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Abstract

This contribution investigates the link between welfare policies and do-
mestic terrorism for 15 Western European countries during 1984-2003.
We argue that welfare policies improve national socio-economic condi-
tions and thus increase the opportunity costs of terrorism. We investigate
whether spending in certain policy �elds translates into a reduction of ter-
rorism, and whether certain worlds of welfare capitalism [Esping-Andersen
(1990)] are more resistant to the threat of domestic terrorism. We �nd
strong support that higher spending in certain policy �elds is associated
with a sign�cant reduction in domestic terrorist activity. Only moder-
ate evidence indicates that the di¤erent worlds of welfare capitalism are
di¤erently prepared to deal with domestic terrorism. Spending �or the
mere existence of a social system �seems to be more strongly associated
with a reduction in domestic terrorism than the actual welfare systems�
institutional design. Our �ndings are robust to a variety of speci�cations.
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1 Introduction

Many Western European countries have su¤ered from major episodes of do-
mestic terrorist activity since the 1950s which were often driven by left-wing or
separatist ideologies (cf. Shughart, 2006; Engene, 2007). As indicated by Figure
1, between 1984 and 2003 alone almost 2600 internal terrorist attacks occurred
in which nearly 3800 individuals were killed or injured. Internal terrorist activ-
ity also entailed notable indirect e¤ects as it negatively impacted the economy
and polity of targeted countries.1 Because of its sizable direct and indirect costs,
this contribution seeks to investigate the determinants of domestic terrorist ac-
tivity in Western Europe. In particular, we aim at augmenting the academic
discourse on a potential welfare policy-terrorism nexus, as commenced by Bur-
goon (2006). Analyzing whether social policies and welfare state institutions
impact the patterns of domestic terrorism is especially interesting for this world
region because all scrutinized countries exhibit developed welfare states. Bur-
goon (2006) argues that social policies which aim at improving socio-economic
conditions may reduce terrorist activity by removing several material causes for
violence. He o¤ers an empirical analysis of his main hypothesis, �nding that
welfare e¤orts are indeed linked to a reduction in the production of and vulner-
ability to transnational terrorism. His analysis has come under some criticism,
especially by Crenshaw et al. (2007) who point at several potential �aws in Bur-
goon�s argumentation and econometric procedure. We take Burgoon�s (2006)
analysis as a starting point of our investigation, also keeping in mind already
raised objections to improve our empirical approach. We add on to and com-
plement Burgoon�s analysis by, inter alia, (i) concentrating on domestic instead
of transnational terrorism, as we expect the relationship between social systems
and domestic terrorism to be particularly strong, (ii) employing welfare policy
proxies that allow for an improved analysis of economic mechanics, (iii) fur-
thermore analyzing �for the �rst time �related institutional aspects of welfare
regimes and their in�uence on terrorism, (iv) focusing on one world region only
that is particularly suited for an analysis of the interaction of welfare policies
and terrorism, and (iv) carefully accounting for a variety of factors which may
also interact with terrorism.

�Figure 1 here �

We scrutinize domestic terrorist activity for Western Europe during 1984-2003,
using time-series cross-sectional data for 15 countries. In general, we hypothe-
size that welfare policies alter the national socio-economic conditions in ways
that reduce domestic terrorist activity, implicitly stating that terrorism at least

1Several studies analyze the impact of terrorism on various economic and political factors
in Western Europe. See Gaibulloev and Sandler (2008) for a general overview of the negative
e¤ects of terrorism on economic growth in this world region. See Enders and Sandler (1996),
Abadie and Gardeazabal (2003), Fielding (2003) and Greenbaum et al. (2007) for case studies
that investigate the in�uence of terrorism on tourism, production, investment, employment
and the like in Spain, Greece, Northern Ireland and Italy. See Indridason (2008) for the e¤ect
of terrorist activity on political systems in Western Europe.
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has some material roots. The opportunity costs of violence increase when, for
instance, as a consequence of successful social policies poverty and inequality
diminish or additional economic alternatives open up. Taking up the debate
whether terrorism in fact has material roots, we also turn to a more general
description of welfare states by considering their institutional design. We argue
that certain worlds of welfare capitalism �a concept originally introduced by
Esping-Andersen (1990) �may be more successful in achieving socio-economic
security through welfare policies and should thereby be less prone to terrorism.
As our main results, we �nd that (i) higher spending in certain policy �elds
is indeed associated with a signi�cant reduction in domestic terrorist activity.
For instance, total social spending is signi�cantly and negatively correlated with
terrorist activity, indicating that the mere existence of a welfare system tends
to discourage terrorism. (ii) There are some policy �elds where more spending
does not translate into less terrorism as, for instance, spending on labor mar-
ket programs or public housing. (iii) Only moderate evidence indicates that
the di¤erent worlds of welfare capitalism are di¤erently prepared to deal with
domestic terrorism. Some �ndings indeed suggest that conservative or social-
democratic systems are less prone to terrorist activity than liberal systems. But
this evidence is not systematical. Spending �or the mere existence of a social
system �seems to be more strongly associated with a reduction in domestic ter-
rorism than the actual welfare systems�institutional design. (iv) To sum up, we
�nd ample evidence that links welfare policies with domestic terrorism. Welfare
policy activities in certain arenas seem to translate into a reduction of domestic
terrorism, presumably due to their e¤ects on the socio-economic conditions of
potential terrorists or terrorist supporters. Our �ndings are robust to a variety
of speci�cations.

The remainder of this paper is structured as follows. After this introduction, we
review existing literature on potential links between social policies and terrorism
in Section 2. In Section 3, we present the data and the empirical framework
used for our investigation. Section 4 provides the empirical results. Section 5
discusses our �ndings. In Section 6, we sum up this contribution�s �ndings.

2 Welfare Systems and Terrorism

2.1 Social Policies and Terrorism

Material Causes of Terrorism

Economic theory identi�es terrorists as rational actors who use violence as a
means to achieve certain political goals. The terrorists� calculus includes the
costs and bene�ts �and opportunity costs �arising from terrorist activity. De-
pending on the costs, bene�ts and general budget constraints linked to terrorist
activity, the actual level of terrorism is chosen (cf., e.g., Frey and Luechinger,
2003). Country-speci�c factors may in�uence the terrorists�calculus. For in-
stance, they may make recruitment more costly �for instance, because potential
terrorists can capitalize on non-violent opportunities instead �or may increase
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the payo¤s from terror when economic and political power is centralized; in ei-
ther case, the actual terrorism level is in�uenced by speci�c determinants. In this
contribution, we focus on social policy as one determinant of domestic terror-
ism. We argue that social policies and terrorism are linked via economy-related
channels. Basically, welfare policies change the socio-economic conditions of
countries favorably, so they become less vulnerable to violence that is incited by
these very conditions. In other words, social policies increase the opportunity
costs of terrorism, making non-violence more attractive. This argumentation
requires that terrorism indeed has material roots � an issue that is strongly
discussed in related literature. Before we outline potential channels of interac-
tion between social policies and terrorism, we hence �rst review some existing
evidence on possible terrorism causes.2

A variety of studies �nd that economic conditions determine terrorist activity.
Blomberg and Hess (2008a) �nd that high income and trade openness reduce the
likelihood of transnational terrorism production. A similar results is obtained
by Blomberg and Hess (2008b). When analyzing the phenomenon of domestic
terrorism, they �nd that economic success also reduces this kind of terrorist
activity. Li and Schaub (2004) investigate the e¤ect of economic integration on
transnational terrorist attacks. While they �nd no direct linkages, they nev-
ertheless argue that economic integration discourages transnational terrorism
indirectly through its positive e¤ect on economic development. Blomberg et
al. (2004) �nd that short-run and long-run economic conditions �that is, eco-
nomic growth and income levels �are important determinants of transnational
terrorist attacks. A number of further studies which also control for the e¤ect
of short-run and structural economic conditions on the production and targets
of transnational terrorism likewise �nd that economic factors matter (cf., e.g.,
Braithwaite and Li, 2007; Lai, 2007; Freytag et al., 2008).

Other studies challenge the view of strong linkages between economic factors and
terrorism. Abadie (2006) does not �nd that poverty drives terrorism but that
it is rather political factors �in particular in times of political transformation
� that in�uence terror risks. Kurrild-Klitgaard et al. (2006) also dismiss the
hypothesis that short-run as well as long-run economic factors are linked to
terrorism. Rather, they argue that political development �in terms of political
rights and civil liberties �is more closely connected with the genesis of terrorism.
Providing micro as well as macro evidence, Krueger and Maleckova (2003) take
the same line. They �nd that Palestinian terrorists are rather well-o¤ compared
to their non-violent counterparts. In a country-level analysis, they similarly
detect no relationship between poverty and terrorism, arguing that evidence on
political factors driving terrorism is more convincing. The results of Krueger and
Laitin (2008) also suggest that transnational terrorism is more likely to originate
from countries su¤ering from political repression, while economic factors matter
only to the explanation of attack decisions of transnational terrorists.

2Krieger and Meierrieks (2008) o¤er a far more comprehensive overview of potential ter-
rorism causes and related empirical evidence.
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Linkages to Terrorism

We acknowledge that there is no academic consensus on whether economic fac-
tors and terrorism share signi�cant connections. Still, for our sample � 15
Western European countries during 1984-2003 �a variety of other explanatory
approaches do not appear to be �tting. For instance, this applies to the role
of a variety of political factors �repression or state failure �as terrorism cata-
lysts. For a number of other factors, we control for accordingly in the empirical
analysis. Considering the links between social policies and terrorism, we argue
that such policies reduce terrorism by (i) promoting short-run economic per-
formance and (ii) ameliorating structural economic conditions, thus generally
curtailing and impeding extremist in�uence in societies. In the following, we
present corresponding empirical evidence before verbalizing our �rst hypothesis.

Social policies may be associated with increased economic performance, produc-
tivity and competitiveness. Harris (2002) argues that speci�c social policies �
for instance, health care, education or labor market programs �may accelerate
aggregate growth and productivity by raising national levels of human capital
accumulation or by stimulating labor market participation, innovation or invest-
ment. The �ndings of De Grauwe and Polan (2005) indicate that international
competitiveness and social security systems are correlated. That is, countries
with developed welfare systems exhibit high international competitiveness, for
example, as social systems increase national levels of human capital.

Welfare policies may also improve structural economic conditions. Förster and
Pearson (2002) show that aggregate poverty in 14 OECD countries decreased
as a consequence of social transfers. The results of Caminada and Goudswaard
(2001) indicate that income inequality in OECD countries increased with re-
trenchments in social system generosity. Harris (2002) furthermore argues that
increases in income inequality may be associated with poorer economic perfor-
mance, thus giving a further incentive for social policies. At the same time,
Alesina et al. (2004) show that life satisfaction is reduced in more unequal soci-
eties, with traditional welfare states �such as the Scandinavian ones �providing
a particularly high level of �happiness�. High levels of �happiness��as they are
�produced�by sound welfare states �should coincide with a low vulnerability to
or generation of terrorism (cf., e.g., Frey and Stutzer, 2005).

To sum up, social policies may reduce terrorist activity by increasing macro-
economic performance, hence providing additional economic opportunities; this
should reduce grievances linked to economic marginalization as economic op-
portunities accrete. In other words, the opportunity costs of terrorism should
increase, making domestic terrorism less likely. Social policies may also improve
structural economic conditions linked to poverty and income inequality; this
should lower discontent associated with economic exclusion. This again should
increase the opportunity costs of violence. With social policies at work, poten-
tial terrorists and terrorist supporters have more to lose. Regarding both kinds
of transaction channels, we implicitly argue with the idea that terrorism is at
least partially driven by material causes. By swaying the material conditions of
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societies in favorable ways, welfare policies should reduce extremist in�uence in
societies, given their e¤ects on the opportunity cost considerations of potential
terrorists and terrorist supporters.

Hypothesis (H1): Increased social spending and welfare policies, inter alia,
increase economic performance, augment socio-economic conditions and sup-
ply citizens with increased economic opportunities. By this means, terrorist
actions becomes less likely, given that � ceteris paribus � the opportunity
costs of terrorism increase.

2.2 Worlds of Welfare Capitalism and Terrorism

The Worlds of Welfare Capitalism

Previously, we highlighted the role of social policies �in a more material sense
�in reducing incentives for political violence. We now focus on the typology or
design of welfare states. Welfare regimes may di¤er in terms of, for instance,
the rules of access to the system, the conditions under which one receives social
support, the role of the state, the role of the market and so forth. These rules and
conditions determine a general welfare state philosophy which is not necessarily
related to material aspects but instead focuses on questions of, for instance,
social inclusion or solidarity between societal groups. Basically, we hypothesize
that certain kinds of welfare regimes are more successful in reaching their policy
goals, and thus in harnessing the terror-dampening e¤ects of welfare policies.
In order to investigate the nexus between terrorism and this speci�c view on the
welfare state, we �rst consider di¤erent kinds of welfare regimes, building on the
concept of Esping-Andersen (1990) who o¤ers a classi�cation of welfare states,
taking into account cross-country di¤erences of social systems. He argues that
in advanced economies �ideal�worlds of welfare capitalism exist which di¤er with
respect to two fundamental dimensions: decommodi�cation and social strati�-
cation.3 Although not exempted from criticism, the typology of welfare states
by Esping-Andersen (1990) allows for the di¤erentiation of welfare regimes along
these two dimensions.4 Esping-Andersen (1990) identi�es three �ideal�worlds
of welfare capitalism for Western Europe, namely the liberal, corporatist and
social-democratic ones.

The liberal type of welfare capitalism emphasizes the importance of the individ-
ual and of the market, whereas the role of the state is belittled as a consequence

3Decommodifaction refers to the degree to which a citizen is dependent on the labor market
to keep up a certain standard of living. In social systems that o¤er generous welfare services,
the degree of market dependence is smaller than in systems that o¤er only minimum com-
pensations, and thus their degree of decommodi�cation is higher. Strati�cation refers to the
societal structuring fostered by welfare policies. Social policies may aim at conserving a soci-
ety�s status quo, at unleashing societal potential for individual success, or at overcoming class
cleavages. Consequently, social systems may rely on narrow or broad solidarities, depending
on which concept is more �tting to underlying ideas of social structuring.

4We refer to the excellent survey of Arts and Gelissen (2002) for a broader discussion of
the classi�cation of welfare regimes, of related literature and extensions, of criticism and the
like.
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of an anti-state bias rooted in �weak state�traditions. In a liberal system, the
level of decommodi�cation is low, for instance, as insurances are often priva-
tized. The primacy of the market usually leads to a social strati�cation where a
minority is dependent on low levels of state bene�ts, while a majority can a¤ord
private insurance schemes. That is, high inequality and social cleavages may be
prominent in liberal systems. The United Kingdom is a prototype in the liberal
world of welfare capitalism.

Corporatist or conservative welfare systems are usually operated by �strong
states� and exhibit moderate levels of decommodi�cation. Bene�t recipients
may maintain their level of income for some time, where bene�ts usually in-
crease with previous contributions to the system. With respect to social strat-
i�cation, such welfare regimes tend to preserve a �natural�order, for instance,
with respect to the role of the family or of women in society. Germany or France
are prototypes in the corporatist world of welfare capitalism.

Social-democratic welfare regimes are often rooted in countries with traditions
of leftist governments. The level of decommodi�cation is high, as such regimes
are universalistic and highly redistributive. The impact of the market and of
private insurance is rather marginal. With respect to social strati�cation, social-
democratic systems aim at overcoming social cleavages, and at promoting the
ideas of universality and broad solidarity. The Scandinavian countries are pro-
totypes of the social-democratic system.

Related to the idea of di¤erent worlds of welfare capitalism is the paradox of
redistribution (cf., e.g., Korpi and Palme, 1998; Conde-Ruiz and Profeta, 2007;
Lefèbvre, 2007). It states that the more a welfare state is concerned with cre-
ating equality via equal public transfers to all, the less likely it is to reduce
poverty and inequality. Welfare states which redistribute larger amounts of
money through earnings-related bene�ts may create more unequal income dis-
tribution but are more successful in reducing poverty. Earnings-related transfers
are a typical feature of corporatist welfare states, while equal transfers are more
common in liberal (at a low level) and social-democratic (at a high level) welfare
states.5

Linkages to Terrorism

The links between welfare regimes and terrorism are related to previous discus-
sions. That is, when implementing certain social policies, all welfare regimes are
potentially able to bene�t from terror-reducing e¤ects as described beforehand
� for instance, as social policies mitigate poverty, they also mitigate terrorist
support by increasing the opportunity costs of terrorism. Still, di¤erent wel-
fare regimes may experience di¤erent degrees of social policy success. Basically,
we hypothesize that some worlds of welfare capitalism are able to reach policy
goals linked to terrorism reduction more successfully than others. These policy
goals include, on the one hand, the corresponding manipulation of economic

5 In the literature, the terms Beveridgean and Bismarckian welfare systems are often used
for �at bene�t and earnings-related bene�t, respectively, welfare systems.
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variables �for instance, poverty reduction (notice the relation to the paradox of
redistribution), economic mobilization and so forth �which feed through to a
reduction of terrorism. On the other hand, more general political goals �such
as solidarity and social inclusion �may also be reached with di¤erent success.
It should be noted these variables are often interlinked �for instance, Scandina-
vian countries are usually assumed to exhibit a high level of solidarity but have
at the same time large welfare states �and cannot be separated easily, partly
due to the problem of measuring hard-to-de�ne concepts such as solidarity. It
nevertheless appears reasonable to assume that any type of policy success drives
up the price of terrorism. We present some corresponding empirical evidence in
the following and verbalize a second hypothesis accordingly.

The studies of Green et al. (1994) and Scruggs and Allan (2006) show that more
generous welfare regimes are more successful in diminishing absolute poverty and
income inequality, respectively. Korpi and Palme (1998) indicate that welfare
systems with earnings-related bene�ts are particularly successful in reducing
poverty, at least in comparison to typical liberal welfare states.6 By trend,
these results suggest that social-democratic or corporatist welfare regimes are
more capable than liberal ones of changing unfavorable economic structures that
may be related to political violence.

With respect to economic performance, there is some discussion whether more
liberal welfare systems may experience more economic success by means of more
e¢ cient markets and a better adjustment to global competition. Here, the re-
sults of Bernard and Boucher (2007) show that there is no evidence for such a hy-
pothesis. Their results suggest that di¤erent welfare regimes adapt to economic
changes in di¤erent ways, where there is no system particularly outperforming
the others with respect to competitiveness or short-run economic performance.
While there is no precise empirical evidence on the relationship of extremism,
social con�ict and di¤erent welfare regimes, we can take the �ndings of Tsak-
loglou and Papadopoulos (2002) as a starting point of such a discussion. They
�nd that social exclusion � in the sense of �chronic cumulative disadvantages�
linked to income, living conditions, social relations or so forth � is associated
with underlying welfare regimes. That is, the risk of social exclusion is higher
in liberal countries than in corporatist ones, whereas the risk of social exclusion
is lowest in social-democratic ones. By trend, this suggests that more univer-
salistic and generous welfare regimes are able to e¤ectively counter not only
economic but also social marginalization. In consequence, we may hypothesize
that the in�uence of extremist in�uence and the emergence of social cleavages �
as possible root causes of terrorism �should be less pronounced in such welfare
regimes that are able to accomplish societal balancing.

Hypothesis (H2): Terrorism is, inter alia, linked to socio-economic marginal-
6The explanation for this observation is that in Bismarckian (earnings-related) welfare

systems both the poor and the middle class bene�t from redistribution and therefore politically
support large systems in absolute terms. This allows for more generous bene�ts towards
the poor compared to a small-size Beveridgean system where the middle class itself has to
contribute to (�at) transfers to the poor, clearly reducing political support for substantial
transfers.
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ization. The social-democratic and corporatist welfare worlds are more ca-
pable of reducing social � or at least socio-economic � exclusion than the
liberal one. Welfare regime generosity parallels with a reduction in terrorist
activity because of its e¤ect on the opportunity costs of terrorism.

3 Econometric Methodology

3.1 Variables and Data

Dependent Variables

We indicate terrorist activity by two measures. The frequency of terrorism is
measured by the total number of domestic terrorist attacks. The intensity of
terrorism is indicated by the sum of people injured or killed in domestic terrorist
attacks. Both variables are event counts. We obtain information on terrorist ac-
tivity from the Terrorism in Western Europe: Events Data (TWEED) dataset.
From the 18 countries for which TWEED provides information, we choose the
15 Western European countries which actually experienced noticeable terrorist
activity during our observation period of 1984-2003.7

Independent Variables

To test our hypotheses of signi�cant in�uences of welfare policies and welfare
systems on domestic terrorism, we employ a variety of measures which come
from two main categories. First, we use social expenditure proxies. Second, we
utilize indicators that characterize the design of welfare systems and thus their
a¢ liation with the broad worlds of welfare capitalism clusters. Comprehensive
information on all our independent variables is given in the appendix.

With respect to social spending, our overall measure is total social public ex-
penditure (SOCEXP). As we have argued earlier that we expect welfare policies
to interact with terrorism through economy-related channels, we choose cor-
responding proxies that account for related welfare policy �elds. We consider
spending variables for the three main pillars of the welfare state, i.e. for pub-
lic health (HEALTH ), unemployment (UNEMP) and old age (OLD). In line
with our �rst main hypothesis, we expect higher spending to generally coincide
with decreases in domestic terrorism, for instance, by means of increased eco-
nomic security or participation, or augmented social stability and satisfaction.
When we control for robustness, we check for the impact of further expenditure
variables that play a less important role in most welfare systems or that are
complements to the three main expenditure indicators. These variables should
be less strongly linked to potential terrorists�living conditions and should thus
be less likely linked to violence propensity. We incorporate public expenditure

7The countries included in our sample are: Austria, Belgium, Denmark, France, Germany
(includes only information for West Germany prior to 1990), Ireland, Italy, the Netherlands,
Norway, Portugal, Spain, Sweden, Switzerland and the United Kingdom (includes information
for Northern Ireland).
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on survivors (SURV ), spending on the active labor market programs (LABOR),
the family (FAMILY ) and on housing (HOUSE ).

With respect to measures for welfare state design, we �rst employ three sim-
ple dummy variables to account for the liberal (LIB), conservative (CONS )
and social-democratic (SOC ) worlds of welfare capitalism which are based on
Esping-Andersen�s (1990) original classi�cation. These dummies are of a purely
qualitative nature. Further indicators include elements of welfare state generos-
ity as well. Acknowledging that welfare states may be designed as to account
for both an intragenerational and intergenerational perspective, we describe the
design of welfare states along these lines by considering their e¤ect on income
distributions. The so-called Bismarckian factor (BISM ) measures redistribu-
tion between individuals of the same generation by dividing bene�ts into a �at
and into an earnings-related component. A high Bismarckian factor stands for
a strong earnings-related component and thus a low degree of intragenerational
redistribution; this may lead to sustained income inequality because poverty
during working life transfers into poverty during unemployment, retirement and
sickness. However, a high Bismarckian factor is usually connected with a large
welfare system in absolute terms as it is typical for corporatist welfare states (cf.
Krieger and Traub, 2008). According to the paradox of redistribution, poverty
may be reduced more e¤ectively under this regime. Thus, we expect it to be
associated with less terrorism, as such a system may be linked to less economic
insecurity or more social satisfaction, at least in comparison to a liberal regime.8

One possible measure of intergenerational redistribution is the replacement rate
for pensions (PENSREP). In general, replacement rates are one of the most
often used proxy for describing the worlds of welfare capitalism. Replacement
rates are �gures which indicate of the level of well-being that is made up for
by insurance when labor market participation �in the event of unemployment,
sickness or old age � is interrupted. Higher replacement rates coincide with
higher degrees of decommodi�cation, in particular with respect to unemploy-
ment replacement rates. Replacement rates are high in social-democratic and
corporatist countries, and rather low in liberal systems. In our analysis we will
therefore make use of the replacement rates for sickness (SICKREP), unemploy-
ment (UNEMPREP) and pensions. In line with our second main hypothesis, we
expect a negative relationship between replacement rates �as proxies for welfare
state design and generosity �and terrorism, as more generous regimes should
be more successful in discouraging political violence by means of countering
economic or social disenfranchisement.

Controls

Terrorist activity may also be in�uenced by a variety of other factors. We
take such considerations into account by choosing several control variables that

8 It should be noted that our measure of the Bismarckian factor is based on data for pension
systems only, hence, we have to control for intergenerational redistribution as well, that is,
the importance of transfers between generations. Many transfers have an intergenerational
aspect such as pensions, long-term care or health.
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account for economic, political, demographic and systemic factors. Additional
information on all of these proxies is given in the appendix.

A number of studies �nd that higher income deters the production of terrorism
(cf., e.g., Lai, 2007; Blomberg and Hess, 2008b). Higher per capita income
should make it more costly for terrorists to recruit troops or �nd support, given
that the opportunity costs of violence are comparatively high. We therefore
include real GDP per capita as a �rst control.9 Further empirical �ndings also
show that a better quality of economic institutions also discourages terrorism
production (cf., e.g. Basuchoudhary and Shughart, 2007; Freytag et al., 2008).
We include a measure for economic freedom in our analysis, where higher levels
of freedom should mean more economic opportunities for individuals and thus
less violence.

Political factors may also in�uence terrorism patterns. Burgoon (2006) argues
that the presence of left-wing governments should make terrorism less likely,
as left-wing parties are argued to represent disenfranchised social groups more
strongly. When such groups are able to enforce their goals � for instance, a
redistribution of wealth �politically, they should resort less to violence. There-
fore, we include a variable to account for left-wing governments. The strength of
the state to counter terrorism may also act on terrorist activity. More capable
governments may be able to drive down terrorism by making it more costly. We
include a measure for the institutional quality of law enforcement to capture
this idea.

Demographic factors may also matter. We take into account population size
because it is almost always found to be positively associated with terrorism in
empirical analyses (cf., e.g., Krueger and Maleckova, 2003; Li and Schaub, 2004;
Burgoon, 2006; Lai, 2007). Larger populations should, for instance, make mon-
itoring for governments more expensive, while making recruitment for terrorist
groups less costly. We also control for the e¤ects of ethnic polarization. As
Montalvo and Reynal-Querol (2005) show, ethnic polarization increases the risk
of con�ict. Similarly, Basuchoudhary and Shughart (2007) argue that identity
con�ict �which is linked to ethnic polarization � leads to terrorism. Higher
ethnic polarization may coincide, for instance, with an increased likelihood of
social and economic exclusion or of struggles over rents, thus increasing the risk
of terrorism.

Lastly, we also control for a major systemic change that occurred during our
observation period of 1984-2003, namely the end of the Cold War. We expect
a positive in�uence of our Cold War variable on domestic terrorism. A number
of studies �nds that the dynamics of terrorism have changed since the end of
the Cold War in the early 1990s (cf., e.g., Robison et al., 2006; Basuchoudhary
and Shughart, 2007). For instance, left-wing groups may �nd harder to recruit
troops, given the collapse of Communism, driving down related risks of terrorist
activity.

9One may expect GDP per capita and welfare spending to be strongly correlated. Tests
on collinearity �reported later �proved otherwise, so we include this measure in our analysis.
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3.2 Estimation Model

Our analysis is done within a panel context, thereby dissociating from previous
studies on the determinants of terrorism which often relied on cross-sectional
approaches. We are able to capitalize on both cross-sectional information which
re�ects di¤erences between countries and time-series information which re�ects
dynamics within countries over time. As summarized by Baltagi and Raj (1992),
panel analyses, amongst others, allow for a better control of heterogeneity ef-
fects, reduce problems of collinearity and deliver more e¢ cient econometric es-
timations.

The dependent variables of our model are count variables which assume only
discrete, non-negative values. Standard regression models need the dependent
variable to be continuous and random. Our dependent variables violate this
requirement, thereby making standard panel-based analysis not feasible. We
hence employ a count model. As summarized by Winkelmann and Zimmermann
(1995) and Greene (2007), such count models may take various forms, depending
on the underlying distributions describing the counting process. The variances of
our dependent variables are larger than their respective means, as it can be seen
from the summary statistics in Table 1. Because of this so-called overdispersion,
we employ a Negative Binomial count model instead which does not su¤er from
ine¢ ciency problems which may result from overdispersion.10

�Table 1 here �

We employ a non zero-in�ated negative binomial model for our analysis of the
welfare policy-terrorism nexus, utilizing cross-sectional time-series data for 15
Western European countries during 1984-2003. We use �xed e¤ects.11 The
equation of the model is as follows:

Terrorjit = �i + �1SOCji;t�1 + �
0

2Xi;t�1 + �t + �it (1)

where Terrorjit is the j th terrorism indicator for country i in period t, and
SOCit is our j th welfare policy measure for country i in period t-1. Xi;t�1 is
the vector of control variables for i in the (t-1) lagged form. �1 and �2 are
coe¢ cients, �t are the �xed time e¤ects, and �it is the error term. We let both
the independent variable and control variables enter the model with (t-1) lagged
values as we assume that any changes in these parameters should a¤ect terrorist
behavior only after some time.
10We may need to take into account the possibility of excess zeros in our sample which

may be the actual cause of overdispersion . Zero in�ation can cause e¢ ciency problems if not
accounted for. Burgoon (2006) argues that zero in�ation in the context of terrorism analysis
may occur because of systematic di¤erences in the likelihood and causes of terrorist activity.
Additionally, zero in�ation may be a consequence of under-reporting biases of terrorist activity
in countries with low levels of press freedom. Given our data sample for Western Europe during
1984-2003, we see no reason for assuming the existence of systematic di¤erences in terrorist
activity across countries or of any substantial under-reporting bias. On these grounds, we do
not see the necessity to correct for zero in�ation.
11As reported later, our results do not change systematically when employing random in-

stead of �xed e¤ects in our estimations.
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4 Empirical Results

4.1 Main Findings

Welfare Expenditures and Terrorism

We �rst consider the connections between social spending and the number of
terrorist attacks. Here, we �nd that total social expenditure and health expen-
diture signi�cantly reduce the number of terrorist attacks; spending on unem-
ployment and on old age is not found to diminish the frequency of domestic
terrorism. Our �ndings thus o¤er some support for our �rst main hypothesis
that links increased social spending to a reduction of terrorism. Interestingly,
however, the impact of social spending for unemployment �which should be
solidly linked to terrorism if it has a material basis �on the frequency of ter-
rorism is not very strong; still, the estimator has the expected sign. Perhaps
the long-run dynamics of the welfare policy-terrorism nexus �for instance, the
build-up of human capital or social satisfaction through public health expen-
ditures � are more important than its short-run ones. The important role of
health spending is con�rmed when we run our regression with all three spend-
ing variables simultaneously, where only the health variable have a signi�cantly
negative e¤ect on terrorism.

Turning now to the ferocity of domestic terrorism, our results for total social
expenditure and health spending are con�rmed as we detect a signi�cant and
negative association between them and the number of victims from domestic
terrorism. In contrast to our former �ndings, we now also �nd a statistically
signi�cant e¤ect of both unemployment expenditures and old age spending on
terrorism, so such spending also reduces terrorist violence. When running the
regression with all three variables simultaneously, only unemployment exhibits
a signi�cant and negative relationship with terrorist violence. When we change
our dependent variable, we again �nd support for our �rst main hypothesis.
That is, there is evidence that increased welfare spending in the most relevant
policy �elds is linked to a signi�cant reduction in terrorist violence. We ar-
gue that this mechanism most likely works through a positive e¤ect of welfare
policies on the socio-economic basis of targeted countries.

Considering our results for the controls, we �nd a consistent negative relation-
ship between per capita income and the frequency and ferocity of domestic
terrorism. A strong and positive association is found between population size
and terrorism, as well as between ethnic polarization and terrorism. More ter-
rorist attacks appear to have happened during the Cold War era, while this age
does not matter to the explanation of terrorist violence. Economic freedom as
an institutional factor is only very weakly associated with a reduction in do-
mestic terrorism, just as the rule of law or left party power. Overall, economic
and demographic factors appear to be more important for explaining terrorist
dynamics in the region than institutional or political ones.

�Table 2 here �
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Welfare System Design and Terrorism

We now consider the interactions between welfare system design and generosity
on the one hand and domestic terrorism on the other hand. First, we consider
the e¤ect of di¤erent welfare state regimes on the number of attacks. Our re-
sults for the world of welfare capitalism dummy variables �reported in Table 3 �
show weak evidence that all welfare states tend to reduce terrorism at di¤erent
degrees, although only the dummy for corporatist welfare states is statistically
signi�cant; the latter e¤ect may indicate that the paradox of redistribution is
valid. This �nding is supported by the fact that the Bismarckian factor alone
has a strong negative e¤ect on terrorism. However, this e¤ect may be due to
the greater size of the respective countries�welfare systems. As a robustness
check, we hence control for total spending expenditures and the pension replace-
ment rate as a measure for intergenerational redistribution. We again detect a
signi�cant negative e¤ect of the Bismarckian factor on the dependent variable.
Measures of generosity or intergenerational redistribution, respectively, do not
seem to matter.12 This picture changes when considering the ferocity of ter-
rorism as a dependent variable. Here, the Bismarckian factor is insigni�cant.
When we combine the Bismarckian factor with total spending and pension re-
placement rate in one estimation,we show that only the spending variable yields
signi�cant results. The measures of redistributiveness � both intra- and in-
tergenerational � are insigni�cant. Both �ndings give partial support for our
second hypothesis. While welfare system design matters, it cannot be separated
from the aspect of welfare state generosity. Again, there is some support for
the idea that liberal welfare regimes are more prone to to terrorism than social
democratic or corporatist regimes.

Our results are generally less convincing when considering the ferocity of do-
mestic terrorism. Neither of our dummy variables has a signi�cant e¤ect on
domestic terrorist violence. For the Bismarckian factor �as indicated above �
we �nd negative but insigni�cant relationships with domestic terrorist violence.
When interchanging the dependent variable, we �nd little support for our sec-
ond main hypothesis that links welfare regime design and generosity to terrorist
activity. That is, terrorist violence does not seem to be discouraged by more
solidly and generous welfare systems. We do not �nd strong evidence that any
world of welfare capitalism is particularly immune to terrorist violence. Given
that the e¤ects on terrorist attacks are more pronounced than the e¤ects on
violence in general, we may conclude that the design of a welfare state helps to
provide a more positive environment which promotes solidarity and reduces the
frequency of terrorist attacks. However, if terrorist activity takes place at all, it
tends to be of the same severity �in terms of victims �regardless of the type
of welfare state.

�Table 3 here �

Turning next to replacement rates alone as indicators for welfare state generos-

12Note that multicollinearity between the considered variables does not play a role.

14



ity, our results show that a higher unemployment replacement rate is strongly
associated with a decrease in the number of terrorist attacks. The results for
the sickness and pension replacement rates indicate the same direction of in-
�uence but without statistical signi�cance. Our �ndings thus in general o¤er
moderate support for our second main hypothesis, as more generous welfare
systems � indicated by higher replacement rates or Bismarckian factors �are
less often targeted by domestic terrorism. Presumably, more generous systems
are more successful in improving the social and socio-economic conditions which
may have otherwise promoted terrorist activity. This means that the conserva-
tive and social-democratic worlds of welfare capitalism should be somewhat less
prone to domestic terrorism.

Our results considering the ferocity of domestic terrorism show that only higher
sickness replacement rates signi�cantly reduce the number of terrorism victims.
For the unemployment replacement rate, we �nd negative but insigni�cant rela-
tionships with domestic terrorist violence. For the pension replacement rate, we
even �nd a positive and insigni�cant relation. That is, when we interchange our
dependent variable, we only �nd little support for our second main hypothesis
that links welfare regime design and generosity to terrorist activity. Violent
terrorist activity does not seem to be discouraged by more solidly and generous
welfare systems in particular. That is, we again do not �nd substantial evidence
that any world of welfare capitalism is particularly resistant to the phenomenon
of terrorist violence.

�Table 4 here �

Lastly, we also have a brief look on the general results for the controls. We
again detect a robust positive impact of population size on domestic terrorism.
There is also �in comparison to our previous estimation �a negative e¤ect of
per capita income and a positive e¤ect of ethnic polarization on terrorism; still,
for both variables the in�uences is generally less pronounced. Our Cold War
dummy and our variable accounting for the e¢ ciency of the rule of law are now
only signi�cant in a very few speci�cations, where their respective signs are as
expected. We do not �nd evidence that the level of economic freedom or left
party power are consistently linked to terrorism dynamics in Western Europe,
once we control for welfare state design and generosity and the other factors.
Again, our evidence generally indicates that economic and demographic factors
matter more to terrorism than institutional and political ones.

4.2 Robustness

We undertake some robustness checks. First, we use a number of further proxies
accounting for welfare expenditures in certain policy arenas. Second, we include
several additional control variables into our estimations in order to avoid biases
resulting from omitted variables. Here, we refer to our introductory discussion
on the complexity of terrorism causes. Third, we alter our econometric approach
in order to see if our estimation results are sensitive to methodological changes.
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First, we employ a number of additional welfare expenditure variables. As
described earlier, we use expenditure proxies for survivors, active labor mar-
ket programs, family and public housing. Table 4 reports the results. Public
spending on survivors discourages both the frequency and ferocity of domestic
terrorism. Family expenditures share a signi�cant correlation with the number
of terrorist attacks. Neither spending on active labor market programs nor on
public housing is substantially correlated with either terrorism indicator. Our
�ndings indicate that spending on policy �elds beyond the �classical�branches
of the welfare state �which presumably are not that closely linked to the �usual
terrorist��may nevertheless discourage terrorist activity, albeit not stringently.
There seems to be a general dampening e¤ect of social policies on terrorist ac-
tivity, for instance, as economic and social satisfaction are augmented. Still, in
line with our previous discussion this e¤ect does not seem to be as strong and
stable as the e¤ect of the other social policies analyzed beforehand, the excep-
tion being survivor bene�ts. These may be interpreted as a sign of a state�s
strength as it show its care for survivors including those su¤ering from the loss
of relatives due to terrorist attacks.

With respect to the controls, Table 4 con�rms some earlier results, showing that
income is a negative determinant of domestic terrorism, whereas population size
and ethnic polarization are consistent positive ones; some connection between
domestic terrorism and the Cold War era and institutional quality can also be
recognized, while economic freedom and left party power do not contribute to
the explanation of the terrorism phenomenon.

�Table 5 here �

We also consider a variety of further control variables, where we refer to the
overview of Krieger and Meierrieks (2008) for an in-depth discussion of the
respective theoretical and empirical background for each variable. In detail,
we check for: (i) democratic accountability, indicated by a rescaled index from
ICRG (2006), as some scholars argue that regime characteristics may attract
or distract terrorist activity; (ii) government fractionalization, measured by an
index from Beck et al. (2001) which should measure the integrative appeal of
and cleavages in societies which may drive terrorism; (iii) urbanization, measured
as the percentage of the total population that lives in urban areas from World
Bank (2006) because more urban areas may potentially attract more terrorist
strikes; and (iv) the share of population over 65, indicated with data from World
Bank (2006), as an aging population may lead to increased social spending as
well as less terrorist activity.13

Generally, our previously reported results do not change. That is, we do not
�nd convincing evidence that the composition of the democratic systems and
governments in Western Europe �as further political factors � independently
drive terrorism. Our results also do not indicate that more urbanized countries
are more prone to terrorism. We �nd a weak and negative correlation between

13This variable is also in line with our discussion of intra- vs. intergenerational redistribu-
tion, as it may be used as a proxy for the extent of intergenerational transfers.
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national age structures and terrorism �so older societies experience less terror-
ism �but this additional correlation does not alter our former �ndings on the
welfare policy-terrorism nexus.

Lastly, we also consider two methodological changes: (i) We switch from �xed to
random e¤ects models.14 (ii) We also use year dummies and a lagged terrorism
indicator to account for potential trending e¤ects and serial correlation that
may plague time-series cross-sectional analyses. Again, our previously reported
results do not change systematically. To the contrary, when we use random
e¤ects, evidence for the welfare policy-terrorism nexus becomes stronger. For
instance, we now also �nd that public expenditure on unemployment and active
labor market programs discourages terrorist attacks signi�cantly. Also, the
unemployment replacement rate is negatively correlated with terrorist attacks
when using random e¤ects. Considering our results on the controls, we also do
not detect any systematic shift; at best, the impact of per capita income on
terrorism becomes somewhat less pronounced.

5 Discussion

Policy Implications

From our empirical �ndings, we can deduce several policy implications. (i) So-
cial spending �in particular, when it is associated with certain policy �elds �
has a discouraging e¤ect on domestic terrorism. Thus, policy makers should
carefully consider social welfare reforms or social system retrenchments that
especially focus on these policy �elds. Here, they should weigh considerations
of, for instance, potential international competitive or �scal pressures against
a decrease in security that may accompany social cutbacks. (ii) Social spend-
ing seems to be more important than the design of welfare regimes, as we do
not �nd that any world of welfare capitalism truly trumps the others, although
liberal welfare states seem to lag behind somewhat. That is, the existence of a
social system �or perhaps a threshold of social security �matters more than
the institutionalization of this very system. (iii) In a more general sense, our
analysis sides with other contributions that emphasize the importance of rais-
ing the opportunity costs to terrorists instead of relying on �hard�strategies like
deterrence or retaliation (cf., e.g. Frey and Luechinger, 2003). In connection
to our analysis, this means that by o¤ering better access to economic success
and opportunity and by fostering solidarity within a society via welfare policies,
terrorist activity should become less attractive, for instance, because recruit-
ment is aggravated, a process theoretically discussed by Faria and Arce (2005).
(iv) Considering our results for the controls, we �nd that other factors also
matter to the explanation of terrorism. In particular, population dynamics �
population size and ethnic polarization �are of importance. Policies that aim
at easing related demographic problems may thus also be successful in scaling
down domestic terrorism in Western Europe.

14A systematic application of the Hausman test is not possible due to our small sample size.

17



Caveats

Some caveats may be brought forward with respect to our analysis. (i) Our em-
pirical analysis is limited to Western Europe. It is unclear whether other world
regions can similarly bene�t from a potential welfare policy-terrorism nexus.
Other world regions may not exhibit such mature welfare regimes as Western
Europe does. Furthermore, non-material causes of terrorism �for instance, po-
litical instability, repression and so forth �may matter more strongly in other
world regions, so the e¤ects of social policies on terrorism may not be that
prominent. (ii) We focus only on domestic terrorism. Transnational terrorism �
in particular, when it originates from outside Western Europe �should generally
be less responsive to benevolent social policies due to its weaker anchoring in the
welfare systems it targets (cf. Crenshaw et al., 2007). Furthermore, as suggested
by Siqueira and Sandler (2006), state sponsorship and terror franchising �as
prominent dimensions of a globalization of terrorism �may also make terrorist
organizations less dependent on the socio-economic conditions of the countries
they attack, and thus less sensitive to the e¤ects of welfare policies. When
terrorism internationalizes, the terrorism-dampening e¤ect of welfare policies
may generally su¤er. (iii) Newer forms of terrorism may also be problematic.
Religiously motivated terrorists who are increasingly active in Western Europe
may be less responsive to social measures. As argued by Bernholz (2006), such
terrorists are driven by the belief in the superiority of their world view. The
possibilities of changing their minds by means of welfare policies are clearly
limited �in fact, Crenshaw et al. (2007) provide �rst empirical evidence that
international terrorism driven by religious world views is unlikely to be a¤ected
by welfare means. Also, extremist world views coincide with extreme forms of
violence, in particular with suicide terrorism (cf. Wintrobe, 2006). It appears
to be much more di¢ cult to discourage terrorists who are willing to give their
life for their cause from committing suicide terrorism by classical welfare policy.

In the light of these caveats, we do not want to over-generalize our �ndings due
to a lack of transferability to other world regions, the additional repercussions of
transnational terrorism and potential new waves of domestic and transnational
terrorism that are less responsive to welfare policy-terrorism mechanics looming
in the near future. That is, while we provide evidence for the existence of a
welfare policy-terrorism nexus and deduce corresponding policy advice, we still
acknowledge potential limitations of our analytical approach.

6 Conclusion

In this contribution, we argued that welfare policies alter national social and
socio-economic conditions in ways that reduce domestic terrorist activity. The
opportunity costs of violence increase when, for instance, as a consequence of
successful social policies poverty and inequality diminish, additional economic
alternatives open up or solidarity within society is fostered. We also argued
that certain worlds of welfare capitalism should be more successful in achieving
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social cohesion and socio-economic security through welfare policies and should
thereby be less prone to terrorism. We empirically tested our hypotheses on
links between welfare spending, welfare systems and domestic terrorism for 15
Western European countries during 1984-2003.

As our main results, we found that (i) higher spending in certain policy �elds
is indeed associated with a signi�cant reduction in domestic terrorist activity.
This in particular applies to spending on health, unemployment, survivors and
�to a lesser degree �old age. Total social spending is also negatively correlated
with terrorist activity in statistically signi�cant ways, indicating that the mere
existence of a welfare system also discourages terrorism. (ii) There are also
policy �elds where more spending does not translate into less terrorism as, for
instance, spending on labor market programs or public housing. (iii) Only
moderate evidence indicates that the di¤erent worlds of welfare capitalism are
di¤erently prepared to deal with domestic terrorism. Some evidence indeed
suggests that more generous systems � some of them having a low degree of
intragenerational redistributiveness in a Bismarckian sense such that there is
support for the paradox of redistribution �face less terrorism, so conservative or
social-democratic systems are less prone to terrorist activity. But this evidence
is not systematical. Spending � or the mere existence of a social system �
seems to be more strongly associated with a reduction in domestic terrorism
than the actual welfare systems�institutional design. (iv) In general, we found
ample evidence that links welfare policies with domestic terrorism. Welfare
policy activities in certain arenas indeed seem to translate into a reduction of
domestic terrorism, presumably due to their e¤ects on the social and socio-
economic conditions of potential terrorists or terrorist supporters. Our �ndings
are robust to a variety of speci�cations.

As our main policy advice, we argued that welfare systems may be helpful
tools in raising the opportunity costs of terrorism. Welfare state retrenchments
should be considered with caution because they may lead to more domestic
terrorism, in particular when related policies � for instance, cuts in spending
�bring about deteriorating socio-economic conditions. A trade-o¤ may exist
between the positive e¤ects of welfare state retrenchments �for example, �scal
stabilization �and its negative ones which may become manifest in less socio-
economic security.

With this contribution, we added to the discussion on a potential welfare policy-
terrorism nexus started by Burgoon (2006) and Crenshaw et al. (2007). We also
focussed on potential di¤erences in the interaction between the three worlds of
welfare capitalism and domestic terrorism. In general, we found ample support
for the hypotheses that suggest a strong and negative interdependency between
welfare policies and domestic terrorism in Western Europe during 1984-2003.
Still, welfare policies do not necessarily need to discourage the threat of new
waves of internationalized or identity-driven terrorism which Western Europe
may have to face in the future. In the past, Western Europe mainly su¤ered from
waves of domestic left-wing and ethnic-nationalistic terrorism (cf. Shughart,
2006; Engene, 2007). Given the results of our contribution, welfare policies
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appear to be useful tools in combating these forms of domestic terrorism in
particular.
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Appendix A. Independent Variables

Total Social Public Expenditure � Description: Broad expenditure measure on
publicly �nanced health and social protection, for instance, on unemployment,
sickness or so forth. Notes: For information on missing values, see OECD
(2007). Source: OECD (2007). Unit : Expenditure to GDP, logged.

Public Health Expenditure � Description: Measures public spending on in- and
out-patient care, medical goods or so forth. Proxy for the volume of welfare
policies to total economic activity Notes: For information on missing values,
see OECD (2007). Source: OECD (2007). Unit : Expenditure to GDP, logged.

Unemployment Bene�ts � Description: Indicates cash expenditure unemploy-
ment compensation and so forth. Notes: For information on missing values,
see OECD (2007). Source: OECD (2007). Unit : Expenditure to GDP, logged,
where unity is added to even series.

Active Labor Market Programs � Description: Measures public spending on
employment services, youth training or so forth. Notes: For information on
missing values, see OECD (2007). Source: OECD (2007). Unit : Expenditure
to GDP, logged, where unity is added to even series.

Old Age Spending � Description: Indicates spending on pensions, residential
services or so forth. Notes: For information on missing values, see OECD (2007).
Source: OECD (2007). Unit : Expenditure to GDP, logged.

Survivor Expenditures � Description: Indicates spending on survivor pensions
or so forth. Notes: For information on missing values, see OECD (2007). Source:
OECD (2007). Unit : Expenditure to GDP, logged, where unity is added to even
series.

Family Expenditure � Description: Proxy for spending on childcare support,
sole parent payments or so forth. Notes: For information on missing values,
see OECD (2007). Source: OECD (2007). Unit : Expenditure to GDP, logged,
where unity is added to even series.

Public Housing � Description: Measures public expenditure on housing al-
lowances and so forth. Notes: For information on missing values, see OECD
(2007). Source: OECD (2007). Unit : Expenditure to GDP, logged, where unity
is added to even series.

Bismarckian Factor � Description: Measures the design of national pension
systems. Divides pension bene�ts into a �at, or minimum pension, and into
an earnings-related component. High Bismarckian factors coincide with high
generosity, so the degree of intragenerational redistribution is small Source:
Krieger and Traub (2008). Unit : Index, average for 1984-2003.

Sickness Replacement Rate � Description: Indicates welfare regime generosity
with respect to short-term illness. Notes: For missing values, see Scruggs (2004).
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Source: Scruggs (2004). Unit : Ratio of net insurance bene�t for general short-
term illness.

Unemployment Replacement Rate � Description: Indicates welfare regime gen-
erosity with respect to unemployment. Notes: For missing values, see Scruggs
(2004). Source: Scruggs (2004). Unit : Ratio of net unemployment insurance
bene�t to net income for an unmarried person earning the average production
worker wage.

Pension Replacement Rate � Description: Indicates welfare regime generos-
ity with respect to minimum pension. Notes: For missing values, see Scruggs
(2004). Source: Scruggs (2004). Unit : Ratio of net public pension paid to a
person with no work history at retirement (beginning of year) to the net wage
of a single average production worker.

Welfare Regime Dummies � Description: Indicates the respective type of wel-
fare state regime (liberal, conservative, social-democratic). Source: Esping-
Andersen (1990). Unit : Dummy Variable.

Appendix B. Control Variables

GDP per Capita � Description: Real gross domestic product per inhabitant.
Indicates structural economic conditions of a country. Hypothesis (Expected
Sign): Better structural economic conditions are linked to lower levels of ter-
rorism (-). Source: World Bank (2006). Unit : Logged, in constant 2000 US-$.

Economic Freedom � Description: Indicator of economic freedom. Captures
the security of property rights and so forth, for instance, with respect to the
risk of expropriation. Hypothesis (Expected Sign): More economic freedom is
connected with less terrorism (-). Source: ICRG (2006). Unit : Rescaled index,
between 0 and 1 (higher value indicates more freedom).

Law and Order � Description: Indicator of institutional quality considering
national police forces, judicial systems and so forth. Hypothesis (Expected Sign):
Better institutional quality is associated with less terrorism (-). Source: ICRG
(2006). Unit : Rescaled index, between 0 and 1 (higher value indicates more
e¤ective systems).

Left Party � Description: Indicates whether a left-wing government is in power.
Hypothesis (Expected Sign): Left-wing governments tend to represent groups
that are more likely to resort to terrorism. As they are able to enforce their
goals politically, terrorism should decrease (-). Source: Beck et al. (2001). Unit :
Dummy variable (1 when left party is in power, 0 otherwise).

Population Size � Description: Total population size. Hypothesis (Expected
Sign): More populous countries face a higher likelihood of terrorism (+). Source:
World Bank (2006). Unit : Logged, in thousands.

Polarization � Description: Indicator for the degree of ethnic polarization of a
country. Hypothesis (Expected Sign): More polarized countries are more likely
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to generate terrorism (+). Source: Montalvo and Reynal-Querol (2005). Unit :
Constant index.

Cold War � Description: Indicates the Cold War period (1984-1990). Hypoth-
esis (Expected Sign): During the Cold War, more terrorist activity takes place
due to systemic dynamics (+). Unit : Dummy variable.
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Appendix C. Figures and Tables
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Figure 1: Terrorist Activity in Western Europe, 1984-2003 (Source: TWEED)
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