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ABSTRACT

The objective of this study was to analyze the relationship between military expenditure
and economic growth by using panel data from 73 countries during 1988-2009. The theoretical
model employed in this study was adapted from Ramsey economic growth model.

The tested result of the long-term equilibrium relationship between military expenditure
and economic growth found that military expenditure and economic growth in the sample groups
which were American, Asia and Oceania, Middle East, and ASEAN had no long-term equilibrium
relationship. On the other hand, 73 countries sample group, African sample group and European
sample group had long-term equilibrium relationship in the opposite direction, for instance when
military expenditure is increased, economic growth will reduce or when military expenditure is
reduced, economic growth will increase.

The result from the short-run Granger causality test found that all 73 countries sample
group and European sample group had the unidirectional short-run causality which was military
expenditure caused a change in economic growth. But economic growth did not cause a change in
military expenditure. African sample group had the bidirectional short-run causality which was
economic growth caused a change in military expenditure and military expenditure caused a

change in economic growth.



The long-run Granger causality test found that all 73 countries sample group and
European sample group had the bidirectional long-run causality which was economic growth
caused a change in military expenditure and military expenditure caused a change in economic
growth. However, African sample group had the unidirectional long-run causality which was
military expenditure caused a change in economic growth but economic growth did not cause a

change in military expenditure



