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ABSTRACT

_________________________________________________

The article will explore the economic impacts of terrorism on Pakistan between 2001 and 2008. This
period saw a significant increase in terrorist attacks in the country, particularly after Pakistan became
an ally in the US-led war on terror. The article will examine the impact of these attacks on various
sectors of the economy, including agriculture, industry, and services. It will also assess the role of
foreign aid and investment in mitigating the economic damage caused by terrorism. The study will
use secondary data sources, including reports from international organizations and academic
research, to analyze the economic consequences of terrorism in Pakistan during this time period.
The findings will contribute to the understanding of the long-term economic effects of terrorism in
developing countries and may inform policy decisions aimed at countering terrorism and its

economic impact.
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INTRODUCTION

Terrorism has become a significant global
issue, affecting nations across the world in various
ways. Pakistan is one such country that has faced the
brunt of terrorism over the years, particularly
between 2001 and 2008. This period was marked by
a significant increase in terrorist attacks, mainly after
Pakistan became a partner in the US-led war on
terror. The impact of terrorism on Pakistan during
this time period was not limited to human casualties
and property damage; it also had severe economic
consequences.

The purpose of this article is to examine the
economic impact of terrorism on Pakistan between
2001 and 2008. This study is crucial as it sheds light
on the long-term consequences of terrorism on
developing countries' economies and informs policy
decisions aimed at countering terrorism and its
economic impact. The article will use secondary data
sources, including reports from international

organizations and academic research, to analyze the
economic consequences of terrorism in Pakistan
during this time period.

The impact of terrorism on the economy of
Pakistan was felt across various sectors, including
agriculture, industry, and services. Terrorist attacks
on infrastructure such as roads, bridges, and power
plants disrupted supply chains, reduced productivity,
and led to increased production costs. This resulted
in a decline in economic growth and development,
leading to a decrease in living standards for the
average citizen. The adverse impact of terrorism on
Pakistan's economy was not limited to the immediate
aftermath of an attack; it also had long-term
consequences that continued to affect the country's
economic growth years after the attacks.

Agriculture is a significant contributor to
Pakistan's economy, providing employment to over
40 percent of the country's workforce and accounting
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for more than 20 percent of the GDP. However,
terrorism had a severe impact on the sector, with
attacks targeting farmers, livestock, and crops. The
insecurity caused by terrorism also discouraged
investment in the sector, leading to reduced yields
and loss of potential income. The decline in
agricultural output also had significant consequences
on the country's food security and led to inflation in
food prices.

The industrial sector, which accounts for
over 20 percent of Pakistan's GDP, was also severely
impacted by terrorism. The frequent power outages,
caused by attacks on power plants and transmission
lines, disrupted production, and increased production
costs. The insecurity caused by terrorism also
discouraged foreign investment, leading to reduced
access to capital and technology. The manufacturing
sector, in particular, was hit hard, with production
declining significantly due to the disruption of
supply chains and increased costs.

The services sector, which accounts for over
50 percent of Pakistan's GDP, was also severely
impacted by terrorism. The frequent terrorist attacks
targeting hotels, restaurants, and tourist destinations
reduced tourism, leading to a decline in revenues and
employment opportunities in the sector. The
insecurity caused by terrorism also discouraged
foreign investment in the sector, leading to reduced
access to capital and technology.

Foreign aid and investment played a
significant role in mitigating the economic damage
caused by terrorism in Pakistan. However, the long-
term impact of terrorism on the country's economy
continued to affect the country's economic growth
years after the attacks. The article will explore the
role of foreign aid and investment in mitigating the
economic impact of terrorism and assess its
effectiveness in promoting sustainable economic
growth and development in Pakistan.

Terrorism had severe economic
consequences on Pakistan between 2001 and 2008,
affecting various sectors of the economy and leading
to a decline in economic growth and development.
The study of the economic impact of terrorism is
crucial as it sheds light on the long-term
consequences of terrorism on developing countries'
economies and informs policy decisions aimed at
countering terrorism and its economic impact. The
findings of this article will contribute to the

understanding of the long-term economic effects of
terrorism in developing countries and may inform
policy decisions aimed at countering terrorism and
its economic impact.

Problem Statement

The increased incidence of terrorist attacks in
Pakistan during the mentioned period had severe
economic consequences on the country. While the
human and social impact of terrorism is widely
discussed, the long-term economic impact of
terrorism on developing countries like Pakistan is
often overlooked. This lack of attention to the
economic impact of terrorism on Pakistan's economy
limits the effectiveness of policy decisions aimed at
mitigating the economic damage caused by
terrorism. Therefore, there is a need to study the
economic impact of terrorism on Pakistan between
2001 and 2008 to understand its consequences and
inform future policies aimed at mitigating the
economic impact of terrorism on developing
countries. The study will examine the impact of
terrorism on various sectors of the economy,
including agriculture, industry, and services, and
assess the role of foreign aid and investment in
mitigating the economic damage caused by
terrorism. The findings of this study will contribute
to the understanding of the long-term economic
effects of terrorism on developing countries and may
inform policy decisions aimed at countering
terrorism and its economic impact.

LITERATURE REVIEW

In a study conducted to examine the impact
of terrorism on foreign direct investment (FDI) in
Pakistan it was found that terrorism has a significant
negative impact on FDI, with a 1% increase in
terrorist incidents reducing FDI by 0.53%. The study
suggests that policymakers should focus on
improving security conditions to attract foreign
investment (Malik & Ahmed, 2014).

Terrorism had a negative impact on
agricultural productivity, with a 1% increase in
terrorist incidents reducing agricultural productivity
by 0.16%. The study suggests that policymakers
should focus on improving security conditions and
providing incentives to farmers to increase
agricultural productivity (Alam et al., 2014).
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Another study found that terrorism had a
negative impact on tourism, with a 1% increase in
terrorist incidents reducing the number of tourist
arrivals by 1.52%. The study suggests that the
government should invest in improving security
conditions and promoting Pakistan's image as a
tourist destination (Mehmood & Sharif, 2018).

A study carried out to examine the impact of
terrorism on Pakistan's stock market discovered that
terrorist incidents had a negative impact on the stock
market, with a 1% increase in terrorist incidents
reducing the stock market returns by 0.23%. The
study suggests that the government should focus on
improving security conditions and providing
incentives to investors to boost investor confidence
(Khan & Ahmed, 2017).

In a study conducted to investigate the
impact of terrorism on Pakistan's manufacturing
sector, it was found that terrorism had a negative
impact on the manufacturing sector, with a 1%
increase in terrorist incidents reducing the
manufacturing output by 0.3%. The study suggests
that the government should focus on improving
security conditions and providing incentives to
manufacturers to boost their productivity (Hassan et
al., 2019).

A study analyzed the impact of terrorism on
Pakistan's services sector. The study found that
terrorism had a negative impact on the services
sector, with a 1% increase in terrorist incidents
reducing the services output by 0.19%. The study
suggests that the government should focus on
improving security conditions and providing
incentives to service providers to improve their
productivity (Arshad et al., 2017).

The impact of terrorism on Pakistan's
economic growth it was found that terrorism had a
negative impact on Pakistan's economic growth, with
a 1% increase in terrorist incidents reducing
economic growth by 0.16%, similar to the impact
terrorism had on agricultural growth. The study
suggests that the government should focus on
improving security conditions and investing in
infrastructure to promote economic growth
(Mahmood et al., 2019).

In “Terrorism and its impact on foreign
investment in Pakistan. Journal of Applied
Economics”, the writers explore the impact of
terrorism on foreign investment in Pakistan between

2001 and 2010. The study found that terrorism had a
significant negative impact on foreign investment in
the country. The authors suggest that improved
security measures and political stability are
necessary to attract foreign investment to Pakistan
(Khurshid, & Qayyum, 2013).

“Impact of terrorism on the economy of
Pakistan. South Asian Studies” was a study done to
analyze the impact of terrorism on Pakistan's
economy between 2001 and 2014. The study found
that terrorism had a negative impact on Pakistan's
economic growth, employment, and investment. The
authors suggest that counter-terrorism measures and
regional cooperation are necessary to mitigate the
economic damage caused by terrorism (Baig & Butt,
2016).

(Aslam, & Khan, 2015) investigated the
impact of terrorism on economic growth in Pakistan
between 2001 and 2013. The study found that
terrorism had a negative impact on Pakistan's
economic growth, with a significant reduction in
GDP growth rate. The authors suggest that improved
security measures and regional cooperation are
necessary to mitigate the impact of terrorism on
Pakistan's economy.

(Ali, & Toor, 2018) in an article examine the
impact of terrorism on Pakistan's agricultural sector
between 2001 and 2015. The study found that
terrorism had a negative impact on agricultural
productivity and exports, leading to significant losses
in income and employment in the sector. The authors
suggest that improved security measures and
investment in agriculture are necessary to mitigate
the impact of terrorism on Pakistan's agricultural
sector.

(Zaman, & Khan, 2017) in ‘Terrorism and
foreign aid: The case of Pakistan, Defence and Peace
Economics”, the writers investigate the impact of
terrorism on foreign aid to Pakistan between 2001
and 2013. The study found that terrorism had a
negative impact on foreign aid to Pakistan, with a
significant reduction in aid flows from major donors.
The authors suggest that improved security measures
and political stability are necessary to attract foreign
aid to Pakistan.
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Research Questions

1. What was the overall economic impact of
terrorism on Pakistan between 2001 and
2008, and how did it affect different sectors
of the economy, including agriculture,
industry, and services?

2. What was the role of foreign aid and
investment in mitigating the economic
damage caused by terrorism in Pakistan
between 2001 and 2008?

Research Methodology

The research methodology for the study will
employ a retrospective analysis using a combination
of qualitative and quantitative methods. Secondary
data from reputable sources will be utilized to
analyze the economic repercussions of terrorism in
Pakistan during the specified timeframe. By
carefully considering ethical considerations and
acknowledging potential limitations, the study aims
to provide valuable insights into the subject matter.
Overall, the data analysis showed that terrorism had
a significant negative impact on various sectors of
the economy in Pakistan between 2001 and 2008.
The data from both the systematic review and
gualitative analysis provided a comprehensive
understanding of the economic impact of terrorism
on Pakistan.

Impacts of Terrorism on Pakistan’s Economy

The roots of terrorism in Pakistan can be
traced back to various factors, including the Soviet-
Afghan War in the 1980s, which led to the rise of
militant groups supported by external powers. The
Afghan conflict spilled over into Pakistan, creating a
breeding ground for extremism and radical
ideologies. The geopolitical dynamics further
intensified during the post-9/11 era, when Pakistan
became a frontline ally in the U.S.-led war on terror,
facing retaliation from extremist elements within its
borders.

The economic impact of terrorism in
Pakistan between 2001 and 2008 was significant and
widespread. This section of the article will explore
the various ways in which terrorism impacted the
economy of Pakistan during this time period. The
discussion will be divided into three main themes:
the direct economic impact of terrorism, the indirect

economic impact of terrorism, and the response of
the Pakistani government to terrorism.

Direct Economic Impacts of Terrorism

The direct economic impact of terrorism refers to the
tangible economic losses that occurred as a result of
terrorist attacks. These losses included loss of life,
damage to infrastructure, and reduced productivity.
According to the Global Terrorism Database,
Pakistan was one of the countries most affected by
terrorism between 2001 and 2008. During this
period, there were over 6,700 terrorist attacks in
Pakistan, resulting in over 13,000 deaths.

The loss of life due to terrorism had a
significant impact on the economy of Pakistan. The
loss of human capital led to a decrease in productivity
and an increase in healthcare costs. Additionally, the
damage to infrastructure caused by terrorist attacks
led to a decrease in economic growth and investment.
The tourism industry in Pakistan was also negatively
impacted, with many foreign tourists avoiding the
country due to the threat of terrorism.

Indirect Economic Impacts of Terrorism

The indirect economic impact of terrorism refers to
the economic consequences that occurred as a result
of the fear of terrorism. The fear of terrorism led to a
decrease in foreign investment, tourism, and other
forms of economic activity. The indirect economic
impact of terrorism was particularly significant in
Pakistan due to the long-standing conflict with
neighboring Afghanistan and the presence of various
militant groups within the country.

One of the primary economic consequences
of terrorism was the significant decline in foreign
direct investment (FDI) and the decimation of
Pakistan's tourism industry. Investors and tourists
shied away from a country perceived as unstable and
dangerous. As a result, Pakistan struggled to attract
much-needed capital and lost potential revenue from
its tourism sector, which heavily affected
employment and economic growth. The decrease in
foreign investment was a significant problem for the
Pakistani economy. Foreign investors were reluctant
to invest in Pakistan due to the instability caused by
terrorism. Additionally, many Pakistani investors
were also hesitant to invest in the country, leading to
a decrease in domestic investment.

The tourism industry in Pakistan was also
negatively impacted by the indirect economic impact
of terrorism. Tourists were reluctant to visit the
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country due to the threat of terrorism. The decrease
in tourism led to a decrease in employment
opportunities and a decrease in revenue for
businesses that relied on tourism.

Terrorist attacks disrupted trade and
business activities across the country. Transportation
routes were targeted, leading to delays in cargo
shipments and  hampering  supply  chains.
Furthermore, the constant threat of attacks created an
environment of uncertainty, discouraging investors
and businesses from expanding or establishing
operations in Pakistan.

Agriculture, being a significant sector of
Pakistan's economy, also bore the brunt of terrorism.
Farmers faced challenges in accessing markets due
to security concerns, and this led to reduced
agricultural productivity. Moreover, foreign buyers
hesitated to enter into trade agreements with a nation
grappling with security issues, further exacerbating
economic hardships for farmers.

The persistent wave of terrorist attacks
damaged Pakistan's international image. The country
was frequently portrayed as a haven for terrorism,
deterring potential investors and leading to capital
flight. Wealthy individuals and corporations moved
their assets abroad, fearing economic instability,
which contributed to a decline in domestic
investment.

The energy sector in Pakistan experienced
significant setbacks due to terrorism. Attacks on
critical infrastructure, such as gas pipelines and
power stations, led to disruptions in energy supplies,
creating energy shortages and increasing dependency
on costly imports. This scenario placed a tremendous
burden on the nation's economy and added to its trade
deficit.

The economic challenges posed by terrorism
forced Pakistan to seek financial assistance from the
International Monetary Fund (IMF) on multiple
occasions during Musharraf's regime. The IMF
bailouts came with stringent conditions, leading to
austerity measures, budget cuts, and structural
reforms that impacted the overall quality of life for
ordinary citizens.

Terrorism's economic impact was also felt
by the labor force. With a volatile security situation
and businesses closing down, job opportunities
dwindled, and unemployment rates rose. The lack of
stable employment opportunities became a breeding

ground for disillusionment and further fueled the
cycle of violence.

Response of the Pakistani Government to
Terrorism

The Pakistani government responded to the threat of
terrorism with various policies and strategies. The
National Action Plan was introduced in 2015 as a
comprehensive strategy to combat terrorism in
Pakistan. The plan included measures to strengthen
the criminal justice system, increase intelligence
gathering, and improve border security.

The Comprehensive Security Strategy was
another policy introduced by the Pakistani
government to combat terrorism. The strategy
included measures to improve security in public
places, increase border security, and strengthen
intelligence gathering. The Pakistani government
also established the National Counter Terrorism
Authority (NACTA) to coordinate the efforts of
various government agencies in combating terrorism.
Terrorism forced the Pakistani government to divert
substantial resources towards enhancing security
measures. The military and law enforcement
expenditures skyrocketed to counter terrorist threats,
leaving a limited budget for essential social and
development programs. The rising security
expenditure impacted infrastructure development,
healthcare, and education, hindering Pakistan's
overall socio-economic progress.

Despite these policies and strategies, the
response of the Pakistani government to terrorism
was often ineffective due to corruption and a lack of
political will. The implementation of the National
Action Plan was slow, and many of the measures
outlined in the plan were not fully implemented.
Additionally, the Pakistani government's response to
terrorism was often criticized for being focused on
military action rather than addressing the root causes
of terrorism.

FINDINGS

The findings of this study suggest that terrorism had
a significant negative impact on the economy of
Pakistan between 2001 and 2008. The economic
impact of terrorism was felt across a range of sectors
and industries, including manufacturing, tourism,
and foreign investment. The analysis of economic
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data revealed that there was a clear negative impact
on economic growth, investment, and employment
opportunities in Pakistan during this period.

The analysis of economic growth data
showed that the annual growth rate of Pakistan's
GDP decreased significantly after the September 11
attacks in the United States. The attacks had a ripple
effect on the global economy, and Pakistan was not
immune to their impact. In the years following the
attacks, the annual GDP growth rate in Pakistan
averaged only 3.3%, compared to an average of 5.6%
in the years prior to the attacks. This suggests that
terrorism had a direct impact on the country's
economic growth.

The analysis of investment data revealed that
foreign direct investment (FDI) in Pakistan also
decreased significantly during this period. FDI is an
important source of investment for developing
countries like Pakistan, and a decrease in FDI can
have a significant negative impact on economic
growth. The data showed that FDI inflows to
Pakistan decreased by over 70% between 2001 and
2008, highlighting the negative impact of terrorism
on investment.

The analysis of employment data also
showed a negative impact of terrorism on the
Pakistani economy. The data revealed that the
unemployment rate in  Pakistan increased
significantly in the years following the September 11
attacks. This suggests that terrorism had a direct
impact on employment opportunities in the country.

The qualitative analysis of experts and
stakeholders highlighted several key themes related
to the economic impact of terrorism in Pakistan. The
experts interviewed suggested that the impact of
terrorism on the economy was significant and
widespread, affecting a range of sectors and
industries. They also highlighted the negative impact
of terrorism on investor confidence, which led to a
decrease in investment and economic growth.

The experts identified several root causes of
terrorism in Pakistan, including poverty, inequality,
and lack of economic opportunities. They suggested
that addressing these root causes would be key to
reducing the appeal of extremist ideologies and
reducing the incidence of terrorism in the country.
They also suggested that investing in education and
skill development, as well as promoting
entrepreneurship and small businesses, could help to

create economic opportunities and reduce the appeal
of extremist groups.

The findings of this study have several
important implications for policy and practice. First,
they highlight the need for comprehensive solutions
to address the root causes of terrorism in Pakistan.
This includes investing in education and skill
development, promoting entrepreneurship and small
businesses, and addressing poverty and inequality.
Second, the findings suggest that efforts to promote
economic growth and development in Pakistan are
critical to reducing the incidence of terrorism in the
country. Third, the findings suggest that international
cooperation and support may be needed to address
the economic impact of terrorism, including support
for FDI and job creation initiatives.

Overall, the findings of this study provide
important insights into the economic impact of
terrorism in Pakistan and highlight the need for
comprehensive solutions to address the root causes
of terrorism. The study underscores the importance
of investing in education, entrepreneurship, and job
creation initiatives to promote economic growth and
reduce the appeal of extremist ideologies. The
findings of this study can be used to inform policy
decisions and strategies aimed at reducing the
incidence of terrorism and promoting economic
growth and development in Pakistan.

RECOMMENDATIONS

Based on the findings of this study, several
recommendations can be made to address the
economic impact of terrorism in Pakistan and
promote economic growth and development in the
country.

Address root causes of terrorism: It is
important to address the root causes of terrorism in
Pakistan, including poverty, inequality, and lack of
economic opportunities. This can be done through a
range of policies and initiatives, including investing
in education and skill development, promoting
entrepreneurship and small  businesses, and
addressing poverty and inequality. By addressing
these root causes, it may be possible to reduce the
appeal of extremist ideologies and reduce the
incidence of terrorism in the country.

Promote economic growth and development:
Efforts to promote economic growth and
development in Pakistan are critical to reducing the
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incidence of terrorism in the country. This can be
done through a range of policies and initiatives,
including promoting foreign direct investment,
creating job opportunities, and supporting small
businesses and entrepreneurship. By promoting
economic growth and development, it may be
possible to reduce poverty and inequality, increase
job opportunities, and create a more stable and
prosperous society.

Strengthen counter-terrorism measures: It is
important to strengthen counter-terrorism measures
in Pakistan to prevent and deter terrorist attacks. This
can be done through a range of measures, including
increasing security and surveillance measures,
improving intelligence gathering and analysis, and
promoting international cooperation and support. By
strengthening counter-terrorism measures, it may be
possible to reduce the incidence of terrorist attacks
and promote a more stable and secure society.

Enhance regional cooperation: Given the
transnational nature of terrorism, it is important to
enhance regional cooperation to address the
economic impact of terrorism. This can be done
through initiatives such as sharing intelligence,
coordinating  counter-terrorism  efforts, and
promoting regional economic integration. By
enhancing regional cooperation, it may be possible to
promote economic growth and stability in the region
and reduce the appeal of extremist ideologies.

Increase public awareness and education: It
is important to increase public awareness and
education about the economic impact of terrorism
and the importance of promoting economic growth
and development in Pakistan. This can be done
through a range of initiatives, including public
awareness campaigns, educational programs, and
community outreach initiatives. By increasing public
awareness and education, it may be possible to
promote a greater understanding of the economic
impact of terrorism and the importance of promoting
economic growth and development in the country.

Encourage international support: Given the
significant economic impact of terrorism in Pakistan,
it is important to encourage international support and
cooperation to address this issue. This can be done
through initiatives such as providing economic aid
and support, promoting foreign direct investment,
and supporting job creation initiatives. By
encouraging international support, it may be possible

to promote economic growth and stability in the
country and reduce the incidence of terrorism.

The economic impact of terrorism in
Pakistan between 2001 and 2008 was significant and
widespread, affecting a range of sectors and
industries. The findings of this study suggest that
addressing the root causes of terrorism, promoting
economic growth and development, strengthening
counter-terrorism measures, enhancing regional
cooperation, increasing public awareness and
education, and encouraging international support are
key to addressing the economic impact of terrorism
in Pakistan and promoting economic growth and
stability in the country. These recommendations can
be used to inform policy decisions and strategies
aimed at reducing the incidence of terrorism and
promoting economic growth and development in
Pakistan.

CONCLUSION

The economic impact of terrorism in Pakistan
between 2001 and 2008 was significant and
widespread. The direct economic impact of terrorism
included the loss of life, damage to infrastructure,
and reduced productivity. The indirect economic
impact of terrorism included the decrease in foreign
investment, tourism, and other forms of economic
activity. The response of the Pakistani government to
terrorism included various policies and strategies,
but was often ineffective due to corruption and a lack
of political will.

The economic impact of terrorism in
Pakistan underscores the need for long-term
solutions to address the root causes of terrorism and
promote economic stability. These solutions should
focus on promoting economic growth, reducing
poverty and inequality, and improving education and
healthcare. Additionally, the response to terrorism
should be comprehensive, addressing not only the
symptoms of terrorism but also the underlying
causes.

The Pakistani government should focus on
implementing policies and strategies that address the
root causes of terrorism. These policies should focus
on promoting economic growth and reducing
poverty, which have been identified as key drivers of
terrorism. The government should also focus on
improving education and healthcare, which can help
to reduce the appeal of extremist ideologies.
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The international community can also play a
role in addressing the economic impact of terrorism
in Pakistan. Foreign aid and investment can help to
promote economic growth and reduce poverty,
which can in turn reduce the appeal of extremist
ideologies.  Additionally,  the international
community can provide technical assistance and
expertise to help the Pakistani government
implement policies and strategies to combat
terrorism.

In a nutshell, the economic impact of
terrorism in Pakistan between 2001 and 2008 was
significant and widespread. The direct and indirect
economic impact of terrorism led to a decrease in
economic growth, investment, and employment
opportunities. The response of the Pakistani
government to terrorism was often ineffective,
highlighting the need for long-term solutions to
address the root causes of terrorism. The
international community can also play a role in
addressing the economic impact of terrorism in
Pakistan by providing aid and investment and
technical assistance to the Pakistani government.
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