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Foreword
John K. Cooley

An allegorical lover in a couplet of the Persian poet Omar Khayam
complains: ‘There was a door for which I had no key/ There was a veil
through which I could not see.’ Loretta Napoleoni’s book hands the reader
a magic key, which is her grasp of a shadowy world of global covert and
semi-covert finance. It opens wide a door of understanding which has
remained largely veiled for us, despite the many studies of international
organized crime and of terrorism by individuals, groups and states,
published and otherwise.

Her exhaustive and careful research unearths and analyzes thousands of
documentary and human sources. Napoleoni shows how great historical
movements, such as the medieval Crusades and the twentieth-century Cold
War between the United States and the former Soviet Union had economic
roots and motivations, leading those concerned into outlaw patterns of
violence, funded by rogue finance. ‘Terrorism’ or terror, as embodied in
the horrendous attacks on the US of September 11, 2001, and as described
by the presidents, dictators and commentators of our own age, especially
violence masquerading or legitimizing itself in the eyes of its supporters
as liberation or freedom movements, cannot thrive without a constant
supply of ready cash. Part I of her book explains this.

Modern Jihad then shows us how such movements, from the successful
anti-Soviet, CIA-managed campaign by Muslim zealots to expel the Red
Army from Afghanistan in 1979–89 to the Algerian armed struggle to end
130 years of French colonial rule, newer Muslim insurgencies in Central
Asia, the perennial Irish conflicts or the present bloodthirsty internecine
wars in Africa, gain and keep essential financial support. This enables
them to proliferate and go on to new campaigns, like that of al-Qaeda
against the West, once their primary mission ends. She describes a 1.5
trillion dollar system which grows daily. Traffic in drugs, oil, arms, precious
stones, and human beings; as well as donations which respectable banks
and other financial institutions often believe they are channeling to foun-
dations with solely charitable aims, are vital parts of this system.
Napoleoni depicts all of this in the second part of her book, aptly titled
‘The New Economic Disorder.’

Central to her arguments in the third part, ‘The New Economy of Terror,’
is her discussion of such groups as al-Qaeda, which as a consequence of

ix
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x Modern Jihad

the wars in Afghanistan and their blowback, has become a global terror
network in every sense of the word. These are not only driven by real
economic forces in the Third World, especially in Muslim states from
Morocco to Indonesia, but also by accomplices and complicities in the
heart of the West. These complicities – and she is here, as in other
arguments of her book, detailed and specific – reach into the sacrosanct
bastions of Western capitalism: Wall Street; the City of London; Hong
Kong’s moguls of finance, as well as into the shadowy world of the hawala
in Arabia and South Asia.

Without passion or polemics, Napoleoni steers us away from the many
current heated debates about religion and politics, which she sees as
creating a dark mist veiling the true mechanics of global violence and terror,
and concentrates on economy. Her narrative is artfully woven, holding our
interest with the force of a first-rate thriller novel. Her truths may not be
stranger than fiction, but they are told with such precision and clarity that
much fiction about the same subjects seems boring by comparison. Perhaps
some university will add the book to its graduate studies program as the text
for a course in ‘The Economics of Terrorism 1001.’

This meticulous and well-written work should be read, studied, and
preserved as a guide and reference. In this twenty-first century the
democratic values we in the West profess to cherish are already being
threatened by violence. This is generated partly by the inequities of our
own civilization, and partly by politicians, criminals and outlaws seeking
their own power and profit. Apart from its appeal for the general reader,
the book is a valuable tool for the specialist who must deal with the
problems it describes.

John K. Cooley
Athens

June 19, 2003
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Introduction
George Magnus

The term ‘new economy’ was used erroneously by many economists to
describe the impact of the information and communications technology
revolution on the global economy. More recently, it has been deployed
more aptly in trying to understand the economic implications of shifting
geo-political tectonics in the early years of the new century. Loretta
Napoleoni has applied the phrase in a chilling and insightful way to depict
a critical phenomenon in this period of our history. 

The New Economy of Terror, the size of which she estimates to be approx-
imately 5% of world GDP, is both the result of historical processes and a
feeding structure that sustains and nurtures global terror. This new
economy, she argues, has an interdependent relationship with western
market economies but is, simultaneously, in a state of increasing tension
with them. This irony is one of many developed in the book as we try to
grasp a major contemporary conundrum. 

The book is a time-tapestry in which state-sponsored terrorism during the
Cold War evolves into self-financed armed groups relying on crime and
then into organisations which use and manage sophisticated business
techniques and financing vehicles in order to promote their goals. Some
have established themselves as ‘state shells’ with formal links to full nation
states and their financial institutions and it is in this context that the New
Economy of Terror exists in earnest.

A further and poignant irony emerges. The New Economy of Terror is in
fact a product of globalisation and, in particular, of the rapid pace of glob-
alisation that emerged after the fall of the Berlin Wall. Globalisation allowed
non-state entities to promote a variety of liberal causes, social change and
economic advancement but has also facilitated the networking of terrorist
movements like al-Qaeda and the growing sophistication of the ‘terror
economy’. Privatisation, deregulation, openness, the free movement of
labour and capital, technological advances – all hailed as the key ingredi-
ents of economic success in the last twenty years have been exploited by
and adapted into the terror economy in a macabre form of geo-political
ju-jitsu. In other words, the very strengths of legitimate economies have
been turned into double-edged swords. Non-state organised, diffuse and
decentralised economic networks might well be regarded as typically

xi
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xii Modern Jihad

Reaganite or Thatcherite but for the fact that the subject matter here is the
privatisation of terror organisations not telecommunications companies. 

Loretta Napoleoni’s New Economy of Terror could not have existed before
the end of the Cold War. There are of course, many examples of local
uprisings and terror campaigns, many of which proved successful against
despotic or imperial powers. And they all needed money and some form
of economic organisation to succeed. Ms. Napoleoni’s central thesis about
the global nature of the terror economy today is linked inextricably to the
post-Cold War globalisation and, in particular, to the latter’s mirror image
of fragmentation. As the world has fragmented and broken up into smaller
units of organisation, it has allowed groups – especially those with strong
appeals to religious bonds and radical Islam in particular – to develop into
state shells. These shells simultaneously substitute for the economic failures
of legitimate states, for example by providing education and financial
support and aspire to displace them. A further irony, of course is that many
of the states that the terror economy seeks to displace are, themselves, the
sources, directly or indirectly, of arms, logistics, refuge and, importantly,
finance. The oldest adage in the world about money making the world go
round finds a disturbing echo in this context. The US dollar, the world’s
reserve currency printed legitimately by the Federal Reserve is the terror
economy’s main currency. Western and, more recently, Islamic banks are
the vehicles through which this currency is transacted. Small, informal
businesses are often the agents. Progressive and more liberal laws pertaining
to immigration and capital movement and ease of access to arms and
ammunitions have clearly been available for exploitation.

Finally and fundamentally, the rhetoric of terror groups and their sym-
pathisers may be no more than that. The real issue, according to Loretta
Napoleoni, is the growing tension between a dominant western capitalist
system and a populous Muslim nation in which an emerging class of
merchants and bankers is finding development is checked or frustrated. A
sort of twist, if you will, on medieval times in which a dominant Islam was
challenged by the rising tide of a European economic class and ultimately
the Crusades. There will inevitably be much more debate among
economists and political scientists as to the legitimacy and implication of
this assertion, Ms. Napoleoni’s belief that this is what ‘Modern Jihad’ is
about merits serious attention. It certainly jives with the consensus view,
for example, that al-Qaeda’s principal villain is not even so much US
military and economic primacy, per se, as Islamic states with which it is in
a state of ambivalent tension. For western nations, the implication is that
the fight against global terror needs also to be waged increasingly on an

Napoleoni 00 prelims  4/7/03  14:13  Page xii



Introduction xiii

economic front. This is one in which the role of the state must be bigger,
the role of the market and vested interests smaller. It is one in which there
may well be significant financial costs to those that have profited from
‘new economy’ links to the terror economy.

George Magnus
Chief Economist

UBS Warburg
June 2003
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Preface

Terrorism has become part of the fabric of modern life. It dominates
newspaper headlines, parliamentary debates and dinner table conversa-
tions. Yet few people have a clear understanding of what constitutes
‘terrorism’, despite the many definitions of it available to the reader. History
provides limited help. The word comes from the Reign of Terror which
followed the French revolution, but one can find references to terrorism as
far back as the Roman Empire. Politicians, the public, academics and
members of armed groups variously employ a literal, propagandistic1 or
academic definition of what is in essence the same phenomenon.

Academics agree that any definition of terrorism must include its three
main characteristics: its political nature, the targeting of civilians and the
creation of a climate of extreme fear.2 Yet libraries are bursting with books
that focus exclusively on one or other of these elements. Members of armed
organisations and politicians freely use the propagandistic definition of
terrorism – what Chomsky summarised as ‘violent acts committed by
enemies against “us” or “our allies”’.3 When, in the early 1990s, I inter-
viewed members of Italian left- and right-wing armed organisations, what
struck me most was their consistent use of the word ‘terrorist’ to describe
both each other and the state they attacked.

Political perception is the yardstick most people use to define terrorism.
After 11 September 2001, I interviewed several Italians about their reactions
to the attack on the World Trade Center. Many were sympathetic, but others
were indifferent about the suffering of Americans. ‘Why should I be
supportive of the US?’ one woman, a professional banker, challenged me.
‘Have we forgotten what the Americans have done in Serbia, when they
bombed all the bridges of Belgrade, terrorising the population? No, I cannot
empathise with a nation that has brought death and despair to the world.
Now they know what it means to be the target of terrorist aggression.’

Governments’ use of the word ‘terrorism’ is often dictated by foreign
policy considerations. In 1998, following attacks by the Kosovo Liberation
Army (KLA) against Serbian police and civilians, the US accused the KLA
of being a terrorist organisation. The British followed suit. Then, in March
1999, foreign policy in the US and UK underwent a radical shift. Both gov-
ernments condemned the Serbs. Suddenly, members of the KLA were no
longer ‘terrorists’ but ‘freedom fighters’. Their new status was short-lived.
As soon as the KLA supported an Islamist insurgency against the

xiv
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Preface xv

government of Macedonia – a US ally – it was once again listed as a terrorist
organisation by the US State Department.4

The truth is that terrorism is a political phenomenon and, as long as it
remains in the domain of politics, no worldwide consensus will be reached
as to its definition. This is the main limitation of the political analysis. To
get around this obstacle and shed some light on what has become a global
menace, I will conduct an economic analysis of what is commonly known
as terrorism. To underscore that no tools belonging to the domain of politics
have been used, and to avoid falling into the trap of political definitions,
I have chosen to use the word ‘terror’ instead of ‘terrorism’ to describe the
recourse to violence by armed groups to achieve political goals. I must stress
that although this is the first attempt to approach political violence from
a new angle – to describe the economics of terror – this is not an academic
book. Rather, it has been written in the belief that the ideas behind it should
be accessible to everybody. Terror threatens the man on the street as much
as academics and politicians. Its causes and the methods of its deployment
should be understood by all.

This book aims to show that, over the last 50 years, members of armed
organisations have been hunted down like criminals at home by the same
political forces that have fostered them abroad; the final aim being to serve
the economic interests of the West and its allies, Muslim oligarchies and of
the East, for example the former Soviet Union in the past and Russia at
present. This duality provided terror organisations with the motives to
strike back and the opportunity to build their own economy. I have defined
this phenomenon as the New Economy of Terror, an international network
linking the support and logistical systems of armed groups. Today the New
Economy of Terror is a fast-growing international economic system, with
a turnover of about $1.5 trillion, twice the GDP of the United Kingdom, and
is challenging Western hegemony. What we are facing today is the global
clash between two economic systems, one dominant – Western capitalism
– the other insurgent – the New Economy of Terror. As we shall see, this
scenario is reminiscent of the Crusades, when Western Christendom
rebelled against the domination of Islam. Behind the religious conflagra-
tion, economic forces initiated and sustained the Crusades, enabling the
West to repel Islam and begin its march to dominance.

Over the last 50 years, the economic and political dominance of the West
has hindered the expansion of emerging economic and financial forces in
the Muslim world. These forces have forged alliances with Islamist armed
groups and hard-line religious leaders in a campaign to rid Muslim countries
of Western influence and domestic oligarchic rulers. As in the Crusades,
religion is simply a recruitment tool; the real driving force is economics.
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xvi Modern Jihad

The New Economy of Terror has become an integral part of the global
illegal economy, generating vast amounts of money. This river of cash flows
into traditional economies, primarily to the US, where it is recycled. It has
devastating effects on Western business ethics, but above all it cements the
many links and opens new ones between the New Economy of Terror and
legal economies. 

11 September was a rude awakening for the world. It has triggered a war
against a phenomenal enemy, who will attack whenever possible. What
the world has not realised is that this enemy is the product of policies of
dominance adopted by Western governments and their allies – the
oligarchic powers of the Middle East and Asia – and its monetary lifeline
is deeply intertwined with our own economies. The essence of its being is
the New Economy of Terror.
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Prologue

On the morning of 11 September 2001, Paolo Salvo1 woke up and, for a split
second, wondered where he was. For the past 20 years, he had been
awakened by the harsh voices of the guards and inmates of various Italian
high security prisons. To shut out those painful memories, he closed his
eyes. The soothing sound of the sea, breaking on the sandy beaches of
Calabria, murmured in the background. Suddenly he remembered that he
was on parole and jumped out of bed. He dressed quickly and walked to the
Miramare, a local café, for his breakfast. Sitting on the pavement of the
lungomare, he gazed at the beauty of the bay. 

Paolo Salvo had been born in a similar place. When I first interviewed
him in the early 1990s, he fondly recalled how he had learned to swim
and fish before kicking a football or riding a bike. The sea had been his
playground, fishing his favourite pastime. His father was a fisherman, like
his grandfather and his great-grandfather before him. For generations the
sea had nurtured his family and it was understood that it would also provide
for him – until he discovered politics. Even today, after so many years spent
revisiting his past, Paolo cannot pinpoint the exact moment when he
turned his back on his destiny to embrace political violence. 

On one occasion his mother asked him if he had been coerced – ‘brain-
washed’ was the word she used. Apparently, a journalist had written that
he did not fit the profile of a terrorist. ‘Of course I did not fit the mould of
a terrorist!’ Paolo told me and explained why, using the dogmatic rhetoric
of a Marxist militant. ‘I was a fighter, a soldier. When I joined my group, I
became part of an army, the armed community. Terrorism was something
else. Terrorism was what the US government had done in Chile, in Central
America and in the Middle East, the systematic slaughtering of whoever
opposed its imperialistic rule.’2

On 11 September, Paolo finished his coffee, stood up and scanned the
horizon. Painful memories flooded into his mind, memories of a life tainted
by political violence. In the early 1980s, soon after his arrest, he was taken
to Trani, a high security prison on the desolate and rugged coast of Puglia.
‘A prison-fortress floating in the sea’ is how the inmates describe it. When
Paolo first saw it, from the military helicopter that had transported him
there, he understood why. The prison perched at the end of a high
promontory that extended into the sea. How ironic, he thought, to be so

xix
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xx Modern Jihad

close to the sea and yet be unable to touch it. Trani was populated exclu-
sively by members of armed gangs and high-ranking criminals. Mafia,
Camorra and Sacra Corona Unita, all were well represented. Right- and left-
wing armed groups were not fully segregated from the common criminals;
though they did not share cells, they used the same prison facilities. Trani
was the closest Paolo ever came to a living hell. Life was so unbearable, he
confided to me several years ago, that when in December 1980 the inmates
staged one of the bloodiest prison revolts in Italian history, death did not
seem a bad option. Yet, for him, the most painful memory of those years
was neither the savage beating from the guards after the revolt, nor the
nights spent lying naked and bruised on the freezing floor of an isolation
cell. It was the summer breeze from the Balkans. In late summer, the salty
scent of freedom, similar to that which rises from the cliffs of Calabria,
permeated the prison-fortress and tormented the inmates. 

At Trani, the Balkan wind had stirred Paolo’s memories, a few of them
happy, but most painful. Images of lives smashed in the name of ideals
that now seemed irrelevant. Flashbacks of his own acts of violence
committed against strangers, of the endless sufferings imposed on his
family, even on his friends.

Had it been worth it? I asked him a long time ago. 
He did not answer but simply looked at me and slowly shook his head.

At exactly 15:46 on 11 September the owner of Miramare rushed out into
the street shouting something to a group of fishermen busy mending their
nets on the beach. The men stopped working and ran towards him. From
a distance, lying on the beach, Paolo watched them disappear inside the
bar and wondered what had happened. When one of them rushed back
outside and signalled to the few people on the beach to join him, he
followed them.

‘As I entered the dim-lit room of the Miramare,’ he told me, ‘I took off
my sunglasses and saw a group of people staring at an old television set on
a shelf above the bar. Standing on a chair, the owner was frantically
twiddling the volume knob to adjust the audio, which had suddenly gone
quiet. I raised my eyes to the screen and watched the silent image of a thick
cloud of smoke and fire engulf one of the towers of the World Trade Center.
Mesmerised, I wondered what the nature of such a bizarre programme
could be. A new Hollywood blockbuster? A documentary? A tragic accident,
broadcast live across the world? A couple of men, annoyed by the lack of
sound, impatiently exhorted the owner to hurry up and fix it. The man
was about to turn towards them and answer when a plane appeared on the
right-hand side of the screen and everyone fell silent. The room plunged
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Prologue xxi

into an eerie stillness. As the cockpit of the Boeing penetrated the glass hip
of the building, I had the chilling realisation that we were witnessing live
the biggest terror attack in modern history.’ 

The cry of the commentator, from the television set, inexplicably audible
again, stirred a loud chorus of voices in the bar. People expressed disbelief,
despair, horror and fear. Others rushed into the Miramare, pushing their
way towards the TV screen. Women and children started searching for their
loved ones, calling their names, as if the tragedy was unfolding on their
doorstep instead of thousands of miles away. 

‘I instinctively retreated into a corner, near the entrance,’ Paolo admitted.
‘Immediately next to me a woman began sobbing. She was worrying about
her relatives – she knew they lived near New York City, but did not know
where they worked. An old woman clutched her hand and invoked the
Virgin Mary repeatedly, bending forwards at each invocation. On the other
side of the room, a baby was crying hysterically in the arms of his father
... it was total chaos!’3

When the commentator broke the news that on a third hijacked plane
a man had phoned his wife to say goodbye, people looked at each other in
anguish. ‘Are there other planes?’ they asked one another. Images of men
and women running through the streets trying to escape the two towers
flashed on the screen. The reporter began lamenting the tragic fate of the
passengers on board the suicide planes. Suddenly, Paolo was gripped by
the memory of an execution he had witnessed. He knew too well the
mixture of disbelief and panic etched on the faces of those running for
their lives in New York City. ‘Why are you taking my life?’ That was the
question that he had seen many times before in people’s eyes. 

‘In war men and women are willing to run the risk of becoming a
casualty,’ a former member of an Italian right-wing armed group had
explained.4 ‘They know that a bomb, a bullet, a mine can terminate their
life because they are at war. The armed struggle, on the contrary, has never
been granted the status of conflict. Instead, it has been dismissed as
terrorism, a cruel, unlawful, irrational attack against innocent people.’ 

Inside the Miramare it began to emerge that the hijackers had taken
control of the planes and used them as bombs. They were ‘suicide bombers’.
Paolo had never met one of them. He had had contact with the Arab armed
community, mostly with Palestinians linked to the PLO, with whom every
European armed group dealt in weapons. They smoked, drank and enjoyed
sex. He had never seen them praying, let alone fasting during Ramadan. His
knowledge of the Islamic Jihad and of its followers was limited to what he
had learned from the media. He was unable to relate to them as fellow
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fighters. Their willingness to die as martyrs, to enter a life of joy and
pleasure in a holy warrior paradise, seemed absurd. 

‘Why throw away the life of a good soldier like that?’5 he once challenged
me. What bothered him most, though, was the killing of ordinary civilians;
his armed organisation, he claimed, would never have targeted them. On
the contrary, its members risked their lives to target the right person, those
who exploited the people he had fought for. When I reminded him that the
Italian armed community had killed far more Carabinieri and policemen,
mostly young working-class men, than corrupt politicians, he dismissed
my point by saying that those were the lives of soldiers at arms. 

Until the afternoon of 11 September there had been only one form of
‘terrorism’ for Paolo Salvo: the one sponsored by the United States. Now,
he was not so sure any more. Were the Islamic hijackers soldiers, freedom
fighters or holy warriors? Or did they belong to a new breed of terrorists?
A good soldier, he had learned, considers death a likelihood; voluntarily
committing suicide was another matter. 

‘When you are at war death is part of the game,’ he told me. ‘To take a
life you must be prepared to lose your own.’ Yet Paolo Salvo had always
struggled with this concept until the revolt at Trani, where for the first time
he had fought the guards without fear, ready to die. ‘I crossed the threshold
of humanity,’ he explained, ‘like many others before me. I was blind to
life, detached from it; killing and dying meant nothing to me. I felt soulless,
like the American soldier in Apocalypse Now who is high on LSD and
machine-guns the Vietnamese fishing boat, killing all the passengers.’

‘How did that happen?’ I asked him. 
‘I have never been able to answer that question,’ he admitted, ‘but I

suspect that my readiness to die sprang from the loss of a reason to live, not
from the hope of a better life after death.’ 

Suddenly, one of the twin towers collapsed, ‘like a house of cards blown
away by a child’s breath,’ was how Paolo described it. ‘Tons and tons of
glass, steel girders, cement and people ground to dust. Thousands of lives
vanished.’

‘Thousands of innocent lives,’ I added. 
He nodded. ‘I was confused,’ he admitted. ‘Civilians had never been a

target. Violence had always been a means, never an end in itself.’6

I told him that this was not what the average Italian believed during the
Anni di Piombo, when Italy was caught in a deadly spiral of political
violence. On the contrary, public opinion had denounced members of
armed organisations as perpetrators of crimes against civilians. 

‘What is the difference between past and present terror?’ I finally
challenged him. 
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He looked at me in distress before answering. ‘I rushed out of the
Miramare,’ he began. ‘I needed some air. When I turned towards the bar
and glanced once more at the screen the other tower was collapsing,
burying Lower Manhattan under a cloud of dust. I was suddenly over-
whelmed by the significance of what I was witnessing … I fell to my knees
and started to cry ... The truth is that there is no difference between past
and present terror!’

Buried beneath the debris of the twin towers there was also something
which had belonged to Paolo: the dreams and illusions of a generation that
had embraced the armed struggle, that had killed, injured and maimed in
its mission to wage war against an oppressive power. Islamist terror was its
most recent manifestation.
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1
The Dilemma of Terrorism: War or Crime?

‘We are terrorists, yes we are terrorists, because it is our faith.’
Abu Mahaz, Palestinian extremist, to CNN, 1993

On 31 August 1992, Ramzi Yousef left Peshawar for Karachi en route to
New York City. Accompanying him was Ahmed Mohammad Ajaj, a former
Domino’s Pizza deliveryman from Houston, Texas. The two had probably
met in Afghanistan at one of the training camps run by Osama bin Laden,
or at the infamous University of Dawa and Jihad, a war training school
located in Pakistan. As neither of them had a regular entry visa, Yousef
bribed a Pakistani official with $2,700 to arrange boarding cards for flight
PK-703 to New York.1 Twenty hours later, a well-groomed Yousef disem-
barked from the first class cabin of the plane and approached the
immigration desk manned by Martha Morales. Calmly and politely he
applied for political asylum. He claimed he was being persecuted by the
Iraqi military and said that he faced certain death if his application was
refused. Although his boarding card and passport bore two different names
and a third identity emerged when Morales posed the routine question
‘What is your name?’ Ramzi Yousef was allowed to enter the US to await
his asylum hearing. 

A different destiny awaited his companion, Ajaj, who was carrying
Yousef’s bomb-building manuals. He produced a fake Swedish passport.
When the immigration officer peeled off the badly glued photograph from
the document, he became aggressive, shouting that he had a Swedish grand-
mother. Eventually, he was asked to step into the immigration office for
questioning, where his luggage was searched. Officers were stunned to
discover what he was carrying: manuals and videotapes on the making of
explosives, detonators and even a video of the suicide bombing of an
American embassy. He was immediately taken into custody.

While immigration officials questioned Ajaj, Yousef took a taxi and
headed for the al-Kifah refugee centre, the New York City headquarters of
Islamist terror, on Atlantic Avenue in Brooklyn. There, he was welcomed

3
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by Mahmud Abouhalima, a 33-year-old Egyptian Yousef had met in
Afghanistan in 1988. At the time Abouhalima was working as a chauffeur
for the Islamist religious leader Sheikh Omar Abdul Rahman, better known
as the Blind Sheikh. The Egyptian introduced Yousef to Rahman as ‘a friend
from Afghanistan, a guy who will do anything’.2 Abouhalima’s description
could not have been more accurate. In just six months, Yousef conceived,
masterminded and executed the first bombing of the World Trade Center,
the biggest attack on American soil prior to the Oklahoma bombing and
11 September 2001. As Yousef himself explained in 1995 to the FBI agents
who escorted him back to the US from Pakistan, his plan was to have one
of the World Trade Center towers collapse into the other. The bomb was
intended to destroy the support columns that held the towers together.
Monetary constraints, he admitted, had forced him to drop another plan
to use chemical substances with the explosion.3 Luckily, Yousef’s plan did
not work to perfection: the van with the explosives was parked several
metres away from the ‘ideal’ spot, where it would have caused maximum
damage, and parts of the bomb failed to detonate. Nevertheless, six people
lost their lives in the attack and hundreds more were physically and psy-
chologically injured.

The investigation that followed unveiled a terrifying scenario. Yousef
and his companions were part of a conspiracy headed by Sheikh Omar,
who was planning to bring Jihad to the heart of America. It soon emerged
that more deadly attacks were intended for major US institutions, including
the Pentagon. Under the noses of the FBI, the CIA and the US government,
a dangerous phenomenon had taken root and grown for over a decade in
America’s own backyard. Veterans from the anti-Soviet Jihad had turned
their hatred against their old ally, the United States. Astonishingly, these
discoveries did not raise any national security concerns, nor was the threat
posed by Islamist armed groups ever properly addressed. Why? The answer
lies partly in the decision of the US administration to deal with political
violence as a threat to civil order rather than as an assault on national
security and partly in the ‘special’ relationship that exists between the US
and Saudi Arabia. 

By the early 1990s, the danger represented by Islamist radical groups was
well known to the FBI and the CIA. Soon after the first attack on the World
Trade Center, Dale Watson, head of the FBI’s International Terrorism
Section, Division of National Security, wrote that, at the time, members of
Hamas, Hizbollah, al-Gama and al-Islamiyya were not only present in large
numbers in the US, but had been particularly active for some time. Several
Iranian students belonging to the Anjoman Islamie, the Iranian Islamist
group, had enrolled in American universities. Their task was to monitor
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US policies towards the Middle East and coordinate future terror attacks.
Watson also identified the existence of several cells planted in specific
places, often bankrolled by countries such as Iraq, Iran and Sudan, and a
plethora of Internet sites used for propaganda, recruitment and fundrais-
ing. Islamist armed groups, he stressed in his report, regarded New York as
the optimal target because it was host to so many national and interna-
tional organisations.4

There is plenty of evidence that, in the early 1990s, the FBI was
monitoring militant Islamist groups, knew their modus operandi and had a
clear idea of their strategies. Towards the end of 1992, Emad Salem, a former
lieutenant colonel in the Egyptian army and an informant for the FBI, had
warned the Bureau that militants very close to the Blind Sheikh were
looking for explosives and planning attacks in New York City. But the FBI
ignored Salem’s warning in the belief that he was exaggerating the threat
Islamist extremists posed to New York, and suspended his monthly salary
of $500.5 Had they taken him seriously, Ramzi Yousef would probably have
failed to carry out his plan. 

The question that comes to mind is why such warnings were ignored. The
answer is very simple: there have been constraints imposed by all post-
Cold War US administrations on investigating the Saudis. On BBC2’s
Newsnight, Greg Palast interviewed an FBI agent who admitted that there
was a plethora of evidence 

tied in with the Saudi royal household which appears to be involved in
the funding of terrorist organisations or organisations linked to terrorism
… Now the problem was the investigations were shut down. There were
problems that go back to Father Bush; when he was head of the CIA, he
tried to stop investigations of the Saudis; [the problems] continued on
under Reagan, Daddy Bush and … under Clinton too … I have to add it
was also the CIA and all the other international agencies … I have to say
that the sources are not just the FBI trying to get even with the agencies,
but in fact the other agencies. The information was that they were
absolutely prohibited, until September 11, at looking at Saudi funding
of the al-Qaeda network and other terrorist organisations.6

A great deal of circumstantial evidence gathered after the first attack on
the World Trade Center pointed in the direction of Osama bin Laden, who
at that time was living in exile in Sudan. Several of the convicted conspir-
ators had strong links with him. The Saudi terror tycoon was also financing
the Office of Services, a group based in Pakistan aimed at organising and
promoting Jihad worldwide. From 1993 to 1995, when he was finally
captured, Ramzi Yousef had resided on and off in Peshawar at the Bayt
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Ashuhada (House of the Martyrs), one of the guest houses financed by bin
Laden.7 However, the trail that could have led to bin Laden and his al-
Qaeda network was never fully investigated, nor was the loophole in the
immigration system – so successfully exploited by Yousef – ever closed. In
fact, the 11 September hijackers exploited that same weakness to gain entry
into the United States. 

TERRORISM AS A CRIME

‘In retrospect, the wake-up call should have been the 1993 World Trade
Center bombing,’ admitted Michael Sheehan, counter-terrorism coordina-
tor at the State Department during the Clinton administration.8 However,
the US administration continued to ignore all the warning signs. The
president chose to follow in his predecessor’s footsteps, believing that
political violence was a civil crime to be prosecuted and punished, not a
threat to national security to be prevented or an enemy to be reckoned
with. Following this strategy, law enforcement agencies were tasked with
prosecuting the members of armed organisations as common criminals,
using the instrument of the law. Political violence had so little salience on
Clinton’s agenda that he never even visited the World Trade Center, nor did
he shake the hands of the victims’ families in front of the cameras. To
mollify public opinion, Congress passed legislation to tighten immigra-
tion, but the rules were never fully implemented. Astonishingly, nobody
considered the perils of porous borders.

Perhaps the White House reaction would have been different had Yousef
succeeded in killing thousands of people. The first World Trade Center
attack ‘wasn’t the kind of thing where you walked into a staff meeting and
people asked, what are we doing today in the war against terrorism?’
Clinton’s first term adviser for policy and strategy, George Stephanopoulos,
told the New York Times.9 When in 1995 a van full of explosives was driven
into the Alfred P. Murrah Federal Building in Oklahoma City, killing 168
people, the reaction was completely different. Clinton not only flew to the
site for a memorial service, he also issued orders to intensify the fight
against terrorism. However, no clear strategy was drawn up to accomplish
this objective. 

Is it possible that politicians and anti-terrorism bureaucracies alike had
no idea of the magnitude of the danger? That may well have been the case.
‘Prior to September 11, a lot of people who were working full time on
terrorism thought it was no more than a nuisance.’10 But why? Again the
answer lies in treating political violence as a crime against individuals and
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property rather than a threat to the state, as well as in the politics of curbing
further investigation into who was funding Islamist terror.

The FBI and the agencies had very little room for manoeuvre. In the late
1990s, a Saudi diplomat who defected to the United States brought 14,000
documents with him. ‘He offered [them] to the FBI but they would not
accept them,’ revealed a former FBI officer. 

The low-level agents wanted this stuff because they were tremendous
leads. But the upper-level people would not permit this, did not want to
touch this material. That is quite extraordinary. We don’t even want to
look. We do not want to know. Because obviously going through 14,000
documents from the Saudi government files would anger the Saudis. And
it seems to be policy number one that we don’t get these boys angry.11

This approach hamstrung professionals, who were prevented from acting
on vital inside information. For example, in the spring of 1996 the CIA
interrogated Ahmed al-Fadl, who had been involved in a plot to kill US
soldiers in Somalia in 1992. He described bin Laden’s vast network, al-
Qaeda; his dream of attacking the US and his attempts to purchase uranium.
Al-Fadl’s shocking revelations were passed on to every anti-terrorist organ-
isation in the US, yet the State Department did not add al-Qaeda to its list
of foreign terrorist organisations.12 In 1997 another wake-up call went
unheeded when a member of al-Qaeda walked into the US embassy in
Nairobi and unveiled a plot to bomb several American embassies in Africa.
The CIA dismissed his story as unreliable. On 7 August 1998, the US
embassies in Kenya and Tanzania were simultaneously bombed. A string of
bombing incidents against US targets around the world followed, including
sites in Sri Lanka, Uganda, Israel and South Africa. In the aftermath of these
attacks, instead of launching a massive investigation, the White House
undertook an unsuccessful covert operation to kill bin Laden.13

During his two terms as president, Clinton’s overall approach to political
violence remained unchanged: it was regarded as criminal activity, not as
a threat to national security. Understandably, after the first attack against
the World Trade Center, anti-terrorist agencies were looking for isolated
groups of criminals operating mostly outside the US, not for international
armed organisations plotting to strike inside US borders. This mistake gave
Osama bin Laden and his network eight more years to expand and establish
cells all over the world. According to Dr Laurie Mylroie, an American expert
on terrorism and Iraq, the US government was unable simultaneously to
address the national security question of state sponsorship of violent acts
and the criminal question of the guilt or innocence of individual perpe-
trators.14 After the first World Trade Center bombing, for example, once
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the arrests had been made, the organisation of the defendants’ trials took
bureaucratic priority over everything else. The Justice Department was in
charge of the entire investigation and its brief was to prosecute and convict
criminals, not to hunt down ‘terrorists’. More important, because a rift
exists between the Justice Department (including the FBI) on the one hand
and the agencies of national security (the National Security Agency, the
CIA and the Defense Department) on the other,15 the investigation was
carried out behind closed doors. Access to information was systematically
denied, even to the CIA, for fear of ‘tainting the evidence’. As reported by
the New York Times, former CIA director James Woolsey admitted during an
interview that important leads pointing overseas had not been shared with
the CIA due to the rule of secrecy of the grand jury.16 ‘The US judiciary is
conceived to operate strictly according to its routine,’ an American criminal
lawyer explained. ‘Its final aim is to prove beyond reasonable doubt that
the defendant is innocent or guilty, regardless of the type of crime
committed. It is not equipped to track “terrorist cells” around the world.’ 

In the specific case of the 1993 World Trade Center attack, confining a
terror attack within the straitjacket of criminality, rather than adopting a
war model, served to undermine national security. The trial of Ramzi Yousef
succeeded in proving his involvement in the first bombing of the World
Trade Center, but failed to answer important questions such as who was
backing him financially and ideologically. Knowing the answers to
questions such as this and having the freedom to investigate the Saudis
might have prevented the attacks of 11 September and the present threat
of international terror. Although the FBI and the CIA succeeded in tracing
some of Yousef’s money to Germany, Iran, Saudi Arabia and Kuwait,
without a confession or a major breakthrough it was impossible to discover
the identity of the sources.17 Yousef insisted that the whole operation cost
no more than $15,000 and that more than half of that came from friends
and family. The court did not press him to reveal his financial sources
because they were not considered vital in establishing his innocence or
guilt during the trial. So he never explained how he paid for the vast expen-
ditures incurred in carrying out other deadly attacks in Asia, including the
ambitious Bojinka plot.18

Today, it is well accepted that 11 September was a copycat of the Bojinka
plot, a plan to blow up several jumbo jets simultaneously, killing thousands
of people. The plan died a sudden death in 1995 when a fire broke out in
the flat rented by Ramzi Yousef and his associates in Manila. In the rush to
escape, Yousef forgot his laptop, which contained vital information. Abdul
Hakim Murad, one of the accomplices, was sent to recover the computer,
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but was arrested by the police. He later admitted to being a qualified pilot
recruited by Yousef to carry out a suicide mission. According to Murad’s
confession, Yousef intended to hijack several commercial flights in the US
and crash the planes into the CIA headquarters and the Pentagon.19 The
decoding of the data in the laptop revealed a link between Ramzi Yousef
and al-Qaeda through Riduan Isamuddin, better known as Hambali,
regarded by the Filipino authorities as the regional head of al-Qaeda (and
one of the men suspected of having masterminded the Bali bombing in
October 2002). In 1995 Hambali was a director of Konsojaya, a Malaysian
company bankrolling the Islamist terror cells operating in the archipelago.
He may also have been involved in the planning of the 11 September
attacks. In January 2000, he met Khalid al-Midhar and Mawaf Alhazimi,
two of the hijackers of the plane that struck the Pentagon. Malaysian officials
confirmed that this meeting took place in Malaysia.20 Eight months later,
Hambali had a meeting with Zacarias Moussaoui, the Moroccan accused of
being part of the 11 September conspiracy.21 Although this information
was shared with the US authorities, once Yousef was safely behind bars no
major investigation was launched to track down his accomplices still at
large. Aida Fariscal, the former police inspector of the Filipino inquiry,
believes that had the US paid more attention to the data contained in
Yousef’s laptop, the 11 September attacks could have been prevented.22 The
truth is that 11 September was not an intelligence breakdown; it was much
more than that. ‘There is no question we had what looked like the biggest
failure of the intelligence community since Pearl Harbor, but what we are
learning now is that it wasn’t a failure, it was a directive.’23 The general
feeling is that the White House prevented the intelligence community from
digging deeply into Islamist extremism in order to protect the Saudis. As
long as America was safe, they were left alone.

THE WAR ON TERROR

This policy ended abruptly on 11 September 2001. At the same time,
terrorism ceased to be a criminal activity and became an act of war.
President Bush’s immediate reaction was to describe the strike as ‘a national
tragedy’. That evening, in a televised address to the nation, he referred to
the attack as ‘an act of war against the United States’. In the immediate
aftermath, the president and his administration behaved as if the nation
was under military attack. As in a Hollywood blockbuster, all airports were
closed, planes were grounded, borders sealed, schools, offices and shops
shut down; Americans were told to go home and wait while the White
House took care of the damage. On 12 September, in a meeting with his
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national security team, the president admitted that ‘the American people
need to know that we are facing a different enemy than we have ever faced’.
A few days later, in a presidential directive, George W. Bush created the
Homeland Security Advisory System, ‘the foundation for building a com-
prehensive and effective communication structure for the dissemination of
information regarding the risk of terrorist attacks to all levels of government
and American people’. ‘Terrorism’ was assigned its own institutional
watchdog. Less than a month later, on 7 October, America declared war
on the Taliban regime. The official justification was that it was harbouring
Osama bin Laden and the al-Qaeda international terror network.

While Clinton’s and Bush’s reactions could not have been more different,
the similarities between the two World Trade Center attacks are striking.
Both aimed at killing the maximum number of people, both targeted one
of the greatest symbols of modern America and Western capitalism and
both were part of a conspiracy to bring Jihad to the heart of America.
Neither of the groups that carried out the attacks had adequate means to
finance the schemes themselves. In both cases, the money trails led to the
same countries in the Middle East. The perpetrators were former Arab-
Afghans, Muslim volunteers who had fought in the anti-Soviet Jihad,
Mujahedin who had strong links with Osama bin Laden’s network. Yousef
and the 11 September hijackers knew full well the weaknesses of the immi-
gration system and exploited them to enter the US. Finally, Yousef’s Bojinka
plan was the blueprint for the second attack. The sole crucial difference
was that the bombing of the World Trade Center failed to destroy the
towers, while the second succeeded.

On 11 September the world was told that, confronted with the scale of
the damage, the number of victims and the war-like dynamics of the strike,
the US government could no longer dismiss the perpetrators as common
criminals. Clearly, America’s national security was under attack and war
had suddenly become an option. The picture that emerged was that of a
state engaged in a conflict with a new type of enemy: a conglomerate of
armed organisations and terror states, the core of a vast international
network of terror. This, the White House stressed, was a unique
phenomenon.

Western citizens had been brutally confronted with a reality that not only
escaped any previous Western definitions of political violence, but also
posed challenging new questions as to how such an enemy had emerged in
the first place. As the media frantically searched for clues to answer these
questions, it became clear that the new enemy was a well-known foe, one
that had been nurtured for decades in the bosom of US foreign policy. Its
birth and evolution are the essence of the New Economy of Terror.
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The Macroeconomics of Terror

‘Yes, I am a terrorist and I am proud of it. And I support
terrorism as long as it was against the United States government
and against Israel, because you are more than terrorists; you
are the ones who invented terrorism and are using it every day. 

You are butchers, liars and hypocrites.’ 
Ramzi Yousef, during the trial for the 

1993 bombing of the World Trade Center

In the years immediately after the Second World War, while Britain and
the United States were busy containing Soviet expansion in Eastern Europe,
France was engaged in a vicious war in Indochina. To prevent communists
from taking over its colonies, which included Vietnam, Laos and Cambodia,
the French government dispatched contingents of regular troops to South
East Asia. In response, the communists launched a guerrilla war. Within
the dense jungle of Indochina, French troops soon discovered that hunting
down guerrilla fighters was an impossible task. Organised in small
commando units scattered throughout the jungles and mountains of
northern Vietnam, the guerrillas attacked villages and French garrisons
with rapid and well-planned incursions. They also used terror tactics to
drive a wedge between the local population and the French administration,
publicly executing tribal chiefs and elders who opposed them. The successes
of guerrilla warfare were soon apparent: communist influence and support
in Indochina grew exponentially and the French government ultimately
had to admit that conventional warfare offered an inadequate response.

As early as 1949, the French developed a new strategy. They began
training hill tribesmen and religious minorities as intelligence agents,
saboteurs and radio operators. Criminals such as the Nung pirates, who
operated in the Gulf of Tonkin and the Binh Xuyen, gangsters and river
pirates located near Saigon, were also recruited as guerrilla fighters.1 Once
trained, the men were organised into groups of about 3,000, known as
maquis, and infiltrated the territories controlled by the communists. The

11
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maquis were the mirror-image of the communist commandos; they fought
using the same terror tactics as the enemy.

Throughout the conflict, the main problem for the French government
was funding. The war in Indochina was unpopular and it was extremely
difficult to raise money in France. In particular, the Service de
Documentation Extérieure et du Contre-Espionage (SDECE, the French
body ultimately responsible for the maquis)2 struggled to sustain its
operations. The communists, also facing a serious cash shortage, were the
first to spot a local funding opportunity. In 1952 they confiscated Laos’s
opium crop, sold it on the open market in Thailand and used the profits
to buy arms from China. Once again the French took a leaf from the
enemy’s book, and formulated ‘Operation X’. The SDECE secretly
negotiated to buy the next year’s entire Laotian opium crop from local
tribes, who welcomed both the revenue and the opportunity to strike back
at the communists. Soon after harvesting, the opium was loaded onto a
French DC-3 and transported to South Vietnam. From there it was taken
by truck to Saigon and handed over to a gang of criminals well known to
the SDECE for refining drugs. Some of the opium was sold directly in Saigon
opium dens and shops, some was purchased by Chinese merchants, who
exported it to Hong Kong, and the rest was sold to the Union Corse, the
Corsican Mafia, who smuggled it to France3 and various European and
North American markets. Thus, the SDECE netted a handsome profit that
was used to finance the maquis.

The Americans were well aware that the French were using narcotics to
finance the maquis, but chose to turn a blind eye. When Colonel Edward
Lansdale, a CIA official, learnt of the existence of ‘Operation X’, he reported
immediately to Washington that the French military were involved in
illegal drug trafficking in Indochina. ‘Don’t you have anything else to do?’
was the response. ‘We do not want you to open this can of worms since it
will be a major embarrassment to a friendly government. So drop your
investigation.’4

THE DOCTRINE OF COUNTER-INSURGENCY

The French response to communist guerrilla warfare in Indochina became
known as counter-insurgency. A new concept in political warfare, counter-
insurgency effectively legitimised state-sponsored terrorism:5 the financial
support by a colonial power for guerrilla warfare as a means of confronting
insurgency, dissent and subversion.6 Exporting warfare to an
unconventional battlefield, the new doctrine required the formation of
special units, paramilitary elite groups and a powerful, centralised
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intelligence agency under military control. As the world plunged deeper
into the Cold War, counter-insurgency became the most effective means of
maintaining the status quo and preventing direct confrontation between
the two superpowers. 

In 1961 President John F. Kennedy officially legitimised the new doctrine
and brought it into the open. ‘The free world’s security can be endangered
not only by a nuclear attack,’ Kennedy told Congress on 28 March 1961,
‘but also by being nibbled away at the periphery … by forces of subversion,
infiltration, intimidation, indirect or non-overt aggression, internal
revolution, diplomatic blackmail, guerrilla warfare or a series of limited
wars.’7 Six days after his nomination, his administration presented the
National Security Council with a proposal for an immediate budget
allocation of $19 million (equivalent today to about $100 million) as part
of an ambitious counter-insurgency programme, including an expansion
of the US Army’s Special Forces from a few hundred to 4,000 men. A new
foreign aid infrastructure, comprehensive of military and civilian agencies,
was developed to manage guerrilla forces. 

In November 1961, a special secret group was set up to deal exclusively
with Cuba, a Marxist enclave in the US sphere of influence. Under the code
name ‘Mongoose’, 400 Americans and 200 Cubans were given a private
fleet of speedboats and a $50 million annual budget to undermine Castro’s
regime. The group was partly run by the Miami station of the CIA, in open
violation of the Neutrality Act8 and of legislation prohibiting the CIA from
operating within the United States territory.9 ‘Mongoose’ was merely one
of the many unconventional military initiatives undertaken by the
Kennedy administration. By 1963, the year the president was assassinated,
American counter-insurgency groups were operating in twelve countries
and three continents: Africa, Asia and Latin America.

Counter-Insurgency Doctrine had by then become the ideology
underpinning Washington’s unconventional warfare. The Special Forces
constituted its army. Almost overnight, from the jungles of South East Asia
to the high mountains of South America, American warriors became Cold
War heroes for the political elite at home and abroad. Their most powerful
weapon was counter-insurgent terror, the mirror-image of guerrilla terror.
This principle was employed in Vietnam in 1961, in Colombia in 1962 and
in Central America in 1966.10 Eventually, these soldiers became specialists
in training others in the art of unconventional warfare, passing on their
knowledge to foreigners. 

In the early days, one of the most successful counter-insurgent terror
operations carried out was ‘Operation Black Eagle’. US agents trained
selective Vietnamese troops in the art of assassination and organised them
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in small commando units known as death squads. The task of the death
squads was to kill high-ranking Viet Cong. Within days of the launch of
‘Black Eagle’, leaders of the Viet Cong underground organisation were found
dead in their beds. On their corpses the assassins had left a drawing of a
human eye. The same image was found on the doors of the victims’
houses,11 a warning to whoever supported them. Similar groups were
trained in Central America during the civil war in El Salvador; again the
human eye was used as a symbol. Psychological warfare – terrorising the
enemy – was a central tenet of counter-insurgency strategy. Fear was a
weapon, especially powerful in the underdeveloped world. During the
1966–67 military campaign in Guatemala, known as ‘el Contra-Terror’, as
many as 8,000 people12 – most of them civilians – were slaughtered by the
army in two provinces as a warning to stop others from collaborating with
the guerrilla movement.13

The USSR and her allies were also heavily involved in state-sponsored
terrorism, but the Soviet attitude towards it was somewhat ambiguous. This
sprang from a contradiction within Soviet foreign policy during the Cold
War. While adhering to the principle of avoiding any direct confrontation
with the West, the USSR upheld Lenin’s position on war and civil war. Like
von Clausewitz, Lenin believed that war was ‘a continuation of politics by
other means’. When merged with the Marxist principles of perpetual
struggle between the classes and between capitalism and communism, this
concept held devastating consequences for the Third World. Outside the
‘safety net’ afforded by the Cold War (NATO and Warsaw Pact countries
enjoying a period of relative peace and stability),14 Moscow envisaged
clusters of nations in Africa, Asia and South America caught up in a state
of perpetual war. In a speech delivered in 1965, Soviet foreign minister
Andrei Kosygin summarised the contradiction of his country’s foreign
policy: 

The policy of peaceful coexistence … proceeds from the inadmissibility
of the application of force in solving disputed questions among states.
But this in no case means the rejection of the right of peoples, arms in
hand, to oppose aggression or to strive for liberation from foreign
oppressors. This right is holy and inalienable and the Soviet Union
without fail assists people [who seek to assert it].15

Following Lenin, the communist leadership placed great importance on
unconventional warfare and the training of Special Forces, better known
as Spetsnaz. In 1979, for example, the Soviets deployed them and the Alpha
anti-terror group as cover units to penetrate Afghanistan16 ahead of its
conventional army. Moscow was particularly keen on moulding Marxist
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Cold War fighters into Spetsnaz across the world. Therefore, the free training
of Marxist armed groups became a form of indirect financial support. In the
1970s, to strengthen its influence in the Middle East, Moscow established
a school of sabotage in Prague where East German and Russian instructors
trained select members of the Palestinian al-Fatah.17 The course lasted six
months, after which the men were sent to another camp in Kosice,
Czechoslovakia, to complete their training.18 At the Lenin Institute and
Patrice Lumumba University in Moscow, Soviet and foreign students
learned techniques of psychological warfare and media manipulation along
with Marxist ideology.19 Among its ‘distinguished’ students was Carlos the
Jackal, a beneficiary of a Soviet scholarship. Once the course was completed,
students moved to training camps across the USSR: in Baku, Tashkent, and
Odessa, in Simferopol in the Crimea and elsewhere in the Eastern Bloc.20

A third party generally mediated the Soviet financing of Marxist armed
groups. East Germany and Bulgaria, for example, had the task of
channelling Soviet support to armed groups in Europe, the Middle East
and Africa. In his memoirs, the head of East German foreign espionage,
Markus Wolf, admitted having supplied weapons and financial aid to
Marxist armed organisations; however, he claimed that the recipients were
‘legitimate’.21 While the Americans used Counter-Insurgency Doctrine to
justify state-sponsored terrorism, the Soviets concealed their involvement
in the same game by extending the concept of ‘international solidarity’ to
what they called ‘progressive forces’ in the Third World. Among them were
PLO fighters who operated within the occupied territories and targeted
Israeli military and strategic outposts. 

EL SALVADOR: A GUERRILLA WAR ECONOMY

With the nuclear threat ever present during the Cold War, confrontation
between the two blocs was to be avoided at all cost. However, the two
superpowers constantly undermined each other, creating armed uprisings
on the fringes of their spheres of influence. The Cold War was an
unconventional war in many aspects: it was fought at the periphery, in
foreign territories and by state-sponsored armed groups. For over a decade,
for example, the US and the Soviet Union fought a war by proxy in El
Salvador, a country already in the grip of a civil war between the right-
wing dictatorial regime and the Marxist revolutionary movement. In 1980,
the political situation in El Salvador became critical. Economic and natural
disasters coupled with guerrilla warfare in the countryside resulted in great
social unrest and poverty. From 1979 to 1981 GDP declined by 18 per cent.
Over the same period productivity and capital income fell by 20 and 26
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per cent, respectively. From January 1980 to August 1981, employment
dropped 27 per cent in manufacturing, 56 per cent in construction, 25 per
cent in commerce and 33 per cent in transport.22 By 1981 all investment
had ceased and industrial production fell by 17 per cent. At that point, the
US intervened to sustain the economy and the government of El Salvador,
prompted not so much by altruism as by the spectacular victory of the
Sandinistas in neighbouring Nicaragua. Simultaneously, using Cuba and
Nicaragua as intermediaries, the Soviets backed Marxist guerrillas in the
country with funds, arms, military training and political support.23 Thus
El Salvador became one of the many battlefields of the Cold War.

From the beginning of American and Soviet involvement in El Salvador,
it was apparent that the health of the national economy would decide the
outcome of the civil war. This was a view shared by the guerrilla leadership,
who believed that ‘the key is to break the capacity of the economy to
sustain the war’.24 Indeed, from 1981 to 1984, the FMLN (Farabundo Martì
National Liberation Front – a coalition of five Marxist revolutionary groups)
targeted the economy and launched a fierce campaign to sabotage its
infrastructure, hitting telephone and electrical systems, power stations,
dams, bridges, water supplies and agriculture. Fearing that the socio-
economic structure would collapse, President Reagan convinced Congress
of the need to increase aid to El Salvador from $64 million in 1980 to $156
million in 1981, of which $35 million was allocated for military purposes.
In 1982 this figure rose to $302 million ($80 million in military aid).25 The
aim was to support the government by using American money to bridge
the discrepancy between government revenues and expenditures. So, while
the FMLN’s strategy was to bring about the collapse of the economy, the
government and the US were desperately seeking to stabilise it. 

The impact of the economic sabotage26 was twofold: it weakened the
government and strengthened the FMLN. The guerrilla group benefited
from the erosion of the economy, mostly because it had detached itself and
its support system from the national economy. Its strongholds were
isolated rural regions, such as Morazan and Chalaltenango. Sabotage of
the main economic infrastructures had no impact in these areas. Ravaged
and impoverished by the civil war, they were completely cut off from the
rest of the country. Without telephone lines, electricity or running water,
the population survived thanks to the economy generated by the FMLN
guerrilla activities. This ‘guerrilla war economy’27 was based on subsistence
and external assistance, i.e. foreign aid, such as the arms and funds
provided by the Soviets to the guerrilleros. It was in the countryside that
the guerrilla war economy had its core and from which the FMLN drew
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its strength and support: 95 per cent of guerrilla combatants came from
the countryside and were of peasant origin.28 The group was regarded as
the saviour and protector of the campesinos against the abuses of the right-
wing regime. In December 1980, New York Times reporter Raymond Bonner
asked newly elected President José Napoleón Duarte ‘why the guerrillas
were in the hills’. Duarte’s reply surprised Bonner: ‘Fifty years of lies, fifty
years of injustice, fifty years of frustration. This is the history of people
starving to death, living in misery. For fifty years the same people had all
the power, all the money, all the jobs, all the education, all the
opportunities.’29

The US government was conscious of the dangers of a prolonged FMLN
campaign against economic targets and well aware of the FMLN’s final aim:
to destroy the economy of El Salvador and replace it with its own.
Therefore, in tandem with military aid, the US designed an ambitious
programme to remodel the social and economic structure of the country.
Along with agrarian reform aimed at winning over new farmers, the US
encouraged a shift in exports from agricultural products towards non-
traditional items, such as textiles. Bypassing the government, which showed
some resistance to this plan, funds were channelled to the Foundation for
Economic and Social Development, an organisation with close links to the
private sector. Between 1984 and 1992, $100 million were channelled from
the US to operations in El Salvador through this organisation. Thanks to
this initiative, private business, especially big business, was allowed to
develop independently of the government framework, taking over
functions no longer carried out by the state. At the same time, new
businesses became powerful partners for the United States.30

The end of the Cold War brought the conflict in El Salvador to an end
without a clear victory for either side. The ARENA government31 remained
in power. Although the United States managed to prevent a Marxist
revolution, the FMLN was undefeated and was allowed to participate in
the elections. The presence of the army was still visible, but the country was
largely demilitarised. The civilian population paid the greatest cost for the
internationalisation of the civil war: 75,000 people died, a quarter of the
population were made refugees and the bulk of the countryside was
destroyed. The transition from war to peace failed to bring an end to
sporadic violence, which has become endemic. This was the most lethal
legacy of the Cold War years. During the civil war an average of 6,250
people a year were killed, in 1995 there were 8,500 ‘peacetime murders’.
Although these assassinations seem unrelated to the Cold War politics of
El Salvador, they are ‘the expression of a violent political economy’.32
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STATE-SPONSORED TERRORISM

Unlike the Americans, who became involved on the battlefield in
Indochina, the Soviets were reluctant to commit troops in support of anti-
colonial warriors, armed organisations and Latin American Marxists groups
– a strategy abandoned in 1979 with the invasion of Afghanistan. Financial
aid from the USSR predominantly took the form of arms supplies and
training. Even in the aftermath of the Second World War, when the Kremlin
was trying to lure countries like Greece into the Eastern Bloc, Moscow
maintained its detachment. From November 1949 to the summer of 1950,
Greek communists received a steady flow of weapons but no direct military
support. Czechoslovak arms reached Albania where Greek communists
collected them. Not all shipments were intended for the Greeks. A
considerable number went further south, to Palestine, Egypt and Kenya,
via Djibouti. Ethiopia, an old Soviet customer and partner in a regular arms
trade agreement, became the port of entry for the supply of arms to the
Mau Mau rebels fighting British rule in Kenya. In the aftermath of the
Second World War, the Middle East also became a regular beneficiary of
Soviet arms shipments. Well before the formation of the state of Israel, the
Kremlin, determined to eradicate British colonial power in the region,
offered its support to both the Palestinian Arabs and the Jews against the
British. Czechoslovak weapons were shipped to both the Jewish Agency
and the Palestinians.33

Overall, the Soviets lacked a well-defined strategy. They provided
weapons and formative training, sometimes even charging for it, to any
warrior fighting or willing to fight the West. This seems to have been their
sole criterion for granting assistance. Indeed, with the exception of Cuba,
Soviet-sponsored revolutions failed to produce a single worthwhile ally;
Egypt, Ethiopia, Mozambique and Zimbabwe all proved to be unreliable.
Others, such as Angola under Dos Santos, were far too independent.34

However, the two superpowers were not the only states engaged in
sponsoring armed organisations. By its nature, state-sponsored terrorism is
a means available to anyone able to fund it. After the first oil shock and
subsequent recycling of petrodollars,35 Arab leaders had to manage huge
export revenues almost overnight. With overflowing current accounts,
many indulged in the sponsorship of armed groups. Muammar Gaddafi
was one such leader. Having come to power through a revolution in 1969,
he felt compelled to promote anti-imperialist movements across the world.
In the 1970s, he began channelling part of Libya’s energy surplus towards
what he regarded as revolutionary armed groups. From the PLO to the IRA,
from the Angolan Liberation Movement to the ANC in South Africa and
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the KANAK of New Caledonia, international armed organisations were
showered with Libyan oil revenues. As Libya’s oil surplus increased,
reaching $22 billion in the 1980s, Gaddafi became increasingly generous.
He even set up a kind of bonus system for particularly risky and prestigious
operations. For example, members of Black September who participated in
the terror action at the 1972 Munich Olympics were given bonuses ranging
from $1 million to $5 million.36 International hitman Carlos the Jackal
was given a $2 million bonus after kidnapping OPEC oil ministers in Vienna
in December 1975. Hans-Joachim Klein, one of the men in Carlos’s
commando unit, received compensation of $100,000 for being shot in the
stomach during the kidnapping.37 The Libyan leader’s generosity earned
him the nickname ‘godfather of terrorism’.

In 1973, Gaddafi took advantage of the civil war in Chad to further his
dreams of expansion. Offering his support to the military leader Goukuni
Oueddei against dictator Hissene Habre, Gaddafi occupied the Aouzou strip
in the north of Chad, a region rich in manganese and uranium. He saw
Aouzou, which borders the southern tip of Libya, as a natural bridge to
Central Africa. His long-term plan was to establish a Saharan Republic, to
include Tunisia, Mauritania, Algeria, Niger, Chad and Western Sahara, all
under Libyan leadership. Not surprisingly, his actions provoked immediate
retaliation from the French, who feared a destabilising effect in the region.
President Mitterrand sent 3,500 soldiers to back Hissene Habre, who
succeeded in crushing Oueddei. The latter took refuge in Libya, where he
acted as a head of state in exile. The war dragged on for years and cost Libya
dearly. In 1985, when Libyan annual oil revenues declined to $8.5 billion,
the war became cause for great resentment among the population.
Eventually, unable to sustain the campaign financially, Gaddafi withdrew
from Aouzou.

THE SAFARI CLUB

In the early 1980s, Muhammad Hasseinine Haykal, an Egyptian author,
stumbled upon a well-kept secret. While researching the imperial archives
in Teheran he discovered the original copy of an agreement signed on 1
September 1976 by the heads of counter-espionage agencies of several
countries.38 With increasing excitement, Haykal read some of the
signatures, which included Count Alexandre de Marenches, head of French
counter-espionage, and Kamal Adham, head of the Saudi intelligence
agency. The agreement marked the birth of a secret Cold War organisation
whose task was to carry out anti-communist operations in Africa and in
the Third World on behalf of the West. Haykal named it the ‘Safari Club’,
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the headquarters of which were in Cairo, in a building donated by Egyptian
President Anwar al-Sadat. France provided the sophisticated technical
equipment and some of the personnel. 

The Safari Club is a perfect example of how Counter-Insurgency Doctrine
was adapted to a new international political landscape. Humiliation in
Vietnam and the anti-war movement at home had forced the Americans
to reassess their exposure in unconventional warfare. To shield the US from
criticism at home and abroad, indirect state-sponsored support for anti-
communist forces, i.e. monetary and military aid via a third party, was now
considered a more feasible option than direct involvement. Consequently,
Henry Kissinger, Secretary of State under Richard Nixon, promoted the idea
of using friendly parties to carry out vital operations to contain the spread
of Marxist movements. A list of friendly states was compiled, including
France, Morocco, Egypt, Saudi Arabia and Persia. An invitation was also
extended to Algeria, but the self-declared Islamic socialist regime of
Boumedienne declined to participate.

One of the Safari Club’s first operations was to rescue Siad Barre, the
Somali dictator, then at war with Ethiopia over control of the Ogaden
territory. At the eleventh hour, the Soviets, who had been sustaining Barre’s
regime for some time, switched their support to the Ethiopian government.
Barre turned to the Safari Club for help. Members agreed that Egypt should
sell him some of its stock of Soviet-made arms. Accordingly, $75 million of
old Soviet weapons, obtained from Czechoslovakia during Nasser’s rule,
were promptly shipped to the Somali army. The bill was footed by Saudi
Arabia, whose greatest problem at the time was an overflowing current
account. Confronted with such generosity, Barre severed all remaining ties
with Moscow and placed his country and himself under the protection of
the Safari Club and, indirectly, the US. 

However, he soon discovered that, in the changing climate of the Cold
War, America’s support was as volatile as the Soviet Union’s. In 1977, US
Secretary of State Cyrus Vance showed reluctance to commit additional
financial help to Somalia’s dictator in his war with Ethiopia. Under
mounting pressure from Barre, the Shah of Iran, Reza Pahlavi, stepped in
and sent him German mortars (purchased from Turkey) and anti-tank
weapons. Ironically, when the Somali troops discovered that the anti-tank
weapons bore an Israeli stamp of manufacture, they refused to use them.
Soon after, in return for the Soviet Union’s guarantee not to get involved
in the transition from white to black rule in Rhodesia, the US agreed to
stop supporting Somalia in the Ogaden territorial dispute. The Safari Club
followed suit and abandoned Barre – another pawn sacrificed on the Cold
War chessboard.39
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Only on rare occasions did the Soviets get involved in direct support of
Third World insurgencies. Cuba was one of these. In 1959 Fidel Castro
came to power, thanks largely to Soviet funding. However, in a gesture of
accommodation from a ‘new neighbour’, Castro offered to allow the US to
continue conducting business in Cuba, provided the Americans agreed to
comply with new local legislation. Hoping to cripple the economy and put
an end to the communist regime, the US government granted economic
aid, but under the most rigid conditions. Castro immediately turned to the
USSR, which set up a heavily subsidised oil-for-sugar deal.40 In a few years,
the steady flow of money brought economic stability to Cuba and
strengthened the revolution. Castro also enjoyed a generous direct line of
credit from Moscow, money supposedly offset by trade transactions.
However, as all commercial exchanges within the Soviet bloc were cleared
in convertible roubles, a currency that existed only for accounting
purposes,41 it was easy to inflate or deflate the value of the loans or even
to wipe them off the books. 

CUBA, THE SOVIET REPRESENTATIVE IN LATIN AMERICA

Direct Soviet financial aid to Cuba was motivated by the island’s strategic
role in Cold War politics. Havana was Moscow’s de facto representative in
Latin America, with the task of nurturing Marxist movements in the region.
In the 1980s, the Soviet Union was funnelling an estimated $4 billion a
year through the Caribbean island, the bulk of which was used for training
guerrilla groups.42 The military base of Guanabo, in the northern coast of
Cuba, became one of the most popular communist training camps. Trainees
arrived from Nicaragua, El Salvador, Colombia, the Middle East, Angola
and many other countries. Cuba’s main role, however, was not to produce
guerrilla fighters, but to unite the various groups under a common ideo-
logical umbrella and to help them coordinate their strategies. At Guanabo,
ideology played a key role. Unlike the American-trained Vietnamese death
squads, communist guerrilla fighters spent a great deal of time attending
political lectures and, apparently, not enough training in the field. Often
the result was poor military performance. On 6 June 1982, during
‘Operation Peace for Galilee’,43 Israeli soldiers reported that the Palestinians
showed limited tactical skills and a scant knowledge of their weaponry and
equipment. They did not fight as an army, remarked the Israelis, but as a
group of individuals, using tanks as artillery equipment instead of as highly
mobile forces.44 Soviet-trained fighters in the Rhodesian war displayed a
similar lack of tactical knowledge.45
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Behind an ideological mask, Moscow and Havana treated armed
insurgency as a commercial enterprise. Contrary to popular belief, the
Soviet Union did not hesitate to charge armed organisations for its services.
The PLO, for example, was often asked to pay in hard currency for arms and
training.46 Other sponsors, such as Saudi Arabia and Libya, provided the
funds. Cuba had a similarly mercenary approach. Castro sent thousands
of Cuban troops, travelling as ‘construction workers’, to help communist
armed groups from Angola to Nicaragua, Mali to Grenada. For this he
charged a fixed monthly rate.47

COVERT SPONSORSHIP: THE CONTRAS AFFAIR

By the end of the 1970s, it was apparent that direct financial support for
foreign armed groups had become the least popular means of exercising
power at the periphery of the superpowers’ spheres of influence. Western
democracies required strong backing from the population in order to grant
aid. In the United States, for example, Congressional approval was required
for all financial aid to foreign countries. Thus, in the early 1980s, President
Reagan had to embark on a campaign to convince Congress of the need to
support the Contras in Nicaragua. The Contras’ struggle to overthrow the
Sandinista regime was portrayed as a ‘war of liberation’, a patriotic stand
to halt the spread of Marxist governments in Central America. In reality,
the Contras were an armed organisation created by the US to fight its own
war by proxy in Central America. 

In his book, In Search of Enemies, John Stockwell, the highest-ranking
CIA official ever to leave the agency and go public, describes the birth of
the Contras as follows:

To destabilise Nicaragua, we began funding this force of Somosa’s ex-
national guardsmen, calling them the Contras (the counter-
revolutionaries). We created this force; it did not exist until we allocated
money. We’ve armed them, put uniforms on their backs, boots on their
feet, gave them camps in Honduras to live in, medical supplies, doctors,
training, leadership and direction as we sent them in to destabilise
Nicaragua. Under our direction they have systematically been blowing
up granaries, saw mills, bridges, government offices, schools, health
centers. They ambush trucks so the produce can’t get to market. They
raid farms and villages. The farmer has to carry a gun while he tries to
plough, if he can plough at all.48

In 1984 the Reagan administration managed to raise a $24 million aid
package to arm 2,000 men.49 Although this figure was increased every year

Napoleoni 01 chaps  4/7/03  14:14  Page 22



The Macroeconomics of Terror 23

thereafter until the Iran–Contra scandal erupted,50 it was too little to
sustain the increasing costs of the US war by proxy in Nicaragua. Other
forms of financing were required to bridge the widening gap between
funding and expenditure. Thus, in parallel with the official pro-Contra
campaign, the Reagan–Bush administration set up a spectacular covert
operation to raise money to undermine the Sandinista government. A web
of thousands of people and hundreds of companies and foundations
contributed to the plan. In the end American taxpayers were defrauded of
billions of dollars, money used to finance not only the Contras, but also
their American sponsors.51

According to Al Martin, a retired US Navy lieutenant commander who was
part of the Contras affair,52 in July 1984, a secret memorandum written by
Colonel Oliver North and Donald Gregg, then the vice-president’s national
security advisor, set a target of $1 billion a month to supply the Contras. This
target was to be achieved via illegal financial operations inside the US.53

North initiated several schemes: fraudulent insurance transactions, illegal
bank loans, fake security sales, insurance fraud, money laundering, etc. Five
thousand people, an army of right-wing supporters, became involved in
raising money for the ‘Cause’, as North defined it. At the top of the pyramid
were political organisations and foundations, primarily used for their tax-
exempt status. For example, donor contributions of $10,000 to the American
Eagle Foundation, set up by North, could be written off for tax purposes.54

To encourage donations, contributors received a card bearing the number
of a direct line to the White House where a North employee was always
available ‘for help’. This ‘soft’ money was then laundered from the
foundation’s books and channelled to the Contras.

The base of the pyramid consisted of subcontractors, former CIA agents,
military staff, politicians’ assistants, and others. These people operated in
several fields – oil and gas, gold bullion or gold mining, real estate, stock
brokerage, etc. – to generate money illegally. Ultimately, most of these
operations were aimed at defrauding American banks where officers sym-
pathised with the ‘Cause’. Insurance companies were also defrauded. In his
book The Conspirators, Al Martin reveals that in 1984 Major General John
K. Singlaub set up the World Anti-Communist League to raise money to
support Republicans and anti-communists.55 People donated small planes
in return for tax concessions. Certain types of aircraft were passed on to
a subsidiary of the League. These planes were then sold to small private
airlines such as DeVoe Airlines, Rich Aviation, Southern Air Transport and
Polar Avions because of their suitability for smuggling narcotics out of
South America. All other planes were hidden in Joplin, Missouri, and
reported stolen. The insurance companies paid the premium: a $100,000
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aircraft, for example, would fetch $300,000. Some of the money went to
the League as donations, while the rest found its way back to the owners.

By the end of 1985 North’s accomplices were almost reaching the $1
billion a month target. Some of this money ended up in the pockets of
Republican politicians; part headed south to pay for the Contras’ fighters
and arms; and a considerable amount went to finance direct American
involvement in unconventional warfare in Central America. This happened
in 1985 when North mined Cordoba Harbour, the most important port in
eastern Nicaragua and the port of entry for Soviet ships carrying supplies
for the Sandinistas. The operation required the use of Titan Mark 4 Sea
Mines, which were controlled by satellite communication. Since the mines
could not be bought from the US Navy without clearance from the National
Security Council, an alternative purchase route had to be found. Defcon
Armaments Ltd. of Lisbon bought the mines directly from US inventories.
In turn, the Portuguese company sold them to Stanford Technologies
Overseas, a company controlled by Major General Richard Secord, one of
North’s men.56 Through Secord the mines reached the Contras.

The collapse of the Soviet Union may have ended the Cold War, but it
did not terminate state-sponsored terror. In the early 1990s, the US supplied
Turkey with 80 per cent of the arms used to crush the Kurdish insurgency,
which resulted in the death of tens of thousands of people, 2–3 million
refugees and the destruction of about 3,500 villages.57 It was soon apparent
that outside the framework of the Cold War the clarity of Counter-
Insurgency Doctrine had blurred, leaving state-sponsored terrorism without
an ideological underpinning. Following the Gulf War, as the tragedy of the
Kurds unfolded, the story of the exodus of hundreds of thousands of
civilians was broadcast live in Western countries. People were confused
about the identity of aggressors and victims alike. The Turks and the Kurds
accused each other of being terrorists, of conducting a deliberate campaign
of terror. Without an enemy at its gates, Western public opinion became
uneasy at the slaughter of civilians. The melting of the Cold War had left
the landscape of US foreign policy, along with that of its allies, scarred with
the evidence of their involvement in foreign civil wars.

THE COMMERCIAL WAR ECONOMY OF SENDERO LUMINOSO

The most devastating consequence of superpower intervention in the affairs
of other nations has been the destabilisation of entire regions and the
collapse of their economies. The legacy of state-sponsored terrorism in
Latin America was the proliferation of armed groups and the subsequent
birth of terror-run microeconomies. In the 1980s, parts of El Salvador,
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Nicaragua, Honduras, Colombia and Peru fell under the military control of
guerrilla groups. This happened to the people living in the Upper Huallaga
valley in Peru. The valley, also known as Selva Alta, ranges from an altitude
of 1,500 to 6,000 feet on the eastern slopes of the north-east Andes. The
region was restructured under the agrarian reforms of the late 1960s, but
this turned out to be a great failure. Due to the harsh climate, none of the
crops did well and the local population was soon on the brink of starvation.
Only one marketable plant appeared to be sufficiently resilient to thrive
at such an altitude: Erythroxylum Coca. Local people have chewed its leaves
for centuries to gain energy and suppress hunger. Therefore, when the
Colombian drug traffickers came to the valley to buy coca, the
impoverished farmers welcomed their arrival. Almost overnight, subsistence
farmers became commercial growers, catering for more than their own
needs, and almost as quickly they fell victim to the exploitation of the
powerful Medellin cartel. 

In 1978, under mounting US pressure, the government of Francisco
Morales Bermudez attempted to eradicate coca production. The programme
was extremely unpopular and never took off. Despite military intervention,
coca planting in Selva Alta increased to supply the booming drug trade. In
1980, militants from the Sendero Luminoso armed group (Senderistas)
moved to the Upper Huallaga valley and began living with the locals. They
soon discovered that the population was being harassed by both the drug
traffickers and the police. So the Senderistas launched a two-pronged
campaign: to undermine government policies – an easy task among a
population constantly threatened by Lima – and to defend growers from
the Colombian cartel. 

In the same year, the Peruvian government introduced another project
for coca eradication in the Upper Huallaga valley. The residents were
apprehensive about the new agrarian programme which would deprive
them of their only viable means of survival. Capitalising on these fears,
the Senderistas visited villages and small towns to sympathise with the
people and to denounce the United States as the initiator of the reforms.
They explained that cocaine was not a threat to Peru, but to the US.
However, Americans did not want to start a war against their own drug
dealers and stop the monetary flow generated by the laundering of drug
money. Therefore, they were putting pressure on the Peruvian government
to curb coca production. Neither Washington nor Lima, stressed the
Senderistas, cared that the entire valley was economically dependent on
the coca crop. The Sendero Luminoso offered protection against the
military, who were about to enforce the new programme, and against the
cocaine syndicate, which had been exploiting the growers. The people
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rallied round the Senderistas with enthusiasm. ‘They are professional
agitators,’ Hector John Caro, Peruvian Army General and former chief of
the secret police, said dismissively ‘they are always prepared to act.’58 Under
Sendero Luminoso’s supervision the growers were organised into unions,
a move which allowed them to negotiate better prices.

Employing terror tactics, Sendero Luminoso began taking military control
of the entire valley. A common ploy was to move into a town accompanied
by at least 30 armed men, gather the inhabitants together, lecture them
and proceed with interrogations to find out who was working for the local
authorities or gangs. These individuals were then publicly executed and
local authority was replaced by general assemblies composed of the
Senderistas. Once an area was ‘liberated’, the Senderistas moved on to the
next town. By 1985, the group had established a strong military presence
throughout the entire region. Bridges were blown up to prevent regular
troops entering the valley and road blocks were established to search every
vehicle approaching along the Marginal Highway, the sole communication
link to the outside world. Selva Alta soon became a ‘no-go’ area for police
and government troops.

Meanwhile, the growers were content that the valley was under the
control of the Senderistas because they felt protected from the drug
traffickers and criminal gangs as well as from the government’s agrarian
reforms. Interestingly, the cocaine producers and drug traffickers also
welcomed the change because discipline among growers boosted
production. By 1988, 211,000 hectares of the valley were covered with coca
plants. In addition, under Sendero Luminoso’s rule, shipment procedures
were streamlined. It was Sendero Luminoso’s responsibility to protect
airstrips scattered through the valley, a task it continued to carry out in
2002 without interference. As a result, shipping by small aeroplane became
not only easier, but more efficient. 

Sendero’s activities were not limited to the control of coca production.
In some areas they also took over other businesses, for example, foreign
exchange. In Xiòn, local banks stopped changing dollars into Peruvian
intis for the intermediaries of the Medellin Cartel. Instead, Sendero
Luminoso, for a small commission, provided the Colombians with domestic
currency to pay growers. Naturally, bankers were extremely unhappy about
this arrangement, but there was nothing they could do because Sendero
Luminoso was the de facto governing authority in the valley. Control of
foreign exchange allowed the Senderistas access to a considerable amount
of hard cash in a country starved of foreign exchange. Part of the money
was used to maintain Sendero’s authority in Selva Alta and other enclaves;
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part was allocated to buy weapons to promote the group’s Maoist vision for
Peru.

Sendero Luminoso was – before the Colombian FARC – by far the best-
armed group in Latin America. Between February and September 1989, for
example, it successfully undermined the government’s efforts to eradicate
drug trafficking in the valley. In retaliation for the use of the herbicide
‘Spike’, which destroyed coca plantations, members of Sendero Luminoso
assaulted a military garrison in the town of Uchiza and shot dead the 50
soldiers who had surrendered after being outnumbered by the Senderistas.
That same year the government declared the Upper Huallaga valley a
military emergency zone.59

In the Upper Huallaga valley, the Sendero Luminoso succeeded in
creating a terror-run economy, which formed the core of a micro-state. As
will be described in chapter 5, Selva Alta is one of the many ‘state-shells’,
de facto state entities created around a war economy generated by the
violent activities of armed groups. Sendero Luminoso’s model is that of a
‘commercial war economy’, based on the commercialisation of local
resources, such as coca plantations, and trafficking in illegal products, such
as narcotics. In this model

armed groups create economic sanctuaries by gaining military control
of economically profitable areas [such as Selva Alta] and develop
commercial networks with third parties, i.e. the Colombian drug cartels;
they even work in collusion with rival groups. The impact can be positive
by contributing to … the protection of illegal sectors, [for example coca
production].60

Some of these economies can generate vast amounts of income, as is the
case in the Upper Huallaga valley. In the late 1980s, total revenues for
Peruvian coca leaves and coca paste yielded an estimated $28 billion from
the United States alone. Of this, the share of Peruvian paste producers and
local traffickers was $7.48 billion, equivalent to 20 per cent of Peruvian
GNP, which in 1990 was $35 billion. Growers received $240 million for
cultivating coca. Sendero Luminoso’s share of this business in Selva Alta
was estimated at $30 million,61 sufficient to purchase arms and expand its
protection racket and extortion across Peru. The benefits of the commercial
war economy were also apparent among the population. The 66,000
families living in the Upper Huallaga valley enjoyed annual average
earnings of $3,639, more than three times the $1,000 per capita average
income in the rest of Peru. 

The international ramifications of terror-run economies, such as that in
the Upper Huallaga valley, are staggering. On a global scale, billions of
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dollars generated by narcotics are laundered in the United States; between
30 and 40 per cent enter the US economy,62 while the rest is pumped into
the international illegal economy and, as will be explained later, used to
fuel the New Economy of Terror.
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The Privatisation of Terror

‘No, I am not a professional killer. It isn’t easy to shoot
somebody in the eye when he’s looking at you, especially if
you’ve killed four people in less than ten seconds as I did . . .’

Carlos the Jackal

In the summer of 1981, while I was a Fulbright student in the US, a friend
invited me to spend a few days at Cape Cod as a family guest. I was
immediately struck by how strict the parents, wealthy Irish Catholics from
Boston, were towards their children, all in their early to mid-twenties. The
three daughters were forbidden to wear bikinis on the beach and the boys
could not smoke in the presence of the parents. One evening, after dinner,
as we sat on the porch looking at the sunset, the mother asked about my
views on abortion. I told her that being able to choose when to have a
child was a great achievement for women. Clearly disappointed, she shook
her head and replied: ‘It is a terrible crime, an unforgivable sin.’ The next
morning, on the beach, I noticed three pale young men cruising the shore
and stopping to chat with almost everybody. As they approached our group
my friend’s parents welcomed them and invited them in for lunch. When
I enquired about them, my friend explained that they were from Ireland
and were collecting money for the IRA. I must have shown my surprise
because he repeated the answer twice. ‘Your parents,’ I remember telling
him, ‘they are so Catholic, so strict, and yet they have lunch with the IRA!’
‘We are Irish,’ he replied softly, ‘they are our people.’

Traditionally, Irish-Americans have represented a generous source of
income for the IRA. It was the American branch of the Fenian Brotherhood
(founded in 1858 in New York) that financed the Irish insurrection of the
late nineteenth century. In the 1960s and 1970s, money flowed across the
Atlantic thanks to the work of three IRA veterans, Jack McCarthy, John
McGowan and Michael Flannery. In the 1960s they set up Irish Northern
Aid, better known as Noraid. The headquarters was in the Bronx, at 273
East 194th Street.1 Its voice was the newspaper The Irish People, distributed

29
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across the United States. The success of the venture was almost immediate:
Noraid latched on to the existing network of Irish-American organisations
– various union branches of the police and dock workers on the East Coast,
for example – reaching a wide range of people. By the late 1970s, it had
5,000 members and 30,000 followers.2 Money came in from all over the US
and was collected in many ways: from the sale of publications, in Irish-
American bars like O’Neil’s in Chicago and Wednesday’s in New York, at
raffles, during dances and parades, as well as along the sunny shores of
Cape Cod. A large proportion of funds came from working-class Irish-
Americans. Several unions even paid a fixed weekly sum into Noraid
accounts. Donations were also collected by well-known Irish public figures
touring the country. In 1969, Bernadette Devlin raised $650,000 while
visiting the US for the Northern Ireland Civil Rights Association (NICRA).3

Within a decade Noraid had achieved a budget of $7 million and was able
to fund more than 50 per cent of the IRA’s cash requirements.4

Noraid’s mission was to secure political power as well as financial
sponsorship, to be a lobby powerful enough to influence the US
government in its handling of the relationship between Ireland and the
UK. Like professional lobbyists, Noraid organised fundraising events, the
most important being a New Year’s Eve dinner held in several cities across
America. In New York the venue was always the Waldorf Astoria. The events
were attended by distinguished politicians and union members, paying as
much as $400 a ticket. They raised an average of $20,000–30,000 and
increased people’s awareness of the Irish cause. 

Initially, Noraid funds reached Ulster via the Northern Aid Committee,
a Belfast-based organisation set up in 1969 after the Londonderry riots.
When this organisation was taken over by An Cumann Cobrach (ACC), a
modern version of the 1920s Prisoners’ Dependants Fund, money began
flowing to the ACC, which shared a Dublin office with Sinn Féin. The ACC
then transferred the cash to the Green Cross in Belfast, officially a support
organisation for the families of Republican prisoners, but in reality a
financial vehicle for funding the IRA. Interestingly, the Green Cross had no
address or phone number, did not publish accounts and was not registered
as a charitable organisation with the tax authorities.5 Although Noraid
insisted that its Irish-American sponsors sent money to clothe and feed the
homeless of Northern Ireland, the charitable work was a cover for the
Provisional IRA. In 1982, during a court case against Noraid, the US
Department of Justice stated that ‘since its inception, Noraid has acted as
the agent in [Ireland] of the provisional wing of the Irish Republican Army,
its political arm Sinn Féin and their affiliates’.6 A considerable percentage
of the money raised by Noraid in the US went to purchase weapons and
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smuggle them to Ulster. In 1982, for example, the FBI unveiled an arms
smuggling operation in New York City valued at $1 million.7 Andrew
Duggan, one of the two men who orchestrated it, was a member of Noraid. 

Although direct financial aid from independent organisations such as
Noraid has fewer strings attached than state sponsorship, armed groups
are equally conditioned by it. The assassination of Lord Mountbatten in
1979 and the 1983 Christmas bombing of the Harrods department store
in London drew the attention of the US public to the campaign of terror
that the IRA was waging in England. This caused a distinct chill in the
relationship between the IRA and Irish-Americans. Against this background,
Noraid struggled to portray the British as invaders of Irish soil. In the eyes
of many Irish-Americans, the IRA was no longer fighting foreign occupying
forces; it was killing innocent civilians in England. Except in 1981, when
Bobby Sands, Raymond McCreesh and a number of other members of the
IRA went on hunger strike and died in the Maze Prison in protest against
living conditions there and to underscore their status as political prisoners,
Noraid’s support declined. Irish-American politicians and organisations
began keeping their distance, deserting its venues and parades. In 1983,
the Irish government, the New York Roman Catholic Archdiocese and many
Irish-American politicians even boycotted New York’s St Patrick’s Day
parade. Suddenly Noraid faced a new reality: the romantic vision of Irish
freedom fighters had been irredeemably sullied by the IRA’s acts of terror
in England. As an Irish-American friend living in London commented to
me in 1984, if they can bomb Harrods at Christmas, no one is safe. Political
violence had come dangerously close to home.

The shift in sentiment among Irish-Americans dried up Noraid accounts
and showed the limits of foreign sponsorship. These limitations were
particularly poignant in the context of the IRA’s new strategy, outlined by
Gerry Adams in 1977. In what became known as ‘the ballot and the bullet
programme’, the IRA was to expand and develop a legitimate political base
without abandoning its fierce campaign of violence. To secure funds to
support Adams’s strategy, the IRA relied more and more on illegal
operations such as contraband, tax avoidance and fraud. The 270-mile
border between the Republic of Ireland and Ulster offered ideal terrain for
smuggling. IRA supporters in the Irish Republic took advantage of Common
Market export subsidies for Irish agricultural products to the UK – of which
Northern Ireland is a part – to raise money. Pigs were exported from the
Republic to IRA supporters in Northern Ireland to collect the subsidy
(equivalent to £8 per pig) and smuggled back to the Republic. This
operation was repeated again and again with the same animals, producing
a considerable amount of cash and some very tired pigs. According to
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British intelligence, in 1985 Thomas Murphy, a member of the IRA border
unit ASU and owner of a farm ideally positioned on the border of the two
countries, deposited as much as £8,000 a week in IRA coffers, earned
through the pig-smuggling business. Annually, Murphy alone managed to
raise as much as $2 million. When Brussels removed the subsidy on
animals, the IRA switched to other products, such as grain, which
commanded a £12 per ton subsidy. Although it is difficult to calculate the
total amount generated by the subsidy fraud, an indication is provided by
the Court of Auditors of the European Commission, which in 1985 set the
figure in terms of losses for the Common Market at £450 million.8

Another profitable illegal business was the exploitation of different tax
rates, specifically Value Added Tax (VAT), between the Republic and Northern
Ireland. VAT on luxury goods such as colour televisions was 35 per cent in
the south but 15 per cent in the north. Goods were smuggled from the north
to the south and sold well below market prices. Overall, contraband cost
the Dublin government $100 million in lost revenue each year.9

While Gerry Adams organised the IRA’s transition into mainstream
politics, large tranches of IRA revenue were diverted to finance Sinn Féin’s
political campaigns. According to the British government, Adams’s political
dreams cost three times as much as it had cost to run the IRA as an armed
organisation.10 During the 1983 political campaign in which Adams was
elected, for example, the cost of security alone was estimated at £1.30 per
vote, a total of £137,000,11 which was largely funded by the IRA’s criminal
profits. In 1985 the Irish government uncovered an illegal transfer of $2
million to the IRA, part of which was earmarked to finance the council
election campaign. The money had been extorted from Associated British
Foods to dissuade the IRA from carrying out violent acts such as kidnapping
and bombings in the Irish Republic. Tracking the money trail, Irish
investigators and US Customs were able to reconstruct the movement of
the funds and unveil the complexity of the financial operation. From
Switzerland, the money was deposited in a New York account at the Bank
of Ireland. Alan Clancy, a New York bar owner and member of Noraid,
travelling on a false passport, carried the cash to Ireland, depositing it at
the bank’s branch in Navan. When he later tried to withdraw the funds,
however, he was arrested.12

Using covert operations to finance legitimate political campaigns is a
common recourse for armed organisations attempting to make the
transition into mainstream politics. Unfortunately, the partnership with
crime ends up permeating the ethics of these groups, even after the
transition is complete. Sinn Féin and Adams have a similar approach to
funding. In 2001 alone, the IRA raised £7 million through criminal
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activities. Tobacco smuggling from Eastern Europe was the largest source
of income. Lorries loaded with cigarettes travelled to England and the Irish
Republic from Eastern Europe. Evading duties, the IRA resold them, netting
profits of up to £400,000 per lorry.13 In mid-2002, while the IRA was
considering disarmament within the framework of the peace process, three
of its members were arrested in Colombia for training the FARC (Fuerzas
Armadas Revolucionarias de Colombia), the largest Colombian armed
group, in the use of explosive devices. One of them, Martin McCauley, was
the director of elections for Sinn Féin. Their defence lawyer, Ernesto
Amezquita, said that they had visited the area under control of the FARC
as ‘eco-tourists’. The head of the FARC, Manuel ‘Sureshot’ Marulanda,
backed the explanation, describing the armed group’s stronghold as a sort
of tourist ‘ecological attraction’ for VIPs. ‘Various parties and political
movements from Europe and the United States have come to visit us,’ he
asserted. ‘We have even had the president of the New York Stock Exchange
and the Queen of Jordan … The Irishmen were here to discuss international
relations.’14 Gerry Adams, on the other hand, refused even to admit any
links between the three men and Sinn Féin. However, it is not unreasonable
to assume that the money generated by them was meant to finance Sinn
Féin and Adams’s political campaigns.15

For many armed groups, partnership in crime was the easiest alternative
to state-sponsored terrorism, the first step in breaking away from the
conditioning and manipulation of foreign powers. In the mid-1970s, as
political violence intensified and gained momentum, armed organisations
began to disengage from the old structures of the Cold War. Having
absorbed their sponsors’ methodologies in covert and illegal operations to
raise money, they found it easy to set up their own illegal businesses.

THE PRIVATISATION OF TERROR

On 23 July 1968, an El Al passenger plane en route to Tel Aviv from Rome
was hijacked and diverted to Algiers. All the passengers were released except
twelve Israeli men. The hijackers held them captive for 39 days while their
demand – the exchange of the hostages for 15 Palestinians jailed in Israeli
prisons – was processed. The El Al hijacking became a milestone in terror
tactics and financing. For the first time Israeli nationals had been targeted
outside Israel. Although al-Fatah and Arafat expressed public disapproval
of the attack, insisting that it was not their policy to attack Israeli civilians,
the operation was applauded across the Arab world. Its perpetrators, the
Popular Front for the Liberation of Palestine (PFLP), gained instant notoriety
among Arab guerrillas and armed groups.
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The El Al hijacking was the brainchild of Wadi Haddad, a Palestinian
graduate in medicine from the American University of Beirut. Haddad
founded the Movement of Arab Nationalists (MAN) with some of his
university friends, among them George Habash and Kuwaiti-born Ahmad
al-Khatib. In 1968 Haddad and Habash transformed the MAN into the
Popular Front for the Liberation of Palestine (PFLP). The two leaders
disagreed with al-Fatah’s strategy, which concentrated on striking strategic
targets inside Israel such as water supplies, pipelines and railway tracks.
Haddad and Habash wanted to widen the struggle. However, their
immediate concern was to gain economic independence from Arab
sponsors and to differentiate themselves from al-Fatah, the group in control
of the PLO. The El Al hijacking achieved both these goals.

The attack was a runaway success and immediately became a prototype.
Following the hijacking, several airlines willingly paid protection money
to prevent further attacks. Suddenly, Haddad was receiving monthly
payments amounting to about $1 million from a number of armed
groups.16 Protection money soon became a valuable source of revenue for
the international armed community. The payment was regarded as a sort
of insurance premium by airlines against hijacking. Lufthansa, for example,
joined the scheme in 1972 after one of its planes was hijacked in Aden by
the PFLP, which had cornered the market in this form of extortion. The
yearly cost of the insurance ranged from $5 million to $10 million. The
money was divided among various PLO members (who by then had
dropped their opposition to hijacking), including the PFLP.17

The business of extorting protection money soon extended to the oil
industry. In 1972, after Black September attacked a number of oil facilities
in Rotterdam, many major oil companies joined the ‘insurance scheme’.
ARAMCO, the Arabian-American Oil Company, followed suit after a group
of its employees was attacked at Rome airport. OPEC was not immune
either. In December 1975, Illich Ramirez Sanchez (better known as Carlos
the Jackal) and a commando unit of the PFLP seized the OPEC headquarters
in Vienna. According to the CIA, after the attack, OPEC paid Haddad and
the groups that had backed the operation $100 million to safeguard OPEC
interests. In addition, it placed $120 million in the PLO Chairman’s Secret
Fund.18

At times, the desire to gain independence from foreign interference was
strong enough to justify very unlikely partnerships among armed groups,
like the one between the PLO and the Christian Phalange in Lebanon. At
the beginning of January 1976, Bashir Gemayal, leader of the Israeli-backed
Christian militia, and Abu Hassan Salameh, head of security for al-Fatah,
struck an extraordinary alliance. After fighting with each other savagely
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for years, they called a 48-hour truce to rob the British Bank of the Middle
East in downtown Beirut. 

Early in the morning of 20 January 1976, commandos of al-Fatah and
the Christian Phalange sealed the business district of the city. The area,
which housed most of the financial institutions active in the Middle East
and several diplomatic residences, covered the area around Place de Martyrs
and was controlled on the south by the Phalange and to the north by al-
Fatah. On the morning of 20 January, bank employees, currency dealers,
embassy staff and visitors approaching the square were stopped, told to go
home and not to return for two days. By midday the entire area had been
emptied and cordoned off. A team of PLO and Phalange militants entered
the Catholic Capuchin church, adjacent to the British Bank of the Middle
East, and negotiated with the monks to break through the wall of the church
to reach the vault of the bank. To avoid damaging the church, no dynamite
or explosives were used; picks and axes were employed instead. While the
team went to work, PLO and Phalange members patrolled the area,
exchanging jokes, smoking and eating together. Two days later, workers
approaching their offices were once again sent back; the PLO and Christian
Phalange were still inside the Capuchin church hammering their way
through the wall. When they finally reached the vault they had to concede
defeat, admitting to each other that they were unable to open it. ‘We are
fighters,’ one of them protested, ‘not robbers.’ So a team of demolition
experts from the Corsican Mafia were flown over to solve the problem. They
succeeded in opening the vault using a massive amount of dynamite.

It took two days to loot the bank. Gold bullion, stock certificates,
jewellery and bags of hard currency were removed and loaded into trucks.
The robbery earned a small fortune19 and entered the Guinness Book of
Records.20 The loot was split among the PLO, the Phalange and the Mafia.
The Corsicans chartered a DC-3 and took home their cut: one third in gold,
jewellery and cash. The Phalange spent most of their money on arms, but
the PLO invested theirs abroad.21 Their share was loaded on to another
chartered plane and flown with Arafat, Abu Iyad and Salameh22 to
Switzerland, where it was deposited in various Swiss bank accounts. 

Generating money from criminal activities was relatively easy.
Laundering and reinvesting it to produce a regular income, however, proved
much more difficult. Although as early as the 1970s several armed
organisations understood that their survival depended on a skilful handling
of finances, only a few succeeded in establishing long-term legitimate
investments. The PLO was one of these. In the months following the
robbery of the British Bank of the Middle East, the PLO, acting as a financial
operator on the secondary market, sold the stocks and bonds stolen from
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the bank’s security boxes for 20–30 cents to the dollar. Many were
repurchased by the owners, who feared disclosure of the extent of their
wealth and its dubious origins. According to several sources, the profits
were bigger than the robbery itself. Again, Arafat shipped the cash by
chartered plane to Switzerland.23

ETA’S PREDATORY ECONOMY

Over the last 30 years, Arafat has been one of the most imaginative terror
leaders in laundering and reinvesting money. His adviser is a well-known
financier, Nabil Shaath, president of TEAM, a management consultancy
firm based in Cairo. Before becoming Arafat’s adviser, Shaath was a professor
of corporate finance at the prestigious Wharton School of Business at the
University of Pennsylvania.24

To manage their finances, successful armed groups had to develop sophis-
ticated accountancy structures. In 1986, the discovery in a secret room
below the Sokoa factory in Hendaya, France, of the financial headquarters
of ETA (Euskadi Ta Askatasuna), a nationalist armed group fighting for the
independence of the Basque region, brought to light the complex book-
keeping techniques used by the group to balance its budget.25 Inflows and
outflows were recorded in a fashion similar to the balance of payments of
legitimate states, some in Spanish pesetas, the rest in French francs (85 per
cent of ETA’s budget is in Spain and the rest in France). Revenues were
raised predominantly through kidnapping, extortion and armed robbery;
the latter had netted only about 800 million pesetas in over a decade and
was abandoned in the mid-1980s due also to the poor return for the high
risk involved. Kidnapping, on the other hand, became an extremely
lucrative business over the years. The 50 million pesetas generated in 1970
had jumped to 1.5 billion pesetas ($15 million) in 1997. In fact, the crime
became so widespread that in 1984 the Spanish government passed legis-
lation to prosecute people who acted as intermediaries and froze the bank
accounts of victims and their families to prevent the withdrawal of funds
to pay the ransom,26 a strategy pioneered in Italy.

Extortion from businessmen and industrialists was also a sizeable source
of income. Often it took the form of protection against acts of vandalism
and violence. ETA members regarded it as a ‘revolutionary tax’ imposed
on the wealth of the population. Nationalist arguments backed the levy:
‘Considering that all people from the Basque region have the legal and
moral responsibility to sustain the resistance against the oppressor [the
Spanish government], ETA forces the fulfilment of such responsibility [of
paying] in the same fashion that governments of independent states impose
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the payment of a tax upon their citizens.’27 According to the
documentation found in the Sokoa factory, the total inflow generated by
extortion between 1980 and 1986 was a staggering 1.2 billion pesetas ($12
million). Financial contributions from militants and sympathisers added to
the income. The accounts found at Sokoa, for example, showed a 5 per
cent tax levied on the salaries of Basque nationals working abroad,
especially in France, which was collected through the Basque committee
for refugees. No inflows from foreign countries were recorded. Aid from
the Soviet Union, its East European allies and the PLO was limited to the
supply of arms and training, and therefore difficult to quantify in terms of
cash. ETA’s strong links with the Spanish Communist Party served logistical
and tactical purposes rather than as a source of income.28 ETA
predominantly supported itself. From 1978 to 1997, its average yearly
inflow was above 400 million pesetas ($4 million).29

The consequences of ETA’s self-financing activities in the Basque
countries were disastrous for the local economy. The Basque population
represented a small minority in Spain. In the early 1980s there were about
1.5 million Basques living in Spain and 200,000 in France, while the total
population of Spain was 37 million. Francisco Franco’s30 policy of relocation
had generated massive flows of immigrants from the poorest parts of Spain
to the Basque region, tilting the region’s ethnic balance. Immigrants were
attracted by the industrial wealth of the region; steel mills, mines and
shipyards were a magnet for anyone willing to work. In the 1960s, before
the outbreak of terror, industry was booming in the area. The average
income of the Basque region was at a par with that of the Benelux countries
and personal income was the highest in Spain (in Bilbao it was about 40
per cent higher than in the rest of the country). This economic prosperity
was shattered by the campaign of terror mounted by ETA to finance its
armed struggle against Madrid. Paradoxically, ETA’s nationalist dream
depleted resources, impoverished the region and drove away wealthy
patriots. Factories closed. Basque industrialists fled in fear of ETA’s
fundraising methods: kidnapping, beating, extortion, bank robberies,
higher and higher revolutionary taxes. ‘What’s keeping me here?’ a
businessman asked author Claire Sterling during her research on ETA. ‘My
brother’s wife and child were held at gunpoint until he cleared out his bank
balance for ETA; now he is gone. My uncle got sick of paying through the
nose month after month, so he is gone. I am sick of paying through the
nose; and what’s more, I have no intention of forcing my five kids to learn
a false history in school or speak a dead language that does not even have
a written alphabet. So you can assume that the next time you come, I will
be gone.’31
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This exodus of wealthy people forced ETA to look outside the region to
finance its fight. In 1985, militants’ monthly salaries were expressed in
French francs, confirming that ETA had shifted its activities across the
border. During the same year, 65 per cent of the expenditures were also
recorded in French francs, indicating that more money had been spent in
France. From 1985 onwards most of the yearly outflows of ETA were
recorded in French francs. The change of currency is a strong indication that
the organisation had to move to the French side of the Basque region to
raise money.

As far as expenditures were concerned, cash availability was paramount
in determining ETA salaries. Average yearly outflow in the 1980s and 1990s
was 600,000 French francs ($120,000)32 equivalent to only 10 per cent of
ETA’s total outflows.33 On average, in the 1990s, ETA paid a salary of 1,200
French francs ($240) per married person plus 200 French francs ($40) per
child, while young, single people received 700 French francs ($140). These
wages were considerably lower than the average monthly salary in Spain
(the average per capita GDP per month in Spain was 5,400 French francs,
about $1,080). The group paid minimal subsistence salaries to its members,
forcing them to rely on the help of sympathisers and supporters or on
financial aid from their own families. Priority was given to strategic
expenses: the purchase of arms and explosives and the establishment of
safe hideouts.

Disbursements to militants abroad were also conditioned by cash flows.
Payments were arranged in various ways. For instance, ETA paid its members
in Nicaragua (who had been sent to help the Sandinistas) via Larreàtegui
Cuadra, a Basque gang. Banknotes were hidden between the pages of
magazines and sent by post. In Nicaragua, ETA salaries were $20 a month
until 1989 rising to $100 after the payment of the ransom of Emiliano
Revilla, a businessman kidnapped in 1988, which brought in an estimated
1,200–1,500 million pesetas ($12–15 million). Other outflows were
represented by domestic political infrastructure, international aid to other
armed organisations such as the Sandinistas (34 per cent) and operational
expenditures (57 per cent), which included purchase of arms and explosives
and financial support for members in prisons. The average yearly total
expenditures of ETA from 1978 to 1997 ranged from 300 to 400 million
pesetas ($3–4 million), a figure slightly lower than total revenues.34

The discovery of the accountancy structure of ETA unveiled the existence
of a basic economy centred on terror, similar to a war economy. ETA’s self-
financing was based on a variation of the model of the ‘predatory war
economy’, where ‘armed groups relate to local population and economic
resources through violence [and] predation . . . While efficient as a short-
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term survival scheme, this type of political economy results in the
progressive exhaustion of resources and diminishing political support . . .
This war economy has a dramatic impact on populations resulting in
massive displacement, destitution and death.’35

As happens in wartime, exploitation of the legitimate economy was not
only allowed, it was actively encouraged. Indeed, the mainstream economy
represented the sole source of sustenance. Therefore, while the legitimate
economy was depleted, there was no redistribution of wealth in the region.
Money spent on arms and ammunition left the monetary circuit of the
Basque region instead of creating new wealth. As a result, the population
was impoverished. ‘After terrorism became endemic to the region, fears of
violence, extortion and kidnapping by ETA separatists were responsible,
on average, for a 10 per cent drop in the area’s per capita GDP.’36 ETA’s
parasitic drain of resources could not last forever. Eventually the
organisation had to move on to another region to generate income. 

There is no denying that the economic and financial haemorrhage caused
by terror economies can lead to the collapse of the legitimate economy.
Nevertheless, the population may not experience the full impact of such
an event. In certain circumstances the terror economy simply takes over the
mainstream economy. When this occurs, the legitimate economy becomes
progressively dependent on the terror economy. This happened in Lebanon
during the civil war. In 1982, while Israeli troops were besieging Beirut,
Arafat took refuge inside the vault of the Banque Nationale de Paris, one
of the international banks that managed the PLO deposits. From there he
transferred all the PLO accounts out of Lebanon to other Arab banks. The
amount of cash withdrawn was so great that it accelerated the collapse of
the Lebanese pound.37 By 1984, when the PLO and the Palestinians were
forced out of Lebanon, the Lebanese pound had suffered a massive
devaluation reaching 270 to $1.

THE BIRTH OF NARCO-TERRORISM

At dawn on 10 March 1984, Colombian police helicopters appeared in the
sky near the river Yari, about 700 miles south of Bogota. They landed on
the riverbank and opened their bellies. A commando unit of elite anti-
terrorist agents leapt out, quickly moving to attack a complex of buildings
which was believed to be a hideout for local drug barons. As they advanced
towards the target, the men were ambushed by heavy gunfire from the
jungle surrounding the clearing. It took them two hours to reach the
compound and take control. Inside, they found 13.8 tons of cocaine with
a street value of about $1.2 billion.38
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The operation was successful in many respects. It destroyed an important
drug base in the jungle, it inflicted huge financial losses on the drug barons
and, more importantly, unveiled a dangerous liaison between the FARC
and the buoyant Colombian drug business. Investigators soon learned that
the gunfire directed against the police at Yari had come from a commando
unit of 100 FARC men. Documents found inside the buildings confirmed
that the FARC was providing drug barons with armed protection. 

The alliance of terrorism and drugs is a recent and deadly phenomenon.
Until 1980, the FARC and M19 (Movimiento 19 Abril) were struggling to
survive on income from armed robbery and the kidnapping of local
businessmen. The number of their followers had dropped to 200, a handful
of hard-core militants; recruitment was at a standstill because there was no
cash for salaries, and the leaders of the two organisations feared their
demise. However, they soon learned that in the vast jungle of Colombia
there was an immense source of wealth waiting to be tapped. In 1981,
Colombia produced 2,500 metric tons of coca leaf;39 by 1986 this figure,
fuelled by North America’s insatiable appetite for drugs, had risen to a
staggering 13,000 metric tons.40 In the mid-1980s, the drug economy
contributed $5 billion a year in cash to the Colombian balance of
payments.41 Revenues from cocaine exports well exceeded revenues from
coffee and cut flowers, the country’s other two largest foreign exchange
earners. The bulk of the drugs business was under the control of a handful
of men running powerful cartels. In 1981 the FARC and M19 struck a deal
with the Colombian drug mafia: they would provide armed protection
against the army in exchange for a share in the coca profits. 

The FARC levied a 10 per cent protection tax on all coca growers in areas
under its control, which alone netted a monthly income of $3.3 million.42

By 1984, the FARC and M19 earned $150 million a year from the business
of protecting drug smugglers and traffickers. A large percentage of the
profits was spent on recruitment, so that by 1988 both groups commanded
a combined militia of 10,000 people, large enough to be feared by members
of the government.43 Another percentage was used to bribe top politicians
to ensure that entire areas of Colombia came under rebel control, regions
into which the regular Colombian army could no longer venture. In the
grip of the FARC and M19, the economy of these territories was quickly
reduced to drug production and its armed defence. Coca was the single
export and source of foreign exchange or income. Business became either
ancillary to it or an indirect beneficiary of its profits. 

As the alliance between the drug barons, FARC and M19 was
consolidated, the narco-terror business expanded and partnership was
extended to fourth parties. A deal was struck with the Cuban authorities
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whereby Colombian vessels could use Cuban ports as a stopover for the
shipment of drugs to the US. In exchange, Cuba received as much as
$500,000 in cash for each vessel and the right to sell the Colombians arms
for the FARC and M19.44 The dynamics of the operation were explained by
David Perez, an American drug dealer, at his trial in Miami in 1983. The
Colombian cargo left Colombia bearing its own flag. When it entered
international waters, however, it hoisted Cuban colours and radioed Cuba
with an estimated time of arrival. Once in Cuban waters, several small boats
sailed to the ship. The drugs were loaded onto these boats and smuggled
to Florida. Often this procedure resulted in barter deals whereby drugs were
exchanged for arms. Profits for the Cubans varied from cargo to cargo,
depending on the type of drugs; for example a $10 per pound tax was levied
on each cargo of marijuana. For a vessel of methaqualone (known in the
US as Mandrax), Havana received a third of the profits.45 In the 1980s,
Castro’s regime netted an annual $200 million in foreign currency from
the Colombian drugs and arms smuggling businesses alone.

Domestically, the impact of the Colombian narco-terrorist economy has
been tragic. Widespread political corruption, coupled with assassinations,
curtailed any serious effort to fight the narco-traffickers. The massive
amount of hard cash generated by the cocaine trade tilted the country’s
balance of payment into surplus and inevitably sustained business growth.
As the drug barons’ rivers of cash flowed into the economy, it became more
and more difficult to attack them as criminals. In the mid-1980s, President
Betancour46 attempted to fight back, only to be faced with the drug barons’
threat to close down 1,800 businesses and assemble an army of 18,000
people.47 The weakness of the Colombian government in dealing with the
phenomenon of narco-terror is underlined by its unsuccessful attempts to
negotiate a peace treaty with the FARC, a desperate gesture which stresses
the power this group has attained. 

The extraordinary growth of the Colombian drug cartel affected not just
the home front, but also produced a serious spillover into neighbouring
countries. In Peru, as we saw in chapter 2, Sendero Luminoso was able to
gain strength and eventually control large regions by mediating between
local coca growers and Colombian drug traffickers. It also affected the
United States: in the mid-1980s, the Colombian drug smuggling trade
contributed about $15 billion a year to the economy of Florida. This huge
injection of cash was mostly generated by the laundering of drug money,48

money that inevitably corrupted Florida’s financial establishment. Cash-
hungry banks welcomed highly liquid businesses and did not ask awkward
questions. They were legally required to report deposits of over $10,000 in
cash, but seldom did so, silently recycling the money.49
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ODD ALLIANCES

Armed groups’ buoyant economies inevitably have an impact on their
neighbours. In exceptional circumstances, as in the case of the PLO and
Israel before 1987, they can even create a symbiotic relationship. In the
summer of 1987, a young Palestinian man with a suitcase approached the
Allenby Bridge, the transit point between Israel and Jordan. The Israeli
patrol stopped him and asked to search the suitcase. Without hesitation,
the man opened it. Inside there was $999,000 in cash, in US-denominated
banknotes. The man was taken into custody and the border patrol
contacted their superiors to ask what to do. Eventually Adi Amorai, the
Israeli deputy finance minister, consulted Shmuel Goren, the coordinator
of activities in the occupied territories of Gaza and the West Bank. Goren
suspected that the money was destined to support the Palestinian
infrastructure in the occupied territories, for the payment of teachers’ and
nurses’ salaries, rather than to purchase arms. Amorai was of the same
opinion, since covert funds were shipped by the PLO discreetly, via bank
accounts and financial channels, not across the Allenby Bridge in a suitcase.
Amorai was also concerned about the stagnant Israeli economy and rising
inflation, then running at 40 per cent. He knew that the Palestinian courier
needed to convert the dollars into Israeli shekels and that injections of
hard currency were much needed by Israel’s economy. In addition, he was
certain that a large proportion of the money would be spent in Israel.
Therefore, he decided to let the Palestinian proceed with the delivery.50

The strange symbiosis between the PLO and Israel is part of the financial
cost sustained by Israel for its occupation of the Gaza Strip and the West
Bank. It also outlines the economic power of the PLO, an armed
organisation that through the years has survived and prospered exclusively
in a war economy and through foreign contributions. The key to the
success of its leadership rests on its remarkable ability to tap into alternative
sources of growth. An economic parasite, the PLO has moved from the
depletion of one resource to another, landmarks in the Palestinian diaspora.
Perhaps the best example of its leaders’ skill is the carving up of the
Lebanese economy.

THE LEBANESE ECONOMY AND THE PLO

In 1970, King Hussein expelled the PLO from Jordan as he feared an attempt
to take over his country. The organisation resettled in Lebanon, where it
immediately forged an alliance with the Lebanese National Movement
(LNM). The LNM wanted to transform Lebanon into a pure Arab state, a
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goal that fully complemented Arafat’s hidden agenda. While politically
backing the LNM and its fight against the Christian militia, the PLO
concentrated on penetrating the Lebanese economy. ‘The road to Palestine
passes through Lebanon’ was Abu Iyad’s favourite slogan.51 Lebanon, like
Jordan before it, was a vehicle for a victorious return to the homeland. And
in Lebanon, as in Jordan, Arafat and his followers’ ultimate goal was
twofold: to free themselves from dependence on Arab countries and to
guarantee a steady flow of money to maintain the PLO. Since the early
1960s, Arafat had been attempting to break away from state sponsorship,
which he despised. His armed organisation, al-Fatah, was created by the
secret services of Egypt and Syria. They had supplied funds, arms and
training. However, it was apparent to Arafat that al-Fatah was no more than
an instrument in the hands of its sponsors and that they would not hesitate
to withdraw their support the moment it ceased to be useful to their own
domestic politics. It was to avoid this scenario that Arafat joined the PLO
coalition and later took control of it, turning the organisation into the de
facto political and economic government of the Palestinian people.

In Lebanon, the first step towards economic independence was to
establish territorial control. Ports and strategic regions such as the southern
Bekaa valley were targeted by the PLO’s military apparatus. The ports of
Tyre and Sidon, for example, were attacked and occupied by PLO
commandos. Arafat then appointed Asmi Zarir, a former Jordanian army
officer, as commander of the Tyre region. The second step was to replace
regional and local authorities with the PLO’s own institutions. The same
strategy was carried out in the refugee camps situated around the capital.
The Lebanese authorities appointed to administer them were progressively
replaced with PLO officials. In Beirut, the Fakhani section where the
headquarters of both the PLO and al-Fatah were located was also under
PLO jurisdiction. These enclaves soon became ‘no-go’ areas for the Lebanese
police, who were unable to enter them without engaging in armed clashes.
In some areas, the PLO forged alliances with other armed organisations. The
port of Tripoli, for example, was managed in conjunction with al-Tauchid
(Islamic Unification), the Sunni militia headed by Sheikh Sa’id Sha’aban.

Territorial control gave the PLO leadership the power to levy taxes.52

These took various forms, ranging from protection fees, similar to those
levied by ETA, to import–export duties. Interestingly, smuggled items
commanded higher fees. Among other tasks, Asmi Zarir collected taxes for
the PLO on goods passing through the ports of Tyre and Sidon. Zarir soon
realised the advantages of entering the smuggling business and set up a
joint venture with the Tyre fishing association whereby profits were split
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between the PLO and the smugglers. Between them they monitored the
movement of goods to and from the region.53

The third step was the maximisation of the exploitation of resources,
which included illegal and criminal businesses. Illegal activities ranged
from petty theft to drug smuggling. Bank robbery was so widespread in
Lebanon that all major banks were forced to move their funds out of the
country. Even the Banque du Liban, the central bank, shipped its assets
abroad, keeping only funds necessary for daily transactions. But apart from
the successful looting of the British Bank of the Middle East in 1976, bank
robbery was not the most profitable source of income for armed groups.
Looting of national properties proved to be more lucrative. During the civil
war the Christian Phalange looted the port of Beirut, collecting $715
million in goods, which they sold mostly to Iraq.54 Smuggling of drugs
was also a highly profitable business. Lebanon was a major processing area
for hard drugs from Asia, while the Bekaa valley was a large producer of
hashish. Extending over 4,280 square kilometres east of Lebanon, the valley
borders Syria to the east and Israel to the south. When the PLO gained
control of the southern part of the valley, Arafat negotiated an agreement
with the growers and smugglers. In exchange for a promise not to interfere
with the drug trade, the PLO was allowed to levy a tax of 10 per cent on
the whole business, estimated at $1.5 billion, netting about $150 million
per year. According to Neil Livingstone and David Halevy, co-authors of
Inside the PLO, other forces received a cut of the business, among them
Crown Prince Hassan of Jordan, Rifat, brother of Hafez el-Assad of Syria
and the Maronite Christian clan headed by Bashir Gemayal, all fierce
enemies of the PLO. The loose commercial association with them, however,
did not bother Arafat.55

When civil war broke out in Lebanon, the Bekaa valley became the
playground of warlords and armed groups. The 40,000 Syrian soldiers and
myriad terror groups engaged in the civil war used it as their gateway to
Lebanon. Fruit and vegetable plantations were quickly replaced by fields of
cannabis, a crop whose high return was used to finance the various armed
organisations. Drug production spread from the north to the south and by
the beginning of 1981 the Beirut–Damascus highway was surrounded by
fields of cannabis. Estimated production figures for the early 1980s ranged
from 700 to 2,000 metric tons. Facilitated by the decline in policing in
Lebanon, drug smuggling boomed, pushing annual foreign exchange
earnings well above $10 billion. Since the PLO controlled many of the
major drug routes, it naturally collected a considerable share of this figure
in road taxes. Arafat’s involvement with the drug trade continued well after
his deportation from Lebanon. In 1983, for example, members of the PLO
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were reported to have sold 4.3 tons of ‘Lebanese Gold’, a top quality
hashish, to British dealers, who loaded it onto their boats to smuggle to
Europe. The street value of the hashish was $12 million.56

In Lebanon the PLO founded and consolidated its economic and
financial empire, gaining independence from Arab sponsors. Gone were
the humiliations of the early days, when the PLO leadership had to tour
Arab countries begging for financial help. Gone was the image of an
organisation without real structure, surviving on a day-to-day basis. By the
time the PLO left Lebanon, it was a financial giant managing the wealth
of a nation in exile. A few statistics give an idea of the amount of money
the PLO commanded. In 1982, a few days before the fall of Beirut to the
Israeli army, $400 million was withdrawn from Lebanese banks and moved
to Switzerland and other Arab countries. Soon after, Arafat paid $2.4 million
in cash for the boats that made the Tripoli exodus possible. He rewarded
every captain and sailor who successfully completed the journey with
$5,000 and $3,000 in cash, respectively. The 55-day battle of Tripoli57 cost
$26 million, of which about $580,000 came from PLO bank accounts in
cash every day.58

The Israeli invasion of Lebanon did not destroy the financial expertise
and complex structure of the PLO; it only dismantled a part of its economic
infrastructure, which was soon rebuilt in the Arab countries that hosted
Palestinians. In the 1980s the PLO continued to prosper independently of
its Arab sponsors. The 1988 ‘overt’ budget shows total revenues at $674.5
million, of which direct contributions from Arab states amounted to $216
million. Total expenditures were $395 million, leaving an ‘overt’ surplus of
$280 million, more than the direct contribution of Arab states.59 These
figures do not include the Chairman’s Secret Fund.60 Clearly, the PLO had
managed to become self-sufficient. 

THE IRAN–CONTRA AFFAIR

The PLO’s exploitation of the Lebanese economy turned that country into
an ideal breeding ground for armed groups. The progressive weakening of
the state provided the necessary resources for many armed organisations
seeking economic independence, an achievement that gave them a new
status. Iran, the newly formed Islamic state, eager to get involved in the
business of sponsoring terrorism in the Middle East, offered financial
support to some of these groups. In the early 1980s, Islamic Jihad managed
to establish control over parts of Lebanon and embarked on a vicious
kidnapping campaign with Teheran’s full economic backing. This alliance
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led to the biggest scandal in postwar America since Watergate: the
Iran–Contra affair (discussed in chapter 2). 

In 1986, the American public were shocked to learn the details of the
scandal. Not only had the US broken its own embargo on the sale of arms
to Iran, it had profiteered from it and used the revenues to finance the
covert operations of the Contras in Nicaragua and El Salvador. As the details
of the Iran–Contra affair unfolded, it became apparent that the US had
been taken to ransom as early as 1979 by the Iranian government. To free
the hostages in Teheran, the administration had secretly released the funds
frozen in the US at the outbreak of the Iranian revolution and most of the
$3.5 billion in property held by the Shah in the US.61 In the mid-1980s,
unable to get to grips with the hostage situation in Lebanon, the
administration had turned to Iran to act as mediator with the Islamic Jihad,
the armed group that held the US hostages captive in Beirut. Following an
agreement between the two governments, the CIA shipped $12 million of
Defense Department weapons to Iran via Israel from January to September
1986, including TOW anti-tank missiles. Israel acted as a broker during the
entire operation. Given the level of mistrust between Iran and Israel,
though, an Iranian middleman, Manucher Ghorbanifar, was brought in to
secure the help of Saudi Arabia. Saudi businessman Adnan Khashoggi
provided a bridging loan of $5 million as guarantee for the Israelis that the
Iranians would honour the contract.62 With the knowledge of the Iranians,
the Israelis sold the arms to Iran at a premium ranging from $10 million
to $30 million above their actual cost and pocketed the profit. The CIA
received $12 million plus the cost from the Iranian sale. The extra funds
were transferred to a Swiss account nominated by Oliver North. The
account was controlled by the Contras.63

One outcome of the PLO’s long fight for economic independence was
the disintegration of the state monopoly on the sponsorship of armed
groups. In the international political arena, new, self-financed armed groups
were formed, new alliances forged, new fronts opened, new sponsors
involved. Terror was no longer the exclusive domain of the superpowers and
their close allies; it had become an autonomous business.
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‘Fifty thousand people or perhaps eighty thousand people might
have been killed during the war in Timor . . . It was war. Then 

what is the big fuss?’
Adam Malik, Indonesian foreign minister 

during a press conference in Jakarta

I met Akmed, a Palestinian student who was studying engineering in West
Germany, in 1978. We were both stranded in Istanbul during the violent
demonstrations against the regime of Bülent Ecevit.1 Unable to go outside,
we spent hours in the cafeteria of the youth hostel discussing politics.
During one of our conversations, Akmed admitted that a few months earlier
he had travelled to Lebanon with the intention of joining the PLO. Like
many students in the West who had come of age during the anti-Vietnam
era, he had a romantic and idealistic image of the PLO. For Akmed the
fedayeen were freedom fighters, courageous and honourable warriors
struggling to reconquer Palestine. It was to answer their call to arms, he
explained, that he had abandoned his studies and headed for Beirut. 

But as soon as he arrived there, Akmed was submerged in a surreal world
of violence. ‘When I got to Beirut,’ he told me, 

I was shocked by the militarisation of the society. The city is divided
into war zones, with roadblocks and militia patrolling the boundaries.
Behind a façade of normality, a strong undercurrent of violence prevails.
War is so deeply intertwined with life that violence seems the sole
possible reality. People’s identity is defined exclusively by their role in the
fight. The fedayeen are the core of Muslim society. A cluster of people:
mothers, fathers, spouses, children, surround them – mere human acces-
sories of the Arab warriors. In Beirut you are no one unless you belong
to an armed group.

When Akmed went to visit some relatives in East Beirut, a fedayeen
arrived a few minutes later. ‘He was a tall, lean man with an M16 rifle slung

47
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on his shoulder,’ Akmed described. ‘My uncle introduced him as the
commander of their street. He shook my hand and immediately recruited
me.’ That evening Akmed was handed a PLO membership card. Two days
later, while visiting other relatives a few streets away, he was stopped by
three armed men. After enquiring about his origins, they invited him to join
their group. When he explained that he had already been recruited, they
held him at gunpoint and frisked him. Eventually, they found his
membership card and let him go. Two months later, at a loss in this surreal
society, Akmed returned to Germany.

Akmed was one of the many Palestinian students scattered around
European and North American university campuses who, in the late 1970s,
answered the call of the fedayeen. This army of young intellectuals poured
into Lebanon, intrigued and seduced by the successes of the PLO. Under
the rule of Arafat, a man who actively sought independence from state
sponsorship, the PLO was consolidating its grip on the Lebanese economy
while working towards the constitution of a Palestinian state. By flocking
to Lebanon, the students were also making a strong statement against what
they saw as the superpowers’ dirty game of state-sponsored terrorism. To
many, victory over the US warriors of the Cold War seemed not only
feasible, but also imminent.

As soon as the students arrived in Lebanon, PLO commanders rushed to
recruit them. Recruitment was of paramount importance because Arafat
allocated funds according to the number of members controlled by the
commander of each of the various groups. Recruitment was the engine of
the PLO war machine and money its fuel. Members received a monthly
salary ranging from 700 to 1,000 Lebanese pounds, equivalent to the
average wage of a local agricultural worker. If they were married, their wives
and children below the age of 16 were also granted monthly stipends of 650
and 25 Lebanese pounds respectively. At the age of 16, boys were expected
to join the PLO, at a starting salary of 650 Lebanese pounds.2 To fund such
an army the PLO had to build a strong financial and economic base. 

On the financial side, as discussed in chapter 3, most of the money
generated from illegal or criminal activities was cleverly invested abroad
to produce income. Although it is difficult to estimate the size of its
financial empire, the extent of the PLO’s portfolio can be appreciated thanks
to the discoveries of a hacker who broke into the PLO computer system in
1999. The hacker found documentation for $8 billion held in accounts in
New York, Geneva and Zurich. Smaller accounts were located in North
Africa, Europe and Asia. From downloaded records it transpired that the
PLO also owned shares in the Tokyo and Paris stock exchanges, and real
estate in expensive areas in London, Paris and other European capitals. The
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hacker unveiled a list of companies that fronted for the PLO in international
financial markets. He also discovered stock held in Mercedes-Benz, shares
in the national airlines of Guinea-Bissau and the Maldive Islands and several
other financial holdings totalling about $50 billion.3

Funds were also used to lay the foundations of a legitimate Palestinian
economy. In 1970 in Jordan, the PLO established the Palestine Martyrs
Work Society, better known as Samed. Originally, Samed had the task of
providing vocational training to Palestinian orphans. However, when the
PLO was ousted from Jordan and relocated in Lebanon, Samed was
reorganised. As we shall see in chapter 5, Samed was instrumental in
creating the economic infrastructure of the future Palestinian state. Under
the direct supervision of Arafat, Samed channelled the work force of the
refugee camps towards the creation of a solid social and industrial
infrastructure. Its ultimate goal was to make the Palestinians self-sufficient
and the PLO independent of donations from Arab countries. The success
of this initiative was extraordinary. By 1982, Samed controlled 35 factories
in Lebanon and five in Syria and owned several businesses abroad,
exporting regularly to East European and Arab countries. The same year, its
turnover was estimated at $45 million.4 Economic growth was also
sustained by a 5 per cent tax levied on all Palestinians working in Arab
countries. According to the CIA, by 1999 the PLO had accumulated between
$8 billion and $14 billion in assets from this tax alone.5

SUHARTO’S COUP IN INDONESIA

The privatisation of political violence was aimed primarily at escaping the
restrictions imposed by sponsors as a form of economic dependency. State
sponsorship limited the scope of the armed struggle to the maintenance of
the Cold War status quo and, therefore, disregarded the right of self-
determination of nations. Alejandro Reuss reports Henry Kissinger’s
memorable remark on the political situation in Chile: ‘I do not see why
we have to stand by and watch a country go communist due to the
irresponsibility of its own people.’6 The USSR had a similar approach, using
the various armed groups in the Middle East as pawns in a chess game with
the US. Arafat grasped this reality very early on and concentrated on making
the PLO financially independent; for him the road to Jerusalem did not go
through Moscow; it ran straight through Zurich’s Bahnhofstrasse. 

What is the difference between self-financed armed struggles and state-
sponsored war by proxy? In the latter, a foreign power decides which
political, nationalist or insurgent group to support, as in the creation of
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the Contras by the CIA, described in chapter 2. In the privatisation of
political violence model, on the other hand, the armed group develops its
own strategy, sets its goals and targets a sector of society for support; that
is, it has a popular constituency rather than a state as backer. Naturally,
this model depends on the ability of the group to generate enough money
to underwrite the armed struggle.

Ultimately, foreign sponsorship of armed or insurgent groups7 tended
to safeguard Western economic interests in developing countries to the
detriment of the local population. This is what happened in Indonesia. In
the 1950s and early 1960s, the US and its Western allies became increasingly
concerned with the regime of President Sukarno. In 1964 the US
ambassador to Malaysia summarised these fears in a cable to Washington:
‘Our difficulties in Indonesia stem basically from deliberate, positive GOI
[Government of Indonesia] strategy of seeking to push Britain and the US
out of Southeast Asia.’8 Western powers disapproved of Sukarno’s decision
to join the non-aligned movement and adopt a militant anti-Western
stance. In particular, the West dreaded the rise of the Communist Party of
Indonesia, the Partai Kumunis Indonesia (PKI), the largest Asian left-wing
party outside the Eastern Bloc and China. These fears mounted when
Sukarno got involved in an anti-colonial confrontation with the
Netherlands over the status of Papua New Guinea. At that point it became
clear to the US administration that some action had to be taken to defend
Western economic interests (Indonesia being rich in natural resources,
particularly petroleum). 

A US report stressed that Sukarno was pursuing ‘wrong priorities’. 

The government occupies a dominant position in basic industry, public
utilities, internal transportation and communication … It is probable
that private ownership will disappear and may be succeeded by some
form of production-profit-sharing contract arrangements to be applied
to all foreign investment ... Indonesia’s objective is to ‘stand on their
own feet’ in developing their economy, free from foreign, especially
Western influence.9

Against this backdrop, the US administration decided to strengthen Western
influence in the region by supporting the army with a programme of
military assistance. Financial aid and training in the US were offered to
Indonesian officers.10 The decision to promote the military as a leading
political force bore fruit in October 1965 when Sukarno was ousted in a
violent coup led by General Suharto. In the following six months the PKI
was exterminated and as many as one million people died. A dictatorial
regime took over the archipelago. 
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The new regime abandoned Sukarno’s non-aligned, anti-colonial policy
and opened the doors to Western investment. Corporations flocked to what
was described as an investors’ paradise.11 In exchange, Suharto received
financial and military aid and a free hand in the pursuit of an aggressive
expansionist policy in the region. In December 1975, Indonesia invaded the
former Portuguese colony of East Timor, then in the process of
decolonisation.12 The United States and Australia condoned the invasion.
Australian ambassador Richard Woolcott even recommended a ‘pragmatic
course of Kissingerian realism’, in other words, an invasion in the style of
the CIA-sponsored coup that brought General Pinochet to power in Chile.
It was Woolcott’s opinion that, rather than an independent state, an
Indonesian-controlled East Timor would provide a better opportunity for
the West to exploit the country’s rich oil resources.13 Australia would,
therefore, be assured of the right to explore and exploit the oil and gas
fields in the Timor Sea, the stretch of water that separates East Timor and
Australia.14

Two days after the invasion, the Revolutionary Front for the
Independence of East Timor (Fretelin) broadcast the unfolding tragedy in
a desperate radio appeal. ‘The Indonesian forces are killing indiscriminately.
Women and children are being shot in the streets. We are all going to be
killed. I repeat, we are all going to be killed … This is an appeal for
international help.’15 A few days later, the UN passed a resolution which
strongly condemned the invasion and called for urgent action to protect
the territorial integrity of Portuguese Timor and its population’s right to
self-determination. Yet no action was taken. Seventy-two countries rejected
the decision to condemn Indonesia for violating the UN Charter, only ten
voted against the aggression of the Suharto regime while 43, including the
US, the UK and most of Western Europe, abstained.

Although heavily armed and financed by the Carter administration and
its Western allies, Indonesia none the less had to struggle for several years
to gain control of East Timor. To win the island, the army committed
appalling atrocities. By the end of 1979, about a third of the entire
population of East Timor had lost their lives in the conflict. US bombers and
counter-insurgency aircraft supplied by the Western champion of human
rights and future Nobel Peace Prize winner, President Carter, helped Suharto
to take control of the island.16 A few die-hard members of Fretelin, however,
refused to give up the fight. They regrouped using guerrilla tactics and
continued to fight the occupying forces. Suharto’s regime of terror,
meanwhile, greatly benefited from Western generosity ($3.15 billion in
1987 and $4.01 billion in 1988). Western leaders even showered the general
with praise and declared him ‘our kind of guy’. 
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In some of the frontier regions of the Cold War, armed groups fought in
total isolation, waging war by proxy for the two superpowers. With the
exception of Cuba in Latin America, the superpowers’ policy of sponsor-
ship promoted fragmentation, with each group fighting only and
exclusively its opponent. Thus the Fretelin’s desperate appeal remained
unanswered by the Asian armed organisations. It was only in the 1980s,
during the anti-Soviet Jihad, that would-be warriors started migrating to
join a multi-ethnic Muslim army. As discussed in chapter 9, this was a by-
product of the economic self-sufficiency of armed groups. Before then,
cooperation among them was limited to arms purchases and the exchange
of information.

THE INTERNATIONALISATION OF ARMED GROUPS

Attempts to forge strategic alliances among armed organisations date back
to the early 1970s. In Lebanon in 1972, George Habash hosted one of the
first international summits to form a common front against Zionism and
Western imperialism.17 Representatives came from the Japanese Red Army,
the Iranian Liberation Front, the IRA, the Bader-Meinhof and the Turkish
Revolutionary People’s Liberation Front.18 The participants agreed to set
up an international network which included economic and financial
cooperation, the exchange of intelligence, sharing safe houses, joint
training programmes and arms purchases. 

Partnership in arms dealings and smuggling was particularly popular;
given that it was one of the major activities of armed groups, joint ventures
in this field soon blossomed. In 1994, I interviewed a former member of the
Red Brigades who had a passion for sailboats. He admitted that his maritime
expertise had come in very handy in the late 1970s and early 1980s when
his beautiful 50-foot yacht was used to smuggle arms and ammunition.
His last journey was particularly memorable. He sailed to Lebanon with
one of the leaders of the Red Brigades. ‘It was late summer and the sea was
warm and friendly,’ he told me. ‘As usual, the Mediterranean was packed
with boats and yachts; no one paid attention to us, two holidaymakers on
a sailboat.’19 The crossing was smooth and pleasant. When they finally
entered Lebanese waters, a delegation of PLO members met and escorted
them to a fishing village. There, they were welcomed by a group of
fedayeen. At dawn, after arms and ammunition had been loaded onto the
boat, they sailed back. Eventually, the cargo was divided among the Red
Brigades, the IRA and the separatist Sardinian group, Barbagia Rossa. In
another similar journey, Mario Moretti, the leader of the Red Brigades,
brought back machine guns, heavy Energa anti-tank mines, grenades, SAM
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7 Strela missiles, etc. These weapons were shared with the IRA, ETA and
German underground groups.20 Due to the geographical position of Italy,
with its 7,600 kilometres of coastline and its proximity to the Middle East,
it was easy for Italian armed groups to play the role of courier to and from
the Middle East.

In the 1970s, civil war turned Lebanon into the hub of the international
illegal arms market and the Palestinians into its main brokers and dealers.
Weapons were smuggled in and out of Lebanon’s spectacular Mediterranean
coastline using ingenious techniques, for example, by exploiting tides and
currents. This is an unusual method that the PLO continues to use to supply
the occupied territories with arms. In the spring of 2002, a group of children
playing on the Gaza beach found a black-painted oil barrel on the shore.
On opening it, they discovered that it contained grenades, Kalashnikov
rifles and mortar shells. Apparently, about 25–30 miles off the coast of
Gaza, there is a natural pool, known as al-birkah, where the currents
converge to head towards the Gaza beaches. ‘The currents of the sea are
like the roads in the desert,’ an informer told journalist Robert Fisk. ‘People
know the right time to drop stuff over the side of a ship, how long it will
take to reach Gaza – less than a week. These are professionals – they know
how to get the guns in.’21 Arms were even smuggled in using duty-free
shops. In 1985, front men for the PLO took over several duty-free shops in
Africa and used them to ship arms, explosives and ammunition. Trucks
carrying goods for the duty-free shops were used to cache the weapons.22

In the early 1980s, Patrizio Peci, the first pentito23 (repentant) from the
Red Brigades, linked the assassination of former Italian prime minister Aldo
Moro to the Palestinian arms trade. He confessed that the machine gun, a
Czechoslovakian Skorpion, used to kill Moro had been picked up in the
Middle East by Mario Moretti during one of his shopping trips to Lebanon.
Although Peci did not identify the source, it is very likely that the supplier
was the PFLP (Popular Front for the Liberation of Palestine). In the late
1970s and early 1980s, the PFLP was the main weapons broker for European
armed groups. The Italians handled most of the shipping. In 1979, the
police arrested Daniele Pifano, leader of Autonomia; at the time he was
carrying two Strela missiles. In court he insisted that he was simply doing
George Habash a favour; Habash had asked him to be his courier. The PFLP
not only confirmed this statement, but it asked for the missiles to be
returned as they were the property of Habash.24

The Palestine Resistance Movement in Western Europe had played a
similar role to that of the Cubans in Latin America. The Soviets provided
arms, ammunition, technical know-how and military and strategic training;
the Palestinians brokered these to European armed groups. ‘The USSR set
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up a chain of terrorist Do-It-Yourselfs across the Middle East,’ an Italian
magistrate explained to me, ‘and gave it to the Palestinians to manage.’25

This was a more subtle form of state sponsorship as compared to the direct
involvement of American soldiers in foreign countries.

Reducing economic dependence on sponsors necessitated a constant
sourcing of funds. ‘We were always short of cash,’ admitted a former
member of the Red Brigades. ‘Although we lived an extremely frugal
existence and did not need much to survive, we needed cash, a lot of it, to
finance our fight.’26 Leaders of armed organisations are in a permanent
state of anxiety about funding. A glance at some of the expense accounts
of the Red Brigades explains why. The estimated cost of a ‘regular’, full-
time member of the Red Brigades who had gone underground was about
$15,000 a year, including salary,27 rent, food, clothing and personal
weapons. Therefore, to run an organisation with as few as 500 regulars, the
Red Brigades needed to raise about $8 million a year. In the 1970s and
1980s, this figure rose in line with the high rate of inflation. On top of
running costs, the organisation had to provide for the extras: plane tickets,
special weapons purchases, the cost of sailing trips to the Middle East, high-
tech equipment, etc. Author Claire Sterling estimates that the cost of
running the Red Brigades alone was close to $10 million a year (equivalent
to $100,000 million today).28 The cost of running Italian armed groups as
a whole, inclusive of right- and left-wing groups, was at least three times
this figure.29

To generate and administer such a large amount of cash required a high
degree of professionalism and managerial skill. Only multi-million dollar
bank robberies and kidnap ransoms could provide such funding. Gone
were the days of the supermarket ‘expropriations’ of Curcio and
Franceschini, two of the founders of the Red Brigades.30 Armed
organisations like the Red Brigades had to be run along the lines of a
business corporation. No money was to be wasted. In the late 1970s, the
Red Brigades discovered that the banknotes of a kidnapping’s ransom had
all been stained with yellow ink and were therefore unusable. Unwilling to
give the money up, they washed it. ‘Three people spent days washing the
banknotes one by one and drying them with a hair dryer in a damp Milan
basement flat.’31

All expenses had to be accounted for, itemised and eventually checked
and double-checked by the organisation. When the police raided the
hideout in via Gradoli where Moro had been held captive, they found
receipts for 3,000 lire for petrol and 6,000 lire for marker pens and
stationery.32
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TERROR BUSINESS MAVERICKS

While sponsored by a state, armed groups had simply been the recipients
of funds and therefore had had the luxury of focusing exclusively on
fighting. Under the self-financing scheme, however, their first priority lay
in finding ways to support themselves. The new entrepreneurial tasks
changed the structure of armed groups and revolutionised the natural
selection of its leaders. Heads of armed organisations were now required to
display managerial and entrepreneurial skills; financial acumen became
more valued than military genius. Business mavericks appeared on the
scene. Some, like Arafat, used their talent to climb the greasy pole of large
armed organisations, while others, like Abu Nidal or Carlos the Jackal, put
their skills to work for themselves. For the latter the armed struggle was
just a business. According to several sources, Abu Nidal had no specific
knowledge of guerrilla warfare or terror tactics. Indeed, many people even
questioned his political motivation and his courage as a fighter, stopping
just short of calling him a coward. In May 1984, for example, while Nidal
was visiting Gaddafi in Tripoli, Libyan intelligence unveiled a plot by the
National Front for the Salvation of Libya to assassinate the Libyan leader.
The hideout of the rebels was attacked and a fierce gun battle ensued. Abu
Nidal was in a nearby villa waiting to leave for the airport. The shooting
sent him into a total panic. He began shouting to his right-hand man, Abd
al-Rahman Isa, to get him out of Libya. Apparently he relaxed only when
he was out of the country.33

The search for economic independence turned the armed struggle into
a multi-million dollar business and freedom fighters into entrepreneurs.
Abu Nidal, a man who not only managed to exploit Arab state sponsorship
to his own advantage, but also succeeded in ‘milking rich Arabs’ via
extortion, became the stereotype of the terror wheeler-dealer. From 1974
to 1991 he was hosted by Iraq, Syria and finally Libya. There, he received
financial and logistical support and a safe haven from which to launch his
attacks. His career started in the early 1970s. While residing in Baghdad as
the PLO’s representative, he succeeded in branching out and setting up his
own group. In exchange for his unconditional support of Saddam Hussein,
he received $4 million of al-Fatah assets from the Iraqis, about $15 million
of arms and a bonus of $5 million when the al-Fatah leadership sentenced
him to death.34

By skilfully playing one power against another, he proceeded to create
his own multinational of terror. According to the Iraqis, he made millions
acting as an intermediary between the Iraqi government and the armed
groups it supported. He brokered weapons and services. He also profiteered
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from wars in the Middle East. At the outbreak of the Iran–Iraq conflict, for
example, the Iraqis were ready to get rid of him and his organisation.
However, Nidal offered to carry out assassinations abroad for the Iraqis, to
maintain a secret channel of communication with Syria and to act as a
middleman in arms deals. Saddam welcomed the proposal and paid
handsomely for his services, allowing him to remain in Baghdad. 

Abu Nidal’s ability to exploit his sponsors to the full was renowned in the
Arab world. In the early 1980s he offered to supply Saddam Hussein with
Polish T72 tanks. The Iraqis paid $11 million as down payment, a sum that
Nidal immediately deposited in a Swiss bank account. Soon afterwards the
Iraqis decided that they did not need the tanks after all, they wanted to
strengthen their artillery instead. Abu Nidal could be of no help in this
matter. However, when he was asked to return the down payment he
ignored the request. Eventually, he was asked to leave Iraq.35 From Baghdad,
he went to Damascus where he continued to profit from the Iran–Iraq
conflict, mostly by selling arms to both sides. The supply came from East
European countries, especially Bulgaria. He bought weapons from state
corporations at cut-rate prices and sold them for high profits, often using
the Eastern Bloc as a refuge. His total profits from the Iraq–Iran war are
estimated at $280 million.36

While living in Syria, Nidal also extorted money from oil sheikhs and
the Gulf rulers. His tactics were simple: he sent his victims threatening
messages on tape. If they did not agree to pay, he sent another message
containing an explicit death threat. If this message remained unanswered,
Nidal took action, as he did with Sheikh Zayid bin Sultan, ruler of Abu
Dhabi. The sheikh was a generous supporter of the PLO and the Palestinian
cause, but he had never given money to Abu Nidal or any of his
organisations. When Nidal threatened him, Zayid refused to comply. On
23 September 1983, a Gulf Air Boeing 737 from Karachi to Dubai crashed
a few kilometres from the Abu Dhabi airport killing all passengers and crew.
A defector from the Arab Revolutionary Brigades, the fictional group that
claimed responsibility for the crash, confirmed that Abu Nidal had
masterminded the attack. A few months later, on 8 February 1984, the
ambassador of the United Arab Emirates was shot dead in Paris. On 25
October 1984, another diplomat from the United Arab Emirates was
assassinated in Rome. In both cases the Arab Revolutionary Brigades
claimed responsibility. Eventually, Sheikh Zayid gave in and agreed to pay
Abu Nidal $17 million.37

During the 1973–74 oil crisis, the Arab ruling class became conscious of
the power of their resources and developed a taste for economic supremacy,
as discussed in chapter 2. Money started to flow freely and some of it
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trickled down to Arab populations. Very few people were immune to the
seductive power of wealth, including members of the armed groups. Some
capitalised on the knowledge of arms and combat and became ‘guns for
hire’, selling their expert services to the highest bidder. 

At the end of the 1970s, after the second oil shock, monetarism and
deregulation swept through the West and shaped a new generation, the
children of Thatcherism and Reaganism, producing traders devoted exclu-
sively to the accumulation of wealth. At the same time, the Middle East
was taken over by a new breed of mercenaries, warriors who professed
loyalty to only one cause: money. Armed groups abandoned state spon-
sorship and financed themselves using market and business techniques. It
was the beginning of the Reaganomics of terror. 

GUNS FOR HIRE

In the summer of 1988, Ahmed Jibril, the leader of the Popular Front for
the Liberation of Palestine – General Command (PFLP-GC), realised that he
was nearly broke. Libya had just suspended its annual payment of $25
million and Jibril did not know how to support his followers, 400–600 Arab
fedayeen. Since the 1960s Jibril, a well-known figure among Arab leaders
of armed groups, had succeeded in selling his services to the major sponsors
of terrorism. For more than a decade he had been Moscow’s front man in
the Middle East, enjoying direct relations with the KGB, acting as a
mediator between the Kremlin and Syria, brokering Soviet terror products,
such as arms and services, and promoting the role of Bulgaria in the
development of the European web of terror. It was to serve Moscow better
that he had left George Habash and the PFLP, whom he judged to be too
focused on the export of the Palestinian cause to Europe. His organisation
was instrumental in sabotaging Palestinian peace attempts through
diplomacy and in maintaining a state of permanent military confrontation
between Israel and the Arabs. Other Arab leaders, who sponsored Jibril,
shared this aim. Gaddafi paid the PFLP-GC salaries, supplied arms and
financed several terror operations. Training facilities and housing were also
provided by the Libyan leader. In exchange, Jibril carried out terror attacks
and supplied Gaddafi with his own fighters in the war in Chad.38

For two decades, the Russians, Syrians and Arab leaders, such as Gaddafi,
had paid through the nose for his services. However, in the summer of
1988, Ahmed Jibril and his army of mercenaries had nowhere to turn. Then,
on 4 July 1988 the USS Vincennes accidentally shot down an Iranian jetliner
with 290 people on board. As soon as the news reached Jibril, he laid out
his plan. He contacted the Iranians and offered – at a price, of course – to
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carry out a retaliatory attack against the US. He suggested a US jetliner,
possibly a Boeing 747, as a likely target. The same month Jibril dispatched
one of his key men, Hafeth el-Dalkamuni Abu Mohammad, to Teheran.
With the help of the Iranian interior minister, Machtashimi Four, an old
friend of Dalkamuni, the PFLP-GC cut a deal. The Iranians agreed to meet
the group’s financial requirements for that year in exchange for Jibril’s
services. As a sign of their goodwill the Iranians deposited $2 million in
PFLP-GC accounts. 

In September 1988, Dalkamuni was arrested in West Germany. The police
discovered a hideout where bombs and explosives had been stored, clearly
meant to be carried on board an airplane. Unfortunately, the police did
not pursue the matter further and never discovered a second hideout in
the suburbs of Frankfurt. From there two people, a bomb maker and a
‘charmer’, a Palestinian who had the task of duping someone into carrying
the bomb on board, completed the mission. On 21 December 1988, Pan Am
flight 103 exploded in mid-air over Lockerbie, Scotland. The bodies of the
259 people on board littered the ground below. Two days after the disaster,
the Iranians transferred the balance of payment to the PFLP-GC accounts.39

This evidence contradicts the official view that Libya was responsible for
the bombing.40 The failure to see the Lockerbie bombing as part of a global
phenomenon of terror is partly due to the deep antagonism that the UK and
US government felt at the time towards Gaddafi. 

Opportunities for making money – considerable sums of it – by
capitalising on terror knowledge and expertise also appealed to Westerners.
In the 1970s, two ex-CIA men, Edwin Wilson and Frank Terpil, profiteered
through terror. Terpil, who had been involved in the Bay of Pigs and in
Vietnam, was fired from the CIA in 1971 and soon after set up a company
called Oceanic International Corporation, which was put to the service of
President Idi Amin of Uganda. Exploiting his contacts, Terpil supplied arms,
torture devices, military equipment, explosives and bombs to the Ugandan
dictator. He was paid well for these services. For example, the contract with
the State Research Bureau, Uganda’s secret service, alone netted him $3.3
million. Amin was so pleased with the services of the Oceanic International
Corporation that he introduced Terpil to Gaddafi.41

Meanwhile, Edwin Wilson, who had gained his experience in the Middle
East and Bangladesh, left the CIA in 1976. Wilson used his contacts to
broker arms for various dictators, including Augusto Pinochet. Terpil
contacted Wilson and together they set up an advisory board for Gaddafi.
They supplied weapons and equipment, most of which they bought at
knock-down prices in the oversupplied US market. Their margins were
extremely high. In the late 1970s, for example, they sold US military
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equipment to Libya for $900,000, which they had purchased for only
$60,000. The equipment was shipped using forged State Department export
documents.42 In the 1980s alone, tax court files on Wilson’s dealings with
Libya show that his business had generated a gross income of $22.9 million.
More than half this figure came from a contract to supply small arms to the
Libyan Armed Forces.43

In 1977 Wilson and Terpil decided to expand their activity to training.
They recruited ten former Green Berets for whom the payment structure
was as follows: the leader of the team received $140,000 and each man
$100,000. The package included cover for health care in Europe and an
insurance scheme that paid $250,000 in case of death and $125,000 for
the loss of a limb. After recruitment, each man was given $1,000 in cash
and a plane ticket to Zurich, where Wilson received them. From
Switzerland, the group travelled to Tripoli. In Libya the former Green Berets
trained Gaddafi protégés in terror tactics, including the use of explosives.
To this purpose, a stock of 20 tons of C4 was shipped by air from Houston,
Texas, to Tripoli at a cost of $300,000. Trainees were also paid a salary:
Africans and Arabs $400 a month, all other nationalities $1,000. 

Terpil and Wilson established several training camps for Gaddafi. They
also carried out assassinations and attempted coups in Chad on his behalf.
They had a price list for such services: killing an American, for instance,
demanded a 40 per cent premium. Eventually, Wilson was arrested in the
US for tax evasion. The Internal Revenue Service demanded $21 million
in unpaid taxes and penalties for an estimated income of $51 million he
had earned from 1977 to 1981.44

The advent of financial mavericks into the armed struggle triggered the
fragmentation of the larger armed organisations. New groups and new
leaders emerged, such as Ahmed Jibril – people with their own political
agendas. This trend was global. In 1970, the IRA split over a major political
issue: the repudiation of the armed struggle. Under the leadership of David
O’Connell, Rory O’Brady and Gerry Adams, a section of the IRA refused to
give up arms and broke off to become the Provisional IRA. In 1974, Seamus
Costello, one of the official IRA’s leading personalities, was expelled for
criticising the organisation and violating the cease-fire with a series of
violent attacks carried out by his group, the People’s Liberation Army, an
armed wing within the official IRA. Consequently, Costello and 80 other
delegates formed the Irish Republic Socialist Party. Soon after, the People’s
Liberation Army was restructured and renamed the Irish National Liberation
Army (INLA). Throughout the 1980s, the process of fragmentation
continued within INLA and IRA factions.
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In other parts of the world, flirtations with capitalism eroded terror
mavericks’ commitment to their cause and transformed some of them into
mercenaries and guns for hire, as was the case with Abu Nidal. At a certain
stage, their loyalty could be bought even in the course of terror operations.
During the 1995 kidnapping of OPEC ministers, Carlos the Jackal cut a
deal and freed the hostages, including Sheikh Yamani, whom he was
supposed to execute. ‘Carlos sold out’, was the comment by the people
close to him. For a ransom payment, he called the whole operation off and
retired to a life of leisure and luxury in Eastern Europe.45

For a time, this corruption obscured the political aims of the armed
groups and vilified the fighters in the eyes of their supporters. But then
spontaneous popular uprisings, such as the Intifada in the occupied
territories of Palestine, brought fresh blood and new impetus to the
international armed struggle.
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The Birth of the Terror State-Shell

‘I have benefited so greatly from the Jihad in Afghanistan that
it would have been impossible for me to gain such benefit from
any other chance … What we benefited from most was [that]
the glory and myth of the superpower was destroyed not only in 

my mind, but also in the [minds] of all Muslims.’
Osama bin Laden to CNN journalist 

Peter L. Bergen, May 1997

In December 1987, the Palestinians living in the Gaza Strip and the West
Bank launched the Intifada. The spontaneous uprising marked a distinct
shift in Israeli policy. The Israeli government no longer tolerated ‘unofficial’
inflows of money into the occupied territories, like the $999,000 in cash
discovered at the Allenby Bridge. Police were ordered to stop money being
smuggled across the transit points. In the following year, over $20 million
were confiscated. This measure did little to curb the PLO’s economic support
of the occupied territories, however. Money was plentiful and came in via
more sophisticated routes. What the Israelis soon discovered was that Arafat
had transformed a loose confederation of armed groups into a complex
economic organisation. Acting like a legitimate state, the PLO generated
annual revenue in excess of the gross national product of a number of Arab
countries, including Jordan. Thanks to this windfall it effectively ran Gaza
and the West Bank.

The PLO’s ‘overt’ budget covered the day-to-day expenditures of
Palestinian enclaves. In 1988, for example, this budget totalled $674
million. Almost half of it came from investment income ($300 million).
PLO activities were funded through the Palestinian National Fund (PNF),
which had been constituted in 1964 for this specific purpose. Initially, the
PNF depended on donations from Arab countries; however, a clever policy
of long-term investment coupled with close control of expenditures
produced a solid asset base. By the late 1980s, the PNF was independently
wealthy and managed an estimated portfolio of $6 billion. Welfare organ-
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isations scattered inside the occupied territories received money directly
from the Palestinian Welfare Association (PWA), which was set up in 1983
by a group of rich Palestinians. The PWA collected donations from
Palestinians and sympathisers to their cause across the world. 

In tandem with the ‘overt’ budget, the PLO also had a ‘covert’ one: the
Secret Chairman’s Budget (SCB) which was part of the Chairman’s Secret
Fund, controlled exclusively by Arafat. Unlike the PLO’s other financial
resources, the SCB’s revenues and portfolio have always been kept secret.
Revenues generated by illegal and terror activities were channelled into
this fund and, by the end of the 1980s, the SCB controlled an estimated $2
billion in assets. The SCB financed terror activities and arms purchases,
provided for the chairman’s security and covered the costs of Arafat’s
personal vendettas within the PLO. Occasionally, the Secret Chairman’s
Budget was used to meet exceptional expenditures, such as part of the high
costs incurred by the PLO during the exodus from Lebanon. According to
the CIA, by 1990 the total wealth of the PLO was between $8 billion and
$14 billion.1 If we take these figures as an indicator of its GNP, it was higher
than the yearly GDP of other Arab countries such as Bahrain ($6 billion),
Jordan ($10.6 billion) and Yemen ($6.5 billion).2

With economic independence came a higher degree of political freedom
and the opportunity for armed organisations to develop their own foreign
policy. Thus, at the onset of the Gulf War, Yasser Arafat could afford to take
a stand against his Arab benefactors by supporting Saddam Hussein. Arafat’s
defiance of Arab leaders was symptomatic of a new reality: as soon as armed
groups were able to dispose freely of their income, they developed a taste
for real power and started building the infrastructure of their own state.
However, with money but no political recognition, they could create only
the shell of a state. This is different from the model of nationalism in which
the economy and its infrastructure are built after the process of self-
determination leads to political integration. I have called this new model
the state-shell3 model. 

In the state-shell, political integration may even be absent; the state is
constructed around the economics of war generated by the armed struggle.
Thus, in the assembly of a state-shell, the economy comes first because it
is needed to sustain the war. ‘War is our way of life,’ declared a Northern
Alliance fighter from the Shomali plain in Afghanistan.4 Other than poppy
production and smuggling, ‘there is nothing else to do but fight in this
region since there is no industry, no commerce, no agriculture, not even
the embryo of an economy’.5 But a fighter in Afghanistan, prior to the fall
of the Taliban, could earn up to $250 a month and have access to food and
cigarettes. Because state-shell leaders construct the socio-economic
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infrastructure of the state exclusively around the war, they offer
employment to fighters, provide military services and levy taxes to buy
arms and ammunition, etc.; in short, they create an economy and its
infrastructure to keep on fighting.6 ‘There is no shortage on the front line,’
admitted Mohammad Haider, an Afghani fighter.7 State-shells are entities
in a constant state of war, run by military elites, under a permanent political
curfew, where popular political participation is either prohibited or limited
in scope.

According to Professor Christopher Pierson,8 professor of politics at the
University of Nottingham, a modern state displays nine main characteristics.
Of these the state-shell shares four: a monopoly on the means of violence;
territoriality; taxation; and public bureaucracy. The remaining five –
sovereignty; constitutionality; the rule of law; impersonal power; and the
legitimacy of authority and citizenship – are absent.

Applying this classification, a pertinent example of how a state-shell is
built can be seen in the transformation of the PLO into the de facto
governing body of the Palestinian people in Lebanon. In the enclaves it
controlled, it exercised the monopoly of violence. Violence was the sole
tool used to conquer and maintain a firm grip on the territories it occupied.
At the same time, violence legitimised the use of force inside those enclaves.
Thus the PLO resorted to physical violence to displace the Christian
population in Lebanese villages and continued to rely on it to protect the
Palestinian refugees who repopulated them. To fund its war economy, the
PLO imposed various taxes. Of significance for the state-shell model is the
Palestinian liberation tax, a 5–6 per cent levy on the salaries of all
Palestinians working abroad. In a fashion similar to the US, the PLO taxed
people on the basis of their nationality, regardless of where their income
was generated. The task of collecting the liberation tax and remitting the
money to the PLO fell on Arab governments. These were not small revenues:
in 1985, it generated about 6 per cent of the PLO’s total income. The largest
yield came from Kuwait, where Palestinians represented a quarter of the
population.9 Finally, the PLO created ad hoc institutions, the equivalent
of modern state public bureaucracies, which were assigned the task of
developing the socio-economic infrastructure of the Palestinian state-shell.

SAMED: THE BIRTH OF THE PLO STATE-SHELL

Paramount to the development of the Palestinian state-shell was Samed.
Acting as the economic arm of the military force, Samed shared Arafat’s
main priority of making the PLO independent of its Arab sponsors. To fulfil
this objective, in the 1970s it actively participated in the creation of a
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Palestinian state inside Lebanon. Among other tasks, Samed took charge of
the resettlement of refugees in strategically vital areas. In the village of
Damour, 20 kilometres from Beirut, for example, after PLO fighters had
brutally displaced the Christian population, Samed moved in to fill the
economic void. It immediately laid the foundation for the economic
infrastructure required to support the Palestinian refugees sent to settle
there. It set up workshops to manufacture clothes, blankets and woollen
and metal products to provide for employment and meet the demands of
PLO fighters.10

In 1973, Samed became independent of the PLO’s Social Affairs
Department and was reorganised into four main divisions: industrial; infor-
mation (print and films); agricultural; and general commerce. Samed had
a dual function: to train and find employment for individuals and to provide
products at accessible prices for the Palestinian population. As it fulfilled
these functions during the course of the diaspora, it transformed itself from
a social welfare institution into the core of the new Palestinian economy.

Since the main goal was to guarantee self-sufficiency for the Palestinian
community, the industrial sector initially produced military uniforms,
textiles and clothing for the PLO. Soon, however, it expanded its commercial
line and began exporting. In 1981, for example, it exported 100,000 shirts
and 50,000 pairs of trousers to the Soviet Union.11 By that year, purchases
from the PLO represented only 35 per cent of all Samed sales. Of the rest, 8
per cent were from Lebanon, 30 per cent from Arab countries and 27 per cent
from other world markets. Overall, prior to the Israeli invasion of Lebanon,
the annual turnover of the industrial sector was about $18 million.12

In 1981, Samed employed more than 5,000 permanent workers in
Lebanon, 200 in Syria and 1,800 in Africa. An additional 6,000 employees
worked part-time in Lebanon and as many as 12,000 received regular
training before setting up their own businesses.13 Samed controlled 46
factories in Lebanon and five in Syria.14 In every Palestinian camp there was
at least one Samed factory. Workers enjoyed various benefits; if married
they were given allowances for their wives and children. They also received
productivity bonuses and life insurance.

In the agricultural sector, Samed ran poultry and dairy farms in order to
satisfy Palestinian food demand. In the early 1980s, this sector generated
a yearly income of $16 million. Samed also set up cooperatives in several
African countries including Sudan, Somalia, Uganda and Guinea. As direct
involvement in the occupied territories was prohibited, it was forced to
find ways of circumventing the Israeli discrimination against Palestinian
products. The Israelis imposed severe water rationing in the region,
crippling agricultural production, and required a special licence for
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Palestinian products to be exported to Israel. By contrast, Israeli goods were
freely sold in the occupied territories. The competitiveness of Israeli agri-
culture was further boosted by its tax-free status, while Palestinian products
were heavily taxed. To overcome this economic barrier, Samed acted as an
interest-free broker and organised export and import agreements for
Palestinian producers. In 1981, for example, it brokered the sale of 250,000
tons of Gaza citrus fruit to Arab states.15

Samed did not enjoy a fixed budgetary allocation from the organisation.
It was largely self-financed, but could apply for interest-free loans from the
PLO when they were needed. It also received funds from abroad. The
Belgian Oxfam Society, for example, granted Samed $250,000 in 1981.

The Israeli invasion of Lebanon in 1982 was a blow to Samed, but failed
to dismantle its economic infrastructure. According to Ahmed Quary,
Samed’s chairman at the time, the invasion generated losses of $17
million.16 The factories in the camps of Burj el-Shamali, Ein El-Hilweh and
Mijeh wa Mijeh were destroyed. However, all the others were left untouched
and continued to operate. Gross revenues show how quickly Samed was
able to recover. In 1986 these amounted to $39 million, down by only $6
million from 1982 and by 1989 they had rebounded to $70 million.17

Samed’s ability to survive was partly due to the diversification of its activities
and expansion into other countries. According to an Arab diplomat, by
the end of the 1980s, the PLO owned so many poultry farms in Africa that
it could have supplied eggs to the armies of all the Arab states.18 It held
investments and had branches in more than 30 countries in the Middle
East, Africa, Eastern Europe and Latin America and employed 12,000 people.
Its investments in these countries were estimated at $50 million.19

THE ARAB BANK, THE CENTRAL BANK OF THE PLO

On 9 June 1982, following the Israeli invasion of Lebanon, three Israelis
visited the Arab Bank in Sidon. Since the bank was well known in the
Middle East as one of the leading financial institutions managing PLO
funds, the manager understandably assumed that the Israelis were agents
from Mossad seeking to penetrate the complex financial structure of the
PLO. It soon emerged that the Israelis had a detailed list of the accounts
they wanted to investigate and that they had put in a similar request at
the Banque du Liban, the Central Bank of Lebanon. However, strict
Lebanese banking legislation prevented managers at both banks from
complying with the Israelis’ request. After a lengthy exchange, the men
agreed to leave and return the following day. As soon as they had left, the
bank manager contacted the governor of the Central Bank, Michel Khoury,
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who called Bashir Gemayal, the elected president of Lebanon. Gemayal
telephoned Menachem Begin, the Israeli prime minister, reminding him of
the Swiss-like rules of secrecy of the Lebanese banking system and the full
commitment of the government and the central bank to respect them. The
three Israelis never returned.20

The Israelis were right to visit the Arab Bank. It was the sole bank fully
trusted by the PLO and the one that managed most of the organisation’s
accounts. Founded before the Second World War in Palestine, it shared the
misfortunes of the Palestinian people. In 1948, when the exodus began, it
lost three branches in Haifa, Jerusalem and Jaffa, all of which were taken over
by the Israelis. To prove its loyalty to the Palestinians, the bank honoured
all the branches’ deposits, a gesture greatly appreciated and never forgotten.
In 1967, during the Arab–Israeli war, the bank lost six additional branches
in the West Bank and one in Gaza. However, it was able to transfer almost
all its funds to Amman before the Israelis took over its banking network.

The move to Jordan was very successful. Within two decades, the Arab
Bank, acting as the financial arm of the PLO, established a strong presence
inside the Jordanian economy. According to a Jordanian banker, in the
mid-1980s the PLO controlled as much as 70 per cent of the country’s
national economy.21 The PLO owned textile factories, fruit plantations and
transport and construction companies. It was an economic and financial
force visibly present in Jordan, wielding tremendous influence on business
decisions. Once, when a bank in Amman wanted to erect a high-rise
building, the PLO threatened to withdraw its funds from it unless its own
construction company was hired. More than once, the Arab Bank came to
the rescue of the debt-ridden Jordanian monarch, King Hussein. The bank
also supervised the PLO’s capital outflow into other countries, mostly via
the Arab Bank for Economic Development and the Arab African Bank.
When Arafat withdrew money from Lebanon at the outset of the 1982
Israeli invasion, it used the Arab Bank to disperse its funds across the Middle
East, Europe and the United States. 

The bank and the PLO are products of the Palestinian diaspora. Their
destinies are intertwined. Abdul-Majeed Shoman, son of Arab Bank founder
Abdel Hamid, is the chairman of the Palestine National Fund and the man
who masterminded the PLO investment programme. This extraordinary
partnership transformed the bank into one of the largest financial organ-
isations in the world, with assets in the 1980s in excess of $10 billion and
branches all over the globe. It helped turn the PLO into the richest terror
group on earth.22

While building the Palestinian state-shell, the PLO relied on the Arab
Bank as its investment and commercial bank. However, at times, the bank
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also acted as the Central Bank of Palestine. In July 1988, for example, the
Jordanian government renounced its claim to sovereignty over the West
Bank and almost overnight stopped paying the wages of 18,000 Palestinian
civil servants working there. The PLO stepped in and guaranteed all the
salaries. It appointed the Arab Bank as the body responsible for disbursing
the monthly $6 million required to pay the employees.23

In addition to a complex and comprehensive economic infrastructure,
the PLO provided social welfare to Palestinians in a manner similar to any
sovereign territorial state. Money was spent to guarantee free schooling
and medical care inside the occupied territories and in PLO enclaves
scattered around the Arab world. In a report published by the PLO’s
Occupied Homeland Department, it was stated that, from 1979 to the end
of February 1987, $487.5 million had been spent in the occupied territor-
ies (including $109.4 million on education and culture and $101 million
to improve transport).24 The PLO economy, which centred on militant
armed opposition to Israel, also extended into the welfare system.
Comprehensive insurance coverage was granted to the families of people
killed or injured while fighting Israel.

THE CHRISTIAN MILITIA STATE-SHELL

The PLO example is not unique. Several armed organisations have been
able to create their own state-shells. Given their dependency on war
economics, state-shells flourish in the anarchy created by political violence.
Their primary characteristic is the war economy that sustains their own
fight. State-shells can vary in size, being as small as towns or districts of
large cities, as was the case with the Christian militia in Beirut. Often their
size depends on the scale of the conflict in which they are engaged. In the
late 1970s, a cluster of state-shells run by armed groups proliferated in
Lebanon. Inside the territories they controlled, each group acted as a state-
like ruling power. The Christian militia, for example, led by the Phalange
Party of President Amin Gemayel, ran the Christian enclave north and east
of Beirut. The militia levied its own customs fees at several ports of entry,
costing the Lebanese government – already crippled by war – $300 million
yearly in lost revenue. Under the protection of the Phalange, Christian
entrepreneurs ran large and profitable smuggling businesses, from which
the militia received a percentage. Inside the enclave, the Phalangists
imposed their own taxation system, comprising both direct and indirect
taxes (a petrol surtax of 10 cents a gallon, a monthly residence tax of $3
per flat, a 2 per cent tax on restaurant bills and several monthly corporate
taxes, some as high as several hundred dollars). 
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The money raised was used to support the militia in its fight against the
PLO. An estimated 10,000–15,000 soldiers were on active duty at any given
time. However, revenues also went to improve the living conditions of the
residents. The Phalange provided all public services, including street
cleaning, transportation, planting of trees, retail price control, street patrols,
etc. They built car parks and ran radio campaigns to keep the city clean
(including suggestions on how to tie rubbish sacks to avoid spillage); they
even enforced noise regulations to ensure that late-night parties did not
disturb neighbours. ‘They replaced the state,’ said Nada Klink, a young
Phalangist supporter.25 Most residents of East and North Beirut were happy
enough with the arrangement.

HAMAS’S STATE-SHELL

Economic independence facilitated the fragmentation of armed groups, as
discussed in chapter 4, as did the environment of political anarchy within
which they operated. The proliferation of armed organisations boosted the
growth of state-shells. Not all survived. Those that were able to integrate
their independent revenues with outside sponsors had a better chance of
survival and development. This has been the case with Hamas, the Islamist
militant group. When, at the onset of the Gulf War, Arafat supported
Saddam Hussein, Saudi Arabia retaliated by terminating all financial
assistance to the PLO. Money sent to the occupied territories went to fund
Hamas instead.26 Emerging during the Intifada in the 1980s, Hamas
countered the PLO’s moderate politics with a mixture of Islamic funda-
mentalism and democratic principles. Since the group took inspiration
from the Muslim Brotherhood and the Islamic Jihad in Egypt and Jordan,
it developed strong links with these and other Islamic fundamentalist
armed groups, such as the Lebanese Hizbollah. Its political agenda is in
sharp contrast to that of the PLO. For instance, Hamas does not recognise
the right of the PLO to create a secular state and therefore does not accept
its role in peace negotiations with Israel. Because of its opposition to the
PLO, Hamas was initially welcomed by Israel. ‘Hamas is a creature of Israel,’
affirmed Arafat, ‘which at the time of Prime Minister [Yitzhak] Shamir gave
it money and more than 700 institutions among them schools, universi-
ties and mosques.’27 However, in line with other fundamentalist groups,
Hamas calls for the destruction of the state of Israel and its replacement
by a Palestinian pan-Islamic state stretching ‘from the Mediterranean Sea
to the River Jordan’. 

The Hamas leadership used the unexpected income to strengthen its self-
financing capability and to challenge Arafat’s leadership in the Gaza Strip
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and the West Bank. When Arafat’s support for Saddam caused the expulsion
of thousands of PLO workers from various Arab countries, Palestinians
began looking to Hamas as their new leader. As money flowed in, Hamas
offered socio-economic protection to its members and followers. It provided
bewildered Palestinians, inside and outside the occupied territories, with an
alternative state-shell. 

Hamas’s improved financial status was followed by a sharp increase in its
armed activities. During the first ten months of 1992, the organisation
carried out 192 attacks against Israel, as compared to 140 in the whole of
1991. By the end of the 1990s, Hamas had a near-monopoly on terror
activity in Israel. According to Israeli intelligence, in the 16 months prior
to May 2002, the Saudis provided $135 million to meet Hamas’s expenses.
Ad hoc charities set up by Arab countries also channelled funds to the
group for various purposes. For example, some of these contributed an
average of $5,000 per martyr to the families of suicide bombers.28

Over the last decade, Hamas’s greatest economic effort has been to
establish itself as the leading political power inside the occupied territories.
In doing so it has carved out its own state-shell. Following in the footsteps
of similar violent Islamic movements in Algeria and Jordan, Hamas took
root in the political milieu of Gaza and the West Bank. It poured money
(and continues to do so) into an extensive social services network which
supports schools, orphanages, mosques, health care clinics, soup kitchens
and sports leagues in the poorest areas. As a result, its popularity is partic-
ularly high in the shanty towns of the Gaza Strip, where its followers
number in the tens of thousands. ‘Among the poverty and desolation of
these areas,’ explained a Hamas sympathiser, ‘Hamas’s violent and radical
message has been the only voice of hope.’29 The group has also gained
support from trade unions and agricultural cooperatives, within hospitals
and among student unions. Today, it is the second strongest group inside
the occupied territories after al-Fatah. Its main activities are in the sectors
of education and social welfare, areas where it can nurture its future martyrs.
According to Martin Kramer, an Israeli specialist on Islamic fundamental-
ism, Hamas takes care of Palestinians from birth to death.30

Hamas’s budget in the occupied territories is estimated at $70 million,31

of which about 85 per cent comes from abroad; the rest is raised among
Palestinians in the occupied territories. However, these figures represent
only a small fraction of Hamas’s wealth. Though it still receives about
$20–30 million a year from Iran and various ad hoc donations from Saudi
Arabia (in April 2002 a telethon in Saudi Arabia raised $150 million for the
Palestinians under siege in the occupied territories), more and more money
is raised through Palestinian expatriates, private donors in Saudi Arabia
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and other oil-rich Gulf states. In 1998, after being freed by the Israelis,
Sheikh Ahmed Yassin, the spiritual leader of Hamas, set off on a four-month
tour of Arab capitals. He was welcomed as a hero and collected donations
of over $300 million.32

While the PLO achieved economic independence by investing illegal
funds in mainstream finance, Hamas’s self-financing model resembles
Oliver North’s Contras fraud scheme, discussed in chapter 3. A network of
charities in the United States, Canada and Western Europe with a privileged
tax status offers a variety of tax breaks to Muslim contributors. The Holy
Land Foundation for Relief and Development (HLF) even stated in its
brochure that it collected ‘tax-deductible donations for charitable causes in
the occupied territories’.33 Founded in 1992 with a large cash infusion from
Hamas,34 the foundation collected $42 million from 1994 to 2000,
according to its tax returns.35 In 2000 it raised an estimated $13 million in
the US alone ($6.3 million in 1999 and $5.8 million in 1998).36 The HLF
also received money from other charitable institutions across North
America. In December 2001, for example, South African intelligence
unveiled a contribution to the HLF from the Jerusalem Fund, a Canadian
aid organisation.37

The HLF supported medical clinics, orphanages, schools, refugee camps
and community centres in the West Bank and Gaza Strip. While charities
such as the HLF provided funds, holding companies such as the Beit-el-
Mal Holdings carried out the construction work. It was thanks to these
organisations that Hamas managed to build its own state-shell inside the
socio-economic vacuum created by the Palestinian Authority in the
occupied territories. The Beit-el-Mal Holdings was a public investment
company with offices in East Jerusalem fully controlled by Hamas. The
majority of the shareholders were members of Hamas or had strong links
to it. According to the Palestinian Authority, the holdings supported socio-
economic and cultural organisations run by Hamas activists. Beit-el-Mal
also owned a 20 per cent stake in the Al-Aqsa International Bank, the
financial arm of Hamas. In December 2001, these three organisations were
shut down by the authorities because they were suspected of helping Hamas
recruit and train suicide bombers. However, their role within the armed
organisation went well beyond the financing of Hamas terror attacks; they
were instrumental to the formation of its state-shell.

Over the years, Hamas has been very careful to keep its covert and overt
activities separate. This distinction applies also to its financing. Donations
from established charities are generally not used for military activities.
Funds for the latter are provided by other sources: offerings from business-
men and donations gathered during conferences held in the US. These
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fundraising activities can generate large revenues. In 1994, for example, at
a meeting of the Muslim Arab Youth Association in Los Angeles, addressed
by Sukri Abu Baker, chief executive of the Holy Land Foundation, $207,000
were collected for the families of Hamas warriors.38 During Thanksgiving
2000 the Islamic Association for Palestine, the voice of Hamas in the US,
organised a conference to raise $200,000 for the Palestinian martyrs.39 A
steady income is also generated in Western countries through complex
financial schemes such as money laundering through real estate. For
instance, in the early 1990s, the Woodridge Fountain, a custom-built sub-
division of houses worth $300,000–500,000 in DuPage County, was used
by the Quranic Literacy Institute to launder money from a wealthy Saudi
supporter of Hamas. The scheme generated funds to purchase arms used by
Hamas in several attacks inside Israel.40

Economic independence, therefore, not only increased the number of
armed organisations attempting to build their own states, it also provided
them with the opportunity of competing with each other in promoting
themselves and recruiting among the population. This competition was
not confined to the economic sphere; it also involved the strategic use of
violence. The conciliatory attitude of the Palestinian Authority towards
Israel was perceived by many Palestinians as a betrayal of their cause. Hamas
capitalised on this and transformed the Intifada into the Fitna, its violent
version. Part of the Fitna was made up of Palestinian ‘shock committees’
and death squads who interrogated and eventually killed suspected ‘col-
laborators’ inside the occupied territories and attacked members of the
Palestinian Authority, thereby subverting the peace process. 

CORRUPTION IN THE OCCUPIED TERRITORIES

According to Pierson’s classification, the characteristics of the modern state
that state-shells lack are constitutionality, defined as adherence to a set of
laws, and sovereignty, which he describes as the acceptance of the existence
of a sole ruler. State-shells are therefore undemocratic and highly hierarchi-
cal. Whoever controls the monopoly of violence and the war economy on
which the state-shell is built sets the rules. Anybody able to conquer these
monopolies by means of violence or money becomes the new ruler. Thus,
Hamas’s attempts to take over the PLO in the occupied territories hold dual
significance: they aim to break the monopoly of the Palestinian Authority
over the use of force, and gain economic power. The former is countered
with the Fitna and the death squads and the latter with Hamas’s social and
economic welfare programme. However, conquering these monopolies
leads only to further problems. Without constitutionality and sovereignty,
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power in a state-shell is by definition highly precarious. A sense of uncer-
tainty permeates its infrastructure; loyalty, a rare commodity, can be
bought. Those at the top of the military and economic ladder, who enjoy
great privileges, tend to accumulate large amounts of wealth to protect
themselves and their families from the ups and downs of terror politics. It
comes as no surprise that one of the main features of a state-shell is
corruption. In a 1999 poll conducted by the Jerusalem Media and
Communication Center, 83 per cent of the population in the occupied ter-
ritories declared that there is corruption within the Palestinian Authority.

Mahmoud Hamdouni is one of the many victims of what some people
call the ‘Palestinian Mafia State’. In 1996 he bought 30 acres of land outside
Jericho, built a petrol filling station and planned a housing estate. His
dream came to an abrupt end when the Palestinian Authority decided to
speculate in the area and needed his land. Hamdouni was accused of treason
and imprisoned. Eventually, he was freed in exchange for signing over his
land to the Palestinian Authority. The land was sold and a casino was built
on it. As soon as it opened for business, a front company for the Authority
took an undeclared 28 per cent stake in the gambling facility. Today, located
across the street from the Aqabat Jabr refugee camp, the Oasis Casino rakes
in a monthly $15 million in profits.41

The Israeli government is also heavily involved in the corruption of the
Palestinian Authority. Israel uses its economic power over the occupied ter-
ritories to maintain a grip on a small elite of Palestinians who are ready to
compromise in land-for-peace negotiations. Many officials, for example,
are awarded special VIP passes by Israel, so that they can travel freely in
and out of the occupied territories, but these passes are revoked whenever
they voice criticism against Israel. Corruption has remained an integral
component of the peace process. Even Arafat was not immune to Israeli
‘favours’. Until June 2000, Israel collected hundreds of millions of dollars
in VAT and customs receipts which were channelled directly to his accounts.
Arafat was free to dispense the cash as he pleased and, according to several
observers, he used the money to buy political loyalty. 

Corruption permeates society in a state-shell and becomes the modus
operandi within its institutions. Many officials from the Palestinian
Authority use their position to carry out unethical business practices or to
take bribes.42 In 1999, officials in charge of the ‘safe passage’ between the
West Bank and Gaza were accused of charging double the price for travel
permits, which are produced by Israel and sold to the Palestinian Authority
at cost.43 Another instance of corruption involved Jamil Tarifi, Arafat’s
minister of civil affairs and a key negotiator with Israel during the peace
process. In the summer of 2000, Tarifi set up a pharmaceutical distribution
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company in the occupied territories. Israeli distributors of foreign drugs
take a big cut of the profits from pharmaceuticals imported to the occupied
territories. The owner of the Jerusalem Pharmaceuticals Co., Mohammad
Masrouji, for example, pays heavy duties each time he imports them. They
also supply the distributors of drugs to the occupied territories. However,
within a single day Tarifi not only managed to register dozens of products
with the Palestinian Ministry of Health, a process that would have taken
Masrouji years, he also registered Egyptian pharmaceutical products, thus
bypassing Israeli distributors. These products, according to industry pro-
fessionals, did not meet international standards. Nobody at the Ministry of
Health bothered to check them. International aid organisations have also
been aware of widespread corruption in the occupied territories. However,
they remained silent due to the fear that an anti-corruption campaign
would destabilise Arafat’s regime, thereby jeopardising the huge sums ($3.8
billion from 1994 to 2000)44 committed by donors to these organisations.

THE PREDATORY NATURE OF STATE-SHELLS: 
THE AUC AND THE FARC IN COLOMBIA

State-shells are by nature predatory and exploitative. They lack two further
characteristics of the modern state: the rule of law and the exercise of
impersonal power, without which people have no protection against the
state. They are at the mercy of whoever rules the land, often ‘dehuman-
ised’, used or misused as commodities. This has happened in Colombia,
where civilians bear the heaviest burden of terror. During the last five years,
population displacement has increased dramatically, reaching levels similar
to Sudan and Angola. As many as 300,000 people a year are driven from
their homes and become refugees. In 2000 the death toll was 25,000, with
the majority of deaths occurring in massacres in the countryside. In the
same year, about 55 per cent of the Colombian population were living
below the poverty line.45 ‘We are tired of the war,’ cried a man at the
massive demonstration held on 24 October 1999,46 ‘but we are also tired
of being hungry.’47

Poverty and death have plagued Colombia for two decades. The war
between two Marxist armed groups, the FARC and the ELN (the National
Liberation Army), on one side, and the right-wing terror group AUC and the
Colombian government on the other, have ravaged the country. The FARC
and ELN, which are self-financed armed organisations, funded primarily
by illegal trade in cocaine, opium, oil, gold and emeralds, have established
their own state-shells within the country. They regularly bribe government
officials, politicians and members of the army in order to continue their
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operations unhindered. The Colombian government, on the other hand,
is supported by the US. In 1999, Washington granted a $1.6 billion aid
package for the following three years. About 300–400 US ‘advisers’ were
dispatched to Colombia as well. After Israel and Egypt, Colombia is the
third largest recipient of US military aid and arms in the world.

Meanwhile, the paramilitary Colombian armed group, the AUC (United
Self-Defence Forces of Colombia), is only partly self-financed. The bulk of
its expenses are met by US military aid to the Colombian government.
Founded in April 1997, the AUC is a composite of former narco-trafficker
militia, army units and paramilitary groups, trained by the Americans in
the 1960s. The AUC is solely the creation of wealthy landowners, drug
cartel barons and some segments of the Colombian military. ‘They created
this organisation to “clear” large areas of Colombia, mostly in the north,
of guerrilla fighters and sympathisers,’ explained a Colombian refugee. The
tactics used are traditional counter-insurgency ones: indiscriminate
massacres against the rural population to undermine the social basis of the
FARC and ELN.48

On 25 October 1997, members of the AUC and of the 4th Brigade of the
Colombian army, attacked the village of El Aro, in an area reputed to be
sympathetic to the FARC, the left-wing guerrillas. The army encircled the
village, preventing anyone from escaping, and the AUC proceeded to exter-
minate the population. A shopkeeper was tied to a tree and brutally tortured
before being castrated: his eyes were gouged out and his tongue severed
with a knife. Eleven people, among them three children, were beheaded;
all the public buildings were set on fire, houses looted and the water supply
destroyed. The AUC and the 4th Brigade left with 30 people, who are now
some of the thousands of missing Colombians.49 The butchery in El Aro
had a specific aim: to terrorise FARC sympathisers in an area targeted by the
AUC and the army. 

Carlos Castaño, the leader of the paramilitary, admitted that most of the
casualties of the AUC raids are civilians. ‘Do you know why?’ he asked
Maurice Lemoine from the Monde Diplomatique. ‘Because two-thirds of the
effective force of the [FARC and ELN] guerrillas are unarmed and they
belong to the civilian population.’50 In the last months of 2001, the AUC
was responsible for more civilian deaths than the other two guerrilla groups.
As the areas are ‘cleared’, the AUC moves in. ‘The population is increas-
ingly inclined to reject the massacres, for most of which the AUC is
responsible,’ admitted Colombia’s President Andres Pastrana in February
2001.51 ‘There were more than 130 dead in January alone.’

Until recently, the AUC was the de facto paramilitary division of the
Colombian army, carrying out operations together with US ‘advisers’ and
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therefore benefiting from generous US aid packages.52 But things changed
after 11 September 2001. At last, the AUC was added to the official US list
of ‘foreign terrorist organisations’. According to an accountant who worked
for the organisation, the AUC commands an army of 10,000 people and has
an annual ‘overt’ budget of $8 million, mostly funded by taxation of the
cocaine business. Several high-ranking members of the regular army are
on its payroll, receiving monthly payments of up to $3,000.53

The concept of authority and legitimacy, another of Pearson’s character-
istics of a modern state, is also alien to the state-shell. Power is based
exclusively on violence and monopoly of economic resources. Authority
requires the consensus of citizens and no such element exists in the state-
shell model. Inside state-shells, people have no political identity. In 1998,
the Colombian government demilitarised an area of 42,000 square
kilometres – the size of Switzerland – which included five municipalities:
San Vicente del Caguan, La Macarena, Vista Hermosa, Mesetas and Uribe.
The area, which became known as Despeje, was given to the FARC as a
gesture of goodwill in reaching a peaceful conclusion to the country’s civil
war. Nobody bothered to ask what the residents thought of this. Overnight,
the population of Despeje was handed over to the FARC state-shell authority.
They were treated as commodities. 

Citizenship is the last characteristic of the modern state that state-shells
lack. Their people have no voice. Thus in the Despeje new rules were
imposed on the population by the FARC, rules of war. In the mining towns,
for example, the FARC imposed curfews: miners were prohibited from
drinking alcohol and meeting after dark. The death penalty was imposed
on whoever attempted to challenge the new rulers. Theft carried a
minimum sentence of three months’ hard labour.54 As expected, the crime
rate dropped and with it the number of violent deaths. In San Vincente, for
example, the number of deaths fell from six a week to six a year. As a result
two funeral directors had to close shop.55

The FARC also carried out social and public works in the Despeje. It built
and paved new roads and improved the town’s communal areas utilising
forced and hard labour. It provided people with security, a luxury they had
lacked for a long time. Several residents welcomed the change even if the
price they had to pay was their own liberty. Many Palestinians in the
occupied territories display the same kind of feelings towards Hamas.
Similar sentiments will also be found among the population of Selva Alta
with regard to Sendero Luminoso. 

The PLO, the Christian Phalange, Hamas, FARC and Sendero Luminoso
have all created their own state-shells. These pseudo-states have met some
of the basic needs of the populations under their rule. Indeed, one of the
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publicised aims in the propaganda slogans of armed groups running state-
shells is the improvement of living conditions of the people residing in
the enclaves under their control. The same cannot be said, however, for
the AUC and the Contras in Nicaragua. They did not enjoy strong support
among the population and are instruments in the hands of their sponsors.
In Colombia, a country with an extraordinarily unequal distribution of
wealth (the top 10 per cent of the population earns 60 times more than
the bottom 10 per cent), the army is fighting a war against left-wing armed
groups to make the country safe for businesses conducted by the super-
rich. Thus, over the last ten years, the AUC has killed about ‘15,000 trade
unionists, peasants and indigenous leaders, human rights workers, land
reforms activists, leftwing politicians and their sympathisers’.56 The AUC
is de facto acting as a ‘hired’ death squad. ‘Once we have achieved a peace
agreement [with the FARC],’ admitted Andres Pastrana, the Colombian
president, ‘the AUC will cease to have any reason to exist.’57

An immediate conclusion can be drawn from this comparison: self-
financed armed organisations, with a wide popular or nationalist base, such
as the PLO and the IRA, are less exploitative and predatory towards the
populations under their rule than armed groups sponsored by foreign states,
as are the Contras, and/or by domestic and foreign economic interest
groups, as is the AUC.
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‘There were 58,000 dead in Vietnam and we owe the 
Russians one.’

Congressman Charles Wilson commenting 
on US sponsorship of the war in Afghanistan

The plane, a huge C-141 Starlifter, always flew non-stop from Washington
DC to Islamabad. To cover the 10,000 miles, it had to refuel in mid-air,
utilising KC10 tanker aircraft based in Europe and the Middle East. The
journey was long, but William Casey, head of the CIA since 1981 and
President Reagan’s chief adviser on intelligence matters, did not mind. In
the luxurious VIP area of the Starlifter, Casey prepared for his biennial
meeting with General Akhtar and top Inter-Services Intelligence (ISI)
officials, the men in charge of logistical support for the Mujahedin inside
Afghanistan.1 Nicknamed the Cyclone for his outspoken anti-communism,
Casey had embraced with enthusiasm and passion the idea of manipu-
lating Islamic ideology to fight the Soviets. Along with many American
politicians, he considered the Soviet occupation of Afghanistan to be the
long-awaited opportunity to avenge America’s humiliation in Vietnam.
Casey was happy to conceal the United States’ involvement from the
Muslim warriors, while supplying weapons that would be used to kill Soviet
soldiers and local guerrillas sponsored by the USSR. It was of no concern
to him that at the outset of the war the Soviets had as many as 90,000 men
stationed in Afghanistan. On the contrary, the more Russians the
Mujahedin managed to engage and kill with the help of the US, the better.2

Though the decision to launch a massive covert operation to arm the
Mujahedin and to use Pakistan as a middleman had been taken by the
Carter administration, it was thanks to Reagan, Casey and their followers
that the Afghan war evolved into the biggest covert operation in US
history.3 Casey was also instrumental in turning Pakistan, a country
governed by a corrupt and undemocratic oligarchy, into one of the war’s
key players and beneficiaries. Since the cardinal rule of US involvement in
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the anti-Soviet Jihad had been never to have direct contact with the
Mujahedin, the CIA delegated the job of supplying and arming the Muslim
warriors to the ISI, the Pakistani secret service,4 which handled the whole
operation from the start. Far more powerful than the CIA was in the US,
the ISI was a parallel structure to the Pakistani state, able to influence all
sections of government and enact independent policies. At the height of
the Afghan war it employed 150,000 people.5 The ISI not only welcomed
the special link established with the CIA, it enjoyed doing the dirty work
for the Yankees.6

With Saudi Arabia matching every dollar allocated by the CIA, the ISI
soon found itself managing a huge flow of arms, ammunition, equipment
and cash through a network of couriers that became known as the ‘Afghan
Pipeline’. Depending on whether the weapons were shipped by sea or air,
the pipeline ran from Karachi or Rawalpindi to Afghanistan. From 1983 to
1987 the annual shipment of weaponry funnelled through it rose from
10,000 to a steady 65,000 tonnes.7 The CIA purchased all military
equipment directly from countries friendly to the US, often after consulting
ISI on the military needs of the Mujahedin. The supplies were then shipped
to Islamabad; from there the ISI delivered them to the Islamic Parties,
resistance groups which directly supported the Mujahedin.8 The Parties
took care of shipments to individual commanders as well as the distribu-
tion inside Afghanistan. This was a monumental task due to the treacherous
Afghan terrain. Equipment was carried across the border and deep into the
gorges of Afghanistan by every means of transportation available: car, truck,
horse, mule and on the backs of the Mujahedin. For the duration of the war,
a constant stream of people and weapons, similar to an infinite procession
of ants, ran from Pakistan towards the north. 

Aside from military supplies, the CIA also provided the ISI with large
sums of cash, using special accounts mostly controlled by the ISI. This cash
was essential to the smooth running of the pipeline. By the middle of the
1980s, for example, the ISI needed about $1.5 million a month to move and
store goods.9 Money was required to pay the salaries of the Islamic Parties’
officers, to finance the construction and maintenance of storage facilities,
to buy equipment, clothes and food rations for the fighters, to pay for trans-
portation, etc. The Parties’ monthly expenditure for shipment alone was
another $1.5 million.10 Until 1984, commanders also managed to raise
money through taxes in the Afghan provinces where they operated.
However, this income soon dried up as the Soviet troops destroyed villages,
smashed irrigation systems, burned crops and forced survivors to flee to
refugee camps in Pakistan.11 After 1984, therefore, money was also needed
to pay for the Mujahedins’ salaries, which ranged from $100 to $300 a
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month.12 Considering that as early as 1984 there were already 80,000 to
150,000 Islamist warriors inside Afghanistan,13 their monthly upkeep alone
was enormous. Overall, the cost of the war for the sponsors of the
Mujahedin turned out to be no less than $5 billion a year.14

A great deal of money handled by the ISI and the Islamic Parties also
went to grease the wheels of corruption. Throughout the war, bribes,
nepotism and profiteering were widespread along the pipeline. Pakistani
customs officers at the various borders with Afghanistan, for example, often
demanded bribes to let the convoys of supplies pass. Commanders and
fighters needed cash to buy their way out of jail. In Kabul, Hadij Abdul
Haq (the first Mujahedin commander to meet Ronald Reagan and Margaret
Thatcher) was freed from the notorious Pul-i-Charkhi prison in Kabul after
his cousins paid a bribe of $7,500. The US and its allies were not immune
to this trend, either. As was the case with the fraudulent covert schemes to
finance the Contras, behind a façade of ideology the anti-communist
crusade was for its sponsors primarily a money-spinning machine. The
main source of US financing came from the black budget, hidden funds
the Pentagon used to support covert operations, which rose from a yearly
$9 billion in 1981 to $36 billion in the mid-1990s. William Casey used it
as the CIA’s private fund. The amount of disposable cash in the hands of
CIA officers was therefore enormous. International arms brokers and
producers, politicians – everybody fought to have a stake in the business. 

The amount of money wasted was huge and it leaked all along the
pipeline. Several ‘friendly’ countries, for example, used CIA contracts to
unload old and unusable military hardware. With the exception of China,
which until 1984 sold first-class equipment,15 countries like Egypt and
Turkey saw in the anti-Soviet Jihad a golden opportunity to get rid of
obsolete weaponry. Purchases were also conditioned by political decisions.
In 1985, against ISI advice, the CIA bought British Blowpipe surface-to-air
missiles (SAMs), which were too heavy to be transported across the rugged
terrain of Afghanistan by the Mujahedin. The CIA even acquired weapons
that had been captured by the Israelis during the invasion of Lebanon. The
Americans, however, were careful to hide their origins.16

To run such an operation, the CIA had to rely on an ad hoc infrastruc-
ture of international financial institutions. Casey was particularly keen on
the Bank of Credit and Commerce International (BCCI). Founded in 1972
by Agha Hasan Abedi, a Pakistani businessman, the BCCI had become the
world’s largest Muslim banking institution with over 400 branches in 73
countries around the globe. The BCCI was nominally owned by Arab capital
from the Gulf. Twenty per cent was controlled by Khalid Bin Mahfouz, the
son of the founder of the National Commercial Bank of Saudi Arabia, the
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bank used by the Saudi Royal Family. Another leading shareholder was
Kamal Adham, a former head of Saudi Intelligence, whose business partner
was the former CIA station chief in Saudi Arabia, Raymond Close.17 Casey
knew that the BCCI had acted on behalf of the Saudis in several covert
operations. Money from the kingdom had reached the Contras in
Nicaragua, Unita in Angola and even Noriega in Panama via secret BCCI
channels.18 Undoubtedly, these ties were a plus as Saudi Arabia was the
main sponsor of the anti-Soviet Jihad. Casey was also aware that the bank
had been of service to several US institutions; the National Security Council,
for example, had funnelled money through its network for the Iran–Contras
arms deals and the CIA regularly utilised BCCI accounts to fund its covert
operations. Moreover, the BCCI was extremely well connected in the murky
underworld of illegal arms. For example, a $17 million secret arms sale to
Iran by the US government, brokered by the Saudi businessman Adnan
Khashoggi, had been made with the cooperation of the BCCI branch in
Monte Carlo.19 It was also thanks to BCCI involvement that the Saudis got
hold of Chinese Silkworm missiles.20 The bank even brokered arms
purchases for Israeli spy agencies and Western intelligence organisations.21

Finally, while the capital was Arab, the middle and top management were
Pakistani and, therefore, its core was well rooted in Karachi.22 This detail
was of great importance for the CIA. In the eyes of Casey, the BCCI had the
perfect pedigree for the job. 

As soon as Abedi’s bank came on board, all covert operations were passed
to its ‘black network’, virtually a secret banking institution within the bank.
Its headquarters were in Karachi and it was from this city that the under-
ground network acted as a full-service bank for the CIA. With about 15,000
employees, it operated in a similar fashion to the Mafia. It was a fully
integrated organisation: it financed and brokered covert arms deals among
different countries, it shipped goods using its own fleet, insured them with
its own agency and provided manpower and security en route.23 In
Pakistan, BCCI officials knew whom to bribe and when to do it. They also
knew where to channel the funds. Richard Kerr, the former CIA director
who admitted that the CIA had secret BCCI accounts in Pakistan, confirmed
that those accounts had been opened to distribute the CIA funds to
Pakistani officers and members of the Afghan resistance.24 By the mid-
1980s, the black network had gained control of the port of Karachi and
handled all customs operations for CIA shipments to Afghanistan,
including the necessary bribes for the ISI. It was the BCCI’s job to make
sure that cargoes of arms and equipment were discharged quickly.25

As the war progressed, costs soared. There was constant shortage of
money along the pipeline to supply the Mujahedin and so the ISI and CIA
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began looking for additional sources of income. One that proved viable
was drug smuggling. Afghanistan was already a large producer of opium, but
it supplied only small neighbouring regional markets. The ISI took on itself
the task of increasing production, processing the opium and smuggling
heroin to rich Western markets. As the Mujahedin advanced and conquered
new regions, they were told to impose a levy on opium to finance the
revolution. To pay the tax, farmers planted more poppies. Drug merchants
from Iran, who had moved to Afghanistan after the revolution, offered
growers credit in advance of their crops.26 They also provided the expertise
needed to refine opium into heroin. In less than two years, opium
production boomed. Soon the narcotics-based economy took over the trad-
itional agrarian economy of Afghanistan and, with the help of the ISI, the
Mujahedin opened hundreds of heroin laboratories. Within two years the
Pakistan–Afghanistan borderland had become the biggest centre for the
production of heroin in the world and the single greatest supplier of heroin
on American streets, meeting 60 per cent of the US demand for narcotics.
Annual profits were estimated between $100 billion and $200 billion.27

The preferred smuggling route went through Pakistan. The ISI used the
Pakistani army to transport the drugs across the country,28 while the BCCI
provided financial and logistical support for the whole operation. Although
most of it was sold and consumed in the streets of North America, no inves-
tigation from the US narcotics authorities or the DEA was ever carried out;
no action was taken to stop the well-documented flow of heroin from
Pakistan to the United States.29 By 1991, yearly production from the tribal
area under the control of the Mujahedin30 had risen to an astonishing 70
metric tons of premium quality heroin,31 up 35 per cent from the previous
year.32 In 1995, the former CIA director of the Afghan operation, Charles
Cogan, admitted that the CIA had indeed sacrificed the drug war to fight
the Cold War.

While heroin was smuggled out of the region, high-tech equipment was
smuggled in. The ISI and the Islamic Parties took advantage of the Afghan
Transit Trade Agreement, better known as the ATTA, to launch a prosperous
smuggling business of duty-free goods. In 1950, Pakistan and Afghanistan
had signed the ATTA to give Afghanistan, a landlocked country, the right
to import duty-free goods through the port of Karachi. Duty-free goods
destined for Afghanistan were loaded in sealed containers on trucks heading
for Kabul. Some of the products were sold in Afghanistan, but the bulk of
them never left the trucks. The goods were returned to Pakistan to be sold
on the local markets. The trucks were ‘taxed’ at various roadblocks by
corrupt Pakistani customs officers and the transport Mafia; warlords who
controlled the territories they had to cross levied their own taxes and even
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customs officers in Kabul took their own cut. Even so, ATTA duty-free goods
were available in Pakistani markets at lower prices than identical products
imported legitimately into the country. What made ATTA items so
competitive was the exceptionally high import duty levied by the Pakistani
government on imports, especially of electronic equipment from the Far
East. ATTA stereos, TVs, video recorders and CDs could be as much as 40–50
per cent cheaper. This form of smuggling gave Pakistan a limited supply of
inexpensive duty-free foreign goods and the ISI an additional source of
income. Throughout the 1980s the ATTA and illegal trade expanded,
servicing most of communist-controlled Afghan cities and generating about
$50 million per year. 

The costs throughout the anti-Soviet Jihad were phenomenal; outflows
were constantly higher than inflows. US and Saudi direct financing coupled
with the astonishing revenues from the drug and smuggling trade were
still insufficient to support the pipeline. The bulk of the cash went to keep
the whole covert operation in motion. To function, the pipeline relied on
complex and expensive infrastructures located around the world. To keep
arms, drugs, duty-free goods, smuggled products and cash moving, money
had to change hands many times, and each exchange had a cost. Financial
transactions had to be handled by very expensive hidden banking
structures; without them no flow of funds could be guaranteed. In addition,
the entire system needed to be constantly oiled with bribes and corruption.
Theft was rampant. Arms and equipment in transit in Pakistan were often
stolen. In fact, as little as 30 per cent of the weapons ever reached their
intended recipients.33 According to a former fighter, for each US dollar
allocated, the Mujahedin were lucky if they received 20–30 cents. Therefore,
at the receiving end of the pipeline, the Islamic Parties, commanders and
Mujahedin were always short of cash, ammunition and sometimes even
food. ‘There were times when we had nothing to eat,’ confessed a former
Mujahid. Supplies that did reach the fighters were often late, provisions
were insufficient and money desperately short. It was thanks to the
voluntary donations of rich Arab organisations and individuals that the
Parties were able to bridge the gaps and overcome shortages. Since these
contributions went directly to the Parties, they were not subjected to the
additional costs and thefts of the pipeline. However, money went primarily
to the four fundamentalist Islamic Parties and as a result the moderate ones
became less efficient.34

‘Independent Arab money kept the anti-Soviet Jihad alive,’ admitted a
former Mujahid, ‘and it was thanks to these funds that the war was won.’35

Throughout the war, Islamic warriors were ignorant of the role played by
the US; they did not suspect that they were fighting a war by proxy. Even
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a well-connected Saudi like Osama bin Laden claimed to be unaware of
the extent of CIA involvement. ‘Neither I,’ he stated, ‘nor my brothers,
saw evidence of American help.’36 Hidden behind the ISI, the CIA
succeeded in avoiding any direct contact with the fighters. ‘We did not
train Arabs,’ confirmed Milton Beardman, a high-ranking CIA officer.37

Their training was conducted by the ISI in military camps scattered
throughout the region. An estimated 80,000 people were trained in these
camps during the war. When Muslim fighters discovered after the war had
ended that the US had manipulated the anti-Soviet Jihad, they felt
humiliated. This sentiment greatly contributed to the hate nurtured by
Islamist armed groups towards America.

BREAKING THE COLD WAR MOULD

Overall, the anti-Soviet Jihad broke the Cold War mould of war by proxy.
Though it was confined within a single state, it was fought by a multi-
ethnic Muslim army: the Mujahedin. Thus, it had enormous repercussions
throughout the Muslim world. It had two main sponsors, the United States
and Saudi Arabia. Each pursued different goals. The Saudis were motivated
by religious colonialism, the Americans by naked revenge. It was fought
regardless of the consequences for the balance of power in Central Asia.
The primary aim of the US instigators was to inflict a mortal blow to the
Soviet Union, as if by doing so the US would finally find a justification for
the loss of 58,000 American lives in Vietnam. It was carried out without
taking into consideration the weakness of the Soviet position in
Afghanistan. For example, as early as 1983, the Russians had realised their
mistake and were considering withdrawing. By 1985, when Gorbachev
came to power, the Politburo was in favour of pulling out within a year. The
US administration, on the other hand, running high on emotion,
intensified the fight. Casey even suggested that the ISI push the fight across
the borders into the Central Asian regions.38 Indeed, it was the rise in US
support for the Afghan resistance that prevented the Soviets from leaving
Afghanistan in 1986.39

The war also carried the seeds of the economic disorder that would grip
that part of the world in the following years. It forged and cemented the
alliance between the United States and Pakistan, a corrupt dictatorship,
which exploited this privileged position to acquire nuclear power and
establish a strong political presence in Asia. It accelerated the process of
disintegration of the Soviet Union, which in turn destabilised vast regions
at its periphery, such as Central Asia, the Caucasus and the Balkans. In
addition, it led the US to underestimate Islamist insurgency and its
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economic power. The defeat of America’s Cold War enemy blinded the US
political elite to the consequences of such a victory. US foreign policy failed
to adapt to the new world order. 

America’s foreign policy had been shaped during half a century of Cold
War. A generation of diplomats had been raised in the shadow of ‘Soviet
containment’. The dismembering of the Soviet Union left them in a
political vacuum, without specific guidelines. To fill it, American diplomacy
turned to business. They became ambassadors and diplomats of the strong
Washington lobbies that backed their own parties. Almost overnight, it
became apparent that US foreign policy had turned into a powerful vehicle
for American corporations, seeking opportunities everywhere instead of
promoting international stability. Sadly, this imperialist approach is still
the engine powering the foreign policy of George W. Bush.

In the early 1990s, impelled by the oil lobby, George Bush Sr
underestimated the consequences of the disintegration of the economic
equilibrium in Central Asia, a balance of power forged in 1945 at Yalta.40

The dismantling of Soviet power was perceived as the beginning of a
lucrative period of exploitation, with US oil companies controlling the vast
energy fields of the region. So confident was the White House in this
outcome that Washington did not bother to create a political framework
for the region, or even issue guidelines for the post-Soviet area. In the
Middle East, while pursuing alliances with regional oligarchies, i.e. Arab
capitals and dictatorial Muslim countries, the US failed to notice and
understand the forces of change in motion in the region. It underestimated
the implications of the hostage crisis in Lebanon, the role of Iran as an
Islamic state and the rise of state-independent armed groups. Above all, it
ignored the political consequences of the massive transfer of wealth
generated by the first oil shock, the build-up of resentment towards the
United States and the disillusionment of a fast-growing Muslim population
towards the Arab leaders. These events, in particular, were at the root of a
massive flow of money and people towards Islamist militant groups. These
phenomena, as we shall see, created an ideal habitat for the growth of a
formidable adversary: the New Economy of Terror. 
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‘War is . . . the continuation of politics by other means.’
Karl von Clausewitz 

General Mohammad Zia ul-Haq had a dream: to head a Muslim confeder-
ation stretching from Turkmenistan to Kashmir, a powerful Pan-Islamic
league under the dominance of Pakistan. Casey and the US administration
encouraged him in pursuing such a fantasy. To legitimise Pakistan as a US
ally and as the frontline against Iran, Washington declared that Pakistan
was a secular state, though Sharia law in fact superseded the written con-
stitution. Thanks in part to Pakistan’s support of US policies, Soviet power
disintegrated in Central Asia. In exchange for the favour, America turned
a blind eye when Pakistan began funding Islamist fundamentalist groups
in the aftermath of the Afghan war, and stood aside when Pakistan acquired
nuclear power.1

At the end of the anti-Soviet Jihad, the powerful military and intelli-
gence network of the ISI was not dismantled; on the contrary, it remained
intact, as did the ISI’s special relationship with the CIA. The ISI continued
to export Islamist warriors from Pakistan to Central Asia and the Caucasus.
While Soviet troops began a painful retreat from Afghanistan, a stream of
covert operations was launched in Central Asia. The ISI acted as ‘a catalyst
for the disintegration of the Soviet Union and the emergence of new
republics in Central Asia’.2 When the republics of Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan and Uzbekistan reluctantly gained their inde-
pendence from Moscow in 1991, the ISI played a pivotal role in supporting
Islamist armed insurgencies which destabilised them. The aim was the
implementation of Pakistan’s plans for expansion. 

Following the blueprint of the anti-Soviet Jihad, the Pakistanis set up
their own arms pipelines. Pakistan’s arsenal, one of the richest in Asia, had
been accumulated during the Afghan war when the ISI siphoned off a large
portion of weapons and equipment in transit through the Afghan Pipeline.
Thus, in the aftermath of the war, Pakistan emerged as the major source of
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weapons in Central and South Asia. Three pipelines running from Pakistan
were established: one supplying Islamist rebel groups inside India; another
running to South East Asia through Thailand, Malaysia and Singapore; and
the third supplying Central Asia. 

The ISI had two main sources of funding for covert operations in neigh-
bouring regions: the ATTA and the narcotics smuggling trade. After 1992,
contraband activities increased exponentially. New avenues had been
opened by the collapse of the Soviet Union; commercial routes which
linked Kabul to the new Central Asian republics. ATTA duty-free goods
began reaching these countries and their emerging markets. In 1992–93, the
business was worth $128 million and its growth was accelerating. By 1997
Pakistan’s and Afghanistan’s share alone amounted to $2.5 billion – more
than half Afghanistan’s estimated GDP. Over the same period, the figure for
the whole Central Asian region rose to a staggering $5 billion.3 These figures
reflect the economic disarray that occurred in the region following inde-
pendence. As Russian troops moved out of the newly formed Central Asian
republics, local armies and politicians were left to fend for themselves.
Inside the republics, import–export activity ground to a halt because
Moscow demanded payment in hard currency for their exports while
refusing to pay the high prices of the Soviet era for imports. Cotton,
minerals and oil prices plummeted. Loans from Russia, which had been
the monetary lifeline of the region, were cancelled; banks in Moscow
demanded immediate repayment of all outstanding loans. The government
debts of the Central Asian Republics were called in and repayment was
requested promptly in US dollars. Attempts to open up the economies of
the republics to the outside world failed for lack of diplomatic and
economic channels. Within the economic chaos created by independence,
unemployment shot up, inflation soared, living standards plummeted and
shortages of products became rampant at every level, including raw
materials for industry and agriculture.4 Central Asia met all the conditions
to become a hotbed of Islamist terror.

THE RISE OF THE ISLAMIC MOVEMENT OF UZBEKISTAN

As political unrest grew, the leaders of the republics – all hard-line
communists who had risen to power through the Soviet hierarchy – reacted
by clamping down on freedom. In this repressive climate, political violence
escalated. Militant Islamist groups became the sole opposition and the
economy of war they generated the only source of sustenance for a large
section of the population. While the ISI trained Islamist insurgents and
supplied arms, Turkey, Saudi Arabia, several Gulf states and the Taliban
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funded them. In 1998 Tohir Abdouhalilovitch Yuldeshev and Juma
Namangiani founded the Islamic Movement of Uzbekistan (IMU), with a
network that extended across several Central Asian republics, and declared
Jihad against the Uzbek government. The movement supported itself with
a mixture of foreign sponsorship and self-finance. In 1999, for example, it
received $25 million from foreign sponsors. Funds came from various
sources: the Turkish Islamist leader Necmettin Erbakan sent $100,000 for
‘works’ in Uzbekistan. A Turkish émigré organisation in Cologne under
Erbakan’s patronage signed a contract with Yuldeshev for the acquisition
and free transfer of weapons worth several thousand dollars.5 An IMU
representative collected $270,000 in Saudi Arabia, while a single donor,
Mohammad Amin Turkistuni, offered $260,000 for the purchase of arms.6

Even the Taliban leader Mullah Omar contributed $50,000.7 That same
year the IMU raised about $5 million in ransom for the release of four
Japanese geologists abducted in the mountains of southern Kyrgyzstan.
However, the bulk of revenues originated from the rampant drug and
smuggling trade in the region of which the IMU was a part. Namangiani’s
networks in Tajikistan and in Central Asia were used to smuggle opium
from Afghanistan. It was partly thanks to Namangiani’s contacts in
Chechnya that heroin reached Europe. According to Interpol, about 60
per cent of exported Afghan narcotics in 2002 passed through Central Asia.
The IMU controlled 70 per cent of the opium and heroin that moved
though this area,8 and set up heroin laboratories in the territories under
its control.9

The armed group’s stronghold is the Tavildara valley, located in Tajikistan.
Since 1999, however, it has fought to gain control of the Fergana valley as
well. The valley, 200 miles long and 70 miles wide, forms the economic
heart of Central Asia. It houses the densest concentration of people in the
region: about 10 million inhabitants (20 per cent of the total population
of Central Asia). The Fergana valley has been a traditional hub of Islam, a
place bathed in a religious aura. However, the advent of Islamist armed
insurgency and IMU successes in the area should not be attributed to
religious fervour alone; rather, they are a direct consequence of the poverty
that has plagued the region following the disintegration of the Soviet
Union. Under the Soviets, the economy had been highly integrated, with
a few centralised markets serving the whole area. The birth of the republics
and their detachment from Moscow set in motion a process of
decentralisation, which had the effect of destroying much of the agrarian
and industrial infrastructure. Following independence, borders were drawn
between the republics, dividing villages, farms, sometimes even families.
Passports were required to travel to local markets, which were now located
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in different countries. Irrigation systems were interrupted as they criss-
crossed the various borders, preventing water supplies flowing from one
country to another. Trade between the Fergana valley and Tashkent, the
largest and most important Central Asian market, was disrupted as this
market was no longer freely accessible. 

Financially and militarily backed by ISI, the IMU found widespread
support among the local tribes of the Fergana valley in its fight against the
newly-formed governments of the republics. Government neglect and
corruption had turned what was once a fertile valley into a poverty-stricken
area. Lack of seeds and loans had almost destroyed agriculture, while
industry was crippled by a shortage of raw materials. Due to the corruption
and mismanagement of the Uzbek president Karimov, the valley failed to
benefit from IMF loans, one of the few monetary lifelines available. In April
2001, unable to convince Karimov of the need to introduce reforms to
stabilise the economy, the IMF withdrew from Uzbekistan altogether. Since
then, capital flows have been meagre. Turkey has invested hundreds of
millions of dollars in a few joint ventures; the US continues to invest in
mining and in the energy fields; South Korean and German companies
have bought interests in the automobile industry. But sporadic foreign
loans and investment are of little help to the country’s chronic monetary
shortage, let alone to the people of the Fergana valley. Most deals are signed
and handled by Karimov himself, who pockets large shares of the money.
As a result, unemployment and inflation are rampant; in the Fergana valley
unemployment has reached 80 per cent in recent years. Given that 60 per
cent of the valley’s population is below the age of 25, it is a fertile
recruitment ground for Islamist armed groups.

Following a common pattern, as IMU guerrillas gained control of the
territory and declared villages and regions ‘liberated’, they provided
sustenance to the local population, integrating them into their economy.
Recruitment is the most common and popular way of doing this.
Namangiani is reported to pay his men between $100 and $500 a month.
‘It’s the same everywhere,’ explained a social worker in the Batken region
in Kyrgyzstan to author Ahmed Rashid, ‘the villages are empty of young
men. Either they have gone to Russia to look for work or they join
Namangiani because at least he pays them and there is so much poverty
here.’10 Not all recruits are sent to fight, however; the IMU has an extensive
network of sleepers, terror cells in the Fergana valley waiting to be activated.
Others are given the task of providing food, arms and supplies from
Tajikistan and Kyrgyzstan. To ensure supplies for his men in the Fergana
valley, for example, Namangiani reached an agreement with the government
of Tajikistan and the local tribes. He promised not to interfere with
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Tajikistani politics or to revive militant Islamist movements in that country
in exchange for the reopening of ancient and important trade routes.

The success of the IMU in destabilising the Fergana valley and in
establishing its own state-shell in Central Asia is apparent. The IMU network
encompasses the political borders of newly formed countries; it stretches
across the borders of three republics and is rooted deep into their
impenetrable valleys and gorges. Guerrillas purchase supplies from local
villages, they pay well and provide protection to the inhabitants. After
years of civil war, the IMU has brought stability and economic growth to
several villages. The local population have welcomed this change. This
outcome is the direct consequence of the ISI’s strategy of promoting Islamist
terror as a tool to pursue Pakistan’s scheme of expansion.

THE NARCOTICS TRADE

The other major source of financing utilised by the ISI to fund Islamist
armed insurgency was the narcotics trade. Three-quarters of the world’s
opium output is produced in Central Asia, in the so-called Golden Crescent.
According to the United Nations, at the end of the 1990s, the overall drug
turnover was as high as $500 billion, of which the Golden Crescent
contributed $200 billion.11 Between 1983 and 1992, narcotics revenues for
Pakistan rose from $384 million to $1.8 billion12 thanks to the intervention
of the ISI. The agency has extensive experience in this field, having
developed Afghanistan’s poppy production. Former Pakistani prime
minister, Nawaz Sharif, claims that the Pakistan Army Chief of Staff, General
Afzal Beg, together with the Director-General of the ISI, asked Sharif’s
permission to smuggle heroin to fund covert operations.13 The request was
a polite way of letting him know that the ISI had begun funding Islamist
guerrillas in the Punjab and Kashmir.

Arms shipments to the Punjab and Kashmir were coupled with the
training of fighters in military camps controlled by the ISI inside Pakistan.
During the first decade following the Afghan war, the arms trade increased
dramatically. In 1987, Indian security forces on border duty confiscated 33
rifles and 92 pistols, whereas in 1997 they confiscated 16,772 Kalashnikov
rifles alone.14

Relations between the ISI and Kashmiri guerrillas were well cemented
and in the following years grew stronger. In 1989, the ISI contributed to the
creation of the Jammu and Kashmiri Hizbul Mujahedin group among the
Jamiat and Islamist followers.15 In 1993 it created the Harkatul Ansar in
Peshawar, an armed group of non-Kashmiri warriors composed of Islamist
militants and veterans of the anti-Soviet Jihad.16 That same year the
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election of Benazir Bhutto as prime minister brought the powerful anti-
American Deobandi party, the Jamiat-ul-Ulema-e-Islam (JUI), into
mainstream politics.17 The JUI was the main supporter and sponsor of the
Taliban in the fight for control of Afghanistan; it more than welcomed the
conflict in Kashmir. It was to the north and then to the west, however,
along the southern border of the former Soviet Union, that Pakistan
successfully ignited Islamist armed insurgency.

DESTABILISING THE CAUCASUS

The destabilisation of the Caucasus and the emerging role of Chechnya as
the stronghold against the Russians were crucial factors for Islamist
insurgency. Following in the footsteps of General Zia, Bhutto had refor-
mulated the dictator’s dream: the creation of a trans-Asian axis, under
Pakistani hegemony, stretching from the eastern border with China,
inclusive of Afghanistan and the Central Asian republics, to the oil-
producing regions of the Caspian Sea.18 Interestingly, the drug route of
Afghan narcotics to Europe cut across the same regions. In order to realise
such a dream, Pakistan needed to establish hegemony in Central Asia and
in Afghanistan, where the Russians were still backing the Northern Alliance.
Through a shaky coalition of ethnic warlords, the Northern Alliance
maintained a firm grip on Afghanistan’s northern regions, from where it
carried on fighting the Taliban. One Soviet-backed warlord in particular,
Ahmed Shah Massoud, represented a serious obstacle to Pakistan’s plans.
Massoud controlled the strategic strip of northern Afghanistan that
bordered Turkmenistan, Uzbekistan and Tajikistan, a tongue of land
regarded by the Pakistani ruling elite as a vital geopolitical area for the
implementation of the trans-Asian axis. 

The growing conflict in Chechnya, then as now fighting for full inde-
pendence from Russia, offered an opportunity to divert Russian attention
and resources away from Massoud. The Pakistani plan was to encourage
Islamist insurgency in Chechnya, forcing the Russians to fight in the
Caucasus. Accordingly, in 1994 the ISI began nurturing Shamil Basayev, a
young Chechen field commander. He was trained and indoctrinated along
with a small group of lieutenants at the Amir Muawia camp in the Khost
province in Afghanistan. The camp had been set up in the 1980s by the ISI
in cooperation with the CIA and was run by the Afghan warlord Gulbadin
Hekmatyar. Once the programme had been completed, the group was sent
to Pakistan to undergo further training.19 Experienced instructors, most of
them veterans of the Afghan Jihad, were also sent to Chechnya to train
future fighters. Among them was the Jordanian-born Khattab, whom
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Basayev had met and befriended in Pakistan. Khattab was a hero of the
anti-Soviet Jihad; he was also close to Osama bin Laden and his funding
network. In 1995, Khattab was invited to Grozny to head the training of
Mujahedin fighters. 

Partnerships and alliances that had proved successful during the Afghan
Jihad were soon recreated in Chechnya. The master plan for Islamist
insurgency in the Caucasus and Kashmir was drawn up at a meeting held
in Mogadishu, Somalia, in 1996 and attended by the ISI and various
Islamist armed groups.20 Osama bin Laden and high-ranking Iranian intel-
ligence officers were also present. General Javed Ashraf of the ISI was
handed the task of providing arms and ammunition and paying for the
transportation of Islamist fighters from the training camps in Afghanistan,
Pakistan, Lebanon and Sudan to the new Islamist Jihad fronts in Chechnya
and Kashmir.21

According to Soviet intelligence sources, bin Laden contributed $25
million to the fight in Chechnya.22 Until then, the Islamist guerrilla groups
had been supported by a mixture of state and private sponsorship, primarily
from Pakistan and Saudi Arabia, and crime-based self-financing activities.
During the first Chechen war, the Islamist insurgency had relied mainly
on foreign sponsors and domestic smuggling. In 1991, for instance, a barter
deal was arranged between the Armenian militia in Nagorno-Karabakh and
the National Congress of the Chechen People. A Georgian paramilitary
middleman, Tengiz Kitovani,23 brokered an exchange of Armenian small
arms for oil and oil-related products from Chechnya.24 In 1995, Khattab’s
move to Grozny was arranged by the International Islamic Relief
Organisation, a Saudi-based charity funded by mosques and wealthy donors
in the Gulf.25 The same year, Basayev, and later Khattab, linked up with
criminal organisations in Russia as well as with Albanian organised crime
and the Kosovo Liberation Army (KLA). These alliances proved fruitful in
generating profits from the drug trade and contraband, especially that of
arms. Chechnya soon became an important hub for various rackets,
including kidnapping and the trade in counterfeit dollars. Basayev also
benefited financially from money laundering activities in Chechnya.26

While the terror economy can either break down or destroy the tradi-
tional economy, either process will produce dangerous spill-over into
nearby countries, as it did in the Caucasus in the late 1990s. As Chechen
war economics bled into neighbouring countries, Islamist insurgency broke
out in Ingushetia, Dagestan and North Ossetia. Initially, Saudi Arabia,
Lebanon and Iran were responsible for funding the spread of Islamist armed
groups in the region; soon however the various armed organisations were
able to link up and plug into the booming war economy of the Caucasus.
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In Tbilisi, for example, neon signs put up by gun dealers advertised the
sale of Kalashnikovs.27 No superpower intervened to prevent the escalation
of the terror economy. Russia, the leading power in the Commonwealth of
Independent States, was struggling to get a grip in its own territory.
Meanwhile, the US ignored the region, leaving it an easy prey for the expan-
sionism of Muslim countries such as Pakistan and religious colonisation
by Saudi Arabia. 

THE ISLAMISATION OF THE BALKANS

As envisaged by Zia and Bhutto, the opening of a new front in the Caucasus
siphoned off Russian support for the Northern Alliance. Though the
Alliance remained a threat to the Taliban, it was a manageable and con-
tainable menace. What the Pakistani leaders could not predict was that
from Chechnya, Mujahedin fighters would continue to move west along
the drug route to Albania and Kosovo, reaching the eastern frontier of
Europe. The legacy of such expansion is the buoyant contraband of
narcotics into Europe. Nearly 75 per cent of the heroin that enters the Old
Continent transits via Turkey. From here, a huge quantity of heroin is
carried through the Balkans: Bulgaria, Greece, Kosovo, Albania and the
former Yugoslavian territories, through what has become known as the
‘Balkan Route’. Each month, an estimated 4–6 metric tons of heroin are
shipped from Turkey via the Balkans to Western Europe.28

In the Caucasus and in the Balkans, the economics of terror gave Islamist
insurgency a new breath of life. Armed groups no longer needed the
patronage of countries like Pakistan to carry on their fight. The narcotics
trade gave them the opportunity to reduce their dependency on foreign
powers and achieve self-sufficiency. These goals motivated Chechen
warlords to establish good relationships with the KLA in Kosovo and to set
up profitable smuggling businesses. It was thanks to the mediation of
Chechen criminal groups that the KLA and the Albanian mafia managed
to gain control of the transit of heroin in the Balkans. The benefits were
soon apparent. During the second half of the 1990s, one of the KLA’s
primary sources of self-financing was the smuggling of narcotics from
Afghanistan. The KLA also became a key player in the drugs-for-arms trade
as well as in the laundering of drug money. German anti-narcotics agencies
estimate that in 1998 $1.5 billion in drug profits was laundered in Kosovo,
utilising about 200 private banks and currency exchange offices.29

The KLA terror economy was highly integrated with Albania’s growing
underground economy and illegal cross-border activity. In 1992, a triangular
trade in narcotics, oil and arms took root in Albania. The embargo on Serbia
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and Montenegro and the blockade enforced by Greece on Macedonia in
1993 and 1994 fuelled such business. In fact, the trade in narcotics and
weapons prospered under the nose of a large American contingent, which
had the specific task of enforcing the embargo. The West simply turned a
blind eye. Oil and narcotics revenues bought arms, often by barter trade.
‘Deliveries of oil to Macedonia, skirting the Greek embargo [were] used to
cover heroin, as are deliveries of Kalashnikov rifles to Albanian “brothers”
in Kosovo.’30 Indeed, the embargo created the ideal conditions for the
spread of the terror economy, as it contributed to the collapse of the trad-
itional economy. As unemployment in Kosovo reached a staggering 70 per
cent, thousands of young people joined the KLA.31

The Islamist groups empowered by Pakistan to achieve its hopes of
hegemony had gained economic independence and began pursuing their
own political agendas. In the second half of the 1990s, Islamist insurgency
spread from the Caucasus to the Balkans, on the doorstep of Europe. As will
be described in chapters 9 and 10, new sponsors would soon emerge to
support such a cause, among them Islamic banks and businesses.

Napoleoni 02 chap 7  4/7/03  14:14  Page 95



8
Terror Jihad: 

The Islamist Crusades

‘The acme of this religion is Jihad.’
Osama bin Laden, reflecting on 

his experience in the Afghan war

On 27 November 1095, Pope Urban II held a public session in the Cathedral
of Clermont in France. People knew that a great announcement was about
to be delivered and flocked to the church. Soon the church was bursting
with the nobility, the clergy and the people. Outside its doors more men
and women gathered, eager to share the extraordinary news. Facing such
a multitude, the pope ordered to have his chair carried outside the eastern
gate of the city and placed on a platform. Surrounded by a sea of heads,
Urban II stood up and delivered his speech.

With eloquence and passion he began describing the sufferings of the
Christian brethren in the East. ‘Eastern Christendom [has] appealed for
help,’ he revealed. ‘… The Turks [are] advancing into the heart of the
Christian land, maltreating the inhabitants and desecrating their shrines.’1

All around him people were nodding in agreement. The pope went on to
denounce the shameful conditions in which Christians lived in Jerusalem
and the sufferings imposed upon the pilgrims who journeyed there. ‘Let
Western Christendom march to the rescue of the East,’ he proposed. ‘Rich
and poor alike should go. They should leave off slaying each other and
fight instead a righteous war, doing the work of God; and God [will] lead
them.’ The crowd responded enthusiastically to these words; the nobility,
who were itching for war, envisaged the looting of Palestinian cities and the
lands they would conquer; the clergy embraced the idea of being once
again the leading force of the masses, anticipating the great wealth and
power that the pope’s call to arms would bring; the merchants, bankers
and traders, who had been restrained in their commerce by the power of
their Arab counterparts, who not only controlled the Mediterranean but
were the absolute rulers of international commerce, saw in Urban’s exhor-

96

Napoleoni 02 chap 7  4/7/03  14:14  Page 96



Terror Jihad: The Islamist Crusades 97

tation to war the long-awaited opportunity to expand their businesses; and
the poor, plagued by famine, disease and poverty, thanked God for the
opportunity to have daily meals once they joined the new Christian armies.
Even the sinners, those who were unable to follow the Church’s strict set
of rules, were happy, for Urban II offered them a chance to redeem
themselves. For those who die in battle, he declared, there would be
absolution and the remission of sins. The masses felt as if the gates of
Paradise had been flung open. 

The pope stressed the sanctity of martyrdom, contrasting its rewards
with the misery of life on earth, where men were constantly threatened by
the Devil and his endless temptations. Life was a continuous struggle
against the flesh; humanity was tormented by the needs of the body and
the will to maintain the virtues of the soul. To all those who would die in
battle, the pope offered a much better existence in Paradise, a happy and
joyful land where men could finally rest in the friendly shadow of God.
‘There must be no delay,’ Urban II firmly concluded. ‘[Let’s] be ready to set
out when the summer [has] come, with God to be [our] guide.’ After a few
months, the First Crusade sailed for the Holy Land.

Almost a thousand years later, from the Eastern shores of Africa, Osama
bin Laden launched a similar appeal to the Muslim world: ‘The people of
Islam [have] suffered from aggression, iniquity and injustice imposed on
them by the Zionist Crusaders alliance and their collaborators,’2 he wrote
in 1996. To justify his call to arms he reminded his followers of the slaughter
of Muslims across the world. ‘Their blood was spilled in Palestine and Iraq’
as well as Lebanon, Tajikistan, Burma, Kashmir, the Philippines, Somalia,
Eritrea, Chechnya, Bosnia-Herzegovina and Indonesia. He denounced the
occupation of Jerusalem by Israel and the sufferings of the Palestinian
people trapped inside the occupied territories. ‘They [the Israelis] have
occupied the blessed land around Jerusalem, route of the journey of the
Prophet (Allah’s blessing and salutations on him),’ he declared, and since
they have violated ‘the land of the two Holy Places [Saudi Arabia] … the
people of Islam should join forces and support each other to get rid of the
main “Kufr” [the infidels]’. He then stressed that unity was the foremost
requirement for winning the war. Muslims should stop fighting each other,
he wrote, and unite as they have done in the past. ‘The sons of the land of
the two Holy Places had come out to fight against the Russians in
Afghanistan, the Serbs in Bosnia-Herzegovina and today they are fighting
in Chechnya, and by the Permission of Allah they have been made
victorious …’ As Urban II had done a thousand years before, bin Laden
announced to his followers the rewards awaiting those who would perish
in battle. The martyrs of the Jihad will enter Paradise, he stated, and their
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sins will be washed away, their earthly life of pain and sorrow replaced by
the joy of eternity and marriage to 72 beautiful virgins.

The similarities between the two documents are remarkable: the rhetoric,
the motivations; the concept of religious unity which transcends nation-
ality; the humiliation of Jerusalem and the rewards of martyrdom. Even
more remarkable are the similarities between the economic climate that
produced the Christian Crusades and the process of the formation of the
New Economy of Terror, which fostered Islamist terror. The Crusades were
a critical chapter in the expansion of Europe eastward; they were a form of
colonisation and of medieval imperialism. At the end of the first
millennium, the main forces in motion in Western Europe were: excep-
tional demographic growth coupled with harsh economic conditions,
which together fuelled widespread social unrest; the decline of the power
of the Papacy, requiring new strategies to re-conquer the people’s trust; and
pressing demands for new commercial outlets posed by the new social
classes of merchants, bankers and traders. As we shall see, today similar
forces are fuelling the expansionary process of Islamist fundamentalism in
the Muslim world. 

The fall of the Roman Empire had disastrous consequences for the
economics of Western Europe. The disintegration of the Pax Romana opened
the gates to waves of looting by barbarian tribes; without the protection of
Rome, entire regions were ransacked and their economies returned to pre-
Roman terms. Trade and commerce inside the former territories of the
Western empire came to a halt; almost overnight what had once been a
prosperous and buoyant economic system vanished. Money as a means of
exchange disappeared and economic transactions regressed to straightfor-
ward barter exchanges. Travel in particular became increasingly difficult
and dangerous as roads and forests were infested with robbers. Using
violence as the sole instrument of establishing and maintaining legitimacy,
warlords began carving state-shells out of the former territories of the
empire. These new rulers soon came to control patches of territory,
imposing heavy road taxes on anyone wishing to cross them. Consequently,
the economy of Western Europe lurched backwards to a state of subsis-
tence based on agriculture and war. 

The disintegration of the Soviet Union had a similar impact on the
economies of its former peripheral territories. Central Asia and the
Caucasus, which house a large Muslim population, were hard hit by the
dismantling of the Soviet economy. The abolition of the convertible rouble
as a means of exchange disrupted trade, while the closure of Moscow’s
financing facilities drained the monetary lifeline of entire nations. At a
microeconomic level, the drawing of new borders between newly-formed
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countries severed ancient trade routes, blocked irrigation systems and
hindered agrarian commerce. The Fergana valley in Central Asia, for
example, which for centuries had operated as a commercial unit, was split
among several countries; villages were cut off from markets and tribes
plunged into poverty. Economic growth, already slow, ground to a halt
and economies began to decline. As we shall see in chapter 9, the GDP of
most of the former members of the Soviet Union fell during the 1990s,
while unemployment and poverty rose. Widespread corruption and
repressive policies characterised most of the governments that emerged
from the ashes of the Soviet system. In the absence of any democratic form
of dissent, political opposition became increasingly polarised around
Islamist radical groups, such as the IMU in the Fergana valley. In the
struggle that followed, warlords and terror groups attempted to carve out
their own state-shells around patches of sustenance economies based pre-
dominantly on agriculture, i.e. the production of narcotics and war.

The similarities between the Crusades and Islamist terror also extend to
the economic conditions of the ‘enemy’, the socio-economic and political
systems that they respectively set out to destroy. In the eleventh century,
the desolation of Western Europe’s countryside was in harsh contrast to
the splendour of Arab civilisation. Baghdad, Cairo and the cities of the
eastern shore of the Mediterranean sea were vibrant with culture and
wealth. The decline of the Western empire was even more evident because
it coincided with the spread and blossoming of Islam. In the seventh
century, Islam reached the eastern shores of the Mediterranean and North
Africa; over the next two centuries, it conquered southern and central Italy
and Spain. The Arab colonisation was, like any colonisation, cruel and
ruthless. Arab pirates infested the Mediterranean islands: they pillaged
Cyprus and Rhodes, invaded Corsica and Sardinia and the Balearic islands.
By the end of the eighth century, what the Romans had named ‘mare
nostrum’ (our sea) had become an Arab lake, ‘inaccessible to Christian
shipping, but open to trade from all countries under Arab sway, with
staggering results in the field of Arab economy and industry’.3 Commerce
along the coasts of the Mediterranean was flourishing. Unlike the Christians
of the West who, during the Middle Ages, considered trade almost a form
of usury, the Muslims held it in high regard. The prophet Mohammad,
who by profession was a cross-border trader of goods and commodities,
had encouraged the free movement of merchandise and the development
of new markets: ‘The Muhammadan tradition recorded a saying of the
Prophet whereby he blessed the triple resources of the faithful as agricul-
ture, cattle raising and commerce … Caliphs honoured the merchants and
established rigorous security on the roads for peaceful and just circulation
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of commerce.’4 Commerce in turn spread Islamic culture across the world.
Proof of this was the wide usage of the Arab dinar as a means of exchange
worldwide. Arab coins from the seventh to eleventh centuries have been
found in Russia, Scandinavia, the Balkans, Britain and Iceland.5

A similar scenario exists today with regard to relations between the East
and the West, except that the balance of power has now switched sides.
Western colonisation left deep marks on the East and planted the seeds of
economic and cultural dependency. Arab leaders like Gamal Nasser6

embraced the secularist elements of the West and applied them to force a
rapid modernisation process based on the European economic model.
Decolonisation maintained Western economic principles, such as capitalism
and accumulation, without introducing its socio-political values, i.e. rep-
resentative democracy. This led to the creation of a new, immensely wealthy
oligarchy. The Muslim elite, educated and raised in the West, became the
bridge between Western capitalism and Eastern resources and markets.
Partnerships and joint ventures between the new oligarchy and Western
capital blossomed in order to exploit the natural resources and markets of
the East. There are two main trade flows controlled by this partnership:
natural resources, such as oil and gas, which run from East to West, and
consumer products, which flow from West to East. This alliance hindered
the development of an original post-colonial Eastern culture and denuded
entire nations of their wealth. In the 1990s, the decline of the East was par-
ticularly shocking when compared to the economic and financial boom
of the West. As the gap widened, younger generations, in search of their
political identity, began questioning the status quo.

The issue of political identity was also at the root of Western Europeans’
despair in the eleventh century. With the disintegration of the Roman
Empire came the chaos of the Barbarians. Christendom was the sole socio-
economic anchor available to the masses. Subordination to a set of
Christian beliefs granted entry into society. Therefore, the identity of
medieval Europe became largely synonymous with Christendom. ‘Every
Christian believed he had a soul to save.’7 Thus the call to arms by Urban
II at Clermont appealed to ‘Christian identity’ and war was justified by the
need to help the ‘brethren’, the Christian brothers. The real economic and
political motives of the First Crusade were cleverly hidden behind religion.
Had the pope presented them to the people, few would have followed him
into battle. The world had to wait another 900 years for Marxism to
mobilise the masses on economic issues. Urban II also portrayed the enemy
in their religious persona; he carefully avoided mentioning the economic
supremacy of the Caliphs, which was blocking the development of Western
European commerce and the emergence of new social classes. Instead, he
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focused on Jerusalem and the Christians living or travelling there, on the
holiness of the city where Christ died. 

Today, Islamist leaders address their followers using a similar rhetoric
because this is the language more easily understood by the Muslim masses.
For many tribes of Central Asia, the Caucasus and Africa, the Muslims in
South East Asia as well as those born in the industrial cities of Europe, Islam
has become the principal referent of their identity. To be part of a
community is to submit to the set of rules imposed by the Qur’an. For
millions of Muslims, mosques across the world are socio-economic anchors
in deeply troubled waters. Islam, for many, has become synonymous with
the Muslim world. Once again the enemy is presented in its ‘clerical clothes’
– ‘Zionist Crusaders’ as defined by bin Laden. And hence, for good Muslims,
fighting them is not an option, it is a duty: ‘the ruling to kill the Americans
and their allies – civilians and military – is an individual duty for every
Muslim who can do it in any country in which it is possible to do it …’8

Just as a thousand years ago Urban II used Jerusalem and the maltreatment
of the Christians and pilgrims as a pretext for war, Islamist leaders point the
finger at the state of Israel and its Western allies. Their discriminatory
treatment of Palestinians is nothing more than the casus belli of the Modern
Jihad, a global war against the West. 

In reality, Jerusalem and Israel are only the tip of the iceberg; the real
motives of the violent clash between the East and West are deeply rooted
in a complex set of relations of economic dependency. Today, the conflict
is between the big capital of the West and its Eastern oligarchic allies on the
one hand, and the masses of the East and an emerging merchant and
banking class on the other. A thousand years ago it was between the
economic splendour of Islam and its commercial pillars and the desolation
of Western Europe and its emerging and frustrated new social classes.
Ironically, bin Laden is one of the few Islamist leaders who offer his
followers a glimpse of the true nature of the conflict. In 1996 he wrote:

People are fully concerned about their everyday livings; everybody talks
about the deterioration of the economy, inflation, ever-increasing debts
and jails full of prisoners. Government employees with limited income
talk about debts of ten thousands and hundred thousands of Saudi riyals.
They complain that the value of the riyal is greatly and continuously
deteriorating among most of the main currencies. Great merchants and
contractors speak about hundreds and thousands of million riyals owed
to them by the government. More than 340 billion [is] owed by the
government to the people in addition to the daily accumulated interest,
let alone the foreign debt. People wonder whether we are the largest oil
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exporting country?! They even believe that this situation is a curse put
on them by Allah for not objecting to the oppressive and illegitimate
behaviour and measures of the ruling regime.9

Economic decay characterised Western European life at the turn of the
first millennium, as it does the economies of many Muslim countries at
the turn of the second. During the eleventh century, life for Northern
European peasants was grim. The land was rendered useless during the
invasion of the Barbarians and the raids of the Norsemen. Irrigation
systems and dams were destroyed and in many places the land stood under
water. Peasants could not use forests for food or firewood as these were
the playground of the nobility and the source of their game. Any village
unprotected by a lord and his castle fell prey to soldiers and armed gangs,
who constantly raided the countryside. The Church attempted to protect
the poor by encouraging the construction of towns, but many lords
opposed this strategy because they feared these entities would reduce their
power. At the same time, extraordinary demographic growth exercised a
mounting pressure on villages whose holdings became insufficient to
sustain the growing population. In the words of Urban II, ‘in this land
you can scarcely feed the inhabitants. That is why you use up its goods and
excite endless wars amongst yourself.’10 The overall scenario was made
worse by floods and pestilence, which swept through north-west Europe
in 1094, and the drought and famine of 1095. Migration was the primary
survival option available.

Today, modern Pakistan, a nuclear power, presents several similarities to
the rapid economic decay of Western Europe at the turn of the first
millennium. The country’s formal economy is on the verge of collapse;
with 65.5 per cent of GDP taken up by debt servicing and 40 per cent by
defence, the financial year starts with a negative balance. The country’s
wealth has been depleted by a deeply corrupted oligarchy, which is respon-
sible for a massive capital outflow. Over $88 billion has been deposited in
American and European banks, more than the $67 billion and the $82
billion of the country’s total domestic and foreign debt respectively.11

Unemployment is rampant; of the 800,000 people who enter the labour
market every year, very few find work. Tax evasion is the norm since
nobody is prepared to pay the government either direct or indirect taxes
for non-existent social services. Health services are disintegrating rapidly;
in 2002 over 77 per cent of the population had to finance some sort of
private health scheme. Every year 135,000 women die in childbirth due to
the lack of medical assistance. Meanwhile, the government allocates only
0.7 per cent of GDP to the health sector, a figure insufficient to cover even

Napoleoni 02 chap 7  4/7/03  14:14  Page 102



Terror Jihad: The Islamist Crusades 103

the salaries of the employees. Against this bleak background, the black
economy has been growing steadily and, at the end of the 1990s, was three
times the size of the formal economy. Widespread smuggling has had a
negative impact on every sector of the formal economy, especially industry.
From 1995 to 2000, over 6,000 industrial units closed. By the end of 1999,
the economy had declined by 2.4 per cent while the population was
growing at a yearly rate of 3 per cent. Poverty has been on the increase for
years; in the last decade the portion of the population living below the
poverty line has doubled from 17.2 per cent to 35 per cent. As little as 15
per cent of the population have sanitation facilities and only 22 per cent
have access to clean water. Infant mortality is among the highest in the
world. Migration is extremely appealing, especially for younger genera-
tions.12

The Crusades offered the starving populations of Western Europe a
chance to escape death, opportunities to profit from the war and the
salvation of their souls – an extremely appealing package. Today, with no
future, a grim present and a past overshadowed by Western exploitation,
many young Muslims regard what is on offer for those who join the new
Jihad – the worldwide Islamist insurrection, which I have named the
Modern Jihad – as a similarly advantageous proposal: a salary, a mission
and a purpose in life, the prospect in the long run of a better life and in
death the joy of martyrdom. 

The real forces that set the Crusades in motion, like those that ignited
the Modern Jihad, arose from the new, economically-oriented social classes.
In the economic wasteland of eleventh-century Western Europe, a new
class of merchants, traders and bankers was born. They had established
commercial links with the East and imported silk and spices while exporting
timber, iron and cloth. These new classes looked to the East as the natural
habitat for expanding their businesses, but were limited by Islam’s
commercial supremacy. The alliance with the Church for the Crusades
opened up endless commercial opportunities for them.13

In the mid-1970s, the first oil shock and subsequent recycling of petrodol-
lars created a new class of Muslim businessmen and bankers. They set up
trading companies and banks, but were limited in their growth by the
supremacy of the West. Interestingly, the wealth accumulated by the ruling
Eastern oligarchy flowed into Western rather than Arab banks. As explained
in chapter 9, Islamic banks and financial organisations never became major
players in the international financial system, remaining at the fringes of
world finance. The fall of the Soviet Union, however, opened up new oppor-
tunities for these economic and financial forces in countries with large
Muslim populations. Thus, the Islamic financial colonisation described in
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chapter 9 was made possible by their alliance with Wahhabism,14 the
strictest interpretation of Islam.

A millennium ago, the Church sanctified with the Crusades the unusual
partnership between the peasants of Western Europe and the emerging
merchant and banker classes,15 which became the embryo of the European
bourgeoisie. Similarly, today Islam has stamped the Modern Jihad with a
religious seal in order to pursue the economic and political interests of the
new Muslim forces, the poor as well as the entrepreneurial classes. A new,
unforeseen alliance has been forged around Islam to fight Muslim oligarchic
regimes and their backers, Western capitalists. These are the ultimate targets
of the Modern Jihad. 
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‘We fight against poverty because hope is an answer to terror.’
President George W. Bush announcing 

an increase in foreign aid

The melting of the Cold War tilted the East–West economic equilibrium
and widened the gap between rich and poor countries. The battle against
poverty stalled during the 1990s, except in India and China. Many parts
of the world, such as Central Asia and the Caucasus, saw an increase in
extreme poverty. All Central Asian republics suffered from a reduction in
real GDP.1 In Tajikistan, for example, real GDP in the year 2000 was just half
that of 1989. Over the same period the percentage of the population in
transitional economies living on less than $1 a day more than tripled,2 and
Africa’s share of world trade shrunk to a mere 1.2 per cent.3 According to
the World Bank, during the 1990s capital outflows depleted the African
continent of 40 per cent of its aggregate wealth.4 The gravest consequence
of the progressive impoverishment of large regions of the world has been
the sharp increase in armed conflicts in poor countries.5

Many factors have aggravated poverty during the past decade. The dis-
integration of the Soviet Union had a devastating impact on the economic
conditions of its former members. From 1990 to 2000, income inequality
more than trebled,6 a third of the world population was forced to live below
the poverty line,7 the money supply shrank and in certain regions barter
replaced the old rouble as the primary means of exchange.8 As described
in chapter 7, the dismantling of the Soviet system and subsequent
regrouping of states under the Russian Federation deprived many nations,
such as the Central Asian republics, of the economic mechanisms needed
to survive and grow as individual political entities. Along the periphery of
the former Soviet Union, extreme poverty supplied armed groups with
fertile ground for recruitment.9 Secessionist movements inside the new
federation, as in the Caucasus, produced ethnic conflicts, as did national-
ist movements within newly-formed states. Outbreaks of civil war, fuelled
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by armed groups, eroded the infrastructure of old communist economies.
From the progressive replacement of these economies with terror economies
sprang a new cluster of state-shells, inside places like Abkhazia, Chechnya,
Nagorno-Karabakh, Kosovo and Albania.10

Following the dissolution of the Soviet system, Russia withdrew monetary
support from former members. ‘Resources were pulled in to save Moscow,’
recalls an Italian businessman, who was living in the Russian capital during
the 1990s. ‘Obviously, when the struggle for economic survival broke out,
the first casualties occurred at the periphery.’ In these regions, foreign aid
failed to compensate for the drastic reduction in Soviet capital flows, partly
because Western direct investment was focused elsewhere and partly because
strategic capital investment, finally released from the Cold War’s straitjacket,
headed towards areas with higher and safer returns. Overall, in the 1990s,
foreign aid dropped 10 per cent in real terms (as a share of donors’ GNP, it
fell from 0.33 per cent in 1990 to 0.22 in 2000).11 Over the same period,
net long-term capital flows to poor countries rose by less than $2 billion to
reach $22.2 billion, of which official flows fell from $17 billion to $13
billion;12 capital market flows shrank from 0.5 per cent to 0.3 per cent. Only
private capital investment rose significantly, from $1.3 billion in 1991 to
$2.8 billion in 1999. However, money went only to a select group of nations:
middle-income countries from Latin America and Eastern Europe.

Freed from the political straitjacket of the Cold War, donors’ aid followed
the laws of economics. Foreign direct investment (FDI) went to those
nations that successfully implemented policies for the creation of a stable
economy with effective regulatory regimes. Thus Mexico’s admission to
the North American Free Trade Agreement and China’s introduction of
market reforms attracted large sums of money. World Bank policy ratings
also played a key role in the allocation of foreign funds. The three largest
recipients of foreign direct investment, Brazil, China and Mexico,13 enjoyed
a 4.1 country rating as compared to 3.3 for other developing countries.14

In addition, the New Economy, the economic revolution generated by
the advent of the Internet which swept through the world during the
second half of the 1990s, swallowed vast amounts of capital that could
otherwise have been invested elsewhere. In the opinion of a US broker,
‘high-risk takers invested heavily in the New Economy. These were people
who would otherwise have invested in high-risk ventures in emerging
markets.’ The US experienced massive capital inflow, which lasted for a
decade. From 1990 to 1996, for example, net purchases of securities by
foreigners rose to $150 billion from $29 billion in 1990.15 Over the same
decade, the Nasdaq composite price index showed a spectacular rise,
climbing from 500 to over 5,000. The Nasdaq telecom index followed an
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identical path.16 ‘Foreign investors poured money into the US,’ explained
a former Nasdaq dealer. ‘These massive inflows fuelled the dotcom
revolution.’ This phenomenon created a new industry in the heart of
Western capitalism and produced a redistribution of wealth in favour of
Internet entrepreneurs. 

With the exception of a small number of transitional economies, foreign
investment shunned the former Soviet Union. ‘The West knocked down the
Evil Empire,’ explained a former European banker, ‘and left the field while
the debris was still falling.’ Not even the oil-rich Central Asian republics
appealed to Western investors. ‘The few oil companies who dared invest
were badly burned,’ asserted a UK oil analyst, ‘like BP in Russia.’ Ironically,
widespread corruption proved to be a more efficient barrier to capitalism
than the old Iron Curtain. Western diplomats confirm that even today the
economies of Central Asia are too prone to bribery, red tape, market
strangling and interference by dictatorial presidents and their entourages
to attract foreign capital. For over a decade, the tyrannical leaders of the
republics have blocked any form of deregulation and modernisation. In
Uzbekistan, for example, President Karimov’s administration still controls
many prices including that of cotton, the largest export-earning
commodity. Foreign exchange is rationed and highly restricted for
businesses; local entrepreneurs often barter instead.17 Western capitalism
is unwilling to venture into economic environments reminiscent of the
serfdoms of the Middle Ages. According to a European ambassador, in
Dushanbe, the capital of Tajikistan, government officials still exercise their
right to force companies to supply public works free of charge, as in the days
when feudal lords extracted unpaid labour from their vassals.18 ‘Against
this backdrop, nobody is willing to take the risk of financing a project,’
admitted a European investment banker.

Unsurprisingly, Western banks’ participation in poor countries has been
guided by the same economic criteria applied to foreign direct investment.
In the West, the liberalisation of financial markets, coupled with rapid
growth in trade, fuelled an unprecedented expansion of banks. Cross-border
bank mergers and takeovers rose from 320 in the 1980s to about 2,000 in
the 1990s, with a further acceleration from 1992 to 2000.19 Again, the
greatest beneficiaries of these expansionary policies have been the middle-
income countries in Latin America, East Asia and Eastern Europe.20 In sharp
contrast, Africa, Central Asia, the Caucasus and part of the Balkans have
been left out; from 1989 to 2002 per capita GDP in former Yugoslavia fell
by 48 per cent, in Bosnia-Herzegovina by 26 per cent, in Croatia by 13 per
cent and in Macedonia by 23 per cent.21 The sole organisations interested
in these areas were Turkish, Iranian and Arab banks, i.e. Islamic banks.
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Unlike their Western equivalents, Islamic financial institutions were quick
to come to the rescue of the cash-strapped former communist regimes
which, deprived of Moscow’s monetary lifelines, became highly dependent
upon Islamic finance. As we shall see in the following chapters, this process
prepared the ground for pan-Islamic economic cooperation between Islamic
banking and state-shells. Therefore, while banking deregulation was fuelling
the Western banks’ expansionary presence in Latin America and East Asia,
the disintegration of the Soviet Union facilitated the penetration of Islamic
banking in Africa, Central Asia, the Caucasus and the Balkans.

Isolated and marginalised by Western countries, which would never have
allowed Islamic financial institutions to handle large chunks of Arab wealth
for fear of massive withdrawals,22 Islamic banks had until then carried out
only minor operations internationally. None of them had ever aspired to
become a major global player. ‘The bulk of Saudi and Arab wealth has
always been managed by European and American banks,’ revealed a British
banker. The fall of the Soviet system, however, presented Islamic finance
with the greatest opportunity for growth since its revival in 1976.23 ‘They
used finance to colonise poor nations where Muslims lived,’ explained a
former Middle Eastern banker. ‘The material support granted to the Muslim
population in need was a means of imposing fundamentalist principles
upon Islamic society.’ Saudi Arabia, for example, used its immense financial
resources to promote Wahhabi Islam. Following the blueprint of the BCCI,
Islamic banks filled the monetary gap created by the fall of Moscow and
Washington’s apathy.

The end of the Cold War opened up new business opportunities. It
removed the last political obstacles to the process of economic deregula-
tion launched by Reagan and Thatcher’s monetarism and expanded to
the maximum the horizons of finance. Without ‘containment’ boundaries,
Western and Islamic banks freely spread their wings across the world.
Domestically, Islamic banks performed exceptionally well; they provided
monetary vehicles and means for informal commerce and the black
economy.24 Internationally, they pursued aggressive financial colonisa-
tion, especially in Muslim countries on the verge of economic chaos,
where they attempted to maintain a monetary base on which the
economy could function.

RESHAPING THE ALBANIAN ECONOMY

Albania, a poor country with just over 3 million people, 70 per cent of
whom describe themselves as Muslim, provides a good example of Islamic
financial colonisation. In 1992, a delegation of the Turkish Islamic
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Development Bank (IDB) visited Tirana and laid the groundwork for strong
economic cooperation between the two countries. Soon after, Turkish
trading companies dealing with fertilisers started to offer extremely advan-
tageous conditions to Albanian importers and exporters. They aggressively
gained control of the market and pushed aside the IFDC (International
Fertiliser Development Center), the US advisory board formed to help agri-
cultural trade through the transition into a market economy. The IFDC’s
brief was to grant loans and supervise imports and exports. This task was
progressively taken over by Turkish traders backed by Islamic banks actively
involved in trade financing. At the end of 1998, IFDC personnel were
evacuated for fear of terror attacks. A small group of employees were
relocated to Macedonia and never returned to Albania. 

A few months after the visit from the Turkish Islamic Development Bank,
a delegation from Kuwait travelled to Albania and offered to implement
an ambitious investment plan in exchange for permission to build several
mosques. The offer was readily accepted and the Kuwaitis began building
mosques and religious schools across the country. According to the Helsinki
Committee on Human Rights, Islamic missionaries in Albania took
advantage of the spiritual and material crisis in the country to impose
foreign models of extreme fanaticism. Children were encouraged to travel
to Turkey, Syria, Jordan, Malaysia, Libya, Saudi Arabia and Egypt to study
Islamic theology on scholarships granted by various Muslim charitable
organisations. 

Religious indoctrination coincided with the arrival of members of Osama
bin Laden’s group, former Arab-Afghan veterans of the anti-Soviet Jihad
posing as aid workers for Islamic charities. Part of their job was to divert
official charity funds to sustain terror groups. Defendants in the 1999 trial
in Cairo against the Islamic Jihad, the Egyptian terror group, provided inter-
esting insights into the Arab-Afghan network in Albania. Most of them
were employed by Islamic charities in Tirana and contributed 26 per cent
of their salaries to the Islamic Jihad. Money from Arab charities destined
to help Albania was also diverted to Egypt to support the group. An
employee of a Kuwaiti charity, for example, sent part of the funds allocated
for Albanian orphans to sustain the families of Islamic Jihad members in
jail.25 The main task of the Arab-Afghans was far from humanitarian. They
were to recruit, finance and arm fighters for the war in Yugoslavia. Jihan
Hassan, the wife of Shawki Salama Mustafa, the Egyptian who headed al-
Qaeda’s Albanian cell, testified at the trial that her husband ran a racket in
Tirana forging identities, ranging from passports to birth certificates. This
was an activity that he had mastered in 1994, while they were residing in
Sudan. During the same period, Shawki managed a forgery business in the
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basement of his house.26 Financially, the cell could draw from a network
of bank accounts fed by small transfers of up to $2,000 from abroad. Ahmed
Ibrahim al-Sayed al-Naggar, the Jihad member tied to Osama bin Laden in
Albania, admitted at the trial that his comrades were well looked after by
the Saudi leader. ‘In case the situation gets complicated in Albania, Osama
bin Laden said he is ready to sponsor any member [willing to move to]
Afghanistan,’ he confessed. ‘…Osama can give each family $100 a month
through his contacts with the Taliban.’27

The cooperation between the Islamic Jihad and bin Laden in Albania
was a symptom of the progressive integration of the Egyptian terror group,
which was headed by Dr Ayman al-Zawahiri, inside bin Laden’s network.
In early 1998 the two groups eventually merged into the World Islamic
Front for the Jihad Against Jews and Crusaders. The focus of the new group
was to internationalise the Jihad. The proliferation of Islamist armed groups
was made possible by the expanding influence of Islamic financial and
economic institutions, a process that facilitated the birth of a new
phenomenon: the globalisation of the terror economy. In Albania, bin
Laden’s followers also had the task of integrating the country into the inter-
national network of emerging economies run by armed organisations.
Albanians, mostly in Kosovo and Macedonia, established links with other
Islamist armed groups such as the Chechens in order to participate in the
business of smuggling drugs and arms into Europe. They then established
business ventures with the Italian Mafia, which took responsibility for sales
and distribution of narcotics.28 Hence, Albania became a vital tranship-
ment point in the drug route from Afghanistan to Europe.

At the same time, bin Laden’s men carried out recruitment among the
Muslim population and managed to conscript 6,000 Albanians from
Kosovo, Macedonia and Albania to join the Mujahedin forces, led by the
Arab-Afghans, to fight in Bosnia. It was during this period that Albania
became a well-known haven for radical Islamists from other countries and
for members of armed organisations on the run.29 In 1998, the country’s
new role in the Balkans became official when bin Laden and the Iranian
Revolutionary Guards signed an agreement to use Albania and Kosovo as
their main base for forthcoming armed attacks in Europe.30

Iranian involvement in Albania dates back to 1997 when the Iranian
government judged it ripe for economic colonisation. The country was to
be part, along with Kosovo and Macedonia, of the ‘Muslim Axis’31 – an
Islamic stronghold on the doorstep of Europe. At that time the Albanian
economy was disintegrating. The free market reforms imposed by the West
in the 1990s to promote democracy had instead accelerated corruption and
theft within state institutions. An outstanding example of this failure was
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the collapse of a pyramid investment scheme. Seduced by the promise of
astonishingly high interest rates (more than 10 per cent a month), 70 per
cent of Albanian families had entrusted their savings in the pyramid
scheme. As much as $1.5 billion, equivalent to one third of the Albanian
GNP (estimated at $4.5 billion in 1990) disappeared into the scheme. The
inevitable collapse depleted the country of its wealth.32 The impact of the
crash also had serious repercussions in neighbouring Macedonia, where
the private banking system nearly collapsed because large amounts of
money had been diverted to Albania to join the scheme.33

After the failure of the pyramid scheme34 Albania was in desperate need
of aid. Extreme poverty was widespread and the population focused on
sheer survival. Robbery, terrorism, drug smuggling, contraband arms,
kidnapping and white slavery became the primary sources of income.
Against this backdrop, Teheran’s plan was twofold. Officially, Islamic banks
were to invest money in Albania to create a support system which included
banks, financial institutions, charities and humanitarian organisations, as
well as the basic infrastructure necessary to sustain the economy. Secretly,
Iran planned to establish a militant Islamist network in the country, within
easy reach of Europe. To fulfil this scheme, Mohsen Nurbakan, the governor
of the Iranian Central Bank, instructed domestic banks to invest in Albania
regardless of poor profits or high risks. Iranian banking institutions soon
became a primary source of hard currency in Albania. They promoted links
between local importers, exporters and Islamic trading companies; they
encouraged and facilitated trade with Iranian businessmen. Local banks
and financial institutions were restructured to manage relations with
Islamic banks. Within a few years, the Iranian presence in the Albanian
domestic banking and finance sector was not merely widespread, it became
part of the establishment.35

BANKING AS A TOOL TO PROMOTE ISLAM

Like Albania, Indonesia was a target of Islamist colonisation. In 1998, the
fall of Suharto opened the door to Islamic financial institutions. Money
from Arab countries began to pour in. In 2002, hundreds of import-export
and investment projects were launched from Kuwait, averaging $400,000
each. During the first six months of 2002, trade between Indonesia and
nine Arab countries rose by $1.95 million, of which $950,000 were
Indonesian exports.36 In September 2002, the government signed an
agreement with Egypt to supply 10,000 buses over a ten-year period. In
October 2002, Indosat, the Indonesia international phone company,
announced the issue of 100 billion rupee ($10.1 million) ‘Sharia’ bonds –
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public bonds designed to accommodate the ban on interest imposed by
Islamic law.37 Clearly, the aim was to target Islamic investors.

‘The final task of Islamic banking is to serve and promote Islam. Banks
are mere instruments,’ an Arab banker explained to me several years ago.
Capitalism and its rules do not apply to a financial system whose ultimate
task is the endorsement of a socio-political culture: Islam. For the majority
of Muslims, capitalism is considered synonymous with Western culture
and is seen as unethical because of its exploitative nature. Islamic militant
groups have been portraying capitalist society in this light for decades,
paradoxically sharing with radical Marxist movements an image of market
economies as predatory and decadent. Western democracies generate a
similar mistrust. ‘There is no grass roots movement for democracy in the
Arab world,’ said Tarik Masoud, ‘largely because democracy does not
resonate with the average Arab. It has no basis in the Arab past and is
tainted by its association with the West.’38 Bin Laden adds that ‘popular par-
ticipation is incompatible with Islam’.39

The victory over communism was won with weapons under the
leadership of God, claim the Afghan Jihadis. Democracy, modernisation à
l’Americaine, had nothing to do with it. The idea that the Jihad could end
and be replaced by Western diplomats engaged in nation-building – that
Afghanistan and Iraq could become carbon copies of Texas – is alien,
anachronistic and, above all, blasphemous to Muslim fighters. ‘We fought
for God to establish His rule,’ confessed a former Mujahid, ‘not to bring
democracy Western-style.’ As pointed out by Columbia University Professor
Edward Said, the sole Muslim voices that are still celebrating the advent of
Western models – democracy, modernisation, Western market economies
and free competition – all belong to pro-Western Arab intellectuals. Never
before have they been so isolated from the Muslim masses, so detached
from their world.40 ‘Next to the Soviets, the biggest losers of the war in
Afghanistan were the Western-minded scholars, politicians and intellectu-
als who had worked to build democracy and political pluralism in the
Muslim world.’41

Indeed, looking back at the West’s involvement with developing
countries outside the Cold War bubble, a far from ethical picture emerges.
Covert financing, smuggling of narcotics, corruption, deceit, state-
sponsored terrorism and double standards have been among its main
features. Unethical behaviour among Western democracies has undoubt-
edly helped in legitimising radical Islamic groups in the eyes of moderate
Muslims. ‘Who can deny that the West has double standards?’ a Saudi
dissident challenged me. ‘Why should Iraq respect UN resolutions while
Israel can do as it pleases? When Saddam was fighting the Iranians, he was

Napoleoni 02 chap 7  4/7/03  14:14  Page 112



Islamist Financial Colonisation 113

allowed to develop and use chemical weapons against Iranian soldiers.
When he turned against his mentors, he became an evil man.’ 

Non-Islamist armed groups across the world share this unflattering vision
of the West. Sendero Luminoso, for example, claims that although cocaine
consumption in the US is a domestic problem, Washington is unwilling to
admit this for economic reasons. Banks in Florida get a large cut of the
drug money laundered by Latin American drug barons. This money con-
tributes to the US money supply and to Florida’s economy. Therefore, rather
than take steps to curb domestic consumption of drugs, the US puts pressure
on Latin American governments to eradicate production of narcotics. The
fact that, if successful, this policy would force an entire segment of, for
example, the Peruvian agrarian population well below the poverty line
does not appear to be a matter of concern in Washington.

WESTERN DOUBLE STANDARDS

If capitalism is perceived as an instrument of exploitation without ethical
values, why should Islamic banks and Islamic leaders comply with its rules
and regulations? This is the question that occupies many Muslim minds
today. A glance at US relations with the Taliban underlines this argument.
John Pilger, the award-winning journalist, describes them:

When the Taliban took Kabul in 1996, Washington said nothing. Why?
Because Taliban leaders were soon on their way to Houston, Texas, to be
entertained by executives of the oil company, Unocal. With secret US
government approval, the company offered them a generous cut of the
profits of the oil and gas pumped through a pipeline that the Americans
wanted to build across Afghanistan. This was going to be an underground
highway that would connect the rich energy fields of Turkmenistan with
the coastal shores of Pakistan and India. Naturally, the US would have
had full control upon it. ‘The Taliban will probably develop like the
Saudis did,’ commented a US diplomat, summarising in this sentence
the hopes of the White House. Washington envisaged Afghanistan as an
American oil colony, generating large profits for the West, overlooking
the absence of democracy and the legal persecution of women. ‘We can
live with that,’ the US diplomat added. Although the deal fell through,
the construction of the pipeline remained an urgent priority for the
George W. Bush administration, ‘which is steeped in the oil industry.
Bush’s concealed agenda is to exploit the oil and gas reserves in the
Caspian basin, the greatest source of untapped fossil fuel on earth and
enough, according to one estimate, to meet America’s voracious energy
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needs for a generation. Only if the pipeline runs through Afghanistan can
the Americans hope to control it.42

Western exploitation of Eastern natural resources tainted relations
between emerging state-shells, such as Afghanistan, and Western
companies. Business with oil companies was characterised by deep mistrust
and manipulation. Thus the Taliban exploited the rivalry between Unocal
and the Argentinean oil company Bridas, over the construction of the
pipeline, to lobby Washington for political recognition and to extort large
sums of money. Unocal alone is believed to have spent up to $20 million,
unsuccessfully, to win over the Taliban. Niyazov, the dictatorial president
of Turkmenistan, was engaged in a similar game, granting Bridas the rights
of exploitation only to rescind them soon after in order to give them to
Unocal, which had offered a much higher price.43

Double standards and lack of ethics also tainted economic relations
between Western intelligence and Islamic states. Following the outcome
of the anti-Soviet Jihad, Washington was confident that it could replicate
the success of the Afghan covert operation in Yugoslavia. Therefore, in
1991, the Pentagon entered a secret alliance with Islamist groups in
Yugoslavia. US, Turkish and Iranian intelligence set up the ‘Croatian
Pipeline’ using the blueprint of the Afghan Pipeline. Iranian and Turkish
arms were flown into Croatia by Iran Air, and later on by a fleet of C-130
Hercules transports. Saudi Arabia paid for the weapons and equipment.
Other Muslim states – Brunei, Malaysia, Pakistan, Sudan and Turkey –
provided money, arms and equipment. To supply the pipeline, the US intel-
ligence service broke the UN embargo44 against Bosnia. With the arms
entering Bosnia came Iranian revolutionary guards, spies of VEVAK,45 and
Mujahedin. In April 1994, at the suggestion of Anthony Lake, future head
of the CIA, and Peter Galbraith, US ambassador to Croatia, President
Clinton personally approved this policy of cooperation with Iran in Bosnia,
a decision that further facilitated Iranian penetration in the region.46 ‘There
is no question that the policy of getting arms into Bosnia was of great
assistance in allowing the Iranians to dig in and create good relations with
the Bosnian government,’ a senior CIA officer told Congress in a classified
deposition in 1996. ‘And it is a thing we will live to regret because when
they blow up some Americans, as they no doubt will before this ... thing
is over, it will be in part because the Iranians were able to have the time and
contacts to establish themselves well in Bosnia.’47 The involvement of the
Clinton administration went as far as the inspection of Iranian missiles
destined for the pipeline. 
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The Third World Relief Agency (TWRA),48 a Sudan-based fake humani-
tarian organisation, was used as a go-between for the suppliers and the
fighters in Bosnia. According to a report produced by the US Republican
Party, the TWRA had links with leading Islamists, such as Sheikh Omar
Abdul Rahman, the Blind Sheikh involved in the first World Trade Center
bombing, and Osama bin Laden.49 Interestingly, during the 1991–95 war
in Yugoslavia, the Iranians and the Saudis led the US to believe that they
were backing its plan to redraw the map of the country.50 Secretly, however,
they had their own agenda: to spread Islamic colonisation in the region.
‘If you read Bosnian President Izetbegovic’s51 writings as I have, there is
no doubt that he is an Islamic fundamentalist,’ said a senior Western
diplomat with extensive experience in the region. ‘He is a very nice fun-
damentalist, but he is still a fundamentalist. This has not changed. His goal
is to establish a Muslim state in Bosnia, and the Serbs and Croats
understand this better than the rest of us.’52 It was only in the mid-1990s
that it became clear that the US had been duped: the pipeline had been
manipulated to establish an Islamist stronghold at the gates of Europe.53

By then it was too late to avoid the consequences of this policy. As
happened before, during the Gulf War, the US ended up fighting the very
people it had helped arm.

In sharp contrast, relations between state-shells, Muslim and Islamic
states tend to be cooperative and characterised by trust, sometimes even
among enemies. In the late 1990s, fierce fighting between the Pakistan-
backed Taliban and the Afghan forces of President Rabbani, supported by
Iran, threatened to damage the Chechen drug trade. The Taliban had
conquered the area around Khost where Chechen fighters were training,
and the battlefront had moved alongside the drug route. A delegation from
both camps, including Pakistani and Iranian representatives, met and
negotiated a deal. Accordingly, a corridor was opened between the two
forces to allow the drug couriers through, while Northern Alliance and
Taliban warriors continued killing each other. 

The Islamist colonisation of Muslim countries and state-shells provided
the ground for economic cooperation outside the economic infrastructure
of the West. Under this umbrella, special relationships were forged.
According to Russian sources, for example, in the 1990s Pakistan sold
Stinger missiles to Chechen fighters at rock-bottom prices. Islamist armed
groups used economic cooperation to spread the seeds of terror economics
wherever possible. Partnership in the Afghan heroin trade financed Islamist
groups all over Asia, including China. Opium and heroin flooded the
province of Xinjiang and also helped to support the Uighur rebellion
against the government of Beijing.54 Under the sponsorship of the Taliban
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and the logistical support of the ISI, Uighur fighters received their training
in Afghanistan before returning to their homeland. China’s fears that
Xinjiang, the only region with a Muslim majority, could become the
Chinese Kashmir are realistic.55 In fact, the objective of the Chinese insur-
rection is to create an Islamic caliphate in the region, which would include
territories in Uzbekistan, Tajikistan, Kyrgyzstan and Uighur. Islamic
economic cooperation, therefore, also laid the foundation for a new
solidarity among Muslim countries, an ideological stronghold which, as
we shall see in the following chapters, became a weapon of power in the
hands of Islamist armed groups against the West. 
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The Economic Forces of 
Islamist Colonisation

‘There are loopholes in the [Western] temporal laws that could 
be exploited in favour of Islam and Muslims.’

Omar Bakri Mohammed, leader of the 
al-Muhajiroun to al-Sharq al-Awasat

The dichotomy between capitalism and Islamist colonisation provides an
ideal framework for revisiting the BCCI affair. The Bank of Credit and
Commerce International pioneered the loan-back policy – lending large
sums of money to depositors without any collateral other than the deposit
itself – which became an ad hoc tool to promote important clients’
businesses inside the Western capitalist system. The main beneficiaries of
the policy were the BCCI’s own shareholders; people like Khalid bin
Mahfouz, the Saudi owner of the National Commercial Bank, who received
unsecured loans well in excess of his 20 per cent share in the bank;1 Kamal
Adham, a former head of Saudi Arabian intelligence; and a core sharehold-
ing group of twelve Arab sheikhs and Pakistani bankers.2

The benefits were by no means one-sided; the bank also gained consid-
erably from the ‘special’ relationship with its shareholders and was regarded
as the most important bank in the Third World. Between the 1970s and
1980s, for example, Ghaith Pharaon, a Saudi tycoon, received an estimated
$500 million in unsecured loans.3 The money was used to purchase stocks
in companies including two US banks, the National Bank of Georgia and
the Independence Bank of Encino in California, for the BCCI. Pharaon
acted as a smokescreen against international banking regulations and
auditing; the bank more than once hid behind him to avoid US banking
investigations.4 Vast, unsecured loans to major shareholders were made
possible by a steady flow of deposits. As long as the cash kept coming in,
the bank had no problems. But this policy inevitably drained its treasury
leading to its failure.5

117
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Even so, the BCCI’s strategies for climbing the greasy pole of interna-
tional finance were regarded as successful by Third World and Arab bankers,
because they provided a viable alternative to Western capitalist exploitation.
The BCCI became a prototype for future Islamic banking institutions; in
fact, its failure was attributed by many to its links with Western financial
institutions and not to its fraudulent management. ‘The crash has not
tainted the image of the BCCI in the Third World,’ admitted a Turkish
banker who had worked for the bank. ‘In Turkey, people still remember
how much BCCI has done for trade and agriculture. All along the
Mediterranean coast and inland, where today farmers struggle to survive,
the economy was booming. Why? Because the BCCI was the sole bank
willing to finance agriculture and trade in the region.’ 

To businessmen and smaller depositors operating in developing
countries, the BCCI offered several services. Since most of these countries
have strict foreign exchange controls, the BCCI provided its clients with
sophisticated and efficient schemes to take money abroad illegally. This
was particularly true for the leaders of ‘friendly’ nations. According to Kroll,
the investigative bureau, the BCCI helped Saddam Hussein skim cash from
oil revenues and deposit it all over the world.6 A similar service was
provided for Panama’s General Noriega. While the bank was operative, that
is, until 1991, the largest capital flights originated from India, Pakistan and
African countries.7

On a much larger scale, the BCCI supported Muslim leaders in their
political aspirations, as it did in Pakistan. From the mid-1980s, the bank
donated large sums of money (up to $10 million) to finance a secret science
laboratory run by Dr Abdul Qadeer Khan, the main brain behind General
Zia’s effort to develop nuclear weapons.8 The money originated from a tax-
free foundation set up in Pakistan by the BCCI and run by Pakistan’s then
finance minister and future president, Ghulam Ishaq Khan.9 In 1987, the
bank financed the purchase of highly resistant steel10 on behalf of General
Inam ul-Haq, the man responsible for Pakistan’s nuclear armaments
programme.11

SAUDIS’ RELIGIOUS COLONISATION

In 1998, several years after the closure of the BCCI, it was the Islamic Bank
for Development (IBD), the most important banking organ in Saudi Arabia,
that helped cover the economic penalties imposed on Pakistan for carrying
out nuclear tests. The Saudis’ generosity was a direct consequence of the
policy of religious colonisation and economic solidarity pursued by the
house of Saud. The Saudi regime has subordinated financial considerations
to the spread of a fundamentalist interpretation of Islam,12 known as
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Wahhabism, which will be discussed in chapter 11. According to Rifaat el-
Said, general secretary of the Egyptian opposition party Tagammu
(Progressive Union), in 1993 the Saudis offered money to Mubarak’s
government on the condition that it would encourage the Islamisation of
Egyptian society.13 ‘The Saudis have … managed to infiltrate almost every
channel of Egyptian cultural, economic and political life.’14 They have
promoted the proliferation of Islamic investment houses. Loans are con-
ditional on strict adherence to Islamic laws and traditions. One of these
organisations, al-Rayan, paid female students 15 Egyptian pounds (about
$5) a month pocket money to take the veil.15 Similar ‘encouragements’ to
women have taken place in other Muslim countries.

Saudi oil revenues paid for the spreading of Wahhabism. Ample funding
ensured its dissemination. Monetary and logistical support was granted
upon the introduction of religious courts and the application of Sharia law.
This form of religious colonisation took place in several countries, for
example in Chechnya. The first Chechen war (1994–96) destroyed the
secular institutions of the state. In the political vacuum that followed, a
cluster of state-shells emerged, run by an Islamist militia and backed by
Saudi money. Some, in small cities and villages, introduced Islamic courts
with the task of applying Sharia law. Overall, the civilian population was
hostile to this legislation. Although Chechnya had a strong secular
tradition, it could do very little to counter Saudi-financed Islamist armed
groups and the radicalisation of the conflict fuelled by the Russian invasion.
In Chechnya, as in many other places in the Muslim world, the Wahhabi
movement fostered ‘a very tiny but well-financed and well-armed minority’,
which had the task of instilling terror ‘in the hearts of the masses … By
creating anarchy and lawlessness, these groups [enforced] their own harsh,
intolerant brand of Islam …’16 As Soviet institutions collapsed, due among
other reasons to the restrictive economic conditions imposed by Boris
Yeltsin and the IMF, Islamic tribunals replaced them. By the end of the first
Chechen war, Sheikh Abu Umar17 had been nominated chief Islamic judge
and Mufti, the religious jurist who issues judgments and opinions on Islamic
law. He was a hard-line Islamist who had arrived in Chechnya in 1995,
joined the Mujahedin of Ibn ul-Khattab and indoctrinated them with the
principles of Wahhabism.18 He had no ties with or knowledge of the history
and culture of the country; his job was simply to remodel it according to
Sharia law.

THE FINANCING OF SAUDI ARABIA’S RELIGIOUS IMPERIALISM

Saudi Arabia’s religious imperialism was financed primarily by its banking
system, whose core institutions are the Dar al-Maal al-Islami (DMI) and
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the Dallah al-Baraka (DAB). Both banks have vast networks of subsidiaries
in the Middle East, Africa and Asia. The DMI was founded in 1981 by
Mohammad al-Faisal, the brother of Prince Turki; today, it is chaired by
Prince Mohammad al-Faisal al-Saud, a cousin of King Fahd. This giant
banking conglomerate is the primary vehicle used by the Saudis to finance
the spreading of Islamic fundamentalism. 

The Islamic banking network, like any financial network, is an intricate,
vast and almost impenetrable web. One of the subsidiaries of the DMI is the
al-Shamil Islamic Bank in Sudan. The US State Department claimed that
Osama bin Laden controlled the bank after paying $50 million towards its
ownership;19 however, it is more likely that he was only a large shareholder.
Jamal Ahmed Mohammad al-Fadl, a former business associate of bin Laden,
who testified at the trial against al-Qaeda operatives responsible for the
1998 bombing of two US embassies, revealed that bin Laden used the al-
Shamil Islamic Bank along with two other banks, the Tadamon Islamic
Bank20 and the Faisal Islamic Bank,21 to channel money to his followers
around the world.22

Until September 2001, bin Laden and his followers operated primarily
via these three institutions, which represented the core of a multi-billion-
dollar financial organisation supported by some of the richest men in the
Middle East. The Chairman of the Faisal Islamic Bank is Prince Mohammad
al-Faisal al-Saud. Among the founders of this bank is Saleh Abdullah Kamel,
the Saudi magnate and the king’s brother-in-law. According to Forbes
Magazine, Saleh is the 137th richest man in the world, with a fortune
worth $4 billion.23 It was thanks to him that in 1981 the Dallah al-Baraka
(DAB) holding group, the other banking pillar of Saudi Arabia, was
founded. The DAB has 23 branches and several investment companies
scattered in 15 countries.

Islamic banks apply zakat, the religious almsgiving required of all
Muslims, to every contract or transaction they handle. They deduct the
appropriate amounts, equivalent to 2 per cent of personal wealth, and
transfer them to Islamic charitable organisations. Zakat transfers are off
the balance sheets and therefore untraceable; in addition, all records are
destroyed as soon as transactions are complete.24 A Pakistani journalist
who has investigated this form of money transfer claims that the zakat
paid to charities is one of the many stratagems used to finance terror groups.
Ramzi Yousef, for example, received funds which were meant to be
charitable donations from a company importing Holy Water from Mecca
to Pakistan.25 Zakat is a large potential source of income – the 6,000
members of the Saudi royal family alone, for example, are worth $600
billion, making their zakat equivalent to a yearly $12 billion.26
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Islamic banks have been the lifeline of Islamist insurgency. In 1999 the
Saudi government discovered that Khalid bin Mahfouz, head of the
National Commercial Bank, had used the bank to transfer $3 million to
charitable organisations which were fronts for bin Laden’s network. Among
them were Islamic Relief and Blessed Relief.27 From the Saudi audit acquired
by US intelligence, it transpired that the money originated from five top
Saudi businessmen. US officials claim that these men were paying bin Laden
protection money to prevent attacks against their businesses in Saudi
Arabia. According to Greg Palast, the American investigative journalist,
‘one international arms dealer … described a meeting of Saudi billionaires
at the Hotel Monceau in Paris in May 1996 to decide who would pay for
Osama bin Laden’s operation, and how much’. (‘Our information,’ adds
Palast in his book, The Best Democracy Money Can Buy, ‘is that this was not
an act of support for Osama but protection money to keep the mad bomber
away from Saudi Arabia.’)28 Overall, there is little evidence to prove that
extortion alone was at the root of the Saudis’ financing of bin Laden’s
network.29 Saudi businessmen also contribute voluntarily to bin Laden, a
man who enjoys great popularity among all social classes in Saudi Arabia. 

Part of the $3 million channelled by Mahfouz was sent to the
International Islamic Relief Organisation in the Philippines, a Saudi charity
set up in the early 1990s by Mohammad Jamal Khalifa, bin Laden’s brother-
in-law. Allegedly, donations were used to bankroll the Abu Sayyef armed
group.30 US intelligence investigators believe that Khalifa, who has since
returned to Saudi Arabia and has criticised bin Laden, managed terror funds
for his brother-in-law in Malaysia, Mauritius, Singapore and the Philippines.
Vincent Cannistraro, the former CIA chief of counter-terrorism, maintains
that Khalifa was also involved in the funding of the Islamic Army of Aden,
the group that claimed responsibility for the bombing of the USS Cole.31

The $3 million transferred by Mahfouz are part of a vast network of
private donations set up by Islamic financial institutions to armed groups
around the globe whose ultimate task is to promote a fundamentalist vision
of Islam. This is another channel used for religious imperialism in the
Muslim world. In 2000, on mounting pressure from the US and in a gesture
to show its willingness to stop the flow of money, the Saudi government
purchased 50 per cent of the National Commercial Bank, which reduced
Mahfouz’s participation to that of a minority shareholder. However, shutting
one channel had little, if any, impact on the outflows of Saudi money. Many
other Islamic banks continue to use charitable donations to fund armed
organisations around the world. In 2001, official donations from Saudi
Arabia alone amounted to $267 million; most of the funds went to areas
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where Muslims were engaged in armed conflicts. ‘Who did not pay for
Kashmir and Chechnya? Muslims were being hurt there and people didn’t
ask where the money was going,’ admitted a Saudi businessman to two
journalists from the Financial Times. ‘It’s about defending our brethren.’32

The Bush administration claims that the core of bin Laden’s financing
network in Saudi Arabia was masterminded and run by a Saudi business-
man, Wael Hamza Jalaidan, based in Jeddah.33 11 September 2001 did very
little to alter this network. According to a UN report on the financing of
al-Qaeda produced in the summer of 2002, the organisation has received
$16 million from Saudi Arabia since the World Trade Center attacks.34 It is
apparent that bin Laden can draw from a large pool of supporters inside
Saudi Arabia, most of whom are successful independent businessmen.
Among them is Yasin al-Qadi, a Saudi magnate. According to US authori-
ties he has transferred millions of dollars via the Muwafaq foundation, the
Arab name of Blessed Relief. The charity is supported and managed by
leading Saudi families. Qadi is an international businessman involved in
real estate, chemicals, banking and consulting companies operating in
Saudi Arabia, Turkey, Kazakhstan, Albania and Pakistan. He is the quintes-
sential modern Saudi businessman, with activities in Muslim countries and
state-shells financially colonised by Saudi capital in the 1990s, as discussed
in chapter 9. In 1998, Qadi was also implicated in a money-laundering
scheme for Hamas via the Quranic Literacy Institute, a Chicago-based
charity whose founder, Mohammad Salah, was a front man for Hamas.35

After 11 September 2001, Yasin al-Qadi’s assets and investments were frozen
in several Muslim countries. In Tirana, for example, the Albanian authori-
ties blocked works carried out by his Karavan Construction Company on
two high-rise buildings.

Due to the contradictions inherent in Saudi politics, the link between
bin Laden’s network and Saudi charities is still very strong. In March 2002,
the Saudi government reluctantly agreed to curb donations from the
Haramain Islamic foundation, a Mecca-based charity headed by Sheikh
Saleh bin Abdul Aziz al-Ashaikh, minister for Islamic affairs. Consequently,
funds held in the branches in Somalia and Bosnia were frozen.36 However,
in September 2002, a Saudi newspaper reported that the charity was
expanding its activity in both Bosnia and Somalia and had opened an
Islamic centre in Sarajevo costing $530,000.37 It is apparent that in Saudi
Arabia, as well as in several Muslim countries, the restrictions imposed on
charities have had only a temporary impact on the flow of money.
Governments are reluctant to curb donations for fear of being unpopular
among the population, who support Islamist causes around the world.
According to a Kuwaiti newspaper editor: ‘Political Islam controls the streets
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of Kuwait. No one wants to burn their bridges with the Islamists just yet.
Not even the Interior Minister. So they leave them alone.’38 Since 11
September 2001, ingenious new ways of bringing money to Islamist
warriors have also been found. Several Kuwaiti businessmen, for example,
have been flying to Pakistan carrying suitcases full of cash. They stay at
expensive hotels in Karachi, away from the tribal belt, raising no suspicions
since they have no beards, travel with laptops and dress in European
clothes. The cash is secretly collected by the various Islamist groups and
used to finance their fight.

According to several estimates, Islamic organisations, many of which are
linked to armed groups, can draw from a pool of money ranging from $5
billion to $16 billion;39 the Saudi government alone donates $10 billion via
the Ministry of Religious Works every year.40 The origins of these funds are
largely unknown. The fiscal structure of Islamic countries makes it very
difficult to monitor charitable organisations. In Saudi Arabia, for example,
there is no tax system or internal revenue service, consequently no one is
able to audit the accounts and keep track of monetary inflows and outflows.
Although companies regularly pay zakat, the donation is not an official
tax, but a voluntary payment for which records are not required.41 The
structure of the Islamic banking system is of no help either. Most transac-
tions are in cash. ‘In the Middle East, it is common to have clients walk
into a bank with a suitcase that will be filled with, or emptied of, cash,’
said a former Middle Eastern banker. Although oil has brought immense
wealth to countries like Saudi Arabia, the kingdom is still a tribal society,
with a strong cash culture.

THE ISLAMIC MONETARY SYSTEM

Former US Assistant Deputy Secretary of State Jonathan M. Winer estimates
that untraceable money flows in the Middle East amount to 25–50 per cent
of total transactions. One way for such transactions to take place is the
hawala system where cash is deposited in one country and collected in
another. All records are destroyed as soon as transactions take place.42

Originally introduced by the ancient Chinese, who called it fei qian – flying
money – the system was adopted by Arab traders to avoid robbery on the
Silk Route. In the 1960s and 1970s, waves of immigrants from developing
countries and the desire to avoid the official ban on gold imports in South
East Asia revamped the hawala.43 Today modern hawala is utilised by
millions of Asian and African immigrants to send money back home.
Neither the sender nor the receiver is required to be identified. ‘A code of
words is used that will allow the recipient to collect the cash from a trusted
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associate of the originating hawala dealer (hawaladar).’44 It operates 24
hours a day, seven days a week; often it takes as little as a phone call or a
telex for the money to reach its destination. ‘It beats Western Union …
You don’t need to present any identification, the commissions are lower
and it’s quicker.’45 Hawaladars charge as little as 1 per cent commission for
a completed transaction; profits come from currency fluctuations and fees
on large sums of money, mostly from drugs and arms traffickers, smugglers
or armed groups’ illicit money transfers. 

Secrecy and speed of transactions are the qualities of the hawala system
that most appeal to terror groups. There are numerous reports that Islamist
extremists make extensive use of this system. A Pakistani hawaladar was
among the financiers of the attacks against the American embassies in
Africa in 1998. In 2001, Indian authorities in Delhi unveiled a network of
hawala institutions, backed by the Pakistani ISI, which funded Kashmiri
armed groups.46 Interestingly, hawala networks are not controlled by Arabs,
but by Indians and Pakistanis who have migrated to the Gulf. Though
Indira Gandhi succeeded in crippling the system in India, the hawala is
still widely used in Pakistan. Official figures show that in Pakistan alone $5
billion move annually through its network. At the end of the 1990s there
were 1,100 known hawaladars in Pakistan, handling single transactions as
large as $10 million.47 According to the United Nations, the hawala industry
turnover is $200 billion a year.48

Outside the hawala system there are many others ways to move money
without being detected. Money laundering experts claim that funds are
even shipped in boxes, mostly from Dubai. The city has a long and strong
tradition in gold and money markets, and enjoys solid trade ties with Iran.
An Iranian family based in Dubai and involved in money traffic revealed
that, until the beginning of 2001, up to two flights a week were travelling
from Dubai to Kandahar with boxes full of dollar bills.49 Western companies
often use similar techniques to bring untraceable cash into developing
countries. A former head of a pharmaceutical plant in Africa admitted that
his company had boxes of cash flown in every month to bribe warlords
and government officials in order to keep production running. The
shipment was shared with a large brewery just across the street from the
plant. ‘One month we chartered the plane and the following month they
did it,’ he explained. ‘It worked very well.’ 

Islamic banks were successful in establishing financial relations even in
unsophisticated markets with a low, if any, degree of monetarisation. This
task was particularly hard in state-shells emerging from decades of civil
war. In Afghanistan and Somalia, for example, there is no traditional
banking system; everything is done through the hawala. Until the end of
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2001, in addition to the Taliban currency (which was worth almost twice
the currency of the Northern Alliance) there were four different Afghan
banknotes in circulation: the one issued during the rule of former king
Zahir Shah and another by the government of Burhanuddin Rabbani shared
the same value; a third, printed by the Russians for Uzbek warlord general
Rashid Dostum, traded at about half the value of the first two; a fourth
currency, issued by the Northern Alliance, also traded at a discount.50 Inside
Afghanistan, gold was by far the most reliable means of exchange. ‘People
recognise gold, they trust it because it is a tangible asset,’ admitted a UN
official. Hawaladars use gold to balance their books; hawala dealers hold
gold instead of currencies to conduct their businesses around the world.
Gold also maintains its value regardless of who rules the country. In 2001,
before the war against the Taliban, the afghani was trading at 60,000 to
the US dollar. As the Taliban fled, the value of the currency rose and the
exchange rate was 25,000 to the dollar.51 Yet, over the same period, the
price of gold remained stable. 

The Islamist colonisation of the Muslim world was eased by the hawala
system, which feeds into Islamic banks and into commodity trading in the
East. Islamic banking and the hawala are both regulated by the same legis-
lation: the Sharia. The body that oversees modern Islamic finance is the
Sharia Supervisory Board of Islamic Banks and Institutions, better known
as the Sharia committee. Today Islamic banks operate all over the world
and offer their services to the international Muslim community. Over 200
banks are active in the US, thousands in Europe, Africa, the Arab countries
and in Asia. In 1998 the total liabilities of Islamic financial institutions
were $148 billion.52 To grasp the magnitude of this figure, it is sufficient
to point out that Saudi Arabia’s GDP for the same year was $138 billion.53

Modern Western monetary systems are fiduciary; that is, they are based
on trust, the reliance of citizens upon their rulers. The value of paper money
depends entirely on the faith in the governments that issue them. State-
shells lack this relationship. This was demonstrated by the Taliban’s demand
that taxes on opium production be paid in gold, not in cash. Indian and
Pakistani trucking companies had to pay road access taxes in gold. Often
donations to bin Laden and his followers reached Afghanistan in the form
of gold. Boxes of gold bullion were flown from Dubai to Kandahar on
Ariana, the Afghan airline, aboard regular scheduled flights.54 According to
European and Pakistani investigators, when at the end of 2001 the Afghan
regime began to crumble, al-Qaeda shipped several containers of gold to
Sudan.55 The Taliban took an estimated $10 million worth of gold out of
the country. One of the couriers was the Taliban consul general in Karachi,
Kaka Zada, who carried at least one shipment worth $600,000 to Dubai,56
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where the bulk of the Taliban’s gold and foreign exchange was shipped
before the 2001 war in Afghanistan. 

Some countries were more active than others in the promotion of the
Islamist cause. Dubai, for example, was by far the most important financial
port of entry for the Taliban regime and for bin Laden’s network. One of
the most lax banking centres in the Middle East, Dubai joined Saudi Arabia
and Pakistan as the only countries to recognise the Taliban as rulers of
Afghanistan. According to US investigators, some of the money used to
finance the 11 September bombing went through Dubai.57 Mohammad
Atta, the leader of the hijackers, received a money transfer worth $100,000
from the United Arab Emirates.58 Dubai’s involvement with illegal banking
activities goes back to the 1980s when it established a close relationship
with the BCCI. 

The role of Islamic banks was not limited to countries where banking
systems did not, or no longer, exist. Their links with armed groups and
state-shells also provided a direct and secure channel into traditional
economies. ‘They are tapped into sophisticated monetary systems,’
explained a retired Russian banker, ‘from which money can be directed to
finance terror activity worldwide or to profit in the capitalist world.’
Correspondent banks, for example, can help hide funds. Banks use them
in countries where they do not have branches. Generally, banks vet corre-
spondent banks to make sure that payments are legal and sound. However,
if the correspondent bank has received payments from a third bank, which
in turn is the recipient from another bank, the vetting system is
weakened.59 The Barclays account of the Advice and Reformation
Committee, one of the organisations believed to be a front for bin Laden,
for example, received funds from correspondent banks in Sudan, Dubai
and the United Arab Emirates. From Barclays the money was transferred to
terror cells in Western cities, including Geneva, Chicago and London.
Khalid al-Fawaaz, a Saudi dissident residing in London, was the signatory
of the account. He is suspected of being one of bin Laden’s men in the
West. Court documents show that the original document of the fatwa
launched by bin Laden against the Americans was faxed from Sudan to
Fawaaz. From the Barclays account Fawaaz ordered transactions with several
Islamic centres and charities all over the world, including Bosnia, Kosovo
and Albania. In an interview in 1996, bin Laden admitted that his economic
and financial establishment was present in more than 13 countries –
Albania, Pakistan, Malaysia, the Netherlands, Britain, Romania, Russia,
Turkey, Lebanon, Iraq and several Gulf states.60

The disintegration of the Soviet Union opened up new opportunities for
emerging Muslim merchant and banking classes. They saw an alliance with
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Islamist fundamentalism as an opportunity for expansion. Secular Muslims
rallied round the new forces to counteract a sense of desertion and betrayal
by the West. To divert these explosive energies abroad, Saudi Arabia
financed the trend of Islamic colonisation, which focused in areas where
Muslims were seeking answers not only to questions of identity and lost
culture, but also where there was need for material aid. With the help of
Islamic finance, militant Islamist movements, armed groups and state-
shells, scattered along the periphery of the former Soviet Union, began
constructing their own political identity, and emerged as the primary bene-
ficiaries of the ‘New World Disorder’. As will be explained in chapters 12
and 13, these new forces converged into the Modern Jihad.
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The Mosque Network

‘American people are the financiers of the attacks against us;
they are watching – through their elected senators – the spending 

of those taxes.’
Al-Qaeda manifesto, November 20021

Every Friday, at lunchtime, men flock to the mosque near Mardan, in the
North West Frontier province of Pakistan, where a member of the Kashmiri
Islamist armed group Lashkar-e-Taiba addresses the faithful and collects
alms. Although General Musharraf has outlawed all militant fundraising,
within the mosques of Pakistan collections for the various Islamist armed
organisations continue unimpeded.2 Fundraisers in Pakistan concur that 11
September has not hindered their ability to raise money. Indeed, there is
very little evidence around the world that mosques have stopped financing
and recruiting on behalf of armed groups. The Mosque Network is as
efficient as ever and continues to be the main vehicle through which
Islamist organisations, countries, state-shells, armed groups and their
sponsors link up and do business with each other.

The Mosque Network is the ideological partner of the terror financial
network; it complements it and is as complex and comprehensive a web as
its monetary counterpart. Its emergence is directly linked to the birth of the
Kingdom of Saudi Arabia. 

A VERY SPECIAL PARTNERSHIP

Between the 1920s and 1930s,3 the House of Saud succeeded in unifying
the country and establishing its monarchic rule thanks to its alliance with
the Arabian peninsula’s religious leaders, who preached a particularly strict
version of Islam, known as Wahhabi Islam. The partnership between the
political and religious powers became an integral part of the legitimacy of
the royal family: one of the pillars on which the king’s power rests is the
‘propagation of Wahhabi Islam within Saudi Arabia and throughout the

128
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world’. Ultimately, therefore, the aim of Wahhabism is to refashion Islam
according to its principles. The proselytising character of this alliance
greatly influences Saudi foreign policy. In the mid-1990s, for example, the
powerful Saudi Ulema, the council of Islamic scholars, the ultimate religious
authority, put pressure on the royal family to recognise the Taliban as the
legitimate rulers of Afghanistan. This unique partnership also bred a great
deal of ambiguity in Saudi politics, particularly in the behaviour of the
Wahhabi religious elite towards the ‘special’ relationship Saudi Arabia
enjoyed with the US. When, at the onset of the Gulf War, the Saudis let
American troops enter the country, several religious leaders voiced strong
objections. A decade later, US soldiers were still stationed in the kingdom
and the Ulema had de facto accepted their presence. This is due to the
extreme conservativism of the Ulema, who are reluctant to shake the foun-
dations of the Saudi regime.

Perhaps the best example of the dysfunctional relationship that exists
between the religious and political rulers of Saudi Arabia is the role that
Osama bin Laden plays in Saudi politics. From an extremely privileged
background, he rebelled against the Saudi political elite, claiming that in
their failure to implement strict Wahhabi Islam, they had lost legitimacy
as rulers of Saudi Arabia. The natural outcome of this assertion rests on the
ultimate political aim of the Saudi hijackers who participated in the 11
September attacks: to bring down the Saudi regime and rid the country of
US military presence. It is unquestionable that, as far back as 1990, bin
Laden has openly challenged the Saudi authority. Yet, while stripping him
of his citizenship and accusing him of plotting against the regime, the
Saudi royal family has made no attempt to bring him to justice. What
protects bin Laden are his strong ties with the Saudi Ulema and with high-
ranking Islamic clerics in the Muslim world, even if the Ulema still officially
backs the House of Saud as the legitimate ruler of the country.
Unsurprisingly, given the immense size of the Saudi royal family, bin
Laden’s popularity extends to members of it, containing those who share
his political ideas and those who back him financially. According to Saudi
dissidents, his popularity in Saudi Arabia has increased since 11 September
and money is plentiful. Saudi charities and wealthy businessmen continue
to fund Islamist armed organisations, some of which have been shown to
have links with bin Laden’s terror network. 

PROSELYTISING WAHHABISM

Overall, the pattern of Wahhabi colonisation has been identical to that of
Islamic banks. Religion and finance formed a dual track. In the early 1990s,
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Wahhabism penetrated deeply into the territory of the collapsing Soviet
Union, reaching countries where Muslims had long been denied freedom
of religious expression. Backed by Saudi money, Wahhabi mullahs preached
and taught a bellicose vision of Islam inside newly built mosques and
madaris, the religious schools where children study the Qur’an and the
Quranic laws. This violent and radical message reached Muslim popula-
tions struggling with exceptional demographic growth and high
unemployment. Islam is the fastest growing religion in the world: in the
mid-1990s, the annual demographic growth of the Muslim population was
6.4 per cent versus a modest 1.46 per cent for the Christian population.4

Against this socio-economic background, young Muslims responded
enthusiastically to the Wahhabi message, streaming into mosques and
madaris from which some of them joined newly formed Islamist armed
groups. Thus Wahhabi Islam became the unifying ideology for Islamist
warriors in the same way as Marxism-Leninism had been for the
communists. In Uzbekistan, Wahhabi preaching fomented the rebellion
of 1998 under the leadership of Juma Namangiani, whose political vision
was greatly influenced by Wahhabi Islam. His final goal was to substitute
the corrupt and undemocratic Uzbek government with a replica of a
fifteenth-century Khanate,5 to include some of the territories of the newly
formed Central Asian republics (Uzbekistan, Tajikistan and Kyrgyzstan).
Osama bin Laden’s political aims are very similar to Namangiani’s. His
long-term goal is to bring Muslim countries back to what he and his
followers consider the true origins of Islam – the age of Caliphs, the
successors of Mohammad, who ruled the Islamic world from the seventh
to the thirteenth centuries, until the armies of the crusaders destroyed their
splendid culture. According to bin Laden, the new caliphates will be
modelled on the former Taliban regime in Afghanistan, which was ‘among
the keenest to fulfil [Allah’s] laws’. 

Outside the boundaries of the former Soviet Union, Wahhabi colonisa-
tion, in both Africa and South East Asia, has followed an identical pattern:
Saudi money financed the religious infrastructure necessary to proselytise
Wahhabi Islam. The outcome once again has been the emergence of
Wahhabism as the unifying force of Islamist armed groups. In a similar
fashion to Namangiani and bin Laden, Riduan Isamuddin (the leader of
the Indonesian Jemaah Islamiyah who was accused of masterminding the
Bali bombing in October 2002) has been preaching for a decade the use of
violence to achieve a unified Islamic state, comprehensive of Indonesia,
the Philippines, Malaysia and Singapore, to be ruled as a single caliphate
under Sharia law.
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THE WESTERN NETWORK

In non-Muslim countries, especially in the West, Wahhabi colonisation
has been more discreet, with Islamic charities primarily funding schools
and courses run by mosques. In the West, the Mosque Network’s main
operations have been recruiting and fundraising. So successful have they
been in performing these tasks that several mosques have now become
hotbeds of potential terror fighters, who have been fed an explosive mixture
of religion and political ideology. Abu Qatada, a Palestinian living in
England, who has been accused of being one of al-Qaeda’s recruiters,
expressed the view of many: ‘the war of the Mujahedin is dictated by what
the prophet said … The jihad is to make the word of God supreme, we call
it the Islamic jihad.’6

True to Qatada’s assertion, in Western countries recruiters tend to put
more emphasis on religious motivation and therefore target certain types
of individuals: young, often disillusioned Muslims adrift in Western society.
French-born Zacarias Moussaoui, the alleged twentieth hijacker of 11
September, was one of these. Moussaoui reached London penniless and in
search of his own identity as a Muslim. The Mosque Network provided him
with both financial and emotional support. Recruiters prefer people who
approach mosques ‘searching for a purpose in life’, explained a former MI5
agent. ‘[They] often know very little about Islam and trust the older men
to show them the way. But they are shown the path of violence [instead].’7

Powerful recruitment tools used to influence young Muslims include heated
sermons and gruesome videos of Jihads fought by Islamist warriors. One
such video, available since January 2002 in several mosques in London, is
called ‘The Mirror of the Jihad’ and shows Taliban forces decapitating
members of the Northern Alliance with knives. The video was distributed
by an Islamist organisation based in Paddington, in central London.8 The
money raised from the sales went to fund Islamist armed organisations. 

In the West, as in Muslim countries, the Muslim population is experienc-
ing phenomenal growth and is plagued by unemployment and poverty
among its youth. Therefore, many flock to the mosques for material rather
than spiritual assistance. At Finsbury Park Mosque in London, for example,
people can buy false passports and ID cards, which entitle them to collect
welfare payments. According to Reda Hassaine, an Algerian journalist who
infiltrated the Finsbury Park Mosque, with fake identity papers it is possible
to get income support of £50 a week in addition to rent, usually a room or
flat in a council estate, fully paid for by the state. One person can accumulate
a number of false identities, which can generate a lucrative business.9
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Naturally, mosques are extremely selective when approaching potential
recruits, and only a few manage to join the Jihad. One of these was
Mohammad Bilal, the 24-year-old from Birmingham who drove a car full
of explosives into the Indian army barracks in Srinagar.10 Birmingham is
a renowned hotbed of Islamists, and mosques here have supplied suicide
bombers to al-Qaeda and Islamist armed groups in Kashmir. In fact, the
UK, with its large immigrant Muslim population, is one of the best
recruiting grounds in the Western world. Sheikh Omar Bakri-Mohammad,
the founder of al-Muhajiroun, an Islamic group based in London which
recruits for the Jihad,11 claimed that mosques and university campuses in
the UK recruit a yearly average of 18,000 British-born Muslims to take part
in military services in countries where Islamist armed groups are fighting.12

Mohammad Ibrahim Azhar, the brother of Maulana Masood Azhar (founder
of the Jaish-I-Mohammad, one of the leading Islamist Kashmiri armed
groups) travelled at least once to Birmingham to recruit volunteers for the
fight against India. He targeted the Kashmiri Muslim community, which
lives in one of the ten poorest council estates in Birmingham, plagued by
a very high unemployment rate. Through the Mosque Network he was able
to move about freely, get in touch with potential warriors and recruit them.
These young men are given money and sent to training camps in Pakistan,
Afghanistan, Yemen, Nigeria and Sudan, among other countries. However,
only a minuscule fraction carry out suicide missions. According to several
Muslims, the truth is that though the Mosque Network gives them a cause
worth living and fighting for it rarely succeeds in persuading them that it
is a cause worth dying for. 

Potential martyrs are precious commodities and mosques are constantly
on the lookout for them. People are not only carefully selected, their
background is analysed minutely, and every single detail is taken into con-
sideration. If a candidate is judged to be suitable, he is indoctrinated, fed
a special diet of religion, spiritualism and violence. Hamas, by far one of
the most efficient armed groups in preparing suicide bombers, pays a lot
of attention to education. Potential martyrs are targeted at a very early age
and slowly forged for their final mission. Salah Shehadeh,13 the commander
of the Izz al-Din al-Qassam Brigades, the military wing of Hamas, describes
the selection process for a suicide bomber: 

The choice is made according to four criteria. First, devout religious
observance. Second, we verify that the young man complies with his
parents’ wishes and is loved by his family, and that his martyrdom will
not [adversely] affect family life; that he is not the head of the family
and he has siblings, as we will not take an only child. Third, his ability
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to carry out the task assigned [to] him and to understand its gravity; and
fourth, his martyrdom should encourage others to carry out martyrdom
operations and encourage Jihad in the hearts of people. We always prefer
unmarried [people]. It is the regional leadership of the military apparatus
of the Hamas movements that proposes his [her] candidacy, and then
decides whether to accept him [her].14

In 2001, the association of Palestinian religious scholars granted its sanction
to martyrdom. They declared that suicide attacks are part of the just war
because they ‘destroy the enemy and put fear in the hearts of the enemy,
provoke the enemy, shake the foundations of its establishment and make
it think of leaving Palestine. [They] will reduce the number of Jewish
immigrants to Palestine, and will make [the Israelis] suffer financially.’15

The Mosque Network attempts to forge suicide bombers in a much
shorter time and with a smaller pool of resources than organisations such
as Hamas. The importance of suicide missions is particularly striking in
economic terms. A cost-benefit analysis shows suicide operations to be by
far the most efficient form of terror attacks from a military point of view;
they require relatively small amounts of money and can have a great impact
in terms of casualties and damage. Bin Laden and his followers are well
aware of these advantages. According to the head of Egyptian Islamic Jihad,
Dr Ayman al-Zawahiri, ‘the method of martyrdom operation [is] the most
successful way of inflicting damage against the opponent and the least
costly to the Mujahedin in terms of casualties’.16 11 September proves how
the impact of a terror attack can be maximised by the use of someone
willing to die while committing it. It was also the most cost-effective terror
attack ever carried out: only 19 hijackers and a budget estimated at
$500,000 were employed to kill almost 3,000 people and inflict a
permanent scar on Western society. 

The Mosque Network also provides financial support for the Jihad. In
2001, the Lashkar-e-Taiba received £2 million in donations from British
Muslims. According to Indian intelligence, among the generous donors
was Ahmed Nashir, from East London, who contributed up to £15,000 a
month. Nashir claimed that he had raised the money for welfare work.17

Britain is the second largest benefactor of Muslim Kashmir, after Kashmiris
living in the Middle East. The Mosque Network handles the majority of
the funds; mosques collect money and make sure it reaches the right des-
tination, i.e. their armed group of choice. Behind the network are imams
like Shafiqur Rehman, the imam of Oldham, who was deported for raising
funds for the Lashkar, and Sheikh Abu Hamza, the radical North London
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cleric who was secretly filmed at a rally held in Britain inciting Muslims to
kill Americans.18 ‘Kill them,’ he says in the video, ‘It’s okay.’ 

THE HIZBOLLAH IN KURDISTAN

Money raised via the Mosque Network is also used to enlarge the network
itself, especially in secular Muslim areas. Towards the end of the 1980s, the
Turkish government encouraged Muslim charities and mosques to raise
money to build mosques in Turkish Kurdistan. A Kurdish political refugee
in London explains:

Villages ended up having two mosques, but no schools or sports facilities
for children were built. Scholarships to study Islamic theology in Arab
countries were offered to young students by various charities, yet no
scholarships were made available to study subjects like medicine or engi-
neering. Clearly the decision to flood Kurdistan with mosques was aimed
at colonising the region, traditionally secular and loyal to the PKK, the
Kurdish Workers Party. 

In the same period the Hizbollah began appearing in the region. They
were Sunni Kurds mostly trained in Iran and Lebanon by the Shia
Hizbollah; some had also received military and political training in
Afghanistan.19 They came to Kurdistan to preach and recruit for the Islamic
Jihad. Initially, they were backed by Islamic charities and funds, most
probably from Iran. However, they soon turned to crime as a source of self-
financing. The Hizbollah used mosques as sites for organisation and
recruitment.20 Politically, they were at one with Namangiani, bin Laden
and Hambali: their final goal was to turn Turkish Kurdistan into an Islamic
state, a caliphate ruled by Sharia law. This political goal did not prevent
the Turkish military from forging an alliance with the Hizbollah to crush
the PKK. Mosques became the headquarters of Islamist violence. Faik Bulut,
a Turkish Middle Eastern expert, describes the role of mosques run by the
Hizbollah as follows:

Very young people between the ages of 15 and 20, the ill-educated and
unemployed masses, are organised in the mosques. All of them are
potential murderers. They are brave people. They work as professional
murder gangs. The organisation’s sources of funding are unknown.
Anyone who joins them becomes rich all of a sudden. This money may
come from abroad or perhaps from automobile theft, extortion, ransom
and smuggling.21
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The intention of the Turkish military was to manipulate the Hizbollah
to rid Kurdistan of the PKK, as the US had done with the Mujahedin against
the Soviets in Afghanistan. The alliance lasted only a few years, during
which representatives and sympathisers of the PKK, along with the Kurdish
population, were systematically attacked and killed by the Hizbollah. 

In tandem with Islamic banks, the Mosque Network has contributed to
a new economic phenomenon. Under the umbrella of Islam, and
stimulated by the successes of the anti-Soviet Jihad, terror groups, state-
shells, Islamist countries and their sponsors have successfully established
an international network of economic and financial ties as a ‘predatory
alternative’ to the traditional world economy. As we shall see in chapter 12,
one of the cohesive forces of this new economic system has been the call
for Jihad. 
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The New Economy of Terror
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12 
Weak States: 

Breeding Ground for Terror

‘Where there should be a nation-state, there is a vacuum filled
by warlords. What better place for the seeds of international 

terrorism and lawlessness to take root?’
Walter H. Kansteiner, 

US Assistant Secretary for African Affairs

When he was seven years old, Francis Bok – a Christian child in Sudan –
was captured as a slave while visiting his local market. Sudanese Muslims
attacked his village and shot all adult and adolescent males. Then they
rounded up the surviving children, tied them onto donkeys and took them
away; children too small to ride were strapped into baskets. ‘You are like
animals to us,’ the Sudanese soldiers told Bok, who has recently regained
his freedom and now lives in Egypt. ‘I have seen many people killed like
animals and many children sold into slavery,’ recalls Bok. ‘I saw people
shot, killed, children who cried had their hands or legs chopped off as an
example to the others.’1 This is not a medieval tale but the story of a twenty-
first-century slave in Sudan.

Sudan belongs to a group of countries in the grip of vicious and ruthless
civil wars, places where law and order have ceased to exist and people are
at the mercy of predatory warlords and politicians. Hassan al-Turabi’s
patrimonial rule in Sudan, for example, was based on the exploitation of
his own citizens. Such countries are politically unstable and prone to dis-
integration; they are nations in turmoil, weak states. The spectrum ranges
from failing states, countries such as Colombia where the central
government still maintains a certain degree of control over the territory, to
failed states like Sudan, where the central authority ‘is no longer able or
willing to perform the job of a nation-state in a modern world’;2 to collapsed
states such as Somalia, where there is a total vacuum of political authority.

Any type of weak state can provide the potential breeding ground for
armed groups. A failed state does not offer a better environment for armed
groups than a failing state. In Sri Lanka, the Liberation Tigers of Tamil

139
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Eelam (LTTE), the separatist armed organisation, has managed to gain
control of as much as 15 per cent of the territory. Sri Lanka is not a failed
state, not even a failing one; 80 per cent of the population back the
government and believe that it is performing reasonably well.3 Terror
flourishes also in countries where there are only pockets of political insta-
bility, regions where the central authority has failed. Pakistan is a good
example of this phenomenon. Although nobody can doubt that General
Musharraf is in control of the nation, there are areas, especially inside the
tribal belt, where Pakistani central authority has no power. It is in these
enclaves that Islamist armed groups have been fostered.

FAILED AND BROWN AREAS

Madeleine Albright, former US Secretary of State, identified as ‘failed states’
countries with a weak or non-existent central authority. Failed states often
arise from the political and economic disintegration of traditional states.
They are countries unable to act under a national government. Often, in
a failed state several competing authorities exercise various degrees of power
in different regions. Consequently, the country is plagued by chaos,
violence and suffering and there is large-scale neglect of basic human
rights.4 Albright’s example of failure was Somalia. However, if one extends
the definition of ‘failed states’ to include regions within weak states where
the central authority has ceased to exercise any power – geographical
enclaves which could be called ‘failed areas’ – the potential turf where terror
can bloom grows exponentially. Guillermo O’Donnell, director of the Helen
Kellogg Institute for International Studies in Paris, defines these areas as
‘brown areas’, where there is minimal or zero presence of the state both
functionally and territorially.5 The highlands of Peru, Amazonia in Brazil
and Southern Colombia are examples of brown areas; so is the Fergana
valley in Central Asia and specific areas in Indonesia, Malaysia and the
Philippines in South East Asia.

Failed and brown areas share some of the characteristics of failed states.
They are ravaged by internal fights, torn apart by savage conflicts between
communities (as has happened in Kosovo); their borders are uncontrolled
and undefined; the ruling power (either warlords or dictators, such as
Mobutu, or the ruling political elite, such as the Taliban) prey on their own
citizens; corruption is endemic; per capita as well as regional GDP is falling
rapidly; violence and crime are rife and uncontrollable. Anarchy is the
norm. Using O’Donnell’s definition, these areas are ‘examples of the evap-
oration of the public dimension of the state and, consequently, of the odd
“reification” of the state as exclusively consisting of organisations that, in
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those regions, are in fact part of privatised, often sultanistic, circuits of
power’.6 Trapped in political vacuums, the populations of failed areas
welcome strong leaders, warlords or armed groups who win popular support
based on ethnic or clan solidarity. This desire for a strong hand is echoed
by the comments of a newspaper seller in Jakarta, after the October 2002
bombing in Bali. ‘If things continue like this,’ he said, ‘the people will
welcome a military government … Things might have been bad under
Suharto but at least we were safe.’7 In failed areas, leaders of armed groups
are perceived as strong men; they symbolise power within the socio-political
and economic disintegration of the community. In 1946, many Jewish
residents in Palestine backed terror groups such as the Irgun and the Stern
Gang because they believed that these organisations could fill the vacuum
created by the crumbling British protectorate.8 Similar motivation moved
the inhabitants of Selva Alta in Peru to entrust their lives to Sendero
Luminoso, which offered them protection against exploitation by both the
corrupt Peruvian government and the Colombian drug traffickers. 

It is in ‘failed areas’, therefore, that armed groups most easily establish
and cement their power and legitimacy, stepping into the void created by
the collapse of the central authority. As we saw in chapter 5, this is the
process by which a state-shell, the embryo of the state, is assembled. Armed
groups replace the economic infrastructures of the old state with their own
models. In doing so they take over the economic role of the central
authority, for example, in levying and collecting taxes. In Pakistan, between
1997 and 1998, an estimated $600 million in customs revenues were lost
due to smuggling. Armed groups, warlords and even Taliban officials
imposed road taxes on ATTA duty-free goods travelling to Kabul from
Pakistani ports and back to Pakistan. This money went to support the
groups that controlled the contraband trails. 

A similar process occurs when a state collapses. Armed groups fill what
is left of ‘a mere geographical expression, a black hole into which a failed
polity has landed’.9 They gain control of regions, create their own infra-
structure, regulate markets and trade flows, and even attempt to establish
foreign relations with neighbouring weak states. In August 2000, the
Peruvian government was implicated in an arms smuggling scandal while
supplying weapons to the Colombian FARC. It emerged that the Peruvian
military had produced a regular purchase order to buy 50,000 Bulgarian-
made AK-47 assault rifles from the Jordanian government. The shipment
was flown from Amman on a Ukrainian cargo plane with a Russian-
Ukrainian crew. The plane flew via the Canary Islands, Mauritania and
Granada and, eventually, before landing in Iquitos, Peru, air-dropped the
arms into the Guainia region, close to the border with Venezuela and Brazil,
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the territory controlled by the FARC.10 The plane flew back with narcotics,
estimated at up to 40 tons of cocaine, which went partly to Jordanian
brokers and partly to the former Soviet Union. The involvement of high-
ranking Peruvian government officials in the smuggling contributed to the
scandal, which eventually led to the resignation of President Fujimori11

on 20 November 2000. 

THE CAUCASUS: FOREIGN POLICY CHAOS

Armed groups can benefit from the difficulties that legitimate states
encounter in relating to each other and to state-shells, that is, in developing
a viable foreign policy with each other. The southern territories of the
Caucasus offer an example of this phenomenon. Arab fighters, along with
local Islamist armed groups, move freely in the Pankisi gorge which links
Chechnya, Georgia and the Kodori gorge, a valley situated between Georgia
and the irredentist region of Abkhazia. Abkhazia, like similar state-shells
that have risen from the ashes of the Soviet Union, lacks legitimacy. The
Pankisi and Kodori gorges are the main transit routes for arms that flow
from Georgia to Chechnya as well as for drugs en route to Europe from
Afghanistan. The Russians and Georgians could end both illegal trades by
granting Abkhazia the right to police its own borders and thereby block
access to the Pankisi gorge. This decision, however, would imply official
recognition of Abkhazia as a separate state. Although Abkhazia has not
been recognised by international powers, it has been functioning as a de
facto Russian protectorate since 1993. Georgia, which claims that the region
is part of its state, fears that allowing Abkhazia to break away would
compromise its territorial integrity. Similar motivations are at the root of
the refusal to let Russian security forces undertake military action against
Chechnya’s armed groups and Arab warriors inside Georgia. As a result,
armed groups continue to profit from a multi-million-dollar arms and drugs
trade in the region.12

THE ADVANTAGES OF WEAK STATES

Paradoxically, a collapsed state is a less protective cocoon for the creation
of a state-shell than a failed state. This is because a collapsed state does not
maintain any elements of legitimacy: it lacks government and foreign
policy; internationally, it is perceived as a country with a weak, or no,
identity. When a state collapses, as it did in Lebanon, Somalia and Sierra
Leone, pseudo-rulers emerge and take control of parts of it; they remain
illegitimate and unrecognised. Failed states, instead, retain the outward
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elements of sovereignty; even if they cannot control their borders, as in
Sudan or Afghanistan, they maintain the footprint of territoriality. A
violation of their territory by an outside power is perceived as an act of
war; this is why armed groups can easily hide inside the borders of a failed
state, as bin Laden did in Afghanistan. The US had to invade the country
in order to hunt Osama bin Laden. For many years, the Albanian port of
Durres has been openly used by the Albanian mafia for illegal traffic in
drugs, weapons and migrants to Europe in conjunction with Islamist armed
organisations. However, no European state is willing to invade Albania to
end such trade.13 Failed states maintain diplomacy and issue passports. In
1997, during the great Albanian unrest, 100,000 passports were stolen.14

Interpol fears that they have been used ‘to smuggle’ members of Islamist
armed organisations into Europe. Weak states maintain armies that can
legitimately purchase weapons, which can either be transferred to armed
groups or stolen by them. According to Interpol, from January to March
1997, armed and criminal organisations looted Albania’s state depots of
tens of thousands of assault rifles, machine guns and rocket launchers.15

Weak states offer other advantages to those engaged in terror. They
provide territory for training camps and armed bases. In the late 1990s,
members of the Indonesian terror group Jemaah Islamiyah were trained
by the Moro Islamic Liberation Front in a camp on the southern Philippine
island of Mindanao.16 State-shells, once established in a weak state, can
become transhipment points for narcotics, weapons, dirty money and
illegal immigrants. According to Italian intelligence, Albania is one of the
main transhipment points of narcotics for European markets; Chechnya
is another.17 Weak states with low or non-existent law enforcement are
ideal grounds for smuggling. Weak states may also offer opportunities in
legitimate business: while in Sudan, Osama bin Laden purchased planta-
tions of gum mastic, thereby acquiring a monopoly in the international
trade of gum arabic, an ingredient used in the manufacture of sweets and
soft drinks. 

The financial equivalent of weak states are banking ‘brown areas’. These
are offshore centres where there is little or no control over monetary trans-
actions. These brown areas facilitate the laundering of income generated
illegally by armed groups and criminal organisations. Untraceable financial
services are available in more than 60 nations. The small Pacific island of
Nauru, for example, at one point hosted 400 ‘shell banks’, whose sole
function was to hide money. Likewise in the Seychelles Islands, legislation
grants immunity to investors from prosecution for all crimes committed
outside its territory. People can invest sums of up to $10 million or more,
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generated by illegal activities. All that is required is that one does not engage
in illegal activities in the Seychelles.18

INDONESIA, AN UNUSUAL JOINT VENTURE

The ideal breeding ground for terror is, therefore, a weak state that is
slipping into a failing or failed state. It is within the progressive erosion of
central power, and the escalating power struggle among fading state insti-
tutions, that terror groups are able to form surprising strategic alliances.
The partnership between the military and the Islamists in Indonesia offers
a good example of these ‘unusual joint ventures’. In the 1970s, to contain
a resurgence of communism, General Suharto’s dictatorship encouraged
cooperation between the military and Muslim extremist organisations. This
policy received Washington’s blessing. At that time the US was courting
Islamist groups in an effort to contain Soviet expansion. Thus, while the
CIA was manipulating the Mujahedin in Afghanistan, Suharto was
attempting to do the same with the Islamists in Indonesia. One offspring
of this alliance is believed to be the Jemaah Islamiyah, the Islamist terror
group suspected to have been involved in the October 2002 bombing in
Bali.19 Over the years, segments of the military continued to maintain links
with Islamist terror groups, often working with networks of ‘special
operations’ against Suharto’s opposition. In 1997 the FPI, Front Pembela
Islam (Islam Defence Front), was set up in Indonesia with the help of the
military authorities to sabotage movements for democracy. The group raids
nightclubs, brothels and bars, forcing owners to pay protection money to
the local police.20

The same political ambiguity that engulfed supporters and sponsors of
the anti-Soviet Jihad resurfaces in Indonesia. While, on the one hand,
Islamist groups were backed by the military, on the other, prominent leaders
such as Abu Bakar Bashir – the Islamic cleric who preaches that Indonesia,
Malaysia and the southern Philippines should be ruled by strict Sharia law
– were imprisoned by Suharto. In 1978, Bashir, who was running a school
in Java to educate the future leaders of a pure Islamic state, was charged with
sedition for his involvement in the Komando Jihad, an armed group aiming
to establish an Islamic state in Indonesia. Released in 1985, Bashir travelled
to Malaysia. There he joined other members of the exiled Indonesian Ulema.
Among them was Riduan Isamuddin, better known as Hambali, who took
over the Jemaah Islamiyah. Together, Bashir and Hambali travelled across
Malaysia to preach and recruit warriors for their cause.21

When Suharto fell, the military hardliners moved their network out of the
country. According to Wimar Witoelar, professor at Deakin University in
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Australia, they became known in Indonesia as ‘dark forces’, extremists both
inside and outside the military.22 The dark forces reactivated the links with
the Islamists’ network. To overcome the erosion of their power caused by
the birth of democracy in Indonesia, the military hardliners aimed at re-
establishing their presence behind the scenes; Islamist groups became their
shields. Through these groups they planned to achieve the progressive desta-
bilisation of the country. In a predominantly Muslim population, the aim
was to foster the proliferation of pockets of failed areas exploiting religious
and racial tensions. Islamist armed organisations took advantage of this
alliance to carry out their own agenda: the creation of a pure Islamist state.

Since 1998, outbursts of violence have occurred all over the country,
leaving in their wake a trail of blood and despair. The 1998 May riots in
Jakarta led to over 1,000 deaths. In 2000, the military allowed thousands
of members of Laskar Jihad23 to penetrate the Moluccas. The ensuing
conflict between Muslims and Christians lasted until the end of 2001,
claiming 4,000 lives and leaving 500,000 refugees. From the Moluccas,
Laskar fighters travelled to Papua, where Muslims do not enjoy a demo-
graphic majority, and initiated a conflict. Islamist fighters are also active in
the Aceh, on the northern tip of Sumatra, where Muslim separatists have
been fighting for independence since 1976. Fighting continues in Poso, in
Central Sulawesi where the Laskar Jihad, the Front Pembela Islam and
Laskar Jundullah, which is the operational arm of Jemaah Islamiyah, are
engaged in a vicious conflict with the Christians. Since 1999, 2,500 people
have been killed and 80,000 made refugees on this island.24 In the enclaves
controlled by Islamist fighters, strict application of Sharia law has already
been imposed.

The destabilising forces unleashed since the fall of Suharto have created
a climate of great economic uncertainty. Three presidents have failed to
bring about much-needed economic reforms. They have worked within
the constraints of a staggering $130 billion foreign debt, with a very high
total debt to GDP ratio (over 90 per cent in 2001). Political instability,
coupled with economic uncertainty, is responsible for the decline in foreign
investments. When I visited Bali in the spring of 2000, a European banker
told me that the island was one of the few places left where it was safe to
invest. This is no longer the case. Islamist armed groups succeeded in
striking a powerful blow against the troubled Indonesian economy when,
in October 2002, they bombed a Bali nightclub. ‘Targeting Bali really hits
at Indonesia’s underbelly,’ commented Dewi Fortuna Anwar, an Indonesian
political analyst.25 Bali is an international tourist resort, which alone
contributes $7 billion in annual revenues to the Indonesian economy
(about 5 per cent of the country’s GDP). Anwar added that the attack was
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not only directed at the tourists, but was aimed at ‘Indonesia’s economic
well-being’. The bombing was in fact followed by a crash on the Indonesian
stock market, which in turn led to a fall in the exchange rate of the already
weak rupiah against the US dollar. The impact on the overall economy
further weakened the banking system, still not fully recovered from the
1997 crisis of the Asian markets and riddled by corruption and
mismanagement.26

Terror groups in Indonesia are following a well-known strategy: they are
targeting the legitimate economy to accelerate the destabilisation of the
central authority. As we have seen with the PLO in Lebanon, Sendero
Luminoso in the highlands of Peru and the FMLN in El Salvador, once the
economy has collapsed, armed groups fill the vacuum with their own
economy of war.
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13 
From Modern Jihad to 

the New Economy of Terror

‘We are fighting a jihad and this is the first Islamic interna-
tional brigade in the modern era. The communists have their
own brigades, the West has NATO, why can’t the Muslims unite 

and form a common front?’
Lieutenant General Hameed Gul, head of ISI, Pakistani Secret 

Service, after the Soviet defeat in Afghanistan

Over the last 50 years, the environment where terror operates has mutated.
‘Traditional’ armed organisations, such as the IRA or the Kurdish Workers’
Party (PKK), pursued irredentist objectives and were active only in a single
region or country. Today, terror is transnational; it freely moves from one
weak state to another. ‘Al-Qaeda exists from Algeria to the Philippines,’
explained Essid Sami Ben Khemais, a member of a Milan al-Qaeda cell.
‘They are everywhere.’1

The transnational character of Islamist armed groups is a very recent
development. It would, however, be a mistake to conceive al-Qaeda as a
structural and highly integrated international network similar to a multi-
national of crime. Not only has the habitat in which armed organisations
operate been altered, their structure has also evolved. ‘Al-Qaeda is a
phenomenon,’ explained Saudi dissident Dr Saad al-Faqih.2 Bin Laden is
more of a charismatic leader than an organiser or manager. According to
the UN Security Council’s report on al-Qaeda, ‘many of these extremist
elements look to Osama bin Laden and his Shura Majlis as a sort of
“supreme council”, for inspiration and sometimes also for financial and
logistical support’.3 Yossef Bodansky, director of a US congressional
committee, agrees with this interpretation. He sees bin Laden’s role as inspi-
rational rather than operational: ‘Bin Laden and his key aides are of unique
importance as far as the operatives’ morale and theological inspiration are
concerned.’4 Independent groups and cells are in charge of the logistics of
terror attacks. 

147
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AL-QAEDA, A GLOBAL PHENOMENON

Even the origins of al-Qaeda confirm this reading. At the outset of the anti-
Soviet Jihad, potential Arab warriors travelled to Pakistan where they resided
in guesthouses. These hostels did not keep any records and not a single
organisation listed the names of the fighters, where they had gone to fight
and if they had been injured or killed. This lack of vital information caused
distress among relatives. At that time bin Laden was in charge of several
guesthouses and was embarrassed by the hundreds of calls requesting infor-
mation. Hence, he decided to keep track of whoever stayed at the hostels
and that record came to be known as the Record of al-Qaeda. This is how
al-Qaeda, which means the base or the scroll, was born.5 It was only in
1988 that bin Laden began to toy with the idea of organising Muslim
volunteers into an army to fight the Jihad. 

According to Dr al-Faqih, head of the UK-based anti-al-Saud organisa-
tion Movement for Islamic Reform in Arabia (MIRA), it would be more
correct today to speak of ‘bin Laden’s group’ or ‘network’ instead of al-
Qaeda. The network has a core: bin Laden and a small inner circle of
supporters, people who follow him wherever he goes. The wider picture is
constituted by thousands of smaller groups, armed organisations of various
sizes and forms, ranging from accomplished groups to individuals. These
groups have their own chain of command, logistics and targets. This is a
very loose network which looks to bin Laden as a charismatic figure,
someone to inspire, sanction and help finance violent actions.6 In mid-
1999, Hambali and his group put together a presentation video of a plan
to blow up a bus service used by US soldiers in Singapore. They showed
this to bin Laden in the hope of receiving funds for their terror activity in
South East Asia. The video was found in late 2001 in Kabul, in the house
of Mohammad Atif, bin Laden’s military commander. In 1999, bin Laden
and his network were receiving hundreds of similar requests, most of which
were not granted any funding. Hambali, however, was successful and his
plan was funded. Atif used a Saudi charity to transfer money to buy the
four tons of ammonium nitrate required for the bombing.7 Since then,
Hambali has been linked to several attacks in South East Asia, including
five simultaneous explosions in Manila in October 2002. A few days after
the Bali bombing, an Indonesian Islamist arrested in Manila confessed that
Hambali had funded the attacks.8

The strategic importance of Indonesia, a country with an overwhelm-
ing majority of Muslims, is confirmed by the fact that leading members of
bin Laden’s inner circle have travelled to the country. In mid-2000 Dr
Ayman al-Zawahiri went to Indonesia accompanied by a young Kuwaiti
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man, Omar Faruq, who was one of bin Laden’s men in the Philippines.
During his visit, Zawahiri established contacts with Islamist leaders,
including Abu Bakar Bashir. It is likely that during these meetings, bin
Laden’s deputy was presented with terror attack plans and asked for
financial backing. A few months later, a series of bombs exploded at
Christian churches in the Moluccas. Today those explosions are considered
the blueprint for the Bali bombing. According to the CIA, Bashir received
$74,000 from an account controlled by Sheikh Abu Abdullah, one of bin
Laden’s pseudonyms. The money was used to purchase three tons of
explosives from Indonesian army officers. 

‘Groups may or may not have direct contact with bin Laden or his inner
circle,’ commented al-Faqih. That does not matter. What is relevant and
dangerous for the West is that the network has a life of its own, with its own
breeding cycle: i.e. armed groups hatch inside weak states, evolve into state-
shells and move on to link up among themselves and with other terror
and criminal organisations. Cells like those that have fostered the 11
September hijackers multiply even in Western cities. What the world is
facing is a living transnational conglomerate of organisms, colonies of
terror everywhere. The key question is, how does this system survive? The
answer is simple: what breathes life into it is the New Economy of Terror. 

ISLAMIST TERROR’S REAL TARGET

Before analysing the interdependence between modern terror and its
economy, two points must be made. First, the collapse of the Soviet Union
and subsequent lack of involvement of the West in certain regions gave
modern terror new momentum; second, the primary target of Islamist
political violence is not the West, but pro-Western regimes in Muslim or
predominantly Muslim countries. ‘According to bin Laden, the premier
betrayers [of God and His Prophet] have been Islamic governments that
cooperate with the United States, regimes … that are “morally depraved”
and that he has described as “hypocrites” that “champion falsehood”…’9

Al-Qaeda is undoubtedly the product of these two factors. When initially
conceived by bin Laden in 1988, it was going to be ‘an army of young
men responding to the Jihad call’.10 According to Abu Mahmud,11 when
bin Laden shared with him this idea he never mentioned waging Jihad
against Western regimes; on the contrary he was thinking of fighting the
infidel governments who oppressed Muslims around the world, as in
Palestine, the Philippines, Kashmir and Central Asia which was ruled by
the Soviet Union.12 It was only after the victory in Afghanistan, the dis-
mantling of the Soviet Union and the Gulf War that a new enemy emerged.
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The violent opposition to Western culture is a corollary of this
phenomenon; it springs from the alliance and support of Western govern-
ments for Muslim oligarchic regimes, which are seen to exploit the masses,
Saudi Arabia, Pakistan and post-Soviet Azerbaijan among them. The con-
flagration with the West is the conditio sine qua non for the removal of
these oligarchies, a phenomenon which will pave the way for the estab-
lishment of a confederation of Islamist states.

The exploitative nature of the alliance between the West and Muslim
oligarchies is a constant source of resentment among Muslim populations
around the world. In Azerbaijan, a dissident complained:

suddenly, in the mid-nineties, as the US began to formulate a NATO
security policy in the post-Cold War world order, estimates of Azerbaijan’s
oil reserves began to climb. Out of nowhere, initial estimates compared
it to the North Sea reserves of 30–50 billion barrels, but then the numbers
inflated to 200 billion barrels and comparisons were made with Saudi
Arabia. As a result, a large number of American oil companies and their
executives descended upon Baku and began bidding with its leadership
for oil exploration contracts.13

In 1994, a consortium guided by BP-Aramco signed a contract for the
exploration of the oil fields in Charyg, near Baku. The local partner was
SOCAR, the oil company controlled by ‘friends’ of Heydae Aliyevich
Aliyev,14 president of Azerbaijan.15 Western and international financial
institutions, including the World Bank, backed the contract. Money was dis-
tributed by the oil company to members of the government to secure the
contract and execute it. ‘Azerbaijan’s leaders are wined and dined on oil
company expense accounts, while 600,000 Azeris still live in the most
horrendous conditions, in makeshift housing outside of Baku and
throughout western Azerbaijan.’16

Terror has not escaped the ‘globalisation fever’ of the 1990s. Its medium-
and long-term objectives are also transnational. For Islamist armed groups
the aims are respectively the Jihad and the new Caliphate, a confederation
of Islamist states. ‘Islamist warriors will go wherever they are needed to
follow the call of the Jihad,’ an Algerian Mujahid explained to me a decade
ago. Indeed, in 1992, veterans from the anti-Soviet Jihad arrived in Bosnia
to fight. Radical groups, such as the Lebanese Hizbollah, sent trainers to
prepare young and inexperienced Muslims, who flocked to the Balkans for
the new Jihad. Since then, outbreaks of Jihad have multiplied. As we
discussed in chapters 9 and 10, the disintegration of the Soviet Union and
the new economic and political disorder that followed spurred the
proliferation of wars. Along the periphery of the old Soviet system, weak
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states emerged. Large regions within these states soon slipped into failed
areas and became prey to emerging Islamist armed groups. International
abandonment by Western countries and the US, the sole surviving
superpower, also made way for the spread of terror. However, before this
phenomenon took place, Islamist armed organisations had already targeted
traditional Muslim regimes.

THE THREAT OF ARAB-AFGHANS

In 1992 Egyptian and Algerian leaders warned Washington of the growing
threat posed by Arab-Afghans. They begged the US administration to re-
engage diplomatically in Afghanistan to bring peace to the region. Their
pleas were ignored. Meanwhile, the Algerian regime had gathered extensive
knowledge on the Algerian veterans of the anti-Soviet Jihad and their links
with Osama bin Laden’s network. Their partnership was threatening
Algeria’s political stability. In January 1992, the army cancelled the election
that had produced the victory (60 per cent of the seats) of the Islamic
Salvation Front (FIS) and imposed military rule. The decision was followed
by a vicious confrontation between the Islamists and the army, which, by
1999, would claim as many as 70,000 lives. The FIS was eventually taken
over by the radical Islamic Jihad, which in 1995 became the Armed Islamic
Group (GIA), led by Algerian veterans of the anti-Soviet Jihad.17 The GIA
was part of bin Laden’s master plan to destabilise North Africa and led to
the growth of Islamic extremism in France. Islamists saw Algeria and
Albania as entry points of terror into Europe. 

Arab-Afghans had also targeted Egypt. In the early 1990s, veterans of the
Afghan war reactivated the Egyptian Islamic Jihad and brought fresh blood
to it. In 1993, they unsuccessfully attempted to assassinate the interior
minister and, two years later, in 1995, they tried and again failed to kill
the prime minister. They did, however, succeed in killing four police officers
and 58 tourists in 1997, in Luxor, a popular tourist site.

Libya was another country on which Arab-Afghans had set their sights.
In 1998, Gaddafi uncovered a plot to assassinate him by the al-Muqatila, an
Islamist group founded in the early 1990s by Libyan veterans of the anti-
Soviet Jihad. The strategy of the group was to infiltrate the territory and the
population in order to engineer a coup. Like many similar Islamist organ-
isations in the Arab world, the al-Muqatila had its headquarters in Sudan
and was backed financially by Osama bin Laden. In the 1990s, bin Laden
himself resided in Libya, in Jabala Larde, a village not far from Benghazi, in
the eastern part of the country. The unpopularity of the Gaddafi regime
was particularly appealing to the Saudi billionaire because it made Libya a
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perfect hideout. Sandwiched between Algeria and Egypt, the two countries
in which Islamist armed groups were most active, Libya was an ideal location
for his network’s headquarters. On 15 April 1998, following the failed assas-
sination attempt on his person, Gaddafi issued a warrant for bin Laden’s
arrest via the Interpol. It was the first of many. Until then, the most wanted
man in the world was technically free. A month later, Interpol recognised
its validity and issued an international warrant for his arrest.18

The extraordinary partnership between MI5 and al-Muqatila illustrates
the degree of detachment of the West from events taking place in the
Middle East and its complacency over this situation. David Shayler, former
MI5 agent based in North Africa, admitted that in November 1996 the
British secret service had also planned the assassination of Gaddafi in coop-
eration with al-Muqatila. The plan was to attack the Libyan leader during
anofficial transfer fromone locationtoanother,butwasnever implemented.
Ironically, after 11 September, the British secret service asked its Libyan
counterpart for information on al-Muqatila terror group.19 A delegation of
high-ranking Libyan secret agents travelled to London to brief the MI5. 

MODERN JIHAD

The final aim of the New Economy of Terror is to support terror; indeed this
economic system is merely a by-product of the evolution of political
violence during the last half-century: from state-sponsored terrorism to the
privatisation of terror and the birth of state-shells. Today the Modern Jihad,
the contemporary version of the Jihad, is one of the most important mani-
festations of political violence on earth and the primary engine of the New
Economy of Terror. In the year 2000, according to the International
Institute of Strategic Studies, more than two-thirds of the 32 armed conflicts
which were taking place around the globe involved Muslims.20 Under the
umbrella of the Jihad, the Muslim community is moulding a new, bellicose
identity. The first step in understanding the New Economy of Terror is,
therefore, to grasp the meaning of the Modern Jihad. To do so one has to
look at the conditions in which it took shape.

Two leading philosophers, Samuel Huntington and Francis Fukuyama,
have attempted to describe the new scenario. Huntington places the causes
of growing Islamic conflicts in politics. Until the fall of the Soviet Union,
politics was the privilege of the two superpowers and Muslim countries
survived in their shadow. Even the oil shock and the subsequent massive
flow of wealth towards Arab countries failed to tilt this equilibrium. In a
recent UN development report, a group of Arab intellectuals stated that
the Arab world with its oil wealth is ‘richer than it is developed’.21
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Petrodollars did not bring modernisation, or better, the re-distribution of
wealth. On the contrary, the unprecedented transfer of cash from the West
to Arab countries contributed to ‘freezing Arab regimes’. In the eyes of
many Muslims, the end of the Cold War also marked the decline of the
supremacy of Western culture. This coincided with the beginning of the
liberation of Muslim countries from its grip. It was at this point that a search
for new, intellectual parameters with which to define Muslim identity inten-
sified. Islam soon emerged as a leading referent. Islamic organisations have
from the beginning aimed at meeting the needs of a growing population:
they have provided social and moral support, welfare, health services,
education, unemployment relief, charitable help – services too often denied
by Muslim governments to their citizens.22 (One should add that some of
these needs have also been met by armed groups which have created their
own state-shells, e.g. the PLO in Lebanon, Hamas in the occupied territo-
ries and the IMU in the Tavildara valley.) In Tajikistan Islamic organisations
of various types continue to boost the resurgence of Muslim consciousness.
Islamist radical groups, on the other hand, have also constituted the only
opposition to repressive and authoritarian regimes.

Huntington stresses that across the Muslim world there is grievance and
hostility against Western cultural and material colonisation. However, it
seems more realistic to view this resentment as a by-product of Islamic
frustration vis-à-vis their own rulers than as an independent opposition.
Especially among the new generations, the West is held responsible for the
survival of repressive and undemocratic Muslim regimes, Saudi Arabia
being the most noteworthy example. Huntington also lists two other causes
for the spread of Islamist terror: the endemic religious, tribal, ethnic,
political and cultural divisions within Muslim communities, which fuel
violence among them and towards non-Muslims, and the buoyant demo-
graphic growth of the population.23 The evolution of these factors, he
concludes, will lead to a clash between civilisations, especially Islam and
the West. According to Huntington, Osama bin Laden’s final aim is to
ignite this violent conflict, an aim which has been furthered by recent
events. A 2001 report from Digos, the elite Italian police force, stated that
the al-Qaeda Milan cell discovered after 11 September had Europe in their
sights. This finding was based on a series of recorded telephone conversa-
tions among its members. ‘God loves us because Europe is in our hands,’
said Lased Ben Heini, a Libyan veteran of the anti-Soviet Jihad and a
member of the Milan cell.24

Fukuyama, unlike Huntington, sees modern conflicts as part of the
process of modernisation, a force pushing Muslim countries, and the rest
of the world, towards representative regimes, i.e. democracy. Although
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Khomeini forced women to wear the chador, Fukuyama argues that in return
he was forced to grant them the right to vote.25 Even in the light of the
growth of Islamist terror, history for Fukuyama is still moving inexorably
towards universal democracy.26

How does Islamist terror relate to these two visions of the world?
Islamism, as a modern concept, emerged from the ashes of previous Islamic
movements. From the Muslim Brotherhood of Hassan al-Banna, the radical
armed group founded in 1928 in Egypt, Islamism took the figure of the
charismatic leader and the blind loyalty of his followers. Al-Banna had in
turn borrowed these concepts from Italian Fascism. Central to the
Brotherhood manifesto was the marriage between the spiritual and the
physical, a concept translated by Islamist armed groups into the Jihad.
From the Marxist journalist Maulana Mawdudi, the founder of the Pakistani
Jamaat e-Islami in the 1940s, comes the concept of Islamic revolutionary
vanguards, e.g. the anti-Soviet Jihad warriors fighting against the West and
secular Islam. Finally, the Egyptian intellectual Sayyid Qutb, who while in
prison became the Brotherhood’s ideologist, conceived the universal nature
of the Islamic movement, projecting the image of a monolithic nation, a
state ruled by an Islamic party.27 To achieve this final goal, Sayyid justified
the use of violence in any form. 

Islamist fundamentalism is perhaps the natural heir of early Islamic revo-
lutionary movements, originating from both right- and left-wing Muslim
thinkers. Even so, it defines its modern identity in sharp contraposition to
Western culture:

this fierce Judeo-Christian campaign against the Muslim world, the likes
of which has never been seen before, is [a signal] that the Muslims must
prepare all the possible might to repel the enemy in the military,
economic, missionary, and all other areas. It is crucial for us to be patient
and to cooperate in righteousness and piety and to raise awareness to
the fact that the highest priority, after faith, is to repel the incursive
enemy which corrupts the religion and the world, and nothing deserves
a higher priority after faith, as the scholars have declared, for this cause,
it is crucial to overlook many of the issues of bickering in order to unite
our ranks so that we can repel the greater Kufr [infidel].28

Thus Islamism possesses the seeds both of modernisation and of the violent
clash of civilisations envisaged by Fukuyama and Huntington respectively.
However, Islamist terror is also something different. It is, as any revolu-
tionary force, an economic engine, fuelled by a very special source of
energy, the Modern Jihad. Paradoxically, the importance that ‘economics’
plays in Islamist armed groups springs from the ideological background in
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which early Islamist revolutionary movements were conceived, a
background deeply rooted in Western ideology. The cult of martyrdom of
al-Banna owes more to the French and Italian right-wing anarchists of the
nineteenth century than to Sunni or Shia Islam.29 Marxist influence is
paramount in the shaping of the concept of revolutionary vanguards. As
clearly expressed by the Iranian academics Ladan and Roya Boroumand,
Qutb’s ‘ideal society was a classless one where the “selfish individual” of
liberal democracies would be banished and the “exploitation of man by
man” would be abolished. God alone would govern it through the imple-
mentation of Islamic law. This was Leninism in an Islamic dress.’30

Could it be possible that the ideological seeds of Fascism, Nazism and
Bolshevism are now, almost a century later, fuelling Islamism? As far as
economics is concerned, the answer is yes. The aim of all these movements
was to radically change an existing socio-economic system. Wrapped in
ideological or religious propaganda, their appeal to the masses was based
on the promise of a redistribution of wealth in their favour. The Iranian
revolution won national support on these grounds. The Romanovs in the
1910s, the Shah in the 1970s and the present Saudi royal family are targeted
by the masses because of the vast economic inequalities perpetuated within
their countries by their regimes. Lenin, Khomeini and bin Laden are
perceived by their followers as charismatic leaders, ‘strong men’, the revo-
lutionaries who grant legitimacy to those in pursuit of radical changes.
This characterisation is confirmed by Ayman al-Zawahiri, leader of the
Egyptian Islamic Jihad, who defined bin Laden as the ‘new Che Guevara’.31

In this context Jihad departs from its traditional meaning and assumes
new significance. Loosely translated as ‘struggle’, the word originally refers
to the existential fight of Muslims against their moral failings and
weaknesses. This is Jihad Akbar or greater Jihad. Alongside this concept is
that of Jihad Asghar (literally translated as ‘smaller Jihad’), which refers to
the fight for self-preservation and self-defence. It is the definition of Jihad
Asghar that contains military and political elements and, therefore, is
regulated by a host of ethical sanctions. For example, Muslims must engage
in Jihad only when attacked, but must refrain if motivated only by consid-
erations of realpolitik.32 The modification of these ethical sanctions has
transformed the Jihad. Modern Jihad has as its target the state of Israel and
the imperialism of America and its Western allies, political entities cleverly
hidden behind their religious creeds, Judaism and Christianity. But its
primary targets remain traditional Muslim states as well as any government
that blocks the formation of Islamist nations, for example Indian
democracy in Kashmir and Megawati’s democratic government in
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Indonesia. Thus in its modern version, Jihad no longer distinguishes
between infidels and People of the Book – Muslims, Jews and Christians –
against whom it is prohibited to wage war. Religion is conveniently
sheltering political and economic motivations. When this shield is
removed, it is apparent that the fight is not against an aggressor but against
foreign and domestic powers that economically and culturally exploit the
Muslim masses. ‘We have the right to attack our attackers,’ reads the
manifesto issued by al-Qaeda in November 2002, ‘to destroy villages and
cities of whoever destroyed our villages and cities, to destroy the economy
of those who have robbed our wealth and to kill civilians of the country
which has killed ours.’33 The dichotomy here is closer to Marx than to
Mohammad. In 1989, Hashemi Rafsanjani, then president of the Islamic
Parliament, summarised this concept in a Friday sermon: ‘Blow up the
factory. Where you work, you can take action … Let them call you terrorists
… They [the imperialism of information and propaganda] commit crimes
and call it human rights. We call it the defence of rights and of an oppressed
people … They will say the president of the parliament officially incites
terror … Let them say it.’34

Chivalry, another fundamental limitation imposed on the Jihad, as the
absolute prohibition of laying hands on innocents and non-combatants,
has also been violated.35 Armed groups engaged in the Modern Jihad, such
as Hamas, reject the concept of innocents and non-combatants. For them
the citizens of Israel are as guilty as their leaders and are therefore legitimate
targets. The same rationale backs bin Laden’s call to kill Americans wherever
and whenever possible. Again, the rigidity of this dichotomy is reminis-
cent of the French and Bolshevik revolutions where the struggle was defined
as between classes. No distinction was made between bad and progressive,
young and old, female and male aristocrats. Being a member of the
opposing class was enough to make one an enemy. 

Finally, it is the destruction of their own oppressive system, identified
with the oligarchic secular Muslim regimes, and the creation of a new socio-
economic system which motivate Muslims to take up arms and join the
Modern Jihad. ‘We must destroy the laws of democracy and secularism or
any other disbelief or laws, which are Jahiliyye, ignorant,’ declared Abu
Mustafa al-Shafi, the ideologist of the Ansar Al-Islam, the Islamist armed
group in Northern Iraq. Islam provided the institutional framework for the
new system. ‘We must apply the Islamic law in all aspects of life,’ continued
al-Shafi. ‘The laws that we must apply in life must be ordered and explained
in the Qur’an or by the Sunnah (Prophet Mohammad’s behaviour and
preaching).’36 Thus the creation of an Islamist Caliphate emerges as the
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goal of Islamist fundamentalism. In Indonesia, Islamist leaders like Hambali
openly admit that their goal is to transform the country into a fundamen-
talist Islamist state.37 The aim of the Ngruki network, a loose grouping of
militant Islamist Indonesian armed cells, co-founded in the 1970s by Abu
Bakar Bashir, is to create a federation of strict Islamist states, a sort of
Caliphate, in Indonesia and in other South East Asian countries, i.e.
Malaysia, Singapore and the Philippines.38

Thus the Modern Jihad is a brew made up of a mixture of Islamist revo-
lutionary ideology, Muslim search for identity and socio-economic
aspirations. As such it feeds into the network of terror economies created
by armed groups attempting to achieve self-sufficiency: the smuggling of
drugs and narcotics, the partnership with crime, the transfer of wealth
from rich Muslims via charitable organisations, money laundering, etc. It
is the desire and the possibility of becoming part of such a network and at
the same time the willingness of the network to embrace all Islamic state-
shells that contributes to the proliferation of the Modern Jihad. ‘The terror
economic network,’ commented one journalist, when I explained my
concept to him, ‘seems like the EU of terror, a federation of states in
constant expansionary mode. Every country who wants to join in gets sub-
stantial help from Brussels to do so.’ The true nature of the New Economy
of Terror is expansionary and ecumenical. When Ansar al-Islam was
founded on 1 September 2001 from the merging of al-Tawhid and the
Second Soran Unit, three Arab veterans of the anti-Soviet Jihad presented
the leaders with a gift of $300,000, seed money from Osama bin Laden’s
terror organisation.39 This was a gesture of welcome into the system.

Like any economic system, the New Economy of Terror has its own
rules and regulations. Its members – weak states, state-shells, armed groups
and cells – have to be able to assemble at least a self-sustaining economy.
They have to match outflows with inflows, i.e. they must have a balance
of payments.
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Terror’s Legitimate Business

‘If liberating my land is called terrorism, 
this is a great honour for me.’

Osama bin Laden during an interview 
with Robert Fisk in 1996

In November 2001, under mounting pressure from the United States, the
Yemeni government froze the bank accounts of several honey dealers and
shopkeepers accused of being conduits for bin Laden’s network. This
decision, however, did little to curb the country’s honey trade. The freezing
of assets ‘has not affected us’, admitted the manager of al-Shifa honey store,
because ‘a lot of our exports are bartered against other products’.1 In the
moderate heat of the Arab winter, business inside the Yemeni honey shops
continued to be buoyant as ever. 

Honey is widely traded and consumed in the Middle East. In Saudi
Arabia, a country with a small production, families consume an average of
1 kg of honey a month. Imports originate from Yemen, Pakistan and even
Afghanistan. Yemeni honey is the purest and most expensive available in
the Middle East. According to Steven Emerson, who maintains a database
on Islamist armed groups, bin Laden has developed strong ties with Yemeni
honey companies, among them al-Nur Honey, a company based in the
capital, Sanaa. One of the owners is Mohammad al-Ahdal, a former Arab-
Afghan, described in 1992 in an Arab newspaper as one of the first Arabs
to fight in the anti-Soviet Jihad (in 1998, al-Ahdal was detained in Saudi
Arabia, charged with plotting terrorist activities against the Saudi
government).2 Honey entrepreneurs include some of bin Laden’s top aides,
such as Abu Zubaydah, al-Qaeda’s director of external affairs. American
intelligence maintains that bin Laden himself, through a web of shell
companies and associates, owns a network of shops in the Middle East. 

Osama bin Laden’s entry into the honey industry coincided with his
move to Sudan in the early 1990s. One of his firms there, the International
al-Ikhlas Company, produced honey and sweets at a factory in Kameen.

158
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Bin Laden is not alone in this business; other Middle Eastern armed organ-
isations, the Egyptian Islamic Jihad for example, have used honey shops to
fund terror activity. Honey is also considered a good product in which to
conceal contraband: drugs, arms, gold, electronic equipment and cash are
often smuggled in honey containers. With the tacit approval of shopkeep-
ers, these goods are literally ‘buried’ in honey. ‘The smell and consistency
of the honey makes it easy to hide weapons and drugs,’ explained a Yemeni
customs officer. ‘[In addition,] inspectors don’t want to inspect that
product. It’s too messy.’3 Legitimate businesses like the honey trade
therefore offer a double advantage: a legal source of revenue and useful
cover for smuggling.

Armed groups’ involvement in legitimate activities is not a new
phenomenon. In the 1970s, the IRA acquired a monopoly over transporta-
tion in the Catholic areas of Northern Ireland. The IRA taxi companies,
Falls Taxis and People’s Taxis, owned 350 cabs and employed 800 drivers.
The IRA also owned co-ops, supermarkets and a butchers’ shop in
Andersonstown.4 Over the same period the Protestant armed group the
UDA (Ulster Defence Association) maintained a monopoly of the security
market. Security firms such as Task Point Security and Leader Enterprises,
in Belfast, had boards of directors, paid their taxes and were run as
legitimate companies. Their annual turnover, in excess of £300,000, was in
line with that of a medium-sized UK firm in the 1970s. Samed, the
Palestinian Martyrs Work Society created by the PLO, employed thousands
of people, producing and exporting products all over the world. Prior to the
Israeli invasion of Lebanon, its industrial turnover alone was $18 million.5

Undoubtedly, the privatisation of terror and the subsequent creation of
the New Economy of Terror have widened the range of legitimate businesses
run by armed organisations. Today, even small cells are able to finance
themselves through legal and illegal activities. This is often the case with
sleepers – dormant cells or individuals waiting to be activated at any time
– such as the 24-year-old Saudi, Mohammad al-Owahali. To support himself
and his family while awaiting his call from bin Laden, al-Owahali ran a
small fishing business in Mombasa, Kenya.6

Often sleepers are given a cash lump sum to get them started. According
to Jonathan Winer, former deputy assistant secretary of state for interna-
tional law enforcement, terror cells receive ‘seed money from their sponsors
to set up shop in other countries; they are otherwise expected to “live off
the land” in providing for themselves’.7 Ahmed Ressam, the member of
the Millennium Plot arrested while crossing the Canadian border with
bomb materials, confessed that when he finished his training in
Afghanistan he was given $12,000 to return to Montreal and settle down.8
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At the opposite end of the spectrum, armed organisations also benefit
from multi-million-dollar legitimate businesses, like the ones managed by
al-Barakaat and al-Taqwa/Nada Management Group. These international
financial institutions run hawala exchanges (as described in chapter 10) all
over the world. Al-Barakaat is a Somali-based international financial con-
glomerate with branches in 40 countries, including the US. Every year,
until September 2001 when its funds were frozen by the US authorities,
the US office wired at least $500 million in international profits to the
central exchange office located in the United Arab Emirates. Of these
revenues, bin Laden’s network received a flat 5 per cent cut, equivalent to
about $25 million.9 Al-Taqwa is a bank with strong ties with Islamist groups.
It was set up in Nassau in 1987 with $50 million as capital, of which two-
thirds came from Islamist fundamentalist organisations; one of the most
important shareholders was the Muslim brotherhood al-Islah of Kuwait.
Among other activities, it has financed the political campaigns of Islamist
candidates in the municipal elections in Egypt. The bank, which operates
in more than 30 countries,10 is so secretive that at times intelligence services
have even doubted its existence. After 11 September, the bank’s branch in
Lugano, Switzerland, was investigated for speculation and insider trading
on behalf of bin Laden’s associates.11

The development of the New Economy of Terror has facilitated the
expansion of cross-border terror’s legitimate activities. As a business, terror
activity has gone global. By far the best-developed empire is the one run
by bin Laden and his inner circle. It is rooted in business acumen rather
than religious rigour. In many ways the Saudi millionaire does not fit the
stereotype of the Islamist leader as a primarily spiritual guide. He lacks the
required religious authority: he is not a cleric like Mullah Omar, the leader
of the Taliban, nor is he a messianic preacher like the Egyptian Sheikh
Omar Abdul Rahman, the Blind Sheikh imprisoned in the US for plotting
the first bombing of the World Trade Center. Osama bin Laden has broken
the mould of the Islamist leader, shaping his role and tasks according to
politics and pragmatism. 

Politics plays a large role in his rhetoric. Commenting on the decision
of the Saudi royal family to let American troops into the country, he said,
‘This big mistake by the Saudi regime of inviting the American troops
revealed their deception. They [the Saudis] had given their support to
nations that were fighting against Muslims. They helped Yemen
Communists against the southern Yemeni Muslims.’12 Bin Laden is not
engaged in an ideological dispute, he is extremely pragmatic in the way
he addresses his followers. In the official declaration of the Jihad against
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Jews and Crusades, he produced a political analysis of the US policy in the
Middle East. He stated: 

if the Americans’ aims behind these wars are religious and economic,
the aim is also to serve the Jews’ petty state and divert attention from its
occupation of Jerusalem and murder of Muslims there. The best proof
of this is their eagerness to destroy Iraq, the strongest neighbouring Arab
state, and their endeavour to fragment all the states of the region such
as Iraq, Saudi Arabia, Egypt and Sudan into paper statelets and through
their disunion and weakness to guarantee Israel’s survival and the con-
tinuation of the brutal crusade occupation of the Peninsula.13

It is apparent that religion is only part of the picture.
Unlike other Islamist religious leaders, bin Laden’s terror actions carry

specific demands such as the abdication of King Fahd, the withdrawal of
American troops from Saudi soil and the political recognition of the Taliban
regime.14 Some of these requests are backed by economic arguments. For
example, bin Laden declared that Americans have been profiteering from
the sale of Arab oil, openly stealing its revenues. For every barrel sold over
the last 25 years, he claims, they pocketed $135. The total loss of income
has been calculated at a staggering $4.05 billion a day – the greatest theft
in history. The magnitude of such a ‘swindle’, he concludes, entitles the 1.2
billion Muslims in the world to claim $30 million each in compensation
from America.15 Thus the revolutionary message of bin Laden is encrypted
in his use of political and economic arguments, reminiscent of old Marxist
claims, such as the denunciation of Western capitalists’ pillage of poor
countries. Politics, economics and nationalism, rather than religion, are his
primary motivations; they constitute the ideological bounds of his network.

BIN LADEN’S LEGITIMATE BUSINESSES

Politics, economics and nationalism are also the characteristics of bin
Laden’s economic and financial empire, a truly transnational financial
engine of terror, a considerable section of which is represented by legitimate
businesses. Among the companies it consists of: in Africa, a holding
company, Wadi al-Aqiq, a Sudanese construction firm, Al-Hiraj, an ostrich
farm and shrimp boats in Kenya; in the Middle East, shares in the Al-Shamil
Islamic Bank and large tracks of forest in Turkey; in Asia, agricultural
holdings in Tajikistan; in Europe and the United States, holding companies,
venture capital firms, banks and import–export companies.16 Real estate
investments are scattered around the globe to offset losses and maximise
profits. The portfolio includes real estate in London, Paris and the French
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Riviera; dairy businesses in Denmark; wood and paper industries in Norway;
and hospital equipment in Sweden. Apparently, bin Laden and his
associates have also targeted the medical market in Egypt, Jordan and Iraq,
which generates hundreds of millions of dollars in revenue, part of which
is utilised to fund his network of cells.17

Bin Laden’s legitimate businesses took off while he was based in Sudan.
He funded the construction of the airport at New Sudan and the highway
linking it to Khartoum. For the services of his construction company, Al-
Hiraj, he was paid by the government in sesame seeds, which were then
traded on the international market.18 Subsequently, he secured a virtual
monopoly on corn, sunflowers and sesame seeds, Sudan’s leading exports.
These were handled by Themar al-Mubaraka, an agricultural firm near El
Damazin, and Taba Investment, a currency trading firm. In exchange for
the road works, bin Laden was also given ownership of the Khartoum
Tannery. By the time bin Laden left Sudan, his Sudanese empire included
a bakery, a furniture company, the Bank of Zoological Resources, a cattle-
breeding farm and the Laden International import–export company. He
also owned shares in a factory that processed goatskin and in Qadarat
Transport, a fleet of fishing boats. 

One of the most profitable businesses bin Laden acquired was the Gum
Arabic Company Limited, a firm which supplies 80 per cent of the world
demand for this product, giving him a monopoly in the industry. Gum
arabic is produced from the sap of the acacia trees that grow in Sudan. It
is used to make ink stick to newspapers, to prevent sediment forming in soft
drinks and to create a protective shell around sweets and pills to keep them
fresh.19 To evade international sanctions against Sudan, profits from these
enterprises were channelled through banks in the Turkish section of Cyprus
with whom bin Laden had developed strong financial ties.20 In 1997, Sidi
Tayyed, a Saudi financier who was one of bin Laden’s treasurers, admitted
having opened accounts in Europe, Africa, Pakistan and in the Central
Asian republics. He also confessed that, to reduce risks, other money went
through the Central Asian republics, from where it was transferred to
Turkish Cyprus. According to Tayyed’s testimony, a group of Turkish busi-
nessmen close to the Turkish Cypriot government had arranged the initial
contact with the banks.21

Bin Laden’s legitimate business network seems to have followed the
blueprint of Arafat’s PLO investment schemes; it has been shaped to fit the
mould of the ideal capitalist portfolio. Funds are placed in several banks
across the world, ranging from the sultanate of Brunei to European
countries. The portfolio contains financial investments with different
degrees of risk and return. After the collapse of the Taliban regime, about
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$750,000 is believed to have been placed in short-term accounts in several
financial markets in the Arab peninsula; these highly liquid assets are
available for use at very short notice. In 1998, through a contact at the
Arab Banking Corporation, bin Laden speculated in the French stock market
in shares, including stocks from BNP and Société Générale, netting $20
million profit. Short-term speculation on Western stock markets is regarded
as a favourable and efficient way of accumulating funds in the West without
using bank transfers, which are more easily traceable. These funds may be
used to help sleepers and cells become operative in Western countries.
Terror groups prefer these types of speculation, relatively small in size and
rapid, mostly because they are less noticeable than larger and more complex
transactions.22 ‘As long as you can rely on a good and discreet broker,’
explained an English trader, ‘you are safe. Every day, millions of these small
transactions take place in the world, it is virtually impossible to scrutinise
each one of them.’

11 SEPTEMBER: SPECULATING IN TERROR

The sophistication of bin Laden’s financial portfolio, and his network’s
ability to manipulate the global stock market, match those of leading
capitalist corporations, which have access to vital information. Just as
Worldcom was able to use accountancy techniques to tamper with its
books, bin Laden’s associates succeeded in utilising sophisticated insider
trading instruments to speculate on the stock market prior to 11 September.
A week before the attack, an unusually high volume of trading was reported
in certain sectors, e.g. air transport, energy and insurance. On 6 September,
the Thursday before the attack, around 32 million British Airways shares
changed hands in London, about three times the normal level. On 7
September, 2,184 put options on British Airways were traded on the LIFFE
(London Futures and Options market), about five times the normal amount
of daily trading. Across the Atlantic, on Monday, 10 September, the number
of put options on American Airlines in the Chicago Board Options
Exchange jumped 60 times the daily average. In the three days prior to the
attack, the volume of put options in the US surged 285 times the average
trading level. A similar trend was reported in the insurance business with
leading companies becoming the object of exceptional and unexpected
speculation on the futures market. ‘When something like this happens,’
said a currency trader in London, ‘you know that somebody out there had
inside information and is using it to make a lot of money.’ Speculation
profits can be magnified hundreds of times over using options. 
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The weekend following the attack, Ernst Welteke, president of the
German Bundesbank, admitted that before 11 September there had been
insider trading by ‘terrorists’ and added that the commodities markets had
also been targeted.23 Indeed, days before the attack, oil and gold experi-
enced a sudden and inexplicable rise in price. This was followed by a surge
in activity on the futures market. On 12 September, oil prices jumped by
more than 13 per cent and gold prices went up by over 3 per cent. Prices
continued to climb all week. Anybody who knew what was to happen on
11 September could have predicted such a trend. ‘The inexplicable rise in
oil and gold prices before 11 September,’ admitted a gold bullion trader,
‘was due to a surge in activity originating from brokers and traders buying
oil contracts at lower prices to resell them forward at higher prices. It is
reasonable to believe that those people knew that something exceptional
was about to happen.’24 All bin Laden and his associates needed to speculate
and make a fortune across the leading stock markets was a well-established
relationship with futures brokers or stockbrokers; any of the Arab or
Western banks which handle money for armed organisations could have
arranged and even concealed the speculation. ‘The easiest way would be via
corresponding banks,’ explained an Italian banker. 

You build a long chain of representative offices at the end of which there
is a shell-company registered offshore. You are lucky if you get to the
end of the chain. Financial investigations often run into a blind alley
halfway through; somewhere, in a tiny offshore office, someone has
misplaced a telex or lost an e-mail and you run aground. If you are lucky
and identify the shell-company, 99 per cent of the time it is only a name,
an empty box. The mafia uses this technique to launder money all the
time. I do not see why the terrorists would not utilise it.

According to Jamal Ahmed al-Fadl, bin Laden’s former accountant, the
network has as many as 80 front companies scattered around the world. In
addition, a complex web of numbered Swiss bank accounts and bank
accounts in Sudan, Hong Kong, Monaco, Pakistan, Malaysia and London
is also available. In 1999, the introduction of ‘Know Your Customer’ rules
in the international financial markets, obliging banks and offshore centres
to know the true identity of their customers, made the illicit movement
of funds through these accounts and companies more difficult.
Paradoxically, the same year the US Congress refused to tighten such a rule,
arguing that it was a breach of civil liberties, thus leaving more room to
manoeuvre for transfers of illegal money from or within the US.25 If the per-
petrators of the attack on the two towers have profiteered from it on the
stock market, most likely ‘nobody will ever be able to prove it’, admitted
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a futures trader in Chicago, even with the ‘Know Your Customer’ rule in
place. ‘If, for example, they have used executing brokers, small companies
or individuals who parcel together trades on behalf of a number of clients
and place the trades through a long network of different banks, it would
be extremely difficult to track down each investor.’ Ironically, in attacking
one of the symbols of Western capitalism, bin Laden may have master-
minded the biggest insider trading operation ever accomplished.

In contrast to organised crime, the main concern of armed organisations
is not the accumulation of wealth, but its concealment and redistribution.
Armed groups are more interested in money disbursement than in money
laundering; for one, revenues generated by their legitimate businesses do
not need to be laundered, they need to be distributed within the network
of cells and sleepers. This is why they pay a lot of attention to money
manipulation, the ability to move large sums of money without being
detected.26 These crucial distinctions spring from the differing motivations
of crime and terror and dictate the way armed groups and organised crime
run their respective businesses. 

Greed is the motor of crime. Armed groups, on the other hand, are
motivated by politics. Their ultimate aim is not monetary, it is political:
to substitute one form of government with another or to defend an existing
regime. An interesting distinction between old and new terror rests upon
the origins and use of funds. While in the state sponsorship model, money
originates from foreign states and is used exclusively to support wars by
proxy as happened during the Cold War, in the privatisation model funds
are raised primarily via criminal activities, such as extortion and
kidnapping, and go to sustain the group and its armed struggle.
Contemporary Islamist terror can also count on voluntary support and
revenues from legitimate businesses, legal sources of income. Legal and
illegal funds are distributed among a large spectrum of groups and state-
shells and are used to support the socio-economic infrastructure of the
Modern Jihad. 

The economics of contemporary terror organisations are, therefore, very
similar to those of a state, whereby the wealth generated by the nation is
distributed to keep the community going. In contrast, a criminal organ-
isation operates like a private corporation, the ultimate goal being profit and
accumulation. The monetary flows of a criminal enterprise are managed
through an accountancy system regulated by balance sheets similar to those
of a big corporation. These instruments are unsuited to understanding and
analysing the inflows and outflows of terror organisations and state-shells.
The balance of payments is a better and more comprehensive accountan-
cy tool to use to describe their finances. 
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Terror’s Balance of Payments

‘For money is the oxygen of terrorism. Without the means to raise
and move money around the world, terrorists cannot function.’

Colin Powell, US Secretary of State

On a cold and breezy February evening in 1999, about 200 Albanian
immigrants hurried into a Brooklyn restaurant. Men dressed in traditional
Balkan clothes escorted them to their seats. As they walked to their tables,
the guests passed money to the ushers. This was not a gourmet gathering
to sample the cuisine of the Balkans. People had come to meet Dina, a rep-
resentative of the Kosovo Liberation Army (KLA). When the restaurant was
full, the lights were dimmed and Dina called for a minute of silence to
honour the heroes of the homeland, those who had died for its liberation.
Soon after, the gathering was shown a video depicting some of the atrocities
committed by the Serbs in Kosovo.

Dina’s speech, delivered after the screening, was not as moving. The
soldier did not have much to say; he was a fighter, not a politician. His
short and simple sentences were often broken by the sudden and loud
shouting of ‘Ooh Che Ke, Ooh Che Ke!’ the letters for the KLA. None the
less, Dina’s poor rhetoric did not prevent the men from opening their
wallets and donating handfuls of dollars. The fact that the KLA was listed
by Western powers, including the US,1 as a terrorist organisation and that
its members had committed atrocities similar to the Serbs, did not inhibit
their generosity, nor did it affect their belief that the KLA was fighting a just
war. The participants regarded Dina, his comrades in arms and themselves
as patriots, people who loved their country. ‘What do they expect?’ asked
Izet Tafilaj, who had lost his aunt, uncle and nephew in the war. ‘If they
won’t help us, at least let us help ourselves.’ Then he added that he had just
sold his real estate business in New Jersey and was preparing to leave for
Kosovo to join the fighting.2

Similar fundraising gatherings take place in the US and other Western
countries almost daily. The IRA, Hamas, the Hizbollah and the PLO, among

166
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many armed groups, regularly lobby immigrants to fund their organisa-
tions. This is an exercise that can pay very well. In December 1997, a group
of Albanians living in the Bronx collected about $4 million in support of
Islamist groups and sent the money via bank transfer to the homeland.3 In
1999, the KLA raised $10 million from immigrants in the US, where their
largest support group is among blue-collar workers, who represent about
two-thirds of the 400,000 Albanian-Americans. The majority have
immigrated recently and still have strong ties with Kosovo.4 Supporters of
the KLA even set up a fund, ‘Home Land Calling’, with a bank account at
People’s Bank in Bridgeport, Connecticut. ‘Home Land Calling’ accounts
have also been opened in Sweden, Switzerland, Italy, Belgium and Canada;
advertisements in Albanian newspapers printed in Europe exhort people to
donate money through these channels.5

IMMIGRANTS’ REMITTANCES

An important item in the terror balance of payments is represented by the
remittances of nationals residing abroad, either directly or via ad hoc insti-
tutions such as Noraid for the IRA. The PLO even imposes a 5 per cent tax
on the income of all Palestinians living abroad, as mentioned in chapter
5. In a similar fashion, in the late 1990s, Albanian immigrants in Germany
and Switzerland sent 3 per cent of their income to fund Muslim warriors
in Pristina. Although remittances represent a large source of foreign
exchange, immigrants’ contributions do not come only in the form of cash.
Albanian-Americans, for example, provided KLA fighters with radios, night-
vision equipment and bullet-proof vests, bought from an American mail
order catalogue. 

These contributions are often not technically illegal. The truth is that
the law does not, or until recently did not, have ad hoc instruments to dis-
tinguish between legitimate remittances and sponsors of armed groups. In
the US, for example, people are not prohibited from collecting ‘donations
for rebel organisations, groups or armies, nor is it a crime for an individual
or group to join [them] – except when such an organisation, group or
“army” is on the list of terrorist groups and organisations prepared by the
State Department’.6 This list, one should add, varies according to the mood
of US foreign policy. In recent years, for example, the KLA has been added
to and removed from it twice. Only a few months after Senator Joe
Lieberman had praised it, stating: ‘Fighting for the KLA is fighting for
human rights and American values,’7 the KLA was reinstated in the State
Department list of terrorist organisations.8
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CHARITABLE ORGANISATIONS

Another relevant source of foreign exchange is represented by charities.
Islamic charities, in particular, are conduits through which billions of dollars
reach the Islamist network every year. It is reasonable to assume that a large
portion of charity funds act as a sort of international pool of money, ready
to be channelled to whichever armed group is in need in the Muslim world.
The link between charities and armed organisations goes back to the 1970s
when Irish-Americans set up charitable organisations for Catholic widows
and orphans; Islamic charities blossomed during the anti-Soviet Jihad. At
that time, the US was encouraging all forms of financing for the Mujahedin,
including donations from Muslim countries. Once the war was over,
charities continued to support Muslims fighting similar wars in other
countries, e.g. in Bosnia and Chechnya. Headed by Islamist sympathisers
or members of radical Islamist groups, several charities evolved from spon-
sorship of the Mujahedin to financial conduits for Islamist armed groups,
at times even providing shelter for members of terror organisations.

Ironically, donors were often not aware that a major metamorphosis had
taken place. In 1987, Adel Batterjee, a rich Saudi businessman, funded the
Benevolence International Foundation (BIF), a Saudi-backed charity that
had the task of bankrolling the Mujahedin. In 1993 the charity was granted
tax-exempt status in the US and employed Enaam Arnaut, a veteran of the
anti-Soviet Jihad who had worked in one of bin Laden’s camps in
Afghanistan buying and distributing arms. According to US authorities,
Arnaut laundered the charity’s proceeds to fund various Islamist armed
groups and carefully concealed these activities from donors. He also
employed Saif al-Islam el-Masry, one of bin Laden’s military advisers, as
the charity’s representative in Chechnya. Michael Chertoff, head of the US
Justice Department’s criminal division in Chicago, maintains that Arnaut
and el-Masry ‘send hundreds of thousands of dollars to accounts overseas
that are suspected of affiliation with Chechen rebels in Georgia’.9 In 2001,
Benevolence International raised more than $3.6 million and sent $2.7
million to Muslim victims of wars in eight countries, including Afghanistan,
Bosnia, Pakistan and Chechnya.10 US authorities believe that most of these
funds have reached armed groups instead of Muslims in need.

Humanitarian aid is allocated by charitable organisations to a range of
projects, from the construction of mosques and madaris to the purchase of
arms and the sponsorship of terror attacks. The combination of humanitar-
ian aid and illegal activity is typical of Islamic charities linked to terror groups.
Muwafaq, better known as Blessed Relief, the Saudi charity openly supported
by bin Laden,11 ran courses in Arabic language, computers and Quranic
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studies in Bosnia; it also took charge of food deliveries to help the needy.
However, according to a former Croatian intelligence officer, Muwafaq also
supported Muslim armed groups operating in Bosnia and Albania.12

COVERT AND LEGITIMATE FOREIGN AID VERSUS ASSET TRANSFERS

An additional source of foreign exchange for the terror balance of payments
is state sponsorship, such as the US government’s covert and legitimate aid
for the Contras. Today, state sponsorship plays a small part in terror
finances; a much more common means of getting hold of foreign exchange
from international organisations and foreign governments is asset transfer,
defined as the redistribution of external assistance or existing assets in
favour of armed groups.13 Asset transfer is one of the most lucrative sources
of revenue for armed groups and state-shells in Third World countries. It
can assume many forms, often imaginative and unexpected. Prior to the
Iraq war, US satellite surveillance has spotted 1,000 trucks, obtained by the
Iraqis under the UN oil-for-food exchange programme, which had been
converted into missile launchers and army vehicles.14 During his speech to
the Security Council of the United Nations, US Secretary of State Colin
Powell played a tape recording of a phone conversation in which an
unidentified Iraqi man asked for instructions on how to deal with the UN
inspectors if they discovered the ‘altered trucks’. Asset transfer is so
widespread that donor countries even accept a built-in 5 per cent standard
diversion of any aid, in cash or kind. 

A common form of transfer is to levy ‘customs duties’; armed groups and
state-shells impose road taxes in the territories they control. During the
war in Bosnia, for example, Bosnian Croats imposed a 27 per cent tax on
international aid in transit via their territory to Central Bosnia. Another
form is robbery and ambushes, and so is the imposition of overvalued
exchange rates that push up the price of domestic currencies, as happened
in Sudan and Somalia.15 Remittances in foreign currencies, for example,
are converted into local currencies at the official exchange rate, much
higher than the black market one. Whoever controls the territory –
government, armed group or state-shell – pockets the difference.

KIDNAPPING

When foreigners, either tourists or workers, are kidnapped, it can become
a source of foreign exchange for the terror balance of payments if the
ransom is paid in hard currency. In 1991, the IMU kidnapped a general
from the Kyrgyz Interior Ministry and four Japanese geologists working for
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a mining company near Batken, the least developed corner of Kyrgyzstan.
According to Western diplomatic sources, the Japanese government secretly
paid the IMU between $2 million and $6 million in cash for their release.16

Since hostages are mere commodities for armed groups – like drugs, oil,
gold and diamonds – anybody can bid for their lives, including terror organ-
isations and state-shells. In this callous trade of human lives, to purchase
someone’s death can become a powerful political statement. At the end of
1998, Chechen Islamist rebels kidnapped three Britons and one New
Zealander, engineers working for Granger Telecom, a British company
installing mobile communications systems in Chechnya. The rebels
negotiated with Granger a ransom of $4 million. However, just before the
transfer of money was to take place, the men were beheaded. A Channel
4 investigation into the last hours of the hostages’ lives unveiled the entry
of bin Laden into the negotiations. According to Channel 4 Dispatches, at
the eleventh hour the Saudi tycoon offered £4 million for the engineers to
be executed.17 It transpired that the men were meant to pass information
to the British government on Chechnya’s economic situation. In a letter
sent in October 1998 to Granger, the Foreign Office wrote: ‘As one of the
very small number of British companies involved in Chechnya and having
first-hand knowledge of Grozny, we would welcome your views on the
potential for investment in Chechnya.’18 UK oil and service companies are
very active in the Caucasus and Central Asia. Backed by the government,
they have been trying to penetrate these areas since the fall of the Soviet
Union. The four victims’ heads, recovered in a ditch alongside a road in
Chechnya, were Osama bin Laden’s macabre warning to the UK
government: stay out of the Caucasus and away from its resources. The
Chechen rebels held on to the ransom.

CRIME

Criminal activities carried out abroad are also a source of foreign exchange
for the terror balance of payments, generating revenue in the same manner
as organised crime. ‘There is virtually no financing method that has not at
some level been exploited by [terror] groups.’19 A car theft scheme operating
in Ontario and Quebec to ship vehicles to Lebanon, for example, diverted
10 per cent of the proceeds to Islamist armed groups.20 Investigations in the
US and Europe have unveiled several credit card fraud and identity theft
schemes, ranging from stealing luggage containing tourist’s identity cards
and personal information to the manufacture of fake credit cards. These
crimes are masterminded by members of criminal and armed organisations
(some of them Western citizens) which have infiltrated Western countries.
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Abdelghani Meskini and Ahmed Ressan, two of the Algerians who
attempted to place a bomb at Los Angeles airport in what became known
as the Millennium plot, admitted having supported themselves and
partially financed their mission through such schemes. Meskini also
confessed that a third accomplice in the Millennium plot had planned to
buy a petrol station to obtain credit card numbers; the plan included
placing a video camera to record people punching their PIN numbers in
petrol machines. 

In Chicago, another group of Algerians led by Youssef Hmimssa used cab
drivers and waiters in a clever fraud known as skimming, whereby the credit
card number is skimmed before being charged. Mourad Madrane, a
Moroccan waiter, wore on his belt a pocket-sized device with a scanning
slot, as small as a pager. While he carried the credit cards and the bills from
the table to the cash register, he swiped the cards through the device,
skimming the numbers. Hmimssa then used them to make counterfeit
credit cards. According to the FBI, even the 11 September hijackers used
credit card fraud to support themselves. 

In the US, credit cards are also an easy way of raising cash. In February
1998, Richard Rode, deputy assistant director of the office of investiga-
tions, US secret service, testified before the Senate Committee on Terrorism
that several members of Middle Eastern terror groups had applied for and
received as many as 40 credit cards each. He also added that this scheme
costs financial institutions in excess of $4.5 million.21 ‘The ease with which
these individuals can obtain false identification or assume the identity of
someone else and then open bank accounts and obtain credit cards make
these attractive ways to generate funds,’ added Dennis Lormer, chief of the
FBI’s Financial Crime Unit.22

SMUGGLING

Though fraud is a considerable source of income, terror’s most important
income-generating activity is smuggling, which is also a crime.23

Contraband ranges from cigarettes and alcohol to diamonds. Daniel Pearl,
the journalist from the Wall Street Journal assassinated allegedly by Jaish-I-
Mohammed (Army of Mohammad) while investigating the ATTA trade in
Pakistan, wrote just before he was kidnapped that ‘beyond providing
potential revenues to those in charge, smuggling offers employment to
poor inhabitants of tribal areas along the Afghan border’.24 Much of the
economics of contraband is summarised in this sentence. Smuggling is an
industry, but it supports armed groups, criminal organisations and state-
shells and because of that it is the largest entry in the terror balance of
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payments. Pakistan’s tribal belt is a good example of this phenomenon.
Merchants set the volume of smuggled goods via the ATTA to Pakistan at
a staggering 80 per cent of total Pakistani imports. These include Chinese
and Korean textiles as well as cars dismantled in Afghanistan, carried in
pieces across the border and reassembled on the other side.25 One of the
main markets in Pakistan is the Karkhano Bazaar in Peshawar, where 600
merchants, most of them from Afghanistan, supply a wide variety of foreign
goods. In 1999, a United Nations study estimated that ‘illegal’ exports from
Afghanistan to Pakistan amounted to almost $1 billion, and from
Afghanistan to Iran to $140 million. The Taliban’s cut in these businesses,
in effect an export duty, is estimated by the UN at $36 million, while the
World Bank puts it at $75 million.26

On the other side of the world, Ciudad del Este, a major contraband
centre, is the hub of a smuggling business that generates over $12 billion
per year. Situated in Paraguay, where the country intersects with Brazil and
Argentina, this area is also known as the Triangle or Triple Border. A duty-
free port, Ciudad del Este is a Mecca for terror and crime organisations.
About 200 murders are committed every year in a population of 100,000.
Sixteen foreigners enter Paraguay illegally every week through the airport
and many more by land, paying $5,000 in advance.27 Until 11 September,
border controls were non-existent. A false or stolen passport in the streets
of this town costs $5,000, while bribing a customs official requires as little
as $500. All types of goods are smuggled through this city, from Colombian
narcotics to computers from Miami to stolen cars from Brazil. Officials
estimate that more than half of the automobiles on the road in Paraguay
were stolen in Brazil and shipped via Ciudad del Este. According to the
International Intellectual Property Alliance, in 2000 Brazil lost $300 million
in sales of CDs due to Ciudad del Este’s booming contraband in pirated
CDs.28 Terror organisations are part of the contraband economy and make
a generous profit from it. Ali Khalil Mehri, a Lebanese-born businessman
and naturalised Paraguayan citizen, sold millions of dollars’ worth of pirated
software and used the proceeds to fund the Hizbollah. When the police
raided his house in Ciudad del Este, they found CDs and videos of suicide
bombers, which he used for propaganda and fund-raising activities.29

According to the police, documents found during the raid disclosed that
Mehri was also linked to an organisation that raised money for families of
‘martyrs and prisoners’. Records of money transfers received from several
countries, including Canada, Chile, the US and Lebanon, were also found.
Over the past seven years, as much as $50 million is believed to have been
sent from Ciudad del Este to the Hizbollah accounts.30
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Ciudad del Este has a population of 20,000 Muslims, about one in every
30 residents, and hosts a variety of radical Islamist groups. A Hizbollah cell
operating in the city is believed to have masterminded the 1992 bombing
of the Israeli Embassy and the Jewish Community Centre in Argentina.31

In October 2001, 20 people were arrested and accused of having links with
Hamas. At the same time the authorities froze $22 million in over 40
accounts used to channel money to various Middle Eastern armed groups.32

The presence of Islamist groups is no secret; for example, both the Hizbollah
and Islamic Jihad train local recruits in the mato grosso, the jungle and
outback near the Iguacu Falls, not far from the city. Support from the local
Muslim population is also strong. At the mosque in Foz do Iguacu, on the
Brazilian side of the border, Shiite and Sunni Muslims pray together and talk
‘openly about blowing up the United States’.33 ‘Hizbollah is a legitimate
resistance group, struggling against invaders in historically Arab land,’
explained Sheikh Mounir Fadel, the mullah of Ciudad del Este. ‘You can’t
go around calling people terrorist sympathisers if they support organisations
such as the Hizbollah. These are not such simple lines to draw. Not in the
Middle East, and certainly not in Paraguay.’34

Middle Eastern money brokers linked to Islamist groups are believed to
be involved in the laundering of Latin America’s narcotics profits. Drug
gangs from Peru, Colombia and other South American countries converge
in Ciudad del Este to ship drugs and wash their money. Illegal profits are
washed through the CC5 account offered by the Central Bank of Brazil to
foreigners in Ciudad del Este. Originally this special account was set up to
speed up the conversion and transfer of Paraguayan money to Brazilian
banks. The whole operation takes less than a day. However, contraband
and money laundering are not the sole attractions of Ciudad del Este. The
city is also a major hub for Latin American armed organisations to relax and
do business at the same time. Members of the IRA, ETA and FARC are
regular visitors.35

The benefits of contraband for armed groups are manifold. Not only is
it a healthy source of income, it also erodes the infrastructure of traditional
economies and in doing so it facilitates the breeding of the economics of
war. A study from the National University of Colombia estimated that sales
from San Andresino, the largest smuggling market in Colombia, accounted
for 13.7 per cent of the country’s GNP in 1986 and as much as 25.6 per
cent in 1996.36 In Colombia, smuggling from Panama is putting local
tobacco and import companies out of business. Smuggling also has a
negative impact upon the country’s fiscal revenues. In 1996 total shipments
from Panama were worth about $1.7 billion, of which Colombian customs
only reported imports worth $166 million. The difference of $1.5 billion,
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which entered the country illegally, represents a net fiscal loss for the
government.37

Smuggling is also an excellent vehicle for the recycling of funds.
According to the US Treasury Department’s Financial Crime Enforcement
Network, contraband is ‘the primary money laundering system used by
Colombian drug cartels and the single most effective and extensive money
laundering system in the Western hemisphere’.38 The way it works is simple.
Colombian drug traffickers accumulate large amounts of dollars, which
they need to reconvert and launder in pesos. Therefore, they sell dollars in
the US at a discount to peso brokers. For $1 million they receive the
equivalent of $750,000 in pesos. The brokers then use the money to
purchase goods that can generate cash very quickly. They buy primary
smuggling products, cigarettes, alcohol, electronics, etc., and ship them to
Aruba, Panama’s duty-free zone. Alternatively they ship cases full of cash
directly to Aruba and purchase the goods from local wholesalers. From
Panama the goods sail to Colombia, where they are sold at a considerable
discount, often at prices lower than in the country of origin, to speed up the
money laundering cycle. Smuggling, therefore, makes accessible a vast range
of products that would otherwise be too expensive for large sections of the
local population. Politically it is very hard to eradicate this type of business.39

THE SUSURLUK AFFAIR

Contraband is also one of the economic terrains where state-shell
economies interact with criminal and traditional economies. On 3
November 1996 a car crash near Susurluk, in Turkey,40 shocked the country.
Travelling together was a very unusual group of people: Abdullah Catli, a
member of the right-wing armed group Grey Wolves, his girlfriend Gonca
Us, the former vice-director of security of Istanbul, Huseyin Kocadag and
Edip Bucak, commander chief of the ‘village guards’41 of Siverek and a
member of the Turkish parliament for DYP (True Path Party); Bucak was
the sole survivor. During a lengthy investigation it emerged that the
passengers were all involved in the smuggling of drugs to Europe. Between
70 and 80 per cent of the narcotics that enter Europe transit through Turkey.
According to Human Rights Watch, in the late 1990s the annual narcotics
budget of the Turkish mafia was about $50 billion, slightly higher than the
annual budget of the Turkish government ($48.4 billion). High-ranking
politicians are also involved in this illegal trade. In 1997, the Italian anti-
mafia commission objected to the visit of the Turkish Interior Minister
Tansu Ciller, who was believed to have close links with the Turkish mafia.
Drug money is recycled by Turkish banks abroad. From 1991 to 1995, the
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German Federal Criminal Police (BKA) investigated 500,000 bank accounts
and discovered that 150 billion Deutschmarks, most of which came from
drug trafficking, had been transferred to Turkey. Today the bulk of the
money enters Turkey in suitcases carried by couriers.

OIL SMUGGLING

Oil smuggling is another business where terror, criminal and legitimate
economies interact. Smugglers from Iraq used to charter cargoes that sail
from southern Iraq and immediately entered Iranian waters. For a $50/ton
of oil toll, the Iranian Revolutionary Guards, who patrol the waters, not
only let them go but provided them with false papers as well. The crude oil
then travelled from the Straits of Hormuz to Saudi Arabia, the United Arab
Emirates, Oman, etc., from where it was sold on the international market.42

This was profitable business for smugglers. It was also lucrative for Iran,
which levied a tax on virtually all the Iraqi oil smuggled across its waters.
‘[The Iraqis] offer oil to smugglers at a much discounted price, a price of
about $95 per metric ton. This … enables a smuggler to purchase the oil for
that price, pay the Iranians $50 a metric ton … and then sell the oil at their
destination for around $205 a metric ton and thereby make $50 to $60 a
metric ton in profit.’43 Another way to contraband Iraqi oil was to declare
only part of the oil purchased legally. According to Chiladakis Theofanis,
the captain of the Liberian oil tanker Essex, Transfigura, a privately owned
commodities trading company registered in the Netherlands, chartered the
Essex twice to buy Iraqi oil under the UN oil-for-food agreement from Ibex,
a company registered in the Bermudas with subsidiaries in France and the
British Virgin islands. On both occasions, as soon as the inspectors left the
cargo at the port of Mina al-Bakr, in Iraq, Transfigura loaded additional
tonnage, which went undetected. Both cargoes sailed to the Caribbean
where the oil was then sold. The end buyers were Koch Oil, a US trading
firm, and PDVSA, a Venezuelan state oil company.44 Iraqi oil was also
smuggled via Turkey and Jordan, where oil is transported by trucks, or to
Syria through the pipeline; this was a much smaller business. For Saddam
any of these deals were advantageous because they allowed the sale of
tonnage that otherwise could not leave the country. Overall the oil
smuggling business generated an additional $2–3 billion a year, monies
that went undetected by the UN. Therefore, profits from oil smuggling
were particularly valuable for Saddam Hussein, who used them to buy arms
or finance research on new weapons. Payments for contraband oil were
deposited in accounts controlled by the Iraqi leader; in the case of
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Transfigura, for example, a payment of $10 million for 500,000 barrels of
Iraqi oil made through Ibex ended up in a numbered Swiss bank account.45

TRANSFER OF DOMESTIC ASSETS

Armed groups also fund themselves via transfer of domestic assets, which
can assume various forms: looting, robbery, extortion and pillage. This
method is extremely damaging for the traditional economy because it preys
directly upon its resources. In the 1970s, the ETA’s policy of extortion and
robbery depleted the wealth of the Basque region, forcing industrialists and
their families to emigrate, as we saw in chapter 3. In Southern Lebanon, the
Hizbollah’s main revenues originate from the extortion of traders,
merchants, businessmen, restaurant owners and shopkeepers, mostly in the
Bekaa Valley. Both ETA and the Hizbollah classify their criminal acts as ‘revo-
lutionary tax’, payments owed to them as administrators of the territory.

Given its nature, therefore, domestic asset transfer is a limited source of
revenue, especially in countries riddled by civil war. When the Sudanese
government used the Bagara militia from the north to pillage villages in the
south, the stronghold of the SPLA (Sudanese People’s Liberation Army),
the outcome was famine in southern Sudan. The militia was responsible for
widespread cattle-rustling, which destroyed the sustenance economy of
the local population and led to the famine.46

To summarise, terror revenues can be divided into three main categories
according to their origins: legitimate business (these are activities which
are not considered illegal per se), illegal revenues which break or circumvent
legislation, and criminal activities. Legitimate business includes profits
from companies or state-shells controlled by armed groups, donations from
charities and individuals, asset transfer and legally approved aid from
foreign countries. Illegal revenues originate from covert aid from foreign
governments and smuggling. Criminal activities are many and include
kidnapping, blackmail, theft, fraud, piracy and money laundering.

These are the positive entries, the inflows, of the balance of payments of
armed groups. The negative, the outflows, will be discussed in chapter 16.
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‘Keep it up, die in dignity because surrender would be the end 
of resistance and intifada.’

Sheikh Ahmed Yassin, leader of Hamas, to Yasser Arafat

In the southern suburbs of Beirut, a shanty town known as the Belt of
Misery houses hundreds of thousands of refugees from Palestine, mostly
poor Shiite peasants and farmers. There are no street signs, no pavements,
no public lighting; a web of cables hangs above the 28 km of unfinished
houses, derelict buildings and winding alleyways. This is rich recruitment
ground for the Hizbollah. The monotonous landscape of bricks and cement
is broken only by multicolour murals depicting Khomeini and Hizbollah’s
martyrs; black flags of mourning alongside the green and yellow flags of
Islam that hang from balconies and windows, remind the rare visitors of
the destiny of its inhabitants; the few streets which have been named by
the residents bear the names of local suicide bombers, people hardly known
outside the Belt of Misery. In a modest house, four-year-old Mohammad
watches a video with his baby sister; a bleak landscape provides the
background to a row of buildings. This is a snapshot of a place which could
be anywhere in the Third World. Suddenly, the screen is filled with a blast;
debris, flames, shards of steel explode in a fashion reminiscent of a gigantic
firecracker. The young boy jumps up in excitement and screams: ‘My daddy,
my daddy!’1

Mohammad’s father, Salah Ghandour, was a suicide bomber. On 25 May
1995, he attacked an Israeli convoy and blew himself up with 450 kg of
explosives, killing twelve Israeli soldiers. The Hizbollah filmed the attack
and presented it to his family, a token of his sacrifice. Although it is unusual
for a married man and a father to carry out a suicide mission, Salah had
always wanted to be a martyr and eventually convinced the leadership of
the Hizbollah to let him fulfil his ambition. His wife and family approved
of his decision: ‘I was filled with joy because he had died while carrying out
such an operation,’ said his wife Maha. ‘It is something for us to be proud

177
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of, something that makes us hold our heads high with pride, especially
because he succeeded in alarming and startling Israel like he did.’2

Astonishingly, Salah’s last wishes were for his son Mohammad to follow
in his footsteps.

In this deadly conflict, becoming a martyr is the highest moral achieve-
ment available to some of the refugees. Death, paradoxically, restores the
dignity lost with the land, along with the political identity attached to it.
Refugees are obsessed with dignity; like exposed bodies in a fully clothed
society they search frantically for something to cover their nakedness.
Martyrdom is the best protection they can get: it ends a life of misery and
grants social status, a very high one, something to be proud of for the
entire family.

A COST-BENEFIT ANALYSIS OF SUICIDE BOMBERS

For those who manage to achieve such a death, young men like
Mohammad’s father, life is ultimately an asset to dispose of; Salah traded
his for the future of his community. ‘Many people come to the Jihad and
they are willing to lay down their souls,’ explained Shehadeh Salah, ‘which
is the most precious thing a man has.’3 For armed groups martyrdom is
primarily an asset, a weapon like missiles, and thus suicide bombers figure
as assets in the terror balance of payments. In the words of Abdel Aziz
Rantisi, one of Hamas’s leaders in Gaza, ‘Hamas uses these tactics and means
of struggle because it lacks F-16s, Apaches, tanks and missiles … It is not
just for Paradise, or the virgins, but because we are under occupation and
we are weak.’4 Suicide bombing is an offensive weapon. The Liberation
Tigers of Tamil, the armed group that has perfected this art, admits that it
was devised to compensate for their numerical inferiority and military
weakness.5 In this macabre business people’s lives are merchandise. ‘Suicide
bombers are a commodity that can be passed from hand to hand,’ explained
a senior Israeli official. ‘Say you are in a terrorist cell in Bethlehem and you
convince someone, or someone comes to you ready to carry out a suicide
attack. You have got a treasure and you can trade it with another cell – say
in Ramallah – for money, or for weapons.’6

If suicide bombers are assets, their missions represent expenditures. The
costs of martyrdom are many and they vary from place to place. Logistical
costs should not be undervalued. Equipment such as bombs and explosives
can be quite accessible even in the occupied territories of Palestine. Militants
from Hamas and al-Aqsa Martyrs’ Brigades maintain that to construct a
bomb costs as little as $5. Fertiliser, sugar, metal fragments and plastic
tubing are all that is required. Planning, on the contrary, can be quite
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expensive; targets have to be identified and filmed and the dynamics of
the attack need to be studied in meticulous detail. This requires manpower
and equipment. Finally, the cost of transportation can be steep. Today, the
highest logistical cost of a suicide attack inside Israel is to take the bomber
to his final destination. This can be as high as $100–2007 because most of
the would-be martyrs live inside the occupied territories and Israel has set
up a series of checkpoints to spot them. 

Moreover, collateral costs need to be taken into consideration. The Israelis
have reintroduced a technique used in 1999 whereby they destroy the
family homes of suicide bombers. Often, this is the only asset the families
possess. This ruthless policy has borne some fruit; since its introduction
families have been reluctant to let young people follow the path of
martyrdom. Overall, the most important cost is the compensation to the
family for the loss of a loved one. How to quantify the life of a child?
Impossible. In the occupied territories, families receive about $30,000 for
each son or daughter’s death from outside sponsors such as charitable organ-
isations, groups of sympathisers or foreign regimes such as Saudi Arabia
and until recently that of Saddam Hussein in Iraq. Since compensation for
families generally comes from money raised abroad, the organisers of the
suicide missions do not have to fund it entirely by themselves. In addition,
Saudi Arabia pays for the families’ pilgrimage to Mecca.8

Nevertheless, even taking into consideration all these costs, including
the collateral ones, suicide operations still remain the most cost-effective
terror attacks. For S. Thamilchelvam, the political leader of the Liberation
Tigers of Tamil in Sri Lanka, suicide attacks ‘ensure maximum damage done
with minimum loss of life’.9 Following 11 September, for example, the
Israeli population has been terrified; immigration is down 40 per cent while
migration from Israel is considerably up.10 Suicide missions also hit hard
at the economy of the enemy. Excluding compensations to the families of
the hijackers, 11 September cost as little as $500,000. In sharp contrast,
the total costs for the US in terms of property loss, cleaning up and federal
government bailouts will be in excess of $135 billion.11

In Grozny, a city that resembles Dresden after the air raids of the Second
World War, the cost of martyrdom is much lower, sometimes as low as the
price of the explosives, mainly because no compensation is given to the
relatives, as suicide bombers often come from families already wiped out
by Russian troops. The policy pursued by Moscow is simple: when a rebel
is captured or killed, the army goes after his family, men are killed or taken
away, houses are burned or blown up, women and children are left to fend
for themselves. Today, after a decade of war, Chechnya is a country where
60,000–100,000 Russian soldiers fight Islamist armed groups and a handful
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of survivors, mostly women and teenagers; death for these people is a relief.
As pointed out by Zulikhan Bagalova, head of the Moscow Centre for
Chechen Culture, the women who participated in the seizure of the
Moscow theatre at the end of October 2002 were all in their early twenties;
they belonged to a generation which had grown up during the war, mostly
uneducated, for whom war is life and life is permanent fear. They are
confronted daily with death squads, rape, torture, killings and mutilation;
for them death is a much better option than life.12 ‘I personally know
several women who were raped by troops in front of their fathers, brothers
and husbands,’ said Bagalova. ‘After such treatment women either die, go
mad or become kamikazes. There are lots of girls who are ready to become
the next kamikaze and there will be more. Life has lost all sense for them
after this humiliation.’13

CHECHNYA: AN EXAMPLE OF PREDATORY WAR

In the bleak universe of the economics of terror, Chechnya is the victim of
a predatory war.14 During the last decade, Russian troops have carried out
the progressive destruction of the traditional economy, a phenomenon
that has contributed to the radicalisation of the conflict and eventually
paved the way for Islamist armed movements. This is a process that dates
back to 1862 when, after half a century of resistance, the Chechens were
forced to become part of the Russian Empire. They finally gained a brief
interval of de facto independence in 1918, only to have the Red Army march
into Chechnya in 1920 and annex it to the Union of the Soviet Republics.
In 1944, Stalin ordered the deportation of all Chechens – half a million at
that time – to Siberia and the destruction of villages and towns. It was only
in the 1950s that the survivors were allowed to return, after the famous
denunciation of Stalin’s policies by his successor, Nikita Khrushchev. In
1990, when the Soviet Union disintegrated, the Chechen national
conference, which included all political groups, declared independence.
Russia rejected this decision and in 1994 launched the first Chechen war. 

The economic motives of Russian domination are related to the strategic
role that Chechnya plays in Russian politics and, more recently, in the
Russian oil and gas pipeline which crosses Chechnya.15 In 1999, Russia
reinvaded Chechnya, this time also for reasons related to the escalation of
violence created by the war, to stop the spread of terror attacks in Moscow,
the hostage taking, the incursion of Chechen fighters into Dagestan, etc.
The toll of the two wars is shocking: about 100,000 civilians have been
killed, equivalent to 10 per cent of the pre-war population; over 200,000
people have been made refugees and the country is littered with mines and

Napoleoni 03 chap 16  4/7/03  14:15  Page 180



State-Shell Economics 181

weapons. Eventually, the state collapsed and in the vacuum created by its
failure warlords and armed groups blossomed. Until then, there had been
a few Arabs in Chechnya – traditionally a secular state – though populated
by a majority of Muslims. 

The collapse of the state opened the gates to Islamist armed organisations,
including bin Laden’s followers, which soon modified Chechnya’s secular
resistance into radical fundamentalism; Russian troops have transformed
a country once rich in natural resources into a cluster of state-shells which
act as transhipment points for the drugs and arms trade. For the last decade
Chechnya has survived on a subsistence predatory war economy. Warlords,
Islamist armed groups and Russian troops prey on what is left of the
population. The progressive criminalisation of the economy, i.e. drug trade,
smuggling, money laundering, kidnapping, etc., has become the main
source of subsistence. The impact on the population has been tragic:
massive displacement, destitution and death. 

Predatory, guerrilla and commercial war economies are part of the new
wars. These conflicts are waged by armed groups, state-shells as well as
legitimate states and are fought outside the international rules of war. Often,
the perpetuation of these wars becomes an end in itself, as in Afghanistan.
When this happens, being at war legitimises, in the eyes of armed groups,
the use of violent means to create and sustain economic profits and political
power. In the 1990s, Afghanistan was a country without a state structure,
divided into two main state-shells at war with each other; the Taliban and
the Northern Alliance ruled thanks to a war economy based on the
production of narcotics, smuggling, arms dealings and external support.
War, therefore, creates alternative systems of profit, power and protection.
The Afghan narcotics industry, the largest in the world, was assembled
during the anti-Soviet Jihad by the ISI in cooperation with the Mujahedin
to fund the war against Moscow. When Sendero Luminoso moved to Selva
Alta, it created an economic stronghold, an area under its control. To
finance its war against the Peruvian government, the Senderistas used the
profits from the coca production.

DIAMONDS-FOR-ARMS TRADE

In countries rich in natural resources, such as gold and diamonds, state-
shells prey on those assets to keep the war economy going. This was the case
with the Revolutionary United Front (RUF) in Sierra Leone, one of the
largest producers of diamonds in the world. In 1991 the RUF, guided by
Foday Sankoh, invaded the country from Liberia and gained control of the
mining fields. In 2000, estimates of RUF diamond revenues ranged between

Napoleoni 03 chap 16  4/7/03  14:15  Page 181



182 Modern Jihad

$25 million and $125 million a year.16 The diamond trade has also been
supporting and enriching former armed groups’ leaders, now heads of
states: Charles Taylor, president of Liberia, and Blaise Compaore, ruler of
Burkina Faso. In the early 1990s, Taylor, Compaore and Ibrahim Bah, a
Senegalese who fought in the anti-Soviet Jihad, helped Sankoh gain control
of Sierra Leone’s diamond mines.17 Together, they ran an illicit diamonds-
for-arms trade, which kept the RUF and its friends well armed. Arms and
ammunition were shipped to Burkina Faso or Liberia and then smuggled
to the RUF; payments were in diamonds. People like Victor Bout, a former
Soviet air force officer-turned-arms dealer, have been smuggling weapons
into and diamonds out of Africa for over a decade. The figures for this illicit
trade are staggering. In 1999, for example, diamonds worth $75 million
were exported via these channels; these are untaxed and unrecorded export
revenues which bought the RUF and its partners arms, ammunition, food,
fuel and medicine.18

The RUF war economy is not limited to its African neighbours; it is very
much a part of the New Economy of Terror. In 1998, Ibrahim Bah brokered
a deal with members of the bin Laden network. Bah introduced Abdullah
Ahmed Abdullah to Sam Bokerie, better known as Mosquito, a leading RUF
commander. Through the deal, uncut diamonds, worth tens of millions of
dollars, were traded for arms and cash. In this way al-Qaeda was able to
launder drug money with highly liquid assets. Aziz Nassour, a Lebanese
diamond broker, sold a share of the diamonds for $6 million on the inter-
national market.19 Between December 2000 and September 2001, Nassour
is believed to have set up a courier system to buy $300,000 worth of
diamonds. Couriers travelled from Antwerp to Abidjan on Sabena flights.
From Abidjan they reached Monrovia in Liberia, chartering small planes
from Weswua airlines. In Monrovia they met the commanders of Sierra
Leone who carried the diamonds.20

The diamonds that have not been sold have been kept as a safeguard in
the event that Western governments freeze accounts used by bin Laden’s
network.21 According to Belgian sources, just before 11 September, bin
Laden’s associates converted $10 million into precious stones for precisely
this reason.22 Diamonds are not the sole highly liquid assets used as a hedge
against the actions of Western governments. Reports confirm that bin
Laden’s men have been buying Tanzanite, a dark blue stone similar to but
not as hard as diamonds, mined only in a small corner of Tanzania, to resell
it on the international market or to store it.23 Up to 90 per cent of Tanzanite
production is smuggled out of the country. In 1997, the FBI seized the diary
of Wadih el Hage, an associate of bin Laden, who had been selling smuggled
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Tanzanite in London. The diary contained evidence of the role played by
the gemstone in money laundering and financing bin Laden’s network.24

PREYING ON HUMANITARIAN AID: THE EXAMPLE OF SUDAN

In the absence of commercial natural resources, state-shells’ economies
feed primarily on the humanitarian aid generated by war. This happens
when armed groups, sustained by predatory war economies, fight one
another. In these circumstances, groups use war to divert international aid
from their victims. In Sudan, the population of the south has been depleted
of its assets by the government of the north; a coalition of the military,
merchants and politicians has absorbed most of this wealth. The policy of
asset transfer has been implemented by promoting famine and preventing
relief and aid from reaching their destination. ‘Economic resources given
to the displaced [in the south] to promote their self-sufficiency have
invariably ended up in the hands of exploiting groups.’25 However, the
southern population is also the victim of the Sudan People’s Liberation
Army (SPLA), an armed group led by John Garang, and other Sudanese
armed groups at war with the government of Khartoum and sponsored by
the United States.26 Far from being a liberation army, the SPLA is a de facto
occupying force. The SPLA uses the same tactics as Khartoum to prey on
the population. The 1998 famine in Sudan, for example, was precipitated
by the US-sponsored SPLA offensive in the Bahr al-Ghazal area.27 In a
courageous denunciation, Monsignor Caesar Mazzolari, a Roman Catholic
bishop, accused the SPLA of diverting 65 per cent of the food aid supplied
to populations trapped inside areas controlled by the rebels in southern
Sudan. According to relief workers, ‘much of the relief food going to more
than a million famine victims in rebel-held areas in southern Sudan is
ending up in the hands of the SPLA’.28

To maximise the exploitation of the population, state-shells engaged in
predatory war economies may even establish economic cooperation. In this
case an agreement is reached between the groups to maximise the looting
of the population, as happened in Sierra Leone. When the army withdraws
from a village, it leaves arms and ammunition for the terror groups to use
to raze villages and towns and loot them for cash. The population abandons
the houses and takes refuge in the countryside, thus emptying the towns.
As soon as the armed groups move out, the army moves in and loots the
villages a second time, collecting property, items which are difficult for the
rebels to dispose of.29 This reflects the conditions of war in which state-
shells survive, reminiscent of medieval wars in which booty was an integral
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part of the conflict. The rules of war allow victorious soldiers to confiscate
public property when required by the necessity of war.30

PAYING FOR THE WAR

The primary victims of the new war economies are civilians. As pointed
out by Mary Kaldor in her book New and Old Wars, at the beginning of the
twentieth century, 85–90 per cent of casualties in wars were military. In
the Second World War, approximately half of all war deaths were civilians.
Today more than 50 per cent of war casualties tend to be civilians.31

Territorial control is often achieved by physically suppressing the
opposition. According to Human Rights Watch: ‘In such places as the
commune of Nyakizu, in Southern Rwanda, local officials and other killers
came to “work” to kill Tutsi. They went home “singing” at quitting time
… The “workers” returned each day until the job had been finished – that
is until the Tutsi had been killed.’32

State-shells are economic entities at war and their balance of payments
reflects this reality. Cost of arms and ammunition is paramount and
represents their major expenditure. According to Aaron Karp, former
director of the Arms Transfer Project at the Stockholm International Peace
Research Institute and an expert in how weapons reach armed groups, ‘it
costs about 75 million dollars a year to equip a militia army of 10,000
troops with light arms’.33 Legitimate and covert state sponsorship is often
required to bear part of these costs. US foreign policy still includes the
sponsoring of armed groups, using either legitimate or covert operations.
In 2001, for example, the US Congress voted to supply the SPLA with
millions of dollars. Previously, the group had been sponsored via covert
operations. In 1996, the Clinton administration sent the SPLA more than
$20 million in military equipment via Eritrea, Ethiopia and Uganda.34

Iran is another country engaged in similar activities. In 1993, a ship
sailing under a Panamanian flag was seized in the Mediterranean. It carried
surface-to-surface missiles, 25,000 machine guns and 7 million rounds of
ammunition from Iran heading for Muslim fighters in Bosnia. A year earlier,
at Zagreb airport, an Iranian Boeing was confiscated; it was carrying
thousands of machine guns and 40 Iranian volunteers.35 More recently, in
2002, a shipment of Iranian arms to the PLO was discovered while en route
to the occupied territories. According to Aaron’s estimate, in the early 1990s,
the ‘arms trade just to non-state actors, to insurgent groups, ethnic nation-
alists, terrorist cells … little sub-state groups … [was] worth at the most
about 2.5 to 3 billion dollars per year’. 
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Banks and financial institutions are also part of the activities related to
sponsoring arms purchases. The Iraqis used Credit Lyonnais in France and
Banca Nazionale del Lavoro (BNL) in the United States and Italy to fund
their weapons expenditures. During the Iran–Iraq war, the BNL branch in
Georgia, Atlanta, loaned money to Saddam Hussein to build up his military
arsenal. The bank was used as a covert source of funding for the Iraqi
weapons programmes by the US; overall the Iraqis were able to get as much
as $5 billion out of BNL. Ironically, the US taxpayer has reimbursed part of
the money because the US government had guaranteed some of the loans
on which Iraq eventually defaulted.36 Naturally, when state sponsors cover
the cost of arms, what is generally a net cost for the terror balance of
payments becomes an asset. This was the case with the Stingers given to the
Mujahedin in Afghanistan by the US in the 1980s. Most of them were not
used, as it was impossible to carry them across the harsh terrain of
Afghanistan; over the years they were resold on the black market at ten
times the original price. Iran, for example, bought several and, in 1987,
used them from Iranian gunboats to fire at US Navy helicopters in the
Persian Gulf. To avoid a repetition of this scenario, the US government has
even tried to repurchase the Stingers, offering, in the mid-1990s, more than
$100,000 for missiles initially sold for $23,000. However, this offer was well
below the black market price of over $200,000, so the US was unable to
complete the purchase.

BLACK MARKETEERS

The black market is where most state-shells and armed groups buy arms
and ammunition. According to Aaron, ‘where there’s warfare, there’s a
demand’,37 and where there is demand there is supply. Ironically, it is the
United States that is one of the principal suppliers of the illegal market.
There are numerous examples of American companies involved in these
businesses. A Los Angeles trading firm, for example, smuggled 87 US heli-
copters, which could easily be adapted for war purposes, to North Korea.
During the Iran–Iraq war, a contraband ring based in the US supplied US-
made F-14 aircraft and their parts to Iran for over $10 million. Between
1982 and 1988, the US Customs Service, FBI and other law enforcement
groups seized over 6,000 US-manufactured weapons and military items for
a total value of half a billion dollars, which people had tried to smuggle out
of the country.38

In the 1990s, Victor Bout masterminded an international web of arms
smuggling, selling stockpiles of redundant Soviet arms to state-shells and
armed groups across the world. According to Belgian authorities, his fleet
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of Soviet-era ships supplied the RUF in Sierra Leone, Unita in Angola and
the extremist Hutu militia in Rwanda, among others.39 More recently, he
became one of the main arms dealers for the Taliban. Bout, like most black
market arms suppliers, relies largely on barter. While in Sierra Leone he
was paid in diamonds; in Afghanistan it was narcotics.40

SMUGGLING IRAQI OIL, AFGHANI NARCOTICS 
AND UKRAINIAN WEAPONS

In the absence of state sponsors, or in conjunction with them, state-shells
and terror groups use smuggling to meet the high costs of arms, to avoid
embargoes and sanctions imposed by the international community.
According to the UK government, Saddam Hussein stockpiled chemical,
biological and conventional weapons using a $2 billion per year illicit sale
of oil. Oil is smuggled via neighbouring Arab and Islamic countries. Over
500 companies have been involved in the oil-for-arms deal.41 State-shell war
economies often depend on the ability to develop a ‘healthy’ contraband
industry. Afghanistan, for example, has survived on smuggling for two
decades. Smuggling replaces the domestic and export industry. In so doing
it offers large sections of the population the possibility of earning enough
money to survive and a much smaller group of people opportunities for
the accumulation of wealth. Two-way smuggling, where one product is
taken out and another brought in, is the most common method. In
Afghanistan drugs-for-weapons deals were the most popular. 

Following the laws of economics, experienced smugglers from neigh-
bouring countries were attracted by the Afghan narcotics business; people
like Mansour Shahab, an Iranian bandit and professional smuggler of Arab
origins from Ahvaz. In 1996 Shahab met an Arab-Afghan who sold him
drugs in exchange for 150 Kalashnikovs. The man invited him to visit
Afghanistan. Shahab went, and set up a healthy smuggling business for
the Taliban. His route cut across the Iraq–Iran border, along which Shahab
and his gang of bandits smuggled everything, from narcotics to electronic
equipment to arms and ammunition.42

To avoid capture, smugglers utilise the most ingenious techniques. To
cross the Iranian desert, for example, they use camels addicted to opium;
the animals carry their loads of illicit goods unaccompanied, travelling
from one fix to the next.43 Smuggling routes are the arteries of the New
Economy of Terror; they feed terror’s current account with an endless supply
of cash, goods and migrants. Like the old Silk Route, smugglers also travel
in caravans across hostile territories, far from the highways of civilisation.
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On the supply side, the disintegration of the Soviet Union has greatly
boosted the international contraband of arms. The disappearance of the
Soviet central government, which coordinated the supply and demand for
weapons, has left its three largest producers of arms – Russia, Ukraine and
Belarus – in need of new markets. In 2001, these three countries exported
$5 billion worth of weapons, a figure that excludes undisclosed and illegal
deals. While Russia is in a better position, supplying large clients like China
and India, the other two are not as fortunate and have to rely on demand
from state-shells. Thus Ukraine is one of the major suppliers for the RUF
in Sierra Leone. Arms are shipped to Liberia or Burkina Faso, legitimate
countries, and from there smuggled to Sierra Leone. In addition, stockpiles
of arms and ammunition left over from the Soviet era have been flooding
the illegal market. For a decade, inside the New Economy of Terror there
has been no shortage of weapons; on the contrary, the buoyant supply has
been boosting demand.

The analysis of the balance of payments of armed organisations has
shown a vast range of economic activities within reach of state-shells and
armed groups. Some of them are directly linked to the war economies that
sustain terror; others are related to criminal activities and a small percentage
refer to legitimate activities. All of them, however, belong to the New
Economy of Terror, a parallel economic system to the traditional and
legitimate one. The final question to answer is: how big is this illicit
economic system and how much does it overlap with the world economy?
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The Globalisation of the 
New Economy of Terror

‘If [the United States] enters into a conflict with the sons of the
two holy mosques, America will forget the horrors of Vietnam.
This, indeed, was the case; praise God. What is to come is even 

greater, God willing.’
Osama bin Laden on al-Jazeera TV channel, 

21 December 2001

In November 2001, at an international conference held in Bonn on the
future of Afghanistan, Hamid Karzai was elected prime minister ad interim.
Since then a lot has been written about him, from his patriotic fight against
the Taliban to the style of his clothes. Yet very few people remember that
during the 1990s Karzai was involved in negotiations with the Taliban
regime for the construction of a Central Asian gas pipeline from
Turkmenistan through western Afghanistan to Pakistan. At that time he
was a top adviser and lobbyist for Unocal, the California-based oil company
which was negotiating the right to build the pipeline across Afghanistan.
Even fewer people remember that as leader of the Pashtun Duri tribe during
the anti-Soviet Jihad, Karzai was a member of the Mujahedin. In the early
1990s, thanks to his excellent contacts with the ISI, he moved to the US
where he cooperated with the CIA and the ISI in supporting the Taliban’s
political adventure.1

President Bush’s special envoy to the newly formed Afghanistan state is
a man named Zalmay Khalilzad, another former employee of Unocal. In
1997, he produced a detailed analysis of the risks involved in the construc-
tion of the Central Asian gas pipeline. Khalilzad also worked as a lobbyist
for Unocal and therefore knows Karzai very well.2 In the 1980s, during the
anti-Soviet Jihad, President Reagan named Khalilzad special adviser to the
State Department; it was thanks to his influence that the US accelerated
the shipment of military aid to the Mujahedin.

188
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THE CENTRAL ASIAN PIPELINE

Karzai and Khalilzad’s involvement with the Taliban on behalf of Unocal
took place at a time when Mullah Omar was preaching the benefits of the
Sharia law, when women in Afghanistan were banned from social life and
plans were underway to blow up the ancient statues of the Buddha at
Bamiyan. Somehow, the backwardness and cruelty of the Taliban regime
could be overlooked by the West when one of the deals of the century was
at stake. Unocal was about to write a new chapter in the long history of ‘The
Great Game’, the phrase immortalised by Rudyard Kipling in Kim.3

One of the earth’s richest oil and gas fields is located on the eastern shore
of the Caspian Sea, north of Afghanistan,4 in the territories belonging to
the Central Asian republics. The cheapest way to link these fields with the
international market is with a pipeline across Iran. From the Iranian coast
oil and gas can be shipped via the existing Iranian network. However, US
companies are prevented from using this route by the Iran–Libya Sanctions
Act (ILSA), which prohibits commercial ventures with these two countries.
The longer route, through Afghanistan to the Pakistani coast, is more
expensive, but considerably more advantageous for the US. It would
eliminate the need to deal with Iran, a country towards which Washington
nurtures deep antipathy and resentment, and give the US and its partners
control of the new supply of energy. Since the mid-1990s, the Americans
have been pursuing this avenue. ‘Impressed by the ruthlessness and will-
ingness of the then-emerging Taliban [movement] to cut a pipeline deal,’
writes Ahmed Rashid, ‘the State Department and Pakistan’s Inter-Services
Intelligence agency agreed to funnel arms and funding to the Taliban in
their war against the ethnically Tajik Northern Alliance. Until 1999, US
taxpayers paid the entire annual salary of every single Taliban government
official.’5

The Unocal deal was also regarded as the jewel in the crown of what was
known in Washington as ‘the strategy of the Silk Route’. This policy pursued
the exclusion of Russia from the Asian pipelines: the energy highways that
travel from the basin of the Caspian Sea westwards, and from Central Asia
south and eastwards. Finally, by establishing a strong presence in these
areas, the US wanted to lock Iran and China out of the energy business in
the region, since Washington feared they could assist the Central Asian
republics in setting up their own oil companies. In the months before the
Taliban came to power, former US Assistant Secretary of State for South
Asia, Robin Raphael, waged an intense round of shuttle diplomacy between
the powers with possible stakes in the Unocal project. ‘Robin Raphael was
the face of the Unocal pipeline,’ said an official of the former Afghan
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government who was present at some of the meetings with her. ‘… In
addition to tapping new sources of energy, the [project] also suited a major
US strategic aim in the region: isolating its nemesis Iran and stifling a
frequently mooted rival pipeline backed by Tehran.’6

The rise of the Taliban was the outcome of an alliance between the US
and its Muslim partners, Pakistan and Saudi Arabia. The involvement of
Islamabad and Riyadh was part of the policy of Islamist colonisation
discussed in chapter 9. Washington’s motivations were exclusively
economic. As pointed out by Professor William O. Beeman, an anthropol-
ogist specialising in Middle Eastern studies at Brown University, US support
for the Taliban had ‘nothing to do with religion or ethnicity, but only with
the economics of oil’.7 The Unocal consortium feared that as long as the
country was split among squabbling warlords, the pipeline would never
be built. Political stability was required to implement the $4.5 billion
project and the US believed that the Taliban regime would be the most
suitable government to achieve such a goal. Thus, in the aftermath of the
Taliban’s conquest of Kabul in 1996, the State Department avoided criticis-
ing the methods the Taliban used to establish control over the country;
instead, it comfortably declared that the US found ‘nothing objectionable’
in the introduction of the Sharia law in Afghanistan. This statement was
echoed by the Chairman of the Senate Foreign Relations Subcommittee on
the Near East and South East, Senator Hank Brown, who said, ‘the good
part of what has happened is that one of the factions [the Taliban] at least
seems capable of developing a new government in Afghanistan’.8

The alliance between American capitalism and Islamist fundamentalism
was not limited to the creation of the Taliban; it also produced business
ventures designed to extract favours from the new regime. To strengthen
its bargaining power with the newly formed Islamist state, Unocal joined
the Saudi Delta Oil Corporation to create a consortium called CentGas.
Delta Oil is owned by the bin Mahfouz and al-Amouidi families, Saudi clans
that have strong links with Osama bin Laden’s family. The sister of Khalid
bin Mahfouz, for example, is one of Osama’s wives. Mahfouz has been
sponsoring charitable institutions used as fronts by bin Laden’s associates
through the National Commercial Bank, which his family controls. 

Ironically, it was through the CentGas consortium that people close to
bin Laden came to work with people close to the Bush family. The feasibil-
ity study of the Central Asian pipeline project was performed by Enron,
the US oil giant which, in 2002, filed for bankruptcy; Enron CEO Ken Lay
was an old Bush family friend; Donald Rumsfeld, the current US Secretary
of Defense, was a large stockholder in Enron; and Thomas White, former
vice-chairman of Enron, is President Bush’s Secretary of the Army. ‘A chief
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benefactor in the CentGas deal [was going to be] Halliburton, the huge oil
pipeline construction firm that also had its eye on the Central Asian oil
reserves. At the time, Halliburton was headed by Dick Cheney,’9 the US
vice-president. 

The CentGas deal never came to fruition. The Taliban’s inability to
commit to any agreement, coupled with public recognition of the exploita-
tive nature of their regime, contributed to its failure. For years, the Taliban
skilfully conducted simultaneous negotiations with two potential oil
companies: the Argentinean Bridas and Unocal/CentGas. Both companies
showered the Taliban with gifts and money, flying their delegations to the
US to win them over. On one occasion, a group of Taliban met high-ranking
executives of Unocal in Texas. Parties, dinners and trips to the local
shopping malls were organised. At that time, Zalmay Khalilzad, who was
working for Unocal, lobbied the Clinton administration to ‘engage’ with
the Taliban.10 The press reported some of these ‘informal’ meetings between
US officials and the rulers of Afghanistan: ‘Senior Taliban leaders attended
a conference in Washington in mid-1996 and US diplomats regularly
travelled to Taliban headquarters,’ wrote the Guardian.11 But these reports
aroused very little interest.

The major impediment to the deal, however, was political: the Taliban
demanded official recognition from the White House, something concrete
to endorse their rule. This was not feasible. Strong social pressure from US
women’s organisations, which strenuously lobbied their congressmen and
the nation against the inhuman treatment of women in Afghanistan,
exposed Americans to the facts of the brutality of the Taliban regime. ‘The
United States wants good ties [with the Taliban] but can’t openly seek them
while women are oppressed,’ reported CNN.12 None the less, negotiations
carried on more or less openly until 1998, when bin Laden’s associates
bombed US embassies in Africa. At that point relations broke down. Clinton
launched cruise missiles at bin Laden’s supposed whereabouts in
Afghanistan, an act that convinced the oil lobby that, for the moment, the
pipeline deal could not go ahead. 

OIL ECONOMICS

Clinton’s belligerent attitude towards bin Laden and the Taliban regime
did not reflect a shift in policy. Corporate America continued to do business
with people who supported Islamist insurgency. The oil industry, in
particular, continued to be run by a very small group of American and
Saudi families with close financial relations. Among them were the Bush
family, the bin Laden family and Osama bin Laden’s Saudi sponsors. The
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ties among these people go back a long way. In 1979, when George W. Bush
was attempting to break into the big league of Texas’s oil businessmen, he
received $50,000 from a family friend, James Bath, in exchange for 5 per
cent of his firm Arbusto Energy. At the time Bath represented the US
business interests of Salem bin Laden, brother of Osama and head of the
bin Laden family. For several years, George Bush Sr has been the senior
adviser of the Carlyle Group, a Washington-based merchant bank special-
ising in buyouts in the defence and aerospace industry. Former members
of the Reagan and Bush administrations are also Carlyle ‘advisers’: James
Baker, former Secretary of State, and Frank Carlucci, former Secretary of
Defense. John Major, former British prime minister, is also a Carlyle adviser,
as are Fidel Ramos, former president of the Philippines, and Anand
Panyarachun, the former Thai premier. Among the investors in the Carlyle
group are members of the Saudi elite, including the bin Laden family, which
sold its stock after 11 September.

Naturally, as soon as George W. Bush was elected president, Unocal and
BP-Aramco, which had in the meantime bought Bridas, the Argentinean
rival, started once again to lobby the administration, among whom were
several of their former employees. Unocal knew that Bush was ready to
back them and resumed the consortium negotiations. In January 2001, it
began discussions with the Taliban, backed by members of the Bush admin-
istration among whom was Under Secretary of State Richard Armitage, who
had previously worked as a lobbyist for Unocal. The Taliban, for their part,
employed as their PR officer in the US Laila Helms, niece of Richard Helms,
former director of the CIA and former US ambassador to Iran. In March
2001, Helms succeeded in bringing Rahmatullah Hashami, Mullah Omar’s
adviser, to Washington. Apparently, he even brought a carpet as a gift for
George W. Bush from the Taliban leader.13 As late as August 2001, meetings
were held in Pakistan to discuss the pipeline business. At one of these,
which took place in Islamabad on 2 August, Christina Rocca, in charge of
Asian affairs at the State Department, met the Taliban ambassador to
Pakistan, Abdul Salam Zaeef. 

While negotiations were underway, the US was secretly making plans to
invade Afghanistan. The Bush administration and its oil sponsors were
losing patience with the Taliban; they wanted to get the Central Asian gas
pipeline going as soon as possible. The ‘strategy of the Silk Route’ had been
resumed. US academics, journalists and intellectuals denounced the White
House’s new approach. ‘The US had quietly begun to align itself with those
in the Russian government calling for military action against Afghanistan
and has toyed with the idea of a new raid to wipe out bin Laden,’14 wrote
Frederick Starr, head of the Central Asian Institute at Johns Hopkins
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University, in December 2000. Paradoxically, 11 September provided
Washington with a casus belli to invade Afghanistan and establish a pro-
American government in the country. When, a few weeks after the attack,
the leaders of the two Pakistani Islamist parties negotiated with Mullah
Omar and bin Laden for the latter’s extradition to Pakistan to stand trial
for the 11 September attacks, the US refused the offer.15 Back in 1996, the
Sudanese Minister of Defence, Major General Elfatih Erwa, had also offered
to extradite Osama bin Laden, then resident in Sudan, to the US. American
officials declined the offer at that time as well. Instead, they told General
Erwa to ask bin Laden to leave the country. ‘Just don’t let him go to
Somalia,’ they added. In 1993, 18 US soldiers had been brutally killed in
Somalia in street riots involving al-Qaeda supporters and the US feared that
bin Laden’s presence in the country would create further unrest. When
Erwa disclosed that he was going to Afghanistan, the American answer was
‘let him go’. Is it possible that the US did not want to bring bin Laden to
‘justice’? Could it be because he has too many tales to tell?

For Gore Vidal, ‘the conquest of Afghanistan had nothing to do with
Osama. He was simply a pretext for replacing the Taliban with a relatively
stable government that would allow Union Oil of California [Unocal] to lay
its pipeline for the profit of, among others, the Cheney-Bush junta.’16

Vidal’s view might not be far from the truth. Karzai’s role during the interim
government is clearly that of a mediator of the interests of the US oil
companies in the pipeline business. Kalilzad has a similar task. Two small
oil companies, Chase Energy and Caspian Energy Consulting, have already
obtained permission from the governments of Turkmenistan and Pakistan
to resume the pipeline negotiations. These companies acted on behalf of
much bigger oil corporations whose identity has been kept secret; however,
the fact that S. Rob Sobhani, president of Caspian Sea Consulting, has
worked for BP-Aramco as a consultant for Central Asia17 might throw some
light on the mystery. 

THE ECONOMICS OF US FOREIGN POLICY

The Unocal consortium saga outlines the degree of interaction that exists
between traditional and state-shell economies even in the domain of
‘legitimate’ businesses. This exchange transcends the lack of ‘full political
status’ of state-shells. Although the US refused to recognise the Taliban
regime, it did engage with it in high-level negotiations for the construc-
tion of the Central Asian pipeline. The administration was willing to ignore
the regime’s brutal treatment of women, the breaching of human rights
and the cruelty of the Afghani rulers, provided the Taliban agreed to a deal
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that would have given US oil companies the upper hand in the Great Game.
In the post-Cold War era the economic interests of a sector of American
industry, and not a policy of international equilibrium, forged US foreign
policy towards state-shells. Behind a façade of principles and ideological
propaganda, relationships between Washington and state-shells harbouring
Islamist terror groups have been formulated according to the narrow
principles of self-interest. 

The relations between the Clinton administration and Sudan are a good
example of the subordination of politics to economics. In November 1997,
Washington imposed economic sanctions on Khartoum, a regime that
according to the US was still hosting training camps for Islamist armed
groups. A number of American companies which imported gum arabic
objected to the sanctions and asked for an exemption. Among them were
trade giants such as the ‘Newspaper Association of America, [the] National
Soft Drinks of America, [the] National Food Processors Association, [the]
Grocery Manufacturers of America and the Non-prescription Drug
Manufacturers Association’.18 All these companies depended on imports
of gum arabic from Gum Arabic Co. of Khartoum, a company controlled
by Osama bin Laden, of which the Sudanese government held only a 30
per cent stake. Sudan is the largest exporter of gum arabic and US importers
are its biggest buyers. Indeed, they receive better treatment than French
importers, the second largest buyers, who pay higher prices. The conse-
quences of the embargo for US companies would have been disastrous.
Since importing from Chad or Nigeria was not viable due to the poor
quality of the product, American importers would have had to buy gum
arabic from their French competitors at much higher prices. Eventually,
the US Gum Arabic lobby won their appeal and the product was excluded
from President Clinton’s economic sanctions. To justify this decision, the
State Department issued the following statement: ‘We have no informa-
tion that bin Laden controls gum arabic exports from Sudan.’19 Therefore,
trade between Gum Arabic Co. of Khartoum and the US continued as usual
even in the summer of 1998, in the shadow of the cruise missiles launched
by Clinton.

Washington’s policy towards Saudi Arabia has been shaped by similar
constraints. The high dependency of America upon Saudi oil was, until
recently, at the root of the determination of post-oil-shock US administra-
tions to keep the House of Saud in control of the largest oil reserves in the
world. This commitment often required turning a blind eye to a strong
and growing connection between the Saudi elite and Islamist armed groups.
As long as America was safe, this policy went almost undetected. Prior to
11 September the FBI had attempted unsuccessfully to investigate a Muslim
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organisation, the World Assembly of Muslim Youth (WAMY), which was
suspected of having links with terror groups. Two of Osama bin Laden’s
brothers were actively involved in it: Abdullah bin Laden, who was the US
director of the charity, and his brother Omar. The WAMY was founded in
1972 with the aim of blocking ‘Western corruptive ideas’. By 2002 it was
controlling 450 organisations in 34 countries. In the early 1990s, it began
acting as a channel for Saudi donations to radical Islamist groups. Among
them was the Student Islamic Movement of India, which supports Islamist
armed groups in Kashmir and seeks to transform India into an Islamist
state.20 In the late 1990s, the Philippine military denounced the WAMY
for its funding of Islamist insurgency. However, an FBI investigation into
the WAMY and its Saudi connection was repeatedly blocked by the US
administration. ‘The FBI wanted to investigate these guys,’ admitted Joe
Trento, a US national security expert, ‘…they weren’t permitted to.’21

Restrictions increased when President Bush was elected to the point where
agents were specifically told to ‘back off’. 

Today, the United States is no longer safe; the illusion of keeping
political violence outside its borders has evaporated. So has the notion
that Washington could manipulate Islamist armed groups to its own
advantage. What remains is its high energy dependency – Americans’
addiction to oil. As long as it lasts, Washington’s foreign policy is likely
to be forged by Texan interest groups. A clear indication of this reality is
the fact that in the aftermath of 11 September the Saudi elite has
continued to benefit from the protection of the White House; WAMY
accounts were not frozen and all the members of the bin Laden family
were whisked out of America on a privately chartered flight back to their
country of origin, Saudi Arabia, where US investigators cannot reach them.
It took the US more than one year to begin to criticise the Saudi regime
and this took place only when the evidence of the degree of Saudi involve-
ment in Islamist terror could no longer be denied. It took the Bush
administration a further year to pull US troops out of Saudi Arabia, a
decision taken only after securing the rich oil fields of Iraq.

SMUGGLING ELECTRONICS IN ASIA

The interdependency between some US business interests, Islamic states
and state-shells is particularly strong in the domain of ‘illegal businesses’.
State-shells, for example, offer attractive outlets for consumer-product
multinationals, companies whose financial well-being depends on the
exploitation of new markets. Smuggling offers a very good example of the
nature of this relationship. According to the late Daniel Pearl, Sony
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Corporation used a contraband network in Asia as part of its overall
marketing strategy in the region. The economics of smuggling are based
on the avoidance of high import duties, barriers to trade levied by govern-
ments of the developing world. In Pakistan, a legally imported 21-inch
Sony Wega TV costs almost $500; the identical TV smuggled in would cost
25 per cent less. Sony, however, receives the same amount of money (about
$220) from either the smugglers or legal distributors. Naturally, smuggled
goods sell better because they are cheaper; therefore demand for them is
higher. By 1996, as many as half a million televisions were smuggled into
Pakistan, 70 per cent of which were Sony.22 According to the Pakistan
Electronics Manufacturers Association, in 1997 for every TV imported
legally two were smuggled. Most of the smuggled electronic items come
from distributors in the Gulf. ‘Sony Gulf’s authorised distributor in Dubai
sells [TV] sets to traders who often ship them to the Iranian port of Bandar
Abbas. From there some of the goods head northeast to the Afghan border
near Herat, then southeast on the highway to Kandahar, on to Jalalabad and
then typically enter Pakistan illegally along the Khyber Pass near
Peshawar.’23 Dealers in Pakistan confirmed that the Sony distributor in
Dubai supplied the Pakistani market with smuggled products along with a
service guarantee. Although in 1997 Sony did not import or assemble any
product in Pakistan, it did offer service guarantees. Data Electronics in
Lahore provides repair under the Sony guarantee for products sold in the
Middle East and used in Pakistan. The company has been regularly
reimbursed by Sony for services offered to ‘smuggled TVs’.24

CRIMINAL MONEY

Smuggling of goods is only one aspect of the close relationship that exists
between state-shells’ criminal and legitimate economies. Illegal capital
flights, tax evasion and other criminal activities are others. Globalisation has
provided criminal and armed organisations with the opportunity to build
and share international economic infrastructures: Islamic banks, offshore
tax havens and state-shell economics described in the previous chapters are
part of it. So are money laundering institutions in the West. They are all
key elements of the same body: the international illegal economy.

Organised trafficking in drugs, weapons, goods and people constitutes a
large section of this economy, which can be defined as the ‘criminal
economy’. Narcotics generate a turnover of about $400 billion a year;
another $100 billion is produced by the smuggling of people, weapons and
other goods, such as oil and diamonds; and 90 per cent of this money is
recycled outside the country of origin. Out of the $400 billion from the
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narcotics business, for example, as little as $1.4 billion stays in the country
of production.25 Raymond Baker, a senior fellow at the Center for
International Policy in Washington and a leading expert on money
laundering, believes that most of the money generated by violent criminal
activity is recycled in the West, particularly in the US. ‘When it comes to
large deposits from overseas, far too often American banks assume a “don’t
ask, don’t tell” philosophy,’ he said. ‘In fact, the Treasury Department
estimates that 99.9 per cent of the criminal money presented for deposit
in the United States is accepted into secure accounts. It’s a sad fact, but
American banks, under the umbrella of conflicting American laws and
policies, will accept money from overseas even if they suspect that it has
been illegally obtained.’26

ILLEGAL CAPITAL FLIGHT

Another component of the international illegal economy is represented by
illegal capital flight. This refers to money that moves from country to
country illegally, undetected and unrecorded. Illegal capital outflow can
be generated by tax evasion, payments of kickbacks and bribes, earnings
from falsified invoices and other sham transactions. As a phenomenon of
the globalisation of the illegal economy, it has the most damaging effect
on the domestic economies of countries where the money is generated and
taken out, as it depletes them of their wealth. According to Baker nearly 40
per cent of Africa’s aggregate wealth has been transferred abroad and
between $200 billion and $500 billion left Russia in the 1990s. Sierra Leone
offers a good example of the negative impact of illegal capital outflow; the
bulk of the foreign exchange produced by the contraband of diamonds,
estimated between $25 million and $125 million a year, is used to buy
weapons for the Revolutionary United Front (RUF) and its partners in the
smuggling business. Little of this wealth is redistributed inside the country. 

Asset transfer is another component of illegal capital outflow that results
in the impoverishment of countries. In 2001 about $68 billion were given
in aid to countries which produce drugs, such as Afghanistan, or are drug
transhipment points, such as Chechnya. The bulk of this money never
reached the needy, but went to sustain the drugs, smuggling and terror
industries, which in turn shipped or spent the profits outside the country of
origin. According to Baker, in the late 1990s developing and transitional
economies received a capital inflow of $50 billion a year from foreign aid
(from the US, OECD and World Bank). During the same period, the outflow
of money that illegally left these countries due to mispricing in arm’s length
trade and the proceeds of corruption was $100 billion,27 twice the inflow. ‘In
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addition there are transfers of pricing by multinational corporations dealing
with their own subsidiaries and affiliates, all criminal money, all illegal asset
swaps, all falsified transfers that are not attached to any trade. The total
figure of dirty money out of poor countries is $500 billion per year.’28

GROSS CRIMINAL PRODUCT

Raymond Baker calculated that overall illegal capital flight is equivalent to
about half a trillion dollars a year.29 Therefore, together with criminal
money, it amounts to a staggering $1 trillion a year, higher than the
nominal GDP of the United Kingdom. Other estimates of the size of illicit
financial transactions, also known as the ‘Gross Criminal Product’, are very
similar and set the value at between $600 billion and $1.5 trillion, about
2–5 per cent of the world gross national product, of which narcotics range
from $300 billion to $500 billion, smuggling of arms, other goods, people
and counterfeiting between $150 billion and $470 billion and proceeds
from computer crimes at $100 billion.30

This torrent of money runs from developing and transitional economies
to Western countries. It represents a considerable wealth, a yearly injection
of cash equivalent to 5 per cent of world GDP, which is regularly washed
through the international money laundering system. Many financial insti-
tutions provide this service. In 1995, a report of the Australian Financial
Intelligence Unit, Austrac, estimated that 3.5 billion Australian dollars were
recycled through Australia every year. As little as 1 per cent of this money
was seized by the police. Turkish Cyprus is another laundering paradise
where banks and financial institutions wash about $1 billion a month from
Russia.31 In recent years Thailand has also become a favourite destination
for money launderers. In 1996 Bangkok’s Chulalongkorn University
estimated that $28.5 billion went through the country’s money laundering
system, the equivalent of 15 per cent of Thai GDP.32

By far the largest and most important market for the recycling of dirty
money is the US. Baker is adamant that the bulk of the money to be
laundered goes through US and European institutions. Criminal and terror
money enters the system in the guise of corrupt or tax-evading money.
Though US anti-money laundering legislation requires the registration of
cash deposits, ‘Treasury Department officials have stated on multiple
occasions that it is US policy to attract flight capital out of other countries,
with little or no heed paid to whether or not it is tax evading.’33 Corruption
is another field where the law is highly ambiguous. Until the end of 2001,
while US businessmen were prohibited from bribing foreign government
officials, US banks were allowed to assist them in moving money without
asking any questions about the origins. ‘What the US law conveys … to
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American business people, financial advisers and bankers,’ writes Baker, ‘is
do not bribe foreign officials; however, if wealthy foreign officials are
encountered, including those suspected of being corrupt, then the United
States wants their money.’34 The Bank of New York, for example, has been
under investigation about a laundering scheme that shipped $10 billion
out of Russia. Members of the Russian mafia, business and government
officials linked to it have masterminded the outflow, which included money
given in aid from the International Monetary Fund.35 In October 2001, in
the Patriot Act, handling the proceeds of corruption was finally made an
offence under US anti-money laundering law, 25 years after the Foreign
Corrupt Practices Act was passed. However, criminalising the handling of
the proceeds of corruption does not change the fact that there remain many
ways of getting around the law.36

Money laundering comes at a price. In the 1980s it was only 6 per cent;
by the end of the 1990s it had jumped to 20 per cent of the sum to be
recycled,37 and it is still rising. ‘This is the percentage charged on the total
amount to be laundered,’ explains Baker. ‘For drugs dealers, this is a cost
easily absorbed. The price of drugs has in fact been falling in the US at the
same time that the cost of laundering has been rising. This clearly reflects
the ready supply of drugs and the lower costs of smuggling, enabling the
laundering tab to be paid easily.’38 Laundering is not only getting riskier and
therefore more expensive, it also requires more sophisticated techniques.
According to Raymond Baker every $100 billion processed by the
laundering machine corresponds to $400 billion to $500 billion of ‘dirty
money’.39 If this figure is correct, out of $1 trillion every year about $200
billion are ‘washed’ by Western money laundering institutions and enter
the world money supply as ‘clean money’.

THE NEW ECONOMY OF TERROR

Armed groups do not finance themselves solely with illegal money, they
also have access to legal sources of revenue. The 11 September attacks, for
instance, were financed with clean money. Profits from legitimate
businesses, money collected by Muslim charities and mosques, independ-
ent donations made to Muslims that end up supporting armed groups are
not ‘dirty money’. Unocal’s $25 million ‘donations and gifts’ to the Taliban
to win the Central Asian pipeline contract came out of the company’s legal
budget. In essence this is the main difference between criminal money and
the financing of terror: assets and profits acquired by legitimate means and
even declared to tax authorities can be used to finance terror. Thus, when
compared with the international illegal economy, the New Economy of
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Terror has this additional financial source, which could be estimated at
between one third and half a trillion dollars per year.40

Together with the illegal economy, the New Economy of Terror amounts
to nearly $1.5 trillion, well over 5 per cent of the world economy. This con-
stitutes an international economic system parallel to the legitimate one.
It generates a river of money, which flows towards traditional economies
and essentially poisons them. It increases dependency upon illegal
monetary sources and weakens the system of control for money laundering.
The outflow depletes developing and transition countries, where much of
this wealth originates. It impoverishes legitimate economies and boosts
illegal and terror economies. This process weakens states and encourages
the formation of state-shells; entities created around the economics of
armed conflict sustained by terror groups. As this process evolves, the size
of this alternative economic system will increase and with it Western
dependency on it.

The final question to answer is: how big is the pool of resources that feeds
the world illegal economy? How large is the amount of money in circula-
tion inside this economic system? In monetary terms, a very rough indicator
is provided by the stock of US dollars held abroad, that is US currency used
outside the United States.41 Because the means of exchange of the illegal
economy is the US dollar, it is reasonable to assume that the bulk of the
stock of dollars held outside the US is part of this economy. Recent studies
have shown that from 1965 to 1998 the share of US currency permanently
held abroad has risen about 60 times.42 This is a very basic indicator of the
growth of the illegal economy over this period of time. Today about two-
thirds of the US money supply, M1,43 is held outside the US and the
percentage is still growing. This value gives us a rough indicator of the incre-
mental growth of the world illegal economy. A comparison of the issue of
$100 bills from 1965 to 1998 shows that the growth of foreign stock has
been much higher than that of the domestic one. More and more dollars
leave the country where they are issued and never return; they are used for
transactions, held as a security, deposited in foreign banks in monetary safe
havens. The implications for the US economy are considerable and outline
the degree of dependency between the legal and illegal economies.

US currency held abroad is a considerable source of revenue to the US
treasury because of signorage, the government’s gain in converting valuable
metal into more valuable coins.44 ‘If the amount of currency held abroad
is around 200 billion dollars [1996 figure], and the three-month Treasury
bill rate is 5.2 per cent … the amount of seigniorage (and tax payer saving)
from externally circulating currency, calculated as the product of these two
figures, would be more than 10 billion dollars.’45
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The degree of interdependence between the two systems is already too
advanced to consider severing all ties. Could Western capitalism afford to
lose a yearly cash injection of $1.5 trillion? Could we live without the oil
of Muslim countries? The answer, for the time being, is no. Re-colonising
those regions where Islamist terror is breeding is not feasible, even if this
is what the Bush administration is effectively attempting to do. The era of
Western colonisation is gone. The difficulties encountered in rebuilding
Afghanistan, the reluctance of world leaders to back the US invasion of
Iraq, the political instability of the new Iraq, the split between the US and
new Europe and old Europe are all signs of the danger looming ahead. The
threat of terror, forever present in the minds of Western policy-makers, is
a constant reminder that major changes in Western foreign policy are
needed. War is not the best option. Ironically, any conflict will boost the
New Economy of Terror, which feeds on conflicts; so will economic
embargoes and any commercial straitjackets imposed upon countries that
harbour terror groups. Closing channels to the legitimate international
economic system will only open up new ones to the illegal one.
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Conclusions

Outside the Finsbury Park Mosque in London, it was possible until recently
to buy videos of Islamist propaganda. Among the bestsellers were films
showing the last hours in the lives of suicide bombers. In a basement just
a few blocks away from the mosque, Jewish amateur actors staged plays to
raise money for Israeli victims of suicide bombers. This is the world we live
in. Our daily life carries on in the shadow of political violence. For the
North London Muslim and Jewish communities, who live next to each
other and share the same butchers, there is no other reality. 11 September
has only extended it to the rest of the world.

Regardless of what we call it – terrorism, terror, armed struggle, political
violence – the use of violence for political aims, the targeting of civilians and
the state of sheer fear that it creates have all been part of our world for over
50 years. Due to its highly emotional charge, this phenomenon has been
greatly manipulated. In North London, depending upon which side of the
street you walk, a suicide bomber is a martyr and a hero or a terrorist and
an assassin. With so many deaths and so much suffering on both sides,
building a political bridge between these two interpretations at the present
time is impossible. Political analysis is tainted by resentment and skewed
by hatred. Economics offers a more dispassionate tool for an investigation
into the forces that make and sustain armed organisations. Economics may,
in the end, even offer a viable solution.

In this book I have tried to circumvent the trap of politics, using an
economic analysis to trace the birth and evolution of the New Economy of
Terror – a web based on terror, crime, corruption and deceit. This is not an
isolated network created by the interaction between armed and criminal
organisations, it is an international economic system linked to both
legitimate and illegitimate sectors of traditional economies. Like any
economic system, the New Economy of Terror has grown through evolution-
ary stages to take on a life of its own. The principal stages have been: the wars
by proxy of the Cold War era, the foreign sponsorship of armed groups, the
privatisation of terror, the birth of state-shells and the Modern Jihad.

Retracing the economics of armed organisations has unveiled their
phenomenal growth. Fuelled by political violence, organised crime and

203
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common greed, the New Economy of Terror is today twice the size of the
GNP of the United Kingdom and three times the size of the US money
supply, and is still growing. At present, its main engine is the Modern Jihad,
a brew of Islamist revolutionary ideology, the Muslim search for identity
and the socio-economic aspirations of the Muslim world. 

The Modern Jihad feeds into a network of economies run by Islamic
states, state-shells and armed organisations; its economic lifelines are many
and range from legitimate to criminal businesses. The export of gum arabic,
the transfer of wealth from rich Muslims via charitable organisations, the
smuggling of arms and narcotics and money laundering are all part of a
drive to achieve economic self-sufficiency. Islamist state-shells want to
reap the benefits of this network, the network embraces them, and the
system expands.

Today the declared aim of the Modern Jihad is the destruction of the
State of Israel and of its Western imperialist allies – political entities
identified by their religious creeds, i.e. Judaism and Christianity. However,
its true targets are others: those regimes, such as the House of Saud in Saudi
Arabia as well as Gaddafi in Libya, that block the formation of pure Islamist
states, preventing the birth of the new Caliphate which will re-appropri-
ate the rich resources of Muslim lands. Once the shield of religion is
removed, the true enemies are revealed: foreign and domestic powers that
economically exploit the Muslim masses. 

What we are witnessing today is a clash between two economic systems,
one dominant and the other subordinate. This is the root of the conflict
between Islamist terror and the West. Retracing the economics of armed
groups has exposed a wealth of real forces behind Islamist terror –
commercial and financial entities that have been kept at the periphery of
the world economy by their Western counterparts. The fall of the Soviet
Union, however, opened up new opportunities for these Islamic forces in
countries with large Muslim populations. The Islamic financial colonisation
of former members of the Soviet system was made possible by the alliance
of these commercial and financial entities with Wahhabism, the strictest
religious interpretation of Islam.

In the global village of international economics, sections of the New
Economy of Terror inevitably interact with the economies of Western
countries. Money laundering, legal businesses run by armed organisations,
charitable aid – these are just some of the links between the two systems.
Their degree of interdependency is astonishingly high. The West is the
primary consumer of narcotics and the major seller of arms – the largest
revenue and expenditure items, respectively, in the balance of payments of
armed organisations. Western financial institutions recycle the bulk of the
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money generated by the world’s illegal economy, about $1.5 trillion a year.
When I asked a well-known English economist what would happen if this
liquidity was suddenly taken out of the system, he admitted that it would
plunge Western economies into a deep recession. 

The economic analysis of the interdependency between the New
Economy of Terror and Western economies suggests that the first step in
fighting terror is to identify its channels of interaction with the economies
of the West and progressively sever them – close its avenues into the free
market and the world of capitalism. This is a decision that must be made
at a government level but enacted at the grass roots, and can only be accom-
plished if we, as citizens of democratic nations, take hold of the greatest
privilege offered us by an open society – the opportunity to be informed
about and to participate in the economic decisions that shape our lives.

As long as we allow anyone to walk into a bank in Florida with a suitcase
full of cash and deposit it without being questioned as to its origin, as long
as we insist on living and driving in ways that increase our dependence on
foreign oil, and as long as we invest in corporations which meddle in the
politics of independent states and take profit without regard to human
cost, we engage in our own destruction.

These are issues of economics, but they involve individual and collective
self-discipline and a willingness to make hard choices. Similar hard choices
have been required of us before during wartime. The threat to us now is
more diffuse, but the consequences of inaction may be more fateful, and
more global, than at any other time in our history.
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Groups

Abu Nidal: Founded on 22 November 1974, the group was headed by Abu
Nidal, from whom it takes its name, and consisted of 200 Palestinians from
France, Italy, Spain and Austria. Its aim was to free Palestine and to establish
a new Palestinian state to replace the Zionist state, i.e. Israel. Abu Nidal
was originally a member of al-Fatah, but he left the organisation while he
was its representative to Iraq and founded his own group. 

Abu Sayyaf: Literally the ‘Bearer of the Sword’, the group is also known as
al-Harakat al-Islamiya. Founded in 1991 and originally sponsored by Libya,
Abu Sayyaf is a splinter faction of the Moro National Liberation Front run
by Abdouradjik Aboubakar Janjalani. Its aim is to establish an Islamist state
in Mindanao, an island in the southern Philippines. At the end of 2002, its
membership was estimated at several hundred active fighters and a
thousand supporters. Its main activities are extortion, bomb attacks, kid-
nappings and assassinations. 

Al-Fatah: Founded in 1957 by Palestinians in exile in Kuwait, the group has
been headed for decades by Yasser Arafat. From the outset, al-Fatah was
committed to the independence of Palestinians. Its aim was direct military
confrontation with Israel in order to win back lost land from the Jews. Al-
Fatah undertook its first armed action against Israel in January 1965. After
the Six Days War in 1967 and the Israeli occupation of the territories
conquered, numerous Palestinian refugees in the neighbouring countries
encouraged the development of the group which became the armed wing
of the PLO. Until the Gulf War, al-Fatah was financially supported by
moderate Arab countries such as Saudi Arabia and Kuwait. The rapproche-
ment between Yasser Arafat and Saddam Hussein at the outbreak of the
Gulf War led to the interruption of this financial support. Al-Fatah was also
materially supported by the former Soviet Union, Czechoslovakia, China
and North Korea. Leaving behind the military line followed in the 1950s
and 1960s, in recent years al-Fatah has changed strategy and adopted a
political approach in order to obtain a democratic state in Palestine. During
the second Intifada, however, some of its factions resumed armed attacks
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against Israel. Al-Fatah’s potential is estimated at 6,000–8,000 active
members (www.fateh.net).

Al-Muhajiroun: The Syrian Sheikh Omar Bakri Mohammad founded it as
an anti-Saudi pressure group in 1983 in Jeddah. However, in 1986, he was
forced to leave the country and now the group’s headquarters are in London.
It is based on an ideological Islamic movement and believes that changing
thoughts and concepts in accordance with Islam is the only way for the
correct revival and progress of Muslim culture (www.almuhajiroun.com).

Al-Muqatila: An Islamist fundamentalist armed group, al-Muqatila was
founded in Libya in the years following the end of the anti-Soviet Jihad by
Arab-Afghans linked to Osama bin Laden’s network. In 1996, in coopera-
tion with Osama bin Laden’s followers, the group attempted to assassinate
Gaddafi, considered an infidel by its members.

Al-Qaeda: Literally meaning the scroll or the base, it was originally formed
around 1988 by Osama bin Laden and Abu Ubaydah al-Banshiri, bin
Laden’s top military commander, to maintain a record of the Arabs who vol-
unteered to fight in the anti-Soviet Jihad. Al-Qaeda also helped to finance,
recruit and train Sunni Islamic extremists for the Afghan resistance. Soon,
it became a multi-ethnic Sunni Islamist insurgent organisation which
remained active well beyond the end of the Afghan war. Its primary aim is
the establishment of a pan-Islamist Caliphate throughout the Muslim world
and therefore it seeks the collaboration of other Islamist armed organisa-
tions to overthrow existing regimes regarded as ‘non-Islamic’ and to expel
Westerners and non-Muslims from Muslim countries. In 1998, it merged
with the Egyptian Islamic Jihad (al-Jihad). Its membership is thought to
be anywhere between several hundred and several thousand people.

Al-Tawhid: A Palestinian Islamic group (apparently a sub-group within the
al-Qaeda network), al-Tawhid is reportedly headed by Mohammad Sarkawi
or, according to other sources, Abu Mussab al-Zarqawi. The group has
arranged false documents for more than 100 al-Qaeda fighters who escaped
from Afghanistan during the 2001 war. It also provided them with funds
and a safe haven (near Teheran), and then organised their movement out
of Iran to other areas in the Middle East and the West. 

Ansar al-Islam: Literally translated as ‘Supporters or Partisans of Islam’,
this is an Islamist armed group founded in September 2001 in northeast
Kurdistan, northern Iraq. Initially, the group was led by al-Mullah Kreker,
also known as Mala Kreker, who was arrested in Amsterdam in January
2003. Ansar al-Islam’s goal is to create an Islamist state in Kurdistan
modelled upon the former Taliban regime in Afghanistan. 
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Autodefensas Unidas de Colombia (AUC): The United Self Defence Forces
of Colombia is an armed organisation founded in 1997; it has its roots in
the paramilitary armies built up by Colombian drug lords and landlords.
Its base is in northern Colombia and its leader is Carlos Castanos. In recent
years, the AUC has extended its reach and now operates throughout central
and western Colombia and also in several cities. It has an estimated army
of 8,000 members and is growing rapidly. The AUC provides the landowners
who finance it with some social services and defence against leftist
insurgents. According to US Drug Enforcement Administration’s officials the
group is involved in – and profits from – the drug trade (www.colombia-
libre.org/colombialibre/pp/asp).

Bader-Meinhof/Red Army Faction (RAF): Born out of the student protest
movement in the 1960s in Germany, the group was founded by Andreas
Baader and Gudrun Ensslin. Its ideology propounded a commitment to
violence in the service of the class struggle. It developed an extensive
network of underground ‘urban guerrillas’ and left-wing sympathisers who
claimed to be motivated by disgust at what they considered the mindless
materialism and fascist tendencies of German society. The Red Army Faction
operated in West Germany, but used East Germany as a safe haven. It carried
out several armed attacks against US and NATO targets, including
bombings, assassinations, kidnappings and robberies. However, by 1997,
German authorities announced that the Red Army Faction was no longer
a serious terrorist threat. In April 1998, the RAF itself announced that it
was disbanding.

Barbagia Rossa: Considered the Sardinian column of the Red Brigades, the
group first became prominent on 27 March 1978, when it took responsi-
bility for an incendiary assault against a van that was carrying detainees.
Later that year, the group assaulted a radio-goniometric station of the army
and got hold of several arms. From January 1979 it began its campaign
against the ‘militarisation of the territory’ and carried out numerous assaults
against army barracks. 

Christian Phalange in Lebanon: Founded in 1936 by Pierre Jumayyil (also
spelt as Gemayel), the Phalange or Phalanxes (Kataib in Arabic) was mostly
a Maronite organisation whose followers were known as Phalangists. Its
policies were Western-oriented and right wing. Its powerful militia,
supported by Israel, participated actively on the Christian side in the 1975
Lebanese civil war. In the late 1970s, as its militia led by Pierre’s son, Bashir,
seized control of other Christian forces, it became known as the Lebanese
Forces (LF). By the mid- to late 1980s, however, after Bashir’s assassination
and Pierre’s death, the Phalange’s power ebbed and it lost control of the LF. 

Napoleoni 03 chap 16  4/7/03  14:15  Page 209



210 Modern Jihad

Contras: This was a Nicaraguan counter-revolutionary armed group that
opposed the elected Sandinistas’ government of Nicaragua. The Contras
was created by the US in the early 1980s from the supporters of the deposed
right-wing government of Anastasio Somoza Debayle, exiled in Honduras
and Costa Rica. Members included several thousands of former officers of
Somoza’s National Guard. Initially, the group was known as Fuerza Armadas
Revolucionarias de Nicaragua (Nicaraguan Armed Revolutionary Forces) or
FARN, but later it split into several groups, which became known as
Contras. The group was financially dependent on the US who supplied
official and covert aid, mostly through the CIA. Among the most famous
covert operations in favour of the Contras is the ‘Irangate’ scandal, whereby
the CIA sold, through the brokerage of Israel, arms to Iran. Part of the profit
from the sale was used to fund the Contras.

Egyptian Islamic Jihad: The group is a terror movement derived from the
Muslim Brotherhood. The Islamic Jihad was founded in 1979 by Abd el
Salam Faraj and is presently led by Abbud al-Zoumar but, according to the
Gama’a al-Islamiya, Egypt’s largest militant group, it considers Sheikh Omar
Abdel Rahman as its spiritual leader. Its most famous action was President
Anwar Sadat’s murder in October 1981 by Lieutenant Khaled al-Islambouli.
It has an activist membership of about 3,000, many of whom fought in
the anti-Soviet Jihad. It is set up mainly near Cairo and in High Egypt.
Recently, the group founded a faction called the Tala’ah al-Fatah (avant-
garde of the conquest) headed by Dr Ayman al-Zawahiri. Its terror activities
are mainly concentrated against people holding important posts in the
political or military hierarchy. The group did not agree to the cease-fire
decided by the Gama’a al-Islamiya and in 1998 it merged with al-Qaeda.

Ejercito de Liberacion Nacional (ELN): The National Liberation Army is
a Colombian Marxist armed group formed in 1964 by Fabio Vásquez
Castaño and other urban intellectuals inspired by Fidel Castro and Che
Guevara. The ELN used economic terror against oil companies, attacking
pipelines and oil operations. From 1982 to 1999 it carried out 691 attacks
of this kind, forcing Colombia, a large oil producer, to become an oil
importer in 1992. Its activities are mainly kidnappings, hijackings,
bombing, extortion and guerrilla ambushes. Its membership is estimated
at around 3,000–5,000 active members and an unknown number of
supporters. Since 1999 Bogota’s central government has made several
attempts to initiate dialogue with the group, but has remained unsuccess-
ful (www.web.net/eln/).

ETA: ETA stands for Euskadi ta Askatasuna, which means ‘Basque Fatherland
and Liberty’ in the Basque language. It is an armed group fighting for the
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independence of the Basque country from Spain. ETA originates from the
EKIN, a nationalist group that changed its name to the Euskadi ta
Askatasuna in 1958. The group’s initial activities involved planting
explosives in Basque cities such as Bilbao. In 1961, ETA carried out its first
military action after the death of General Francisco Franco. In the following
years it intensified its violence by targeting security forces and politicians.
The group is still active in Spain and maintains ties with armed groups all
over the world. Its membership is believed to be quite small, perhaps no
more than 20 hard-core activists and several hundred supporters, and its
headquarters are believed to be in the Basque provinces of Spain and France. 

Farabundo Marti Liberation National (FMLN): Formed on 10 October
1980, the FMNL was made up of Salvadorian peasants who were trained as
guerrilla fighters. Many were adept at using explosives, firearms and setting
booby traps. The group turned away from guerrilla warfare in 1992 to
become a political party (www.fmnl.org.sv).

Fenian Brotherhood: The Brotherhood was a secret Irish-American revo-
lutionary society founded in the United States by John O’Mahony in 1858.
Its aim was to form a league of Irishmen in all parts of the world against
British rule in Ireland. 

Fretelin: Also known as the Revolutionary Front for an Independent East
Timor, Fretelin was formed in 1974. Its aim was to achieve the full inde-
pendence of East Timor from Indonesia. It was the main resistance party
during the Indonesian occupation, which came to an end in 2001. 

Fuerzas Armadas Revolucionarias de Colombia (FARC): Founded in 1964
by Manuel Marulanda Vélez and other members of the Central Committee
of the Communist Party of Colombia (Partido Comunista de Colombia –
PCC), the FARC is an armed organisation with a Marxist bent whose aim
is to overthrow the government. It claims to defend the rural poor against
Colombia’s wealthy classes and therefore opposes the American influence
in Colombia, the privatisation of natural resources and the presence of
multinational corporations. The group targets wealthy landowners, foreign
tourists and prominent international and domestic officials. It is structured
in a military fashion and its members, estimated at around 7,000 men,
wear uniforms and behave as a regular army. Its importance has grown
thanks to the alliance with Colombian narco-traffickers. Experts estimate
that the FARC takes in between $200 million and $400 million annually –
at least half from the illegal drug trade. The rest is generated through kid-
nappings, extortion schemes and an unofficial ‘tax’ levied in the
countryside (www.contrast.org/mirrors/farc/).

Napoleoni 03 chap 16  4/7/03  14:15  Page 211



212 Modern Jihad

Groupe Islamique Armè (GIA): It is an Islamist armed group believed to
have been founded in March 1992 by the Arab-Afghans who returned to
Algeria after the Afghan war. It is headed by the emir Abou Abd Ahmed, also
known as ‘Djafaar al-Afghani’. The GIA’s final aim is to overthrow the
country’s current military-backed government and establish an Islamist state
based on the Sharia. Its membership is estimated at around 20,000–25,000
men. Since December 1993, the GIA has carried out particularly violent
attacks against foreigners in Algeria as well as against Algerian citizens.

Hamas: The group was created on 14 December 1987 (five days after the
beginning of the Intifada) as a Palestinian branch of the Muslim
Brotherhood with the objective to establish an Islamic Palestinian state in
place of Israel. The PLO’s main rival in the territories occupied by Israel,
Hamas has benefited from Yasser Arafat’s failures on the international front,
especially after the Gulf War. It considers war as the only means to free the
occupied territories; it has established a direct link between Islam and the
liberation of the occupied territories that limits, or even excludes, all com-
promises on the issue. It opposes all negotiations with Israel and is
responsible for many attacks in Israel, primarily suicide bombings. Its
activities are concentrated in the Gaza Strip and a few areas in the West
Bank. Hamas’s objectives as stated in its charter of 18 August 1988 include
in addition to the liberation of Palestine and the creation of an Islamic
Palestinian state, the rejection of any Western presence in Muslim countries
and opposition to the secularisation and Westernisation of Arab society. 

Harkat-ul-Ansar: Its original name was Hizb-ul-Mujahedin. It is a Sunni
organisation formed in Karachi, Pakistan, in 1980, primarily to send
volunteers to Afghanistan to help Afghan rebels fight against Soviet forces. 

Harkat ul-Mujahedin (HUM): A radical Muslim movement operating in
Kashmir, the group is derived from the Harkat-ul-Ansar (HUA) created in
1993 to coordinate the actions of the Islamist Pakistanis with those of the
Afghan Mujahedin. Led by Fazl Rahman Khalil and Farouk Kashimiri, his
second-in-command, it is responsible for the kidnappings of several
Westerners in Kashmir during the summer of 1995. Described as a terrorist
organisation at the end of 1997, the HUA changed its name to Harkat ul-
Mujahedin. The HUM is considered to be the main movement in Kashmir
and its popularity has been widely reinforced following the American bom-
bardments of Khost on 20 August 1998.

Hizbollah: Translated as the Party of God, it is a radical Lebanese Shia group
formed in 1982 in response to the Israeli invasion of Lebanon. It advocates
the establishment of Islamic rule in Lebanon as happened in Iran, the
liberation of all occupied Arab lands and the expulsion of non-Muslims
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from Muslim countries. The group is sponsored by Iran and predominantly
operates in the Bekaa Valley, south of Beirut. Its membership is estimated
at 40,000 men in Lebanon and several thousand supporters. It possesses
heavy artillery such as multiple BM-21 rockets. A number of its members
are known or suspected to have been involved in numerous anti-US armed
attacks. The Hizbollah also goes by the name of Islamic Jihad, but its official
armed wing is called the Islamic Resistance. The latter, created in 1983,
oversees military operations in south Lebanon. It has 400 well-trained
fighters and 5,000 supporters. Besides sporadic attacks (bombings or
murders), it leads proper military operations against the Israeli or south
Lebanon’s army. Militarily organised, the Islamic Resistance’s activities have
become increasingly illegal since 1993. The group has tried especially to
establish a popular base in south Lebanon through social aid activities, such
as its Jihad al-Hoed (holy effort for the reconstruction) that finances the
reconstruction of buildings destroyed by the Israeli army. It also gives
$25,000 to the families of the ‘martyrs’ who die during its suicide operations.

Irgun (IZL): Also known as Irgun Zvai Le’umi (National Military
Organisation), and in Hebrew by its acronym Etzel, the group was an under-
ground Jewish armed organisation founded in Jerusalem in the spring of
1931 by a group of Haganah commanders, headed by Avraham Tehomi.
Initially concerned with repelling Arab riots in the country, in 1939 it
focused on British rule. On 1 February 1944, Irgun initiated a revolt against
British rule over Palestine, demanding that the British leave the country
forthwith and a Jewish state be established. Disappointed by British
government policy, on 22 July 1946 the group’s terror attacks culminated
in the blowing up of a wing of the King David Hotel in Jerusalem which
hosted the headquarters of the Palestine government and the British
military command. The united fighting front disintegrated in August 1946,
after the arrest of the Jewish Agency leaders, but Irgun continued to wage
armed attacks on military and government personnel and property. After
the Declaration of Independence of Israel, the high command of the group
offered to disband the organisation and integrate its members into the
army of the new Jewish state. This was achieved in September 1948. Among
the Irgun leaders was Menachen Begin, who later became prime minister
of Israel and the winner with Yasser Arafat of the Nobel Peace Prize. 

Irish National Liberation Army (INLA): Created on 10 December 1974,
it is an extreme left-wing Catholic armed group dedicated to removing
British forces from Northern Ireland and unifying Ireland. A splinter faction
of the Provisional Irish Republican Army (PIRA), it adopted the name
People’s Liberation Army (PLA) and is directed by Hugh Torney. The group
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acts as the armed wing of the Irish Republican Socialist Party, which accepts
the use of force to achieve its political objectives, which include the creation
of a socialist republic in Ireland subdivided into 32 counties. Towards the
late 1980s the INLA underwent extensive restructuring and absorbed many
smaller groups. It is now known as the Irish People’s Liberation
Organisation. Its activities include bombings, assassinations, kidnappings,
extortion and robberies. The group is believed to have a membership of
several dozen gunmen and bombers, plus several hundred sympathisers. 

Islamic Movement of Kurdistan (IMK): Based in Halabja, northern Iraq,
the IMK appears to be split three ways, with allegiances to Saudi Arabia,
Iran and Turkey. The combined strength of its forces is less than 1,500
armed men.

Islamic Movement of Uzbekistan (IMU): Founded in 1999, it is a coalition
of Islamic militants from Uzbekistan and other Central Asian states opposed
to Uzbekistani President Islom Karimov’s secular regime. Its aim is the estab-
lishment of an Islamic state in Uzbekistan and it has approximately 2,000
active armed men as members. Before 2001, the IMU concentrated its
activities against the government of Uzbekistan, mainly carrying out kid-
nappings, hostage taking and car bombs. Since October 2001, however,
many of its members seem to have been either killed or disbanded. Its
military leader Juma Namangiani was allegedly killed during an air strike
in November the same year in Afghanistan. The IMU financially benefits
from the drug trade in Central Asia.

Islamic Salvation Front (FIS): An Islamic movement, it was founded on
10 March 1989 by Abbasi Madani, who remains its president even though
he is incarcerated in a prison in Algeria. The FIS was the largest and most
influential opposition group in Algeria. In January 1991 when it won 188
seats in the Algerian parliament, the elections were declared void and a
military junta took control of the country. Subsequently, the FIS was
banned, leading to the spread of violence and the formation of the group’s
military wing the ‘Islamic Salvation Army’. Later, the FIS accepted amnesty
while other Islamist groups, such as the GIA, continued the armed struggle
(www.ccfis.org/englishdefault.asp). 

Jaish-I-Mohammad (Army of Mohammad): The group emerged out of
the Harkat ul-Mujahedin in the months following the hijacking of an
Indian Airlines plane from Kathmandu in December 1999. Headed by
Maulana Masood Azhar, it is based in Pakistan and wants to overthrow
Indian rule in Kashmir.

Jamiat-ul-Ulema-e-Islam (JUI): The Jamiat-ul-Ulema-e-Islam (JUI) is a
Pakistani political group led by Maulana Fazlur Rahman. Formed in 1945
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after splitting from the Jamiat-ul-Ulema-e-Hind, its objective was an inde-
pendent Pakistan. In 1977 the JUI contested the National Assembly elections
as a component of the Pakistan National Alliance. It did not sympathise with
General Zia’s Islamisation programme and in 1981 joined other groups who
demanded free elections. In 1990, the JUI won six seats in the National
Assembly and in the 1993 national elections the JUI was the main component
of the Islami Jamhoori Mahaz, which won four seats in the National
Assembly. In the 2002 elections, the party won several seats as part of the
Muttahida Majlis-e-Amal and Maulana Fazlur Rahman was in the running
as prime minister. However, he lost and is now part of the opposition.

Japanese Red Army (JRA): Formed around 1970 after breaking away from
the Japanese Communist League-Red Army Faction, its objectives are the
removal of the monarchy and of the Japanese government and the advent
of a global Marxist revolution. However, it operates mainly as a ‘mercenary’
movement. It is headed by Fusako Shigenobu. Its members have been
trained in camps in the Bekaa Valley (Lebanon). During the Cold War, the
JRA received support from the USSR and East Germany but, with the fall
of the Soviet bloc, it seems that China took over as a sponsor in order to
destabilise its main rival in the Pacific area, Japan. Japanese police efforts
and ideological weariness have reduced the group’s members to about
20–30 die-hards, all of whom are in exile in Lebanon, Afghanistan,
Romania, North Korea and, according to some persistent rumours, even in
Colombia. Today the JRA as an organisation seems to be inactive, even
though its leaders (Fusako Shigenobu and Kunio Bando) are still at large and
wanted by the police.

Jemaah Islamiyah: The Jemaah Islamiyah dates back to the late 1970s. It
is a militant Islamist group active in several South East Asian countries; its
aims include the establishment of a Muslim fundamentalist state in the
region. The group has its roots in Darul Islam, a violent radical movement
that advocated the introduction of Islamic law in Indonesia. Abu Bakar,
an Indonesian of Yemeni descent, is thought to be the group’s spiritual
leader. It has an estimated membership of 2,000 armed men in Malaysia
alone. It operates in South East Asia, including Indonesia, Malaysia,
Singapore and possibly the Philippines and Thailand. Indonesian officials
have jailed several members of the group for allegedly planning the October
2002 bombing that killed nearly 200 people in a Bali nightclub.

Komando Jihad: Komando Jihad was formed in 1977 in Indonesia with the
intention to persuade men associated with previous Muslim rebellions to
launch a renewed drive for an Islamic state. The Komando Jihad also aimed
at discrediting the PPP, the Muslim Political Party in Indonesia. 
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Kopassus, Group IV: The Special Forces Command (KOPASSUS), also
known as ‘militer khussus’ or ‘milsus’ (special military), was founded in
1952. The group engaged in acts of state terrorism in Indonesia. By the late
1990s its membership had reached 6,000 armed men. Part of the
Indonesian security forces under Suharto and Sukarno, the KOPASSUS was
divided into various groups. Group IV specifically handled intelligence
operations and its members were trained in intelligence gathering, a variety
of special operations techniques and sabotage. 

Kosovo Liberation Army (KLA): Also known as the UCK in the Albanian
acronym, it is generally considered as a guerrilla movement aiming to unite
the Muslim populations of Kosovo, Macedonia and Albania into a greater
Albania. The KLA does not operate like a monolithic organisation, but as
small relatively autonomous units. Its members are grouped under a
military-like structure, they wear uniforms and distinctive badges. Between
1995 and 1998, the KLA targeted the Serbian police and local political
figures in Kosovo as well as the Kosovars suspected of collaborating with
the Serbian police. Since mid-1998, the group has become better organised
and better armed thanks to the pillaging of Serbian and Albanian
ammunition, the financial help of Muslim and Western countries and the
interaction with bin Laden’s terror network. At the peak of its strength,
during the Kosovo war, its membership was estimated to be around
12,000–20,000 men in arms. 

Kurdistan Workers Party (PKK): The party was founded on 27 November
1978, inspired by the leftist student organisations in Turkey in the 1960s.
Its ideological base was primarily created by Abdullah Ocalan and its main
goal was the setting up of an independent Kurdish state in south-eastern
Turkey. Until the 1980s, the group mostly conducted locally supported
attacks on tribal chiefs in the Urfa province. After the military coup in
Turkey on 12 September 1980, the PKK leaders moved to the Syrian-
controlled Bekaa Valley. In 1982, thanks to financial assistance from
Kurdish businessmen and workers in Libya, political backing from the Iraqi
Kurds and training in Lebanon and Syria, the PKK expanded its activities.
Between 1980 and 1984, while Ocalan established his power, some of his
internal dissenters deserted him and established their own organisations,
such as TEVGER (Kurdistan Liberation Movement). By 1992, the PKK was
reputed to have about 10,000 militants and supporters (www.pkk.org).

Lashkar-e-Taiba: The Lashkar-e-Taiba (the Army of the Pure) envisions the
expansion of the Jihad in Jammu and Kashmir to the rest of India and the
creation of two independent homelands for the Muslims of South and
North India. Based in Pakistan, it provides military training for its members,
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which includes the use of arms and ammunition, ambush and survival
techniques. In January 2002, the organisation was declared terrorist by the
Pakistan government and banned.

Laskar Jihad: Defined also as the Indonesian Holy Warriors, this is a para-
military organisation that has threatened to wage Jihad against the region’s
Christians, especially in the Moluccas. Since 1999, the Laskar has also been
linked to several raids on Christian communities in the north of the
Halmahera island in which at least 200 people have been killed and many
more injured. 

Lebanese National Movement (LNM): The movement was formed in 1976
in Lebanon by Kamal Jumblatt to bring about political reform in the
country in alliance with the PLO. When Jumblatt was assassinated in 1977,
the LNM abandoned its programme of political reform and in 1980 began
building bridges with the traditional Islamic leadership. Israel’s invasion
of Lebanon in 1982 struck a blow at both the PLO and the LNM.

Liberation Tigers of Tamil Eelam (LTTE): A separatist movement in the
north of Sri Lanka, it was created as a result of the sporadic insurrectionary
movement that has shook this region since 1948. The LTTE appeared in
1977 to carry out a guerrilla war in Sri Lanka. Its members are estimated at
8,000 armed men and it essentially operates within Sri Lanka, but has also
conducted some operations in India, in the state of Tamil Nadu where it
has many supporters. The Black Tigers, the LTTE’s most violent wing, have
committed some of the group’s bloodiest attacks: the bomb attack that
killed Indian prime minister Rajiv Gandhi (May 1991), the murder of Lalith
Athulamudali, Sri Lankan opposition leader (April 1993) and the murder
of Sri Lankan President Ranasinghe Premadasa (May 1993). The Black Tigers
have also led two truck bomb attacks against the Central Bank in Colombo
(January 1996) and the Colombo World Trade Center (October 1997). Its
members are said to carry a cyanide capsule to commit suicide if they are
arrested. The Black Tigers were the first armed group to use suicide bombers.
The LTTE also have a naval unit, the Sea Tigers, to create problems for the
Sri Lankan army’s northern garrisons, which receive supplies only by sea
or air. The Sea Tigers also have a suicide unit called the Black Sea Tigers. The
LTTE’s operations are financed by ‘grants’ – more or less voluntary – made
by the Tamil diaspora in Western Europe and the US. It also has a signifi-
cant overseas support structure for fundraising, weapons procurement and
propaganda activities (www.eelam.com).

Moro Islamic Liberation Front: Based in Mindanao, this armed group was
formed in 1978 when Hashim Salamat, with the support of the ethnic
Maguindanaos from Mindanao, split from the Moro National Liberation
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Front (MNLF). It advocates a more moderate and conciliatory approach
towards the government. Its membership is estimated at around 2,900 men.
The group’s military branch called the Bangsa Moro Islamic Liberation
Front, however, is more radical than the MNLF and refuses to accept the
peace treaty signed between the present and previous governments. 

Movimento 19 Abril (M19): The Movimento 19 Abril was founded in
1974. In 1980 it became known for the occupation of the embassy of the
Dominican Republic in Bogota. In 1990 the group abandoned the armed
struggle after 16 years to form the political party Alianza Democratica M19. 

Movimento Revolucionario Tupac Amaru (MRTA): A revolutionary
movement with Marxist-Leninist leanings created in 1983, its name is
derived from Tupac Amaru, the leader of the Indian revolt against the
Spaniards in 1780. Its main operational area is around Lima and in the
departments of Junin and San Martin. On 17 December 1996, a commando
unit of 14 men seized the Japanese embassy and 400 of the ambassador’s
guests. During the negotiations conducted by President Fujimori, where
he notably asked for Fidel Castro’s mediation, an operation of interven-
tion was prepared in secret. The president himself successfully directed the
operation on 22 April 1997, in which a hostage lost his life. The Tupac
Amaru’s main financial sources are extortion, narco-traffickers’ protection,
kidnappings and burglary. It is believed to have 100 active armed members
(www.voz-rebelde.de).

Muslim Brotherhood: This is a radical Muslim organisation, created in
1928 by Abd el-Rahman al-Banna, an Egyptian teacher. Since 1935, the
Muslim Brotherhood has maintained contact with Hadj Amino Al-Husseini,
Mufti of Jerusalem, and taken part in the Palestinian insurrection in 1936.
In 1945, a Palestinian branch of the movement was created in Jerusalem
by Saïd Ramadan. The movement quickly became successful and many of
its members took part in the war of 1948. Held responsible for the murder
of the Egyptian prime minister in 1948, al-Banna was murdered, probably
by government agents. The organisation was declared outlaw in 1957 by
Nasser, who feared an attack against himself. About 20,000 brothers were
jailed. The Muslim Brotherhood’s aim is the reinforcement of Islamic
culture in the Muslim countries. Its Palestinian wing has generated the al-
Moujamma Al-Islami in the occupied territories, from which Hamas was
created. Although adhering to the final aim to free Palestine from Israeli
occupation, the Muslim Brotherhood gives priority to Islam’s reinforce-
ment and growth. Its financial resources come largely from Saudi Arabia
(www.ummah.net/ikhwan).

National Front for the Liberation of Libya: This is a political movement
against the regime of Muammar Gaddafi in Libya. It was formed in October
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1981 with the goal of ending Gaddafi’s reign and establishing a constitu-
tional and democratically elected government in Libya.

Northern Alliance: It is an Afghan Islamic rebel faction actively and bel-
ligerently opposed to the Taliban regime since their taking control of the
country in September 1996 under the leadership of Mullah Mohammad
Omar. It is primarily a coalition of warlords who, at that time, controlled
5 per cent of Afghanistan, while the Taliban controlled nearly all the rest.
Its leader Ahmed Shah Massoud was killed by al-Qaeda on 7 September
2001. In November 2001, with the help of US military forces, the Northern
Alliance defeated the Taliban and entered the country’s capital Kabul. 

Palestine Liberation Organisation (PLO): A Palestinian nationalist
movement and the central organisation of all Palestinian movements, the
PLO was created in 1964 by Ahmed Shukeiry under the auspices of Egypt.
Its objective, as stated in its charter established in May 1964, is the creation
of an independent Palestinian State on the territory today covered by Israel
or, at least, in the occupied territories (Gaza and the West Bank). Its leader
is Yasser Arafat and the organisation is divided into various subgroups: the
Popular Front for the Liberation of Palestine, the Popular Democratic Front
for the Liberation of Palestine, General Command and al-Fatah. Originally,
its aim was the destruction of Israel and to achieve this it launched a terror
campaign. However, in the 1990s the PLO decided to move towards the
political arena. On 9 September 1993, in a letter to Israeli Prime Minister
Rabin and Norwegian Foreign Minister Holst, Arafat committed the PLO to
cease all violent and terrorist activities. However, during the second Intifada,
elements of the PLO resumed armed attacks (www.pna.net).

Popular Front for the Liberation of Palestine (PFLP): The Popular Front
for the Liberation of Palestine (PFLP) is a Marxist-Leninist group founded
in 1967 by George Habash. It was one of the first Palestinian organisations
to use political violence to draw attention to its cause. The organisation
carried out a long list of armed attacks in the international arena, particu-
larly hijackings. With the collapse of the Soviet Union, the PFLP found
itself pushed to the periphery of the Palestinian armed struggle and was
replaced, in the occupied territories, by Islamist groups such as Hamas.
Attempting to regain the initiative after the signing of the Declaration of
Principles in 1993, the PFLP joined forces with a 10-member rejection front,
based in Damascus. It forbade its members to participate in the Palestinian
elections in 1996. However, three years later, Abu Ali Mustafa, the
designated successor of George Habash, travelled to Cairo to negotiate
better terms with Yasser Arafat and in September 1999 he received
permission to enter the Palestinian autonomous areas. The headquarters of
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the PFLP were also moved from Damascus to the Palestinian city of
Ramallah. On 27 August 2001, Abu Ali Mustafa was killed in an attack
carried out by the Israeli army and Ahmed Sadat was appointed general
secretary on 3 October of the same year (www.Pflp-pal.org).

Provisional IRA: The Provisional Irish Republican Army (PIRA) is a radical
armed group formed in 1969 as a spin-off of the original Irish Republican
Army whose origins date back to 1916. Its aim is the removal of British
forces from Northern Ireland and the unity of Ireland. The group rose to
prominence in the summer of 1969 after riots and clashes between
Catholics and Protestants in Ulster. It then began conducting guerrilla
ambush operations against the British Army and police. In 1981 ten IRA
prisoners, lead by Bobby Sands, died as a result of a hunger strike in the
Maze, a Northern Ireland prison. The provisional IRA received financial
support and aid from sympathisers in the US and some of its members have
received arms from Libya and training from the PLO. The IRA used
bombings, assassinations, extortion, robberies, but rarely kidnappings, to
raise funds. Before its 1994 cease-fire, its targets included senior British
government officials, military and police in Northern Ireland and Northern
Irish Loyalist paramilitary groups. Since breaking its cease-fire in February
1996, IRA operations have included bombing campaigns on train and
subway stations and shopping areas on mainland Britain, attacking the
British military and Royal Ulster Constabulary in Northern Ireland, and
British military facilities in Europe. The IRA officially ceased its armed
struggle after the Good Friday Agreement of 1998.

Red Brigades (Brigate Rosse, BR): The Red Brigades was formed in 1969
in Italy out of the student and workers’ movements. Its ideology advocated
violence in the service of class warfare and revolution. The Red Brigades
possessed the most solid and consistent ideology among all European
extreme left armed organisations of the 1970s and 1980s. The group was
based in and operated from Italy and mainly targeted symbols of the estab-
lishment such as industrialists, politicians and businessmen. In 1978, in
what became the hallmark of Italian political terrorism, the group
kidnapped former prime minister, Aldo Moro. He was held captive for
nearly two months, before his corpse was finally found in a car in the heart
of Rome. The same year, New York Times reported that the core of the Red
Brigades consisted of 400–500 full-time members. From the mid-1980s
onwards, however, the Red Brigades entered a period of decline and became
increasingly isolated from its working class base and from public opinion.
In 1981 the pentiti (repentant) legislation was issued: it encouraged
defection and enhanced the powers of the security forces, helping to hasten
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the group’s decline. In April 1984, four imprisoned leaders of the organ-
isation published an ‘open letter’ in which they rejected the armed struggle
as pointless in the new political context of Europe. That was the beginning
of the Battaglia della Liberta (Struggle for Freedom) to which many former
members of the group adhered. The same year the group split into two
separate factions: the Communist Combatant Party (BR-PCC) and the
Union of Combatant Communists (BR-UCC). Some of its members are
believed to be living clandestinely in other European countries, especially
in France where they have taken refuge.

Revolutionary People’s Liberation Party/Front (DHKP/C): The group
was formed in 1978 in Turkey under the name Devrimci Sol, or Dev Sol, a
splinter faction of the Turkish People’s Liberation Party/Front. However, it
was given its present name in 1994 after factional infighting. It espouses a
Marxist ideology and is virulently anti-US and anti-NATO. Armed robberies
and extortion are its main source of funding. 

Revolutionary United Front (RUF): The RUF is a rebel group formed in
1991 with support from the National Patriotic Front of Liberia and is based
in Sierra Leone. The RUF uses guerrilla tactics and its aim is to topple the
current government of Sierra Leone and to retain control of the lucrative
diamond-producing regions of the country. The group funds itself largely
through the extraction and sale of diamonds obtained in the areas of Sierra
Leone under its control. A UN report on the country stated that President
Charles Taylor of Liberia provides support to the RUF.

Second Soran Unit: This group, with between 350 and 400 armed men
led by Asad Muhammad Hasan (Aso Hawleri), was the single largest military
unit in northern Iraq within the Islamic Movement of Kurdistan (and its
successor, the Islamic Unity Movement). Approximately 50–60 Arabs also
fight with the group, many of whom trained in Afghanistan. In 1998, the
Second Soran Unit created a political front group called the Central Islamic
Faction led by Aso Hawleri, several Arabs and a Turk named Abu Khubayi
Barachak (now imprisoned by the KDP on terrorism charges). After the split
in the IMK and Islamic Unity Movement, the Second Soran Unit initially
became independent, but eventually joined the Tawhid Islamic Front.

Sendero Luminoso: Literally translated as ‘shining path’, the group derives
its name from Mariategui, an avowed Marxist, who once stated that
Marxism was a ‘shining path to the future’. Shining Path, established in
the late 1960s in Peru by former university professor Abimael Guzman,
arose in response to Peru’s entrenched system of race- and class-based dis-
crimination, which has deeply impoverished most of the country’s
population, especially citizens of indigenous descent. It seeks to topple the
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existing Peruvian government in favour of an Indian-run socialist system.
The group’s terror tactics have resulted in the deaths of between 10,000
and 12,000 people since its creation in 1970. Oscar Ramirez Durand and
Judith Ramos Cuadros currently lead the group. Funding for the group
continues to come primarily from robberies, crimes and drug trade,
although a significant revenue source remains the ‘war tax’ that the group
demands from local businesses and individuals. Its network consists of
approximately 1,500–2,500 armed militants and a larger number of
supporters, mostly in rural areas.

Stern Gang: This was an extremist group formed as a spin-off of the Irgun
in 1939. Both groups were especially active during and after the Second
World War against the British authorities in Palestine. Both maintained
several thousand armed men until all Israeli forces were integrated in June
1948. 

Ulster Defence Association (UDA): Formed in 1971 as an umbrella organ-
isation for loyalist paramilitary groups, the UDA remained a legal group
until 1992 when the British government proscribed it. It has been linked
to pipe bombings and sporadic assaults on Catholics in Northern Ireland.
It has an estimated membership of 2,000–5,000 armed members, with
several hundred active in paramilitary operations.

UNITA (União Nacional para a Independência Total de Angola): It is an
‘Africanist’ party, emphasising ethnic and rural rights, formed in 1966 to
fight against Angola’s government. Later, it renounced the armed struggle
but, after losing the 1992 elections, UNITA took up arms again. Today, it
is involved in negotiations with the government on the future of the
country and an uneasy cease-fire appears to be holding. 

World Islamic Front for the Jihad against Jews and Crusaders: Al-Qaeda
(see above) is sometimes known by this name as well.
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Afghan Pipeline: System of shipment and distribution of supplies and
cash to the Mujahedin in Afghanistan set up by the CIA and the ISI during
the anti-Soviet Jihad.
Anni di Piombo: Period of most intense political violence in Italy (1969–81)
waged against the state by both right- and left-wing armed groups. ‘Anni
di Piombo’ is commonly translated as the ‘years of the bullet’. 
Anti-Soviet Jihad: Common definition of the Afghan war of 1979–89. The
war was triggered by the Soviet invasion of Afghanistan in December 1979
and ended with the Red Army’s defeat and withdrawal in February 1989.
Arab-Afghans: Term originally used to distinguish between Afghan and
non-Afghan Muslim fighters in the anti-Soviet Jihad. The term Arab-
Afghans now includes all Muslims who joined in the fight.
ARENA: Abbreviation for Alianza Republicana Nacionalista (Nationalist
Republican Alliance) a coalition group of El Salvador. It was founded in
September 1981 by rightist military officers, landowners and leaders of the
death squads.
Armed Community: Expression used in the jargon of Italian armed groups
to define members of armed organisations.
Asian Development Bank: Established in 1967, the bank assists in
economic development and promotes growth and cooperation in Asian
developing member countries. A body of 47 members, which includes both
Asian and Western developed and developing countries, owns the bank. 
ATTA: Abbreviation for Afghan Transit Trade Agreement. In 1950
Afghanistan, a landlocked country, signed this agreement with Pakistan
guaranteeing the right to import duty-free goods through the port of
Karachi. During the anti-Soviet Jihad, ATTA became synonymous to the
smuggling of Afghan duty-free goods.
Bundesbank: The German central bank, with headquarters in Frankfurt;
established in 1957. 
Caliph: Honorary title adopted by the Ottoman sultans in the sixteenth
century, after Sultan Selim I conquered Syria and Palestine, made Egypt a
satellite of the Ottoman Empire and was recognised as the guardian of the

223
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holy cities of Mecca and Medina. The term derives from the Arab Khalifa,
which means succeed; its literal translation is Prince of the Faithful. Caliph
was the Muslim title for the chief civil and religious ruler, who protected the
integrity of the state and of the faith. The Caliphs were the successors of
Mohammad. However, they were not prophets; ‘one of the fundamental
tenets of Islam is that Mohammad was the Seal of the Prophets, the last of
the line that included Adam, Noah, Abraham, Moses and Jesus before him’.1

Caliphate: Term indicating the dominion of the Caliph.
Chador: Traditional Muslim dress for women, similar to a black coat it
covers the body from head to toe. 
CIA: Central Intelligence Agency, United States intelligence agency.
Colombo Plan: Founded in 1951 and known as the Colombo Plan for
Cooperative Economic Development in South and South East Asia until it
was expanded in 1977 and became the Colombo Plan for Cooperative
Economic Development in Asia and the Pacific. It is an arrangement that
permits a developing member country to approach a developed member
country for assistance on a one-to-one basis. Assistance may be technical
or in the form of capital or commodity aid. 
Contra: Short for contra revolucionarios (counter-revolutionary). The term
defines a member of the Nicaraguan Resistance, a right-wing armed
resistance movement in the 1980s supported by the United States that
fought against the national Sandinistas government. The Contras were
primarily former members of the National Guard of Somosa, the former
Nicaraguan dictator.
Commercial War Economy: Form of war economy run by armed groups
and based on the commercialisation of local resources, i.e. coca plantations
and trafficking in illegal products such as narcotics, from the regions they
militarily control. 
Croatian Pipeline: System of shipment and distribution of supplies and
cash to the Mujahedin and Muslims fighting in the former Yugoslavia.
Crusades: Military campaigns waged by Catholic European forces to reclaim
the Holy Land from Muslim control. Between the eleventh and thirteenth
centuries there were eight crusades. In 1085, Pope Urban II launched the
First Crusade, introducing the concept of a war sanctioned by divine power.
Catholic knights who took part in them believed that they were walking
a new path to heaven. For the Muslims the Crusades were military
campaigns to expand the domain of Christendom and eliminate Islam.
Diaspora: Term originally used to describe the Jews living in scattered com-
munities outside Eretz Yisrael (the Land of Israel) during and after the
Babylonian Captivity (sixth century BC) and, especially, after the dispersion
of the Jews from the region following the destruction of the Temple by the
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Romans in AD 70 and the Bar-Kokhba War in AD 132–35. In modern times
the word refers to the Jews living outside Palestine or present-day Israel.
When the word is applied – usually in lower case – to non-Jews, such as the
Palestinian Arab refugees, the word describes the situation of the people
of one country dispersed into other countries. 
Drug Barons: Wealthy and powerful businessmen whose power derives
from trading narcotics. 
Failed States: Countries with weak or non-existent central authority. States
that do not enjoy state sovereignty in the modern sense, that is, ‘unques-
tioned physical control over the defined territory, but also an administrative
presence throughout the country and the allegiance of the population to
the idea of state’.2

Faqih: An expert in religious jurisprudence, specifically a Shia cleric whose
mastery of the Qur’an, the traditions of the Prophet and the Twelve Imams,
and the codices of Shia Islamic law permit him to produce binding inter-
pretations of religious laws and regulations. 
Fatwa: A technical term used in Islamic law to indicate a formal legal
judgment or binding religious ruling made by a qualified Islamic scholar
or jurist.
Fedayeen: Literally ‘he who sacrifices himself’. The name comes from the
early Palestinian refugees who, displaced by the Israelis, organised
themselves in armed bands in the Sinai and Gaza Strip. Throughout the
1950s, the Fedayeen raided Israel from across the border. 
Fitna: Originally considered a trial, a temptation to test the believer’s faith,
fitna now refers to periods of unrest and internal war within the Muslim
community. It is often used in Islamic history with the specific historical
sense of Civil War. In Hamas’s jargon fitna has become known as the violent
version of the Intifada.
Gaza Strip: Former Egyptian territory occupied by Israel in the 1967 War. 
Glas’nost: Russian term for public discussion of issues and accessibility of
information to the public. Devised by Soviet leader Mikhail S. Gorbachev
to provoke public discussion, challenge government and party bureaucrats,
and mobilise support for his policies through the media. 
Gross Domestic Product (GDP): The total value of goods and services
produced exclusively within a nation’s domestic economy, in contrast to
the gross national product (GNP). Normally computed over one-year
periods. 
Gross National Product (GNP): The total value of goods and services
produced within a country’s borders plus the income received from abroad
by residents, minus payments remitted abroad by non-residents. Normally
computed over one-year periods. 
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Guerrilla: The term derives from the Spanish ‘guerrilla’, meaning small
war. It was originally used in Spain to describe the resistance against the
Napoleonic troops. It refers to the techniques of fighting used by small
groups or units against a much larger regular army. For the guerrilla to
succeed it is essential to be legitimated and integrated among the civilian
population. It is also known as the ‘war of attrition’, because its tactics are
aimed at demoralising and tiring the enemy more than at defeating it. After
the war in Algeria and the Vietnam War, this concept of war of attrition has
been extended to the political arena. 
Guerrilla War Economy: Form of war economy run by armed groups and
based predominantly on the exploitation of local resources. In this model
armed organisations develop close ties with local populations, which tend
to share their ideological and political causes.
Hawala: Term indicating an alternative or parallel remittance system to
the banking system. It exists and operates outside of, or parallel to, ‘trad-
itional’ banking or financial channels. The components of hawala that
distinguish it from other systems of money transfer are trust and the
extensive use of connections, such as family relationships or regional affili-
ations. Unlike traditional banking, hawala makes minimal (often no) use
of any sort of negotiable instrument. Transfers of money take place based
on communications between members of a network of hawaladars, or
hawala dealers.
Hawaladars: Hawala dealer.
Hijra: Literally means to migrate, to sever relations, to leave one’s tribe.
Throughout the Muslim world, hijra refers to the migration of Mohammad
and his followers to Medina in AD 622, marking the start of the Muslim era.
In this sense, the word has come into European languages as ‘hegira’ and
is usually and somewhat misleadingly translated as ‘flight’. 
Hizbollah: the Party of God. This is the name borne by a major funda-
mentalist Shiite movement in Lebanon formed after the 1979 Iranian
Revolution.
Imam: A word used in several senses. In general use, it means the leader
of congregational prayers; as such it implies no ordination or special
spiritual powers beyond sufficient education to carry out this function. It
is also used figuratively by many Sunni (q.v.) Muslims to mean the leader
of the Islamic community. Among Shias (q.v.) the word takes on many
complex meanings; in general, however, and particularly when capitalised,
it indicates a particular descendant of the Party of Ali who is believed to
have been God’s designated repository of the spiritual authority inherent
in that line. The identity of this individual and the means of ascertaining
his identity have been major issues causing divisions among Shias. 
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International Monetary Fund (IMF): Established with the World Bank in
1945, it is a specialised agency affiliated with the United Nations and
responsible for stabilising international exchange rates and payments. Its
main function is to provide loans to its members (including industrialised
and developing countries) when they experience balance of payments dif-
ficulties. These loans frequently carry conditions that require substantial
internal economic adjustments by the recipients, most of which are
developing countries. 
Irredentism: Term deriving from the Italian ‘Risorgimento’. Its root comes
from the word unredeemed, unrecovered. The Irredentist movement
advocated the recovery and union to Italy of all Italian-speaking districts,
which were subjects of other countries. The modern usage refers to the
unity of people speaking the same language under a common state.
ISI: Inter Services Intelligence, Pakistani military intelligence service.
Islamic: Term used to describe the belief and adherence to the preaching
of Islam.
Islamist: Term used to define members of Islamic fundamentalist armed
groups. It can be defined as the beliefs of groups who officially have their
core in the preaching of Islam but base their practice on the armed struggle.
Jahiliyya: State of ignorance. The Arabic word is used to define the pre-
Islamic period.
Jihad: This term has often been translated as ‘Holy War’, a concept coined
in Europe in the eleventh century which refers to the Crusades and which
has no equivalent in Islam. Jihad derives from the Arabic root of ‘striving’;
therefore a better translation would be ‘striving in the cause of God’. There
are two aspects of the Jihad: the greater jihad, fighting to overcome carnal
desires and evil inclinations; and the lesser jihad, the armed defence of
Islam against aggressors. The term Jihad has been used by different armed
groups in their violent confrontations with the West; famously Osama bin
Laden called for a jihad in his fatwa against Americans, using the term as
a ‘just war’ against the oppressor.
Jirga: Council, assembly or meeting to discuss political or legal issues.
KGB (Komitet Gosudarstvennoy Bezopasnosti): Committee for State
Security. It was the predominant Soviet security police organisation since
its establishment in 1954 as the successor to the MVD (Ministerstvo
Vnutrennykh Del, Ministry of Internal Affairs). In October 1991 Gorbachev
decreed that the KGB should be disbanded because of its involvement in
the August coup d’état. The KGB was replaced by the SVR (foreign intelli-
gence service) and FSB (federal security service). 
Khanate: Dominion or territorial jurisdiction of a Mongol khan (ruler). 
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Khmer Rouge: The name given to the Cambodian communists by Prince
Norodom Sihanouk in the 1960s. Later, the term was applied to the
insurgents of varying ideological backgrounds who opposed the Khmer
Republic regime of Lon Nol. Between 1975 and 1978, it denoted the
Democratic Kampuchea regime led by the radical Pol Pot faction of the
Kampuchean (or Khmer) Communist Party. After being driven from Phnom
Penh by the Vietnamese invasion of Cambodia in December 1978, the
Khmer Rouge went back to guerrilla warfare and joined forces with two
non-communist insurgent movements to form the coalition government
of Democratic Kampuchea. 
Kufr: Literally meaning infidelity, unbelief, atheism, the term is used to
describe those who do not believe in Islam, i.e. the infidels.
Madaris: plural of madrassah.
Madrassah: School, college, place of education, often linked to, or
associated with, a mosque.
Maghrib: The western Islamic world (northwest Africa); distinguished from
the Mashriq, or eastern Islamic world (the Middle East). Literally, ‘the time
and place of the sunset – the west’. For its Arab conquerors, the region was
the ‘island of the west’ (jazirat al-maghrib), the land between the ‘sea of
sand’ (the Sahara) and the Mediterranean. Traditionally includes Morocco,
Algeria, Tunisia and Tripolitania (in Libya); more recently some sources
have treated Mauritania as part of the region. Also transliterated as
Maghreb. 
Maquis: Guerrilla fighters’ units of the French underground during the
Second World War. Maquis has also been used by the French to describe the
indigenous partisan groups, trained by them, who fought against the
communists during the First Indochina War (1946–50).
Maronites: The largest Christian sect in Lebanon, the Maronite Church is
one of a group of Christian churches known as Uniate, which are in full
communion with the Holy Sea of Rome, but are separately organised and
adhere to an Eastern rite. Maronites settled in the mountains of northern
Lebanon in the mid-seventh century; many continue to live there and in
East Beirut. They have traditionally looked to the West for cultural inspi-
ration. They tend to be better educated and wealthier than other segments
of Lebanese society. Prior to the civil war, by custom, the president of the
Republic of Lebanon was a Maronite. 
Mare Nostrum: Literally, our sea, term used to describe the Mediterranean
sea during the Roman Empire.
Martyrdom: The suffering of death, or the sacrifice of one’s own life, on
account of adherence to a cause and especially to one’s religious faith.
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Millet: In the Ottoman Empire, this term indicated the policy of
governance of non-Muslim minorities. The system created autonomous
communities ruled by religious leaders responsible to the central
government. 
Modern Jihad: Modern interpretation of the Jihad where it becomes an
instrument to fight the West. The Modern Jihad is an integral part of
Islamist political violence.
Money Laundering: The process through which any money which breaks
anti-money laundering laws is ‘washed’ or ‘recycled’ through legitimate
institutions. In the United States, there are some 200 classes of domestic
crime and if you knowingly handle money derived from one of these
crimes, then you have committed a money-laundering offence. However,
only some 12–15 of these types of crimes are applicable if the crime is
committed outside US borders. These crimes are related to drugs, violence,
bank fraud, corruption by foreign government officials and crimes that
break certain treaty obligations of the United States. The exact number of
overseas crimes that constitute an offence under US anti-money laundering
laws is a bit vague because several of the possible laws have not been tested
in court.
Mosque Network: System of mosques around the world. The Mosque
Network is used to finance and recruit for Islamist armed groups.
Mufti: Religious jurist who issues judgments and opinions on Islamic law
and precedent. 
Mujahedin: The term derives from the Arabic mujahid, literally meaning
‘he who wages Jihad’. The term was applied to Muslims fighting the Red
Army during the anti-Soviet Jihad in Afghanistan (1979–89) and has been
translated as ‘holy warriors’. Today it is used to describe Islamic guerrilla
fighters, especially in the Middle East. 
Mullah: Word deriving from the Arabic mawla: master. It was borne as a
title of respect by religious figures and jurists. 
Muslim Brotherhood: Founded in Egypt in 1928, this confraternity is
considered the matrix of all modern Islamist movements of Sunni
obedience. Present all over the world, the Muslim Brotherhood promotes
a more fundamentalist and militant Islam. 
Narco-terrorism: Use of terror tactics by the narco-traffickers and drug
lords to protect their illegal businesses. It also describes the alliance between
drug lords and armed organisations. Both have interests in destabilising
governments and breaking down the established social order. 
Nationalism: Term used to describe the sentiment and ideology of
attachment to a nation and to its interest. The word originates from the
theory that a state should be founded in a nation and that a nation should

Napoleoni 03 chap 16  4/7/03  14:15  Page 229



230 Modern Jihad

be constituted as a state. Nationalism requires the consciousness of national
identity, which includes territorial integrity, common language, custom
and culture.
New Economy: Term referring to the birth and development of a new
economic sector created by the Internet revolution.
Nom de Guerre: Name used to hide the real identity of clandestine
combatants, members of armed organisations and to project a certain image
inside the armed organisation and to the outside world.
North Atlantic Treaty Organisation (NATO): Also called, particularly in
official NATO publications, the Atlantic Alliance or the Alliance. Created
as a defensive political and military alliance by the signing of the North
Atlantic Treaty in April 1949, with twelve charter members: Belgium,
Britain, Canada, Denmark, France, Iceland, Italy, Luxembourg, the
Netherlands, Norway, Portugal, and the United States.
Operation X: Codename for operations in which opium was purchased
from Hmong tribesmen in Laos and sold to Binh Xuyen in Saigon. 
Ottoman Empire: Formed in the thirteenth and fourteenth centuries when
Osman I, a Muslim prince, and his successors, known in the West as
Ottomans, took over the Byzantine territories of western Anatolia and
south-eastern Europe and conquered the eastern Anatolian Turkmen prin-
cipalities. The Ottoman Empire disintegrated at the end of the First World
War; the centre was reorganised as the Republic of Turkey and the outlying
provinces became separate states. 
Pax Americana: Concept describing a peaceful and secure period in
mainland America produced by US domination (from 1865 to 2001). 
Pax Romana: Concept encapsulating one of the positive consequences of
the rule of Rome during the Roman Empire. It refers to two centuries of
peace and security inside the territories controlled by Rome (from 27 BC
to AD 180).
Perestroika: Literally, rebuilding. Gorbachev’s campaign to revitalise the
Communist Party, the Soviet economy and Soviet society by reforming
economic, political and social mechanisms. 
Predatory War Economy: Type of war where armed groups relate to local
population and economic resources through violence and predation. This
type of political economy results in the progressive destruction of resources.
The impact on the population is dramatic, resulting in massive displace-
ment, destitution and death.
Processo Guerriglia: Concept introduced by the Red Brigades defendants
at the Turin trial in 1978. The idea was to transform the trial into a violent
propaganda show for the violent action conducted by members of the Red
Brigades still at large. 
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Qadi: (pl. qudah) Islamic judge who presides over Sharia court. 
Qisas: Literally means retaliation. Pre-Islamic blood revenge (tha’r) was
replaced by the concept of just retaliation.
Recycling of Petrodollars: Economic process through which the excessive
dollar inflows (surpluses) of the current account of the balance of payments
of oil-producing countries, generated by the first oil shock (1973–74), were
reversed with massive dollar outflows on the capital account. This process
was made possible by channelling vast amounts of money through inter-
national banks in the West.
Salaphism: The term derives from the word salaf, which means ‘old’.
Salafists refer therefore to the Prophet as well as to his top three successors:
Caliphs Abou Bakr, Omar and Othman. They were expected to emulate the
life of their pious forebears. The Qur’an and Sunnah (the Prophet’s words
and gestures) are their unique reference. 
Sandinista: Originally a member of the Marxist group attempting to
overthrow the Somozas or their handpicked president in the 1960s and
1970s. The group took its name from Augusto Sandino, who led a guerrilla
struggle against the US occupation of Nicaragua in the 1930s. The political
arm of the group, the Sandinista National Liberation Front (Frente
Sandinista de Liberación Nacional – FSLN), was the national government
of Nicaragua from July 1979 to April 1990. After the late 1970s, the term
Sandinista came to be used to designate a member or supporter of the FSLN
or as the adjectival form of the FSLN (the ‘Sandinista’ government). 
Signorage: Term used in the Middle Ages by the Italian lords (Signori) to
issue gold coins, the value of the coins was equal to the value of the gold
contained in it plus the signorage, the cost of producing and issuing the
coins. 
Sharia: The Holy Law of Islam. It contains all the rules (cultural and social)
to which the Muslims must submit. The Sharia (law) derives from the inter-
pretation of the Qur’an and the Sunnah. 
Shia(s): (or Shóte, from Shiat Ali, the Party of Ali) A member of the smaller
of the two great divisions of Islam. The Shia supported the claims of Ali
and his line to presumptive right to the caliphate and leadership of the
Muslim community, and on this issue they split from the Sunni in the first
great schism within Islam. Later schisms have produced further divisions
among the Shia over the identity and number of Imams (q.v.). 
Shiites: The supporters of Ali, the Prophet’s son-in-law, who refused to
submit to caliph Mu’awiyya (the founder of the dynasty) thereby creating
the greatest schism of Islam. A minority among the Muslims and structured
on a hierarchised clergy, the Shiites (in power in Iran) believe in Mehdi,
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an imam who will come out of hiding at the end of time to spread justice
across the earth. 
Shura: The term can be translated as: consultation, counsel and consulta-
tive body. It is, generally, used to refer to the Islamic council.
Sleepers: Members of armed organisations undercover among ordinary
citizens waiting to be activated. Sleepers live a seemingly normal life, yet
they are ready to carry out attacks whenever they receive orders to do so. 
Sophism: The mystical version of Islam whose name, ‘sofis’, dates back to
the eighth century and means ‘wool carriers’. An individual and intimate
dimension of Islam, it has been influenced by Christian, Zoroastrian and
Hindu influences. 
Spetsnaz (Voiska spetsial’nogo naznacheniia): Special-Purpose Forces of
the Soviet armed forces or KGB, trained to attack important command,
communications and weapons centres behind enemy lines. 
State-shell: The result of the process through which armed organisations
assemble the socio-economic infrastructure (taxation, employment services,
etc.) of a state without the political one (no territory, no self-determination).
Sufism: An Islamic movement that emphasises a personal and mystical
approach in the search for ‘divine truth’. Sufism consists of semi-secret Sufi
brotherhoods, each pursuing a different school or ‘path’ of mystic discipline
but having a common goal. 
Sultan: The supreme ruler of the Ottoman Empire. Officially called the
padishah (Persian for high king or emperor), the sultan was at the apex of
the empire’s political, military, judicial, social and religious hierarchy. 
Sunnah: Literally it means ‘trodden path’. It is the ‘customary practice’ of
the faithful deriving from the specific actions and sayings of the Prophet
Mohammad himself. 
Sunnism: The orthodox and largest section of Islam. It means ‘those who
adhere to the Sunnah’ and opposes Shiism. After Mohammad’s death, those
followers who supported a traditional method of election based on
community agreement became known as Sunnis; those who supported Ali
as successor became known as Shias. 
Tamils: Ethnic group, predominantly Hindu, who speak Tamil, a Dravidian
language spoken by a minority in the Northern and Eastern provinces of
Sri Lanka. Tamil is the major regional language spoken in Tamil Nadu State,
southeast India. Sri Lankan Tamils are descendants of settlers and invaders
and are a native minority, which represented approximately 15 per cent
of the population. Indian Tamils are descendants of estate labourers
imported under British sponsorship to the island primarily in the
nineteenth century. The Indian Tamil population has been shrinking
because of repatriation programmes to Tamil Nadu. 
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Terror Reaganomics: Concept explaining the process of economic inde-
pendence of armed organisations from state-sponsored terrorism towards
privatisation of terror. A phenomenon aimed at achieving economic self-
sufficiency. It resembles Reagan and Thatcher’s policies of non-government
intervention in economics and their vision of private enterprises as the
primary regulators of the market.
Terrorism: The calculated use of violence or threat of violence to attain
goals that are political, religious or ideological in nature by an illegitimate
and un-established power against a legitimate and established state. This
is done through intimidation, coercion or by instilling fear. 
Transitional Economies: Term that identifies the transformation of the
economies of former communist countries into market economies. 
Ulema: council of religious scholars, jurists, imams, judges, Ayatollahs.
Highest religious authority in Muslim countries. 
Ummah: This can be translated as the community of believers which
transcends national, ethnic, political, economic differences. In the Pact of
Medina, the Prophet added the Jews and the Christians. The term derives
from the word oum, which means ‘source’, ‘matrix’ or ‘mother’. 
Urban Guerrilla: Form of combat developed in the big cities of Latin
America. The term was first used in 1969 by Carlos Marighella in his Manual
of the Urban Guerrilla. It is considered an alternative theory to the ‘Theory
of the Fire’ of Che Guevara, where the revolution originates in the coun-
tryside. A classic example of urban guerrilla is the fight of the Tupamaros
in Uruguay. 
VEVAK: Revolutionary Guards and Iran’s Intelligence Service. VEVAK is
the Islamic revolutionary successor to the Shah’s SAVAK.
Viet-Cong: Communist fighter in the Vietnam war.
Wahhabism: Name used to designate the official interpretation of Islam in
Saudi Arabia. The faith is a puritanical concept of unitarianism (the oneness
of God) that was preached by Mohammad ibn Abd al-Wahhab. 
Wahhabist: Name used outside Saudi Arabia to designate adherents to
Wahhabism (q.v.). Followers of the strict puritanical teachings of Ibn Abd
al-Wahhab. The Wahhabist embraces a strict fundamentalism in the spirit
of Ahmad b. Hanbal.
Warlord: Supreme military leader exercising through force civil power in
a region, especially one accountable to nobody when the central
government is weak.
Warsaw Pact: Informal name for the Warsaw Treaty Organisation, a mutual
defence organisation founded in 1955, including the Soviet Union, Albania
(which withdrew in 1961), Bulgaria, Czechoslovakia, the German
Democratic Republic (East Germany), Hungary, Poland and Romania. The
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Warsaw Pact enabled the Soviet Union to station troops in the countries to
its west to oppose the forces of the North Atlantic Treaty Organisation
(NATO) (q.v.). The pact legitimised the invasions of Hungary (1956) and
of Czechoslovakia (1968); it was disbanded in July 1991. 
West Bank: The area of Palestine west of the Jordan River seized from
Jordan by Israel in the June 1967 War. Until 1988 it remained Israeli-
occupied territory and was not recognised by the US government as part
of Israel. Israelis refer to this area as Judea and Samaria. 
World Bank: The World Bank was established in 1945 with the primary
purpose of providing loans to developing countries for productive projects.
To participate in the World Bank group, member states must first belong
to the International Monetary Fund.
World Trade Organisation (WTO): Established in 1995 as the successor
to the General Agreement on Tariffs and Trade (GATT), aimed at liberalis-
ing and securing international trade. Formed in the Uruguay Round of
trade negotiations, the WTO had 115 member nations in 1996 and 15
others applied WTO rules to their trade policies. Administered by a general
council, trade dispute negotiation panel and secretariat. 
Zaim (pl. zuama): Believed to be a vestige of feudal times, the zaim (Arabic
for leader) is a political leader, either an officeholder or a power broker,
whose followers are usually of the same religious sect. Within his district,
the zaim is all-powerful and his clients promise electoral loyalty in exchange
for favours. 
Zakat: Obligatory alms tax, which constitutes one of the five pillars of Islam.
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PREFACE

1. ‘There are two ways to study the approach to terrorism. One may adopt a literal
approach, taking the topic seriously, or a propagandistic approach, construing the
concept of terrorism as a weapon to be exploited in the service of some system of
power. In each case it is clear how to proceed. Pursuing the literal approach, we
begin by determining what constitutes terrorism. We then seek instances of the
phenomenon – concentrating on the major examples, if we are serious – and try to
determine causes and remedies. The propagandistic approach dictates a different
course. We begin with the thesis that terrorism is the responsibility of some officially
designated enemy. We then designate terrorist acts as “terrorist” just in case they
can be attributed (whether plausibly or not) to the required source; otherwise they
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externally, can be thought as a form of interest-free Treasury borrowing and therefore
as a saving to the taxpayer. 

45. Richard D. Porter and Ruth A. Judson, The Location of US Currency: How Much is
Abroad? (Federal Reserve of St. Louis, 1996).
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