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Abstract

This study analyzes the impact of public expenditure on economic growth in
Southeast European countries, using data for Serbia, Bosnia and Herzegovina,
Croatia, Montenegro, North Macedonia, Romania, Bulgaria, Albania, and Greece
for the period from 2005 to 2021. The empirical analysis was conducted using Prais-
Winsten regression with panel-corrected standard errors (PCSE) to correct for
heteroskedasticity, autocorrelation, and cross-sectional dependence. The results
show that an increase in public expenditure positively affects economic growth, while
a high level of public debt negatively impacts growth. However, the interaction effect
between public expenditure and high debt is not statistically significant, suggesting
that public expenditure in countries with high debt does not have a pronounced
negative effect on economic growth. These findings highlight the need for more
careful consideration of fiscal policies in high-debt countries, particularly in the
context of military expenditure.

Keywords: economic growth, public expenditure, public debt, southeast Europe.

JEL: F50, H56, H63

Introduction

The issue of public expenditure, viewed through military spending and its impact on
economic growth, has become increasingly significant in contemporary economic
analyses, particularly in countries with high public debt (Badmus and Okunola,
2017). The role of the state budget in the context of military spending presents a
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complex dilemma between preserving national security and maintaining economic
stability (Kalas and Milenkovi¢, 2021).

Given that public debt represents a burden on state finances, increasing military
spending in countries with high debt levels can create additional fiscal pressure and
slow down economic growth (Dunne, Nikolaidou, & Smith, 2002). In Southeast
Europe, a region that has undergone intense political and economic transitions,
military spending plays a key role in national policies, especially in the context of
security challenges and international relations (Sare, 2024). Countries such as Serbia,
Bosnia and Herzegovina, Croatia, Montenegro, North Macedonia, Romania,
Bulgaria, Albania, and Greece face specific fiscal challenges, where high levels of
public debt impose constraints on economic performance. These countries, although
at different stages of economic transition, commonly grapple with the issue of how
to balance military spending with the need for sustainable economic growth. These
transitions have been accompanied by rising public debt and shifting fiscal policies,
in which military spending has taken an important place.

Various factors, such as regional security challenges, NATO integration, and
historical and political circumstances, have contributed to military budgets in these
countries remaining a priority, even when economic conditions do not allow for
significant increases in government expenditures (Lovereide, 2020). Previous
research often highlights the dual role of military spending. Theoretical frameworks,
such as Keynesian approaches to military spending, suggest that in the short term,
military expenditure can boost aggregate demand and contribute to growth (Ceyhan
& Kostekei, 2021).

On the other hand, approaches emphasizing the negative long-term consequences of
high debt (Khan et al., 2020; Trifunovi¢ et al., 2023) point out that increasing
military spending without corresponding revenue inflows can lead to fiscal
imbalances (Durucan & Yesil, 2022) and reduced investment in productive sectors
(Aydin, 2021; Nesevski & Bojici¢, 2024; PenjiSevi¢, et al 2024). In this context,
rising debt may cause increased interest rates, inflation (Friedman, 1970; Hartley,
2007), and reduced economic activity (Na & Bo, 2013; Barile et al., 2023;
Trifunovié, et al, 2024), particularly in countries with less developed economies
(Gojkovi¢, et al., 2023). Advocates of this theory also argue that large investments
in military spending reduce the capital available for economically more productive
opportunities (Kentor & Kick, 2008).

This study analyzes how military spending in high-debt countries affects economic
growth in Southeast Europe during the period from 2005 to 2021, taking into account
the region’s specific economic characteristics (Korkomaz, 2015). The empirical
analysis aims to provide insight into whether military spending in these countries
stimulates or slows economic growth, with a special focus on the interaction between
military spending and the level of public debt. Political stability also plays an
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important role in determining the funds allocated for defense in these countries
(Elbargathi & Al-Assaf, 2023).

The question of whether increasing military spending contributes to fiscal instability
and slows economic growth in high-debt countries poses a significant challenge for
policymakers in the region. Understanding this relationship is crucial not only for
shaping fiscal policy but also for the long-term prospects of sustainable development
and stability in Southeast Europe. Using advanced econometric techniques such as
Prais-Winsten regressions with panel-corrected standard errors (PCSE), this study
will provide empirical insight into the relationship between military spending and
growth, with a particular focus on public debt as a moderating factor.

Methodological Framework of the Research

This study investigates the impact of public spending, observed through military
expenditures, on economic growth in Southeast European countries, which will be
conducted by testing the following hypothesis:

HO: An increase in public spending, observed through military expenditures in
Southeast European countries with high public debt, contributes to a reduction in
economic growth.

To test this hypothesis, panel data covering the period from 2005 to 2021 were used
for nine Southeast European countries: Serbia, Bosnia and Herzegovina, Croatia,
Montenegro, North Macedonia, Romania, Bulgaria, Albania, and Greece.

The sample selection was made by choosing countries that share a similar level of
economic-political development and geographical location. These countries share
historical, political, and economic characteristics, making Southeast Europe a
distinct region. All have undergone various forms of political and economic
transitions, from wars to the process of European Union integration, which has
significantly influenced their fiscal policies, including the level of public debt and
military spending.

The period from 2005 to 2021 was chosen due to the stabilization of political and
economic trends in the region following the turbulent 1990s. This period allows for
a detailed examination of how fiscal and military policies have evolved in the post-
conflict era and during the process of European integration.

In the data collection process, a desk research method was employed, drawing from
two secondary data sources: the annual report of the World Bank and the Stockholm
International Peace Research Institute (SIPRI). The research was conducted using
econometric methodology within the scope of regression panel models, utilizing the
STATA software package. Four variables were used in the empirical analysis:
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Table 1. Variables used in the regression model

No. Variable Opis varijable
1. GDPpc GDP per capita, PPP (current international $)
Political Stability and Absence of Violence/Terrorism: Percentile Rank,
2. POLSTAB Upper Bound of 90% Confidence Interval
3. TROD Military Expenditure (current USD)
4. JIDUG Public Debt (percentage of GDP)

Source: Authors

The variables listed in Table 1 will be used in the regression model where the
dependent variable is GDPpc, while the independent variables are POLSTAB,
TROD, and JDUG:

GDPpc= B, + ,TROD+ 8,JDUG + ,POLSTAB+u.

The specified model will serve as the basis for applying econometric methods of
panel data analysis to identify the effects of military spending on economic growth
in the context of high public debt. Panel data is suitable for this type of analysis as it
allows for the consideration of heterogeneities among countries, as well as changes
over time (Markovi¢ & Nojkovi¢, 2012). The advantages of panel analysis include
the ability to capture both time series and cross-sectional variability, thereby
increasing the robustness and reliability of the results.

Data Analysis and Results

The data analysis revealed that the dataset is unbalanced, after which descriptive
statistics were conducted for the variables used:

Table 2. Descriptive statistics of the variables used

Variable Mean Std. Dev. Min Max Skewness Kurtosis
GDPpc 17.51073 | 7.109507 | 5.865291 | 36.27732 0.597963 2.470013
TROD 1483.946 | 2221.607 | 56.89143 10641.35 2.187759 7.325514
JDUG 58.87707 | 42.13474 | 11.94916 | 212.3881 1.979966 6.557544

POLSTAB 61.60192 14.66176 | 25.72816 | 94.78673 0.119492 2.335467

Source: Authors

These data provide insights into the central tendency, variability, skewness, and
kurtosis of the distributions for each variable.

The mean value of GDP per capita growth is 17.51, with a standard deviation of 7.11,
indicating significant variability among the countries during the analysis period. The
minimum recorded value is 5.87, while the maximum is 36.28, suggesting that some
countries experienced substantial growth, while others performed less favorably. The
skewness of the distribution is 0.60, indicating a slight positive skew, where most
countries have values below the average, but a few have significantly higher growth.
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The kurtosis of 2.47 suggests that the GDPpc distribution is close to normal, with
slightly fewer extreme values.

The average military expenditure as a percentage of GDP for the analyzed countries
is 1483.95, with a very high standard deviation of 2221.61, indicating significant
variability among countries in terms of military budget allocations. The minimum
value is 56.89, while the maximum reaches 10,641.35, showing that some countries
spend exceptionally large amounts on the military compared to others. The
distribution's skewness is 2.19, indicating a high positive skew, where most countries
spend below the average, but a few have significantly higher military expenditures.
The kurtosis of 7.33 indicates the presence of extreme values, characteristic of one
or a few countries allocating substantial resources to defense.

The mean public debt as a percentage of GDP is 58.88, with a standard deviation of
42.13, indicating considerable variability among the countries. The lowest recorded
debt is 11.95, while the maximum reaches 212.39% of GDP, highlighting the serious
indebtedness of certain countries. The skewness of the distribution is positive at 1.98,
suggesting that most countries have debt levels below the average, but a few have
exceptionally high debt levels. The kurtosis of 6.56 also points to the presence of
extreme values, reflecting the high indebtedness of certain countries.

The average political stability in the analyzed countries is 61.60, with a standard
deviation of 14.66, indicating a relatively stable political situation, though with
variability among countries. The lowest recorded value is 25.73, while the maximum
is 94.79, showing significant differences in political stability. The skewness of 0.12
indicates an almost symmetrical distribution, where values are evenly distributed
around the mean. The kurtosis of 2.34 suggests that the distribution of political
stability does not deviate significantly from normal.

Descriptive statistics clearly show significant variability among the countries
regarding GDP growth, military spending, public debt, and political stability.
It is particularly noticeable that military spending and public debt have high values
of skewness and kurtosis, suggesting that a few countries have extremely high
military expenditures and debt levels. These data provide important insights for
further analyses, especially in the context of econometric models that will examine
the effects of military spending on economic growth in Southeast European
countries.

The next step in the analysis was to test the stationarity of the time series variables
using the Fisher test (Dickey-Fuller tests), which is a first-generation unit root test.
In this test, the null hypothesis is Ho — all panels contain a unit root, while the
alternative is Ha, — at least one panel is stationary.
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Table 3. Results of the stationarity test for variables

Modif.in
Inverse Inverse Inverse q
Variable | chi-sq. | P-val. | normal | P-val. | logitt | P-val | " chi- P- 1 Stac.
P) @ ) squared | val.

(Pm)
TROD 16.017 | 0.591 0.460 0.677 0.523 0.698 -0.331 0.630 NO
POLSTAB | 20.674 | 0.296 -1.091 0.138 | -1.014 | 0.158 0.446 0.328 NO
GDPpc 2.541 1.000 5.109 1.000 5.523 1.000 -2.577 0.995 NO
JDUG 5.011 0.999 2.514 0.994 2.408 0.990 -2.165 0.985 NO

Source: Authors

Based on the results presented in Table 3, we can conclude that none of the variables
are stationary, and it is necessary to differentiate the variables. After the
differentiation of the variables, the stationarity check was performed again,
confirming that all variables are now stationary.

Table 4. Results of the stationarity test for differentiated variables

Modif.in

Inverse Inverse Inverse q

Variable | chi-sq. | P-val. | normal | P-val. | logitt | P-val | " chi- P- 1 Stac.
P) @ ) squared | val.

(Pm)
TROD 82.292 | 0.000 -6.049 | 0.000 | -7.417 | 0.000 10.715 0.000 | YES
POLSTAB | 121.42 | 0.000 -8.887 | 0.000 | -11.262 | 0.000 17.237 0.000 | YES
GDPpc 137.69 | 0.000 -9.638 | 0.000 | -12.776 | 0.000 19.948 0.000 | YES
JDUG 98.014 | 0.000 | -7.506 | 0.000 | -9.064 | 0.000 13.336 | 0.000 | YES

Source: Authors

After the variables were brought to the same level of stationarity, a multicollinearity
check was conducted on the panel data.

Table 6. Results of the Multicollinearity Check

Variable VIF 1/VIF
dPOLSTAB 1.01 0.994703
dTROD 1.06 0.939259
dJDUG 1.07 0.934651
Mean VIF 1.05

Source: Authors

It was determined that there is no multicollinearity. Such low multicollinearity (VIF
< 5) indicates that there is no significant linear dependence between the independent
variables, meaning each independent variable is only weakly correlated with the
other variables in the model. Furthermore, the estimated regression coefficients will
be reliable, and the standard errors will not be inflated beyond what they should be.

The next step in the analysis is to choose the appropriate model between the Fixed
Effects (FE) model and the Random Effects (RE) model. First, we estimated the
Fixed Effects (FE) model using the command xtreg (xtreg varl,..varn, fe), after which
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the obtained results were saved (estimate store fe). The same procedure was applied

for the Random Effects (RE) model.
Table 6. Results of the Fixed and Random Effects Models

Fixed Effects (FE) Random Effects (RE) model
Variable Coefficient Std. p-value Coefficient Std. p-value
error error

dTROD 0.00075%*** 0.00014 0.000 0.00079*** | 0.00014 0.000
dJIDUG -0.09459*** | 0.00922 0.000 -0.09301*** | 0.00921 0.000
dPOLSTAB 0.02840%** 0.01028 0.007 0.02764*** | 0.01032 0.007
Constant 1.01375%** 0.06261 0.000 1.01063*** | 0.10194 0.000
R?(within) 0.5871 0.5869
R?(between) 0.1797 0.1883
R?(overall) 0.5427 0.5436
Number of obs. 143 143
Number of gro. 9 9
F — stat. (FE) F(3, 131) = 62.09, Prob > F = 0.000
Wald Chi —sq Chi2(3)=184.37, Prob > chi2 = 0.000
R*(within) 0.5871 0.5869
Gu 0.35327 0.23692
Ge 0.70814 0.70814
p 0.19928 0.10067

Source: Authors

After obtaining the results for both models, the Hausman test was applied to assess
which model is better for further analysis (hausman fe re), and the results are

presented in the following table:

Table 7. Results of the Hausman Test

Variable Coefficient FE(b) Coefficient RE (B) Difference (b-B) Std.error
dTROD 0.0007544 0.0007867 -0.0000323 -
dJDUG -0.0945919 -0.093009 -0.0015828 0.0004303

dPOLSTAB 0.0283987 0.0276359 0.0007628 -
chi2(5) 2.60
Prob > chi2 0.4577

Source: Authors

The null hypothesis of the Hausman test states that there is no correlation between
the independent variables and the random effects (RE model), while the alternative
hypothesis suggests that there is a correlation between the independent variables and
the random effects (FE model). Based on the test results, with a Prob> chi2 of 0.4577
(< 0.05), we reject the null hypothesis and accept the alternative, indicating that the
fixed effects model (FE) is more appropriate in our case.

After selecting the model, we proceeded with testing it for the presence of
heteroskedasticity, autocorrelation, and cross-sectional dependence among entities
in the panel data. The first test was conducted to check for autocorrelation using the
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Wooldridge test, one of the most commonly used tests for detecting first-order
autocorrelation in panel regressions.

Table 8. Results of the Autocorrelation Test

Test Statistic Value p - value
Wooldridge Test for Autocorrelation F(1, 8) 0.763 0.4078

Source: Authors

Given that the null hypothesis of this test states there is no autocorrelation, and the
alternative hypothesis states there is first-order autocorrelation, we reject the null
hypothesis and accept the alternative hypothesis of the presence of autocorrelation
in our model, as the p-value result is 0.4078 (< 0.05).

The next test performed was the Pesaran test (xtcsd, pasaran abs), which is used to
test for cross-sectional dependence, i.e., whether changes in one entity affect changes
in other entities.

Table 9. Results of the Cross-Sectional Dependence Test

Test Test value p - value Average absolute value
Pesaran test 5.852 0.0000 0.323

Source: Authors

The null hypothesis of this test states that there is no correlation between the residual
errors across different units in the panel, while the alternative hypothesis suggests
that there is correlation between the residual errors across different panel units.
Given the test result with a p-value of 0.000 (< 0.05), we accept the alternative
hypothesis indicating the presence of cross-sectional dependence.

The final test conducted was the heteroskedasticity test, which was performed using
the Modified Wald test (xttest3). The results are presented in the following table.

Table 10. Results of the Heteroskedasticity Test

Test Test Statistic (chi?) P-value (Prob > chi?)
Modified Wald test for heteroskedasticity 246.84 0.0000

Source: Authors

The null hypothesis of this test states that the variance is constant (no
heteroskedasticity), while the alternative hypothesis states that the variance is not
constant (heteroskedasticity is present). Given the p-value result of 0.0000 (< 0.05),
we reject the null hypothesis and accept the alternative hypothesis, confirming the
presence of heteroskedasticity.

Since our model exhibits autocorrelation, heteroskedasticity, and cross-sectional
dependence, we will use the Prais-Winsten method (xtpcse dGDPpc dTROD dJDUG
dPOLSTAB, correlation(psarl)) for the final interpretation of the results, as it
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corrects for the previously mentioned issues and is also reliable when working with
unbalanced panel data.

Table 11. Results of the Prais-Winsten Regression with PCSE

Prais-Winsten Regression with PCSE (Panel-
Variable Corrected Standard Errors)
Coefficient Std. error p-value
dTROD 0.000697*** 0.000154 0.0000
dIDUG -0.098877*** 0.011426 0.0000
dPOLSTAB 0.024026** 0.010693 0.0250
Constant 1.072044*** 0.096263 0.0000
R?(overall) 0.6153
Number of obs. 143
Number of gro. 9
Wald Chi —sq Chi2(5)=121.52, Prob > Chi2 ) 0.0000

Source: Authors

To test the given hypothesis of this research, "An increase in military spending in
Southeast European countries with high public debt contributes to a reduction in
economic growth," using the final model of the Prais-Winsten regression with PCSE,
we will add an interaction between defense spending (dTROD) and a dummy
variable indicating high debt. This will allow us to assess whether military spending
has a different effect on economic growth in countries with high debt compared to
countries with low debt.

After creating the dummy variable (gen visokJDUG=0), we classified all countries
in years where their debt exceeded 60% (which is the standard according to the
Maastricht criterion for EU countries) as high-debt countries (replace visokDUG=1
if dJJDUG>60). Once we identified all the countries and years where debt exceeded
60%, we added the interaction effect between military spending (d{TROD) and high
debt (visokDUG) to our model.

dGDPpc,= p,+ B,dTROD,+ p,visokDUG, + B, (dTROD,, x visokDUG,,)

+B,dJDUG,+ B.dPOLSTAB,+u, +¢,

Where:

* dGDPpc, the dependent variable representing the change in GDP per capita in
the country 7 during year ¢.

= JdTROD, the change in military spending as a percentage of GDP in the country
i during year ¢.

*  visokDUG, adummy variable indicating countries with high public debt (above
60% of GDP).

* JdTROD, xvisokDUG, an interaction term that measures the effect of military
spending in countries with high debt.
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* dJDUG, the change in the level of public debt in the country i during year ¢.
* JdPOLSTAB, the change in political stability in the country i during year 7.

u . are the time-invariant characteristics specific to each country (fixed effects).

= ¢ the stochastic error specific to each country and time period.

Interpretation coefficients:

= g, : The effect of military spending on GDP in countries with low debt.
= J,: The effect of high public debt on GDP.

= f, : The effect of the interaction between military spending and high public debt

on GDP. This term is crucial for testing the hypothesis that military spending in
high-debt countries negatively impacts economic growth.
= g, : The effect of changes in public debt on economic growth.

= 5. : The effect of political stability on economic growth.

When we applied the Prais-Winsten regression with PCSE (xtpcse dGDPpc
c.dTROD##1.visokDUG dJDUG dPOLSTAB, correlation(psarl)), we obtained the
following result:

Table 12. Results of the Prais-Winsten Regression with PCSE, including the
interaction effect

Prais-Winsten Regression with PCSE (Panel-
Varijable Corrected Standard Errors)
Coefficient Std. error p-value
dTROD 0.00110*** 0.000345 0.0001
1. visokDUG 0.216015 0.147245 0.142
visokDUG#c.dTROD##1 -0.000486 0.000400 0.225
dJDUG -0.10032*** 0.011353 0.0000
dPOLSTAB 0.02393** 0.01042 0.022
Constant 0.976633*** 0.108805 0.0000
R?(overall) 0.6153
Number of obs. 143
Number of gro. 9
Wald Chi —sq Chi2(5)=121.52, Prob > Chi2 ) 0.0000

Source: Authors

The coefficient for defense spending is positive and statistically significant at the 1%
level (p < 0.01). This means that, on average, an increase in military spending by 1
unit (as a percentage of GDP) has a positive impact on the GDP per capita growth
rate in the analyzed Southeast European countries. This finding suggests that military
spending, by itself, can have a stimulative effect on economic growth.
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The coefficient for high debt (visokDUG) is not statistically significant (p > 0.1),
meaning that a high level of public debt does not show a significant direct effect on
economic growth. In this model, countries with high debt do not significantly differ
in terms of economic growth compared to countries with lower debt levels.

Although the interaction coefficient between military spending and high debt is
negative, which would suggest that military spending in high-debt countries reduces
economic growth, this coefficient is not statistically significant (p > 0.1). Therefore,
there is not enough evidence to suggest that military spending in high-debt countries
significantly negatively affects economic growth.
The coefficient for dJDUG is negative and highly statistically significant (p < 0.01).
This means that an increase in public debt negatively affects economic growth. Every
1% increase in debt as a percentage of GDP reduces the GDP per capita growth rate.
This aligns with theoretical expectations that rising public debt burdens fiscal
stability and slows down the economy.
The coefficient for dPOLSTAB is positive and statistically significant at the 5% level
(p < 0.05), indicating that greater political stability positively impacts economic
growth. An increase in the political stability index by 1 unit leads to an increase in
GDP per capita growth.

Discussion

The research results suggest that military spending in Southeast European countries
positively impacts economic growth in general, while an increase in public debt
significantly negatively affects GDP growth. These findings align with some of the
literature indicating that military spending can have positive effects on economic
growth, particularly in the short term, through increased aggregate demand and
stimulation of certain economic sectors (Dunne et al., 2002). The literature often
emphasizes that military spending can have a stimulative effect in economies facing
recession or slow growth, which is partially reflected in the results of this research.

However, the finding that military spending does not have a significantly negative
effect in countries with high debt differs from some of the literature, which indicates
that increasing military spending in countries with fiscal constraints can further
exacerbate economic growth. Studies such as those by Knight, Loayza, and
Villanueva (1996) suggest that high military spending combined with high public
debt can divert resources away from productive sectors, negatively affecting long-
term growth. In this research, the interaction between military spending and high
debt is not statistically significant, indicating that military spending does not
contribute to significant growth slowdowns in the context of high public debt.

Furthermore, the finding that increasing public debt significantly negatively affects
economic growth is entirely consistent with numerous studies that show high public
debt reduces fiscal space and threatens growth sustainability (Reinhart and Rogoff,
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2010). This result clearly shows that countries with rising debt need to carefully
balance their fiscal policies, especially in the context of military spending.

The theoretical contribution of this paper lies in further clarifying the relationship
between military spending and economic growth in Southeast European countries,
with particular attention to the role of public debt. While there are numerous studies
examining the effect of military spending on growth in a global context, there are
few that focus on the specific region of Southeast Europe, characterized by high
levels of public debt and specific geopolitical challenges. This paper contributes to
the literature by showing that military spending does not play a negative role in high-
debt economies in this region, contrary to some global findings.

Additionally, the results emphasize the importance of political stability as a factor
that positively influences economic growth. The literature often highlights the
connection between political stability and economic progress, but few studies have
included political stability as a key variable in the analysis of military spending and
growth. This paper shows that political stability can mitigate the negative effects of
fiscal burdens and contribute to sustainable growth, opening new space for
discussions on long-term economic stability strategies in the region.

The practical implications of this research are significant for policymakers in
Southeast European countries. First, the results suggest that military spending, in
itself, does not necessarily slow economic growth, even in countries with high debt.
This could be important for countries balancing between fiscal constraints and
geopolitical demands for higher defense spending, such as Greece, Romania, and
Serbia. Policymakers in these countries may consider military spending as an
instrument for short-term economic stimulation but must be cautious not to increase
public debt to levels that could jeopardize long-term growth.

Second, the negative impact of public debt on growth highlights the need for stricter
fiscal discipline in high-debt countries. Policymakers should align their fiscal
strategies with sustainable development goals, including rationalizing military
expenditures and redirecting resources toward productive investments with greater
potential for stimulating long-term growth.

Finally, the finding on the significance of political stability provides further insight
into how a stable political environment can support economic growth. For Southeast
European countries, which often face political instability, ensuring political stability
can be a key strategy for achieving sustainable economic progress. Policymakers
should work on improving institutional efficiency and reducing political tensions to
support long-term growth.

Conslusion

This research provides significant insights into the impact of public spending,
observed through military expenditures, and public debt on economic growth in
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Southeast European countries. The findings show that military spending has a
positive and statistically significant effect on economic growth, suggesting that
military allocations can stimulate the economy, particularly in the short term. This is
consistent with the theory that increased military spending can boost aggregate
demand, which may benefit economic growth under certain conditions. On the other
hand, the results clearly indicate that an increase in public debt significantly
negatively affects economic growth, confirming the importance of fiscal discipline
in maintaining economic stability.

One of the key aspects of this study was the interaction between military spending
and high public debt. Although the coefficient for this interaction was negative,
which could suggest that military spending in high-debt countries reduces economic
growth, the results were not statistically significant. This indicates that the increase
in military spending in high-debt countries did not show a significant negative effect
on growth during the analyzed period. This finding contrasts with some previous
studies suggesting that military spending could further burden economies in high-
debt countries.

Additionally, the research shows that political stability has a positive effect on
economic growth, highlighting the importance of a stable political environment for
economic progress. This result is consistent with expectations, as political stability
creates a favorable environment for investment and economic development.

However, this research has certain limitations. First, the time span of the analysis
covers the period from 2005 to 2021. While this is a substantial timeframe, future
research could deepen the analysis by exploring longer-term trends to capture
broader effects of military spending and fiscal policies. Second, the availability and
quality of data on public debt, political stability, and military spending vary across
countries, which may affect the precision of the results.

Future studies could include a deeper analysis of the structure of military spending
to examine how different aspects of defense expenditures impact economic growth.
Additionally, geopolitical factors and the foreign policy context could provide
further insight into the dynamics of military spending and its impact on economic
growth. Further research with a longer time horizon would allow for an examination
of the long-term effects of military expenditures. Comparative studies involving
other regions, such as Western Europe or the Middle East, could deepen the
understanding of the specific impacts of military spending on economic growth in
different geopolitical contexts.

This research emphasizes the importance of carefully balancing fiscal policy and
military expenditures in Southeast European countries. While military spending may
have a positive short-term effect on economic growth, rising public debt clearly
slows economic progress. The practical implications of this research are significant
for policymakers, who must consider the sustainability of fiscal policies in the
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context of military and economic priorities. Future studies could expand on these
findings and provide additional guidance for policymaking in the region.
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UTICAJ JAVNE POTROSNJE I JAVNOG DUGA NA SMANJENJE
EKONOMSKOG RASTA

Dalibor Sare, Danko Kosori¢, Dejan Tosev

Apstrakt

Ova studija analizira uticaj javne potrosnje na ekonomski rast u zemljama
Jjugoistocne Evrope, koristeci podatke za Srbiju, Bosnu i Hercegovinu, Hrvatsku,
Crnu Goru, Severnu Makedoniju, Rumuniju, Bugarsku, Albaniju i Gréku u periodu
od 2005. do 2021. godine. Empirijska analiza sprovedena je koristeci Prais-Winsten
regresiju sa panel-corrected standard errors (PCSE) kako bi se ispravila
heteroskedasticnost, autokorelacija i cross-sectional dependence. Rezultati pokazuju
da povecanje javne potrosmnje pozitivno utice na ekonomski rast, dok visok nivo
javnog duga negativno utice na rast. Medutim, interakcioni efekat izmedu javne
potrosnje i visokog duga nije statisticki znacajan, Sto sugerise da javna potrosnja u
zemljama sa visokim dugom nema izrazen negativan efekat na ekonomski rast. Ovi
nalazi ukazuju na potrebu za pazljivijim razmatranjem fiskalnih politika u zemljama
sa visokim dugom, posebno u kontekstu vojne potrosnje.

Kljucne reci: privredni rast, javna potrosnja, javni dug, jugoistocna Evropa.
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