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1. Introduction

The impodtion of apartheid policies in South Africa after 1948, and the use of the military to
defend white minority rule againgt internal and externa threats contributed to the increasing
militarisation of al aspects of South African society. This process of militarisation, which
garted in the 1960s and then gathered momentum in the 1970s and 1980s, was reflected in
increasing levels of military spending, and the establishment of a domestic arms industry.
Since 1989 the two main sources of conflict in Southern Africa - the Cold War and
apartheid - have disappeared. South Africa s trangtion to democracy, which started in
1989, and culminated with the holding of the country’ sfirst democratic dectionsin April
1994, was accompanied by a process of demilitarisation, which included dramatic cutsin
military spending, the downsizing of the South African Defence Force (SADF), and the re-
establishment of civil control over the armed forces. Between 1989 and 1996 South
Africa s defence budget was cut by more than 50% in red terms, with most of the cuts
coming from the procurement budget which was cut by more than 80% in red terms.
Despite the cuts, South Africa remains the continent’ s largest military spender in absolute
terms, and in 1995 accounted for more than 70% of total military spending in Southern
Africa

In this context it isimportant to understand the likely economic effects of such cuts and an
important Sarting point isto develop an understanding of the economic role played by
military spending in the country. This paper makes a contribution to this task by undertaking
an econometric analyss of the defence growth relation within the context of an established
neoclasscad modd. The degree of change that has taken place in South Africamakesit a
particularly interesting case study to add to the literature. To thisend Section 2 provides
some genera economic background and context on the South African economy, with
Section 3 conddering the trends in military spending in South Africasince 1961. Section 4
then develops the neoclassical modd too be used and estimates it on aggregate
macroeconomic data. Section 5 then congders the impact on the manufacturing sector in
South Africa using the same gpproach. Findly, Section 6 presents some conclusions.

2. The South African Economy

South Africais Africa s largest and most sophisticated economy. The country isrichly
endowed with nationa resources, and the economy was built up on the basis of mining and
agriculture. However, in recent years, the secondary (i.e. manufacturing) and tertiary (e.g.
trangport, financia services) sectors have come to dominate the economy.

The South African economy experienced its longest and most severe recession - since the
depression of the 1930s- between 1989 and 1993. During this period GDP growth
averaged less than 1% per annum in redl terms, while GNP per capita declined every year in
red terms. Tota employment in the non-agricultura sectors of the economy declined by an
average of 1% between 1989 and 1993 while Gross Domestic Fixed Investment (GDFI)
declined by an average of more than 2% per annum. Inflation remained stubbornly high
during this period, averaging 13.6% per annum. Exports aso showed little positive growth
during this period, largely because of the continued presence of trade and financia sanctions
(seeTablel).



Table 1: South Africa, Economic Indicators, 1989-1996
Figures are annud red growth rates.

Y ear GDP GNP per GDFI Exports | Inflation | Employment
capita
1989 24 -1.2 6.5 54 14.7 0.9
1990 -0.3 -3.8 -2.3 1.7 14.4 -0.3
1991 -1 -2.7 -7.4 -0.1 153 -1.7
1992 -2.2 -4.5 -5.3 25 13.9 -2.0
1993 1.3 -0.5 -2.8 4.8 9.7 -2.1
1994 2.7 2.0 8.7 1.0 9.0 -0.6
1995 34 0.8 10.3 9.3 8.7 0.7
1996 3.1 1.6 6.8 7.8 7.4 -1.5
Average
1989-93 0.0 -2.5 -2.3 2.9 13.6 -1.0
1993-96 2.6 1.0 5.8 5.7 8.7 -0.9
1989-96 1.2 -1.0 1.8 4.1 11.6 -0.8

Source: South African Reserve Bank, Quarterly Bulletin, various issues.

Since 1993, however, the South African economy has experienced positive GDP growth for
four consecutive years. GDP growth averaged 2.6% between 1993 and 1996 while GNP
per capitaaso witnessed postive growth, averaging 1% per annum. Gross Domestic Fixed
Investment recovered quite dramatically and experienced average growth of nearly 6% per
annum between 1993 and 1996. Exports aso experienced positive growth, largely asa
result of the lifting of trade sanctions, which accompanied the ending of gpartheid. Inflation
was brought under control, largely as aresult of tighter monetary policies, and averaged less
than 9% for the period 1993-1996. In 1996 inflation was 7.4%, the lowest rate Since 1972.
The only disgppointing economic indicator since 1993 has been the trend in formal
employment. Tota employment in the non-agricultural sectors of the economy continued to
decline between 1993 and 1996 despite the sustained growth in economy activity, thus
condtituting a Situation of ‘jobless growth'.

Despite the dramatic improvement in economic activity since 1993, the South African
economy remains beset by a number of structura problems (e.g. shortage of skilled labour,
low foreign exchange reserves), which are largely afunction of the legacy of gpartheid. In
terms of income distribution, the country has one of the highest levels of income inequdity in
the world. The country has dso experienced very high levels of crime and violencein the last
few years.

3. Military Spending in South Africa

There have been wide variaions in military spending in South Africain thelast 35 years, in
absolute terms, as a share of GDP and as a share of total government expenditure (see



Appendix 1)

South Africa's military burden (military spending as a % of GDP) wasjust over 1% in the
early 1960s, but increased quite quickly to over 3% by 1964/65 as aresult of the start of
the ANC's armed struggle, and the impostion of the firss UN arms embargo. During the
next few years military spending declined from over 3% of GDP to around 2% in 1970/71
as the South African government was able to contain domestic political oppostion to
gpartheid. Most black liberation movements went underground or into exile during the late
1960s and early 1970s (see Seegers,1987).

Military spending began to increase again in the early 1970s as aresult of growing externd
and internal opposition to gpartheid. In 1973 large scale strikes in Durban congtituted the
firgt serious challenge to the South African government, and the independence of Angolaand
Mozambique in 1974 was a tremendous psychologica boost for South Africa s black
population.

From the early 1970s the South African Defence Force (SADF) was deployed in Namibia
in support of the South African Police againgt infiltrations by the South West African
Peopl€ s Organisation (SWAPO), and in 1975 South Africa became involved in the
Angolan civil war in support of UNITA. In 1977/78 military spending pesked a 5% of
GDP, and over 18% of total government expenditure. Thiswasin response to the following
developments: the 1976 Soweto uprising, the South African government’ s purchase of large
amounts of weapons prior to the imposition of the mandatory UN arms embargo (1977),
and the government’ simplementation of “Totd Strategy” to combet the “ Tota Ondaught”
of communist expansoniam in Southern Africa (see Cobbett,1989).

Military spending then declined quite dramatically between 1977/78 and 1980/81, but then
began to increase again during the 1980s as aresult of South Africa sincreasing involvement
in Angola, Namibia and Mozambique, and the deteriorating interna security Stuation asa
result of increasingly violent domestic opposition to gpartheld. Military spending pesked
again in 1989/90 at 4% of GDP and 13% of total government expenditure, and then
declined quite dramaticaly after 1989.

In fact, between 1989/90 and 1996/97 South Africa s defence budget was cut by more
than 50% in red terms, and declined by an average of more than 9% per annum between
1989/90 and 1996/97. Defence spending as a share of total government spending declined
from nearly 13% to less than 6% and as a share of GDP from 4% to less than 2%. By
1996/97 military spending in South Africawas at the same level as it had been during the
early 1970s (seetable 2).



Table 2. South Africa’sDefence Budget, 1989/90-1996/97
Figuresarein Rand Million in congtant 1990 prices. Figuresin italics are in percentages.

Y ear 1989/90 | 1990/91 | 1991/92 | 1992/93 | 1993/94 | 1994/95 | 1995/96 1996/97 Avg.
1989/96

Defence 11435 10070 8094 7605 6589 7153 6234 5593

Budget

% change -11.9 -19.6 -6.0 -13.4 8.6 -12.9 -10.3 -9.4

Defence/ 4.1 3.6 3.0 2.8 24 2.6 22 1.9 2.8

GDP (%)

Defence/ 13.0 12.4 9.8 8.4 6.8 8.1 6.8 5.8 8.8

Govt.Exp (%)

Source: Printed Estimate of Expenditure (Department of State Expenditure: Pretoria, various years),
Quarterly Bulletin (South African Reserve Bank: Pretoria, various years).

The cutsin defence spending were achieved as aresult of, and in conjunction with, a variety
of dissrmament measures including the rationalisation and restructuring of the South African
military, including the disbanding of various SADF units and the closure and/or scaling down
of various military bases and ingdlations, the cancedllation and postponement of mgjor
equipment projects, retrenchments of SADF personnd and Armscor personnel between
1989 and 1993, and the termination of the country’ s nuclear wegpons programme.

4. Economic Growth and Military Spending

To invedtigate the relaionship between growth and military spending in South Africawe use
asmple neoclassica modd based on an aggregate production function to provide the
theoretica underpinnings for an empirical estimating equation. While this gpproach will limit
us to afocus on the supply side effects of military spending on growth, it isvauablein
providing atheoretica condstent Sarting point and afocus for determining important
possible linkages between military spending and the redl economy. The development of the
neoclassicad mode is presented in Ram (1995) who aso discusses recent gpplications.

Assuming the economy has two distinct sectors military (M) and non-military (C), into which
labour L and capitd K are the divisible inputs, and that the military sector has an externdity
effect on the rest of the economy.

M:M(Lm,KM)
C:C(Lc,Kc,M)

with Q=M+C
K=Kwu+ K¢
L=LM+LC

Allowing input productivity to differ between the two sectors such that the ratios of the
margind productivities for the sectors are;

M’K/C’K:M’L/C’L =1+d




Military spending can then have two different effects on aggregate output and growth. It
can have a higher or lower productivity differentid d, or apositive externdlity effect, on the
rest of the economy (dC/ dM > 0).

Rather than specify the sector inputs, for which there is either no data, or the data available
is not what is required, the mode is reformulated in terms of aggregate inputs. Taking the
total derivative of Q and then subgtituting and manipulating gives

QD=bLD+a (I/Y)+(d/1+d)-Cy)MD (M / Q)
where YD =dY/Y; LD =dL/L ; MD =dM/M
The coefficient on the last term is the sum of the externdity and factor productivity
differentid effects of military spending on growth and it would not be possible to digtinguish
the two effects by estimating this equation. Following Biswvas and Ram (1986) and assuming
that the externdity parameter is not Cy but Cy (M/C) and is denoted g alows usto write.
QD=bLD+a (I/Y)+(d/1+d) -g) MD (M / Q) + qMD (1)
and separate estimates of g and d can be obtained.

The above equation can be operationdised by replacing the ingantaneous rate of change of
the variables with thair discrete equivaents.

DYt/Yt_l —apta; DLt/Lt_l +a, It/Yt—l +as DMt/Mt_l (Mt/Yt—l) +ay DMt/Mt_]_ (2)

In addition to a number of studies that have developed this modd for cross country analyss
using cross section, or pooled time series and cross section, variations of this model have
been used for anumber of individua country studies including the US (Ward and Davis,
1992), India(Ward et a, 1991), and South Africa(McMillan, 1992). Dunne (1996)
provides a recent survey.

Egtimating this equation for South Africafor the period 1964-95 gave the following results:



Table 3: Aggregate Estimation Results

Us ng DKt/Kt_l instead of It/Yt—l

Variable Coefficient t-ratio Coefficient t-ratio
Constant 0.03 14 0.01 19
/Y 1 -0.08 0.8 0.02 0.1
DLy/L¢1 0.78 44 0.72 3.4
DM{M¢1 (M{/Y+.1) -1.58 -0.4 -1.24 -0.3
DM¢/M¢.1 0.07 11 0.05 04
(=0.07andd =-0.60 g=0.05andd =-054
R =0.587, DW = 1.68 RF=052, DW =136
Serial correlation = 0.69 ; Seria correlation =2.76
Functional Form = 3.86; Functional Form =1.81,
Normality = 0.11, Normdity = 0.05;
Heteroscedasticity = 0.44 Heteroscedasticity = 0.23
Joint LLR test for zero restrictions on military expenditure terms chi-squared 2:
048 (0.79) 3.65 (0.86)

All chi-squared with 1 degree of freedom except normality test which is 2.

These results suggest that economic growth in South Africa can be only partly explained by
the modd we have postulated, athough the specification seems to be reasonable according
to the different statistical tests. The R suggests that the equation only explains 59% of the
vaiation in the dependent varigble, which in atime series regresson is rdaively poor. In
addition, only the employment varigble is Satisticdly sgnificant & 5% sgnificance leve. This
variable isthe growth in non-agriculturd Iabour which is used to gpproximate the labour
force. Surprisingly, the investment term isinggnificant.

The military spending coefficient estimates suggest a positive externdity effect, but a negative
Sze effect, but these are only sgnificant at 10%. Usng these estimates we can derive the
individua parameter values for externdity effect and differentid productivity effect as.

There are of course problems of multicollinearity with an equation of this form particularly
between the two military spending terms. This will mean that dthough the estimates are
unbiased they are imprecise and unstable. One would expect ahigh F gtatigtic, but low
individud significance which is what we observe. However, the joint test of zero redtrictions
on the military variables coefficients cannot be reected, suggesting that there is no

ggnificant impact of military spending on growth.

There are numerous ways in which this gpproach has been developed to take into account
different aspects of the economy, through different forms of disaggregation. One study of
particular interest is McMillan (1992) who estimates a variation of the modd for South
Africa 1950-85. This approach starts with the Ram (1986) modd which assumes two
sectors government (G) and non-government. Batchelor and Dunne (1996) present a model
developed dong those lines.



Another possibility is that the modd we are using is not redlly picking up the dynamics of the
relationship correctly. To investigate this an Autoregressive Ditributed Lag (ARDL) method
can be used to alow the data to determine the short run dynamics. Using equation (2) as the
starting point the results of this procedure, with up to athird order process allowed, are given
in Table 4. The results are reported only for the mode with the growth in the capital stock.

Table 4: Aggregate ARDL Estimation Results

Long Run Solution

Varidble Coefficient t-ratio Coefficient t-ratio
Constant 0.02 2.4 0.02 2.4
DK/Kt.1 1.19 2.7 0.09 0.5
(DKyK 1)1 -1.80 -2.7

DLy/L¢.1 0.45 2.2 0.44 2.1
DM¢M¢1 (M{Y 1) -0.53 -0.2 -0.53 -0.2
DMy/M¢.1 0.07 11 0.04 0.3
(DM{/M¢.1)11 -0.03 -0.9

(DM/M¢.1)t-2 -0.02 -0.7

(DM¢/M¢.1)e.3 0.05 3.2

g=04andd =-0.33

R’=0.735,DW = 1.96

Seria correlation =0.04 ;

Functional Form = 1.27;

Normality = 2.59;

Heteroscedasticity = 0.44
All chi-squared with 1 degree of freedom except normality test which is 2.
Joint LLR test for zero restrictions on military expenditure terms chi-squared 5:

13.3(0.20)

These results do seem to give a better specified model, but the conclusions are little different
to the earlier results, with the military spending terms insignificant jointly. The long run solution
islittle different to the earlier results, in terms of sign and significance. The coefficients on the
capital stock terms suggest that this term should be differenced again, but this does not ater
the results’.

Another possible problem might be our application of the mode to the economy asawhole.
In South Africait is not unreasonable to expect the impact of military spending on the
economy to come through the manufacturing sector. The next section considersthis.

5. Military Procurement and M anufacturing Growth

One of the mgor concerns of this form of andyssistheimpact of military spending on the
manufacturing, so it would seem reasonable to develop the model in a manner which deds
with the andyss a this level. Rather than using output and expenditure a an aggregate leve
we focus on manufacturing output and military procurement expenditure. Manufacturing
followed a similar pattern to the overall economy in the recesson of 1989-93, with declines

*In fact augmented Dickey Fuller tests had suggested that this variable was not 1(0).



in output and employment over 1990-3. It was aso recovered more dowly, with positive
growth in output only in 1994 and athough employment grew dightly 1994-5 it declined by
3.7% in 1996.

Table5: South African Manufacturing Indicators, 1989-96
Figures are real growth rates

Y ear GDP Manuf Manuf Manuf
QOutput GDFI Employ
1989 2.4 4.0 355 0.3
1990 -0.3 -0.5 13.8 -0.1
1991 -1 -3.5 -11.7 -2.2
1992 -2.2 -4.0 -6.0 -2.8
1993 1.3 -0.8 51 -1.8
1994 2.7 2.4 9.9 0.2
1995 3.4 7.1 20.9 0.9
1996 3.1 11 7.4 -3.7
Average
1989-93 0.0 -1.0 6.4 -2.3
1993-96 2.6 2.6 9.9 -2.0
1989-96 1.2 0.7 8.6 -1.9

Source: South African Reserve Bank, Quarterly Bulletin, various issues.

Over the period 1989-96 domestic arms procurement expenditure declined by nearly 8%
but showed an erratic pattern. It reached 49% of total expenditure in 1993/4 before
declining. In 1991/92 its share of manufacturing was 2.2%, but this had declined to 1.1% by
1996/7.

Table 6. South Africa’s Domestic Arms Procur ement 1989/90-1996/97
Figuresarein Rand Million in constant 1990 prices. Figuresin italics are in percentages.

Y ear 1989/90 | 1990/91 | 1991/92 | 1992/93 | 1993/94 | 1994/95 | 1995/96 1996/97 Avg.
1989/96

Domestic 3854 3136 3823 3078 3250 2643 2421 2008

Procurementt

% change -18.6 21.9 -19.5 5.6 -18.7 -8.4 -17.1 -7.8

Procurment/ 2.2 1.8 2.2 1.9 2.0 1.6 13 11 1.7

M anufact(%)

Procurement/ 33.7 311 47.2 40.5 49.3 36.9 38.7 34.1 39.7

Milex(%)

Source: Printed Estimate of Expenditure (Department of State Expenditure: Pretoria, various years),
Quarterly Bulletin (South African Reserve Bank: Pretoria, various years).

We can andyse the impact of this pattern of domestic procurement expenditure on
manufacturing output by reinterpreting equation (2) above:




1V

DYt/Yt_]_ —apgtas DLt/Lt_]_ +as DKt/Kt_]_ +as DMt/Mt_]_ (Mt/Yt—l) +ay DMI/Mt_l (3)
Y isnow the manufacturing component of GDP (vaue added), L is manufacturing
employment, M is domestic procurement expenditure and K is the manufacturing capita
stock. We can replace Ii/Y .1 with DK /K 1 because we have estimates of the capital stock
available for manufacturing sector.

Egtimating this equation for South Africafor the period 1964-95 gave the following results:

Table 7: Estimation Results for Manufacturing

Us ng 1¢/Y 1 instead of DK/K.1

Variable Coefficient t-ratio Coefficient t-ratio
Constant 0.01 0.9 0.06 15
DKi/Ki1 0.38 0.1 -0.20 12
DLy/L¢y 103 49 112 6.0
DMi/M¢.1 (M{/Y+.1) 1.26 13 162 16
DM/M¢.1 0.01 0.4 0.001 0.0
(=0.01andd =-047 (=0.001andd =-261
R’=0.70; DW = 1.35 RP=0.71;DW =144
Seria correlation = 2.75; Seria correlation = 1.89
Functional Form = 3.64; Functional Form = 3.68;
Normality = 0.64; Normdlity = 0.44;
Heteroscedasticity = 0.23 Heteroscedasticity = 0.004
Joint LLR test for zero restrictions on military expenditure terms chi-squared 2:
5.88 (0.05) 6.70 (0.04)

All chi-squared with 1 degree of freedom except normality test whichis 2.

These results are rather disgppointing, with only the growth of employment significant. The
military expenditure terms are jointly significant in the second set of results. suggest some
evidence of mispecification in the reset test for functiond form, probably caused by ouitliers.
The coefficient on DM/M._; is poorly determined and makes the computation of the
productivity differential questionable. However in both cases there is a positive externdity
effect but a negative productivity differential effect, suggesting a neagtive effect overall.
Moving on to estimate the ARDL modd gives resultsin Table 8.

Table 8: Manufacturing ARDL Estimation Results

Long Run Solution
Vaiadble Coefficient t-ratio Coefficient t-ratio
Constant 0.01 0.7 0.01 0.7
DK /K1 456 52 0.50 2.0

(DK /K 1)et -4.06 4.8
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DLi/Lt1 0.55 29 0.08 0.3

(DLi/Lea)est -0.48 2.8
DMdMe1 (MY 1) 2.40 23 2.40 2.2
DM /My -0.01 03 0.03 05
(DM¢M.1)t -0.02 -1.4
(DMy/M1)e2 0.04 3.4
(DM¢M.1)c3 0.02 1.7

(= 0.03andd =-170

RC=0.882; DW =172

Serial correlation = 0.39 ;

Functional Form = 4.34;

Normality = 6.17;

Heteroscedasticity = 0.17
All chi-squared with 1 degree of freedom except normality test whichis 2.
Joint LLR test for zero restrictions on military expenditure terms chi-squared 5:

31.12(0.00)

Aswith the aggregate mode this gpproach does seem to seem to give a better specified
model and in this case provides some quite different results. Thejoint test for the military
gpending variables sows them to be significant and the long run coefficients suggest rather
different results than the model in Table 7. In addition to compaosite military spending term,
the capitd stock becomes significant, while the labour term becomes insgnificant. The
coefficients on the capita stock term again suggest it could be differenced but this will not
effect the long run coefficients. There are no differencesin sgn. The estimated externdity
effect, from the long run coefficientsis positive and the differentid productivity effect
negative as before, again suggesting an overal negative impact of military spending on the
growth of manufacturing.

6. Conclusions

This paper has examined the economic effects of military spending in South Africa, usng a
neoclassca model common in the literature. When the analysi's focussed upon the aggregate
economy this suggested that military expenditure has not had a significant impact on
economic growth. For the aggregate model there was a negative overall effect comprised of
anegative differentia productivity effect, but a positive externdity effect, which was poorly
determined. When the analysis shifted to the level of manufacturing industry, there was a
clear sgnificant effect, with the same patterns for the externdity and differentia effect though
much better defined and clearly negative overdl. The smple modds where estimated in the
usud fashion, but dso an autoregressive distributed lag method was used to give the data the
opportunity to better represent the dynamics. This did improve the specification of the mode
and provided more robust conclusions.

This suggedts, therefore, that the cuts in defence spending since 1989 should have no
ggnificant impact on growth in the real economy. This result holds for both the economy asa
whole and for the manufacturing sector. It is consstent with the results from other individua
country studies usng aneoclasscd modd. Given the importance of the development of the



DIB to the maintenance of the apartheid system and the impact of the massve reductionsin
procurement expenditure since the dart of the trangition to democracy one might expect the
impact of military spending to show more clearly on manufacturing.

The fact that the study used a supply-side econometric model does mean that the demand
sdeimpact of changes in military spending were not captured and the indirect impacts of the
change are unlikely to be estimated fully. Neverthdess, it is the supply sdewhich isusudly
the focus of research on converson and the results of this paper provide some useful insights
into the rdation between military spending and economic growth in the South African
€conomy.
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Appendix 1: Military Expenditure; 1961-1996

Figures arein Rand Million in 1985 prices. Figuresinitalics are percentages.
Year | Military Spending | % change Military Military Spending/
Spending/GDP(%) Govt.Spending (%)
1961 617 1.3 7.7
1962 1026 66 2.0 11.6
1963 1008 -2 1.8 10.5
1964 1886 87 3.1 16.6
1965 1803 -4 2.8 15.0
1966 1932 7 2.9 14.5
1967 1928 0 2.7 13.0
1968 1776 -8 24 11.2
1969 1783 0 2.3 11.2
1970 1627 -9 2.0 9.8
1971 1904 17 2.2 9.2
1972 1821 -4 2.1 9.1
1973 2146 18 2.3 10.7
1974 2757 28 2.8 12.6
1975 3527 28 3.6 14.3
1976 4441 26 4.4 16.4
1977 4908 11 4.9 18.5
1978 4122 -16 4.0 15.6
1979 3714 -10 3.4 14.1
1980 3546 -5 3.1 13.9
1981 4207 19 3.5 15.0
1982 4000 -5 3.3 13.9
1983 4005 0 3.4 13.9
1984 4365 9 3.5 13.8
1985 4274 -2 3.5 13.0
1986 4439 4 3.6 12.7
1987 5094 15 4.1 14.1
1988 5452 6 4.1 14.7
1989 5791 6 4.1 13.0
1990 5120 -12 3.6 12.4
1991 4111 -20 3.0 9.8
1992 3834 -6 2.8 8.4
1993 3383 -13 2.4 6.8
1994 3657 9 2.6 8.1
1995 3155 -13 2.2 6.8
1996 2824 -10 19 5.8

Sources: Printed Estimate of Expenditure (Department of State Expenditure: Pretoria, various years);
Quarterly Bulletin (South African Reserve Bank: Pretoria, various issues); Budget Review (Department
of Finance; Pretoria, various years).
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Appendix 2. Data: Sourcesand M ethods

Obtaining reliable, accurate and verifiable disaggregated data on military expenditure is
difficult in dmost al countries, and South Africais no exception. For South Africathe
primary source for this datais the Printed Estimates of Expenditure (RP2 and 4, Second
and Final Print) which are tabled in Parliament by the Minister of Finance every year on
Budget Day. The Edimates of Expenditure provide details of annua military expenditure by
programme and standard items. Secondary sources, used to verify the information, include
the Auditor-Generd’s Annua Report, Department of Defence’ s Annua Report, Budget
Review (Department of Finance) and the Quarterly Bulletin (South African Reserve
Bank).

The primary source for national government expenditure data is the Estimates of
Expenditure. Secondary sources include the Budget Review (Department of Finance) the
South African Statistics Yearbook (Centra Statistical Service) and the Quarterly Bulletin
(South African Reserve Bank). Totd government expenditure in any yeer is cdled the
‘consolidated general government expenditure’ and includes nationd government
departments, provincia governments, socia security funds, extra-budgetary agencies and
funds of nationa and provincid authorities and loca authorities.

The primary source for South African macroeconomic dataiis the Quarterly Bulletin (South
African Reserve Bank). Secondary sources include the Budget Review (Department of
Finance) and the South African Statistics Yearbook (Centrd Statistical Service).

All information on government expenditure, including military expenditure, is obtained from
the Estimates of Expenditure and is presented in current prices for the government
financia year (1 April to 31 March). South Africa does not have a government expenditure
deflator or amilitary expenditure deflator, and so the GDP deflator was used to convert
current prices into congtant prices. An implicit GDP deflator was obtained from the current
and congtant price series of quarterly GDP data in the Quarterly Bulletin. All
macroeconomic data obtained from the Quarterly Bulletin are presented in both current
and constant prices on a quarterly and an annuaised basis. The congtant price series
alowed for the calculation of implicit deflators for various indicators. WWhen examining
military expenditure in relation to various macroeconomic indicators, military expenditure
data was annuaised. Thiswas done by taking 1/4 of year 1 and 3/4 of year two.



