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Abstract of Dissertation

MILITARY SPENDING IN DEVELOPING COUNTRIES:
CHANGING CONTEXTS, BURDENS, ECONOMIES AND DATA SETS

By
Joseph G. Webster

Topically, this dissertation is about military spending, the economic
impacts of military spending, and the policy implications for developing countries.
This work begins with a review of relevant socio-economic theory. It summarizes
the literature on military spending, focusing on the quantitative studies conducted
between the mid-1970s and the present time. The state of knowledge at this point
is an unresolved debate between two schools of thought: the military as
modernizers and the opportunity cost perspective. The research question for this
work is: can we entrust our policy decisions to the results of these studies—to
either school of thought—based on the available data? A series of country profiles
reveals the potential for as much as 24% error in the military spending data.

The dissertation then systematically evaluates military burden rates as
reported by the U.S. Arms Control and Disarmament Agency and the Stockholm
International Peace Research Institute. Depending on how a researcher harvests
data from either ACDA or SIPRI publications, military burden rates may be
reported—Iiterally—as going up, or going down... A sensitivity analysis based on
an existing model reveals that previous results are extremely fragile (responsive to
as little as 5% error). In short, the data sets are not valid and reliable. This analysis
suggests that military service and military modernization cannot be dismissed in the

search for viable development options—not based on the available data.
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CHAPTER 1

MILITARY SPENDING IN DEVELOPING COUNTRIES:
CHANGING CONTEXTS, BURDENS, ECONOMIES
AND DATA SETS

INTRODUCTION:

For developing countries, the consequences of military spending may have

significant impact on the economic and social welfare of the nation. That statement
paraphrases the traditional hypothesis of the debate on military expenditures.
Military spending is expected to affect economic growth and social welfare. The
problem is that the direction of the effect—positive or negative—is not clearly
established. The impact may be beneficial; or, it might just as likely be very costly.
While a large body of literature exists and has addressed this subject across multiple
academic disciplines, no definitive answer or consensus exists on the overall effect.
Are military expenditures good or bad in the aggregate? Does defense spending
have a positive or negative impact on the welfare and development of a country?
The simple fact that developing countries spend money on national security

poses a number of difficult questions for planners and decision-makers. The most
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obvious issue is military necessity—based on the internal or external threats
perceived. In that case, the specific policy problem is to assess how much military
spending is appropriate to the threat. The most common criticism in this political
arena is that too much military spending or military force will corrupt political and
economic relationships rather than stabilize them. In a larger context, the issues
around military spending garner additional attention and potential criticism because
these expenditures for the military must vie with every other conceivable necessity
within the national economic capacity. Opportunity costs, basic benefits, spin-offs,
consequences—intended and unintended—all result from these dollars as they are

spent, and as their effects accumulate over time.

Statement of the Problem(s).
Two problems in this field of study are interrelated. First, the traditional

problem statement (as noted above) is whether or not military expenditures have a
negative or positive effect on the economic growth of developing countries. This
traditional hypothesis has been evaluated in depth through a variety of increasingly
sophisticated analytical methods. Unfortunately, researchers are becoming more
and more conscious of a second problem, that the data sets available are
qualitatively insufficient for the quantitative sophistication being applied.
Imperfections in the data (errors and biases discussed later) are substantial. They

may be implicating false results or hiding more subtle ones.'

'Tames H Lebovic, 1999, “Using Military Spending Data: The Complexity of Simple Inference,” Journal
of Peace Research 36-6: 2.
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Military expenditures may be affecting economic growth dramatically and
we don’t know it. Or, the data errors may be affecting even our basic

understanding of military spending.

Research Question.
The question today is direct and disturbing. Can we believe any of the

model results based on the currently available data? Or, in the vernacular, is it just
“garbage in, garbage out”? At a very basic level, the military expenditure—growth
debate needs to know just how sensitive our final understandings are to the data
errors. And, since the impact of these errors and biases is not fully understood, a

thorough sensitivity analysis of these data sets is required.

Purpose of the Study.
The goal of this study is to determine how military spending data can be

used to serve modest analytical objectives. In short, this dissertation represents a
return to the basics. The empirical work on both sides of this argument has varied
from basic time series analysis across many countries, through longitudinal studies
focused on one country, to in-depth case studies, to very sophisticated
simultaneous equation models of pooled cross-sectional data. But there is now and
always has been an “Achilles heel” to the entire effort. The data sets required for

these studies may contain serious problems.” Recent efforts in this field of study

? This dissertation focuses entirely on the military expenditure data. Without a doubt, the kinds of problems
listed later: methodologies for definitions and accounting, measurement errors and biases impact other
economic and demographic data associated with developing countries.
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have begun evaluating the data sets themselves in similarly sophisticated fashion.
This dissertation utilizes this new focus and consequent insight to address the
original question: is military spending good or bad for developing countries. But
the approach—a sensitivity analysis—is going in a different direction from the
current trend, away from the complex models, against the grain, back to the basics.
The problem is a sensitivity of the established models to data sets that are
themselves problematic and whose numbers and internal relationships are
changing over time. It is the premise of this research that these errors in the data
stream can be estimated and their impact on established models can be measured.
We can find points that are affecting the analyses, discover oddities or
explanations, including problematic country data. We would expect that periods of
great change represent substantial learning opportunities; but they may also
represent the opportunity for increased error as well. We will compare data from
different sources to determine the range of impact different spending estimates
create. All to establish how sensitive current findings are to the range of errors

documented in the available data.

POLICY IMPLICATIONS:

Why Is This Important?
Because, as Erich Weede puts it: “Economic growth in less developed

293

countries remains essential to overcome hunger and abject poverty.”” Regional

3 Erich Weede, 1986, “Rent-seeking, Military Participation, and Economic Performance in LDCs,”
Journal of Conflict Resolution 30: 291.
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goals for development (both GNP growth and “Human Capital Formation”) may
be responsive to policy intervention. People want to believe we can do something
to make life better... If so, the calculation of net costs and benefits of various
policy actions in developing countries, and in subsequent U.S. foreign policy
alternatives, provides the ability to estimate consequences—so that what we do the
right things.

And because, as yet, the relationship between military spending and
economic growth is unresolved. The impact of armament or disarmament on an
economy is not clear.

Lebovic says it this way: “Besides the simple guns-versus-butter trade-off,
economic theory does not unambiguously indicate whether a higher military
burden retards or promotes economic growth.” There are costs and benefits
(including a large number of economic and political relationships) that are quite
difficult to measure in total. On one side of the economic debate is the
“opportunity costs” argument that money spent on military capabilities competes
with and therefore diverts investment from better economic and socially beneficial
programs. Here are the costs of military spending most often cited: increased
taxation, a reduction in the civilian application of resources, personal sacrifice,
limited investment in infrastructure, reduced growth, and other such opportunity

costs.

4 James H. Lebovic, and Ashfaq Ishaq, 1987, "Military Burden, Security Needs, and Economic
Growth in the Middle East, Journal of Conflict Resolution 31.1 (Mar): 107.
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On the other side of the argument is the “modernization” school-of-thought
which ranks military expenditures as a positive force in promoting economic
development. Based on this model, military jobs and military pay may stimulate
aggregate demand, reduce idle productive capacity, and spur infrastructure
development like roads, airfields, seaports, and communication networks...

Sociological theories and studies present the same unresolved dilemma. On
one side of the debate, military socialization’s negative impacts include increased
inequality where favored groups hoard power and benefits and basic needs. Life
expectancy, mortality rates, education, etc., these are all vital measures of the
welfare of a society not directly evident from the standard economic indicators.
And the actions of a repressive military regime can be disastrous toward a fair
distribution of these opportunities. But there is another side to this argument too.
Military expenditures, and in particular military participation can provide
education and technical training to the poorest members of society (those who are
most likely to serve); it can promote political stability, create modern attitudes and
social skills, and elevate national loyalty...

Serious efforts to resolve this dichotomy theoretically and empirically have,
for the most part, attempted to disaggregate the various components of military
spending (military hardware and military manpower, for instance) or its potential

impacts even further—with varying degrees of success.
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RESEARCH METHODOLOGY:

This study effort is built in two parts, one qualitative and one quantitative.

Part 1 is designed to build a comprehensive understanding of the setting in
which military expenditure data and an extensive literature of analysis has operated
since as far back as the 18" century. In Chapter 3, we first discuss the
underpinnings of social and economic theory generated by an industrialized world
divided into developed and “developing” sectors. Chapter 4 provides a review of
the literature specific to the military expenditure debate—and the latter part of the
20™ century. Chapter 5 focuses this review directly on the literature and impact of
statistical analysis on military spending data, its availability and its problem
areas—both normatively and statistically. And, in Chapter 6, we specify a number
and variety of country profiles to fully explore the magnitude and diversity of
economic profiles, defense needs, military spending and potential impacts.

Part 2 is a series of quantitative studies that evaluate the magnitude of the
errors inherent in the military expenditure data by assessing both the data available
and the sensitivity of the models being used. In Chapter 7, we seek to understand
specifically the data sets available both from the U.S. Arms Control and
Disarmament Agency (ACDA) and the Stockholm International Peace Research
Institute (SIPRI) by reviewing these sources, their definitions, and their expected
errors.

In Chapter 8, we set out to fully understand the data elements through a

trend analysis. What is it that we think the data sets are telling us? We assess the
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trends, points of inflection and departure, direction, etc. and changes over time.
With key emphasis on the primary variable in this field of study (military burden),
simple graphs (histograms) are developed allowing the calculation of annual rates
of change, mean rates of change, and identification of significant divergence (in
either direction) from the mean.

Lebovic has constructed a “consecutive” view of the data published by both
ACDA and SIPRI. In brief, by publishing 10-year data on an annual basis, these
two sources “provide a first estimate for a given country and year, a second
estimate [the following year], and so on through a “last” estimate...”” Lebovic
argues that subsequent adjustments to each of the estimates over subsequent years
represent new and better information so that the “final” estimate is also the “best”
estimate. For a complete discussion of the two military expenditure data series and
this methodology see Appendix A. The analyses that follow in this study will be
conducted using 1%, 2™ and last (or “best”) estimates for the military expenditure
data from the two primary sources.

As a second step in the quantitative analysis, in Chapter 9, we re-build a
traditional model from this field of study and re-evaluate that model based on this

new consecutive view of the data and the distinctions inherent in using different

data series.

3 James H. Lebovic, 1998: 161-174.
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Finally, in Chapter 10, using a Monte Carlo model to insert a random
“error” in the military burden parameter, a sensitivity analysis is performed to
determine what levels of data error are required to alter the output of the model in
a statistically significant way. If the model findings become unstable, we might
make a clear determination as to the value of the entire debate as it now stands. If
the model results are stable and significant relationships unchanged, we can make
a much stronger, confident conclusion about the effects of military spending on the
developing countries.

The results of these analyses are then discussed in a chapter entitled
“Conclusions and Implications” and recommendations are offered for policy

action.

Selecting the Data Set
The data set for the second part of the research has been developed using

the best estimates for annual military expenditures as published by ACDA and
SIPRI. In essence, the model will be set up and run twice using different source

data each time. The variables for the model are defined on the next page:

MILITARY SPENDING/GDP: Military spending as a percentage of gross
domestic product or "military burden," in US dollars at constant year prices and
exchange rates. Data are available from ACDA volumes of the World Military
Expenditures and Arms Transfers (WMEAT), and World Armaments and
Disarmament Yearbook(s), (SIPRI Yearbooks).

CUMULATIVE MILITARY BURDEN: Military expenditures summed for
a defined period, from the WMEAT, and the SIPRI Yearbooks.
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MILITARY PARTICIPATION RATIOQ: Percentage of the population in
the military. Consideration of the relative size of the military makes for a rough
decomposition of the military budget that has provided previous studies with their
overall findings of the military effects on socioeconomic performance.

PRODUCT PER CAPITA: Real gross domestic product per capita in 199x
PPPSs, from the Human Development Report(s), UNDP. GDP per capita, is
routinely used as a control variable because typically it will be this measure of total
wealth that influences social welfare the most.

EXPORTS/GDP: The value of exports as a percentage of product.

MULTI-NATIONAL CORPORATION PENETRATION: Capital stock
controlled by foreign multinational corporations, divided by the square root of
population times total energy consumption. From Bornschier and Heintz, 1979.

DEBT DEPENDENCE: Total external public debt as percentage of product.

Additional variables like military rate of education, "national service" (to
1dentify how many people in the general populace were previously in the military),
domestic capital formation, nutrition (Calories, Protein), infant mortality rate,
literacy, etc. have all been evaluated to see how they affect the variables being
used for magnitude, significance, collinearity, etc. Table 2 (on page 44) provides
a look at the many variables used throughout this literature. The list of variables
included herein has been limited to those used in the original model selected below

for use in the sensitivity analysis.

10
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Selecting the Model
As noted previously, the empirical work on both sides of this argument has

varied from basic time series analysis across many countries, through longitudinal
studies focused on one country, to in-depth case studies, to very sophisticated
simultaneous equation models of pooled cross-sectional data. One model is
selected for demonstration purposes from the literature’s “classic” models in Table
1 on the next page.

For this dissertation, we will use the Bullock and Firebaugh model because
the effort is “doable” (able to be replicated) and because the focus of the model
was originally designed to disaggregate participation and expenditure effects. The
original model will be replicated, rerun and then evaluated based on the new data
sets and the “supposition of real error” generated by the Monte Carlo model.

EXPECTATIONS:
Although flawed (or imperfect) within the contextual political complexities

of the real world, the relationships behind the military expenditure and
participation data will be empirically evaluated to substantiate findings for or
against the traditional hypothesis in this field. Does defense spending have a

positive or negative impact on the welfare and development of a country?

11
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Table 1
Descriptions of the “Classic” Models

Authors

Descriptions

Benoit:

Benoit’s original model is a simple regression of economic
indicators (growth rates, foreign aid rates, investment...). Though
based on a sample size of 44 countries from 1950 through 1965, it
includes no military participation variable and has been widely
criticized as being overly simplistic.

Deger and Smith:

Deger and Smith develop a 3-equation model for data on 50 LDCs
using average figures (for milex, GDP, etc.) over the 1965-1973
period. An “oil dummy” is used for high balance-of-payment
countries and a “war dummy” is used for war economies (interstate
wars). This model does not include military participation in its
derivation of the 3 equations. This parameter might be added,
however, (and justified), and the other data used appears to be
replicable.

Bullock and
Firebaugh:

This is a repeatable, single equation panel model with variables
that are also replicable. Designed to disaggragate participation and
expenditure effects, economic and social indicators were used to
conclude that the military participation parameter is a robust and
positive indicator for economic growth while the routinely-found
negative effects were produced by the non-manpower component
of military expenditure. Used 66 countries and averaged military
expenditures over a five year period (1963-67), etc.

Lebovic and Ishaq:

Lebovic and Ishaq use a three equation model (OLS and 2SLS)
focused on the Middle Eastern countries. Assuming “reproducable”
data, this model provides a unique contribution in its assessment of a
security needs index but does not specifically focus on the
distinction between burden and military participation.

Dixon and Moon:

Dixon and Moon used data from 116 countries, over a five-year
period (1970-75) regressed against a social indicator: PQLL
Control variables included terms such as rightest norms, leftest
norms, adherance to democratic procedures... While this is a well-
known and often discussed study within the literature, it’s unique
variables make it difficult to reproduce and perhaps too narrow to
be substantial as the focus of this effort.

12
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The expectation of this research is that, by creating a reasonable estimate
for the error factors in our military expenditure data and then re-assessing these
impacts through an existing model and a sensitivity analysis, the fundamental
principles that are operable within the military/economic relationships of less
developed countries will be revealed. Or, conversely, we may determine that data
users are being confused by the magnitude of the errors in these data, that actual
spending changes, patterns and effects are“‘explained” more by the error factors
than by the known parameters.

As stated previously, the goal of this study is to determine how military
spending data can be used to serve modest analytical objectives. The higher goal
within this literature, to provide support for policy action of one kind or another—
by the developed countries and by the developing countries—is not to be forgotten.
However, we must know what the data sets are really telling us before we will

have any notion of what is to be done.

13

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



CHAPTER 2

THEORETICAL UNDERPINNINGS

The problem of development and policy is one of competing perspectives.
The two most prominent theories include the Liberal perspective leading to both
Keynesian and free market assumptions about development, and the Marxist
perspective which tends to focus on a class-level distinction between countries as
haves and have-nots. In either case, there is a general, “systematic” lineage among
the theoretical underpinnings of development: the governing idea is that the
condition of modern societies invariably results from a systematic progression
through economic stages.

Among the earliest of these sentiments, in the liberal perspective, is an
unshakeable confidence in the idea of progress: that human welfare is increasing
and will continue to do so. The basic belief goes something like this: progress is
not only possible, not only desirable and necessary, but also quintessentially
human and inevitable; and—even better—it is also subject to policy. A second

deeply-held tenet is that analysis leads to better policy. Thus, as Kenneth K.
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Kurihara puts it, “the analysis necessary to clarify what is cause and what is

% These two tenets allow us to

effect... must be made operationally significant.
address a conundrum in the liberal perspective—the basis for this dissertation.
Even in the general literature of the liberal debate, there is a difficulty in
establishing the engine of government as an outright basis for development. Thus
you have the “Keynesian” perspective for government investment versus the non-
interventionist and globalization-based prescriptions of recent IMF-induced
structural adjustments to decrease the size of the government sector in lesser
developed countries...

Robert Nesbit acknowledges the primacy of the idea of progress. “From
being one of the important ideas in the West it became the dominant idea, even
when one takes into account the rising importance of other ideas such as equality,
social justice, and popular sovereignty...”’” Javary confirms this proclamation and
makes the “necessary” connection to the interests of policy. “From the beginning
of this century, the idea of progress has in effect established itself in such a way
that in principle it is no longer contested by anyone and the only question that
remains to be pursued is that concerning the conditions in which it is realised

[sic].”®

® Kenneth K. Kurihara, 1956, Introduction to Keynsian Dynamics, (London: George Allen & Unwin
Ltd.), 198. :

7 Robert Nisbit, 1980, “History of the Idea of Progress,” (New York: Basic Books, Inc.), 171. See
also Sidney Pollard, “The Idea of Progess,” and C. Owen Paepke, “The Evolution of Progress.”

® A. Javary, “De 1’Ideé de Progrés, 1851, in Morris Ginsberg, 1973, The Idea of Progress: A
Revaluation (Westport, CT: Greenwood Press), 1.
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Whether we are discussing the impacts of Darwin’s theory of natural
selection or Adam Smith’s economics, Marxism’s theory of economic progress
from feudal societies to “bourgeois capitalism” to socialism and communism, or
Spencer’s sociology; natural, scientific, and human forces are more and more and
better understood as the drive behind this persistent and consistent and compelling
surge toward progress.” Throughout the 19th and 20th centuries, the philosophical
belief in progress is turned in a thousand directions, but, for the purpose of this
dissertation, the highlight is placed frequently on the enormous gains in
productivity, in standards of living and health in the industrialized world. From
there, the obvious distinction is made between these successful economies in the
“First World” and political systems of what was originally called the “Third
World.” With that distinction prevalent, one branch of this literature is dedicated to
the search for the causes of underdevelopment.'® A second branch, searching for
ways to improve the overall welfare of what we now know as developing countries,
is another treasure trove of academic literature, leading to, as Reitsma says, “the
‘overdeveloped” world’s urgently needed awareness of, concern for, and insight

911

into underdevelopment...” " This is the “developmentalist” view, which results

? See Robert Nesbit, “History of the Idea of Progress,” or Sidney Pollard, “The Idea of Progess,” or C.
Owen Paepke, “The Evolution of Progress”... among many others.

' It can also be noted that the theoretical literature, beginning with the surge-of-progress-theories and
the “fingerpointing” in different directions as to the cause of underdevelopment covers a timeframe
beginning as early as the Victorian era. The predominance of economic development literature—and direct
quantitative analysis—occurs in the 1950s, 60s and 70s. The discussion that follows in Chapter 4, begins
with the 1970s, and attempts to establish the causal relationships that would prove or disprove these
theories—in direct relation to the relationship between military spending and economic growth.

! Hendrik-Jan A. Reitsma, 1982“Geography and Dependency: A Rejoinder.” The Professional
Geographer. 34.3 (August), 340.
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from this keen awareness of underdevelopment: to look at the Third World based
on First World models. Admittedly a western point of view, this notion presumes
that pre-industrial countries are backwards and need to catch up, to “be like us.”

Likewise, there is a long-term historical connection between the
development of capitalist markets and liberal-democratic forms of government.
“Capitalism and political democracy developed side by side in Europe and North
America and this same process was expected to occur in the “Third World.”"?

One general observation is then surmised from the many combinations of
causes and effects and expectations that are pronounced across this literature. This
observation is stated succinctly by Robert Nisbit who says during these early days
of development theory, “There was [a] very close affinity between faith in
progress and faith in what today we call economic growth.”"> So, to develop the
underdeveloped world, “we,” the west, first turned to economic growth as a
prescription for success and we, in this dissertation, will first turn, below, to
discussing the theories behind the economic growth arguments. As James
Midgley puts it, “Economics has undoubtedly taken the lead in establishing
theories and prescriptions for development, but other social science disciplines
have contributed also... Although many of these theories are intended to be

analytical rather than normative, they generally have policy implications.”"

"> Nan Wiegersma and Joseph E. Medley, 2000, US Economic Development Policies Towards the
Pacific Rim: Successes and Failures of US Aid (New York: St. Martin’s Press, Inc.), 2.

" Nesbit, 1980, 177.

' James Midgley, 1984, “Social Welfare Implications of Development Paradigms.” Social Service
Review (June), 181.
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ECONOMIC THEORY

Starting with the idea that progress equals economic growth... The

argument for economic growth sounds very similar to the idyllic vision of
progress. W. Arthur Lewis says, “The advantage of economic growth is not that
wealth increases happiness, but that it increases the range of human choice.” It
provides the opportunity of “living without fear of what the future may bring.”
Economic growth gives man greater control of his environment. Economic
growth enables man to escape from servitude to the forces of nature. “Improved
techniques [in farming] yield more abundant and more varied food for less labour.
Famine is banished, the infant mortality rate falls from 300 to 30 per
thousand; the death rate from 40 to 10 per thousand. Cholera, smallpox, malaria,
hookworm, yellow fever, plague, leprosy and tuberculosis disappear altogether...”
Life is freed from some of nature’s menaces. Economic growth permits us to have
more services. “Many of the ‘higher’ activities which philosophers value—art,
music, the study of philosophy itself—are in a sense a luxury which society can
afford to develop only as economic growth permits.” And women benefit from
these changes more than men..."

Without getting into all the details of the economic theory, the dynamic
before us—and from a macro-economic viewpoint for this discussion —includes

the idea of capital accumulation for the purpose of developing available and

B W. Arthur Lewis, 1955, The Theory of Economic Growth (London: George Allen & Unwin Ltd.),
420-422.
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oftentimes hidden resources in developing countries... But there is a discrepancy
between the required and the actual savings ratios necessary for this to occur
“indigenously” in a developing country. This realistic discrepancy leads to the
need for external capital.

At this point we will avoid the normative discussion about economic
imperialism and profit motives (because that discussion follows later in this
chapter), but the investment of external capital does come with some expectations.
One expectation, from the development perspective, is a required rate of growth
of output necessary to keep a growing population with an increasing productivity
of labour fully employed. So far, this much of the economic prescription results
in economic growth to the extent that superfluous labor, such as is applied to
inefficient agricultural production, can be utilized in capital-goods industries
proper... And finally, for developing countries, a general atmosphere of
inflationary buoyancy has been considered necessary to stimulate capital
formation... also indicating a problem in demand as well as supply...'°

For the purposes of this dissertation it is now sufficient to make what is
otherwise a giant leap through the economic literature. Focusing on the demand
issue or the demand “side of the equation” we can then jump all the way to a
discussion of Keynesian economics, the primary economic argument in the first

wave of developmental policy actions.

' For one “rescitation” of developmentalist economics, see Kenneth K. Kurihara, Introduction to
Keynsian Dynamics, 1956, 198-219.
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The policy side of Keynesian economics is to create demand pull in the
economy, stimulated by government spending. The economic basis for this claim
begins with Keyne’s theory of the marginal efficiency of capital. Given that there
is a marginal efficiency of capital, consumption must increase at an increasing
rate. If consumption doesn’t increase at an increasing rate, investment will fall. If
investment falls, GNP falls. So, for GNP to go in the more preferred direction,
this marginal rate of consumption must always increase. And one way to assure
this is by government intervention to spend. This intervention, along with the
multiplier effects of secondary spending can produce a powerful upward
movement of income. The simplified equation that follows shows at a macro level

how this scenario might be enacted as policy.

17,

ex poste I = Investment

I+G+X=S+T,+M G = government spending
X = exports
S = savings

, T, =Taxes
ex ante (what’s expected) M = Imports
I+ G+ X doesnothavetoequal S+ T, + M

If we increase this side (for instance G or the military component of G) and hold
S + Ty + M constant, GNP will increase. In other words, to get income or product

to increase so that marginal consumption is always increasing, you must increase

the left side of the equation. (On the opposite side of the discussion, to reduce

" Note: GNP is ex poste... It does not predict but measures after the fact. This equation demonstrates
two ways to measuring the value of products produced or income received for them, in equilibrium.
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income, or product, we might impose a tax, raise interest rates or decrease
government spending...) This “collective consumption” by the government
creates demand pull, economic growth, and, in the terms of development, a
positive outcome. For the numerous discussions that follow in later chapters,
particularly in relation to military spending, the debate comes down to a very basic
dispute. On one side of the argument is the tenet that intervention will create
growth. On the other side is a similarly basic and classic economic tenet called
opportunity costs.

To apply a very simple definition: the concept of opportunity costs is
simply that where resources are scarce the expenditure of resources in one
direction (or sector of an economy) is thought of as an “opportunity cost” for all
alternatives. Basic usage in relation to the development arguments regarding
military expenditure is that money spent on defense is not (by definition) spent on
other necessary and more relevant (by normative assessment) investments. To this
add the additional normative judgment that this therefore represents a

misallocation of resources.

The diagram that follows provides a simple utilities possibility frontier that

enables a better specification of this concept.
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Figure 1: Diagramming Opportunity Costs

Public
Goods and
Services

Private Goods and Services

The concept of opportunity costs assumes a “full use of the resource” or full
employment. In the diagram, moving from X to X; does not have any
opportunity cost—just a utilization of unemployed resources. Moving from C to
X, displays the opportunity cost explicitly. There is economic loss in the private
goods and services sector to “pay for” the increase in public sector expenditures,
for instance military expenditures. Finally, the movement from X to C shows the
possibility that both public and private sectors are expanding, if resources are
originally underutilized.

These two perspectives—intervention economics versus opportunity
costs—are dominant in the literature of development and summarize explicitly the
debate over military expenditures. However, a number of other economic terms
should also be discussed, and they do play a role in forthcoming discussions.

Crowding out is a term used in relation to government borrowing. In
short, deficit financing by the government in an economic environment of scarce

resources has the potential to “crowd out” private borrowing and investment. An
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increase in government borrowing may mean lower (or no) private borrowing —
thus creating the opportunity cost scenario.

The Underconsumptionist View regards military expenditure as a major
factor in maintaining demand and ensuring high levels of employment. This view
assumes that excess productive capacity and excess labor exist and would
otherwise go unused. By employing resources in the military sector (across a
large potential of sectors like research and development, production of military
equipment, construction of infrastructure and personnel wages) a demand pull is
created throughout the rest of the economy.'® A key part of this argument is that
military spending as opposed to other types of public spending does not
necessarily compete directly with other methods of production in either capital or
consumer goods. To that effect, it can represent additional economic activity not
otherwise present—a Keynesian perspective.

Finally, the concept of a Foreign Repercussion Effect states simply that
income in one country’s economy will affect income in other countries (or may
affect them). Economies are not closed. They interact. If income in country “A”
increases or decreases, there will be a change in related economies. In the world
of developmental economics, in the regions of the world where underdevelopment
is most prevalent, this concept points to a need for regional analysis and policies to
understand the interaction of capital and labor across sectors of the economies and

even national frontiers.

'® See Massimo Pivetti, 1992, “Military spending as a burden of growth: an ‘underconsumptionist’
critique.”
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All for the goal of increasing GNP.

Development Vs. Growth
But after many years of policies and programs designed to increase GNP in

the underdeveloped parts of the world, it began to occur to analysts and others that
perhaps GNP wasn’t the only indicator for progress. Many noted that GNP might
in fact be increasing while poverty in certain areas was also actually increasing.
One of the major criticisms of the economic growth discussion appearing at
this time is that the many implications and indications of progress were all
“limited” to a measurement in terms of dollar value—which, it was hypothesized,
may or may not equal the “true” social value of development. Originally, the GNP
indicator looked like a good way to measure both growth and development. But,
as we will see in the next few pages, economic growth—or the focus of policy on
economic growth—has also been criticized for being something less than virtuous
as an end in itself. W. Arthur Lewis provides this one example: the economic
model creates a social system “based upon contract and upon equality of
opportunity; with a high level of vertical social mobility.” To the western mind,
that kind of social system looks pretty good. But this social type of development
also is equally associated with the “disappearance of extended family and joint
family relationships, with a decline in tribal bonds and the reduced recognition

generally of the [preexisting] claims of social groups.” And the reliance on policy
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and reason in developing economic well-being also is associated with a decline in
the acceptance of tribal or religious authority."

A transition begins to creep through the development literature and it is
very succinctly described by C. Owen Paepke’s subtitle to his text on The
Evolution of Progress: The End of Economic Growth and the Beginning of
Human Transformation.”®

Later levels of sophistication indicated that growth and development could
in fact be completely different things, based on the distribution of resources. To
restate this idea explicitly, the idea is that a more advanced society—one that is
“developed”—has less inequality than one that is not developed. When this idea
takes hold and analysts look at underdeveloped countries they begin to theorize
about “dual societies” (discussed in detail in the next section) and they begin to
focus on the most underdeveloped portions of the indigenous cultures. This
change in focus leads to a still-ongoing debate between advocates for
comprehensive development and those focused more on very basic needs.*!

From the basic needs perspective, development measurement isn’t just
about dollars and cents. Measurements include literacy rates, education levels,
health indicators (like vaccination rates or expectancy of life at birth). Inequality

is measured in a large variety of ways (one is to compare income “share” in the

W, Arthur Lewis, 1955, The Theory of Economic Growth, 425-427.

20.C. Owen Paepke, 1993, The Evolution of Progress: The End of Economic Growth and the
Beginning of Human Transformation (New York: Random House), Title page.

*! See Sidney Dell, 1991, International Development Policies (Durham, NC: Duke University).
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top 20% versus the bottom 20%; another is to compare that top 20% to the bottom
half of the population). Poverty is another method used, measured either as the
number of people in a population whose income is below the figure designated as
absolutely necessary for survival, or in relative terms such as measuring the
percentage of people with an income below one-half of the median income.

Composite measures followed, like the Human Development Index.

H = Health
HDI=13H+13E+13Y E = Education

Y =Income

The overall point being that development welfare (this new look at the
progress of humankind) was at least as important as economic growth; that the
goal for development policy was truly a complex function of income and these
many other things: health and education, equality and inequality, and basic levels
of subsistence.

Two points should be made here, to correlate all of this discussion back to
the purposes of this dissertation. The first is that a variety of theories were
postulated to describe the causes and effects that researchers discovered as they
delved further into the social development arena as opposed to the area of study
focused explicitly on economic growth. Policies, of course, follow from these
theoretical perspectives (including such things as minimum wage laws, subsidies
to promote certain sectors of an economy—including the military sector—targeted
transfers like school lunch programs, progressive income taxes, land redistribution

and the building of both human and capital assets). All of these kinds of policies
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require capital and represent the potential for opportunity costs in relation to
military spending that would also occur in a developing country.

The second point is that all of the research, all of the analysis, all the
relationships of cause and effect that are proclaimed and debated are dependent on
the quality of data available. Three genres of development literature ensue. The
first (and the discussion that follows immediately) deals with the various theories
of causes and effects for the observed levels of growth and development in the
“Third World.” The second branch of literature might be called “applied
development,” looking at very specific academic sectors like health, or education
or women’s rights... and including a category for military expenditure itself.
Chapter 4 of this dissertation moves to the direct discussion of the military
expenditure literature—only. The third area of this literature is subject to a
prevalence of the data issues themselves, a sort of introspective review of data and
methods being used. Part 2 of this dissertation takes on the data issue directly—
for military expenditure data. (And explicitly begs the question regarding data

from other economic sectors.)

SOCIO-ECONOMIC THEORY (and Geography)
The first or primary theory, aligned with the idea of progress was the

“traditional” modernization school of thought. The modernization theory
basically uses the development of the industrial nations as the model for political
and economic modernization of all nations. The model assumed a primarily linear

progression through stages, culminating in advanced industrialized and capitalistic
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societies.”> Central to this model were institutions (like the military) that were
capable of shaping individual values, organizations and society in general toward
modernistic attitudes, ultimately affecting the means of production directly.” In
short, modernizationists—liberals—see lesser-developed countries as victim to
their own primitive or archaic socioeconomic systems. The key to “progress,” is
primarily through economic intervention.** But, human capital development does
become an important part of this kind of development policy. Education, for
instance, can be stimulated to “cultivate the types of attitudes, aspirations and
values” that become key to an industrialized economy.” So, one “strand” of the
modernizationists draws on the economic principles of growth theory (Keynsian in
nature) and predicts that development is initiated and sustained by investments in
infrastructure and modern industrial technologies. While, from the sociological
perspective, researchers foresee the need to restrict “traditional” habits in favor of
functional modern social structures which would educate the native populations
toward liberal democratic institutions and similarly independent individual

behavior.

22 W.W. Rostow, 1960, The Stages of Economic Development, in Nahema Babin, 1990, "Military
Expenditures and Education: Allies or Adversaries in the Third World Development," Journal of Political
and Military Sociology 18:2 (Winter): 269-270.

2 Alex Inkeles and David H. Smith, 1974, in Nahema Babin, 1990, "Military Expenditures and
Education: Allies or Adversaries in the Third World Development,”270.

** See both James Midgley, 1984, “Social Welfare Implications of Development Paradigms™ and
Nehema Babin, 1990. "Military Expenditures and Education: Allies or Adversaries in the Third World
Development."

2 Glenn Firebaugh, 1992, “Can the Third World Afford Guns and Butter?” The USA Today
(November), 53.
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Strangely similar to the modernization school is the “traditional” Marxist
approach which believed that the straight path to progress necessarily included a
capitalistic model prior to achieving the fuller benefits of socialism. To a large
degree, “The policy implications of the classical Marxian school are paradoxically
similar to those of the modernization theorists who regard the emergence of a
dynamic urban, industrial sector in a free-market economy as an essential
component of progress.””® Stalin stated simply that no such “skipping of
necessary historical stages” was possible.”’

There is, however, one element of the Marxist theory which works as the
seed-thought for a divergence in the followers of these two theories. The Marxist
idea that the capitalist is exploiting the laboring class grows large in the
development context. The Dictionary of Marxist Thought notes this exploitative
relationship in this regard because capitalistic investment in the developing world
is initially placed in plantations and extractive industries, or to take advantage of
cheap labour [sic] in the “colonies.”®® According to the liberal perspective,
international intervention and local government spending (to include the military
sector) are seen as valid policy formulas for development. On the other hand,
“The objectives and mechanisms [of capitalism] were essentially economic—

1 9929

direct political control was not [considered} essentia Meaning, Marxists

6 Midgely, 1984, 192.

7 Larry R. Ford, 1982, “Beware of New Geographies,” The Professional Geographer 34:3 (August), 334.

By Dictionary of Marxist Thought,” 1983, Tom Bottomore, et al, ed., (Cambridge, Massachusetts:
Harvard Univ), 82.

# «4 Dictionary of Marxist Thought,” 1983, 81.
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expected this progression of stages to occur naturally. Specific social policies
were not required to prime the pump for development. So the policies of the
industrialized countries, with regard to developing countries, were seen as
exploitative.

Another model that became popular beginning in the 1950s (and which we
mentioned earlier in the chapter) is termed Dual theory. Inequalities of income
and differences in culture are evident in the developing countries. According to
dual theory, this is due to very clearly delineated dual economies: one that is
modern and capitalistic in the “metropolitan” areas and another that is backward,
subsistence-based or even feudal in the isolated areas of the underdeveloped
country.”® Capitalism affects only the “metropolitan” regions of the developing
world. One economic and cultural level of development exists there and yet there
are still other areas of the underdeveloped countries subsisting primarily on their
traditional ways of life that remain backward, economically weak and in need of
progressive regeneration. Dual theory leads to policy decisions that foreclose
traditional ways of life like subsistence farming and share-cropping in favor of
modernistic enterprises, to bring (or even force) the subsistence portions of an
underdeveloped country toward the modern sector. Even Alvin Toffler, in a

completely different focus of discussion, notes that while

30 See Julius H. Boeke, Economics and Economic Policy of Dual Societies, Benjamin Higgins, “The
Dualistic Theory of Underveloped Areas,” Economic Development and Cultural Change 4 (January 1956):
99-115, or Hans Singer, “Dualism Revisited: A New Approach to the Problems of Dual Society in
Developing Countries,” Journal of Development Studies 7 (October 1970): 60-69
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we may romanticize the traditional ways of life and the handmade works of the
traditional artisans, the quality of life in the agrarian world was not to be aspired
to. Toffler claims that these “supposedly lovely rural communities were (are), in
fact, cesspools of malnutrition, disease, poverty, homelessness and tyranny, with
people helpless against hunger, cold, and the whips of their landlords and
masters.”"
One final model to be discussed here is the Dependency theory (or
NeoMarxism). Reduced simply, dependency theory means “capitalism is to
blame...from the perspective of international capitalist exploitation.”32
Dependency theory is NeoMarxist because it stems from the Marxist tradition but
actually strays from the dogmatic perspective that capitalism is in fact the greatest
(and necessary) level of development so far. Dependency theory does not give
this kind of credit to capitalism as a necessary, progressive stage in development
but sees the capitalist stage as deliberately exploitative. While the capitalist
countries—the First World—may benefit from this relationship, the developing
countries are actually handicapped by it. Dependency theory claims that both
parts of the “dual theory” are the direct result of the “historical development of the
capitalist system.” Or, as Andre Gunder Frank coined the term “The Development

533

of Underdevelopment.””” Lesser-developed countries are in a disadvantageous

*! Alvin Toffler, 1980, The Third Wave (New York: Bantam), 119.
> Midgely, 1984, 182.
3% Andre Gunder Frank, 1966, “The Development of Underdevelopment,” Monthly Review, September.
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position, based on the earlier subjugated position of colonial relationships, ...that
the persistence of 3™ world poverty is not accidental, that somebody makes or
keeps poor people poor and that Northern affluence and Southern poverty are just
two sides of the same coin.** Economic colonialism persists long after the
colonial occupation has been removed.

In this model the less developed countries are “dependent” on an economic
relationship with a previous colonial master (either for trade or aid) and they are
operating economically in this relationship based on artificial price structures that
were originally dictated by the balance of strength between these two countries,
not by economic value.”> The most negative critics are concerned that an
imperialistic goal—by a first world nation or by an international corporation—is
still responsible for extending power and influence over the weaker economy
explicitly to reap additional benefits for the master of this relationship.”® Tenet #1
of the dependency theory is “The development of the national and other
subordinate metropoles is limited by their satellite status” to the colonial master.
#2, “The satellites experience their greatest economic development and especially
their most classically capitalist industrial development if and when their ties to

their metropolis are weakest.””’ The example most often noted is Japan.

* Eric Weede, 1996, Economic Development, Social Order, and World Politics (Boulder, CO: Lynne
Rienner Publishers, Inc.), 65.

3% See Alvin Toffler, The Third Wave, 86-93.

*¢ A.G. Frank, 1969, Capitalism and Underdevelopment in Latin America, New Your: Modern Reader
Paperbacks. As quoted in The Blackwell Encyclopeaiedia of Political Thought, 1987, David Miller, ed. 238.

%" Andre Gunder Frank, 1966, “The Development of Underdevelopment,” 9-10.
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Application of this school of thinking to the military expenditures debate is
tilted predominately to the effect of large imports of military technology, followed
by a dependency on imported logistics and maintenance and training and
continual, follow-on expenditures to support or upgrade that technology.

A FINAL DEFINITION
Before concluding this portion of the dissertation, at least one theoretical

perspective on military spending or National Security is also appropriate. It is
appropriate to make clear the concept of national security for its original intent, to
secure and defend territory, to protect populations and the mechanisms of
economic transaction—not “just” as a policy lever for growth or development (or
both). A broad, theoretical definition is offered by Bruce Arlinghaus. National
security is the political-military component of protecting territorial integrity and
national sovereignty, and the economic component of promoting vital national
interests and material well-being.”® From this perspective, security or defense is
not only necessary as a precondition for economic development, it 1s also a vital
prerequisite for the continued existence of many lesser developed countries.*
With that perspective of the military component of national security in
mind, and based on the economic and other theoretical positions for economic
growth and development discussed herein, a vast number of scholars across a large
variety of academic interests have attempted to determine the impact of military

expenditures on growth—economic growth first, and then on the plethora of other
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indicators for social and economic development. As we will discuss in the
following chapters, the role of the military in development depends on the unique
characteristics of countries and regions; the conditions in which military spending
occurs—including conflict or perceived threats; and the types of spending that

occurs, whether for personnel and training or for hi-tech military imports.

% Bruce Arlinghaus, 1984, “Social Versus Military Development: Positive and Normative Dimensions.” in
Arms Production in Developing Countries, James Everett Katz, ed. (Lexington, MA: Lexington Books), 40.
* Bruce Arlinghaus, 1984, 42.
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CHAPTER 3

A REVIEVW OF THE LITERATURE ON MILITARY
EXPENDITURES AND DEVELOPMENT IN LESS
DEVELOPED COUNTRIES

BACKGROUND:

Purely theoretical perspectives disagree with each other and provide no

final resolution to the disagreement over costs and benefits created by military
spending. Theorists in the 1960s and 70s suggested that military spending by a
developing country, particularly in the form of military participation, would
provide economic benefits and modernizing effects to a country: nation building
and "individual acculturation” (according to Pye 1964).%° Economically, the
benefits would include national stability, international security, and technological
spin-off; it would stimulate aggregate demand, reduce idle productive capacity,
and spur infrastructure development. From a sociological perspective, military
spending would provide education and technical training, promote political

diversification, and create modern attitudes and social skills like these listed by
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Emile Benoit: maturity, discipline, recognizing and interacting with authority,
following and transmitting precise instructions, living and working by the clock,
noticing and reading signs, spending and saving money, using transportation,
learning to drive a car, working with and repairing machinery, becoming
interested in national and international news.*' Finally, since recruits or conscripts
would come disproportionately from the lower classes, these effects would also
then be disseminated to the people who needed them most.

On the other hand, classical economics clearly argues that direct, private
investments are more efficient than the investment component of military
spending. "The provision of defence by any one country represents an economic
(or 'opportunity') cost to that country, in that resources so expended cannot then be
made available for the production of other commodities."* These costs represent
an "Investment Effect,” namely: "the diversion into defense uses of resources that
would otherwise have gone into investment."* In this way, the allocation of
resources to defense involves individual and collective denial for the taxpayers.
Citizens pay the taxes and forego investments and other items they might
otherwise prefer, and the pattern of distribution (and re-distribution) of resources

may or may not be quite fair or equitable.

“L. Pye, 1986, "Armies in the process of political modernization," in The Military and Society in Latin
America. Noted by William J. Dixon, and Bruce E. Moon, "The Military Burden and Basic Human
Needs," Journal of Conflict Resolution, 30.4 (December), 663.

“IEmile Benoit, 1973, Defense and Economic Growth in Developing Countries (Lexington, MA:
Lexington Books), 17.

“>David K. Whynes, 1979, The Economics of Third World Military Expenditure, (Austin, TX:
University of Texas Press), 6.

* Emile Benoit, 1973, 8.
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This “classical” economic argument also maintains that the allocation of
resources to defense creates pressure on the federal tax base, limiting finances for
nonmilitary programs like health services, education, and infrastructure; and
therefore limiting growth of the private sector as well. Similarly, high federal
taxes then limit local budgets for programs, services, facilities and infrastructure in
the same way.

These two purely theoretical perspectives—of the modernization school
and the opportunity cost literature—disagree with each other and provide no final
resolution to the disagreement. For instance, "The claim that an expanding
military utilizes idle manufacturing resources presumes that such resources are in

fact lying idle."**

Likewise, the claim that military spending reduces civilian
investment presumes that civilian investment would otherwise occur. The
modernizers’claims for dual-use infrastructure, financed and provided by military
spending, depend on whether or not such airfields, or hospitals, or roads, or
communication systems are really shared. And military loyalties may either
enhance national stability and diversification or create elite factionalism and
repression.

The proof is in the pudding (or should be). The problem here is that

individual case studies may answer these questions specifically but individual case

studies rarely provide a general policy model for other developing countries.

%4 Brad Bullock and Glenn Firebaugh, 1990, "Guns and Butter? The Effect of Military on Economic and
Social Development in the Third World," Journal of Political and Military Sociology 18:2 (Winter), 234.
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Cross-national studies were deemed necessary to resolve the debate. But after
many years of research, neither empirical studies nor other comparative research
have resolved this theoretical disparity; providing, instead, mixed conclusions

about the net costs or benefits of military spending.

Early Evidence:
The seminal work in this field was accomplished by Emile Benoit in 1973.

Using a sample of 44 developing countries, Benoit found, in his words, "Countries
with a heavy defence [sic] burden had the most rapid rate of growth, and those
with the lowest defence burden tended to show the lowest growth rates."*> He also
concluded that defense spending caused growth, not the other way around. For
Benoit, the key item in the discussion of these results is that, for LDCs, money not
spent on defense does not necessarily end up in other or better investments. So the
assumed opportunity costs of military spending are less than would otherwise be
expected.

A number of studies attempted to verify Benoit's with varying results.
Whynes in 1979 found that military expenditure works to promote economic
growth via resource mobilization and increases in aggregate demand. Weede and
Tiefenbach duplicated Benoit's findings in 1981 while Lim, in 1983, used Benoit's

data to support negative findings.

* Emile Benoit, 1978, "Growth and defence in developing countries," Economic Development and
Cultural Change, 26 (Jan), 271.
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Some critics objected to Benoit's "functional specification of the analytic
model."*® Others, like Saadet Deger of the Stockholm International Peace
Research Institute (SIPRI) argued that Benoit's idea that "'productive investment'
may not be that productive after all. . . does not establish the fact that defence is
productive, only that the alternatives are not necessarily s0."*" Her own statistical
research concludes that, "Overall the effect of military expenditures will be
negative; it will depress or reduce the potential increase in resources and erode
away the savings base of the economy."*®

Also in 1983, Leontief and Duchin published the results of a "World
Model" that conclude,

For each dollar of reduced military spending. . . it is the

poorest of the less-developed regions. . . whose GDP and per

capita consumption increase the most. . . [Likewise] it is the

poorest of the less-developed regions whose GDP and personal

consumption fall the most. . . for each dollar of increased military
spending. [Emphasis in original]*’

But in 1986, Dixon and Moon, while starting with the hypothesis that there

would be a distinction between the development success of civilian regimes and

* Steve Chan, 1985, "The Impact of Defense Spending on Economic Performance: A Survey of
Evidence and Problems," Orbis (Summer), 412.

47 Saadet Deger, 1986, Military Expenditure in Third World Countries: The Economic Effects (Boston:
Routledge & Kegan Paul), 188.

“® Deger, 1986, 190.

* Wassily Leontief and Faye Duchin, 1983, Military Spending: Facts and Figures, Worldwide
Implications and Future Outlook, (New York: Oxford Univ), 42, 51. Note: while Leontief is considered
the expert on such large computer models, the models themselves have largely fallen out of favor for two
reasons: they are totally dependent on the assumptions input (in this case Leontief assumes that as military
spending comes down, other aid will also go up—it is no wonder GDP increases!), and, from a policy
perspective, decision makers could not understand enough of the model to trust its implications. This
discussion is detailed in Levitan and Wurzburg, Evaluating Federal Social Programs: An Uncertain Art.
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military ones, discovered their results indicated otherwise, with "reasonable
certainty [that] overzealous military spending is not [my emphasis] systematically
responsible for the deleterious effects that distinguish regimes on the right."*°
Their results did show that military spending does have a negative effect on
economic growth but these results were not statistically significant within the
confidence levels of their model. Eventually, Dixon and Moon and a host of
others—Lebovic and Ishaq (1987), Bullock and Firebaugh (1990), Kick and
Nasser (1990)—all showed that military spending does have a negative effect
(although with varying degrees of statistical significance.)

Additional studies attempted to disaggregate economic effects of, for
instance, arms procurement, arms imports, and dependency and debt with varying
results (though mostly specifying negative effects). Then, just as the literature
began to agree that military spending did cause negative economic impacts,
Nehema Babin reported, in 1989, that the positive effects of defense expenditures
on economic growth may emerge only over the relatively longer term.”' But the
long-term studies had not been done. So Steve Chan gets the last word in this
discussion, to this point, from his 1985 article "The Impact of Defense Spending
on Economic Performance: A Survey of Evidence and Problems." The last word

is the meaningful one, and the emphasis is on “evidence” and "problems."

% William J. Dixon and Bruce E. Moon, 1986, "The Military Burden and Basic Human Needs,"
Journal of Conflict Resolution, 30.4 (Dec), 674.

> Babin, Nahema. 1990. "Military Expenditures and Education: Allies or Adversaries in the Third
World Development.” Journal of Political and Military Sociology 18:2 (Winter): 268-283.
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Social Impacts:
During the same timeframe, a somewhat different body of research has

been analyzing the social effects of military spending (instead of the purely
"economic" effects). The basic “point of order” for this literature is that using
economic growth as the determining measure of welfare can be very deceptive.
Inequality and basic needs across a population are not necessarily associated with
GNP growth. Life expectancy, mortality rates, education, these are all vital
measures of the welfare of a society not directly evident from the standard
economic indicators. And the logical extension is that these (and many other
social indicators) can all be affected by military spending.

The “basic needs approach” argued that development can be better
measured in terms of “social output” rather than “economic output.” > But the
sociological literature includes a debate that is very similar to the economic
arguments between modernizationists and those who place their theoretical beliefs
in the opportunity cost camp. Sociologists focused their research on a whole host
of variables other than GNP. But at least two theoretical approaches have been
dominant in the literature.” One side of the argument focused on modernization
perspectives within a framework of psychological attitudes in developing nations

and a continuum of development from “traditionalism” to “modernization.” On

52 Bruce London, and Bruce A. Williams, 1988, “Multinational Corporate Penetration, Protest, and
Basic Needs Provision in Non-core Nations: A Cross-national Analysis,” Social Forces 66, 748. It should
be noted: this is not to presume that economists overlook these issues. Economists were perhaps the first
to include data on education, health and inequality in their formulas. In fact, London and Williams make
the claim that the “basic needs” approach originated with development economists.
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the other hand, “World system/dependency theories... argue that continued
interaction with core industrial nations only produces further economic and social
distortion [in underdeveloped countries] and continuing poverty and misery”>*

In the early sixties, Halpern, Levy and Pye supported the former set of
arguments. They all argued that the modernizing affects of military spending
would naturally accrue to the poor (the rank and file of the military) and could
result in the dissemination of a “relatively progressive political viewpoint, neither
pervasively conservative nor tied to the upper classes.”> Weede and Tiefenbach
in 1981 and Weede (1986) also identify military participation as a positive factor
in reducing income inequality. In 1986, Kick and Sharda reported that increases
in military participation related to an increase in secondary education.

In parallel to the “opportunity cost” literature in economics (with the view
that military spending has negative impacts overall), is the “dependencia” concern
that militarism in LDCs will create elitism, factionalism, repressiveness and
instability. Mary Kaldor puts it this way, “Military expenditure is paid for largely
out of surplus product generated in the countryside... but it is spent in the

metropolis...””® And, based on this perspective, it maintains and perhaps

exacerbates inequality.

>3 Numerous theoretical definitions are applicable here including modernization theory, developmental
theory, dependency theory and diffisionism. I am summarizing these specific arguments in brief because
their many distinctions are not relevant to the primary hypothesis of this dissertation research.

> Nolan, Patrick D, 1983, “Status in the World Economy and National Structure and Development.”
International Journal of Comparative Sociology, 24, 110

% Dixon and Moon, 1986, 663.

%6 Mary Kaldor, 1978, “The Military in Third World Development,” In R. Jolly, ed. Disarmament and
World Development (New York: Praeger), 71.
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Table 2, below, gives an indication of the many studies and the relative

equilibrium in their numbers, for and against the classical hypothesis of this field

of study.

Table 2

Bivariate Categorization of Literature
on the Economic Effects of Military Spending

Studies Finding Negative
Effects

Studies Finding Positive
Effects

Albrecht, et al., 1974

Evans and Timberlake, 1974
Eide, 1976

Kaldor, 1978

Luckham, 1978

Lock and Wulf, 1977
Brzoska and Wulf, 1979
Terhal, 1981

Deger and Smith, 1983
Deger and Sen, 1983

Lim, 1983

Wolpin, 1983

Leontief and Duchin, 1983
Fiani, et al., 1984

Deger, 1986

Lebovic and Ishaq, 1987
Bullock and Firebaugh, 1990
Kick, Nasser, et al., 1990

Halpern, 1963

Janowitz, 1964

Levy, 1966

Inkeles, 1966

Huntington, 1972

Cardoza, 1973

Benoit, 1973, 1978
Kennedy, 1974

Neuman, 1978

Whynes, 1979

Delacroix and Ragin, 1981
Weede and Tiefenbach, 1981
Wolpin, 1981

Weede, 1983

Hartman and Walters, 1985
Bullock, 1986

Davis, et al., 1989

Looney, 1989

Babin, 1989

Toward A Synthesis:

A small consensus began to evolve, boosted primarily by Bullock and

Firebaugh in 1990, who systematically acknowledged the need to "disaggregate"

military spending itself. They present an enlightening discussion of the

differences between the economic and social effects of military spending based on
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how the money is spent. Bullock and Firebaugh argue for a strong distinction
between “economic militarization” and “social militarization.” That is, social
militarization—spending money on troops and training— likely “exhibits the
positive effect of [both] economic development” and social development that
Benoit and the others have sometimes identified. Economic militarization—
spending money on arms and imports—should “exhibit the [similarly] anticipated
negative effects.”’ Their statistical results are mixed but lead to an interesting
conclusion. Results show that military participation (as an indicator for social
militarization) was in fact a “robust,” positive influence on social development.
On the other hand (and we've seen this before), military spending has a negative
but not statistically significant effect on economic development. This may explain
the conflicting results I have noted earlier. Moreover, Bullock and Firebaugh infer
from these results that,
. . . militarization promotes economic growth and mass welfare in

the Third World only to the degree that it directly involves people. . .

This suggests that investing in people pays off economically, but

spending on armaments does not.

In 1990, Kick, Nasser, Davis and Bean provide additional insight into this

possibility by analyzing similar military variables, spending and participation,

37 Bullock, Brad and Glenn Firebaugh, 1990, "Guns and Butter? The Effect of Military on Economic
and Social Development in the Third World." Journal of Political and Military Sociology 18:2 (Winter),
247. This distinction may seem readily apparent and other researchers have clearly recognized the
expected positive effect of "social militarization" prior to these guys. However, available data from LDC
governments is not in itself "disaggregated." Bullock and Firebaugh get full credit for beginning
methodologically on the premise of this distinction.

58 Bullock and Firebaugh, 1990, 251.
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directly against infant mortality. They reach a similar and “uncomfortable
conclusion” that military participation “has beneficial effects on Third World
economic growth and infant mortality.”> But they also posit a theoretical
“synthesis” that,
The negative effects we observe for military imports and regimes
appear far more consonant with current sociological thought (i.e.
world-system/dependency theory). However, we note that the
positive effects of military participation are consonant with [other]

longstanding themes in sociology. . . that they parallel modernization
themes in sociology and economics.

But by 1994, Porter had undermined this tendency by reverting to the
position that “military power against foreign aggression can easily be turned to
internal repression,” that the tendency toward centralized, war-making capabilities
is a disaster for human liberty and human rights.®!

Additionally, the relatively new concept of “human security” (as opposed
to national security) lays claim to the very same opportunity cost argument that
“the military now absorbs substantial resources that could help reduce the
potential for conflict if invested in health care, housing, education, poverty
262

eradication, and environmental sustainability.

We are starting the argument all over.

> Edward L. Kick, Randa Nasser, Byron L. Davis and Lee Bean, "Militarization and Infant Mortality
in tthThird World," Journal of Political and Military Sociology 18:2 (Winter 1990), 296.
Ibid.
® Bruce D. Porter, 1994, War and the Rise of the State (New York: Free Press), 10.
%*Michael Renner, 1996, “Transforming Security,” In Fighting for Survival: Environmental Decline,
Social Conflict and the New Age of Insecurity (New York: W.W. Norton & Company), 30.
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The essence of the dichotomy of militarization versus modernization, or
guns versus butter, is still before us regardless of the theoretical approaches
proposed so far. Regardless of the quantitative studies completed. Steve Chan
pointed out this same dilemma in 1985 and it is no different today: “The
theoretical possibility of an impact of military expenditures on economic [and
social] performance is not generally contested. Rather, the debate revolves around
when, how, for whom, and in what direction and magnitude this impact is likely to
be actually felt, and whether it can be mitigated or compounded by government
policies and socioeconomic conditions.”®

Future research must account for the disparities in available data, must be
able to disaggregate spending to a better level of detail, must discriminate between
other social conditions and prevailing policies, and (for all these aforementioned

reasons) will be more profitable when applied to specific countries, regions or

time periods.

% Steve Chan, 1985, “The Impact of Defense Spending on Economic Performance: A Survey of
Evidence and Problems,” ORBIS (Summer), 410.
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CHAPTER 4

THE DATA ISSUE

The research field associated with military expenditures encompasses a
great variety of economic and social data to build their models. Military
expenditure data, however, is found in two major sources today: The U.S. Arms
Control and Disarmament Agency (ACDA) and the Stockholm International Peace
Research Institute (SIPRI).* Likewise, economic and social data can be fund in

numerous sources including U.N. agency reports, the Human Development Report,

and the World Bank’s annual World Development Report. The list of variables on

the following page is representative of the data sets used by the authors listed in

Chapter 3 and used in a long list of similar studies.

THE PROBLEMS:
The data issue within this literature has been widely discussed (Neuman,

Dommen and Maizels, Brzoska, Chan, Lebovic, etc.) and problems are prevalent.
The problems can be categorized three ways. First, for military spending and for

economic performance in developing countries, problems in availability and

% Other non-governmental sources like the IISS annual report on “Military Balance” and Jane’s reports
are used more for an assessment of military weapons and capabilities than for socio-economic study.
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quality

of data are significant.”® There is no standard for reporting military outlays at an

international level and many reasons for countries to avoid one if there were. Each

and every sovereign state uses different definitions, accounting systems, budget

categories, etc. in reporting military expenditures. For instance, police, special

guard units, road construction, airports, seaports, and other infrastructure may or

may not be included as military expenditure.

Table 3
List of Variables
DEPENDENT VARIABLES INDEPENDENT VARIABLES

Economic Growth

Human Development Index
Equality

PQLI

Life Expectancy At Birth

Military Spending/GNP (Burden)
Cumulative Military Burden
Military Participation Ratio
Product Per Capita

Lagged Product Per Capita
Threat Indexes

Security Needs

Population Growth Rates

Net Capital Inflow/Gdp
Investment/Gdp

Federal budget/GDP

Arms Procurement

Arms Imports

Debt

Dependency

Position in the World System
Type of regime

Type of head of government
Membership in a regional political or
military alliance

This dissertation focuses on numerous availability, reliability and validity issues in the military
expenditure figures. As noted previously, these characteristics apply equally to other economic figures and

demographic data related to developing countries.
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At a national security level (based on the political-military component of
protecting territorial integrity and national sovereignty, and the economic
component of promoting national interests and material well-being) all countries
have the motive and propensity to disguise their overall military capabilities and
the expenditures therefor. This is true for potential combatants (either victims or
aggressors) who would tactically wish to underestimate or overestimate capability
and mislead potential enemies. It is also true for governments, which are at any
level trading off valuable federal dollars between military and civilian
requirements, and which have any sensitivity to internal or external criticism for
their decision processes. Governments may simply wish to minimize their
apparent military burden, which is motivation enough for all sorts of double
bookkeeping.

A second area of difficulty within this area of study is equally inherent.
Research design and outcomes are certainly very sensitive to the disparities of this
much-varied cross-national data set, to over-time variations and to the expected
inter-relationships of the parameters. Particular statistical difficulties include
measurement errors and discrepancies noted above, missing data, the effects of
pooled data, composite data, small data sets, outliers, and the simultaneous
relationships measured among the independent variables.

Finally, ideological bias affects both the researchers and the methodologies

selected—creating the potential for systemic error. Data varies by source (ACDA,
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SIPRI, UN/World Bank, etc). Researchers are representative of the government

and non-governmental agencies (and policies) from which they come.

LITERATURE ON THE DATA
As stated earlier, the seminal work in this field belongs to Emile Benoit

and was published in 1973. Prior to Benoit, theorists assumed a negative effect on
development would be the prominent impact of military expenditures based on the
expectations of opportunity costs and the crowding out of investment opportunity.
However, Benoit found a positive relationship between GNP growth and military
expenditures explained by the “spin off” effects of military training and
technology. In essence, Benoit argued that there were both positive and negative
results generated by military spending and that the positive impacts were greater
overall. At that point, the primary (first order) debate was on. Many researchers
denied the existence of any positive possibilities. But the mainstream literature
allowed for both sides of the equation. The challenge was to determine which set
of contributory impacts was (is) greatest overall, the crowding outs, or the spin-
offs?

Benoit used and was sharply criticized for using a simple, single-equation
regression model. Some researchers said more explicit and complex models were
required (Smith, Deger, Sen, etc.). A second debate was thus begun, to analyze
and critique the models and quantitative techniques being used by the

researchers—a healthy, internal self-inspection within the field of study.
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A third general discussion within this field occurs relative to the data itself.

By 1978, Stephanie Neuman had assessed a major problem with using
macrostatistical indicators such as military expenditures and GNP in the cross-
national research being applied. The major problem is that both of the major
variables mentioned above (GNP and military expenditures) are very imprecise—
even if governments were reporting data in absolute good faith. In statistical
parlance, the difficulty is twofold: reliability and validity are both highly suspect.

Neuman explains the difficulty of producing reliable statistics for cross-
national studies using GNP and military expenditures: analysts disagree on how to
estimate GNP and military expenditures cross-nationally, they disagree over
differing currencies and exchange rates, and they acknowledge large disparities in
the purchasing power of the figures reported. *

At a very basic level, ACDA and SIPRI use different definitions for military
expenditure and are (to a large degree) dependent on governments to self-report
according to yet another definition (the IMF’s). That is, both ACDA and SIPRI
use published data for their estimates, routinely using IMF reports.®’ The IMF

uses a very detailed definition of military expenditure but it also readily admits that

% Stephanie G. Neuman, 1978, “Security, Military Expenditures and Socioeconomic Development:
Reflections on Iran,” ORBIS 22-3 (Fall): 570.
7 ACDA also uses other sources including the CIA and other intelligence sources. For a complete

discussion of how the data is collected and analyzed by the two major sources, see Brzoska 1981 and
Lebovic 1998.
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self-reported datum is not challenged or confirmed in any way.® In short, no
stringent set of accounting procedures is universally accepted and adhered to by
either the developed countries or the less developed countries.

A year after Neuman’s report, Edward Fei focused his analysis of this data
set on the difficulties resident in adjusting multiple sets of country data into a
common “dollar-value time series.” Fei reports that ACDA and SIPRI both try to
control for inflation “by selecting a base year and then converting... Different
base years are chosen, and different rates of inflation...”” SIPRI uses a general
rate of inflation in consumer goods. ACDA uses a measure of the inflation rate
across the whole economy based on data provided by the World Bank (IMF).
According to Fei, the choice between these two methods may not result in much
variance in a resulting series of milex or GNP figures. “But the actual inflation

rate in the arms industry remains uncertain.””°

Perhaps more importantly, without
any precise way to correlate figures over time and across national economies, the
results may be only somewhat reliable for opportunity cost comparisons and the
alternate use arguments (let alone any assessment of military value). And the

relationship between these expenditures and development—when both measures

are so imprecise—has been clearly difficult to distinguish.

% See Nicole Ball, 1984 “Measuring Third World Security Expenditure: a research note,” World
Development 12-2: 158.

% Edward T. Fei, 1979, “Understanding Arms Transfers and Military Expenditure Data Problems,”in
Arms Transfers in the Modern World, Stephanie Neuman ed. (New York: Praeger), 38.

7 Fei, 1979, 45.
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The validity issue may be even more disconcerting. Brzoska begins his
discussion with the recognition that data distributed by these “well known
institutions” is perceived as “expert judgement,” when it really should not surprise
anyone that “the figure for milex in a country is of a highly political nature.”’! As
such, the differences in definitions, timeframes in accounting, inflation/deflation
methods and conversions of currencies are nothing compared to the errors
presented deliberately by the strategic interests of governments. Low figures are
presented to the public. Higher figures are presented to allied countries so as to
stress the serious contributions being made. And the motives and propensity to
disguise overall military capabilities and expenditures grow in any area
approaching actual conflict. Nicole Ball cites a long list of methods used to
disguise actual expenditures: double book keeping, extra budgetary accounts
(other sources and accounts for military spending), highly aggregated budget
categories, military assistance that is not recorded (like loan payments that may be
hidden within other debt-service figures), and foreign exchange manipulation.”
Ball also references unnamed U.S. State Department sources indicating that actual
expenditures in some countries may be several times [emphasis in the original]

more than the figures provided to agencies such as the IMF.”?

! Michael Brzoska, 1981, “The reporting of Military Expenditures,” Journal of Peace Research 18.3:
264.

7 This list actually embodies the organization of Ball’s article and is reprised by Dommen and Maizels in
1988.
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Svstemic Measurement Error
Theoretically, systemic measurement error (such as consistently

overestimating or underestimating a descriptive variable) causes (or enforces) bias.
Since the bias is additionally enforced by more error-laden observations or
calculations and, since the likelihood of both systemic and non-systemic error can
be expected here, the likely result is at the very best inconsistency. Systemic error
can cause bias and inconsistency in estimating causal effects.”* And it’s likely to
be prevalent in the world of military expenditure analyses. Stephanie Neuman was
the first to “say this out loud,” stating emphatically “research on this issue of
security and development has been grounded in the ideological assumptions of the
authors.”” Chan observed that Neuman “was surely right” regardless of the
critical response Neuman received. That critical response was published by Smith
and Smith who, in 1979, sought to take away the “pejorative” tone of Neuman’s
stance by recognizing that research is always grounded in ideological assumptions
but these assumptions can be and should be noted explicitly and honestly as part of
a “theoretical specification that can be evaluated by others in its own right.””®

Certainly, good researchers can agree that assumptions should be stated upfront.

But that wasn’t the point. The point was that a priori beliefs might have been

7 Nicole Ball, 1984, 158.

™ See Gary King, Robert O. Keohane and Sidney Verba, 1994. Designing Social Inquiry: Scientific
Inference in Qualitative Research (New Jersey: Princeton University Press), 155-157. Additional discussion
of systemic error occurs in Chapter 10.

7 Neuman, 1978, 583.

"® Dan Smith and Ron Smith, 1979, “Reader Feedback: Reflections on Neuman,” ORBIS 23-2 (Summer):
475.
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driving the research toward a pre-conceived emphasis on the negative effects of
military spending when the causal relationship between military expenditures and
development had certainly not been quantifiably demonstrated. Chan, in a more
egalitarian approach, notes the prevalence of both “Marxist, dependencia
perspectives” and the opposite point of view in the tradition of the military as
modernizers resulting in “studies designed to support or refute” a particular
ideological stand.”’

More important to this research is the possibility that ideological
preferences would affect the way country datum is collected and presented by the
major governmental and nongovernmental organizations involved—a possibility
that can be recognized but is hardly quantifiable. Nevertheless, the potential for
hidden biases in the basic data published by international organizations, and the
potential that currency exchange rates and inflation factors might be selected
according to similar biases only adds to the potential that “choices in data,
methodology and substantive interpretation” could result in prejudiced
conclusions.

In short, error and bias in military spending data are now recognized as
potentially pfevalent. But the magnitude of error and bias, and the resulting impact
on the primary thesis of this policy arena—the impact of spending on

development—remains unclear.

77 Chan, 1985, 408.
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Lebovic has further questioned the reliability of these data sets and the
implications for scholarly research in this area. Lebovic performs a direct analysis
of the data sets themselves in particular noting and measuring the changes in
spending estimates over time and between sources (ACDA and SIPRI). His
conclusion is twofold: that “error and bias in military growth estimates are severe
and might even exceed the magnitude of estimated growth.” And that “the
possibility is strong that what we know—or what we think we know... has been
influenced by problematic data.””®

At a very basic level, the military expenditure—growth debate needs to know
just how sensitive our final understandings are to all of the data errors. And, since

the impact of these errors and biases is not fully understood, a thorough sensitivity

analysis of these data sets is required.

78 James H. Lebovic, 1999. “Using Military Spending Data: The Complexity of Simple Inference.”
Journal of Peace Research 36-6: 1.
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CHAPTER 5

COUNTRY PROFILES

The "convention" in economics has been—in most cases—to deliberately
avoid any judgment about "the strategic environment," about the appropriate level
of spending for a particular country, or about the effectiveness of expenditures in
providing security.” This means, interestingly enough, while the studies
mentioned previously utilize significant micro- and macroeconomic analyses
including sophisticated statistical techniques (regression analysis, time-series,
cross-sectional aggregation, least squares, etc.) to determine the possible direct
and indirect effects of defense expenditures on an economy, none of this
discussion accounts for the largest benefit, the primary reason for defense
expenditures: security and national stability. In similar fashion, this convention
also doesn’t address or account for the many real-life scenarios that incentivize

both the military expenditures themselves or the drive to obscure that spending.

’? Ronald P. Smith, "Military Expenditure and Investment in OECD Countries.” Journal of
Comparative Economics, 4 (1980): 20.
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In 1997, Richard H. Schultz wrote, “It has long been a staple in international
relations that economics and security conflict with each other.”® Based on the study
and assessment of a large body of economic literature including this dissertation, this
proclamation is largely inaccurate. At a very first glance, at a basic level, it is easy
enough to expect that fully satisfying security must sufely mean sacrificing some
other aspect of the economy. But, as we have noted to date, the literature is not
conclusive. And, equally important, this statement overlooks dramatic international
relationships between competing interests within the economic environment and it
ignores the precise dependence that economies must invest in their own security in
order to confirm long-term transactions. Likewise, national security is precisely
required to offset external threats that might otherwise discourage production and
accumulation and savings. Security and economic development is co-dependent. “It
1s not only that a secure environment requires a healthy economy, but also that
economic policy and development depend on how secure the environment is, both in
real terms and ‘perception’ terms.”®!

The 4 profiles that follow include discussion of 7 countries and their

expenditures over 20 years, from 1973 to 1992.% Our purpose is to outline the

% Richard H. Schultz Jr., Roy Gordon and George Quester, 1997, Security Studies for the 21°
Century. Quoted in Economic Developments and Reforms in Cooperation Partner Countries: The Link
Between Economics, Security and Stability, 2000, Reiner Wechhardt, ed., Nato Colloquim 3-5 Nov 1999,

¥! Todor Dimitrov, “The Fundamentals of Economic Stability and Security in Central and Eastern
Europe,” in Economic Developments and Reforms in Cooperation Partner Countries: The Link Between
Economics, Security and Stability, 2000, Reiner Wechhardt, ed., Nato Colloquim 3-5 Nov 1999,

%2 Each of the countries discussed is also included as one of the 44 countries in the sample used for the
quantitative analysis in Part 2 of this dissertation, for the same time period, except for the Soviet Union.
The Soviet Union is included as part of these country profiles to provide the framework for further
theoretical discussions. It is/was not considered a “developing country” by either ACDA or SIPRI.
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expenditure problems based on actual examples of, for instance, a country with
large paramilitary forces that may not be included in official spending reports (like
Columbia); or, countries that may include military capability or infrastructure in
their civilian sector investments, like nuclear energy programs in India and
Pakistan. The particular issues associated with communist and Warsaw Pact
countries are included via a profile that begins with the Soviet Union and includes
Poland and Hungary, allowing a look at expenditures and burden before and after
the wall comes down. Particular issues include unreported expenditures, the
potential errors induced by exchange rates for Soviet era military capability that
are given a dollar value comparable to similar U.S. capabilities and costs, plus the
possibility that Soviet expenditures may have been reported through Warsaw Pact
countries. We also look at the impact of foreign aid in the Republic of China—
Taiwan—as another way in which actual expenditures in the military sector may
exceed reported levels and may perform as a surrogate for other civilian
investments.

Each profile provides a simple graph of military spending over these 20
years, thus identifying specific years of interest, as appropriate. Discussion
follows to include specific threats or regional scenarios, to acknowledge at least a
modicum of deference for military forces as a necessary arm of national strategy.
And each profile attempts to identify the extent to which published figures may

actually over- or under-estimate actual military expenditures.
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As a final introductory comment, although in each case we are looking for
rationale to substantiate the possibility that error or bias is represented in the
reported expenditure and burden data, these profiles do not necessarily identify
countries with particularly problematic expenditure profiles. It is expected that
these are actually very stable countries in comparison to many other developing
countries and are merely “representative” of the specific kinds of potential
discrepancies in the reporting of military expenditure data.®®

EASTERN EUROPE

With regard to military expenditure data, Eastern European and Warsaw

Pact countries offer a very challenging scenario. Expenditures and military burden
data are likely to be under-reported by the countries themselves or over-estimated
by the intelligence organizations trying to keep track. In the instance of under-
reporting, leaders of a centrally planned economy can disguise military spending
throughout their budgets and reports. Three specific ways to do this are originally
documented by Abraham S. Becker as “secreting, distortional screening and
masking.” Secreting consists of placing military spending in categories not openly
reported. Distortional screening involves combining items into a larger,
aggregated category. Masking occurs when spending is reported under a false
name.* Regardless of which deception is used, it is unlikely that Warsaw Pact
countries have identified their expenditures for military research and development

(R&D), personnel costs (including pensions, family support and various border

% For a discussion of the relative stability and expected reliability of military expenditures for these
countries, see the section on “This Research Set,” in Chapter 7, beginning on page 126.
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guards or elite troops funded by “interior” departments), and direct subsidies to
military industries.*

Over-estimates are likely to be induced by analysts attempting to create an
estimate of military spending independent of the reported figures—a likely
occurrence when reported figures are so quickly recognized as incomplete or
indecipherable. In particular this over-estimate occurs with regard to formerly
communist, Warsaw Pact countries when Soviet era military capabilities are given
a dollar value comparable to similar U.S. capabilities and costs. Brzoska explains
this method as a “valuation” of procurement and manning based on the US cost of
an equivalent force.*® “Thus the Soviet [or Polish or Hungarian] soldier is valued
at the amount which it costs to pay and maintain a US soldier; US manufacturers
are asked what they consider it would cost to reproduce the various items of Soviet
weaponry and so on...”*" Consequently—Crane notes—U.S. “factor prices” are
used instead of factor prices appropriate to the specific country in question. These
costs or prices can then be converted to other domestic currencies but purchasing
power parity exchange rates have also been calculated for civilian goods, not

military goods.®® Consequently, numerous errors are introduced along the way.

8 Abraham S. Becker in Keith Crane, 1987a, Military Spending in Eastern Europe, (Santa Monica,
CA: RAND Report R-3444-USDP, May 1987), 6.

% See Keith Crane, 1987a, Military Spending in Eastern Europe, (Santa Monica, CA: RAND Report
R-3444-USDP, May 1987), 45. Crane authors numerous RAND papers on this subject with specific
reference to Czechoslovakia, Poland and Hungary (of particular note to this analysis).

% Brzoska, 1981, 265.

*7SIPRI, 1979, 28.

% Crane, 1987a, 3.
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Soviet Union
The Soviet Union is not part of the country sample used in the quantitative

section of this dissertation. In fact, the Soviet Union is rarely included in the other
studies on developing countries reflected in Chapter 4 of this work. As a clear
military superpower during the post WWII years, the Soviet Union was not
considered a “developing country.” No matter what we know today.

There is, however, a vastness of error represented in the Soviet data series
that, while it does not affect our analysis directly, is relevant to the discussion that
follows particularly regarding Poland and Hungary.

Historically, Russia and the Soviet Union trace their defense needs to the
mvasive threat from European countries (particularly France and Germany), and
from both Japan and China. During the years relevant to this analysis, the Soviet
government also feared a nuclear threat from the United States. They “established
the routine” of providing only a single figure for defense spending as part of the
annual Soviet budget announcement from the Minister of Finance.* For the
prevalent level of Cold War suspicions, this number was not only considered
inadequate, unclear and overtly aggregate in nature—one number to include a list
of military expenditures comparable to over 100 pages of detailed tables,
definitions and program descriptions included the annual U.S. budget

document’’—it was also considered untrustworthy, embedded in the context of

% Noel E Firth and James H. Noren, 1998, Soviet Defense Spending: A History of CIA Estimates,
1950-1990 (College Station: Texas A&M University Press), 10.
*° Firth and Noren, 11.
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political propaganda that made it appear unreliable. A number of reasons are
offered for the stark reality of this one, inadequate number:
1. The Soviet defense budget was concealed for security reasons so as not
to reveal a high level of military preparedness.
2. Rigid security was a major feature of the “conspiratorial” nature of
Soviet government.
3. The system was hiding weaknesses rather than power from a potential

enemy or,
4. Nobody had even calculated the real prices.

91

In 1994, Ksenia Gonchar came to the assessment that all Soviet economic
numbers were completely inaccurate regardless of intent. From that “historical”
position, after the fall of the Soviet Union, Gonchar notes: that “a growing
irrationality” was a systemic feature of the Soviet command economy; that
defense production was simply not separate from civilian production and couldn’t
be disaggregated reasonably by the Soviet financial system; that even if it was
generally known how many rubles were spent on defense, “it would still be
impossible to say what this money was worth” due to artificial currency ratings
and a completely flat official inflation rate; and because the combination of
“erroneous economic concepts and conscious distortions have [had]completely
ruined the information system” of the Soviet Union.*?

For any number of these reasons, it was obvious from the 1950s-on that any
assessment of Soviet military expenditures and resulting military characteristics

like size and capability would have to be estimated independently. This

recognition is important to this dissertation because the follow-on, independent

*! Ksenia Gonchar, 1994, “Military Spending in the USSR: A Reconsideration,” Journal of Peace
Research 31-2 (May), 220.
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assessments were primarily provided by the U.S. Central Intelligence Agency and
because the ACDA military expenditure data series uses CIA estimates, as did
SIPRI in the “early years.”*® In essence, then, it is the CIA numbers and
methodologies (via various levels of ACDA and SIPRI adoption) that are used to
assess Soviet capabilities and burdens. Similarly, it is the CIA estimates that are
used to describe the similarly aggregated and secretive military expenditures of the
other Warsaw Pact countries that are prevalent in this and other studies.

The Purpose Of CIA Numbers
Because the actual Soviet spending figure was nearly useless to U.S.

decision-makers, the CIA created their own estimate, from the ground-up, in a
building block methodology.” The purpose was to create a proxy for the military
size and capability of a difficult-to-fathom potential foe. By its “nature,” the CIA
estimate measured the “monetary costs of inputs—manpower, materials, and other
economic resources—to the military establishment.” From another perspective,
the CIA estimate was created to give U.S. decision-makers some idea of how
much it would cost to replicate Soviet military capabilities.

A first note of commentary is appropriate here: while this estimate of

inputs may have been meaningful to US decision-makers who were searching for a

%2 Gonchar, 221.

%3 See Table 9, Chapter 7, p. 123 of this dissertation for a complete listing of data sources used by
ACDA and SIPRI. The term “early years” is not distinctly defined in the SIPRI yearbooks. SIPRI
literature, including Jacobsen’s The Soviet Defence Enigma from 1987 show both a dependence on the CIA
estimates and a reluctance to completely trust them. ..

* For a complete recitation of the CIA building block methodology, see Firth and Noren, 1998.

% Firth and Noren, 4.
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comparison of size or capability in the Soviet military, it doesn’t validly speak to
the actual costs in rubles or to the military burden on the Soviet economy.
Nevertheless, academic researchers wanted to use these figures for all kinds of
different reasons like conflict resolution, economic analysis, disaggregation of
other Soviet economic data, causal effects and military burden.

Not surprisingly, the purpose within the CIA numbers also included
politics. According to Firth and Noren, the political controversy over Soviet
“defense burden” occurred from the beginning. The first significant paper
published by the CIA in April 1975 is “clearly a product of quantitative analysis
and both bureaucratic and political politics.” Burden figures, in particular, became
political immediately, even internal to the bureaucracy because it was anticipated
(and feared) that “non-economists will reason from... comparisons that the Soviet
defense effort is substantially smaller than our own, because it absorbs a roughly
equal percentage of an economy about one-half the size of ours...” So, somehow,
with roughly equal shares of the two substantially different economies, the paper
from 1975 still manages to conclude that “Soviet programs ‘have exceeded U.S.
expenditures each year since 1971.7%° Similarly, after an apparent plateau in
USSR spending from 1977 to 1981 (published in Feb 1983), the Reagan
administration expanded the definition of “defense” to incorporate “all the costs of

empire.””’ As was suggested in Chapter 4, organizational bias seems to play a

% Firth and Noren, 55.
*7 Firth and Noren, 75.

65

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



substantial role in the numbers (and potentially impacts both the analytical results
and the policy implications).

Evaluating the CIA Numbers
Amazingly, the fear from the political side was that Soviet military

expenditures were being underestimated. At the same time, academic analyses
pronounced all the mirror-imaging, dollar-value “stuff” as grossly overestimated.

The basic calculation appears to be very simple: quantity X price. Butit’s
really some ratio of quantity and quality times a necessary calculation of local
price and purchasing power parity, to evaluate what the output really is for the
assumed price. By the mid-70s, with the advent of certain satellite imagery
capabilities, the CIA became quite confident of the actual quantities of various
Soviet hardware (missiles, aircraft, submarines, etc.) being produced.”® Of course,
we have debated those numbers ever since. But even more intensely difficult to
pin-down is the price and value component of the calculation. Lebovic
summarizes succinctly: “The problems of comparing U.S. and Soviet military
spending are monumental.””

Holzman, who argues strongly that CIA estimates are largely
overestimated, explains this monumental task and the shortcomings of the CIA

estimates, noting that there are many “sources of the upward bias.. ., that they tend

% Firth and Noren, 51.
% James Lebovic, 1990, Deadly Dilemmas: Deterrence in U.S. Nuclear Strategy (New York:
Columbia University Press), 61.
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to magnify Soviet power and to reinforce each other.” ' A shortened version of
his list follows:
e All of the mirror imaging: primarily the use of dollar estimates rather than
rubles with all the commensurate problems in subaggregation, price

reforms, growth rates, etc. (which leads to the much noted absurdity that
when U.S. soldiers got a pay raise so did the Soviet soldiers...)

e The overvaluation of the quality (hence value) of Soviet hardware and
technology, and

e The failure to take into account China and industrial Europe in the equation
of U.S. versus Soviet comparisons, including NATO spending and the
weaknesses of the Warsaw Pact Treaty Organization
At about the same timeframe, Prof Steven Rosefielde argued, with an

equally long list and intense calculations that CIA estimates are significantly
underestimated. One simple explanation for the large range of possible Soviet
expenditures is cited clearly by Rosefielde and can “cogently be attributed to the
misestimation of qualitative improvements in Soviet weaponry...”'°! The
interesting point is in which direction have we “misestimated?” Rosefielde
accepts the claim that “the Soviets achieved a margin of arms superiority over the

United States in the late seventies.”'?

Holzman (and his predecessors who have
lived through the fall of the Soviet Union and have seen both Soviet and U.S.

military technology in action) would disagree vehemently. Holzman says the bias

is in the other direction, “failure to account for the relatively higher quality of both

'% Franklyn D. Holzman, 1992, “The CIA’s Military Spending Estimates: Deceit and its Costs,”
Challenge 35-3 (May/June): 35.

1 Steven Rosefielde, 1987, False Science: Understimating the Soviet Arms Buildup (New Brunswick:
Transaction Books), 59.

192 Rosefielde, 2.
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U.S. military personnel and U.S. military equipment.”'®” U.S. advantages were
seriously underestimated and the practice of giving U.S. capabilities and dollar
values to Soviet equipment created a huge overestimate of the Soviet expenditures.

But it appears that the real explanation is both political and bureaucratic:
“Liberals tend to claim that the intelligence community is guilty of “threat
inflation,” exaggerating Soviet strength in order to obtain more money for the
[U.S.] defense budget. Conservatives, on the other hand, tend to claim the U.S.
intelligence analysts ‘mirror image’ Soviet intention [and therefore minimize the
risks].'"™ And, bureaucratically, Holzman himself supplies one other quite
reasonable supposition dubbed the “asymmetric loss function.” That is, for the
CIA, “the danger from underestimating Soviet military output is likely to be
viewed greater than the danger from overestimating it.”'®

In the end, we are still looking for the Soviet defense budget, “the cost of
weapons, ammunition, technical equipment, fuel, food... military schools,
hospitals, sanatoria, sports, pay of those employed and the financing of capital
construction.”® And its burden on the Soviet economy. It is not clear what we

really have...

1% Holzman, 1980, “Are the Soviets Really Outspending the U.S. on Defense?” International Security 4-4
(Spring): 86.

1% Bruce D. Berkowitz, 1985, “Intelligence in the Organizational Context: Coordination and Error in
National Estimates,” Orbis 29-3 (Fall): 573.

' Holzman, 1980, 100.
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Poland
Since at least the 18" century, Poland’s central security concern has been

its geographic position between Europe’s two most dominant powers,
Prussia/Germany and Russia/Soviet Union. In short, security concerns are real
and some amount of military expenditure clearly justified. Poland has been
invaded, occupied, divided and re-devided throughout its modern history. At the
end of the Second World War in 1945, Poland was occupied by the Soviet Army.
A pro-Soviet communist government was established. Over 40,000 troops were
formally established in permanent basing on Polish soil. The effect was a
guarantee of Polish territorial integrity at the cost of political independence. This
relationship with the Soviet Union and its Warsaw Pact allies provided “the
bedrock” of Polish security until 1989, '’

During the timeframe for this study (from 1972 to 1992), Poland’s national
security perspective changed from a scenario that was “the internal affair of the
Soviet political, military and ideological élite” to one focused “primarily [on] a
new European order based militarily on NATO and the Western European
Union.”'®® Military expenditures were reduced during this transition—for a
number of reasons noted below. But security concerns (particularly in regard to a

unified Germany) remained central to the Polish national strategy.

1% This is the formal Soviet definition of the single figure released by the Finance Ministry. From: A.
Nove, as quoted in Carl G. Jacobsen, 1987, The Soviet Defence Enigma, Estimating Costs and Burden
(New York: Oxford University Press), 3.

17 This “military” history and the implications of occupation and shifting borders is summarized from
Andrew Cottey, 1995, East-Central Europe After the Cold War: Poland, the Czech Republic, Slovakia and
Hungary in Search of Security (New York: St. Martin’s Press, Inc.), 27-59.
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The expenditures themselves, and the burden rates are the primary interest
of this profile, including a brief look at the political rationale behind the spending.
The two graphs that follow provide burden rates and growth figures based on the

ACDA and SIPRI yearbooks.

Figure 2: Burden and Growth - SIPRI Data Poland

BURDEN
(Percent)
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'% Hieronim Kubiak, 1993, “Poland: national security in a changing environment” in Central and
Eastern Europe: The Challenge of Transition, Regina Cowen Karp, ed. (London: SIPRI and the Oxford
University Press), 69-70.
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Figure 3: Burden and Growth — ACDA Data
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Of interest is the appearance of a downward trend in military burden after
1982. This trend is explained in numerous ways. Realistically, it results from the
turbulent economic situation resulting from recession—a crisis in 1980 and 81—
and the first strikes and mass demonstrations by the Solidarity labor union. Less
GNP, less military spending. But, since we’re looking at burden rates, we’re
actually interested in the fact that military spending is falling faster than the GNP.
This particular phenomenon is explained by Johnson, et al, as the product of an
absence of Soviet pressure. From the Stalinist period forward, “an effective
unified Soviet command and control system” existed over each of the eastern
European countries, and in particular their national security apparatus. In this time
period, “any change in the pattern of Polish defense spending can occur only with
Soviet blessing.” In fact, Johnson reports that either for increased spending,

modernization or, in this case, reduced spending, the Polish military would
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“lobby” via the Soviet military and Moscow.'” Soviet pressure had subsided
substantially to the point that, by 1989, Janusz Onyszkiewicz, Poland’s Deputy
Defence Minister, could reveal that “the Soviet side constantly assured us that we
could count on their understanding... [even to the point of expectation] with
regard to the withdrawal of Soviet troops...”' '

According to Crane, during the Warsaw Pact years, Poland published
figures for military spending and for military investment, but the investment figure
probably represented military construction, only.''" Crane created his own
estimates for the Polish military budgets based on published materials in the
Soviet formats. He pieces together costs for personnel, operations and
maintenance, procurement and military construction from the “General
Consumption” and “Investment” categories reported by the Warsaw Pact
countries. These are the parts of the budget that were not “secreted.” And he
concludes that short af least research and development, the published military
budgets for Poland are 7% under-reported.''? Possibly much more.

In 1991, the Polish Ministry of National Defense published Polish Army:
Facts and Figures (In The Transition Period). New figures for military burden

were published in that report and, in Table 4, selected years are compared with the

numbers published by ACDA and by SIPRI.

' A. Ross Johnson, et al, 1982, East European Military Establishments: The Warsaw Pact Northern
Tier (New York: Crane Russak), 20, 35-36.

"% Andrew Cottey, 1995, East-Central Europe After the Cold War: Poland, the Czech Republic,
Slovakia and Hungary in Search of Security (New York: St. Martin’s Press, Inc.), 29.

"' Crane, 1987a, 7.

! Reith Crane, 1988, “Military Spending in Czechoslovakia, Hungary, and Poland,” Journal of
Comparative Economics, 12-4 (December): 530.
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Table 4
Poland: Military Burden, % of GNP

1986 1987 1988 1989 1990 1991 1992

ACDA 10.0 9.9 9.0 8.9 5.4 4.6 2.2
SIPRI 2.9 2.8 2.5 1.8 2.7 23 23

Facts and Figures® 3.9 3.7 3.2 21 3.0°

Polish Army: Facts and Figures (In the Transformation Period) (Ministry of National
Defence: Warsaw 1991), 38.; Gazeta Wyborcza, 7 Mar 1992.

®Increase caused by sharp fall in 1990 GNP, high inflation, and low general funding
levels as state subsidies for the Polish defense industry were reduced. The military
budget actually decreased in real terms. '

Validity?

There is something of the “Monday morning quarterback” syndrome at
work here. We have the benefit of a retrospective purview and also the limitations
of the “what if” scenario. A western-oriented Poland seeking entrance into the
NATO alliance (accomplished in March 1999) and the European Union has
potentially removed at least some of the veil of secrecy and masking from their
defense budgets. Comparison to the estimates by both ACDA and SIPRI reveals
an interesting bias in their methodologies. ACDA, using the analytical
methodology based on U.S. price factors is apparently very high. SIPRI numbers,
based only on openly reported official budgets, is low.

This short breakdown of the burden rates does not reveal any discrete

analysis of the newly published figures. But, perhaps more importantly, it does

reveal that the actual conditions of security, foreign influence, and other

'3 Rubiak, 1993, 86-87.
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significant economic events that drive the trend in military expenditures, in

Poland’s case, downward.

Hungary
The security issue for Hungary is very similar to Poland’s—a history of

shifting borders, and a modern-day transformation to the western European
“sphere of influence.” Cottey summarizes Hungarian military history this way:
After the First World War, the collapse of the Austro-Hungarian empire created
the central foreign and security policy question of new relations with Hungarian
neighbors. Hungary lost over two-thirds of its pre-war territory and left large
ethnic populations in Romania, Czechoslovakia and Yugoslavia. The desire to
regain these border regions led Hungary into an alliance with the Axis Powers and
during the Second World War timeframe, Hungary had regained much of these
lost territories. Final defeat of the Axis powers forced Hungary back to the 1920
borders established by the Treaty of Trianon. And the post-WWII period sees
Hungary as part of the Soviet bloc. “Hungary’s foreign and security policy
[becomes] subordinate to that of the Soviet Union.”''*

Other domestic and international security events of importance occurred in
1956 when the Hungarian leadership announced that Hungary was withdrawing
from the Warsaw Pact to become a neutral country. The ensuing Soviet invasion

and suppression of this “insurrection” creates for Hungary the security and

insecurity of over 30 years of occupation and close Soviet control over the primary

" Cottey, 1995, 93.
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levers of the military. Soviet military policy was already a tightrope walk between
organizing, equipping and training non-Soviet Warsaw Pact forces for potential
war with NATO while also carefully limiting these same forces from any overt
sense of parity with its own forces. In Hungary’s case, particularly after 1956, this
complication was obviously exaggerated. Hungary was not to be trusted and their
military forces were never seriously modernized.

The second—most obvious—major event in this history is the combination
of events culminating in the election of a democratic government in 1990,
withdraw from the Warsaw Pact in 1991 and the collapse of the Soviet Union at
the end of 1991. From a military perspective, Hungary was left standing with
severely obsolete forces. According to Pal Dunay, in 1990 most armaments were
20-25 years old.'”® According to Zoltan Szenes there were 25 to 30 unnecessary
military bases.''® Air defense forces are literally insufficient, consisting of MiG-
21s and -23s, most of which are past their regular service life.'"’

Current security issues revolve around the situation of ethnic minorities in
the neighboring countries, particularly Romania and the Ukraine; and a continued
concern over conflict, nationalism and ethnic autonomy in the former Yugoslavian
republics. In the meantime, there has been a steady, downward trend of military

expenditures during these transition years.

'3 p4l Danay, 1993 “Hungary: defining the boundaries of security,” in Central and Eastern Europe:
The Challenge of Transition, Regina Cowen Karp, ed (London: SIPRI and the Oxford University Press), 142.

"6 Zoltan Szenes, 2001, “The Implications of NATO Expansion for Civil-Military Relations in Hungary,”
in Army and State in Postcommunist Europe, David Betz and John Lowenhardt, eds (Portland, OR: Frank
Cass Publishers), 89.

""Dunay,1993,144.
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The graphs on the following page portray that downward trend starting in
the mid-1980s. According to the ACDA chart, military burden was 7.2% in 1985,
dropping to 2.1% by1991. The SIPRI numbers, while much lower, show a similar
trend with the period peak burden being 3.6% in 1985, dropping to the same 2.1%
by 1992.

According to Keith Crane, Hungary, during the Warsaw Pact era, reported
only two figures on defense: a single figure for defense spending and a second
figure for defense incomes (“presumably payments by [other] enterprises for labor
supplied by the military”).''® Crane’s estimates for Hﬁngary (based on a
methodology similar to that used for Poland) are on average 4% higher than the
published military budgets. As noted in Poland’s case, this 4% accounts for some
amount of the “masking” effects of the reporting process, but does not address any

R&D or other “secreted” expenditures.

8 Crane, 1987a, 7.
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Figure 4: Burden and Growth — ACDA Data
Hungary
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Figure 5: Burden and Growth — SIPRI Data
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The transition to NATO reporting standards did not begin until the first

119

“NATO legal package” approved by the Hungarian parliament in 1998."” In

' Szenes,2001, 80.
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addition (although this research effort focuses on the reporting of expenditures
prior to 1993), the decline in military spending was reversed in 1995 with a
dedicated National Security Strategy to reduce force structure, modernize
equipment and transform military posture to a decidedly defensive format.
Hungary has purchased parts and maintenance equipment from the former East
German army and entered into an agreement with Russia in 1993 to purchase

MiG-29 aircraft.

Summary
This profile of two countries transitioning from the Warsaw Pact years,

under Soviet strategies and policies, to an era of western European integration is
fitting for this dissertation because each in its own way represents a distinct
example of the secretive, distortional masking practices that provide the potential
for large error factors in reported military expenditure data for this type of
developing country. And they demonstrate the difficulty of predicting the
effectiveness of developmental policies against a background of significant
international, economic transformation. In some ways, these two countries
represent, for the period of interest, very stable geographic entities with consistent
central government. In other ways, they are similar to a post-colonial scenario—
only beginning to practice independence and economically responsible
administrative accounting practices.

Crane’s estimate of the “apparently” unreported military costs during the

Warsaw Pact years are as high as 17% for personnel and procurement. And there
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may be another 1 to 7% for R&D. He concludes that these additional costs in this
time period “are not large enough to suggest that actual military expenditures in
these countries are a multiple of the reported budgets, as appears to be the case in

the Soviet Union.”!?°

But there may be significant shortfalls in reported budgets,
nonetheless. The “take-away” point: SIPRI basically uses self-reported
numbers.'?! Based on Crane’s input on these countries—that many costs are
unreported or masked in other budget categories—the self-reported figures
substantiate the possible inclination (or bias) in the SIPRI data series toward lower
numbers that is noted later in this dissertation.

ACDA numbers are much higher—and they are based on the analysis that
includes US price factors, which is at least one explanation for what is apparently
a predilection to overestimate.

At least as far as these Eastern European countries are concerned there is
substantial reason to support the direction of the upcoming sensitivity analysis
(Chapter 10). If Crane’s assessment and methodologies are considered, then it is
appropriate to expect SIPRI data for these countries to be too low, ACDA to be
too high, and the evaluation of steps in either (respective) direction is therefore

increasingly meaningful.

NUCLEAR PROGRAMS: CIVIL AND MILITARY FUNDING

The two countries in the next profile, India and Pakistan, are prime examples

of both the political motivation for military secrecy and the resulting obfuscation of

120 Crane, 1988, 542-543.
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spending figures, and the administrative tactic of funding military capability and
infrastructure in their civilian sector investments. The two respective nuclear
energy programs serve specifically as “exhibit A” and “exhibit B.”

A scenario of distrust and conflict is prevalent in the history of these two
peoples. Colonial independence and the partitioning of the Asian subcontinent in
1947—as part of a two-nation theory—did not create a strategic balance, as
intended, but more clearly a strategic schism. Chris Smith says it this way:

“The two-way diaspora which developed around the time of

independence for India and Pakistan resulted in confusion,

insecurity and atrocious bloodshed. The process of partition

resulted in the death of half a million people. The violence of

partition exacerbated the existing atmosphere of distrust...'*

The adversarial relationship is easily documented from that point forward, starting
with a conflict over Kashmir that is still a current-events story.

There are two basic theories behind the modern history of continued
instability and conflict that is now over 50 years old in this region. The first places
primacy in a perceived “hegemonic spectre” created by India’s apparently
expansionist excursions outside its original borders immediately following
independence. This perspective, voiced by Pakistan’s Noor Husain, suggests that
the partition in 1947 created a strategic “obsession” in India from its birth. Within

two months India’s first prime minister, Nehru, had adopted a doctrine that would

make India “the center of all things in Asia,” had used force to add the state of

" This discussion is completed in Chapter 7.
12 Chris Smith, 1994, India’s Ad Hoc Arsenal: Direction or Drift in Defence Policy? (New York:
Oxford University Press), 10.
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Jamma and Kashmir to Indian borders, and had launched his armies against
Pakistan.'

Similar disputes arose on the eastern border of India in 1948 and 49
involving Nepal, Sikkim, Bhutan and portions of Tibet while the People’s
Republic of China was a nascent nation and only beginning to consolidate its
authority across its own vast national regions. In concert with this theory of a
direct India-centered hegemonic drive to dominate the subcontinent, a Sino-Indian
border dispute became public in 1959 and there is considerable debate about

India’s “rights” in various sectors of Tibet.'**

If true, this thinking led to a
unsuccessful excursion in 1962 to push the Chinese army out of disputed border
provinces. The Sino-Indian war was disastrous to India because of the significant
military defeat and coincides with a complete renunciation of rights in Tibet
(although two additional border conflicts occur in 1965).'%

The second theory explains the subregional tensions as arising distinctly
from clear “sociocultural differences” throughout the region. Hindu and Muslim
and Buddhist; Arab and Asian; one part a British legacy in parliamentary

government, one strongly influenced by Soviet and Chinese communism, others

by military dictatorship.'*®

' See Noor A. Husain, 1987, “India’s Regional Policy: Strategic and Security Dimensions,” in The
Security of South Asia: American and Asian Perspectives, Stephen Phillip Cohen, ed, (Urbana, IL:
University of Illinois Press), 24-49.

z: %21“ G. C. Thomas, 1986, Indian Security Policy (Princeton, NJ: Princeton University Press), 25.

id.

129 P.R. Chari, 1987, “Security Aspects of Indian Foreign Policy,” in The Security of South Asia:
American and Asian Perspectives, 50-60.
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There 1s also the enormous influence of extraregional “hands in the pie”
based on the bi-polar interests of the cold war combatants. During the early years
of the Cold War, American policy wavered between a Soviet containment policy
which favored Pakistan as an intelligence-gathering facility close to the Soviet
borders and support for India (over Pakistan) during the late 60s as a non-
communist rival to China’s growing influence in the region.127

It almost goes without saying that the Soviet invasion of Afghanistan in
1979 created a continued dichotomy of interests and influence in the region (and
restarted U.S. interest including financial and military aid for Pakistan).

In short, both of these countries have serious concerns about belligerent
armies on their castern borders, on their northern and western borders; and 1100
miles of that concern is represented in a common border. This history of conflict
creates security pressures that are real. Military expenditures follow directly. For
the two countries, it has been an arms race for many years, with the countries at
war again in 1965 and in 1971.

Military expenditures during the years of interest to this report (1973-1992)
represent a significant arms race following the war in 1971 that dismembered
western Pakistan and created the independent country of Bangladesh. P.R. Chari
writes “Even a cursory examination of the accelerating weapons-procurement
programs of India and Pakistan... make this apparent.” New weapons programs

included high performance aircraft with the range to reach vital economic, military

"7 Francis Fukiyama, 1980, The Security of Pakistan: A Trip Report (Santa Monica, CA: Rand.
Report N-1584-RC. September), 1.
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and technical targets within minutes.'® In constant dollars, military expenditures
rose between 1976 and 1987 from $1.9 billion to $3.2 billion in Pakistan, and $6.9
billion to $8.2 billion in India.'”’

These are reported military expenditures. But this continually growing
sense of unrest and insecurity led directly to a competitive march toward
generation of nuclear arms capability, realized first by India with a nuclear
detonation in 1974 (and a bona fide nuclear weapons test in 1998). And, as we
have noted previously, this direct competition is reason enough for a country to
disguise its actual outlays and its actual capabilities. Other “moral” and
international pressures serve to make that doubly prevalent when we’re talking
about nuclear arms programs. For instance, nuclear nonproliferation treaties.
Proliferation by itself was regarded internationally as a grave threat to the existing
balance in the nuclear regime and would be a dangerous precedent not only for the
Middle East but also for Latin America and East Asia. And, as Stephen Cohen
confirms, during the 1980s the U.S. threatened numerous times that a Pakistani
bomb would mean the end of American financial and military support.”*® Since
Pakistani interests included both the nuclear weapon that would match India’s and

continued American support, the motive for secrecy becomes obvious.

%8 Chari, 1987, 54.

2 ACDA WMEAT, 1969-78 and 1985. In 1995 U.S. dollars.

13 Stephen Philip Cohen, 1987, “Conclusion,” The Security of South Asia: American and Asian
Perspectives, 236.
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India
From India’s perspective, the threat to national security includes Pakistan,

China and “enemy-aided” insurgencies in Kashmir or other tribal areas. Three
consecutive defense plans have been executed to develop India’s military
capabilities, to offset these threats. The first plan was executed from 1964-1969;
the second from 1969-1974. “By 1977, India had acquired the world’s third
largest standing army, fifth largest air force, eighth largest navy. Its indigenous
armament industry was the largest in the Third World non-communist states in
value, volume, diversity of manufacture, and R&D facilities.”"*! Between 1974
and 1984 there was a 200% increase in the defense budget. But India did not feel
secure. In 1983, with issues evolving in Iran and Afghanistan, and a history of
schism and border conflict with Pakistan and China, the ruling All-India Congress
Committee echoed then- prime minister, Mrs. Indira Ghandi, by proclaiming India
“is encircled on all sides.”'*

The graphs on the next page, from both data sources, display the growth in
expenditures as a result of the war in 1971, as a portion of GNP (during a time when
GNP was growing). From India’s perspective, these expenditures are justified as a
necessary precaution to expected reprisals from Pakistan, which was receiving arms

from the U.S.

B! Husain, 1987, 33.
132 Thomas, 1986, 15.
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Figure 6: Burden and Growth — ACDA Data
India
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Figure 7: Burden and Growth — SIPRI Data
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At the same time, China’s threat to intervene during the Indo-Pakistani wars in 1965

and in 1971 may have played a role in a significant policy change that occurred at

this time. Prior to 1971, India’s security strategy was basically designed to match
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Pakistan’s military capabilities. Raju Thomas points out that prior to this war there
were thirteen Indian infantry divisions to Pakistan’s twelve. Each country had two
armored divisions. In the air, quantity favored India while the quality of Pakistan’s
newly purchased Mirage IIIs from France had no qualitative match.'>> But, after
1971, India’s policy shifted to one of “slight superiority.” Thus, the increase in
spending shown on the graphs as India expanded to 18 divisions in its army,
purchased Jaguar aircraft from Britain and dwarfed Pakistan’s naval capabilities
| with the purchase of a variety of Soviet vessels from submarines to missile cruisers
and destlroyers.134
What the graphs do not show is the portion of GNP spent on a nuclear
energy program destined to produce nuclear weapons capability. Nor does it

account for portions of India’s space program focused on weapon delivery

systems.

India’s Nuclear Program:
India’s nuclear program is justified on the threat posed initially by China

who conducted its first atomic test in 1964. However, the design costs and the
success of a nuclear strategy would be wasted and an ineffective deterrent so long
as India lacked the “counterforce” capability of attacking China’s nuclear launch
systems. It is beyond the scope of this paper to discuss the evolution of India’s
nuclear weapons policy that started with Nehru saying, “For myself and my

government and for future Indian governments, I will say that India will never

13 Thomas, 1986, 22.
3¢ Thomas, 1986, 23.
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make atomic weapons,” and eventually resulted in India’s first detonation of a
nuclear device in 1974. > At the time of that first test, the policy was basically
not to build a nuclear weapon but to consistently threaten to do so. Chris Smith
writes that it was Pakistan’s prior decision to pursue their own nuclear weapon
that weighed heavily in India’s decision to complete their first nuclear test.'
Others view this chicken and egg argument in the opposite order. Either way,
however, after 1974, the resulting all-out effort by Pakistan to acquire a nuclear
weapons capability created a substantial change in the nuclear threat to India and
increased India’s perceived need to continue with their program. Weapons and
delivery systems were developed under the pretext “China has them and Pakistan
is likely to get them.”!*’

Of direct interest to this dissertation are the investment costs applied to this
military capability that are not included in reported defense budgets including
programs pursued in the Department of Atomic Energy and the Department of
Space and to a lesser degree in the Department of Electronics. Officially, these
programs are intended for civilian purposes, to support energy needs across the
economy, to support exploration of space for meteorological needs and satellite
communications, to develop indigenous capabilities in electronics and computers.
“Nevertheless, a major issue underlying Indian commitment to nuclear energy is
New Delhi’s interest in nuclear weapons.” And, the space exploration program

“implicitly amounts to the growth of Indian ballistic missile delivery

% Husain, 1987, 35.
136 Chris Smith, 1994, 186.
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capabilities.”™*® Electronic pursuits include radars, instruments and flight controls
and navigation equipment. One explicit example of the dual civilian-military
purposes of these programs should suffice: India’s reactors generate over 10,000
megawatts of electrical energy plus over 880 pounds of weapons-grade plutonium
annually.'”

India’s policy of “nuclear ambiguity” forces us to assess their spending on
nuclear weapons capability rather indirectly. In consonance with Nehru’s original
pronouncement that India would never make an atomic weapon, various Indian
governments have reiterated a “traditional” condemnation of nuclear weapons but
without ruling out the option should security needs so require. And without
signing the Nuclear Nonproliferation Treaty (NPT). Indira Ghandi approved the
first test in 1974. But prior to that, she categorically declared, “we have stated that
the Government for India does not propose to manufacture nuclear weapons. This
is a decision taken many years ago...”'** Aabha Dixit says these kinds of
statements and ambiguities show “how keen” India was to ensure broad support
for its nuclear policy both at home and across the international community.'*!
Policy remained: “denunciation of the nuclear arms race, opposition to the NPT,

denial of any intention to build nuclear weapons, but a refusal to foreclose the

" Husain, 1987, 37.

"* Thomas, 1986, 175.

"’ Thomas, 1986, 179.

14 Aabha Dixit, 1996, “Status Quo: Maintaining Nuclear Ambiguity,” in India and the Bomb: Public

Opinion and Nuclear Options (Notre Dame, IN: University of Notre Dame), 60.
141 .
Ibid.
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nuclear option.”'** The extent of Indian weapons capability and the amounts
being invested in that regard was not to be revealed.

Some cost data are provided by Onkar Marwah. We have previously
mentioned three areas outside the Ministry of Defense, within other governmental
agencies, where it is likely that a serious nuclear weapons capability and its
delivery system were being developed: in the Department of Atomic Energy, the
Department of Space and to a lesser degree in the Department of Electronics. As
an annual estimate for the years 1974-1979, Marwah provides estimates for this
extra defense expenditure as follows: over $130M annually in Atomic Energy and
Space and, conservatively, another $50 million for Electronics, “in nominal
exchange parities.”' For those years, this level of spending represents an
additional 5% of published military expenditures. It is likely to be much higher
than that.

Pakistan

Pakistan’s perception of the security threat is truly the inverse of the threats
discussed above. The threat from India is, perhaps, inversely and geometrically
proportional. To the north, the instability of Afghanistan and Soviet aggression
during the time frame we are discussing represent a secondary but alsé important
concern. In addition, “enemy-aided” insurgencies in numerous tribal areas pose a
considerable security risk on both north (Afghanistan) and southern (Indian)

borders. We have already discussed the fear in Pakistan that India might again

2 Dixit, 1996, 61.
' Onkar Marwah, 1980, “India’s Military Power and Policy,” in Military Power and Policy in Asian
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seize a sizable portion of terrain as has previously occurred in Kashmir in 1947and
in Bangladesh in 1971—to assert Indian hegemony over South Asia. To the
northwest, the Soviet intervention in Afghanistan in 1979 raised serious concern
that Soviet forces in Afghanistan or their Afghan collaborators might seek to
extend their campaign into Pakistani territory (potentially a high interest to the
Soviets because of the refuge camps and other cross-border links to the
Mujahedeen), to discourage Pakistan from providing substantial support to the
Afghans.

Pakistan, in this timeframe, was also worried about the threat of ethnic
separatism and the possibility of Afghan or Soviet support for ethnic separatism
within the border regions of Pakistan. The fear of separatism has been downplayed
dramatically by the governments in Islamabad—a hidden security concern and a
reason to downplay the resources attached to that concern. According to Francis
Fukiyama, the Butto regime in the mid-70s “tended to exclude altogether the
possibility that any of Pakistan’s constituent ethnic groups had any legitimate
grievances against the federal government.”'** Later, the Zia regime jailed reporters
who mentioned any discontent but used “repressive tendencies” to offset any

semblance of ethnic unrest.'®

Until the Soviet Union abandoned Afghanistan in
1988, the fear also existed for the possibility of a coordinated attack from both India

and the Soviet Union. From Pakistan’s perspective, the motives were clear. India

States: China, India, Japan (Boulder, CO: Westview Press), 119, 121.
' Fukuyama, 1980, 11.
' Tbid.
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would undo the partition once and for all, and the Soviet goal would be access to the
sea.

The graphs that follow demonstrate both the continued race for arms with
India and the simple fact that the apparent parity between the size and capabilities
of the two militaries creates a much larger demand on the smaller economy.
Whereas India’s military burden averages about 3.3% of GNP, Pakistan’s average
is more than 6% of GNP. And this already large burden represents only the

published data on military expenditures.

Figure 8: Burden and Growth — ACDA Data
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Figure 9: Burden and Growth — SIPRI Data
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Pakistan’s Nuclear Program:
“First, nuclear developments within Pakistan have clear military overtones,

which have been carefully nurtured by ambivalent statements and undeviating
actions.”'*® Second, “given the overall superiority of the powers that exert external
pressure on Pakistan through their conventional strength alone, the possession and

14
»147 Most accounts trace

use of nuclear weapons for deterrence is very attractive...
Pakistan’s earliest work toward developing nuclear arms capability to building the

necessary infrastructure beginning in 1972—the year after Pakistan’s

dismemberment in its war with India. Design of a nuclear weapon was well

146 Chari, 1987, 53
7S, Rashid Naim,
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underway by 1981."® The first official statement acknowledging Pakistan’s
nuclear weapons capability came in February 1992 when Foreign Secretary
Shaharyar Kahn told The Washington Post Pakistan possesses “all the elements
which, if hooked together, would become a [nuclear] device.”'™ That much of the
story occurs across the same twenty-year time frame as this dissertation.

The kinds of expenditures not reported in Pakistan’s published military
figures reflect (like India) the deliberate ambiguity of their nuclear policy.
“Taking a leaf out of the Indian book,” Pakistan worked clandestinely toward a
nuclear weapons capability while simultaneously supporting strong diplomatic
campaigns in support of nonproliferation.">® Throughout the mid-seventies
Pakistan acquired the information and infrastructure for nuclear arms: ultrahigh-
speed centrifuges, a uranium enrichment plant, an entire plant structure for
converting uranium powder into uranium hexaflouride... Most of the equipment
was purchased from Western European countries through smuggling and black
market channels."’

U.S. aid to Pakistan was cut off in 1977. But after the Soviet invasion of
Afghanistan in 1979, the United States lifted its ban on economic and military

assistance—until 1989, when President George Bush again warned Pakistan not to

¥ For one historical account see Leonard S. Spector, 1984, Nuclear Proliferation Today (New York:
Vintage Books), 70-109.

' Shaharyar Kahn in Pakistan and the Bomb,1998, Samina Ahmed and David Cortright, eds (Notre
Dame, IN: University of Notre Dame Press), 3.

1% Samina Ahmed and David Cortright, 1998, “Pakistani Public Opinion and Nuclear Weapons
Policy,” in Pakistan and the Bomb, 10.

B! David Albright, 1993, “India and Pakistan’s Nuclear Arms Race: Out of the Closet But Not in the
Street,” Arms Control Today, 23-5 (June): 14.
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continue its advancement toward a weapons capability. During that period, U.S.
assistance amounted to $5.4 billion, in mostly military aid (which also skews the

152

burden data that is at the heart of this analysis). ~* In 1985, “General Zia’s regime

assured Washington that Pakistan would not cross the ‘red line,” but evidence
indicates that Pakistan in fact continued to develop its program.”'>®

Actual costs have been deeply disguised. In fact, despite the size of total
military expenditures and the large impact on both government spending (over
30% annually) and GNP (over 6% annually for the duration of this study), defense
spending is a simple one-line entry as stated by Pakistan’s Ministry of Finance.'*
Very little is known about how much Pakistan has spent on its nuclear arms
program. Pervez Hoodbhoy notes, no expenditure figures have ever been released
for the enrichment plant at Kahuta that employs 3000 people. Similarly, there is
no published budget for the reactor built at Khushab for the purpose of producing
plutonium. Various locations within the Pakistan Atomic Energy Commission
where weapons development occurs are also secret, as are their budgets.
Hoodbhoy concludes that the total cost of nuclear weapons development in

Pakistan over a twenty-year period amounts to little more than “rumor.” The

rumored number is between $4 and $6 billion.'>

192 7ahid Hussain, 1993, “Deliberate Nuclear Ambiguity,” in Pakistan and the Bomb, 35.

'3 Hussain, 1993, 37.

14 Pervez Hoodbhoy, 1993, “Pakistan’s Nuclear Future,” in Pakistan and the Bomb, 76. Figures are
consistent with both ACDA and SIPRI data for this time period.

'35 pervez Hoodbhoy, 1993, “Pakistan’s Nuclear Future,” 74-75.
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At $4 billion, this “rumor” amounts to a rather cheap $200 million per year.
But $200 million per year amounts to over 15% of the published defense budget
over the years in question and, if added back in would raise the military burden
throughout this time span a full percentage point to 7% annually. If we look at the
higher end of this estimate, the error factor increases to over 24% and the military
burden would approach 7.5%.

One can therefore say quite confidently that the published defense
expenditures are significantly less than the actual ones.

FOREIGN AID — TAIWAN
There are countries that carry a heavy defense burden and still maintain

strong rates of growth, like the Republic of China on Taiwan. The issue in
Taiwan’s case is foreign aid, received from both the U.S. and Japan.'*® The
relationship between military burden and economic growth for Taiwan appears to
be deliberate and successful and also somewhat misleading.

Taiwan has from 1952 to 1992 born a defense burden that is, on the average,
7.5% of its GNP while at the same time establishing an overall growth rate of 8.8%
and a rate of growth of exports of 24%.">’ Taiwan has achieved a lower infant
mortality rate than the United States and "its literacy and life expectancy levels are

not far behind." In addition, during the same time period, Taiwan averaged only 2%

1% Japanese aid included state assistance for industry and licensing for electronics products. For the
purposes of this discussion, we will focus predominately on U.S. military aid.

157 Growth and export information from Steve Chan, 1988, "Defense Burden and Economic Growth:
Unraveling the Taiwanese Enigma," American Political Science Review, 82.3 (Sept), 913.
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unemployment.'*® Furthermore, this "record [of performance] contradicts much of
the theorizing concerning the negative economic effects of a heavy defense burden. .
0159

But the military burden and the growth numbers have been largely
subsidized by foreign aid, the impact of which is counted on only one side of the
ledger. Growth and GNP numbers represent the full impact of the economy. But
aid dollars are not accounted for as part of the “burden” of the recipient country.'®
Military aid is counted as part of the donor country’s expenditure but it subsidizes
military capability in the recipient country that may be required—that would
otherwise be required in Taiwan’s case. And it allows for additional military
expenditure and additional civilian investment by freeing up resources that would
otherwise be required for defense. It adds to the denominator of the burden ratio
and distorts that relationship...

There are two approaches we will consider in Taiwan’s case: foreign aid—
the direct impact and implications of the numbers—and the deliberate economic
planning that was co-responsible for a recognized success in development. Like
the other countries we have profiled previously, real security concerns occupy the

policy realm for Taiwan. Taiwan’s historical security position is well recognized:

confronting the continual expectation of conflict with the People's Republic of

¥ David R. Davis and Steve Chan, 1990, "The Security-Welfare Relationship: Longitudinal Evidence
from Taiwan," Journal of Peace Research, 27.1 (Feb), 88-90.

'¥ Steve Chan and Cal Clark, 1991, "Economic Growth and Popular Well-being in Taiwan: A Time
Series Examination of Some Preliminary Hypotheses," The Western Political Quarterly. 44.3 (Sept): 92.

' For a discussion of what is and isn’t included as military expenditures by the two sources identified
in this work see Table 8 in Chapter 7 on page 117.
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China. Although the expected conflict over re-unification has not occurred, there
have been numerous provocations. Since 1949 the People’s Republic of China—
mainland China—has made numerous attempts to take control of offshore islands
now controlled by Taiwan, the latest provocations being in 1965 and 1976. In
1986, Deng Xiaoping restated and re-emphasized the somewhat dormant PRC
policy assessment that the mainland and Taiwan must be reunified.'®' And,
clearly, the PRC has restated that position numerous times in the intervening
years, to this time.

So it is quite difficult to ignore the basic safeguard of security in the case of
Taiwan where the proximity of its threat is so clear, where the earlier effect of
U.S. aid and protection is so apparent'®?, and where the effectiveness of the
Taiwanese defense posture is so easily recognizable. On a broad front, and clearly
in Taiwan's case, "The military provides 'security' which fosters an environment in
which production and exchange takes place more effectively."'®> A. James Gregor
provides this example of the value of defense to this island country: over 50% of
Taiwan's GNP now goes to export products; the survival of this trade depends on
the security of shipping. At the same time, 62% of the export/import totals for
Taiwan are on- and off-loaded at Kaohsiung, a port located on the western coast of

Taiwan, facing the Taiwan strait and the mainland. Kaohsiung is obviously

'l See A. James Gregor, 1984, "Republic of China," in Arms Production in Developing Countries,
James Everett Katz, ed (Lexington, MA: Lexington Books), 301.

12 Over the 15 years from the end of the Korean war until the late 1960s, U.S. aid topped $4 billion,
accounting for 5 percent of Taiwan's gross national product. See
http://www.pbs.org/wgbh/commandingheights/lo/countries/tw/tw_economic.html

'8 Saadet Deger, 1986, Military Expenditure in Third World Countries: The Economic Effects
(Boston: Routledge & Kegan Paul), 17.
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vulnerable to "interference" from the mainland country that has never renounced
its right to "restore Taiwan to the Motherland." But Taiwan's naval and air
defenses (combined with their diplomatic acumen) have provided the security to
allow both this international trade and the development of a shipyard at Kaohsiung
that is considered one of the 12 largest in the world.'** Basically, you don't do that
if you're not secure.

The two graphs on the following page show the defense burden and growth
comparisons for the two sources, ACDA and SIPRI. Both graphs show a
downward trend in burden toward the end of the time series that is explained many
ways, by a perceived comfort level in military capability, by the astounding
economic growth of what was then called the “Asian Tigers,” also by a purposeful
transition from imported military technologies to a now substantial domestic arms
production industry. Like other countries discussed in these profiles, the
Nationalist government of Taiwan provides only one line of published budget

99165

information for “Defense and Foreign Affairs. Therein, lies the rub.

15t A. James Gregor, 1984, 301-307.
1% John Hartman and Wy Hsiao, 1994, “Military Spending and Taiwanese Development: a Statistical

and Historical analysis,”in Research in Political Economy, Vol 14, Paul Zarembka, ed. (Greenwich, CT:
JAI Press, Inc.), 256.
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Figure 10: Burden and Growth — ACDA Data
Taiwan
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Figure 11: Burden and Growth — SIPRI Data
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The lumping together of Defense and Foreign Affairs budgets is the first
element of inaccuracy in the published military spending data for Taiwan.
Hartman and Hsiao point out that this aggregate number also includes police
spending as well as foreign affairs.'® This part of the discussion would tend to
support a lower figure for actual military expenditures and overall military burden.
Since the U.S. broke off formal diplomatic recognition of Taiwan in 1978—
ascribing to the one-China policy—Taiwan has been forced to seriously expand its
diplomatic missions across the globe, searching for friends and benefactors. It is
possible that this “Foreign Affairs” portion of the lumped together budget after
that time is at least significant. And both sources show increased spending for the
four years following 1978.

The larger unaccounted for impact, of interest to this work on spending and
burden, occurs due to U.S. military aid. But the aid issue is only indirectly related
to the time-period from 1973-1992.

Typically, there is an “upside” and a “downside” to military aid. The
downside, as far as researchers in the field of development are concerned, is that
military aid frequently comes with strings attached that may affect other policies
or other economic commodities including import or export pricing. Aid may
generate high repayment costs later and often goes to the wrong programs or the
wrong people.

Sufficient amounts of aid is a key point. Recall the earlier discussion of the

16 Ibid.
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“dependency theory” where the smaller, poorer country or government is
dependent on the “benefactor” country, but also not quite able to develop its own
resources or population indices. Taiwan’s story is completely independent of
these downside worries. Taiwan received enormous sums of aid and used it
effectively. In short, effects on land reform and indigenous industries were
dramatic—and simultaneous with the major influx of military aid..."%’

There are a number of ways to simply “get a feel” for the level of aid
provided. The dollar figures that follow are encumbered with all kinds of
comparability issues, aggregated in different ways across various years, in
different currency years for dollars. But the message is clear. When aid reduces
budget constraints and foreign exchange constraints it is associated with growth.

Jacoby reported in 1966 that Taiwan received more U.S. military aid from
1946-1964 than any other country—about $1.5 billion in economic assistance and
$2.5 billion in military grants.'® By that count, over $4 billion in total aid. A
separate review of U.S. military aid to Taiwan (military aid only), beginning in
1950, indicates dollar figures as $1.9 billion from 1950-63 with another $600
million from 1964-72.'" But Hartman and Hsiao put the number from 1965-78 at
$1.4 billion...'” Either way you look at it, most U.S. economic aid was given to

Taiwan under the auspices of military support and the average figure approaches

167 See J oseph E. Medley, 1994, “U.S. Interventions and Economic Development in Small, Poor
Countries: The Cases of Taiwan and Nicaragua,” in Research in Political Economy, Vol 14 (Greenwich,
CT: JAI Press, Inc.), 221-244,

18 Jacoby, 1966, 38, 42.

1 The Statistical Abstract of the United States, 1973, U.S. Bureau of the Census (Washington, D.C.:
Government Printing Office), 259.

'7° Hartman and Hsiao, 1994, 252.

101

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



$100M a year for a lot of years. The mother lode of aid was provided in the 50s
and 60s, leading to a major role played by military industries as
part of the economic expansion in the 70s and 80s (discussed below). And
seriously distorting the real impact of everything from tax burdens on the
Taiwanese citizen to the nation’s reported defense burden.

A series of tablature data follows to begin explaining the additional effects

of military aid, grants and credits and subsequent repayment issues.

Table 5
Taiwan: A 10 Year View of U.S. Aid and Military Sales

(Dollars in Millions, Current Year)

1973/1974/1975(1976(1977|1978(1979(19801981|1982

Military Aid to Taiwan 8 (51273 |48 [ 82 | 58050508 02
1

[Foreign Aid (Total) 95.7 [ 82.7 ] 94.6 | 35.5 | 24.1
1

IU.S.MilitarySalestoTaiwan 74.1 1 99 1119.6/123.8|141.8(131.1] 201 | 212 | 381 | 390

Source: Foreign Military Sales and Military Assistance Facts, U.S. Defense
Security Assistance Agency, annual; and The Statistical Abstract of the United
States, U.S. Bureau of the Census (Washington, D.C.: Government Printing
Office), Annual.

In the timeframe we are interested in, military aid to Taiwan was drastically
reduced and then closed out altogether. (The table ends with 1982 because after
that year military aid for Taiwan dwindles toward zero.) Total foreign aid from
the U.S. hovered around $100 million per year until 1976. At the same time,
Table 5 reveals the steady growth in direct cash sales of military equipment from
the U.S. to Taiwan. What we are seeing here is the increase in domestic military

expenditure that was previously subsidized by the U.S., to the point that, by 1992
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