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Theoretical and Empirical Analysis of the Equilibrium
Relationship between Defense Spending and Economic
Growth Based on Threshold Regression Model

WANG Wan-jun'?,CHEN Xiao-he'

(1.De fense Economics Research Center ,Shanghai University of
Finance & Economics, Shanghai 200434, China ;2. School o f Economics
Nanjing University of Finance & Economics,Nanjing 210046, China ;)

Abstract: This paper firstly introduces defense spending into Solow growth
model and hypothesizes that defense spending affects economic growth through its
impact on technological progress. Different from existing empirical analysis, this
paper tries to analyze the relation between defense spending and economic growth
through a nonlinear threshold regression model, using time series data of China
from 1952 to 2008. The conclusions are as follows: a) there is a threshold effect
between defense spending and economic growth; b)when the proportion of defense
spending to GDP is lower than 3.434% , the increase in this proportion is not ben-
eficial to economic growth, and this negative effect is significant; ¢) when the pro-
portion of defense spending to GDP is higher than 3.434%, the increase in this
proportion will significantly contribute to economic growth, Certainly, the optimal
proportion of defense spending to GDP is neither the lowest nor the highest, and
the local optimal levels of this proportion should be determined by the sub-thresh-
old value.

Key words: defense spending; economic growth; Solow growth model;

threshold regression model
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