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In response to Russia’s aggressive
actions against the sovereignty
and territorial integrity of Ukraine,

Western countries, most notably
the EU’s 28 member states, acting
unanimously, and the US, Canada and
Norway, among others, imposed a
series of sanctions against individuals
and entities of the Russian Federation
throughout the course of 2014. From
an economic perspective, the most
significant measures have been the
so-called ‘Stage 3’ sanctions (hereafter
‘economic sanctions’), which were
designed to inflict damage on strategic
sectors of the Russian economy.1 The
sanctions enacted by these countries
were very similar in nature and scope,
and their design and introduction were
closely co-ordinated.

It should be noted that the political
goal of the economic sanctions was
never forcibly to impose a full reversal of
Russia’s hostile actions against Ukraine.
Instead, both the EU and the US stressed
that the conflict should be solved
diplomatically, with economic sanctions
serving as a tool to raise costs for Russia,
with the aim of encouraging Russia to

choose to de-escalate and desist from
its illegal actions. According to official
documents, the EU’s economic sanctions
were aimed at ‘increasing the costs of
Russia’s actions to undermine Ukraine’s
territorial integrity, sovereignty and
independence’ and ‘promoting a peaceful
settlement of the crisis’.2 US President
Barack Obama, upon introducing the US’s
economic sanctions, notably stated that:

We [the US, UK, Germany, France and
Italy] are united in our view that the
situation in Ukraine ought to be resolved
diplomatically … But we’ve also made it
clear, as I have many times, that if Russia
continues on its current path, the cost
on Russia will continue to grow … This is
a choice that Russia, and President Putin
in particular, has made. There continues
to be a better choice – the choice of
de-escalation, the choice of joining the
world in a diplomatic solution to this
situation.3

The EU’s economic sanctions first came
into force on 1 August 2014 for an initial,
limited duration of twelve months.4 In
response to further Russian escalation

in eastern Ukraine, these sanctions
were strengthened, starting from 12
September 2014,5 without modifying
their expiry deadline. They were then
extended for a further six months in July
2015,6 and by an additional six months in
December 2015.7 The next expiry deadline
is thus 31 July 2016. Importantly, the EU’s
member states decided, in March 2015,
explicitly to link the lifting of the economic
sanctions with the full implementation of
the Minsk agreements.8

The US’s economic sanctions came
into force on 16 July 2014, with an open-
ended duration, focusing at first on a
small number of entities.9 The number
of sanctioned entities was increased
on 29 July 2014,10 and the sanctions
were strengthened on 12 September
2014,11 in close co-ordination with
the EU’s introduction and subsequent
strengthening of sanctions.

The economic sanctions are of three
types:

1. Prohibition on supplying goods and
technology for Russian military use
in general; restrictions on technical
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The economic sanctions imposed by the West against Russia in 2014, following the latter’s
aggression in Ukraine, were deliberately limited but nevertheless significant, their impact
distinguishable from that of the fall in oil prices that occurred in late 2014. Edward Hunter
Christie argues that these sanctions, in combination with credible threats of further
sanctions, appear to have had an effect in limiting Russian aggression in Ukraine, even
though they have not led to a reversal of facts on the ground. This article also explores
the possibility that, in the absence of other coercive components to underpin diplomatic
efforts, the earlier application of more robust economic sanctions might have had
stronger effects on Russia’s behaviour.
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or financial assistance to designated
armaments companies.

2. Prohibition on supplying goods and
services for deep water, Arctic, or
shale oil exploration and production
in Russia.

3. Prohibition on trading, brokering
or supporting the issuance of
transferable securities or money-
market instruments with a maturity
exceeding 90 days on the part of
designated major financial, defence
and energy industry companies
(hereafter ‘financial sanctions’).

On 12 September 2014, the financial
sanctions of both the EU and the US were
tightened, with the maximum maturity
for transferable securities or money-
market instruments set at 30 days instead
of 90 days, the restrictions extended to
include loans and credits,12 and the list of
sanctioned entities broadened.

In order to assess the impact and
effectiveness of these measures, one
must first establish their actual intent,
based on their initial design criteria, and
situate them within the broader picture
of the Russia–Ukraine conflict.

Underlying Political Preferences
and Design Criteria for the
Sanctions
There was a clear consensus among
Western nations that Russia’s
behaviour vis-à-vis Ukraine in 2014
was both dangerous and unacceptable.
Russia’s brazen violation of key pillars
of international law on European soil
could not go unanswered. At the same
time, a ‘military solution’ to the conflict
was explicitly ruled out at a very early
stage. The only credible policy option
that remained, therefore, was to
tap into non-military instruments of
coercion: diplomatic and economic
sanctions. Rendering assistance to
Ukraine was also included into the
broader policy response. This has
included important but comparatively
limited economic and financial
assistance measures, both bilaterally
and through the IMF. The provision of
lethal military aid to Ukraine has been
kept out of the package – though it
has been openly discussed in the US.13
Nevertheless, the overall logic has been
to tilt the playing field in Ukraine’s
favour and in Russia’s disfavour, in what

would otherwise have been a low-cost
victory for Moscow.

At the same time, it rapidly became
clear that there was no appetite for very
strong economic sanctions, particularly
among key European nations.

From a bottom-up perspective,
Russia-friendly business interests are
deeply embedded in many European
countries, and affected businesses are
able to deploy high levels of political
influence.14 High influence is not
surprising when it comes to the oil and
gas sectors, as Russia is the largest single
supplier to a very import-dependent
and also highly concentrated sector.
What is surprising, prima facie, is the
comparatively strong political resistance
to sanctions that emerged as a result
of concerns expressed by export- and
investment-oriented sectors – such as
non-energy manufacturing sectors and
services sectors – since their dependence
on the Russian market was rather low at
the onset of the conflict, and has since
fallen even further (see Table 1 in the
Appendix).

From a top-down perspective, very
strong sanctions could possibly have been

Western sanctions against Russia have targeted its offshore oil sector. Image courtesy of Krichevsky/Wikimedia.
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seen by Russia as escalatory, whereas
the goal of Western diplomacy has been
to persuade Moscow to de-escalate.
Furthermore, from the vantage point
of early to mid-2014, Europe’s own
economic recovery still seemed both
uncertain and fragile. In that context,
it was perhaps easier for official and
unofficial corporate lobbyists to gain
traction by mentioning the risks of losing
‘billions of euros’ or ‘tens of thousands
of jobs’ without proper analytical caveats
– in particular how small such estimated
figures actually were when considering
impacts on the EU economy as a whole,
in relation to the much larger scale of the
entire GDP of the EU (around €14 trillion
in 2014) or its total employment level
(around 218 million) – and without taking
into account the predictable (and now
confirmed15) ability of many impacted
businesses to redirect a large share of
foregone business to other markets.

In the case of Germany, for example,
the country’s main Russia-friendly
business lobby group, the Committee
on Eastern European Economic
Relations (Ost Ausschuss der Deutschen
Wirtschaft), used the communication
techniques mentioned above.16 For
example, on 25 August 2014 it released
a statement claiming that 50,000 jobs
could be at risk, but without reference to
the total number of employed persons in
Germany, which, according to Eurostat,
was 39,871,300 at the time – a proportion
of just 0.1 per cent. On 5 December 2014,
the lobby group released a statement
claiming that a fall in exports of €7–8
billion could occur, without reference to
Germany’s total export volume in that
year, which, according to Eurostat, was
some €1,088 billion – a proportion of 0.7
per cent.

EU and US officials tasked with the
design of the economic sanctions were
thus faced with a rather constraining
set of policy requirements. Given the
concerns mentioned above, the sanctions
had to be such that their impact on
Russia would be significant, but not
catastrophic, while their impact on the
EU economy as a whole would have to
be limited in order to ensure political
acceptance. In an ideal scenario, the EU
would have been able to inflict large costs
on Russia at no cost to itself, but mutual

economic dependence between the EU
and Russia ruled out such a possibility.
The second-best solution was therefore
to look for areas of economic exchange
where sanctions would inflict relatively
lower costs on the EU than on Russia –
preferably by a large margin. It is intuitive
that member state governments would
have balked at the prospect of measures
that would cost them more than they
would Russia.

Officials also had to contend
with the inherently large differences
in exposure to the Russian market of
different regions: negligible for North
America and parts of Western Europe;
low-to-intermediate for Central Europe;
and intermediate-to-high for Eastern
Europe. This pattern is illustrated, for
the case of exports of goods, in Table
2 (in the Appendix). To the extent
possible, therefore, officials had to
seek measures that would not result
in excessively unbalanced impacts
between EU member states, lest this
create powerful, concentrated political
opposition to the sanctions regime.
The key issue was to find a feasible and
sustainable compromise position on the
nature and intensity of the sanctions.
As negative impacts would be higher
on most EU countries than on the US,
it was clear that the EU’s own ‘internal’
compromise position, which requires
unanimous decision-making, would
likely be less ambitious than the position
the US would adopt if acting alone.
However, as the sanctions regime would
only prove effective with both the US
and the EU on board, it could be argued
that the European Commission was the
main driver in the process of designing
sanctions that could gain the broad
acceptance that was required, with US
colleagues refraining from trying to
impose more ambitious ideas.

Besides co-ordination between the
EU and the US, broader international
co-ordination with selected third
countries such as Switzerland was also
viewed as important in areas such as
finance, so this particular consideration
also became a design criterion.

An additional consideration for
EU member state governments was to
ensure that they had a relatively good
degree of control over the intensity of

the sanctions, including the possibility of
increasing or decreasing their intensity,
and the possibility of lifting them. This
is self-evidently attractive, giving the
possibility of scaling up if impacts are
too weak, scaling down if impacts are
too strong and unnecessarily damaging
or escalatory, and lifting the sanctions
if substantial behavioural change
is achieved. Another advantage of
scalability is the ability to reassure
countries and investors that are not
party to the political dispute in question
that EU and US markets and institutions
remain attractive and reliable partners.17

The design criteria that were
ultimately retained are set out below. The
labels for criteria 1–6, and the wording
under criterion 7, are those that were
used by the European Council president
in correspondence with the member
states.18 The design criteria are:

1. Effectiveness (the costs to Russia
should be significant, but not
catastrophic).

2. Cost/benefit (the induced costs
on the EU as a whole should be
significantly lower than those
experienced by Russia).

3. Balance across sectors and member
states.

4. International co-ordination (notably
with the US, but also with potentially
important third countries from a
financial sector perspective, such as
Switzerland).

5. Reversibility/scalability (the intensity
of the measure should be adjustable,
and the measure could be easily
lifted). (As a corollary, the impact
should be distributed over time,
preferably increasing over time,
rather than having an instantaneous
full effect.)

6. Legal defensibility/ease of
enforcement.

7. Policy principle: ‘EU sanctions are
directed at promoting a change of
course in Russia’s actions in Ukraine’.

It should therefore be stressed that
officials were not asked to design
sanctions that would, for instance, rapidly
bankrupt the Russian state or cause acute
shortages for Russian consumers, to the
extent that sanctions with such effects
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could be set up. The success of the
sanctions should therefore be evaluated
against the design criteria that were
actually used and against the underlying
political preferences that led to them.

Applying the Design Criteria:
Exclusion of Selected Possible
Measures
The combination of criteria 1, 2 and 3
essentially ruled out sanctions that would
force an abrupt reduction in volumes of
crude oil and natural gas imported from
Russia. While such measures would
have undoubtedly hurt Russia’s public
finances, virtually all member states to
the east of France could have suffered
severe economic disruption as a result.

The combination of criteria 1 and
3, but not 2, meant that a substantial
shutdown of exports to Russia (for
example, an export ban on a broad set
of manufactured goods on which Russia
depends) was seen as undesirable,
although the objective cost to European
exporters, in relation to their much larger
global export revenues, could have been
quite manageable. This can be seen
by analysing the relevant official trade
statistics, set out in Table 2: Russia’s share
in the EU’s total exports is comparatively
limited. It is also interesting to note that a
Russian threat to ban imports of selected
manufactured goods from the EU, just
before the 12 September 2014 tightening
of EU and US sanctions, had no impact
on EU or US decisions and was also not
carried out subsequently.19 On the other
hand, applying restrictive measures on a
narrow set of such manufactured goods
would prove feasible under all criteria,
except criterion 1 – not because damage
to Russia would be too high, but because
damage to Russia would be too low.
This would explain why the sanctions
on military and dual-use goods and
technologies, and those on advanced oil
extraction equipment, while valuable in
their own right, could only be a part of
the overall package of sanctions.

The corollary of criterion 5 deserves
a special comment. The speed with
which a restrictive measure deploys its
full effect is, de facto, a measure of its
aggressive or punitive intent. A measure
that gives a single, instantaneous ‘hit’,
followed by a rapidly decreasing impact,

offers an inferior incentive structure for
the target country: even if the target
country wanted tomodify its behaviour, it
would face a rapidly decreasing incentive
to do so over time, since it would have
already borne the brunt of the measure.
In light of these considerations, one may
wonder whether the much-debated
threat of excluding Russia from SWIFT
(Society for Worldwide Interbank
Financial Telecommunication) financial
transaction system would have violated
criterion 5. SWIFT is a voluntary financial
industry platform that provides a secure
communication network and common
standards for communications between
financial institutions worldwide in
order to facilitate financial transactions
between them.20 SWIFT’s overwhelmingly
dominant global position means that
entities that are excluded from it – such
as Iranian financial institutions, following
EU sanctions against Iran in March
201221 – suffer from significant delays,
technical difficulties and additional costs
for all transactions with any other foreign
financial institutions. Slower, costlier and
ultimately less reliable transactions have
led to a chilling effect, discouraging other
institutions from engaging in business
with or investing in excluded entities.22

Excluding key Russian financial
institutions from SWIFT would not only
have had immediately deleterious effects
on them and on the Russian economy,
but the highly damaging effects would
likely have lasted for an extended period.
The damaging effects would only have
gone away once a substantial share of key
financial institutions across the world had
joined an alternative financial messaging
system not covered by that particular
sanction. In sum, exclusion from SWIFT,
a currently very unlikely step, would have
been compatible with criterion 5, among
others, although its effects on Russia
would have been serious (stretching
criterion 1). In retrospect, it may be
argued that the possibility of exclusion
from SWIFT functioned well as a credible
threat to the Russian authorities – the
measure having already been applied
against Iran. Russia reacted predictably,
and rationally (from the perspective
of game theory), by threatening to
escalate beyond the realm of economic
coercion and without limit, with Prime

Minister Dmitry Medvedev stating in
January 2015: ‘If such a decision is taken
our economic reaction, and reaction in
other spheres, will be unlimited’.23 The
evolution of the Ukraine crisis and of the
sanctions policy has not led, to date, to a
real-life test of Russia’s actual reaction,
which may or may not have revealed
some degree of bluff.

Conversely, many authors have
pointed out the general risks of using
SWIFT as a mechanism for sanctions, as
this may elicit the creation of alternative
systems which the EU would not be
able to monitor or regulate, leading to
a loss of future leverage and oversight.24
Furthermore, a fragmentation of
standards and practices for international
financial transactions would erode the
‘global commons’ benefits that the
current dominance of SWIFT ensures.

Applying the Design Criteria:
Retention of Selected Sanctions
Officials needed to find an area of
economic exchange for which Russia’s
dependence on Western countries
was substantial enough to enable
significant damage to Russia (criterion
1) and asymmetric enough to ensure
substantially lower damage to Western
countries (criterion 2).

The best candidate for this was
Russia’s exposure to Western financial
markets, in particular the exposure of key
Russian corporations to external debt,
often denominated in US dollars and
often raised on European capital markets.
Conversely, Russia’s importance as a
customer of Western financial services
was quite limited. Using data from the
Bank for International Settlements (BIS)
for the fourth quarter of 2013, it can
be estimated that, of total international
banking claims on Russian counterparts,
74 per cent were held by EU banks, and
86 per cent by EU, US and Canadian
banks. Conversely, Russian counterparts
represented only 0.9 per cent of all
foreign claims held by EU banks – and
also only 0.9 per cent of all foreign claims
held by EU, US and Canadian banks (see
Table 3 in the Appendix).

While Russia’s total external debt
was not enormous at the outset of the
Ukraine crisis, it was large enough in
terms of its maturity structure to induce
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genuine difficulties in the short run, by
the end of 2014.

As seen in Table 3, criterion 3 could
be seen as being fulfilled not just at the
EU level but among a core set of larger
Western countries, with roughly similar
exposure levels, in billions of US dollars,
for the big three continental European
economies (Germany, France and Italy),
as well as for both the US and the UK.
Measures affecting manufacturing
exports or energy imports would have
had almost no effect at all on the US,
thus increasing the risk of transatlantic
tensions which Russia could then seek
to exacerbate. Within Europe, Italy
and Austria were the most exposed
(notwithstanding Cyprus, which is known
to be highly exposed, but for which BIS
data are unfortunately not available).
Table 3 contains a rough estimate for the
case of Austria, although other sources
suggest that the exposure of Austrian
banks was somewhat higher than this
author’s own estimate suggests.25

Criterion 4 was of course a matter
of close co-ordination, chiefly between
the EU and the US, with other Western
countries closely behind. Switzerland also
agreed to take measures compatible with
a successful application of the sanctions.

Criterion 5 could be readily built
in, either by targeting some sectors
or entities rather than others, or
by restricting only certain forms of
borrowing, for instance by maturity. In
the end, both possibilities were used
(and of course lifting such measures is
not especially complicated). The first
version of the financial sanctions targeted
three core ‘strategic’ sectors (rather
than all sectors). Within each sector, the
sanctions targeted most of Russia’s large
enterprises (rather than all enterprises).
The Russian state itself was not directly
targeted. On 12 September 2014, the
financial sanctions of both the EU and the
US were tightened (with the maximum
maturity set at 30 days instead of 90
days), the restrictions were extended to
include loans (rather than only equity
and bonds),26 and the list of sanctioned
entities was broadened.

The corollary to criterion 5 was
fulfilled thanks to the maturity structure
of the external debt in question. With
a relatively large peak in the maturity

structure in December 2014, Russia
knew, in September 2014, that problems
would occur three months later. The
sanctions would again have an impact,
though a smaller one, at the end of 2015.
In the longer run, such sanctions would
generally weigh down on investment
and growth. In sum, Russia would face a
long-lasting incentive to seek the lifting of
these sanctions.

As mentioned in the previous
section, the sanctions on the export
of military and dual-use goods and
technologies would respect all the criteria
except criterion 1 (insufficient economic
damage). Politically, however, it seemed
irrational to oppose Russia’s military
actions in Ukraine while still supplying it
with weapons systems or technologies.

The sanctions on advanced oil
extraction equipment were a somewhat
extreme application of the corollary
to criterion 5. Russia, in order to
maintain its total oil production volume,
gradually has to shift from increasingly
depleted mature fields that require only
established technologies to technically
more challenging fields,27 notably in the
Arctic or in the form of shale oil. The
sanctions would thus have little effect
initially, but could have a negative impact
in five to ten years.

Expected Impacts on the Russian
Economy
The sanctions on military and dual-
use goods and technologies were
not expected to have any substantial
macroeconomic effect, given how narrow
they were.

The sanctions on advanced oil
extraction equipment, as mentioned
earlier, were expected to reduce Russia’s
mid-term oil production profile, thus
reducing export revenues and leading to
lower economic growth.

The financial sanctions were
expected to have a number of short-run
impacts. The targeted entities would be
forced to reimburse their external debt
at every relevant forthcoming maturity
date, rather than roll it forward on the
markets, as is usual practice; not having
the liquidity to do so, the targeted
entities would turn to the state for
support measures. Moreover, given the
strategic importance of the companies in

question, state authorities were expected
to rescue them by tapping into Russia’s
reserves, either from one of Russia’s two
sovereign wealth funds (the Reserve
Fund or the National Welfare Fund)
or, less likely, directly from the central
bank’s other foreign exchange reserves
(this would directly reduce Russia’s total
foreign exchange reserves).

The transactions needed to
reimburse Western investors at maturity
would indirectly put pressure on the
ruble and the inability to borrow would
immediately depress investment in the
targeted sectors – and because this
includes the banking sector, private
sector lending would be constrained.
Through a ‘chilling effect’ amongWestern
investors (driven by a fear of falling foul
of sanctions regulation), borrowing
conditions in Western capital markets
would worsen somewhat even for
non-designated entities in the targeted
sectors, and possibly for the entire
Russian corporate sector. The size of this
chilling effect is unknowable ex ante.
Confidence among domestic Russian
investors would also be negatively
affected and capital flight would increase,
which would also put pressure on the
ruble. The Russian central bank would
react to pressures on the currency and
to capital flight, either by raising interest
rates, by using up reserves to defend
the value of the ruble, or by introducing
capital controls. Finally, higher interest
rates or capital controls would further
undermine the investment climate.

The financial sanctions were
expected to have a number of long-
run impacts.28 Russian entities would
progressively reimburse all of their
external debt. From a ‘national self-
reliance’ perspective, this would
have the advantage of removing the
vulnerability of these companies to
sanctions targeting their external
debt. However, the reimbursements
would mostly be financed from
Russia’s reserves, which would then
be substantially lower compared to a
business-as-usual scenario. The longer-
term reduction in foreign investment
flowing into Russia, notably into the
country’s banking sector, would lead
to cumulative underinvestment across
the Russian economy, and this longer-
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term underinvestment would gradually
decrease Russia’s productivity and
competitiveness, and thus its equilibrium
GDP growth rate and its income levels.

Assessing the Success of the
Economic Sanctions
Sufficient empirical data and analyses
now exist in order to gauge the short-run
success of the economic sanctions from
two perspectives. The first is in relation to
their proximate goal of causing economic
impacts according to design criteria 1 and
2, namely significant but not catastrophic
damage to the Russian economy while
inducing significantly smaller damage to
the EU economy (as shown earlier, the
other design criteria were met at the
outset, due to how the sanctions were
constructed). The second perspective
focuses on the underlying political goal
of influencing Russian behaviour in the
context of its aggression against Ukraine.

This assessment is carried out in the
next three sections. The first two sections
address the ex-post empirical assessment
of criteria 1 and 2 respectively. The third
section assesses Russian behaviour in the
Ukraine conflict.

The Actual Impact of Sanctions
on Russian GDP
It is widely accepted that the Russian
economy’s poor performance in 2014 and
its recession in 2015 were substantially
driven by the strong fall in oil prices that
occurred shortly after the introduction
of Western financial sanctions.29 Because
the onset of the fall in the oil price and
the introduction of stronger economic
sanctions (those of 12 September 2014)
happened roughly simultaneously, and
because both of these factors would
be expected to cause a fall in GDP,
estimating the impact of sanctions on
GDP, as distinct from the oil price effect,
is empirically challenging. A standard
single-equation econometric approach
would most likely fail to adequately
disentangle the effects.

A somewhat better approach is
vector autoregression, which allows for
the extraction of a multiple-equation
model on an econometric basis. This
approach was used in some ex-post
assessments of the impact of the
sanctions on Iran.30 However, such an

approach has its shortcomings, which
are mainly due to the lack of ex ante
structure that is typically imposed onto
the final model. A more promising
methodology would be to use a structural
multiple-equation model of the Russian
economy that could simultaneously
model the transmission channels and
interactions between the following key
drivers: oil price levels and changes; the
sanctions; and Russian policy responses,
including both monetary policy and fiscal
policy responses, which might mitigate
(or exacerbate) recessionary pressures.

The best available analysis of
the impact of the economic sanctions
remains the IMF’s model-based ex ante
estimates, which the IMF describes as
follows:

Sanctions and counter-sanctions could
initially reduce real GDP by 1 to 1½
percent. Prolonged sanctions, [sic] could
lead to a cumulative output loss over
the medium term of up to 9 percent of
GDP, as lower capital accumulation and
technological transfers weakens already
declining productivity growth.31

Further details about the modelling
approach, or even about the time
horizons for the respective estimates of
GDP loss, have not been published.

In the absence of more sophisticated
possibilities, one exercise that can be
carried out is a simplified consistency
check on the IMF’s estimate. As
mentioned above, the key drivers behind
Russia’s 2015 recession, which amounted
to a fall in real GDP of 3.7 per cent,32
were: the fall in oil prices; sanctions; and,
mitigating the first two factors, injections
from Russia’s sovereign wealth funds
(into the federal budget, or into or on
behalf of sanctioned entities facing debt
reimbursement deadlines); and possible
effects of Russia’s monetary policy shift.

The sensitivity of the Russian
economy to oil price shocks has been
the subject of numerous quantitative
estimation exercises. According to
an estimate from November 2015, a
‘permanent’ fall in the oil price of $10
per barrel should lead to a fall in real GDP
of 1.1 per cent after twelve months.33
(A ‘permanent shock’ is a theoretically
stylised fall, or increase, which occurs

in full at the beginning of the period,
followed by complete stasis.)

The effective average annual oil
prices experienced by Russia were,
approximately, $94.3 per barrel in 2014
and $50.3 per barrel in 2015.34 As the
oil price fell rapidly in late 2014 and
remained more or less stable during
2015, this is about as close as possible,
in real life, to the stylised ‘permanent
shock’ described earlier. An estimate of
the expected fall in GDP by the end of
2015 is therefore given by multiplying the
size of the price fall, 44 (94.3 - 50.3), by
1.1 per cent, which yields 4.8 per cent.

The impacts of the oil shock and
of the sanctions need to be set against
a counterfactual baseline growth level.
According to recent analyses, Russia’s
underlying growth potential under
stable oil prices may have fallen from
around 4 per cent in 2005–10 (4–6 per
cent according to one historical estimate
based on data up to 2005;35 3.8 per cent
according to another based on data up
to 200936) to 1–1.5 per cent today, as a
result of institutional weaknesses, a poor
investment climate, and the onset of a
secular decline in the size of the working
age population. This lower estimated
growth potential is reflected, for instance,
in mid-term model projections published
by the IMF in August 2015, according
to which, even under a moderately
increasing oil price assumption, Russian
GDP would only grow by 1.5 per cent a
year over 2018–20.37 Direct empirical
support comes from the decline in
Russia’s growth rate between 2011 and
2013 when, under high but stable oil
prices, the real growth rate gradually
declined, from 4.3 per cent in 2011 to
3.5 per cent in 2012, and to just 1.3 per
cent in 2013.

Russia’s switch to a flexible exchange
rate policy in November 2014, besides its
obvious advantages in terms of shielding
the country’s current account and
foreign exchange reserves, is generally
believed to have had a mitigating impact
on the ultimate size of the fall in GDP
in 2015.38 While some authors have
researched the impact of a country’s
foreign exchange rate policy on its short-
run GDP fluctuations following a terms-
of-trade shock, a concrete estimate for
the case of Russia does not seem to be
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readily available.39 Crucially, therefore,
it is unclear to what extent available
estimates of Russia’s sensitivity to oil
price shocks actually embed these
possible monetary policy effects. The
working assumption in this article will be
that they do – while noting that this issue
merits further research.

In addition, Russia’s fiscal policy
reaction should have had an impact on
GDP. The size of this impact depends on
what economists refer to as the fiscal
multiplier, namely the ratio of a change
in output to a discretionary change in
government spending or tax revenue.
In the case of Russia, the IMF reports
an estimate for the short-run one-year
multiplier for government spending of
0.8 per cent.40 Russia made withdrawals
from its Reserve Fund in order to support
the federal budget, amounting to
RUB1,912.20 billion,41 or 2.4 per cent of
2015 GDP. Applying the multiplier yields
1.9 per cent.

Bringing these estimates together –
while recognising that they may not be
purely additive and that a full modelling
approach should be used – one can at
least give a broad-brush picture of the
probable impacts of the aforementioned
key drivers: starting from an assumed
baseline growth rate of 1.0 per cent,
assuming an oil price effect of -4.8 per
cent, an effect from sanctions of -1.5
per cent and a mitigating fiscal reaction
effect of +1.9 per cent, one could have
expected a growth rate roughly equal
to the sum of these estimated impacts:
-3.4 per cent. As noted earlier, Russia’s
real growth was estimated at -3.7 per
cent. While this exercise is admittedly
highly simplified, it does suggest that
the IMF’s estimate of the short-run
impact of sanctions of up to 1.5 per
cent of GDP is broadly consistent with
the size of Russia’s 2015 recession
and with the probable sizes of other
major contemporaneous factors. As
for criterion 1, it seems fair to describe
a short-term fall in real GDP of 1.5 per
cent as ‘significant but not catastrophic’.

Impacts on EU GDP versus
Impacts on Russian GDP
In general, a recession in Russia means
lower demand for imports of goods
and services from the EU, as well as

lower incomes for EU corporations with
investments in Russia. Of course, these
effects will occur regardless of the cause
of the recession – so estimates should
seek to filter out the share of these
losses that may be attributed to lower
oil prices. Specific losses on the EU side
which directly relate to the sanctions
include foregone profits from financial
transactions involving the sanctioned
entities, and from the export of goods
subject to the sanctions, namely oil
extraction equipment, and military and
dual-use goods.

Very few publicly available estimates
actually seek to isolate the impact of the
sanctions from the broader impact of
the Russian recession.42 Among those
that do, the European Commission’s
published estimate is of a 0.25 per cent
decline in EU GDP for 2015.43 From this
estimate, there is no doubt that criterion
2 was very successfully fulfilled: while the
Russian economy likely lost up to 1.5 per
cent of real GDP, the EU likely lost only
0.25 per cent.

Other estimates of impacts – those
that do not adequately filter out the
induced effects on the EU economy
caused by the broader Russian recession
– cannot be used without corrective
calculations. One could either seek to
remove the effect of oil prices from
estimated or measured falls in incomes
from, and exports to, Russia; or, on the
contrary, add the positive effect of oil
prices on EU GDP onto those estimates,
which would then adequately describe
the joint effect of the sanctions and
the fall in oil prices. Importantly for
this broader context, the European
Commission also estimated the positive
impact of lower oil prices for the EU, at
0.5 per cent of GDP for 2015.

One example, among others, is
a study by the Austrian Institute of
Economic Research (WIFO), which
reports a model-based projection of
GDP and employment losses based
on the observed falls of EU exports
to Russia (including trade in services,
notably tourism).44 To their credit, the
authors of the WIFO report openly
refer to the caveats of their approach.
The observed falls in exports to Russia
are of course caused by the totality of
Russia’s recession, as well as by the

sanctions; as such, the study’s results
necessarily overestimate, by a large
margin, the damage to EU GDP that may
occur through the trade channel due
to the sanctions alone. Furthermore,
the authors do not account for trade
diversion effects. While a proper
counterfactual analysis would be required
to assess trade diversion, a look at the
raw data supports the view that trade
diversion has substantially mitigated
the EU’s export losses to the Russian
market.45

A brief note should be made
regarding deliberate attempts to skew
the debate on the impact of sanctions.
One particularly clever disinformation
tactic on the Russian side has been to
compare losses in absolute amounts,
rather than as a share of GDP. Indeed,
rather than report that the EU’s losses
may have amounted to just 0.25 per
cent of GDP, as against Russia’s loss of
1.5 per cent, one Sputnik agency report
compared an unofficial but well-known
early estimate of impacts of €40–50
billion for losses to the EU in 2014–15,
in contrast to an estimate of €25 billion
for losses to Russia in 2015.46 Measuring
impacts in terms of GDP shares is the
correct approach if one is interested
in the ultimate political impacts of
sanctions, which should be proportional
to the share of national income lost by a
particular country.

Russia’s Behavioural Response to
Sanctions in the Ukraine Conflict
European leaders did not impose
economic sanctions in response to the
formal annexation of Crimea, which
occurred from 18 to 21 March 2014,
thereby possibly emboldening Russia to
take further actions in the Donbass. On
21March 2014, the then president of the
European Council, Herman Van Rompuy,
replied to a journalist’s question on the
linkage between the annexation and
sanctions:

Of course we integrated already the
so-called annexation of Crimea in the
Russian Federation yesterday, so, this
is for us not a surprise. This is not an
element to trigger Stage 3 but I said also
yesterday that I would not explain here
in public in front of the media what kind
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of element we need to trigger Phase 3.
In any case we are preparing already
Phase 3, the Commission was tasked to
prepare those economic sanctions, and
I am convinced that this will be already
an impact, already the preparation, the
simple fact that we think about that
kind of sanctions are already an impact
on the Russian economy, and hopefully
also on the Russian decision-makers.47

There is no question that the EU meant
what it said about preparing economic
sanctions and, in hindsight, about being
prepared to deploy them. However, it is
equally clear that the statement may well
have been interpreted by the Kremlin
as meaning, in its first part, that rapidly
imposed facts on the ground do not
necessarily elicit a serious response and,
in its second part, that the EU was simply
bluffing about economic sanctions or, at
the very least, that facts on the ground
would have to breach an unknown,
but presumably high, threshold before
sanctions were triggered.

Russia then significantly escalated
and deepened its aggression in eastern
Ukraine, with a gradual shift from
organised mob violence and armed
‘volunteers’ in March 2014 to an
increasingly heavy and structuredmilitary
footprint from the early summer. The
initial July 2014 economic sanctions
had little if any moderating effect on
Russian actions. Ukrainian forces had
been regaining some tactical advantage
in July 2014. The Russian response was
to increase its involvement substantially,
culminating in a substantial encirclement
and destruction of Ukrainian forces in
the town of Ilovaisk at the end of August
2014.48 It may thus be concluded that
the July 2014 sanctions had the right
ingredients and set-up, but not the right
intensity.

The tightening of the financial
sanctions on 12 September 2014 was the
first decisive move. Besides the Ilovaisk
debacle, there was also a looming threat
to the strategic port city of Mariupol
and a clear need to incentivise Russia to
comply with the (first) Minsk Protocol,
which was signed on 5 September 2014.
There is no question that the Russian side
had a substantial military advantage, and
so it can be quite convincingly argued

that the 12 September tightening of
sanctions played a role in the decision
to refrain from seizing Mariupol or other
locations much beyond the ceasefire
line.49 At that point, the EU and the US
had succeeded, for the second time in
six weeks, in agreeing, in a co-ordinated
and unanimous manner, to relatively
significant and indeed increasing
economic sanctions.

A second tactically important
episode is the period immediately
following the Ukrainian debacle at
Debaltseve in February 2015, shortly
after the signing of the Minsk II Protocol,
where, somewhat as in Ilovaisk the
previous year, a surge in Russian support
led to a severe defeat for Ukrainian
forces.50 By late January 2015, new
economic sanctions had been prepared,51
in a co-ordinated manner, by both the US
Treasury and the European Commission.
It has been argued that the threat of
further economic sanctions by both the
EU and the US played a significant role
in encouraging the Russian side to refrain
from further action beyond Debaltseve,52
in spite of having had the military
capabilities and the tactical momentum
to do so.

An important development occurred
in March 2015 when the European
Council – the 28 EU member state
governments acting unanimously – made
a public political commitment linking the
lifting of the economic sanctions with
the ‘complete implementation of the
Minsk agreements’.53 This commitment
ruled out what was a major hope of the
Kremlin: to exploit divisions between EU
member states ahead of forthcoming
decisions to extend the sanctions. In
addition, from this point onwards,
any threat of new economic sanctions
would carry additional weight, as they
would presumably come with the same
conditional linkage, rather than with no
firm linkage, as had previously been the
case.

In retrospect, the empirical record
shows that the Kremlin only started to
believe that the EU in particular could
remain united and seriously hurt the
Russian economy once the EU had
actually started to do so – and once the
EU had established its credibility through
concrete and consistent actions.

Conclusions
The sanctions imposed on Russia, in
combination with credible threats of
further sanctions, appear to have had an
effect in limiting Russian aggression in
Ukraine at a tactical level. At a strategic
level, sanctions and threats of sanctions
did not lead to a reversal of any facts
on the ground, although Russia’s self-
imposed limits on its encroachment
upon Ukrainian territory should be seen
as a partial success. This partial success
may be seen primarily as a result of the
economic sanctions imposed, as the
latter were the only actual and therefore
fully credible coercive component that
accompanied the diplomatic effort to
persuade Russia to modify its behaviour.

An open question is the effect of
the signal given by US President Barack
Obama,54 in the run-up to the Minsk II
agreement, that if diplomacy failed, ‘the
possibility of lethal defensive weapons
is one of those options that’s being
examined’.55 An anonymous diplomatic
source interviewed by the International
Crisis Group suggests that this signal
raised the level of psychological pressure
on Germany and France to achieve a
diplomatic agreement, leading to ‘a quite
awful’ document.56

A full assessment of the impact
of both actual and potential economic
sanctions on the Kremlin’s decision-
making remains elusive, as direct and
accurate insider information regarding
the thinking of key regime figures is hard
to come by. It is, however, possible to
posit a counterfactual discussion of the
incentives and impacts that could have
arisen from different scenarios, based on
a rational frame of reference, rooted in
game theory.

Other factors assumed equal –
notably the resistance on the ground on
the part of Ukraine’s armed forces – a
softer approach in terms of economic
sanctions would have likely led to the
more aggressive pursuit of hostilities by
Russia, given that only the second and
last package of sanctions of September
2014 appears to have had any effect.
Speaking in January 2016, one US State
Department official, cited anonymously
in the media, expressed the view that
‘if the [economic] sanctions weren’t in
place, it’s pretty easy to imagine that
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Putin would have gone a lot further in
Ukraine’.57

An earlier application of the
economic sanctions – for example,
applying the July 2014 package as a
response to the annexation of Crimea
in March 2014, and applying the
September 2014 package as a response
to the Ilovaisk escalation in July 2014 –
would have, at the very least, established
Western credibility somewhat sooner in
the crisis, thus enabling a credible threat
mechanism at an earlier juncture. The
actual deployment of stronger sanctions,
such as the measures that were prepared
in early 2015, as a third package, would
have strengthened credibility yet
further, thus facilitating future credible
threats. On the basis of their presumably
significant additional economic impacts,
these might have helped to create a

further shift in the overall cost-benefit
calculus of the Russian leadership.
A more pre-emptive application of
sanctions might also have had important
effects. For instance, sanctions could have
been imposed as soon as intelligence
reports showed new Russian forces
crossing into Ukraine, rather than only
after they had strengthened and then
led separatist forces into new hostilities,
as occurred, de facto, with both the July
and September 2014 packages.

In sum, it is likely that somewhat
stronger sanctions, earlier and more
pre-emptive deployment of sanctions,
as well as additional types of economic
sanctions could have had stronger effects
on Russian behaviour.
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appEnDIx

Table 1: Relative Importance of the Russian Federation in the EU’s Gross Incomes from Goods Exports, Services Exports and
Investment Income, Measured in Billions of Euros and as a Share of Total – First Three Quarters of 2013 and of 2015.

Income Category Partner Jan–Sep 2013 Jan–Sep 2015

Goods Exports

Extra-EU 1,261.2 1,330.2

Russia 90.6 53.8

Russia (%) 7.2 4.0

Services Exports

Extra-EU 517.1 597.2

Russia 23.1 18.4

Russia (%) 4.5 3.1

Investment Income

Extra-EU 402.8 426.7

Russia 20.3 15.2

Russia (%) 5.0 3.6

Source: Eurostat, ‘European Union and Euro Area Balance of Payments – Quarterly Data (BPM6)’, (bop_eu6_q), credits, accessed
20 March 2016; and author calculations.
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Table 2: Value of Goods Exports to Russia as a Percentage of the Value of Goods Exports to All
Countries in the World, EU Member States, in 2013 and 2015.

Member State 2013 2015

Lithuania 19.8 13.7

Latvia 16.2 11.4

Estonia 11.5 6.7

Finland 9.6 5.9

Poland 5.3 2.9

Slovenia 4.6 3.0

Slovakia 4.0 2.2

Czech Republic 3.7 2.0

Germany 3.3 1.8

Austria 3.3 1.9

Hungary 3.1 1.7

Croatia 3.0 1.7

Romania 2.8 1.8

Italy 2.8 1.7

Bulgaria 2.6 1.7

EU Total 2.6 1.5

Sweden 2.2 1.2

Denmark 1.9 0.9

France 1.8 1.0

Cyprus 1.6 0.5

Netherlands 1.6 0.9

Greece 1.5 0.8

Belgium 1.4 0.8

Malta 1.3 0.1

Spain 1.2 0.7

UK 1.1 0.8

Luxembourg 1.1 0.7

Ireland 0.7 0.3

Portugal 0.6 0.3

Source: Eurostat, ‘EU Trade Since 1988 by HS2-HS4 (DS-016894)’, accessed 20 March 2016; and
author calculations. Includes both extra- and intra-EU trade, in contrast to the data in Table 1.
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