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Economic Growth and the Scale of Defense

Spending
—On the Structural Effects of Defense Spending
(Abstract)

It is found that current research on the scale of defense
spending is still confined to the simple quantitative aspect of
defense spending. As a matter of fact, the quantity and the
quality aspects of defense spending are closely rdlated. The
former aims at getting more and more government inputs while
the latter centers on increasing the benefits of defense spend-
ing in order to enhance its scale capacity. Therefore, under the
same conditions, “quantity” must be supported by “quality”.

In the light of China’s current economic development
stage, the new world order and the status quota of defense con-
sumption, it is understood that defense spending must have an
optimal growth, which is defined as a band interval between an
upper limit and a lower limit. The upper limit is decided by the
maximum military demand and the maximum possible military
supply , and the lower limit by the short term factors of defense
spending growth. On one hand, since the average maximum
possible growth rate of defense expenditures reflects the long

term average maximum possible capacity of national economy



to stand the growth of defense expenditures, it actually indi-
cates the maximum possible military supply. And the maxi-
mum military consumption naturally indicates the maximum
military demand. On the other, according to the law of large
numbers, differences between the growth rates in different pe-
riods or yers are complementary to each other, causing the av-
erage of the high and the low growth rates in various years to
be a ‘guaranteed’ growth rate, which is actually one that ex-
cludes the maximum possibility and the maximum impossibili-
ty. This ‘guaranteed’ growth is viewed as the lower limit of
the proposed optimal growth, which lies in the interval set by
these two limits. Assume that O, is the optimal growth rate,
O.. the average rate of maximum possible growth and O, the re-
al average growth rate in a given period, then the optimal
growth interval for defense spending can be expressed as fol-
lows,
under abnormal conditions, when P,<Ny,

0,<04=0n
otherwise, under all other conditions,

Or<<O4<On

with quantity fixed, the quality factor becomes more

prominent. The growth of quality lies in structural optimiza-
tion. In other words, the issue of scale capacity of defense
spending is in essence the issue of structural connections. The
notion of structural connections refers to the overall three-di-
mensional spending-benefit relationships between the sub-sys-

_ tems, not merely the two-dimensional proportions.. However,



the theoretical circles currently view the structural connections
as simple balanced proportionate relationships between the
subsystems. This view is not helpful in revealing the overall
structural connections and thus exerts constraints on studies in
this area. In this paper, a three-dimensional spending-benefit
relationship between the sub-systems is forwarded. This view
refers to the relationship between the three-dimensional vector
sub-systems. The three vectors are the level of structural con-
nections, i. e. the level of spending-benefit among the sub-sys-
tems; the scale of structural connections, i. e. the scale of
spending-benefit in the sub-systems; the structural aggregate
quality, i. e. the quality of spending-benefit in the sub-sys-
tems. To conclude, the growth of the scale capacity of China’s
defense spending lies in the development of the new structure
of defense spending, during which innovations on regulations

need to be deepened to achieve the best results.
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