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I. Proposal’s context, positioning and objective(s) 
a. Objectives and scientific hypotheses 

Terrorism acts around the world reached dramatic figures since 2010, lying from about 10,000 to 15,000 

domestic and transnational incidents per year and making around 70,000 direct victims in 2016 (i.e. world 

total fatalities and injuries). In fact, the number of incidents and that of victims have been multiplied by 

more than 3 compared to the first decade of years 2000s
1
. Besides, the number of countries hit by a terror 

act along with the number of nationalities’ of victims being involved have been multiplied by almost 4 

since the 1990s.  

A growing economic literature (detailed below) looks at the impact of terrorism activities and networks 

on economic activities. Nevertheless, in-depth analyses of people’s micro-behaviour in a terror threat 

environment are still lacking
2
. A handful of theoretical studies concentrate on the behaviour of counter-

terrorism authorities or that of terror organizations. However, rarely have such studies analyzed how, 

from a microeconomic perspective, agents react to terror activities and how they may further respond to 

counter-security measures that aim at preventing these activities.  

This proposal has two objectives: It questions, first, the way economic agents (private agents, public 

authorities, criminal organizations) react to terrorism activities, from a microeconomic perspective. 

Second, it asks how are these interactions reallocating resources and shaping economic activities over 

time, space and types of individuals. 

In particular,  here we propose to study how consumers, households, workers and employers modify the 

way they consume, invest, and commute to work, organize their private and working life or set their 

production and hiring plans. Further, we plan to evaluate the additional reactions that arise when counter-

security measures are being set. Last but not least, under the hypothesis that terror activities could be 

persistent, we aim to investigate whether these reactions altogether produce distortions in the allocation of 

resources across time, space as well as across people. In particular, not only we allow for some 

interactions of the responses of private and public agents over time and across space, but we also question 

how economic and terror activities themselves may be shaped by those agent reactions in the long run.  

As it will be detailed in what follows, the project will make use primarily of micro data at the household, 

the firm or the employee levels. In addition, we will rely also on data available at the finest geographical 

levels (through geo-localization or the level of the French “départements” territories). As it will be made 

clearer in the following sections of this proposal, most of these datasets are new to this literature. This 

adds value to our proposed research.   

As far as the method goes, we plan to take a multifaceted approach building on the complementary skills 

of the team members, encompassing conflict economics,  microeconomics, trade and 
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environmental/transportation economics, cultural studies and household economics, to provide an 

accurate theoretical and empirical account of the economic impact of terrorist attacks.   

 

b. Originality and relevance in relation to the state of the art 

There is a growing literature on the economic consequences of terrorist acts that documents a negative 

impact of terrorism on financial markets, international trade, foreign direct investment, and tourism (see 

for instance Enders and Sandler (2012), Frey, Luechinger & Stutzer, (2007),  Verdier and Mirza (2008, 

2014) for different reviews of the literature). In these studies, the idea put forward is that terrorism may 

affect individual economic decisions by increasing both, transaction costs on one hand and, on the other 

hand, feelings of uncertainty, fear, and risk aversion
3
. An influential paper by Abadie and Gardeazabal 

(2003) found a  sizable and long-lasting (equal to 10 percentage points) drop in the GDP of the Basque 

region due to the ETA attacks over the period 1968-2000, using as a counterfactual a synthetic control 

group drawn from other Spanish regions. However, using regions located further away from the place of 

the attack as a counterfactual to measure how the local economy directly hit by the attack would have 

evolved in the absence of such attack, as they did for the Basque region of Spain, might not be applicable 

to study the economic consequences of the recent Jihadists attacks.  In fact, there is some evidence that 

individuals geographically far away from the place of the attack may also respond to it, though to a lesser 

extent. In particular, Metcalfe, Powdthavee andl Dolan (2011) show that the British mental well-being fell 

significantly due to the 9/11 attacks in New York. Indeed not only many of the victims were British but 

also the 9/11 attacks were widely reported on the media worldwide. Clark, Doyle and Stancanelli (2017) 

also find a significant drop in the emotional well-being of Americans after the 2013 Boston marathon 

bombing, concluding though that this negative effect was much larger for women and residents of States 

close to Boston. Therefore, we propose to take an incremental differences-in-differences approach in 

which agents residing in regions located farther away from the place of the attack are expected to respond 

to a lesser extent than those located closeby.  

It should be stressed that the authors of this proposal have already been working together on terrorism 

issues. In particular, Daniel Mirza and  Thierry Verdier (2008, 2014 and 2017) were among the first to 

show how security reactions provokes  transactions costs across borders, and have looked at the induced 

impact on trade flows. Their work was actually initially financed by a prior Action Concertée Incitative 

(ACI) in 2004 and a funding from ANR in 2007. Also, as already mentioned, Elena Stancanelli (2017) 

with two of her co-authors (A.Clark and O.Doyle), has shown how terror can also produce impacts on 

well-being. Mouez Fodha (2015) had also been interested in this issue but through their study of the 

behaviour of terror organizations: with two co-authors Ayong Le Kama and Chakravorty they show how 

security authorities cannot eliminate terrorism but might be able at most to contain its spread.  

In the project BEcAUSeTerror we are proposing here, we model and develop other original issues related 

to terrorism. More precisely, an important share of the literature models terrorism acts as provoking 

transaction costs as a natural channel through which the economic activity might be affected. Another 

strand evokes uncertainty. In this project, the objective is to go beyond the simple terror induced-

transaction costs or terror induced –uncertainty effects. The objective in particular is to open the black 

box to see how, for instance, uncertainty operates in the labour market or how it might change 

consumption preferences and produce transaction costs in the product market. Changes in employers, 

employees and consumption of private agents on one hand, but also changes in the authorities’ security 

measures will be modelled. We begin by assuming partial equilibrium settings to study the shock of terror 

on private agents (package 1), then depart progressively from partial equilibrium to allow for the reactions 

of the authorities (package 2) and finally, in package 3, we end-up with a framework in general 
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equilibrium which tries to encompass most of the prior mechanisms to highlight the effects on economic 

performance over space, short and long periods and finally, in turn, the impact on the constitutions of 

terror groups across generations.  

Crucially, we propose to use a number of new datasets all along the three packages to identify the changes 

in behaviours and their durations, following the recent terrorist attacks. In particular, let us mention here, 

for example, the Kantar longitudinal household day-to-day consumption dataset, the Afghan firm-

transaction level dataset on international commerce, and the monthly geolocalized nightlight data over the 

globe, which provide three good examples of extremely rich datasets that we anticipate will  be very 

helpful in identifying some of the changes in behaviours of consumers and producers, on one hand, and of 

geolocalized local economic activities, on the other hand. 

We plan to divide our work into three interconnected packages that will be detailed in section II.b below. 

Hereafter, we summarize these packages. 

Package 1: Private agents’ reactions (Terror, distortions and discriminations in labour and product 

markets).  In this package we look at how terrorism and counter-security measures influence the 

behaviour of employers and consumers using labour market theories and behavioural economics.  The 

objective then is to take some theoretical elements to the test using different survey data on employment, 

hours worked and productivity across different types of groups (migrant v/s nationals and/or young males 

in suburbs v/s rest of workers). These sources of information can be gathered from the INSEE 

Employment survey data, or matched French employer-employee data (DADS) of which we have already 

started some very preliminary analysis (Bianquis, Mirza and Stancanelli, 2018). To complete the picture, 

we also plan to look at transitory versus permanent changes in consumption behaviour of different groups 

of the French population following terrorist attacks using data from Kantar World Panel.  

Package 2:  Public agents reactions (Terror and security measures). In this package we begin by 

studying how terrorism influences voting behaviours towards more security policies, through the use of 

data on political party preferences and votes in the UK and France. Then we propose to look at how 

security measures change firms’ behaviours in the market and the way they cope with these measures, by 

employing a new dataset on Afghan exporting firms in times of terror. Security to prevent terror might 

also be producing externalities on other forms of crimes that we also suggest to study through monthly 

crime data available from the Ministère de l’Intérieur, since 1996 and provided for each French 

département.  . 

Package 3: Terror and overall effects on economic performance (reallocation of economic activities 

across time, space and individuals). In this package, we use economic theories in general equilibrium 

where the key questions here are whether any changes in behaviours are transitory or long-lasting and 

how, correspondingly, outcomes across locations and group of individuals can be affected when shocks of 

terror are observed. We apply these predictions on developed and developing countries data through  1) 

the use of monthly data on fixed, seasonal and long term job contracts across sectors and sub-regional 

locations (zones d’emplois in France  from DARES monthly/quarterly datasets); 2) the use of monthly 

satellite-nightlight data from the Defense Meteorological Satellite Program (DMSP), where one can 

measure the intensity of enlightenment at ground level over the globe at night, before and after important 

terrorist attacks in developing countries. A last model looks at how long term economic distortions due to 

private agents, associated with security that hurts primarily agents which are culturally close to terror 

organizations’ cultures, might in turn develop some revenge feelings among future generations of people 

being discriminated upon. 

 


