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Abstract

Sanctions caused serious effects on the Russian economy, as they have limited the trade, reduced foreign
investments, currency markets were destabilized and there was difficulty in obtaining vital technologies.
Nevertheless, Russia showed survival capacity as a result of fiscal measures, trade redirection against
non-sanctioning countries, and expanding energy revenues. Although initially it bumped back to
stabilized its economy but this has cost it long term productivity, technological development and foreign
direct investment. In this paper, the multisided implications of international sanctions are investigated
with references to the broad sanctions placed on Russia by the European Union (EU) in relation to the
2022 Ukraine crisis. It discusses the economic, political and humanitarian implications of sanctions on
the two powers, Russia and the EU. The negative effects on the EU, especially in terms of energy
security, industrial production and inflation are also evaluated in the paper. This paper relies on
secondary sources and qualitative research approach is adopted in it.
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Sanctions have substantial effects on both the nations that are targeted and the broader world
community, whether they are enacted by individual countries or international organizations. In terms of
the economy, sanctions can obstruct trade flows, the acquisition of essential resources, and investment,
resulting in putting the targeted country in financial difficulties and causing economic downturns.
Financial institutions might encounter constraints that restrict their capacity to participate in international
transactions as businesses struggle with reduced market accessibility and rising expenses. This economic
strain has the potential to worsen poverty and inequality in the impacted community by causing
unemployment, inflation, and currency depreciation. Furthermore, sanctions often limit the long-term
development potential of targeted countries by dissuading the growth of the economy, foreign
investment, and technological progress.

From a political perspective, sanctions increase geopolitical tensions, disrupt diplomatic ties, and raise
the chance of conflict since the states targeted by sanctions view them as aggressive actions and as
violating their sovereignty. Retaliatory steps and counteractive measures can further intensify enmity
between opposing parties. Sometimes, sanctions have the potential to strengthen nationalist feelings by
uniting support for the targeted regime and weakening internal resistance or disapproval. On the other
hand, they can create complaints against the governing class, who are seen as accountable for the
difficult situation of the nation, thereby promoting dissatisfaction and bitterness within the public.
Sanctions can lead to the emergence of black markets and promote corrupt practices as individuals seek
alternative routes to evade imposed sanctions. Sanctions can cause political unrest or intensify internal
power struggles, the effects of which reach beyond the targeted nation’s borders.
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Sanctions have an intense humanitarian impact, particularly affecting ordinary people by limiting their
access to education, health care, and essential goods, thus increasing hardships within the population.
The elderly, women, and children are among the most vulnerable groups that experience these hardships
and are at risk of illness, malnourishment, and displacement. Educational systems face challenges due to
insufficient funding and limited resources, which hinder opportunities for upcoming generations and
sustain poverty cycles. Moreover, sanctions can weaken social unity by generating distrust and division
among communities when socioeconomic gaps increase and access to essential services becomes more
unequal.

Advocates assert that sanctions offer a non-violent method to compel regimes into compliance with
international norms and human rights standards, yet opponents argue they often inflict excessive harm
on the vulnerable populace, with uncertain efficacy in achieving desired results. Additionally, sanctions
could unintentionally strengthen authoritarian regimes, allowing them to reinforce their control and
repress opposition by citing national security concerns or the need to withstand external pressures.

The efficacy of sanctions in attaining their desired goals remains a matter of continuous discussion.
While certain instances exhibit positive results, such as inducing regime shifts or changing behavior, on
the other hand, some show the constraints and unintended outcomes of sanctions as a policy instrument.
Furthermore, sanctions frequently fail to notice the targeted regimes’ adaptability and resilience, which
might confront economic challenges by diversifying, mobilizing resources, and receiving outside
assistance from sympathetic allies. One way to address humanitarian concerns is to implement targeted
(smart) sanctions, which aim to apply pressure on ruling elites to minimize adverse effects on civilian
populations.

An extraordinary set of sanctions on Russia has characterized the response of the European Union to the
crisis in Ukraine. These sanctions are designed to severely weaken the economy of Russia, reduce its
capacity for warfare, and compel the government to alter its course of action. Although the effects of the
sanctions are still unfolding, it is certain that they have rocked the economy of Russia and presented
serious difficulties for the country.!

Over the last ten years, the European Unlon and Russla have Increaslngly adopted separate paths,
reduclng thelr Interactlons to an easy trade of resources of energy for Industrlal commodlItles.
Confllctlng perspectlves between two partles on future economlc pathways, as well as d1fflculty In
encouraglng greater collaboratlon or formulatlng speclflc pollcles, partlcularly In sectors l1lke
energy and educatlon, contrlbute to the growlng problems. The orlglns of thls separatlon started
because the EU wanted to pursue the princlples of economlc llberallzatlon and spread lts values
through nelghborhood pollcy, whlle Russla, on the other hand, has been struggling to malntaln 1ts
economlc system and exert Influence on the former Sovlet terrltorles. They could not agree on a
common way forward.

In 2022, a varlety of sanctlon packages were 1mposed on Russla, affectlng varlous sectors of Its
economy, people, and Industrles. However, certaln sanctlons caused qulcker and more notlceable
results. Inltlally, the abolltlon of the country’s trade posltlon wlth the G7 natlons and the Unlted
States slgnlflcantly affected dlplomatlc relatlons. Thls led to Increased Import tarlffs, and as the
confllct developed, numerous companles declded not to transport goods to and from Russla. 1n retall
and hospltallty, several flrms chose to dlscontlnue partnershlps wlth well-known consumer
suppllers, lead1ng to the suspenslon of functlonlng and shuttlng outlets.
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Moreover, slgnlflcantly ralsed transportatlon costs due to the d1sruptlon of fll1ghts Into or out of the
alrspace of the European Unlon, and the termlnatlon of Insurance protectlon for alr carrlers
operatlng fll1ghts Into Russla have left the country more 1solated. Furthermore, the Central Bank and
some other state banks are experlenclng the freezIng of assets, coupled wlth the suspenslon of the
SWIFT system and restrlctlons on flnanclal deallngs through V1sa and Mastercard. These measures
have slgnlflcantly dlmlnlshed the ablllty of the state to sustaln 1ts global flnanclal operatlons. 1n
the end, buslness deallngs are made conslderably more dlfflcult by the comprehenslve llst of
sanctlons lmposed on both people and organlzatlons. From a common perspectlve, the sectors
experlenclng the most slgnlflcant 1mpact are those Interllnked wlth alr transport, productlon and
steel, automotlve Industrles, and constructlon. Especlally those buslnesses that operate under the
jurlsdlctlon of the government and whose leaders and buslness 1tself have been affected extremely by
Ind1vldual sanctlons such as the freezlng of assets and travel restrlctlons.

In the early months of 2022, the Inltlal changes began to appear due to sanctlons 1n Russla. The
Inltlal drop 1n the value of the Russlan ruble, Increaslng prices, and a decllne 1n consumer actlvlty
In the short-term and medlum term have evldent adverse Impacts on supply networks, channels of
trade, and obstacles to Russlan goods. Moreover, beyond the boundarles of the Federatlon, thls
Influence has strengthened collaboratlon wlth other natlons whlle Impactlng thelr effects,
reputatlons, and connectlons w1th certaln natlons.>

1mpact on Russla

Through the establ1shment of mechanlsms to support banks, companles, and the overall economy, the
Russlan Federatlon has to some extent learned to manage the sanctlons Implemented by the European
Unlon. As a clear comparlson and dlrect example, Russlan buslnesses that earn capltal 1n rubles but
settle debt wlth dollars, as well as other forelgn currencles, suffered greatly as a result of the severe
decllne In the currency In 2014. In addltlon, the economlc sanctlons led to a decrease 1n the
access1blllty of capltal and contrlbuted to Increased Interest rates, resultIng 1n a shortage of capltal.
The Imposltlon and expanslon of economlc sanctlons slnce 2014 have been deemed the most
Impactful 1n the short term. Thls 1s evldent 1n the declslon of the EU to rlgldlfy and broaden the
scope of these sanctlons. The Russlan Federatlon faced two major economlc shocks elght years ago as
well: on the one hand, a crltlcal decrease 1n the prices of oll, which dld not occur 1n 2022, and
secondly, a rapld decllne 1n the value of the Russlan currency (the ruble), whlch d1d happen In
March but has sInce qulckly stabl11zed.

Several notlceable dlsruptlons In the economy and trade sector wlthln the Russlan Federatlon
became apparent Inltlally. Flrstly, there has been an Interruptlon 1n loglstlcs, affectlng the
Insurance, banklng, and transportatlon Industrles. Thls has been followed by a clear flnanclal
destabll1zatlon, characterlzed by Increased 1nflatlon, a lack of trust 1n banks, and thelr 1ncapaclty to
serve cllents outslde of Russla. Furthermore, domestlc demand has also had a s1gnlflcant Impact due
to a decllne 1n Income, whlch has resulted 1n unaffordable loan rates and a lack of avallable funds.
Due to the decllne In lmport quantltles, concerns arose regardlng essentlal ltems’ potentlal
shortages, partlcularly 1n certaln food sectors, and for a brlef perlod In March and early Aprll,
certaln medlcal supplles were also affected. Russlan technology companles faced more restrlctlons
on technology transfers compared to other countrles. However, the complete Impact on thls sector’s
economlc growth may not become entlrely evldent untll a perlod of two to four years.?
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In the second quarter of 2022, the economy went down by 4% compared to the same perlod last year,
followlng a 3.5% Increase 1n the flrst quarter of 2022. Industrles that rely on selllng goods to other
countrles and those that heavlly depend on buylng products from abroad, such as motor vehlcle
productlon, have been partlcularly badly 1mpacted due to the restrlctlons on trade. The Russlan
budget surplus experlenced a drastlc decllne In August 2022 as a consequence of dlmlnlshing
revenues due to reduced energy productlon and the 1mpact of sanctlons.

The largest effect of sanctlons Is evldent 1n the realm of Russlan Imports. In Q2 2022, there was a
22.4% year-on-year decrease 1n the Imports of goods and servlces, equlvalent to approxlmately $21
bllllon, as reported by the Russlan Central Bank. Thls contrasts wlth the positlve growth of 12.1%
year-on-year observed In Q1 2022. Imports of modern technologles, machlnery, and parts used In
manufacturlng Industrles Into Russla have sharply decreased as a result of export control sanctlons
Implemented by key productlon centers such as the EU, the US, the UK, and Japan. These 1tems are
d1fflcult or Imposslble to replace completely. Russla has experlenced adverse effects on 1ts Import
and forelgn dlrect Investment (FD1) Inflows due to the departure of numerous Internatlonal
companles from 1ts market.

Nevertheless, followlng the Inltlal sanctlons, the Russlan economy has managed to stablllze,
primarlly due to substantlal revenues from exports. In the second quarter of 2022, the value of these
exports Increased by 19.7% year-on-year, equlvalent to an addltlonal $25 bllllon. However, thls
growth was an obvlous downturn compared to the Impresslve 58.8% year-on-year 1ncrease seen 1n the
flrst quarter of 2022. The rlse was prlmarlly caused by unusually hlgh prices of key energy and
commodlty exports, such as coal, fertlllzers, oll, gas, and metals that are not ferrous, although there
was a decrease 1n the physlcal quantltles of major exports from Russla. Russla’s current account
surplus saw growth due to rlslng export revenues, coupled wlth declinlng Imports and rlgld capltal
controls. Thls contrlbuted to stabll1zIng the ruble and the overall economy, m1tlgatlng the 1nltlal
Impact of sanctlons. The Imposltlon of the EU oll prohlbltlon, coupled wlth the cessatlon of
Russlan gas supplles to the EU, 1s expected to result In a substantlal decllne 1n the export revenues of
Russla. By the end of 2023, thls wlll Increase the straln on the balance of payments 1n Russla.
ImposIng add1tlonal rounds of sanctlons on exports of Russla could Intens1fy thls trend even more.
In response to sanctlons that are not unlversally Imposed, Russla has almed to redlrect Its export
actlvitles towards markets that are not subject to sanctlons, 11ke Chlna, Indla, Turkey, and the
Unlted Arab Emlrates (UAE). Russla has attracted these markets by provliding slgnlflcant d1scounts,
exempllfled by the Urals crude oll, whlch has traded at a d1scount rangIng from $23 to $35 per barrel
compared to the global benchmark Brent o1l sInce Aprll. As a result, there was a substantlal rlse 1n
Imports, primarlly of o1l and gas, from Russla to these natlons In the second quarter of 2022. Turkey
experlenced a notable surge of 120% year-on-year, whlle Chlna’s Imports Increased by 37%, and
Indla saw a remarkable growth of 364%. Yet, these natlons' ablllty to contlnue absorblng exports
from Russla 1s somewhat [Imlted. Because of the loglstlcal challenges, Insufflclent 1nfrastructure,
expenses of the entrance, and conslderable tIme consumptlon, thls kind of reroutIng Is expenslve.
Addltlonally, Moscow alms to reroute the Import of goods to natlons not Imposling sanctlons.
However, thls has led to a notable Increase 1n trade and transactlon expenses for companles 1n
Russla. Russla’s economlc rellance on Chlna has slgnlflcantly Intenslfled, prlmarlly because of
the coalltlon natlons’ 1nablllty to provlde adequate substltutes for essentlal products.
S1multaneously, major non-sanctlonlng natlons contlnued to provlde supplles to Russla, but at a
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reduced scale due to worrles about faclng secondary restrlctlons from the coalltlon partners. As per
offlclal statlstlcs, In the second quarter of 2022, exports from Turkey saw a year-on-year I1ncrease of
21%, whereas exports from Chlna grew by only 2.1%. But thelr exports to Russla have Increased 1n
the past few months.

Over the long run, there 1s an antlclpatlon that both the EU and global supply chalns wlll permanently
rearrange themselves to become less dependent on products orlglnating from Russla. Moreover, the
wlthdrawal of forelgn dlrect Investment (FD1) and reorlentatlon of trade wlll dlmlnlsh
opportunltles for technology transfer to Russla from more developed economles, thereby expandlng
the technologlcal dlvlde between them. LImltlng Russla’s access to modern technologles wlll
hlnder 1ts economy’s total factor productlvity growth, weakenlng the prospects for economlc growth
In the country.

Trade relatlons between the EU and Russ1a are experlenclng notable shlfts. The Imposltlon of export
sanctlons has led to a drastlc decllne In exports from the EU to Russla, whlle there has been a
slgnlflcant Increase 1n the value of Russla’s Imports to the EU. 1n the second quarter of 2022,
European Unlon exports to Russla experlenced a slgnlflcant decllne of 54% year-on-year,
equlvalent to a reductlon of $14.5 bllllon, according to data from UN Comtrade. The greatest
reductlons 1n sanctloned goods were observed In the categorles of alrplane and spacecraft vehlcles
(100% decrease), automotlve vehlcles (92% decrease), and electrlc machlnery and appllances (78%
decrease).

Nonetheless, there was a 34% year-on-year Increase In the value of EU Imports from Russla,
amountlng to an addltlonal $13.7 bllllon 1n the second quarter of 2022. The maln cause of thls
Increase was the costly energy supplles of Russla, whlch saw a 55%, or $15 bllllon Increase. Even 1f
the European Unlon has substantlally mlnlmlzed 1ts energy consumptlon In terms of physlcal
quantltles, earnlngs from the energy sector conslderably overtake the decllne In the non-energy
Imports of Russla to the EU, whlch saw a year-on-year decrease of 10.6%, equlvalent to a decline of
$1.3 bllllon, conslstlng of Imports that are sanctloned. Meanwhlle, there was a rlse In certaln
Russlan non-energy 1mports durlng the second quarter, such as a 31% Increase In dlamonds, a 33%
Increase 1n nlckel, and a 28% Increase 1n alumlnum.*

Russla experlenced a 21% growth In trade In 2022 compared to the prevlous year, reglsterlng a
record $316 blll1on trade surplus as a result of a slgnlflcant decllne In Imports of Russla and a sharp
Increase 1n energy prlces (Includlng coal, crude oll, natural gas, and petroleum products). The
reductlon In the trade volume of Russla, which fell from $22.7 bllllon per month 1n January and
February 2022 to $4.1 bllllon per month by December of the same year, 1s not represented In the
annual data.’

The 1mposltlon of both the EU embargo and the G7 prlce cap 1n December 2022 has led to a clear
outcome: the Increase In prlces of oll and the redlrectlon of exports of oll have effectlvely
mltlgated and lessened the dependence of the sanctlonlng countrles on Russlan oll. Notable shlfts In
patterns of export wlll result from the key sanctlons Imposed on Russlan oll and petroleum product
exports, and these effects are already evldent 1n 2022. Chlna and Indla emerged as prlmary markets,
replacing the EU for Russla’s exports, as a result of a drop In Russlan oll 1mports 1nto the EU. Thls
led to notable shlfts In trade dynamlcs and fragmentatlon In the Russlan oll market. Desplte
Infrastructure restrlictlons, Russla has faced challenges In flndlng alternatlve routes for Its oll
exports, partlcularly vla the Paclflc. Russla cannot flnd alternatlve routes for the 60% dlrected
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towards Germany and Poland vla the Druzhba plpellne’s northern branch, as well as the 40% golng to
the Czech Republlc, Hungary, and the Republlc vla the southern branch.$

Russla encounters a slmllar dlfflculty 1n seeklng new markets for Its gas due to the exlstlng
plpellne Infrastructure belng primarlly orlented towards the West and belng d1fflcult to restructure.
As aresult, Russla has slgnlflcantly decreased 1ts natural gas shlpments to Europe.

The coal embargo has proven more effectlve, as Russla has been 1ncapable of 1dentlfylng alternatlve
customers to make up for the reduced demand from the EU. However, In terms of flnanclal
slgnlflcance, coal holds a less cruclal role In contrlbutlng to Russla’s revenues compared to the
Importance of o1l and gas.

In the beglnnlng, Russla experlenced advantages 1n the energy confllct as both oll and gas prlces
Increased slgnlflcantly, reachlng unprecedented levels, especlally In the case of natural gas and
power. The result was an Increase 1n Inflatlon and Interest rates, leadIng to an economlc downturn 1n
Europe. Concurrently, thls sltuatlon strengthened Russla’s economy and budget wlth unprecedented
revenues, actlng as a safeguard agalnst the effects of sanctlons.’

There are notable dlfferences In the sanctlons Imposed on exports of gold, steel, 1ron, and luxury
goods. Followlng the 1nvaslon, the economy has experlenced an average decrease of 4% across most
sectors, wlth a partlcularly sharp decllne of 12% In wholesale and retall commerce. However, the
constructlon and agrlculture Industrles have grown durlng thls perlod. Thls Indlcates that the
sanctlons have exerted an effect, leadlng to a notable decllne 1n export volumes across all products,
partlcularly 1n the case of gold.?

The Imposltlon of Import sanctlons resulted 1n productlon setbacks due to shortages In raw
resources, materlals, and technology. Statlstlcs from the major tradIng assoclates of Russla Indlcate
a decllne of approxlmately 50% In Imports of Russla durlng the Inltlal s1x months of 2022.° The
manufacturlng of tanks and other armored vehlcles came to a temporary halt, and upon resumptlon, a
scarclty of advanced components was experlenced. 1nd1catlons suggest that Russla 1s experlenclng a
depletlon In Its supplles of unmanned aerlal attack vehlcles and crulse mlsslles, leadlng to a
notlceable reductlon In the Intenslty of attacks on Ukralne.!”

The Russlan armed forces have been affected by the Imposltlon of technology sanctlons and the
departure of advanced Western companles because Russla has faced challenges In replenlshlng Its
mllltary equlpment losses due to 1ts 1nablllty to acqulre new weapons systems.

The sanctlons almed at endIng the war Included 11m1tatlons targetlng the flnanclal sector of Russla,
Including the freezlng of assets and prohlbltlon of flnanclal transactlons, and constralnts on
accesslblllty to flnanclal markets and capltal. Add1tlonally, llmltatlons on equlty and debt, along
wlth the removal of the Central Bank of Russla from the flnanclal messaglng network SW1FT, are
Implemented.

Russla Is expected to experlence a budget deflclt equlvalent to around 2% of 1ts gross domestlc
product (GDP) 1f the present economlc fluctuatlons contlnue. Desplte faclng growlng flscal
challenges, Russla has successfully bullt flscal reserves through substantlal consolldatlon efforts
slnce 2014, when sanctlons were Inltlally enforced. Thls Indlcates that the strategy of Fortress
Russla has proven effectlve. More than two-th1rds of the total assets 1n Russla’s flnanclal sector are
controlled by publlc banks. They have the potentlal to further expand thelr holdIngs, whlch makes a
posslble contrlbutlon to the stabll1zatlon of the flnanclal system.!!
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Desplte belng cut off from the flnanclal systems of the Unlted States and the European Unlon, whilch
are the two most cruclal currencles globally, structural 11quldlty condltlons have reverted to levels
seen before the Imposltlon of sanctlons. Through dlverse means, banks have been capable of
malntalnlng connectlvity wlth the external world. Nevertheless, the flnanclal sector 1s sufferlng
slgnlflcant d1fflcultles. 1n the Inltlal half of 2022, Russlan banks experlenced a substantlal loss of
nearly $25 bllllon, primarlly attrlbuted to challenges 1n forelgn currency transactlons, as per the
Bank of Russla.

Inltlally, the I1quldlty of the bank1ng system was 1mpacted due to the Increased wlthdrawals by the
cltlzens of Russla. However, Russla was capable of bringlng the sltuatlon under control by
IncreasIng Interest rates and offerlng domestlc Incentlves.

Based on the robust ruble 1t cannot be assumed that the sanctlons were not effectlve.!> The statement
Is accurate 1n that 1mposlng sanctlons on Imported goods results 1n an Increase In currency value.
Whereas sanctlons on forelgn exchange reserves and exports contrlbute to the devaluatlon of the value
of the currency.!® Indeed, the Russlan Central Bank took actlon by Implementlng several measures.
These measures Included a slgnlflcant Increase 1n the maln Interest rate to 20%, a requlrement for
the converslon of 80% of the money earned from exports Into Russlan currency (the ruble),
restrlctlons on wlthdrawals of money by non-resldent 1nvestors, as well as [lm1tatlons on Russlans
carrylng cash across the country’s border. Thls has effectlvely deterred the outflow of capltal.!*

Export controls, 1mplemented through sanctlons on mllltary and dual-use 1tems to restrlct access of
Russla to advanced technology, have adversely affected the country’s arms sector. Thls has Impeded
the capaclty of Russla to manufacture and store armaments. 1nd1vlduals engaged 1n the productlon of
mllltary equlpment, along wlth companles actlve 1n the defense sector 1n Russla and Belarus, were
chosen. Promsvyazbank, the central bank overseelng transactlons related to state defense orders and
slgnlflcant government agreements, was excluded from the SW1FT flnanclal messaglng system, and
the 11st of dual-use commodltles that are prohlblted was expanded. Add1tlonally, l1censes for dual-
use commodltles’ exports were halted.

The natlons that Imposed sanctlons collaborated to restrlct the export, provlslon, transfer, and
shlpment of Items related to avlatlon and space, as well as commod]Itles and technologles used 1n the
sector of oll reflnlng. They also 11mlted the supply of goods and technologles for Russlan-flagged
shlps and marltlme transportatlon. However, the overall effect of these measures has not been notably
substantlal yet.!

Before the confllct, the 1nternatlonal Monetary Fund (IMF) estlmated a 2.8% Increase In Russla’s
gross domestlc product (GDP) In 2022 and a 2.1% growth 1n GDP 1n 2023. In January 2022, the
World Bank presented a report that was somewhat more negatlve, predlctlng the GDP of Russla to
rlse by 2.4% and 1.8% In 2022 and 2023, respectlvely. After preventlng a flnanclal crlsls and
observing a rlse In productlon related to the mllltary, the estlmated deflclt for 2022 showed a
gradual decrease to -4.5% accordIng to the World Bank, -3.9% as per the Organlsatlon for Economlc
Cooperatlon and Development (OECD), and -3.4% accordIlng to the Internatlonal Monetary Fund
(1MF). However, 1n January 2023, the IMF later amended th1s number to -2.2%.

AccordIng to the OECD predlctlons, the gross domestlc product (GDP) of Russla 1s expected to
decllne by -5.6% and -0.2% In 2023 and 2024, respectlvely. The World Bank antlclpated a perslstent
economlc downturn 1n 2023, wlth a decllne of 3.3% In the GDP belng caused by the effects of
sanctlons. However, a gradual recovery 1s foreseen 1n 2024, wlth a modest growth rate of 1.6%. 1n
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January 2023, the Internatlonal Monetary Fund predlcted that the GDP would grow by 0.3% In 2023,
which Is a posltlve change compared to thelr earller estlmatlon In October 2022, where they
antlclpated a decllne of -2.3%. Add1tlonally, they expected a sl1ghtly rapld rlse of 2.1% 1n 2024.'
The Natlonal Wealth Fund (NWF) of Russla, which was Inltlally establlshed to boost the penslon
system of the country, responded to the measures. To cover the decline 1n o1l revenues, Russla has also
employed one-tlme levles l1ke the recently proposed “voluntary” wlndfall tax on blg flrms, which 1s
antlclpated to generate $2.8-3.5 b1ll1on for the state.

In December 2022, the 1nflatlon rate stood at 11.9%, s1gnlflcantly surpasslng the 4% target set by the
Central Bank of Russla. The Internatlonal Monetary Fund 1ndlcates a decline 1n Inflatlon to 5% In
2023 and further to 4% 1n 2024, and on the other hand, the World Bank antlclpates a drop to 5.9% In
2023 and 4.5% 1n 2024. Thls m1ght make 11ving expenses more expenslve for Russlan consumers,
Increase the reductlon 1n consumptlon, and deterlorate the standard of 11v1ng for people.'’

Should the sanctlons perslst and Russla demonstrate self-sufflclency wlthout rellance on Western
support, 1t could emerge as a more Influentlal natlon. Thls scenarlo mlght compel the EU to
encourage renewed cooperatlon wlth Russla. In the event of counter-sanctlons, the EU wlll need to
exert effort to m1tlgate the effects of adverse global economlc condltlons.

Throughout world hlstory, sanctlons have not only had adverse effects on a natlon, but they have also
occaslonally been lneffectual or even advantageous. Thus, the sanctlons on Russla had a posltlve
outcome, leadIng to the growth of domestlc transactlons as an alternatlve to the canceled transactlons
wlthln the natlon. For Instance, the ex1t of all brands from the natlon has slgnlflcantly contrlbuted
to the growth of domestlc productlon. In add1tlon, 1n 2014, the development of the Russlan payment
system was a result of the dlscontlnuatlon of Vlsa and Mastercard servlces wlth certaln banks 1n
Russla. Followlng the blocklng of V1sa and Mastercard outslde of the Russlan Federatlon 1n 2022,
banks 1n Russla started provldlng cards uslng the UnlonPay payment system.'®

1mpact on the European Unlon

Russla and the European Unlon natlons have malntalned a longstandlng trade relatlonshlp.
Sanctlons Imposed on elther party affect all Involved partlclpants. Over the last two decades, Russla
has malntalned a conslstent posltlon wlthln the top flve prlmary buslness partners of the European
Unlon. Russla secured 1ts posltlon as the European Unlon’s flfth-largest commerclal partner,
holdIng a 5.8% share, at the end of 2021. Notably, thls rankIng was achleved desplte the Imposltlon
of sanctlons In 2014. By the end of 2021, Russla held the thlrd poslitlon In EU 1mports, wlth a 7.7%
share, followlng Chlna and the USA. The exports of the EU to Russla totaled 99 bllllon euros In
value, whlle 1ts Imports from Russla reached 158.5 b1ll1on euros.

It 1s Important to h1ghl1ght that Germany, the princlpal economy of the EU, relles slgnlflcantly on
Russlan gas. The natlon successfully decreased Its rellance on gas Imports by as much as 20%, by the
end of 2022. Nevertheless, thls has resulted 1n adverse effects on the German I1ndustrlal sector. For
numerous years, German busInesses and households have been heavlly rellant on Russlan o1l and gas
supplles. Sectors such as steel, chem1cal, and pharmaceutlcal exh1blt a h1gh degree of dependency on
Russlan gas.

The economlc challenges In Europe have arlsen due to the sanctlons lmposed agalnst Russla.
Certalnly, the European Unlon encountered notable d1fflcultles as a result of a substantlal rlse In the
costs of food and fuel. R1slng prlces have stralned the budgets of consumers and adversely affected
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Industrles extremely dependent on raw materlals and energy, whlch Include the metallurglcal and
pharmaceutlcal 1ndustrles. Certaln European companles had to thlnk about moving thelr facllltles
to natlons wlth reduced productlon prlces or Investlgatlng substltute sources of energy to dlmlinlsh
these challenges. 1ndustrles faced flnanclal challenges, resultIlng 1n job losses as buslnesses found 1t
d1fflcult to contlnue operatlng durlng the economlc downturn. The EU has taken steps to enhance
energy efflclency, make Investments In sources of renewable energy, and broaden the routes for
energy supply as part of Its efforts to tackle these challenges. These steps were Implemented to enhance
self-sustalnabl11ty and decrease rellance on costly energy 1mports.

Many speclallsts argue that the Implementatlon of sanctlons agalnst Russla was not approprlate.
They suggest that sanctlons have falled to accompllsh thelr objectlves. Furthermore, these measures
broke the prevlously normal connectlons wlth the prlmary suppller of thelr resources and worsened
the Increaslng crlsls wlthln the EU.

The 1mposltlon of a comprehenslve set of sanctlons on Russla has resulted 1n a notable decllne 1In
growth rates from the wlnter of 2022 to the current perlod. 1n the EU, the rate of Inflatlon has been
rlslng sharply slnce October 2022 up to the present tlme. ExamlInlng the trends from 2022 to the
present day shows that the European Unlon contlnues to face a hlgh unemployment rate, which
remalns conslstently above 6%, slgnallng a decllne In the economlc condltlons across EU states.
Sanctlons have had the most adverse Impact on the Industrlal sectors of the EU states. Slovakla,
Estonla, and Luxembourg, among the member states of the EU, experlenced the blggest yearly
decrease 1n Industrlal productlon.

In addItlon to harmlng the soclo-economlc metrlcs of the EU states, rlslng energy costs and
declinlng Industrlal productlvlty also erode the reglon’s ablllty to compete In the future. In
contemporary tlmes, the EU natlons are startlng to boost trade wlth Chlna whlle decreasing thelr
collaboratlon wlth Russla. By the concluslon of 2022, Chlna has emerged as a prlmary lmport
partner for the EU. Thus, contrary to the predlctlons made by European polltlclans, the sanctlons
Imposed on Russla are proving to be more harmful than beneflclal for the European Unlon."

The EU’s Imposltlon of dlplomatlc sanctlons has resulted 1n a slgnlflcant reductlon In regular
communlcatlons between the EU and Russla. Whlle offlclal summlts have been halted as per
offlclal statements. The reallty 1s that numerous trans-governmental meetlngs, especlally Involving
mld-level offlclals, have also been suspended. The termInatlon of regular meetlngs across several
EU-Russla dlalogues has resulted In authorltles now meetlng each other only occaslonally.
Suggestlons for enhanced Instltutlonal collaboratlon between the EU and the Euraslan Economlc
Unlon have yet to be put 1nto effect.

Concurrently, all dlalogues concernlng the future of relatlons between the EU and Russla, as well as
the formulatlon of a new foundatlonal agreement to replace the 1994 Partnershlp and Cooperatlon
Agreement (PCA), have been suddenly halted. Consequently, sInce 2014, d1scusslons regardIng long-
term posslbllltles for thls relatlonshlp have not taken place. The EU’s 2016 guldIng princlples for
relatlons wlth Russla strlctly forbld dlscusslng the future. These princlples restrlct the Interactlon
between the EU and Russla to Implementlng the M1nsk agreements and selectlve Involvement. The
EU restricted 1tself to repeating values and emphaslzlng the requlrement of clvll soclety dlalogue.
While thls conversatlon 1Is cruclal, It cannot serve as a permanent substltute for clvll soclety
relatlons. AddItlonally, the efforts of Russla to restrlct thls dlalogue wlthln clvll soclety convey an
evldent message that the EU wlll contlnue to push for clvll soclety Involvement, which wlll result
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In geopolltlcal tenslons wlthln Internatlonal relatlons. However, promotlng people-to-people
connectlons could prepare the way for collaboratlon 1n energy transltlon and mltlgatling cllmate
change whlch are realms where Russlan authorltles appear to stl1ll perm1t 1nternatlonal relatlons.

It's Important to conslder wlthIn the scope of dlscusslon regarding sanctlons that the declslon of
the EU to suspend both the new vlsa facllltatlon accord and the conversatlon on vlsa-free travel has
prlmarlly Impacted grassroots Interactlons and people-to-people connectlons. The suspenslon of
vlsas has restrlcted the ablllty of the cltlzens of the EU and Russla to Interact soclally by reduclng
the freedom of contact. 1t conveys a clear 1ndlcatlon that the prlmary determlnant for slmpllfylng
the vlsa reglme 1s the establ1shment of relatlons w1th publlc authorltles, rather than the convenlence
of d1rect people-to-people contact.?”

Concluslon

Russla’s 1nvaslon of Ukralne has forced European natlons to recognlze that NATO expanslon and
economlc sanctlons alone are Insufflclent to slgnlflcantly weaken Russla’s posltlon as one of the
world’s few natlons entlrely self-rellant on natural resources. Russla has some of the largest natural
gas reserves globally, comprlslng approxImately 25% of the conflrmed reserves In the world. Thls
Indlcates that, desplte belng detached economlcally from Western countrles, Russla can sustaln
economlc and trade relatlons wlth other natlons by utlllzlng 1ts abundant resources. These sanctlons
present a complex sltuatlon. Sanctlons pose a dual challenge due to the close econom1c relatlons wlth
Russla and rellance on Russlan energy, leadlng to dlverse consequences for each member state
Involved.

European countrles cannot effectlvely weaken Russla mllltarlly due to 1ts strong defense Industry.
Desplte the conventlonal weaponry of Russla belng notably less advanced compared to that of NATO,
It remalns the world’s blggest nuclear power. 1t possesses more than 500 Intercontlnental mlsslles
deployed on land and alrborne, as well as submarlne-launched balllstlc mlsslles. Followlng
sanctlons from the European Unlon and Western countrles, Russla rapldly redlrected 1ts focus
towards Eastern Bloc natlons, whlich malntaln frlendly relatlons wlth Russla and become Its
primary buslness partners.

The examlnatlon of the effects of sanctlons agalnst Russla on the economles of European countrles
IndIcates the followlng findIngs: Inltlally, owlng to Russla’s slgnlflcant role as a major exporter
of strateglc commod]ltles, partlcularly energy resources, the Imposltlon of sanctlons agalnst Russla
and the overall deterloratlon 1n 1ts forelgn trade condltlons destablllzed global markets, lead1ng to
crlsls scenarlos In European economles, partlcularly those heavlly rellant on Russlan Imports.
Moreover, the excluslon of the Russlan market 1n numerous sectors has slgnlflcantly 1mpacted
European buslnesses.

Secondly, the crlsls stemmIng from the worsenlng geopolltlcal condltlons has 1mpacted the large
majorlty of European natlons.

Thlrdly, the crlsls phenomenon 1s predlcted to worsen even further, whlch could cause Instablllty In
the soclo-polltlcal condltlon of European natlons In l1ght of the growlng crlsls of rlslng l1ving
expenses among unprecedented Inflatlon.

Glven the separatlst ambltlons of many natlons to ex1t the polltlcal and economlc bloc of the EU, 1t
Is Important to take 1nto account the sustalnablllty of thls Unlon 1f the sanctlons campalgn agalnst
Russla 1s prolonged by Imposling further sanctlons. The beneflts of staylng together are
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dlmInlshing over tIme. Overall, 1t has become clear that the EU sanctlons reglme’s evolutlon has
not been as successful as 1t was Intended to be.

Glven the rellance of the European Unlon on the energy resources of Russla and Russla’s promInent
global posltlon 1n the energy sector, 1t 1s reasonable to argue that European Unlon sanctlons have
demonstrated success 1n Impedlng the economy of Russla and creatlng slgnlflcant challenges,
whlle, In general, they were 1neffectlve 1n stopplng the confllct. Whlle the 1mposed sanctlons d1d
result In certaln economlc slowdowns, they had no Impact that would lead to unrest throughout the
natlon. Therefore, 1t m1ght be stated that the European Unlon should not only enforce sanctlons that
negatlvely Impact 1ts economy but also address the Issue comprehenslvely by optlng for
negotlatlons alongslde the 1mposItlon of sanctlons. Because the actlons of Russla agalnst Ukralne
stemmed from Ukralne’s move towards closer tles wlth the West, as a result, the European Unlon can
engage In dlplomatlc conversatlons wlth Russla.

It 1s Imposslble to predlct wlth certalnty when the war wlll come to an end, but 1t 1s a notlon that
the Involved partles can collaborate and reach a resolutlon through negotlatlons at the table. The
sanctlons’ toughness and severlty, along wlth thelr evldent adverse effects on the economy of Russla,
mlght make Putln want to flnd a solutlon sooner. These sanctlons can be a way to pressure Russla
Into glving up some of 1ts most dlfflcult demands. However, 1n stralghtforward terms, the
Imposltlon of sanctlons 1s unllkely to result In a favorable deal soon. Nevertheless, thls wlll be no
more detrlmental than the agreement made 1n the absence of sanctlons. Furthermore, whlle sanctlons
alone may not bring an end to the confllct, they play a cruclal role as the 1nltlal urgent measures to
establlsh cred1blllty and d1ssuade other partles from taklng slmllar actlons 1n the future.
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