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1. Introduction

A prevalent theme in the literature on the economic impacts associated with defense
expenditures stre9ses the detrimental effects on capital formation. Deger' has suggested
that capital formation in thedeveloping countries may be constrained notonly or necessarily
by a shortfall in savings due to high military spending but (perhaps more importantly) by a
reduction in absorptive capacity to utilize the available savings as a result of the hypoth­
esized unfavorable impact of milit?ry spending on public funding for human resources.2

While Deger presents some empirical evidence based on a large sample of developing to
support this view, the limitations inherent cross section analysis prevent us from drawing
any broad generalizations as to the nature of the defense/savings relationship. In fact one
could logically argue that military expenditure might force governments to increase
taxation and domesticsaving,part ofwhich can be used for capital formation; it might foster
human capital by training and modernizing people; it may create effective demand and
reduce excess capacity.
Ultimately whether or not defense expenditures reduce or increase (or are neutral)
domestic savings can only be resolved through empirical testing. The purpose of this
paper is to assess the links between defense expenditures and savings in Pakistan. In this
regard, Pakistan serves as an ideal c~se study because of the availability of extensive data
on the country's savings rates. Have defense expenditures reduced that country's already
low savings rates? Is the impact of defense expenditures on savings different than that
of other types of government expenditures and if so what manner?

2. Patterns of Defense Expenditures and Savings

Pakistan's savings efforts are low by developing country standards. In fact, saving as a.
fraction of the Gross National Product (GNP) is one of the lowest among the developing
countries. The current saving rate of about 14 percent of GNP fares badly with 23 percent
for other low income developing countries.3

1. See Saadet Deger, Military Expenditures in Third World Countries: The Economic Effects (London: Routledge'
. & Kegan Paul, 1986). .

2. Steve Chan, "Defense, Welfare, and Growth: Introduction" in Steve Chan and Alex Mintz, Defense, Welfare and
Growth: Perspectives and Evidence (London: Routledge, 1992), pp. 4-5.
3. Several good comparative studies exist. See for example: Maxwell J. Fry, "Saving, Financial Intermediation and
Economic Growth in Asia" Asian Development Review, vol 2, no. 1 (1984), pp. 82-91; Maxwell Fry "Domestic
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A brief examination of the patterns of savings and public expenditures in Pakistan (Table
1) does not suggest that (at least since 1973) defense expenditures have played a major
role in lowering the country's domestic resources:

i. Defense expenditures appear to have stabilized at around 7 percent of gross domestic
product, whereas non-military expenditures increased from 9.6 percent of GDP in 1973 to
17.8 percent in 1989.

Table 1

Pakistan: ~allems of Savings and Government Expenditures, 1973-1991

(percentage' of Gross Domestic Product)

Year Savings Expenditures

Private Public Gross Gross Military Non-
Domestic National Military

1973 11.26 -0.46 13.47 10.79 7.02 9.62
1974 7.27 -0.15 9.63 7.12 6.83 9.89
1975 6.56 -0.14 7.37 5.99 6.75 10.81
1976 9.45 0.81 10.79 10.26 6.22 10.95
19n 8.90 2.45 -22.63 11.36 6.04 10.36
1978 12.67 1.80 8.81 14.48 5.82 11.64
1979 11.17 1.07 7.12 12.24 6.20 12.39
1980 11.49 2.20 7.79 13.69 6.23 11.31
1981 10.97 4.16 9.26 15.12 6.37 12.82
1982 10.95 3.32 8.32 14.27 6.98 10.09
1983 15.73 1.27 8.46 17.00 7.39 11.98
1964 13.03 2.02 7.70 15.06 7.31 12.37
1985 12.55 0.38 6.28 12.93 7.43 12.39
1986 13.18 1.71 10.95 14.89 7.55 13.49
1987 16.48 0.49 13.86 16.98 7.68 13.95
1988 12.30 1.33 12.45 13.63 7.20 16.22
1989 13.87 0.21 12.63 14.08 7.08 17.80
1990 12.32 1.n 13.23 14.09 7.14 16.08
1991 12.01 1.99 14.55 13.99 6.85 15.~

Source: World Bank

Resource Mobilization in Developing Aria: Four Policy Issues Asian Development Review, vol. 9, no 1 (1991), pp.
15-39; and Graham J. Abbott, "National Saving and financial Development in Asian Developing Countries" Asian
Development Review, vol 2 no. 2 (1984), pp. 1-22.
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