


1. Introduction
In recent times, terrorism is one of the major areas of concern in western democracies. For
example, according to a study by the Pew Research Center, “....... the share that sees defending
against terrorism as a top priority has remained fairly steady: Around seven-in-ten Americans or
more have cited it as a top priority in 17 surveys conducted by the Center since January 2002 (the
first time the question was asked), when 83% of Americans cited it” (Gramlich 2018). Similarly,
the results of a recent Eurobarometer survey indicated that “... Terrorism was ranked the number
one concern in eight EU countries and was in the top two in every EU country except for Greece..”
(Kroet 2016). The natural response of these countries is therefore to increase their expenditures on
counterterrorism. Using data from the Office of Management and Budget, we find that the U.S.
increased the share of expenditure on homeland security from 0.58% in 1990 to 1.15% in 2016.
So ultimately how big is the impact of terrorism on the economy? We advance the research on this
issue in this paper.

Prior research indicates that terrorism adversely affects the economy. Blomberg et al.
(2004) find that terrorism hurts growth, but the magnitude of this effect is smaller than the effects
of external wars or internal conflicts. Gaibulloev and Sandler (2008) find that an increase of 1
transnational incident per million population reduces growth by 0.4%. The effect of domestic
incidents is about half. Meierrieks and Gries (2013) find that terrorism adversely affects growth in
the Granger sense. Gaibulloev and Sandler (2019) find that the economic and financial
ramifications of large-scale terrorist attacks are transitory. The impact on GDP per capita growth
is minimal since most nations sustain insignificant terrorist attacks annually. The well-to-do

diversified nations can absorb these attacks with little macroeconomic consequences; however,
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Studies, 104 Islamic terrorists entered the E.U. between 2014-18, and the vast majority of them

stayed inside E.U. for a long time using the pretext of seeking asylum.®
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conflicts, such as Syria. Marone and Vidino (2019) examine profiles of 125 foreign fighters who
originated in Italy. In their sample, 34.4% were unemployed and 44.8% had low-paying jobs. So,
the quality of life of most of the persons in the sample was very poor.

We hypothesize that it is plausible for immigrants to have both a positive and a negative
impact on economic indicators. Also, there may be interactions between immigration and
terrorism that can change the marginal effect of immigration on economic indicators such as GDP
per capita or the exports-to-GDP ratio. For example, if immigrants get involved with terrorist

groups, the resulting disruption in the economy will dampen any positive effect that immigration
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Indeed, data show that in OECD countries, the unemployment rate is much higher for
immigrants than for the native-born population. For example, in 2019, the average unemployment
rate for native-born workers in OECD countries was 5.5% but it was 8.2% for foreign-born
workers. There are also certain countries of concern particularly in Europe, e.g., in France, the
average unemployment rate since 2007 for native-born workers was 8.6% but it was 15.4% for
foreign-born workers. This indicates that the quality of life of immigrants in these countries is
much lower than that of native-born residents. In this paper, we control the unemployment rate
among immigrants and determine its interaction with terrorism.

2.2.  Tourism

Enders and Olson (2012) survey the literature on the economic costs of terrorism and point out
that the effects of terrorism are felt primarily in a limited number of industries. One sector that is
significantly affected is tourism. The relationship between terrorism and tourism is related to this
paper. The hypothesis is that attacks on immigrants in a country can scare away foreign tourists,
thereby adversely affecting the economy. There are several papers in support of this hypothesis.

Enders and Sandler (1991) consider the case of Spain between 1970-88 and find that each
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2.3. Globalization

Globalization is an over-encompassing term that captures the degree of integration of an economy
with the rest of the world (Dreher 2006). It includes several aspects, such as economic, social, and
political globalization.

The association between globalization and growth has been heavily and hotly debated with

somewhat understandably mixed results. Studies such as Dollar (1992), Sachs and Warner (1995),
and Edwards (1998) find
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countries. In this paper, we extend the literature by investigating the impact of globalization on

GDP per capita and the
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(iii) Data availability is a major consideration. There is a significant issue with missing
data from non-OECD countries which puts a serious dent in the credibility of any
findings obtained.

In this paper, we use data from the Global Terrorism Database (GTD). We extract

information about terrorist incidents in the OECD countries (listed in Table 1) for the years 2007
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Our variable descriptions and their type i.e., dependent, independent, or instrumental are
listed in Table 3. We now briefly discuss the rationale behind the choice of variables and what
they embody.

We measure the motivation of immigrants to support or join terrorist groups using foreign-
born unemployment rates and the globalization index. Indeed, the unemployment rate seems to be
much higher for immigrants than for the overall population of several OECD countries (OECD,
2020; US News, 2017; Drinkwater, 2017). As per OECD, the foreign-born unemployment rate is
calculated as the share of unemployed foreign-born persons aged 15-64 in the foreign-born labor
force (the sum of employed and unemployed foreign-born) of that same age. Unemployed people
consist of those persons who report that they are without work during the reference week, are
available for work, and have taken active steps to find work during the four weeks preceding the
interview.

We measure globalization using KOF Globalisation Index. The KOF Globalisation Index
(Gygli et al. 2019; Dreher 2006) measures the economic, social, and political dimensions of
globalization. Globalization in the economic, social, and political fields has been on the rise since
the 1970s, receiving a particular boost after the end of the Cold War.

We also include a measure of restriction on religion imposed either by governments or by
private actors (groups and individuals) in a country. As per Pew Center (2020), restrictions on
religion resulted from actions taken by government officials, social groups, or individuals
espousing nationalist positions. Typically, these nationalist groups or individuals were seeking to
curtail immigration of religious and ethnic minorities or were calling for efforts to suppress or even

eliminate a particular religious group, in the name o
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Freedom Party announced an election platform in 2016 that called for the “de-Islamization” of the
country, including barring asylum seekers from Islamic countries, prohibiting Muslim women
from wearing headscarves in public, closing all mosques, and banning the Quran. In another case,
the Czech group Block Against Islam (which opposes allowing Muslim refugees into the country
and calls for restrictions on the Muslim community) organized about 20 anti-Islam rallies around
the country during the year.

We also include the Economic Freedom Index (Fraser Institute 2019) published in

Economic Freedom of the World in our modeling specifications. It measures the degree to which
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4. Econometric Specifications
Five principal reasons motivate the choice of a Generalized Method of Moments (GMM). First,

the dependent variables should be persistent. This is the case because
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For each regression, we report the Sargan and Hansen J test of overidentifying restrictions and the
autocorrelation test for confirming the validity of instruments and the absence of serial correlation
in the residuals, respectively. In essence, while the Sargan OIR test is not robust but not weakened
by instruments, the Hansen OIR is robust but weakened by instruments. We employ the Difference
in Hansen Test for exogeneity of instruments to assess the validity of results from the Hansen OIR
test. We also report a Fischer test for the joint validity of estimated coefficients. We employ the
two-step estimation approach in place of the homoskedasticity-consistent one-step strategy
because it is robust to heteroskedasticity and asymptotically efficient (Asiedu and Lien 2011).
Finally, following Windmeijer (2005), we report estimation results derived using the finite-sample
correction of standard errors in all GMM regressions.

The following equations in levels (1) and first difference (2) summarize the system GMM
estimation procedure:

GDPit = 6o + 81 GDPjt.z + 02Dit + 83Git + B4lit + 05(Dit X Git) + 86(Dit X 1Qit) + a Xit.z + di+ Ot + Nt
(1)

GDPit - GDPitz = 81(GDPit.z - GDPit-2¢) + 82(Dit- D
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Based on Table 9, we also compute that a one standard deviation increase in transnational
incidents will decrease the exports-to-GDP ratio by approx. 1.85% (of the average export-to-GDP
ratio) according to the System GMM regression, and by approx. 1.3% according to the FGLS
regression and both are statistically significant at the 95% confidence level. Transnational
terrorism comprises attacks in the home country in which either the perpetrator or the victim is a
foreigner. Attacks on foreigners may affect the operations of foreign firms located in the home

country. Also, attacks on foreigners
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6. Concluding Remarks
In this paper, we look at the interaction of terrorism with the foreign-born unemployment rate and
globalization in OECD countries and find several interesting results. We find strong evidence that

GDP per capita is adversely -0.00-.ion >fb
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though the frequency of such attacks is less than transnational attacks. Transnational terrorism may
interact with other variables not captured in this study. We leave this for future research.

As a robustness check, we also ran alternative models with exports per capita as the
dependent variable and found that the foreign-born unemployment rate and transnational terrorism
hurt exports per capita. This dynamic panel model accounts for interactions between key

independent variables in line with our models featuring exports-to-GDP ratio and GDP per capita.
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6. This extends prior work such as Paul and Bagchi (2019) that looks at the impact of civil

liberties on domestic and transnational terrorism.
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Table 1: List of Countries in OECD

ID

Countries
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Australia
Austria
Belgium
Canada
Chile
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Iceland
Ireland
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Table 2: Terrorism Data for OECD Countries (2007-2017)

Domestic Transnational Total
Year Incidents Incidents Incidents
2007 28 78 106
2008 59 158 217
2009 39 55 94
2010 30 105 135
2011 45 81 126
2012 107 154 261
2013 67 162 229
2014 80 189 269
2015 277 221 498
2016 258 227 485
2017 114 160 274
Grand Total 1104 1590 2694

Table 3: Variable Description

Numeric

Variable Notations Definitions Type Interpretation

GDP per capita based on
purchasing-power-parity
Exports as % of GDP

GDP per Capita Dependent

Exports

Page 31 of 36






Domestic Incidents

Transnational Incidents

Population Density

Foreign-Born Unemployment Rate

Globalization Index x Domestic Incidents

Foreign-Born Unemployment Rate x Domestic Incidents

Globalization Index x Transnational Incidents
Foreign-Born Unemployment Rate x Transnational
Incidents

3.174
4.425
123.975
10.913
233.728
41.763
82.951

40.499

20.047
15.825
117.154
6.040
1428.585
256.202
377.890

130.326

Page 33 of 36



Table 6: Domestic Terrorism, Immigrant Living Conditions
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Table 7: Marginal Effects: Domestic Terrorism, Immigrant Living Conditions, and Globalization in OECD Countries

System GMM Feasible Generalized Least Squares
GDP per Capita Exports GDP per Capita Exports
95 Percent Confidence 95 Percent Confidence 95 Percent Confidence 95 Percent Confidence
Interval Interval Interval Interval
Upper Lower Upper Lower Upper Lower Upper
Marginal Effect Lower Limit  Limit Limit Limit Limit Limit Limit Limit
Domestic Incidents -8.706 -1.943 0.143 0.170 -0.369 -0.199 0.019 0.027
Foreign Born Unemployment
Rate -16.438 -6.074 0.323 0.395 -0.586 -0.515 0.036 0.040
Globalization Index -9.861 2.284 0.363 0.464 -0.335 -0.239 -0.026 -0.020

Table 8: Transnational Terrorism, Immigrant Living Conditions, and Globalization in OECD Countries

System GMM Feasible Generalized Least Squares
GDP Per Capita Exports GDP Per Capita Exports

Variables
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Sargan OIR 0 0.167
Hansen OIR 1 1
Difference in Hansen 1 1
Fisher 1.54 71.8

Table 9: Marginal Effects: Transnational Terrorism, Immigrant Living Conditions, and Globalization in OECD Countries

System GMM Feasible Generalized Least Squares
GDP per Capita Exports GDP per Capita Exports
95 Percent Confidence 95 Percent Confidence 95 Percent Confidence 95 Percent Confidence
Interval Interval Interval Interval
Lower Upper Lower Upper Lower Upper Lower Upper
Marginal Effect Limit Limit Limit Limit Limit Limit Limit Limit
Transnational Incidents -22.943 -19.825 -0.073 -0.048 0.229 0.319 -0.045 -0.040
Foreign Born Unemployment
Rate -30.198 -27.330 -0.187 -0.133 -0.566 -0.491 0.037 0.041
Globalization Index 88.297 111.770 0.166 0.454 -0.202 -0.102 -0.049 -0.043
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