
Estimating The Macroeconomic 
Consequences of Transnational 

Terrorism
S. Brock Blomberg

Claremont McKenna College



Main Results From Models

• Terrorism Reduces GDP Growth
•Average Loss is 50 pct point of GDP growth
•Wars & Internal Conflict Cause More Damage

• Terrorism Has Reallocative Effect
• Range of Estimates of 9/11

–$60 billion to $125 billion



Empirical Strategy

• Estimate Long-term Effect using Cross-section
• Estimate Short-term using Panel Regression
• Robustness Checks

–VARs
–Quantile Regressions
–Welfare Simulation



Challenges in Estimating Consequence 
of 9/11 using Time Effects only or 

Why I chose my estimation strategy
• For US: many macroeconomic shocks, few degrees of freedom

–Head winds
•Dot Com Bubble bursts (Nasdaq peaked in 3/ 2000 at 5,132… by 10/02 
Nasdaq slid to 1,108.)
•Corporate scandals (Enron’s Chief Skilling leaves in August 2001)
•Contractionary Federal Reserve Policy (Federal Funds Rate in 12/2000 is 
6.25% -- highest since 2/91.)

–Tail winds
•Expansionary Federal Reserve Policy (Federal Funds Rate falls to 1% through 
6/2003 [lowest ever]
•Expansionary Fiscal Policy (Bush tax cuts of 2001-3 amt to $188bn, similar in 
magnitude to Reagan tax cuts)



Question from Chart
How much of $300bn
loss is due to 9/11?

Early IMF estimate $75bn
Early Insurance cost est -- Kunreuther et al (2003) $80bn

In other words…



Transnational Terrorism 
1968-2005

Figure 2.  All Incidents and Bombings
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Violent Terrorism is Increasing
Figure 3.  Proportion of Casualty Incidents

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1

1968 1970 1973 1975 1978 1980 1983 1985 1988 1990 1993 1995 1998 2000 2003 2005

Pr
op

or
tio

n 
of

 to
ta

l



The Data
•ITERATE -- Terrorism ``the use, or threat of use, of anxiety-
inducing, extra-normal violence for political purposes by any 
individual or group, whether acting for or in opposition to 
established governmental authority, when such action is 
intended to influence the attitudes and behavior of a target 
group wider than the immediate victims and when, through 
the nationality or foreign ties of its perpetrators, its location, 
the nature of its institutional or human victims, or the 
mechanics of its resolution, its ramifications transcend 
national boundaries.'‘ (Mickolus et al)
•MIPT data – International & Domestic since 1997
•Internal Conflict (POLITY IV – Gurr, Jaggers, and Moore)
•External Conflict  (Brecher, Wilkenfeld and Moser)
•Economic Data (Summers & Heston)



Growth and Terrorism

•Growth Regressions
∆yi =β0 +β1comi+β2afri+β3lny0i+β4ivsti+β5Ti+ ei

•IV Regressions
•Panel Regressions
•Reallocation Regressions



The Results



Simple Cost = $55bn
w Conflict Complementarities = $42bn



Reallocative Effect



Alternative Approaches:
Structural VAR and Terrorism

eY = α1εT+ α2εE +α3εI+ εY               (1)
eT = α4 εI + εT                                                     (2)
eE = α5εI + εE                                            (3)
eI =  εI                                                            (4)





Source: Quillen (2002a, 2002b) and ITERATE

Are All Impacts the Same? 
Quantile Regression Approach



Are All Impacts the Same? 
Impact of Terrorism on GDP Growth 

Across Income Distribution

United States



Are All Impacts the Same? 
Impact of Terrorism on GDP Growth 

Across Income Distribution – Problems 
with Overfitting



Simple Quantile Estimate = $36bn
in Large Growth year = $70bn



Welfare Effects? 
Step 1: Estimate Impact of Terrorism on Consumption Growth [∆log(c)] and 
Volatility of Consumption [log|X*|] after controlling for individual (I) and time 
effects (y), from Lucas [1987]

Lower bound estimates:α2 = -.174, δ1 = .145.
Step 2: Use estimates to impute synthetic growth path with no conflict [τ] and 
average Consumption [µ*] and Volatility of Consumption [σ*] with utility 
parameters ρ = 2 and θ = .08.

Step 3: Compare these estimates to growth path with conflict.  The result…
A loss of $65 billion.



Are All Impacts the Same? Davis & 
Weinstein (AER 2002) 

What if Terrorism involves WMD?



Summary of Results: 
Range of Estimates of 9/11

• Simple case -- $60bn
• Controlling for Conflict Complementarities -- $45bn
• Quantile Estimate -- $35bn
• Quantile Estimate in large growth year -- $75bn
• Estimated impact on Welfare -- $70bn
• WMDs?

–Estimating Using War Impact -- $400 billion



Conclusion
• Taking the Con out of Conflict Economics
• Terrorism reduces GDP Growth by 40 pct pts
• Range of Estimates of impact of 9/11

–$60 billion to $125 billion
–Comparable to increase in Homeland Security of 
$43 billion [Hobijn & Sager (2007)]
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