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FIGURE 1a - Real defense expenditure

Hodrick-Prescott Filter (lambda=100)
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FIGURE 1b — Real government expenditure excluding defense

Hodrick-Prescott Filter (lambda=100)
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Willard et al. (1996): impact of civilian American war on the Greenback, a volatile currency vis a vis gold.
Abadie and Gardiazabal (2003) estimated the impact of terrorist attacks by ETA to the Spanish economy.

Klor and Zusman (2022) summarize 27 years of confrontations: political implications of the Palestinian-Israeli

conflict declined after the second Intifada. However, they show that the military threat is still significant.
Fielding (2003) found that this confrontation significantly reduced investment.

Eckstein and Tsiddon (2004) found that the second Intifada implied a 10 percent reduction of GDP, a finding that

was corroborated by Persitz (2007).
Eldor and Melnick (2004) found a negative impact of terror on stock exchange value.
Berrebi and Klor (2010): impact is related to different branches, with the highest price paid by non-military firms.

Barro (1979) — Tax smoothing Model.
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tax to gdp ratio
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government spending (excl. defense) to gdp ratio
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1

defense exp. to gdp ratio
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govt. deficit to gdp ratio
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Unilateral transfers
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debt to gdp ratio
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Variable \ Gov. Gov. exp. excl. |Defense Unilateral
Exercise debt (% defense (% of |expenditure |transfers (%

of GDP) GDP) (% of GDP) |of GDP)

Benchmark 60.8 39.6 32.1 6 0.37

Increased 56.1 38.1 32.3 3.5 0.37
Permanent

Defense + erosion

In addition: 50 51.0 38.4 32.3 3.5 0.37
percent debt
target




Net Government Debt to GDP ratio (%)
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Changes in debt gap Changes in the debt fee

(debt fee equals 0.3) (debt gap equals 0.15)

Debtgap / Debtfee 0.2 0.15 0.1 0.1 0.3 0.6

6.3 12.6 33.7 8.4 5.6




FIGURE 4 — Real GDP

Hodrick-Prescott Filter {(lambda=100)
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_ Long Run Regression (log) Short Run Regression (dlog)

Government spending excluding defense

Defense spending

Lagged residual

Adjusted R squared

-0.grxx
(0.8)
0.8***
(0.2)
0.98%**

(0.12)
-0.54%**

(0.13)

0.81

0.03**

(0.01)
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_ Deviations from linear trend Deviations from HP trend
Constant 6.2*** 0.03**
(2.1) (0.01)

Deviations of government spending excl. defense 0.7*** 0.004***
(0.1) (0.001)
Deviations of government spending on defense 0.02* 0.0002*
(0.01) (0.00008)
Deviations of GDP -0.5%** -0.003*
(0.1) (0.0017)
-0.0006***
-82.5%** -0.23*

Adjusted R squared 0.84 0.85
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