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Abstract: This article contains an overview of the literature on the economics of
military affairsin Greece and Turkey as of December 1999. In particular, | review (a)
ams race modds, (b) models of the demand for military expenditure, (¢) models
measuring the economic impact of military expenditure, and (d) macroeconometric
amulations that modd reductions in military expenditure. 1 conclude with some
thoughtson the political economy of conflict resolution between and within Greeceand
Turkey.
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Introduction

The purpose of this aticle is twofold. Firgt, | summarize in non-technica language
some of the more relevant contributions to the literature on the economics of military
afarsin Greece and Turkey (as of December 1999). This is done by grouping the
contributions into categories that addressfour questions: (1) isthere, or wasthere, an
armsrace between Greece and Turkey? (2) what arethefactorsthat drive the demand
for military expenditure in the two countries? (3) what is the impact of military
expenditure on the economies of the two countries? and (4) what would be the
economic effect if the two countries reduced their respective military expenditure?
Second, | address the palitical context and take a brief 1ook at prospects for conflict
resolution between and within the two countries.

Question 1. an armsrace between Greece and Turkey?

The armsrace literature on Greece and Turkey —there are six pieces! — has produced
mixed results. Some authors find the definite presence of an ams race, others —
equaly definitely — do not, and il othersfind wesk, if any, evidence of an amsrace
betweenthe two countries. The competing findings must be evauated on technica and
conceptua merits, extensive details on which may be found in Brauer (2001b).

On the technicd, i.e., econometric, merits, the best contribution is the work by
Kallias and Makrydakis (1997b). This includes an excdlent line-graph that displays
the logarithms of thelevelsof Greek and Turkish military expenditure from 1950-1995
(these are annua data from various SIPRI yearbooks, expressed in constant 1985
US-dallar). From 1950 to 1966 both lines increase in pardld fashion, wheretheline
that indicates Greek military expenditureis at alower leve thanis Turkey’s. For the
years 1967 and 1968, the linefor Greek military expenditure catches up with the line
for Turkey, thereby marking a structural break in the data series. From then on until
1985 Greek and Turkish levels of military expenditure continue to rise but coincide
with each other amost perfectly. And as from 1986, another visualy clear structural
break occurs. whereas Turkey’ smilitary expenditure continuesto rise, Greece' sstays
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amog pefectly flaa so that the disparity between Greek and Turkish military
expenditure grows in Turkey’s favor. The complex datisticd anays's then merely
confirms what the figure makes amply clear dready: Greece's and Turkey’s military
expenditure were “cointegrated” until 1985 — meaning, they tended to move together
— but not thereafter. If there was an armsrace, it stopped in 1985.

But in addition to the econometrics, there are at least two other important
congderations one must think about before accepting this result too quickly. One
concerns the underlying data used in the various anayses, the other concernsthe way
scholars mathematically mode the presence or absence of anarmsrace. Thefirgtissue
—that of data—is brought out in the paper by Dunne, Nikolaidou, and Smith (1999).
Redrawing the Kollias and Makrydakis figure for military expenditure in Turkey and
Greece from 1960-1996 (see Dunne, Nikolaidou, Smith, 1999, p. 7), some
agtonishing differences emerge. For ingtance, the first structural break occurs not in
1967 and 1968 but rather from 1966 to 1974, and the second structural break occurs
not in 1986 but in 1989/90. Moreover, in the datadisplay by Dunne, Nikolaidou, and
Smith, theleve of Greek military spending is higher, sometimesdragticaly higher, than
that of Turkey from 1966 to 1975, but in the figure by Kollias and Makrydakis the
lines for military spending of the two countries are nearly equa and cross each other
twice. Why do these substantive differences arise? The only identifiable reason isthat
Kollias and Makrydakis used SIRPI data indexed to constant 1985 US-dollars,
whereas Dunne, Nikolaidou, and Smith used SIPRI data indexed to constant 1990
US-dollars. If a change in the base-year by a mere five years leads to such dragtic
differences in the time-series of military expenditure for Greece and Turkey, one
wonders about the vaidity of the statistical results® Indeed, after gpplying an array of
sophisticated gtatistica techniques, Dunne, Nikolaidou, and Smith are unable to find
convincing evidence of an arms race between Turkey and Greece: "... there is some
evidence of cointegration in Greece and Turkey," they write (p. 14) "but not in the
form of along runarmsrace. Theresultswe get aredifficult to interpret and extremely
sengitive to minor fegtures of the specification.”

| conclude that if there was an arms race between the two countries it ended
somewhere in the mid- to late-1980s. The most likely reason, dthough this has not
been separately investigated, iseconomic exhaustion in Greece whose economy relies
on the labors of a non-growing population of a little more than 10 million people,
whereas Turkey’s economy was able to draw on the labors of arapidly growing
population that now reaches about 70 million people.

A second congderation in eval uating the findings of armsrace modd s concernsthe
mathematics of the modding and congsts of two sub-questions. (a) what varigblesshdll
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beincluded?and (b) how shall these variables be represented? Regrettably, armsrace
modding is not a particularly advanced discipline. The modds in the literature under
review essentialy say that Greece' smilitary expenditure dependson Turkey’ smilitary
expenditure, and vice versa. Causdlity must run both ways, from Greece to Turkey
and from Turkey to Greece, smultaneoudy and mutudly. All authors agree on this
point of mutua, Smultaneous causation. But an ams race can d o exig if country A
continuoudy triesto catch up with country B while country B’s military expenditure
does not depend on country A at al but on some other factors. It would be an arms
race with one-way, unilaterad rather than mutua , S multaneous causation. For example,
it would seem quiite respectable, at least from Turkey’s point of view, to argue that
Turkey’smilitary expenditure does not depend so much on Greece' s, but on ahost of
other security concerns (Centra Asia, Syria, Iran, Irag, and interna security
problems). The current arms race models would not pick up on this reasoning since
the mathematics is restricted to view both countriesexclusively inther rlation to each
other, asif the other factors were entirely irrelevant.

The second sub-question — how shall the arms race variables be represented? —
gans importance for the empiricd testing of the mathematicd modd. To be brief
(detalls are in Brauer, 2001b), the fundamental question is. shal one represent a
country’s military expenditurein level form (the actual Greek drachmaor Turkishlira
spent) or in share form (military expenditure as a share of the countries respective
GDP)? In the literature, both approaches are used but only the first is conceptualy
correct. Thisis so because acountry can only fed threstened by the amount of actua
military expenditure the other country undertakes (or, rather, by the presumed
effectivenessthat acertain amount of military expenditure represents); acountry cannot
fed threastened by aratio of military expenditureto GDP (ME/GDP). The sngle-most
griking example to illustrate the vaidity of this point is that in 1980 Turkey's actud
military expenditure decreased while its ME/GDP ratio increased. This occurred
because in 1980 Turkey suffered a severe recesson so that the denominator of the
ME/ GDP rétio fell faster than the numerator. Thus, the ratio increased while ME
decreased. Clearly, Greece cannot have felt threatened by arising ratio when Turkish
military expenditure actudly fell.

In sum, there are three criteria by which to evaluate an arms race modd: the
mathemétics of the model that determines the variables in an abgtract form (eg.,
military expenditure), the way the variables are econometricaly implemented (e.g.,
leves or shares), and the data used (e.g., SIPRI 1985-based or SIPRI 1990-based
data). All six pieces suffer from the essentiad difficulties of mathematica modding, and
this agpect of the literature requires more thought and work; only two pieces use the
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proper implementation (i.e, levelsof military expenditure), but use different data (base-
years). One piece finds an arms race between Greece and Turkey that stopped in
1985; the other finds at best weak evidence for an armsrace, but one that stopped in
the late 1980s.

Question 2: what factors determine the demand for military expenditurein
Greeceand in Turkey?

| found nine papers on the demand for Greek military expenditure and four paperson
the demand for Turkish military expenditure (two paperstreat both countries).* With
respect to the papers on Greece, these evolved and have become moreredistic over
time. For example, the earliest work merely trested Greek military expenditure as a
functionof Turkey’s. Then, armed force ratiosand military expenditure per soldier are
added to the models, but till only for Greece and Turkey. Then, to capture so-called
“goin-in” effects, US and NATO military spending are added. Findly, Greeces GDP
is added to learn if economic prowess might adso be a determinant of military
expenditure. Still, dthough the mode s haveimproved, they arenot yet convincing. For
example, security concerns other than over Turkey arerarely mode ed in the equations
for Greece. Surdly, this is inadequate as Greece has faced numerous non-Turkish
concerns such asthe 1944-1949 Greek civil war, itsjoining of NATO in 1952 and the
military role that NATO assigned to Greece on NATOs southern flank, the Soviet
threat via Bulgaria, the military government from 1967-1974, and, post-1989, the
conflagrations in the Balkans. None of the models captures the richness of Greece's
Security concerns. From an economist’ s point of view, themode sareimproving; from
apaliticad scientist’s point of view, the economists are not quite there yet.

Two papers warrant a brief discusson here (the others are covered in detail in
Brauer, 2001a). They are Refenes, Kallias, and Zapranis (1995) and Avramides
(1997). Thefirg isnove and interesting as it applies a neura-network modd to data
for 1962-1990. Its purpose concernsthe predictive power of neural network modeling
as compared to regression analysis, both in forecast errors and turning-point errors.
The study concludesthat the least-squares error of the neurd network "is much better
than [in the] regresson, but more important is the fact that the neura network is
capable of predicting directiona changes far more accurately than the regresson’ (p.
35). But the regression to which the neurd network is compared is not a convincing
mathematica representation of Greece's security concerns. Indeed, the regression
diagnostics are poor. For example, even though p-values are not reported, not one of
the independent variables gopears satisticaly sgnificant (i.e, thet-vauesarerdatively
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gandl) and there is likely a fair amount of uncorrected multi-collinearity among the
independent variables. Thus, the neural network mode performs better but perhaps
only because it is pitted against a poor competitor.

The paper by Avramides (1997) bresks new ground in that it derives a military
expenditure functionfrom economic principlesrather than from ad hoc reasoning that
had characterized the literature hitherto. Moreover, it dso is a technicdly very
advanced paper. But it suffers from two regrettable short-comings. First, on the
questionof theimpact of Turkish ME/GDP on Greek ME/GDP, the table that reports
the estimates (table 4, p. 174) contains a misprint and therefore leaves an important
Substantive question undecided.®> Second, Avramides data period covers 1950 to
1989 and therefore leaves us completely uninformed asto the post-cold war Situation:
what arethefactorsthat drive demand for military expendituresin Greecein the 1990s
and beyond? To be blunt: we do not know.

Regarding the papers on Turkey, | find asmilarly unfortunate outcome. The best
of thefour papers (Chletsos and Kallias, 1995b) runsinto interpretative difficultieson
heavy-duty technica grounds (for details see Brauer, 2001b) but evenif oneiswilling
to ether ignore those or smply to accept the authors' interpretation, notethat thetime-
period covered ends in 1992. This means that, just as for the case of Greece, we
know virtudly nothing about the factors that drive demand for Turkish military
expenditure in the 1990s and beyond!

Clearly, it would be highly beneficid for political scientists and economids to
combine their respective skills and to produce a model with up-to-date data that
passes econometric muster but is aso politicaly informative. For example, if we take
Avramides findingsat face vaue—that Greece smilitary expendituresfollow Turkey's
— then identifying the drivers of Turkish military expenditure would be important for
Greek military policy and budget planners. And if we found that Turkish military
expenditure is driven as much by NATO commitments, fears of Idamic
fundamentdism, and the desireto suppress Kurdish militants as by disagreementswith
Greece, it might help make the case for reduced Greek military outlays as at least
some Turkish military expenditureisnot aimed, and perhgps cannot even be deployed,
agang Greece. | am speculating of course but in so doing indicate that an
undergtanding of Turkish military outlays isimportant not just for Turkey.

Question 3: what istheeconomicimpact of military expenditurein Greeceand
in Turkey?

| identified eeven papers on Greece and four on Turkey (one paper addresses both
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ocountries).® As before, details and technical discusson may be found in Brauer
(2001a; 2001b). | focus here on particularly germane papers. Asregards Greece, four

researchers (Kollias and Sezgin as againgt Antonakis and Dunne/Nikolaidou) arrive
at exactly opposite findings. Kollias (1994) darted the discusson with a single-

equation mode that produced a pogtive coefficient of military expenditure on
economic growth. Thiswas superceded with aricher, s multaneous-equations mode
by Antonakis (1996). He finds that a one percentage point increase in Greek
ME/GDP reducesits economic growth rate by about 1.1 percentage points (p. 342).
In an expanded modd (Antonakis, 1997a), however, this negative effect is reduced
to only 0.4 percentage points (p. 96). Then Sezgin (2000a) published a paper
disouting Antonakis' findings even though he uses a comparable mode structure (but

different variableimplementation, level s as opposed to shares). Regrettably, whilethe
coefficent of the levd of military expenditure on economic growth is pogtive in the
economic growth equation, Sezgin does not report the net effect of military
expenditure on economic growth across the various feedback effects semming from
the entirety of his Smultaneous equations. Findly, Dunne and Nikolaidou (1999) dso
apply a smultaneous-equations model and find a negative net effect but of rather
modest Size: increasing ME/GDP by one percentage point reduces the inflation-

adjusted GDP growth rate by 0.026 percentage points.” How does one fairly
summarize these findings? | would say that Antonakis papers clearly superceded
Kallias work. Antonakis finds a negative effect of Greek military expenditure on its
growth rate, but this effect becomes smdler in his subsequent work. Sezgin finds a
posgitive effect but does not report the crucia net effect, and Dunne and Nikolaidou
find anegative effect, but much smaller than the smdlest found by Antonakis. Pending
further work, we may tentatively conclude that the impact of military expenditure on
Greek economic growth is probably negative and probably of rather smal magnitude,
aconcluson that is corroborated by the macroeconometric peace dividend modeling
reported further on in this article.

As regards Turkey, the more interesting papers are those by Sezgin (1997) and
Ozsoy (2000). Both employ a so-called Feder-Ram production function model
(Feder, 1983; Ram, 1986; Biswas and Ram, 1986). Whilethe moddl possesses some
atractive features, and hastherefore found widespread application inthefield, Sandler
and Hartley (1995, pp. 206, 208-209) describe how this type of modd is
mathematically structured to find pogitive contributions of military expenditure to
economic growth. And that is exactly what these two studies find. This makes them
dubious a priori: for what have we found if amodd inherently is sat up to find what
we found?
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What are the findings? Apart from the varigbles of immediate interes, i.e,, those
related to the military sector, what isstriking isthat in both casesphysical investment
(the replacement and replishment of physica capitd) turns out to be satisticaly
insignificant® Labor also turnsup statigtically inggnificant in Ozsoy’ s case, but positive
and dgnificant in Sezgin's paper. Human capital is Satisicdly inggnificant in both
papers. A production function modd —for any country —in which investment, labor,
and human capital nearly dl turn out to be satisticaly inggnificant raises doubts about
the modd and/or the underlying data.

Given these observation, both papers find a postive, and Satisticdly sgnificant,
overdl effect of the Turkish military sector on Turkish economic growth for the time
period 1949-1993 in Sezgin's case and 1950-1992 in Ozsoy’s case. In addition,
Sezgin finds a gatidicaly sgnificant and negative spill-over effect from the military to
the civilian sector and aso computes a negative factor-productivity differentid
(meaning that the military sector is less productive of economic growth than is the
avilian sector in Turkey). Ozsoy's findings are somewhat different. In his most
extengve runs, he finds invesment, labor, and human capitd Satisticaly inggnificant
but the non-military public sector, the military public sector, and the civilian sector per
sedl make gatidticaly sgnificant postive contributionsto economic growth. Whenthe
equationis changed to estimate spill-over effects, however, al variablesturn out to be
satidicaly inggnificant except for the spill-over effect from the nonmilitary public
sector to the civilian sector (whose effect is estimated as positive).®

Inaninteresting exercise, earlier performed by Ward, Davis, and Lofdahl (1995),
Sezgin computesrolling estimates over 24-year sub-periods (from 1950-1973 through
1970-1993) and finds that the overal and the spill-over effects of the military sector
in Turkey are large and Satidticdly sgnificant in the early time periods, but gradudly
declineand become datidticaly inggnificant in the later time periods. This suggeststhat
if Turkey did, at one time, receive positive economic pin-off effects from its military
sector, these effects have vanished over time.

But suppose we take Sezgin's and Ozsoy's interpretation — that the Turkish
economy benefitted from its military expenditure — at face value.® Then the next step
should be to ask, exactly what is it about the military sector that makes it contribute
positively to economic growth? What arethe channelsby which public spending onthe
military stimulates GDP? And are weto expect anegativeimpact on economic growth
if Turkey’ smilitary expenditureswereto fall? L arge-scale macroeconometric models,
reviewed next, suggest otherwise.
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Question 4: apeacedividend from reduced military expenditurein Greeceand
in Turkey?

There are two large-scae macroeconometric studies available, one each on Greece
and Turkey, that amulate the impact of reductionsin military expenditure on avariety
of economic performance variables. Both were published in 1996, both aretechnicaly
excdlent studies, and both have not been cited much at dl in the post-1996 literature.
They both find that reductionsin military expenditure would benefit both countries. The
benefit isvery smdl for Greece but rather subgtantia for Turkey if the most promising
smulated scenarios were actudly implemented. Both modesare satisfying in thet they
indude supply and demand equations, fisca and monetary policy equations, and so on.

Badfoussias and Stavrinos (1996) employ alarge-scal e macroeconometric model
conggting of some 330 equations (90 stochastic and 240 identities) to Smulate the
effects of possible reductions in Greek military expenditure. The scenariosinvolve an
annud five percentage point reduction in Greek nomina military expenditurefor 1995
to 2000, to be taken from procurement, leaving military personnel outlays unaffected.
The savingsare gpplied asfollows: (@) to public consumption; (b) to public investment;
and (c) to tax reduction. The military data are disaggregated into personnel (wages,
etc.) and everything ese (mostly imported procurement items). Without exception,
relative to the basdline scenario without changesin military spending, the disarmament
and redlocation scenarios result in higher GDP growth, higher private consumption,
lower unemployment, and an improved baance of payments (i.e., more exports and
fewer imports). Private investment increases beyond the reference projection in two
of the three scenarios and drops dightly below the growth of the basdine scenario in
the public consumption scenario. However, because Greece is aready a relatively
open economy, the authors argue that the smulated effects of disssmament are
"relaively minor" (p. 212), asindeed they are. For example, GDPin 2000 is projected
to grow by 3.8 percent in the basdline scenario. In the tax reduction scenario, GDP
would grow by an additiona one percent of 3.8 percent, i.e., by 3.838 percent. This
is one of the more satisfying models | have encountered in the literature under review.
The smulations permit oneto put a price or opportunity cost on aternatives foregone.

A smilar disarmament modeling effort was undertaken for Turkey (Ozmucur,
1996). Hismode indicatesthat any peace dividend "may prove substantid if resources
can be directed towards government non-military invessment” (p. 215), a conclusion
in rather sharp contrast with Sezgin and Ozsoy.! In an interesting twist, and before
studying the impact of disarmament on Turkish economic performance variables,
Ozmucur finds substantial negative, and Satistically significant, corrdation coefficients
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betweenthe budgetary sharesof Turkish military expenditure and those on expenditure
on hedlth and education for datafrom 1924-1994. Over the entiretime period, military
expenditure exceeded that of hedth and education combined. Regarding the
smulation, the modd used consigts of 27 stochastic equations and 30 identitiesand is
estimated over quarterly data for 28 observations (1987:1 to 1993:1V). Government
gpoending is Folit into non-military and military expenditures, as are government
investment expenditure and merchandise imports.

Themodd contains aggregate supply and demand blocks, and blocksfor the labor
market, badance of payments, prices, the public, and the financid sector. The
smulations are run for 1995:1 to 2004:1V to obtain a basdline solution. Then military
expenditure as ashare of GDPisreduced by one percentage point and four scenarios
are amulaed. In the first scenario, funds are taken from military imports (minus 20
percent), and military operating (minus 31 percent) and investment (minus 46 percent)
expenditure. Thefundsare gpplied to deficit reduction. In the second scenario, military
imports are reduced by haf (50 percent), military operating spending by 15 percent,
and military investment by 46.5 percent and applied mostly to improve the balance of
payments. The third scenario appliesreductionsasin scenario 1 but usesthe fundsfor
tax reductions. Findly, the fourth scenario aso reduces military outlays asin scenarios
1 and 3 and gppliesthe saved fundsto non-military publicinvestment. Scenario 4 turns
out to be most desirable in terms of themode criteriac GDP, inflation, unemploymernt,
balance of payments, real wages, and labor productivity. GDP for instance increases
by an additiond 2.7 percentage points relative to the basdline scenario, involving a
ubgtantia gainin living sandards. Wheat islikeable about thismodd isthat it consders
target variables other than mere GDP and that, dthough fundamentaly a Keynesan
demand modd, it includes a four-sector supply sde.

In sum, both of the large-scal e macroeconometric models, but especidly that for
Turkey, suggest that the countries' economieswould benefit from reductionsin military
expenditure.

The political economy of military expenditure and prospects for conflict
resolution

Let us summarize the findings so far: () if there has been an arms race between
Greeceand Turkey, it ended inthe mid- to late-1980s, probably because of economic
exhaugtionin Greece; (b) weredly do not know much &t dl about what drivesdemand
for military expenditure in Greece or in Turkey, certainly not for the 1990s and the
current millennium; (c) the economic impact of military expenditure in Greece is
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probably dightly negative and, for Turkey, may have been pogdtive a onetime but is
now neutrd or negative; (d) reductionsin military expenditure would benefit Greece
dightly and would benefit Turkey in amgor way.

Now put these findings into the political context of Greece, Turkey, and their
interaction. | make three points: (8) Greece is ot as wesk as it believes; (b) Turkey
is not as drong as it believes, and (c) to capture the benefits from reduced military
expenditure, it istime to return to a period of friendship and cooperation. Firgt, from
Greece' s point of view Turkey has the upper hand militarily, and the onus is on the
qudity of Greek foreign policy making. Turkey is large and mighty and very much a
secular, and Idamic NATO front line state. Turkish and/or Mudim minorities dot the
Bdkans much more so than Bakan minorities speckle Turkey. But Greece is
economicaly more advanced than Turkey; it does control most of the Aegean; there
are szeable Greek minorities in the Balkans which affords Greece opportunities to
explore Balkan cooperation; Greeceisamember of the EU and, even after admitting
Turkey to EU membership candidacy, therefore controls actual accession of EU-
aspirants to the EU (e.g., Bulgaria and other southeast and east-central European
nations and, of course, Turkey itsdlf); and Greeceisamember of the EU foreign policy
and defense club that might replace, or certainly augment, NATOs increasingly shaky
defense guarantee.’? In aword, Greece' s hand of cards is not empty if it would but
loseits “introverted security orientation” (Constas, 1995, p. 73), fear of encirclement
(Albania, Macedonia, Turkey, Turkey-linked Bulgaria), and settle down toward
sustained negotiation with the objective of settlement.

Second, Turkey’s hand is not as strong as it may appear to myopic Greece. The
nations surrounding Turkey are a restive lot that could quickly strain Turkey's
capabilities. Resolution of differences between Isradl and Syria would free the latter
to turn unwelcome attention to Turkey, for instance over water rights. Resolution of
westerndifferenceswith Iran and Iraq would freethemto turntheir attentionto Turkey
and to dispute its current regiona power status. Indeed, Turkey’s US support might
wane if US rapprochement with Iran and Iraq were achieved. Although there are
subgtantia differences among the Kurdish populations of Iran, Irag, and Turkey, if
other problems in the region cease, the question of Kurdish rightswould assume even
more prominence in the internationa arena than it aready does and would place
increased pressures on Turkey’ sforeign policy with regard to adomestic policy issue.
In addition, Turkey's interna palitics is dready sufficiently loaded with explosive
issues, ranging from economic palicy, to the Kurdish question, to therole of Idamin
a secular society, to the proper role and balance among palitics, religion, and the
military. While Turkey is drong militarily, its externd security Stuation points to
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potentidly dramatic problems, and internaly Turkey isacomparatively fragile country.
Inaword, Turkey is not as strong as it seems and military avenues do not make it
stronger. Its weaknesses require non-military approaches.

Third, consder the dternatives. if Turkey were to successfully face and address
dl these problems and were to become a regiond superpower (see, e.g., Condtas,
1995, p. 85), it would be too late for Greece to settle for much. But if Greece were
to tie up the Balkans within an EU context and Turkey were to become embrailed in
southwest or centrd Asian conflicts, then Turkey would likely hold the losing hand.
Clearly, both Greece's and Turkey’s security environment is volatile and fleeting
enough to encourage both to settle their differences and jointly become stronger.
Therefore, in contragt to those focusing on costly maintenance of the current strategic
balance between the two countries (e.g., Turan and Barlas, 1999), | would like to
point to the benefits to be had from cooperation.

What would Greece gain? As we saw, Greece would probably gain little from
reduced military expenditure. But it would likely gain much from increased trade and
culturd relationswith Turkey and possibly much from trade through Turkey to Centra
Agaaswdl. Greece would aso gain stature and importance within the EU and serve
as the natural EU anchor in southeastern Europe. Indeed, Greece and Turkey could
play the economic and political role in the Black Sea area— athough for different
reasons and with a different congtellation of parameters — that France and Germany
played for the EU. That would be an immense gain. Greece would aso gain domestic
advantages where much time and effort istaken up with issues concerning Cyprusand
Turkey, time and effort that could more fruitfully be spent on other issues of interest
and benefit to the people of Greece. This of course requires that the Greek-Turkish
conflict first be settled within Greece! To dothat, it would certainly help toimprovethe
image of Turkey in Greece, for instance by a much increased pace of business,
government, legidative, judicia, entertainment, sports, vacation, and of course
academic exchanges from the primary to the university levels.

Moreover, of the five primary areas of dispute between Greece and Turkey — ()
over the extent of territorid waters in the Aegean; (b) over the extent of territorid
airgpace; (c) over continentd shelf rights; (d) over Greek militarization of certain
Aegean idands, and (e) over Cyprus — it appears to me that Greece can make
substantia, credible negotiation offers on thefirst four without jeopardizing its security
and sdlf-image. To become effective, these would need to betied to reciproca action
by Turkey. It would then be up to Turkey to refuse and would involve no loss to
Greece' s security status quo if Turkey accepted. Again, for Greece the biggest battle
to be fought probably liesin resolving vested interests within Greece, not between the
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two countries.

What would Turkey gain? In contrast to Greece, Turkey’s potentid gains are not
so much prospects for the future as prospects for the present. As we saw, the
economic gainsfrom reduced military expenditure would be subgtantia. Moreover, the
archaic military draft that currently condemns many highly educated Turksto morethan
a year of professond inactivity is extremdy costly and harmful to the country and
would result in an immediate gain for Turkey’s economy if military expenditure and
military service were reduced.

Another gain would come from removing the Greek-Turkish conflict from the
domestic agenda. Thiswould reduceinterna conflictsin Turkey and permit the country
to focus on its many other interna problems. Asis the case for Greece, the Greek-
Turkish conflict isinlarge part aninterna Turkish conflict of vested interests, somenot
without a certain clam to legitimacy. For example, without an externa “enemy” the
judtification for the large Turkish army would diminish. But Turkey “needs’ alarge
amy for internd, “nation-building” purposes directed againg the fear of an Idamist
“take-over.” Since it is obvioudy harder to convince people of the latter than the
former —many ordinary and educated Turks aready are skeptical about the need for
large-scae Turkish armed forces—the picture of Greece-as-enemy isconvenient even
if damaging to Turkey’'s own development.

As the example indicates, the internd Stuation in Turkey is multi-layered and
complex. Greece can help by removing causes that alow Turkish interests to
continually portrait Greece as the enemy. Greek foreign policy has not dways been
auffidently astute on this point. Indeed, the smple, speedy, and humane assistancethat
the people of Greece offered inthe wake of the Turkish earthquake disaster of August
1999 illustrates how easly and effectively the Greece-as-enemy picture can be
undermined.

Perhapsit will takeapair of statesmen like'Venizelosand Atatirk to move Greece
and Turkey back to the mutua friendship and cooperation that they enjoyed from the
early 1920s to the early 1950s. Meanwhile, as the above examples make clear, on a
practica level reatively smal steps can accumulate into a larger whole. To help
understand and resolve the Greek-Turkish conflict, wewill dowell to sudy theinterna
dynamics in each country and to study practicd, feasible ways in which Turkey can
change itsimage in Greece, and vice versa
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Notes

Vaious drafts of this article were presented at the Middle Eastern Technica
Universty, Ankara, September 1999, at Kog University, Istanbul, December 2000,
and a Ankara University, December 2000. | thank conference participants for
comments, Mr. lhsan Tayfur for research assistance, and my varioushostsand NATO
for funding and hospitdity. | dso thank Stelios Makrydakis and Christos Kollias for
comments on an early draft of thisarticle and to correct some errorsof mine. Christos
Kollias and Gulay Giinlik- Penesen aso assisted me to obtain some papersthat were
very difficult to track down and find. | am very thankful for their help. Of course, |
aone am respongible for any remaining errors of fact and interpretation.

The present article draws heavily on Brauer (2001a), an encyclopedic background
study of virtualy dl literature ever published (as of December 1999) on the economics
of military affairsin Greece and Turkey, and on Brauer (2001b) which summarizesthat
literature and focuses more narrowly on issues in economic and econometric theory.
In contrast, the present article summarizes the literature for an audience of politica
scientists and focuses on issues of political economy and conflict resolution.

1. Mgeski (1985), Georgiou (1990), Stavrinos (1992), Georgiou, Kapopoulos,
Lazaretou (1996), Koallias and Makrydakis (1997b), and Dunne, Nikolaidou, and
Smith (1999). There is an earlier contribution, Mgeski and Jones (1981), but its
results are included in Majeski (1985).

2. Thefigurein Kaollias and Makrydakis (1997b, p. 366) isin log terms and the figure
in Dunne, Nikolaidou, Smith (1999, p. 7) isinleved terms. Since these can be directly
trandated into each other, | am referring to substantive, rather than scaing differences
in the display of the data.

3. In addition, with regard to the share, rather than the level, of military expenditure
in GDP, Dunne, Nikolaidou, and Smith insert areveding footnote according to which
Turkey's shares as reported in the 1998 SIPRI yearbook are much smaller than those
reported in previous yearbooks and thisis "not dueto achangein thelevelsof military
expenditure but to revisonsin GDP series' (p. 7, fn. 2).

4. On Turkey: Chletsos and Kollias (1995b); Kollias (1995c¢); Kollias and
Makrydakis (1997a); Dunne, Nikolaidou, and Vougas (1998). On Greece: Kallias
(1993); Kapopoulos and Lazaretou (1993); Refenes, Kallias, and Zapranis (1995);
Kallias (19959); Kollias (1995c); Kollias (1996); Avramides (1997); Dunne,
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Nikolaidou, and VVougas (1998); and Kallias and Makrydakis (2000). A tenth paper
on Greece (Antonakis and Karavidas, 1990) is published in Itaian and not discussed
here since my knowledge of Itdian islimited. Asbest as | can judge, the paper finds
that the Greek demand for military spending between 1958-1986 is primarily
determined by a 1974 Cyprus dummy and lagged Greek military spending (t-1).

5. The table misprints ether the estimate of the coefficient or its associated t-datistic
for the crucid variable of concern. The change in the share of Turkish military
expenditure in GDP carries a negative Sign (i.e,, the higher this change, the lower the
corresponding change in the share of Greek military expenditure in GDP which is
counter-intuitive), but the t-gtatistic is reported with a positive sign. Since the estimate
and thet-gtatistic must possessthe same Sgn, there must be amisprint in the published
results.

6. On Turkey: Sezgin (1997); Sezgin (1998); Sezgin (1999); and Ozsoy (2000). On
Greece: Kallias (1994); Antonakis (1995); Koallias (1995b); Antonakis (1996);
Chletsos and Kollias (1995a); Balfoussas and Stavrinos (1996); Antonakis (1997a);
Antonakis (1997b); Dunne and Nikolaidou (1999); and Sezgin (2000a). “Economic
impact” is undergood in the literature as the impact of military soending on economic
growth. Thereisone paper that findsthat Greek military expenditure from 1960-1992
appear to have pogtively influenced employment levels in Greece (Chletsos and
Koallias, 1997, p. 446).

7. Actudly, thereisamisprint in this paper aswdl (p. 17 refers to dG/dM) but from
the discusson it is reasonably certainly that the effect of ME/GDP on the inflation-
adjusted GDP growth rate is meant (i.e., dY/dM).

8. In some equaions, investment is positive and significant but | tend to look a
authors “last run,” usudly their own most considered or favored mode.

9. But unlike Sezgin, Ozsoy computes a positive factor-productivity differential for the
military sector, meaning thet it is more productive than the nonmilitary public sector.

10. A new paper by Sezgin (2000b) presents much stronger results in favor of the
thesisthat military expenditurein Turkey contributed pogitively to itseconomic growth.
Inthis paper investment and the quantity and qudity of the [abor force are Satisticaly
ggnificantly and postively rdlated to economic growth aswell. The spill-over effect
from the military to the civilian sector is fill negative, asisthe productivity differentia
meaning that the civilian sector is more productive of economic growth than is the

Page 14 of 19



military sector. This is an important paper that warrants further inspection by
economigs.

11."... empirica evidence showed that Turkish defence spending isnot detrimenta for
the Turkish economy; on the contrary, it helps economic growth” (Sezgin, 1997, p.
407). "Due to the pogtive effects of the nonmilitary and military sectors on Turkish
economic growth, the results reported here suggest that the Turkish government should
not make drastic resource-all ocation changes between nonmilitary and military public
spending” (Ozsoy, 2000, p.156).

12. NATOs defense “guarantees’ is often misunderstood. Indeed, it is wrong to
understand it as aguarantee at al. Article 5 of the NATO treaty merely pledges the
dliesto “consult asagroup ... prior to determining the necessary response... [1t] does
not commit the dliesto an automatic military response, or any necessary response’
(Sandler and Hartley, 1999, pp. 25-26).
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