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Few terrorist missions are suicidal. Most terrorist missions are
against so-called soft targets and embody fairly elaborate es-
cape plans. The threat of the political terrorist generally ema-
nates less from his desire for suicide than from his preparation,
both mental and physical, to take hostages and wait out the
dialogue of negotiations.'

I. INTRODUCTION

ALTHOUGH hostage seizures are a small percentage of terrorist inci-
dents, they represent some of the most spectacular and influential
events.” The takeover of the American embassy in Tehran on November
14, 1979, the seizure of eleven OPEC oil ministers on December 21, 1975,
and the capture and killing of nine Israeli athletes on September 5, 1972,
are incidents not easily forgotten. From 1968 through 1982, of the approx-
imately 8,000 reported terrorist events, 540 (7 percent) were transna-

* We thank Robert Cooter, Robert Willig, Stan Winer, Dennis Carlton, and an anony-
mous referee for helpful comments on earlier versions. Any remaining shortcomings are
attributable solely to the authors. An earlier version of this paper was presented at the 1985
meeting of the Public Choice Society, New Orleans.

! Abraham H. Miller, Hostage Negotiations and the Concept of Transference, in Terror-
ism: Theory and Practice 137, 147 (Yorah Alexander, David Carlton, & Paul Wilkinson eds.
1979).

2 Terrorism has been defined as the premeditated *‘threatened or actual use of force or
violence to attain a political goal through fear, coercion, or intimidation.”” Charles A. Rus-
sell, Leon J. Banker, & Bowman H. Miller, Out-Inventing the Terrorist, in id. at 3.
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tional® hostage-taking acts involving 3,162 hostages.* Twenty percent of
these acts resulted in death or personal injury to the victims. Since 1968,
188 terrorist groups have seized hostages in incidents involving kidnap-
ping, skyjacking, and barricading. The bulk of these acts have been di-
rected at the industrialized democracies, especially the United States and
Western Europe.® Even though governments are dealing more effectively
with these incidents, terrorists have been very successful. (1) In kidnap-
pings, terrorists successfully capture their hostage(s) in 80 percent of the
acts and receive their ransom demands in 70 percent of the incidents. (2)
In barricade and hostage incidents, the terrorists achieve at least a portion
of demands in 75 percent of the cases.

The purpose of this paper is to examine formally terrorist incidents as
bargaining situations between the terrorists and government officials® and
then to test econometrically a number of hypotheses that emerge from the
theoretical bargaining literature. Using data on international terrorism
events, we investigate the effects that changes in bargaining costs have on
the incident’s length and its outcome (for example, the amount of ransom
paid). In so doing we test for the underlying probability distribution asso-
ciated with an incident’s duration. We attempt, furthermore, to discern
the effect of bluffing on the terrorist’s payoff. We use both a Tobit regres-
sion to explain ransoms paid and a time-to-failure regression to explain
incident duration.

The body of this paper contains three sections. The bargaining frame-
work of terrorist incidents is discussed in Section II, our empirical analy-
sis follows in Section III, and conclusions are contained in Section IV.

II. TERRORISM IN A BARGAINING FRAMEWORK

During the past eighteen years, terrorists have often seized hostages as
a means of circumventing legislative and electoral processes to make their
political demands directly to either government officials or the public.

3 For transnational terrorism, terrorists or government participants from two or more
countries are involved. Incidents originating in one country and terminating in another are
transnational in character, as are incidents involving demands made of a nation other than
one in which the incident occurs.

4 Unless indicated otherwise, the facts reported in this paragraph are taken from the U.S.
Department of State, International Terrorism: Hostage Seizures (1983).

5 U.S. Central Intelligence Agency, Patterns of International Terrorism: 1980 (1981).

® A theoretical model of terrorism is presented in Todd Sandler, John T. Tschirhart, &
John Cauley, A Theoretical Analysis of Transnational Terrorism, 77 Am. Pol. Sci. Rev. 36
(1983). William M. Landes, An Economic Study of U.S. Aircraft Hijacking, 1961-1976, 21J.
Law & Econ. 1 (1978), analyzed skyjackings using a basic deterrence model to ascertain the
effectiveness of antiskyjacking measures introduced in the 1970s. He did not examine bar-
gaining in these incidents.
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Once the hostages are captured, in either a barricade or a kidnapping
situation, a form of bargaining between the terrorists and the government
ensues. Terrorists typically demand money, the release of prisoners, or
the airing of propaganda statements to further political objectives. For
these incidents, terrorists can usefully be described as net-payoff max-
imizers with the net payoff being the differences between government
concessions and the costs of bargaining. For the government, officials are
also concerned with maximizing net payoffs when deciding their conces-
sion-granting response. As the incident drags on, the government experi-
ences bargaining and waiting costs that include terrorists’ publicity,
negotiating resources, and the detrimental effects of apparent government
ineffectiveness. After accounting for bargaining costs, the terrorists de-
sire to achieve the greatest possible demands, while the government
wishes to yield the least possible concessions.

We reject the argument of the news media that terrorists are character-
istically madmen who cannot be bargained with. Stohl has argued that the
madman depiction is a myth because many terrorist groups have particu-
lar goals that are sought as part of an ongoing political struggle.” Stohl also
cited numerous instances in which careful negotiations regarding the ter-
rorist demands led to peaceful solutions to hostage incidents.® Miller
noted that very few terrorist missions are suicidal because captured ter-
rorists often have escape plans.” A recent Rand conference report sup-
ports this by stating that ‘‘[a] CIA estimate shows that 62 percent of
terrorist missions had elaborate escape plans built into them.’’'® Mick-
olus'! and the U.S. Central Intelligence Agency'? have shown that polit-
ical terrorists rank the tactics that they adopt with respect to such factors
as risk, time, and the probability of confrontation with authorities. Such
high-risk activities as hijacking and barricade missions have the smallest
incidence; such low-risk tactics as bombings and assassinations have the
highest. The majority of terrorists appear to be very concerned with their
own lives as well as with their cause; hence negotiation is a means to end
some incidents.

Another school of thought supports the notion that terrorists should not

7 Michael Stohl, Introduction: Myths and Realities of Political Terrorism, in The Politics
of Terrorism 1 (Michael Stohl ed. 1979).

8 Id. at 6-7.
 Miller, supra note 1, at 147.

% Brian M. Jenkins, Terrorism and Beyond: An International Conference on Terrorism
and Low-Level Conflict (1982).

' Howard F. Mickolus, Transnational Terrorism: A Chronology of Events, 1968—1979, at
Xix, xxv (1980).

12 U.S. Central Intelligence Agency, supra note 5, at 11.
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be bargained with. In fact, the standing policy for the United States and
Israel is one of no negotiation.'> We neither argue against this policy nor
promote the negotiation approach. We merely observe that negotiations
do take place in many terrorist incidents involving hostages, and we in-
tend to study these negotiations in a bargaining framework.'* Thus we
examine terrorist incidents in which bargaining took place and test several
hypotheses derived from bargaining theory.

While there exists a rich literature on the theory of bargaining, very
little can be found on the empirical testing of real world bargaining situa-
tions. Ashenfelter and Johnson and Farber have studied wage disputes,
the former testing hypotheses concerning the conditions likely to lead to
union strikes'> and the latter using data taken from strikes to estimate
union concession rates on wages.'® However, strikes are complicated by
the fact that they arise only after bargaining has failed. To our knowledge,
our paper represents the first attempt to test a number of hypotheses
based on bargaining costs using data from intense, real world bargaining
environments.

The lack of empirical results in the literature is probably indicative of
the difficulty in deriving hypotheses from bargaining theory that can be
tested using data. Since the seminal work of Nash,!” an elegant body of
mathematics has been formulated to explain this most pervasive problem
in economics—two-party bargaining. Most of the literature revolves
around how a single pie will be divided between the parties. The time
required to reach agreement is typically omitted from the analysis, and
the only communications between the parties are statements concerning
acceptable shares. Yet even in this setting the data needed for empirical
testing are often limited. Additional difficulties arise because real world
bargaining situations never conform to the relatively simply structure
analyzed in the theory. For example, consider a terrorist incident with

13 Even the Israelis have made exceptions to their no-negotiation policy, as was the case
in a barricade event on May 15, 1974, involving ninety children hostages in Maalot. Negotia-
tions eventually broke down, the Israelis stormed the school, and twenty-one children were
killed.

14 Negotiations helped end infamous incidents such as the 1979 Iranian takeover of the
American embassy in Tehran, the M-19 terrorists’ seizure of forty-five diplomats at the
Dominican Republic’s embassy in Bogota, Columbia, on February 27, 1980, and the terrorist
capture of the OPEC ministers in Austria in 1975. Details about these incidents are available
in U.S. Department of State, International Terrorism: Hostage Seizures (1983).

!5 Orley Ashenfelter & George Johnson, Bargaining Theory, Trade Unions, and Industrial
Strike Activity, S9 Am. Econ. Rev. 35 (1969).

16 Henry S. Farber, Bargaining Theory, Wage Outcomes, and the Occurrence of Strikes,
68 Am. Econ. Rev. 262 (1978).

17 John F. Nash, The Bargaining Problem, 18 Econometrica 155 (1950).
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hostages. Terrorists often have multiple demands. Moreover, bluffing is
commonly observed when terrorists permit self-imposed deadlines to
pass. Threat points may change over the course of the incident as terror-
ists, hostages, or officials are killed or wounded. And prior to the final
settlement, which may be a negotiated agreement or a shoot-out, other
secondary negotiations may be ongoing over issues concerning whether
the terrorists will release some hostages early.

In spite of the complexity surrounding terrorist negotiations, we find
that the available data do provide an opportunity to test several bargain-
ing theory hypotheses that involve bargaining costs, bluffing, and the
duration of the incident. These three variables are emphasized in varying
degrees throughout the literature,'® but we will refer chiefly to the exten-
sive work of Cross, in which all three are analyzed.'® Applying the Cross
model, we view the terrorists (government officials) as maximizing the
difference between their time-discounted utility, which is a function of
their demands (concessions), and the time-discounted costs of bargaining.
Each side maximizes its respective difference. Each party perceives that
the duration of the incident equals the difference between current de-
mands and concessions divided by the concession rate of the opponent. In
choosing demands (concessions) in each period, the terrorists (govern-
ment officials) can trade away large (small) values of demands (conces-
sions) at the expense of a longer incident with its concomitant greater
costs. The incident ends in a settlement when demands equal conces-
sions. Instability exists in the Cross model when either party’s time dis-
count rate exceeds its rate of learning or the rate at which it perceives the
opponent’s concession rate to be changing. For a terrorist incident, insta-
bility often results in a violent conclusion.

We wish to test three hypotheses that emerge from the Cross model. (1)
Increases (decreases) in bargaining costs to the terrorists induce them to
decrease (increase) their demands owing to opportunity costs of waiting.
Similarly, increases (decreases) in bargaining costs to the government
cause it to raise (reduce) concessions. (2) Increases (decreases) in bar-
gaining costs to either side will shorten (Ilengthen) the duration of the
incident. (3) Bluffing will diminish a party’s payoff.?® Hypothesis 3 follows
because exaggerated demands lead to a faster concession rate, which

'® Thomas C. Schelling, An Essay on Bargaining, 46 Am. Econ. Rev. 281 (1956), empha-
sized the role of bluffing and threats; and numerous authors have included bargaining costs
in their models. Bishop was one of the first to include time; see Robert L. Bishop, A
Zeuthen-Hicks Theory of Bargaining, 32 Econometrica 410 (1964).

' John G. Cross, The Economics of Bargaining (1969); and John G. Cross, Negotiation as
a Learning Process, 21 J. Conflict Resolution 581 (1977).

2 Cross, The Economics of Bargaining, note 19 supra, at 170-76.
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