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                    Abstract
This paper examines the effect of military expenditures on economic growth by utilizing dynamic panel data analysis for 82 countries for the period of 1988–2008. Considering the possible effect of inequality on the military expenditures–economic growth nexus, this paper incorporates inequality along with its interaction with human capital into an augmented Solow growth model. The general finding is that military expenditures have a negative impact on economic growth, valid for several model specifications and sensitivity analyses. The negative impact holds when heterogeneity stemming from different country groups (e.g., development level, arms trade, fuel dependency) is considered. Also, the findings show that negative impact of military expenditure on growth for arms exporter and/or arms importer countries is weaker than those for other countries. Regarding income inequality and human capital, the findings suggest that human capital has a positive effect on growth, as expected. Income inequality on the other hand, has negative direct effect on economic growth. Considering these two variables together, the findings show that income inequality deteriorates growth for lower levels of human capital, whereas the impact of inequality on growth turns out to be positive for higher levels of human capital.
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                    Notes
	The discussion on human capital and income inequality in this section is mainly based on Töngür and Elveren (2016).


	See Dunne et al. (2004, 2005) for a detailed derivation of the model.


	Specifically, for each industry, one has pi as the share of that industry in total employment, and Yi/Y as the mean pay in that industry divided by the mean pay in all of manufacturing. The “Theil element” is the product: pi * (Yi/Y) * ln(Yi/Y) and the between-groups component of Theil’s T is the sum of these elements across all industries in the observed set (Galbraith et al. 2014). Note that when the value of index is 0, this represents perfect equality, and the value increases as inequality rises.


	We acknowledge that the reduced form of the growth model prevent us from capturing specific dynamics of interaction between inequality and human capital. However, such an investigation is beyond the scope of this paper. The main aim of this paper is to understand better the effect of military expenditures on economic growth by considering income inequality.


	We do not present these results to save space. However, these results are available upon request.
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