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Introduction

& Study explores the relationsnip off economic growith
With defience burden in diffierent parts of the werld.
\We follew: an endoegeneus grewth model that stggest
a. negative: relaiiensaip: off growih: With' Inceme
Ineguality’ and- delience: buraen. e Implicaens; 6f
Eenceerareitesied.
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Trends i Military Expenditure

¢ During the first few years after the end of the cold
war, there was an Initial period of disarmament,
reflected in a significant reduction in world military
spending.

1988-1996 128 per cent in real terms, average
annual reduction of 4.5%

1996-2001 T averaging 1.5 per cent per year

2001-2005 1 25 per cent in real terms
average increase of 6 % per year




Trends i Military Expenditure

¢ 2005 total world ME > $1 trillion. Corresponding to
2.5% of world GDP and 173 dollars per capita.

¢ 2005, the top 5 spenders accounted for 65 per cent of
world ME, with the USA as biggest spender,
accounting for 48 per cent of the world total.

¢ The next 10 major spenders accounted for 19 per cent
of the world total. Thus together the top 15 spenders
accounted for 84 per cent of world ME in 2005




Trends m Military Expenditure

¢ Largest spender United States, with 48 per cent of the
world total.

¢ Thenext four In size are the UK, France, Japan and
China, each accounting for 4-5 per cent of the world
total.

¢ The next five are Germany, Italy, Saudi Arabia,
Russia and India, each accounting for 2—3 percent of
the world total

¢ Followed by South Korea, Canada, Australia, Spain
and Isragl, with 1-2 per cent each of the world total.




Trends in Military Expenditure

Military expenditure by income group

¢ 2005, 35 high-income countries = 80 per cent of
world ME.

+ 49 low-Income countries accounted for 3 per cent.

¢ Defense burden as share of GDP is highest in the two
countriesin the Middle East—Israel and Saudi
Arabia, with 8.7 and 8.3 respectively.




Trends 1in Military Expenditure

Military expenditure by income group

+ Big spenders with a defense burden above the world
average of 2.5 per cent arethe USA, Russia, India,
the UK and France, with GDP shares of 2.6-4.0 per
cent.

¢ The big spenders with the lowest military burden are
Japan, Canada and Spain, with one per cent of GDP
spent on the military.




ANALYTICAL FRAMEWORK

+» \We are following the moedel developed by (Persson
and Trabellini, 1994) for our analysis.

& Let the utility: of the Ithiimdividual boern In period t-1.,
Ut Indexed by t, Be;

GliSthe cepsimpreRIWhERTtNRCIVIGUEINSYGURG
0 dEenelES e COnSUMPHERNVAEIENSI)E.




ANALYTICAL FRAMEWORK

& budget constiraint of the Ith Individual Is:;

9 \Whereyiltisincome of tRelthmdividua when yeung

¢ K andh Kb aeneier the individual and average
2eCUmLI 2o, respectiVelN, Gl any assal;

¥ [ S iieexenenousiaie i reiliiaien el asset




ANALYTICAL FRAMEWORK

& () denoetes policy variable, 6'would e interpreted! as
preportional capital Income: tax, the proceeds of
whichl are used tor egual lunp:sum; transfers te: eveny.
0ld citizen and fior defience expenditure:

¢ [helncemewhenyeung Isideliined as

9 W deneiesiendeWiment ol averagelasicisxiilis:
9 alisindividiizESpeciiiciendewmet el sticniskills




ANALYTICAL FRAMEWORK

& k could be interpreted as human or physical capital

that has a knoewledge spilll over on the basic skill of
theyoeung Individuals

¢ Delience expenditure afifiects k both; negatively: and
peSItIVElY.

9 SUmmarnzing, the'averagenalienal Icemens alinesr
URCHIENION thelasselS alieady acclimuliaies (W K

Wherewksane ke represenis the avece e Wage lorine
VUG eneiReHilerEe!d; espectivel:




ANALYTICAL FRAMEWORK

& At the start of peroed t-1 the eligible voeters

CHOOSE. 0.

he investors choose k. there 1s one-

period-anead  commitment ofi pelicy. We
assiime: that = only, the young gene@ien
participales i the Voelling, asitihe old generaiion
AT pedied =11S nel aifiecied by, e POy,
enaciediin pPei et




ANALYTICAL FRAMEWORK

¢ [he ratio ofi consumption In the two pefods IS a
function enly. of Inter-temporal prices and dees not
depend upen wealtn: that Is

¢ |[1S alise) assumedlthal eveny: indiviatal ias the same
ISAVING ales  Ser nedividbials Wit mere: skills
acclimulaiesimore ke




ANALYTICAL FRAMEWORK

& By repeated substitutions we selve for the growth rate
of K

¢ I egualieni (6) Gw > 0}, G < 0 (Sihce DPi< 0)), and
G >< 0!




ANALYTICAL FRAMEWORK

&  Thisexpression reflects trade-offisfacing/thevoters.

» thegrowth ratein the pelitico-econemic equiliivrium s




DATA AND VARIABLES

¢ Panel data (1984-2003) consisting of a sample of 80
develeping and developed countries. Iihe data Sources
are WDI and WIDER.

¢ Dependent vaniable s annual percentage growth raie

Ol per caplia G represented as PCliG.

& \Weruse Gk Index: fior the neasurement o1 Icome
Ineguality. The expecied signs o this Varanlie: IS
flecfzli)y/e)

¥ GlessicapieiNenaleRN Yo el GRR)NSHeEsesEiied as

INVEESTES e EXPECIEE S SIg Gl IS Varellie 1S
PESIIVE)




DATA AND VARIABLES

& W in eur model measures the average basic skills level
N the econemy. This variable s affected by the level
ol develepment.

o \WeUse llevel off develepment ol a couniny, deiined as
[ealie; off thzl CeURiN/ S PE: Caplial INCOME: 6] the
IGRESH RER Capliz INCOME et e pept IR time s
Variahlerlsirepresenied siDEVIEER




DATA AND VARIABLES

=0r politicall participation WWe take percentage of tetal
pepuliation keiween the age of fifteen andl sixty: as a
piexy. of political panticipation. This varable Is
iepresenied as POP. Expected sign IS both negative
and poesitive; WiDI (2006).

o Vilianys expenditte: as a perceniage off GIDP gIVes
e defencer hurden: o) ther economy. VWe: represant
s vaniaeler asi DGRRER Expecieds sign IS ol

egaliverand pesiveNVIDINZ006):




Table: 1 Results for Low-Income

Group
¢ Variables Coefficients t-Vaues
& POP 0.4968 5.47 71
¢ DGDPR'  -0.2640 -0.9589

& GINI -0, 1745 -4,65297%

o INVEST 0.1926 35078 *
o DEVELP 105,3975 25606+ *
» Adjusied-R2, 0,61 DWW 1.082

p-Values
050/0/0/0;
0.3386
0.0103
0)10/0/04!
00,0108

9 o, o andEERdicaie tnal tierCoElilGIents ae Signifiicant et
%) 5% =l L0% eVl af slejpllflezirlesfes geail /el




Table: 2 Regression Results for
High-Income Group

¢ Variables Cogfficients t-Vaues p-vaues
¢ POP 0.1169 1.3762 0.1694
¢ DGDPR -0.4315  -2.5352** 0.0115
9 G|IN| -0,0148F  -0.4157 0.6678
o INNVESIE 01776  5.38807  0.0000
o DEVELP O 2422 206567 00052

s Adjusied- R2: 0,581 DWW 2.2




Table: 3 Regression Results for the
World

& \arables Cogélficients t-Vaues p-Values
& GINI -0.08207 -3.76650* 0.0002

=O)F 0.52954 7.10415*  0.0000

DGPPR -0/46555 -4, 11115~ 0.0000
DEVEL RS 10.7457S 5452419 0,0000

o INVEST 049247, 7.61498** 0)0017
Adjusted-R20 067 DW. 196




RESULTS

+ [he sign of thisvariable, DEVELP, is positive in and
it 1S significant for alll three groups: TS, result
Indicates ne tendency. for conveligence.

¢ Ihe value of coglficient Isiveny: high (105:3) 1n case
O leWIncome: countiies) as compared 1o sk value
(©12)) IR Igh=INCemE counties, Iine difference n the
o) VallUes S consisient Wikl the: precuchiviiys Siey
CEWRE 2ppreacH: e Mzt explanaiient el iilsS
2PPIEZCHNISH 192526 Gl 1hEr CERIElen! yeeiES ISt
sligeesied pyAVillraniNardhais(19562);




RESULTS

& According tor this hypothesis the grewith rate, of
developedl econemies, declines. as the majer
lechnological aavances of the past have now: een
largely: exploitied, but the: commercially: signifiicant
REW techinel egiesinave net amived fiast te malntain the
egriyrale el ign pred eIy grewiii:

9 e efifieci el eeences pueEens negaives il
IRSERIICERNGRIGWARCOME COURLIIES:
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RESULTS

Impact negative and significant for the rest of the three
greups:

GInik negative fer al three: greups But Insignificant for

AIGN:IRCOME COUNLIIES;

2RSS gRIiicant e RIgh=IRCeME greue;

PO andisignifiicani e Wor drane el eW-TRICEME
c)fe)ljo)



RESULTS

¢ Ihe sign ofi INVEST Is positive and significant for all
three groups. Tihe ceefficient of this variable Is high
for lew-Income greup as compared: ter the high-

lncome  greup.  Thisk IS consistent  with  the
MICHOECONONIC thEoKY/.




CONCLUSION

+ \We fiollowed an endegenous growth and policy: mode
which relates income ineguality and defience burden to
economic growth. The theoretical result of the model
IS that: Income: Ineguality’ IS hamiul fer growth as
Righer Income Inequality: leads; te policies that could
diminisaiiyvesiment. Wihlle defence: laurden can) afiect
greywin el pesitively and negatively Bul thenegative
IMpact eff defence: PUrden: Gn; EConemic grewbia IS
assumed o) e stirenger. Ve tesiedithenmplicaliens @i
eUIFMedEFen e daia el GWEIRComE and RIGIEINcome
countEess et tneereical s resulits fier  Income
\plee(tlzl iy ciplefelefepicer gtifelen) cifer stigjoofisel o)V igle
esliimeaien resulisS e e GWAINEOIE  gheup; high-
Iflcarpieejfetio) siplelinlel festilisifeiglenyyogiek




CONCLUSION

& Defence burden amnd Income Ineguality. exert a
negative pressure on| the growth of economies acroess
the world. We frem our analysis, suggesi Ifi high
grewini IS the target of the govemment, Policies that
puUt seme limit ol defience’ expenditure and reduce
Income inegualiity: could e haipiul 1n minimising the

adverse affiects of these twor variables on econoemic
QreWILI:

& e resiltsief eurr Sitcy: aid not SUpPe!it Conveigece
2l i threelievels off analysis, e yeeiies|s ol poor
COURbITES CalCHInE P WIthNTCRICOURTESWaS e ecied
INMELE HEMBEEAGLSIGIeUR Gl CoURHES asWellt Se
EUIT resulisH dor nei SupRoer evenr e cenadinenal
COnVeraeice:
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