which an action-reaction process is characterized and countries are in conflict with each other. Richardson (1960)
proposed the study fundamental on the phenomenon of the arms race. Numerous variants and extensions of the Richardson
model have been suggested in the literature. Model Richardson and its variants consider it the rival Defense expenditures of a
country and various internal and external factors are the determinants of a country's defense spending.
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Aggregate defense spending: general approaches

Numerous studies have been conducted on general approaches to aggregate defense spending.[Vedi Smith, 1980b, 1995; Dunne
etal., 1984; In these studies, the objective is to maximize the social welfare function subject to constraints of budget and safety.
Different versions of the role and limitations of the have been used in empirical studies social well-being. Smith (1980,1995)
presented a pioneering study to explore the potential determinants of spending defense in the neoclassical framework.

REVIEW OF EMPIRICAL STUDIES

Anderton (2007) analyzed the determinants of defense burden in southern Africa. The author used methods of estimation of
aggregated, cross-sectional time series and pooled data. The time period taken into consideration for this study it was from
1996 to 2005. The study provided an examination of the main determinants of defense spending for 12 members of the
Southern African development community. In this study they were used OLS and GLS estimators. Most variables were
significant at the significance level by 5%. In the fixed effects model, variables such as wars, GDP per capita, percentage of
were used military population and the share of public spending in GDP.

The results of the study suggest that both economic and strategic variables are important in determining defense spending.
Strategic variables are more important in influencing the burden of defense compared to economic variables. Insider threats
are also responsible for high defense spending.

Dunne et al. (2011) studied the economic and strategic determinants of defense spending using analysis of cross-sectional and
panel data. The sample size was 80 people and the time period taken for the study ranged from 1988 to 2008. Different
estimation techniques produced different results. The analysis cross-sectional produced a positive effect of per capita income
on the share of defense spending in GDP, while the population had a negative effect. The analysis of time series, however,
showed results

opposites. There was a clear difference between the two approaches. The results of the political and strategic variables were
widely accepted. The heterogeneity between countries describes the importance of both the dynamic process and the panel
than modeling. The spillover effect was not important for this study. The results of the study suggest that democratic countries
spend less on defense, while countries at war spend more for the defense. NATO member countries have higher defense
spending.

Sheikh and Chaudhry (2012) studied the main determinants of defense spending in Pakistan and India using the ARDL
approach. The time period taken for this study was from 1972 to 2010. The study identified several economic, political and
strategic factors as determinants of defense.

The study proposed a result on the economic determinants according to which the GDPR and public spending non-defense
related were positively related to both countries' defense spending. The index of democracy has a positive effect on defense
spending in Pakistan, while in India it has a negative effect. The Strategic factors have a positive impact on the defense
spending of both countries. This study concluded with the result that both countries are engaged in an arms race due to hostility
and aggression in their relationships.

There are also some internal threats that are responsible for the high defense spending. The question of defense is a public
good in both the long and short term.

Abdel Fattah et al. (2012) studied the economic and strategic factors of spending requests for defense in Egypt. Egypt plays
an important role in the security of the Middle East. She's involved in some regional disputes and has changed its defense
spending over time. That's why it's very interesting study their defense spending. An empirical demand model with technigques
was applied cointegration (FMOLS, CCR, DOLS and JOHANSEN) which studied the Egyptian demand for expenditure on
defense taking into account strategic and economic factors. Egyptian defense spending was unaffected

from defense spending by its allies. The results of the study suggest that both economic factors and strategic ones play an
important role in determining the defense burden and that simple related relationships to the arms race do not explain the
strategic relationship as a whole.

Wang (2013) studied the demand for defense spending among different Southeast Asian countries since the end of the Cold
War. The author used a dynamic panel approach and found that defense spending in the region was determined by economic,
strategic and socio-political factors.The growing foreign debt burden and the rise of China were also important drivers, along
with other general variables. Therefore, an impartial and level-sensitive approach is needed regional to study defense
development. The study presented an advanced empirical examination of Determinants of defense spending among Southeast
Asian countries in the post-war period Cold. A dynamic panel model was used to find that the determinants of defense budgets
for the region include GDP, the burden of foreign debt, the impact on security, the perceived threat from China, the population
and democracy. These variables have both short-term and even greater long-term effects term. The results of the study revealed
that defense spending is jointly affected by factors of an economic, strategic and socio-political dimension. It was necessary
to explore the rich effect of factors economic and socio-political factors as determinants of defense spending. It was also

discovered as the crisis financial and the rise of China have contributed to the defense construction process increases in
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Southeast Asia.

2.1 Institutional and political determinants

Othman (2008) analyzed the main determinants of defense spending in sub-Saharan African countries. It is the most conflict-
ridden region in the world. These conflicts are the main ones reason for it underdevelopment. There are several determinants
of defense spending in the sub-Saharan region. Few of these are corruption, lootable assets, type of government, local
ethnopolitical groupings. To measure the degree of democracy, the author used a rating scale used by Freedom House.

To measure the degree of corruption, the author used an index of international perception of transparency. Posner's ELF index
is used to measure ethnopolitical grouping variables. They have been calculated defense spending per capita and percentage
of GDP. The objective of this article was to verify its real use of high defense spending taking into account previous studies.
There is no single theory this fully explains the reasons for defense spending in Africa.

Bel and Elias (2009) studied the effect of institutional Determinants such as the form of government, electoral rules and
ideology on defense spending. The sample size was 157 people.OLS regression was used on the aggregate data. Some variables
were used such as press, GDP system and per capita income. There is the possibility that, in the presence of a plural voting
system, the burden of defense be reduced.Countries with a presidential democracy spend more on defense than their
counterparts parliamentarians. Different institutions have different impacts on public goods. The effect of institutional
variables on defense spending has improved understanding of this issue.

Albalato et al. (2012) studied the institutional determinants of defense spending, such as the form of government,democracy,
electoral roles and the concentration of parliamentary parties. The sample size was 157 people. The results of this study
indicated that defense spending increased the most in presidential democracy than in the parliamentary system. On the other
hand, the electoral role of the majority has reduced the weight of the defense. The importance of the institutional variable for
defense burden has increased in post-conflict situations. Exist different types of political systems that can reduce war risk and
defense spending. The literature predicted that democratic institutions produced the same outcome for all public goods, but
the outcomes of regression in this study were different from those in the literature.

PAKISTAN DEFENSE LOAD TRENDS

Pakistan's overall average defense burden between 1972 and 2010 is 0.051 GDP attrition.The maximum defense load was
observed in 1974. This proves tlhat it existed a major influence of the atomic explosion in India in 1974. The minimum value
was in 2008.Figure 2 shows that Pakistan's defense burden remained high, averaging 6.5 percent from 1972 to 1980 and 6.1%
from 1981 to 1990. This was the period in which the weight of the defense was very high. But after 2000, a significant decline
in defense spending began.Once again, between 2001 and 2003, the weight of the defense began to increase and then decrease
again. Pakistan appears to have received military aid from other countries after the war against terrorism This was the main
reason for increasing this expense. Decision-making bodies e Decision makers explain that there are several threats to
Pakistan's internal security and externally, which is the main reason for these high defense expenditures.

After the separation of Pakistan and India in 1947, a wave of enmity began between these two countries. These two countries
they have the same institutions and political structure, but in reality they have many differences, such as various religious
affiliations alliances and foreign policy. In the first years after the birth of Pakistan it was recognized that India will not be a
friendly neighbor and will pose a threat to Pakistan's sovereignty. Once again, during General Zia-ul-Haq's regime in the
1980s, the government rejected any suggestion to reduce military spending because he believed that a nuclear submarine and
airplanes the reaction with the sticks was a good defense. Therefore, they felt the need to equalize the capabilities of the arsenal
with those of our adversaries. Therefore, a reduction in costs of the defense was not acceptable Because Pakistan's security
threat cannot be resolved.(Chawla, 2001). These security threats have led Pakistan and India to share relations hostile to each
other and both fought four territorial wars.

An arms race began between these two countries due to their hostility. The reports and this arms race have been a negative
example for the rest of the world the last times. So this arms race took up a significant portion of their budgets. Hollist (1977)
reported that retaliation coefficients were unclear in the career model Richardson-type weapon system for the years 1948 to
1973.
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In 1979, the Soviet Union's action in Afghanistan had a great effect

Pakistan's security environment has emerged as a frontline state in the war against Pakistan Communism. Pakistan cannot
escape an adverse situation due to its position in the world map that no other South Asian state has ever experienced. Pakistan
returns become a frontline state and a non-NATO ally of the United States United in the war against terrorism in Afghanistan.
Pakistan received help with expenses defense of the United States during both Afghan wars. US support for Pakistan gives
him the confidence to resist Soviet pressure. Pakistan also tried to fight Taliban and terrorists with US support.

The military interests of the Ministry of Dense are protected by its organizational structure. Military officers serve in this
ministry to control and monitor its security functions.in accordance with the requirements of the military establishment.

The civilian establishment of this ministry also has enough influence to handle it affari. (Siddigah-Agha, 2000).The trend in
India's defense burden (DBI: military spending as a drag on GDP) is shown in Figure 3. The DBI range is 0.01% to 0.029.
The low point occurred in early 2007, when stability collapsed in Kashmir and Pakistan's commitment to the war on terrorism.
In 2008, the new increase of The burden of defense may be due to the Mumbai incident. The highest point is produced in
1986, immediately after the internal war in Punjab. The defense burden increased from 3% in 1970 to 3.4% in 1971. This
figure after the war it decreased slightly, but in the early 1990s the defense burden increased steadily. During 1991-97, the
defense load level in India was less than 0.02 clutch. The burden then increased again in 1998 with the nuclear test and
approached 0.02 of GDP again in 1999 due to the Kargil conflict.From 2000 to 2010, India's defense burden fluctuated.

3.MODEL SPECIFICATION AND METHODOLOGY

a) Model specification

We are using the neoclassical model to investigate the determinants of defense spending in Pakistan. For this, the dependent
variable is Pakistan's defense burden and the variables independent are India's defense burden, trade balance, democracy,Indian
atomic explosion in 1974 and 1998 and war.

Data and description of variables

b) Data sources

In this study, several sources were used to acquire data. The Statistics Manual on the economy of Pakistan, world
development indicators, SIPRI yearbook and Global development finance is the main source. Expense data defense,
GDP and trade balance were taken from the Manual of Economic Statistics from Pakistan. The data on India's defense
spending was taken from the Handbook of statistics on the Indian economy. ATOMIC7498 and WAR were used as
dummy variables in this study to show the effect of internal and external threats. ATOMIC7498 shows India's atomic
explosion in 1974 and 1998 as a threat to Pakistan's security. WAR shows war situations

C) Description of the variables
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DBP=Defense Burden of Pakistan (Actual Defense Expenditure/GDP)

DBI=Indian Defense Burden (Actual Defense Expenditure/GDP) TB=Trade balance
DM=Democracy Index

ATOMIC7498=Atomic threat to Pakistan due to atomic explosions in India in 1974 and 1998.
WAR= Dummy variable for wars or similar situations

The Johansen-Julius cointegration methodology was applied to investigate the correlates of defense spending in
Pakistan.

Empirical results

First, the unit root test was performed for all variables. Therefore, as a first step, it is the Augmented Dickey Fuller (ADF) test was
applied to verify the integration properties of the variables time series data. The mean and variance of the data must be the same
over the same time period to obtain stationary characteristics.

We tested the stationarity of three variables: defense load of Pakistan (DBP), load of defense of India (DBI) and trade balance. From
Table 1 it is clear that all the variables they are not stationary in their level form and the variables change to become stationary later
take the first difference Johansen and Juselius co-integration test was also performed since all variables are in I (1). This test makes
the study free from spurious regressions. Johansen-Julius co-integration test. The results of the ADF test suggest that since all
variables are in the first difference,

Variables | Interoept | Lags | Treads | Lags | Nome | Lags Co
Test . . . . . ‘
DRP 0,756 | =L | =2.1141 |
At Level DBI
L1
DEF | 8473 | 0
DBI ~£0725 1
8 S RK41 0 -4,83%4 0 :-"‘“"i 0

T 12060 | 0 | -23934 | 3 | -184%8 | ¢

At first
Dilfercoce

Source: authors' calculations.

It is a confirmation of cointegration between the variables and also a sign of a long-term correlation term between the dependent
variable Defense Burden of Pakistan (DBP) and the independent variables: defense burden of India (DBI), balance of trade (TB),
democracy (DM). ), Co-integration testing for the series has since been performed. They are first difference integrated or first order
I(1) integrated.The first column of Table 2 shows the hypothetical values, the second column illustrates the values Own. The third
column shows the trace statistics, the next column shows the values critics based on Mackinnon-Haug-Michelis (1999) of tracks. The
last column shows the probability of these values. The trace test indicates a cointegration equation at the 0.05 level. The first value of
tracking statistics is 131.54, which is greater than the critical tracking value 117.708.Subsequently, the tracking statistics are less than
the critical value, since in the second row the trace statistics are 76.3727, which is lower than the critical trace 88.8038 and so on.The
first equation shows the co-integration value. In this test a trend was hypothesized linear deterministic. The statistical trace criterion
(ytrace) shows that there is at most one vector of co-integration.

Another criterion, namely the statistical test of the Maximum Eigen.

Rejecting the hypothesis at 5% levels. Table 3 shows the results of the rank test unlimited co-integration. The results
verify the significant long-term relationship between variables.

Table 3: Rank test of unrestricted cointegration (maximum eigenvalue)

Hypothesized(CE) Eigen Value Trace statistic 0.05critical value Prob.
None* 0.7748 131.54 117.708 0.0050
At most 1 0.6111 76.3727 88.8038 0.2802
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At most 2 0.3398 41.4256 63.8761 0.7989
At most 3 0.2947 26.081 42.9192 0.7342
At most 4 0.1859 13.1391 25.8721 0.7273
At most 5 0.1387 5.5254 12.5179 0.5228

Source: authors' calculations.

The first column of Table 3 shows the number of co-integration equations.

The second column shows the eigen value, while the third column shows the Max- statistics Eigen. The fourth column shows the
critical values with a 5% confidence level. The fifth column shows MacKinnon-Haug-Michelis (1999) p values. The first value of
the Max-Eigen value is 55.1710, which is greater than the critical value 44.49772. So, the test of the maximum eigen values also
indicates a co-integration equation at the 0.05 level. These two values show the rejection of the hypotheses at the 5% level.

3.1 Long-term analysis
The empirical results of equation 1 are presented in Table 4, which shows the relationship long-term between DBP and DBI, TB,
DM, ATOMIC98 and WAR.
The results for some variables are in agreement with our previous expectations. THE results show that all the parameters of the
variables i.e. Defense Burden of India (DBI), Trade Burden (TB), Democracy (DM), Atomic Explosion (ATOMIC7498) e War
Situation (WAR), have a positive sign.
The Defense Variable Load of India (DBI) shows the positive relationship with the load Defense Forces of Pakistan (DBP). This
result is in line with our expectations precedents. DBP and DBI were expected to go in the same direction.
If India increased its defense spending, it would force Pakistan to increase its defense expenditure as Pakistan and India hardly have
relations friendly matches since 1947. The DBI coefficient shows a positive sign.

Table 4: Long-term results

ll:\ pu(hcsi‘lcd Eigen value Max-Eigen | 0.05 'Crilical Prob.
No. of CE(s) Statistics Value
None * 0.7748 55.1710 444972 0.0025
At most | 06111 34.9470 383310 0.1164
At most 2 0.3398 15.3675 32.1183 0.9360
At most 3 0.2947 12,9190 25.8232 0.8097
At most 4 0.1859 7.6136 19.3870 0.8546
At most 5 0.1387 5.5254 12.5179 0.5228

Source: authors' calculations.

The reason for the positive signal could be that Pakistan is responding to the proposal Indian defense due to hostility and rivalry
between the countries.
Interestingly, the DBI parameter is insignificant. Indeed, this result proves it

Indian defense spending would no longer be important for Pakistan in the long term

because as Pakistan would get more weapons and deterrence, it would not spend on defense retaliation for Indian defense
spending.

In other words, Pakistan can follow the model of Indian defense strategy and increase defense spending. Furthermore, Pakistan
will follow its own situation or factors rather than simply looking at India’s long-term defense spending.

The next variable is trade balance (TB). The coefficient of the estimated variable is positive, which coincides with our
expectations. The positive impact of the scale trade in defense spending may be due to the fact that when a country becomes
more open you can have more funds to buy more weapons. An increase, therefore of the trade balance leads to an increase in
defense spending. This turns out agree with [Dunne and Perlo Freeman, 2003; Rosch, 1988; Dunne and Mohammed, 1995;
Dunne, Perlo Freeman e Smith, 2008].

The third variable is democracy (DM). According to our expectations, the report of democracy with defense spending is bad.
If the government is less democratic, it will depend more on defense spending to combat the highest level of risk (Collier and
Hoeffler, 2002).

The percentage of GDP that will be spent on defense will be higher in a dictatorial society than in a fully democratic society.
The variable outcome of democracy

our estimated model is positive. The estimated parameter of the democracy index for Pakistan it is significant and positive
because the military regime remained in Pakistan in power most of the time. Therefore, defense spending has always been
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high since its birth. Our results are in line with studies [Sheikh & Chaudhry 2012, Maizels e Nissanke, 1986, Hewitt, 1996; e
Dommen e Maizels, 1988]. Defense expenditure is determined by the military regime indicated in these

Education.

ATOMIC7498 is the next variable in our estimated equation. The coefficient of Atomic7498 is positive. After the atomic
explosions of 1974 and 1998 in India,

Pakistan has increased defense spending. Pakistan has launched its nuclear program over the years 70 and successfully
completed it in 1998 with an atomic explosion. This leads to an immense increase in Pakistan's defense spending.

The next variable in Table 4 is WAR, which is used for war situations or similar. It is clear from the literature on the
determinants of defense

Expenses that increase in the event of war or similar situations, defense expenses increase considerably. So, the result of this
parameter is second our expectations.6.4. Error correction analysis (stability condition)

The error correction term shows how quickly the values are adjusted. variables to restore equilibrium in the dynamic model. Table
5 shows the analysis of stability where the dependent variable is Pakistan's defense weight and the independent variable is India's
defense weight, trade balance, democracy,the atomic threat and war.

Table 5: Results of the stability condition

Explanatory Cocfficient | Standard crrors | t-statistic
Variables
DBI [ 3s032 | 5.4497 [ 0.6978
(0] 01155 | 0.0807 14311
DM | 7raaas | 174637 44344
ATOMICu | 10809 | 0.1877 | 57584

WAR 700875 | 00613 | 09313

( 0.3328 ——— —

Source: authors' calculations.

Column 1 of Table 5 shows the dependent and independent variables.

Column 2 shows the cointegration vectors. Column 3 shows the correction coefficients of the error. The last column shows the
importance of these variables. The condition of stability comes used to analyze the error correction mechanism. The necessary
condition of the stability condition is that the sum of the product of the cointegration coefficient and the error correction coefficient
is negative.

This is true in our case. The sufficient condition for stability is that the individual product of the cointegration coefficients and the
error correction coefficient are negative. The variable DM shows a negative sign and is also significant, so if long-term discrepancies
occur in the model, they would be corrected by DM. The War variable also has a negative sign but in our case it is insignificant.
Tuberculosis is significant but shows positive signs. ATOMIC7498 shows a positive sign and is insignificant.

Conclusions and policy implications

This study was planned to investigate the determinants of defense spending of Pakistan. We used time series data from 1972 to
2012. To obtain empirical results was

Johansen Juselius test applied.

The results of the study show that all the variables such as Defense Burden of India (DBI), Balance of Trade (TB), Democracy (DM),
Atomic7498 and WAR have positive relationship with Defense Spending of Pakistan . These variables are responsible for the
increase in DBP. The stability condition shows that DM will correct a discrepancy in the model.

Based on the analysis, the following policies were recommended:

The government can increase its trade balance along with development projects. The government can encourage trade in goods and
services instead of commerce weapons.Political and judicial institutions should seek to strengthen democracy and military rule
should be discouraged.

The nuclear arms race must be discouraged to divert resources towards development projects.Regional conflicts must be resolved
for the dream of regional peace and stability to become a reality and war situations can be avoided.

References

Abdel Fattah, M. I. AbuQarn, S. A. Dunneg, J. (2012). The demand for military spending in Egypt.

Department of Economics. Ben-Gurion University of the Negev. Working Paper 1210

Albalate, D. Bel, G. Elias, F. (2012). Institutional determinants of military spending. Journal of Comparative Economics, 40(2), 279-

www.ijeais.org/ijaafmr
37



International Journal of Academic Accounting, Finance & Management Research(lJJAAFMR)
ISSN: 2643-976X

Vol. 8 Issue 6 June - 2024, Pages: 30-40
_________________________________________________________________________________________________________________________________________________|

290.

Alexander, D. L. (1987). Security Profile: India vs. Pakistan. Harvard International Review, 9, 39-41.

Antonakis, N. and Karavidas, D. (1990). Spending on defense and growth in less developed countries. The case of Greece, 1950-
1985. Documento da

debate, Center for Economic Planning and Research, Athens.

Antonakis, N. (1995). The economic effects of domestic arms production in Greece: a commentary e

Further empirical evidence. Spoudai, 45(3-4), 87-102.

Antonakis, N. (1997). Military spending and economic growth in Greece, 1960-90. Peace magazine

Research, 34 (1), 89-100.

Anwar, ZF, Rafique, Z. and Azam,JS (2012) Nexus between defense spending and economic growth: a case study of Pakistan
Pakistan Economic and Social Review,50 (2) 163-182.

Avramides, C. (1997). Alternative models of Greek defense spending. Defense and Peace Economics,

8, 145-187.

Ball, N. (1988). Security and economy in the Third World. London: Adamantine Press Limited.

Bel, G. Elias-Moreno, F. (2009). Institutional determinants of military spending. Research Institute of Applied Economics, 22, 1-32.
Brito, D., & Intriligator, M. (1995). Arms races and proliferation, in Hartley, K. and Sandler, T. (eds.), Handbook

of Defense Economics, vol. 1, Elsevier: Amsterdam.

Chawla, Shalini (2001), Pakistan's Military Spending: Socioeconomic Dimensions. Strategic Analysis, 25(5) 703-716.

Collier, P., & Hoeffler, A. (2002a). Military spending: threats, aid and the arms race. Research working paper

World Bank Policy 2927, Washington

Collier, P. and Hoeffler, A (2002b), Greed and Grievance in Civil War, WPS 2002-01, Center for the Study of

African Economies, Working Paper,

Collier, P., & Hoeffler, A. (2007). Unintended Consequences: Aid Promotes College Economic Journal,

32(1 and 2), 27-39.

Collier, P., Hoeffler, A., Elliot, L., Hegre, H., Reynal-Querol, M., & Sambanis, N. (2003). Break the trap of

conflict: civil war and development policy. Washington, DC and New York: Oxford University Press and the World Bank.
Deger, S., & Sen, S. (1990). Military Security and Economy: Defense Spending in India and Pakistan, Chap. 9

in Hartley & Sandler (a cura di), The Economics of Defense Spending, Routledge, Londra, pp. 189-227

Dommen, E., & Maizels, A. (1988). The military weight in developing countries. The magazine of the modern African
Studies, 26 (3), 377-401.

Dunne, P. and Smith R. (1984). The economic consequences of reducing UK military spending. cambridge

Journal of Economics, 8 (3), 297-310.

Dunne, P. J., & Mohammad, L. A. N (1995). Military spending in sub-Saharan Africa: some evidence for the period 1967-
1985. Journal of Peace Research, 32(3), 331-343.

Dunne, PJ Nikolaidou, E. Mylonidis, N. (2003). La domanda di spese militari nelle economie periferiche del

Europe. Defense and peace economics. 14(6), 447-460.

Dunne, P., Nikolaidou, E., & Smith, R. (1999). Arms race models and econometric applications, forthcoming

Levine, P., Sen, S. & Smith, R. (eds) (2000), The Arms Trade, Security and Conflict, Harwood Academic Publishers.

Dunne, P., Perlo Freeman, S., & Smith, R. (2008). Demand for military spending in developing countries:

Hostility versus ability. Defense and Peace Economics, 19(4), 293 - 302.

Dunne, P. J., & Freeman, P. S. (2003b). The demand for military spending in developing countries: a dynamic framework
Analyses. Defense and Peace Economics, 14(6), 461-474.

Dunne. PJ, Freeman. PS: Smith. PR (2011). Determination of military spending: dynamics, spillovers and heterogeneity in
panel data.

South African Economic Society Conference: Stellenbosch University.

Gadea, D. M. Pardos, E. Fornies, P. C. (2004). A long-term analysis of defense spending in NATO countries

(1960-99), Defense and Peace Economics, 15(3), 231-249.

Ganguly, S. (1995). Endless Wars: The Indo-Pakistani Conflict. Annals, AAPSS, 541, 167-178.

Georgiou, G. (1990). Is there an arms race between Greece and Turkiye? Some preliminary econometric results.

Cyprus Journal of Economics, 3 (1), 58-73.

Georgiou, G., Kapopoulos, P., & Lazaretou, S. (1996). Modeling Greek-Turkish rivalry: An empirical investigation

of the dynamics of defense spending. Journal of Peace Research, 33(2), 229-239.

Hartley, T. and B. Russett. (1992). Public opinion and common defense: who governs military spending

the United States? American Journal of Political Science, 86(4), 905-915.

Hewitt, D. (1996). Military spending 1972-1990: the reasons for the post-1985 decline of the world's armed forces

Spent. Public Budgeting and Financial Management, 7 (4), 520-558.

Hewitt, D. P. (1991). Military spending: econometric evidence of economic and political influences. The work of the IMF
L./
www.ijeais.org/ijaafmr

38



International Journal of Academic Accounting, Finance & Management Research(lJJAAFMR)
ISSN: 2643-976X

Vol. 8 Issue 6 June - 2024, Pages: 30-40
_________________________________________________________________________________________________________________________________________________|

Documento, WP/91/53, FMI: Washington DC.

Hollist, L, W. (1977). An analysis of the arms trials in the United States and the Soviet Union. International studies
Quarterly, vol. 21, no. 3, pages. 503-528.

Isard, W. and C. H. Anderton. (1988). An investigation of Ann's racial patterns. In W. Isard, Arms Race, Arms Control ed
Conflict analysis (pp. 17-85). Cambridge: Cambridge University Press

Johansen, S and K. Juselius. (1990). Some structural assumptions in a multivariate cointegration analysis of power equality
Purchasing power and interest parity discoveries for the UK. Discussion Papers 89-11. University of Copenhagen.
Department of Economics.

Judlide Yildirim and Nadir OOcal (2006). Arms race and economic growth: the case of India and Pakistan.

Defense and Peace Economics, 17(1), 37-45.

Judlide Yildirim and Nadir OOcal (2006). Arms race and economic growth: the case of India and Pakistan.

Defense and Peace Economics, 17(1), 37-45.

Kapopoulos, P., & Lazaretou, S. (1993). Modeling Greek defense spending demand: An error correction approach.

Cyprus Journal of Economics, 6 (1), 73-85.

Kollias, C. (1991). Greece and Tirkiye: The Case Study of an Arms Race from the Greek Perspective. Spoudai,

41(1), 64-81.

Kollias, C. (1994). Is there an arms race between Greece and Turkiye? The view from Athens. Cyprus Economic Journal,

7(1), 52-62.

Kollias, C. (1996). The Greek-Turkish conflict and Greek military spending, 1960-92. peace diary

Research, 33 (2), 217-228.

Kollias, C., & Makrydakis, S. (1997b). Is there an arms race between Greece and Tirkiye? Cointegration test e

causality testing. Defense and Peace Economics, 8, 355-379.

Looney, R. (1989). Internal and external factors influencing military spending in the Third World. Research journal for

Pace, 26(1), 33-46.

Lucier, C. E. (1979). Changes in the values of the arms race parameters. Journal of Conflict Resolution, 23(1), 17-39.
Mackinnon, JG, Alfred A. Haug and Leo Michelis. , (1999). Numerical probability distribution functions

Testing cointegration relationships, Journal of Applied Econometric. 14:563-577

Majeski, S. (1983). Journal on mathematical models of U.S. military spending decision-making

American Political Science, 27, 485-514.

Majeski, S., & Jones, D. (1981). Modeling the arms race: Causality analysis and model specification. Magazine

conflict resolution, 25 (2), pp. 259-288

McGuire, M. C. (1965). Secrecy and the arms race. Cambridge: MA: Harvard University Press.

McGuire, M. C. (1987). US foreign assistance, Israeli resource allocation, and the arms race

in the Middle East, in: C. Schmidt, ed., The Economics of Military spends (Macmillan per [I'International Economic Association,
Londra) 197-238.

Nikolaidou, E. (2008). The demand for military spending: evidence from the EU15 (1961-2005). Defence

and peace economics, 19(4), 273-292.

Nordhaus, W. Oneal, R. J. Russet, B. (2009). The effects of the security environment on military spending: a joint analysis of 165
countries,

1950-2000. Cowles Foundation Paper No. 1707, Yale University

Ocal, N. (2003). Are military expenditures by India and Pakistan mutual external determinants?

Empirical research. Defense and Peace Economics, 14, 141 - 149.

Oren, 1. (1994). Indo-Pakistani arms competition: A deductive and statistical analysis. The diary of

Conflict Resolution, 38(2),185-214.

Ostrom, C. W., & Marra, R. F. (1986). American defense spending and the Soviet estimate. American scientific journal

policies, 80, 819-842.

Othman, R. (2008). Determinants of military spending in sub-Saharan African countries. political science 499, article 99.
Rattinger, H. (1975). Armament, détente and bureaucracy. Journal of Conflict Resolution, 19(4), 571-595.

Refenes, A. N., Kollias, C., & Zapranis, A. (1995). External security determinants of Greek military spending: An investigation
empirically using neural networks. Defense and Peace Economics, 6, pp. 27-41.

Richardson, L. F. (1960). Guns and insecurity: a mathematical study of the causes and origins of war. Pittsburgh:

Boxwood press.

Rosh, R. (1988). The militarization of the Third World: security networks and the states that guarantee them. Resolution magazine
conflicts, 32(4), 671-698.

Sahin Afsin and Murat Cetinkaya (2010). New evidence for Turkey on the relationship between defense spending and
production

aggregato, European Journal of Social Sciences, 13(3), 436-460.
L./
www.ijeais.org/ijaafmr

39



International Journal of Academic Accounting, Finance & Management Research(lJJAAFMR)
ISSN: 2643-976X
Vol. 8 Issue 6 June - 2024, Pages: 30-40

I EEEE——
Sheikh, R. M., & Chauhdry, S. I. (2013). The determinants of defense spending in Pakistan and India: A linked evidence
approach

ARDL. Pakistan Journal of Social Sciences, 32(2),525-549.

Siddiga-Agha, Ayesha (2000), Is defense a public good? A case study of Pakistan's military spending, 1982-99.

In PR Chari and Ayesha Siddiga-Agha, Defense Spending in South Asia, India and Pakistan. Regional Study Center
Strategic.

Smith, R. (1980a). Military expenditure and investment in OECD countries 1954-1973. Comparative magazine

Economics, 4(1), 19-32.

Smith, R. (1980b). The question for military expenditure. Economic Journal, 90, 811-820.

Smith, R. (1989). Military spending models. Journal of Applied Econometrics, 4 (4), 345-359.

Smith, R. (1995). The question for military expenditure. Chapter 4 in Hartley, K. and Sandler, T. Handbook of Defense
Economics, Elsevier

Solomon, B. (2005). Demand for Canadian defense spending, Defense and Peace Economics, 16(3), 171-189.

Sol, Q., & Yu, Q. (1999). Determinants of Chinese military spending: 1965-93. Peace Research Journal,

36, 23-33.

Tahir, Rizwan (1995). Defense spending and economic growth: Reexamining the question of causality

Pakistan and India. The Pakistan Development Review, 34: 4 1109-1117.

Tahir, Rizwan and GM Sajid (1999), Defense Spending and Economic Growth in Least Developed Countries: Review of the
Situation

question of causality. Government College Economic Review, 32 (1 & 2), 27-39.

Tambudzai, Z. (2005). Determinants of Zimbabwe's military spending, 1980-2003. The Biennial Conference

of the Economic Society of South Africa (ESSA). Durbanm, South Africa.

Tambudzai, Z. (2007). Determinants of military burden in southern Africa, 1996-2005: Cross-sectional and panel data analysis.
Conference on economic development in Africa. Oxford: St Catherine's College. Reference n.76

Tambudzai, Z. (2007). Determinants of military burden in southern Africa, 1996-2005: A cross-section and panel

Data analysis. Conference on economic development in Africa. Oxford: St Catherine's College.

Tibbett, J. S., & Akram-Lodhi, A. H. (1997). Militarization and poor development: the arms race between India and Pakistan.
Scandinavian Journal of Development Alternatives and Area Studies, 16, 157-182.

Wang, Y. (2013). Determinants of Southeast Asian Military Spending in the Post-Cold War Era: A Dynamic Panel analyses.
Defense and Peace Economics, 24(1), 73-87.

Wolfson, M. (1968). A mathematical model of the Cold War. Peace Research Society, 9, 107-123.

Yildirim, J, & Ocal, N. (2006). Arms race and economic growth, the case of India and Pakistan, Defense and Peace
Economics, 17(1), 37-45.

Yildirim, J., & Sezgin, S. (2005). Democracy and military spending: Evidence from different countries. Transition

Review of Studies, 12(1), 93-100.

Yu, M. (2002). The impact of US-China relations on Taiwan's military spending: An analytical error model

Correction mechanism. APSA Annual Meeting. Boston.

L./
www.ijeais.org/ijaafmr
40



