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                             ABSTRACT

This paper attempts to examine the potential viability of the so-called public-private partnership in fighting international terrorism. In the spirit of ‘rent-seeking’ approach, a simple model of private-public cooperation is developed, enabling us to identify the weaknesses and strengths of such operation.  In testing the potentials of the scheme and in measuring the extent of rent-seeking, the research has conducted a qualitative survey of 250 medium-large UK based businesses of selected SIC.  The research finds that whilst nearly 50% of firms being in favour of some form of PPP, a significant majority of such firms believe that the government information vis-à-vis terror attack is either misleading, inaccurate or exaggerated. Using a multinomial logit model, the research identifies the fact that firms, on the whole, appear to be sensitive to prevention costs and to lack of trust to government information in deciding to proceed with a contingency plan against possible terror attack. The research identifies a strong case of rent-seeking by both the officials and firms who provide goods/services for government. In short, the research concludes, based on the survey’s findings, that any PPP being a one-way relationship in favour of government, and hence one must promote the idea of private businesses conducting risk assessment of  terrorist threat, rather than leaving it to the rent-seeking officials.    

Introduction

The new millennium has seen a significant increase in the number of incidents and of impact of international/trans-national terrorism in the world. It is reported that over the period 1970-1999, nearly 11000 cases of terrorism occurred in the world – an average of around 400 cases a year.  These incidents together led to human casualties (death and serious injuries) of up to 53000 – an average rate of 1750 casualties per year. However, since the year 2000 the picture has changed significantly. Over the period 2000-2006, a record number of 16000 cases reported, giving an average of nearly 3000 cases per annum – 7.5 times that of the previous period. These incidents have led to the staggering casualties of 80,000 – an average rate of 14000 casualties per year, and that being 8 times that of the previous period. This is clearly depicted in Figure 1 as terrorist incidents are shown by decade. 
FIGURE 1 here
Moreover, terrorists’ strategy as regards targeting has also changed significantly since 2000. As can be seen in Figure 2, since the new millennium nearly 80% of all attacks have been made on businesses and citizens, and only less than 20% on government (including diplomatic, military and police).  As the number of terrorist organisations has been rapidly increasing over time, their activities have become more daring, highly sophisticated, organised and more focused towards economic infrastructure and business networks.  As shown in Table 1, the growth of terrorist organisations in different regions of the world has increased significantly over the past 17 years with a staggering rate of 71% (an annual average growth rate of 4.5%).  Middle East region has shown a significantly higher rate of 157% compared to the average rate, giving a massive annual average growth rate of 22.5% over the said period. In the light of this development, it has been argued by a number of Western politicians that such terrorist intensity requires much greater cooperation between businesses and government. Information sharing and decisions on resource allocation in fighting terrorism have been identified as areas where public-private partnership can work effectively to minimise costs and to increase the awareness of people and businesses about ways of protection and preparation against terrorism.      
FIGURE 2 here
TABLE 1 here

In the light of what said above, this paper aims to empirically investigate the effectiveness of such partnership by conducting a survey of selected UK businesses.  Using the survey data, the paper attempts to measure the extent of possible rent-seeking behaviour arising from the strategy of ‘war on terror’ in the UK.

Literature Review
Economic models of terrorism are primarily based on the literature relating to economics of crime, pioneered by Gary Becker (1968). Recent empirical research has led to determination of models which assume that both economic and political factors can play as powerful predictors in explaining civil unrest, political turmoil and possible terrorism.  Whilst Alesina et al. (1996) and Collier and Hoeffer (2004) attach much greater weights to economic indicators in determining terrorism, Krueger and Laitin (2003), Piazza (2004) and Abadie (2004) find no such relationship. Krueger and Maleckova (2003) in examining the terrorist activities in the West Bank and Gaza against Israel, find that economic conditions and education are largely unrelated for anticipation in terrorism.  

On the basis of public choice theory and potential rent-seeking attitude, Taghavi (2006) develops a game theoretic model of terrorism in which both economic and political factors do jointly determine terrorist activity. His estimated model based on a time series data relating to Middle East and North Africa region, suggests that political reforms tend to play a much greater role in reducing terrorist activities in the long run.  This has been reiterated by Gentzkow and Shapiro (2004) that any deterioration in Middle East politics can seriously increase terrorism, as anti-Americanism in this region is deeply rooted.   

Under the rent-seeking assumption, in fighting terrorism, the political system is geared toward reducing/eradicating terror threat subject to a set of economic, political and social constraints.  In this process, the officials may take advantage of the situation by attempting to optimise other objectives. Normally, the extent and dimensions of rent-seeking are more pronounced in non-democratic countries. In the case of a small non-democratic economy, the kleptocrats may take advantage of the situation by demanding for more funds from the developed economies in their fight against international terrorism. These funds, in such economies, may then be directed towards extending their non-democratic authority in furthering suppression.  This case has been elaborated using several examples in Taghavi (2005, 2006) and Craven & Stewart (2004).  
Moreover, even under parliamentary democracy, following a terrorist attack the leaders may be led to take advantage of the situation and proceed with a typical rent-seeking attitude in optimising other objectives.  A large number of social scientists and political economy advisors in the West are now led to believe that both the US and the UK politicians did take advantage of the 9/11 by justifying their massive military mobilisation and invasion of Afghanistan and Iraq. As has been pointed out in Alexander (2004: p. 14), since 9/11, a new Department of Home Security (DHS) in the USA has been established, comprising of two-dozen government institutions with some 170,000 personnel.  Moreover, it is expected that during the next decade, the US government expenditures on homeland security products and services may reach hundreds of billions of dollars. Krueger and Laitin (2004) criticise the US State Department for the reporting and the consistency of their data and call for much greater statistical rigor and transparency. They relate this to the rent-seeking and opportunistic behaviour of the departments in charge of data collection and reporting. Krueger and Laitin (2004) conclude that inconsistency and lack of transparency in data and other information on terrorism would lead to inaccurate decisions made by the government and businesses on resource allocation in the war on terror.  
Most recently, attention has been drawn to risk assessment and risk financing issues on terrorism which has opened up discussions in line of public choice and rent-seeking theories.   Risk assessment is extremely relevant here as it helps provide an appropriate benchmark for businesses dealing with insurance companies in extending insurance coverage for possible future terror attacks, and the setting up of appropriate premiums by insurers.  In his psychometric approach to the question of terrorism, Jenkin (2006) has elaborated the need to examine the risk perception of terrorism and its long term impact on individual and the community regardless of whether or not risk actually being present. In the light of these vexing issues, Kunreuther et al. (2003) have made a thorough examination and comparison between terrorism and natural hazards and have called for the development of public-private partnership (PPP) in setting up a correct assessment of risk associated to terror attack on businesses and governments. This is analogous to internalisation of some public sector activities using private sector expertise in bringing about transparency and efficiency.  PPP is, therefore, regarded to act as an effective method to reduce rent-seeking activity in dealing with both national and international terrorist networks. Under this scheme, the ever-evolving relationship between the two sectors is simplified, by government providing appropriate and accurate information on terror threat for the private sector; as well as supporting businesses in their preparation for developing anti-terror contingency plans. In return, the private sector aids government in combating terrorism through offering expertise in efficient allocation of resources. 
Methodology and Data   

In conducting our empirical investigation we have collected primary data with the use of a questionnaire which was sent to 355 medium/large firms in the UK; of which received 250 responses - a rather respectable response rate of 70%.  The selection of firms was based on two major criteria: 1) turnover in excess of £50m; and 2) covering firms in UK SIC24, 29, and 35 dealing with manufacturing of weapons, chemicals, arms, aircrafts, anti-terror products, and UK SIC60, 62, 63 and 75 involved in providing public service, airport security, cargo, fire service training and anti-terror training. This way it has been possible to identify firms which have been involved in providing anti-terror goods and services for any government departments; hence being in a position to measure any likely rent-seeking in part of firms. We also conducted follow-up structured interviews of 27 firms (12 telephone and 15 face-to-face interviews) to identify any other specific issues or experiences that firms wish to discuss. The qualitative binary variables formulated from our questionnaire are as follows:

X1: providing any anti-terror goods/services for government since July 2005; 

X2: support PPP;
 Y : prepared for any future terror attack;
X3: no contingency because of being costly; 

X4: no contingency because of not trusting government’s information;  

The summary of statistical properties of the data is given in Table 2.  As shown in this table, a significant number of medium/large firms (34%) are clustered in SIC75 which covers public transport, security systems, anti-terror training service etc.  On average, as this table suggests, only 19% of all firms declared that they are prepared for future terror attack by having in place some form of contingency plan. Surprisingly, just over 50% of all firms tend to support PPP scheme, provided it would not bring any extra costs to the firm. A major concentration of firms (80%) who have had some dealing with government since 2005, are in SIC60/63 and SIC75. When asked what reasons behind lack of preparedness against terror threat, the majority of firms (48% on average) in all activities declared that poor or exaggerated information from government was the main factor. Cost consideration was the other important factor behind lack of contingency plans, representing, on average, around 25% of all firms. These issues were further discussed in our face-to-face interviews of 15 firms’ directors/CEOs, where a respectable majority (9 cases) regarded spending on protective means against future terror attack was not a good value for money.  This behaviour, as elaborated by most interviewees, was primarily borne out of their perception of risk of terrorism, which demonstrated to be different from that of the government or the media.           

TABLE 2 here     
Econometric Model and Analysis of Findings
In building our econometric model we need to be able to answer the following fundamental question. What factor(s) give rise to firms not being prepared for future terrorist attacks?  In relation to our qualitative data (binary variables), in satisfying the research question, one needs to build a quadratic hill-climbing multinomial logistic model of the following general form:

                                ln[P/(1-P)] = Xβ + ξ


                                  (1) 
In expression (1), ln[P/(1-P)] represents the natural logarithm of the ratio of odds of Yi=1 against Yi= 0.  The matrix of explanatory variables is given by X, here includes X3, X4 and X5. Vector β represents the elasticities relating Xs to the odds ratio. Finally, ξ represents the classical random error term. We expect that β <0 indicating that a 1 percent increase in any single explanatory variable, holding others constant, would lead to lowering the chance of firms being prepared for terror attacks. 
In furnishing our aims, we conduct the following tasks:
(i) run our estimation over the entire sample;
(ii) run as (i) but splitting the data on the basis of firms’ response to whether or not they support PPP;
(iii) run as (i) but splitting the sample size on the basis of firms’ response to whether or not they provide any goods/services for government.

In stage (i) we anticipate to observe the overall estimated elasticities regardless of firms’ stance or background. In stage (ii) we split the observations into two groups: those who support and those who do not support PPP. The comparison of the estimated findings arising from this stage will then reveal whether there are any significant differences between the two groups in terms of their sensitivities to costs of terrorism, risk of terrorism, and poor information. On the whole, by examining the findings derived from stages (i) and (ii) we wish to observe carefully the extent of rent-seeking in the part of government by comparing the estimated elasticity relating to government information, X4, in different estimated equations. Principally, the larger this elasticity, the more cautious is the firm in believing the government’s information, and hence the greater will be the extent of potential rent-seeking. Finally in stage (iii) we split the observations on the basis of whether or not the firms have been involved in providing goods/services for government. The objective here is to identify whether there are any significant differences amongst these two groups in their extent of responsiveness to explanatory variables. In particular, we wish to discover whether there is a significant difference in the estimates of the elasticity relating to government information, X4, as a measure of potential rent-seeking in the part of firms.  
Table 3 offers the estimated expression (1) on the basis of the full sample size.  The overall goodness of fit of the estimated model, represented as the LR Statistic, is statistically significant.  The estimated elasticity relating X3 (cost of terrorism to firm) to odds ratio has turned out to be negative, greater than one and significantly different from zero, indicating that a 1% increase in cost of protection against terrorism leads to 1.13% drop in the chance of average firm preparing for contingency plan.  The estimated elasticity relating X4 (distrust of official information) to the odds ratio shows to be negative, and statistically significant suggesting that, other things equal, a 1% increase in poor information would lead to 1.62% drop in chance of average firm to proceed with any contingency plan.  

TABLE 3 here
Table 4 gives the estimated results of expression (1) by splitting the sample size into two groups: firms who do not support PPP against those who do. These are shown in panel A and B. As the table shows, in both cases the estimated elasticities of X3 and X4 are turned out with correct signs and are statistically significant. The only difference emerges between the two panels is in the estimated elasticity of X4, indicating that those firms which support PPP are slightly more sensitive to poor information from government.  On the whole, the estimated elasticity of X4 in panel B (supporters of PPP) is 3.36, indicating that such firms are highly sensitive to potential rent-seeking in part of government resulting in signalling poor (untrue) information to the public.  

TABLE 4 here
Table 5 offers the estimated findings as a result of splitting the sample on the basis of the two groups: those who have had dealing with government in providing services for, against those who had not. A careful examination of the estimated elasticities show that whilst in panel A, both elasticities turned out to be significant, this is not so for panel B. In the latter panel the estimated elasticity of X4 is 1.15 and just significant at 2% significance level; but the estimated elasticity of X3 is statistically insignificant. This suggests that those firms who enjoy dealing with government and make economic rents out of possible future terror attack appear not to be very sensitive to costs or to poor information from government. One way of arguing for relatively low weight attached by this group of firms to X4 is to believe that they may be better informed and hence their decision represents the true image of terror threat. On the other hand, assuming all firms in all activities receive similar information from government vis-à-vis future terror attack, then the marked difference in estimated elasticities of X4 between the two groups can only be justified as potential rent-seeking enjoyed by the latter group. This is where the imagery that is portrayed by the government and its agents about terror threat and the fact that is believed by the firm do not seem to match. 
TABLE 5 here
A summary table of findings from our estimation procedures is demonstrated in Table 6. The table suggests that there are no statistically significant differences in elasticities attached between those who support PPP and those who do not. On the other hand, when comparing firms who had had dealings with government and those who had not, a marked statistical difference occurs between the estimated elasticity of X4 attached by these two groups. This suggests that there is a potentially high and statistically significant level of rent-seeking in the part of firms who have been providing goods/services for government.

 TABLE 6 here
CONCLUSIONS   
Most data on terrorism are published through official government publications and usually hyped up by media. Though there have been recent attempts at evaluating the real risk of terrorism in the US and the UK, much wider community of researchers and resources are required to test the validity of official statements. Undoubtedly, there always remains a difference between the real risk and the perceived risk of terrorism, but the extent of such difference needs to be tested. In this paper an attempt has been made to address the question of rent-seeking in the part of government as regards terror threat. 
The research, using survey data and interviews, has found some interesting findings in relation to the extent of business sensitivity to lack of trust to government’s information. The business perception of the terror risk, as particularly came out very strongly in our 27 interviews, tends to be significantly much lower than that portrayed by the government. This has meant that over 200 out of 250 firms surveyed (80%) declared that they have had none or no formal contingency plans against future terror attack. This alarming finding may result in the breakdown of communication and information sharing between the business and the government, and hence the collapse of any potential PPP.  Moreover, poor information transmission, derived primarily from rent-seeking behaviour, leads to incorrect risk assessment and to misallocation of scare resources in fighting terrorism.
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Table 1: Terrorist Groups by Region

REGION



1990

2007

%change

Africa




 83

 128

  37.5

East & Central Asia


 18

   24

    1.3

Eastern Europe


   2

   50

  2400
Latin America & the Caribbean
120

 140

   17.0

Middle East



  76

 283

   157 
North America


  66

   79

    8.5

South Asia



122

 171

   59.8

Southern Asia & Oceania

  23

   68

   195

Western Europe


223

 312

   40.1

TOTAL



733

1255

   71.2

Source: www.mipt.org. June 2007

Table 2: Statistical properties of data (%)

ATTRIBUTE 
      SIC24       SIC29       SIC35
   SIC60/63
  SIC75

% of Firms

        17
  30
         7

       12

     34

X1 (25, 2.8)

        21
  12
       11

       36                  44
X2 (51, 3.4)     
        48
  50             52

       52
                 52
 Y  (19, 2.7)

        19              18
       17

       20

     22
X3 (25, 2.6)                         26
  29             21

       23

     26

X4 (48, 3.2)

        43
  48
       48

       49

     52

Figures in brackets represent mean and standard deviation estimates, respectively


 

Table 3: Estimated findings of expression (1) – all firms
variable
coefficient
std. error

z-statistic

prob.

    C

 -0.21429
0.11964

-1.79099

0.0733

    X3

 -1.13968
0.38447

-2.96426

0.0030

    X4

 -1.62332
0.27916

-5.81495

0.0000

SE Reg: 0.3579
LR statistic: 62.6  (0.0000)
McFadden R-squared: 0.2475




Table 4: Estimated findings of expression (1) 
   Panel A: firms not supporting PPP (X2 = 0)
variable
coefficient
std. error

z-statistic

prob.

    C

 -0.12396
0.29771

-0.42487

0.6709

    X3

 -2.13459
1.08575

-1.95626

0.0490

    X4

 -2.92042
0.77806

-3.75375

0.0002

SE Reg: 0.3717
LR statistic: 29.2  (0.0000)
McFadden R-squared: 0.2495

Observations: 108
   Panel B: firms supporting PPP (X2 =1)
variable
coefficient
std. error

z-statistic

prob.

    C

 -0.50691
0.25763

-1.96758

0.0491

    X3

 -1.95697
1.06847

-1.83046

0.0671

    X4

 -3.36172
1.04056

-3.23065

0.0012

SE Reg: 0.3486
LR statistic: 33.9  (0.0000)
McFadden R-squared: 0.2505

Observations: 142


Table 5: Estimated findings using expression (1)

Panel A: firms not providing service for government (X1 = 0)
variable
coefficient
std. error

z-statistic

prob.

    C

 -0.25042
0.21571

-1.16082

0.2457

    X3

 -1.81154
0.77746

-2.33006

0.0198

    X4

 -3.27366
0.74706

-4.38261

0.0000

SE Reg: 0.3684
LR statistic: 50.1  (0.0000)
McFadden R-squared: 0.2505

Observations: 188

   Panel B: firms providing service for government (X1 =1)
variable
coefficient
std. error

z-statistic

prob.

    C

 -0.49241
0.46539

-1.05668

0.2907

    X3

 -1.95979
1.12473

-1.73647

0.0819
    X4

 -1.15627
0.52124

-2.21880

0.0221
SE Reg: 0.3125
LR statistic: 12.4  (0.0019)
McFadden R-squared: 0.2421
Observations: 62


Table 6: Summary of findings, using estimated results

Hypotheses:
X2=0     X2=1

Diff

X1=0
   X1=1
Diff
    X3

-2.124
 -1.956

-0.168

-1.811   -1.959

-0.148


(1.085)
 (1.068)


(0.777)  (1.121)

    X4

-2.921
 -3.362

-0.441

-3.273   -1.156

-2.117*

             (0.778)  (1.040)


(0.747)  (0.521)
* statistically significant at 0.01%. 
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         Figure 2: Terror casualties to business and government 
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Figure 1: Terrorist incidents, by decade
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