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The activities of certain minority groups, such as radicalised Islam amongst 2nd-3rd generation Muslim migrant youths in various European countries, poses threats in two ways. First, there are extreme acts of terrorism such as the Madrid train bombings of March 2004, or the London bombings of July 2005. Then there are non-violent acts, which make a statement of difference with the majority community such as the wearing of hijabs that also cause unease. Both phenomena combine to produce fear. Some of the more extreme forms of terrorism, and even other less violent acts, may have their origins in the collective sense of injury caused by the sufferings of Muslims globally (such as in Palestine, Iraq or Afghanistan), as well as the more palpable economic, political and social discrimination felt within the European states that they reside in. The latter phenomena can be ascribed to the horizontal inequalities (the inequality between different ethnicities or religions) that Muslims suffer from in contemporary Europe; see Stewart (2008). Both generate hatred in varying degrees. I attempt to model the interaction between the fear experienced by the indigenous population and the hatred felt by certain visible minorities.    

The utility of the governing group is given by G:
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For the state, representing the voting public (say the median voter), utility is derived from government consumption (YG) and security expenditure (A). The latter can be used in two ways: a component (FG) devoted to suppressing dissidence (via policing and disliked integration policies), and another element T, which is a transfer to the rebel or dissident group, which serves to assuage their grievances. The transfer can mean several things: increased (broad-based) public expenditure, greater inclusion in public sector jobs, political representation and voice in the decision making process. Note that strategies for the government and rebels are in terms of peaceful behaviour, so a, e raise the chances of peace, π. C refers to the cost of undertaking a by the state, Ca > 0. These costs consist of pecuniary and non-pecuniary elements; the former because of the distortionary taxation that finances security, the latter because accommodating dissidents entails a political cost by annoying more hawkish elements within the majority. The superscripts P and C refer to states which are more peaceful and confrontative, respectively. A higher μ implies a more confrontative majority. 
Totally differentiating, a, the government’s strategic choice variable:
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All the partial derivatives in (3) are positive. The security budget (A) can be utilised either to increase transfers to the rebels or fight them. Therein lies a trade-off; thus the term in square brackets in (3) is ambiguous in sign. The second term on the right-hand side of (3) is negative, because a rise in the confrontativeness of the state or majority (μ) causes it to be less ‘peaceful’. The governing group maximises (1) with respect to a, equating the marginal utility of its strategic action (a) to marginal cost.
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As far as the rebels or dissidents are concerned, we need to distinguish between individual motivation to join a dissident/rebel group, and the group dynamics that lead to a clash with the state. As far as individuals are concerned, following Akerlof and Kranton (2000), I postulate that individuals obtain utility (Ur) from their identity:
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The individual derives utility from his own actions (er), and from the actions of other like-minded individuals belonging to his group (e-r), and above all his own identity or self image (Ir), which in turn depends on the actions (er, e-r) just described, as well as the inverse of horizontal inequality or the loathing with which the group is regarded, θ. This type of behaviour solves the collective action problem as described by Olson (1965). Thus, group grievances become individual grievances.   
The rebel group, objective or utility function, R, takes the following form:
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YR denotes rebel group or dissident group consumption. The rebel group choices surround e (effort with regard to peace with the state); E describes the cost function for undertaking e, composed mainly of psychic costs of ‘capitulation’, with Ee > 0. FR represents direct action against the state.

Differentiating the dissident group’s strategic variable (e) we find:
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The first term on the right-hand side of (8) is positive, e rises with T, but falls with θ and μ. In other words, transfers from the state raise peaceful behaviour; a loss in social standing, and government militancy, decrease peaceful behaviour by the rebels. The dissident or rebel group maximises (6) with respect to e:
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We now derive a pair of reaction functions in (a, e) space by totally differentiating (4) and (9) with respect to a and e:
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and
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Note that (ae = (ea by symmetry. Also even though (a, (e >0, (aa, (ee < 0, meaning diminishing returns to peaceful behaviour. Caa, Eee > 0, RP > RC, GP > GC. If the two strategies are complements: 
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the reaction functions are positively sloped. 

An increase in government militancy (a rise in μ) may result from an increase in the vote bank of populist political parties that are more confrontative, or an increase in the supply of repetitive hate-creating stories by politicians (Glaeser, 2005) culminating in laws banning head scarves, tighter immigration from certain countries and involuntary integrationist policies. In Figure 1 the reaction function of the government RG1 shifts leftwards to RG2, as there is less incentive to be peaceful (a) for each level of e, see equations (1)-(3). A similar line of reasoning applies to the rebels, (see equations (6) and (7)), and the rebel reaction functions shift down from RR1 to RR2. The new equilibrium will have shifted from A to point B in Figure 1 with a decline in both a and e, peaceful behaviour by both sides to this quarrel, but a greater decline in a relative to e. A rise in the intrinsic motivation to fight the state (θ) by the dissidents can arise because of two sets of reasons. One is a loss in domestic social standing. This includes a perception of the widening of economic, political and social horizontal inequalities that discriminate against Muslims in European countries as discussed by Stewart (2008), or a gradual reaction to laws that discriminate against Muslims (such as head scarf bans initiated by the state). The second relates to world events, such as the invasion and occupation of Iraq and Afghanistan, and the situations in Palestine or Kashmir. Either way, the rebel reaction function shifts down in Figure 1 indicating less e, and more aggression at point C. 
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Figure 1: Strategic Interaction  Between the Government and Rebels
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As far as the policy implications are concerned, space needs to be created so that most Muslim migrants are able to merge their personal identities with their adopted European homelands. Policies that make it difficult to be both European and Muslim are bound to be self-defeating. Also, the misinformation and hatred spread by the media and a few extremist politicians, as well as their counterparts among dissident groups, has to be counter-balanced with a more truthful and holistic picture.  Furthermore, economic discrimination against Muslims (horizontal inequalities) in Europe needs addressing.      
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