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Abstract
The crowding-out hypothesis has been usually analysed and tested at the economy level and most of the empirical evidence about this hypothesis does not involve defence R&D, but other variables. However, that hypothesis can be tested at less aggregated levels, namely, industry and firm. This paper tests the defence R&D crowding-out hypothesis at the industry level by direct and indirect methods. The crowding-out hypothesis tested says that an increase in defence R&D expenditure drives up the prices of specialised R&D inputs, which in turn, increase the civil costs of producing civil R&D outputs and generally produce direct and indirect harmful effects. The results of testing that hypothesis provide mixed evidence, which means that although there is evidence to support the crowding-out hypothesis at the industry level, such evidence is limited and many of the results presented are against that hypothesis. Alternatively, it is suggested a crowding-out hypothesis of R&D expenditure among close industries (ie any negative effect from defence R&D expenditure to civil industries may come from closeness between industries rather than from the defence status of the industry). Unfortunately, the results from this paper did not provide evidence to support or reject this hypothesis, but further research is suggested on that direction.
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