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ABSTRACT 

 

  While the post 9/11 body of literature on terrorism fails to provide a consensus on the 

roots of terrorism, there is consensus that U.S. foreign aid has been linked to the goal of reducing 

terrorism. In this paper, I examine the impact of U.S. foreign aid on international terrorism. I 

focus on U.S. foreign aid following the Cold War, using a two-way fixed effects model to 

examine the relationship between three different types of U.S. aid—military assistance, non-

military security assistance, and civilian assistance—and four measures of terrorism in recipient 

countries. The models provide insight into the nature of the relationship between foreign aid and 

terrorism: civilian aid appears to consistently be associated with fewer terrorist incidents in 

recipient countries; military aid appears to have mixed results; non-military security aid appears 

to have a consistently positive relationship with terrorism in recipient countries. At a time when 

officials publicly fret about the impact of spending cuts on U.S. security, a better understanding 

of where U.S. funds are being used most effectively could help policymakers make cuts in a way 

that more efficiently serves U.S. security goals.  
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INTRODUCTION 

 

  More than ten years after the terrorist attacks of September 11, 2001, researchers are 

developing a large and growing body of research on the roots of terrorism and the means by 

which nations may fight the phenomenon. In this paper, I build upon that research by examining 

whether U.S. foreign assistance has been successful in reducing terrorism in recipient countries. 

Additionally, I seek to determine whether there is a different effect for different types of aid. 

Each year, the U.S. spends tens of billions of dollars on foreign assistance. Since terrorism has 

been identified as a top security challenge by U.S. presidential administrations over the past 

decade, it is worth examining whether U.S. foreign aid impacts terrorism and, if so, which type 

of U.S. foreign assistance has the greatest impact. This knowledge can better inform spending 

and policy decisions over the next several years, especially as pressure to reduce federal 

spending mounts. Given recent emphasis on the role international development should play in 

U.S. security policy, as well as research on the role of education in alleviating conditions that can 

produce terrorism, I hypothesize that economic assistance geared towards health, education and 

other nonmilitary purposes is more effective in reducing terrorism than is aid in the form military 

assistance. 

  In the weeks following 9/11, President George W. Bush addressed a joint session of the 

U.S. Congress, declaring “our enemy is a radical network of terrorists and every government that 

supports them” (Bush 2001). A year later, his administration released its congressionally-

mandated National Security Strategy, laying out the administration’s vision for ensuring the 

security of the United States. This strategy declared that the U.S. is “fighting a war against 

terrorists of global reach. The enemy is not a single political regime or person or religion or 
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ideology. The enemy is terrorism—premeditated, politically motivated violence perpetrated 

against innocents” (White House 2002).  Since the strategy promises to bring to bear every 

instrument of state power to fight the tactic of terrorism, U.S. foreign aid should be seen as a 

critical component of the strategy. While foreign assistance represents only about one percent of 

the U.S. federal budget, it is distributed to nations from which many foreign terrorist attacks 

originate. This is ostensibly in line with the U.S. goal of playing “offense,” rather than relying on 

a defense of the homeland. 

  The U.S. faces increasing pressure to ensure that its foreign aid is being used as 

efficiently and effectively as possible. 2011 nearly saw a shutdown of the Federal government 

over near-universal agreement on the need to reduce U.S. debt, but a lack of consensus on how to 

bring that reduction about. The closing days of 2012 brought the U.S. to the brink of the “fiscal 

cliff” and 2013 has already witnessed historically large cuts in spending through “sequestration,” 

which was automatically triggered by Congress’s inability to agree upon a debt reduction plan. 

Just as terrorism is a perceived threat to U.S. security, so is unbridled debt. The former Chairman 

of the Joint Chiefs of Staff is on record stating the “biggest threat” to U.S. national security is the 

burden of debt the nation faces (Marshall 2011). In light of this pressure to reduce federal 

spending and U.S. debt, it is important that policymakers understand the impact that U.S. foreign 

assistance has on security goals and whether different types of assistance are associated with 

different outcomes. Indeed, military assistance to nations could breed resentment among local 

populations in a way that negates any positive impact the aid might have on a recipient nation’s 

effectiveness in combatting terrorism. In short, it is important to understand which types of aid 
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are most effective in promoting U.S. security, before deciding which types of aid should be 

preserved.  

  In this paper, I next provide a brief overview of the literature available on foreign 

assistance and its relationship to terrorism. Additionally, I address some of the seminal work on 

the roots of terrorism and means by which to combat it, in order to develop a plausible 

conceptual model. Once this theoretical groundwork is laid, I introduce and describe the data 

used to test the model and the sources from which it is drawn. Armed with the data, I lay out an 

empirical model, first describing how the data will be used to test the theoretical model and then 

reporting the empirical results. Finally, I conclude with some policy implications for U.S. foreign 

assistance and how policymakers can think about foreign assistance in the context of terrorism, 

one of the primary declared security challenges facing the U.S. 
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BACKGROUND AND LITERATURE REVIEW 

 

  Six months after 9/11, President George W. Bush attended the United Nations (UN) 

Financing for Development Conference in Monterrey, Mexico, where he declared that “we fight 

against poverty because hope is an answer to terror” and, in announcing a fifty percent increase 

in U.S. development aid, said “we will challenge the poverty and hopelessness and lack of 

education and failed governments that too often allow conditions that terrorists can seize and try 

to turn to their advantage” (Bush 2002). Bush continued to stress the link between poverty and 

conditions in developing countries to terrorism in his 2002 National Security Strategy, which 

argues that “poverty does not make poor people into terrorists and murderers. Yet poverty, weak 

institutions, and corruption can make weak states vulnerable to terrorist networks and drug 

cartels within their borders” (White House 2002). Four years later, Secretary of State 

Condoleezza Rice announced a reorganization of the U.S. Agency for International Development 

(USAID), which brought the agency more closely in line with the State Department in an attempt 

to better align U.S. foreign aid with U.S. foreign policy. Rice noted that the move would allow 

the U.S. to better use “foreign assistance to help prevent future Afghanistans and to make 

America and the world safer” (Department of State 2006). While President Barack Obama 

shifted away from Bush’s idea of a “Global War on Terror” to a conflict that focused more 

narrowly on the terrorist network Al Qaeda, his administration’s National Strategy for 

Counterterrorism also stresses the important role of development assistance in U.S. 

counterterrorism efforts (White House 2011). 

  While the link has been explicitly drawn between development aid and security goals 

since 9/11, the multipurpose nature of foreign aid and associated spikes in foreign aid following 
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security events is illustrated by the Congressional Research Service’s overview of U.S. foreign 

aid (Tarnoff and Lawson 2012). The report provides a look at the history, objectives, and trends 

of U.S. foreign aid since the end of World War II. Since that time, three driving factors, or 

“rationales,” have led the U.S. to provide foreign aid: national security, commercial interests, and 

humanitarian concerns. Each type of foreign aid can be aligned with one of these three 

rationales. For instance, the Marshall Plan, Cold War aid, and post-Cold War support for former 

eastern-bloc nations can all be seen as supporting national security. Any aid that promotes U.S. 

exports or the ability of the U.S. to enter foreign markets serves U.S. commercial interests. 

Finally, programs that address poverty and hunger serve U.S. humanitarian concerns. Just as 

Presidents Bush and Obama cite that development aid holds the potential to serve U.S. security 

goals, the report notes that each type of U.S. foreign assistance can serve multiple objectives and 

multiple rationales. 

  The report also provides a glimpse at the structure and breadth of U.S. foreign aid, which 

peaked in the aftermath of World War II, when aid represented more than 1 percent of U.S. 

GDP. Over the next several decades, aid declined until it hit a low in 1996 and then spiked again 

following 9/11. However, despite the recent increase, foreign aid has represented only 0.2 

percent to 0.5 percent of GDP in the last thirty years—a significant reduction from the levels 

immediately following World War II. While the current ratio of U.S. foreign aid to economic 

power is low compared to historical U.S. levels and current levels of other major donors, it is 

significant in absolute terms. In 2011, the $30.75 billion of U.S. Official Development 
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Assistance
*
 (ODA) represented 23 percent of the world total, almost double that of Germany, the 

second largest donor. This figure represents about 1 percent of all federal spending. While the 

list of top recipients of U.S. foreign aid has evolved over the years—including over the years I 

examine in this study—there are several nations that have remained towards the top of the list. 

These include strategic partners in the Middle East and parties to the Camp David Accords, 

including Israel, Egypt, Jordan, and the West Bank/Gaza. At the beginning of the time window I 

examine, in 1992, Middle Eastern countries represented the largest geographic bloc of recipients, 

accounting for 51 percent of U.S. foreign aid. In 2012, that share shrank to 33 percent, brought 

on by a twenty percentage point increase in the share of aid received by African nations, which 

grew from 13 percent of total U.S. aid in 1992 to 33 percent in 2012. 

  While statements and actual aid totals suggest U.S. policy has been to use foreign aid as a 

pillar of U.S. security and counterterrorism strategy, the literature is much less settled upon 

poverty as a root cause of terrorism. Indeed, several quantitative analyses have found no 

statistical association between poverty and terrorism. Given the U.S. focus on development as a 

security tool and the ongoing debate about the roots of terrorism, it is worth more closely 

examining the relationship between U.S. foreign aid and terrorism in recipient countries. This 

section reviews the existing literature that is most relevant to this paper. This literature follows 

three main themes: the impact of foreign aid on terrorism, the more general relationship between 

                                                 
*
 ODA is defined by the Organization for Economic Cooperation and Development (OECD) as “flows of official 

financing administered with the promotion of the economic development and welfare of developing countries as the 

main objective, and which are concessional in character with a grant element of at least 25 percent (using a fixed 10 

percent rate of discount).”From the OECD Glossary of Statistical Terms, accessed online February 15, 2013: 

http://stats.oecd.org/glossary/detail.asp?ID=6043. 

http://stats.oecd.org/glossary/detail.asp?ID=6043
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foreign aid and security, and theory on the roots of terrorism. I examine each of these themes in 

turn. 

 

Examining the Relationship between Aid and Terrorism 

  Azam and Delacroix (2006) seek a link between levels of foreign aid and supply of 

terrorism. They use a negative binomial model, a Poisson model and an ordinary least squares 

(OLS) regression to find a positive correlation between the foreign aid received by a country and 

the number of terrorist incidents that originate from that country. The authors explain this 

relationship by reasoning that aid is used to induce recipient governments to take action against 

terrorists emanating from their soil. Therefore, countries with higher levels of terrorism receive 

more aid from the international community to take action, but still have higher levels of terrorism 

than other nations. In other words, “some governments get more aid because they face tougher 

nuts to crack than others” (Azam and Delacroix 2006). To control for militancy, Azam and 

Delacroix create indicator variables for a few areas with high militancy, but believe endogeneity 

issues still exist and urge other researchers to find better proxies for militancy in the future. The 

authors conclude that the main issue is not whether aid is effective in addressing the roots of 

terrorism, but whether aid effectively induces recipient governments to take action against 

terrorism. 

  Azam and Thelen (2008) also examine the relationship between foreign aid and the 

supply of terrorists from recipient countries. In their model, Azam and Thelen examine 

transnational terrorist activity between January 1990 and March 2004, for a total of 1,119 

incidents. They pay particular attention to the impact of education (as indicated by secondary 
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school enrollment) on the supply of terrorists. The authors also control for a series of indicators 

from the World Bank, including the averages of population, gross domestic product (GDP) per 

capita, ODA per capita, and ODA as a percentage of GDP over the course of the timeframe they 

examine. Like Azam and Delacroix, the authors use a negative binomial model and attempt to 

control for militancy by including regional proxies to pick up effects of geography and culture. 

The authors conclude that aid can be effective in reducing the supply of terrorists and is more so 

when some aid is geared towards education in the recipient country. 

  Azam and Thelen (2010) again examine the impact of foreign aid on the supply of 

terrorists in recipient countries, focusing more on potential endogeneity issues than in their first 

study. They also compare the impact of foreign aid on the supply of terrorists to that of U.S. 

military interventions. Their rationale for comparing these two treatments is that both foreign aid 

and military intervention (including intelligence sharing, training, and direct military 

involvement) are intended to defray the costs of recipient countries for undertaking anti-terrorism 

action on behalf of the donor country. It is important to note that the authors assume that much of 

the aid is general budgetary support and is not geared specifically towards poverty reduction or 

social spending. Azam and Thelen use the International Terrorism: Attributes of Terrorist Events 

(ITERATE) database
*
 to provide some of their terrorism data, in addition to data from the 

International Country Risk Guide, from the Political Risk Services Group. The authors focus on 

2,185 events that occurred between January of 1990 and December of 2004, and use terrorists’ 

nationalities as a proxy for the supply of terrorists. As in their earlier study, the authors control 

for militancy by creating dummy variables for specific regions. The authors conclude that better 

                                                 
*
 For a more detailed description of the ITERATE database, see the Data and Methods section. 
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outcomes are associated with cases in which a greater emphasis is placed on foreign aid than on 

military interventions. As in their earlier study, foreign aid and secondary education each have a 

statistically significantly negative impact on the supply of terrorism, while the impact of military 

intervention is mixed. The authors also find that GDP per capita is insignificant, suggesting that 

economic growth should not in and of itself be an aim of foreign aid, if the intended goal is to 

reduce terrorism. 

  Cassidy (2010) builds on the work of Azam and Thelen (2008) by focusing on the impact 

of foreign aid on public education and health expenditures in recipient countries and the impact 

of education and health on supply of terrorism. He predicts a positive impact on education and 

health and a negative impact on the supply of terrorism. Cassidy uses terrorism information from 

two databases: ITERATE and the International Policy Institute for Counterterrorism database. 

Like Azam and Thelen, Cassidy uses the nationalities of terrorists as a proxy for the supply of 

terrorist attacks and aggregates information from 1990 to 2004. He offers an important 

observation on the nature of terrorist attacks that are likely to be captured in ITERATE, which is 

important for my results, as well: 

“Since data collectors rely on open news sources for information on terrorist events, any 

database on terrorism is likely to suffer from a bias toward more ‘news-worthy’ forms of 

terrorism. Furthermore, the data set likely underestimates the number of events in less 

transparent countries with restrictions on the media. Also, the definition of terrorism used 

by data collectors is likely to impact the data set significantly” (Cassidy 2010). 

 

Cassidy uses ODA, as reported by the World Bank, to measure overall aid received by recipient 

countries and net Development Assistance Committee (DAC)
*
 donor flow to measure U.S. 

foreign aid. For his variables of interest, Cassidy uses public spending on education and health, 

                                                 
*
 The DAC is a forum within the OECD, comprised of the 24 of the largest foreign aid donors. The DAC maintains 

a list of countries eligible to receive ODA. 
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as a percentage of GDP, as well as gross enrollment in secondary and tertiary school (also 

reported by the World Bank). Finally, he controls for GDP per capita and population. In order to 

control for selection bias regarding developing countries with incomplete data, Cassidy averages 

the values of independent variables over the entire 15 year period being examined. Like Azam 

and Thelen, Cassidy also controls for militancy through the use of a regional indicator variable 

for the West Bank/Gaza, and other countries party to the Camp David Accords. As a result of 

Cassidy’s OLS regression of the impact of foreign aid on changes in education and health 

expenditure, he finds that an increase in U.S. foreign aid is associated with an increase in public 

education—but not health—expenditures by recipient countries. In his second regression, a 

negative binomial model that examines the impact of health and education on terrorism supply, 

Cassidy finds that secondary school enrollment and life expectancy at birth has a statistically 

significant effect in reducing the supply of terrorism. 

  In their paper, Sharma, Davis and Findley (2009), test the hypothesis that foreign aid 

makes terrorism more likely in recipient countries where it is not currently a factor, and sustains 

levels of terrorism in countries where it is a factor. Using terrorism data from the Global 

Terrorism Database and foreign aid data from the Organization for Economic Co-operation and 

Development (OECD) Foreign Aid Database, the authors test their hypothesis while controlling 

for government capability, level of democracy, GDP per capita, percentage of a population that 

is Muslim, ethnic fractionalization, literacy, and durability of a government. The authors find 

that the level of foreign aid is positively associated with levels of terrorism. In my opinion, 

however, they fail to offer a convincing argument for why this relationship does not simply 
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reflect that countries with greater levels of terrorism receive greater levels of aid to deal with that 

terrorism. 

 

Foreign Aid and Security Goals 

  There is a large body of literature on foreign aid theory, much of which is outside the 

scope of this paper. However, several books, including Browne (1990) and Picard, Groelsema 

and Buss (2008) provide useful looks at origins of foreign aid, traditional practices and 

motivations, terms and definitions, and the role of security in U.S. foreign aid. The 

Congressional Research Service’s overview of U.S. foreign aid (Tarnoff and Lawson 2012) 

identifies national security as one of the primary drivers of U.S. foreign assistance, especially for 

counter-terrorism purposes since 9/11 under both Presidents Bush and Obama. It notes an 

increase in security aid for the civilian sector, which includes counter-narcotics and counter-

terrorism programs. The report also differentiates the different strands of military assistance: 

foreign military financing (grant-based), international military education and training programs, 

and peacekeeping funds. Finally, while the report notes that military aid has declined, it clarifies 

that this is partially due to security programs shifting to Department of Defense (DOD) 

appropriations.  

  Another Congressional source of information is the transcript from a hearing by the 

House of Representatives Committee on Foreign Affairs’ Subcommittee on Terrorism, 

Nonproliferation and Trade (2008). The Representatives’ lines of questioning and the responses 

of the administration’s witnesses provide a snapshot of the types of concerns that arise when 

using foreign aid for security purposes: non-cooperation by recipients, inadvertently providing 
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aid to bad actors, and difficulty in achieving the intended objectives. The testimony also provides 

some helpful snapshots of the type of foreign assistance security programs that were put into 

place after 9/11. Baltazar and Kvitashvili (2007) give examples of other ways in which foreign 

assistance and USAID programs have “played an increasingly prominent role in the War on 

Terrorism” by highlighting a number of initiatives that have been jointly undertaken by USAID 

and some of DOD’s combatant commands. The paper also points out that, beginning with 

President Bush’s National Security Strategy of 2002, international development was promoted to 

a core pillar of U.S. security strategy. 

  The United States National Security Strategies of 2002, 2006, and 2010 offer a look at 

the counterterrorism approach of two presidents—Bush and Obama—including the role of aid in 

pursuing that strategy. It is in the 2002 strategy that President Bush makes the case for 

“diminishing the underlying conditions that spawn terrorism...” and argues that poverty can 

“make weak states vulnerable to terrorist networks.” This is reinforced by an announcement by 

the U.S. Department of State (2006), which heralds a realignment of the USAID chain of 

command through the State Department and argues for a central role of foreign assistance in the 

U.S. security agenda to prevent “future Afghanistans and to make America and the world safer.” 

Chandler (2007) cautions against enthusiasm for such structural reorganizations intended to fuse 

national and international policy by combining aid and security. He argues that rather than 

helping to rationalize policies, the move creates an anti-foreign policy, where aid is delivered 

based on institutional needs at home, rather than the actual needs of recipient countries. 

  Hills (2006) studies the shift in U.S. foreign assistance towards Africa and the post-9/11 

requirement that USAID work more closely with the State Department in administering foreign 
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assistance. She is skeptical of the push to provide assistance to sub-Saharan African police to 

support counter-terrorism efforts because of corruption, ineffectiveness, politicization, and 

repressiveness among many of the police forces in the region. As such, she argues that USAID is 

not achieving the security outcomes it seeks and that its policies may be detrimental to the 

overall U.S. aid strategy, as it is perceived to be a “quasi-security agency.” Similarly, Mahanty 

(2010) urges caution about using U.S. foreign aid as a primary tool in counter-terrorism efforts. 

Examining the case of Yemen, he draws similar conclusions: weak governance and an unstable 

government partner, in addition to fluctuations in aid as U.S. security interests change, create 

significant problems for the U.S.—especially in perceived legitimacy—as it approaches aid and 

security. Mahanty closes with a call for the U.S. to consider unintended consequences, like a 

perverse incentive for recipients to overstate their centrality to counterterrorism efforts, when 

using foreign aid to support a counterterrorism agenda.  

  Woods (2005) explores evolving political motivations behind foreign aid in several 

countries, including the U.S. She argues that security concerns were a driver of foreign 

development assistance in the 1990s as the focus shifted from geostrategic aims of the Cold War 

to improving “human security” through reducing poverty in recipient countries. Woods notes 

two trends in the U.S.’s post-Cold War aid: increased assistance to strategically important 

countries and the creation of new channels and mechanisms for delivering that aid—potentially 

to the extent of diverting resources from the intended objectives. Owusu (2007) also examines 

U.S. security interests and their impact on U.S. foreign aid. He argues that evidence of a causal 

relationship between poverty and terrorism is not convincing and that viewing development 

through this lens—in Africa in particular—can lead to a “securitization” of Africa and the 
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marginalization of a significant portion of people living in poverty. Fleck and Kilby (2010) also 

argue that the U.S. “Global War on Terror” had a major impact on U.S. foreign aid distribution, 

including placing decreased weight on recipient countries’ needs in determining aid allocation.  

  However, there are several studies that refute the idea that U.S. foreign aid substantially 

changed as a result of 9/11. Moss, Roodman, and Standley (2005) find that the structure of U.S. 

development assistance, admittedly only one form of U.S. foreign aid, was not systematically 

altered since the beginning of the “Global War on Terror.” Berman also takes up this question in 

his thesis (2011), where he examines whether development aid priorities shifted after 9/11 to a 

model where donations are made based on donor countries’ security interests, rather than on 

recipient countries’ needs. Based on a study of non-military, bilateral aid provided by the United 

States, United Kingdom, Germany, France, and Japan, Berman echoes the conclusion of Moss, 

Roodman, and Standley. He concludes there were no significant changes in the balance between 

recipient country needs and donor country interests between the pre- and post-9/11 time periods 

in determining foreign aid allocations. Berman notes that low GDP per capita and a large 

population represent the most important need-based drivers of aid for recipient countries. 

 

Roots of Terrorism 

  While the 2002 National Security Strategy and subsequent speeches by President Bush 

and Secretary of State Colin Powell lend support to the notion that poverty creates the conditions 

in which terrorism can take root, there is a body of evidence that disagrees with this notion. 

Krueger and Maleckova (2003) run a series of regressions of terrorism supply (using data from 

the ITERATE database) on a variety of economic and education indicators. The authors find that 
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population has a statistically significantly positive impact on the supply of terrorism, civil 

liberties has a negative relationship with the supply of terrorism and that poverty has no 

significant impact. Similarly, Windsor (2003) argues that greater freedoms and 

democratization—not poverty reduction—can reduce terrorism and should, as such, be a central 

pillar in U.S. counterterrorism efforts. 

  In the opening chapter of the book he co-edits, Pratt (2011) examines the context of 

terrorism, which he stresses is simply a method, not a condition. He stresses that “‘Root causes’ 

are not the direct cause of terrorism. Rather they are factors that establish an environment in 

which terrorism may arise.” Pratt’s observation might shed light on why there are such stark 

differences of opinion around the root causes of terrorism in the existing literature. In the 

chapter, he cites a report by thirty Arab intellectuals included in the United Nations Development 

Program report in 2002 that identifies three deficits—knowledge, freedom, and empowerment of 

women—and argues that addressing these deficits could reduce preconditions of terrorism. By 

Pratt’s logic, an increase in education and, by extension, education aid, should be associated with 

a decrease in terrorism. Similarly, an increase in freedom and, by extension, aid that seeks to 

strengthen freedom, should be associated with a decrease in terrorism. Empowerment of women, 

which could be captured by increases in overall education (through greater enrollment rates) and 

freedom (through greater political freedoms and civil liberties for all members of society), should 

also be associated with a decrease in terrorism. 
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Unique Contributions 

  In this paper, I add to the existing literature by expanding the timeframe under 

examination and looking strictly at the post-Cold War era (1992-2010), a decision that serves 

two purposes. First, it looks exclusively at a period in which U.S. security concerns were 

different than those of the Cold War. Second, it begins at a point after which former Soviet states 

exist exclusively as independent nations, thereby increasing consistency in the unit of analysis 

(country). I also control for a unique set of variables, including education, health, development, 

and rights indicators, which I draw from a variety of papers in the more compelling existing 

literature. I specifically examine U.S. foreign aid (not total international ODA) and separate out 

military assistance, non-military security assistance, and civilian assistance to test whether 

different types of U.S. aid have different impacts on terrorism in recipient countries. Third, while 

a number of the papers reviewed here include regional variables or indicators for countries that 

are party to the Camp David Accords, I negate the need for this by controlling for country-

specific fixed effects. Finally, while much of the literature uses terrorists’ nationality as the 

indicator for terrorism supply, I examine additional ways in which a recipient country could be 

involved with terrorism, including examining the country in which a terrorist attack begins, the 

country in which it ends (for transnational incidents like hijackings), and the country from which 

the primary victims come. The contributions I offer are intended to offer a new approach for 

clarifying the role of U.S. foreign aid in reducing terrorism, but are rooted firmly in the existing 

literature and build upon the work of authors that have already examined this issue. In the next 

section, I lay out a conceptual model, which puts into context the contributions I outlined here. 
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CONCEPTUAL MODEL 

 

  Given previous research on the roots of terrorism and the way in which foreign aid is 

expected to impact supply of terrorists in recipient countries, I postulate that terrorist activity is a 

function of U.S. foreign aid, political rights and civil liberties, population, education, economic 

strength, and health conditions. More formally, this relationship can be summarized in the 

following equation: 

Equation 1: Conceptual Model 

Terrorist Activity = f(Foreign Aid, Rights/Liberties, Demographics, Development) 

   

  As the purpose of this study is to determine the impact of U.S. foreign aid on terrorism in 

recipient countries, terrorist activity in recipient countries serves as the dependent variable of 

interest. This can be measured in several different ways, as I describe in the empirical model that 

follows. No matter which measure is used, this variable should exhibit a similar relationship to 

the independent variables of interest. The independent variables of greatest policy interest to my 

study are three categories of U.S. foreign aid: military assistance, non-military security 

assistance, and civilian assistance. 

  Civil liberties and political rights are included in the model on the assumption that 

terrorists aim to achieve some political or social goal and are more likely to have more 

grievances and fewer peaceful ways to air those grievances when political rights and civil 

liberties are restricted. This lack of redress would then increase the odds that some residents 

would resort to violence in order to bring about change. I include population, because several 

previous studies that examine the relationship between foreign aid and terrorism find that 
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population has a statistically significant relationship with supply of terrorists in a given country. 

Intuitively, it makes sense that a large population is more likely to include a greater number of 

people who are willing to commit acts of terrorism than a small population. 

   The next three independent variables control for access to education, strength of 

economy, and quality of health in a given country. These are included, first, because they give a 

sense of how developed a country is and whether the basic building blocks of a strong society are 

weak. Weak building blocks could be potential sources of turmoil or grievance. Second, these 

three indicators also represent areas the United States tries to improve through the foreign aid it 

provides. I draw from this that the U.S. approach assumes that U.S. national interests are served 

by improving these areas in developing countries. 

  In the next section, I examine the data sources available to test the relationship laid out in 

this conceptual model. Armed with an understanding of the data available, I then develop and 

explain the empirical model I use to test the relationship.  
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DATA AND METHODS 

 

  In pulling together the data required to test my hypothesis, I draw upon data from five 

sources, one for each type of data I seek—terrorist activity, U.S. foreign aid, freedom ratings, 

demographic indicators, and other development indicators—to create a panel data series. For 

several reasons, I select only data from 1992 to 2010. First, limiting my study to observations 

from those nineteen years allows me to examine the post-Cold War period, which is of greatest 

interest to this study; it was in this period that terrorism became a relatively greater focus of U.S. 

national security. Second, by limiting observations to the post-Cold War period, I am able to 

focus on states that exist today, rather than those that existed during the Cold War. For instance, 

by beginning in 1992, East Germany and the Soviet Union do not enter the data set and many of 

the former Soviet states exist as independent nations throughout the entire time period. Third, 

this time period allows me examine roughly a decade both before and after 9/11, when terrorism 

became an overriding U.S. security concern. Finally, by limiting the scope to this timeframe, I 

am able to focus on a period for which data are of a relatively high quality. This nineteen year 

period generally has the most complete data in the sources I draw from, as it is neither too early 

nor too recent. This maximizes the possible number of observations within a meaningful 

timeframe, which improves the statistical characteristics of the estimated equations. 

  The first type of data I seek is terrorism data. The dependent variable data come from the 

“International Terrorism: Attributes of Terrorist Events” (ITERATE) database, which provides 

information on the attributes of international/transnational terrorist events from 1968 to 2011. 

ITERATE defines international/transnational terrorism as: 
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“the use, or threat of use, of anxiety-inducing, extra-normal violence for political 

purposes by any individual or group, whether acting for or in opposition to established 

governmental authority, when such action is intended to influence the attitudes and 

behavior of a target group wider than the immediate victims and when, through the 

nationality or foreign ties of its perpetrators, its location, the nature of its institutional or 

human victims, or the mechanics of its resolution, its ramifications transcend national 

boundaries” (Mickolus, Sandler, et al. 2011). 

 

ITERATE allows me to compile terrorist incidents in a number of ways. It allows me to count 

not only the number of terrorist incidents that occur in a given country in a given year, but also 

the number of events carried out by terrorists of a given nationality or conducted against victims 

of a given nationality, but not necessarily on that nation’s soil. To collect this information, I am 

most interested in the variables “year,” “location start,” “location end,” “1st nationality of 

terrorist,” and “1st victim's nationality” in the ITERATE database. While ITERATE’s inclusion 

of only international/transnational terrorist incidents may preclude the inclusion of some 

domestic incidents in the data, I judge this to be acceptable, given the broad definition ITERATE 

offers and that the U.S. is presumably most concerned with those events that have international 

ramifications. ITERATE provides information for 3,730 terrorist events during the 1992 to 2010 

time period. In order to use the data in my regression, I collapse the individual observations into 

four separate categories: the number of incidents that begin, end, are conducted by nationals of, 

or are targeted against nationals of each country for each year. 

  Second, I seek information on the independent variables I am testing in my hypothesis: 

U.S. military assistance, non-military security assistance, and civilian assistance. For these data, I 

turn to data.gov, where USAID has posted the “authoritative data set of U.S. foreign assistance,” 

from 1946 to 2010 (USAID 2012). Within the data provided, I focus on U.S. Military assistance 

and U.S. Economic Assistance, which are both reported in constant 2010 U.S. dollars. While 
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there is one observation per country per year for military assistance, economic assistance is split 

into multiple subcategories, several of which deal with security-related issues like counter-

narcotics and non-proliferation. In order to better analyze the impact of different types of U.S. 

assistance, I assign each of the subcategories to one of three categories: military assistance, non-

military security assistance, and civilian assistance, which includes assistance intended for 

health, education, agriculture and more. Despite its comprehensiveness, there are two potential 

issues with the U.S. foreign assistance (“Greenbook”) data. First, the data provided are 

obligations, not outlays. This means the money identified was contractually obligated for the 

stated purpose, but not necessarily spent entirely in the specific year noted. Second, the 

observations provided are fiscal, not calendar years. For the U.S. Government, a fiscal year runs 

from October through September. This means, for instance, that fiscal year 2010 ran from 

October 1, 2009 through September 30, 2010. While it is important to keep these two facets of 

the data in mind when interpreting the results, the Greenbook data still represents the best 

available data set, as there is no similarly authoritative source for outlays (actual money spent) 

by country, year, and type. 

  In order to control for the type of conditions that could cultivate terrorism within the 

countries of interest, I collect a series of development and social indicators. As a third source, I 

use Freedom House’s “Freedom in the World” country ratings, which are based on an annual 

survey, in use since 1972, about political rights and civil liberties.
*
 The resulting scores for each 

of these elements feed into an overall country rating of “Not Free,” “Partially Free,” or “Free.” 

By creating an indicator variable for each of these scores (where NotFree = 1 if a country 

                                                 
*
 For a detailed explanation of Freedom House’s scoring methodology, see Freedom House, Methodology: 

http://www.freedomhouse.org/report/freedom-world-2011/methodology.  

http://www.freedomhouse.org/report/freedom-world-2011/methodology
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receives a rating of “Not Free” and a 0 if it receives some other rating, PartFree = 1 if a country 

receives a rating of “Partially Free” and a 0 if it receives some other rating, and Free = 1 if a 

country receives a rating of “Free” and a 0 if it receives some other rating), I am able to control 

for political rights and civil liberties, potentially significant factors in the level of terrorist 

activity experienced by a country. A total of 196 countries are included in the Freedom in the 

World scores for one or more years during my target period of 1992-2010.  

  Fourth, I seek to control for other social conditions by using World Development 

Indicators provided by the World Bank. These indicators include military data (armed forces 

personnel as a percent of the total labor force and military expenditure as a percentage of GDP), 

health data (health expenditure per capita and infant mortality rate), and education data (literacy 

rate and primary school enrollment as a percentage of gross). Finally, I turn to the International 

Monetary Fund (IMF) for data on economic indicators. Here, I find data on GDP per capita, 

GDP growth, inflation, and unemployment. While the World Bank and IMF are widely 

considered to be two of the more authoritative sources on the economic and development data I 

seek, both sources suffer from significant gaps in their data, especially when it comes to 

developing and war-torn countries. This is troublesome, as many of the states which lack 

comprehensive data are the types of nations that are of particular interest to my study. As such, 

there is a necessary trade-off between selecting those indicators I feel are most appropriate and 

those that are relevant—but not ideal—but allow me to maximize the number of observations, 

particularly among nations with a more precarious security situation. I address this tradeoff for 

each variable included in my empirical model.  
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Table 1: Descriptive Statistics 

Variable Observations Mean St. Dev. Minimum Maximum 

Year 3591 N/A N/A 1992 2010 

Free 3591 0.404066 0.490779 0 1 

Partly Free 3591 0.31384 0.464117 0 1 

Not Free 3591 0.254247 0.435498 0 1 

Population (in millions) 3304 33.04699 126.291 0.04 1340.91 

GDP per Capita  3387 5851.977 8733.081 54.50519 41904.21 

Gross Primary Enrollment 2802 100.1157 18.33512 19.31771 161.9051 

Gross Secondary Enrollment 2467 72.96818 31.60041 5.15948 162.3487 

Health Expenditure per Capita 2903 553.8428 1055.728 0 8091.286 

Civilian Aid 3591 4.72E+07 1.36E+08 -53310
*
 3.87E+09 

Security Aid 3591 3.45E+07 2.47E+08 -223649 7.23E+09 

Military Aid 3591 4.55E+07 3.48E+08 0 6.80E+09 

Total Aid 3591 1.27E+08 6.08E+08 0 1.14E+10 

ln(Civilian Aid) 3591 12.74633 6.942434 0 22.0754 

ln(Security Aid) 3591 7.572358 7.581381 0 22.70202 

ln(Military Aid) 3591 9.485445 6.872771 0 22.64023 

ln(Total Aid) 3591 14.48842 5.774447 0 23.16098 

Terrorist Incidents by 

Nationality of Terrorist 
3591 0.642161 3.494412 0 110 

Terrorist Incidents by 

Start Location 
3591 1.005848 5.060054 0 181 

Terrorist Incidents by 

End Location 
3591 0.998329 5.043156 0 179 

Terrorist Incidents by 

Nationality of Victim 
3591 0.653857 2.716643 0 78 

 

 

  

                                                 
*
 Per correspondence from the Stats Unit contracted by USAID Economic Analysis and Data Services to maintain 

Greenbook data: “Negative values represent de-obligations of prior year funds. De-obligations occur when unneeded 

funds are removed from an obligating instrument. This step is typically done upon completion of activities when 

unliquidated obligations might have become excessive or might no longer be needed for the original purpose.” 
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EMPIRICAL MODEL 

 

  In order to estimate the relationship I outline in the conceptual model above, I estimate 

the following equation: 

Equation 2: Empirical Model 

ittiititititit

ititititit

EconomyHealthEducPopulationPartFree

NotFreeyAidNonSecuritdSecurityAidMilitaryAiTerror









98765

43210

 

   

  As I note in the data section, there are several ways terror can be measured using data 

from the ITERATE database. I estimate the equation using four separate measures of 

international terrorism, as defined in the data section, in recipient countries in this study. This 

results in four presentations of results. First, I estimate an equation for the number of terrorist 

incidents that are primarily conducted by a terrorist whose nationality is of country i in year t. 

Second, I estimate an equation for the number terrorist incidents that begin in country i in year t. 

Third, I estimate an equation for the number of terrorist incidents that end in country i in year t. 

Finally, I estimate an equation for the number of terrorist incidents whose primary victims are of 

the nationality of country i in year t. These four formulations allow me to examine the 

relationship between foreign aid and countries in which terrorism takes place, from which it 

originates, and against which it is directed. 

  In order to examine the relationship between different types of U.S. foreign aid and 

terrorism in recipient countries, I combine the numerous categories of U.S. foreign aid into three 

variables. I include a complete list of foreign aid categories and how they map to the various 

foreign aid variables I use in my model in the appendix (table 10). First, I include a variable for 
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military aid (militaryaid), which includes U.S. military assistance from the Greenbook. Second, I 

include a variable that includes all non-military security assistance (securityaid). This includes 

Department of Defense Security Assistance, Economic Support Fund/Security Support 

Assistance, Narcotics Control, and Nonproliferation, Anti-Terrorism, Demining and Related 

assistance. The third foreign aid variable includes all of the remaining categories of U.S. foreign 

aid (civilianaid), including Child Survival and Health, Development Assistance, Food For 

Education, Global Health and Child Survival, Global HIV/AIDS Initiative, Migration and 

Refugee Assistance, Millennium Challenge Corporation Assistance, Other Active Grant 

Programs, Other Food Aid Programs, Other State Assistance, Other USAID Assistance, Other 

USDA Assistance, Peace Corps, and Title I and II food assistance. Finally, I also create a total 

aid variable (totalaid), which sums the three categories of aid I classify above, to use in a model 

without the differentiated aid. This should help determine whether there is a significant 

difference in the relationship between different types of U.S. foreign aid and terrorism and 

overall U.S. aid and terrorism. 

  Due to the large variation in U.S. foreign aid levels, I use the natural log of each of the 

three categorized foreign aid categories I outline above. However, because the natural log of zero 

is undefined, Stata, the statistical software I employ in this study, treats these values as missing 

data. To avoid losing important observations because a lack of U.S. foreign aid is inappropriately 

treated as missing data, I replace all U.S. foreign aid values of zero with a value of one (a value 

far below any actual value in the data) before calculating the natural log. The natural log of each 

observation that indicated zero dollars of U.S. foreign aid is now treated as zero, rather than 
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missing data. It is the natural log of each of the three types of U.S. foreign aid, with this 

correction, that I use in my model (lncivilianaidln1, lnsecurityaidln1, lnmilitaryaidln1).  

  While U.S. policymakers would hope to see negative coefficients on each of these aid 

variables, I break them out in this model because I suspect they will not all have the same impact 

on terrorism in recipient countries. I expect to find a negative coefficient on civilian aid, but a 

positive, or at least less negative, coefficient on military aid and security aid. I expect this, 

because I expect resentment towards the U.S. and recipient governments to grow in countries 

into which the U.S. pours a significant amount of funding for military and security purposes, 

rather than for development purposes. 

  The first control variables I include are a set of indicator variables that indicate the level 

of political rights and civil liberties in country i in year t. This is determined using the freedom 

score assigned to each country by Freedom House. The first variable is NotFree, which equals 

one if country i receives a Freedom House score of “Not Free” in year t and equals zero if it 

receives a score of “Partially Free” or “Free.” The second indicator variable is PartFree, which 

equals one if country i receives a score of “Partially Free” in year t and equals zero if it receives 

a score of “Not Free” or “Free.” In order to avoid multicollinearity, the variable Free is omitted 

from the equation and will serve as a baseline against which to compare coefficients on NotFree 

and PartFree. Given the body of literature that argues constricted rights and freedoms are more 

significantly associated with terrorism than is poverty (e.g., Krueger and Maleckova 2003; 

Windsor 2003), I would expect the coefficients on each of these variables to be positive, with a 

larger magnitude coefficient associated with NotFree in comparison to PartFree. 



 

27 

 

  The next control variable I include is the population of recipient countries. I include this, 

because population has been found to be statistically significant in numerous studies on foreign 

aid and terrorism, as I describe in the literature review. Based on those studies, I anticipate a 

positive coefficient on the population variable. Terrorists are an unusual kind of person, in that 

even in societies where terrorism is more prevalent, only a small portion of a society is willing to 

use the extreme method of terrorism. Thus, a society that includes more people includes more 

possible terrorists. Due to the large variation in population between countries, I include the 

natural log of population (lnpopulation), measured in millions, in my regression.  

  The next three variables control for conditions that have been linked to terrorism by U.S. 

presidents and literature on terrorism at different times and to different degrees. While both the 

World Bank and the IMF house data on a wide array of development indicators that can be used 

for this purpose, many of these potential control variables are missing data for a significant 

number of countries. When observations are missing, the missing observations tend to be for less 

developed and more unstable countries—the types of countries of particular interest to this study. 

Thus, for each of the control variables, I select a measure that both reasonably controls for the 

indicator at hand as well as maximizes the number of observations. 

  In order to control for education in recipient countries, I seek a measure of access to 

education. There are a number of indicators that could be used to control for education, including 

literacy rate, enrollment in primary, secondary, or tertiary school, as well as government 

spending on education. Given the data that are available, I turn to the World Bank data to select a 

measure of access to education that allows me to maximize my observations. For the purpose of 

observation maximization, I prefer to use gross primary school enrollment (enrollprimgross) to 



 

28 

 

control for education. This variable is defined as the “ratio of total enrollment, regardless of age, 

to the population of the age group that officially corresponds to the level of education shown. 

Primary education provides children with basic reading, writing, and mathematics skills along 

with an elementary understanding of such subjects as history, geography, natural science, social 

science, art, and music” (World Bank 2012).  

  However, after testing my empirical model using gross primary enrollment, I ran a 

variance inflation factor (VIF) test to test for multicollinearity. The test returned a VIF of 18.98 

for gross primary enrollment. The VIF value dropped to 10.27 when I substituted gross 

secondary enrollment as my education variable. Therefore, I accept a drop from 2220 

observations in 172 countries using gross primary enrollment to 1971 observations in 171 

countries by switching to gross secondary enrollment in order to reduce the threat of 

multicollinearity. Gross secondary enrollment is calculated in the same way as gross primary 

enrollment and is defined as the “ratio of total enrollment, regardless of age, to the population of 

the age group that officially corresponds to the level of education shown. Secondary education 

completes the provision of basic education that began at the primary level, and aims at laying the 

foundations for lifelong learning and human development, by offering more subject- or skill-

oriented instruction using more specialized teachers” (World Bank 2012). Regardless of which 

of these two measures I use, I would expect a negative coefficient on the education variable, as I 

would expect improved educational opportunities to be associated with a reduction in terrorism.  

  Next, I control for strength of economy. Again, there are a number of indicators that 

would be appropriate to use here. Many of the studies included in the literature review included 

GDP per capita as a control and each found it to be statistically insignificant. In order to maintain 
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some continuity to those other studies, I also include GPD per capita (gdpcapconstusdthou), 

reported in thousands of constant year 2000 U.S. Dollars, in this study as a control for economic 

strength. I include this variable, despite its insignificance in other studies, to see whether it 

becomes statistically significant when included as part of a fixed effects model in which the 

variable can be examined within the same country over time. This allows me to see whether 

changes in this measure within a country have an impact on terrorism. I would expect the 

coefficient on GDP per capita to be negative, indicating an association between growing wealth 

and a reduction in terrorism. 

  I also control for health in recipient countries. Once again, there are a wide variety of 

measures I could include here, including government health spending per capita, infant mortality 

rate, life expectancy, doctors per capita, and so forth. Attempting to maximize the number of 

observations in my sample size, I select per capita health expenditures (healthexpendthou), 

reported in thousands of current U.S. dollars. This information is collected by the World Bank 

and is defined as the “sum of public and private health expenditures as a ratio of total population. 

It covers the provision of health services (preventive and curative), family planning activities, 

nutrition activities, and emergency aid designated for health but does not include provision of 

water and sanitation” (World Bank 2012). I would expect this variable to have a negative 

coefficient, for as health conditions improve, grievances leading to terrorism should be reduced.  

 Finally, I control for country- and year-specific fixed effects. This allows me to control 

for inherent differences between countries and years, and to examine changes within specific 

countries, rather than comparing countries with very different political and cultural norms and 

conditions. Several of the studies referenced in the literature review include proxy variables for 
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militancy or for particular regions, including the “Camp David Accord countries,” in order to 

control for culture or specific political agreements that impact the level of funding to a recipient. 

While I include this variable in an initial OLS estimation (campdavid), estimating a country-

specific fixed effect model negates the need for these types of proxies, since they do not change 

over the time period I examine. The fixed effects model gives me confidence that I am 

controlling for the right things, rather than having to focus on which regions to control for and 

which countries to include in each of those regions. The disadvantage of including the fixed 

effects is that there are close to 200 countries in my sample and including a fixed effect for each 

will be somewhat taxing in how many degrees of freedom my model will require. However, as I 

described above, I rely on control variables that maximize the number of my observations in 

anticipation of this potential complication. 

 There are a few limitations to my empirical model, which should be noted. First, there is 

a potential for bias, due to missing observations. The countries in which terrorism plays a major 

role are often characterized by violence, weaker central governments, and other characteristics 

that can make it more difficult to collect high quality information. As a result, many of the 

countries of greatest interest to this study have the most limited data available on important 

control variables like demographics and development indicators. For example, Iraq, Afghanistan, 

Somalia, the Palestinian Territories, and many developing countries all have gaps in basic 

demographic data that are widely reported in more developed and stable countries. If these more 

violent countries were to be dropped from the study altogether, it could lead to a downward bias 

on the U.S. foreign aid coefficients. The inherent difficulties associated with working and 
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collecting data in more dangerous countries might also lead to a lower quality of data for the 

types of countries noted above.  

Second, as a result of the significant data requirements of my fixed effects model and the 

danger of bias noted above, I attempt to maintain a robust sample and include as many countries 

as possible. This goal partially drives the selection of variables used to control for economic 

strength, health, and education. While I do expect the variables I select to address each of the 

development areas I seek to control for, I would have likely selected different measures to 

control for each of categories, had the quality and presence of data been equal across all 

categories and countries. With an understanding of these potential limitations, I turn to the output 

of the regressions described here.    
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RESULTS 

 

  International data vary widely in quality across countries. The nature of the countries I 

am most interested in—those that experience a measurable level of terrorism—could be expected 

to be more volatile or dangerous, making it difficult to collect data there. Further, by definition 

terrorism intends to strike terror into a populace. It could be difficult to collect data on incidents 

when residents are weary of providing information or reporting incidents. In short, it is difficult 

to effectively measure terrorism. To help combat this difficulty, I estimate my model using four 

separate dependent variables, each representing a different measurement of terrorist activity. 

While any measurement of terrorism is imperfect, in using four separate dependent variables, I 

have confidence that the full weight of the regressions lends at least some weight to my 

hypothesis.  

  The first dependent variable estimates the number of terrorist incidents that are primarily 

conducted by a terrorist whose nationality is of country i in year t. The second dependent 

variable estimates the number of terrorist incidents that begin in country i in year t. The third 

dependent variable estimates the number of terrorist incidents that end in country i in year t. 

Finally, the fourth dependent variable estimates the number of terrorist incidents whose primary 

victims are of the nationality of in country i in year t.  

  In addition to the two-way fixed effects model I estimate using three categories of U.S. 

foreign aid, I estimate three additional models for each panel. First, I estimate a simple OLS 

regression, which accounts for all of the control variables noted in the empirical model section. 

This regression includes one variable that is not necessary in the subsequent fixed effects 

regressions, because it did not change over the period studied: an indicator variable assigned to 
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Egypt and Israel—parties to the Camp David Accords. Next, I estimate a one-way fixed effects 

model that controls for each country. Finally, I run a second two-way fixed effects model, but 

collapse the three different types of U.S. foreign aid into a single undifferentiated aid variable. 

With each of the dependent variables, I am most interested in the two-way fixed effects 

regression that distinguishes three categories of U.S. foreign aid (column 3) in each of the tables 

of results. However, I briefly consider the other model specifications to see if any broader 

lessons can be learned. I report the results for the first dependent variable in detail, note any 

significant differences for any of the other three dependent variables, and then focus on the U.S. 

foreign aid variables in the results for each of the four dependent variables. 

  Each regression across all four dependent variables includes 1,971 observations. For the 

first dependent variable, which measures the number of terrorist incidents in year t that are 

primarily conducted by a terrorist whose nationality is of country i, the OLS model is highly 

statistically significant (p < 0.01), with an F-statistic of 7.22 and an R-squared of 0.03. The one-

way fixed effects model is not statistically significant. The two-way fixed effects model is highly 

statistically significant (p < 0.01), with an F-statistic of 2.51 and an R-squared of 0.02. The two-

way fixed effects model that combines the three categories of U.S. foreign aid into a single total 

aid category is also highly statistically significant (p < 0.01) with an F-statistic of 2.61 and an R-

squared of 0.02.  

  For the second dependent variable, which estimates the number of terrorist incidents that 

begin in country i in year t, all four models are highly statistically significant (p < 0.01). The 

OLS model has an F-statistic of 10.91 and an R-squared value of 0.04. The one-way fixed effects 

model has an F-statistic of 3.60 and an R-squared value of 0.01. The two-way fixed effects 
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model of interest has an F-statistic of 3.12 and an R-squared value of 0.02, while the two way 

fixed effects model that combines total aid has an F-statistic of 2.96 and an R-squared value of 

0.02.  

  For the third dependent variable, which estimates the number of terrorist incidents that 

end in country i in year t, all four models are again highly statistically significant (p < 0.01). The 

OLS model has an F-statistic of 10.87 and an R-squared value of 0.03. The one-way fixed effects 

model has an F-statistic of 3.70 and an R-squared value of 0.01. The two-way fixed effects 

model of interest has an F-statistic of 2.96 and an R-squared value of 0.02, while the two way 

fixed effects model that combines total aid has an F-statistic of 2.94 and an R-squared value of 

0.02.  

  Finally, the fourth dependent variable estimates the number of terrorist incidents in year t 

whose primary victims are of the nationality of country i. This dependent variable also returns 

four statistically significant models. The highly statistically significant (p < 0.01) OLS model has 

an F-statistic of 17.76 and the highest R-squared value of all, at 0.15. The statistically significant 

(p < 0.05) one-way fixed effects model has an F-statistic of 1.99 and an R-squared value of 0.03. 

The two-way fixed effects models are both highly statistically significant (p < 0.01). The model 

of primary interest (two-way fixed effects with decomposed aid categories) has an F-statistic of 

2.32 and an R-squared value of 0.07, while the two way fixed effects model that uses total aid 

has an F-statistic of 2.36 and an R-squared value of 0.06. Based on these figures, using the fourth 

dependent variable appears to give the strongest results. 

  The multiple highly statistically significant models insinuate that I have estimated some 

real relationship between terrorism and the independent variables, but not one that will precisely 
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predict the number of terrorist events in country i in year t. Given the complicated nature of the 

topic, the varying quality and availability of development data, and the difficulty in measuring 

terrorism, I am not surprised by the low R-squared values. Instead, I focus largely on the 

direction of the relationship between my dependent and independent variables. I believe the 

value of the study lies in the relatively consistent direction of the relationships between U.S. 

military, security, and civilian aid and terrorism in recipient countries across the numerous 

statistically significant models of interest.  

  Turning to the impact of individual variables on terrorism, I begin with the first 

dependent variable, which examines the impact of U.S. foreign policy on the number of terrorists 

originating from recipient countries. Here, the OLS model offers a number of statistically 

significant results (see table 2). Considering civilian aid first, a 1 percent increase in civilian aid 

is associated with 0.00051 fewer terrorist incidents committed by nationals of a recipient 

country. While the coefficient on civilian aid is highly statistically significant (p < 0.01), the 

change represented by an increase in aid here is inconsequential. One percent of U.S. civilian aid 

to Afghanistan in 2010 represents more than six million dollars—a high price to pay for 0.00051 

fewer terrorism incidents conducted by Afghan nationals. According to these results, the U.S. 

would have had to spend about $11.7 billion in order to reduce terrorism conducted by Afghan 

nationals in 2010 by a single incident. Despite the small predicted change in terrorism associated 

with an increase in civilian aid, the inverse relationship shown here between aid and terrorism is 

what I anticipated. While the results of my two-way fixed effects model in column three are not 

statistically significant, the sign does remain the same, which further supports the idea of an 

inverse relationship between civilian aid and terrorism. Switching from a poorly-specified OLS 
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Table 2: Impact of U.S. Aid on the Number of Terrorism Incidents,  

by Nationality of Terrorist 

 

OLS 
Fixed Effects 

(by country) 

Two-Way Fixed 

Effects
*
  

(country, year) 

Two-Way Fixed 

Effects (total aid) 

Civilian Aid  

  (natural log) 

-0.051 -0.016 -0.014 .. 

(0.016)*** (0.016) (0.016) .. 

Security Aid 

  (natural log) 

0.023 0.004 0.012 .. 

(0.012)* (0.008) (0.011) .. 

Military Aid 

  (natural log) 

0.030 -0.014 -0.014 .. 

(0.014)** (0.015) (0.015) .. 

Population 

  (natural log) 

0.224 -0.580 0.211 0.256 

(0.035)*** (0.730) (0.759) (0.805) 

Partially Free 0.461 0.049 -0.017 -0.024 

(0.205)** (0.142) (0.158) (0.162) 

Not Free 0.351 -0.092 -0.111 -0.111 

(0.152)** (0.328) (0.312) (0.316) 

Party to Camp  

  David Accord 

0.226 .. .. .. 

(0.567) .. .. .. 

GPD per capita  

  (thou. 2000 USD) 

0.001 -0.165 -0.082 -0.081 

(0.010) (0.081)** (0.093) (0.093) 

Per Capita Health  

  Expenditure  

  (thou. 2012 USD) 

-0.021 0.113 0.089 0.067 

(0.059) (0.102) (0.114) (0.117) 

Gross secondary  

  school enrollment 

-0.002 -0.027 -0.021 -0.021 

(0.002) (0.016) (0.012)* (0.012)* 

Total Aid  

  (natural log) 

.. .. .. -0.013 

.. .. .. (0.019) 

Constant 0.181 4.987 2.608 2.482 

(0.246) (1.969)** (1.588) (1.547) 

F 7.22*** 1.53 2.51*** 2.61*** 

R
2
 0.03 0.01 0.02 0.02 

N 1,971 1,971 1,971 1,971 

* p<0.1; ** p<0.05; *** p<0.01 

 

model to a fixed effects model can often cause signs to change. However, even after considering 

the inherent, unchanging differences between countries and years, the model still suggests that 

the negative sign is an appropriate one. 

                                                 
*
 For simplicity, I have excluded the results of each year from this table. However, only 2005 (coefficient: -0.519) 

was marginally statistically significant (p < 0.1) in my regression of interest. None of the other years were 

significant at the 90 percent level.   
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  Turning to security aid, the OLS model returns marginally statistically significant results 

(p < 0.1). Here, a one percent increase in U.S. security aid is associated with 0.00023 more 

terrorist incidents committed by nationals of the recipient country. Again, while this figure does 

not represent a substantial change in terrorism, the positive relationship between the terrorism 

and security aid is in line with my hypothesis. In examining the relationship between security 

and military aid and terrorism there is a danger that the OLS model simply reflects the U.S. 

providing more military and security aid to countries that already experience violence and 

terrorism. By looking relationship between aid and terrorism within—rather than across—

countries, the two-way fixed effects model should avoid this pitfall. While the results in the two-

way fixed effects model are not statistically significant, they do mirror the positive relationship 

suggested by the OLS model and my hypothesis. The loss in statistical significance may merely 

reflect the greater demands placed on the data by using a fixed effects model. 

  For the final variable of interest, military aid, the OLS model returns statistically 

significant results (p < 0.05) that again reflect the anticipated positive relationship between 

military aid and terrorism. Again, the relationship seems to be a weak one, as a one percent 

increase in U.S. military aid is associated with an increase in the number of terrorist incidents 

committed by nationals of the recipient country by just 0.0003. The two-way fixed effects model 

again fails to return a statistically significant result and here the sign has flipped and is negative, 

so it is difficult to discern whether the two-way fixed effects model supports my hypothesis. 

  Turning to the control variables, just as in earlier studies (Krueger and Maleckova 2003), 

the OLS model also finds a positive relationship between the size of a country’s population and 

the number of terrorist incidents committed by nationals of the country. Here, a one percent 
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increase in population is associated with 0.0022 more terrorist incidents committed by nationals 

of the recipient country. While this once again represents a very small number, the high 

statistical significant (p < 0.01) offers further credibility to the positive relationship Krueger and 

Maleckova found in their study (2003). Again, the two-way fixed effects model fails to return 

statistically significant results, but mirrors the positive relationship identified in the OLS model. 

  The OLS model also returns statistically significant results (p < 0.05) for the relationship 

between civil liberties and terrorism. On average, countries that are rated “partially free” by 

Random House are likely to have 0.461 more terrorist incidents conducted by their nationals than 

those countries rated “free”. Countries ranked “not free” are likely to have, on average, 0.351 

more terrorist incidents committed by their nationals than countries ranked “free.” These 

statistically significant results (p < 0.05) do not have the negative relationship I predicted that 

would support earlier authors’ arguments that greater civil liberties are associated with a 

reduction in terrorism (Krueger and Maleckova 2003; Windsor 2003). Further, it should be noted 

they represent the largest coefficients in terms of determining the number of terrorist incidents 

conducted by nationals of recipient countries. In the two-way fixed effects model, the 

relationship between civil liberties/political freedoms and terrorism is not statistically significant 

for countries rated either “partially free” or “not free,” but the signs do flip and display the 

expected inverse relationship between civil liberties and terrorism. The lack of significance here 

is understandable, given that few countries change freedom scores within the specified time 

period and that a fixed effects model compares observations within, rather than across countries. 

In either model (OLS or fixed effects), it would appear that, compared to countries that are 

“free,” countries rated “not free” have fewer terrorist incidents committed by their nationals than 
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countries rated “partially free.” This might be a result of countries rated “not free” having a 

larger security apparatus, making it more difficult and/or costly to plan terrorist acts in than those 

ranked “partially free.”  

  Turning to development indicators, while the OLS and two-way fixed effects models fail 

to produce statistically significant results for GPD per capita, the one-way fixed effect model 

produces a statistically significant result (p < 0.05) indicating the anticipated inverse relationship 

between wealth and terrorism that is consistent with previous research. Holding all else constant, 

a one thousand dollar increase in GDP per capita (in 2000 U.S. Dollars) is associated with 0.165 

fewer terrorist incidents perpetrated by a country’s nationals. The negative sign in the two-way 

fixed effects model mirrors the nature of the inverse relationship as well. 

  Health expenditures are not statistically significant in either the OLS or any of the fixed 

effects models. This lack of significance could be a result of two problems. First, my theoretical 

model could be incorrect in suggesting that terrorism is, in part, a function of a country’s public 

health. Second, it could reflect my selecting a sub-optimal measure of health, in order to 

maximize the number of observations included in the study. The amount a country spends on 

health does not necessarily reflect the absolute quality of health in that country. This distinction 

might be reflected in these inconclusive results. 

  The signs associated with the coefficients on gross secondary school enrollment in all 

four models suggest the inverse relationship between education and terrorism that I anticipated 

based on prior research. However, secondary school enrollment is only marginally statistically 

significant (p < 0.1) in the two-way fixed effects model. Here, holding all else constant, a one 
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percentage point increase in the gross secondary school enrollment rate is associated with 

0.021fewer terrorist incidents being carried out by nationals of a given country. 

  The estimations of the relationship between the control variables and terrorism for each 

of the other three dependent variables largely mirror those of the first dependent variable (see the 

appendix for full output tables for all dependent variables). For each instance in which the 

control variables remain at least marginally statistically significant for dependent variables two 

through four, the direction of the relationship between terrorism and control variables remains 

consistent with the OLS model. Population remains statistically significant and positively 

associated with terrorism for each of the dependent variables. The coefficient on secondary 

education enrollment rates is marginally statistically significantly negative for dependent 

variables two and three, further suggesting an inverse relationship between education and 

terrorism. 

  Moving to civil liberties and political freedoms, “partially free” always displays a 

positive relationship in the OLS models. For dependent variable four, however, “not free” 

diverges sharply from the OLS results for the first dependent variable. Here, the relationship 

between terrorism and civil liberties are highly statistically significantly (p < 0.01) positive. It is 

important to note that for this dependent variable, terrorism is measured as the number of 

terrorist incidents directed against nationals of recipient countries. This would include terrorist 

attacks targeting citizens of Western countries, many of which are rated free. This might help 

explain the predicted relationship. Terrorism is generally meant to scare a populace into forcing 

its government into taking some sort of action, like ending a foreign occupation, granting 

regional autonomy, or recognizing the rights of an ethnic or political group. As such, 
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democracies would appear to be more appealing targets, since terrorized constituents could 

pressure elected representatives to take action. Dictators and regimes most likely to be rated “not 

free” may be more isolated from the wishes of their populace and therefore less likely to take 

action, unless terrorism is perceived as an existential threat. On average, nationals of countries 

rated “not free” are expected to experience 0.362 fewer terrorist attacks directed at them than 

citizens of countries rated “free.” 

  Turning to the one-way fixed effects model, the model shows an inverse relationship 

between wealth and terrorism for dependent variables two through four, as it did for the first 

dependent variable. Holding all else constant, a one thousand dollar increase in per capita GDP is 

associated with 0.324 (p < 0.01) fewer terrorist incidents beginning in a country, 0.341 (p < 0.01) 

fewer terrorist incidents ending in a country, and 0.283 (p < 0.05) fewer incidents directed at a 

country’s citizens. The model also consistently returns a statistically significant (p < 0.05) 

relationship between health expenditure and terrorism across all three panels. Holding all else 

constant, a one thousand dollar increase in per capita health expenditures is associated with an 

increase of 0.292 terrorist incidents beginning in a country, 0.302 terrorist incidents ending in a 

country, and 0.339 incidents directed at a country’s citizens.  

  There are also notable differences in the two-way fixed effects models for the remaining 

dependent variables. For dependent variable two, where terrorism is measured by country start 

location, the two-way fixed effects model estimates a marginally statistically significant (p < 0.1) 

positive relationship between per capita health expenditure and the level of terrorism. Holding all 

else constant, every additional thousand dollars spent per capita on health is associated with 

0.254 additional terrorist incidents beginning in a country. This mirrors the marginally 
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statistically significant results (p < 0.1) for dependent variable three, where every additional 

thousand dollars spent per capita on health, is associated with 0.269 additional terrorist incidents 

ending in a country. Again, the unexpected nature of this relationship could be a result of the 

shortcomings of the health indicator I selected, as discussed above. It could also reflect that 

countries experiencing terrorism are involved in other conflicts and are therefore forced to spend 

more on health.  

  In looking at the U.S. foreign aid variables of interest for all four dependent variables 

(table 3), the aid variables largely support my hypothesis. First, civilian aid is highly statistically 

significant (p < 0.01) for all four dependent variables in the OLS model and displays an inverse 

relationship with the level of terrorism for each dependent variable. While the results are not 

statistically significant in the two-way fixed effects model, the signs mirror those of the OLS 

model. Military aid is also statistically significant (p < 0.05) in the OLS model for the first three 

dependent variables and marginally statistically significant (p < 0.1) for dependent variable four. 

In each panel, the relationship between military aid and terrorism is positive in the OLS model, 

as hypothesized. Again, the two-way fixed effects model fails to produce statistically significant 

results, but the signs flip for dependent variables one through three, and the relationship would 

appear to be negative, casting at least some doubt on my hypothesis about the positive 

relationship between military aid and terrorism. 

  The relationship between security aid and terrorism in the OLS model is marginally 

statistically significant (p < 0.1) for dependent variables one and two, and significant (p < 0.05) 

for dependent variables three and four. The OLS model estimates a positive relationship, as 

hypothesized, for each dependent variable except for the fourth, which measures the relationship 
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Table 3: Summary of Variables of Interest 

  OLS 
Fixed Effects 

(by country) 

Two-Way Fixed Effects  

(country, year) 

Two-Way Fixed 

Effects (total aid) 

B
y

 o
f 

T
er

ro
ri

st
 N

a
t.

 Civilian Aid  

  (natural log) 

-0.051 -0.016 -0.014 .. 

(0.016)*** (0.016) (0.016) .. 

Security Aid 

  (natural log) 

0.023 0.004 0.012 .. 

(0.012)* (0.008) (0.011) .. 

Military Aid 

  (natural log) 

0.030 -0.014 -0.014 .. 

(0.014)** (0.015) (0.015) .. 

Total Aid  

  (natural log) 
.. .. .. -0.013 

.. .. .. (0.019) 

B
y

 S
ta

rt
 L

o
ca

ti
o

n
 Civilian Aid  

  (natural log) 

-0.065 -0.020 -0.014 .. 

(0.017)*** (0.018) (0.019) .. 

Security Aid 

  (natural log) 

0.033 0.006 0.023 .. 

(0.017)* (0.010) (0.013)* .. 

Military Aid 

  (natural log) 

0.057 -0.009 -0.008 .. 

(0.025)** (0.019) (0.019) .. 

Total Aid  

  (natural log) 

.. .. .. -0.020 

.. .. .. (0.030) 

B
y

 E
n

d
 L

o
ca

ti
o

n
 Civilian Aid  

  (natural log) 

-0.059 -0.016 -0.010 .. 

(0.017)*** (0.018) (0.019) .. 

Security Aid 

  (natural log) 

0.034 0.009 0.024 .. 

(0.017)** (0.010) (0.013)* .. 

Military Aid 

  (natural log) 

0.054 -0.016 -0.015 .. 

(0.025)** (0.021) (0.021) .. 

Total Aid  

  (natural log) 

.. .. .. -0.024 

.. .. .. (0.034) 

B
y

 V
ic

ti
m

 N
a

t.
 

Civilian Aid  

  (natural log) 

-0.056 -0.028 -0.022 .. 

(0.012)*** (0.015)* (0.014) .. 

Security Aid 

  (natural log) 

-0.011 0.015 0.024 .. 

(0.005)** (0.008)* (0.009)*** .. 

Military Aid 

  (natural log) 

0.019 0.004 0.006 .. 

(0.010)* (0.020) (0.021) .. 

Total Aid  

  (natural log) 

.. .. .. -0.007 

.. .. .. (0.038) 

 p<0.1; ** p<0.05; *** p<0.01 

 

between U.S. security aid provided and the number of terrorist attacks directed against nationals 

of recipient countries. It is with security aid that the two-way fixed effects model provides 

statistically significant results. The relationship between security and terrorism is positive for all 

four dependent variables in the two-way fixed effects model. For dependent variables two and 

three, the coefficient on security aid is marginally statistically significant (p < 0.1). A one percent 
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increase in security aid is associated with 0.00023 more terrorist incidents beginning in a country 

and 0.00024 more terrorist incidents ending in a country. For dependent variable four, the results 

are highly statistically significant (p < 0.01). A one percent increase in security aid is associated 

with 0.00024 more terrorist incidents victimizing nationals of the recipient country. The results 

support my hypothesis of a positive relationship between security aid and terrorism in recipient 

countries.  

  Total aid, estimated in a two-way fixed effects model using only one category of 

undifferentiated U.S. foreign aid, fails to return statistically significant results for all four 

dependent variables. However, the suggested relationship between overall aid and terrorism in 

each instance is negative. If true, this could be a result of the benefits of the inverse relationship 

between civilian aid and terrorism in recipient countries outweighing the positive relationship 

between terrorism and security/military aid. 

  As I note in the data section, the U.S. foreign aid measured for any given year consists of 

the total funds that are obligated for a purpose in that year. Not all funds that are obligated in a 

given year are spent in that year—they might be spent in future years. Further, the U.S. federal 

government’s fiscal year runs from October 1 to September 30. So, for instance, the 2000 fiscal 

year ran from October 1, 1999 until September 30, 2000. As such, it is possible that some U.S. 

aid funds were spent prior to the calendar year in which terrorist incidents were measured. In 

general, though, it takes some time to spend funds once they are obligated and I assume that a 

significant portion of obligated funds are spent in the calendar year in which terrorism incidents 

are recorded. In order to test the theory that, once obligated, funds may take time to make their 

way to recipient countries and that measures implemented with those funds by recipient 
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countries may not immediately take effect, I ran a final series of regressions, where terrorist 

incidents are regressed on U.S. foreign aid obligated the previous year. This series of regressions 

fails to return statistically significant results for the two-way fixed effects model of interest, but 

the direction of the relationship between civilian (inverse), security (positive), military (inverse), 

and total (inverse) aid remains. A summary of the variables of interest for each of these 

regressions can be found in the appendix (table 9). 

  In the final section, I consider these results within the context of U.S. security policy in 

order to evaluate my hypothesis and draw several conclusions. Additionally, I offer several ways 

in which future studies could build upon and improve my research in order to better understand 

the relationship between U.S. foreign aid and international terrorism. 
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CONCLUSIONS AND POLICY IMPLICATIONS 

 

  Since 9/11, politicians and policy makers have linked the presence of terrorism to 

poverty, education, and other development indicators. While the body of literature on terrorism 

provides a healthy dose of skepticism about these links, there is no consensus on the root causes 

of terrorism. Where there is consensus, it is that U.S. foreign aid has been, rightly or not, linked 

to the U.S. foreign policy goal of reducing terrorism. In this paper, I examined the impact of U.S. 

foreign aid on terrorism in recipient countries. I focused on U.S. foreign aid following the Cold 

War, looking at nearly a decade before and after the 9/11 terrorist attacks and across four 

presidential administrations representing both major political parties. I used a two-way fixed 

effects model to examine the relationship between three different types of U.S. aid—military 

assistance, non-military security assistance, and civilian assistance—and terrorism in recipient 

countries. In an attempt to isolate these effects, I also controlled for a variety of development 

indicators, including education, health, and economic strength. I controlled for population, which 

previous studies have found to be statistically significantly associated with terrorism, as well as 

political rights and civil liberties, which several authors have argued are better predictors of 

terrorism than economic indicators. By controlling for time and country fixed effects, I was able 

to mitigate the difficulties of comparing timeframes, countries, regions, and cultures with 

inherent differences and at least reduce the potential problem of endogeneity. 

  The results of the regression suggest that portions of my hypothesis were accurate. While 

the models should not be expected to precisely predict the level of terrorism in a recipient 

country, they can provide insight into the nature of the relationship between foreign aid and 

terrorism. As I suspected, the three different types of aid appear to have different impacts on 
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terrorism in recipient countries. Civilian aid appears to consistently be associated with fewer 

terrorist incidents in recipient countries. Military aid appears to have mixed results in my various 

models, perhaps calling for further consideration about how the use of military aid to combat 

terrorism affects terrorism in recipient countries. Security aid, however, appears to have a 

consistently positive relationship with terrorism in recipient countries. The strongest results of all 

were found in the OLS model, where countries rated partially free consistently had a positive 

relationship with terrorism that is significant in both statistical terms and in consequence. 

Countries rated “partially free” were consistently associated with more terrorist incidents being 

conducted there or by nationals of those countries than countries rated “free.” As in previous 

studies reviewed in the literature review, population is also positively associated with terrorism. 

The control variables I included—strength of economy and access to health and education—

failed to provide a clear signal, which is not surprising, given the ongoing debate in academic 

and policy circles about the root causes of terrorism. Nonetheless, on the whole, it appears that 

both higher GDP per capita and secondary education enrollment rates are inversely associated 

with the number of terrorist incidents conducted on the soil of or by nationals of recipient 

countries. 

   There are a few preliminary conclusions I draw from the results. First, given that security 

aid consistently displays a positive relationship with terrorism and civilian aid consistently 

displays an inverse relationship with terrorism, additional research should be conducted on the 

nature of the positive relationship between security aid and terrorism. Since there is always a 

concern, even in my two-way fixed effects model, that this relationship is picking up on the U.S. 

pouring security aid into places with terrorism problems, additional research should be 
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conducted using a number of time lags. In any case, the consistently positive relationship 

between security aid and terrorism should give the U.S. pause on how it employs these funds to 

combat terrorism. Perhaps the inverse relationship between civilian aid and terrorism points to a 

better option. For instance, perhaps funds targeted at increasing enrollment in secondary 

education or policies aimed at improving the economy (and therefore GDP per capita) would be 

better spent than aid that explicitly focus on security goals, like counter-terrorism and non-

proliferation. 

  Next, it appears that countries rated “free” experience less terrorism than countries rated 

“partly free.” This suggests that the U.S. should concentrate on aid programs designed to reward 

countries that improve political rights and civil liberties of citizens and that work towards 

strengthening institutions and programs that preserve these rights and freedoms. In the long run, 

money in countries rated “free” may be more effective than money spent on aid in countries that 

are only partly free or not free. 

  The mixed results of military aid could be a result of U.S. aid being effectively employed 

to reduce terrorism in the short term, but breeding resentment in the longer term. This could be 

associated with the types of governments the U.S. provides aid to. For instance, the U.S. was a 

strong supporter of President Pervez Musharraf in Pakistan, but freedom scores under the 

Musharraf regime were low. So, while military aid could help a regime surge resources in a way 

that temporarily reduces terrorism, resentment against a regime that restricts political rights and 

civil liberties could neutralize or even negate the impact of the military aid. 

Additional research is clearly needed before major policy implications should be drawn 

and implemented. Specifically, there are several ways future researchers could improve upon my 
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study. First, I sought to maximize the number of possible observations, in order to employ a 

fixed effects model. This led me to my selection of terrorism data. Future studies could use these 

models in conjunction with either data from another source of terrorism information (e.g., Rand 

Corp, Global Terrorism Database), or using different measures of terrorism within the ITERATE 

database. Perhaps regressing the number of victims or amount of damage on U.S. foreign aid 

would be a better indicator of how effective aid is in reducing terrorism than the simple count of 

incidents I employ in this study. However, terrorism data are imperfect, and the descriptive 

information about consequences of each attack are often missing or hard to accurately represent, 

so future researchers will also need to make tradeoffs in selecting the appropriate measure of 

terrorism to include in their models.  

Second, future studies could improve upon my models by controlling for whether 

recipient countries are involved in civil wars or external conflicts. This could be done using data 

from the Correlates of War project, housed at Pennsylvania State University. Just as with 

terrorism data, conflict data are imperfect, but finding appropriate controls in such a data set 

could help further improve results. Without controlling for civil wars and external conflict, it 

might be unclear whether changes in levels of terrorism in recipient countries are associated with 

increases in foreign aid, or the end of a conflict that might result in the U.S. providing additional 

aid that it withheld during that conflict. 

Third, though I feel that employing a two-way fixed effects model is an appropriate way 

to model the relationship between U.S. foreign aid and terrorism,  because it controls for a wide 

range of factors that might be unique to a country, the model is demanding on the data. It would 

be useful for a future study to examine one or more meaningful subsets of countries, rather than 
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including all countries in a single model. This could reduce the required degrees of freedom and 

improve the statistical significance of some of the independent variables. Countries could be 

grouped by region, relative levels of development, or even availability of data, in order to see 

whether more precise results can be extracted from a fixed effects model. 

Given the difficult spending decisions facing the Obama Administration and Congress in 

the coming months and years, it would be wise to further examine the relationship between U.S. 

foreign aid and international terrorism. While foreign assistance constitutes only about one 

percent of all U.S. federal spending, effective decisions in allocating aid have the potential to 

save the U.S. significant money in other areas, including defense and security. At a time when 

officials publicly fret about the impact of spending cuts on national security, a better 

understanding of where U.S. funds are being used most effectively to promote U.S. security 

goals could help policymakers set spending levels in a way that more efficiently serves U.S. 

interests. 
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APPENDIX 

 

Table 4: Impact of U.S. Aid on the Number of Terrorism Incidents,  

by Nationality of Terrorist 

 
OLS 

Fixed Effects 

(by country) 

Two-Way Fixed 

Effects  

(country, year) 

Two-Way Fixed 

Effects (total aid) 

Civilian Aid  

  (natural log) 

-0.051 -0.016 -0.014 .. 

(0.016)*** (0.016) (0.016) .. 

Security Aid 

  (natural log) 

0.023 0.004 0.012 .. 

(0.012)* (0.008) (0.011) .. 

Military Aid 

  (natural log) 

0.030 -0.014 -0.014 .. 

(0.014)** (0.015) (0.015) .. 

Population 

  (natural log) 

0.224 -0.580 0.211 0.256 

(0.035)*** (0.730) (0.759) (0.805) 

Partially Free 0.461 0.049 -0.017 -0.024 

(0.205)** (0.142) (0.158) (0.162) 

Not Free 0.351 -0.092 -0.111 -0.111 

(0.152)** (0.328) (0.312) (0.316) 

Party to Camp David  

  Accord 

0.226 .. .. .. 

(0.567) .. .. .. 

GPD per capita  

  (thou. of 2000 USD) 

0.001 -0.165 -0.082 -0.081 

(0.010) (0.081)** (0.093) (0.093) 

Per Capita Health  

  Expenditure  

  (thou of 2012 USD) 

-0.021 0.113 0.089 0.067 

(0.059) (0.102) (0.114) (0.117) 

Gross secondary  

  school enrollment 

-0.002 -0.027 -0.021 -0.021 

(0.002) (0.016) (0.012)* (0.012)* 

Total Aid  

  (natural log) 

.. .. .. -0.013 

.. .. .. (0.019) 

Constant 0.181 4.987 2.608 2.482 

(0.246) (1.969)** (1.588) (1.547) 

F 7.22*** 1.53 2.51*** 2.61*** 

R
2
 0.03 0.01 0.02 0.02 

N 1,971 1,971 1,971 1,971 

* p<0.1; ** p<0.05; *** p<0.01 
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Table 5: Impact of U.S. Aid on the Number of Terrorism Incidents,  

by Incident Start Location 

 
OLS 

Fixed Effects 

(by country) 

Two-Way Fixed 

Effects 

(country, year) 

Two-Way Fixed 

Effects (total aid) 

Civilian Aid  

  (natural log) 

-0.065 -0.020 -0.014 .. 

(0.017)*** (0.018) (0.019) .. 

Security Aid 

  (natural log) 

0.033 0.006 0.023 .. 

(0.017)* (0.010) (0.013)* .. 

Military Aid 

  (natural log) 

0.057 -0.009 -0.008 .. 

(0.025)** (0.019) (0.019) .. 

Population 

  (natural log) 

0.326 -1.701 0.233 0.387 

(0.040)*** (1.112) (1.168) (1.254) 

Partially Free 0.479 0.194 0.051 0.038 

(0.217)** (0.111)* (0.135) (0.136) 

Not Free 0.418 0.228 0.146 0.115 

(0.382) (0.439) (0.422) (0.432) 

Party to Camp David  

  Accord 

1.833 .. .. .. 

(1.173) .. .. .. 

GPD per capita  

  (thou. of 2000 USD) 

0.010 -0.324 -0.111 -0.122 

(0.016) (0.104)*** (0.098) (0.097) 

Per Capita Health  

  Expenditure  

  (thou of 2012 USD) 

0.037 0.292 0.254 0.247 

(0.084) (0.128)** (0.145)* (0.163) 

Gross secondary  

  school enrollment 

-0.004 -0.017 -0.002 -0.003 

(0.002)* (0.017) (0.013) (0.013) 

Total Aid  

  (natural log) 

.. .. .. -0.020 

.. .. .. (0.030) 

Constant 0.026 7.546 1.676 1.637 

(0.445) (2.392)*** (2.114) (2.156) 

F 10.91*** 3.60*** 3.12*** 2.96*** 

R2 0.04 0.01 0.02 0.02 

N 1,971 1,971 1,971 1,971 

* p<0.1; ** p<0.05; *** p<0.01 
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Table 6: Impact of U.S. Aid on the Number of Terrorism Incidents,  

by Incident End Location 

 
OLS 

Fixed Effects 

(by country) 

Two-Way Fixed 

Effects  

(country, year) 

Two-Way Fixed 

Effects (total aid) 

Civilian Aid  

  (natural log) 

-0.059 -0.016 -0.010 .. 

(0.017)*** (0.018) (0.019) .. 

Security Aid 

  (natural log) 

0.034 0.009 0.024 .. 

(0.017)** (0.010) (0.013)* .. 

Military Aid 

  (natural log) 

0.054 -0.016 -0.015 .. 

(0.025)** (0.021) (0.021) .. 

Population 

  (natural log) 

0.314 -1.365 0.455 0.637 

(0.041)*** (1.047) (1.186) (1.287) 

Partially Free 0.452 0.152 0.025 0.019 

(0.218)** (0.098) (0.127) (0.128) 

Not Free 0.374 0.148 0.076 0.054 

(0.381) (0.417) (0.400) (0.409) 

Party to Camp David  

  Accord 

1.205 .. .. .. 

(0.970) .. .. .. 

GPD per capita  

  (thou. of 2000 USD) 

0.014 -0.341 -0.141 -0.152 

(0.016) (0.116)*** (0.105) (0.105) 

Per Capita Health 

Expenditure  

  (thou of 2012 USD) 

0.039 0.302 0.269 0.277 

(0.090) (0.135)** (0.148)* (0.170) 

Gross secondary  

  school enrollment 

-0.004 -0.020 -0.007 -0.007 

(0.002)* (0.016) (0.012) (0.012) 

Total Aid  

  (natural log) 

.. .. .. -0.024 

.. .. .. (0.034) 

Constant -0.017 7.266 1.638 1.580 

(0.447) (2.314)*** (2.161) (2.194) 

F 10.87*** 3.70*** 2.96*** 2.94*** 

R
2
 0.03 0.01 0.02 0.02 

N 1,971 1,971 1,971 1,971 

  * p<0.1; ** p<0.05; *** p<0.01 
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Table 7: Impact of U.S. Aid on the Number of Terrorism Incidents,  

by Nationality of Victim 

 
OLS 

Fixed Effects 

(by country) 

Two-Way Fixed 

Effects  

(country, year) 

Two-Way Fixed 

Effects (total aid) 

Civilian Aid  

  (natural log) 

-0.056 -0.028 -0.022 .. 

(0.012)*** (0.015)* (0.014) .. 

Security Aid 

  (natural log) 

-0.011 0.015 0.024 .. 

(0.005)** (0.008)* (0.009)*** .. 

Military Aid 

  (natural log) 

0.019 0.004 0.006 .. 

(0.010)* (0.020) (0.021) .. 

Population 

  (natural log) 

0.364 -0.472 0.900 0.980 

(0.039)*** (0.574) (0.689) (0.754) 

Partially Free 0.004 0.078 -0.086 -0.118 

(0.107) (0.096) (0.099) (0.096) 

Not Free -0.362 -0.310 -0.436 -0.488 

(0.111)*** (0.278) (0.276) (0.286)* 

Party to Camp David 

Accord 

2.331 .. .. .. 

(0.738)*** .. .. .. 

GPD per capita  

  (thou. of 2000 USD) 

0.016 -0.283 -0.119 -0.131 

(0.014) (0.118)** (0.123) (0.123) 

Per Capita Health   

  Expenditure  

  (thou of 2012 USD) 

0.063 0.339 0.229 0.179 

(0.111) (0.147)** (0.144) (0.162) 

Gross secondary     

  school enrollment 

0.000 -0.006 0.003 0.003 

(0.001) (0.008) (0.009) (0.009) 

Total Aid  

  (natural log) 

.. .. .. -0.007 

.. .. .. (0.038) 

Constant 0.389 3.914 -0.000 -0.002 

(0.228)* (1.190)*** (2.030) (2.015) 

F 17.76*** 1.99** 2.32*** 2.36*** 

R
2
 0.15 0.03 0.07 0.06 

N 1,971 1,971 1,971 1,971 

* p<0.1; ** p<0.05; *** p<0.01 

 

  



 

55 

 

 Table 8: Impact of U.S. Aid on the Number of Terrorism Incidents 

  OLS 
Fixed Effects 

(by country) 

Two-Way Fixed Effects  

(country, year) 

Two-Way Fixed 

Effects (total aid) 

B
y

 N
a

ti
o

n
a

li
ty

 o
f 

T
er

ro
ri

st
 Civilian Aid  

  (natural log) 

-0.051 -0.016 -0.014 .. 

(0.016)*** (0.016) (0.016) .. 

Security Aid 

  (natural log) 

0.023 0.004 0.012 .. 

(0.012)* (0.008) (0.011) .. 

Military Aid 

  (natural log) 

0.030 -0.014 -0.014 .. 

(0.014)** (0.015) (0.015) .. 

Total Aid  

  (natural log) 

.. .. .. -0.013 

.. .. .. (0.019) 

F 7.22*** 1.53 2.51*** 2.61*** 

R
2
 0.03 0.01 0.02 0.02 

N 1,971 1,971 1,971 1,971 

B
y

 I
n

ci
d

e
n

t 
S

ta
rt

 L
o

ca
ti

o
n

 Civilian Aid  

  (natural log) 

-0.065 -0.020 -0.014 .. 

(0.017)*** (0.018) (0.019) .. 

Security Aid 

  (natural log) 

0.033 0.006 0.023 .. 

(0.017)* (0.010) (0.013)* .. 

Military Aid 

  (natural log) 

0.057 -0.009 -0.008 .. 

(0.025)** (0.019) (0.019) .. 

Total Aid  

  (natural log) 

.. .. .. -0.020 

.. .. .. (0.030) 

F 10.91*** 3.60*** 3.12*** 2.96*** 

R2 0.04 0.01 0.02 0.02 

N 1,971 1,971 1,971 1,971 

B
y

 I
n

ci
d

e
n

t 
E

n
d

 L
o

ca
ti

o
n

 Civilian Aid  

  (natural log) 

-0.059 -0.016 -0.010 .. 

(0.017)*** (0.018) (0.019) .. 

Security Aid 

  (natural log) 

0.034 0.009 0.024 .. 

(0.017)** (0.010) (0.013)* .. 

Military Aid 

  (natural log) 

0.054 -0.016 -0.015 .. 

(0.025)** (0.021) (0.021) .. 

Total Aid  

  (natural log) 

.. .. .. -0.024 

.. .. .. (0.034) 

F 10.87*** 3.70*** 2.96*** 2.94*** 

R2 0.03 0.01 0.02 0.02 

N 1,971 1,971 1,971 1,971 

B
y

 N
a

ti
o

n
a

li
ty

 o
f 

V
ic

ti
m

 

Civilian Aid  

  (natural log) 

-0.056 -0.028 -0.022 .. 

(0.012)*** (0.015)* (0.014) .. 

Security Aid 

  (natural log) 

-0.011 0.015 0.024 .. 

(0.005)** (0.008)* (0.009)*** .. 

Military Aid 

  (natural log) 

0.019 0.004 0.006 .. 

(0.010)* (0.020) (0.021) .. 

Total Aid  

  (natural log) 

.. .. .. -0.007 

.. .. .. (0.038) 

F 17.76*** 1.99** 2.32*** 2.36*** 

R2 0.15 0.03 0.07 0.06 

N 1,971 1,971 1,971 1,971 

 p<0.1; ** p<0.05; *** p<0.01 
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 Table 9: Impact of U.S. Aid on the Number of Terrorism Incidents in the Following Year 

  OLS 
Fixed Effects 

(by country) 

Two-Way Fixed Effects  

(country, year) 

Two-Way Fixed 

Effects (total aid) 

B
y

 N
a

ti
o

n
a

li
ty

 o
f 

T
er

ro
ri

st
 Civilian Aid  

  (natural log) 

-0.045 -0.009 -0.009 .. 

(0.017)*** (0.013) (0.012) .. 

Security Aid 

  (natural log) 

0.020 0.000 0.009 .. 

(0.011)* (0.007) (0.011) .. 

Military Aid 

  (natural log) 

0.024 -0.016 -0.015 .. 

(0.013)* (0.009)* (0.010) .. 

Total Aid  

  (natural log) 

.. .. .. -0.015 

.. .. .. (0.012) 

F 7.04*** 1.10 2.13*** 2.07*** 

R
2
 0.03 0.01 0.02 0.02 

N 1,869 1,869 1,869 1,869 

B
y

 I
n

ci
d

e
n

t 
S

ta
rt

 L
o

ca
ti

o
n

 Civilian Aid  

  (natural log) 

-0.053 -0.014 -0.014 .. 

(0.017)*** (0.014) (0.013) .. 

Security Aid 

  (natural log) 

0.021 -0.001 0.010 .. 

(0.012)* (0.009) (0.012) .. 

Military Aid 

  (natural log) 

0.036 -0.011 -0.011 .. 

(0.014)** (0.013) (0.013) .. 

Total Aid  

  (natural log) 

.. .. .. -0.032 

.. .. .. (0.019)* 

F 9.88*** 1.56 2.47*** 2.50*** 

R2 0.05 0.01 0.03 0.03 

N 1,869 1,869 1,869 1,869 

B
y

 I
n

ci
d

e
n

t 
E

n
d

 L
o

ca
ti

o
n

 Civilian Aid  

  (natural log) 

-0.049 -0.017 -0.017 .. 

(0.017)*** (0.015) (0.014) .. 

Security Aid 

  (natural log) 

0.021 -0.005 0.007 .. 

(0.012)* (0.010) (0.013) .. 

Military Aid 

  (natural log) 

0.036 -0.013 -0.012 .. 

(0.014)** (0.013) (0.013) .. 

Total Aid  

  (natural log) 

.. .. .. -0.040 

.. .. .. (0.024) 

F 11.01*** 1.53 2.39*** 2.57*** 

R2 0.05 0.01 0.03 0.03 

N 1,869 1,869 1,869 1,869 

B
y

 N
a

ti
o

n
a

li
ty

 o
f 

V
ic

ti
m

 

Civilian Aid  

  (natural log) 

-0.031 0.001 -0.001 .. 

(0.011)*** (0.009) (0.009) .. 

Security Aid 

  (natural log) 

-0.022 -0.004 -0.000 .. 

(0.007)*** (0.012) (0.012) .. 

Military Aid 

  (natural log) 

0.012 -0.002 -0.003 .. 

(0.009) (0.011) (0.011) .. 

Total Aid  

  (natural log) 

.. .. .. -0.009 

.. .. .. (0.015) 

F 20.57*** 1.24 2.40*** 2.73*** 

R2 0.16 0.03 0.06 0.06 

N 1,869 1,869 1,869 1,869 

 p<0.1; ** p<0.05; *** p<0.01 
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Table 10: Types of U.S. Foreign Aid 

Type of Assistance Combined Variables Used in Models 

U.S. Military Assistance Military Aid 

Total Aid 

Department of Defense Security 

Security Aid 
Economic Support Fund/Security Support 

Narcotics Control 

Nonproliferation, Anti-Terrorism, 

Demining and Related 

Child Survival and Health 

Civilian Aid 

Development Assistance 

Food For Education 

Global Health and Child Survival 

Global HIV/AIDS Initiative 

Migration and Refugee 

Millennium Challenge Corporation 

Other Active Grant Program 

Other Food Aid Programs 

Other State Assistance 

Other USAID Assistance 

Other USDA Assistance 

Peace Corps 

Title I and II food assistance 
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