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Abstract 

Utilizing prospect theory, the paper contends that two insurgencies, the Liberation Tigers of Tamil Eelam and the 
Chechen resistance, decided to mount a stand at Kilinochchi in Sri Lanka, and Grozny in Chechnya, because 
they preferred to accept the risk of losing the battles, incurring greater casualties (rather than choosing to 
abandon the two sites respectively) and potentially losing the war, on the chance they could win the respective 
battles and turn the tide of the civil war generally. In terms of prospect theory, the two insurgencies 
underweighted the high probability of losing the respective battles, and demonstrated the prevalence of risk 
aversion in choices between probable gains and sure things, and the prevalence of risk seeking in choices 
between probable and sure losses. 
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1. Introduction 

In 2009 the Liberation Tigers of Tamil Eelam (LTTE) became embroiled in merciless combat with the Sri 
Lankan Army (SLA) at a site labeled Kilinochchi, located in the northern portion of the island. The LTTE had 
been seriously damaged in earlier combat, but chose to stand and fight at Kilinochchi (U.N. Secretary-General, 
2011, p. 23; ICG, 2008, p. 5; Hariharan, 2008). In 1999 the Chechen resistance in Chechnya, Russia, became 
engaged in brutal combat with the Russian army at Grozny, the capital of Chechnya. The Chechen resistance had 
been significantly depleted by earlier combat with the Russian forces, but chose to stand and fight at Grozny 
(Oliker, 2001, pp. 41-42; Gordon, 1999, p. 10; New York Times, 1999).  

1.1 Loss Aversion in Civil War 

These respective decisions by the two insurgencies may be best explained by applying prospect theory to these 
separate but analogous events (Khaneman & Tversky, 1979; Tversky & Kahneman, 1992). My contention is that 
both insurgencies decided to make a stand at the two sites because they preferred to accept the risk of losing the 
battles, incurring greater casualties (rather than choosing to abandon the two sites) and potentially losing the war, 
on the chance they could win the battle and turn the tide of the civil war generally. But this latter potential 
outcome (winning the battle and thus turning the tide of the war) was significantly less likely than an outcome 
which would have entailed had the insurgencies chosen to retreat, which would have meant losing territory for 
certain, but would have incurred significantly fewer casualties, and would have held open the option (or 
increased the likelihood) of surviving to fight another day. In terms of prospect theory the two insurgencies 
“underweighted” the high probability of losing the respective battles, and demonstrated “the prevalence of risk 
aversion in choices between probable gains and sure things, and … the prevalence of risk seeking in choices 
between probable and sure losses” (Tversky & Khaneman, 1992, p. 316). 

1.2 Risk Acceptance 

The two insurgencies chose to “stand their ground” even though the odds of success (winning the battles and 
ultimately the civil wars) were small, and the costs of losing the battles could mean increasing the likelihood of 
losing the wars. But the potential gains from winning the two battles were large; potentially turning the tides of 
both wars. The two insurgent organizations could have chosen to retreat, gaining time to regroup, and thus 
possibly winning the war over a longer term. But retreating would mean giving up ground to the adversary, a 
certain but smaller loss (especially in terms of casualties), even if that ground could conceivably be regained at a 
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later time. The two respective decisions, by the Chechen resistance and the LTTE, to mount metropolitan 
defenses would have been anticipated by prospect theory (Kahneman &Tversky, 1983, p. 348). Prospect theory 
argues that “actors should be much more willing to run risks when they believe that failing to do so will result in 
certain losses” (emphasis added) (Jervis, 1992, p. 195). 

1.3 Endowment Affect 

There is strong reason to believe that the respective insurgencies viewed the prospects of abandoning Grozny to 
the Russians in 1999, and surrendering Kilinochchi to the SLA in 2009, as prospective losses, not simply 
reductions in past gains. In this paper I hold that, similar to individuals, groups can be loss-averse. “An 
immediate consequence of loss-aversion is that the loss of utility associated with giving up a valued good is 
greater than the utility gain associated with receiving it” (Tversky & Khaneman, 1991, p. 1041). Thaler labeled 
this consequence of loss-aversion as the “endowment effect” (1980). 

The argument made here is that an insurgency engaged in perilous combat with the state, would be willing to 
“pay more” (in casualties) even as winning was becoming increasingly less likely. This follows if it is true that 
“people tend to give more weight to the value of a potential outcome than to the likelihood of its occurrence” 
(Levy, 2003, p. 219). In assessing different insurgencies, it is not clear when this willingness to suffer future 
casualties would end.  

2. Collective Decision-making 

The potential shortcomings of prospect theory in aiding the analysis of group decision-making have received 
comment. 

[A] limitation of prospect theory for the study of politics is that it is a theory of individual choice, while most of 
the questions we want to understand about politics involve the choices of collective decision-making bodies 
(such as states or organizations). The concepts of loss aversion and preference reversal, were based on evidence 
of individual decision-making, not group decision-making. In the absence of further empirical research we 
cannot automatically assume that these concepts […] apply equally well at the collective level. (Levy, 2003, p. 
233). 

2.1 Group Decisions 

Clearly the limitation of prospect theory noted in the above paragraph would apply to an analysis of an 
insurgency decision regarding whether or not to continue the resistance in the “risky” manner of mounting a 
metropolitan defense. Viewed by a neutral outsider, the defenses of Kilinochchi in Sri Lanka in 2008 and Grozny 
in Chechnya in 1999, would surely seem like “long shots”, following the heavy losses (in both casualties and 
territory) both theLTTE (ICG, 2008, p. 5; Mehta, 2010, p. 17), and the Chechen resistance (BBC News, 1999; 
New York Times, 1999), had already incurred prior to mounting their respective urban defenses.  

2.2 Individual Motivation 

A question that seems important but is probably impossible to answer definitively, is whether the insurgent 
leadership in each case viewed the city defenses as gambles which, while striving for a “reversal of fortune” 
victory, ran the risk of a greater loss than would be incurred by simply abandoning the two sites and retreating to 
safer ground. In other words, the insurgent leadership in each case was “gambling by accepting a chance of a 
greater loss in return for a chance of no loss (or even a victory)…” (Jervis, 1992, p. 188). But at issue is what 
motivates individuals to participate in collective action in the form of joining an insurgency in the first place, and 
then (discounting for the moment the strong possibility of coercion by the insurgent leadership) join in the 
“against all odds” effort to defend a specific locality. 

2.3 Domain of Losses 

Fanis has posited that “what motivates individuals to participate in collective action [is] their desire to recoup 
recent losses…” (2004, p. 364). In general, she goes on to note that when people are in the domain of losses, 
“they will be risk-acceptant and choose the option that has a lower probability of occurring, even if it will yield 
higher loss if it does not occur, than the other option, which will yield a certain but smaller loss” (2004, p. 367). 
One could view an insurgency decision to “stand and fight” and winning, as having a low probability (but a large 
“payoff”), but fighting, and losing, the battle as having a greater loss than retreating, which would be a certain 
loss, but a smaller one (fewer casualties). 

2.4 Group Cohesion 

Because insurgencies, as paramilitary organizations, provide little room for discussion in terms of 
decision-making, it may be that insurgency risk-taking is derived largely from group cohesiveness generated by 
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history (i.e., experience) and group composition.One way to grasp the idea of group cohesion is to understand it 
to mean that individuals in the group will support group decisions or actions of the group, even if particular 
individuals do not agree with the proposed decisions or actions. “Group identification in turn increases 
cooperation, as it leads individual group members to substitute group regard [in place of] egoism as the principle 
guiding their choices” (Bornstein, 2003, p. 138). Gross and Martin suggest that cohesiveness can be understood 
as the degree of resistance of a group to “disruptive forces”, and then to ask how strong (or weak) a disruptive 
force would have to be in order for the group to begin disintegrating (1952, p. 553). 

3. Acquisition as Endowment 

3.1 Time of Possession 

It is the degree of cohesion between group members, produced through significant past losses incurred by the 
group, which likely helps to drive agreater than might be expected risk propensity of the latter.The contention I 
make here is that the group cohesion exhibited by both insurgencies stems from when, and most importantly how, 
the two sites of Kilinochchi and Grozny had been “acquired”. Kilinochchi had been captured from the SLA in 
1998(DeVotta, 2009; Jeyaraj, 1999), and Grozny had been kept from Soviet capture in the First Russia-Chechen 
war in 1995 (Kneyzsw & Sedlickas, 1999; Lapidus, 1998). This allowed the LTTE to claim Kilinochchi as 
“theirs”, since they had held it for ten years prior to 2009, and similarly allowed the Chechen resistance to claim 
Grozny as “theirs”, since they had possessed it for four years prior to 1999. In prospect theory terminology, the 
two insurgencies came to see their respective capitals as their “endowments”. 

3.2 Subjective Value 

Thaler found that the process of acquiring a possession enhances its value (1980, p. 43-45). In fact such a 
possession can be “over-valued”, particularly with the passage of time. Jervis noted that as the “time of 
possession” is extended, and the effort to maintain possession is considerable and sustained, the subjective value 
of the possession will increase (1989, pp. 168-690). Kahneman & Tversky put it in “transaction” terms: [t]hat is, 
the highest price that an individual will pay to acquire an asset will be smaller than the minimal compensation 
that would induce the same individual to give up that asset once it is acquired” (emphasis added) (1984, p. 348). 

3.3 What Is at Risk  

In the case of the two insurgencies’ behavior examined here, what was at risk by defending the two sites was 
exceedingly large; “everything” was at risk, or nearly so. That is, prior to the initiation of the two battles under 
study, choosing to fight rather than retreat greatly increased the risk of losing the war, suffering exceedingly high 
numbers of casualties from losing the battle. But making the decision to fight at the two battle sites, brought the 
possibility of turning the entire tide of the war, although even the possibility of winning meant incurring 
considerable casualties. The odds were long for this possibility of winning the war to occur, but the rewards were 
inestimable. The probable consequence for losing was well understood by both insurgencies before the 
respective battles began.  

3.4 Mode of Decision-making 

An observation regarding the individual versus group decision-decision making question can be placed here. 
That is, military and paramilitary (insurgencies) organizations by definition have “command” organizational 
structures. For the most part, there is little room for “discussion” in the decision-making process that occurs in 
these organizations (Stoner, 1968); certainly not beyond the top tier of officers. So to a substantial extent, 
decision-making in military and paramilitary organizations does not occur in a strictly collective manner, in the 
sense of decisions taken only after group discussion.Individual cadres in an insurgency could be seen as 
inherently risk-takers, otherwise they would not have joined an insurgency (Begum & Ahmed, 1986). It should 
be kept in mind there would be some likelihood that coercion was the primary generator of insurgency 
membership in at least some cases. 

4. Insurgency Choice 

4.1 Defending Possessions 

Both insurgent organizations, the Chechen rebels, and the LTTE, made their defensive stands encumbering great 
losses, at specific sites against superior forces in order to avoid the loss of their “possessions,” of Grozny and 
Kilinochchi, respectively. My contention is that both insurgencies regarded the two battle locales, Kilinochchi 
and Grozny, as genuine defenses of what was theirs, not just attempts to hold onto recent gains. Choosing to 
mount these two defensive efforts was in each case a “risky choice,” with a decidedly low probability of success.  

“An insurgency is a risky and highly complex human activity susceptible to a range of mistakes by its 
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protagonists” (Krause, 2009, p. 49). But in each case the insurgency leadership had determined that if the battle 
could be won, the entire tide of the civil war could be turned, albeit not a course of action without its own costs. 
Given my premise that prospect theory can hold for certain types of collectivities, the theory advises us to not be 
greatly surprised by these two decisions. This is so because of the finding that individuals (and certain groups) 
are willing to risk “more”; i.e., choose the course of action between at least two alternatives which will bring 
greater negative consequences (in the current context, losing the war), if the gamble (battle) is lost, than the other 
alternative of retreating and avoiding devastating casualties, particularly if what they risk is “theirs”. 

4.2 Ownership 

Time of “control” of a locale that has been fought for provides a strong sense of ownership; the longer a piece of 
territory has remained under the military control of an insurgency, the stronger a sense of ownership prevails.In 
this instance of insurgencies that have gained control of territory only by incurring extensive casualties, it is not 
the mechanism of a “sunk costs bias” that also comes into play (Arkes & Blumer, 1985). In economic 
decision-making theory, the belief is that only potential future costs should be taken into account when faced 
with a present decision choice, and not retrospective costs that have failed to produce or contribute to a positive 
outcome.  Allowing past costs which have not paid “dividends” to have an impact on future decisions is 
irrational in traditional economic theory because those costs cannot be recovered (Steele, 1996, pp. 608-610). 
Believing those costs can be “recovered” or “justified” by future actions is regarded as a “fallacy” (Janis, 1972). 

But part of my argument in this paper is that the Kilinochchi and Grozny cases can be more aptly explained as 
instances of an “impending-benefit bias” analysis on the part of the respective insurgencies, rather than examples 
of the sunk-cost bias or fallacy. I contend this is so because in the battles which allowed the LTTE to capture 
Kilinochchi in 1999, and the Chechen resistance to hold Grozny in 1995-96, the casualties incurred were costs 
which produced positive outcomes. These outcomes helped to cement a sense of endowment each insurgency 
could then claim.  

4.3 Choosing the Level of Risk 

The endowment effect in the case of insurgency decision-making is what makes risky decisions by insurgent 
groups more likely to be entered into, than not. Insurgencies will often be loss-aversive and risk acceptant, 
because the endowment effect (losses are more hurtful than gains are pleasurable) is an incentive for the group to 
be so. In the current two cases group cohesion is produced in large part through the endowment effect produced 
by the earlier victories at Kilinochchi and Grozny. Thus, the groups were “risk-acceptant” and “loss averse” 
insofar as taking a gamble (choosing to fight at the two sites), even though there was a smaller chance of victory 
and turning the tide of war, than of losing the battles (incurring sizeable casualties) and making more certain the 
entire war would be lost. 

The insurgencies made this choice rather than choosing to retreat which, while engendering a certain but smaller 
loss of the metropolitan sites (incurring fewer casualties), would not bring about the loss of the war generally, or 
at least would not greatly increase the likelihood of the latter. Had the insurgencies made these latter choices they 
would have been exhibiting loss-acceptant and risk- aversive behavior. The insurgencies (particularly the 
leadership) in each case determined the former choices provided a high risk “chance” of retaining their 
respective endowments, an outcome which made the gambles worth taking. 
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