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Abstract

This study provides the impact of terrorism, investment, and government expenditure
on economic growth in four ASEAN countries (Indonesia, Philippines, Thailand, and
Myanmar). The fix effect model indicates that terrorism and investment have a
negative and significant effect on economic growth, while government expenditure has
a significant positive impact.
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Introduction

The security factor of an area or country has a significant impact on its
economic sector. Terrorism is one type of behavior that might threaten
economic activity. Terrorism is a complicated and emotional form of action that
can produce anxiety, fear, and moral issues in those who are the objects of such
acts of terror. Saleem et al. (2020) claims that terrorism is a type of political
conspiracy aimed at influencing economic difficulties. Terrorist attacks can
result in significant economic damage for a country. This decline is primarily
due to the uncertainty created by a loss of investor confidence and increased
government expenditure to counteract and alleviate the consequences of
terrorist actions (Karagoz, 2016).

The threat of terrorism is the act of an individual or group of people that
can cause unrest and division in various fields. The threat of terrorism in a
region can be measured by the Global Terrorism Index (GTI), officially issued
by The Institute for Economics & Peace (IEP). The GTI is a composite measure
consisting of four indicators: incidents, deaths, injuries, and property damage.
A five-year weighted average is used to measure the impact of terrorism
(Vision of Humanity, 2021). GTI has an index size of 1-10, with the details
described in Table 1.

Table 1 is an indicator score in determining the status of the impact of
terrorism in a region or country. In the GTI report published by IEP, every year,
there is a terrorism index map in all countries in the world using the help of
specific colors to make it easier to see the status of the impact of terrorism. 163
countries are the objects of analysis and publication of the GTI from 2010 to
2020. There are three countries with very high impact, 17 countries with high
impact, and 27 with medium implications based on the average GTL

Based on an explanation from the Institute for Economics and Peace
(2020), the perpetrators of terrorism are mainly from ASEAN, namely
Indonesia, Thailand, the Philippines, and Malaysia. This study wants to find
out whether the ASEAN region itself is affected by acts of terrorism or not. The
average GTI from 2010 to 2020 shows that there are four countries of ASEAN
(Association of Southeast Asian Nations) that have high and moderate GTIs,
including; Philippines (high impact), Thailand (medium impact), Myanmar
(medium impact), and Indonesia (moderate effect). Research conducted by
Blomberg et al. (2004), Pratiwi et al. (2019), (Gaibulloev & Sandler, 2009), and
(Barth et al., 2011) states that there is a negative effect between terrorism and
economic growth. Terrorism can destroy and damage various kinds of physical
capital and human capital. Areas with a high level of terrorism will decrease the
confidence of foreign and local investors and will have implications for a
decline in economic growth.
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Cinar (2017) conducted a study in 115 countries and found that
developing countries significantly impact acts of terrorism. These impacts are
mainly on the economic sector, influencing investment decisions and
productivity levels. Meanwhile, Blomberg (2004) state that the consequences of
an act of terror will directly affect government expenditure because the
government will provide a budget to fund the recovery of damage caused by an
act of terror. It can be concluded that the variables or sectors directly affected by
acts of terrorism are investment and government expenditure. Therefore,
investment and government expenditure variables are considered appropriate
as independent variables.

Table 1. Score of Global terrorism index (GTI)

Score Impact of Terrorism
0 No impact
0-2 Very low impact
2-4 Low impact

4-6 Medium impact
6-8
8-10

Investment is activity-oriented towards several benefits obtained in the
future (Saleem et al., 2020). The negative sentiment presented by acts of
terrorism will affect investor confidence. Based on research conducted by
Mohamed et al. (2013), investment positively affects economic growth; an
increase in the number of realized investments can expand job opportunities.
This will reduce the number of unemployed and increase productivity with an
increase in per capita income so that, in the end, it will increase economic
growth.

Terrorism can result in chaos, destruction, fear, and destruction. The
damage occurred in particular to public goods financed by the government. The
government will allocate several funds to mitigate and finance repairs to several
parts of the impact of acts of terrorism. Zakaria et al. (2019) and Shahbaz et al.
(2013) stated that acts of terrorism could increase government expenditure
because the government is required to take preventive steps to maintain the
security of its territory.

Some of the differences between this study and previous studies include:
research by Gaibulloev & Sandler (2009) was conducted in 42 Asian countries in
1970-2004. All Asian countries with low, medium, and high GTI were sampled.
In this study, only four countries with GTI have medium, high, and very high
impacts because it indicates that more acts of terrorism will give good results to
the study. Research conducted by Shahbaz et al. (2013) in Pakistan 1972-2010
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measured acts of terrorism from the number of incidents of terrorism each year.
In this study, acts of terrorism are more proxied than the GTI value, which is
officially published.

Several variables affected by terrorism are channel variables that
indirectly affect economic growth. In this study, we want to reveal whether the
primary variable (terrorism), which is proxied from the value of GTI, and
control variables (investment and government expenditure) has an influence on
economic growth in four ASEAN countries (Indonesia, the Philippines,
Thailand, and Myanmar).

Method

This study aims to determine the effect of terrorism as measured by GTI,
investment, and government expenditure on economic growth in four ASEAN
countries (Indonesia, Philippines, Thailand, and Myanmar). This study uses the
panel data regression method. After running regression, we provide
Heteroscedasticity Test and Chow Test to choose the best model (Kuncoro,
2003). The research data using time series annual data from 2010-2020, collected
from various official websites such as the World Bank and ASEAN. Panel data
regression follows equation (1). EG is economic growth as the dependent
variable, GTI is terrorism, I is investment, GE is government expenditure, and e
is an error.

EGt=Bo+p1 GTIit + B21it + B3 GEit + it (1)

Empirical Result
We confirm that the model is free from multicollinearity and heteroscedasticity
and the best model based on Chow-Test is Fix Effect Model. Based on Table 2,
the F-statistic value is 7.667427 and probability is 0.00 or below 0.05, which
means GTI, investment, and government expenditure variables together affect
economic growth in the four ASEAN countries (Indonesia, Philippines,
Thailand, and Myanmar). This result is the same as the research conducted by
(Saleem et al., 2020); independent variables such as Trade, foreign aid, capital,
and terrorism have a together effect on South Asian country's economic growth.
Based on the t-test, the terrorism variable proxied by GTI has a negative
and significant effect on economic growth; this is indicated by the t-statistic
value of the GTI variable is 2,234889, which is greater than the t-table value of
1,68385 with an alpha of 0.05. Research conducted by Pratiwi et al. (2019) and
Zakaria et al. (2019) also found that terrorism has a negative and significant
effect. Acts of terrorism will reduce investor confidence; it will reduce the
productivity of goods and services produced to decline economic growth.
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Table 2. Regression result

Variable t-statistic t-tabel Sig.
GTI -2.234889 1.68385 Significant
I -2.536463 1.68385 Significant
GE 2.867073 1.68385 Significant
F-Count Sig.
7,667427 0.000

The investment variable based on Table 2 has a negative and significant
effect on economic growth; this is indicated by the t- statistic value of the
investment variable of 2,536463, which is greater than the t-table value 1,68385
with an alpha of 0.05. This is similar to the research conducted by (Araz 2011),
where investments made in countries with high levels of terrorism were mainly
made to repair some public goods and capital goods destroyed by acts of
terrorism. Some of it is used to purchase new capital goods, but the percentage
is smaller. Therefore, its effect on economic growth tends to be small and
negative.

The last variable is that government expenditure has a positive and
significant impact on economic growth; this is indicated by the t-statistic value
of the government expenditure variable of 2,867073, which is greater than the t-
table value of 1,68385 with an alpha of 0,05. This result is the same as the
research conducted by Blomberg et al. (2004) and Gaibulloev & Sandler (2009).
The impact of terrorism can cause destruction and damage to public goods,
private goods, and all infrastructure, which will make the government make
more budget to repair it. The government will also spend more funds to carry
out security measures to mitigate acts of terrorism. Government expenditure is
increasing, accompanied by an increase in economic growth.

Conclusions

Terrorism variable (GTI) has a negative and significant effect on economic
growth; this proves the great influence of state security on the economic
development of four ASEAN countries (Indonesia, Philippines, Thailand, and
Myanmar) in 2010-2020. The investment variable (I) also has a negative and
significant effect on economic growth. At the same time, the variable
government expenditure (GE) has a positive and significant influence on
economic growth.
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