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Abstract 

We present a model of transnational terrorism where two countries, 
home and foreign, face a terrorist threat based in the foreign country. 
The home country chooses how much to invest in defending itself or in 
reducing terrorist resources either indirectly by subsidising the foreign 
country or by directly by intervening itself. We use backward induction 
to solve a multiple stage game where the home country first commits to 
its policy decisions, then the foreign country chooses the effort it 
expends on reducing terrorist capability and finally, the terrorists decide 
their effort in attacking in the home or foreign country. In a numerical 
solution of the calibrated model, direct intervention only arises in 
equilibrium if foreign and home efforts are not close substitutes in the 
technology used to reduce the resources of the terrorist group. Greater 
relative military efficiency in the home country makes intervention 
more likely. 
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Non-technical summary 

 

In military conflicts, as in some other activities, there are issues of strategic delegation to consider: to 

what extent should one fight oneself or subsidize allies to fight for you. During the 18th century and 

the Revolutionary and Napoleonic Wars, Britain not only defended itself against invasion by France, 

but repeatedly subsidized allies to fight either alongside her or instead of her. Similarly, in Iraq and 

Afghanistan the US had to balance the costs and benefits of direct intervention and indirect 

intervention through aid to a foreign government. After the 9/11 attacks in 2001, the US invaded 

Afghanistan and, with the help of the Northern Alliance, displaced the Taliban government. The US 

then had the choice of fighting the Taliban directly or indirectly by providing military aid to the 

"allied" governments in Afghanistan or Pakistan. The direct attacks on the Taliban could be done with 

boots on the ground or using unmanned aerial vehicles (UAVs) usually known as drones. Clearly, 

given the often strained relationship between the US and its foreign allies, Afghanistan and Pakistan, 

the relative effectiveness of direct and indirect intervention is a controversial question. 

In this paper we use game theory to examine the choice a home country makes between allocating 

resources to (i) defence, (ii) direct attack on an enemy, whom we will label terrorists, and (iii) indirect 

attack by subsidising a foreign ally to fight that enemy. In the model two countries, home and foreign, 

under threat of a terrorist attack, interact with the objective of limiting the expected damage done by 

terrorists, who follow an offensive strategy, with the objective of causing damage to both countries. 

The foreign country can only be damaged by terrorist attacks on their own territory. The home 

country has national interests in both countries which can be damaged by the terrorists. This implies a 

3-stage game where the home and foreign governments and the terrorists make their decisions in 

sequence and the model is solved by backward induction. Two factors that are important to the 

solution are the degree of substitutability between the efforts of the home and foreign countries (e.g. 

between Britain as a naval power and the Continental countries they subsidised as land powers) and 

how terrorists change their targets in response to the choices made by the home and foreign countries.  

The offensive military efforts by both the home government (such as drone attacks) may have 

unintended negative consequences, often described by the intelligence community as "blowback". 

Drone strikes could corrode the stability and legitimacy of local governments, deepen anti-American 

sentiment and create new recruits for Islamist networks aiming to overthrow these governments. Even 

killing terrorist leaders may be counter-productive, as a relatively moderate leader can be replaced by 

a much more violent leadership as happened with Boko Haram after the Nigerian government killed 

Mohammad Yusuf in 2009. We allow for these effects in our model. 

Depending on the specific circumstances, the strategic parameters can take a wide range of values that 

may lead the home country not to intervene directly, or not to subsidise the foreign ally. We conduct a 

quantitative analysis that allows us to characterize such outcomes. The calibration of the model also 

allows us to find the overall backward induction solution to the model.  As one would expect, direct 

intervention or foreign government effort reduces terrorist attacks both at home and on the foreign 

country and increased subsidy increases foreign effort. An increase in the home country’s defence 

reduces terrorist attacks at home but increases them abroad.  Our calibration results identify a negative 

impact of direct intervention on foreign effort and this crowding out effect is stronger if the two 

efforts are closer substitutes. We are able to show that direct intervention is only likely to be part of 

the equilibrium result if the foreign and home efforts are not close substitutes in their ability to reduce 

the resources of the terrorist group.   
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