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Chapter 6
Defense Expenditures and Economic
Growth Relationship: A Panel Data
Approach for NATO

Güldenur Çetin, Hasan Hüseyin Yıldırım, Ayben Koy, and Cihat Köksal

Abstract One of the rules of being successful in the international competition is
having technology-intensive manufacturing areas. The investments made in the
defense industry, and the recognition of the products that are being produced in
this area as technology-intensive products, are increasing the importance of the
defense expenditures and the economic growth relationship. Increases in defense
spending cause greater investments in industrial sectors. Secondly, economic growth
affects the competitiveness of the countries prominently. Thirdly, public expendi-
tures can lead to an increase in investments and growth. This study brings to light the
relationship between military expenditures and economic growth for NATOmember
countries. In the period from 2000 to 2015 for 27 NATO member countries, the
two-way direction of the relationship is found by using panel data techniques.

Introduction

Today, the level of international competitiveness is based on the technology-
intensive manufacturing. Especially, the investments made in the defense industry,
and the recognition of the products that are being produced in this area as techno-
logy-intensive products, are increasing the importance of the defense expenditures
(DE) and economic growth (EG) relationship. This relationship is among the mostly
studied and econometrically analyzed topics in the economy literature.

Manufacturing of defense industry goods not only allows the country to gain
higher monetary benefits but also allows the countries to dominate the structure of
the defense industry goods importing countries which are dependent on the
exporting ones. Exportation of the technology-intensive products has a considerable
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impact on the balance of payments of the countries and plays an important role for
their EG. Export productivity of the defense industry is not enough to consider.
Relationships with other countries, effects on the other country’s approaches, and
totality of the country are some other factors that cannot be ignored. Moreover, EG
affects the competitiveness of the countries prominently (Hämäläinen 2003; Porter
et al. 2001). However, there is not a compromise on the effects of DE on economy.

How important is the DEs in the twenty-first century? It can clearly be seen in
Fig. 6.1, 2016 as a dark year. There were many terrorist attacks in Middle East and
Europe. By the increasing number of armed conflicts, many people left their home
country. As a result of the wars in Iraq and Syria, 4 million Iraqi and 12 million
Syrian refugees are mostly hosted by Jordan, Lebanon, and Turkey. In addition,
active armed conflicts increased to 50 in 2015, substantially related with enlargement
activities of the Islamic State (IS) into new territories in 12 countries. One of the
conflicts occurred between India and Pakistan; however, the rest of the conflicts were
between the states and concerned government, territory, or both of them. Eventually,
peace is not rising in the twenty-first century. On the contrary, armed conflicts and
total DEs have got a widespread outlook (Figs. 6.1 and 6.2).

In this study, from the above-mentioned viewpoints, relationship between the
DEs and the EG of the North Atlantic Treaty Organization (NATO) member
countries has been analyzed. NATO has the power to guarantee the freedom and
security of the member countries. This is enabled via their military and diplomatic
acts. NATO also has the ability to take over crisis-management operations if
diplomatic efforts fail. From The Washington Treaty (North Atlantic Treaty) 1949,
which forms the basis of NATO, it commits members to protect each other.

27 NATO member countries and 432 annually observations are used in the study.
The analyzing period is beginning from 2000 to 2015. When the top ten countries,
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