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This study presents an analytical model of budget allocation into military and civilian expenditures within an arms race between two rival countries and compares the consequences of myopic (period-by-period) planning versus rational (long-term) planning. We show that although myopic planning is always favorable for both countries, they are likely to be locked in a prisoner’s dilemma in which both overinvest in arms procurement. The likelihood of overinvestment in arms procurement is higher when the decision makers’ discount factor is higher, the perceived benefit from security is higher, and the depreciation rate of arms is lower. In addition we show that a country is worse off by employing myopic (short-term) planning if the rival country is planning rationally (long-term planning). A dynamic version of Kagan, Levkowitz, Tishler and Weiss (2009), employing real-world data, shows the existence of a prisoner’s dilemma in the Israeli-Syrian arms race. These results emphasize the need for conflict management, certainly between Israel and Syria, including a third power such as the USA or the UN, to ensure and monitor the viability of an arms reduction agreement since, as we show in the paper, pure economic considerations will likely deteriorate into an all-out arms race.
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