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Budgetary Consequences of Defense
Expenditures in Pakistan: Short-Run Impacts and
Long-Run Adjustments*

PETER C. FREDERIKSEN & ROBERT E. LOONEY
Naval Postgraduate School, Monterey, California

In the last twenty years, there has been a growing interest in quantifying the 'guns versus butter' tradeoff
facing developing countries. This article examines Pakistan's military expenditures between 1973 and
1986 and estimates "both a short-run impact model and long-run adjustment model to measure how
changes in the defense burden, the deficit, and government debt have affected budget allocations to
economic services programs and administrative/social programs. In addition, we investigate whether
defense budgets have been increased or maintained either at the expense of economic and social
programs in general or merely confined to one or two specific programs. Military expenditure patterns
are analyzed to see whether or not they were responsible for across-the-board cuts in long-term
infrastructure programs. Our analysis indicates that the deficit, the debt service, and the military burden
are often interrelated in such a comple1C manner that the impact of any specific program is difficult to
predict. In the short run, most infrastructure programs increased as the military burden declined. The
opposite was generally true for social programs such as social security, welfare, and housing. Changes in
the defense budget appear to have only a transitory effect on the share of government expenditures
allocated toward infrastructure. The long-run model suggests that social programs have just as high a
priority as economic services. When the military burden increases, the government is willing to take
some resources from infrastructure programs and lets the deficit grow to finance social programs. Our
results also suggest a long run pattern of adjustment in social programs but not infrastructure programs­
a counter-intuitive result given Pakistan's severe infrastructure constraints.

1. Introduction
Toward the end of 1988, a deteriorating
resource situation in Pakistan resulted in a
financial crisis. The budget deficit had
reached 8.5% of Gross Domestic Product
(GDP), inflation accelerated, and the cur­
rent account deficit had doubled to 4.3% of
Gross National Product (GNP). In addition,
the external debt service ratio was approxi­
mately 28% of export earnings and foreign
exchange reserves were cut in half to USD
438 million, an amount equal to under three
weeks of imports (World Bank, 1991). This
deteriorating economic situation forced the
government of Pakistan to enter into several
agreements with the International Monetary
Fund (IMF), the World Bank, the Asian
Development Bank, and several bilateral
donors to implement a medium-term adjust-
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ment and structural reform program aimed
at restoring resource balances to sustainable
levels and improving the economy's effic­
iency.

In large part, Pakistan's fiscal problems
can be attributed to two basic constraints: a
narrow tax base and the majority of current
expenditures budgeted to military expendi­
tures and debt-servicing, programs which
have steadily grown over time. Jointly,
these two programs account for over 81% of
the 1990/91 budget. The Annual Develop­
ment Plan often must be revised downward
following cuts in foreign aid and local
resources (Economist Intelligence Unit,
1991).

This article examines Pakistan's military
~xpenditures between 1973 and 1986 and
presents short-run impact and long-run
adjustment models to measure how changes
in the defense burden have affected budget
allocations to (a) economic services pro­
grams (including infrastructure and trans­
portation) and administrative/social pro­
grams. In addition, we are interested in
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whether defense budgets have been
increased or maintained either at the
expense of economic and social programs in
general or confined to one specific area.
Finally, we examine military expenditure
patterns to see if they were responsible (if at
all) for across-the-board cuts in long-term
infrastructure programs such as transport,
communications, and energy programs, or
whether the reductions were concentrated
in any specific program.

2. Review of the Literature
In the last twenty years, interest has focused
on the 'guns versus butter' tradeoff facing
developing countries. Researchers have
tried to quantify the determinants of
government programs and the tradeoffs be­
tween the programs. Much of the recent
work has focused on education and defense,
since these represent the two largest budget
categories for most countries.

Heller & Cheasty (1983) examined data
on 27 middle-income countries I and
measured changes in education expendi­
tures when budgets were cut between 1965
and 1978. Education expenditures averaged
approximately 16% of central government
expenditures. While they had expected to
find that education was fairly elastic with
respect to central budget changes, they
found instead 'resilience' in education
expenditures. The authors attributed this
inelasticity to high political, social, and
economic priorities afforded education.
However, they pointed out that just examin­
ing simple educational expenditure GDP
ratios tended to mask the ways individual
countries handled inflation and budget cuts.
Enrollments expanded (especially in
secondary, and tertiary levels) concomitant
with a sharp drop in expenditure per
student, and recently completed capital
projects were significantly underfinanced.·
The authors did find a high priority placed
on primary education - larger enrollments
were accompanied by increased real expen­
ditures per student.

In the same year, Hicks & Kubisch (1983)
noted that little was known about (a) how
governments increase or decrease public

sector expenditures, or (b) whether some
sectors are more vulnerable than others in
turbulent economic conditions. In a short
run austerity framework, they isolated 32
countries (excluding Pakistan) where total
real government expenditures had declined
in more than one year between 1972 and
1980. They calculated real percentage
changes for each sector and for all govern­
ment expenditures. The two measures were
compared to measure the 'vulnerability' of
the sector. On average, total government
expenditures declined 13% while social
sectors and defense and administration de­
clined 5% and 8% respectively, i.e. were
relatively protected. The' productive sectors
(agriculture, mining, forestry, fishing, etc.)
and infrastructure programs were much
more vulnerable and were cut 15 and 20%
respectively. Hicks & Kubisch concluded
that program cuts are not 'across-the­
board'; well-protected programs appear to
be those which are politically sensitive in
terms of jobs. Furthermore, they suggested
that countries forgo future consumption for
present consumption by either abolishing or
reducing subsidies to long-term infrastruc­
ture projects.

Deger (1985) used data on 50 countries to
examine the tradeoff between education
and defense. Using a simultaneous equation
model, she estimated that if the allocation to
defense were cut by 15% (approximately
USD 13 billion), there would be an increase
of 2.9% (approximately USD 4.5 billion) in
the allocation to education. She also de­
scribed some of the specific human resource
projects which could likely be obtained with
the reduction in defense. Looney (1986)
examined several Latin American countries
and estimated a model (using regression
analysis) where non-defense sectors as a
percent of central government expenditures
(CGE) depend on the allocation to defense
and also the ratio of CGE/GNP. He noted
that changes in non-defense were not just a
function of changes in defense, but also the
size of the budget in relation to the country's
GNP. Looney found a negative tradeoff be­
tween defense and other government expen­
ditures for one group of countries and a
positive tradeoff for another group of coun-














