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China’s military expenditure is said to be 1.4 to 24 times larger than the official national defense
expenditure. As a result a gap with the international society’s estimations emerges. If China’s military
expenditure is treated as an unknown parameter to be presumed from the national military expenditure,
it is possible to estimate it as a state parameter, which depends on the following variables; (1) changes
in auto-regression of the national defense expenditures; (2) the impact of the economic growth and
changes according to it; (3) the impact of other variables and changes according to them. The purpose
of this paper is to examine whether these variables can explain the trend of China’s military expenditure
according to the state-space model.
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