The Effect of Terrorist Incidents
on Capital Flows*

Randall K. Filer
Hunter Collage and the Graduate Center, CUNY
CERGE-EI, 1ZA, CESifo
Dragana StaniSié¢
CERGE EI*

Abstract

The current literature shows a significant negative impact of terrorism on countries’
economies. We explore this relationship in more detail. Using an unbalanced panel of
over 160 countries for up to 25 years and the Global Terrorism Database (GTD) we show
a decrease in FDI as a consequence of terrorism. We also find evidence that FDI flows
are more sensitive to terrorism than either portfolio investments or external debt flows.
Finally, we test the hypothesis that terrorism has negative spill-over effects on FDI flows
into neighboring countries and find evidence that cultural but not geographical closeness

matters.
Abstrakt

Soucasnd literatura ukazuje vyznamny negativni dopad terorismu na hospodafstvi zemi.
V tomto ¢lanku podrobnéji zkoumriiie tento vztah. Za pouziti nevyvazeného panelu s vice
neZ 160 zemémi pro obdobi az 25 let a Databaze globalniho terorismu (Global Terrorism
Database - GTD) prokazujeme pokles pfimych zahrani¢nich investic (FDI) v dusledku
terorismu. FDI jsou citlivéjsi na terorismus vice nez investice portfoliové nebo externi
dluhové toky. Nakonec testujeme hypotézu, 7ze terorismus mé negativni efekty prelivani
na FDI do sousedicich zemi a dochazime k zavéru, Ze zalezi na kulturni blizkosti, ale
nezélez{ na zemépisné blizkosti.
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