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Abstract

Military expenditures are strategic in nature which not only depends upon the internal conflicts and threats within a country but also responds to military expenditure of other countries depending upon their foreign relations. The prior literature has rather ignored the military burden and its spatial impact on FDI. This proposed study will attempt to determine whether the military spending has any spatial cross-border effects on FDI or not? The study employ will utilize panel data consisting of South Asia countries during 1971-2016. This region has many internal and external conflicts with neighbouring countries, due to this fact military spending in this region is relatively high to ensure internal and external stability. Such stability is also imperative for the decision of investment location for any multinational enterprise (MNE). To explore the spatial impact of military spending on FDI, this study use spatial econometric techniques i.e. Spatial Autoregressive (SAR) and Spatial Durban Model (SDM) model (see Anselin 1988 and LeSage 2008). This study expects that the military spending of host country will have positive and significant impact on the FDI. However, the military spending of neighbouring countries will have significant and negative impact on the FDI of host country. There is a large body of literature on the impact of defense spending on the economic growth and FDI (see Knight, et al. 1996; Murdoch & Sandler 2001 and Collier 2006). However, the spatial impact of defense spending has rather been ignored earlier specially for this highly conflicted region. This study is important concerning the empirical and theoretical aspects which will explore how the investment location decision of MNEs is effected due to the defense spending of regional countries. It will also provide important policy implications for the regional economies to attract future FDI.
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