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Abstract: Over the past decade, Russia has experienced a notable decline in the
incidence of terrorist attacks, coinciding with the Russian government’s pursuit
of socio-economic development in the North Caucasus region, which has
historically been a focal point for such attacks. This paper uses Granger tests to
determine whether government economic policies have played a role in reducing
terrorist activity in three North Caucasus republics: Dagestan, Ingushetia, and
Kabardino-Balkaria. The results of this analysis reveal a direct causal relationship
between budgetary expenditure on the national economy and the frequency of
terrorist attacks, with higher expenditure correlating with an increase in attacks
in two out of the three republics, namely Dagestan and Kabardino-Balkaria. In
contrast, public investment in human capital, as operationalized by spending on
education and health, is shown to contribute to a decrease in terrorism in one of
the three republics, namely Kabardino-Balkaria.
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Introduction and Methodology

The debate about the relationship between economic conditions and terrorism is
still far from being over. Although there is a large body of research arguing that
poverty does not cause terrorism, this conclusion is being challenged by new
data and methods. However, recent developments in Russia may shed new light
on the issue.

From 2011 to 2019, Russia experienced a significant decline in terrorist
activity. According to the Global Terrorism Database, there were 188 terrorist
attacks occurred in Russia in 2011, and only 10 in 2019. The decline was almost
uninterrupted, except for two upsurges in 2015 and 2016. The global trend
of the decade was the opposite, with around 4-5 thousand attacks occurred
in 2011, rising to 17 thousand in 2014 and then falling to 8-10 thousand. In
addition to the general decline in the number of attacks and victims, the link
between terrorism and the North Caucasus has weakened. The deadliest recent
terrorist attacks in Russia, such as the bombing in the St Petersburg metro on
3 April 2017 that left 16 dead and 86 injured, were not organized by the North
Caucasus insurgents (Klimentov 2021).

The decade of declining terrorism in Russia was also a period of government
made efforts to stimulate economic growth in the North Caucasus (Vesti
2010). A strategy for the socio-economic development of the North Caucasus
was adopted (Order N1485-r 2010, Consultant 2010). The new North
Caucasus Federal District was created. Alexander Khloponin was appointed
Plenipotentiary Representative of the President in the new federal district. At
the time, he also held the post of Deputy Prime Minister in the Government
of the Russian Federation, which shows how important economic policy in
the North Caucasus was to the federal government. Khloponin’s business
background (prior to his political career he was a large sharcholder and a top
manager of Norilsky Nikel, the world’s largest producer of nickel and palladium)
should have demonstrated the changing agenda for the region and the shift from
security to economic issues. A new federal ministry for North Caucasus affairs
and a state corporation for the development of the region were created.

At the conceptual level, there was no direct link between the tasks of
economic development and counter-terrorism. The Strategy for Socio-Economic
Development of the North Caucasus referred to the National Security Strategy
of the Russian Federation, but did not mention counter-terrorism as one of
its objectives. Meanwhile, the National Security Strategy listed the threats of
terrorism and that of economic and social inequality, but did not make any
links between them. Thus, the key documents of Russia’s strategic planning
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did not support the claim that terrorism was caused by poverty or inequality,
and that reducing poverty might have helped to combat terrorism. Similarly,
the results of the policy aimed of the socio-economic development of the North
Caucasus were not very impressive. The Accounts Chamber of the Russian
Federation concluded that the strategic goals of the policy had not been achieved
(Accounting Chamber 2021). However, in the 2010s, Russia was performing two
tasks simultaneously: countering terrorism and improving the socio-economic
situation in the North Caucasus, which allows us to understand whether the
state’s efforts in the field of economic development of the region contributed to
the decrease of terrorism. From a theoretical perspective, it can contribute to the
ongoing discussion on the economic factors of terrorism, while on an empirical
level, it helps to answer the question that has not yet been sufficiently explained
in the literature: what factors caused the decline of terrorism in Russia in the
second half of the 2010s?

The paper proceeds as follows. First, we place research in the context of the
broader discussions about the relationship between terrorism and the economy,
and about the decline of terrorism in Russia. Second, we describe our data
and methodological approach. We then present our statistical results and our
conclusions.

Terrorism and Economy: The Russian Case

Ted Robert Gurr explained the relationship between economic conditions and
political violence through the concept of relative deprivation, or the gap between
the amount of goods people think they deserve and the amount of goods they
actually have. The concept can be operationalized by comparing the actual
wages with worker’s expectations of what constitutes a fair share of their wages
(Gurr 1970). Gurr’s work is still widely cited by scholars of protests and political
violence. However, the concept of relative deprivation is not entirely clear.
While indicators such as wages or GDP per capita are more or less tangible, the
variables that reflect people’s expectations and beliefs about justice are difhicult to
calculate. This is the obstacle facing any quantitative study of political violence.
The relationship between the economy and terrorism is only probable.

In the aftermath of 9/11, it became a commonplace among policymakers,
particularly in the West, that terrorism was caused by poverty. This belief had
some academic basis, as some studies insisted on the interdependence between
economic hardship and civil conflict (Abadie 2006). The most influential
researchers on the relationship between poverty and terrorism have challenged
this view. Alan B. Krueger and Jitka Male¢kova analyzed public opinion polls
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in the West Bank and Gaza Strip, the biographical data of terrorists in Palestine
and Lebanon, and used cross-national data to test whether international
terrorists come mostly from rich or poor countries. They concluded that there
is no significant relationship between educational attainment, poverty and
terrorism (Krueger and Male¢kové 2003). These findings were confirmed by
Alberto Abadie (2006) using a dataset that included both international and
domestic terrorist attacks. Abadie also showed that human development has no
significant effect on terrorism, while the level of political freedom does affect
it. James Piazza (2006) concluded that none of the indicators of economic
development affect terrorism. Macroeconomic fluctuations do not correlate
with the dynamics of terrorism, nor does poverty fuel terrorism at the individual
level (Krueger and Laitin 2012, 143).

Some other approaches, however, challenge this academic consensus. Such
approaches can be divided into two trends. The first one is based on the detailed
data on the individuals involved in terrorism. Existing research shows that
terrorists are usually recruited from those who are educated enough to think
about politics and wealthy enough to devote their time to political activity. But
what is their position within the educated and affluent subgroup of a society?
Alexander Lee (2011) posed this question by examining the biographical data
set of violent and non-violent anti-colonial activists in Bengal. He found out
that both groups belonged to the educated and affluent subgroup of the society.
However, those who resorted to violence had poorer economic and career
opportunities. From this perspective, Lee concluded that macroeconomic
changes can influence terrorism by effecting the distribution of opportunities in
agiven society. Lee’s theory was tested using data on jihadists from the European
Union and found to be credible (Hegghammer 2016).

The second approach attempts to identify the relationship between
economic conditions and terrorism by using high-resolution data rather than
general macroeconomic indicators. Brock Blomberg, Hess, and Weerapana
(2004) concluded that subgroups with limited economic opportunities resort
to terrorism. Piazza (2011) showed that economic discrimination against
minorities leads to domestic terrorism. The study by Omelicheva and Webb
(2021) is particularly important in our case. They analyzed how the economic
hardships of 2008-9 and 2014-16 affected terrorism in Russia. The study was
based on the statistics collected at the regional level. Omelicheva and Webb
showed that economic crises exacerbate existing grievances and provide new
recruitment opportunities for terrorist organizations. From this point of view,
economic policy is important and can either reduce or encourage terrorism.
Bourgoon (2006) argued that social welfare policies can reduse terrorism by
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reducing inequality and insecurity.

For our purposes, two points are crucial. The first is that the debate on the
relationship between the economy and terrorism is not yet over. New data and
new methods may lead to new conclusions. The second is that a state’s economic
policy can influence domestic terrorism. Therefore, the case of Russia in 2011-
19, when the decline in terrorism coincided with the deliberate policy of socio-
economic development of the North Caucasus regions, provides a unique
opportunity to verify these links. Moreover, uncovering the interdependence
between terrorism and economic policy in Russia is important because the
existing research lacks a conclusive explanation of why terrorism decreased in
this country during the analyzed decade.

Existing explanations for the decline in terrorism in Russia focus on the
effects of the counterinsurgency strategy in Chechnya, the migration of the
most radical groups from the North Caucasus to the ISIS-controlled territory in
the Middle East, or the strategic logic of the terrorist organizations. Ratelle and
Souleimanov argue that the so-called ‘Chechenization’ policy, which meant that
the local government in the Chechen Republic was endowed with the rights
and ability to use force against those they considered terrorists, was effective in
combating armed resistance in the republic (Ratelle and Souleimanov 2016).
Stepanova also suggests that ‘Chechenization’ contributed to the decline of
terrorism in Russia (Stepanova 2019). However, this does not explain why
terrorism declined in the other North Caucasus republics, even though similar
strategies were never applied to them (Souleimanov and Aliyev 2016).

The most influential explanation, which encompasses the entire North
Caucasus region, is that the most radical jihadists from Russia fled to Syria
and Iraq as the Islamic State called on the Muslims around the world to join it.
Holland, Witmer, and O’Loughlin (2018) cite emigration among other factors
for the decline of terrorism in Russia; they believe that potential insurgents left
the country to fight in the Middle East or in eastern Ukraine. Wilhelmsen (2020)
sees the emigration of the Chechens to ISIS-controlled territory as their way of
resisting Russian rule. The emigration theory is also particularly influential in
policy papers and commentaries on Islam and violence in the North Caucasus
(see, Yarlykapov 2015, International Crisis Group 2016, Klimenko and Melvin
2016); it is even supported by Europol (2016). Nevertheless, the emigration
theory has its own weaknesses. The first one is that there are no credible and
available statistics on how many fighters from the North Caucasus have joined
ISIS, and what the year-to-year dynamics of emigration have been. The second
is that this theory does not explain why radical groups did not re-emerge in the
North Caucasusafter some of their members left for Syriaand Iraq, as the political
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situation in Russia remained the same. Third, the emigration of jihadists has had
at least two effects on terrorism in Russia. On the one hand, those who fled,
were no longer able to carry out terrorist attacks in Russia. On the other hand,
they were able to gain military training and experience under the command of
ISIS in order to return home more motivated and better prepared to carry out
attacks. Furthermore, emigration could strengthen the international jihadist
network that connects Russian radicals with their foreign counterparts, thus
increasing the terrorist threat (Stepanova 2019).

Vassily Klimentov (2021) explains the decline in terrorist attacks in Russia
in terms of the strategic logic behind them in the first place. He argues that
terrorist attacks in Russia outside the North Caucasus were carried out in order
to force the Kremlin to negotiate the Chechen separatists’ political agenda.
However, Moscow’s refusal to negotiate rendered the attacks pointless. The
internal political dynamics within radical armed groups influence the level of
violence, argues Mark Youngman (2020). While this approach has analytical
value, it does not explain the dynamics of terrorism in the North Caucasus itself.
Klimentov does not take into account the mass casualty attacks in Ingushetia
in June 2003, in Beslan in September 2004 and in Nalchik in October 2005.
Most of the terrorist attacks in Russia that caused the most casualties took
place in the North Caucasus. Excluding this region from the study hinders a
full understanding of the reasons for the decline in terrorism in Russia over the
analyzed decade.

Some authors claim that Russian counterinsurgency have undergone changes
since the second half of the 2000s. The number of indiscriminate repressive
actions significantly decreased in favor of discriminate and preventive measures
(Zhirukhina 2017). Stepanova mentions that ‘smarter suppression’ was one of
the factors contributing to the decline of terrorism in Russia (Stepanova 2019,
36-37). In some regions of the North Caucasus, religious and political leaders
have attempted to establish a dialogue between conflicting Muslim groups.
This was the case in Dagestan (Ibragimov and Matsuzato 2014). However, the
scholars have not assessed the impact of these changes on the number of terrorist
attacks.

Economic policy in the North Caucasus and its relationship with the intensity
of terrorist attacks has received little attention from scholars. Stepanova suggests
that federal subsidies have played an important role in reducing terrorism,
although most of them were concentrated in Chechnya (Stepanova 2019).
Holland et al. (2018) argue that federal budget subsidies to the regions in the
North Caucasus have not contributed to the decrease in violence. Thus, there is
no consensus on the link between the policy of socio-economic development of
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the region and the decline of terrorism. In this paper, we aim to clarify this issue
using new data and statistical methods.

Data and Research Design

We refer to two recent studies that are particularly relevant our research from
a methodological point of view. The first (Holland et al. 2018) analyses the
relationship between budget subsidies and the number of conflict events at
the level of districts and cities (munitsipalnie rayony and gorodskie okruga, i.c.
administrative-territorial units which are one level lower than regions — subjects
of the Russian Federation). By subsidies we mean transfers of money from the
budgets of the higher levels to the municipal budgets. This approach allows us
to study the causal relationship between subsidies and conflict events with the
highest possible spatial resolution. However, this means that we do not take into
account budget expenditures at the regional level, which are mostly concerned
with economic policy and economic performance.

The second study (Omelicheva and Webb 2021) provides valuable theoretical
insights into the causal pathways through which the economic factors influence
terrorist activity. The study argues that these pathways are multiple and can
operate both at the individual level and through the changing opportunity
structures for terrorist organizations. For example, economic hardship may
exacerbate individual grievances and thus motivate an individual to join a
terrorist organization, while at the same time reducing the resource base of a
terrorist organization. Omelicheva and Webb operationalize their analysis of
these pathways with three statistical indicators. The first one is inflation, which
makes most people poorer and is therefore likely to motivate them to resort to
political violence. The second one is unemployment, which also exacerbates
individual hardship. The third is the budget of organizations (the arithmetic
difference between profit and loss that all companies have in a given year). This
indicator makes it possible to estimate the resource base on which terrorist
groups can rely upon. Omelicheva and Webb suggest that the more money local
businesses make, the more opportunities terrorists have to extort the money,
for example through blackmail. The methodology of the research is based on
finding relationships between the number of terrorist attacks, the number
of non-violent terrorist and extremist crimes, and economic indicators at the
regional level.

Our research aims to combine the strength of these approaches. We focus on
the regional level in order to achieve a resolution of data high enough to reveal
the links between economic policy and terrorism only in the areas where terrorist
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groups operate and terrorist attacks occur. We use the indicators proposed by
Omelicheva and Webb to examine the specific ways in which economic policy
can affect terrorism. We will show how the government’s policy for the socio-
economic development of the North Caucasus has influenced terrorism and the
likely ways in which it has done so. Therefore, we focus on the regional level
to analyze the intensity of terrorist attacks and the government’s attempts to
ensure economic growth. We base our study on the data from three North
Caucasus republics: Dagestan, Ingushetia, and Kabardino-Balkaria. We chose
these republics because they were the main area of terrorist activity in Russia in
2011-2019. In 2011-2013, when Russia suffered the most from terrorism, up to
88 per cent of all the terrorist attacks in the country took place in these three
republics.

We exclude the Chechen Republic from our analysis because of its de
facto special status, both in terms of counter-terrorism and budgetary policy.
The Chechen authorities have much greater discretion in the area of counter-
terrorism than the leaders of other North Caucasus republics. Ramzan Kadyrov,
the head of Chechnya, unofficially but openly commands his own army and
enjoys a free hand to pursue his own strategy of fighting terrorists (Ratelle and
Souleimanov 2016). In addition, the Chechen Republic, which was severely
damaged by two wars in the 1990s and 2000s, is implementing a massive
reconstruction programme with a special budget (Basnukaev 2014). This makes
it difficult to compare with other republics in the North Caucasus.

We operationalize the policy of socio-economic development with the
dynamics of budget expenditures in Dagestan, Ingushetia, and Kabardino-
Balkaria. The data on budget expenditures are taken from the laws on budget
execution of all republics adopted between 1993 and 2020. These documents
report the actual budget expenditure of the region for the previousyear. Indicators
were collected for such expenditure items as ‘national economy’ (budget
classification code 0400), ‘education’ (0700), ‘healthcare’ (0900), ‘Social Policy’
(1000). We assume that the state policy of socio-economic development of the
North Caucasus is most clearly manifested in the growth of budget expenditure,
which includes investments in both the national economy and social policy.
The data have been processed to ensure their comparability. For example, until
2011, spending on health care was counted together with spending on physical
education and sport. Therefore, they had to be counted separately on the basis
of these subsections. Until 2005, expenditure on items that were later included
into the section ‘national economy’ was recorded separately and therefore had to
be consolidated.
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Budget expenditure indicators for each of the items were calculated as 1)
gross; 2) per capita. The latter figure was designed to take account of differences
in per capita expenditure due to differences in population. The database and the
calculations based on it are presented in Annex 1. We use the data on terrorism
published by the Global Terrorism Database (GTD). Its Codebook defines a
terrorist attack “as the threatened or actual use of illegal force and violence by
a non-state actor to achieve a political, economic, religious, or social objective
through fear, coercion, or intimidation” (Codebook 2021, 11). It distinguishes
terrorism from violence used by state actors. Unlike Holland et al. (2018), who
count conflict events instead of terrorist attacks (including cases where state
agencies prosecute alleged terrorists), we rely on the GTD definition and data
because the GTD provides a long historical account of terrorism. We also focus
specifically on terrorism, rather than political violence in general.

In the last decade, researchers have used Russian criminal statistics as a source
of the quantitative data on terrorism and extremism (Omelicheva and Webb
2021). The data is provided by the Prosecutor’s General Office of the Russian
Federation (http://crimestat.ru/). It counts the number of registered terrorist
crimes, extremist crimes and the number of persons charged with these crimes.
However, there are some shortcomings in the data. First, terrorist crime statistics
includes both violent and non-violent offences (the latter category includes
public incitement to terrorism or organization of a terrorist group). According
to the statistics, a single terrorist attack may be recorded as a series of crimes: the
violent attack itself, the formation of a terrorist group, etc. This makes it difficult
to assess the actual level of violence. Second, the temporal depth of the Russian
crime database is too short for our analysis. It provides data since the December
of 2009, which turned out to be too short for the statistical method we chose.
Third, the Russian Penal Code has undergone significant changes since 2009.
In 2013-2014, it was amended with several offences, including preparations for
terrorist activities, participation in a terrorist organization, etc. It is doubtful
whether the statistics for different years in 2009-2022 are fully compatible. The
legislative amendments of 2013-2014 led to a significant increase in the number
of terrorist offences in Russian criminal statistics, while the general trend for
terrorist violence was quite the opposite.

The indicators of terrorist activity were calculated: (1) as the number of
terrorist attacks per year in each republic, and (2) as the number of terrorist
attacks per year per 100,000 inhabitans in each republic (data on the population
of the republics was taken from the results of the 1989 and 2020 censuses). The
second indicator was introduced to take account of the significant difference in
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population between Dagestan, Ingushetia, and Kabardino-Balkaria.

Our first step is to find out how socio-economic development policies have
influenced terrorism. The second step is to identify the mechanisms of the
influence. To this end, we analyze how socio-economic policies have affected the
economic performance in terms of both the grievances of the population and
the opportunities for terrorist groups. Indicators of the economic performance
of the three North Caucasus republics were taken from the publications of the
Russian Federal State Statistics Service (Rosstaz). We used the yearbooks “Regions
of Russia: Socio-Economic Indicators” for the years of 2000-2020. Based on the
findings of Omelicheva and Webb, we collected three indicators: the consumer
price index (inflation), the level of unemployment, and the financial results of
organizations.

To analyze the time series reflecting the dynamics of budget expenditures,
the level of terrorist activity, and economic performance, we apply the Granger
causality test. This tool of economic statistical analysis is used to establish causal
relationships between macroeconomic and other indicators and is used, among
other things, to estimate the impact of budget spending (Patel and Annapoorna
2019). Unlike correlation analysis, which shows a relationship between variables
but does not explain the direction of that relationship, Granger’s test indicates
causality by estimating the predictive power of one variable in relation to the
value of another (Lin 2008). Therefore, although our study focuses on the
decade from 2010 to 2019, we run the time series from 2000.

We carried out two iterations of statistical analysis. First, we calculated a
Granger test for budget expenditures allocated to different objectives and the
number of terrorist attacks in each republic on a year-to-year basis. Second, we
used Granger test to estimate how budget spending on the national economy
affected unemployment, inflation and the financial results of organizations.

Results

A database was created reflecting the dynamics of terrorist activity and budgetary
expenditures separately in Dagestan, Ingushetia and Kabardino-Balkaria (Silaev
et al. 2023). The database was used as a basis for calculating the Granger test,
which assesses the effect of the each budgetary expenditure on terrorist activity.
The results of the statistical analysis are presented in Table 1.
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Table 1. The Impact of Regional Budget Expenditures on Terrorist
Activity in Dagestan (RD), Ingushetia (RI), Kabardino-Balkaria (KBR) -
the result of Granger test calculations.

Budget
expenditure
items

Number of terrorist attacks

Number of terrorist attacks per
100,000 people

National
Economy

KB

Direct significant effect of budgetary
expenditure on the number of
terrorist attacks over 2, 3 and 4
years horizon (the higher the level of
development, the higher the number
of terrorist attacks).

Direct significant effect of budgetary
expenditure on the number of
terrorist attacks over 2, 3 and 4
years horizon (the higher the level of
development, the higher the number
of terrorist attacks per 100 thousand)

RI

Insignificant effect over the entire
time horizon

Insignificant effect over the entire
time horizon

RD

Direct significant effect of budget
expenditure on the number of
terrorist attacks in 2 and 4 years
(the higher the level of development,
the higher the number of terrorist
attacks)

Direct significant effect of budget
expenditure on the number of
terrorist attacks in 2 and 4 years (the
higher the level of development, the
higher the number of terrorist attacks
per 100 thousand)

National
Economy
per capita

KBR

Direct significant effect of budget
expenditure on the number of
terrorist attacks in 2 and 4 years
(the higher the level of development
per capita, the higher the number of
terrorist attacks)

Direct significant effect of the
economic  development on  the
number of terrorist attacks in 2
and 4 years (the higher the level of
development per capita, the higher
the number of terrorist attacks per
100 thousand)

RI

Insignificant effect over the entire
time horizon

Insignificant effect over the entire
time horizon

RD

Direct significant effect of budget
expenditure on the number of
terrorist attacks in 2 years (the higher
the level of development per capita,
the higher the number of terrorist
attacks)

Direct significant effect of the
economic  development on the
number of terrorist attacks in 2 years
(the higher the level of development
per capita, the higher the number of
terrorist attacks per 100 thousand)

Education

KBR

Inverse significant effect of budget
expenditure on the number of
terrorist attacks over 2, 3, and 4
years horizon (the higher the level of
education, the lower the number of
terrorist attacks)

Inverse significant effect of budget
expenditure on the number of
terrorist attacks over 2, 3 and 4
years horizon (the higher the level of
education, the lower the number of
terrorist attacks per 100 thousand)

RI

Insignificant effect over the entire
time horizon

Insignificant effect over the entire
time horizon

RD

Insignificant effect over the entire
time horizon

Insignificant effect over the entire
time horizon
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The calculations show that the level of expenditure on the national economy has
a direct significant effect on the number of terrorist attacks over a horizon of
2, 3, and 4 years (the higher the level of expenditure, the higher the number of
terrorist attacks) in Kabardino-Balkaria and in Dagestan. At the same time, the
level of spending on education shows an inverse significant effect on the number
of terrorist attacks over a horizon of 2, 3, and 4 years (the higher the level of
spending, the lower the number of terrorist attacks) in Kabardino-Balkaria. In
Dagestan and Ingushetia, there is no causal relationship between spending on
education and health and the level of terrorist activity. Budgetary expenditure
on social policy has no effect on terrorist activity.

Table 2 presents the results of a Granger test of the causal relationship between
budget expenditures and economic performance in Dagestan, Kabardino-
Balkaria, and Ingushetia. We computed the test only for the expenditures of
the national economy, because the previous iteration showed no influence of
these expenditures on terrorism. We do not calculate the relationship between
education spending and the economic performance because there is no statistical
data available that is valid enough for a sufficiently long time series. We exclude
the results for inflation from the table, because, predictably, we find no influence
of regional budget expenditure on this indicator.

Table 2. The Effect of Regional Budget Expenditure on Economic
Performance in Dagestan (RD), Ingushetia (RI), Kabardino-Balkaria
(KBR), the result of Granger test calculations

Budget
Expenditure | Region | Unemployment Financial Result
Item

Inverse significant effect of
budget expenditure on the level of
KBR |unemployment over 4 years (the
more budget expenditure, the less
unemployment).

Insignificant effect over the entire
time horizon.

Inverse significant effect of
budget expenditure on the
National RI level of unemployment over 2
Economy and 4 years horizon (the more
budget expenditure the less

unemployment).

Direct significant effect of budget
expenditure on financial result
over 4 years (the more budget
expenditure, the more financial
result).

Inverse significant effect of budget
expenditure on financial result
over 4 years (the more budget
expenditure, the less financial
results).

Insignificant effect over the entire
time horizon.

RD
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The calculation shows that budget spending on the national economy has
a significant inverse effect on unemployment in Kabardino-Balkaria and
Ingushetia, but no effect in Dagestan. As for financial results, they depend on the
budget investment in Ingushetia, but not in Kabardino-Balkaria and Dagestan.

Conclusion

We see that the effects of budget spending have been uneven across the different
republics of the North Caucasus. This strongly confirms the point that the
region is diverse, and there may be different patterns of mutual relationships
between the economy and political violence. Holland et al. (2018) correctly
concluded that the policy of socio-economic development did not contribute to
the reduction of terrorist attacks in Russia. The fight against terrorism was won
due to the government’s efforts in the field of security and governance, rather
than in the regional economy.

Our research shows that public investment in human capital (i.e. spending on
education and health care) has been insignificant to counter terrorism. The only
exception is Kabardino-Balkaria, where spending on education had a positive
effect in terms of reducing the number of terrorist attacks. Given the lack of
reliable statistics on the education in the three republics, further qualitative
research is needed to explain why the spending on this item works in Kabardino-
Balkaria, but not in the other republics.

The public policy of socio-economic development has not been in vain,
despite the negative official assessments of its results. At least in Kabardino-
Balkaria and Ingushetia, it helped to reduce unemployment, which had been
one of the serious problems of the North Caucasus for decades. In two of the
three republics, however, the policy led to an increase in the number of terrorist
attacks. The differences between the republics in terms of the causal relationship
between budget expenditure, economic performance and terrorism, allow us
to make some assumptions about the way in which budget spending influences
terrorism.

We have three cases. In Dagestan, public investment in the economy led to
an increase in terrorist attacks, had no effect on unemployment and reduced
corporate profits of companies. In Kabardino-Balkaria, budget expenditure led
to an increase in terrorist attacks, created more jobs, and did not affect financial
results. In Ingushetia, budget spending had not effect on terrorism, but created
more jobs and increased profits.
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Taking into account the “grievance/opportunity theory” put forward by
Omelicheva and Webb, we can summarise the differences between the three
republics in the Table 3. The table shows how budget expenditure classifies the
factors of terrorism from the “grievance” and “opportunity” sides, and what
the relationship between budget expenditure and terrorism is in each of the
republics, according to the Granger test.

Table 3. Differences Between two Republics

“Grievances” “Opportunities” Spending caused terrorism
KBR Less No influence Yes
RI Less More No
RD No influence Less Yes

In Dagestan and Kabardino-Balkaria, budget expenditure fomented terrorism
while either reducing the sources of grievances and opportunities or remaining
neutral. In Ingushetia, budget expenditure has not fomented terrorism, while
increasing the source of opportunities and decreasing grievances.

The shortest explanation of this paradox is expressed in the question: “Where
did the money go?” From a practical point of view, in Ingushetia the budget
money poured into the republic’s economy was spent quite transparently: it
created new jobs and gave profits to businesses. In Kabardino-Balkaria and
Dagestan, the way it was spent was not so clear. In the former, the companies
create new jobs but hide their profits. In the latter, the budget money simply
disappeared without any significant economic effect. There is no reliable and
comparable data on the size of the grey economy in different regions of Russia.
However, our research suggests that the institutional environment is different in
Ingushetia, Dagestan and Kabardino-Balkaria, and that these differences may
foment terrorism.
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Huxoaaj Cuaaes, Exarapuna Apanosa, Hukura Heksypos, Bacuan
Tapan n Haraana CamosoBckaja

IIna nosay mosce daypadu?
Kaxo oyyemciu mpomxosu ymuxy na mepopusam na
Ceseprom Kasxa3sy

Casxerak: ToxoM mocaeame ActieHuje y Pycuju ce A6CHAO €BUACHTHO CMaEbeibe
TEPOPUCTUYKUX HAINAAQ, IITO CE MOKAOIHUAH ca HAejoM Baape Aa ce mocseTn
COLIMO-eKOHOMCKOM pa3Bojy y pernony Cesepror Kaskasa koju je y ucropuju
610 ckaoH TepopuctudkuM Hamapuma. OBaj yaanak kopucru [panrepos Tect
AQ OAPEAH AQ AU CY BAAAMHE EKOHOMCKE IMIOAUTHKE UMAA€ YTHUIIA] Y CMAEHY
TEPOPUCTUYKUX AKTUBHOCTH y TpH penybanke: Aarecrany, Murymeruju, u
Kab6apaunu baakapuja. Pesyararu nokasyjy Aa mocroju aupexrtHa Besa usmeby
OYLICTCKUX TPOIIKOBA HA HAL[IOHAAHY €KOHOMH)Y X pPEKBEHIIH]y TEPOPUCTUYKUX
Halaaa, Tako Aa Behu Tpomkosu kopeaupajy ca noschamem Hamapa y ABe op
TpHU peny6AHKc, u 1o y Aarectany u Ka6apAHHo baakapuju. CynpotHo Tome,
yAarame y SyACKH KaIIUTAA — ONEPALHOHAAM30BAHO TPOILICHEM Ha 00pasoBambe
U 3APAaBCTBO — AOIIPHHOCH CMabEHy TEPOPHCTHYKUX AKTHBHOCTH Y jJEAHO] OA
Tpu penybanke, u To Kabapanno-baakapuju.

Kayune peun: Pycuja, CeBepuu Kaskas, repopusam, 6y1,leTc1<a HOTPOIIHA
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