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Do we know enough about terrorism?

Fernanda Llussá, José A. Tavares 10 December 2007

We know too little about the causes and consequences of terrorism and what we do know is not listened to. For
example, existing empirical and theoretical research on the economics of terrorism contradicts common wisdom
that terrorists are irrational misanthropes with little education and low income. More research is needed.

Probably not. Think of terrorists as irrational misanthropes with little education and low income.
Think of terrorist attacks as causing major economic damage. Think of fear of terrorism as perfectly
rational and well understood. If you think like this, you may gain some comfort from the fact that
many people think like you. But you (and they) are wrong. Probably, completely wrong, according to
the empirical and theoretical research on the economics of terrorism available. The fact that popular
beliefs about terrorism have received little infuence from research in the topic – and, to some
extent, also the reverse -coupled with the urgency of knowing more, suggests the importance of
further research. In other words, given its relevance, we know too little about the causes and
consequences of terrorism.

Understanding terrorism has gained actuality after the September 11 attacks in New York. The
number of victims – and the direct material damages - is by far the largest in the history of terrorism,
even if assessed in relative terms, compared to the US population and output. Despite huge
fuctuations in intensity over time, the history of terrorism shows it has evolved from ideologically-
based to religious-based, and becoming more lethal over time. Its objectives are to disrupt the
economy, destabilize the polity and infuence a wide general “audience“, well beyond the immediate
targets.1 Enders and Sandler´s (2002) defne terrorism as “the premeditated use or threat of use of
extra-normal violence or brutality by sub-national groups to obtain a political, religious, or ideological
objective through intimidation of a huge audience, usually not directly involved with the policymaking
that the terrorists seek to infuence”.2

In a recent article, we attempt to portray, in broad brush strokes, the scope and depth of the
economics of terrorism3 and a forthcoming chapter in Terrorism, Economic Development and
Political Openness, to be published by Cambridge University Press,4 presents the existing literature
on the topic, highlighting what are the issues that, in our opinion, deserve more attention in the
future. The literature on the economics of terrorism is organized along seven self-explanatory topic
areas:

The Measurement of Terrorist Activity
The Nature of Terrorists
The Utility Cost of Terrorism
Impact of Terrorism on Aggregate Output
Terrorism and Specifc Sectors of Activity
Terrorism and Economic Policy
Counter-Terrorism
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It is obvious that some of the areas above lend themselves more naturally to a micro-based
approach, while others are best dealt with by models and data that portray the aggregate economy.
While work on the nature of terrorists and the utility cost of terrorism is mostly microeconomic and
theoretical, work on the impact of terrorism on aggregate and sectoral activity and on economic
policy has been mostly empirical and macroeconomic in nature. Topics such as the measurement of
terrorist activity and issues of counter-terrorism have drawn widely from both micro and macro
approaches. A simple, and obviously subjective, breakdown of the existing research is illuminating.5

In the table at the end of this column, which is not in the original paper, we divide the articles
surveyed into four little boxes according to the main method (empirical or theoretical) and approach
(micro or macroeconomic). As can be verifed, almost three-quarters of the papers use a
macroeconomic approach, while the literature shows a balance between theoretical and empirical
approaches, with the latter covering just a little more than half of the papers. The crossing of the two
category axes reveals an interesting fact: while micro papers are mostly theoretical, macro papers
are mostly empirical. This may be driven by the fact that individual data on terrorists and terrorism,
as well on attitudes towards terror, is scarce, while aggregate datasets of the incidence of terrorism
are now amply used by researchers.

Our examination of the economics literature on terrorism shows that most of the studies
concentrate on the consequences of terrorist attacks at the aggregate level and in specifc sectors
of activity. This important literature is empirical in nature, and uses a limited number of datasets that
are available. There are notable examples of papers examining the causes or consequences of
terrorism in the context of theoretical models of individual, group or aggregate economic behaviour,
but the analysis of individual actors is constrained by data limitations. Another strand in the literature
is policy oriented and, though presenting neither an explicit theoretical model nor an empirical
exercise, does in some cases raise useful insights.

Our reading of the literature is that there are additional issues, methods, and data, which can yield
important new insights into the causes and consequences of terrorism, at a time they are much in
demand. On the measurement side, existing datasets need to be improved to cover the type and
nature of terrorist attacks, according to several classifcations. Econometric and statistical
techniques that deal with censored data and outliers need to be more actively employed, in order to
assess the underlying level of terrorist activity. This is key, since terrorist attacks are extremely
volatile, and much important activity does not lead immediately or directly to actual attacks.
Terrorists, as evidenced by much of the existing research, are rational actors that organize and
make decisions in pursuit of given objectives. They substitute between means, targets and over
time, in response to the costs imposed on them by counter-terrorist measures. More work is needed
on the “industrial organization of terrorism”, since most terrorists act in groups, as well as on the
“psychological incentives” of individual terrorists. Needless to say, progress on the latter depends
crucially on inter-disciplinary work, ranging from psychology and political science to media studies.
The “utility cost” of terrorism, recognized to be well above a simple “rational”, expected value
estimate, can and should be assessed directly through careful individual surveys that use contingent
valuation techniques of the sort already in use in public and environmental economics. The
economic cost of terrorism is almost consensually estimated to be small, even in the short-run, but
there should be an effort to relate the cost of terrorism to the literature on volatility and growth.
Evidence on the differential sectoral impact of terrorism suggests that it is important to identify which
characteristics of terror attacks affect which components of output, be it investment – private and
public – or consumption. A related line of research is to use the very wide data on tourist
movements, including origin and destination, with information on cost and length of stay, to evaluate
more fnely the impact on and the substitution effect between tourist destinations that are targeted
by terrorists. The research on counter-terrorism can focus on the actual or alleged asymmetries
between the terrorists and the government actors, in terms of information and cost of action. A fnal
but most important unexploited avenue for research is the detailed analysis of how the specifcs of
the media coverage of terrorism attacks may affect the dynamics of terrorism.

If we accept as given the fndings of the existing research, the perceived utility cost of terrorism is
enormous in comparison with its economic and political costs. This suggests that knowing more
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about the nature of the “beast” – an adjective, as we have seen above, that should be used here in
metaphorical terms - and how to counter it, are the main tasks ahead in terms of research. If we go
back to the seven topics along which we organized the economics of terrorism, the nature of
terrorism and the effectiveness of counter-terrorist measures are two areas where micro and macro
approaches have mixed very well so far, despite a scarcity of empirical work. We need to add solid
new databases to that “conversation”, and bring together researchers from other scientifc felds to
address head on the important questions at hand.

Unfortunately, and also for the worst of reasons, terrorism will be high on the political agenda for
years to come. It should also remain high in the research agenda, to inform policy that aims at
countering its effects. Given the nature of the actors, the interactions between them and the high
stakes involved, the role of economics in that research effort is likely to remain central.
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Note: Constructed by the authors, based on information available in “Economics and Terrorism:
What We Know, What We Should Know and the Data We Need”, CEPR Working Paper DP6509.
Please see paper for complete references.

1 The origins of the term terrorism go back to the state use of violence during the French
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Revolution, in the 18th century, and refer precisely to its wide, “irrational” impact on an “audience”. 
2 See Enders and Sandler (2002), “Patterns of Transnational Terrorism, 1970-1999: Alternative
Time-Series Estimates”, International Studies Quarterly.
3 “Economics and Terrorism: What We Know, What We Should Know and the Data We Need”,
published as CEPR Working Paper DP6509
4 See the book page at http://www.cambridge.org/us/catalogue/catalogue.asp?isbn=0521887585
5 In this article we have decided to exclude monographs, many of which have derived from or fnd
further refection in academic papers. We also excluded survey articles.
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