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| NTRODUCTI ON

Prior to 9/11, the United States offered no viable
Public Health Policy response to terrorismor terrorist
attacks. It was not considered a critical elenent to
Public Health infrastructure. Policy makers and
legislators left that to entities such as the Departnent of
Def ense. The ones thought to really face such a threat.

The public health chall enges involved such as
ener gency preparedness, health care professional training,
terror attack response planning, and triage were aspects of
plans “to be funded later”. The Anerican civilian public
was safe. The threat was not inmmnent. The funds to support
this “nice-to-have” could be acquired increnentally, at a
| ater date- when nore funds were avail abl e.

On Septenber 11, 2001, the United States ceased to
view terrorismon an increnental basis. It was no |onger
seen as incidents that occurred intermttently to others
and on a few varied occasions to us'.

Cause for Change

W were outraged. Wiwo would do this to us? Who COULD

do this to us?

! p.1 Steinberg, James B., Statement to the National Commission on Terrorist Attacks Upon the United
States, October 14, 2003.



The non-state entity taking responsibility for the
attacks was Qaida al-Jihad. Their stated reason: the
suffering Muslinms have had to endure because of the U S
and |srael.?

The intelligence community was aware of Al Qaida
before the attacks, but they were not a household nane to

t he general US public. They are now.

UNI TED STATES AND QAI DA- AL JI HAD

| npetus for Action

W responded to the attacks of September 11'" with
overwhel m ng attacks w el ded agai nst both Afghani stan and
Irag. While these attacks have resulted in changes in
government, they have not netted the dem se of the
organi zation that orchestrated the initial on-U S -soi
attacks nor have they elimnated its | eader Usanma bin
Laden.

Qaida al-Jihad and its | eader Usama bin Laden are
still at large and the concept of terrorismas a neans to
i npose the will of one non-state organi zation onto a
legitimate state entity, in this case the U S., is

increasing in popularity.

2 p.4., Gunaratna, Rohan, Statement to the National commission on Terrorist Attacks upon the United
States, July 9, 2003.



And even though a “change of governnment response” is
one approach to the problem of non-state entities seeking
to inpose their will on our people, alternatives may be
avai |l abl e. One tactic we could take is an econom c review.
We coul d review the organi zation froma transacti on cost
econoni cs perspective and respond by “attacking” the
weakest aspect of its econom c functionings.

BACKGROUND
Qai da al - Ji had

Al Qaida is actually a nanme given to Usama bin Laden’s
organi zation by the United States after a bin Laden
conputer file was found with a listing that was devel oped
while bin Laden was still w th Makhtab al - Khi damat ( MAK)
the organi zation that financed recruited, and trained
Af ghani stani resistance fighters (Mijahadeen).® The group
actually refers to itself as the Qaida-al Jihad, which
means “base of the jihad”.*

Qaida al-Jihad is a support network for severa
| sl am ¢ organi zations with a primary goal of overthrow ng
what it deens to be corrupt or heretical Miuslimstate

governnents.® In addition, it has issued rulings that cal

3 p. 2, Al —Qaida, Wikipedia, the Free Encyclopedia, http://en.widipedia.org/wiki/Al-Qaida.
*P. 1, ibid.

® p.1,. International Policy Institute for Counter-Terrorism, Al Qaida, Maktab al-Khidamat (MAK —
Services Offices) International Islamic Front for Jihad Against the Jews and Crusaders,
http://www.ict.org.il/inter_ter/orgdet.cfm?orgid=74



for arnmed conflict with and against certain Wstern
cultures and countries to include the United States and its
allies.®

Est abl i shed in 1988 by Usama bin Laden, Qaida al-Jihad
has evol ved from an Afghani stan freedom fighting
organi zation to the now internationally | ocated | oose
network of Muslimterror organizations that acknow edge
menbers all over the world, including the United States and

Canada. ’

USAVA BI N LADEN

Usama bin Laden is hinself a wealthy Saudi Arabian who
cane to guerilla warfare as a “holy warrior” in 1979, the
year Soviet troops invaded Afghani stan. Even though he was
a Saudi Arabian citizen, bin Laden joined the fight by
transferring his successful construction business to
Af ghani st an, and devoting all his assets and strengths to

8

removi ng the Soviet “invading force”. Wil e he cane to the

fight with significant financial assets and nmanagenent

®p. 2., International Policy Institute for Counter-Terrorism, Text of Fatwa Urging Jihad Against
Americans, Published in Al-Qaida al-‘ Arabic on February 23, 1998,
http://www.ict.org.it/articles/fatwah.htm.

"p.1. International Policy Institute for Counter-Terrorism, Al Qaida, Maktab al-Khidamat (MAK — Services
Offices) International Islamic Front for Jihad Against the Jews and Crusaders,
http://www.ict.org.il/inter_ter/orgdet.cfm?orgid=74

8.1, ibid.



skills, he also accepted and received sone help fromthe
United States.®
Once victory was achi eved, bin Laden was enbol dened

by victory over the Soviet Union, a then superpower. He
returned to Saudi Arabia and turned his efforts toward his
current focus: renmoving all non- Muslins, particularly
those with Western influences, fromthe Muslimworld.
According to bin Laden, renoval of these influences is the
duty of all Mislins who truly follow Al lah.' The
inspiration for his religious creed is rooted in the
Wahhabi sect, the belief of the rulers of Saudi Arabia.!?

Qai da al -Ji had has benefited from Usana bin Laden’s
managenent acunen, and its unbrella organi zation, The
International Islamc Front for Jihad Against Jews and
Crusaders, boasts worl dw de nenbershi p and an envi abl e hi gh
tech comuni cation capability as well as innunerable
avenues to acquire warfare hardware. They offer a strong
infrastructure to his manpower support that is willing to

fight a long protracted conflict for Allah.® Defeat via

°p. 4, The National Security Archive, Washington Post “Live Online” chat with Archive Middle East
Analyst Joyce Battle, “Iraq: Declassified documents of US Support for Hussein”, February 27, 2003.
9p 2 Al Qaida, Widipedia, The Free Encyclopedia, http://en.wikipedia.org/wiki/Al-Qaida.

1 p. 13, The Al Qaida Handbook, translated in the United Kingdom, Department of Justice,
http://www.usdoj.gov/ag/manual partl_1.pdf.

2. 2., Al Qaida, Wikipedia, The Free Encyclopedia, http://en.wikipedia.org/wiki/Al-Qaida

3 p.1, International Policy Institute for Counter-Terrorism, Al Qaida, Maktab al-Khidamat (MAK —
Services Offices) International Islamic Front for Jihad Against the Jews and Crusaders,
http://www.ict.org.il/inter_ter/orgdet.cfm?orgid=74



firepower may not be readily attainable — or attainable at

al | .

DI FFERENT APPRCACH

If firepower does not work as an antidote to bin
Laden, we shoul d enpl oy a conparabl e approach to 9/11
attack: economc inpact — to drive home our outrage.
However that ny be difficult to achieve since his network
has no state affiliation to sanction and hold on his bank
assets have only slowed him They have not ceased
oper ati ons.

We should | ook inside this organization — not for a
specific person, but rather for an approach that can be
used agai nst the organi zation’s framework and functi oni ng.
A guide-on, if you will, to follow as we search. That

gui de-on can be Transacti on Cost Econom cs.

Transacti on Cost Econom cs

Transaction cost economcs (TCE) is the econom cal
exam nation of the requirenents an organi zati ons nust apply
to produce one unit of its product or conplete one
transaction. It began with the publication of an unnoticed
article, “The Nature of the Firnf, in 1937 and its basic

prem se is that the econom c organi zation of an entity is



truly a study in governance. It even considers debt and
t he managenent of that debt as governance instrunent.

These governance structures and instrunments may differ
in attributes, but they offer a neans to identify, explain
and navi gate the hazards of an organi zation and the
organi zation’s contracts, both witten and inferred.

It | ooks at contractual transactions as “hazards”; and
t hey include such contractual obligations as | abor,
regul ation, trust, or finance. Then it exam nes these
hazards in |ight of both governance and institutional
environnent influences like legal, political and soci al
requi rements. '°

TCE al so | ooks at the role human actors play in
determ ning the nost econom ¢ neans of producing this
transaction. !’

This theory of organization econom cs expl ai ns why
certain transactions take place within a firmand others
t ake pl ace between firmns.!8

The purpose of this paper is to extend the unbrella of

transacti on cost economcs study to the industrial

i‘s‘ p.12, Williamson, Oliver, The Mechanisms of Governance, Oxford University Press, 1996.

P. 12, ibid.
16 p. 597, Williamson, Oliver, The New Institutional Economics: Taking Stock, Looking Ahead, Journal of
Economic Literature, Vol XXXVII1, September 2000.
7 p. 296 Simon, Herbert A., Human Nature in Politics: The Dialogue of Psychology with Political Science,
The American Political Science Review, Vol. 79, No. 2 June 1985.
18 p, 133, Weingast, Barry R. and Willian Marshall, The Industrial Organization of Congress: or, Why
Legislatures, Like Firms, Are Not Organized as Markets, Journal of Political Economy, vol. 96, no 1,
1988.



organi zati on of Qaida al-Jihad and the Terrorism governance

structures.

TERRO SM TCE

Qai da al -Jihad, |ike other Terrorism organizations,
reflects the goals of individuals (Usama bin Laden and
ot her |l eaders of terrorismorgani zations) and enforces
bargai ns between terrorismnenbers. In addition, it
contains and maintains a “nonmarket exchange” that suits

its needs.®®

NEW | NDUSTRI AL ORGANI ZATI ON ECONOM CS

Before applying this franework to Qaida al-Jihad | wll
first describe three major aspects of TCE: contractual

mechani snms, asset specificity, and behavioral assunptions.

Contractual Mechani sns
One of the first governance features usually exam ned
is the transaction costs associated with contractual

patterns used by an organi zation and the cost reductions

¥p, 132, ibid.



these patterns pernit.?® This exam nation is usually franmed
froma vertical integration standpoint.

Wien a firmuses vertical integration it elects to
retain activities within the firminstead of using a
separate supplier to produce or acquire them This permts
the firmto reduce the nunmber of contracts needed to
devel op and deliver its end product.? There are still
contracts, but they are the type used within the firmto
acconplish the task.

This also permits nore control and offers guidelines
for relationships.?

It usually arises in an effort to inprove efficiency
and ensure product quality.?® O course, there is the
potential for fraud. Vertical integration can offer a neans
to reduce this problem? A firmmay al so choose to hire
sonmeone whose job is to identify those who are reliable.
However, with integration the need for this effort is
greatly reduced.®

Transaction costs also permt us to consider the

hi erarchy (the entrepreneur) directing resources. This

2. 134, ibid

% p. 56, Coase, Ronald, The Nature of the Firm: Meaning, The Nature of the Firm, Oxford University
Press, Inc. 1991.

? P57, ibid.

Zp, 57 ibid.

*p. 58, ibid.

# p. 58, ibid.

10



i ndi vidual is the one responsible for the final control of
the firm?2®
Asset Specificity

Asset specificity is the "degree to which an asset can
be redeployed to alternative uses and by alternative users
wi t hout sacrifice of productive val ue”?’ A concept tied to
the idea of sunk cost, asset specificity can refer to human
assets, site assets, dedicated, brand name capital, or
tenporal and physical assets.

It al so considers bilateral dependency, or the
condition in which a supplier-entrepreneur have a
relationship that excludes additional suppliers. These
parties may issue contracts but these contracts are
i nconpl ete since they cannot adapt to every future event.
This bilateral dependency is extrenely inportant to asset
specificity because it is a critical dinension of the

transaction itsel f.?8

Behavi oral Assunptions
Anot her di mensi on of transaction cost economcs is its
acknow edgenent of the human actors and their behavior. It

assunmes two critical behavioral assunptions: 1) humans

%, 59, ibid.
7 p. 95, ibid.
% p. 94, ibid.

11



behave in a bounded rationality manner and 2) they are
prone to opportunism 2°

The first assunption grants humans |limted, yet
i ntended rational behavior. |t has conprehensive
contracting as an infeasible goal.%° It assunes inconplete
contacting and enconpasses satisficing as only one aspect
of its bounded rationality.

The second assunption is the idea of opportunism the
concept that describes acting froma self-interest that
borders on guile. Because of this opportunismand guile, a
prom se nust be backed by a credi ble comm tnent or
contract, they expose the parties to hazards and market and
nonmar ket safeguards will probably arise.3 Opportunismis
repugnant to some, but remarks by H L. A Hart may hel p put
it in perspective:

“Nei t her understanding of long-terminterest, nor the
strength of goodness-of-will ...are shared by all nen alike.
Al are tenpted at tinmes to prefer their own i nmedi ate
interests.’ Sanctions’ are .required not as the normal

notive for obedi ence, but as a guarantee that those who

#p.92. ibid.
¥p. 92, ibid.
# p. 93, ibid.
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woul d voluntarily obey shal

woul d not . " %?

The organi zati onal

not be sacrificed by those who

inplications of the two behavi oral

assunptions are graphically presented in the follow ng

t abl 33

Behavi or al
Assunpt i ons

| mpl i cation

Bonded Rationality

Qpportuni sm

For contractual theory

Conpr ehensi ve
contracting is
i nf easi bl e

Contract as
prom se is naive

For econom ¢
or gani zati on

Exchange will be
facilitated by
nodes that support
adapti ve,
sequenti al
deci si on maki ng

Tradi ng requires
t he support of
spont aneous or
crafted

saf eguar ds.

Table 1: Organizational

I mpl i cations of Behavi oral

Assunptions (from

The Nature of the Firm ed. by Aiver WIIlianmson 1991 Oxford University

Pr ess)

Once al l

usual ly display 1) subtlety, 2)

of these factors mngle,

t heir outcomes

i ntertenporal

mani f estation, and 3) an uni ntended consequence. 3

¥p.92. ibid.
% p. 93, ibid.
¥ p. 94, ibid.

13




QAlI DA AL-JI HAD ORGANI ZATI ONAL STRUCTURE

A QUI CK OVERVI EW

The structure of Qaida al-Jihad is a | ayered, |oosely
net wor ked hierarchy with no one individual aware of al
aspects at any given tine.>®

At the bottom of the hierarchy is a network of
organi zations that engage in a variety of specialized
activities: econom c, humanitarian, nedia relations, and
security.®® This is also the level at which Qaida al-
Jihad’s “terrorist cells” function in the different
countries.® Some are put to work immediately; others wait
until they receive instruction, and those instructions can
sonetines take years.® There is also the potential for
groups (and/or cells) to function in a country and not know
t he exi stence of other organi zations that are also at work
in that same country. 3°

Just above this | oose network are three comm ttees
responsi ble for 1) econom c operations, 2) mlitary

trai ning, equipnent and planning, and 3) Islanmc

®p. 5, Al Qaida, Wikipedia, The Free Encyclopedia, http:/en.wikipedia.org/wiki/Al-Qaida.
*p. 5. ibid.
¥p. 6, ibid.
#®p. 6., ibid
¥ p. 6., ibid.

14



study/fatwa (|l egal religious pronouncenent) issues.* These
i ndi vidual s are usually deeply |oyal volunteers who have
been with bin Laden since the tine of the MAK.  Mst have
al so lost contact with their hone country or face
i nprisonnment if they return.*

Above the committees is a core group or the Shura. *
This comm ttee devel ops rules as problens arise and offer
counsel to the Emr.

Above the Shura is the Emir, in this case, Usanma bin
Laden.

Entry to the network by organi zations is restrained by

the requirenent to follow the fatwas.

QAI DA AL-JI HAD S BUSI NESS ROLE

Qaida al -Jihad functions as a venture capitalist for
many groups, and it requires “only” allegiance to its
i deol ogi cal framework, not a “percentage of ownership in
the organi zation”.® In addition, Qaida al-Jihad will train
the affiliate organi zation’s nmenbers as well| as educate

44

themin the appropriate religious ideol ogy. There is

virtually no known haggling, or admnistration

“Op. 6., ibid.
“Ip. 6., ibid.
“2p. 6., ibid.
3 p. 3, Background: Al Qaeda, Inside the Terror Network, Frontline, http:/
XXWW. pbs.org/wgbh/pages/frontline/shows/network/al gaeda/indictent.html
p. 3., ibid.

15



restrictions; Governnment inposed taxes are al so not
indicated in available literature.

Bottomline, Qaida al-Jihad acts as a service
m ddl eman, providing econom ¢ and i deol ogi cal support
mechani snms for end products (attacks) devel oped and
del i vered by ot her organizations.

Its governance is like that of a franchise
di stribution, where Qaida al-Jihad provides the
internationally recognized logo (for attack credit
credentials) and a worl dwi de distribution for networked
organi zations to present their message both to the world
and to the community.

This plays very well when community i nprovenent
projects are involved. It is also an advantage when | ocal
recruitnment, the network’s |ifeblood, is pursued.

The geographically separated organi zations are |inked
by commtnent to the cause and a need for resources to
execut e planned m ssions.

As with other franchi sees, some of the networked
organi zations are directly owned by the parent conpany.

Ot hers are independently “owned” and “operated”*°

“p. 2., ibid.

16



ADDED DI MENSI ONS

There appears to be continuous transaction activity
with every affiliated organization. But there does not
appear to be a permanent physical facility that functions
as a nmarket pl ace.

There al so appears to be no witten contracts with
state entities, or governnent regul ations issued by a
country nonitoring Qaida al-Jihad activities for adherence
to local/ state conpliance.

However, the existence of |arge-scale training areas
wi t hi n Af ghani stan’s borders indicates there was tacit
i nvol venent of the governnent. It not only provided for
the group, but it also gave protection to the organi zation
when it offered no interference by | aw enforcenent

agenci es.

Transactions appear to work well, neeting the needs of

t he organi zations of both the creators and inplenenters
(buyers and sellers). Franchise participants know each
other’s identities, to the extent necessary, and exchange
transactions simul taneously occur across the world and at

the |l ocal |evel.

17



Long-termcontracts exist in the sinple act of
affiliating with the organi zation and ascribing to its
i deol ogy and trai ning.

One dinension that exists is the lag tinme that can
occur between demand for m ssions (attacks) and supply of
resources by headquarters. That is, organizations may want
to execute attacks but resources (explosives, biological
agents, etc) may not always be readily stocked. No
i nformati on was avail able on the frequency of this
phenonenon. However, whenever the supplies are avail abl e,
transporting them has the added di nensi on of uncertainty
because delivery cannot be guaranteed.

It can be lost in transport via accidental
detonation, or confiscation by legitimte state
authorities. None of the information avail abl e indicated
possi bl e | oss because of theft by organizati on menbers. *’
NETWORK/ HEADQUARTERS

The network and headquarters are extrenely adaptabl e.
Thi s was denonstrated when the organi zati on reestablished
itself after the United States attacked and destroyed its

headquarters in Afghani stan.* The decentralized deci si on-

“®p. 2, ibid.
“"p. 1., ibid.
“ p. 5., Al Qaida, Wikipedia, The Free encyclopedia, http://en.wikipedia.org/wiki/Al-Qaida.

18



maki ng network (franchise affiliates) nmade this response
and capability possible.*°

Firm market adjustnents are nmade as efficiently as
possi bl e as specific transaction types garner publicity
and/ or a desired behavior froma targeted group. Shifts in
attack type and nunber and incorporated are as necessary if

desired effect is desired.

EVENT TRANSACTI ON UNI T PROFI T

The 1993 attack on the World Trade Center did not
denol i sh the building, and the perpetrators were caught.
However, inside the organization, adjustnents were nmade to
the “transaction”/unit planning, and the assets needed to
successfully conduct the event were evaluated to determ ne
t he cause of transaction failure.

The transaction costs associated with each m ssion
(unit) originated from several sources, and were spread
over a vast geographi cal and organi zational structure.
Once the evaluation occurred and adjustnents were nade,
execution was ordered. The fact that there was an over
seven-year waiting period in between, only serves to

reinforce the group’s tenacity and comm t nent.

“Pp. 5, ibid.
0 p. 2., Al Qaida, Teachervision.com, Family Education Network,
http://www.teachervision.fen.com/l esson-plans/l esson-6987.html ?detoured=1
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The Septenber 11, 2001 mission required Iimted direct
financial outlay: 1) specialty training for a small nunber
of human actors (pilots — other personnel’s training would
be considered a sunk cost), 2) docunent producers, 3) box
cutters, and 4) years of patience. The result was success.
The benefits garnered fromthis |[imted financial input
(but trenmendous human asset commitnent) were extraordinary.
Significant loss of life, heavy loss of financial resource
and long-termpolitical consternation within the United
States were the results.®

I n addi tion, consuner and investor behavior has shown
uncertainty and apprehension.® Anti-terrorism expenditures
push nore productive activities off the plate so that
security, building fortifications, barriers and the |ike
can occur. And no guarantee is nmade that these funds wll
buy the desired effect.®® W won’t know until there is an
attack. But the U S. psyche will permt no |esser
appr oach.

The terrorists received even nore return on their

efficient transaction cost with | oss of revenue for:

*''p. 9., National Security Advisor Dr. Condoleezza Rice Opening Remarks The National Commission on
Terrorist Attacks Upon the United States

%2 .2, Saxton, Chairman, Joint Economic Committee, The Economic Costs of Terrorism, Government
Printing Office.

®Pp. 3, ibid.

20



airlines, aerospace, travel, |odging, restaurants, and
ot her service related industries.>

It is estimated that | ost econom c output anounted to
$47 billion and | ost stock market wealth total ed over $1.7
trillion.> This does not include property damage, human
capital |osses and physical assets damage. These are
estimated at over $21.4 billion. >

Al for the cost of airline pilot training, box
cutters, airline tickets and support for the individual
actors for several year. Even if the plans for the attack
started right after the failure of the Wrld Trade Center
attack in 1993, the transaction costs for Qaida al-Jihad

coul d not have cone near the “benefit” it achieved.

TRANSACTI ON COSTS ANALYSI S

Contractual Mechani sm

As nentioned before, Qaida al-Jihad is a | oosely
connected network. It uses vertical integration for vital
transactions such as nedia relations and training;
retai ning these functions within house maintains high

gquality and control of content.

*p. 3, ibid.
% p.5, ibid.
% p. 5., ibid.
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Keeping training in house, for instance, has proven to
be very efficient, as over 20,000 (or it could be up to the
60, 000) have been trained and redepl oyed throughout the
wor |l d- sending themto countries |ike Yenen, Gernmany,
Canada, Afghani stan, Pakistan, the Sudan, and, yes, the
United States.®’

Lack of sufficient evidence prevents concl usive
assertions that this vertical integration reduces nonetary
costs and is the nost efficient manner to conduct these
transacti ons.

However, it can be surm sed that a contract exists
bet ween organi zati ons (whether witten or unwitten), and
that this contract specifies the bilateral dependency of
this training and financial support. Qaida al-Jihad nakes
quite an outlay in training, providing significant verti cal
i nvestnment that is both backward (fromrecruiting) and
forward (through depl oynent) °®

These depl oynents al so act as insurance agai nst the
hazard of anot her onslaught by a state entity such as the
US. or Geat Britain. These newly trained nenbers can

continue functioning, conducting m ssions wthout need of

comm ttee gui dance or the Shura input.

*"p. 3.,, Background: Al Qaeda, Inside the Terror Network, Frontline, http:/
www.pbs.org/wgbh/pages/frontline/shows/network/al gaeda/indi ctent.html

*® .6, Al-Qaida, Wikipedia, The Free Encyclopedia, http:/en.wikipedia.org/wiki/Al-Qaida
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This bil ateral dependency al so works because it
becomes a cost effective neans of producing | arge nunbers
of redepl oyabl e hunman assets that can adapt to the current
situation and nove back and forth between network needs for
the | arge numbers conditions or small number requirenents. >

Qai da al -Ji had has found that the perfect(to this
poi nt) governance structure for its nontraditional needs: a

sinple vertical integration with a | oosely conpl ex | ower

net wor k.

Asset Specificity

Asset specificity of the organi zation’s human
resources and/or brand nane capital is equally
r edepl oyabl e.

Human resources can be noved, reassigned, and
expended. ®© This expendability feeds directly into the
notions of opportunismand guile. It should be noted that
there are specific instructions provided in the Qaida al -
Ji had manual to nislead, disguise, obfuscate, and distort.®
However, these are different fromthe initially intended

sel f-seeki ng characteristic suggested by our opportunism

and guil e.

*p13., Williamson, Oliver, The Mechanisms of Governance, Oxford University Press, 1996.
%P, 59, ibid.
54 p.56 ibid.
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For the manual, this opportunismis really an
opportunity to achieve the mssion, no matter how It is
just a “means to an end.”

TCE opportunismis a noral hazard and difficult to
pi npoint in this organization, given the limted
information currently available. But given the zeal of
many nenbers and the lengths to which they are willing to
go- to their deaths- this aspect may be used to address the
sel f-seeking image or esteema desired result sought by the
martyrs fromthe | ocal community and their fell ow network
peers.

There is an assunption these nenbers reside in or
rel ocate to such like-m nded comunities. Unanswered
guestions still exist for this area however; and additi onal
study is needed to garner a nore pointed response to the

concept of opportunism

Behavi oral Assunptions

Bounded rationality, to include (to a limted degree)
a di nmension of satisficing, acknow edges that the
“contracts” of Qaida al-Jihad are conplex, yet not as

conprehensive as they probably could be; however, the

24



econom ¢ organi zation is extrenely supportive of an
adaptive sequential decision-making. °

Qai da al -Ji had al so acknowl edges and supports
decentralized decision-making. This is apparent in the
execution of m ssions and associ ated nenber organi zati on,
like the one that clainmed responsibility for the Spanish
train explosion. It executed a m ssion and used the Al
Qai da |1 ogo when acknow edgi ng. This | ogo use guaranteed
exactly what was received: world-w de recognition a fear as
a response fromthe Spani sh people

Rivals are permtted, actually wel coned, as |ong as
they too challenge the Western comunity and espouse
conservative Mislim Whhabi sect credos. ®

Anot her transaction cost concept, that of inconplete
contracting, is also denonstrated in the | oose network.
From avai |l abl e data, it appears no conprehensive contract
is established connecting the organi zati ons that enconpass
the network. Such contracts would actually be infeasible,
as they could not enconpass every condition or circunstance
t hat m ght occur.

Rat her it behooves all parties to rely on the

commtnent of individual soldiers to All ah and the cause.

62 s
p.36, ibid
% p.2, Al Qaida, Wikipedia, The Free Encyclopedia, http://en.wikipedia.org/wiki/Al-Qaida.
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The Al Qai da Handbook has a neans to ensure this comm t nent
with its stated requirenment for menbers to kill those who
do not adhere to the precepts of the group.®

These devotees trained in the cause denonstrate they
possess a credi ble commtnent that woul d suffer martyrdom
rat her than expose other parties in their “contract” to
hazards. The contract is not a nmere proni se, but a trained
organi zational |y peer pressured response. Qpportunity for
human actors to behave in a manner contrary to the accepted
norm of the Handbook (and training) is |ow

The outconmes of these factors mngle and the result is
a psychological tie that binds with a subtle hold on al
who are a part of the network.

The concept of sanctions is not specifically stated in
t he handbook, but there is a vow to confront and renove al
t hose who do not follow the way of the group.®®

It would therefore seemthat the human actor is the

key to the transaction costs equation of Qaida al-Jihad.

% p.13.,, The Al Qaida Manual, publication date, unknown.
® P10, ibid.
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CONCLUSI ON

Response to 9/11

Count | ess articles have been published stating the
hei nousness of the Septenber 11, 2001 terrorist attacks.
The human life toll was/is in the thousands. We were not
prepared. W did not expect it; and we were nad.
Retaliati on was our imedi ate response.

Fi repower was turned on Afghanistan and |ater Iragq.
Er adi cation was to be swift and devastati ng.

However, the firepower approach has proven to be
neither swift nor devastating. Using the current guerilla
warfare response in Irag and Afghani stan as an indicator,
we see the death toll for Allied forces exceeds
expectation, and the resistance force is fiercer and nore
determ ned than estimated.

Much of the dispute is cultural and that should not
be di sm ssed. However, a | ook at the econom c costs of
terrorismand the assets, players and effects of each of

t hese shoul d not be overl ooked, either.
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| S THERE A BETTER WAY?

Suggested Alternative

Agai n, making sure we do not off handedly dismss the
cultural differences, it is inportant to put the current
situation in historical context.

D sputes between Christian and Muslim nmenbers of a
communi ty have existed since before the 11'" century. %°
During that period, fragnented political parties created an
environment that contrasted individualistic and
col l ectivist behavioral beliefs. Islamc traders devel oped
group conmmuni cations and social networks within their own
ranks; networks that were extrenely effective, as |long as
they remained within small honobgenous et hnic groups. They,
however, did not work in the larger grow ng narket.®’

As lIraq and Afghani stan energe to take their place in
the M ddl e East economic community, their market will grow
and mai nt enance of honogeneity will becone nore difficult.
To nmedi ate the current crisis that continues to grow, we
can renmenber history and use the unenotional bridge of
transacti on cost econom cs to exam ne opportunities for

acconmpdat i on.

% p. 4, North, Douglass, Transaction Costs Through Time,
http://econwpa.wustl.edu/eprints/eh/papers/9411/9411006.abs
67 i

p.3, ibid.
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PRECEDENT

Usi ng transaction costs econom cs as a backdrop and
human actors as the problem sol ving key, we can adapt
Aiver E. WIllianmson’s 1999 Human Actors and Econom c
Organi zation to this case study. In that treatise
W lianmson exam ned the individual actor under several
contexts: 1) devel opnment of public policy, 2) actions as a
consuner, and 3) actions in a contextual forum (when noney
is left on the table)?®®

He notes that there are cognitive limts and
contractual hazards faced by the human actor in any
governance situation. For instance, he notes that the nean,
vari ance, variety and group interaction effects are al
rel evant when conpl ex probl ens nust be “broken down into
subassenbl i es” . ©°

As quoted by WIIlianmson, “econom cs has conventionally
assuned that each individual has stable and coherent
preferences” and, given the chance, will maxi m ze those
pref erences. ™

But if we view the individual under several

conditions, with varying degrees of bounded rationality and

opportunism different responses occur. For exanple, the

% 133, Williamson, Oliver, E., Human Actors and Economic Organization, Universitadelgi Studi di Siena.
®Pp. 12ibid.
p. 12, ibid.
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i ndi vidual responds positively to the peer group ideal if
there is a uni form degree of bounded rationality and al nost
no opportunism And even when bounded rationality is

i ncreased but opportuni smrenmains absent, best efforts are
still extended.

However, problens arise when bounded rationality and
opportuni smboth rise. The peer groups had to face
opportuni stic hazards |like oligarchy setting in, and
shirking of duty as opposed to sharing. "2

These conditions also limted discretionary practices
t hat pronoted efficiency.”

As these factors were regul ated, conplications began
to appear. Conplications such of incentive pay, rotation
anong jobs, and individuals with nore conpetency tilting
t he governance opportunities nmore their way.’*

Organi zati ons probl ens increased as the human actors
specifications becanme nore conplex. Inplicit in these
considerations is the issue of personal integrity.

G ven a transaction, it is inperative to find the
| east cost node of governance if harnony is to be achieved.

W liamson assunmed that all individuals function from

the prem ses of bounded rationality and opportunism The

™ p. 28, ibid.
2 p. 29, ibid.
® p. 29, ibid.
™ p. 30, ibid.
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traits may vary, but all of us have them ™ If this is true

we may have a nmeans to conbat the Qaida al -Ji had machi ne.
G ven this start, we can incorporate human actor

vari abl es as we exam ne the transaction costs of terrorism

and the uni queness the Muslimcommunity brings to the

proposition. Additional study seens warranted.

Pr oposal

| ncorporate transaction cost analysis of human actors
into a dynam c¢ net hodol ogy t hat acconmmodat es cul tural
differences and varying definitions of bounded rationality
and opportuni sm

I f martyrdomis defined in opportunistic terns and
adherence to the code of Qaida al-Jihad is tied to bounded
rationality, could an unenotional exam nation of the
current terrorist threat be devel oped?

If it can, then maybe this, along with governance

structure exam nations, can provide an alternative to the

guns and nortar that, so far, do not appear to work. It is

at | east deserves a chance.

" p. 35,. 1bid.
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