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Abstract: This study quantifies the causal relationship between military expenditure, foreign 

assistance and terrorism using data of 26 Muslim countries. The paper explores the period of 

1990-2014. This study evaluated the determinants of incidence of terrorism on domestic and 

total (domestic plus transnational) incidents. We have applied panel Poisson and panel Negative 

binomial regression to incorporate the count nature of incidence of terrorism. Hausman test 

suggested that all Muslim countries are randomly different in terms of cross sectional 

heterogeneities facing attempts of terrorism. Empirical results confirm the negative relationship 

between terrorism, military expenditure, health and education. However, bilateral trade and 

number of refugees is the positive predictor of terrorism.      
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1. Introduction 
There is no single root cause of terrorism. Terrorism 

is an outcome of multiple social, economic and 

cultural conditions. Terrorism retards the human 

society in many ways. Terrorism increases the level 

of fear and uncertainty among people and business 

community around the globe. The sense of insecurity 

generates the pessimistic impact on mental and social 

wellbeing. The world precisely awake of terrorism by 

the major incidence of US; occur due to hijacking of 

airplane on 11 September 2000
 (1)

. 
(2)

Terrorism can be 

defined as; it is the use of violence or threat by a 

group, individual or subnational group in order to 

obtain the social or political objective through fear or 

threat. Taking account of economic dimension of 

terrorism; they argue that terrorism retards (FDI), 

lowers output, harms the infrastructure, lessens trade 

and cuts economic growth. 
(3)

Developing countries 

are preferably more affected from terrorism than 

developed regions because developed countries limits 

the impact of terrorism on macroeconomic indicators 

because of better monetary and fiscal policies. They 

also show sector specific reaction to terrorist attacks.  
(4)

Randomly chosen sample of 61,600 people of 60 

countries, out of 13 the choices; the war against 

terrorism be the fourth most important priority for the 

leaders around the globe. 
(5)

East and South Asian 

countries experienced 7,721 attacks with 9,236 

deaths. Majority of the attacks were experienced by 

five Muslim countries named as Pakistan, 

Afghanistan, Iraq, Nigeria and Syria. It accounts the 

78% of terrorist incidence around the globe. 

Furthermore, taking account of the religious 

affiliation of terrorism fatalities; Muslim 

communities suffered 82% of terrorism related 

causalities from 2006 to 2013. Afghanistan 

experiences 3,245 number of fatalities, whereas, Iraq 

and Pakistan faces 2,958 and 2,038 number of deaths. 

In addition, European countries experience decline in 

the incidence of terrorism by 20%. The greatest drop 

in terrorism faced by Russia; where terrorist attacks 

decline from 396 in 2010 to 238 in 2013.  

The distinction of our study is the domestic and 

transnational terrorism of Muslim countries. 

Domestic terrorism encounters the victims, targets 

and criminals; are all from venue country. However, 

the transnational terrorism encounters the victims and 

targets; are all from different country (Like attack on 

US embassy in Africa in 1998).  The economic 

causes of terrorism in Muslim countries are meagerly 

studied. Some studies describe the relationship 

between FDI and terrorism of developed and 

developing regions but there are only few studies 

which describe the economic causes of terrorism
 (6) 

(7)
.Studies of terrorism in Muslim countries; is also 

important because the major victims of terrorism are 

Muslims
 (8)

. There is need to check the impact of 

counterterrorism efforts (military expenditure) on 

terrorism between Muslim countries. The objective of 

study is to find the economic causes of domestic and 

transnational terrorism. The study also finds the 

relationship between terrorism and efforts against 

terrorism. Military expenditure and bilateral trade act 

as counterterrorism efforts. 

2. Literature Review 
Background of Terrorism 

It is very much common that loss of human being in 

terrorist attack is considered as economic loss; 

especially in modern society where numbers count. 

The objective of terrorist is to target the behavior of 

audience in such a way; which serves in the interest 

of terrorist
 (9)

.
 (10)

The dimensions of terrorism change 

with the passage of time in such a way that it crossing 

the borders of countries. The terrorist planned 

terrorism in one country and executed in another 

country. Sometimes, it is difficult to distinguish 

between transnational and domestic terrorism. For 

example, the incidence of bombing in London’s 

transport system; which was carried out by four 

Muslim People, in which one is from Jamaica and 

three of them belongs to England. These men were 

influenced by Al Qaeda. In this way, people are 

influenced from around the world but they execute 

terrorist activity domestically. Scholars suggest that 

war on terrorism started in 1968 with the incidence of 

hijacking campaign executed by Palestinian 

organization. Moreover, the occurrence of 9/11 blows 

up the silence of terrorism campaign for MNEs
 (11)

. 

However, terrorism was mostly motivated by 

nationalist, separatist and socioeconomic inequality 

in 20
th

 century. In new dimension of terrorism, 

terrorist are more violent as compare to earlier 

terrorist. New terrorist execute massive destruction 

and loss of human’s life. Example include the 

incidence of Mumbai attack in India and 9/11 attack. 

Moreover, the new terrorist are more violent towards 

soft targets such as mass transit system, hotels and 

tends to be less discriminating about their intended 

targets. In addition, the religiously inspired terrorists 

are more dangerous as compared to others terrorist. 

Religiously inspired terrorists try to fight against evil 

with different aspect of rationales. Usually, the 

religious terrorists do not accept the existing social 

system, which they seek to eliminate rather to 

improve it. These terrorist are supported by different 

organization and cultures around the globe
 (12) (13) (14)

. 

While, the early group of terrorists received supports 

from outside of their homeland. There are hundreds 

of non-governmental Islamic organizations listed by 

US governments, which supports the terrorists in 

order to executed terrorism in different countries
 (15)

. 

However, 
(16)

as the time passes; the terrorist gain 
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experience and resources to bear on new targets, 

which leads to them for more losses of human life 

and property. It’s very difficult for international firms 

to estimate risk and predict targets in current organic 

and mysterious nature of new terrorist groups. 

The distinction between new terrorist and 

old terrorist group is; “warning of attack”. In 1970’s 

and 1980’s, the terrorist groups announce the 

warning in advance, to minimize the property and life 

damage. They took credit for their attacks. While, the 

new group of terrorist do not announce any warning 

before their attacks which creates lots of damage. 

However, the new terrorist group appears to be 

getting “more bang for their bucks”. In order to 

destroy the economy of US and mitigate to support 

the US foreign policy, Al Qaida attacks on US. The 

media coverage around the globe reinforced the 

potency of terrorism
 (17) (18). 

However, 
(19)

the 9/11 

attack signals the presence of large opportunities of 

moving towards non weapon technology in order to 

execute massive destruction. Terrorist also create 

large destruction with the use of simple technology 

like jet aircraft, to strike the dynamic asset of 

country. Examples include Nuclear power plant, 

Shopping malls and Industrial cluster etc. Such 

abilities of terrorist create more fear among different 

firms.  

Empirical Studies 

After the incidence of 9/11, many economists try to 

define the terrorism with economic reasoning. These 

authors try to set up the model of terrorism in 

different perspective of why people involve in 

terrorist activity
 (20)

. 
(21)

They show supply side of 

terrorism in his model by using various reasons. They 

optimize the decision of terrorist; keeping in view the 

choice technique. Their study includes different 

parameters like deterrence, level of resistance and 

their own choice to kill or be killed etc. Taking 

account of the resistance of victims and deterrence by 

government, they relate the choice decision and the 

action of terrorist. The variation in the propensity 

towards violence or shedding of blood in orders to 

achieve their objective; modeled heterogeneity. Two 

possible conditions occur if terrorist agree to do 

violence in order to achieve their aims. One is to 

carry out the terrorist activity with objective of 

mining concessions from government like asking for 

ransom for hostages or to release hostages, which 

was previously captured. The second choice is 

causing large scale destruction by executing suicide 

bomb attack. They focus on these two choices by 

assuming non-violent means are more preferable in 

pursuit of their objective. However, the expected 

payoff of terrorist depends upon the following 

indicators like level of resistance by the victims, kind 

of attack and the type of terrorist like behavior of 

terrorist towards violence.   

The outcomes of their model suggests, the payoff of 

negotiation is higher as compare to the payoff of 

executing suicide bomb attack for the low value of 

terrorist type and vice versa for the high value of 

terrorist type. Moreover, they assume decline in the 

probability of success in the resistance accompanied 

by victims and deterrence of government agencies. 

This decline is more gradual in suicide attacks as 

compare to negotiation. In addition, if terrorist is 

indifferent between negotiation and suicide attack. 

However, in this case rise in resistance by the victims 

cause a fall in both actions. Moreover, both kinds of 

attacks becomes less attractive when resistance from 

victims rises but it also depend on sign whether the 

expected utility from suicide attack is less or greater 

as compare to fall from conventional attack.  

In addition, it’s a major debate around the globe that 

which part of the country face larger incidence of 

terrorism. It’s a conflict between different studies, 

which countries are experience larger incidence of 

terrorism. Whether, they are developing or developed 

countries or low, middle or high income countries. 
(22)

more developed countries experience higher 

terrorist attacks than developing regions, However 

when they try to find the consequences of terrorism 

only for developing countries, they find that 

development programs help in reducing terrorism. 

Consistent with the above findings; 
(23)

Developing 

countries experience less terrorist attacks than 

developed OECD countries.   

Furthermore, the conventional wisdom theory 

explains that education reduces the level of terrorism 

because increase in education will increase the better 

economic opportunities, therefore increase the 

opportunity cost of terrorism but some scholars 

established a notion that terrorism and religious 

education are positively linked. Increase in broader 

aspect of education will lead to increase militancy in 

Pakistan
 (24)

. In addition, 
(25)

terrorist organization will 

attract the young people in order to provide them free 

education. On contrary to the above study, 
(26)

education will strengthens the future and socio 

economic status; thus reducing the involvement in 

terrorist activity. 
(27)

In some cases terrorist 

organization chooses highly educated applicants 

because terrorist get more benefits from more 

education. Educated person participate in terrorist 

groups disproportionately if they will assume that 

they will get higher position if they achieve certain 

target of terrorist activity or if they identify the goals 

of terrorist groups more strongly as compare to 

uneducated individual. In addition, educated suicide 

bombers are clearly motivated by the economic gain 

of their families. Even well-educated and well off 
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individual observe this gain more acutely
 (28)

. In 

addition, 
(29)

better health facilities reduce the 

incidence of terrorist activity; consistent with the 

above findings, 
(30)

Discrimination in health facilities 

causes an increase in the problem of terrorism.     

Several studies demonstrate that aid from abroad 

creates disincentives for a country to inspect sound 

economic policy and foreign aid also decreases the 

democratic growth
 (31) (32)

. 
(33)

External help in terms of 

foreign aid deteriorates the problem of terrorism. 

However, poverty alleviation is the major cause of 

terrorism but studied at individual level shows that 

terrorist tend to be drawn from wealthier individuals 

that’s why assistance from abroad increase the 

number of rich people and that leads to increase the 

enlisting  of terrorist. However, 
(34)

Foreign aid does 

not prevent the terrorist group in engaging terrorist 

activity but it is useful in making policy in order to 

prevent terrorist activities. Foreign aid also helps in 

resisting the demands of terrorist groups. In order to 

illustrate the above conclusion with example, 

consider a case of US and Yemen relationship. Al 

Qaida executed a terrorist attack against US coal in 

2000. In response to this attack, US government 

increases the foreign aid in order to support the 

government of Yemen. If we inspect this policy after 

a decade, Al Qaida is still operating his activities in 

Yemen which leads to conclusion that foreign help 

worsens the disease of terrorism.      

Increase in number of refugees and IDP’s will cause 

terrorist activity in a country. Average level of global 

peace over the last decade decline but this decline of 

peace is not evenly distributed. There are only few 

countries which are victims of deterioration. Syria, 

which accounts the major incidence of terrorism have 

6.5 million displaced persons, which shows that 40% 

of Syrian population are refugees or displaced. 

Consistent with the above findings, In Afghanistan 

2.6 million people are displaced, which accounts the 

22% of Afghanistan’s population. Refugees and 

displaced person do not have proper source of 

earning income which lowers the opportunity cost of 

terrorist activity; thus leads to increase in terrorism
 (8)

. 
(35)

Urbanization is a process; in which people from 

rural to urban areas due to which cities become 

larger. However report describes that urbanization 

does not show significant impact on terrorism. 

Urbanization and weak social structure of any 

country leads to increase the activity of terrorism. 

High level of development and growth leads to 

inflate the level of peace in a country. This implies 

that country with high level of peace will manage 

urbanization safely.   

In addition, 
(36)

terrorism increases the military 

expenditures and private resources were used in order 

to counter the terrorism. Military expenditures were 

increased by $100 billion of United States from 2001 

to 2005 for war against terrorism in Afghanistan and 

Iraq. However, the cost of US Transportation security 

administration is $5 billion per year for search 

procedures on airports. In addition, 
(37)

Output loses 

1% per year due to incidence of terrorism, while, 
(38)

law order expenditure and US military aid results 

an increase in incidence of terrorism in Pakistan by 

using data of five regions of Pakistan from 1980 to 

2010. They recommend that law enforcement 

agencies should be freed from political interference 

and strategic partnership in controlling the terrorism 

with USA should be reassessed. However, the 

counterterrorism efforts are likely to be more 

effective for domestic terrorism as compare to 

transnational terrorism because the victims and 

targets are in abroad which is harder for a country to 

counter
 (39)

. Counterterrorism efforts also have a 

significant positive impact on the flows of FDI
 (40)

. 

Economics of terrorism used in different 

heterogeneous studies like psychology and sociology 

etc. However, the main conclusion of our literature is 

how terrorism evolves in a particular region. The 

rising rates of incidence of terrorism around the globe 

demands serious research on causes of terrorism; 

especially among the regions with high incidence of 

terrorism. 

3. Description of Variables And Data  
Study contains data set of 26 Muslim countries over 

the period of 1990-2014. The sample includes 

Muslim countries for which data of terrorism and 

other control variables are available. Some other 

Muslim countries like Nigeria, Gaza and Palestine 

were excluded due to ongoing conflicts and data 

consideration. The dependent variable is log of 

domestic terrorism and combination of transnational 

and domestic terrorism taken from Global Terrorism 

Data Base (GTD)
 (41)

, which is established by 

National Consortium for the study of terrorism and 

response to terrorism. Yearly data were used for 

incidence of terrorism and multiple reasons 

recommended in order separating domestic and total 

terrorism. Firstly, domestic terrorism explains more 

broadly the consequences of terrorism and threat to 

security within a country. Secondly, the domestic 

terrorism accounts lion’s share in total terrorism and 

international media cannot pay much attention 

towards domestic as compared to transnational 

terrorist incidence
 (42)

.   

Data of military expenditure was collected from 

Stockholm International Peace Research Institute
 (43)

, 

while the data of foreign assistance (bilateral aid) 

were taken from World Development Indicators
 (44)

 

and used log of net bilateral aid and military 

expenditure as an effort against terrorism. The 

existing literature concludes that foreign assistance 
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and military spending reduce the level of terrorism, 

while Military expenditure and foreign assistance 

helps in financing better policy options for tumbling 

the level of terrorism
 (45) (46)

. In addition, while 

considering about the control variables, these were 

collected from literature (explain in literature 

review). The log process was also used of Primary 

school enrollment and total refugees as a proxy of 

education and displaced person. Current literature 

discussed the negative relationship between health 

facilities and terrorism
 (29)

. Number log used for 

number of hospital bed as a proxy of health facilities 

because of data limitation in some Muslim countries 

like Afghanistan, Somalia and Iraq. We incorporate 

alternative econometric methodologies on the data; in 

order to ensure that our results are not spurious, 

initially apply Poisson regression because the 

dependent variable is number of terrorist attempts, 

since it is showing number of occurrence of any 

event which is specifically diverse outcome from 

event. In such cases Poisson distribution regression is 

applied previously this regression is used for events 

such as number of soldiers died because of kick by 

horses of Prussian army
 (47)

, number of hits by buzz 

bombs on London in WWII
 (48)

 and  calls connected 

to wrong numbers
 (49)

.  

The number of terrorist attacks cannot be negative 

and secondly across the cases and years; it is highly 

unevenly distributed. Third, terrorism data contain 

large number of zero values in country cases that can 

be distributed among two types. First is non-certain 

zero type; that retains some probability of 

experiencing terrorist attacks in other observation, 

while second is certain zero type; includes such 

countries which do not experience terrorism at all due 

to their nature. Panel Poisson and negative binomial 

regression can be estimated using fixed effect or 

random effect model. These models can easily 

incorporate the panel structure of the occurrence 

dependent variable
 (50) (51)

. A conventional solution of 

above mentioned limitation is to employ negative 

binomial regression. Negative binomial regression 

was applied on the above mentioned limitation of 

data.     

4. Estimation Strategy 
The basic Poisson model is  

 

Here i are Islamic countries and t are no of years, 

where λ is function of proposed independent 

variables.  

 

 
(52)

 Random effect version for the panel Poisson 

regression is given below.  

 

Here µi is exp(εi) is the random component in 

regression which will vary randomly across Islamic 

countries. Also xit is set of all independent variables 

and overall average intercept. In this model  and 

 are uncorrelated because of the µi, also  and 

 are uncorrelated because of cross sectional 

independency.  

 

 – (1) 

 

 – (2) 

There is one strong assumption of the Poisson 

regression is that the Poisson distributed count 

variable must have conditional mean and conditional 

variance equal to each other. If they are not same 

then the model might be under or over dispersed, this 

problem will show over optimistic estimate 

significance. 

This model introduces a new parameter which allows 

the variance to exceed the mean value. The HHG 

negative binomial panel data function can be written 

as 

 

 

Hence the above function can be rewritten for 

national terrorist attempts and national plus 

transnational terrorist attempts. 

 – (3) 

— (4) 

Here the new parameter θi is assumed time invariant 

for each observation while λit is the function of the 
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proposed independent variables. Here asymptotically 

(λ→∞) both Poisson and negative binomial function 

become same
 (53)

.  

LR test will be done after negative binomial 

estimates, which tests the equality of the conditional 

mean and conditional variance
 (54)

.  

H0:  E(  

Null hypothesis will imply that negative binomial is 

same as Poisson  

H1: E(  

Alternative hypothesis implies that there is over 

dispersion 

LR = -2(LLFr – LLFu) 

Above if the test statistic to test over dispersion, 

LLFr is log likelihood function of Poisson model and 

LLFu is log likelihood function of negative binomial 

model. This LR over-dispersion test follows χ
2
 

distribution with degree of freedom equal to 1. Since 

degree of freedom is same, hence in every case the 

critical value will be equal to 6.63.  

It was discussion about the model selection based on 

the nature of the dependent variable, but because of 

the construction of the data, there is a variance 

because of cross-sections and time periods so panel 

data formation ought to be used so that unobserved 

heterogeneity does not influence the outcomes
 (55).

  

5. Empirical Results 
Table 1 describes the descriptive statistics; here we 

can see that both dependent variables lnoa and lnoa2 

the mean of the data is not equal to the variance of 

the data which is calculated using squaring the 

standard deviation. This provides a hint that the 

conditional mean and

Condition variance might not be equal, so this study 

will report both Poisson and negative binomial 

estimates and the over-dispersion LR test will be 

used to check which of the estimates are optimal. 

We can also see in the table that most of the 

variables do not have kurtosis value equal to 3 which 

shows that there are excessive outliers in the data, so 

if we estimate a pooled model assuming all countries 

are similar, it will not generate efficient results. 

Hence there is a need of fixed and random effect 

model and in order to decide which one is optimal 

“Hausman” test will be used. 

Table 1: Descriptive Statistics 

Statistics lnoa lnoa2 
Military 

Expenditure 

Bilateral 

Aid 
Education Refuges Health 

Mean  1.62 1.87 14.73 8.24 6.16 8.73 0.32 

Stand. Dev.  0.70 1.04 1.40 0.19 0.12 0.95 0.17 

skewness  -0.08 1.14 -0.89 0.21 -0.04 -2.19 0.58 

Probability 0.40 0.00 0.00 0.03 0.70 0.00 0.00 

kurtosis  2.79 5.30 2.63 1.71 2.04 6.70 2.49 

Probability 0.30 0.00 0.03 0.00 0.00 0.00 0.00 

Normality 0.40 0.00 0.00 0.00 0.00 0.00 0.00 

 

For empirical analysis two regression models were 

operated. Table 2 reports the result of Poisson and 

negative binomial regression for domestic and total 

(that is domestic plus transnational) incidence of 

terrorism. Column I explains the result of Poisson 

and negative binomial regression for domestic 

terrorism, while column II elucidates the results of 

Poisson and negative binomial regression for total 

terrorism. We incorporate the results of random 

effect model because results of Hausman test indicate 

that random effect is more valid as compare to fixed 

effect. Also the over dispersion LR test shown for 

both domestic and total incidence of terrorism is 

smaller than the critical value showing that there is 

no over dispersion in the data the Poisson and 

negative binomial counterparts are performing 

equally. 

The main findings revealed that number of refugees 

in a country is significant predictor of terrorism. Over 

36 million people were either displaced, refugees or 

seeking for asylum in 2013. Keeping in view the 

estimates of Syria
1
; 40 percent of Syrian population 

are refuges or displaced (8). However, increase in 

bilateral trade also causes a significant increase in 

terrorism. Most of the aid is taking care; the interest 

of donor country like during the conflict of US and 

Afghanistan; the largest of amount aid comes in 

                                                           
1
 Among the five countries which is highly victimized 

from terrorism. 
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Pakistan and major portion of this aid takes care of 

U.S strategic interest, which also causes terrorism
 (56) 

(57) (58)
. 

Furthermore, military expenditure showed negative 

significant impact on domestic and total terrorism. 

Military expenditure is used for the efforts against 

terrorism and defensive purpose of country. 

However, taking account of the efforts against 

terrorism; in 2005 the world military expenditure was 

$1001 billion approximately at constant prices of 

2003, which accounts the 2.5% of world GDP. Since, 

2004, the up rise in military expenditure was 3.4% in 

real terms. Furthermore, the US military expenditure 

increases to $100 billion from 2001 to 2005 for the 

war against terrorism
 (35)

.

 

Table 2: Regression Analysis 

Dependent variable 
Domestic Terrorism Attempts 

(1) 

Domestic and Transnational Terrorism 

Attempts 

(2) 

Estimation model 
Poisson Random 

Effect model (1) 

Negative Binomial 

Random Effect model 

(3) 

Poisson Random 

Effect model (2) 

Negative Binomial 

Random Effect model 

(4) 

Independent 

variables 
Coeff. (Prob) Coeff. (Prob) Coeff. (Prob) Coeff. (Prob) 

Military 

Expenditures 
-0.10 (0.03)** -0.10 (0.03)** -0.09 (0.04)*** -0.09 (0.04)*** 

Bilateral Aid 1.42 (0.00) *** 1.43 (0.00) *** 1.65 (0.00)*** 1.66 (0.00)*** 

Education -2.26 (0.00) *** -2.27 (0.00) *** -2.32 (0.00) *** -2.33 (0.00) *** 

Refuges 0.23 (0.00) *** 0.24 (0.00) *** 0.21 (0.00) *** 0.21 (0.00) *** 

Health -0.54 (0.00) *** -0.54 (0.04) *** -0.48 (0.05) *** -0.48 (0.05) *** 

Constant 2.23 (0.40) 10.87 (0.04) *** 0.87 (0.73) 16.96 (0.92) 

Diagnostics 

Wald test 57.94 (0.00) 58.14 (0.00) 76.55 (0.00) 76.55 (0.00) 

LR test 1.68 (0.09) 0.00 (1.00) 9.76 (0.00) 9.76 (0.00) 

Hausman test 0.00 (1.00) 0.00 (1.00) 0.00 (1.00) 0.00 (1.00) 

Over Dispersion LR 

Test 
1.78 0 

P values are presented in round brackets. *; ** and *** represent statistical significance at the 0.10, 0.05 and 0.01 levels, respectively 

Health and education facilities are the negative 

significant predictor of terrorism because better 

education facilities can increase the expected returns 

in legal market; which further leads to increase the 

opportunity cost of terrorism, whereas better health 

facilities reduce the level of terrorism because the 

provision of subsidized medical care at hospitals and 

clinics in a country reduces the preferences of 

terrorist activity
 (28) (26)

 . 

In summary, the results of our panel regression 

analysis showed that foreign assistance can reduce 

terrorism if it is targeted towards sectors such as 

health and education. The basic rationale is that aid 

promotes human capital if it is utilized towards 

education sector
 (59)

. The results suggested that 

effective utilization of military expenditure helps in 

exploring the new techniques and policy advise in 

order to create the atmosphere of peace in a country. 

6. Conclusion 
Unique data set provides us the information about the 

terrorist incidence in Muslim countries over two 

decades. We employ the alternative econometric 

techniques in order ensure the consistency of our 

estimations. Study also endeavor the basic facts about 

the incidence of terrorism and military expenditure. 

However, there is a negative relationship between 

military expenditure and terrorism
2
.  Bilateral aid 

mitigates the positive and significant on terrorism 

because foreign assistance takes care of the interest 

of donor countries; which does not reflects the 

adverse effect on terrorism.  

Furthermore, better education and health facilities are 

the negative predictors of terrorism. Increase in 

education leads to increase in human capital which 

further increase the expected returns in legal market 

and reduce the level of terrorism in a country. 

Increase in number of refugees also lead to increase 

in terrorism because internally displaced people 

causes non-state conflicts in a country and revealed 

the darkness of terrorism. Nevertheless, our finding 

suggests increase in military expenditure with better 

health and education facilities reduces the adverse 

effect of terrorism. However, there is a need to 

channelize the aid towards basic social sectors of 

country and donors should be wary of potential 

adverse effects of counterterrorism-conditional aid. 

In addition, better condition of refugee camp will 

restrict the refugees to their camps and reduce 

terrorism in a country.    

                                                           
2
 Both domestic and total terrorism 
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