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1. Introduction

In the last five years, terrorism, its consequenaed how to counteract it, have
become a household discussion subject and thetatfjestense scrutiny by social
scientists. This is the direct consequence of tiwck of September 2001 in the
United States, the shape of the U.S. governmenggonse in a variety of forms
labeled the “war on terror” and the continuing acence of extremely violent attacks
in various parts of the world. In economics therhture on terrorism has made
remarkable advances since 2001, building on importaork that was already
available but gaining a new visibility. The litena¢ has been strengthened in the
range of topics analyzed, as well as the data attiodologies employed. In spite of
substantial progress, different strands of reseggttain insufficiently integrated. At
this stage, charting the progress made so far agdesting fruitful avenues for
additional effort are key. This paper puts forwardbroad survey of the economic
literature on terrorism, organized in seven différ@pics: we identify what we think
we know, we highlight the key issues that remaitdoanswered and the data that
might illuminate this research effort.
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professor at the Faculdade de Economia, both atdikidade Nova de Lisboa. José is a researchasfitit the
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Any attempt at organizing existing knowledge onopi¢ should circumscribe the
topic and adopt a definition. Terrorism, given Wariety of objectives, methods,
targets and organizational forms, is elusive as$adefinitions go. The word “terror”,
at least with its ominous sense of continually sedminate violence, has been traced
to the Robespierre years of revolutionary Fran@ée word “terror” has remained
associated with the actions of states against their citizens, not least due to the
ominous historical record of Nazism and Stalinisim. discussing the issue of
“terrorism”, we ought to recognize that totalitariexperiments (in the worst sense of
the word), have been responsible for millions adtims in the premeditated use of
state-sponsored terror. Only recently “terrorismb® (longer “terror”) suggests an
association with the actions of sub-national groupshis paper, we adopt Enders
and Sandler’s (2002) view of terrorism as “the mditated use or threat of use of
extra-normal violence or brutality by sub-natiorgrioups to obtain a political,
religious, or ideological objective through intirattbn of a huge audience, usually
not directly involved with the policymaking thatetherrorists seek to influence”, the
most frequently used in studies of terrorisim. this, as well as most definitions of
terrorism, there are four important elements thamne together to characterize
terrorism: the “underground” or even informal natwf the perpetrators of terrorist
acts, individuals or organizations; the premediate “rational” element in the
pursuit of objectives; the crucial role of violenodten of an extreme nature; finally
and cegrtainly not least, its intended impact onr@at audience beyond the direct
targets:

Our examination of the economics literature onaiesm shows that most of the
studies concentrate on the consequences of terattasks at the aggregate level and
in specific sectors of activitAn important share of the literature is empiricading a
limited number of data sets that are available.r@ e notable examples of papers
examining the causes or consequences of terromsiia context of theoretical
models of individual, group or aggregate economéhdvior. The analysis of
individual actors is certainly constrained by dhmaitations. Another strand in the
literature is clearly policy-oriented and, althoughesenting neither a theoretical
model nor an empirical exercise, can provide usesights?

! See Harris (2005) and Bergesen and Lizardo (2f04) discussion of the definitions of terrorism.

2 The official definition by the United States Dejpaent of State is compiled under title 22 of theited States Code as the
“premeditated, politically motivated violence petmaged against noncombatant targets by sub-natignoaips or clandestine
agents, usually intended to influence an audie@féice of the Coordinator for Counterterrorism (¥99Interestingly, the
Federal Bureau of Investigation (FBI) and the Depant of Defense slightly change the definitiorhtghlight the Unlawful
use of force or violence” and explicitly includetbgeople and property. Another possible definitiop Mickolus (1980, p.
xiii), sees terrorism as “the use, or threat oé,usf anxiety-inducing extra-normal violence forifical purposes [. . .] when
such action is intended to influence the attituates behavior of a target group wider than the imatedvictims and when [. . .]
its ramifications transcend national boundarieSee also Hoffman (1988, Chap. 1), Mickolus (19&2jmid and Jongman
(1988) and Shugart (2007).

3 Irrespective of the breadth and legitimacy of poasible definitions of terrorism, we must acknaigee that data on terrorist
attacks have one important limitation: they tendetier to attacks by non-state groups (even if spd by foreign states) on
the citizens and the assets of a specific nati@conomy.

4 See Llussa and Tavares (2007) for a “graphicatis@ntation of the breakdown of papers on the ecmsoof terrorism
regarding their micro versus macro and empiricedwe theoretical approach.
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In this paper we decided to organize the studyhefeéconomics of terrorism around
seven different topics. Although some papers dexaat for more than one topic, we
offer a comprehensive view of the literature tteuseful to identify the questions
that remain unanswered. These areasTdre:Measurement of Terrorist Activiyhe
Nature of Terrorists The Utility Cost of TerrorismThe Impact of Terrorism on
Aggregate Output Terrorism and Specific Sectors of Activity, Tersami and
Economic Policyand Counter-Terrorism Thus, from measurement we proceed to
studies on the characteristics of terrorists amtbtist organizations that rely on
economic theory, the consequences of terrorismnaividual utility and, at the
aggregate level, the cost of terrorism in termswdput and output growth, the direct
impact on specific sectors of activity and the eefilon of terrorism on fiscal and
monetary policies. We conclude with an examinabbthe economics literature on
counter-terrorism measures.

In the paper we discuss, for each of the topicy@behat the literature has achieved,
the important questions that remain open and tipe tyf data that would help
researchers make progress. In our discussion wifylehe main papers in the
literature and the issue(s) where each made ailootiom and, at the end, we present
a brief individual summary for those papers in éagbbdrganized along the same topic
areas.

2. What We Know, What We Should Know and the Data V& Need

Below we present our assessment of the state diténature on terrorism for which
research in economics has made or should have aadstribution. For each of the
themes we start with a brief summary of what weoikiy and proceed to a
discussion of the issues worth an extra researcnt,epointing to data limitations
where they are relevant.

2.1. The Measurement of Terrorist Activity

The measurement of terrorist activity has resuited limited number of datasets.
Some provide a count of terrorist events and H@een widely used, most notably
those organized by Mickolus and associates - Miek@l980, 1982), Mickolus and
Fleming (2003), Mickolus et al.. (1989, 1993) -ddhe dataset from the International
Policy Institute for Counter-Terrorism in (2003)néther group of datasetsis based
on sectoral or individual information, and tendsbt collected by the researchers
conducting a specific study, and to have poor digsation. As mentioned in the
introduction, the variety of objectives, meansgéis and organizations, in addition to
the underground nature of the latter, adds to tiffeculty of measuring terrorist
activity. Terrorism ranges from ethnically motivdtdo state-sponsored, from
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religious or ideologically motivated, and can dthecarget the government, the

military or the civilian population, assassinatelivmduals or threaten the use of

weapons of mass destructibonThe simple count of events may seriously
underestimate the phenomenon of terrorism andimortant to acknowledge the

indirect and psychological costs of terrorism, vileetor not translated into actual

attacks. This is addressed in the subsection outtlty cost of terrorism, below.

The existing literature has established importaotd on the occurrence of terrorism.
First, terrorist attacks are relatively rare and extreme events The number of
actual attacks is highly volatile over time andassrcountries, as Enders and Sandler
(2002) document$.There is some evidence ofcgclical pattern in terrorism, a
higher prevalence durirgconomic downturns— documented in Im et al.. (1987) and
Enders and Sandler (1995, 2000) and explained amBérg, Hess and Weerapana
(2004a) — or with the occurrence elections— electoral outcomes in Berrebi and
Klor (2004) and electoral dates in Brauer et &004). There is evidence that
terrorist attacks have become more lethabver time — Enders and Sandler (2000)
and Sandler and Enders (2004) present data - whight be related to a change in
the motivation of terrorists - from ideological teligious motivated; and method —
the increased use of suicide attackers, as docesh@mBerman and Laitin (2005). In
addition, since the 1967 Arab-Israeli War, seveai@b of terrorism have acquired a
transnational nature.

Rich countries are frequent targetsof terrorism. Israel and the United States are the
most frequent targets, the latter also indiredthptigh political and business interests
— as documented in Blomberg et al.. (2004, 200867, Enders and Sandler (2002)
and Krueger and Laitin (2007) - and this is trugether a count of events or its per
capita equivalent are used — as in Tavares (Zb43.unclear whethedlemocracies
are likelier targets — see Blomberg et al.. (2@D07) for a “yes”, Tavares (2004) for
a “no”, and Abadie (2004) for a non-monotonic relaship where intermediate
levels of political rights are associated with matacks. Blomberg and Hess (2007)
use bilateral data to find that, whilkkcher, more open and more democratic
countries seem more prone to be targetegoorer, less democratic and less open
countries are more often the origin of terroristsorroborated also by Krueger and
Laitin (2007).

The measurement of terrorist activity presents dppdies for research in at least
two areas. To support research on the individudlaggregate costs of terrorism and
the effectiveness of different counter-terrorismasweres, there is a needdimcument
the type and nature of attacksas far as number of events, type of targets, ofpe

® See Enders and Sandler (1995; 2002) and Frey Y2004 discussion. Shugart (2007) organizes arytcal history of
terrorism around three “waves”: the national litieraand ethnic separatism phase, the ideologitéltbe religious.

® Tavares (2004) shows that the time series onristrattacks displays a substantially higher steshdieviation than a similar
series on natural disasters.

" See Enders and Sandler (2002).

8 Laitin and Shapiro (2007) argue for the use ddtiet indicators of the intensity of terrorism.
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organization, number of dead and wounded, diretardoost of attacks and type of
media coverage. A thorough documentation of howeldifferent characteristics of
attacks correlate and evolve over time is a preitiondfor identifying what it is that
causes what and why. A reading of the literatuiggests that data constraints limit
the type of terrorism indicator used. As a consagag studies that compare the
impact of different indicators are rare. A secosglie deserving substantial attention
is more technical in nature and appeals to a muohder use of statistical and
econometric techniques thake account of outliers, censored, and truncatedada
when assessing the incidence of terrorism. Thenines of governments and
certainly of terrorist organizations go againshsgarency and towards manipulation
of information, but this may be partly overcomeéynore intense use of the above-
mentioned techniques. A third important issue fsearch on the measurement of
terrorism, for which econometric methods are usefuh fuller account of the fact
that terrorism does not always lead to terrorigs.adhe task ofmeasuring the
underlying level of terrorist activity, as opposed to terror events, is an important
step to assess the individual utility cost andgbenomic cost of terrorism.

2.2. The Nature of Terrorists

There several explanations for the emergence ofrist groups and the occurrence
of terrorist attacks, ranging from those basedmatividual or group incentives to a
second set that examines how aggregate variableslate with the frequency of
events. Both provide important insights. In genemshat is known as to the
individual motivations of terrorists goes againstrent prejudices that view terrorists
as irrational misanthropes with low income and peducatior?. Generalizations are
extremely risky at the current stage of researci, ibanything, available evidence
suggests that the support for gparticipation in terrorist acts is not associated
with lower educational or economic status- as in Krueger and Maleckova (2003),
Berrebi (2003) and in Schelling (199%).

As the presence of suicide actors dramaticallgiftates, non-traditional explanations
for terrorism may be required — as in Wintrobe @@007) onextreme tradeoffs
when one of the choice variables is whether toyasg own life , Hardin (1995) on
group identity theories, and Ferrero (2005) on the useasfial sanctions The use
of club good theory - as in Berman (2003) and Berman and Laitin (2005%
another important hypothesis towards identifyingugr rationality, associating the

° Which does not mean they are not driven by palitimd religious ideologies.

2 As an example of an explanation for these couinteitive results, education can signal an inditis ability to commit, a
necessary input for extreme actions. Azam (2008} s dynastic model where the “benefits” of tesmriaccrue to several
generations to rationalize this result: higher meoand higher educated individuals may be moreitsenso those future
benefits. Bueno de Mesquita (2005b) models tetreokinteers and terrorist organizations that strfee “quality”, delivering
results consistent with more terrorism in recesmipeconomies while actual terrorists are bettecatéd than the average. For
an interesting exercise based on a different véme, Berman and Stepanyan (2004), which assessestrtiteer of potentially
“radical” Muslim women, based on fertility, low tehs to education and religious education.
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process of recruiting terrorists to membership resdricted group, with its associated
costs and benefitd’. More specifically, the existence of multiple teisd groups,
behaving “rationally”, but pursuing different obje®s, may confound conclusions.
Kydd and Walter (2002) show how a minority of teisbradicals may “rationally”
delay a truce between the government and a majofitiieir own camp that desire
peace as violent actions undermine the trust betwes majorities of peace seekers
on both sides of the conflict. Siqueira (2005) shdww the existence of different
factions may actually decrease rather than incresasar activity.

As argued in Laitin and Shapiro (2007), the strengt state institutions, the
democratic processes within the target state, #gred of popular support for the
terrorist organization, the degree to which testoorganizations divide into factions,
the sources and magnitude of funding and the coteiteorist tactics all affect the
nature and intensity of terrorist activities. Themgthors put forward a series of
hypotheses on the political, economic and orgaiozat determinants of terrorism,
derived from the “rationalist” view that sees teists as calculating individuals
reacting to incentives. Laitin and Shapiro (20079pose that organizations with
dwindling support or strong support but no politigaice are more prone to adopt
terrorism as a tactic, especially in democratidestaMoreover, the adoption of
terrorism tends to be reinforced by the appearafiqgeerverse incentives once that
path has been chosen. Several studies view terr@ssthe result of tensions and new
resources that arise withodernization - Crenshaw (1981) and Aziz (1995) - the rise
of religious-based fundamentalism- also Crenshaw (1981). Terrorism may be a
substitute for other forms of political conflict in the internal fight over resources —
as in Garfinkel (2004), Blomberg et al.. (2004b)daBambanis (2007 — and
terrorist acts as part ofssgnaling game where governments are uninformedf the
terrorists strengths - Lapan and Sandler (1993)irorthe case of international
terrorism, aforeign policy tool used in foreign policy crises - O'Brien (1996).
Individual hatred towards specific groups or nagican emerge fromisinformation
and manipulation by political leaders — as in Glaeser (2005) and Charney and
Yakatan (2005) — who can enhance follower loyalyy gsomoting violence and
terrorism - Epstein and Gang (2004).

What avenues for research are presented insofhe aharacteristics and motivations
of terrorists? First, and despite important progrethe analysis of individual
motivations should proceed lBncouraging interdisciplinary research bringing
economics into closer interaction with other diogs, especially psychology,
sociology, political science and media studies.sThan enrich the “rational”
explanations for terrorist participation, helpingild more plausible models of
extreme behavior. In parallel, interdisciplinargearch can result in better testing of
the existing incentive theories of terrorist papation. Secondly, we need to know

" The “demand” for suicide terrorists is easier nalerstand. See Wintrobe (2006) and Pape (2003).
2 Though Sambanis (2007) argues that developmentd@engase the risk of civil war without significlyraltering the risk of
terrorist activity.
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much more on th&ndustrial organization” of terrorist groups . Terrorists seldom
act alone, and are instead recruited, trained, @tggh and protected by specific
organizations and networks. These organizationse hakeveloped different
organizational patterns over time, the study ofahtan help identify the source of
terrorism and the best instruments to counter ithe fact that some terrorist
organizations are twins to more easily scrutinipetitical parties or associations,
with a line of discourse and reaction to eventsengppossibilities for important
documentation of the terrorists” motivations. Datallection on the internal
organization of terrorism, on the role of differeattors, technologies and costs —
financial, time or otherwise , will help identifyffective points for defusing. A third
promising line of research is the collection of v@yr data on theelationship
between individual characteristics such as incomegducation and support for
terrorism. Detailed studies of this type could uhtree individual characteristics that
groups delve into when recruiting terrorists bwgoalthe public reaction to different
terrorist goals, means and activities, which prdpabtaken into account by terrorist
groups in their decisions.

2.3. The Utility Cost of Terrorism

Certainly, terrorist acts have a negative impactimdividual utility and on the
economy. However, their association with extremedoen harm and a level of
uncertainty that is difficult to ascertain suggekbts terrorism’s utility cost goes well
beyond the direct and immediate damage. Terrorrgale costs linked to what some
term a‘“non-rational” evaluation of risk on the part of individuals, namely, a
decrease in utility that goes beyond the computaxpectation of losses. The
perception of this cost may be associated with attame-independent negative
impact of “fear and loathing” that greatly excedls “objective” discounted harm —
as in Becker and Rubinstein (2004) and Sunsteif320 Despite its “non-rational”
nature, this perceived cost can be quite substamiscusi and Zeckhauser (2003)
suggest there are several anomalies in peoplelsiai@ of the cost of terrorism,
and Frey et al.. (2004) suggest that people’stytitisses from terrorism far exceed
the expected consequences.

There is one important line of research on thatwytdost of terrorism. First, it is
important to assess directly through individualveys and contingent valuation
techniques the@mpact of terrorism on individual happiness In the wake of
successful applications of contingent valuation gablic and environmental
economics, researchers should evaluate the impatermrism on self-reported

3 Becker and Rubinstein (2004) argue that an exagesbock to the probability of being harmed aff@etsples’ choice in two
ways: a change in exposure to risk - the weightgaod" and “bad" states change - and in fear eanh state of nature, the
utility level itself decreases in response to aréased probability of being harmed. Sunstein (2088 shown that individuals
focus on the “badness” of the result rather thathenprobability of occurrence. This so-called ‘fpability neglect” results in
fear that greatly exceeds the discounted harm.
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subjective well-being. Additionally, research shibtrly to identify the characteristics
of terrorist acts that entail the greatest subyedtbss.

2.4. The Impact of Terrorism on Aggregate Output

A considerable number of articles on the econorafc®rrorism concentrate on the
consequences of terrorist events on the macroecgnoamely on output’ The
direct cost to output seems to be relatively lowand short-term — Hobijn (2002),
International Monetary Fund (2001), Navarro andrigee (2001) andreverton et
al.. (2007) —mostly associated with public expenditures for #peanilitary
operations abroad and protective measures at horieeverton et al.. (2007).
Terrorist attacks doeduce economic growththough its impact is estimated to be
less than that of violent internal conflict andezxial war — Blomberg et al.. (2004) —
or even natural disasters — Tavares (2004). Howdngin and persistent levels of
terror — Eckstein and Tsiddon (2004) — or concentratespectificregions— Abadie
and Gardeazabal (2003) and World Bank (2002, 2608)ve a considerable impact.
Moreover, although with lower incidenc@oorer countries suffer more from
attacks — see Blomberg et al.. (2004) &ahdler and Enders (2007)n poorer
countries, World Bank (2002, 2003) on Israel versus Palestine territorigs.
Democratic countries seem to be more resiliero attacks — Tavares (2004). Larger
and more diversified economies are likely to suléss — Sandler and Enders (2007).

An alternative way to look at the effect of teroor aggregate output is to examine its
impact on the value of stockf different companies. Here researchers have found
evidence that the impact is relatively short-temmd anay decrease over time — as in
Choudhry (2003), Chen and Siems (2004), Eldor amdnMk (2004). A possible
explanation is that efficient markets diversifyie#ntly, diminishing the influence of
risk on particular stocks.

The study of the effects of terrorist attacks ompatiand economic growth seem
relatively consensual in that the cost is limitedl sshort-term, except in cases of
extreme vulnerability. We believe a useful lineresearch stems from analyzing the
cost of terrorism in light of what is known on tbest ofother unlikely but extreme
events such as natural disasterswhich also are rather circumscribed in time. A
second line of research should connect the cosembrism to the literature on
volatility and growth,'® relating the output change to the responsiveness of
consumption, investment and trade. A third lineregearch that would draw on
relatively inexpensive collection of new data woblel to runevent-studies on the

4 See Briick and Wickstrém (2004) for a survey andbnsequences of terrorism.

5 The World Bank (2002, 2003) estimates the coshefPalestinian—Israeli conflict for both contersdevhile the cost to Israel
is estimated at 4 percent of GDP, the Palestireantdries suffered a 50 percent decline in incqgraecapita between 1994 and
2002. In addition, specific sectors such as touasih trade have been especially hurt.

16 See Auffret (2003) and Hnatkovska and Loayza (2003
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performance of stock marketsdifferentially affected by terrorism in periods of
increased terrorist activity.

2.5. Terrorism and Specific Sectors of Activity

In addition to the effects on aggregate output meetd above, the economics
literature provides ample evidence that terrorisnassociated withsignificant
differential impacts on different economic sectorslt is natural that a severe shock,
temporally circumscribed, will affect consumptiaifferently, through a consumption
smoothing mechanism, and investment, which may edeser in response to a
temporary willingness to free resources for othsesy such as consumption and
public spending. In fact, there are noticeatidereases in consumptioriollowing
terror attacks — modeled and documented in Ecksteich Tsiddon (2004) and
documented in Fielding (2003a) - aw@écreases ininvestment — modeled and
documented in Eckstein and Tsiddon (2004), alsauch@nted in Blomberg, et al..
(2004) and in Fielding (2003b) — the latter a copsace of a crowding out effect in
response to increases in public spending, whiclvifeover in the next subsection.
Capital flows and trade across borders are also likely to decreaseas argued and
documented in Abadie and Gardeazabal (2005) andngeated also in Enders and
Sandler (1996) for capital flows; argued in Walkergt and Dihel (2002) and
documented in Nitsch and Schumacher (2004) foettad

Tourism and airline demand, due to their specifimerability to terrorist attacks and
to fluctuations in consumer sentiment, have reckgfecial attention by researchers.
The consensus points to a clear negative impat¢vwism and airline demand —
Drakos and Kutan (2003), Enders et al.. (1992ydes and Sandler (1991, 1996),
Sloboda (2003) and Fleischer and Buccola (2002porism; Drakos (2004) and Ito
and Lee (2004) on airline demand.

The concentration of economic and governmentalities and the large population
density of urban areas suggest greater vulnenmahitit terrorism. This can be
compounded by the fact that media attention israfijufocused on events taking
place in large, populated, identifiable geograplaceas, i.e. cities. If this view holds,
terrorism can be viewed as a tax on citiesSeveral authors have discussed whether
cities are particularly vulnerable, but the estiasgbut forward point to a very limited
cost, especially in the long run — Bram et alQ0@), Glaeser and Shapiro (2002),
Harrigan and Martin (2002), Mills (2002) and RoBlsinsberg (2003).

Given the association of terrorism with risk in geal, and dramatic revisions in the
risk profile that economic activities face, the urence industry is likely to be

" The contraction in trade may be in response tinemease to trade and transport costs, as argu@dyamization for Economic
Development and Cooperation (2002) and Lenain. ef2002).
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affected, either positively or negatively, by teisbattack™® In addition, changes in
exposure may highlight market imperfections ini'[‘rdaJstry.19 There is evidence that
the stock of insurance companieseacts to increased terrorist risk — Cummins et al.
(2003). There is an open discussion on the ap@tgmess of government schemes
that interfere with the insurance market, suchh&sTerrorism Risk Insurance Act
(TRIA) in the United States. Chalk et al.. (2005amine the trends in terrorism and
in the threat level to the U.S. and how the TesrarRisk Insurance Act responds or
not to those changes. Kunreuther et al.. (2008wshthat the insurance system
established by TRIA is neither a complete nor anitefe response to increased
risk.?® Brown et al.. (2004) follow thirteen key legisle events leading to the
Terrorism Risk Insurance Act (TRIA) in November Z8)02 and document their
impact on the stock price of firms in banking, donstion, insurance, real estate
investment trusts, transportation, and public tig#i. Stock prices in the affected
industries responded negatively to the legislagivents. As to the differential effect
of terror on other activities, Berrebi and Klor (&) show strong evidence of a
differential and positive impact on defense andusgerelated Israeli industries in
response to terror attacks.

The research agenda on the sectoral effects afriwnr is likely to yield interesting
results in at least two directions. First, givea differential impact of terrorism on
the components of output and different economic sears, namely on consumption
and investment, it is worthwhile to investigate whharacteristics of terror events
drive consumption and investment changes. This Ime with the suggestion above
in subsection 1 on organizing existing data andecbhg new data on terrorist
actions. Given the different reasons for changesimsumption and investment, and
the different motivations of the decision-makersoined - consumers and firm
managers —the use of a richer panel of charadtarief attacks may help identify
which characteristics affect consumption, investireerd other aggregates— victims,
material losses, type of perpetrators or simplentod events. In addition, there are
several sectors for which stock market data arelsdla and which should suffer
differential impact of terror, in line with Berrelaind Klor (2005). A second line of
research is the collection of new aggregate dat#&orist movements including
origin and destination, information on cost andgtéof stay, to evaluate more finely
the impact and substitution effect between destinat Crossing this data with
information on media coverage, which should vafyssantially across countries, can
also lead to important insights.

8 Woo (2002) presents an analytical method to comfhe risk of terrorism in actuarial terms. Leneiral.. (2002) argues for
an impact on the insurance industry.

19 Froot (1999) studies catastrophic events. Accgrdinrisk management theory, reinsurance shouleércthe most severe
events such as natural disasters. However, reinceiia more prevalent for mid- and small-size gsknts. Supply restrictions
associated with capital market imperfections andketgpower exerted by reinsurers are the most nedde explanations for
the divergence of observed data from what is exggeitom theory.

% One of the reactions to the 2001 attacks on thddMoade Center was the enactment of the TerroRssk Insurance Act

(TRIA) ,which requires insurance companies to ptevterrorism insurance to customers in return éatefal provision of

reinsurance in case of losses due to terroristksta

2 This is true also of defense-related Israeli etgyavhich seem to have benefited from a boom fatigwhe attacks.
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2.6. Terrorism and Economic Policy

Terrorism can affect fiscal and monetary policyher as any other unexpected shock
would, or as the result of the endogenous respohsEonomic policy-making to
terrorist events. Thecrease in public spendingin response to additional security
needs is likely to be small- as argued in Lenaial.e(2002), Gupta et al.. (2004) and
Hobijn (2002) -,and probably with little impact drudget deficits — Eichenbaum,
and Fisher (2004) and Wildasin (2002).

Another important issue is the reaction of the pagts system in the face of an
attack. Here there is at least one careful studh®ftonsequences of the September
11 terrorist attacks on the monetary and paymestenys, in the context of what is
common sense knowledge on banking crises. Lack#4j2shows how the Federal
Reserve credit extension after September 11 inedetiee supply of banks’ balances
and attenuated the effects of the terrorist shock.

2.7. Countering Terrorism

A final key question on terrorism and the econoang probably the most important
policy issue, is what can be done to reduce thiel@mce of terrorism. The two basic
policy options are, in simplified terms, to counterrorism by force — the “stick” — or
to divert terrorists, by increasing the opportundgst, making the targets less
attractive or adjusting the media coverage to dshirthe benefits — the “carrot”
option?® In thinking about counter-terrorism, it is redlistto acknowledge
beforehand that complete eradication of terrogsivay is unlikely, not only because
of imperfect information and cost asymmetry, whigVes terrorist groups a strategic
advantage, but also due to continuous innovatiobath parts of the confliét

There is evidence thderrorists substitute between means, targets and emss
time — Im et al.. (1987) for substitution away from itaity and governmental targets
to tourists and over tinf&. This ability on the part of terrorists suggests tise of a
portfolio rather than just a specific anti-terrbrieeasure — argued in Enders and
Sandler (2004) and Frey (200Deterrence has been the main respongé states to
terrorist organizations but may not be the righdtsigy, as it induces escalation and a
negative sum game interaction - as argued in F2894) and modeled iArce and
Sandler (2005) and Bueno de Mesquita (20056) Bueno de Mesquita (2007)

22 See Frey (2004) for a discussion of the relatitretiveness of different counter-terrorist paii

2 Mickolus et al.. (1989) quote Hoffman (1998) onlRA member after a near miss of the United Kingdmime minister
bragged: Today, we were unlucky. But remember we laaly to be lucky once. You will have to be luckways”.

24 In addition, there may be substitutability witthet forms of violenceas argued in Garfinkel (2004) and Blomberg, Hess an
Weerapana (2004). See above.

% Frey (2004) lists a series of costs from overrate on deterrence, including budgetary costs aliticpl costs (in terms of
possibly reduced support for counter-terrorism qyli exploitation by self-interested politiciansdgtend their stay in power
and reduced human rights and civil liberties. Dretare also entails costs due to the responserofitts, who gain in visibility
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argues the observability of specific counter-tasror measures and the voters’
perceptions may explain such a bias. However, ghlighted in Rosendorff and
Sandler (2004), proactive policies may also be ssiwe and encourage more
“dramatic” terrorist attacks, either at home oraaat. Economic sanctionsmay also
be ineffective’® An important mechanism is active limitation of reeist funding
through better regulation - proposed in Fitzgerg2804). Other counter-terrorist
strategies that should be considered invaleereasing the benefits or raising the
opportunity cost, rather than the material cost, ofterrorist attacks — Frey and
Luechinger (2003; 2004) and Frey (2084There is evidence that people realize the
complexity of terrorism and areeady for more considered and more flexible
policy responses — Downes and Hoffman (1993) — includipggodes involving
hostage taking — Shambaugh and Josiger (2004).

Credible non-negotiating policiesare also important — Sandler and Enders (2004) —
but time inconsistency is a major issue and thera ihigh risk of default — as
explained in Lapan and Sandler (1993). At the othdreme,some states tolerate
the activities of terrorist organizations in their territory in exchange for no direct
harm and at the expense of other nations — a domsteategy, according to Lee
(1988) — which points to the desirability of mudtéral coordination and institutions.
Coordination is also described as desirable in Riséf and Sandler (2004), where
there may be incentives for too much or too ligteactive counter-terrorism at the
cost of more “dramatic” attacks, and in Sandler 8mgleira (2003), who argue that
an efficient counter-terrorist policy cannot be iaglbd through the leadership of one
country.

One plausible response to terrorism is adjustiogy political institutions - as
discussed in Wilkinson (2001) er legal institutions function — discussed in
Garoupa et al.. (2006) and Enders et al.. (1990)afskeptical view - from the
insights on the economics of crime. Mueller (20@fues that it is necessary instead
to strengthen democratic institutions and increase citizens understanding and
support for those institutiorfs. Other options includedecentralizing political
institutions to decrease the attractiveness of targets — aigueay and Luechinger
(2003) — and increase the cost to terrorists tHr@aggeening— as in Viscusi and
Zeckhauser (2003) and Garoupa et al.. (2006).

We identified three important niches for researchcounter-terrorism. First, we
should learn more on the linkage betweamantry’s legal and political institution

and both the incidence and the vulnerability tecresm. In the wake of September
11 and the qualified restrictions on civil libedjea debate has lit up on the

and cohesion and substitute towards potentiallgideraneans of attack. Concessions may be impgréaen as they apparently
result in more attacks in the immediate aftermashexplained in Bueno de Mesquita (2005b).

% See Frey (2004).

2 However, in a comparative analysis of the two ferof political violence, Sambanis (2007) arguest theonomic
development may decrease the likelihood of civit tuat not of terrorism.

ZTavares (2004) finds evidence that the more dertio@acountry, the lower the output decrease fdtova terror attack.
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appropriate means democracies can use in their digainst the terrorist. Here we
believe the history of terrorism in Israel warraatrofound examination of the
comparative effectiveness of counter-terrorist messthrough a case study analysis.
A related issue is how to make democratic insbngiless vulnerable to terroriszn%.

A second research path shoohbdel the asymmetries between the terrorists and
the governments’ actions, in terms of information and cost requieats, as an
intermediate step towards increasing the effecdgsenof counter-terrorism. A
particular issue worth investigating given the eutrlevel of the debate is how to
coordinate among nations as far as information em@@ns to combat terrorism,
exploiting the existence of multiple equilibria,tban the coordination level among
countries and in the incidence of terrorism. Finadl third research area which we
consider particularly promising is the analysis roédia coverage of terrorist
events Foremost among the motives for terrorist activigythe publicity gained
freely as a consequence of terror. Existing geducap variation in coverage — for
example, in Europe versus the US, and variatiatsioontent and intensity — terrorist
groups, motivation and victims mentioned, etc. -n @go a long way toward
establishing what in attacks drives media attentimnthe other way round. By
combining datasets on terrorist events and thecadsd news coverage, researchers
could better understand how the media can be wsdddourage terrorist activity.

3. Concluding Remarks

Probably, and unfortunately also for the worst oeas terrorism will be high on the

political agenda for years to come. Understandivg rhotivations of terrorists and

terrorist groups and the policies to diminish tiseworence and the effects of violence
must be a key element in the response to terrofi$ns.is only possible if we extend

our knowledge on the intrinsic nature of the tastophenomena by collecting new
data to answer the remaining questions, thus deiagethe extent of our ignorance of
its causes and consequences. In this effort, tlee abresearch in economics, as
surveyed in this paper, cannot be diminished, ari#kely to remain central.

2 Here, a useful linkage can be made with the liteeaarguing more developed institutions loweritt@dence or the cost of
risk, as suggested in Tavares (2004).
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Table 1

The Measurement of Terrorist Activity

Paper Overview

Author (s) and Brief Summary Model Data
Title
Abadie, Alberto (2004) | An empirical investigation of the determinants pf No Yes

“Poverty,

Terrorism”
Working Paper.

Politicgterrorism at the countrlevel using a new measure qf
Freedom and the Rootsterrorism

that encompasses both domestic
transnational terrorism. Terrorist risk is 1
significantly higher for poorer countries, once

the level of political feedom are taken into accoun
Political freedom is shown to explain terrorismi it
does so in a nemonotonic way: countries in some
intermediate range of political freedom are showbe
more prone to terrorism than countries with higrele
of political freedom or countries with highly
authoritarian regimes. Finally, the results sugdkat
geographic factors are important in sustainingotést
activities

—F

effects of other count-specific characteristics such ds

Berman, E. and Laitin,
D. (2005)

“Hard Targets: Theory
and Evidence on Suicid
Attacks”

National Bureau
Economic Research

0

suicide attacks are just as likely in rich demogsg¢

emodel the choice of tactics by rebel
considering that a successful suicide attack inpase
large and definitive cost on the attacker and
organization. The attacker and other operatives
embedded in a club-good model emphasizing
provision of benign local public goods. The ultimat

suicides will be used when targets are well pregct
and when damage is great.

Insurgency typically occurs in poor countries but Yes

and favored by the radical religious. The authors
groups,

the
are
the

sacrifice demanded serves as a regulator of entily a
solves a free-rider problem. The model predictg tha

International Policy Institute for Counter-Taism
(2003) and from Pape (2003).
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Berrebi, Claude an
Esteban F. Klor (2004).
“On Terrorism and
Electoral Outcomes
Theory and Evidenc
from the Israeli-
Palestinian Conflict.”
Working Paper.

1 The interaction between terrorist attacks and etat

model of reputation with two equilibriums: in thiest
one, support for the rightist party increases

b periods with high levels of terrorism and decred
after relatively calm periods, and in the secone,(
the expected level of terrorism is higher during
leftist party’s tenure in office compared to theed
expected during the rightist party’s term in offidée
empirical results support the theoretical model
three of the four Israeli governments in the per
between 1990 and 2003: terrorist attacks incré
during leftist governments and decrease duringtisg
governments.

Yes

outcomes in lIsrael is studied based on a dynamic

fter

ses
n

th

n

for
iod
base
R

Public opinion polls and a new data set orot'esrtrlu
attacks in Israel and the occupied territofjes
between 1990 and 2003.

Blomberg, S. Brock,

The authors examine a panel data set of 177 cest|

tri No

Data on terrorism from “International Terroris’u?:

ned

Gregory Hess and from 1968 to 2000 to evaluate the macroecongmic Attributes of Terrorist Events” — ITERATE fro
Athanasios Orphanides| consequences of terrorism, using three diffefent Mickolus et al. (2002).
(2004) econometric procedures: cross-section, panel growth
“The  Macroeconomiq regression analysis and a structural VAR moglel.
Consequences ofTerrorism reduces growth and the country fixedaéf¢
Terrorism.” are an important explanatory variable. The negdtive
Journal of Monetary effect of terrorism on growth is stronger and
Economics statistically significant in developing countriespt

statistically significant in OECD economies. The

incidence of terrorism correlates with increases in

government spending and a crowding out | of

investment. Violent internal conflict and extermadrs

have a stronger and more persistent negative affect

economic growth than terrorism.
Blomberg, S. Brock| The theoretical model used in this paper seesrtenng  No Data and sources: the terrorist activities daathe
Gregory Hess and Akila as initiated by groups that are discontent withirthe ITERATE data set from Mickolus et al. (199B)
Weerapana (2004a) current economic situation but are unable to drahyi with 159 countries over 24 years providing 3816
“Economic Conditions change it or affect the present political and observations, and the economic data are obt3
and Terrorism.” institutional order that are responsible for their from the update to the Summers and Heston (1991)
European Journal of situation. The model predictions are: a) configt data set which is given for 152 countries over

more likely in bad times when the economic resaal

Political Economy

25

years providing 3800 observations. Combir
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shrink and the dissident groups are less likeljoéq
satisfied and b) the choice between a rebellion &
terrorist attack depend on the responses of
government to these actions. Richer countries
have better institutions, stronger economies anid \
equipped armies increase the cost of rebelliorhéo
point that dissident groups prefer to resort tootgsm.
These predictions are tested in a panel of 127tdear|
from 1968 to 1991.

hd
the

that

e

t

It is observed that in richer

both data sets results in a panel of 3014
observations (127 countries from 1968 to 1991)

democratic countries terrorism is more likely dgrin

economic downturns. This is consistent with the

model predictions.
Brauer, J., A. Gbmez- | Demonstrate the role of cyclical political variablend| No. Crime statistics from Colombian National Polige
Sorzano, S. Sethuraman permanent non-political variables applying the between 1946 and 1999.

(2004).

Hodrick-Prescott and Beveridge-Nelson busing

lSS_

“Decomposing cycle decomposition methods to a time-series| of

Violence: Political homicides in Colombia (1946-1999).

Murder in Colombia”.

European Journal of

Political Economy

Enders, Walter and This paper uses time-series methods to evaluate sonYes Data on transnational terrorism incidents. Tées/

INZEZESA

Todd Sandler (2002). | of the consequences of transnational terrorisnfiadd drawn from International Terrorism Attributes
“Patterns of | that: a) transnational terrorism tends to result| in Terrorist Events (ITERATE): ITERATE 2 cove
Transnational relatively few deaths, especially as compared With 1968-77 (Mickolus, 1982), ITERATE 3 covef
Terrorism, 1970-1999]| more frequent events such as accidents on roads and 1978-87 (Mickolus et al., 1989), and ITERATE
Alternative Time-Serieg highways; b) terrorist attacks have become njore covers 1988-91 (Mickolus et al., 1993).
Estimates.” threatening and lethal in recent years; c) theeenseo
International Studies be a cyclical pattern in the incidence of terrorisvith
Quarterly a large fraction of casualties associated with allsm

number of events and d) attacks aimed at the United

States or US interests constitute a substantidlomoy

of total attacks.
Enders, Walter and To| This study applies time-series techniques to inyats No Data on transnational terrorist incidents
Sandler (2000) the current threat posed by transnational terrdrist casualties.
“Is Transnationg incidents. Althoughthe number of incidents has
Terrorism Becomin| dropred dramatically during tl pos-cold war period

and
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More Threatening?

Time Serie
Investigation”

Journal of Conflict
Resolution

transnational terrorism still presents significant
threat. In recent years, each incident is alniosf
percentage points more likely to result in death

with injuriesand/or deaths, the proportion of incide
with casualties, and incidents with deaths) a
investigated. These series increaiseovember 1979
with the takeover of the U.S. embassy in Telaad
again after the fourth quarter of 1991. The groath

severity of terroristattacks since the last quarter
1991. All three casualtiesseries displayed mor
deterministic factors than the non-casualtsesies,
which is largely random after detrending. Cyclethin
aggregate incident series are solely attributadlthé
underlying casualties’ series.

or

injuries. Three alternative casualties’ series (incidgnts

nts
re

religiousterrorism appears to account for the increased

of

[¢)

Enders, Walter and To
Sandler (1995)
“Terrorism: Theory ar
Applications”

In: Keith Hartley and
Todd Sandler (eds.
Handbook of Defens
Economics.

Reviews game-theoretic and  choice-theor
theoretic framework is presented to ascertain ul
what circumstances a government would want
precommit itself to a no-negotiation strategy.
,another game model, the authors analyze whethel
> governments (nations) that are targeted by the 9

terrorist group would over deter or under detenotést

policy, which allows the governments to sh
intelligence but not deterrence decisions, can tesey
than no coordination. Choice-theoretic models iifer]
possibilities for substitution and complementa
among diverse modes of terrorist attacks as tets
respond optimally to government actions. A host
time-series techniques are used to study

effectiveness of alternative anti-terrorism pokci
Vector-autoregression intervention procedures

particularly suited. Time-series analyses are aksxd
to identify cycles, trends, and irregular composdat

ptic No

depictions of terrorist behavior. A simple game-

nder
to
In
two
ame

attacks. Moreover, they demonstrate that piecemeal

are

t
ity
ri
of
the

are

Data on transnational terrorist incidents.
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forecasting purposes.

Figueiredo, Rui J.P. deThe authors develop a model of radical political Yes No
Jr. and Barry R] violence with three players: a dominant in-grolp,
Weingast (2001) moderate and radical sub-groups of the out-group,
“Vicious Cycles:| showing that persistent violence is most likely whe
Endogenous  Politica] moderates are truly moderate (not too close tcee(th
Extremism and Political] the dominant group or to the radicals) and| a
Violence.” provocation motive interacts with other explanation
Working Paper. as an incentive for terrorist violence as the raldi¢
must have an incentive to terrorizeeyond the
provocation motive so that the threat of futurdesae
is credible.
Im, Eric lksoon, Jor By using spectral analysis this paper shows thiai alNo Yes.
Cauley and Todd terrorist events series had a cycle of 28 morfths.
Sandler (1987) Skyjackings had two periodicities: 41 and 28 months
“Cycles and| The periodicity of a barricade and hostage eveetg
Substitutions i 72 and 48 months, respectively. It is also shovat fth
Terrorist Activities: A| tighter security measures for military and governtrje
Spectral Approach.” facilities made tourists relatively more attractifer
Kyklos terrorist attacks. Besides there is some evidehae|t
terrorists substitute in the short run between laimi
events (e.g. kidnapping and skyjacking).
Sandler, Todd and In the period from 1960 to 1980 terrorism was No. Transnational terrorism annual data from [US
Walter Enders (2004) | basically motivated by nationalism, separatism, Department of State (1988-2002) and [the
“An Economic| Marxist ideology and nihilism. In the 1990s ITERATE dataset (International Terrorisin:
Perspective or) motivation changed and an increased proportion of Attributes of Terrorist Events - 1968-2002) frjm
Transnational terrorist  attacks were from religious-based Mickolus (1982), Mickolus et al.. (1989, 1993)
Terrorism.” fundamentalist groups. In terms of cycles and tend Mickolus and Flemming (2003).
European Journal of the series of incidents tended to rise in the 1860s
Political Economy and decline in the late 1990s (inverted U-shaped
pattern). Also, in recent years the probabilitydefth
or injury in a terrorist incident increased by ab&u
percent. In addition, this study shows that
transnational externalities and market failures |are

present in the case of transnational terrorism.ef®

V

the data, th paper summarizes some studies
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policies can do. Studies support that if terrorigstew
ahead of time that they have nothing to gain —et
will be no concessions and deals with terroristaey
will never abduct hostages. Game theory accoumt

interests, which could help the understanding
terrorism. Every policy to thwart terrorism wou
entail its own stream of benefits and costs thattrbe
taken into account.

terrorism in order to understand what anti-tertofis

er

5 fo

uncertainty and strategic interactions of opposing

of

Tavares, José (2004)

“The Open Society Assess
Its Enemies: Shocks, Disaste
and Terrorist Attacks”
Journal of Monetary
Economics

This paper uses datasets on terrorist attacksratalisasters and
pgurrency crises to answer three different questiombat the
rdeterminants of terrorism are; if there is an ottmst following a
terrorist attack; and if that cost is larger or Beman the case of
democracies. We find that rich countries are thetmmne to suffer
attacks while democracies are, if anything, ledsanable than othe|
countries. The cost to output of a terrorist att&ckjuantitatively
small and closely associated with the occurrencanoévent rathel
than the number of casualties. Finds robust evieléinat a terrorist

attack imposes a lower output cost the more dertio@aountry is.

Data on terrorism incidence International Pollogtitute for
Counter-Terrorism.
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Table 2
The Nature of Terrorists
Paper Overview

Author (s) and Title Brief Summary Model Data
Azam, Jean Paul (2005) Models terrorism as a phenomenon where the cufrentes No
“Suicide Bombing as generation is linked to the next one as in standgndstic
Intergenerational Investment.’| family models: bombing today increases the prolisitnf
Public Choice some public good accruing to the next generatiame [T

model is used to explain the fact that suicide bersilhave)
been found by Krueger and Maleckova (2003) to come
disproportionately from wealthy families, and haaa
above average education level. Income and education
increase the opportunity cost of “investing” in @ic&de
bombing but may also increase the sensitivity eofthure
generation’s welfare.
Aziz, Heba (1995) The author argues that the terrorist attacks chwoig by No No
“Understanding Attacks on Muslim groups in Egypt (1991-1993) could be a rieac
Tourists in Egypt.” to irresponsible tourism development in the region.
Tourism Management
Berman, E. (2003) The paper proposes a club-good framework thatres No
“Hamas, Taliban and the emphasizes the function of voluntary religiqus
Jewish  Underground:  An organizations as efficient providers of local palgioods.
Economist’'s View of RadicalThe sacrifices these groups demand are economically
Religious Militias” efficient and suitable for solving the extreme pijral-
NBER agent problems present in militia production. Sewyyi
gratuitous acts of violence by group members destreir
outside options, increasing the incentive compiétibof
loyalty.
Berman, Eli, and StepanyahHigh fertility and low market returns to schoolifgve No Datasets on religious education, ferti

Ara, (2004)
“How Many Radical Islamists?
Indirect Evidence from Five
Countries"

been pointed to as characteristics of religiougssethe
authors investigate fertility and returns to edimatin
2 families of graduates of Muslim religious schoaisfive
countries with a Muslim population. It is found tl

and earnings in Indonesia, Banglade
India, Cote D’lvoire, and Pakistan.

ty
sh,

206



Proceedings of the f0Annual International Conference on Economics aecugity

Working Paper. fertility is indeed higher amongsidamilies, and there is
evidence of lower market returns to education. feseilts
provide a rough estimate of the individual prevateof a
well-defined strand of “radical Islamism”, whichnges
from 2 to 18 percent of the female population.
Berrebi, Claude (2003) The paper investigates whether participation irotést No Data on Hamas and Plaestinian Islafnic
"Evidence About the Linkactivity can be linked to low schooling, to poveatythe Jihad terrorist cells.
Between Education, Poverfyindividual level or various economic difficulties the
and Terrorism Among societal level. Analyzes the determinants of pguditon
Palestinians.” in terrorist activities in Israel from the late 183to the
Working Paper. present day, as well as a time-series relatiortshiyveen
terrorist attacks in Israel and economic conditidth
higher standards of living and higher levels ofaation
arepositivelyassociated with participation in terrorist
activities. The analysis of the determinants of sel
selection as a suicide bomber provides evidende tha
suicide bombers tend to be of higher economic staal
higher educational attainment than the typicahirtial
in the population, but come from lower socioecoromi
groups than other, non-suicidal, terrorists.
Blomberg, S. Brock, In this model, terrorism is initiated by groups appy| Yes Yes
Gregory Hess and with their current economic status and unable tange it
Akila Weerapana drastically through political and institutional nmsa The
(2004b) prediction is that conflicts are more frequent adkimes,
“An Economic Model of when economic resources shrink and dissident gratps
Terrorism.” dissatisfied. The choice between a rebellion atetrarist
Conflict Management and attack depends on the governments” ability to ned@md
Peace Science. richer countries, with better institutions, stronge
economies and better-equipped armies, increase| the
relative cost of rebellion to the point that digsit groups
resort to terrorism
Blomberg, S. Brock, and This paper employs a gravity model to investigdte [t No Yes. Cross section of bilateral data for
Gregory D. Hess (2007) relative importance of globalization and demockton 179 “source” and “target” countrief,
“The Lexus and the Olive on transnational terrorism, using a database ofr pve from 1968 to 2003.
Branch: Globalization, 200,000 bilateral observations on economic, palitemd
Democratization ani historical factors that may influence the likelillbmf
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Terrorism”
This volume.

citizens from one country to engage in terroridivies
against citizens of another. The advent of demic
institutions, high income and more openness incarte”
country significantly reduces terrorism, but the&xsame
factors in “target” countries actually increaserdesm.
For a “source” country, being a democracy or
participating member of the World Trade Organizaf]
decreases the number of transnational terroriatlstby
about 2 to 3 per year, more than two standard tewn&:
above the average number of attacks between any
countries in a given year.

at

two

Bueno de Mesquita, Eth3
(2005b)

“The Quality of Terror”
American Journal of Politica

Sciene

nAs the result of the interaction of a governmertgreorist
organization, and terrorist volunteers, while indials
with low ability or little education are most likelto
| volunteer to join the terrorist organization, spdgiin
recessionary economies with lack of econo
opportunities, screening for quality by terror
organizations may lead to better educated terr

on mobilization as they fuel the ideological warhigh
attracts volunteers) but also makes attacks |e€festive
(which discourages volunteers).

Yes

mic

st

Drist
operatives. Government crackdowns have opposiegtsff

No

Charney, C. and Nicol
Yakatan (2005)

“A New Beginning: Strategie
for a More Fruitful Dialogue
with the Muslim World”

Working Paper.

b Draws on focus groups of adult, university-educd
Muslims responding to open-ended questions
5 statements put forward by a trained moderator.
discussions are transcribed and analyzed and searét
seen as qualitative, not quantitative. The majatofs
behind the hostility that dominates Muslim thinkitog
America are identified,
action in recent years — including the invasiorraf] and
the war on terror — which has cast the United Stats
domineering and unpredictable; the rise of locablste
networks that openly criticize U.S. policy; the Kaof
visibility of U.S. development aid. An overturn difie
situation will probably involve an emphasis on tadtal
communication, including an ability to listen, facwon

including: American miliyar

tedNo
and

The

Focus groups of adult,
educated Muslim citizens  fro

universi:lt;—

LS

Morocco, Egypt, and Indonesia. Fog

terms — age, gender, education -,led
moderator and responding to open-en
guestions. Results are qualitative.

groups are small, homogeneous in sotE:al

a
ed
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bilateral aid and partnership and tolerating disagrent
on controversial issues.
Crenshaw, Martha (1981) Identifies aggregate causes of terrorism as mozkian No No
“The Causes of Terrorism” — which can increase inequality and group segregati
Comparative Politics while providing cost effective ways of equippingith for
violence - social sanctioning of violence and theead of
disruptive forms of nationalism and religiosity.
Epstein,Gil and Ira N.Gang Develops a model to explain the creation and dewveémt| Yes No
(2004) of fundamentalist groups under which leaders compe
“Understanding the enhance the observance of their followers. The Mpde
Development of explains the result of competition among fundamestta
Fundamentalisrh groups leading, over time, to extremism and testqri
Working Paper. activity.
Ferrero, Mario (2005) Highlights the similarities between different instas of| Yes No
“Martyrdom Contracts” the use of suicide to advance group interests demlagy,
Working Paper. from the Christian martyrs under the Roman Empmrthe
Islamic martyrs of yesterday and today, and inclgdhe
Japanesé&amikazeof World War 11, the Tamil Tigers of
Sri Lanka, and the Christian martyrs under the Roma
Empire. Presents a two-period, expected-utility etad a
martyrdom contract, under which volunteers sigrirughe
expectation of probabilistic earthly rewards. Caaotr
enforcement is ensured through a social sanctian| (o
stigma) placed on possible renegades. Counterram(
policy would be effective if it could reduce thiangtion
and turn prospective martyrs into apostates.
Garfinkel, M. (2004) Presents a theoretical model on the interactiaerobérism| Yes No
“Global Threats and thg and internal conflict where groups compete over |the
Domestic Struggle for Power”| redistribution of future income. An increase inrdeist
European Journal of Political | threats reduces the expected value of future incantg
Economy accordingly, the intensity of internal conflict. fferism
may also imply a greater sense of group securiginag
external threats and a greater struggle for powvkome.
Glaeser, Edward L. (2005) An attempt to explain the origins of hatred, a 1sseey| Yes Data on the Ilynching of Africaf-
“The Political Economy of input for terrorist activities. Three “case studiemre Americans between 1868 and 1930.
Hatred” examined: an-Americanism n the Arab world; an-black
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Quarterly Journal of
Economics

sentiment in the south of the United States ansloejgis of]
anti-Semitism in Europe. Hatred is fostered byistothat
derive their impact from repetition rather than eatjvity
and politicians are the suppliers of such hatetergd
stories as tools to discredit their opponents. Viddial
citizens are willing to accept such stories as dv
generalizations if the cost of acquiring informatids
higher than its return. Hatred declines the preseoic
strong private incentives to learn the truth, sashwhen
the interactions with minorities in peaceful segtinare
frequent. Thus, hatred emerges if minorities anéipally
relevant but socially segregated.

Ali

Krueger, Alan B., and Davi
D. Laitin (2007).

“Kto Kogo?: A Cross-Country
Study of the Origins an
Targets of Terrorism*“

This volume.

l This paper links the country of origin and the &r
country of the terrorist event and finds that, @&
controlling for political regime, there is litttecenomic
i foundation for terrorist origins. Rather, the ecoiostory
for terrorism is in the characteristics of the &rd he datg
suggest that the origins of terrorism are in cdastthat
suffer from political oppression while the targedse
countries that bask in economic success.

g No
te

Yes. Suicide attacks.

Krueger, Alan B. and Jitk
Maleckova (2003)
“Education, Poverty and
Terrorism: Is There a Causa
Connection?”

Journal of Economic
Perspectives

n Analyzes opinion polls conducted in the Palestir
Territories on support for attacks against Isra@igets
and finds that support does not decrease with hi

Il education and living standards. The paper alsoigesva

statistical analysis of the determinants of pagstition in

Hezbollah militant activities in Lebanon: a livir

standard above the poverty line or a secondaryighreh

education is positively associated with participati

Israeli Jewish settlers who attacked Palestinianshée

West Bank in the early 1980s originated overwhedytyir

in high-paying occupations.

ian No

jhe

Individual micro data from publi
opinion polls and characteristics
terrorists in the Israel and the Palestin
Territories.

an

Kydd, Andrew and Barbara F
Walter (2002)

“Sabotaging the Peace: Th
Politics of Extremist Violence.

. The authors present a game theoretic model angly
terrorism as a problem of trust between the mode
eopposition group and the targeted government athdd

zinYes
rat

ability of the former to crry out a peace treaty. A sm

No
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International Organization

minority of radicals maye able to provoke th
continuation of conflict even if majorities on bosiides
would rather conclude an agreement. This is becthes
actions of the radical minority affect the truste
government deposits on the moderates” ability forea a
successful agreement.

=y

Laitin, David D., and Jacob N
Shapiro (2007)

“The Political, Economic and
Organizational Sources of
Terrorism*

This volume.

.This paper reviews the “rationalist” view on teisbr
organizations, their strategic options, actions
consequences. This view sees terrorists as conitigjd
their decisions to five factors: funding, populampport,
competition against other terrorist groups, themegtype
against which they fight and the counter-insurgeiacyics
by states. The literature shows how terrorist tactelf-
perpetuate after they are chosen over other, 1
traditional, tactics of insurgency. Since the htere was|
not written as a coherent piece, we use it asrrgjgoint
to suggest a series of hypotheses that should ser\eg
foundation for future analyses and statisticalstest

and

nore

Lapan, Harvey and Todd Presents an analysis of terrorism based on a Bignal Yes No
Sandler (1993) game in which an uninformed government uses trs- fir
“Terrorism and Signaling” period attacks of the (informed) terrorist to asges
European Journal of Politicalterrorists’ capabilities. Based on posterior bsliethe
Economy government decides in period 2 whether to resistogr
capitulate. A perfect Bayesian equilibrium for theo-
period signaling game is derived in which the govwesnt
prefers the associated partial-pooling equilibrilm
associated with probabilistic regret owing to esipo
wrong inferences.
O’Brien, Sean P. (1996) No Yes.
“Foreign Policy Crisis and | This study tests the validity of opposing argumgnts

the Resort to Terrorism: A
Time Series Analysis o
Conflict Linkages”Journal of
Conflict Resolution

regarding superpower state sponsorship of intemati
[ crises by exploring the linkages between the mgn
foreign policy crisis behavior of nation-states atim
occurrence of international terrorism over a 228ithd
period from 1968 to 1986 using data drawn fr
ITERATE 2 and 3 and the International Crisis Beba

th

pm
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(ICB) data sets. Using time-series ARIMA modelli

ng

techniques, superpower involvement in internatignal

crises, attitudes toward superpower crisis inteiwapand
the victory and defeat patterns of democracies raom
democracies are considered for their short-termlang-

term influences on the amount and occurrence| of

international terrorism in the global system. Thmalgsis
lends support to the view that the Soviet Union atiter
authoritarian regimes are more likely than the LaBd

other democracies to resort to international t&snoras a

foreign policy tool.

Pape, Robert A. (2003)

“The Strategic Logic of
Suicide Terrorism”

American Political Science
Review

Existing psychological explanations have beenYes
contradicted by the widening range of socio-ecolomi

backgrounds of suicide terrorists. To advance

our

understanding of this growing phenomenon, this ystud

collects the universe of suicide terrorist attasksldwide
from 1980 to 2001, 187 in all. In contrast to théseng

explanations, this study shows that suicide tesroni

follows a strategic logic, one specifically design®
coerce modern liberal democracies to make sigmifi
territorial concessions. Moreover, over the pasb

decades, suicide terrorism has been rising largetause

terrorists have learned that it pays. Suicide test®
sought to compel American and French military ferte
abandon Lebanon in 1983, Israeli forces to leaveahen
in 1985, Israeli forces to quit the Gaza Strip #melWest

La
fw

Bank in 1994 and 1995, the Sri Lankan government to

create an independent Tamil state from 1990 on,thad

Turkish government to grant autonomy to the Kurdthie
late 1990s. In all but the case of Turkey, theotgst

political cause made more gains after the resosuicide
operations than it had before. Thus, Western demcozs
should pursue policies that teach terrorists thatlésson
of the 1980s and 1990s no longer holds, policieshwim

practice may have more to do with improving homel
security than with offensive military action.

AN

Data on suicide terrorist
worldwide from 1980 to 2001

attag
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Sambanis, Nicholas (2007)
“Terrorism and Civil War"
This volume.

The author argues that there is a link betweerorism No
and widespread political violence, but the former| i
unlikely to evolve into civil war, as there are kpy
differences between the conditions that favor |the
organization of violence as terrorism as opposedivi
war. The paper provides a conceptual discussiorthie
differences between terrorism and civii war gnd
empirically tests if a rationalist model of civilaw can
explain terrorism in the same countries and yed<key
policy implication of this analysis is that stratesy of
economic development, which are likely to reduce |th
prevalence of civil war in the world, are unliketp
eliminate the incidence of terrorism.

Yes. Data on the incidence of terrori
and civil war from 1997 to 2002.

Siqueira, Kevin (2005) A model provides a basis for investigating the Yes No
“Political and Militant Wings| interrelationships between factions and their sugps
within Dissident Movementsunder conditions of competition and cooperation.ewh
and Organizations.” factions act competitively and independently of one
Journal of Conflict Resolution | another, the existence of several factions does| not
necessarily lead to increased terrorist activityd gn
violence, if compared to the case where factiongodatly
and in a coordinated way.
Wintrobe, R. (2006) Suicide attacks are particularly difficult to unsiand. Thel Yes No

“Can Suicide Bombers
Be Rational?’
In;  Wintrobe, R. (eds.)

Rational Extremism: The

Political Economy of
Radicalism

17

readiness to sacrifice oneself increases its éffutss
and impact dramatically. One reason such acts|are
committed is to obtain solidarity, typically accedr
through group-directed activity in gangs, cults,ouas,
political parties or movements, and religious sedtse
author analyses the production of solidarity thioum
simple formal model. The central idea is that of a
“solidarity multiplier” through which an individual
choosesmore solidarity by identifying with a leader’
utility. In these circumstances, rational suicide the
group is possible.

Uy

See Also Papers Below, From Other Tables
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Author (s) and Title Table

Abadie, Alberto (2004)
“Poverty, Political Freedom and the Roots of Teison” 1
Working Paper.

Berman, E. and Laitin, D. (2005)
“Hard Targets: Theory and Evidence on Suicide Atkic 1
National Bureau of Economic Research
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Table 3
The Utility Cost of Terrorism
Paper Overview

Author (s) and Brief Summary Model Data
Title
Becker, Gary S. ang A rational choice model of fear where an exogersheck on the probability Yes Micro and macro-level dafa
Yona Rubinstein| of being harmed affects people’s choice due toctianges in the risk - the series from public sources in tue
(2004) weights of the “good” and “bad” states change — @@t — persons’ utility United States and Israel and
“Fear and the| decreases in all states of nature, regardlesstobmes. People can invest terror events and casualtigs
Response to and accumulate skills to overcome their fears dytllerive other benefits collected by authors.
Terrorism: An| from undertaking the risky activity. Otherwise, ividuals substitute away
Economic Analysis” | from the risky activity. Assuming a constant relatirisk aversion utility
Working Paper. function (CRRA), the authors calibrate the fear @Bk aversion parameters
and find that the higher is the fear factor, thedp people’s risk aversion
should be in order to explain their response tmteferror is found to have
a large effect on the “quality” of life — by inci@ag fear — rather than the
“quantity” of life.
Frey, Bruno S.| Aims to show that the damage done by terrorism banempirically| No No
Simon  Luechinger| measured. In the authors’ opinion, terrorism cameasured through the life
and Alois Stutzel satisfaction approach in which individual utility approximated by self-
(2004) reported subjective well-being (surveys with largeepresentative
“Calculating guestionnaire studies, where individuals are asMmolut their level of life
Tragedy: Assessing | satisfaction or happiness), suggest that peoptéit/ losses may far exceed
the Costs of the purely economic consequences.
Terrorism”
Working Paper.
Sunstein, Cass R.Shows that individuals focus on the badness obtheome of terrorism Yes No
(2003) rather than on the probability that it will occiihe “probability neglect”
“Terrorism and | results in fear that greatly exceeds discountethhar
Probability
Neglect.”

Journal of Risk and

Uncertainty
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Viscusi, W. Kip and
Richard J.
Zeckhauser (2003)
“Sacrificing Civil
Liberties to Reducq
Terrorism Risks.”
Journal of Risk andg

The paper surveys people’s willingness to sacrified liberties in order tg
reduce terrorism risks. The results show that sttdpotargeted screening ¢
airline passengers increases if the cost delaysother passengers
controlled. Perceptions of terrorism risk are hygtiffuse: people are subje

2 to a propensity to predict worst-case scenariothéncase of terrorism ar
anomalies known from other risk perception contexts

Uncertainty

=4

[SHR N7}

No

Yes, survey data on willingnegs
to sacrifice civil liberties as palt
of an effort to reduce the risk ¢f
terrorism.
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Table 4

The Impact of Terrorism on Aggregate Output

Paper Overview

Author (s) and Title

Brief Summary

Model

Data

Abadie, Alberto and Javig

rTo evaluate the impact of terrorism in the Basqoer@ry

No

Data on ETA terrorist activities betwe

Gardeazabal (2003) in Spain, the authors create a synthetic Spanigiomng 1968 and 1997, a list of Basque and npn-
“The Economic Costs of based on the region’s characteristics that clogsgmbleg Basque firm stocks collected from the
Conflict: A Case Study of thethe actual region in the absence of terrorism. 8asethis Spanish  Ministry of Interior (2002},
Basque Country.” comparison, terrorism is estimated to decreaseomeg Fundacion BBV (1999) and Madrid Stogk
American Economic Review| output by 10 per cent. The authors use informatian Exchange on-line data.

ETA’'s 1998-1999 truce as a natural experiment| to

estimate the effect of terrorism. Stocks of firmghwa

significant share of their business activity in fRasque

region showed a positive relative performance wthen

truce began and as the truce gained credibility ar

relative negative performance when the truce ended.
Brick, T. and Bengt-Arne This paper is a very short summary on what has heeNo No
Wickstrém (2004) studied by other authors on the consequences rofismn
“The Economic| in terms of data availability, costs of terror dnahcial
Consequences of Terror: Amarkets and on international trade, fiscal and tgw
Brief Survey” effects of terrorism and policy implications forvedoped
Working Paper. and developing countries. The indirect effectteoforism

(that is, the changes in risk, transaction cosésnahd,

public finances and growth) may outweigh the dinect

effects.
Chen, Andrew H. ang Using an event study methodology, the authors stbdy No Data  from Constitutional Rights
Thomas F. Siems (2004). | global market’s response to terrorist attacks arskive Foundation and the U.S. Department | of
“The Effects of Terrorism on that the U.S. capital markets in the recent twes@hes State.
Global Capital Markets.” (Irag’s invasion of Kuwait in 1990 and the Septembg,
European Journal of Politicgl 2001 terrorist attack) are more resilient and rec@ooner
Economy compared to what happened in the past |14

terrorist/military attacks dating back to 1915. Soan be
partially explained by a more developed and st
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banking and financial sector providing liquidityander to
have market stability.

Choudhry, Taufig (2003). This paper evaluates the effect of September 101 20 No Daily stock price data from 20 United
“September 11 and Timeg-the time-varying beta for 20 United States firm$eT States companies (1/1/1991-7/31/2002)
Varying Beta of United results show that the September 11 terrorist atiffelcted from DataStream dataset.
States Companies” most of the United States firms. The size and toaomf
Working Paper. the effect varies according to the companies, louernof

them had a significant increase in beta in theogesfter

the terrorist attack.
Eckstein, Zvi and Daniel A theoretical model is presented to predict thedotpof| Yes Public data sources including the
Tsiddon (2004) terrorism on output. An increase in terror resuitsa International Policy Institute for Countef-
“Macroeconomic decrease in investment, consumption and incomeheri Terrorism.
Consequences of Terror: long run. A government that acts optimally increatiee
Theory and the Case of proportion of output spent on defense. These ptied&
Israel” are assessed for the case of the Israeli economyg ag
Journal of Monetary VAR methodology for the period 1980-2003. The
Economics negative effect of continued terror in the econaesults

in a decrease of annual consumption per capitehén

Israeli economy by about 5% in 2004. According he |t

authors’ calculations, the Israeli output per capih

March 2003 is 10-15% lower due to the terrorisackts

that occurred from 2000 to that date.
Eldor, Rafi and Rafi Melnick| This paper evaluates the reaction of the stockfaraign No Data from 1990 to 2003 on terror attackg in
(2004). exchange market to terrorist attacks in Israel betw Israel.
“Financial Markets and| 1990 and 2003. Results show that the intensifinatd
Terrorism.” Palestinian attacks after 9/27/2000 had a negatifect
European Journal of Politicalon the stock market but not in the foreign currepcy
Economy market.et al.Also, it is observed that markets iooet to

perform efficiently. Market liberalization helpedhet

economy to cope with terrorism.
Hobijn, Bart (2002) This paper estimates the costs of extra securigsores| No. Data from 2003 Homeland Securjty
“What  Will Homeland| imposed after 9/11. Evidence suggests that theogaion Budget on share of inputs devoted diregtly
Security Cost?” costs of homeland security will be relatively smaitth no to protective services, hours lost due|to
Federal Reserve Bank of major effects on the fiscal discipline of the goweent. It airport delays, road congestion and
New York Economic Policy | is expected that government spending on homeland security-check waiting times at ten major

Review

security will be about 0.35 percent of GDP in 2003ve

U.S. airports from the Air Transportati
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add to this amount the private sector spendingecnrity-
related inputs, the total direct cost of homelandusity
would be 0.66 percent of GDP. Also, the privatet@e
productivity levels will decrease by only 1.12.

[9J

Association of America (2001).

International Monetary Fungd The total direct loss of the terrorist attacks @ptémber| No Yes
(2001) 11, 2001 is estimated at 21.4 billion dollars.
“How Has September 11
Influenced the  Globa
Economy”
In: World
Economic Outlook 2001.
Navarro, Peter and AronThis paper estimates the human capital loss to ®¢ 4No Yes
Spencer (2001) billion dollars, and the property loss to be betw&® and
“September 2001: Assessindl3 billion dollars due to the September 11, 200G iotest
the Cost of Terrorisin attacks.
Milken Institute Review
Sandler, Todd, and WalterThis paper reviews the literature on the economicNo No
Enders (2007) consequences of terrorism and evaluates the mdtgydp
“Economic Consequences pfused to date, distinguishing macroeconomic fiom
Terrorism in Developed anfdmicroeconomic or sector-specific influences of adesm.
Developing Countries: am The authors evaluate the impact of terrorism inetlped
Overview" and developing countries, suggesting its costsgegater
This volume. in the latter, especially when economies are smailsize
and less diversified.
Treverton, Gregory FJ| The new terrorist threat implies renewed costs foth No Yes
Adams, Justin, Dertouzos,rich and poor states. This report takes a firsp dig
James, Dutta, Arindam,examining the costs to the rich states of addrgsHie
Everingham, Susan S. anderrorism threat, not the wider costs of terrori¢self or
Eric V. Larson (2007) the narrower costs of the immediate response tttaok.
“Costing Rich  Country| In that sense, the costs might be thought of as| the

Responses to the Terrori
Threat"
This volume.

st'secondary” cost of countering terrorism, rathearttthe
“proximate” costs of terrorism. Costs, estimatedttasse
costs that would not have been incurred had ibeen for
the threat of terrorism, are found to be incremeintdhe

case of the United States. Direct costs are thesecatec
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with security activities and mostly borne by the
government. Indirect costs, mainly private, are st
incurred through changes made to lower the theadl|
for instance, the diminished level of travel andréased
inspection of goods. There are also opportunitytscps
associated with the shifting of resources away ffom
activities to those in which there are larger ttsedhe
analysis distinguishes between rich country actien
home, most of them non-military, and rich countcji@ns
abroad, most of them military. The increment in letand
security spending for the United States is not Varge in
total and is mostly associated with public expaméds for
specific military operations abroad and protective
measures at home.

World Bank (2002) Studies the large cost to the Palestinian—Isramiiflict: No Yes
“Fifteen Months — Intifada,| estimates at 4 percent of GDP the cost for theelisfa
Closures and Palestinianeconomy.

Economic Crisis: An

Assessment”

World Bank.

World Bank (2003) Estimates that the Palestinian territories suffeeed0 No Yes

“Two Years of Intifada| percent decline in income per capita between 198#|a
Closures and Palestinian2002. In addition to the aggregate costs, someifgpec

Economic Crisis: Anl sectors, such as tourist and trade activities, rhay
Assessment” especially hurt.
World Bank.

See Also Papers Below, From Other Tables

Author (s) and Title Table

Blomberg, S. Brock, Gregory Hess and Athanasiosh@rjges (2004)
“The Macroeconomic Consequences of Terrorism.” 1
Journal of Monetary Economics

Tavares, José (2004)
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“The Open Society Assesses Its Enemies: ShoclestBis and Terrorist Attacks”
Journal of Monetary Economics
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Table 5

Terrorism and Specific Sectors of Activity

Paper Overview

Author (s) and Title

Brief Summary

Model

Data

Abadie, Alberto and Javie
Gardeazabal (2005)
“Terrorism and the World
Economy”

Working Paper.

rA two-country stochastic version of the A
endogenous growth model is used to show
terrorism may have a long run impact on internaid
capital flows. According to the model, even
terrorist attacks destroy only a small fractiontlioé
productive capital of a country, increases in teéstd
risk may greatly affect the level of internation
investment. In the empirical work it is shown th
higher levels of terrorist risk are associated
lower net foreign direct investment after contrali
for country risk. Estimates suggest that a onedstah
deviation increase in the intensity of terrorisrade
to a 5 percent fall in the net FDI position of t
country.

n
if

al
at
ith

K Yes.
that

Data on country terrorism risk from the Wq
Markets Research Centre’s Global Terror
Index for the period 2003/4.

U7

Berrebi, C. and Klor, E.
(2005)

“The Impact of Terrorism
Across Industries: An
Empirical Study”
Working Paper

Uses data on the Israeli-Palestinian conflict teeas
the impact of terrorist activities on Israeli comjzs
related to the defense, security or anti-terror
industries and on other companies. The findingsvs
that terrorism has a significant negative impact
non defense-related companies and a signifi
positive impact on defense and security-relg
companies. The authors also find that terror fidal
in Israel have a positive effect on Israeli expatg
defense products.

ho

sm

on
cant
ted

No

Yes

Bram, Jason, Andrew
Haughwout and James Or
(2002)

“Has September 11
Affected New York City

This article studies the effects of September 0012
r terrorist attack on the New York city economy ie

leave the city having an impacn the number of job

h

long run. According to the author, the worst case
scenario is the possibility that financial firms liwji

No

Yes
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Growth Potential?” and in the city’s economic growth. After evaluatipg
Federal Reserve Bank of | some key growth fundamentals prior to September 11
New York Economic (the city’s industrial structure and its qualityldé
Policy Review amenities) the conclusion is that the ability tonage

relatively large budget deficits and rebuild Newrk/q

City's destroyed infrastructure — while maintainipg

the productivity of the capital stock — will be cral

to allow future economic growth.
Brown, Jeffrey R., J. David This paper examines the effects of thirteen keyNo. Thirteen legislative events related to fhe
Cummins, Christopher M. | legislative events related to federal reinsuranbehv enactment of TRIA, prices and returns |of
Lewis and Ran Wei resulted in the signing of the Terrorism Risk insurance, banks, construction, utilities gnd
(2004). Insurance Act (TRIA) on November 26, 2002 on the transportation stocks  from the Center for
“An Empirical Analysis of| stock price of firms in the industries most affekctey Research in Security Prices (CRSP), Counci| of
the Economic Impact dfthe Act (banking, construction, insurance, reahtest Insurance Agents and Brokers (CIAB) (200B),
Federal Terrorism| investment trusts (REITS), transportation, and isupl U.S. Census Bureau.
Reinsurance.” utilities). The period covered is from October 2@6]
Journal of Monetary November 2002. The TRIA aimed at providing| a
Economics. federal reinsurance backstop for US commergial

property—casualty insurers for “free”, preventirp

reemergence of private sector reinsurance |for

terrorism losses. In the months following September

11, 2001 insurers eliminated terrorism coverdge.

After the TRIA, US insurers are now required |to

cover terrorism but are unable to buy private

reinsurance to cover the loss exposure created by

TRIA. In addition, TRIA eliminated the possibilityf

more efficient private market solutions and reduced

market expectations of federal assistance following

future terrorist attacks. As a result, stock pricethe

affected industries responded negatively to |[the

legislative events.
Chalk, Peter, Bruce The book analyzes the present and future trends ifNo No
Hoffman, Robert Reville | terrorism and whether developments that could affec
and Anna-Britt Kasupski | the probabilities of a future terrorist attack witlthe
(2005) borders of the continental United States are adddgs
“Trends in  Terrorism:| or not by the TRIA (Terrorism Risk Insurance At
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Threats to the United The TRIA legislation requires insurance companies t
States and the Future o¢fmake terrorism insurance available to customers pnd
the Terrorism RisK in return, provides federal reinsurance for logsam
Insurance Act” terrorist attacks.
Rand Center for Terrorism
Risk Management Policy
Cummins, J. David and Investigates similarities between terrorist attaaksl No Yes
Christopher M. Lewis other types of catastrophic events by comparing|the
(2003). response of the U.S. equity markets to the WTC
“Catastrophic Events, attack and earlier large loss shocks (the WTC lattac
Parameter Uncertainty and Hurricane Andrew, and the Northridge earthquake).
the Breakdown of Implicit [ The authors conduct an event study analysis off the
Long-Term Contracting: | response of equity markets to the three large [loss
The Case of Terrorism events. They differentiate the impact of event
Insurance.” induced uncertainty — e.g. parameter uncertainty —
Journal of Risk and and flight to quality in determining the markef's
Uncertainty valuation of different insurance companies in |[an
attempt to better understand the process by whieh t
industry moves toward a new market equilibriblm
following a crisis.
Drakos, Konstantino$ This paper investigates the effects of the tertiachks No Yes
(2004) of September 11 on a set of airline stocks listed a
“Terrorism-Induced various international stock markets. Based on [the
Structural Shifts inf market model, the author observes an increasg in
Financial Risk: Airline| stock returns’ volatility following the terroristttack.

Stocks in the

Aftermath of the Septemb
11" Terror Attacks.”
European Journal of
Political Economy

Also, the ratio of systematic risk to total riskogis an

eincrease of 72% in its share in the total decontjors
of risk. The systematic risk accounted for abou#o]
and 19% of total risk before and after 9/]
respectively. These results have implications imsg
of increasing the difficulty and the costs of aiés in
raising capital. In terms of portfolio diversifidan,
managers that hold airline stocks now have a sieg
increase in the undiversifiable risk and will sesty
consider a portfolio reshuffling.

o

11,

ab

No

Drakos, Konstantinos ar

Based on the theoretical model of Enders, Sandig

Data on terrorist attacks were obtained from
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Ali M. Kutan (2003) Parise (1992), the authors use the seemingly uadela International Terrorism Database (ITD) of the
“Regional  Effects  ofl regression model to study the effect of terrori i International Policy Institut
Terrorism on Tourism in Greece, Israel and Turkey on each other's market (http://mww.ict.org.il/).

Three Mediterranean share, with Italy serving as a control country,ngea

Countries.” proxy for tourist activities in the rest of the

Journal of Conflict| Mediterranean region and being a tourist destinatio

Resolution itself from January 1996 to December 1999. The

results show that there are significant substitutio
effects. But there is also empirical evidence fue |t
contagion effect: only around 11% of aggregate loss
in market shares is directed toward other destinati
within the group of countries under consideratipn,
whereas around 89% flows out of the region.

Enders, Walter and ToddUsing a VAR they estimate that a typical terrosst No Monthly data on terrorist incidents.
Sandler (1991). in Spain scares away over 140,000 tourists, whien al
“Causality between the monthly impacts are combined. In 1988, 5.892
Transnational  Terrorism] million foreigners visited Spain and 18 internadbn
and Tourism: The Case ofterrorist incidents took place. Hence without these

Spain.” incidents, 1.5 times as many tourists would have

Terrorism. visited Spain in 1988.

Enders, Walter and Todd | The authors study the impact of terrorism in redgg¢i No Quarterly data on terrorism.
Sandler (1996) foreign direct investment in Spain and Greece. §Jsin

“Terrorism and Foreign| a VAR methodology it is estimated that terrorism
Direct Investment in Spaipreduced annual FDI flow by 13.5% in Spain in the
and Greece.” period 1975-1991(about $500 million) and by 11.9%
Kyklos in Greece in the period 1976-1991 (about $400
million). As a consequence of the reduced FDI,
investment and economic growth were negatiyely
affected. Also, the reduced transfer of technalal)
know-how contributed to a decrease in the countiies

growth.
Enders, Walter, Todd The authors quantify the present value of loss in No Yes. Tourism revenues.
Sandler and Gerald F.tourism revenues for a sample of European countries
Parise (1992) According to their calculations, Austria, Italy and

“An Econometric Analysis Greece lost $4.538 billion, $1.159 billion and $0.7
of the Impact of Terrorisr| billion respectively between 1974 and 1988 (in 1
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on Tourism.”
Kyklos

terms, using a real interest rate of 5%). Contimlent
Europe as a whole lost $16.145 billion due to
terrorism.

Fielding, David (2003a) The author studies the effects of political indigbi| No. Yes
“Counting the Cost of the | and violence in Israel in aggregate consumption [and
Intifada: Consumption, savings since 1987. An estimated consumption
Saving and Political function for Israel in the period 1989-1999 inclugli
Instability in Israel.” data that reflects insecurity (basically the numbgef
Public Choice Israelis killed, the number of Palestinians killedd
the rate of growth of the Jewish settlements in|the
West Bank and Gaza areas) allows the author to
conclude that savings would double with an endhéo| t
terrorist attacks in the area.
Fielding, David (2003b) | The author investigates the effects of political No Yes
“Modeling Political | instability and violence in Israel on the level and
Instability and Economig¢ composition of investments by estimating tywo
Performance: Israelif investment equations (one for non-traded capital
Investment During the goods and one for machinery and equipment)
Intifada.” including data that reflects insecurity — which #re
Economica. number of Israelis killed, the number of Palestisia
killed and the rate of growth of the Jewish setdats
in the West Bank and Gaza areas. The results show
that the terrorist attacks have a huge effect an|th
construction and machinery and equipmgent
investments, which would be 27.9% and 14.f%
higher, respectively, with an end to the terroacks.
Fleischer, Aliza and StevgnThe author uses a supply and demand model of th&lo. Data on the index were taken from
Buccola (2002) Israeli hotel industry to study the impact of teism International Terrorism web
“War, Terror, and the| on tourist activity and hotel revenues. The modd |h (http://Mmww.ict.org.il).
Tourism Market in Israel.”| four equations: supply and demand in the lIgcal
Applied Economics market and supply and demand in the foreign market.
A lagged monthly terror index influences foreign
demand and thus, the equilibrium prices. From 1p92
to 1998 annual averages of monthly revenue logses
from terror events in the foreign and local markets

were approximately $48.6 million or 1.27% and ¢

it
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million or less than 1% of total revenuegs,
respectively. The losses increase in both markits w
the deterioration of the situation. In additionchese
local market demand is inelastic, hotels haveelittl
incentive to reduce prices in the case of a terori
outbreak, in order to compensate reduction in |the
number of foreign tourists and revenue losses.

Glaeser, Edward L. an
Jesse M. Shapiro (2002)
“Cities and Warfare: The
Impact of Terrorism on
Urban Form”
Journal of Urban
Economics

dFocusing on the impact of war and terrorism oresj No
the authors conclude that the costs on urban steutt
are limited. While there is a positive relationship
between terrorism and the extent of urbanization in
the period 1968 to 1977, Glaeser and Shapiro (2002)
assert that “this link is small, statistically weand
causally dubious” (p. 223). No evidence is found |fo
an effect of terrorism on the number of tall builgi
built in a country.

Data from 1968 to 1977 on the number
terrorist incidents, the extent of urbanization
1978 and the number of skyscrapers built.

of
n

Harrigan, James an
Philippe Martin (2002)
“Terrorism and the
Resilience of Cities”
Federal Reserve Bank of
New York Economic
Policy Review

dThe authors study the resilience of cities to #éstq No
shocks. They conclude that “the same forces thaf a
thought to lead to the formation of cities—namely,
the gains derived from the proximity of firms fo
markets, suppliers, and a large labor pool—willphel
to preserve cities in the face of an attack.”He tase
of a continued threat, the costs are certainly drigh
but even in this case, the gains from producing fand
consuming in large agglomerations such as New York
City largely overwhelm the “tax-like” cost of higer
vulnerability to terrorist attacks.

No

Ito, Harumi and Darin Lee
(2004)

“Assessing the Impact ¢
the September 11 Terrori
Attacks on U.S. Airling
Demand.”

Journal of Economics and
Business

The authors estimate a reduced form modell ofNo
demand for air services with monthly time-serietada
fsince 1986 and model the post- September 11 period
stas an attenuating shock process, which has bqgth a
transitory and an ongoing component. After
controlling for cyclical, seasonal and other unique
events impacting the industry, the initial demand
shock is estimated to be more than 30%, measured in

revenue passenger miles (RPMs), and 7

Data on US airline industry demand, from the
Transport Association.

Air
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demand of 7.4% measured in RPMs and of

demand prediction the authors conclude that thert
attacks and security measures account for rou

measured in yields. The decline in yield is smaller
because a large number of airline tickets |[are
purchased well in advance (transitory compongnt).
There is also an ongoing downward shift in the

0%

measured in yields. On the basis of a counterfagtua

r
ghly

94% of the decline in RPMs from the historical peak
Kunreuther, H., Erwann This paper shows that the temporary insurancersyste No No
Michel-Kerjan and Beverly established by TRIA is neither a complete answer|no
Porter (2003) a definitive one. It raises fundamental questioms| f
“Assessing, Managing, andU.S. insurers as to how they will estimate the sl
Financing Extreme Events:order to set premiums for terrorist coverage thay {
Dealing with Terrorism.” | must now offer to their clients. Since the passaige
Working Paper TRIA, the current level of demand for insurarce
coverage has remained low, and some factors|that
may contribute to it are discussed. After presentin
alternative foreign public-private partnerships and
discussing the potential role for terrorist catzsie
bonds, some features of a more sustainable program
for terrorism insurance in the U.S. after Decengier
2005 are provided.
Lenain, Patrick, M. Bontur] This paper identifies three possible channels tiingu No No
and V. Koen (2002) which terrorism may influence macroecononic
“The Economic| activity: through decreased insurance coverage ps a
Consequences ofresult of the perception of increased risk; throligh
Terrorism” higher trade costs possibly leading to lower lewdl$
Working Paper. international transactions; through greater segcrit
and defense spending.
Mills, Edwin S. (2002) The author considers the effect of a terroristahom No No
“Terrorism and U.S. Real the returns to investments in structures. The main
Estate” results are similar to Esteban Rossi-Hansberg (2003
Journal of Urban
Economics
Nitsch, Volker and Diete| This paper studies the impact of terrorism No Yes
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Schumacher (2004)
“Terrorism and
International Trade: An
Empirical Investigation.”
European  Journal d
Political Economy

international trade between 217 countries in
period 1968-1979 using an extended gravity mo
The results are that countries affected by a I
number of terrorist attacks trade significantly slg
f with each other than countries that are not aftebte
terrorism. Also, doubling the number of terror
attacks reduces bilateral trade flows by 4%.

the

del.

arge
bS

st

Organization for Economi¢ There were major disruptions of trade flows in the No No
Development and immediate aftermath of the terrorist attacks, bwgrg
Cooperation (2002) time trade operations returned to normal. Same
"The Impact of thg modest increase in frictional costs due to incréase
Terrorist Attacks of 11 security concerns is likely to persist, even thotl
September 2001 onexact amount is hard to predict. Some have likgned
International Trading and these higher frictional trading costs to taxes [on
Transport Activities." business activity or increases in border tarifist &
Working Paper. comparison with business spending on mandatory
pollution abatement equipment would be more
appropriate. Not all commodities and countries Will
be affected to the same extent by the increases in
frictional costs. Differences across products are t
varying ratios of transport and insurance costy to
goods-value, divergences in prevailing transport
modes, and differing roles in the production prsceg
Rossi-Hansberg, EstebarStudies the effect of terrorist attacks on therimaé| Yes No

(2003)

“Cities under Stress”
Journal of Monetary
Economics

structure of cities. Develops an urban framewortky
suitable capital structures. In the long run actést

attack will affect urban structure only modestly,

relative to the potentially large decrease in el of
economic activity in the city. In the short r
agglomeration forces will amplify the effect of t
original destruction and will reduce urban econo
activity temporarily.

v

N
ne
mic

Sloboda, Brian W. (2003)

Terrorism on Tourism b

This paper studies the effects of terrorism onisou

No
\ge

“Assessing the Effects Tfusing the ARMAX (autoregressive moving avera

with explanatory variables) model for the per

Yes. Tourism.
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Use of Time Serie
Methods.”

Tourism Economics

51988-2001. It also studies the impact of the Guér\
in 1991 and the increase in anti-American attaaks

US interests almost doubled in 1991 and this sH
had a long effect on the tourism revenues until02(

billion (1996 present value discounted at 5%).

The total losses in revenue due to it were abobf $

tourism revenues. The number of terrorism attack$ o

ock
0

Walkenhorst, Peter an
Nora Dihel (2002)

“Trade Impacts of the
Terrorist Attacks of 11
September 2001:
Quantitative Assessment”

Working Paper.

dThe author studies the effects of September 111 J

Trade Analysis Project).

resulted in additional frictional trading costs, igh
made international trade more expensive. The lar

costs are in regions with high trade to GDP ra
(South Asia, North Africa and the Middle Eag
Agriculture and food products, textiles and leath
non-metallic minerals and machinery are the pral
that have the greatest reduction in the volums
trade.

00 No
terrorist attacks on welfare and international érad
using a general equilibrium model (the GTAP: Glopal
The tightened secuyity
\measures implemented after the terrorist attacks

ges

trade and welfare losses due to increased fridtipna

ios
t).
er
Lict
of

GTAP-5 database (see Gehlhar and
(2002) and Organization for
Development and Cooperation (2002).

McDougall
Econonyic

Woo, G. (2002)
“Quantifying Insurance
Terrorism Risk.”
Working Paper.

Terrorism risk quantification must take into accb
the following aspects: “a) the frequency and saye
of planned attacks will depend critically on t
network architecture of the terrorist organizatit);
pressurized increasingly by counter-terrorist ferg
terrorist organizations may adapt to form emerg
swarm clusters. These rapidly forming virtual ce
communicating via internet, will be very hard
detect and stop; c) emergent networks will fadait
the execution of more frequent, but less ambitancs
generally less damaging, planned attacks; d) ante
tree may be constructed to estimate the probah
that a planned attack will succeed, depending en
availability and usage of intelligence, t

in No
ri
he

e
ent
Is
to

e
ility
th

ne

effectiveness of security barriers and technica

No
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logistical mishaps; e) the loss severity distribat
may be derived by mapping losses from reali
showpiece terrorism scenarios, and assigning a
function to each. The cost function reflects pieadt
logistical factors such as planning time, techn
difficulty, and consumption of scarce resourceshé
overall computation of a terrorism loss excess &l
can be achieved, provided that the assignmen
subjective input probabilities is made using therial
elicitation of expert judgment, such as has b
invoked already by government security agenci
Even if there is uncertainty about the loss cuthey

stic
cost

cal

rv
t of

een
pS.”

will help insurers to price terrorism coverage.
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Author (s) and Title

Table

Blomberg, S. Brock, Gregory Hess and Athanasiosh@rjgles (2004)
“The Macroeconomic Consequences of Terrorism.”
Journal of Monetary Economics

Brick, T. and Bengt-Arne Wickstrom (2004)
“The Economic Consequences of Terror: A Brief Syitve
Working Paper.

Eckstein, Zvi and Daniel Tsiddon (2004)
“Macroeconomic Consequences of Terror: Theory drei€ase of Israel”
Journal of Monetary Economics

Frey, Bruno S., Simon Luechinger, and Alois Stut2€04)
“Calculating Tragedy: Assessing the Costs of Tesor’
Working Paper.
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Table6
Terrorism and Economic Policy
Paper Overview

Author (s) and Title Brief Summary Model Data

Eichenbaum, Martin angd The dramatic fall in the government surplus in #ftermath off No Data on real defense spending| —
Jonas D.M.Fisher (2004) 9/11 is not due to the large exogenous increasemiiitary consumption and investmeft
“Fiscal Policy in the| spending, but the driving force was the largeifatbx rates. components.

Aftermath of 9/11”

NBER Working Paper

Gupta, Sanjeev, BenedictThe paper examines the fiscal effects of armed licon&nd No Data from Yearbooks of the
Clements, Ring terrorism on low- and middle-income countries anddaudes tha Stockholm International Peage
Bhattacharya and Shamnjitconflict and terrorism have a negative impact oowgnh. Higher Research Institute (SIPRI rating fipr
Chakravarti (2004) government spending on defense tends to be finattwedigh major armed conflicts).

“Fiscal Consequences of macroeconomic instability (higher inflation and Ewinvestment

Armed Conflict and rather than in a decrease in spending on educatidrinealth.

Terrorism in Low- and

Middle-Income

Countries.”

European

Journal  of  Political

Economy

Lacker, Jeffrey M. This paper evaluates the consequences of the &/ddrist attackg No. Data on the behavior of the fedefal
(2004). on the monetary and payment systems, comparing itJiS. reserve system, depository institutigns
"Payment System banking crises. A common characteristic of all ¢hesises is the and retail stores during Septemlijer
Disruptions and the disruptions in the inter-bank payment. In the aafs8eptember 11}, 2001, including data from the Boatﬂ(/j
Federal Reserve 2001 terrorist attacks the Federal Reserve crediension of Governors of the Federal Reselve
Following September 11} increased the supply of banks’ balances, mitigativeg effects of System (2001).

2001." the shock.

Journal of Monetary

Economics

Wildasin, David E. The author describes the effect on local publiarfites of terrorist  No No

(2002) shocks. Since terrorism seems to present acute feslcore urbari

“Local Public Finance in

areas, it may affect the spatial distribution ofpplation anc

232



Proceedings of the f0Annual International Conference on Economics aecugity

the Aftermath of economic activity. These impacts, however, will elegph

September 11" importantly on the assignment of responsibiliti@soag Federal
Journal of Urban state, and local governments for dealing with ®sm, and on thd
Economics distribution of the costs of these responsibilitissues for furthe

research should include fiscal competition in thetropolitan ares
and funded versus unfunded mandates. In its eftortsnprove
security throughout the nation, the Federal govemtrmight insist
on costly security upgrades for subway systems)eaucpower
plants, harbor and port facilities, and the likell\dhd should thes

mandates be subsidized by the Federal government? T

See Also Papers Below, From Other Tables

Author (s) and Title Table

Hobijn, Bart (2002)
“What Will Homeland Security Cost?” 4
Federal Reserve Bank of New York Economic Policyi®&

Lenain, Patrick, M. Bonturi and V. Koen (2002)
“The Economic Consequences of Terrorism” 5
Working Paper.
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Table 7
Countering Terrorism
Paper Overview

Author (s) and Title Brief Summary Model | Data

Arce, D.aniel G. and Todd Sandler (2005) | This model establishes general tendency for goventsrto provide too much Yes No
“Counterterrorism: deterrence over pre-emption, resulting in equilibbriwith socially inferior
A Game-Theoretic Analysis.” payoffs. Proactive policies provide mostly purelybfic benefits to all thosg
Journal of Conflict Resolution. potentially targeted, while defensive policies pdevmostly provider-specifi

benefits. When a disproportionate number of attagkes directed at ong

government, the over-reliance on defensive meastaesdisappear. In other

words, in this latter case, terrorists assist gowemts in overcoming

coordination problems.
Bueno de Mesquita, Ethan (2005a) The model explains the benefits of concessiongrnwtists even if a surge in  Yes No
“Conciliation, Counterterrorism, and attacks follows. Terrorist organizations increasiitancy after concessions
Patterns of Terrorist Violence.” because it is the moderate terrorists that acdeph,t while extremists gaip
International Organization control. Governments, on the other hand, are wilio make concessions

when they increase their counter terror capalslitvith the collusion of former

terrorists.
Bueno de Mesquita, Ethan (2007) In this model of the interactions between votemyegnment, and a terrorigt Yes No
“Politics and the Suboptimal Provision ¢forganization, an over-reliance in some observableer-terrorism measures
Counterterror.” despite its relative ineffectiveness. Terroriseveh a diversity of tactics
International Organization available, governments also have a menu of coueteorism measures buit

voters decide on the basis observable spendingonter-terrorism and theijr

inferred success, inducing the government to oesdpon observable

counterterror. When voters are less demanding asotosecurity relate:fn

public goods, government spending on covert opgmratand counter-terroris

effectiveness may increase.
Downes Le Guin, Theodore and Bruce Examines the relationship between terrorism andipobpinion on two levels] No Poll
Hoffman (1993) how the public reacts to terrorism and the prefegenfor terrorism data.

“The Impact of Terrorism on Public Opinior
1988 to 1989.”
RAND Corporation.

,countermeasures. The study concludes that the ityagdrpeople realize the

17

complexity of terrorism and are ready for more éd&ed and more flexiblé
policy responses. There is support for more flexipblicy in dealing with
hostage episodes.
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Enders, W. and T. Sandler (2004) The authors investigate the substitution effecteimorist activities and fin No Yes
“What Do We Know about the Substitu]l strong evidence in favor of its existence. Piecdnagproaches to countef-
Effect in Transnational Terrorism?” terrorism or technological advances can be overdoyrerrorists, though stil
In: A. Silke and G. llardi (eds.), Researcl useful if they induce substitution toward less dgaattacks. the autho
Terrorism: Trends, Achievements, Failures| suggest that the right approach is a continuedtetiforeduce total resources
available to terrorists — financial, leadership atiterwise.
Enders, Walter, Sandler, Todd, and Jdbdiscusses the effectiveness of terrorist-thwartpaicies on reducing the No Yes
Cauley (1990) incidence of terrorism. Legal actions seem paridyl ineffective and
“Assessing the Impact of Terrorist-Thwartinglisappointing in results.
Policies: An Intervention Time Seri¢s
Approach”
Defence Economics
Fitzgerald (2004) The author considers as a priority the interdictdinternational transactiorls No No
“Global Financial Information, Compliancesupporting global terrorism. However, the currebstacles to transactions
Incentives and Terrorist Funding” made by targeted individuals or groups have hadddrnsuccess, mainly dye
European Journal of Political Economy to economic disincentives for the disclosure of ifhentity and purpose df
transacting agents, or the transactions are repaoe late for the effective
intervention. A solution to this problem could belipies of disincentives fof
undertaking terrorist financial transactions andprioving systems fo
channeling migrant remittances.
Frey, Bruno S. and Simon Consideration of anti-terrorism policy has focusalnost exclusively on No No
Luechinger (2004) deterrence that seeks to fend off terrorism byingithe costs of undertaking
“Decentralization as a Disincentive terrorist acts. This paper suggests an alternajygroach to anti-terrorism
for Terror” European Journal of policy that is based on reducing the expected litsnaf undertaking terrorist
Political Economy. acts to prospective terrorists, rather than raisihg costs of doing sq.
Specifically, it is argued that strengthening déxadized decision-making in
the polity and economy provides disincentives éordrist attacks.
Frey, Bruno S. and Simon Luechinger (2003Peterrence has been a crucial element in fightergotism, both in actugl No No

“How to Fight Terrorism: Alternatives tq
Deterrence”
Defense and Peace Economics.

strategies to deterrence. One is to make terraitistks less attractive. Anoth

These alternative strategies effectively dissuaddéergial terrorists. The
strategies suggested here build on the “benevdlesggtem and tend t
produce a positive sum game among the interactargegs. In contrast, th
deterrence system is based on “threats” and tengsoduce a negative su

game interaction.

politics and rational choice analyses of terrorisBut there are superigr

D

is to raise the opportunity cost — rather thanrtiserial cost — to terrorists.

BKUV

r
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Garoupa, Nuno, Jonathan Klick andhis paper reviews the existing law and econonitesature on crime, noting No No
Francesco Parisi (2006) where various models might apply to the terror erttSpecifically, it focuse
“A Law and Economics Perspective o¢rmn two strands of the literature, deterrence andpacitation. Challenging the
Terrorism” conventional application of the basic rational dagemwdel of crime in th
Public Choice context of terrorism, it considers anti-terror mgas enacted by differemt
countries, highlighting how the details of the lagegrespond to the insights
from economic models of crime. In conclusion, tla@gr proposes an efficient
sorting mechanism in which individuals will be pided with adequate
incentives to reveal their type to law enforcenarthorities.
Lee, Dwight R. (1988) Analyzes the accommodation between terrorists agdvarnment, where the Yes No
“Free Riding and Paid Riding in the Fight | terrorist organization may operate with impunitytte host country, provided
against Terrorism.” it does not create collateral damage there. Nati@ve three options before
American Economic Review terrorists: do nothing, retaliate, or accommod#is, last option being to help
the terrorists at the expense of the cooperatingma This third optior
dominates the other two, thereby resulting in agnér's dilemma where some
nations seek accommodation and, in so doing, uriderthe efforts of others
to curtail terrorist activity.
Mueller, D. C. (2004) Studies policy implications of 9/11, asking whetlggobal terrorismshould No No
“Rights and Citizenship in a World of Globallead to a re-evaluation of how to design constngj how to awarg
Terrorism” citizenship,and how to protect property rights. Mueller’s preenis that globa
European terrorism seriously challenges the democratic dmmisinal state. Thus, it i$
Journal of Political Economy necessary to strengthen both the democratic itistisi and the citizeng’
understanding and support for these institutions.
Rosendorff, Peter and Todd Sandler (2004) The authors model the amount of proactive coumteptist activity where the Yes No
“Too Much of a Good Thing? The Proactiyehoice of the terrorist target is endogenized, a#i as the type of terrorist
Response Dilemma.”Journal of Conflict| attack — “normal” or “dramatic”. Proactive policya® a downside by
Resolution increasing grievances and terrorist recruitmetiéf government responds tpo
harshly. Aggressive anti-terrorist actions may ltesu “dramatic” terrorist
attacks. The paper explains why target nations engpge in a modest level pf
offense but a prime target can choose too largevel lof proactive countei-
terrorism when “dramatic” attacks can be transfiéakroad to softer targets.
Sandler, Todd and Kevin Siqueira (2003) | This paper analyzes two anti-terrorism policies mvhegovernment’s nationals Yes No

“Global Terrorism: Deterrence
Preemption.”

Working Paper.

Versu

sare attacked at home and abroad. Deterrence irsv@xeernal benefits an
costs. When damages are limited to home interestsjtries will over-deter,
while, for globalized terror, they will under-detehile preemption is usuall

undersupplied. Lead-follower behavior may lessen inefficiency |
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coordinated equilibria, so that targeted nationanoa achieve the prope
counter-terrorism policy through leadership.

deterrence, but worsens inefficiency for preemptiam compared with

-

Shambaugh, George and William Josiger | The public is assumed to rally around the flag le ®event of nationgl No Poll
(2004) emergencies, granting greater executive powergdm@te national security. data.
“Public Prudence, the Policy Salience of | This paper indicates that the importance the puldisigns to terrorism as|a
Terrorism and Presidential Approval policy issue and the rallying effect terrorist aityi has on public support far
Following Terrorist Incidents” the president and his policies vary as a functibthe costs of the attacks [n
Working Paper. human and material terms, the types of people tiedlgend the weapons used

by terrorists. Even in the context of a terrorifthek, the public exercisgs

prudence when lending support to the president.
See Also Papers Below, From Other Tables
Author (s) and Title Table
Blomberg, S. Brock, Gregory Hess and Akila Weerap@904a)
“Economic Conditions and Terrorism.” 1
European Journal of Political Economy
Blomberg, S. Brock, Gregory Hess and Akila Weerap@904b)
“An Economic Model of Terrorism.” 2
Conflict Management and Peace Science
Bueno de Mesquita, Ethan (2005b)
“The Quality of Terror” 2
American Journal of Political Science
Garfinkel, M. (2004)
“Global Threats and the Domestic Struggle for Potwer 2
European
Journal of Political Economy
Im, Eric Iksoon, Jon Cauley and Todd Sandler (1987)
“Cycles and Substitutions in Terrorist Activitie&:Spectral Approach.” 1
Kyklos
Kydd, Andrew and Barbara F. Walter (2002)
“Sabotaging the Peace: The Politics of Extremisil®ce.” 2
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International Organization

Laitin, David D., and Jacob N. Shapiro (2007)
“The Political, Economic and Organizational SouragsTerrorism*
This volume.

Lapan, Harvey and Todd Sandler (1993)
“Terrorism and Signaling”
European Journal of Political Economy

Sambanis, Nicholas (2007)
“Terrorism and Civil War"
This volume.

Sandler, Todd and Walter Enders (2004)
“An Economic Perspective on Transnational Terrorism
European Journal of Political Economy

Siqueira, Kevin (2005)
“Political and Militant Wings within Dissident Moweents and Organizations.”
Journal of Conflict Resolution

Tavares, José (2004)
“The Open Society Assesses Its Enemies: ShoclkestBis and Terrorist Attacks
Journal of Monetary Economics

”

Viscusi, W. Kip and Richard J. Zeckhauser (2003)
“Sacrificing Civil Liberties to Reduce TerrorismdRs.”
Journal of Risk and Uncertainty
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