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PAKISTAN, DEFENSE EXPENDITURES AND EXTERNAL
DEBT: PATTERNS OF CAUSATION AND CONSTRAINT

l by
~ ROBERT E. LOONEY *
I•

Introduction

Increasing attention is being focused on the role of military expendi­
tures in contributing to the external indebtedness of developing countries.
Unfortunately, given the fungibility of funds, it is often difficult to find
clear, statistically significant relationships between increases in defense ex­
penditures and the subsequent expansion of foreign liabilities.

These dilemmas are reflected in seemingly contradictory results pro­
duced by several recent studies of Pakistani borrowing in external markets.
On the one hand, cross section analysis (Looney, 1987, 1989; Looney and
Frederiksen, 1986) suggests that Pakistan as a relatively resource constrain­
ed country might be expected to resort to extensive borrowing to support
its level of defense expenditures. On the other hand, time series analysis
questions whether external borrowing has been a major factor in funding
the country's expanded defense expenditures (Looney, 1991). If anything,
this analysis suggests that foreign lender concern over Pakistan's defense
expenditures have caused them to cut back on lending to that country.

There are several ways these two sets of findings can be reconciled:
1. The cross section analysis is largely for the 1970s and early 1980s,

and the patterns found there may not have held up in subsequent years.
2. Pakistan may not be a "typical" resource constrained country. The

country has received considerable amounts of economic aid and, as recent
. studies suggest, this may be quite fungible into the military acquisition

process.
3. As was the case for domestic borrowing, the time series analysis.
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