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Preface

Abstract

When sender states consider the imposition of sanctions, they also take into account the
consequences that these measures have on their own economy and on their domestic economic
actors. How do these economic considerations affect the imposition of sanctions as well as the

effectiveness of coercive measures after their imposition?

Trade restrictions that have been imposed because of the perceived political misbehavior
of a target state do not simply limit the activities between the governments of the sanctioning
states and the target state. Sender governments rather have to restrict the activities of their own
domestic actors in the target country. Despite the importance of economic actors within sender
states, their role has often been neglected in research on sanctions. The goal of this dissertation
is to provide a conceptual framework for the different aspects how economic considerations
affect the imposition and effectiveness of sanctions. | show that there are three important
dimensions: first, lobbying by economic actors can lead to restrictive measures that are less
comprehensive than they would have been without these efforts. Second, there are resulting
selection effects on the effectiveness of sanctions, which reflect the impact of domestic
economic actors on the sanctioning process. Finally, the way companies of the sanctioning
states operate in a sanctions regime also has an impact on the effectiveness of these measures.

This dissertation contributes four articles to analyze these different dimensions.

The first article demonstrates at the macro level how economic interlinkages between
sender and target states influence the decision to impose sanctions — and how this selection
affects the outcome of the sanction case. Gerald Schneider and | show that conflicting economic
interests of multiple principals in the European Union (EU) make the imposition of sanctions
less likely and EU sanction threats in turn less credible than those by the United States (US),
where the president can act alone through executive orders or in collaboration with Congress.
Since the United States can issue more credible sanction threats, imposed US sanctions are a
negative selection of cases and thus less successful than restrictive measures imposed by the
EU. We test these propositions with data on threatened and imposed sanctions for the period
between 1989 and 2015. The empirical evidence demonstrates that EU sanctions are more
successful than those by the US. Moreover, we provide evidence for the difficulties of the EU
to impose sanctions by showing that restrictive measures are both less likely and less severe,
the more varied the economic ties of the member states with the target are.
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The argument of the first paper is based on the implicit assumption that governments
try to protect their domestic economic actors. In the second article, | argue that policymakers
face a sanctioning trade-off: while their goal is to make a disputed policy more costly for the
target, they also try to avoid damage on their own economy. Using data on US sanctions from
1989-2015, the empirical results show that trade interlinkages, both in the form of exports and
imports, make sanctions less likely to be imposed and imposed measures less severe. In a
second step, | calculate the difference between the predicted and actual intensity of imposed
measures and analyze US sanctions against China and Russia as the two most deviant cases.
The case studies show that additional lobbying efforts by domestic economic actors led to less
severe sanctions than expected. | employ survey data to provide micro-level evidence for how
corporate lobbying against sanctions works: firms behave opportunistically and oppose

sanctions once they have to carry the burden of these measures.

While the first two papers focus on the imposition of sanctions, in the third article, Beata
Stepien and I analyze at the micro level how companies react when they finally operate in a
sanctions regime. Companies’ adjustment strategies crucially affect the effectiveness of
sanctions, which only have a real economic impact when the senders’ firms reduce their
activities on the target’s market. In contrast, sanctions avoidance and increasing investments in
the target country mitigate the effect of these restrictive measures. Sanctions increase the
political risk but also offer economic opportunities — and previous studies could not settle the
debate on which factor prevails. By evaluating responses from European firms to an online
survey distributed in 2017, we analyze how companies adjust to sanctions and what drives their
decision. We find that resource dependency induces strategies that challenge sanction policies:
in particular, non-fungible assets in the target country incentivize companies to further increase
their engagement. These defiance strategies diminish the real economic effect of sanctions and
generate a new economic equilibrium, which has long-term implications on the choice set of

policymakers to further pursue the imposition of sanctions and which even outlasts their lifting.

In the final paper, Paulina Pospieszna and | introduce economic aid as an additional
foreign policy tool. Since sanctions and aid are often employed at the same time, the goal of
this study is to determine their joint effect on democratization in target and recipient countries.
Our empirical results show that democratic sanctions by the European Union and the United
States are more likely to have a positive effect when aid flows bypass the government.
Conversely, aid channeled through the public sector, mostly economic aid, mitigates the

generally positive effect of sanctions on democracy.
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Zusammenfassung

Wenn Sender-Staaten die Verhdngung von Sanktionen erwégen, beriicksichtigen sie auch die
Konsequenzen, die diese MaRnahmen fir ihre eigene Wirtschaft und ihre inlandischen
Wirtschaftsteilnehmer haben. Wie beeinflussen diese Okonomischen Erwédgungen die

Verhangung sowie die Effektivitat von Sanktionen?

Handelsrestriktionen, die aufgrund eines politischen Fehlverhaltens verhangt wurden,
beschranken nicht nur die Aktivitaten zwischen den Regierungen der sanktionierenden Staaten
und des Ziellandes. Vielmehr missen die Sender-Staaten die Aktivitaten ihrer inlandischen
Akteure im Zielland einschranken. Trotz der Bedeutung der Wirtschaftsteilnehmer in den
Sender-Staaten wurde ihre Rolle in der Forschung zu Sanktionen oft vernachlassigt. Diese
Dissertation entwickelt einen konzeptionellen Rahmen fur die verschiedenen Wege, auf denen
okonomische Erwdagungen die Verhdngung und Effektivitdt von Sanktionen beeinflussen
kénnen. Insgesamt gibt es drei wichtige Dimensionen: Erstens kann Lobbying die Verhangung
von Sanktionen verhindern oder zu einer Abschwachung der ZwangsmalRnahmen flhren.
Zweitens resultieren daraus Selektionseffekte auf die Wirksamkeit von Sanktionen, die den
Einfluss inldndischer Wirtschaftsakteure auf den Sanktionsprozess widerspiegeln. Zuletzt hat
auch die Art und Weise, wie Unternehmen der sanktionierenden Staaten in einem
Sanktionsregime agieren, einen Einfluss auf die Effektivitat dieser MalRnahmen. Diese

Dissertation tragt vier Artikel zur Analyse dieser unterschiedlichen Dimensionen bei.

Im ersten Artikel zeigen Gerald Schneider und ich wie 6konomische Verflechtungen
zwischen Sender- und Ziellandern den Sanktionsprozess beeinflussen — und wie sich diese
Selektion auf die Effektivitat der Sanktionen auswirkt: Kollidierende 6konomische Interessen
innerhalb der Europdischen Union (EU) machen die Verhédngung von Sanktionen weniger
wahrscheinlich und Sanktionsdrohungen der EU daher wenig glaubwirdig. Da die Vereinigten
Staaten (USA) glaubwiirdigere Drohungen aussprechen kénnen, sind verhangte US-Sanktionen
eine negative Selektion von Fallen und daher weniger erfolgreich als Zwangsmafnahmen der
Europdischen Union. Wir testen diese Aussagen mit Daten zu angedrohten und verhangten
Sanktionen zwischen 1989-2015. Die empirischen Resultate zeigen, dass EU-Sanktionen
erfolgreicher sind als die der USA. Daruber hinaus liefern wir Evidenz fir die Schwierigkeiten
der EU, Sanktionen zu verhdngen: Zwangsmalnahmen der EU sind sowohl weniger
wahrscheinlich als auch weniger stark, je unterschiedlicher die 6konomischen Verflechtungen

der Mitgliedsstaaten mit dem Zielland sind.
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Das Argument der ersten Studie basiert auf der Annahme, dass Regierungen versuchen,
ihre inlandischen Wirtschaftsteilnehmer zu schitzen. Im zweiten Artikel analysiere ich den
Zielkonflikt, mit dem sich Sender-Staaten konfrontiert sehen: Wéhrend sie einerseits das Ziel
verfolgen, die Kosten einer umstrittenen Politik fiir das Zielland zu erhéhen, versuchen sie
andererseits, ihre eigene Wirtschaft vor Schaden zu bewahren. Die empirischen Resultate aus
Daten zu US-Sanktionen von 1989-2015 zeigen, dass Handelsverflechtungen sowohl die
Wahrscheinlichkeit von Sanktionen als auch die Schwere verhangter Malinahmen reduzieren.
In einem zweiten Schritt untersuche ich die US-Sanktionen gegen China und Russland, bei
denen die tatsachliche Schwere der verhangten MalRnahmen am stérksten von der statistischen
Vorhersage abweicht. Lobbying heimischer Wirtschaftsakteure fiihrte in diesen Féllen dazu,
dass die Sanktionen weniger stark als erwartet ausfielen. Daten aus einer Unternehmens-
befragung zeigen, wie Lobbying gegen Sanktionen funktioniert: Firmen verhalten sich

opportunistisch und lehnen Sanktionen ab, sobald sie die Kosten dieser MaRnahmen tragen.

Wahrend die ersten beiden Artikel auf die Verhdngung von Sanktionen fokussieren,
analysieren Beata Stepien und ich in der dritten Studie das Verhalten von Unternehmen, die
schliellich in einem Sanktionsregime agieren. Deren Anpassungsstrategien beeinflussen den
Erfolg von Sanktionen, die nur dann einen 6konomischen Effekt haben, wenn Firmen ihre
Aktivitaten auf dem Markt des Ziellandes reduzieren. Im Gegenzug mildern das Umgehen von
Sanktionen und vermehrte Investitionen im Zielland die Auswirkungen. Obwohl Sanktionen
das politische Risiko erhdhen, bieten sie auch wirtschaftliche Chancen. Wir werten Antworten
von europaischen Firmen auf einen Online-Fragebogen aus dem Jahr 2017 aus und stellen fest,
dass Ressourcenabhéngigkeit zu Strategien fuhrt, die den Sanktionen entgegenstehen:
nichtfungible Vermdgensanlagen im Zielland schaffen fiir Firmen insbesondere den Anreiz, ihr
Engagement zu erhohen. Diese Strategie des Trotzes reduziert den wirtschaftlichen Effekt von
Sanktionen und erzeugt ein neues 6konomisches Gleichgewicht, das langfristige Auswirkungen

auf politische Handlungsmdglichkeiten hat und auch nach den Sanktionen weiterbesteht.

Im letzten Artikel fihren Paulina Pospieszna und ich wirtschaftliche Hilfe als ein
zusatzliches Instrument der AuBenpolitik ein. Da Sanktionen und Entwicklungshilfe oft zur
gleichen Zeit eingesetzt werden, ist das Ziel dieser Studie, den gemeinsamen Effekt auf die
Demokratisierung von Ziellandern zu bestimmen. Unsere empirischen Ergebnisse zeigen, dass
Sanktionen der Europdischen Union und der Vereinigten Staaten eher einen positiven Effekt
auf die Demokratisierung haben, wenn Hilfsstrome an der sanktionierten Regierung
vorbeigehen. Umgekehrt schwdacht Entwicklungshilfe, die durch den oOffentlichen Sektor
geleitet wird, den allgemein positiven Effekt von Sanktionen auf den Zustand der Demokratie.

iv
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1. Introduction

1 Introduction

About 850 people lost their lives and around 2,300-3,000 people were injured.! These are the
casualties of the Russo-Georgian War that took place in August 2008: Russia invaded Georgia
and recognized the independence of the provinces Abkhazia and South Ossetia from Georgia.
The French foreign minister at the time, Bernard Kouchner, told reporters before an emergency
summit of the European Council on relations between the European Union (EU) and Russia
because of the Georgia crisis that: “Sanctions are being considered” (The Guardian 2008).
However, reports anticipated the difficulties to actually impose sanctions because “‘some
members will be unwilling to jeopardise mutually beneficial relations with Moscow. In
particular, the German chancellor, Angela Merkel, is unlikely to support any moves that could
damage relations [...]” (The Guardian 2008). Ultimately, no sanctions were imposed against
Russia despite its refusal to pull back troops to pre-conflict positions. The question arises to

what extent economic interests had an impact on the decision not to impose sanctions.

While research on the imposition of sanctions increased in recent years, the
effectiveness of economic coercion has been the focus of studies on sanctions since the earliest
beginnings (Galtung 1967). Some scholars argue that imposed sanctions are the end of a
bargaining game — such that they should rather work at the threat stage (Morgan, Bapat, and
Krustev 2009). In this view, the statement of then French foreign minister Kouchner constitutes
an unsuccessful sanction threat: the target did not alter its disputed behavior and the sender
capitulated at the threat stage. Sergei Lavrov, who has been serving as foreign minister of
Russia since 2004, reacted to the sanction threat: “My friend Kouchner also said that we will
soon attack Moldova and Ukraine and the Crimea ... But that is a sick imagination and probably

that applies to sanctions as well” (The Guardian 2008).

This ‘sick imagination’ became reality when Russia formally annexed Crimea in March
2014 — and the Russian military intervened in Eastern Ukraine. In this instance, the European
Union and the United States managed to impose economic sanctions against Russia in a joint
effort. While the imposed measures are “much more than just paper tigers [...], the sanctions
against Russia were not as strong as they could and probably should have been” (Schneider and
Weber 2018). The sanctions are far from severely breaking trade relations with Russia. As

Christie (2016, 53) puts it: “there was no appetite for very strong economic sanctions,

! Official report from the Independent International Fact-Finding Mission on the Conflict in Georgia (2009, 223).
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particularly among key European nations. [...] Russia-friendly business interests are deeply
embedded in many European countries, and affected businesses are able to deploy high levels
of political influence.” While economic considerations arguably prevented sanctions against
Russia in the Russo-Georgian War in the first place, they led to softer measures in the Ukraine
crisis. And again, the effectiveness of the imposed sanctions is disputed. The lifting of the
sanctions against Russia is tied to the implementation of the Minsk agreements, which has not
been achieved yet, as of November 2019. A pessimistic view on economic sanctions is that
sanctions against Russia can never be effective since the territorial integrity of Ukraine with
regard to Crimea is not even part of the Minsk agreements and thus the content of the sanctions.
A more optimistic reading is that the sanctions are successful in the sense that they at least deter

Putin from making even more territorial claims.

Independent of how one evaluates the effectiveness of the ongoing sanctions regime
against Russia, there is evidence that economic considerations had an impact on the decision to
impose sanctions as well as the design of the restrictive measures. Both dimensions of sanctions
imposition in turn have an effect on the coercive power of these instruments. Still, we know
little about the extent of this impact and the resulting selection effects of economic
considerations on the sanctioning process. The sanction threat of the French foreign minister
Kouchner could not have had an effect if Russia, the potential target state, had anticipated that
no measures will be imposed because the senders, the different EU member states, do not want
to jeopardize their trade benefits. Similarly, sanctions that are not sufficiently comprehensive
(e.g. to spare sensitive economic sectors) are unlikely to induce the necessary coercive pressure.
In addition, there is few research that considers how adjustment strategies of economic actors
that operate in the sanctioned market affect the effectiveness of sanctions. The goal of this
dissertation is to provide a conceptual framework that reflects the impact of economic
considerations on the imposition and effectiveness of sanctions — and to analyze these different

aspects of this influence in separate articles.

The different chapters are based on two datasets: the EUSANCT Dataset and the
EUSANCT Survey. The EUSANCT Dataset amends, merges, and updates some of the most
widely used sanction databases — and covers imposed sanctions and sanction threats by the
European Union, the United States, and the United Nations from 1989 to 2015. The EUSANCT
Survey, which was distributed in 2017 among companies in France, Germany, Italy, Poland,
and the United Kingdom, contains more than 1,000 responses from firms to an online

questionnaire on the EU-Russian sanctions imposed in 2014.



1. Introduction

The structure of this thesis is as follows: the second chapter provides a general overview
of the research on sanctions. | sketch the debate on sanctions effectiveness and how the
consideration of the strategic imposition of sanctions boosted research on economic coercion.
| then provide the common theoretical basis for all research papers in this dissertation.
Therefore, | develop a conceptual framework for the impact of domestic economic actors in the
sender states on both the imposition and effectiveness on sanctions. This framework is based
on the sanctioning trade-off that policymakers face: while their goal is to impose costs on a

potential target state, they try to avoid damage on their own economy.

The third chapter then provides an analysis of how the fear of a competitive
disadvantage vis-a-vis other member states makes the imposition of EU sanctions less likely
and how the resulting selection effects can account for differences in the success of sanction
threats and imposed measures by the European Union in comparison to the United States (US).
While sanction threats by the US often suffice to induce a behavioral change by a target state,
there are hardly any examples of sanction threats by the EU that led to considerable concessions.
In contrast, our empirical evidence shows that imposed restrictive measures by the
supranational organization tend to be more effective than economic coercion by the United
State. While some might argue that the EU simply picks cases that can be perceived as ‘easier’,
the game-theoretic model presented in this paper implies that extant assessments do not
sufficiently differentiate between the varying abilities of multilateral and unilateral senders in
credibly threatening and carrying out sanctions. We introduce a selection argument that focuses
on the complex decision-making process of the European Union to impose sanctions. In
comparison to the United States, the institutional structure of the EU and conflicting economic
interests of multiple principals make the imposition of sanctions much more difficult. In
addition, the international organization is less accountable vis-a-vis the voters and does, unlike
the US, not face severe audience costs. Both mechanisms render sanction threats by the EU less
credible. Since the US as a unilateral sender can issue more credible sanction threats, imposed
sanctions by the United States are a negative selection of sanction cases and thus not as effective
as restrictive measures by the European Union. We empirically test the difficulties of
multilateral senders to impose sanctions by showing that EU sanctions are both less likely and
less severe, the greater the heterogeneity among the most powerful EU member states in the
economic links with the target country. Hence, this study demonstrates how considerations by
sender states about the effects of sanctions on their domestic economy affect the imposition of
sanctions — and how this strategic imposition and design of sanctions in turn alters the

effectiveness of the respective measures in comparison to other senders.
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The underlying assumption in this chapter is that sender governments try to prevent their
own economic actors from carrying a disproportionate share of the sanction costs. However,
we do not know whether governments simply care more about their domestic economy than the
foreign policy goal linked to the sanctions dispute and thus beware (harsher) sanctions on their
own initiative — or whether special interest groups pressure policymakers to avoid higher costs.
In the fourth chapter, | analyze the impact of lobbying efforts against US sanctions and how
they lead to less comprehensive measures in more depth. | argue that organized interest groups
from target states as well as domestic economic actors generally oppose sanctions. In particular,
a relatively small number of economic actors in sender states profit from concentrated benefits
if they can avoid sanction costs — and can therefore overcome the problem of collective action.
In comparison to human rights organization that might be in favor of sanctions, economic
special interest groups have a much stronger incentive to get involved in the sanctioning process
and to lobby against the imposition of sanctions in the first place or in favor of more symbolic
sanctions. | employ the EUSANCT Dataset on US sanctions from 1989-2015 to calculate the
difference between the predicted and actual intensity of imposed US sanctions — and find that
there is substantial variation that cannot be explained. Therefore, | analyze the two most deviant
cases: sanctions by the United States against China and Russia. The two case studies suggest
that lobbying by domestic economic actors led to a dilution of imposed sanctions against these
two countries. Moreover, | employ the EUSANCT Survey to explain when and why companies
engage in lobbying against sanctions. The data shows that lobbying is a common phenomenon
in this field of foreign policy. Firms are opportunistic actors in the domain of foreign policy
and oppose sanctions when they face sender sanction costs. However, companies mainly lobby
via associations to respect the primacy of politics.

The previous two studies focus on the direct impact of economic actors on the
imposition of sanctions and the resulting indirect impact on the effectiveness of sanctions.
However, economic actors also directly influence sanctions effectiveness by how they operate
when sanctions are in place. The fifth chapter thus explores how companies adjust to sanctions
and how these adjustment strategies relate to the effectiveness of the respective coercive
measures. In particular, we analyze how Defiance strategies undermine sanctioning efforts.
Since sanctions do not (only) restrict transactions between sender and target governments but
rather the activities of the senders’ firms with those in the target country, the way companies
operate in a sanctions regime crucially affects the effectiveness of the sanctions. When
sanctioned trade occurs despite the restrictions or sender firms increase their investments in the

target country (the observed behavior of many companies facing the EU sanctions against
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Russia imposed in 2014), these measures can barely have an effect. However, while sanctions
make the economic environment in the target country riskier, they offer economic opportunities
at the same time. So far, existing studies cannot explain under what circumstances which factor
prevails. We evaluate responses from British, French, German, Italian, and Polish enterprises
to an online survey distributed in 2017 to test micro-level hypotheses derived from resource
dependence theory and the resource-based view of the firm. Thus, we analyze at the firm level
how sanction-torn companies adjust to new political orders and establish determinants for their
strategic decisions. Differentiating between sanctions avoidance and legally increasing
investments in non-sanctioned areas, we find that companies challenge sanction policies in both
ways when they are dependent on the sanctioned market. Our results further show that non-
fungible assets in the target country make companies particularly more prone to legally increase
their engagement. These defiance strategies, however, also have a negative impact on the real
economic effect of the restrictive measures. Moreover, when companies have adjusted to
sanctions in this way, there is a new economic equilibrium, which outlasts the eventual lifting
of these restrictive measures and diminishes the opportunities for policymakers to employ

sanctions in the future.

A somewhat different angle is the analysis of interaction effects between economic aid
and sanctions in the sixth chapter. In a dissertation on sanctions, it is, however, crucial to also
regard the effect of positive incentives because many critics of economic coercion (Galtung
1967; Haass and O’Sullivan 2000; Peksen and Drury 2010) argue that incentives such as the
provision of aid “might be more effective to get a target to change its policies” (Peksen and
Drury 2010, 259). In particular, both aid and sanctions are foreign policy tools to promote
democracy. Yet, it is unclear how far incentives and coercion enhance democratization. Since
sender governments often jointly employ aid and sanctions, the aim of this study is to analyze
how these two tools interact with each other in promoting democratization in target and
recipient countries. We argue that sending democracy aid through civil society organizations
enhances the effectiveness of sanctions as a democracy promotion tool because the civil society
is empowered to introduce democratic changes. Accordingly, in addition to the top-down
pressure on the target government created by sanctions, there is a bottom-up pressure exerted
by the civil society. In line with Murdie and Peksen (2013, 36), we argue that civil society
linkages can “increase the likelihood that the use of sanctions will be effective in leading to
behavioral change in targeted governments”. In contrast, sanctions likely lose their credibility
if there are continuing aid flows to the targeted government. High amounts of economic aid to
the target thus either mitigate the positive effects of sanctions or even lead to a negative effect
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on democratization. Our empirical results confirm these expectations and show that democratic
sanctions by the European Union and the United States are more likely to have a positive effect
on democracy when aid flows bypass the government. Conversely, aid channeled through the

public sector mitigates the generally positive effect of economic coercion.

Following the four research papers, | further add some concluding remarks in chapter 7.
The subtitle of this dissertation is borrowed from Bill Clinton’s presidential campaign in 1992.
The US-China sanctions dispute during the Clinton era provides interesting insights into the
impact of domestic economic actors in sender states on the imposition and design of sanctions
(chapter 4.5.2). However, there are several other things that we can learn from the Clinton
campaign and his presidency with regard to sanctions that I discuss in my concluding remarks,
besides implications for the use of sanctions as a foreign policy instrument and avenues for
future research. Finally, 1 complete this dissertation by providing appendices, my author

contribution to co-authored chapters, and references.



2. Conceptual Framework

2 Conceptual Framework

Economic sanctions do not only affect the relation between the sanctioning government and the
government of the target state. Sender states rather have to restrict the activities of their own
domestic actors that operate with actors from the target country. But even though economic
actors within the sender states play a key role in the sanctioning process, their influence has
often been neglected in research on sanctions. | regard sanctions as a foreign policy tool that
one or multiple senders employ to force a target to alter a perceived political misbehavior. While
there are non-economic forms of sanctions (e.g. diplomatic measures), economic sanctions can
be defined as the “withdrawal, or threat of withdrawal, of customary trade or financial relations”
(Hufbauer et al. 2007, 3). The general idea is that coercive measures work “through the dual
effect of sanctions, which weakens the people in power and strengthens those in opposition”
(Galtung 1967, 392). In this dissertation, | analyze the role of the senders’ domestic economic

actors in the sanctioning process — both on the imposition and effectiveness of sanctions.

2.1 The Effectiveness of Economic Sanctions

Since the earliest stages of the literature on sanctions, the focus of most studies has been on the
effectiveness of these coercive measures. Galtung (1967), in his seminal study on the sanctions
against Rhodesia, discusses factors that determine the target’s external vulnerability and thus
serve as “ideal conditions for economic boycott” (Galtung 1967, 387). At the same time, he
discusses counterstrategies (i.e. sacrifice, restructuring the economy, and sanctions busting)
that lead to an adaption to the economic measures and mitigate the effectiveness of sanctions.
Moreover, Galtung shows how the collective nature of sanctions can lead to the occurrence of
a ‘rally round the flag’ (political integration instead of political disintegration in Galtung’s
terms) in the target country.? Thus, he comes to the conclusion that sanctions do not really have
a positive effect, even though there are conditions under which they might work: when the

damage created by sanctions is greater than the benefit of the sanctioned behavior and when

2 Galtung notes that this problem could be solved by sanctions “aimed at responsible individuals” (Galtung 1967,
415). However, while Drezner regards the 21% century as a “golden age of economic statecraft” (Drezner 2015,
755) because financial statecraft combines “the targeted nature of smart sanctions with the cost impact of more-
comprehensive sanctions” (Drezner 2015, 759), recent research differs in the assessment of how effective targeted
measures are. For example, Biersteker, Eckert, and Tourinho (2016) claim that targeted sanctions by the UN are
only successful in around 10% of the cases.
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sanctions are universal such that sanctions busting is more difficult.> However, Galtung argues

that sanctions can still serve expressive goals if they do not have instrumental functions.

The claim that sanctions do not work became conventional wisdom among scholars.
Lindsay differentiates between five goals of sanctions: “compliance, subversion, deterrence,
international symbolism, and domestic symbolism” (Lindsay 1986, 153) and finds that
sanctions fail to serve instrumental purposes. Sanctions do not alter the target’s behavior, first,
because “they rarely inflict serious economic pain” (Lindsay 1986, 159) and, second, if the
issue in dispute is particularly important for the target. Thus, even comprehensive sanctions fail
if their goal is leadership change. In addition, Lindsay argues that sanctions barely have any
deterrent effect on third countries — and only an inconclusive effect on achieving the goal of
international or domestic symbolism. However, to measure the effectiveness of sanctions with
respect to these two goals, Lindsay still focuses on instrumental dimensions: namely, whether

senders were able to get support from third countries and increase public support.*

Until the mid-1980s, assessments of the effectiveness of sanctions were based on case
studies. Hufbauer and Schott (1985) provide the first large-N dataset, covering 103 sanction
cases.® The availability of new data led to an innovation in research on sanctions. However, the
negative view regarding the effectiveness of sanctions still dominated the literature. While
Hufbauer, Schott, and Elliott (HSE) (1990) identify around one third of the 115 collected
sanction cases as successful, Pape (1997) reviews all these cases and concludes that only 5 cases

are correctly coded as successes. Pape thus argues “that the old conventional wisdom was right:

3 More recent research shows that universality can also have the opposite effect: the larger the sanctioning coalition,
the greater the incentive for individual sanction busters to compensate the lost trade (Early and Spice 2015).

4 While it is hard to measure the expressive value of domestic and international symbolism, this is an important
dimension: sanctions are a popular instrument to display disapproval and avoid audience costs for doing nothing:
“When military action is impossible for one reason or another, and when doing nothing is seen as tantamount to
complicity, then something has to be done to express morality, something that at least serves as a clear signal to
everyone that what the receiving nation has done is disapproved of” (Galtung 1967, 411-12). A similar view is
held by Hufbauer et al. (2007, 9): “world leaders often conclude that the most obvious alternatives to economic
sanctions would be unsatisfactory: Military action would be too massive and diplomatic protest too meager.
Sanctions can provide a satisfying theatrical display yet avoid the high costs of war.” Baldwin (2000) carries
forward this argument by claiming that this reasoning should not be described as a symbolic use but as a cost-
effective one. In his regard, one needs to consider the logic of choice: sanctions should not only be evaluated in
terms of whether they forced a target to the intended policy change but with respect the costs and benefits of other
available foreign policy options. “The implication of such reasoning is that economic sanctions (or diplomacy)
may be preferable to military force even when they are less likely to achieve a given set of goals — provided that
the cost differential is big enough” (Baldwin 2000, 86). Finally, sanctions can also be viewed as a bargaining tool
since “the destabilization caused by sanctions opens up a bargaining range” (Marinov 2005, 567) — or a tool to
signal resolve to escalate a conflict (Lektzian and Sprecher 2007), even though Whang and Kim (2015) argue that
sanctions are not costly enough to work as a credible signal. Still, despite all theoretical advances, Morgan (2015)
claims that a new theoretical perspective is needed to explain extant anomalies in empirical research on sanctions.

5 The dataset was updated in 1990 and in 2007. The first update included 115 cases and the latest version (Hufbauer
et al. 2007) contains 204 sanction episodes, plus additional 17 cases in an updated online appendix of 2012.
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there is little valid social science support for claims that economic sanctions can achieve major
foreign policy goals” (Pape 1997, 106). Pape’s negative assessment led to a dispute with HSE
about whether sanctions sometimes “contributed at least modestly” (Elliott 1998, 55) to the
outcome of a foreign policy dispute or whether “there is no sound basis for even qualified
optimism about the effects of sanctions” (Pape 1998, 66) when they are regarded as a stand-

alone foreign policy instrument.

Since this scholarly debate in the 1990s about whether sanctions sometimes, almost
never, or never work, studies on sanctions effectiveness have gotten more nuanced. Instead of
interpreting general outcomes, scholars focus on particular aspects of these outcomes. For
example, Marinov (2005, 570) shows that a leader “subject to economic sanctions in a given
year is, on average, more likely to lose office in the following year”. He argues that previous
research studying imposed sanction cases is “a classic case of selecting on the dependent
variable. To find out how effective sanctions truly are, sound methodology requires that we
compare policy outcomes with and without foreign pressure” (Marinov 2005, 574). Still, there
are also more critical accounts: Peksen and Drury (2010) argue that leaders react to sanctions
by reducing political liberties such that these measures have a negative effect on democracy.
On the one hand, the “combination of shifting resources in the target regime’s favor and
declining economic capacity of opposition groups makes it unlikely that the target regime will
be coerced” (Peksen and Drury 2010, 245), on the other hand, leaders restrict political rights
and increase the level of repression. The latter reaction also leads to a decline in the target
government’s respect of human rights to preserve its power (Peksen 2009). However, Escriba-
Folch and Wright (2010) show that sanctions can destabilize authoritarian rulers. They provide
a more nuanced picture in which the effect is dependent on the regime type. While authoritarian
rulers generally increase the level of cooptation and repression, the authors find that personalist
regimes and monarchies are more vulnerable to sanctions than single-party and military
regimes. This effect arises because the former are less able to compensate the loss of external
funds and trade, which they need to ensure political support from elites. In addition, Escriba-
Folch (2012) shows how specific authoritarian responses to sanctions also depend on the regime
type. More recent studies provide further evidence for a positive impact of sanctions on
democratization: von Soest and Wahman (2015a) find that democratic sanctions (i.e. measures
that have specific democratization-related demands) increase the level of democracy in
authoritarian regimes and make both leadership and regime change more likely. McLean and

Radtke (2018) also show that there is a positive effect of sanctions on leader failure.
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More generally, Bapat et al. (2013) provide an empirical meta-analysis of different
determinants of sanctions effectiveness. They show that both sanction threats and imposed
sanctions are more likely to be effective when an international institution is involved and when
they “are anticipated to impose or actually impose severe costs on targets” (Bapat et al. 2013,
89). This result is in line with previous findings that “the higher the costs for noncompliance
that sanctions inflict on the target(s), the more successful they are” (Baldwin 2000, 90). Target
costs are an established determinant for sanctions success in the literature since the evolution
of quantitative research on economic coercion (e.g. Allen 2008; Baldwin 2000; Drury 1998;
Hufbauer, Schott, and Elliott 1990; Lektzian and Souva 2007; McLean and Whang 2014;
Morgan, Bapat, and Krustev 2009; Morgan and Schwebach 1997; Nooruddin 2002).° I build
the following conceptual framework of my thesis on this finding and thus follow Schelling’s
(1966; 1967) logic of deterrence in that coercive instruments need to be sufficiently credible in
order to induce the desired outcome. This rational choice, based on a cost-benefit analysis of
target leaders, can also be put differently: “the target has no incentives to offer concessions to
the sender and modify or abandon its policies unless the sender’s punitive response changes the

target’s preferences in favor of such concessions” (McLean and Whang 2014, 589).

2.2 The Imposition of Economic Sanctions

Besides focusing on more specific outcomes and sanction goals to evaluate the effectiveness of
sanctions, research on economic coercion advanced through the consideration of selection
effects because ignoring the strategic imposition of sanctions biases the results about the
effectiveness of these measures. Smith (1995) first modeled how the decision to threaten and
impose sanctions is linked to the success of the respective measures. This censoring was then
empirically tested by Nooruddin (2002, 72), using “a selection-corrected censored probit model
of sanction success in which the first stage equation is a model of sanction imposition and the
second stage is a model of sanction success”. Quantitative studies on sanctions success since
then have been mostly accounting for selection issues (e.g. Bapat and Kwon 2015; Escriba-
Folch and Wright 2010; Jeong and Peksen 2019; Lektzian and Souva 2007).

& While Morgan (1995) earlier argued that sanctions can be more effective when the costs are carried by influential
target state actors, more recent research focuses in greater detail on who should carry these costs. Departing from
the Stolper-Samuelson Theorem, Lektzian and Patterson (2015, 57) argue that to target powerful groups in the
sanctioned state, sanctions should “harm owners and intensive users of abundant factors in countries with open-
trade policies [... and] of scarce factors in countries that are generally closed to trade”. The authors contend that
by considering relative factor endowments in the design of sanctions, the target costs can be attributed to those
actors who are most likely to induce policy change in the target to achieve a lifting of the sanctions by the senders.

10
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The literature on sanctions further advanced through the introduction of the Threat and
Imposition of Economic Sanctions (TIES) dataset by Morgan, Bapat, and Krustev (2009), which
covers a greater universe of cases, a broader set of variables, and, even more important,
systematically includes threat cases.” This database thus enabled researcher to account for the
selection effect that target countries, which would potentially be willing to acquiesce to
sanctions, may have already acquiesced to a threat. In this regard, imposed sanctions are a
negative selection of cases (Drezner 2003). Even though selection models and the inclusion of
sanction threats boosted research on sanctions, there was still a lack of research on domestic
considerations of the sender states that affect the imposition of sanctions and the design of the

respective measures (i.e. the sanctions’ intensity).

Lektzian and Souva (2003) link the imposition of sanctions to the democratic peace.
They argue that democratic institutions create disincentives for leaders to impose sanctions
against other democracies and thus establish a democratic peace with fewer and shorter
sanctions. Cox and Drury add to this argument that there is a “pacifying effect of shared values
and interests between democracies” (Cox and Drury 2006, 711) that makes sanctions less likely.
In contrast, Hafner-Burton and Montgomery challenge these findings by showing that “a US-
selection bias for sanctioning non-democratic targets” (Hafner-Burton and Montgomery 2008,
118) drives the results. Drury, James, and Peksen (2014) try to solve this debate by
differentiating between the threat and imposition of sanctions. The authors find that there is a
democratic peace in that democracies are less likely to issue sanction threats against each other.
However, they are more likely to impose sanctions after a threat was made, arguably because
backing down “on a threat made between democracies carries greater potential costs for

democratic leaders at home” (Drury, James, and Peksen 2014, 41).

Another strand of literature focuses particularly on the imposition of US sanctions.
Drury (2001; 2005) analyzes both international and domestic factors to explain the US
president’s decision to impose sanctions and contends that factors related to the dispute with
the target (i.e. conflict levels and provocations) matter more than domestic considerations (i.e.
approval ratings, elections, and economic conditions). In contrast, Whang (2011) argues that
sanctions are used for domestic reasons by showing that US presidents can increase their

approval rating by imposing sanctions, which offers them an incentive to do so. However, while

7 In comparison to the latest version of the HSE dataset that contains 204 cases during the 1914-2006 period, the
TIES dataset includes 888 threatened and/or imposed sanctions from 1971-2000. Even more, the updated version
of the TIES dataset (Morgan, Bapat, and Kobayashi 2014) covers 1412 cases from 1945-2005.

11
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Whang analyzes domestic factors that explain the number of imposed sanctions per month, he
cannot account for the choice of specific targets and instruments. In comparison to determinants
for the effectiveness of sanctions, we still know relatively about little why some states are

sanctioned and others are not.

The selection of targets is addressed by Kustra (2018), who finds that diasporas from
authoritarian regimes in swing states make US presidents more likely to impose sanctions
against the respective country to buy these votes. Similarly, Murdie and Peksen (2013) examine
the impact of international human rights organizations (HRO) and find that “the activities of
HRO towards targeted states might make sanctions more likely to occur for two reasons: (1)
information production and (2) local population empowerment” (Murdie and Peksen 2013, 38).
Kim and Whang (2018) further support the finding that NGOs increase the chances for
sanctions imposition. More generally, von Soest and Wahman (2015b) explain why some
authoritarian regimes are subject to democratic sanctions by the EU, the US, and the United
Nations (UN) while others are not: rather than a general bad state of democracy, military coups
and electoral fraud trigger the selective use of sanctions with the goal to promote
democratization because political leaders are most likely to gain domestic and international
political support for sanctions in these instances. Moreover, they find “that senders are more
likely to sanction vulnerable states where the chances of success is high and that sanctions are
more likely when the expected economic and political costs are low” (von Soest and Wahman
2015b, 26). In addition to these domestic reasons, McLean and Radtke (2018) show that sender
governments also consider the political relation to the target when it comes to the imposition of
sanctions. Senders do not sanction vulnerable friendly governments if they are afraid that
leadership changes put forth an adversary government. “This choice is based on the utility
derived from the anticipated change in the survival probability of the target’s incumbent
government and the expected improvement (or deterioration) of the relationship under the new
government, as compared to the sum of the remaining costs and benefits associated with the
decision to sanction” (McLean and Radtke 2018, 360).

While this new wave of studies accounting for the imposition of sanctions further
developed research on economic coercion, previous studies often neglect the role of domestic
economic actors in the sender states. However, since they serve as the instruments to reach the
sanction goals (i.e. to generate economic harm in the target country) and thus have to carry the

sender sanction costs, they are key players in the sanctioning process.
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2.3 The Impact of Domestic Economic Actors in Sender States on the

Imposition and Effectiveness of Sanctions

The influence of domestic economic actors in sender states was introduced by Kaempfer and
Lowenberg (1988). They argue that business groups that would suffer from restricting
economic exchange with the target country have an incentive to lobby against the sanctions.
Restrictive measures are thus “unlikely to be designed specifically to impose the maximum
amount of economic dislocation on the target country” (Kaempfer and Lowenberg 1988, 792).
This argument implies that the structure of interest group politics can explain which kind of
sanctions are imposed on which targets: “losses by a whole industry resulting from economic
sanctions can be blamed on an administration and affect a president’s policy toward the

sanctions” (Drury 2001, 493).

McLean and Whang (2014) provide empirical evidence for these lobbying efforts by
showing that the size of the export sector has an impact on the sanctions’ design: targeted
sanctions become more likely while export restrictions and other more comprehensive trade
measures become less likely. The authors accordingly follow the argument by Kaempfer and
Lowenberg (1988; 1989) that designing sanctions to have a maximum impact is not the ultimate
goal because of domestic economic considerations, resulting in “the unintended consequence
[...] that the instrumental effectiveness of sanction policies in extracting concessions from the
target declines” (McLean and Whang 2014, 600). Similarly, Lektzian and Souva (2007, 863)
argue that trade interlinkages make “sanctions less likely because it increases the expected cost
of sanctions to the initiator and the target”. Lektzian and Biglaiser (2014) show for the United
States that the likelihood of sanctions declines in the amount of US foreign direct investment
(FDI) because of increasing opportunity costs. On the other hand, they also find that the

effectiveness of sanctions increases in the amount of US FDI.8

The basic intuition behind all these arguments is that the greater the economic
interlinkages, the less likely an escalation of disputes between states: while increasing economic

exchange generates potential leverage over the target in the first place, the opportunity costs for

8 In addition to the effects of domestic economic actors on the imposition and design of sanctions, Morgan and
Bapat (2003) argue that trade dependent firms tend to violate sanctions and create an enforcement problem for
states. Bapat and Kwon (2015) show that states do not enforce sanctions if the senders’ firms are dependent on the
target’s market since “senders are concerned with the competitiveness of their firms, the revenue they bring home,
and their future business prospects” (Bapat and Kwon 2015, 159). However, if sanctions are not enforced, they
tend to be less effective. The authors find that while sanctions do not have a strong impact if the economic relations
between the sender and the target are not very pronounced, economic measures are most likely to be effective
when there are moderate interlinkages such that sanctions hurt the target but can still be enforced by the sender.

13
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the sender increase as well (Cox and Drury 2006). While this liberal peace hypothesis has
focused first on military conflicts (Schneider, Barbieri, and Gleditsch 2003), it also found its
way to the sanctions literature: Drury, James, and Peksen (2014), Hafner-Burton and
Montgomery (2008), as well as Lektzian and Souva (2003; 2007) find that trade dependence
makes the initiation of sanctions significantly less likely. “Given that sanctions are a two-edged
sword, this is not surprising. Sanctions necessarily entail losses for the sanctioning state as well
as the target state; thus, a state motivated by welfare desires will prefer to sanction a state with
whom it does not have much trade” (Lektzian and Souva 2003, 655). The reason for this
reluctance is that “certain interest groups are very likely to pay attention to sanctioning efforts,
and these groups have the ability and incentive to mobilize their resources against a leader who
imposed a sanction that threatens their economic well-being” (Cox and Drury 2006, 711).° To
conflate the higher leverage and opportunity costs of sanctions for greater economic
interdependence, Drury, James, and Peksen (2014) consider both the threat and imposition
stage. The authors find that “greater interdependence increases the probability of a sanction
threat, but higher levels of trade dependency for the sender decreases the chances that it will
follow through on the threat to impose sanctions” (Drury, James, and Peksen 2014, 41).
However, economic actors not only have an impact on sanctions effectiveness through the

imposition of the respective measures but also on how they cope with imposed sanctions.

The previous literature generally considers economic consequences of sanctions and
their impact on the effectiveness of sanctions. In Galtung’s seminal study, there is already the
observation that “economic boycott in general implies a rapid decrease of import-export
business and a change toward home-based production” (Galtung 1967, 395). Also with regard
to target states, Pond (2017, 1074) argues that “sanctions increase domestic demand for
domestic products [... and] encourage the domestic provision of goods and services”. Import-
competing producers in the target state that would not be able to stand foreign competition
generate rents and become empowered. Once sanctions are lifted, these actors lobby in favor of
market protection to maintain their benefits. Pond shows empirically that trade sanctions are
associated with higher tariff rates. Moreover, third countries can replace the lost trade with the

target country, which diminishes the effectiveness of sanctions (Early 2015; McLean and

9 Empirically, Cox and Drury (2006) find the opposite, namely that higher levels of trade make sanctions more
likely. However, Hafner-Burton and Montgomery (2008) show that this result was biased by the hegemony of the
United States. By appropriately controlling for sanctions by the United States, they find that “an increase in
dependency of a state by one standard deviation from the mean decreases the tendency of a state to enact sanctions
by over nine times” (Hafner-Burton and Montgomery 2008, 118).

14
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Whang 2010).2° Lektzian and Biglaiser (2013) further show that global investors can also
replace US foreign direct investments withdrawn due to US sanctions. The increase in global
FDI in turn diminishes sanctions success (Lektzian and Biglaiser 2014). So while there is a
short-run economic impact, as Dizaji and van Bergeijk (2013, 721) contend, “the adjustment of
economic structures mitigates the economic and political impact of the sanctions.” However,
there is little evidence for how adjustment strategies of domestic actors in the sender states
determine sanctions effectiveness. Only Biglaiser and Lektzian (2011) provide evidence that
US investors reinvest in the target country shortly after sanctions are in place — and Meyer and
Thein (2014) show for the sanctions against Myanmar that businesses use low profile strategies
“to comply with (regulative) sanctions, but to stay out of the ‘spotlight’ [... to] reduce the risk

of attracting negative publicity” (Meyer and Thein 2014, 166).

Domestic
EconomicActors
in Sender States

Sanctions Sanctions
Imposition Effectiveness

Figure 2.1: Conceptual framework for the impact of domestic economic actors in sender states on the

sanctioning process

To sum up, while there is robust evidence that economic actors in sender states have an
impact on the imposition of sanctions, there is surprisingly few research on how they exert their
influence and how this affects the effectiveness of sanctions. Moreover, there is huge gap in the
literature analyzing how the senders’ domestic economic actors operate when sanctions are in
place and how companies’ adjustment strategies are linked to the effectiveness of sanctions. To
tackle these issues in this dissertation, | provide a general theoretical framework in Figure 2.1,
which combines the different chapters of my dissertation. | propose that domestic economic

actors in sender states have both a direct and an indirect impact on the effectiveness of sanctions.

10 peksen and Peterson (2016) show that the target’s capability to replace trade with third countries in turn also
affects the senders’ decision to impose sanctions.
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When policymakers take economic considerations into account, imposed sanctions are subject
to (indirect) selection effects, which are visible in the evaluation of the effectiveness of
sanctions. | analyze this aspect in chapter 3. The foundations of how economic actors influence
the sanctioning process is subject in chapter 4. Moreover, when sanctions are imposed, the
decision of domestic firms to conform with or to evade sanctions imposed by the government

has a direct impact on sanctions’ effectiveness. | consider this effect in chapter 5.

Indifference
curve

Figure 2.2: Sanctioning trade-off for sender governments

I build my framework on a trade-off that policymakers face when they consider the
imposition of economic sanctions. On the one hand, they want to impose costs on the potential
target state. From a rational choice perspective, imposing economic sanctions in response to a
perceived political misbehavior by a potential target state makes the policy more costly for the
target and could lead to a reversal of the disputed policy. On the other hand, politicians want to
avoid damage on their own economy. These two goals, however, constitute a trade-off since
governments have to restrict activities of their own economic actors when they want to punish
the target. I illustrate this trade-off in Figure 2.2. Both the decision to impose sanctions as well
as the strength of these sanctions are determined by the preferences of the policymakers
(illustrated by the indifference curve) as well as the constraint constituted by this trade-off
(depicted by the budget line). The most common type of sanctions is an aid cut to developing
countries. In this case, the slope of the constraint is steeper (the y-intercept increases) such that
sender countries can impose higher costs on the target without hurting domestic firms very

much. In contrast, senders are often reluctant to impose tough restrictive measures against major
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trading partners as it jeopardizes too much of their own economic benefit. In this case, the
budget line is flatter (the y-intercept decreases). This trade-off constitutes the underlying basis

for my theoretical framework.

One could raise the question whether it is reasonable to automatically associate
sanctions with damage on the senders’ economy. In fact, the Russian countersanctions of
August 2014 were also imposed to protect the domestic economy (Pospieszna, Skrzypczynska,
and Stepien 2019). However, | build my theoretical framework on classical trade theory: all
countries have a comparative advantage in something, and national welfare is maximized by
free trade. In an import country, consumers benefit from free trade (Russian consumers in fact
suffer from the countersanctions — and Russian producers are not able to fully replace former
imports). In an export country, producers benefit from free trade. Consumers and producers are
both economic actors — and in both cases national welfare is greater when there is free trade.
So while special interest groups might benefit under certain circumstances from specific
sanctions, for a more general conceptual framework, it is reasonable to focus on the fact that
the costs for the whole economy always exceed the benefits.

The underlying assumption for this trade-off is that politicians care about maximizing
welfare and thus have an interest in avoiding damage on the domestic economy by the
imposition of sanctions. An alternative approach would be to regard a pluralist economy with
differing interests in sanctions. One could, for example, assume cleavages between export and
import-competing sectors (such a model would justify the claim that import-competing
companies of the energy sectors, e.g. European renewable energy companies, are in favor of
the EU sanctions against the Russian oil and gas industry).!! However, as | argue in chapter 4,
this is not the case in a globalized world. First, even import-competing industries rely on certain
imports in their production process due to the emergence of global value chains: according to
the OECD, “about 70% of international trade today involves global value chains (GVCs), as
services, raw materials, parts, and components cross borders — often numerous times. Once
incorporated into final products they are shipped to consumers all over the world” (OECD

2019). Second, once sanctions are imposed, they can be gradually tightened in a way every

11 In fact, there are winners of sanctions and losers when one focuses on relative gains. In case export sanctions
are in place, “consumers of exportable goods realize a net gain while producers of exportables do not fare well.
When sanctions prevent imports, [...] domestic producers of imported goods stand to gain” (Lektzian and Souva
2003, 645). This analysis holds for both sender and target states (e.g. Lektzian and Patterson 2015; Pond 2017).
However, there is still a net welfare loss for both economies. Lektzian and Souva (2003, 645) thus conclude that
as “the welfare losses will be felt across broad cross-cutting domestic coalitions, we would expect that a democracy
would rather not impose either export or import sanctions”. Empirically, this result has long been disproven. Still,
| contend that sender states take the costs of sanctions on their whole economy well into account.
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company is eventually affected: there can be both import but also export sanctions. So sanctions
create uncertainty and frictions in the market for all economic actors such that they need to pay
a risk premium for economic transactions with the target country (Noland 2008). In sum, | argue
that advantages for domestic economic actors from trade restrictions are at least very limited.
If they exist, they come at a high price for other constituencies in the sender state. Following
this assumption, I can justify the sanctioning trade-off for politicians — and analyze how these
economic considerations affect the way politicians impose certain sanctions as well as how this

selection determines their outcome.

Lektzian and Souva (2003, 645) summarize these conflicting goals and argue that
democratic leaders need to “satisfy the demand of interest groups for action while not harming
their domestic business community”. The authors thus conclude that while democracies tend to
impose more sanctions than autocracies, they rather impose smart sanctions and focus on minor
goals. More generally, when country leaders take into account their domestic economic actors,
the imposition of sanctions becomes more strategic as leaders completely avoid economic
measures or choose instruments that have less bite. Based on the consideration of domestic
economic actors in sender countries, the main argument of my dissertation follows what
Drezner (2003, 647) calls folk theorem: sanctions that are most likely to be effective are least

likely to be imposed.

The sectoral design of sanctions as well as the targeted nature of the measures that are
imposed, however, not only reduces the costs for the target but also leaves room for other
activities of the senders’ domestic economic actors in non-sanctioned areas in the target
country. Besides, in case the sanctions are not well enforced, evading sanction laws is also an
option for firms in the sender country, which makes sanctioning efforts also less effective
(Bapat and Kwon 2015; Morgan and Bapat 2003). The underlying sanctioning trade-off for
sender governments thus also justifies the inclusion of companies’ adjustment strategies in the

conceptual framework to analyze the effectiveness of sanctions after their imposition.

2.4 Data Sources

Since I analyze the impact of the senders’ economic actors on the imposition of sanctions and
resulting selection effects on sanctions effectiveness, | rely on the newly created EUSANCT
Dataset (Weber and Schneider 2019b), which is a sender-focused sanctions database and
therefore a useful source of information. This database amends, merges, and updates the TIES
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dataset (Morgan, Bapat, and Kobayashi 2014), the HSE dataset (Hufbauer et al. 2007), and the
GIGA Sanctions Dataset (Portela and von Soest 2012).'> The EUSANCT Dataset covers all
economic sanctions and sanction threats by the European Union, the United States, and the
United Nations from 1989-2015. The case-level version contains 325 observations of which
209 are sanctions that were imposed.*2 Table 2.1 shows the number of threatened and imposed
sanctions and Figure 2.3 shows for each sender the distribution of threatened and imposed
sanctions as well as the number of imposed sanctions over time. The countries against which

the EU, the US, and the UN actually imposed sanctions are displayed in Figure 2.4.

Table 2.1: Sanction threats and imposed sanctions in the EUSANCT Dataset

Imposition
Threat 0 1 Total
0 0 61 61
1 116 148 264
Total 116 209 325

The EUSANCT Dataset is particularly useful for an analysis of the imposition of
sanctions as it is sender-focused: there are information on start and end dates as well as
(threatened) sanction types for each individual sender. This data is included in the dyadic
version of the dataset to analyze sanctions onset and ongoing sanctions. The dyadic EUSANCT
Dataset contains information on 199 countries for the period from 1989-2015, thus covering
5,077 country-years. Figure 2.5 is a visual summary of all ongoing sanctions by senders, years,
and targets. | employ this dataset in chapter 3 for the comparison of EU and US sanctions, in
chapter 4 to explain the imposition of US sanctions, and in chapter 6 for the evaluation of

interaction effects between economic sanctions and foreign aid.

To provide micro-level evidence for companies’ lobbying and adjustment strategies, |
employ the EUSANCT Survey (Weber and Stepien 2019). This database contains genuine
responses from British, French, German, ltalian, and Polish enterprises to a back-to-back

translated local language online company survey on the EU sanctions against Russia and the

12 However, the existing datasets were only used for the research of relevant sanction cases and not as a source of
information. All variables in the EUSANCT Dataset rely on an independent coding.

13 In comparison to the TIES dataset, the sample size is smaller due to the shorter time horizon (the focus is on the
post-Cold War era to exclude cases that follow a Cold War logic and to account for the fact that the European
Union only became a relevant sender in the 1990s) and the exclusion of cases in which the relevant issues only
include economic goals (i.e. economic reforms, environmental policies, and trade practices).
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Russian countersanctions imposed in 2014. The survey questions focus on company
characteristics prior to the imposition of sanctions, the impact of the sanctions, and adjustment
strategies that the companies have adopted in response. | provide descriptive statistics on
lobbying strategies in chapter 4.4.1 and introduce the whole survey dataset in more detail in

chapter 5.5 for the analysis of companies’ adjustment strategies.
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Figure 2.3: Number of threats and imposed sanction cases by sender
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Figure 2.4: Countries sanctioned by the EU, the US, and the UN (in this order)
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Figure 2.5: Visual summary of ongoing sanctions in the EUSANCT Dataset by senders, years, and targets
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3 How Many Hands to Make Sanctions Work?

Comparing EU and US Sanctioning Efforts

In April 2002, the European Parliament issued a resolution to impose trade sanctions against
Israel because of military actions in the Palestinian territories and the Council of the European
Union thereupon discussed restrictive measures over Israel’s West Bank offensive (CNN 2002).
However, despite initial threats, tensions between Israel and Palestine worsened and sanctions
were neither further threatened nor imposed. The United States, by contrast, had merely to
threaten Kenya in 2012 for its potential busting of sanctions against Iran in order to bring the
East African state back in line with the Western sanctions regime: Kenya cancelled “an
agreement to import 4 million tonnes of Iranian crude oil per year” (Lough and Miriri 2012).
Conversely, new US sanctions against Cuba in the 1990s, most notably the Helms-Burton Act,
remained without success in destabilizing the authoritarian leadership (Haass 1997). The
hardened stance of the European Union against Iran after 2008, however, contributed to the
concessions that the government in Teheran finally made with regard to its nuclear policy in

exchange for an easing and suspension of the sanctions (Lohmann 2016).

In this article, we systematically compare the success of sanctions and sanction threats
by the two most important senders of economic sanctions, the European Union (EU) and the
United States (US). We show that US sanction threats are more successful than threats by the
EU. Yet, once the supranational organization imposes sanctions, these measures tend to be more
effective than those by the United States. Studies on the effectiveness of economic sanctions
have great difficulties in accounting for the divergent effectiveness of sanction threats and
imposed sanctions, as well as for the discrepancies among senders. The nature of these sanctions
differs insofar as the EU continues to be an intergovernmental actor in the domain of foreign
policy (Bechtel and Schneider 2010). Although the European Commission, some member
states, or the EU’s de facto foreign minister, the High Representative of the Union for Foreign
Affairs and Security Policy, might propose a sanction, the initiation has to rely on a unanimous
decision of the Council of Ministers. We argue that the higher selection threshold for the

imposition of EU sanctions makes threats by the supranational organization less credible.

While intergovernmental economic statecraft exerted by the EU is by definition
multilateral, the US president can act alone through executive orders or in collaboration with

Congress. We assume that having the opportunity to impose unilateral sanctions increases the
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costs for backing down after a sanction threat, dubbed audience costs by Fearon (1994), and
thereby the credibility of respective threats. In consequence, imposed US sanctions are a
negative selection of cases in which the target is sufficiently strong to stand firm and thus, in
comparison to restrictive measures by the EU, less successful. Whereas the economic and
military might of the US matters at the threat stage, the power of the EU depends on how unified
its interests in the costly sanctions are. We argue that the effectiveness of coercive measures by
the supranational organization decreases with the heterogeneity among key member states in

the economic interdependence with the targets of threatened and imposed sanctions.

The empirical tests we conduct juxtapose the experiences of the two senders,
establishing in line with our argument that the Northern American superpower is more
successful in issuing threats than the European Union. However, once the EU agrees to impose
sanctions, these measures are more successful than sanctions imposed by the United States. We
also find in support of our theoretical conjecture that heterogeneity among the most important
EU member states in their economic interdependence with the potential target country makes
sanctions both less likely and weaker.

Our article contributes to the literature on unilateral versus multilateral sanctions
through a systematic comparison of the EU and the US sanctions regimes. It highlights that the
differences in the decision-making process account for the varying success of sanctions and
threats across the two political systems. Our key result of the surprising success of the EU
sanctions regimes contradicts the aspiration of the European Commission, which has proposed
in September 2018 to increase the effectiveness of its coercive measures through the
introduction of qualified majority voting to enhance efficient decision-making in the domain of
foreign policy (European Commission 2018b).

3.1 Theoretical Background

Sanctions are a standard foreign policy tool that states and International Governmental
Organizations (1GOs), such as the United Nations and the European Union, use — or threaten to
use — against states, organizations, or individuals. The sender — or senders in case of multilateral
sanctions — impose economic costs to prevent a target from executing a controversial action or

to revoke it in case that such a step has already been taken.'* Both the threat and the imposition

14 We accordingly distinguish the ex ante and the ex post usage of sanctions. Ex ante sanctions are akin to
deterrence situations in which the sender tries to prevent a target from committing a specific deed, while ex post
economic statecraft aims for the annulment of such an action. This definition is similar to Schelling’s (1966, 69)
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of sanctions are thus strategic moves through which actors attempt to coerce another side into
altering its behavior “by means of economic pain” (Cranmer, Heinrich, and Desmarais 2014,
5). Practically, economic statecraft can take various forms, ranging from embargoes on arms
and related materiel over restrictions on trade to the freezing of funds for individuals and firms

close to the targeted government.

10

| Al i

T T T T T T
1990 1995 2000 2005 2010 2015

I Number of imposed EU sanctions
[ Number of imposed joint EU and US sanctions
I Number of imposed US sanctions

Figure 3.1: Number of imposed sanctions by the European Union and the United States per year

The European Union, which has started to use this foreign policy tool frequently since
the end of the Cold War, began to impose sanctions in the 1980s and especially in the 1990s in
the absence of a United Nations (UN) Security Council Resolution. The Maastricht Treaty
entered into force in 1993 and established the legal basis for the imposition of
intergovernmental sanctions. An increasing number of coordinated foreign policy decisions
through the more informal European Political Cooperation mechanism had preceded the EU
sanctions regime since the early 1970s (Schneider and Seybold 1997). The supranational
organization has become since the early 1990s the most frequent autonomous sender after the
United States. Figure 3.1 shows the number of imposed sanctions in the post-Cold War era, and
Figure 3.2 plots the number of ongoing EU, US, and joint EU/US sanctions per year.'® The data

classic differentiation between compellence (“a threat intended to make an adversary do something”) and
deterrence (“a threat intended to keep him from starting something”).

15 Between 2001 and 2005 the United States threatened and imposed sanctions in 75 cases in order to make the
target sign a bilateral non-surrender agreement with the US in light of the International Criminal Court Statute.
These cases create spikes in the bar plots for the respective period and are thus dropped in order to show the
development of the sanctions policy of the two actors over time more clearly.
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is taken from the EUSANCT Dataset. In the period from 1989-2015, the dataset contains 289
cases in which either the EU, the US, or both senders were involved. The EU issued 65 sanction
threats of which 44 sanctions were actually imposed. Moreover, the EU imposed 33 sanctions
without a prior threat. In contrast, the US threatened sanctions in 195 instances and imposed
101 of these sanctions plus an additional 65 sanction cases without a prior threat. In 74 cases
both senders were involved in at least one of the two stages: 61 imposed sanctions include a
threat, 12 sanctions were imposed without a threat — and there is only one case in which both
senders threatened sanctions that were not imposed (EU and US sanction threats against Kenya

in 2008). In total, there are 54 cases in which both the EU and the US imposed sanctions.
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Figure 3.2: Number of ongoing sanctions by the European Union and the United States per year

In comparison to the EU, the US still employs sanctions much more frequently. While
there are threatened or imposed US sanctions in 1,193 of 5,077 country-years, comprising 128
target countries, the EU threatened or imposed sanctions in 486 country-years across 62
countries. While one could argue that a comparison of EU and US sanctions is difficult if target
characteristics vary between EU and US sanctions, Weber and Schneider (2019b) show that
countries targeted by the EU and the US overlap considerably — and the two senders have a
common regional focus. In addition, the intensity of sanctions imposed by the European Union
and the United States (i.e. the choice of sanctioning instruments) does not differ at a statistically
significant level. Moreover, joint sanctioning efforts by the EU and the US are often well
coordinated: see, for example, the sanctions against Russia imposed in 2014 (Christie 2016).
Sanctioning efforts by the two Western powers are thus broadly comparable.
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3.1.1 The EU’s Sanctions Policy

In the United States, the president can impose economic sanctions by declaring a state of
emergency (under the National Emergencies Act) and using the International Emergency
Economic Powers Act (IEEPA) to regulate economic exchange with the respective target
country. Even though Congress has the power to terminate a national emergency, this process
is difficult and Congress has never taken the effort to revoke such a presidential action (Casey
et al. 2019). In addition, US sanctions can be imposed as a law that is passed through the
legislative process in Congress and signed by the president. The intergovernmental decision-
making process of the European Union is thus in sharp contrast to the imposition of sanctions
by the United States. EU sanctions are imposed by the Council of Ministers within the Common
Foreign and Security Policy (CFSP) and implemented either at the EU level or by the member
states through national legislation. There are two unique institutional features of the EU’s
sanctions policy: first, EU member states cannot impose sanctions individually as the adoption
of restrictive CFSP measures is a supranational competence.® Second, the decision to impose
CFSP sanctions requires unanimity among all member states in the Council.'” Since the interests
of these states are often highly divergent, the decision-making process is complex. A report by
the European Commission (2018b, 6) notes that, in the beginning of 2017, “a Member State
blocked the renewal of the arms embargo against Belarus until all other Member States finally
agreed to exempt a certain category of small arms to avoid the embargo expiring altogether”.
Moreover, in summer 2017, “a Member State blocked the adoption of targeted EU restrictive
measures against Venezuela”. The Commission thus concludes that adopting CFSP sanctions

by qualified majority voting would enhance the efficiency of this decision-making process.

The European Union regards sanctions — in the EU parlance mainly referred to as
restrictive measures — as “an essential tool of the EU’s Common Foreign and Security Policy

(CFSP). They are used by the EU as part of an integrated and comprehensive policy approach,

16 There are very few exemptions: for example, the export of arms is still a national competence. Thus, Germany
was for instance able to suspend arms exports to Saudi Arabia in October 2018 to sanction the country for the
murder of the journalist Jamal Khashoggi (Chazan and Pitel 2018).

17 There are some sanctions-like measures (Russell 2018) that do not require unanimity. For example, the EU can
suspend agreements with third countries, including the Cotonou agreement in case of African, Caribbean, and
Pacific (ACP) countries to withdraw development aid and loans (Portela 2007; 2010). Whereas full suspensions
also need unanimity, partial suspensions can be adopted by qualified majority. The EU can further adopt a
withdrawal of trade preferences under the Generalized System of Preferences (GSP) as a sanctioning measure. The
European GSP regime provides a procedure for withdrawing countries from preferential treatment that seriously
and systematically violate the principles establishing the regime of trade preferences (Portela 2010). The
withdrawal does not require unanimity, but consultations between the member states and the Commission, an
investigation by the Commission, and qualified majority voting in the Council. However, a withdrawal of the EU’s
GSP occurred only in 1997 for Myanmar and in 2007 for Belarus (Kryvoi 2008; Russell 2018).
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[...] with a view to promoting the objectives of the CFSP” (General Secretariat of the Council
2019): the promotion of human rights, democracy, the rule of law, and good governance — and
the fight against terrorism as well as for the non-proliferation of weapons of mass destruction.
The supranational organization plays an important role in democracy promotion and has relied
on so-called democratic sanctions to this end (Pospieszna and Weber 2019; von Soest and
Wahman 2015a; 2015b). Classical EU restrictive measures were economic in nature. However,
during the 1990s, so-called targeted or smart sanctions against individuals or entities came to
the fore. The EU was at the head of the promotion of these more narrowly targeted measures

that, according to Drezner (2015), are especially promising in the form of financial sanctions.

Very few studies have so far assessed the imposition and effectiveness of EU sanctions.
Eriksson (2011) focuses on the cumbersome decision-making process that the supranational
organization employs in this regard and examines the effects this has on the effectiveness of the
measures that are undertaken. Portela (2010) shows that EU sanctions that threaten to disrupt
economic activities are more effective than non-economic measures. Comparing the
sanctioning behavior of the EU and the UN, Giumelli (2011) refers to contextual information
to understand sanctioning episodes. There is, to our knowledge, no study that systematically
compares sanctions by the European Union to the ones threatened or imposed by the United
States. We model the differences between these two senders in how they employ sanctions.
Considering the institutional characteristics of the EU to explain the differing pattern in the
success of each sender’s measures further adds to the literature on unilateral versus multilateral
sanctions. Due to the unanimous and intergovernmental decision-making procedure in the EU,
where every member country has veto power, sanctions by this supranational organizations are

always a multilateral effort.

3.1.2 Unilateral vs. Multilateral Sanctions

Early contributions to the sanctions literature followed a black-and-white logic of
argumentation and portrayed either unilateral (Kaempfer and Lowenberg 1999) or multilateral
(Haass 1997; 1998; Martin 1994) sanctions as more effective. The intuitive arguments in favor
of multilateral sanctions emphasize the higher costs that multiple senders can produce and the
greater legitimacy of collaborative efforts in contrast to cavalier seul diplomacy. The literature
has moved beyond such Manichean reasoning and identified a number of conditions under
which unilateral or collective sanctions could be more effective. These contributions focus on

the selection effects surrounding the sanctioning decision (Nooruddin 2002), decision-making
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complexity (Bapat and Morgan 2009; Miers and Morgan 2002), the role of international
institutions supporting the collaborative framework (Drezner 2000), and the possibility to
engage in sanctions busting (Early and Spice 2015; Kaempfer and Lowenberg 1999) as possible

intervening factors (see also the encompassing meta-analysis of Bapat et al. 2013).

In light of these countervailing influences, it is not surprising that the literature has not
yet definitively settled the dispute over the alleged supremacy of either unilateral or multilateral
sanctions. Kaempfer and Lowenberg (1999, 44) develop a standard economic model and show
that multilateral sanctions affect the economy of the targeted nation more strongly than
unilateral ones, but that they also invite considerable attention from potential sanction busters:
“The larger the deterioration in the target’s terms of trade, the greater the potential gain to a
renegade nation that remains willing to trade with the target.” Early and Spice (2015) show that
a universal organization such as the United Nations is often unable to prevent third parties from
undermining a trade embargo, but that the much smaller EU is sufficiently strong and
institutionalized to prevent free-riding behavior. Furthermore, Kobayashi (2013) argues that the
enforcement of multilateral sanctions is easier in the sense that multiple senders can share

monitoring costs.

The sanctions literature has paid a lot of attention to the different hurdles that unilateral
and multilateral sanctioning efforts face, typically predicting the buildup of a multilateral
coalition only if the issue is critical to all potential joiners. Miers and Morgan (2002) introduce
a spatial argument and concur that multilateral sanctions are more effective if the dispute
concerns a single issue because the ability of a sender coalition to create a stable demand for a
specific policy change is reduced if there are several issues in dispute. Using more
comprehensive data, Bapat and Morgan (2009) find support for this explanation. In addition,
they challenge a particular selection argument according to which multilateral sanctioning
efforts are more likely to occur if the issue under contestations is highly salient and thus more
likely to fail since the target is more resolved in these cases. Their empirical evaluation shows
that teams of senders who address a sensitive security issue are more successful than unilateral
attempts. Moreover, both studies demonstrate that institutions can help to create a stable
demand. Related contributions maintain that multilateral sanctions can become more effective
if the United Nations join the sender alliance. Drezner (2000, 98) argues that the universal IGO
renders the fragile cooperation between two senders more robust: “International organizations
prevent backsliding by giving wavering states the means to resist domestic pressures and by

reassuring states that a cooperative equilibrium will be maintained.” Yet, multiple senders only
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join an effort to target an actor through sanctions when they are able to do so. Multilateral
efforts are therefore more likely if the costs of a sanction are small for all joiners or, in case of
a severe problem, if the potential allies are similarly concerned about the behavior of a target.

These existing explanations do, however, not sufficiently consider the role of economic
interdependence and associated costs as potential mechanisms that account for the bewildering
variety in sanction outcomes. The linkages between the potential sender and target have figured
prominently in the literature on sanctions since Galtung’s (1967) pioneering essay on the
measures against Rhodesia, explaining both the initiation and success of coercive measures.
Economic interdependence plays an important role in liberal economic thinking (Schneider
2014) and has recently played a key role in the modified sanctions enforcement model by Bapat
and Kwon (2015) in which governments are concerned about the costs that sanctions create for
their domestic economy. They demonstrate that senders are more likely to succeed with their
sanction attempts at moderate levels of economic interdependence with the target where
enforced sanctions do not hurt their own industries too much, but where the links to the target
country are sufficiently developed to create some economic harm.

We add to these recent findings a differentiated economic costs argument that considers
both the level of economic interdependence and, in the case of multilateral sanctions, the level
of conflict in the alliance against a targeted state as crucial determinants for sanctions
imposition and success. In addition, we consider differences in the audience costs for unilateral
and multilateral senders. Focusing on these two causal mechanisms, we elaborate the selection
effect of imposed sanctions, which is prominently discussed in the recent literature (Baldwin
2000; Blake and Klemm 2006; Nooruddin 2002). To address this challenge, several researchers
have suggested to also consider the threat of sanctions (Drezner 1999; Morgan, Bapat, and
Krustev 2009). According to these authors, threats are sometimes sufficient to ‘convince’ a
potential target state to change course and to avoid the fallout from coercive measures. In this
sense, imposed sanctions are a negative selection of cases. Our non-cooperative game suggests
that a divergence of economic interests among key EU members lowers the chance that the
organization employs economic statecraft to coerce a potential target into a desired behavioral
change. We expect in line with this argument that heterogeneous economic interests of
multilateral senders vis-a-vis a target lead to distributional conflict and make the imposition of
sanctions less likely. Target states anticipate these difficulties to impose multilateral sanctions
and are thus more likely to acquiesce after a sanction threat issued by a unilateral sender.

Differences in audience costs further increase this effect. Our model reasserts the finding of
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Bapat and Morgan (2009) that multilateral sanctions tend to be more successful once they are

imposed but unilateral senders are more likely to impose sanctions at all.

3.2 Modelling Unilateral US vs. Multilateral EU Sanctions

The starting point for our analysis is the conjecture that collective sanctioning efforts render
multilateral sanctions more successful than unilateral ones if there is not too much variation
among the multiple senders in their economic bonds with the target. The reason for this result
is a selection effect that is driven by distributive conflict among multilateral senders and
differences in audience costs. To understand the importance of these influences, we develop a
non-cooperative game-theoretic model that takes the differences between the United States and

the European Union during the entire sanctioning process into account.

US: —ayg g ~Threaten

us
T:1
Threaten
us: 1 Acquiesce T
T —ar
Stand firm
Us: —ags . ~Impose
T:1 o Us
Impose
T
Acquiesce Stand firm
Us:1 — cys Us: —cys
T:—cr—ar T —cr

Figure 3.3: US sanction threat and imposition game

Figure 3.3 depicts a standard sanctions game with separate threat and imposition stages.
After some perceived political misbehavior by the potential target state (T), the sender — i.e. the
United States (US) — decides whether to threaten sanctions or not. The political action that the
sender dislikes offers T a payoff equal to one. The target receives this payoff if the sender
ignores the cause for a potential restrictive measure. This can happen through the refusal to
threaten economic sanctions in the first place or the denegation of their imposition after the

target’s dismissal of an initial threat.

We assume that ignoring the misbehavior of the target is costly for the United States.
The political price comes largely in the form of domestic and international audience costs
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following critique by the media, interest groups, opposition parties, as well as diplomatic
pressure (Baldwin 1985; Bapat and Kwon 2015; Drury 2001; Lektzian and Sprecher 2007;
McLean and Whang 2014). However, the costs for political inaction in light of the target’s
violation of a particular norm varies considerably among the issues involved, the importance of
the target country, and the severity of the objectionable action. If a military coup takes place in
a former colony of a potential sender state, the respective sender government is more likely to
feel responsible and to condemn the plotters of the coup d’état (von Soest and Wahman 2015b).
This might not least be the case if parts of the electorate originally come from the target country.

Audience costs accordingly vary with a;s € [0,1]. The United States also has to pay these costs

when it refuses to impose sanctions after issuing a threat: a;s € [0,1]. By showing that the
imposition of sanctions increases US presidents’ approval ratings, Whang (2011) establishes
the effect of audience costs empirically. Audience costs likely differ between the threat and the
imposition stage. Once a sender decided to threaten sanctions, additional attention is directed
towards the case. So back-paddling after issuing a sanction threat makes the government appear
even weaker. Furthermore, threats will be less credible in a future case. In sum, governments
are better off ignoring the misbehavior of a target than blaming it at the first stage and
threatening sanctions — but refusing to actually impose them at the second stage. Therefore, we

assume that ays = ays. The United States can threaten freely without any consequences if the

audience costs are equal at both stages: ays = ays.

Similar considerations hold for the target country. When a target gives in to international
pressure, backs down, and thus changes its policy, the government also faces audience costs

that are lower at the threat than at the imposition stage: a; € [0,1) > ar € [0,1). Recent

research on audience costs provides evidence that sanctions indeed generate a political backlash
in target states: “increasing support for those policies that the sanctions seek to alter and raising

hostility toward the sender” (Grossman, Manekin, and Margalit 2018, 1845).

Once sanctions are imposed, they can result in a stalemate. When sanctions are in place
without any settlement, both sides impose costs on each other: c;5 € (0,1) and ¢ € (0,1). This
situation can last over an infinite time horizon. When the target acquiesces, the sanctions are

relaxed and the costs are thus less severe for both sides: c;5 € (0,1) = ¢cys and ¢ € (0,1) >
cr. In case the target acquiesces to the sanctions, the sender receives an additional payoff of

one that it always gets when it makes the target change its policy —and the target faces audience

costs for backing down: a; € [0,1).
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We assume that all actors maximize their von Neumann-Morgenstern utility function
by behaving rationally as risk-neutral and unitary actors with complete, transitive, and
continuous preferences. Still, it is an incomplete information game since audience and sanction

costs are private information, though the probability distributions are common knowledge.

Figure 3.4 depicts the sanctions game for the EU. It differs from its unilateral counterpart
in three ways. First, there needs to be a member state that initiates the sanctioning process.
Second, the international organization does not face substantial audience costs. Restrictive
measures are an instrument of the Common Foreign and Security Policy (CFSP) and can only
be imposed by the Council. However, the Council as an institution is not accountable vis-a-vis
the voters since it consists of ministers that have been elected nationally. The only institution
that EU citizens can directly elect is the European Parliament. Yet, this institution has almost
no influence on the still highly intergovernmental EU’s sanctions policy. Furthermore, member
states of the EU face negligible audience costs due to the diffused responsibility for inaction.
Since vetoes in the Council are not disclosed (recall the report by the Commission on single
member states blocking EU sanctions), national governments within the EU can always blame

the institution when the Council could not agree on imposing sanctions.
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. EU
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Figure 3.4: EU sanction threat and imposition game

Changing the misbehavior of the target country is still a goal of the institution and part
of its utility function. So actually revising the norm violation of the target also leads to a payoff

of one. The difference is only that doing nothing does not lead to a negative payoff. Finally, the
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sender sanction costs for the EU differ. When the EU restricts economic exchange with a target,
the EU budget is rather unaffected while the member states carry the costs. Since there must be
a consensus within the institution, not only the absolute sender sanction costs but also
distributional conflicts in the Council matter for the imposition of sanctions. Thus, in
comparison to unilateral senders such as the United States, the supranational organization
additionally needs to take the costs for agreement into account.'® We argue that heterogeneity
among its members matters even more than the absolute amount of sender sanction costs:
member countries would rather accept high costs if everyone else shares this burden than to

face a competitive disadvantage vis-a-vis other member states.

The game is solved by using backward induction in order to determine the subgame
perfect Nash equilibria. Since the solutions of the model are straightforward, we only provide
them in the appendix. In both types of the game, the target acquiesces after sanctions were
imposed if the audience costs for backing down at the imposition stage are smaller than the

difference between the costs of ongoing and released sanctions.

H1: The chances for sanctions success grow with the aggregated economic

power of the sender because the potential costs for a target increase.

In line with Galtung’s (1967) conjecture that the higher the sanction costs for the target,
the more likely it backs down, we argue that there is an advantage for multilateral senders due
to their enhanced economic might. However, differences between US and EU sanctions are not
only visible in the final outcome. The different logic of these distinct forms of economic
statecraft shapes the entire sanctioning process. At the imposition stage, senders impose
sanctions if the chance that the target acquiesces is sufficiently large.

H2: The larger the audience costs for backing down after a sanction threat,

the more likely a sender is to impose sanctions.

Since the United States as a unilateral sender faces additional audience costs for not
imposing sanctions, this threshold is smaller in comparison to the European Union — and the
US is thus more likely to follow through with a threat. The target takes this behavior at the
threat stage into account and gives in to a sanction threat if the risk for sanctions imposition is
sufficiently high. This threshold is even smaller in case the target is not willing to stand firm
after the imposition of sanctions.

B cys # cgy = f(v,m), where v = var(cgy,), m = mean(cgy,), and df /dv > 0, df /om > 0.
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H3: A target is more likely to acquiesce to a sanction threat issued by a
unilateral sender because the risk that these sanctions are actually imposed

is higher.

Regarding sanction threats issued by the EU, the target anticipates that the supranational
organization is less likely to impose sanctions and adjusts its behavior after a sanction threat
accordingly. On the other hand, unilateral senders only threaten if they are sufficiently resolved
to impose sanctions or if the probability that the target gives in after a threat is adequately high.
Since threatening is free, international organizations always threaten. Empirically, this result is
troubling. When the sender is known to issue a threat in every instance, the threat becomes
irrelevant. After some political misbehavior, a sanction threat by the European Union hangs
like a sword of Damocles over all potential target countries. In this regard, a formal threat does
not make any difference and the imposition of EU sanctions is rather a black box for the target.*°
What matters for the actual imposition of sanctions is the relation between the probability that
the target acquiesces after the imposition and the costs for the EU, which are determined by

distributional conflict in the Council due to heterogeneity in the interdependence with the target.

H4: The greater the heterogeneity among members of a supranational
organization in their interdependence with a target country, the more
distributional conflict and the less likely the imposition of sanctions.

In sum, our game-theoretic model provides an explanation for why EU sanctions can be
more successful than US sanctions and why potential target countries rather acquiesce to threats
issued by the US than the EU. This dichotomy is due to the different logic of unilateral and
multilateral sanctions that shapes the entire sanctioning process. The European Union faces
difficulties to impose sanctions due to distributional conflicts in the Council. This is why target
states are more likely to stand firm after a threat by the EU. Moreover, the United States can
issue more credible threats because the existence of audience costs makes it costly for the
unilateral sender to back down after threatening sanctions. Thus, in contrast to EU sanctions,
imposed US sanctions are a negative selection of particularly resolved targets. If the target
stands firm after a unilateral sanction threat, we can expect the imposition of these sanctions is

more likely to end in a stalemate.

19 Moreover, it is not entirely clear who is entitled to issue an EU sanction threat. While a conclusion by the Council
most certainly counts as a threat, it can be disputed whether statements by the High Representative or threats by
individual member states have the same relevance for potential or real targets.
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3.3 Empirical Analysis

3.3.1 Research Design and Data

In this article, we analyze the differences in the success of threatened and imposed sanctions by
the European Union and the United States, arguing that the varying effects result from the
difficulties that the EU faces at the imposition stage. Our empirical analysis is, therefore,
divided into two parts. First, we test whether our perception about the differences in the success
of sanctions and threats between the EU and the US holds empirically. Second, we focus on the
imposition of EU sanctions in order to test our argument that the imposition of EU sanctions is
affected by distributional conflict in the Council and thus more complicated than the imposition
of unilateral US sanctions. We therefore use the EUSANCT Dataset (Weber and Schneider
2019b) covering EU and US sanctions from 1989-2015, which is particularly useful for our
study because the EU only became a relevant actor in this domain through the Maastricht Treaty
of 1993. Stylized facts on the number of EU and US sanctions over time were presented in the
theory chapter. The EUSANCT Dataset is provided in two versions: a case-level dataset in
which the unit of observation is the individual sanction case and a panel dataset that consists of
5,077 country-years (199 countries from 1989-2015). The latter version includes a dummy
variable that indicates whether there was a sanction or a sanction threat by the EU or the US in

the respective country-year.

We employ the final outcome variable, adopted from the TIES dataset (Morgan, Bapat,
and Kobayashi 2014), as the dependent variable to evaluate whether the EU or the US is more
successful in threatening and imposing sanctions. This outcome variable contains eleven
categories for sanction outcomes (i.e. partial/total acquiescence by the target, capitulation by
the sender, stalemate, and negotiated settlement at both the threat and the imposition stage). We
create two dummy variables, threat success and sanctions success, which become one if there
is either partial or total acquiescence by the target in the respective case. One could argue
whether partial acquiescence and negotiated settlements constitute a success. We only define
partial acquiescence as success because having such a final outcome means that the sender did
not make own concessions. Therefore, at least from the sender’s perspective, the policy shift
by the target must have been good enough such that the sanctions can be lifted without losing
face. The EUSANCT Dataset also includes the success score introduced by the HSE dataset
(Hufbauer et al. 2007). These authors distinguish two four-point scales for the policy outcome
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and the sanction contribution. The combined success score represents the product of both

measures in order to compare different levels of effectiveness.

We use the case-level dataset to estimate logistic regression models for both stages with
the success dummies as the dependent variables and the sanction case as the unit of analysis.
Additionally, we employ ordered logistic regressions with the combined HSE score that can
take values from 1-16 as the dependent variable. Our key independent variables are issued
threats and imposed measures by our two senders of interest. Additionally, we control for the
involvement of the United Nations. For the models on the success of sanctions, we also include
a dummy variable that indicates whether there was an economic embargo by any sender — the
most severe sanction type. In all models, we cluster standard errors on target states to adjust for
correlations between the errors for different sanction cases imposed against a given country.

In the second part of our empirical analysis, we employ the panel version of the
EUSANCT Dataset to explain the imposition of EU sanctions. We use the binary variable that
indicates ongoing sanctions in the respective country-year as the dependent variable and run
fixed-effects panel regressions to account for unobserved country heterogeneity.?® We estimate
Driscoll-Kraay standard errors that are robust to cross-sectional and temporal dependence for
larger time dimensions because Pesaran’s CD test rejects the null hypothesis of cross-sectional
independence. Since our argument is based on the unanimity requirement for the imposition of
economic sanctions, we re-run the models with an exclusive focus on CFSP sanctions
(excluding EU sanctions that could in principle be imposed without unanimity). Moreover, we
employ the economic intensity of the sanctions as another dependent variable, which serves as

a proxy for whether sanctions were watered down in case of difficulties at the imposition stage.

We argue that distributional conflict in the Council is what makes the imposition of EU
sanctions less likely. To model this conflict over who carries a disproportionate share of the
sender sanction costs, we obtained data on foreign direct investment (FDI) stocks (in EUR)
from Eurostat (2017b) and calculated the standard deviation of the FDI stocks from Germany,
France, Italy, Poland, and the United Kingdom as the countries of origin to the respective state

and year.?! Due to the right-skewed distribution of the standard deviations, we decided to

20 A Hausman test supports the choice of a fixed-effects over a random-effects model.

2L We focus on these five EU countries because France, Germany, Italy, and the UK are widely considered as the
‘big four’ European countries (e.g. OECD composite leading indicator) — and we additionally add Poland as the
strongest voice for the interests of the Eastern EU members. Even though there needs to be unanimity to impose
CFSP sanctions, we believe that votes from smaller member states can be easily bought, whereas consent by one
of the big member states is unlikely if the sanctions create a competitive disadvantage vis-a-vis other EU members.
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employ logged values. Additionally, in our regression models, these values are lagged by one
year. Lagged FDI stocks are a good indicator for what is at stake for the sender country when
sanctions are imposed. Thus, variation in the FDI stocks in a potential target state among EU
member countries generates unequal costs —and EU members that carry the larger burden are

likely to veto the sanctions (or at least want them to be less severe).

Data on FDI stocks is problematic in that it is only available for 67 partner countries.
Even though trade flows can change more rapidly than dedicated, non-fungible assets — and
should thus be less influential for the imposition of sanctions — the advantage is that the data is
much more complete than FDI data: EU trade data (Eurostat 2017a) is only missing for Monaco
in our period of interest. Hence, we further obtained export and import values (in EUR) for the
EU as a whole and Germany, France, Italy, Poland, and the United Kingdom. We then
calculated the coefficient of variation for the trade volume (exports plus imports) for these five
EU member states.?? While the picture for trade flows is more complex and one would have to
take the effect of the relative structure of the comparative advantage into account, we use trade
flows as a robustness check for our findings on the effect of variation in FDI stocks that are
based on fewer observations. In addition to these measures for economic heterogeneity, we
control for both lagged total EU FDI stocks and lagged total EU trade flows because the
variation in FDI stocks and trade flows is likely to be correlated with the general activity of the
EU in the respective country. In some potential target states, there are barely any economic
activities of EU countries and consequently no substantial variation. Again, we use logged

values because the distributions of both EU FDI stocks and trade flows are clearly right-skewed.

As additional control variables for the imposition of sanctions, we include pilot-scale
nuclear latency from the Nuclear Latency Country-Year Dataset (Fuhrmann and Tkach 2015),
the Political Terror Scale (Gibney et al. 2016), the V-Dem Electoral Democracy Score
(Coppedge et al. 2017), the CIRI Empowerment Rights and Physical Integrity Rights Index
(Cingranelli, Richards, and Clay 2014), the occurrence of a military coup from the dataset on
Global Instances of Coups (Powell and Thyne 2011), as well as the occurrence of armed
conflicts and one-sided violence from the UCDP/PRIO Armed Conflict Dataset (Allansson,
Melander, and Themnér 2017; Pettersson and Eck 2018). Additionally, we control for per capita
GDP and population size of the target country by using data from the World Bank’s (2017)

22 \We can calculate the coefficient of variation for trade flows because export and import values are always
positive. Since FDI stocks can be negative, we need to stick to the standard deviation. The values of the FDI stocks
can be negative when there are negative net direct investment positions abroad or when the amount of negative
transactions in a given year exceeds the initial FDI stocks.
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World Development Indicators. Both variables are logged because of the right-skewed
distribution. Moreover, we lag all control variables by one year. Finally, in order to account for
dynamics over time, year dummies are included to estimate two-way fixed effects. We provide

summary statistics and a correlation matrix for all independent variables in the appendix.

3.3.2 Results

Success of Sanctions and Sanction Threats

Table 3.1 shows the results of the logit models evaluating the EUSANCT case-level dataset to
provide an objective comparison between the success of sanction threats and imposed sanctions

by the European Union and the United States.

Table 3.1: Success of sanction threats by sender

1) )
VARIABLES Threat Threat
success success
EU threat -2.357*** -2.249***
(0.720) (0.747)
US threat -0.863 -0.750
(0.876) (0.902)
UN threat -1.225
(1.121)
Constant 0.447 0.365
(0.895) (0.913)
Observations 226 226
chi-square statistic 16.35 19.78
p value 0.000 0.000
Pseudo R-squared 0.087 0.093

Standard errors clustered on target states in parentheses
*x% n<0.01, ** p<0.05, * p<0.1

The dependent variable of models 1 and 2 is the dummy for successful threats. As
expected, the involvement of the European Union reduces threat successes significantly at the
level of one percent. The coefficient for the United States is also negative but much smaller and
not significant. In model 2, we control for involvement of the United Nations, which has no
significant effect at conventional levels. The perception that EU threats are less successful
seems to hold. We argue that they are less effective because, in comparison to the United States,
it is less likely that the EU actually imposes sanctions — which we show in the second part of
our empirical analysis. EU sanction threats are thus less credible.
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In models 1-3 in Table 3.2, we look at the binary sanctions success variable with the
imposition of measures by the EU and the US as key explanatory variables. Model 2 includes,
besides a dummy variable for the imposition of additional sanctions by the United Nations, a
dummy for complete and partial economic embargoes by any of the senders. The involvement
of the EU has a significantly positive effect on sanctions success at the level of one percent in
models 1 and 2, in line with our theoretical expectation. The coefficients for US and UN
sanctions are not significant. Economic embargoes, the toughest form of economic sanctions,
do also not have a significant effect on sanctions success. By controlling for sanction threats,
in model 3, the effect of EU sanctions becomes less significant. However, the coefficient for
US threats is significantly negative at the level of one percent. This result provides further
support for our argument: targets that are potentially willing to acquiesce to imposed US
sanctions rather back down at the threat stage because the US sanction threats are likely to be
imposed. Actual US sanctions are consequently a negative selection of cases and less successful

on average.

Table 3.2: Success of imposed sanctions by sender

1) (2 3) 4
VARIABLES Sanctions success  Sanctions success  Sanctions success HSE score
EU imposition 0.887*** 0.911*** 0.881* 0.735**
(0.318) (0.347) (0.512) (0.369)
US imposition -0.108 0.042 0.401 0.241
(0.525) (0.548) (0.615) (0.387)
UN imposition 0.292 0.381 -0.208
(0.512) (0.637) (0.428)
EU threat 0.013 0.104
(0.449) (0.377)
US threat -0.907*** -0.645**
(0.341) (0.281)
UN threat -0.211 0.064
(0.624) (0.392)
Embargo -0.979 -1.183 -0.485
(0.737) (0.763) (0.791)
Constant -0.328 -0.454 -0.235
(0.531) (0.548) (0.603)
Observations 188 188 188 188
chi-square statistic 9.553 12.37 17.88 13.34
p value 0.008 0.015 0.013 0.064
Pseudo R-squared 0.036 0.043 0.074 0.021

Standard errors clustered on target states in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Finally, in model 4, we re-run model 3 for the combined HSE success score by
employing an ordered logit model. The inferences from model 3 also hold for this additional

measure of sanctions success. Furthermore, the effect of EU sanctions is, again, significant at
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the level of five percent — likely because the HSE score is a more elaborated indicator than the
binary success variable, which is based on a categorical and actually more nuanced final
outcome variable. In addition, sanctions that were imposed after a previous US sanction threat

are still significantly less successful.

Since many sanctions by the EU and the US are jointly imposed by both senders, we
recode our key explanatory variables. For an additional model, we create three dummy
variables: a dummy indicating imposed EU sanctions without any imposed measures by the
US, adummy indicating US sanctions without any imposed measures by the EU, and a dummy
for joint EU/US sanctions. As a robustness check (see appendix), we re-run the models of Table
3.2 with the modified indicators for EU and US sanctions. Since the three dummy variables
(EU sanctions, US sanctions, and joint EU/US sanctions) would add up to one in our sample of
sanctions in which at least either of these senders is involved, the dummy for joint EU/US
sanctions is omitted and serves as the base category. In these specifications, US sanctions
without any measures imposed by the EU are significantly less successful — even when we
control for prior US threats, which make sanctions further significantly less successful.

One interesting finding in all our models is that neither the involvement of the United
Nations nor economic embargoes have any significant effect. One reason for the lack of
significance is that they are both correlated with the further context of the sanction case, which
also affects the chances of sanctions success. Since the threshold for UN sanctions is
particularly high, the misbehavior of the target country must be quite severe for the UN to
become active. China and Russia, for example, could in principle also be sanction targets due
to certain human rights violations and issues with their state of democracy. So they often block
sanctions in the UN Security Council to set the bar for these measures high. The misbehavior
of the target must, in this sense, be so severe such that it cannot directly be linked to policies
and practices of these two countries. However, once a government decides to follow a practice
that is condemned by the whole world community, the question is indeed whether simple
economic measures can have an impact at all. So there are two counteracting effects: the
economic and political power of the United Nations — and particular resolved targets. A similar
story holds for the effect of economic embargoes. Even though embargoes have a huge impact,

they are mainly imposed in very severe circumstances that tend to limit sanctions success.

In sum, these results confirm our expectations: the European Union imposes more
successful sanctions but is less credible in issuing sanction threats. The United States, on the

other hand, can deter target countries by threatening sanctions. However, when a target does
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not give in after a US sanction threat, sanctions tend to be less successful as the target would
have acquiesced to the threat if it was prone to give in. The finding that the European Union is
the more successful sanctioning entity is only the starting point for our empirical analysis. We
conceive sanctions as endogenous treatments. In the second part, we thus aim to provide
empirical evidence for our argument regarding the selection mechanism of EU sanctions that

affects their effectiveness.

Selection of EU Sanctions

Since we want to explain the imposition of EU sanctions, we use the country-year dataset that
includes EU sanctions from the EUSANCT case-level dataset. The dependent variable in Table
3.3 is a dummy variable, which indicates whether there is an ongoing EU sanction in the
respective country-year. The table shows the effect of economic heterogeneity, which leads to
distributional conflict in the Council, on the imposition of sanctions. In models 1-3, the key
independent variable is the lagged heterogeneity in the foreign direct investment stocks between
five of the most powerful and influential EU member states: Germany, France, Italy, Poland,
and the United Kingdom. In model 1, we can see that heterogeneity in FDI stocks has a negative
but insignificant effect on the imposition of sanctions. However, once we add economic and
political control variables (model 2), the effect is significant at the five percent level. In contrast,
total EU FDI stocks have a significantly positive effect at the level of one percent. These results
provide further support for our argument. It is not only that, in comparison to the negative effect
of economic heterogeneity, cumulative EU FDI stocks do not matter — but they even have a
positive effect on sanctions imposition. So the EU seems more likely to impose sanctions if
there is a higher potential for economic damage in the target country. However, if there is
heterogeneity among powerful EU member states, there is distributional conflict in the Council

and the imposition of sanctions becomes less likely.

In model 3, we focus exclusively on CFSP sanctions that can only be imposed
unanimously by the Council. The coefficient for economic heterogeneity becomes slightly
larger in this specification. So far, we have focused on FDI stocks because flows are rather a
snapshot and may easily change after the imposition of sanctions. Still, in models 4-6, we regard
the effect of trade relations on sanctions imposition, namely lagged and logged trade flow
values. Model 4 shows the effects of the lagged variation coefficient for the trade volume
(exports plus imports) as well as the total EU trade volume. In this specification, heterogeneity

in trade flows is marginally significant and total trade flows make sanctions less likely at the
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level of one percent. When we include all previous control variables with potential explanatory
power for sanctions imposition (model 5), the negative coefficient becomes significant at the
level of five percent. Surprisingly, for CFSP sanctions in model 6, the effect of heterogeneity
in trade flows is less pronounced than for all types of sanctions by the EU — probably due to the
smaller number of sanction dyads (243 CFSP sanction dyads in comparison to 438 EU sanction

dyads in total). Next, we have a look at the joint effect of FDI stocks and trade flows.

Table 3.3: Effect of heterogeneity in FDI stocks and trade flow values on the imposition of EU sanctions

@) ) ®) (4) ©) (6)
VARIABLES Sanction  Sanction CFSP Sanction  Sanction CFSP
dyad dyad Sanction dyad dyad Sanction
dyad dyad

EU economic heterogeneity (FDI stocks) -0.010  -0.020**  -0.021**
(0.011)  (0.009) (0.009)
EU economic heterogeneity (trade flows) -0.029*  -0.038**  -0.034*
(0.015) (0.017) (0.017)

Total EU FDI stocks (logged) 0.024  0.049*** (.052***
(0.015)  (0.017) (0.017)
Total EU trade flows (logged) -0.042 0.011 -0.031***  -0.004 0.004
(0.030) (0.028) (0.006) (0.009) (0.006)
GDP per capita (logged) 0.120** 0.088* -0.059**  -0.070***
(0.044) (0.050) (0.026) (0.020)
Population (logged) 0.206 0.376*** -0.000 0.030
(0.121) (0.076) (0.065) (0.032)
Pilot-scale nuclear latency 0.322**  0.310** 0.120 0.200**
(0.138) (0.137) (0.114) (0.091)
Political terror 0.049***  0.037*** 0.027***  0.015***
(0.015) (0.012) (0.008) (0.004)
Electoral democracy -0.598*** -0.596*** -0.336*** -0.193***
(0.061) (0.077) (0.096) (0.042)
Empowerment rights -0.000 -0.004 -0.015***  -0.003
(0.007) (0.005) (0.004) (0.003)
Military coup 0.191 0.182 0.170*** 0.010
(0.150) (0.154) (0.041) (0.021)
Armed conflict 0.018 0.054 0.033 0.015*
(0.051) (0.034) (0.022) (0.009)
One-sided violence 0.103* 0.086** 0.041 -0.012
(0.055) (0.040) (0.028) (0.013)
Constant -3.606  -7.425*** (.726*** 0.813 0.087
(2.384) (1.569) (0.126) (0.952) (0.550)
Year dummies yes yes yes yes yes yes
Observations 1,174 1,026 1,026 4,799 3,322 3,322
Number of groups 67 62 62 195 163 163
F statistic 39081 154130 563538  1.340e+0 32414 968538
7
p value 0.000 0.000 0.000 0.000 0.000 0.000
R-squared 0.020 0.201 0.272 0.014 0.123 0.059

Driscoll-Kraay standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 3.4: Effect of heterogeneity in FDI stocks and trade flow values on the imposition of EU sanctions

(continued)

1) () ®) @)
VARIABLES Sanction dyad CFSP Sanctions’ Sanctions’
Sanction dyad economic in-  economic in-
tensity tensity
EU economic heterogeneity (FDI stocks) -0.020* -0.021** -0.112** -0.280***
(0.010) (0.010) (0.039) (0.091)
EU economic heterogeneity (trade flows) 0.014 0.013 -0.149 -0.245
(0.075) (0.098) (0.228) (0.483)
Total EU FDI stocks (logged) 0.050*** 0.052*** 0.281*** 0.659***
(0.017) (0.017) (0.056) (0.091)
Total EU trade flows (logged) -0.041 0.012 -0.110 -0.216
(0.034) (0.032) (0.119) (0.261)
GDP per capita (logged) 0.120*** 0.090* 0.579*** 0.523
(0.042) (0.047) (0.194) (0.434)
Population (logged) 0.199 0.369*** 1.321*** -0.221
(0.116) (0.072) (0.330) (0.785)
Pilot-scale nuclear latency 0.321** 0.309** 2.280** 2.548**
(0.136) (0.135) (0.805) (0.890)
Political terror 0.049*** 0.037*** 0.151*** 0.222**
(0.015) (0.012) (0.042) (0.082)
Electoral democracy -0.600*** -0.598*** -2.282%** -0.844
(0.060) (0.086) (0.224) (0.503)
Empowerment rights -0.000 -0.004 0.017 0.021
(0.007) (0.006) (0.020) (0.030)
Military coup 0.191 0.183 0.747 0.814
(0.150) (0.154) (0.619) (0.565)
Armed conflict 0.018 0.054 0.354 0.516
(0.051) (0.033) (0.250) (0.346)
One-sided violence 0.103* 0.086** 0.238 0.189
(0.055) (0.040) (0.174) (0.210)
Constant -3.522 -7.346%** -25.96*** -0.497
(2.308) (1.447) (6.649) (15.96)
Year dummies yes yes yes yes
Observations 1,026 1,026 1,026 390
Number of groups 62 62 62 28
F statistic 9104 21388 45756 15732
p value 0.000 0.000 0.000 0.000
R-squared 0.201 0.272 0.309 0.401
i

Driscoll-Kraay standard errors in parentheses

*** n<0.01, ** p<0.05, * p<0.1
+ Sample restricted to potential sanctions

Table 3.4 shows the results for all EU sanctions (model 1) as well as CFSP sanctions

only (model 2). Since we include FDI stocks, the number of observations decreases to the

number of country-years for which FDI data is available. Again, heterogeneity in FDI stocks

has a negative effect, which becomes stronger if we only consider the imposition of CFSP

sanctions. Heterogeneity in EU trade flows does not have a significant effect in these models.

44



3. How Many Hands to Make Sanctions Work?
Comparing EU and US Sanctioning Efforts

Since one can argue that, in practice, it is more likely that sanctions are watered down
than not imposed at all if there is distributional conflict, we re-run the model with the sanctions’
economic intensity as the dependent variable (model 3). This ordinal variable is based on the
imposed sanction types. In fact, the size of the coefficient for FDI heterogeneity increases and
the coefficient for trade heterogeneity becomes negative though it is still insignificant. In our
final specification (model 4), we employ the dummy variable for potential sanction cases
(Weber and Schneider 2019b) as there are many country-years that are unreasonable to consider
as potential targets of either EU or US sanctions. Restricting the sample to potential sanction
cases further increases the magnitude of the coefficient for FDI heterogeneity. In sum, the effect
of trade heterogeneity points into the expected direction but does not have as much explanatory
power as FDI heterogeneity, which is likely due to the faster adjustment of trade flows. In Table
3.3, the overall R-squared values for the models focusing on trade heterogeneity are not even
half as large as in the models considering only FDI heterogeneity — even though this effect is

admittedly also driven by the smaller sample of the latter models.

Regarding the control variables, as expected, the coefficient for the Political Terror
Scale is positive whereas the coefficient for the Electoral Democracy Index is negative in all
specifications. Since more political violence should be linked to a higher likelihood of sanctions
imposition and less respect for civil rights to a lower likelihood, both coefficients make sense.
In comparison, the Empowerment Rights Index has no consistent significant effect on sanctions
imposition across the different models. This finding is in line with von Soest and Wahman’s
(2015b) claim that trigger events rather cause the onset of sanctions. Furthermore, lagged pilot-
scale nuclear projects make the imposition of sanctions significantly more likely across the
models. Surprisingly, all conflict-related variables (military coups, armed conflicts, and one-
sided violence) do not have consistent significant effects at conventional levels. Besides these
main reasons for sanctions imposition, we also control for the target’s GDP per capita and
population size. Whereas the coefficient for population size does also not have consistent
explanatory power for the imposition of EU sanctions, the target’s GDP per capita has a
significantly positive effect in the FDI models with fewer observations and a significantly
negative effect in the full sample. Senders of sanctions, in particular the EU, face the claim that
they pick cases that they perceive as easy. However, whereas in some models this claim seems
to hold, in other models, richer countries seem to face even a higher risk for the imposition of
sanctions — which contradicts this selection mechanism. This issue is addressed in Schneider

and Weber’s (2019) study on the bias of EU and US sanctions and needs further investigation.
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We re-run the different models for the onset of sanction threats (see appendix). Even
though the sign of the coefficient for heterogeneity in FDI stocks points in the expected
direction, our measure for heterogeneity has a negative but only weakly significant effect on
the onset of threats. Moreover, the effects of the control variables across the different models
are less consistent than in the models explaining the imposition of sanctions. In line with the
previous models, most coefficients point in the same direction, but they are insignificant. This
result is consistent with our prediction that threats issued by the European Union are empirically
less relevant. The EU does not have the capability to credibly issue sanction threats because the
potential target country anticipates the difficulties at the imposition stage due to distributional
conflict. Moreover, the data on sanction threats is not as complete and reliable due to non-
public, private threats (see also Kurizaki 2007).

In sum, the empirical results provide evidence for our hypotheses. First, we show in the
case-level analysis that EU sanction threats are less successful than threats issued by the United
States. However, the European Union tends to impose sanctions that are more successful than
those by the US. This result is robust to different measures of success: the binary sanctions
success variable based on the final outcome variable of the TIES dataset and the combined HSE
success score. We claim that these differences are a result of the complicated imposition of EU
sanctions. Our argument contains a selection mechanism: the European Union faces difficulties
in imposing sanctions, which makes sanction threats less credible because target states
anticipate these difficulties and thus tend to stand firm after a threat. Since threats by the United
States are more credible, imposed US sanctions are a negative selection of cases in which the
target is particularly resolved. In the second part of our empirical analysis, we explain the
imposition of EU sanctions. By using country-year panel data and fixed-effects regression
models, we show that the EU is less likely to impose sanctions when there is distributional
conflict in the Council due to heterogeneity in the economic interdependence among powerful

EU member states with the target. This result is also robust to various specifications.

3.4 Conclusion

Assessing the success of economic sanctions is a goal that has dominated the literature on
economic statecraft since its earliest stages. We argue that the varying results in the analysis of
sanctions effectiveness is due to the high level of aggregation in the literature. Our article is
built upon the well-known claim that multilateral sanctions are more successful than unilateral

ones. However, there is not only an effect on the outcome of imposed sanctions. The different
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logic of unilateral and multilateral sanctions affects the whole sanctioning process — both the
threat and the imposition stage. We develop a game-theoretic model, which shows that
unilateral senders can issue more successful threats because audience costs make it costly for
the sender to back down after a threat has been issued. Moreover, we introduce a selection
argument that incorporates the decision-making complexity of multilateral sanctions due to

conflicting economic interests of multiple principals.

Heterogeneity among multilateral senders in their interdependence with the target,
which leads to distributional conflict, makes the imposition of sanctions less likely. Potential
targets are thus much more prone to stand firm after a sanction threat. This effect is particularly
relevant for the European Union because of two institutional features: first, economic sanctions
by the EU can only be imposed under unanimity in the Council. Second, individual member
states are not able to impose unilateral sanctions anymore since the imposition of restrictive
measures is a supranational competence. Difficulties at the imposition stage together with the
lack of accountability vis-a-vis the voters both make threats by the European Union less
credible. In comparison to imposed restrictive measures by the EU, imposed US sanctions are
thus a negative selection of cases in which target countries did not give in to a prior and much

more credible threat.

In our empirical analysis, we show that sanction threats by the United States are more
successful than threats issued by the European Union. However, imposed EU sanctions are
more successful than those imposed by the US. In line with our theoretical prediction, we also
find that heterogeneity between Germany, France, Italy, Poland, and the United Kingdom in
the economic interdependence with the target state makes the imposition of EU sanctions less
likely and imposed measures less severe. Our results are robust to different model specifications
and the absolute values of EU exposure to the target country. Thus, distributional conflict in the

Council makes it difficult for the EU to impose sanctions.

A practical implication of our study is that enhancing efficient EU decision-making by
introducing qualified majority voting in the Common Foreign and Security Policy, as proposed
by the European Commission, could have an unexpected consequence: while the EU would be
able to issue more credible sanction threats, the success rate of imposed coercive measures

would likely decline because of a more negative selection of imposed sanctions.

For future research, it would be interesting to investigate whether EU members that

reject proposed sanctions are really those with most diverging economic interlinkages with the
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potential target. This will be a difficult task since there are no records or voting results of
Council meetings. A promising approach could be web-scraping for single sanction cases,
analyzing Council members’ statements, proposed measures, and actual sanctions. Such a study
could further advance research on EU decision-making in the Council and potential coalition
bargaining through which sanction supporters buy support of countries that may particularly
suffer and oppose sanctions. We do not believe that coalition bargaining voids our results
because, first, it is much harder to buy off one of the big EU members in comparison to smaller
member states. Second, if coalition bargaining was an issue, our results would be conservative
estimates — and the real effect of economic heterogeneity would be even larger. Still, this path
can be a fruitful way for future research since a focus on actually imposed measures in
comparison to previously discussed measures is a more nuanced way to analyze the impact of

diverging economic interests.
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4 Under Pressure:

Domestic Lobbying Against Sanctions

In March 1997, the National Association of Manufacturers released a report about 61 unilateral
US sanctions targeting 35 states.?® The release of the report “marks the beginning of a major
campaign by business executives and associations who say they are losing valuable orders to
overseas rivals who are not constrained by their governments’ foreign policy” (Lobe 1997). The
association claimed that unilateral sanctions are ineffective, harm the US economy as well as
American jobs and generate the impression that American business associates are unreliable.
Thus, the lobbyists oppose these sanctioning measures that range from economic embargoes to
trade restrictions and aid cuts which, according to the report, target 2.3 billion people that could
be “potential consumers of U.S. goods and services [... and cover] roughly 42 percent of the
world’s population — and $ 790 billion worth of export markets” (Lobe 1997). According to the
report, sanctions should be imposed at most multilaterally to avoid a competitive disadvantage
for US companies. Does this kind of pressure and other forms of lobbying from business groups

have an effect on the government’s decision to impose sanctions?

This open assault by the business lobby on the use of economic sanctions is in sharp
contrast to the fact that sanctions are often ‘watered down’ or not even imposed in the first
place. It is not surprising that sender governments try to protect their domestic economic actors.
| argue that policymakers face a sanctioning trade-off: on the one hand, their goal is to satisfy
the demands by their voters to react to a perceived political misbehavior by potential target
states. On the other hand, imposing costs on a target also generates sender sanction costs. Since
policymakers care about the state of their economy, they are thus reluctant to impose sanctions
against trading partners. To justify this claim, I rely on new insights from trade theorists to show
that there are no factor- or sector-specific winners of sanctions in the sender country. | test this
argument empirically by showing for the United States that any kind of trade flows, both exports

and imports, make sanctions less likely and imposed sanctions less severe.

An implication of the fact that economic actors in the sender country suffer from
sanctions is, however, that they have strong incentives to lobby against these measures and the

possibility to overcome the problem of collective action. Hence, it is an unresolved issue

23 “A Catalog of new U.S. unilateral economic sanctions for foreign policy purposes, 1993-96: with analysis and
recommendations” (National Association of Manufacturers 1997).
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whether trading partners experience fewer and less intense sanctions because governments
avoid sender costs on their own initiative — or whether the pressure from economic interest
groups prevents them from imposing (more costly) sanctions. To disentangle the impact of
lobbying by domestic economic interest groups, | model the imposition of sanctions as a two-
stage process: first, the decision to impose sanctions, and second, the design of the respective
measures. | argue that domestic economic actors behave opportunistically. They do not care
about symbolic sanctions as long as they do not have to carry the costs of these measures.
Moreover, they know that governments need to impose sanctions in certain instances. Once
they are affected, however, they try to alter the design of the sanctions such that the impact on

their domestic economy is limited.

I test this claim by using a mixed method approach. Based on the regression models for
the effect of trade interlinkages, | estimate the predicted intensity of imposed sanctions.
Calculating the difference between the predicted and actual sanctions’ intensity, | find that US
sanctions against Russia and China are systematically less intense than the models predict —
even though | already control for the economic power of the target and trade interlinkages with
the United States. Thus, | analyze Russia and China as the two most deviant cases and show
that the reason for this divergence is that domestic economic actors in the US lobbied strongly
against these sanctions. So at least in these two cases, lobbying contributed decisively to
limiting the intensity of imposed sanctions.

4.1 The Impact of VVoters and Economic Considerations on the Imposition and

Design of Sanctions

In this paper, | focus on the impact of domestic politics on the imposition of US sanctions.
Therefore, | follow a decision-theoretic approach like Milner and Tingley (2016), who argue in
their comprehensive analysis of US foreign policy that domestic politics constrain the president
in his power to pursue a certain strategy in international politics. The president chooses among
different foreign policy instruments to account for both the economic interests and political
preferences of core constituents. Choosing to employ or not to employ sanctions as a foreign
policy instrument in a certain instance is thus the result of both domestic politics and thereof
resulting available alternatives. This argument is closely related to Baldwin’s (2000) logic of
choice: politicians might impose sanctions even though they are likely to be ineffective just

because sanctions are the best available instrument.
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My starting point is that voters are key constituents that drive the imposition of
sanctions. When voters pressure their government to react to a perceived political misbehavior
of a potential target state, politicians face audience costs for doing nothing. Many researchers
have employed these domestic audience costs in their models (e.g. Baldwin 1985; Bapat and
Kwon 2015, Drury 2001; Lektzian and Sprecher 2007; McLean and Whang 2014; von Soest
and Wahman 2015b). In an empirical study, Whang (2011) tests the existence of domestic
audience benefits that serve as an incentive for leaders to impose sanctions, irrespective of
whether these measures are successful. He shows that sanctions have a positive effect on US
presidents’ approval ratings: “The initiation by itself increases the popularity of the president”
(Whang 2011, 789). In this view, sanctions serve symbolic functions. By conducting a survey
experiment, McLean and Roblyer (2017) further show that voters care about sanctions — and
that they attribute additional instrumental value to these measures.?* Hence, | assume that voters
expect their leaders to react to a perceived political misbehavior of other states. This domestic
pressure to impose sanctions becomes particularly strong when there are trigger events such as
coups and fraudulent elections with extensive media coverage (von Soest and Wahman 2015b).
So | reject earlier conjectures that voters are unaware of international politics (Sobel 2001).
Since office-seeking politicians aim to be re-elected, they try to satisfy the political preferences
of their voters — also when they choose foreign policies — and consider the imposition of
sanctions. Furthermore, Lektzian and Souva (2003, 647) argue that “democratic leaders need
to enact successful policies to remain in office”. Thus, democratic leaders such as US presidents

have an additional incentive to implement successful sanctions.

While the ultimate goal of sanctions is to induce some kind of policy change, the mean
is to impose costs on the potential target state. The imposition of economic sanctions makes the
disputed policy by the target state costlier. Based on a rational choice perspective, | assume that
the higher these costs, ceteris paribus, the more likely is the target to reverse the respective
policy. The positive relation between the sanction costs for the target and sanctions success is
well established in the literature (e.g. Allen 2008; Baldwin 2000; Drury 1998; Hufbauer, Schott,
and Elliott 1990; Lektzian and Souva 2007; McLean and Whang 2014; Morgan, Bapat, and
Krustev 2009; Morgan and Schwebach 1997; Nooruddin 2002). Since US presidents aim to

impose sanctions that are effective to increase their chances to remain in office, they thus need

24 In a survey conducted in Russia, Frye (2019) provides interesting results for audience costs in the target country:
it seems that while there is no ‘rally round the flag” effect, there is also only a withdrawal of public support of
those citizens who were already critical of the regime. By analyzing surveys conducted in Israel, Grossman,
Manekin, and Margalit (2018) show that EU sanctions created a political backlash among people in Israel.
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to impose sufficiently high costs on the target. However, at the same time, presidents want to
avoid as much damage as possible on their own economy. Bill Clinton summarized the
importance of economic conditions for being elected as president with his catchphrase: “The
economy, stupid” (Kelly 1992). | argue that these two goals — imposing costs on a target and
avoiding damage on the own economy — constitute a trade-off: since senders have to restrict
their own firms from trading with the target, the imposition of sanctions generates so-called
sender sanction costs (see Hufbauer et al. 2007 for an overview of the costs to the sender).

While sanctions are more likely to be successful when the target is dependent on trade
with the sender (Peksen and Peterson 2016), the question how trade interlinkages affect the
senders’ decision to impose sanctions is not as clear-cut. Drury (2001, 485) motivates his study
on the decision of US presidents to impose sanctions with the claim that “increased economic
interdependence [...] have made economic sanctions an attractive option for states wanting to
coerce other states”. However, while ever-increasing economic interlinkages in a globalized
world have increased the possible leverage of sanctions, restrictive economic measures got
costlier for the senders at the same time. Lektzian and Souva (2007, 855) nicely capture this
relationship: “Because sanctions harm the sender’s economy as well as the target’s, greater
economic interdependence discourages the actual implementation of sanctions by making the
sender’s threat both sufficiently severe and noncredible.” The authors find that increasing trade
interdependence reduces the likelihood of sanctions imposition. Drury, James, and Peksen
(2014, 41) elaborate on this pervious claim by testing the effect of trade dependence on both
the threat and imposition of sanctions and find that “greater interdependence increases the
probability of a sanction threat, but higher levels of trade dependency for the sender decrease
the chances that it will follow through on the threat and impose sanctions.” Hafner-Burton and
Montgomery (2008) similarly find that sanctions are less likely to be imposed when the sender

is dependent on trade with the target.

In addition to studies that focus on general trade dependence, there are several attempts
to provide a more nuanced analysis of who benefits and loses from the imposition of sanctions.
Based on classical trade theory, Lektzian and Souva (2003) discuss welfare effects of sanctions:
if a sender bans imports from the target, domestic producers of these goods enjoy a larger
producer surplus while domestic consumers in the sender country are worse off since they have
to pay a higher price for these goods. On the other hand, if a sender bans exports to the target,
consumer surplus increases because of lower prices while domestic producers are worse off

since they lose an export market. However, it is important to note that the net welfare effect of
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limiting trade is always negative for both the sender and the target. Similarly, Lektzian and
Patterson (2015) build their analysis on the Stolper-Samuelson theorem, which stresses the
importance of relative factor endowments. The abundant factor benefits from economic
openness while the scarce factor benefits from protectionism. The authors thus argue that, for
sanctions to be effective, the measures have to target those who possess the abundant factor in
economically open target states and those who possess the scarce factor in relatively closed
economies because these are the most powerful groups in the respective economies. This
consideration, like the cleavages stressed by Lektzian and Souva (2003), hold for both sender
and target countries. Accordingly, in an open economy like the US, firms possessing the scarce
factor would benefit from the imposition of sanctions against trading partners. As a result,
independent of whether one considers factor- or industry-specific cleavages (Beaulieu 2002),
there are winner and losers of sanctions in both the sender and the target country. However, |

argue that these kinds of cleavages are not valid anymore.

Given the starting point that globalization (i.e. increasing economic interlinkages) led
to both greater leverage and higher sender sanction costs, | contend that one also needs to use
refined models of trade to detect winners and losers of sanctions. Due to the rise of intra-
industry trade and multinational enterprises, trade theorists departed from well-defined
cleavages to specific firm-level effects (Melitz and Trefler 2012). Moreover, globalization
further established global commodity chains, global value chains, and global production
networks (Horner 2017). For sanctioning countries, it is thus increasingly challenging to limit
the damage on their own economy to certain sectors or to design the restrictive measures in
such a way that a certain domestic industry even benefits: “multinational firms are involved in
more than 90% of US trade, the share of imported inputs in total materials use has risen steadily
around the world, and China has become the world’s factory by providing incentives for the
production of exports with imported inputs” (Johnson 2018, 208). So even if policymakers ban
imports from the target state, which should lead to benefits for import-competing domestic
producers, trade networks can lead to adverse effects. In addition, sanctions create frictions in
the market and, regarding the impact of sanctions on the firm-level, individual enterprises can
be indirectly affected and face a greater political risk of a further escalation of the dispute as
well as more uncertainty (see also chapter 5.1). | thus argue that trade flows of any kind —
irrespective of exports or imports — make sanctioning efforts less likely because the sender
sanction costs increase. Hypothesis 1 summarizes the results for the government’s decision to

impose sanctions:
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H1a: The greater the trade linkages in the form of exports and imports with

the target state, the less likely policymakers are to impose sanctions.

H1b: The greater the trade linkages in the form of exports and imports with

the target state, the less likely imposed sanctions are very severe.

4.2 The Impact of Lobbying by Special Interest Groups on the Imposition and

Design of Sanctions

Besides voters, there is a second group that has a direct impact on how governments employ
sanctions: domestic economic interest groups. However, if avoiding damage on the own
economy is already part of the policymakers’ utility function, what is the effect of lobbying by
special interest groups? Despite the rich literature on lobbying, there are few studies that
explicitly consider the effects of lobbying on foreign affairs in general and on economic
sanctions in particular. However, | argue that organized groups play a crucial role in the

sanctioning process.

In principle, domestic interest groups in sender countries can lobby in favor of economic
sanctions. Kustra (2018), for example, finds that diasporas from dictatorships in US swing states
make the imposition of sanctions more likely. Similarly, Murdie and Peksen (2013) and Kim
and Whang (2018) show that non-commercial human rights organizations can increase the
chances for sanctions imposition. However, | assume that domestic interest groups usually
lobby against sanctions. While the benefits of a ‘successful’ sanction in the form of policy
concessions are widely dispersed, only some actors in the sender country carry the economic
costs of the measures. Put differently, constituencies that are in favor of sanctions face a
collective action problem (Olson 1971). In contrast, a small number of economic actors would
profit from concentrated benefits if they can avoid sender sanction costs — and thus have an
incentive to get involved in the decision-making process and engage in lobbying efforts. Murdie
and Peksen (2013, 39) admit that “interest groups such as business organizations [...] in the
sender state might object the use of sanctions against a potential target country if it would hurt
their own economic and political interests [...]. These groups are likely to attempt to influence

the government’s decision-making process to thwart the initiation of sanctions.”%>

% In principle, economic interest groups could also lobby in favor of sanctions. However, as mentioned above, |
assume that indirect sanction costs usually exceed possible gains for the vast majority of economic actors in the
sender country because benefits of trade restrictions are at most firm-specific. This result also hinders lobbying in
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After Lindsay (1986) has first mentioned domestic costs for the sender country and
reactions by the business community to sanctions, Kaempfer and Lowenberg (1988; 1989)
provided a formal model of how interest group competition in the sender country shapes the
design of the sanctions. The authors argue that “the types of sanctions observed are likely to be
those which serve the interests of influential pressure groups within the polity of the sanctioning
country, and are unlikely to be designed in order to impose maximum harm on the target
country” (Kaempfer and Lowenberg 1988, 792). Empirically, McLean and Whang (2014) show
that the greater the link between a sender’s export sector with the target country, the less likely
export restrictions and the more likely targeted sanctions. They claim that when politicians
“face the pressure from special interest groups that would suffer significant losses as a result
from interrupted economic exchanges with the target, the policymakers design sanctions to
address the groups’ concerns” (McLean and Whang 2014, 590). A shift from trade to targeted
sanctions diminishes the losses of these economic actors. Even though | find their argument
convincing, the empirical analysis is only an indirect test of the underlying mechanism. The
authors cannot disentangle whether it is lobbying by economic interest groups or own calculus
by the sender government. More generally, Kastner (2007) shows that politicians are reluctant
to jeopardize economic interlinkages: he claims that despite international political conflicts and
tensions that usually reduce economic interlinkages, negative effects on trade are less severe
when ‘internationalist economic interests’ are strong domestic actors. Thus, | assume that the
goal of companies is to maximize their profits. In contrast to voters, they do not care about a
certain foreign policy outcome. Hence, firms simply start to oppose sanctions once they are
affected by these measures. My second hypothesis focuses on what determines lobbying

activities by the senders’ firms, which I regard as opportunistic actors:

H2: The costlier sanctions get for domestic economic actors in sender

countries, the more likely they lobby against these measures.

However, the question remains why policymakers should give in to such lobbying

efforts? As discussed above, when policymakers refuse to impose sanctions for a perceived

favor of sanctions. As | will show in the course of the paper, lobbying mainly works through associations. When
benefits of sanctions are only firm-specific, the majority of the members of any business association suffer from
the imposition of sanctions and would not support such an effort. For example, with regard to US President
Trump’s trade war with China since 2018, some US steel producers might benefit from higher tariffs but both the
National Association of Manufacturers and the Consumer Technology Association warn from adverse
consequences (Popper 2019). Moreover, if a sender imposes sanctions to benefit individual companies, the overall
economic damage still exceeds by far the benefits for the respective firms — thus, policymakers would have no
incentive to give in to this kind of pressure. The latter statement, however, needs to be qualified in that, as Lektzian
and Souva (2003) argue, autocratic leaders are prone to value rents for special interest groups higher than net
welfare losses if the groups that benefit belong to their winning coalition.
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political misbehavior by a potential target country, they face audience costs. However,
policymakers have the possibility to impose sanctions that are less costly for themselves and
the target. In line with McLean and Whang (2014), | distinguish between two stages of the
sanctioning process: first, there is a decision to impose sanctions and, second, there is the design
of the respective measures. So there are two potential ways how interest groups can affect the
sanctioning process. When policymakers give in to the lobbying efforts by reducing the
economic costs of the sanctions, they do not lose the approval of their voters as long as they
react at all. In case policymakers reduce the sanction costs on the target and thus the damage
on their own economy, they only suffer from the reduced likelihood of sanctions success, which
then could indirectly affect their chances of being re-elected. Since interest groups know that it
is easier for policymakers to alter the design of sanctions than to not impose them at all and
since businesses do not care about symbolic sanctions, they focus their lobbying activities on
this stage of the sanctioning process. So instead of challenging sanctions as a whole, “affected
businesses often complain bitterly about the costs they must bear” (Hufbauer et al. 2007, 44).
While I do not contend that domestic special interest groups do not also have an impact on the
imposition of sanctions, hypothesis 3 considers the impact of domestic interest groups on the

design of sanctions, where | think this influence is most likely to be visible.

H3: Greater lobbying efforts by domestic economic actors against sanctions

lead to a lower economic intensity of the imposed measures.

4.3 Empirical Analysis

| divide the empirical analysis into two parts. First, | analyze the impact of trade interlinkages
on the imposition and intensity of US sanctions. Second, | show that this focus cannot fully
explain the design of the respective measures — and that there are outlier cases for which we
cannot explain the variance. Figure 4.1 depicts the trade-off between imposing costs on a target
and avoiding damage on the own economy that sender governments face when they consider
the use of sanctions. The imposition of sanctions and the strength of the respective measures
are determined by the preferences of the policymakers (i.e. the indifference curve), who
consider the pressure by voters and the state of their economy, as well as the constraint
constituted by the sanctioning trade-off (i.e. the budget line). The regression models include
determinants for the sender sanction costs (US exports and imports, GDP per capita, and the
size of the country) and variables that capture the most common reasons for the imposition of

sanctions, which in turn determine the demand for sanctions by voters: pilot-scale nuclear
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latency, political terror, (lack of) democracy and civil empowerment rights, military coups,
armed conflicts, and one-sided violence. Since the coefficients are based on the universe of all
imposed US sanctions, the predicted intensities should be around the optimal consumption
bundle: the tangent point where the indifference curve of the sanction-imposing bodies touches

the budget line, which is contingent on the respective covariates.?®

2 Indifference
curve

Figure 4.1: Empirical identification of outliers from the sanctioning trade-off for sender governments

In cases in which the intensity of imposed sanctions deviates from the prediction, there
must thus be some additional factor that alters the ‘usual’ preferences of the respective US
policymakers. | argue that lobbying efforts by domestic economic actors are the missing link,
at least in these cases. By employing micro-level survey data, | first test hypothesis 2 on the
lobbying efforts by firms in the sender country. Moreover, to evaluate hypothesis 3, | analyze

the effect of these activities by conducting case studies of the two most deviant cases.

4.3.1 Trade Interlinkages and the Imposition of Sanctions

To estimate the effect of trade interlinkages on the imposition and intensity of sanctions, |
employ the US sanctions panel of the EUSANCT Dataset (Weber and Schneider 2019b)
because the United States can act unilaterally. First, | estimate the effect of trade flows on the
imposition of sanctions. The dependent variable is a dummy that indicates imposed US
sanctions in the respective country-year. | run fixed-effects panel regression models with

Driscoll-Kraay standard errors, which are robust to cross-sectional and temporal dependence

2 |t is important to emphasize that the budget constraint is unique to each case. The predicted intensities are thus
the tangent point of the indifference curve for each estimated constraint — Figure 4.1 is stylized in this regard.
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for larger time dimensions.?” Moreover, | estimate two-way fixed effects by including year

dummies to account for dynamics over time.?® Table 4.1 displays the results.

Table 4.1: Effect of trade interlinkages on the imposition of US sanctions

1) ) ®)
VARIABLES Sanction dyad  Sanction dyad  Sanction dyad
US exports (logged) -0.049*** -0.039** -0.039**
(0.010) (0.015) (0.015)
US imports (logged) -0.008* -0.011 -0.010
(0.004) (0.008) (0.008)
GDP per capita (logged) -0.057 -0.057
(0.040) (0.041)
Population (logged) -0.046 -0.042
(0.076) (0.074)
Pilot-scale nuclear latency 0.060 0.060
(0.045) (0.042)
Political terror 0.037*** 0.034***
(0.008) (0.010)
Electoral democracy -0.302*** -0.301***
(0.087) (0.088)
Empowerment rights -0.020*** -0.020***
(0.005) (0.005)
Military coup 0.146*** 0.145***
(0.031) (0.030)
Armed conflict 0.011
(0.034)
One-sided violence 0.018
(0.034)
Constant?
Year dummies yes yes yes
Observations 4,626 3,296 3,296
Number of groups 187 160 160
F statistic 498169.69 2503760.41 2.84e+07
p value 0.000 0.000 0.000
R-squared 0.056 0.111 0.111

Driscoll-Kraay standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
fConstant omitted by Stata

In sum, | employ the same research design and modelling approach as in chapter 3.

However, | do not only control for total US trade flows but differentiate between lagged and

27 While fixed-effects models control for unobserved country heterogeneity, a Hausman test indicates that a
random effects model would be appropriate (and thus the more efficient modelling technique). For the sake of
parsimony, | present the results of fixed-effects models to estimate similar models as in chapter 3. However, to
show that the results are robust, | present the results of the same models with random effects in the appendix.

28 Another approach to model time dependency would be to include cubic polynomials (Carter and Signorino
2010). However, first, |1 choose two-way fixed effects to employ a consistent modelling approach across the
different chapters of this dissertation. Second, when I estimate the effects on sanctions’ intensity, the time variable
contains gaps because there are several countries that faced US sanctions, which were interrupted by several years
without sanctions. In this case, year dummies are more appropriate than cubic polynomials. Still, | present the
results for sanctions imposition of random effects models with time splines in the appendix.
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logged US export and import values. Besides, the choice of the other control variables is the
same as in the previous chapter: to further account for sender sanction costs, | control for the
target’s GDP per capita and population size (The World Bank 2017). Due to their right-skewed
distribution, both variables are logged. As determinants for sanctions onset, I include pilot-scale
nuclear latency (Fuhrmann and Tkach 2015), the Political Terror Scale (Gibney et al. 2016),
the V-Dem Electoral Democracy Score (Coppedge et al. 2017), the CIRI Empowerment Rights
and Physical Integrity Rights Index (Cingranelli, Richards, and Clay 2014), the occurrence of
a military coup (Powell and Thyne 2011), as well as data on the occurrence of armed conflicts
and one-sided violence (Allansson, Melander, and Themnér 2017; Pettersson and Eck 2018).

To account for the order of events, all control variables are lagged by one year.

The key independent variables are US exports and imports in every country-year. The
coefficients for both variables are negative across the different specifications. In the first model
without additional control variables, the coefficient for US exports is significantly negative at
the level of one percent and the coefficient for imports is marginally significant at the ten
percent level. Once | add control variables, US imports become insignificant while exports still
have a significant negative effect at the level of five percent. Figure 4.2 depicts the likelihood
of sanctions across the range of logged US export and import values. One can see a clear trend
that US sanctions become less likely the greater the trade volume with the United States.

However, the trend is only significant for exports.

Predictive Margins with 95% Cls
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Figure 4.2: Likelihood of the imposition of US sanctions depending on export and import values (Table 4.1,
Model 3)

59



Dissertation — Patrick M. Weber

Interestingly, in the random-effects models with time splines presented in the appendix,
the effect is reversed: both coefficients are negative but only imports have a significant impact
on the imposition of sanctions. | contend that one reason for this inconsistent result is the high
correlation between export and import values (i.e. 0.834). Therefore, I re-run the full model
three times: first, only including exports, second, only including imports, and third, including

the sum of exports and imports.

Table 4.2: Effect of trade interlinkages on the imposition of US sanctions (continued)

1) ) ®)
VARIABLES Sanction dyad  Sanction dyad  Sanction dyad
US exports (logged) -0.044***
(0.013)
US imports (logged) -0.019**
(0.007)
Total US trade flows (logged) -0.031***
(0.010)
GDP per capita (logged) -0.068 -0.085** -0.071*
(0.043) (0.034) (0.038)
Population (logged) -0.041 -0.074 -0.052
(0.075) (0.081) (0.077)
Pilot-scale nuclear latency 0.053 0.073 0.059
(0.040) (0.045) (0.042)
Political terror 0.034*** 0.034*** 0.034***
(0.010) (0.010) (0.010)
Electoral democracy -0.294*** -0.315*** -0.309***
(0.085) (0.092) (0.089)
Empowerment rights -0.020*** -0.021*** -0.021***
(0.005) (0.005) (0.005)
Military coup 0.147%** 0.144%*** 0.144***
(0.031) (0.030) (0.030)
Armed conflict 0.012 0.006 0.008
(0.034) (0.035) (0.035)
One-sided violence 0.020 0.021 0.019
(0.034) (0.035) (0.034)
Constant 1.765 omitted’ omitted*
(1.273)
Year dummies yes yes yes
Observations 3,297 3,296 3,296
Number of groups 160 160 160
F statistic 5.611e+06 69860 2.111e+06
p value 0.000 0.000 0.000
R-squared 0.110 0.106 0.107

Driscoll-Kraay standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1
fConstant omitted by Stata

Table 4.2 shows that each coefficient has a significantly negative effect on the
imposition of sanctions. Thus, | find support for the first part of hypothesis 1, namely that
greater trade interlinkages with the target state make sanctions less likely. This result holds for
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both exports and imports. Regarding the control variables, the determinants for the imposition
of sanctions all point into the expected direction and are significant at the one percent level:
while political terror and military coups make sanctions more likely, high levels of democracy
and civil society empowerment reduce the likelihood of sanctions. The two variables that
account for the economic power and size of the target country (GDP per capita and population)
tend to have a negative effect. In contrast, the conflict-related variables — armed conflicts and
one-sided violence — do not have any effect.

4.3.2 Trade Interlinkages and the Design of Sanctions

In the next step, | estimate the effect of trade interlinkages on the intensity of imposed US
sanctions. While in an analysis of imposed sanctions the unit of analysis is still the target
country-year, the panel structure is broken because the time variable contains gaps since more
than one quarter of all countries experienced at least two sanction cases that did not immediately
follow one after the other. Hence, | neglect the panel structure of the data and estimate ordered
logit models for the eight possible outcomes of the intensity variable. Based on the imposed
sanction type, the EUSANCT Dataset codes both the economic costs and the target costs of
sanctions as ordinal variables on a six-point scale. The variable sanctions’ intensity is the
product of these two measures and can thus attain eight values from 1 to 36. Table 4.3 shows

the results of these models.

Considering the sanctions’ intensity, US trade flows — both exports as well as imports —
are associated with less intense measures. The coefficients for exports, imports, and total US
trade flows are all significantly negative at the level of one percent. In model 3, the coefficients
for US exports and imports are also both negative and significant at the ten and five percent
level, respectively. In addition, the economic variables highly matter: GDP per capita and
population size increase the sanctions’ intensity at the level of one and five percent. So it does
not seem at all that the United States shies away from sanctioning powerful actors. In contrast,
the determinants for sanctions imposition do not have consistent explanatory power for the
scaling of the respective measures. The only exemption is that higher levels of democracy make
sanctions significantly less intense. It seems that, on the one hand, the imposition of sanctions
is co-determined by objective factors for some political misbehavior because policymakers aim
to satisfy the demands by their voters to react in these cases. On the other hand, the sanctions’
intensity is almost exclusively driven by economic considerations to avoid damage on the own

economy. So | also find support for the second part of the first hypothesis: trade interlinkages
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with the target lead to sanctioning measures that are less intense. Again, this result holds for
both exports as well as imports. Thus, | further conclude that there are indeed no sector-specific
winners of sanctions (e.g. import-competing industries) that raise the likelihood of sanctions

imposition or the sanctions’ intensity.

Table 4.3: Effect of trade interlinkages on the intensity of imposed US sanctions

1) ) ®) (4)
VARIABLES Sanctions’ Sanctions’ Sanctions’ Sanctions’
intensity intensity intensity intensity
US exports (logged) -0.690*** -0.446*
(0.224) (0.246)
US imports (logged) -0.413*** -0.285**
(0.114) (0.131)
Total US trade flows (logged) -0.516***
(0.157)
GDP per capita (logged) 1.586*** 1.259%** 1.616*** 1.408***
(0.482) (0.390) (0.489) (0.444)
Population (logged) 0.716** 0.549** 0.875*** 0.583**
(0.323) (0.244) (0.330) (0.272)
Pilot-scale nuclear latency 1.015* 1.015* 0.807 0.915
(0.552) (0.591) (0.606) (0.579)
Political terror 0.073 0.245 0.175 0.164
(0.211) (0.251) (0.238) (0.236)
Electoral democracy -3.344** -3.300** -3.518** -3.484**
(1.508) (1.542) (1.510) (1.554)
Empowerment rights -0.149 -0.150 -0.105 -0.157
(0.092) (0.106) (0.097) (0.103)
Military coup -0.337 -0.310 -0.312 -0.364
(0.453) (0.486) (0.491) (0.471)
Armed conflict 0.332 0.209 0.176 0.254
(0.586) (0.6112) (0.623) (0.600)
One-sided violence 0.354 0.443 0.417 0.391
(0.421) (0.454) (0.433) (0.456)
Year dummies yes yes yes yes
Observations 694 694 694 694
chi-square statistic 481.9 390.8 470.4 454.3
p value 0.000 0.000 0.000 0.000
Pseudo R-squared 0.269 0.272 0.284 0.262

Standard errors clustered on target states in parentheses
*** p<0.01, ** p<0.05, * p<0.1

However, so far, it is not entirely clear whether it is a deliberate decision of
policymakers to protect their economy or whether they give in to exerted pressure by affected
special interest groups. Since there are no reasonable data sources to quantify the extent of
lobbying for specific target country-years, | follow a case study approach to detect the impact
of lobbying efforts. Therefore, to get closer to the underlying mechanism of how the scaling of
sanctions works, | estimate the predicted intensity of sanctions based on model 3 of Table 4.3,

which has the largest R-squared in this set of specifications.
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First, | estimate predicted probabilities for every outcome of the ordinal variable — and
then multiply these probabilities by the respective level of the sanctions’ intensity. Second, I
calculate the difference between the predicted and actual intensity of imposed US sanctions.
The mean difference is 0.32 (on the scale from 1-36). Table 4.4 lists the number of country-
years in which this difference exceeds one standard deviation. In this representation, one can
see that China and Russia are the most extreme outliers — even though | include the economic
power of the target state and trade relations with the US as explanatory variables: the difference
between the predicted and actual intensity exceeds one standard deviation in 14 and 16 years,

respectively.?®

Table 4.4: Country-years in which the difference between the predicted and actual intensity of US sanctions

exceeds one standard deviation (Table 4.3, Model 3)

Country-years that face US sanctions with a difference between the Frequency Percent
predicted and actual intensity of more than one standard deviation

of all differences

Azerbaijan 7 10.77
Belarus 3 4.62
Cameroon 1 1.54
China 14 21.54
Cote d’Ivoire 2 3.08
Eritrea 1 1.54
Indonesia 2 3.08
Laos 1 1.54
Liberia 4 6.15
Libya 2 3.08
Russia 16 24.62
Sudan 7 10.77
USSR 1 1.54
Uzbekistan 4 6.15
Total 65 100.00

From 1992-2015, Russia faces US sanctions in 19 years — and the predicted intensities

are always greater than the actual sanctions are. China is under US sanctions during the whole

2 There are also positive outliers: for example, the sanctions against Cuba, Myanmar, and Sudan exceed most
prominently the predicted intensity of sanctions. Since the focus of this exercise is to explain how interest groups
reduce the intensity of sanctions, | leave this result for future research. However, I contend that the US sanctions
against Cuba are probably those that are mostly driven by ideological factors and acknowledge that Kim and
Whang (2018) identify Myanmar as a country with particularly many NGOs that can make the imposition of
sanctions more likely.
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time period— and the sanctions are also constantly less intense than predicted. For example, in
the year 2009, exactly 60 years after Mao Tse-tung proclaimed the People’s Republic of China
and 20 years after the Tiananmen Square massacre, the predicted intensity of sanctions is 19.44:
the model therefore predicts at least targeted financial sanctions and aid cuts — or even actual

trade sanctions — but there is only an ongoing arms embargo.

| argue that lobbying efforts by domestic economic interest groups change the
sanctioning trade-off for policymakers such that imposing more severe measures is getting
costlier for them. Thus, lobbying activities can be the missing factor that explain why the
sanctions in these cases were less severe than expected. While | do believe that lobbying has an
impact on other cases as well (for example, there could be an effect of lobbying depending on
general economic interlinkages), there is an explicit impact at least in these two cases. The goal
of the subsequent parts of this paper is to detect this impact by following a case-study approach.
Therefore, I analyze these two most ‘deviant’ (Gerring and Cojocaru 2016, 399) cases in more
depth. First, with regard to Russia and the new sanctions in view of the conflict in Ukraine, |
take advantage of available survey data on companies’ lobbying efforts. Second, regarding the
sanctions against China because of its human rights record after the Tiananmen Square
massacre, I trace the annual debates between the US administration and Congress over China’s

most favored nation status and show how lobbying influenced the executive’s decision.

4.4 Case Study I: Lobbying Against Sanctions on Russia

In 2014, the United States and the European Union imposed in a joint effort sanctions against
Russia because of the violent conflict in Ukraine. Christie (2016) discusses the political
influence of European businesses in general as well as the oil and gas industry in particular. He
notes that opposition against sanctions came even from sectors that are not very dependent on
the Russian market. Lobbyists mentioned “the risks of losing ‘billions of euros’ or ‘tens of
thousands of jobs’ [...]. In the case of Germany, for example, the country’s main Russia-
friendly business lobby group, the Committee on Eastern European Economic Relations [...]
released a statement claiming that 50,000 jobs could be at risk [...and] that a fall in exports of
€7-8 billion could occur [...]” (Christie 2016, 54). Given the drastic opposition against
sanctions, Christie concludes, EU policymakers knew that the costs on their own economies
need to be modest to ensure “political acceptance” (Christie 2016, 54). However, it is not only
the German industry that lobbied against the Russian sanctions: just at the beginning of 2019,

the German financial industry lobbied in Washington against new Russia sanctions (Sims and
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O'Donnell 2019). Moreover, the Franco-Russian Chamber of Commerce with “1,200 French
companies established in Russia and more than 6,000 French exporters to Russia [...] deplores
having ‘businesses taken hostage by politicians’” (BBC Monitoring Europe 2014b). Italy’s
small businesses lobby ‘Confartigianato’ released a report on the impact on the Italian economy,
foremost the machinery sector (BBC Monitoring Europe 2014a). The situation is not much
different in the United States where US businesses lobbied, for example, against the tightening
of the sanctions against Russia in summer 2017. According to congressional aides, “oil, energy,
banking, aerospace, auto and heavy manufacturing industries have all raised concerns with the

details of the sanctions measure” (Herb 2017).

Russia tried to thwart the joint EU and US sanctions by lobbying the governments in
Cyprus, Hungary, and Italy for a veto in the Council of the European Union where unanimity
is required for the imposition of any kind of sanctions (EUobserver 2014). However, Russia
was neither able to break the European Union nor the transatlantic partnership (Portela et al.
2019). In contrast, the evidence above shows that domestic actors that focused on the design of
the sanctions clearly had an impact. On the one hand, US companies “insist they’re not against
new sanctions on Russia and not seeking to kill the bill” (Herb 2017).%° On the other hand, “the
behind-the-scenes push from the business community offers another explanation for why the
legislation has yet to move in the House. More than a dozen companies want changes, according
to the aides, and their lobbyists and the trade associations representing them have been on
Capitol Hill in recent days meeting with congressional staff to try to push for changes to the
legislation” (Herb 2017). Similarly, the German Committee on Eastern European Economic
Relations that initially warned policymakers against the severe impact of the Russian sanctions
on the German economy announced that the “German industry would support ‘100 percent’
tougher sanctions against Russia” (Agence France Presse 2014a). Despite their lobbying efforts,
it is important for the group to respect “the primacy of politics” (Monaghan 2014). Even the
German financial industry that lobbied against renewed US sanctions did not ask for
abandoning sanctioning efforts in general. Instead, the financial lobbyists called for “exceptions
to be made which would allow ‘German banks and companies to complete business that cannot

be unwound easily’” (Sims and O'Donnell 2019) in particular.

30 “The companies that have expressed concerns include oil and energy giants like BP, Exxon and General Electric,
aerospace leader Boeing and banking conglomerates Citigroup, MasterCard and Visa [..., and manufacturers]
including Ford, Dow Chemical, Procter & Gamble, International Paper, Caterpillar and Cummins” (Herb 2017).
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In addition to the vast amount of reported evidence on lobbying activities, the academic
literature on sanctions also considers the impact of domestic economic actors — but there is
barely any micro-level evidence. | take advantage of an academic company survey on the EU

sanctions against Russia.

4.4.1 Survey Data on Companies’ Lobbying Efforts Against Sanctions

In this section, | employ data from the EUSANCT Survey that was conducted in 2017 (Weber
and Stepien 2019). The back-to-back translated local language online survey was distributed in
France, Germany, ltaly, the United Kingdom, and Poland. Even though there are no US
companies in the survey sample, the impact of EU companies on the design of the sanctions
against Russia serves as a valuable tool to analyze companies’ behavior since EU and US
sanctioning efforts were closely aligned. In total, the anonymous survey contained 25 questions
related to the companies’ characteristics, the impact of the EU sanctions against Russia as well
as the Russian countersanctions, both imposed in 2014, and the respective adjustment strategies,
which the companies have chosen to undertake as a response to these measures. In total, 1,028
companies participated in the survey: 510 from Germany, 175 from Poland, 152 from the
United Kingdom, 97 from France, and 94 from Italy. Please refer to chapter 5.5.2 for a more

detailed description of the sample.

For these companies, lobbying generally plays an important role when it comes to
economic sanctions. Half of the respondents indicate that they neither agree nor disagree with
the statement that there is a lot of lobbying regarding sanctions in comparison to other foreign
policy issues. However, more than one third agree or even strongly agree whereas only around

15 percent disagree or strongly disagree with this statement (see Table 4.5).

Table 4.5: Responses of companies in the EUSANCT Survey to the statement on lobbying

Compared to other foreign policy issues, Frequency Percent
there is a lot of lobbying regarding sanctions
Strongly disagree 29 4.17
Disagree 80 11.49
Neither agree nor disagree 345 49.57
Agree 174 25.00
Strongly Agree 68 9.77
Total 696 100.00
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Table 4.6: Opinion on sanctions of companies in the EUSANCT Survey

What is your opinion on the EU sanctions against Russia? Frequency Percent
The sanctions should be more comprehensive 105 15.00
The sanctions are justified as they are 204 29.14
The sanctions should be relaxed 138 19.71
There should not be any sanctions 253 36.14
Total 700 100.00

Despite the evidence that lobbying matters, companies are often reluctant to publicly
show their disapproval. They rather insist on the primacy of politics, most notably in the area
of foreign policy. Around one third of the respondents indicate that they regard the sanctions as
justified as they are — and additional 15 percent indicate that sanctions should be even more
comprehensive (see Table 4.6). Still, whether a company is affected by the sanctions highly

determines both the firms’ assessment of the sanctions regime as well as their lobbying efforts.

Table 4.7: Mean comparison of opinion on sanctions and own lobbying activities between companies that

are affected by sanctions (group 1) with companies that are not affected (group 0)

Two-sample t-test with equal variances (mean comparison of being in favor of sanctions)

Group Obs Mean Std. Err.
0 532 0.509 0.022
1 165 0.23 0.033
combined 697 0.443 0.019
diff 0.279 0.043
diff = mean(0) - mean(1) t=6.483
Ho: diff=0 degrees of freedom = 695
Ha: diff<0 Ha: diff 1=0 Ha: diff > 0
Pr(T < t) = 1.000 Pr(JT| > |t|) = 0.000 Pr(T > t) = 0.000
Two-sample t-test with equal variances (mean comparison of own lobbying activities)
Group Obs Mean Std. Err.
552 0.103 0.013
1 167 0.251 0.034
combined 719 0.138 0.129
diff -0.148 0.03
diff = mean(0) - mean(1) t =-4.9467
Ho: diff =0 degrees of freedom = 717
Ha: diff <0 Ha: diff I=0 Ha: diff > 0
Pr(T < t) =0.000 Pr(|T| > |t]) = 0.000 Pr(T >t) = 1.000
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In the survey dataset, | find that when a company is affected by sanctions, it considers
the sanctions regime significantly less justified — and the more likely it engages in lobbying
activities (Table 4.7). When a sector is negatively affected by sanctions, companies try to lobby
against the sanction policies. This finding provides evidence for hypothesis 2. Profit-
maximizing firms behave opportunistically: they do not care about foreign policy outcomes and

lobby against sanctions once they have to carry the costs of these measures.

Table 4.8: Mean comparison of own lobbying activities and perception of the importance of lobbying

between companies that belong to a business or industrial association (group 1) with companies that do not

(group 0)

Two-sample t-test with equal variances (mean comparison of own lobbying activities)

Group Obs Mean Std. Err.

0 353 0.099 0.016
1 365 0.173 0.020
combined 718 0.136 0.013
diff -0.073 0.026

diff = mean(0) - mean(1) t=-2.879

Ho: diff=0 degrees of freedom = 716

Ha: diff <0 Ha: diff 1=0 Ha: diff >0
Pr(T <t) =0.002 Pr(|T| > |t|) = 0.004 Pr(T >t) = 0.998

Two-sample t-test with equal variances
(mean comparison of the perception of the importance of lobbying)

Group Obs Mean Std. Err.

0 177 0.701 0.035
1 171 0.678 0.036
combined 348 0.690 0.025
diff -0.148 0.03

diff = mean(0) - mean(1) t=0.4464

Ho: diff =0 degrees of freedom = 346

Ha: diff <0 Ha: diff 1=0 Ha: diff > 0
Pr(T <t)=0.672 Pr(|T| > |t]) = 0.656 Pr(T >t) = 0.328

However, | argue that lobbying mainly works through associations — in particular in
politically sensitive areas such as foreign policy issues. A single company can only lose when
it publicly lobbies against sanctions. On the one hand, investors might be scared when they see
that the company is negatively affected by the sanctions and, on the other hand, the public will
raise the accusation that the company ignores the primacy of politics and values its own gains
higher than the political goals. This reasoning can explain why the Association of German

Banks lobbied against renewed financial sanctions by the US against Russia — but both
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Deutsche Bank and Commerzbank, the two largest German banks “declined to comment on its
role in any lobbying” (Sims and O'Donnell 2019). The survey data shows that own lobbying
activities are indeed significantly higher when a company belongs to a business or industrial
association (Table 4.8). Note that the assessment of the importance of lobbying is, however, the
same for companies belonging to an association or not — thus, the result for the importance of
lobbying is not driven by those who actually engage in such an activity but is a common
perception by all companies.

Analyzing lobbying efforts against the Russian sanctions, Herb (2017) finds a similar
pattern for public statements of US companies on their lobbying activities: Cummins, Dow
Chemicals, and GE claim to have a watching position or no position on the sanctions — and
other companies did not react to or rejected the interview request. However, almost “all of the
companies raising issues are members of the US-Russia Business Council, a US-based trade
association involved in the lobbying campaign” (Herb 2017). So while resentments of
companies in the oil and energy sector (e.g. BP) have been made public, companies like
Citigroup and Ford only refer to the activities of respective associations.®! Hence, concentrated

lobbying activities by organized interests are the most promising measure for companies.

Since the sanctions against Russia are more recent and since there is micro-level survey
data on lobbying against these particular measures available, | use this case to provide
quantitative support for hypothesis 2. The behavior of domestic economic actors is
opportunistic: they lobby against sanctions once these measures get costly for them. In this
section, | also already show that the lobbying efforts of economic actors in the sender countries
against the Russia sanctions had an impact on the design of the sanctions. In the final section, I
analyze China as the second most deviant case for the difference between the predicted and
actual intensity of US sanctions — and argue that domestic economic actors in the United States
played a decisive role in watering down sanctions against this country. I trace the debate about
sanctions against China to show that the engagement of these economic actors contributed
decisively to the fact that China is another deviant case in my analysis of the intensity of

imposed US sanctions.

31 Some particular issues of individual companies were further made public: e.g. “heavy equipment and aerospace
companies [are concerned] over a provision on dealing with state-owned companies and the railway, shipping or
metals and mining sectors. Boeing is worried about the legislation affecting access to Russian titanium used to
build its jets [...]” (Herb 2017).
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45 Case Study Il: Lobbying Against Sanctions on China

In April 1989, Chinese students gathered at the Tiananmen Square in Beijing to protest for
democracy. The Chinese government decided to mobilize military forces to suppress the
protests and, on 20 May 1989, declared martial law in Beijing. The escalation reached its peak
when armed forces of the Chinese People’s Liberation Army violently cracked down the
protests on 3-4 June 1989. Until today, the massacre is a highly sensitive topic in China and
there is no official death toll (estimates range from several hundred up to more than 10,000). In
June 2018, almost 30 years after the Tiananmen Square Massacre, US Secretary of State Mike
Pompeo still urged “the Chinese government to make a full public accounting of those killed,

detained or missing” (Shepherd and Blanchard 2018).

The international community reacted quickly to the bloody incident: US President
George H. W. Bush immediately condemned the crackdown and imposed a ban on sales of
military equipment and arms. He further suspended military and other high-level visits and
determined not to vote in favor of international bank loans to China — but did not impose trade
sanctions. In contrast, Bush argued that “ties with the United States, though shaken, may yet be
the path to greater economic and political freedom” (Mears 1989).32 In addition, he stressed
“the strategic importance of U.S. relations with China” (Mears 1989) and claimed that sanctions
are unlikely to change the behavior of the Chinese government. Congress, however, pushed for
a tougher stance. In June 1989, the House voted unanimously for restricting, inter alia, trade
and development programs — and the Senate voted 81-10 in favor of economic sanctions against
China. Nevertheless, the legislation provided Bush with the possibility to waive the sanctions
if it is in the national interest. In December 1989, these relatively moderate sanctions were
weakened further: US Deputy Secretary of State Lawrence S. Eagleburger and national security
adviser Brent Scowcroft visited China despite the suspension of high-level visits — and it
became public that an earlier visit had already taken place in July (Pear 1990). Moreover, Bush
waived restrictions on the export of satellites to China as well as restrictions on loans from the
Export-Import Bank (Seib and Greenberger 1989). In February 1990, the EXIM Bank signed
loans with a Chinese oil corporation and a Shanghai subway project — and the World Bank

approved new loans to China (Abrams 1990).

32 Thus, Bush followed a typical line of reasoning, namely that economic liberalization induces political
liberalization, that has been identified by Chan (2018) as the second most important argument against sanctions
after the economic costs of the sanctions.
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While Morgan (1995) analyzes the US human rights sanctions against China with
respect to the effectiveness rather than the imposition of the potential measures, he also builds
his analysis on domestic politics. However, he focuses on domestic political factors in the target
state to explain the effectiveness of sanctions. He argues that the issue position of important
Chinese actors, the salience they attribute to this issue, and their power determine China’s
political position with regard to human rights. His model shows that, given these parameters,
even sanctions with high costs would not induce a change in China’s respect for human rights
because the Chinese actors value the issue in dispute so highly: “the Tiananmen Square
demonstrators that we in the United States saw as advocating freedom of speech and democracy
may have been perceived as advocating the overthrow of the government by those with political
power in mainland China” (Morgan 1995, 36). Continuing this argument, Morgan claims that
the US could not expect these sanctions to be successful and thus chose to avoid the costs on
the own economy: “there are a fair number of relatively powerful political actors in the United
States that would be harmed significantly by an interruption of economic relations with the
mainland. The costs of sanctions would be concentrated on these actors, rather than being
spread throughout society, giving these actors a strong incentive to undermine the imposition
of sanctions” (Morgan 1995, 41). While Morgan’s analysis ends at this point, the goal of the
following case study is to trace the impact of these efforts to undermine sanctions against China.

45.1 The Bush Era: A Tug-of-War Between the Administration and Congress

When Bush already eased the initially imposed sanctions against China during the first year
after the Tiananmen massacre, he faced congressional headwind: by March 1990, more than
“six bills have been introduced to suspend or terminate China’s status as a most favored nation”
(Pear 1990). The Jackson-Vanik amendment (to the Trade Act of 1974) does not grant countries
with non-market economies that restrict emigration the most favored nation (MFN) status,
unless the president issues an annual waiver. Despite pressure against issuing the waiver, Bush
extended China’s preferential trade status on 24 May 1990, claiming that the decision was
consistent with both the interests of the United States and China. He mentioned the economic
costs to the US as well as “harm to the Chinese people” (Raum 1990). Secretary of State James
A. Baker I1I mentioned before “that failure to renew trade benefits to China could harm ‘very
significant and substantial’ U.S. economic interests” (Raum 1990). The economic numbers
confirmed this claim: in 1989, Chinese exports to the United States were worth $12 billion and
rose by 42 percent (Pear 1990) — and, according to the American Chamber of Commerce, more

than 900 US companies that are operating in China would be affected (Bangsberg 1990).
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The growing economic importance of China led to pressure exerted by economic actors.
The American Chamber of Commerce claimed that a denial of China’s MFN status would be
“catastrophic to American business interests in China and American consumers of Chinese
products. [... Moreover, revoking] MFN would be an act of economic warfare, and it’s an act
on the Chinese people, not the Chinese government” (Wilhelm 1990). Moreover, the
organization “predicted problems in getting Chinese government cooperation essential to obtain
loans, contracts, raw materials and even electricity” (Wilhelm 1990). A delegation testified
these statements on Capitol Hill. Similarly, the U.S.-China Business Council, the National
Foreign Trade Council, the American Association of Exporters and Importers, as well as other
business groups issued similar statements: for example, the U.S.-China Business Council
predicted that tariffs “on the top 25 dutiable U.S. imports from China would jump from an
average 8.7 percent to 50.5 percent. [...] Overall, Chinese shipments to the United States
probably would be at least halved to $ 6 billion [...]” (Lawrence 1990). Besides, the agricultural
lobby and airplane producers — those who export most to China — feared a possible retaliation
(Brasher 1991) that could result in a loss of more than $ 2 billion in exports sales.

However, despite the president’s decision to renew China’s MFN status and the
illustration of potential consequences by the business lobby, the issue was not resolved. In
October 1990, the House voted 247-174 to revoke the president’s decision and to withdraw
immediately China’s MFN status. But the Senate subsequently missed the deadline for passing
the resolution (Yancey 1990). This dispute marks the beginning of a long-lasting fight between

Congress and the US administration about how to deal with China.

President Bush again renewed China’s trade status on 29 May 1991, even though he
faced two bills in Congress that aimed to override his decision. In July 1991, the House
challenged China’s MFN status (313-112), calling for strict conditions for the next renewal in
1992 (Drinkard 1991).3 The Senate approved the bill but failed to achieve a two-thirds majority
to override the presidential veto (Agence France Presse 1991). In February 1992, the Senate
voted again to make China’s trade status conditional on human rights and the proliferation of
weapons (after an earlier vote in the House with an elusive majority of 409-21). Still, the Senate
did not reach a two-thirds majority and President Bush vetoed the bill (Drinkard 1992a). Even

though the House voted once more to override Bush’s veto in March 1992, the Senate did again

33 A second bill with a majority of 223-204 called for an immediate suspension of the MFN status. However, “that
measure was given no chance of surviving a certain presidential veto and may not even be considered in the Senate”
(Drinkard 1991).
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not reach the two-thirds margin (Drinkard 1992b; The Associated Press 1992a). On 2 June
1992, President Bush once again renewed China’s status as most favored nation, followed
immediately by another bill in Congress that Bush vetoed (The Associated Press 1992b). As in
March, the House voted to challenge Bush’s veto — but the Senate failed to reach the necessary
majority (Drinkard 1992c). However, Bush did not only face opposition by Congress but also
by the Democratic presidential candidate and his challenger: Bill Clinton. “During his election
campaign, Clinton used MFN as a stick to beat Bush, and promised ‘An America that will never

coddle tyrants, from Baghdad to Beijing’” (Agence France Presse 1993a).

45.2 The Clinton Era: A Surprising Policy Shift

When Bill Clinton became US president after the election in November 1992, he changed the
rhetoric vis-a-vis China and announced that China’s Most Favored Nation status depends on
“human rights and other conditions” (Chugani 1993). By announcing strings to China’s MFN
status, Clinton satisfied Congress but provoked ‘“sharp protests from the country’s business
giants. They have pointed to Clinton’s concern to boost the economy and create jobs, warning
that revoking MFN could cost 150,000 U.S. jobs and renewing with conditions would be little
better. Some 300 companies and business organizations [...] sent a letter to Clinton urging him
to renew MFN for another year, without conditions” (Agence France Presse 1993a). So despite
his announcements, Clinton renewed the most favored nation status of China in May 1993,
thereby triggering renewed opposition by some members of the Congress — even though the
House also voted to extend China’s MFN status for one year (Agence France Presse 1993a;
1993b).3* However, to save his face and to satisfy congressional demands, he made a future
renewal conditional on human rights. Representative Nancy Pelosi (D-California) claimed that
if “these conditions are [not] met, no kidding, next year, most favored nation trade status is
revoked” (Agence France Presse 1993b). Her statement seems quite ironical, given what

actually happened a year later.

In March 1994, tensions between China and Washington increased due to arrests of
Chinese dissidents. Facing harsh criticism by the United States, Chinese leaders remained
unimpressed, claiming that their actions fall “entirely within the scope of China’s sovereignty”

(Agence France Presse 1994a). Even more, they “firmly rejected criticism of their human rights

34 Interestingly, when Clinton renewed China’s trade status in 1993, he adopted the same liberal reasoning as Bush
did before: “The United States buys 38 percent of China’s exports and has helped Beijing’s economic turn-around,
which in turn boosts political reform™ (Agence France Presse 1993c).
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policies and said that China can live without U.S. trade preferences” (Rothberg 1994).
However, instead of following through with the threats to revoke China’s MFN status, the US
soon thereafter softened its stance. After “an aggressive lobbying campaign by U.S. business
that began a year ago” (Behr 1994b), on 26 May 1994, President Clinton renewed China’s MFN
status and — once and for all — cut the link between human rights and trade. “Sounding anguished
and defensive, the President said [...] that China’s economic and strategic importance had
grown so great that it would be unwise to impose the broad sanctions he had threatened” (Jehl
1994). Nancy Pelosi reacted with “great disappointment” (Jehl 1994) — but an initiated bill in
Congress for tougher sanctions was voted down in the House in July 1994 (Agence France
Presse 1994c). Soon after renewing China’s MFN status, on 29 August 1994, Commerce
Secretary Ronald H. Brown further signed a new trade agreement with Chinese leaders.
“Flanked by some of the 24 American business executives whom he brought with him to China”
(Mufson 1994), Brown barely raised the issue of human rights. “Clinton’s policy change was
an important boost to American corporations seeking to expand or establish themselves in
China [...]. In subsequent months, businesses ranging from Boeing to Wal-Mart have
announced agreements with the Chinese. Brown told a news conference he was ‘exhilarated by
the results’ of his trip so far. He said nearly $ 5 billion in business deals have been concluded
in the first three days of his eight-day trip” (Fu 1994). US companies that benefitted most were
manufacturers of so-called “big-ticket items as airplanes, telephone systems and construction
equipment [...] like Boeing Co., AT&T Corp. and Caterpillar Inc. [... as well as] consumers,

who will continue to enjoy low prices for clothing, toys and other goods” (Hoffmann 1994).

To sum up, in 1993, President Clinton reluctantly renewed China’s MFN status — even
though part of his presidential campaign was to get tough on China — but made further renewals
conditional on human rights. Against all announcements, in 1994, Clinton again renewed
China’s MFN status and fully abandoned the link between China’s trade status and its human
rights policies — even though “he acknowledged that China’s actions had fallen far short of the
steps he set forth a year ago” (Jehl 1994). Clinton sheepishly mentioned “some progress toward
meeting his demands” despite “very serious human rights abuses” (Jehl 1994) to justify his
decision. However, Clinton and Brown mainly argued that “the annual threat to withdraw MFN
from China was not an effective way to bring about improvements in China’s human rights
practices” (Fu 1994). Even though Chan (2018) finds in her analysis of legislative hearings that
arguments related to the ineffectiveness of sanctions were rather unimportant, in fact, they
served as the major explanation of the administration for one of the most important policy shifts
with regard to China.
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The annual quarrel over China’s MFN status between the administration and Congress
remained — but has gotten less intense since Clinton delinked the human rights issue from trade
and since Clinton had a majority in both chambers of the Congress. On 24 May 2000, during
his final year in office, the House voted 237-197 “to grant China permanent trade privileges
[...] and giving a massive boost to China’s future as a world trading power” (Knox 2000). The
approval of the Senate (83-15), on 19 September 2000, ended the recurring debate over whether
China’s trade status should be used to pressure the East Asian country to improve its human
rights record. “It also sets the stage for Chinese market-opening measures that could mean
billions of dollars in new business for American manufacturers and farmers. [...] Alex Jackson
of the American Farm Bureau Federation said that with China’s agriculture tariffs slated to be
cut in half, American exports of farm products could increase by $2 billion a year. There will
be ‘unprecedented opportunities,” said John Schachter of the Business Roundtable, with ‘the
opening of the world’s largest emerging marketplace to goods and services that largely have

been kept out until now.””” (Abrams 2000).

45.3 What Difference Did Domestic Lobbying Efforts Make?

One can only explain the favorable policy vis-a-vis China in general and Clinton’s policy shift
in particular by considering lobbying efforts of organized business interests. Congressional
politics drop out as a potential explanation: Congress always used to demand tougher sanctions
against China. Even though it might have been easier for Clinton to skip these demands since
his party had the majority in both chambers, one has to recognize that during the whole term of
President H. W. Bush (1989-1993), there was also a Democratic majority in both chambers —
and Bush did not satisfy congressional demands either.>® Ideological reasons drop out, too:
Bush might have been inclined to favorable policies vis-a-vis China because of his personal
link as a former ambassador (Drinkard 1990; Pear 1990) and his proximity to business.

However, Clinton did not share this ideology and even suggested a tougher stance on China

3 Since a common perception is that Congress is more susceptible to lobbying than the administration, one could
make the claim that the congressional demands to tighten the restrictive measures against China contradict the
impact of lobbying. | argue, however, that this is not the case in the domain of sanctions. Tama (2017) shows that
“congressional bipartisanship on sanctions” is a common phenomenon because “Members of Congress are often
rewarded or praised by engaged constituents or advocacy groups for taking strong positions, even if those positions
might complicate elements of U.S. foreign policy. This liberates lawmakers to place principle over pragmatism,
pushing for far-reaching sanctions on governments engaged in objectionable behavior. By contrast, the public
holds the president responsible for the economy’s health and for foreign policy successes and failures. As a result,
presidents worry more than lawmakers about how sanctions might prompt economic retaliation or strain diplomatic
ties.” In addition, the International Emergency Economic Powers Act (IEEPA) provides the president with a great
amount of discretionary power to regulate economic exchange with target countries. Thus, lobbying the
administration is the more promising way to have an impact on sanctions.
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during his campaign and criticized Bush for “coddling dictators” (Behr 1994a). Yet, he was the
one who was even more favorable by cutting the link between trade and human rights. New
facts or changing realities during Clinton’s first year in office can also not convincingly explain
the policy shift. Contrarily, 1993 was, according to Human Rights Watch, “the worst year for
political arrests and trials” (Greene 1994). Moreover, in March 1994, not even three months
before the renewal of China’s MFN status, tensions between the United States and China
increased sharply due to a new wave of arrests. US Secretary of State Warren Christopher even
mentioned a “strong distaste we all feel at the recent detentions and hostile measures taken by
the Chinese” (Agence France Presse 1994a). In addition, the finding that the annual threat of

denying China’s MFN has no effect on its human rights policies was also not a new recognition.

What is left after ruling out all other factors are lobbying efforts by economic actors
who have a strong preference for smooth trade relations with China.*® Lobbying by US firms
made Clinton cut the link between human rights and China’s trade status. “In one of their largest
lobbying efforts ever, big U.S. companies have mounted a campaign to persuade President
Clinton to renew China’s preferential trade status and separate the issue from human rights
concerns. Nearly 800 major companies and trade associations have written Clinton, asserting
that a rupture of trade relations with China would sacrifice billions of dollars in business,
eliminate tens of thousands of U.S. jobs” (Behr 1994a). In 1994, the business community
claimed that “200,000 U.S. jobs are directly linked to China trade” (Greene 1994). In a survey
conducted by the American Chamber of Commerce, 90 percent of China-based US companies
indicated that the MFN status for China is important, almost 85 percent think that denying
China’s MFN status would hurt their business — and over 71 percent “are opposed to using
MFN as a tool to resolve Sino-U.S. differences” (United Press International 1994). Members
of the Chamber of Commerce told Secretary of State Christopher that “revoking the trade status
[...] would sink their prospects for profits, and the business representatives argued that
commerce had created a more open Chinese society” (Williams 1994). Christopher then also
advised Clinton to keep China’s trade privileges. In sum, “US business has lobbied intensively
against withdrawing China’s MFN status and has been supported by senior members of the
administration” (Cockburn 1994).

% Main players were the American Chamber of Commerce in Hong Kong, the Emergency Committee for
American Trade, the National Association of Manufacturers, the U.S. Council for International Business but also
individual companies such as Abbott Laboratories, AT&T, Boeing (according to Greene (1994), “China’s
aerospace market alone is estimated at $ 40 billion over the next two decades™), Caterpillar, EG&G, and IBM
(Behr 1994a; 1994b; Agence France Presse 1994b; Lawrence 1994).
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Domestic Lobbying Against Sanctions

Even though the United States has never imposed severe sanctions against China
because of human rights violations — and lifted most of the relatively mild sanctions because of
the Tiananmen massacre — there is, as of November 2019, an ongoing arms embargo against
China. So domestic economic actors did not avoid the imposition of US sanctions in the first
place. Instead, the question of revoking China’s MFN status was an issue of tightening existing
sanctions — i.e. the sanctions’ intensity. By exerting this huge amount of pressure, business
lobbyists altered the ‘usual’ preferences of US presidents with regard to sanctions by making
an additional tightening of the sanctions much more costly. Especially with regard to Bill
Clinton, it is not surprising that someone who coined the phrase: “It’s the economy stupid”, did

not want to risk an economic collapse because of sanctions against a major trading partner.

4.6 Conclusion

This study shows how trade interlinkages in general and lobbying by domestic interest groups
in particular affect both the decision to impose sanctions as well as their intensity. There are
three major contributions of this paper: first, | provide a novel picture on the impact of sanctions
on the economy of sender states. While classical trade theory has already predicted a net welfare
loss because of trade restrictions, there were always some factor- or sector-specific groups that
benefitted from the imposition of economic sanctions against a target country. Taking the
effects of globalization into account, | argue that almost all economic actors in sender states
suffer from sanctions and that benefits are at most firm-specific. Empirically, | show that trade
interlinkages, in the form of both exports and imports, make sanctions by the United States less

likely in the first place and imposed restrictive measures weaker.

However, even though this result is important by itself, we do not know whether
governments simply value the condition of their own economy higher than the foreign policy
goal or whether they give in to pressure exerted by business groups in case the target is a major
trading partner. The second contribution is, thus, the attempt to detect the impact of lobbying
activities on the sanctioning process. The regression models capture both aspects of the
sanctioning trade-off that policymakers face: common violations of international norms for
which voters in sender countries likely demand some reaction as well as determinants for the
potential costs of the sanctions for the domestic economy of the United States. | divide the
sanctioning process into the imposition and the design of sanctions — and estimate these models
for both the imposition of US sanctions and the intensity of imposed US sanctions. Departing

from the theoretical argument that the effects of lobbying activities are more likely to be visible
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at the design stage, | follow a mixed method approach. First, | calculate the difference between
the intensity of imposed sanctions predicted by the regression models and the actual sanctions’
intensity. Despite controlling for the economic power of the target and trade interlinkages with
the United States, | find that the difference between the predicted and actual intensity of US
sanctions differs most for Russia and China. Second, | conduct case studies on these two most
deviant cases, which show that the lower intensity of the sanctions can be explained by domestic
economic actors’ lobbying efforts for which I could not control in the empirical analysis.

Since both Russia and China are quite special, one can naturally challenge the external
validity and generalizability of these insights. However, the distinctness of the lobbying efforts
by domestic economic actors in these cases is the core of my paper. The differences between
the predicted and actual sanctions’ intensity appear in the models despite controlling for the
target’s economic power and trade relations with the US. While it is likely that lobbying
contributes to the general negative effect of trade interlinkages on the imposition and intensity
of sanctions, at least in the cases of US sanctions against Russia and China, lobbying
contributed decisively to limiting the intensity of the imposed measures. In conclusion, | argue
that once the benefits of avoiding the costs of the sanctions are sufficiently high, organized
firms can overcome the collective action problem and start lobbying against these measures —

and these efforts have an impact on the design of the sanctions.

The third contribution of this study is that | provide firm-level evidence for lobbying
activities against sanctions. With regard to the sanctions against Russia, | evaluate responses
from companies to questions on lobbying in the EUSANCT Survey. The data shows that firms
do not care about foreign policy outcomes and behave opportunistically: opposition and
lobbying against sanctions, especially via associations, rises with the costs that these actors
have to carry. However, companies’ engagement is likely to be determined by more than these
raw numbers. Future research should thus focus on the firm-level decision to lobby against
sanctions as well as the effects of the respective activities. While 1 can show that lobbying is
contingent on being affected by sanctions, solely the threat of being affected, the dependency
on the respective market, as well as the degree of organization and other factors might play a
role for companies’ engagement in the sanctioning process. More extensive data on firms’

lobbying activities is needed to tackle these issues.
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5 Conform or Fiddle?

Adjustment Strategies of Sanction-Affected Enterprises

Russian President Vladimir Putin was smiling when he stood between Daimler CEO Dieter
Zetsche and the German Federal Minister for Economic Affairs, Peter Altmaier, at the opening
event of the first plant for Mercedes-Benz Cars in Russia on 3 April 2019. Two years before,
in the midst of the sanctions dispute between the European Union (EU) and Russia, the German
car manufacturer had released the plans for building a production plant in the Moscow region.
The size of the new investment is more than EUR250 (USD285) million and the plant offers
jobs for more than 1,000 workers. The investment seems beneficial for both Daimler and the
Russian state. According to Daimler, the Russian market is of strategic importance to the
company as an attractive sales market with relatively low production costs (Daimler AG 2017).
Russian authorities are also satisfied with the investment, which is a sign of improvement in
economically challenging times (Esch and Mauder 2019), proving that companies still have

trust in the Russian market in the long run.

Daimler is just one of many companies that increased their engagement in Russia in the
past few years. The question arises whether this move is a common strategy of companies,
which carry the economic burden of a political dispute. We do not know how far enterprises
such as Daimler incorporate sanctions in their strategic business decisions —and a spokesperson
declined our request to comment on this topic. Still, although largely neglected in the political
economy literature, firms’ reactions to sanctions and the reasons for their strategic choices are
crucial to identify and examine because companies themselves serve as instruments to achieve
the political goals and the effects of sanctions depend on their behavior. There are thus two
aims of this paper. Blending economic, managerial, and political perspectives, we first analyze
which adjustment strategies companies undertake while operating in a sanctions regime and
what drives their decision. Second, we discuss the impact of companies’ adjustment strategies

on the effectiveness of economic sanctions.

Sanctions, while increasing the political risk for companies, create new economic
opportunities at the same time. However, there is scant empirical evidence on when sanctions
serve either as a burden or a new opportunity for individual companies. By analyzing

adjustment strategies, we can identify under which circumstances one factor is more important
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for companies than the other: when they decide to reduce their activities on the sanctioned
market — and when they challenge economic difficulties and political risk by staying in the
market or even increasing their engagement. The chapter is organized as follows: first, we
establish that the new institutional framework shaped by sanctions creates both political risk
and economic opportunities. Considering these two factors, we develop a conceptual
framework based on the resource-based view and resource dependence theory, which explain
the impact of sanctions on business operations. The analysis of data on companies’ adjustment

strategies collected through an international survey follows the theoretical part.

Since sanctions are a sensitive issue for many companies, we distributed an anonymous
survey (CAWI method) among companies in France, Germany, Italy, Poland, and the United
Kingdom. We draw conclusions from about 100 companies that participated in our survey
examining the impact of EU sanctions against Russia and Russian countersanctions as well as
the firms’ adjustment strategies. Therefore, we disentangle the binary point of view —
compliance vs. non-compliance — into more nuanced strategic responses of companies to
sanctions. We show that companies adjust to sanctions and that their respective strategies are
mostly driven by resource dependency — irrespective of the political agenda and hidden goals

behind the sanctions.

In the last section, we discuss the political implications of these more nuanced strategies
of coping with economic sanctions. We argue that the decision to increase trade linkages and
move the production to Russia has negative long-term implications on the choice set of
policymakers. By defying sanctions, companies foster a new equilibrium, which limits the
possibility of further sanctioning efforts and which will eventually even outlast the lifting of
the sanctions.

5.1 Sanctions as a Political Risk

Economic sanctions hardly ever serve solely economic purposes. Their goal is to raise the costs
of the target’s transactions and, through this magnified burden, cause or reinforce a change in
behavior. However, sanctions also create economic costs for the sender because sender
governments have to restrict the activities of their domestic actors in the target country (Farmer
2000). Despite the costs for imposing sanctions, policymakers can value the goal — the political and
social benefits of sanctions — higher than possible economic losses. But even though the sender

government “believes that sanctions on the target are in its interest, sanctions are not necessarily
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in the interest of the sender’s domestic actors. In many instances, the interests of the sender’s
domestic actors and the sender government may in fact conflict” (Morgan and Bapat 2003, 66).
So sender governments need to deter their domestic actors from doing business with the target

by enforcing sanction laws and penalizing misconduct.

When it comes to investment decisions, political risk is an important determinant. Shotts
(2016, 58) defines political risk as “the possibility that a government will change its policies in
some way that is detrimental to a firm’s profits [...] after a company has made up front
investments”. The possibility that sanctions are imposed therefore constitutes a political risk
(see also Sottilotta 2016). A strand of literature analyzes the impact of political risk in the form
of economic sanctions on foreign direct investment (Biglaiser and Lektzian 2011; Lektzian and
Biglaiser 2013; 2014; Mirkina 2018). Our goal is to transfer these insights to more general
business activities. Even bilateral trade, for example, needs an upfront investment to establish
reliable commercial relations. Companies consequently also take political risk for this decision

into account.

The impact of sanctions on companies’ activities results, among other things, from the
way firms perceive the uncertainty and risk associated with the restrictive measures.
Uncertainty regards both the nature and scope of the sanctions’ impact on the company’s
performance (due to a general economic downturn) as well as the duration and development of
the sanctions dispute — and affects all companies’ business relations (both procured and
planned) with the target country, regardless of whether the company is directly targeted by the
sanctions or not. The scope of the restrictive measures against Russia because of the Ukraine
crisis is quite narrow. However, while there are only few transactions that are clearly illegal,
economic exchange with Russia generally becomes riskier. Lektzian and Biglaiser (2013, 67)
propose that “sanctions imposed by a hegemon [i.e. the United States] raise risk perceptions for
global investors and lower global FDI flows to the target”. We transfer this argument to
companies in the sender state with regard to sectoral sanctions: the increased risk for global
investors when a hegemon imposes sanctions equals the increased risk for all domestic
economic actors in the sender state when only targeted sanctions are imposed. In sum, sanctions
that are not comprehensive also increase uncertainty and raise political risk. Thus, companies
that operate in a sanctions regime have to pay a “risk premium on economic interaction [...]

even with respect to activities not directly covered by sanctions” (Noland 2008, 2).

Besides being exposed to more uncertainty, firms can also be indirectly affected by

sanctions when another company in the supply chain, a trading partner, or their financing
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institutions are targeted. Moreover, sanctions create market frictions and raise the
administrative costs connected with all necessary actions to prove compliance. In fact,
overcompliance is a typical phenomenon for companies that hesitate “to invest in the complex
due diligence required to ensure that their Russian counterparts are not linked to sanctioned
entities” (Johnston 2015).

In conclusion, even when the transactions of a firm are not directly targeted by the
sanction laws, companies can still be indirectly affected or perceive to be affected — and adopt

according adjustment strategies, which are relevant for the real economic effect of sanctions.

5.2 Sanctions as an Economic Opportunity

Besides increasing the political risk, sanctions create several opportunities for businesses. First
of all, when sanctions are imposed and targeted firms comply with these measures and reduce
their investments, the return to capital in the target country, ceteris paribus, increases in all
sectors (see also Kaempfer and Lowenberg 2007). Considering global FDI, Lektzian and
Biglaiser (2013) develop an opportunity argument as a competing mechanism to the increased
political risk. When the United States imposes sanctions, it cannot influence investment
decisions by third state actors.3” “The opportunity argument rests on the increased profit
potential (and not the sanctions induced risk) of foreign firms if US firms disinvest [...],
expecting that as US firms disinvest, world investment in the target will increase to fill the gap”
(Lektzian and Biglaiser 2013, 67). Comparing opportunity and risk considerations, the authors
find support for their hypothesis that foreign investors replace US investments. This effect is
particularly strong when US sanctions are very comprehensive because high cost sanctions
generate an even greater opportunity for foreign investors to substitute US investments that are
withdrawn because of the sanctions. Similarly, for both unilateral and multilateral US sanctions,
Yang et al. (2009, 1240) show that there is a “gradual takeover of trade activities (especially
imports) by EU members who were not participating in the sanctions”. The economic
opportunity thus outweighs the political risk for foreign investors. Once again, we apply this
logic for domestic economic actors in the sender states when targeted sanctions are imposed:
while these measures create political risk, disinvestments from targeted firms increase the return

on capital in non-sanctioned sectors.

37 Even though the United States tries to deter third countries from economic exchange with certain target countries
by introducing secondary sanctions, Lektzian and Biglaiser (2013, 71) conclude that “the United States cannot
effectively punish foreign firms”.
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In addition, as Biglaiser and Lektzian (2011, 535) note: “targeted nations under
sanctions are likely to provide economic goodies to attract FDI”. This strategy is consistent
with the general literature on political risk, which suggests that short-run profits need to be
sufficiently high for companies to invest in a risky environment (Shotts 2016). With regard to
the EU sanctions against Russia, one can clearly observe how Russia incentivizes companies to
invest in the country. On 16 July 2015, the Regulation of the Russian Federation Government
No. 708 (“On special investment contracts for certain industries”) was adopted to attract
investors. Foreign companies of certain industrial sectors, which invest at least RUB750 million
(around EUR10 million) and commit themselves to stay in the market for up to ten years, can
sign a special investment contract. These firms thereby become part of the Russian public
procurement system and eligible for additional incentives (e.g. tax reductions and subsidies),
which offer them a competitive advantage over firms that lower their engagement in Russia.
Since these long-term contracts contrast with isolating Russia and reducing the activities of
European companies on the Russian market, Russia itself incentivizes EU companies to
publicly oppose a reduction of economic exchange because of the sanctions. The German
manufacturer of agricultural machinery, Claas KGaA, on 17 June 2016, was the first company
to sign the special investment contract and therefore received the status of a “Russian
manufacturer” (Claas Group 2016) — and Daimler’s investment for the new production plant

was also made within this framework (Ballin 2019).

Russia thus follows a carrot-and-stick approach: it bans certain imports from countries
that have imposed sanctions against the Russian Federation, but at the same time incentivizes
firms from these countries to invest and localize their production in Russia.®® Companies follow
this incentive and increase their engagement. Moreover, by applying the strategy of localizing
production in Russia, companies can also avoid sanctions. This consideration is more relevant
for the Russian countersanctions, which do not allow companies in the European Union to
export agricultural products to Russia: once a company decided to localize its production in
Russia, the trade restrictions do not apply anymore. For example, in 2016, the German dairy
producer Deutsche Milchkontor invested in several Russian cheese companies (The Moscow
Times 2016). Without producing in Russia, Deutsche Milchkontor would not be able to sell its

products in Russia because of the import ban of dairy and dairy products.

3 The reason for this ban seems to be both political and economic; the latter is the attempt to make the Russian
food industry more self-sufficient while keeping the main EU competitors at bay (Pospieszna, Skrzypczynska, and
Stepien 2019).
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5.3 Companies’ Behavior in a Sanctions Regime

The imposition of sanctions introduces additional political risk, which is traditionally perceived
as a factor that deters trade and foreign investment. However, this conclusion does not
necessarily hold. While Biglaiser and Lektzian (2011) find that US companies reduce their
investment in target countries prior to the imposition of US sanctions, one also needs to consider
a temporal dimension: “once sanctions are in place, lowered costs as a result of greater
information about investment prospects and higher benefits that potentially accrue to investors
may lead to reinvestment” (Biglaiser and Lektzian 2011, 535). By contrasting political risk with
economic opportunism, Mirkina (2018) qualifies these earlier findings by showing that only
high-cost measures significantly decrease FDI in the short run. In addition, Lektzian and
Biglaiser (2013) show that, for third party investors, the opportunity argument prevails over the
increased political risk when the United States imposed sanctions. Moreover, targeted sanctions
create economic opportunities for companies to invest in non-sanctioned areas and target

countries incentivize firms to attract foreign investments.

We argue that these mixed results are due to an overgeneralization of the effects driven
by the competing mechanisms. Political risk and business opportunities both matter in a general
sense — still, it is not clear when, at the micro level, a company values the risk higher than the
opportunity or vice versa. The perception of uncertainty and respective strategic choices vary
among companies. Multinational enterprises might be more involved in the sanctioning process
(and in closer contact to policymakers) such that they are better able to anticipate whether they
will eventually be targeted. In contrast, small and medium-sized companies are less able to
correctly interpret the political situation and, in consequence, prone to react as if they were
targeted. The question when one or the other mechanism prevails is thus best tackled at the firm
level. To answer the gquestion how domestic companies in sender countries evaluate the costs
and benefits of increased political risk and new business opportunities, we first consider which

kind of adjustment strategies firms can pursue at all.

Meyer and Thein (2014) explore how multinational enterprises reacted to the sanctions
against Myanmar. They identify three major strategic responses: business as usual/entry, low
profile strategies, and disengagement — depending on reputation risk, the size of the business
opportunity, and non-recoverable investments in the sanctioned country. Since this is the only
study that considers more nuanced strategies of companies in a sanctions regime than

compliance and non-compliance, we draw on more general insights from the business literature.
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Our conceptual framework differentiates between conforming with and challenging
sanctions. This distinction corresponds to the traditional classification of compliance and illegal
evasion of sanction laws. However, since we are not only interested in companies targeted by
sanctions but generally affected by a sanctions dispute, we use Conformance and Challenge as
non-legal versions of compliance and illegal evasion. When non-targeted companies that
operate in the sanctioned market reduce their engagement, it is not a matter of legal compliance.
Still, these companies also face the decision whether to reduce their activities on the target’s

market, do business as usual, or increase their engagement.

-
s (b G

Figure 5.1: Typology of companies’ adjustment strategies in a sanctions regime

In the next step we disentangle both strategies. While Conformance includes reducing
activities on the sanctioned market, freezing of investments, hibernating, as well as establishing
new markets, Challenge accounts for both legally increasing activities in the sanctioned country
as well as avoiding sanctions through legal loopholes. Oliver (1991) analyzes general strategies
how companies cope with institutional processes: acquiesce, compromise, avoid, defy, and
manipulate. Following this classification, we disentangle Challenge into Defiance (i.e.
increasing investments in the sanctioned country and localizing production there) and
Avoidance (i.e. evading sanction laws by, for example, exporting to the sanctioned country via
third-party states). Avoidance can be both the use of legislative loopholes and a potential illegal
action to evade sanction laws. However, when companies legally increase their engagement in
non-sanctioned areas despite an established sanctions regime, they do not violate any
regulation. We regard Defiance as de jure complying with but de facto challenging sanctions
because these actions do not isolate the target and impose costs by reducing mutually beneficial

trade. The strategy of legally increasing the engagement in Russia, for example, runs counter
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to the idea of changing the political elite’s behavior through hurting the Russian economy.
Finally, we split Conformance into Proactive Conformance (i.e. establishing new markets and
relocating activities) and Passive Conformance (i.e. reducing activities on the sanctioned
market and using cash reserves to hibernate). Figure 5.1 displays the hierarchy of the different
adjustment strategies and Table 5.1 shows the specific underlying measures, which companies

could have potentially undertaken and which we associate with certain strategies.

Table 5.1: Underlying measures for respective companies’ adjustment strategies (as presented in the
EUSANCT Survey)

1. Conformance

- We established new export markets
~ 3. Proactive Conformance
- We relocated activities to non-embargoed countries
- We left the Russian market

- We wound down some of our activities

- We sold off parts of our infrastructure

- We withdrew from investments - 4. Passive Conformance
- We reduced our workforce

- We used cash reserves to hibernate during the sanctions

- We froze investments for the sanction period

2. Challenge

- We increased investments in Russia
- We moved our production to Russia 5. Defiance
- We shifted the production to subsidiaries in Russia

- We exported to Russia through third non-embargoed countries
6. Avoidance

- We re-exported products to Russia after processing them in third countries
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5.4 Theoretical Framework

How do companies choose a specific strategy? First of all, both sender country and target
country institutions shape the economic environment in which companies operate. Institutions
as the rules of the game thus shape the behavior of individuals and organizations (North 1990;
Scott 2014). Their role is to order and structure economic interactions by delineating the limits
of permissible and unacceptable behaviors. One can distinguish three types of institutions: 1) a
system of formal institutions (hard law) with organized, state (or international) enforcement
apparatus, and specific penalties for breaking the rules, 2) normative regulation systems (soft
law), being guidelines of desirable practices in a specific area, and 3) informal institutions,
rooted in the moral and cultural foundations of a community (Hoffman 1999; Kostova, Roth,
and Dacin 2008; Scott 2014). While informal institutions, stemming from moral and normative
beliefs, arise and embed within a given community over a long time and are most change
resistant (DiMaggio and Powell 1983; Scott 2014), formal rules can be changed overnight. The
soft law rule system is a hybrid here. On the other hand, the system of execution is rather a set
of rewards than punishment, similar to informal institutions and unlike hard law. Social
ostracism is the form of punishment for mismatching to the normative guidelines, while social
acceptance is a reward for conforming. In contrast, the formal rules system rarely provides
rewards for compliance. Its effectiveness is based on repression and depends on the explicitness
of a given rule, the amount of penalties for violating it, and the quality of the enforcement
apparatus (Louka 2006; Shaffer and Pollack 2010).

Institutional theory defines sanctions as formal rules that aim to raise transaction costs
of companies in the target country, even at the expense of domestic economic actors. However,
sender governments have only a limited, mostly legal impact on their companies’ behavior. So
their effectiveness depends heavily on the precision and explicitness of their content — and on
the enforcement of imposed measures (Bapat and Kwon 2015; Morgan and Bapat 2003). When
the legal enforcement is limited, sanctions’ conformance can also be increased through a public
consensus on the imposition of punitive measures against the respective government.
Sanctions, socially approved, gain the status of an informal institution for which breaking can
lead to social condemnation. However, while sanctions narrow the spectrum of possible
operations within the restricted area, they often leave several options for companies. The limited
scope of the EU sanctions against Russia are a prime example. Since the formal execution can
only refer to areas where the restrictive measures apply, all activities of players that aim at

continuing business with companies from target countries — and which might hamper sanctions
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effectiveness but are not strictly forbidden — are outside the scope of legal control. Moreover,
if sanctions leave the room for using legislative loopholes, some companies may use them,
especially when the costs of avoidance are not too high. In this regard, companies also take
target country institutions into account, which can either facilitate adjustment strategies or

generate high transaction costs on their own and set administrative burdens.

However, which strategy a company will pursue, in turn, depends on company
characteristics that determine how to operate within a given economic environment. By
focusing on one particular sanctions regime in our empirical analysis, the EU sanctions against
Russia in view of the Ukraine crisis, we hold contextual factors constant to analyze how far
certain individual company characteristics determine their adjustment strategies. The targeted
nature of the EU sanctions against Russia thus makes the study of companies’ behavior

particularly interesting.

Enterprises exist to maximize their value in the long run — and this goal can be achieved
thanks to a suitably selected strategy, using internal resources and external relations to ensure
a long-term competitive advantage on the market (Barney 1991; Godfrey and Hill 1995; Oliver
1991; Porter 1980). First, the nature of the solutions used so far in similar conditions determine
the strategies for coping with changes in the economic environment. This resource-based view
focuses on companies’ existing experience in operating on markets with diverse institutional
settings and the length of the cooperation with business partners, including those from target
countries. Second, resource dependence theory establishes that business strategies will also
depend on the strength of the companies’ links to the sanctioned market. The scale of mutual
business relationships (measured, for example, by the scale of FDI, revenues from the target’s
market, or the strategic importance of purchases) will boost the determination of enterprises to
maintain business relationships at a similar level or even increase them. The determination,
however, can be constrained by the level and nature of the firms’ resources — so both the

resource-based view and resource dependence theory depend on each other.

Figure 5.2 illustrates these determining factors of companies’ adjustment strategies in

comparison to the economic environment that is shaped by institutions.
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Figure 5.2: Determinants for companies to conform with or challenge sanctions

Resource-based View (RBV) of the Firm

According to the resource-based view, firms consist of resources, which determine their
competitive advantage and their long-term performance. Sustained competitive advantage of
the firm derives from resources (that the firm either possesses or controls) that are valuable,
rare, imperfectly imitable, and not substitutable. Resources are both assets and capabilities
(including a firm’s management skills, its organizational processes and routines, as well as
information and knowledge) available and useful for detecting and responding to market
opportunities or threats (Christensen and Overdorf 2000; Sanchez and Mahoney 1996; Wade
and Hulland 2004). Taking into account the turbulent nature of an economic environment,
companies have to develop so called dynamic resources that serve as a long-term source of
competitive advantage that can be applied “sooner, more astutely, or more fortuitously”
(Eisenhardt and Martin 2000, 1117) in comparison to other companies’ responseS to
environmental changes. The ability to apply dynamic capabilities ‘sooner or more astutely’ is

itself a capability.

Previous research shows that firm size, international scope of operations (and therefore
acquired knowledge to react accordingly to changing environmental conditions), as well as the
cooperation experience are good ways to accumulate such an agile capability to operate in a
turbulent economic environment. This capability serves as a basis to be able to adopt proactive
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strategies when the environment changes (Hillman, Withers, and Collins 2009; Lei, Slocum,
and Pitts 1999; Piercy, Kaleka, and Katsikeas 1998; Rouse and Daellenbach 1999). Sanctions
are such a sudden change: they alter the institutional framework and constitute a legal
constraint. However, large companies which have been operating in turbulent environments for
a long time — and were thus more often exposed to such disruptions — have usually developed

an internal ability to survive (Khanna, Palepu, and Bullock 2010; Oliver 1991).
Based on the resource-based view, we derive our first set of hypotheses:

HI1: A company’s ability to adjust and make a beneficial use of the new
institutional framework is more likely,
a) the larger the size of the company,
b) the greater its international experience.

Resource Dependence Theory (RDT)

Resource dependence theory considers a company as an open system that strives to reduce the
environmental uncertainty (Pfeffer and Salancik 1978). The central concept for RDT is power
perceived through the lens of control over resources. Organizations attempt to reduce others’
power and increase their own power over others (Hillman, Withers, and Collins 2009; Ulrich
and Barney 1984). However, empirical research in the field of companies’ reactions to political
shifts is scarce. While companies can benefit from exerting power within their supply chain or
within the networks they operate due to their competitive, mostly resource and knowledge-
based importance in such relationships (Baker 1990; Collins and Burt 2003), they have a limited
influence on reducing uncertainty regarding government policies. Some research reports that
multinational companies actively seek to ‘create’ new institutional rules that produce a more
favorable environment by lobbying host country governments (Hillman and Wan 2005; Kwok
and Tadesse 2006; Nebus and Rufin 2010). In fact, large corporations reportedly also try to
influence the design of sanctions through lobbying efforts (Hufbauer et al. 2007; McLean and
Whang 2014). However, once sanctions are in force, even the biggest players simply cannot
neglect formal restrictions for which violations can be punished. The strategic adjustment,
which companies undertake in response to this sudden institutional change, still is a derivative
of the impact that sanctions have on their survival and development — and their strategic options

for compensating losses with alternative, non-sanctioned business opportunities.
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Sanctions pose a greater threat to enterprise existence, the more dedicated assets
invested in the sanctioned market and the greater the percentage of revenues generated there,
which cannot be quickly compensated by the redirection of sales or increasing revenues from
other operations. Hence, eliminating the negative effects of sanctions with all available and

legal methods becomes the common goal of the whole business network.

Our second set of hypotheses refers to the implications of resource dependence theory

on companies’ adjustment strategies when operating in a sanctions regime:

H2: Companies are less likely to reduce their activities in a sanctioned country
and conform to sanction laws,
a) the greater the FDI investment in the form of dedicated assets,
b) the larger the share of the revenue from the sanctioned market,
c) the smaller the cash reserves that can be used to compensate

short-term losses.

5.5 Empirical Analysis

In 2017, an anonymous online company survey was conducted with a specific focus on the
sanctions regimes in the context of the Ukraine crisis. A back-to-back translated local language
e-questionnaire was distributed in France, Germany, Italy, the United Kingdom (the ‘big four’
EU member states) and in Poland (the strongest voice of new EU members). The online survey
consisted of 25 questions on the companies’ metrics, the impact of the EU sanctions against
Russia, and the impact of the Russian countersanctions. The questions referred to the situation
of the company prior to the imposition of sanctions, the impact of both types of sanctions, as
well as the adjustment strategies that the companies have undertaken. In this paper, we focus

on the impact of the EU sanctions and respective adjustment strategies.

5.5.1 Factual Background: EU Sanctions Against Russia and Russian Countersanctions

Pro-Russian unrest in Eastern Ukraine and the annexation of Crimea by the Russian Federation
followed the Ukrainian revolution of February 2014. The turmoil in the Donbass region
escalated into an armed conflict between Russian-backed rebel groups and Ukrainian
government forces. In March 2014, the European Union imposed the first sanctions against
Russia in view of the violent situation in Ukraine: travel bans and asset freezes against

individuals threatening the territorial integrity of Ukraine.
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Still, the conflict between Russia and Ukraine continued — and in July and September
2014, the EU further imposed financial sanctions (limiting the access of Russian banks and
companies to EU primary and secondary capital markets), an arms embargo (banning trade in
arms and exports of dual-use goods for military use or military end users in Russia), and trade
restrictions for technologies and services used for oil production. Over the past years, there has
been a gradual tightening and extension of these sanctions. The EU constantly declared further
persons and entities to be subject to asset freezes and travel bans. In March 2015, the EU linked
the relaxation of the trade sanctions to the complete implementation of the Minsk agreement
(European External Action Service 2017). Given that the agreement has not yet been fully
implemented and there is no substantial improvement, which justifies a change in the current
sanctions regime from the EU’s perspective, all restrictive measures are still ongoing as of

November 2019.

As retaliatory countersanctions, in August 2014, Russia prohibited the import of
agricultural products from countries that have imposed or joined the sanctions. These
restrictions cover, inter alia, meat and meat products, fish, seafood, milk and dairy products, as

well as fruits and vegetables.

5.5.2 EUSANCT Survey Sample Characteristics

The Amadeus company database was used to obtain e-mail addresses from enterprises in a
broad range of industries: around 59,000 e-mail addresses from companies in the United
Kingdom, 40,000 for Germany, 33,000 for France, 27,000 for Poland, and 17,000 for Italy. A
local language cover letter announcing an academic survey on trade relations with Russia with
a link to the online survey was sent twice to each company between 27 April and 8 June 2017.
The survey dataset contains 1,028 valid company responses (510 from Germany, 175 from
Poland, 152 from the United Kingdom, 97 from France, and 94 from Italy). While we are aware
of the low response rate, we think it is fair given that the topic of the survey is very sensitive
and no incentives were offered (see also Cook, Heath, and Thompson 2000 as well as Baruch
and Holtom 2008).

Whereas nearly half of all responses come from German companies, the shares of
companies from France, Italy, Poland, and the United Kingdom are rather similar. Figure 5.3
displays the distribution of the countries of origin and the share of companies that indicate to

be affected by either type of sanctions for each country. The share of companies affected by the
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two types of sanctions is rather similar for Germany, France, and Italy: on the one hand, around
25 percent of the respondents indicate that they have been affected by the EU sanctions against
Russia — thus, carrying sender sanction costs. On the other hand, around ten percent indicated
that they were affected by Russian countersanctions. The shares differ for Polish companies,
which indicate that they are more often affected by EU and Russian sanctions, and British

companies that seem to be affected less often.

We do not claim that the share of companies affected by either type of sanctions is
representative for the universe of enterprises in Europe. The smaller share of companies that
perceive to be affected in the United Kingdom is, for example, likely to be misleading because
we did not send the survey to companies in the financial industry (most likely to be affected
there) because our adjustment strategies are related to actual production industries. On the other
hand, the relatively high share of companies affected by sanctions in Poland may be a result of
the strong public awareness of the negative impact of the Russian countersanctions on the Polish
agricultural sector. We consider, however, this selection not as a major problem since we do
not study the overall impact of sanctions on European companies but the grounds and varieties
of companies’ adjustment strategies when operating in a sanctions regime, irrespective of
whether they belong to a certain industry or are located in a certain country. Our sample and
the variation in key explanatory variables are large enough to provide explanations for how
companies adjust because of the sanctions — and we find that their strategies are in line with our

theoretical expectations.
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Figure 5.3: Share of sanction-affected companies by sanction type and country
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Figure 5.4: Number of participants in the EUSANCT Survey by sector

Besides categorizing respondents by country, we can differentiate them by sectors — see
Figure 5.4. The survey was sent to general production industries (cars, car components,
production of machinery, etc.), the chemical and pharmaceutical industry, the food and
agricultural industry, as well as non-food consumer goods because these are the industries with
the strongest links to Russia and thus most likely to be affected by the sanctions. Most
companies belong to the machinery industry (311 responses). Additionally, there are 189 and
86 respondents who belong to other production industries and the car industry, respectively.
Around one third of the respondents in this group indicate that they have been affected by the
sanctions against Russia. In comparison, only four of the 38 respondents from the
pharmaceutical industry indicate that they have been affected by the EU sanctions. Finally, the
survey dataset contains 92 respondents from the agri-food industry as well as other food and
non-food consumer goods industries (together 176 responses). The sum of all sectors exceeds

the number of total responses because respondents were allowed to select several branches.

5.5.3 Methods

The survey did not mention any of the broader adjustment strategies that we consider in this
article. Instead, companies that have indicated to be affected by the sanctions saw specific
measures, which they could have potentially undertaken in response to the sanctions (Figure
5.1). For each activity, the respondents could tick whether they have adopted the respective

measure.

94



. 5. Conform or Fiddle? )
Adjustment Strategies of Sanction-Affected Enterprises

Dependent Variables

As dependent variables, we employ the adoption of certain measures related to the strategies
that we consider. We have six dependent variables accounting for the two main strategies
(Conformance and Challenge) and the four sub-strategies (Proactive conformance, Passive
conformance, Defiance and Avoidance). Each dependent variable is a dummy, which becomes
one when the respondents ticked that their company has undertaken at least one of the measures

that belong to the respective strategy.

Table 5.2: Conformance and challenge by EU companies

Challenge
Conformance 0 1 Total
0 22 1 23
1 111 58 169
Total 133 59 192

Based on descriptive statistics of the two main strategies, we find first insights into the
adjusting behavior of firms. Table 5.2 displays the number of companies for both the
Conformance and Challenge strategy. There are 264 respondents who indicate to be affected
by the EU sanctions against Russia. Around one third of these companies (72 respondents) do
not disclose which adjustment strategies they have undertaken. However, over 40 percent of
the respondents indicate to have adopted only Conformance measures and about 20 percent of
the affected companies declare to have undertaken measures related to both the Conformance
and Challenge strategy (58 respondents). There is only one respondent who has only ticked
Challenge strategies. Of all companies that have adopted a Challenge strategy, 31 companies
indicate to have either re-exported products to Russia after processing them in third countries
or exported them through third non-embargoed countries (Avoidance), 13 companies shifted
their production to Russia or increased their investments otherwise (Defiance) — and 15
companies did both. So even though most companies in our sample conform with the sanctions,
a considerable number of firms also challenge them in some way. In the next step, we aim to

explain when companies choose which strategy.

Independent VVariables

We include six independent variables that capture the main aspects of our theoretical

framework: firm size, international experience, own entities in Russia, market dependency, cash
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reserves, and administrative burdens (for activities in Russia). We provide tables with summary

statistics and a matrix of correlations in the appendix.

To measure the size of the firm, respondents had to select an interval that contains the
number of employees in their firm (less than 25; 25-100; 101-250; 251-500; more than 500).
We created three dummy variables — small firm (less than 25), medium firm (25-250), and large
firm (more than 250 employees) — and include the dummies for medium and large firms in the
regression to account for firm size.3® Next, we employ item response theory and estimate a
rating scale model including two ordinal variables: the number of foreign markets in which the
firm operate (1; 2-4; 5-9; 10 or more) and the number of years they have operated in these
foreign markets (less than one year; 1 up to 3 years; 3 up to 10 years; more than 10 years).
Based on this model, we predict values for our variable measuring international experience.
Firm size and international experience capture a company’s internal ability to adjust derived

from the resource-based view (hypothesis 1).

Own entities in Russia is a binary variable, which becomes one when the respondents
ticked that they have own factories or farms in Russia. Market dependency, cash reserves, and
administrative burdens are ordinal variables based on Likert scales for which respondents had
to indicate whether the dependency on the Russian market (i.e. sales and revenue as well as
general business strategies depend mostly on the demand from Russia), internal cash reserves
(i.e. sufficient money or highly liquid investments to cover short-term and emergency funding
needs), and administrative burdens for activities in Russia (i.e. new certificates, documents,
procedures change etc.) were either very low, low, normal, high, or very high. We code these
variables from 1 to 5. Own entities in Russia, market dependency, and cash reserves capture
the implications of the resource dependence theory (hypothesis 2). In addition, we control for
administrative burdens because target country institutions can enable or constrain companies’

adjustment strategies.

Regression Models

For the inductive statistics, we run multinomial logistic survey regression models with

linearized variance estimation that is robust for complex survey data. However, we do not have

% The intervals for medium and large firms correspond to the classification by Eurostat:
https://ec.europa.eu/eurostat/web/structural-business-statistics/structural-business-statistics/sme.

96



. 5. Conform or Fiddle? )
Adjustment Strategies of Sanction-Affected Enterprises
a stratified design because the e-mails were sent to all companies of the chosen sectors in the

five EU countries listed in the Amadeus database.

5.5.4 Results

In our first model, we contrast the decision to conform with the decision to challenge sanctions.
Since there is only one respondent who indicates to have adopted only measures related to the
Challenge strategy, we regard companies that have only undertaken Conformance strategies in
comparison to companies that have adopted measures from both the Conformance and the
Challenge strategy. In this model, Conformance is the base outcome.*® We present the results
in Table 5.3.

Table 5.3: Modelling the decision to challenge

Multinomial model Observations 93
with two possible outcomes F statistic 1.992
p value 0.065
(1) (2)
VARIABLES Conformance Conformance

(base outcome) AND challenge

Firm size
Medium company -0.353
(0.578)
Large company 0.009
(0.778)
International experience 0.368
(0.465)
Own entities in Russia 1.951**
(0.913)
Market dependency 0.593***
(0.209)
Cash reserves -0.146
(0.227)
Administrative burdens -0.513**
(0.248)
Constant -0.133
(1.120)

Standard errors in parentheses
**% n<0.01, ** p<0.05, * p<0.1
We find that own entities in Russia as well as market dependency increase the likelihood
for a mixed Conformance and Challenge strategy (at the level of five and one present,

respectively). Both independent variables provide evidence for our second hypothesis that

40 Since there are only two outcomes in Table 5.3, the multinomial model essentially boils down to a logit model
in which the ‘positive” outcome is the adoption of some kind of Challenge strategy.
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dedicated, non-fungible assets as well as a company’s dependency on the sanctioned market
make companies less likely to reduce their activities in the sanctioned country and conform to
the sanction laws. In contrast, administrative burdens for activities in Russia make companies
less likely to challenge the sanctions: the coefficient for adopting a mixed Conformance and
Challenge strategy is negative and significant at the five percent level — so costly institutional
settings in the target country make companies more likely to reduce their activities there. The
coefficients are jointly significant at the ten percent level.

In the next step, we disentangle Challenge strategies into Defiance and Avoidance.
Again, we set Conformance as the base outcome because most repondents chose this strategy.
We compare this baseline strategy to any combination of this strategy with the two different
Challenge strategies and present the results of this model in Table 5.4. Some outcomes in this
table consist of several strategies. Since we did not ask participants whether they have
undertaken one of these specific strategies but measures that we relate to certain strategies, we
associate most companies to several strategies. Thus, we create combinations of different
adjustment strategies — and estimate multinomial models. Table 5.4 represents one single
multinomial logistic regression model with four outcomes. The coefficients of the model are
jointly significant with a p-value of zero. Since the adoption of a strategy is drawn with respect
to alternative strategies, we think that multinomial models are the appropriate choice. However,
as a robustness check, we also run survey logit models with linearized variance estimation on
every individual adjustment strategy. The results in the appendix are robust to this alternative

model specification.

When differentiating between the two forms of challenging sanctions, we find that, on
the one hand, market dependency makes it always more likely to adopt any combination of
Challenge strategies. On the other hand, administrative burdens make it always less likely to
adopt such a strategy (the coefficient is marginally significant for combinations of strategies
including Avoidance). Both increasing exchanges with Russian partners and using the grey area
of sanctions evasion are strategies that are based on uncomplicated and unbureaucratic
transactions (i.e. target country institutions). In this model, however, it is most interesting to
regard the effect of own entities in Russia, which have a significantly negative effect at the level
of one percent on the combination of Conformance and Avoidance — but a positive and
significant effect (at the one percent level) for the combination of Conformance and Defiance.

The coefficient is insignificant for the combination of both kind of Challenge strategies.
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Table 5.4: Disentangling challenge strategies

Multinomial model Observations 93
with four possible outcomes F statistic 39.35
p value 0.000
) (2) 3) 4
VARIABLES Conformance Conformance Conformance Conformance

(base outcome) AND avoidance AND defiance ~ AND defiance
AND avoidance

Firm size
Medium company -0.608 0.591 -0.533
(0.736) (0.901) (0.962)
Large company -0.417 0.784 0.313
(1.032) (1.661) (1.009)
International experience 0.494 -0.0935 0.567
(0.594) (0.647) (0.690)
Own entities in Russia -12.76%** 3.234%** 1.412
(0.896) (1.085) (1.331)
Market dependency 0.540* 0.576** 0.667*
(0.295) (0.263) (0.342)
Cash reserves -0.0374 -0.360 -0.101
(0.289) (0.235) (0.310)
Administrative burdens -0.467* -0.389 -0.731*
(0.268) (0.383) (0.414)
Constant -1.045 -1.985 -1.011
(1.132) (1.776) (1.987)

Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1
This result shows that companies, which are directly engaged in Russia and have non-
fungible assets there, oppose sanctions but are not likely to engage in any potentially illegal
behavior as they do not want to jeopardize their whole business by getting caught for illegal
business transactions. So in line with resource dependence theory, our previous model shows
that companies, which have own entities in Russia (i.e. dedicated, non-fungible assets), tend to
challenge sanctions. However, when we disentangle Challenge strategies, we find that these
companies do not avoid sanction laws but increase their activities in non-sanctioned areas (i.e.
adopt a Defiance strategy). While being dependent on the Russian market, they do not want to
jeopardize their general engagement by any action in the grey area of sanctions evasion because

sanctions avoidance is too costly for these firms.

While we find general support for hypothesis 2, the effect of cash reserves is not
significant. We expected cash reserves to make companies less dependent on the sanctioned
market and allow them to hibernate and wait until the sanctions are lifted without undertaking
any other measure. In fact, in comparison to the base outcome, the coefficient of cash reserves
is negative for all other combinations of strategies. So even though companies that have more

cash reserves are more likely to be able to hibernate, they tend to pursue other strategies
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determined by other factors if they have the chance. Moreover, we do not find evidence for our
hypotheses based on the resource-based view: there are neither significant effects for firm size

nor international experience.*!

In sum, dependency on the Russian market and own entities in Russia (H2) make
Conformance less likely and Challenge more likely. Institutional factors in the form of
administrative burdens for activities in Russia have the opposite effect. However, we do not
find evidence for the hypotheses based on the resource-based view of the firm. So when
companies challenge sanctions, they rather make a virtue of necessity than simply using the

economic opportunity when they have the resources to do so.

5.5.5 Discussion and Limitations

There are three main caveats in our empirical analysis. One drawback of our survey dataset is
that we do not excatly know which companies participated in our survey and thus we cannot
control for the potential selection of respondents. So we do not claim that we are able to provide
a representative analysis of the impact of sanctions on European companies. However, we
collect information on companies that operate in the Russian market despite the EU sanctions
and we have important variation in our variables of interest. Since we are interested in
determining factors, which drive the business strategies of these companies after the imposition
of sanctions, this variation is most important. In addition, we do not see an incentive why certain
companies should participate in our survey and other companies should not. One can equally
argue that affected companies should participate to make suffering public or that they should
not participate in order to not disclose their economic difficulties. Similarly, we are aware that
respondents potentially refrain from saying everything they do if some actions might have legal
consequences — and given that Avoidance potentially constitutes an illegal behavior. However,
companies can also find ways to bypass sanctions regulations within a grey area of legislative
loopholes. So companies can easily tick every measure without admitting any violation of the
law. Still, it is justified to assume that we capture only a share of all companies that engage in
such a behavior. But this bias runs counter to our effect — so whatever we find regarding

companies avoiding sanctions, we assume that these are conservative estimates and firms do

4l We also estimate a model in which we compare the different Conformance strategies. Disentangling
Conformance strategies, we find that the coefficient of international experience is positive for any combination of
strategies including Proactive conformance. A company is thus more able to establish new export markets and
relocate activities if it operates for a longer time on more foreign markets. However, since the focus of this paper
is on Challenge strategies, we only present these results in the appendix.
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much more in reality than what we have discovered in our survey. In addition, we are not
interested in quantifying Defiance and Avoidance but analyzing the determinants for adopting
these strategies.

Second, many respondents did not answer all questions such that we have to cope with
missing data. Since there are only 264 respondents who indicate that their company has been
affected by EU sanctions, the number of observations for our regression models cannot exceed
this number of respondents (we only asked affected companies which kind of adjustment
strategies they have undertaken). By including six explanatory variables, the number of
observations drops quite quickly to less than 100 because of missing values. Still, even though
the number of observations gets smaller because of the listwise deletion of observations with
missing values (which is a hard test for our hypotheses since we have to find effects in a smaller
sample), we find support for our hypothesis on resource dependency. Moreover, our analysis
of missing values in the appendix indicates that this data is missing at random. First, the
percentage of missing values per survey item shows that missingness in our dataset is
determined by a trend over time: respondents stop participating in the course of the survey —
but, importantly, there is no item in any set of questions that is an outlier due to a
disproportionate number of missing values in comparison to other questions in this set. So we
do not think that items are missing due to strategic considerations of respondents. Second, we
provide a matrix of correlations between the values of our independent variables and the number
of missing values in the other respective independent variables. There are no correlations at all
— S0 we do not expect that missingness is driven by certain characteristics in the other variables.
Third, we re-run all models and only include one of the three significant variables at a time,
thereby increasing the number of observations. Again, the results are robust. In sum, while we

are aware of potential problems, we do not expect that missing data bias our results.

A third drawback is that the responses are assessments and perceptions from company
representatives — so we do not have hard data to quantify the impact of sanctions on the
companies. So it could be the case that adjustment strategies are driven by macroeconomic
factors rather than sanctions. Still, in contrast to studies that use macroeconomic data to analyze
the impact of sanctions and which have to control for confounding factors in their models, we
directly ask company representatives for adjustment measures that they have undertaken
because of the sanctions — not because of the decline of the oil price, the Russian ruble, or other
factors. We have producers of dual-use goods that are directly targeted by the EU sanctions

against Russia in our sample. However, there are also companies that are not directly targeted
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by sanctions. We could speculate that some respondents might not be sure whether they have
been indirectly affected by sanctions or not. But we cannot treat them as not being able to assess
how they incorporate the risk introduced by sanctions into their decisions. Business people are
used to macroeconomic fluctuations that constitute their daily risk factor. However, sanctions
suddenly disrupt the institutional order and cause additional political risk, which is different

from regular economic fluctuations and thus causes different business reactions (Knight 2012).

5.6 The Politics of Challenging Sanctions

Since the literature on economic sanctions usually models sanctions as disputes between states,
scholars often focus on third-party states to explain the failure of sanctions. The idea that
sanctioned trade can be compensated by increasing trade with third parties can be found in the
earliest literature on sanctions (Galtung 1967). Powerful third states, ‘black knights’ (Hufbauer
et al. 2007), have an incentive to fill commercial opportunities (Early 2015). However, the
problem of sanctions busting starts much earlier: the incentive to hold up profitable trade and

fill the vacuum of lost trade also exists for domestic firms in sender states.

Policymakers can enact laws and regulations, but they cannot control business decisions.
The way companies in sender countries react to these restrictions in order to pursue a target
country to a desired policy shift remains a largely unexplored area of investigation in the
literature. Yet, companies’ operations in a sanctions regime crucially affect the impact of these
restrictive measures. When sanctioned trade occurs despite the restrictions, these measures can
barely have an effect. Thus, both from an economic and political point of view, adjustment

strategies of companies are very important when it comes to sanctions effectiveness.

With regard to the Western sanctions against Russia, the UK Treasury’s Office of
Financial Sanctions Implementation (OFSI) declared that 133 suspected breach cases, worth
£1.4 (EUR1.56) billion, were reported in 2017 (HM Treasury 2018). The US Office of Foreign
Assets Control (OFAC), for example, fined ExxonMobil, a US multinational oil and gas
enterprise, USD2 (EUR1.78) million for conducting business with individuals on the US
sanctions list, involving “the signing of legal documents related to oil and gas projects in Russia
with Igor Sechin, the head of Rosneft, the Russian state oil company” (Rappeport 2017). In
addition, sanctions avoidance also plays arole for the Russian countersanctions. In 2014, Russia
investigated the smuggling of fruits and vegetables from the EU through Bosnia, which is not

targeted by the Russian sanctions. “In the first nine months of the year Bosnian exports of fruit
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and vegetables amounted to 3,123 tonnes compared with 1,014 tonnes in the same period last
year” (Agence France Presse 2014b). It belongs to the ironies of this sanctions dispute that
Belarus, a landlocked country, increased its fish exports to Russia by nearly 100 percent (RBC
Daily 2014). Norwegian fish found its way to Russia via Belarus: “supplies of fresh salmon

from Norway to Belarus soared threefold” (The Moscow Times 2014).

Morgan and Bapat (2003) as well as Bapat and Kwon (2015) claim that the effectiveness
of sanctions depends on whether sanctioning states can deter their domestic actors from trading
with the target. When the economic exchange with the target is important for firms in the sender
countries, they are more likely to evade the restrictive measures, which implies that sanctions
are most likely to be effective when trade links are moderately important for both economies.
Once the economic interdependence is too high, sanctions are unlikely to be enforced, and when
too low, the target’s incentive to acquiesce is negligible. The negative impact of the evasion of
sanctions on their effectiveness is thus well established in the literature. We shift the attention

to the political implications of the Defiance strategy.

5.6.1 Political Implications of the Defiance Strateqy

After a short period of deteriorating economic exchange between the European Union and
Russia subsequent to the imposition of sanctions, trade relations recovered quickly. Irrespective
of what has driven the decline of the Russian economy by almost three percent in 2015 (the
year after the imposition), in 2016, the decline decreased to 0.2 percent. Even more, the Russian
economy grew by 1.5 percent in 2017 — even though the sanctions were still in place. During
that time, several EU companies increased their investments in Russia and even localized their
production there. We showed that the institutional setting of the EU-Russian sanctions regime
incentivizes undertaking this Defiance strategy. However, the growing interdependence
between companies in the EU and Russia diminishes the real effect of the sanctions regime on
the Russian economy — intentionally from the Russian perspective; unclear whether intended
from the EU.%> We do not claim that these developments necessarily run counter to what EU
policymakers have in mind. Again, in comparison to sanctions avoidance, the strategy of
Defiance does neither violate the EU sanctions nor the Russian countersanctions. So it could

42 Christie (2016) argues that the narrow scope of the measures was purposely designed to have a limited real effect
on the Russian economy to avoid a further escalation and to protect European business interests. At the opening
ceremony of the new Daimler plant in Russia, the German Federal Minister for Economic Affairs, Peter Altmaier,
confirmed this view by claiming that the sanctions are not about bringing Russia to its knees because a successful
Russia would also be in Germany’s interest (ZEIT ONLINE 2019).
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well be the case that sanctions are designed to give domestic economic actors in sender
countries the leeway to pursue these kinds of strategies. Still, one needs to take the effects of
these strategies into account when thinking about the design of sanction policies — and there are

two side-effects of which policymakers might not be aware:

First, the strategy of Defiance changes the economic status quo and limits the choice set
of policymakers as a further tightening of the sanctions becomes costlier. The managing director
of the German Committee on Eastern European Economic Relations said in July 2016 that the
reason for increasing foreign direct investments in Russia is the hope for a swift resolution of
the political crisis (Dams et al. 2016). We claim that companies rather create facts, which set
disincentives for policymakers to pursue a further tightening of the sanctions. Increasing
economic linkages make sanctions both less likely to be imposed (Lektzian and Biglaiser 2014)
and less likely to be enforced (Bapat and Kwon 2015). Increasing ties between EU and Russian
companies thus have a strong effect on the choice set of policymakers. Companies know that
politicians always face a trade-off when it comes to the imposition of sanctions: restrictive
measures are not only costly for the target but also for the sender. Policymakers will not

jeopardize their own economic benefits if too much is at stake for their domestic companies.

McLean and Whang (2014) also argue that policymakers respect the interests of
economic stakeholders — and show “that as the size of the export sector increases and,
consequently, the degree of sanction opposition from special interest groups grows, the sender
is more likely to use targeted sanctions but is reluctant to reduce aid flows, restrict exports, or
utilize any measures that could generate significant target costs” (McLean and Whang 2014,
600). In fact, since September 2014, we could only observe additional targeted sanctions — but
no further extension of the trade restrictions. On the contrary, opposition against the EU’s
sanctions regime becomes louder even among policymakers in the EU. So once companies
challenge sanctions by increasing investments in Russia, shifting their production, or signing
long-term contracts with Russian authorities, policymakers have to take these new realities into

account when deciding on a further extension of the sanctions.

Second, even if policymakers want to lift or at least not further tighten the sanctions,
previous Defiance strategies by companies have long-term effects. Once firms decided to carry
the costs of adjusting and to make an additional investment or to move their production to
Russia, there is a new economic equilibrium and companies will not revoke their investment —
even when the sanctions are lifted. Additionally, once economic actors adjusted to sanctions,

these measures can barely exert any pressure. In the empirical analysis of our survey data, we
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show that some companies increase their engagement because of the sanctions. So irrespective
of whether policymakers in the European Union wanted to harm the Russian economy or only
impose symbolic sanctions, they have to realize that the institutional setup led to increasing
economic exchange and a shift of the production from the EU to Russia. This new economic
equilibrium reduces their choice set during the sanctions dispute and will eventually even

outlast the lifting of the sanctions.

5.7 Conclusion

There are three important contributions of our paper. First, we differentiate between a broad set
of adjustment strategies that companies undertake when they have to operate in a sanctions
regime. We show that the strategic options for companies to conform with or challenge
sanctions are far more nuanced than a mere compliance with or violation of sanction laws.
Although we refer to the debate on whether political risk or economic opportunities induced by
sanctions determine companies’ reactions, we argue that this question should rather be solved
at the firm level — and derive reasons for adopting the various strategies from the resource-
based view of the firm and resource dependence theory. We find that companies are more likely
to challenge sanctions when they are dependent on the Russian market. In particular, we show
that several companies increase their engagement in non-sanctioned areas when their non-
fungible assets are in danger. While we do not find evidence that the companies’ internal
abilities drive this decision, the indirect impact of sanctions in the form of increased political
risk does also not prevent firms from adopting measures related to this Defiance strategy when
resource dependency makes it necessary to do so.

Second, we provide micro-level foundations and empirical evidence from sanction-
affected EU companies for existing macro-level claims on sanctions effectiveness. Therefore,
we introduce a survey dataset, which contains more than 1,000 genuine responses from
representatives of companies in France, Germany, Italy, Poland, and the United Kingdom who
have received our back-to-back translated local language e-questionnaire. To the best of our
knowledge, this is the first scholarly company survey that focuses on the impact of sanctions

and respective adjustment strategies.

Third, we discuss the political implications of the Defiance strategy, which is
incentivized by the institutional setting of the EU-Russian sanctions dispute. This strategy is a

promising way for companies to avoid the direct and indirect effects of sanctions without
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engaging in any illegal behavior. When companies legally invest in non-sanctioned areas, they
do not violate any law but generate a competitive advantage. However, at the same time, they
reduce the target’s costs of the sanctions and consequently its incentive to change a perceived
political misbehavior in order to have the sanctions lifted. If governments want their sanctions
to have a real economic effect, they must take this behavior into account. Moreover, after
companies have paid the adjustment costs, they will not revoke their investment — even when
the sanctions are eventually lifted. The economic effects of these adjustment strategies and the

new equilibrium will thus outlast the sanctions regime.

When scholars regard firms in sender countries, the key strategy that they usually
identify as a reason for the lack of sanctions effectiveness is the avoidance of sanctions.
However, in times when sanctions are not generally comprehensive economic embargoes but
rather specifically designed measures, the institutional setup can induce unexpected incentives
for companies that react to them, irrespective of what policymakers want to induce. There is an
additional long-term impact on the choice set of policymakers when firms follow the incentive
to adopt a Defiance strategy: a tightening of the sanctions in the future becomes costlier. So

both scholars and policymakers should have these incentives in mind.
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6 Incentives and Coercion:

How to Promote Democracy?

There are different means and instruments of democracy promotion, which are available to
states and international organizations to incentivize other states to further democratization or to
protect and respect human rights. In this article, we aim to evaluate the impact of two tools of
democracy promotion that the European Union (EU) and the United States (US) commonly
use: democracy aid given to the civil society and democratic sanctions. More specifically, we
address the following research questions: when are democratic sanctions and aid effective if the
Western powers want to enhance the level of democratization in third countries — do they work
alone or in combination with each other? What is the joint effect of sanctions and aid on the
democratic performance of target states? And what is the impact of aid on the effectiveness of

democratic sanctions and vice versa?

Even though the EU was traditionally perceived as a supranational organization that is
putting more emphasis on relations with state and elite actors at the expense of engagement
with non-state actors (Raik 2006), the EU has been gradually evolving to employ instruments
aimed at strengthening democracy and the civil society in recipient countries.*® US initiatives
have also strongly promoted civil society since the early 1990s. At the same time, the EU and
the US are the two most important senders of sanctions: the US has always most frequently
employed sanctions as a foreign policy tool — and since the early 1990s, the EU has become the
second most frequent sender of sanctions. The question is under what conditions the Western
powers should choose between democracy aid and democratic sanctions or whether they should

rather combine these two different tools to enhance democratization in target states.

While aid is an incentive-oriented strategy, sanctions work through coercion.
Incentives-oriented strategies to support the civil society in a target country can strengthen the
role of sanctions and play an important role when coercive policies and strategies fail. Although
in theory any type of incentive is offered unconditionally, incentives for governments in
contrast to incentives for the civil society are in practice often tied to certain expectations and

demands. Thus, the empowerment of the civil society can be considered as an unconditional

43 The EU strengthens civil society via support to NGOs within the European Instrument for Democracy and
Human Rights (EIDHR), DG DEVCO: EuropeAid, the Civil Society Facility (CSF) to financially support civil
society established within the European Neighborhood Policy, as well as within the Instrument for Pre-Accession.
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incentive, which does not require reciprocal actions from the government in the target country.
The reaction of the government is rather a result of the bottom-up pressure from the empowered
civil society. Nevertheless, similarly to Haass and O’Sullivan (2000), we observe that such
incentives-oriented strategies can be used alongside other tools such as sanctions. In the 1960s,
for example, sanctions were imposed against the governing elites in South Africa to harm their
economic interests and to persuade them to take part in negotiations with their political
opponents. In addition to this coercive strategy, the international community aimed at
empowering and supporting the South African opposition and civil society. The effect of both

sanctions and civil society engagement led to the end of apartheid in the 1990s.

We claim that once the civil society and opposition groups receive support, they become
empowered and exert additional pressure on the sanctioned government. Contrarily, we expect
the opposite effect when sanctions are combined with aid to the target government as this
combination undermines the impact of sanctions as a coercive foreign policy tool. We think
that studying the impact of aid and democratic sanctions — and how these two instruments affect
each other —is important as both foreign aid and economic sanctions are complementary foreign
policy instruments. However, few studies have explored how these tools interact with each
other to influence democratization. This paper thus yields new insights into the effectiveness of
both forms of democracy promotion. First, we provide a novel contribution to the literature
studying the impact of sanctions and aid. Second, the results are important from a practical

perspective and can send an important message to policymakers.

To answer our research questions, we derive a theoretical framework and test our
hypotheses empirically by analyzing different types of aid flows as well as democratic sanctions
by the EU and the US. After reviewing the existing literature and specifying our theory, we find
in our empirical analysis that the imposition of EU and US sanctions leads to positive changes
in democracy scores while there is no consistent effect of any type of aid. However, when
democracy aid channeled through NGOs and the civil society is combined with democratic
sanctions, there is a significantly positive effect on the level of democratization. The
mechanism, which makes civil society aid and sanctions together successful, works through the
simultaneous pressure that is put from outside on the government and the empowerment of the
civil society, exerting pressure from within the country. In contrast, we find that the
combination of sanctions and aid channeled through the public sector has a negative effect on
democracy scores since public sector aid strengthens the sanctioned government and mitigates

the generally positive effect of sanctions.
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6.1 Aid as an Incentive-oriented Strategy for Democratization

Although foreign aid can be driven by self-interested goals and strategic interests of donor
countries, such as facilitating economic relations or obtaining concessions from recipient states
(Schraeder, Hook, and Taylor 1998; Alesina and Dollar 2000; Drury, Olson, and van Belle
2005; Lancaster 2007; Heinrich 2013), governments also use aid to promote and influence

political developments. One of the goals is to enhance democracy in recipient countries.

Some scholars study the indirect effect of foreign aid to promote democratization
through economic development (Goldsmith 2001; Dunning 2004; Bermeo 2011) because this
traditional development aid may indirectly improve the democratic performance of the recipient
country in the long term.** However, different approaches that researchers have used to identify
the causal mechanisms by which foreign aid may impact democratic change, have led to a large
variation across the findings in different studies. In general, studies on foreign aid and
democratic change find that aid has little or even detrimental effects on democracy in recipient
countries (Brautigam and Knack 2004; Bueno de Mesquita and Smith 2009; Djankov,
Montalvo, and Reynal-Querol 2008; Licht 2010; Rajan and Subramanian 2007). Similarly,
Dutta, Leeson, and Williamson (2013, 208) find that foreign aid does not make democratic
countries more dictatorial or autocratic regimes more democratic, but “amplifies recipients’
existing political-institutional orientations”, simply by making dictatorships more dictatorial

and democracies more democratic.

However, scholars also point out that there are different types of aid that can be linked
to democracy. Since developmental (economic) aid may be used to serve a variety of different
(foreign) policy objectives, it is difficult to evaluate the effect on democratization. Therefore,
in order to understand the impact of aid on democratization, we should distinguish between
democracy aid and development aid. While the latter is foremost given to support the economy
in recipient countries, democracy aid specifically aims to support democratic changes and can
thus be more precisely evaluated and traced. Democracy assistance usually appears in the form
of activities, programs, and cooperative initiatives that aim to advance and strengthen
democracy. For example, democracy assistance in the form of aid projects goes to institution

building, independent media, free elections, and civic organizations (Carothers 1999). The EU

4 This hope is anchored in Lipset’s (1959) finding that by promoting economic and social development, we also
plant the seeds for democracy because middle-class educated citizens may demand civil liberties and political
rights, which in turn are important prerequisites for a well-functioning democracy.
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has recently strengthened the focus of its development policy on democratization: while
promoting democracy, the EU devotes greater attention to civil society assistance (Pospieszna
2018). However, apart from some qualitative efforts (Youngs 2009; 2010), there are no
quantitative studies that assess the impact of EU democracy aid. Finkel, Pérez-Lifan, and
Seligson (2007) as well as Scott and Steele (2011) find evidence that democracy assistance
generally does promote democracy, nevertheless pointing out that the relationship between
democracy assistance and democratic change is more complex.

In order to better understand the link between aid and democracy, it is important not
only to differentiate between types of aid but also channels of aid delivery (Luhrmann,
McMann, and van Ham 2016). More specifically, Dietrich (2013) argues that it is important to
consider that aid delivered to the civil society® is likely to have a considerably different impact
than aid that goes to governments. The goal of the first is to strengthen the role of non-state
actors who will contribute to bottom-up changes in the country. Aid donors may choose to
bypass uncooperative or corrupt governments in recipient authoritarian countries and, thus,
instead of giving government-to-government aid, they channel aid through non-state actors.
Given these donor strategies, one could question why sanctioned authoritarian governments
would allow democracy aid flows at all. There are various ways of channeling democracy
assistance through civil society actors in target countries, even when autocracies are tightening
their repressive policies and are containing democracy by controlling the civil society and
independent media. Although authoritarian regimes are pushing back against the advances of
democracy, there are still ways to support the civil society — and aid databases, which
differentiate aid flows by the channel of delivery, show that there are indeed aid flows that go
to the civil society in sanctioned authoritarian countries.*® Supporting the civil society can be
both a promising response to the spread of closing spaces and a tool to cultivate (vulnerable)

civil societies to fight against (powerful and misguided) governments.

4 Civil society is commonly defined as “a sphere of social interaction between economy and state, composed
above all of the private sphere (especially the family), the sphere of associations (especially voluntary
associations), social movements, and forms of public communication” (Cohen and Arato 1992, ix). It is also well-
acknowledged that civil society is a broader concept: it is not homogeneous and includes a broader array of social
actors. We acknowledge the fact that civil society can be mistakenly defined as a complex mixture of good and
evil forces advancing not only worthy ends but also immoral purposes. However, these forces are representatives
of uncivil society (Ruzza 2011). In our study, we use the definition of civil society that is oriented by the ideas of
basic rights, liberty, democracy, solidarity, justice, and mediation (Cohen and Arato 1992).

46 However, not all types of democracy assistance can be delivered through the civil society because technical
electoral assistance, for example, demands targeting governments (Hyde 2010; Luhrmann 2016; von
Borzyskowski 2016).
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Dietrich and Wright (2015) investigate the impact of foreign aid allocation, both
economic and democracy aid, on democratic transition and consolidation in Africa. However,
the evaluation of the effects of aid channeled through the civil society on democratization does
not bring consistent results either. Donors began to channel democracy aid through NGO
programs identified as ‘strengthening civil society’ across the developing and post-communist
world in the 1980s and 1990s. The underlying assumption was that NGOs and the civil society
are crucial for the transition to and consolidation of democracy, given their expertise, grassroots
knowledge, and incentives to identify appropriate projects and beneficiaries. But the conflation
of NGOs with the civil society was not well perceived by first researchers analyzing the impact
of civil society assistance. They found that Western support for domestic NGOs in post-socialist
countries has created a distinct civic elite that lacks ties to other societal groups (Mendelson
and Glenn 2002; Henderson 2003). Moreover, the choice to deliver democracy aid through
various channels is not random. When recipients are organized in groups, aid goes more likely
to the civil society. In democratizing countries, more professionalized NGOs are preferred
partners of international development agencies (Beichelt and Merkel 2014).

Kersting and Kilby (2014, 127) perceive three roles of aid as “general input, aid as
specific input, aid as incentive, or some combination thereof”. They find evidence for the
incentive effect on the government’s propensity to implement democratic reforms. We believe
that the incentive mechanism embedded in aid can also empower the civil society — and
contribute to this debate by distinguishing different channels of aid delivery (donor-to-
government and donor-to-civil society). However, in contrast to other scholars who distinguish
between different types and channels of aid delivery (e.g. Jones and Tarp 2016), we believe that
it is important to simultaneously consider coercive instruments that might have an important

effect on democracy in the target country (e.g. Peiffer and Englebert 2012).

6.2 Sanctions as a Coercive Mean for Democratization

When efforts to persuade a target to change a perceived political misbehavior diplomatically or
by setting positive incentives fail or are not feasible, the pressure on the target to change its
behavior can be increased by threatening or actually imposing some coercive measures. One
strategy to link positive incentives to democratic transitions is aid conditionality, which is aid
withdrawal or the threat of withdrawal used by donor governments if conditions are not met by
the recipient government. Although political conditionality through aid has been considered as

a credible and effective leverage mechanism for a long time (Bermeo 2011; Dunning 2004;
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Wright 2009), nowadays the threat to terminate or reduce aid does not work as in the 1990s
(Molenaers, Dellepiane, and Faust 2015). Regarding conditionality in democracy promotion
that we observe today, Flores and Nooruddin (2016) find that aid conditional on democratic
performance contributes to changes in the pro-democratic direction — but only in new
democracies (especially after conflict), not in democratically “more experienced countries”

(Flores and Nooruddin 2016, 180).

Another punitive foreign policy tool that can be used to change the behavior of a target
country are sanctions. In research on economic sanctions, senders seek to discipline a target
country by imposing, or threatening to impose, economic hardship. The aim of such sanctions
is to signal, often through economic pressure, that the behavior of the regime is unacceptable
and should thus be punished. Moreover, in addition to weakening the target states and to exert
pressure, the goal of sanctions is to politically isolate targets within the international community
(Peterson and Drury 2011). However, scholars raise the question whether this form of pressure
works at all — and under what conditions leaders are ready to compromise under the pressure
applied by sanctions (e.g. Lindsay 1986; Pape 1997).

The most common definition for the ‘success’ of sanctions — which can also be used as
atool to promote democracy — considers them to be effective when the target government agrees
to comply with the sanctions’ demands, which would not have been considered if the sanctions
had not been imposed. According to Peksen (2009) and Peksen and Drury (2010), economic
sanctions remain ineffective in promoting policy change, even when the measures are
specifically directed to improve the human rights record of a country, as they can backfire and
lead governments to commit even more human rights violations. This finding raises the
puzzling question why the EU and the US have nevertheless frequently implemented sanctions

against authoritarian regimes in order to pressure these regimes to democratize.

Escriba-Folch and Wright (2010) find that the extent to which sanctions have an impact
on the behavior of non-democratic governments depends on the type of authoritarian rule:
sanctions are more likely to weaken personalist regimes and monarchies than dominant single-
party and military regimes. Von Soest and Wahman (2015a), focusing on sanctions with the
specific goal of democracy promotion, find that democratic sanctions improve the state of
democracy in targeted authoritarian countries, while sanctions that are not democracy-related
do not have this kind of effect. Furthermore, sanctions can also prevent the backsliding or the

breakdown of democracy in such regimes. Several other scholars provide additional evidence
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that sanctioned states experience greater democratization (e.g. Marinov 2005; Hufbauer et al.
2007; Marinov and Nili 2015).

6.3 Carrots and Sticks: The Choice and Impact of Aid and Democratic

Sanctions

Scholars have already addressed the links between the choice and impact of coercive foreign
policy instruments on the one hand and economic incentives on the other hand. Crawford (2001)
shows that a selective application of punitive measures by donor governments in the 1990s was
impacted by various types of donor interests: security, historical, or commercial. Del Biondo
(2015a) further confirms earlier findings, which suggest that sanctions are only imposed in the
absence of donor interests (Olsen 2000; Emmanuel 2010). Nevertheless, the EU and the US
tend to be similar when it comes to the use of coercive measures — but different with regard to
the use of economic incentives (Hazelzet 2001). In addition, Del Biondo (2015b) finds
differences in democracy promotion of the European Union and the United States in Ethiopia,

which can be explained by focusing on interests, ideas, and institutions.

In addition to research on how the disbursement of aid affects the imposition of
sanctions, there is a growing literature exploring how the imposition of sanctions affects the
provision of aid. For example, Early (2015) argues that sender states may pressure other
countries to reduce or even cut off aid to the states they put sanctions on — or at least to put
restrictions on the type of aid that donors are offering. However, Early and Jadoon (2016) find
the opposite — aid recipients tend to receive more foreign aid when they have been sanctioned
by the United States. Donors could be motivated to support sanctioned states in order to protect

their own commercial interests, even though it might undermine the success of sanctions.

The goal of our paper is to shift the focus from how aid disbursements affect the
imposition of sanctions and vice versa to how both foreign policy instruments interact with each
other to achieve their goals. The evidence for the impact of any type of aid as well as for the
effect of democratic sanctions on democratization is mixed. Whereas we conjecture positive
effects of democratic sanctions due to most recent findings, we do not expect to find evidence
that aid flows alone enhance the level of democratization in recipient countries. Similar to Haass
and O’Sullivan (2000, 174), we believe that incentives-oriented strategies in foreign policy
should be used alongside other tools such as sanctions: “to be most effective, incentives offered

in engagement strategies almost always need to be accompanied by credible penalties.”
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Few studies have explored in a systematic way how sanctions and foreign aid interact
with each other when they are both used to induce changes in target/recipient countries. Early
(2015) argues that sanctioning efforts against targets that receive massive financial support are
less likely to be effective. We contend that this finding is driven by the fact that development
aid is mainly given to governments. Besides the fact that sanctions lose their credibility if they
are accompanied by aid to the target government and that senders might be less eager to enforce
sanctions if they have previously sent a relatively high amount of aid (sunk-cost fallacy), target
governments may use these previous payments to diminish the impact of sanctions. High levels
of development aid to the government thus mitigate the positive effects of these restrictive
measures. We might even expect this combination to have a negative effect on the level of
democracy since the past payments might have already strengthened the government, which
eventually becomes immune to sanctions. Based on this negative interaction effect between
public sector aid and sanctions — and the conjecture based on our literature review that negative
incentives in the form of sanctions are generally more effective than positive incentives in the

form of aid disbursements — we propose the two following testable hypotheses:

H1: Democratic sanctions are more likely to lead to a higher level of

democracy in target countries than aid of any type.

H2: Democratic sanctions are less likely to lead to a higher level of
democracy in target countries if they are combined with aid given to the

sanctioned government.

In order to identify the interaction effects between foreign aid and democratic sanctions
more precisely, one has to differentiate between the various forms of aid provision. We argue
that, in contrast to public sector aid given to target governments, aid flows to the civil society
should not be stopped once sanctions are imposed because both democratic sanctions and
democracy aid can reinforce each other’s effect on democratization. We expect to find a
different impact resulting from the interaction between democratic sanctions and aid channeled
through the civil society for two reasons. First, the purpose of democracy aid that is given to
help countries to democratize is different from the purpose of development aid. Democratic
sanctions are also imposed on the grounds of violating democratic norms and practices by the
government in the target country. Thus, democracy aid and democratic sanctions have the same
goal, whereas general development aid and sanctions that are not related to democracy

promotion do not have this common objective and can even have contradicting goals.
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Second, in addition to having the same purpose, both democratic sanctions and
democracy aid can reinforce each other — sanctions weaken the government, whereas
democracy aid strengthens the civil society. It can be questioned whether the civil society is
really a counterpart to the government. Indeed, in liberal democratic countries, it is a mistake
to regard the civil society always as an opposition. However, in democratizing countries and
those going through transition, relations between the government and the civil society are
usually antagonistic — especially when mediations failed or when democratic institutions were
being breached. The democratization literature shows that cohesion and cooperation between
these two groups is high, especially in authoritarian regimes (Bernhard and Karako¢ 2007). The
civil society is more revolutionary and plays an important role in opposing and challenging
government abuses and repression, thus endorsing the masses to demand greater responsiveness
from the ruling elites. The role of the civil society is well-put by Linz and Stepan (1996, 9): “A
robust civil society, with the capacity to generate political alternatives and to monitor
government and state can help transitions get started, help resist reversals, help push transitions
to their completion, help consolidate, and help deepen democracy. At all stages of the

democratization process, therefore, a lively and independent civil society is invaluable.”

Democratic sanctions exert pressure in target countries to democratize that is top-down
and civil society aid can induce pressure to democratize that is bottom-up. So these two tools
complement each other. Marinov (2005) as well as Lektzian and Patterson (2015) point out that
sanctions can be effective when they destabilize the government’s position and open a
bargaining range. However, other scholars argue that bottom-up democratization (when citizens
take the right to influence decisions on policy issues and the right to set the political agenda)
leads to a higher quality and stability of democratic institutions (van Deth 1999). We argue that
these two policy tools have a complementary effect: democracy aid contributes to the success
of sanctions when it is channeled through the civil society. Sender countries have, on the one
hand, a leverage on the target government and, on the other hand, links with the civil society

that exerts pressure from within the country.

Critics of sanctions say that they are never effective because they harm the civilian
population more than the targeted regimes. Especially when sanctions are not democracy-
related, it can happen that instead of creating dissatisfaction with the leadership, sanctions make
citizens in the target country to blame the sender countries for their economic difficulties and
induce a ‘rally round the flag’ effect. However, we argue that democratic sanctions have an

opposite effect. Indeed, the implicit logic of sanctions is that the general population will be so
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much affected by these measures that they will protest more openly against the regime. By
protesting, they will force leaders to change their behavior or harmful policies. In other words,
putting hardship on people by means of economic sanctions should create internal pressure for
change. This effect can be reinforced by stopping foreign aid to dictators and authoritarian
governments in general as it reduces their supply of non-taxable income (Morrison 2014) and
by encouraging the population to stand up against the government by sending civil society aid.
Therefore, democratic sanctions together with democracy aid have the potential to hurt the
government and core support groups within the target country, open a bargaining range, and to

benefit or at least avoid harming the opposition (Kirshner 1997; 2002).

But why would support to the civil society alone without democratic sanctions not have
such an impact? Just as engagement strategies directed towards governments should be
considered mostly as means to achieve modest goals (Haass and O’Sullivan 2000), aid to the
civil society as a foreign policy strategy can be employed alone when the goals are not too
ambitious and there is no urgency. Moreover, the civil society has to be empowered and
although aid is one of the ways to achieve that, we argue that aid to the civil society alone might
not be a sufficient incentive for the civil society to stand up and oppose the government — the
mixed findings in the literature regarding the effectiveness of aid flows to the civil society
support this argument. Moreover, the lack of sanctions has also been cited as contributing to
the failure of some opposition groups. Chenoweth and Stephan (2011) mention that the
international sanctions against the apartheid in South Africa were critical in creating a
bargaining space for the resistance campaigns to come to the negotiating table. This and other
examples suggest that sanctions put on adversary governments strengthen the opposition’s
voice and credibility as an important domestic actor. Aid may support opposition groups,
empower opposition campaigns, and thus create an additional pressure on the government to
comply with the sanctions demands. Although scholars are theorizing about such agent
empowerment mechanisms (Finkel, Pérez-Lifian, and Seligson 2007; Pérez-Lifian, Finkel, and
Seligson 2016), they were not able to test them yet. We argue that democracy aid delivered to
non-state actors when democratic sanctions are in place is such an empowerment mechanism

that we can test empirically.

H3: Democratic sanctions are more likely to lead to a higher level of
democracy in target countries if they are combined with aid bypassing the

recipient government.
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Burma is an example for how incentives and coercion work together. When the Burmese
military seized power in September 1988, the United States and members of the European
Community immediately cut all aid programs. In view of the absence of progress towards
democratization and the violation of human rights, the EU and the US gradually imposed further
sanctions during the following 20 years, ranging from an arms embargo over financial sanctions
to actual trade restrictions. Since both the EU and the US have cut all assistance to the Burmese
military government, they provided assistance and maintained cooperation with domestic civil
society organizations and other international organizations operating there. Aid flows were
directed towards the civil society to promote change and protect human rights — and seeing the
positive results, the Western powers responded by increasing the amount of assistance to this
sector. From 2011 onwards, the military-backed Burmese government moved slowly but
steadily towards democracy: the human rights situation improved, press and internet censorship
was reduced, and the democratic leader Aung San Suu Kyi was released from house arrest.
Once bottom-up forces in the country began to be successful in pushing the government to be
more committed to political and socio-economic reforms, the EU first responded by partly
suspending restrictive measures against Burma in 2012, which were in force since 1996, and
thus legitimizing the new civilian government (European Commission 2018a). The EU further
suspended all other measures except the arms embargo that is still in place and, later, US
President Obama also announced the suspension of all economic sanctions against Burma
except sanctions related to arms and military cooperation. This case is an example for how the
EU and the US can successfully pressure a target country’s government to democratize or at
least to reduce abusive policies and practices: by combining the imposition of sanctions with
support to the civil society. The top-down pressure on the government induced by sanctions
alone may have an effect — but the effect is likely to be stronger if sanctions are combined with

bottom-up pressure exerted by the civil society from within.

In sum, we claim that a combination of carrots and sticks can influence democratization
in target countries. We differentiate between aid flows that go to the public sector and aid flows
to the civil society. Our argument is that a target country is more likely to democratize in
comparison to recipients of any type of aid. However, by increasing democracy aid that
bypasses sanctioned governments, the senders can strengthen the effectiveness of their
sanctioning efforts. In other words, once sanctions are imposed, it is better not to withdraw aid
but rather shift aid to the civil society because non-governmental democracy aid together with
sanctions facilitates democratization. A sanctioned country is more likely to democratize when

it receives aid that goes to the civil society. Therefore, sending aid to the civil society rather
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than the government when sanctions are imposed may increase the effectiveness of democratic
sanctions because the civil society can additionally be empowered to introduce democratic

changes in its country.

6.4 Empirical Analysis

In the empirical part of our paper, we aim to test our hypotheses regarding the effect of
democratic sanctions and aid flows on the level of democratization. Thus, our key dependent
variable measures changes in the VV-Dem Electoral Democracy Score (Coppedge et al. 2017),
which includes clean elections, suffrage, as well as civil liberties such as freedom of association
and expression. Our key independent variable is the imposition of a democracy-related sanction
case. We test the effect of sanctions by using the EUSANCT Dataset, which covers all
economic sanctions and sanction threats by the European Union, the United States, and the
United Nations from 1989-2015. Sanctions can involve issues that directly affect the
international community, such as exercising political influence over a third state, militarized
actions, territorial disputes, alignment choices, weapons production and proliferation, support
of terrorist groups, and drug trafficking practices. Other issues concern domestic policies of the
target state. Independent of whether the issue refers to internal or external policies, the sanction
types range from complete (or partial) economic embargoes and trade restrictions to aid cuts

and targeted sanctions.

Since we are interested how far sanctions can achieve the goal of democratization, we
focus on sanctions with domestic policy issues: i.e. human rights violations, electoral frauds,
violations of the constitutional order, and enhancing leadership change. Therefore, we drop all
sanction cases that do not involve at least one of these domestic policy issues. The EU is
involved in 81 imposed sanction cases of which 60 cases in 46 countries are related to domestic
policy issues. The US is involved in 86 democracy-related sanction cases in 59 countries (in
addition to 95 cases that are not related to domestic policy issues). The regional focus does not
differ much between the EU and the US: more than half of the targets are African countries,
followed by countries in Asia and Eastern Europe. Both countries targeted by the EU and the
US have a significantly lower mean V-Dem democracy score than the average score of all

countries (simple t-tests have a p-value of virtually zero).

We use the dyadic version of the EUSANCT Dataset, which covers 199 countries,
resulting in 5.077 country-years that could in principle face EU or US sanctions. Our first
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independent variable is a dummy that indicates whether there was an ongoing democracy-

related sanction case by the EU or the US in the previous dyad.

Second, we consider the amount of aid. Our theory is based on the distinction between
aid to governments and aid flows to the civil society. For our empirical evaluation, we employ
the OECD (2017) CRS Aid Activity database, which provides information on the channels of
aid delivery. Thus, we have two different aid types as explanatory variables: we estimate the
effects for and differentiate between public sector aid (aid channeled through the public sector)
and civil society aid (aid channeled through NGOs and the civil society). We use lagged aid
flows from all EU member states and institutions when we consider the effect of EU sanctions
—and lagged US aid flows when we focus on the effect of US sanctions and aid, respectively.
The amount of civil society and public sector aid is positively but only moderately correlated
(the Person’s correlation coefficient is 0.32 for EU and 0.36 for US aid flows). We take the log
of these values because of their right-skewed distribution and merge the different aid flow data,
which have a donor-recipient-year structure, with the dyadic version of the EUSANCT Dataset.
The distributions of the logged aid data are depicted in Figure 6.1-6.4.

We divide the dyadic dataset into two panel datasets: one panel includes EU sanctions
and aid flows and the other panel includes US sanctions and aid flows. We estimate all our
models in both panels. The unit of analysis is thus the country-year. To investigate the impact
of sanctions and aid on democratization, we run fixed-effects panel models with changes in the
V-Dem democracy score from the previous year as the dependent variable — and the lagged
democracy-related sanction dummy as well as lagged and logged aid flows as explanatory
variables.*” The standard errors are clustered at the country-level. Moreover, we include
interactions between sanctions and the two different aid flows to see how aid flows affect the
effectiveness of sanctions. Since the disaggregated aid data is only available from 2004 onwards
and sometimes missing, the number of country-years drops for our analysis down to 1,299

observations in 138 potential target countries.

As control variables, we include the total net official aid flows to the respective country
(The World Bank 2018) because the effects of the amount of aid by the sender might change
when third states also cut aid flows or compensate the losses by giving additional aid (Early

and Jadoon 2016). To capture these spillover effects, we include the lagged and logged total

4 The fixed-effects models capture inherent country characteristics, which could explain sanctions or aid
disbursements. A Hausman test additionally rejects the null hypothesis that a random effects model is preferred.
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amount of aid. Moreover, we control for coups (dataset by Powell and Thyne 2011), which
jointly explain changes in the democracy score and sanctions in the respective country-year.
Additionally, we include the annual GDP growth, changes in the total population (The World
Bank 2017), as well as changes in the amount of trade with the EU or the US, respectively. For
the latter, we include the sum of exports and imports from the EU (Eurostat 2017a) and the US
(Barbieri and Keshk 2016) in current euros/dollars. These three variables are also logged and
lagged by one year. Finally, we include the occurrence of armed conflicts and one-sided
violence in the previous year (Allansson, Melander, and Themneér 2017; Pettersson and Eck
2018) because they both likely impact sanctions imposition and disbursement of aid (Donno

and Neureiter 2018). We provide summary statistics and a correlation matrix in the appendix.

6.4.1 Results

We analyze the effect of democracy-related sanctions and the two different types of aid flows
(public sector aid vs. civil society aid) — for the European Union and the United States — on the
level of democratization. First, we present the effects of sanctions and our set of aid flows on
changes in the V-Dem Electoral Democracy Score. Table 6.1 and Table 6.2 display the results
for EU as well as US sanctions and aid flows, respectively. In both tables, the first column only
includes the dummy for democracy-related sanctions and the two different aid flows. In the
second model, we account for temporal dynamics and include year dummies, thus estimating
two-way fixed effects — and in the third model, we also control for the total amount of aid in
the previous year. Finally, in column 4, we further include all other control variables.

We find that both EU and US sanctions have a significantly positive effect on changes
in the V-Dem democracy score. In contrast to sanctions, aid flows do not have robust
explanatory power for changes in this score — neither flows from the EU nor from the US or
total aid flows. However, we find in both panels that the occurrence of a coup has a negative
and significant effect on changes in the V-Dem democracy score. Additionally, armed conflicts
have a negative and marginally significant effect. These results provide evidence for our first
hypothesis that democratic sanctions are more likely to lead to higher levels of democracy in

target countries than aid flows of any type.
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Table 6.1: Effect of EU aid flows and EU democratic sanctions on the V-Dem Electoral Democracy Score

(1) (2 3 4
VARIABLES Change in V- Change in V- Change in V- Change in V-
Dem Electoral Dem Electoral Dem Electoral Dem Electoral

Democracy Score  Democracy Score  Democracy Score  Democracy Score

EU democratic sanction 0.020** 0.020** 0.020** 0.047***
(0.009) (0.009) (0.009) (0.016)
EU public sector aid -0.002 -0.002 -0.001 -0.002
(0.001) (0.002) (0.002) (0.002)
EU civil society aid -0.000 -0.001 -0.001 -0.000
(0.003) (0.003) (0.003) (0.003)
Total aid -0.000 -0.001
(0.003) (0.004)
Military coup -0.025***
(0.009)
GDP growth 0.002
(0.002)
Change in population size 0.289
(0.484)
Change in trade with EU -0.001
(0.003)
Armed conflict -0.013*
(0.008)
One-sided violence 0.012
(0.012)
Constant 0.007 0.005 0.012 0.024
(0.005) (0.004) (0.054) (0.070)
Observations 1,316 1,316 1,297 1,172
R-squared (within) 0.010 0.021 0.021 0.077
R-squared (between) 0.027 0.026 0.023 0.058
R-squared (overall) 0.009 0.017 0.017 0.053
Number of potential targets 128 128 128 125
F statistic 2.254 1.320 1.230 2.108
p value 0.085 0.210 0.262 0.007
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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Table 6.2: Effect of US aid flows and US democratic sanctions on the VV-Dem Electoral Democracy Score

(1) (2) 3) 4
VARIABLES Change in V- Change in V- Change in V- Change in V-
Dem Electoral Dem Electoral Dem Electoral Dem Electoral

Democracy Score  Democracy Score  Democracy Score  Democracy Score

US democratic sanction 0.022* 0.021* 0.021* 0.029**
(0.011) (0.011) (0.011) (0.013)
US public sector aid -0.003 -0.003 -0.003 -0.001
(0.002) (0.002) (0.002) (0.002)
US civil society aid 0.001 0.002 0.002 0.001
(0.003) (0.003) (0.003) (0.002)
Total aid -0.002 -0.004
(0.004) (0.004)
Military coup -0.029**
(0.0112)
GDP growth -0.001
(0.002)
Change in population size -0.519*
(0.291)
Change in trade with US 0.000
(0.002)
Armed conflict -0.015*
(0.009)
One-sided violence 0.017
(0.013)
Constant 0.003 0.012 0.060 0.111
(0.007) (0.009) (0.070) (0.083)
Observations 1,098 1,098 1,080 952
R-squared (within) 0.014 0.029 0.032 0.077
R-squared (between) 0.034 0.025 0.019 0.039
R-squared (overall) 0.011 0.022 0.021 0.039
Number of potential targets 125 125 125 119
F statistic 1.969 1.639 1.491 2.327
p value 0.122 0.089 0.130 0.003
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** n<0.01, ** p<0.05, * p<0.

122



6. Incentives and Coercion:
How to Promote Democracy?

Table 6.3: Effect of EU aid flows interacted with EU democratic sanctions on the V-Dem Electoral

Democracy Score

1) ) ®) (4)
VARIABLES Change in V- Change in V- Change in V- Change in V-
Dem Electoral Dem Electoral Dem Electoral Dem Electoral
Democracy Democracy Democracy Democracy
Score Score Score Score
EU democratic sanction 0.020 0.017 0.016 0.021
(0.017) (0.016) (0.016) (0.021)
EU public sector aid -0.000 -0.000 0.001 -0.000
(0.001) (0.002) (0.002) (0.002)
EU democratic sanction * -0.012* -0.012* -0.012* -0.019**
public sector aid (0.007) (0.007) (0.007) (0.008)
EU civil society aid -0.002 -0.004 -0.003 -0.002
(0.003) (0.003) (0.003) (0.003)
EU democratic sanction * 0.016* 0.017** 0.017** 0.037***
civil society aid (0.008) (0.008) (0.008) (0.011)
Total aid -0.002 -0.002
(0.003) (0.004)
Military coup -0.024***
(0.009)
GDP growth 0.002
(0.002)
Change in population size 0.297
(0.468)
Change in trade with EU -0.001
(0.003)
Armed conflict -0.014*
(0.008)
One-sided violence 0.009
(0.011)
Constant 0.007 0.005 0.045 0.040
(0.005) (0.005) (0.055) (0.068)
Observations 1,316 1,316 1,297 1,172
R-squared (within) 0.019 0.030 0.030 0.101
R-squared (between) 0.044 0.043 0.031 0.076
R-squared (overall) 0.015 0.023 0.021 0.059
Number of potential targets 128 128 128 125
F statistic 1.766 1.358 1.335 2.294
p value 0.124 0.178 0.186 0.002
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 6.4: Effect of US aid flows interacted with US democratic sanctions on the V-Dem Electoral

Democracy Score

(13) (14) (15) (16)
VARIABLES Change in V- Change in V- Change in V- Change in V-
Dem Electoral Dem Electoral Dem Electoral Dem Electoral
Democracy Democracy Democracy Democracy
Score Score Score Score
US democratic sanction 0.029 0.027 0.026 0.041**
(0.018) (0.018) (0.017) (0.018)
US public sector aid 0.000 0.000 0.000 0.002
(0.002) (0.002) (0.002) (0.002)
US democratic sanction * -0.019*** -0.019*** -0.018*** -0.018***
public sector aid (0.006) (0.006) (0.006) (0.006)
US civil society aid -0.002 -0.001 -0.001 -0.001
(0.002) (0.002) (0.002) (0.002)
US democratic sanction * 0.012* 0.012* 0.012* 0.010
civil society aid (0.007) (0.007) (0.007) (0.007)
Total aid -0.003 -0.004
(0.003) (0.004)
Military coup -0.029***
(0.011)
GDP growth -0.000
(0.002)
Change in population size -0.509*
(0.291)
Change in trade with US -0.001
(0.002)
Armed conflict -0.017*
(0.009)
One-sided violence 0.012
(0.013)
Constant 0.003 0.011 0.066 0.102
(0.006) (0.009) (0.068) (0.078)
Observations 1,098 1,098 1,080 952
R-squared (within) 0.038 0.052 0.054 0.096
R-squared (between) 0.031 0.026 0.020 0.049
R-squared (overall) 0.023 0.034 0.031 0.049
Number of potential targets 125 125 125 119
F statistic 2.566 1.861 1.830 3.142
p value 0.030 0.037 0.037 0.000
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses

**% n<0.01, ** p<0.05, * p<0.1
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Hypotheses 2 and 3 refer to the combination of aid and sanctions. Table 6.3 shows the
effect of EU democratic sanctions and aid flows differentiated by the channel of delivery (i.e.
through the public sector or the civil society) — and the interaction effects between sanctions
and both types of aid. In Table 6.4, we provide the same results for the US. In both tables, we
include year dummies in the second, total aid flows in the third, and all additional control

variables in the fourth column.

Since we interact democratic sanctions with both types of aid, the baseline coefficient
for sanctions does not have a meaningful interpretation anymore. However, we can say that
independent of the channel of delivery, there is, again, no effect of any type of aid on the V-
Dem democracy score when there are no sanctions in place. In both the EU and the US panel,
we can see that when sanctions are employed, aid channeled through the public sector has a
negative effect on changes in the V-Dem democracy score. Contrarily the coefficient of the
interaction between democratic sanctions and aid channeled through NGOs and the civil society

IS positive.

Note that the positive effect of the interaction between sanctions and civil society aid
dominates in the EU panel (Table 6.3): the effect is marginally significant in the first
specification, but significant at the five and one percent level once we control for temporal
dynamics (model 2) and all control variables (model 4). In the US panel (Table 6.4), this
positive interaction effect is marginally significant in the specifications without the full set of
control variables (models 1-3) but insignificant in the model with all controls (model 4).%8
Therefore, the negative interaction effect between sanctions and aid channeled through the
public sector dominates in the US panel, where it is significant at the one percent level in all
specifications. In the EU panel, this negative effect is marginally significant in the
specifications without the full set of control variables and significant at the level of five percent
in the model with all controls. Again, the occurrence of coups and armed conflicts are the only
control variables that are significant in both panels and have a negative effect on changes in the
V-Dem democracy score, as expected. Figures 6.1-6.4 display these interaction effects

graphically. The left-hand graphs show the predictive margins: the effect of the respective level

48 Even though the coefficient for the interaction between US democratic sanctions and civil society aid is
insignificant, the average marginal effects plot (Figure 6.4) shows that there are still significant average marginal
effects for certain levels of aid, which point into the expected direction. The coefficients of Figure 6.4 are listed in
Appendix Table D.2.2. The results show that the average marginal effects of sanctions are positive and significant
at the level of five percent for increasing levels of civil society aid (compared to insignificant effects for low levels
of aid channelled through NGOs and the civil society). The effect diminishes for the highest level of civil society
aid because of more uncertainty due to fewer observations, which is why the overall coefficient in the regression
is insignificant. Still, the average marginal effects further confirm our hypotheses.
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of aid (keeping all other variables as they are) if there were no sanctions in any country-year
(red line) and a sanction in all country-years (blue line). The right-hand graphs depict the
average marginal effect of a democracy-related sanction for each level of aid, which is the
difference between the predictive margins. Additionally, the right-hand graphs show whether
the average marginal effects are significant — and include the histogram of the respective type
of aid. Since the effect of any type of aid is insignificant and virtually zero in all models, the

predictive margins and average marginal effects are visually indistinguishable in some cases.

The results provide evidence for hypotheses 2 and 3: first, the positive effect of
democratic sanctions on the democracy score diminishes, the higher the amount of aid
channeled through the public sector (Figure 6.1 for the EU, Figure 6.3 for the US). Therefore,
democratic sanctions have a less positive impact on the level of democratization in target
countries when they are combined with aid channeled through the public sector. Whereas for
the EU the positive effect of democratic sanctions on the V-Dem democracy score simply
diminishes, this effect is even more nuanced for the US: for low levels of public sector aid, the
average marginal effect of democracy-related sanctions is still positive — and for high levels of
aid channeled through the public sector, the estimated average marginal effect of sanctions is

even negative.
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Figure 6.1: Effect of EU democratic sanctions depending on the level of EU public sector aid

(Table 6.3, Model 4)
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Figure 6.4: Effect of US democratic sanctions depending on the level of US civil society aid
(Table 6.4, Model 4)

Second, there needs to be a certain level of civil society aid for sanctions to have a
positive average marginal effect on the level of democratization (Figure 6.2 for the EU, Figure
6.4 for the US). Therefore, these findings support our hypothesis that democracy-related
sanctions lead to a higher level of democracy in target countries if they are combined with aid
bypassing the recipient government (hypothesis 3). In Appendix Tables D.2.1 and D.2.2, we

report the coefficients and standard errors of these average marginal effects.

We are aware that there are possible endogeneity issues in the relationship between
sanctions, aid, and changes in democracy scores. However, we do not think that endogeneity
threatens the validity of our findings. First, we lag our independent variables by one year to
account for the order of events. Since changes in the level of democracy can also lead to both
an imposition of sanctions and changes in the amount of aid, we estimate the effects of
preceding sanctions and aid flows on changes in democracy scores, thus ensuring that our
results are not driven by reversed causality. Second, we use fixed-effects panel models to
control for unobserved time-invariant unit-specific confounders, which can simultaneously
have an impact on the imposition of sanctions or disbursement of aid — and changes in
democracy scores. Third, we control for coups (as well as conflicts and one-sided violence),
which are the most common confounders that cause changes in democracy scores and serve as
“trigger events” (von Soest and Wahman 2015b) for the imposition of sanctions. In fact, the

coefficient for coups is negative and significant at the one percent level in all specifications.
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Regarding the potential for endogeneity caused by omitted variables from a theoretical
point of view: if there is some additional omitted factor that leads to both the imposition of
sanctions and a negative change in the democracy score (i.e. a positive correlation between the
omitted and the independent variable; and a negative effect of the omitted variable on the
dependent variable), there is a negative bias. Since we predict and find a positive effect of
sanctions, this endogeneity concern makes our results more conservative because the real effect
of sanctions would even be stronger in this case. Similar considerations hold for the interaction
between sanctions and civil society aid. Our results would only be biased if there were an
omitted factor that has a positive (negative) effect on the democracy score while being
positively (negatively) correlated with the imposition of sanctions. It is very hard to imagine an
event that makes a country more democratic and which is associated with a greater likelihood
for the imposition of sanctions. Even though we are not concerned that our results are biased

because of potential endogeneity, we conduct several robustness checks.

6.4.2 Robustness Checks

To ensure the robustness of our results, first, we re-run the previous models with an alternative
dependent variable. So far, we considered changes in the V-Dem Electoral Democracy Score
since we focus on democracy-related sanctions. However, as we expect aid channeled explicitly
through the civil society to increase the effect of democratic sanctions, we check whether our
results hold when we consider changes in the V-Dem Civil Society Index (Coppedge et al.
2017). Appendix Tables D.2.3 and D.2.4 show the effects of EU and US aid flows and
democratic sanctions on changes in the V-Dem Civil Society Index. This index is based on
indicators for entry and exit, repression, and the participatory environment of civil society
organizations — and is based on in-depth knowledge embedded in responses from country
experts (Bernhard et al. 2017). The results show that even though the coefficients are positive,
EU democratic sanctions do not have a significant explanatory power for changes in the V-Dem
Civil Society Index. In contrast, US democratic sanctions have a significant positive impact.
This result for the US is, however, not robust to the inclusion of our control variables. Since the
scope of the V-Dem Electoral Democracy Score is much broader than the scope of the Civil
Society Index and since democracy-related sanctions do not explicitly aim to expand the civil
society, it is not surprising that the results are weaker. Nevertheless, it is noticeable that the

amount of civil society aid does also not have a significant effect on changes in this index.
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When we regard interaction effects between sanctions with both types aid flows, we find
that the effect of EU sanctions on changes in the V-Dem Civil Society Index decreases with the
amount of aid channeled through the public sector and increases with the amount of aid
channeled through NGOs and the civil society (Appendix Table D.2.5). The coefficients are
significant at the five percent level in all specifications. These results are thus in line with our
previous findings. However, the interaction effects are not consistently significant when we
consider sanctions and aid by the United States (Appendix Table D.2.6). Still, the trend that the
interaction effects between US sanctions and public sector aid (civil society aid) are negative
(positive) is obvious. In sum, we find that the general results and conclusions hold when we
consider changes in the V-Dem Civil Society Index instead of the Electoral Democracy Score.
The effects are just not as strong because the Civil Society Index is less broad and not so

explicitly targeted by democratic sanctions.

Second, we check whether our results are robust to the exclusion of aid sanctions. The
most common sanction type is to restrict foreign assistance — almost 50 percent of all imposed
sanctions in the EUSANCT Dataset are pure aid sanctions (104 out of 209). We argue that our
proposed mechanism that drives the interaction effects is not affected if the effect of an aid
sanction is directly visible in the respective aid flow. In case the EU or the US impose sanctions
by restricting foreign aid while there are still high levels of aid flows channeled through the
public sector (for example when aid restrictions only apply for very specific areas such as
military assistance), we expect that the sanctions do not have a strong effect. On the other hand,
when sanctions are in place and aid flows channeled through the public sector are mostly cut
off, we expect that the measures are more likely to have an effect. It makes a difference whether
aid flows are determined by sanctions or whether their amount cannot be explained by such a
coercive policy. For the underlying mechanism it is necessary that the sender decides to impose
a sanction — but the sanction type should not have an impact on the interaction effect. Still, we
re-run several models, excluding all aid sanctions (Appendix Table D.2.7). Again, the
interaction between non-aid democratic sanctions and aid channeled through the public sector
IS negative whereas the interaction between sanctions and aid channeled through the civil
society is positive. At least one of the two interactions is significant in all four specifications —
and for the non-significant coefficients, there are still significant average marginal effects for
certain levels of the respective aid flow (Appendix Table D.2.8). So our results still hold when

we only consider sanctions that go beyond a suspension of aid or assistance.
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As a third robustness check, we use alternative measures of aid than simply the amount
of raw dollars. Since the selection of a certain measure might affect the results, we re-run the
full models for both the EU and the US with three additional measures of aid: aid per GDP, aid
per GDP per capita, and aid per capita. Appendix Tables D.2.9 and D.2.10 display the results.
The interaction effects between sanctions and public sector as well as civil society aid point
into the expected direction for both senders and all three aid measures — and the coefficients are

all at least significant at the five percent level.

Finally, in Appendix Table D.2.11, we include both EU and US sanctions and aid flows
in the same models. Our results still hold when we test both sets of variables simultaneously.
In the full model, EU democratic sanctions and public sector aid have a negative effect at the
five percent level and the coefficient of the interaction with civil society aid is positive and
significant at the level of one percent. For the US, the interaction between democratic sanctions
and public sector aid is significantly negative at the one percent level and positive but
insignificant for the interaction between sanctions and civil society aid. However, there are still
significantly positive marginal effects for certain levels of civil society aid (Appendix Table
D.2.12). In sum, our results are robust to both alternative measures for our dependent and key
independent variables, to the exclusion of aid sanctions, as well as simultaneous tests of our

different models.

6.5 Conclusion

In this article, we examined the impact of two democracy promotion tools: democracy aid and
democratic sanctions. Observing the research gap in the literature on the interaction effects
between sanctioning efforts and aid provision, we determined not only which tool is more
effective but also the joint effects of democratic sanctions and different forms of aid provision
on the level of democracy in target and recipient countries. First of all, we are equally suspicious
as other scholars about the impact of foreign aid on the democratic progress in recipient
countries. However, we provide further robust evidence for earlier cautiously optimistic views
on the positive effects of sanctions. Whereas a negative assessment of the effectiveness of
sanctions has been dominating the literature for a long time, our results show that democratic
sanctions have a significantly positive effect on democratization. Moreover, we demonstrate

that foreign aid and democratic sanctions are closely related.
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The provision of democracy aid channeled through the civil society has a positive effect
on the impact of democracy-related sanctions on democratization in target countries.
Sanctioned countries, which receive democracy aid, democratize rather than sanctioned
countries that do not receive democracy aid as well as non-sanctioned democracy aid recipients.
So sanctions are more likely to be successful when reinforced by democracy aid bypassing the
government because of agent empowerment mechanisms. Our study advances this strand of
literature by providing a specific and testable mechanism: sending democracy aid to a
sanctioned country can empower the civil society to pressure the government to change its anti-
democratic policies. Moreover, pro-regime rallies due to sanctions from outside become less
likely. We thus claim that civil society aid is another important political variable that should be
included in analyses of the effects of sanctions because both tools complement each other:
democratic sanctions impose pressure on the government that is top-down, whereas democracy
aid can induce pressure to democratize in target countries that is bottom-up. Our findings further
imply that aid should not go to the government when sanctions are in place. The empirical
results show that sending high amounts of development aid to a sanctioned government can

undermine the effectiveness of democratic sanctions.

The focus of our study is on whether and how the incentives embedded in aid allocation
may shape the behavior of civil society actors vis-a-vis the sanctioned government. We are
aware that although our evidence is encouraging, yet much work remains. Hoping that the
findings reported in this article highlight avenues for future research on positive and negative
incentives, these findings also send an additional message to policymakers: whey they
anticipate to impose democratic sanctions on an oppressive government, they should cut aid to
this government already before because the impact of sanctions is weaker when previous aid
flows have already strengthened the governmental elites. Instead, policymakers should keep
linkages with and strengthen the civil society in the potential target country because incentive-
oriented strategies towards the civil society can prevent its isolation and empower it when
sanctions are employed. Understanding how donors respond and should respond to the

imposition of sanctions can help to make both tools of democracy promotion more effective.
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7 Concluding Remarks

In this dissertation, | show that domestic economic actors in sender countries play a crucial role
for the imposition and effectiveness of sanctions. The main claim of this thesis on these two
aspects of the sanctioning process can be summarized with the catchphrase of Bill Clinton’s
campaign when he competed against President H. W. Bush in the election of 1992: “It’s the
economy, stupid”. This reference is particularly apt since Clinton teaches us a lot about how
the pressure of special interest groups on governments prevents the latter from imposing
sanctions that are costly for these actors.

As | show in chapter 4, while Clinton promised in his campaign a tougher stance against
China because of the Tiananmen massacre and other human rights violations, he even cut the
link between China’s trade status and human rights after he became president in 1993.
Regarding US sanctions against China and Russia, lobbying by domestic economic actors
contributed decisively to the imposition of measures that were less severe than predicted.
Policymakers face pressure from domestic economic interest groups when they try to impose
sanctions that are costly for these groups. However, this study, which is built on the sanctioning
trade-off developed in chapter 2, also shows that sanction-imposing bodies care about the effect
of sanctions on their own economy. Governments consider the imposition of sanctions as a
reaction to a perceived political misbehavior by target states because otherwise they would face
audience costs for doing nothing. While they aim to impose costs on the target to make the
sanctions more likely to be successful, policymakers try to avoid damage on their own economy

because the state of the economy is also an important factor for re-election.

One year after Clinton’s decision to decouple the issue of human rights from China’s
trade status, in August 1994, Commerce Secretary Ronald H. Brown signed a trade agreement
with China. “Brown attended the signing ceremonies for a $ 140 million Westinghouse Electric
Corp. contract to provide steam turbine generators [...], a $ 20 million Pitney Bowes Inc.
contract to modernize China’s postal system and a $ 20 million IBM contract. Further contract
signings are expected during the remainder of Brown’s trip, but it is unlikely he will match the
several billion dollars’ worth of contracts that German Chancellor Helmut Kohl initialed during
his visit here last November. Nonetheless, Brown said the Clinton administration would make
every effort to use the Export-Import Bank to match concessionary financing terms offered by

other countries trying to help their own firms win contracts. ‘We intend to compete and win in
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this competitive environment,” Brown told the Chamber of Commerce” (Mufson 1994). This
example nicely illustrates that, in addition to lobbying efforts by business groups, the imposition
of sanctions is often driven by considering domestic economic actors and their

competitiveness.*®

Concerns about a possible competitive disadvantage due to economic sanctions is even
more important for the imposition of sanctions by the EU. More precisely, in chapter 3, we
learn that distributional conflict in the Council of the European Union hinders the imposition
of sanctions because the international organization can impose sanctions only unanimously. If
there is economic heterogeneity, individual member states fear a competitive disadvantage vis-
a-vis others and are reluctant to vote for sanctions. Individual EU member states thus also try
to protect their economic interests. In sum, based on the conceptual framework that | develop
in chapter 2, | argue that there is a direct impact of domestic economic actors in sender states
on the imposition of sanctions. More specifically, | discuss the effect of heterogeneity among
multiple principals in the economic interdependence with the potential target state (chapter 3)
and both a preference of policymakers to avoid damage on their own economy as well as
lobbying efforts by domestic economic actors in sender countries (chapter 4) as particular

aspects of this influence.

In addition, the third chapter also accounts for resulting selection effects on the
effectiveness of sanctions by comparing EU and US sanctioning efforts. Since sanction threats
by the United States are more credible than those by the European Union, imposed US sanctions
are a negative selection in comparison to imposed restrictive measures by the EU. First, in
contrast to the United States as a unilateral sender, the European Union does not face severe
audience costs for not imposing sanctions. The Council is not accountable vis-a-vis the voters
since it consists of nationally elected ministers who can always blame the international
organization for not imposing sanctions because sanctions are a supranational competence.
Second, since sanctions can only be imposed by a unanimous decision in the Council, the
imposition of EU sanctions is more complex and difficult than that of US sanctions, which can

be imposed by issuing an Executive Order after declaring a state of emergency. In effect, the

49 One might even argue that sender states not only try to protect their domestic economic actors but even promote
their business activities in the target states: “‘I don’t want a level playing field. I want a tilted playing field, tilted
toward us,” Brown said at an American Chamber of Commerce breakfast when asked about the competition
between American companies and those from other countries for lucrative contracts in China” (Mufson 1994).
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empirical analysis shows that while sanction threats by the United States are more successful

than threats by the European Union, imposed EU sanctions are more effective.

Besides having an impact on the sanctioning process and resulting selection effects, my
conceptual framework proposes a direct impact of economic actors in sender states on the
effectiveness of restrictive coercive measures: chapter 5 shows how sanctions avoidance and
increasing investments in the target country diminish the real economic effect of sanctions.
Target states are aware of this possibility and incentivize sender firms to challenge the
respective measures. While “strategic considerations shaped by China’s strong economic
position made sanctions an unattractive policy tool for the United States” (McLean and Whang
2010, 440), China also adopted a similar strategy as Russia did by offering ‘special investment
contracts’. In 1994, China offered favorable business deals and thus increased the intrinsic
incentive for firms in sender states to lobby against tougher sanctions.*® However, companies’
adjustment strategies do not only make sanctions less effective but also generate a new
economic equilibrium that limits the economic leverage for the future imposition or tightening

of sanctions. Consequently, sanctions are less likely to be effective the longer they are in place.

While the analysis of interaction effects between aid and sanctions in chapter 6 provides
a somewhat different angle on the topic, there is also a clear link to domestic economic actors
in sender states. In the first place, it is surprising that there are aid flows to governments that
are targeted by sanctions. Again, the Clinton administration can serve as an example because
they offered China favorable loans through the Export-Import Bank despite ongoing sanctions,

in the form of an arms embargo, against China. The decision to use the EXIM bank to provide

50 While US economic actors engaged in major lobbying efforts, “foreign policy professionals say China fares best
when it stays in the background and lets American businesses take the lead in promoting their mutual interests”
(Drinkard 1997). China was well aware of this fact. Instead of own activities, China chose a different strategy:
before Clinton’s decision to de-link trade and human rights in 1994, China initiated business deals with “Boeing,
Ford, Time Warner, IBM and other titans of U.S. industry” (Sandalow 1997), thus giving these companies an
intrinsic motivation to lobby against any trade barriers. “China has successfully enlisted the help of a vast network
of Fortune 500 companies, which — in their own self-interest — do China’s bidding for them” (Sandalow 1997). In
1993, US companies signed investment contracts in China worth almost $ 7 billion, so more than twice as much
as in the year before (Hoffmann 1994) such that US imports “from China were worth $ 30bn [...] and exports were
$ 9bn” (Cockburn 1994). By spending billions of dollars in business deals with US firms, China managed to align
its goals with the goals of US companies and further increased the already existing lobbying efforts by US
businesses. “Many business executives acknowledge that they are lobbying in support of the same issues but reject
the notion that they are somehow working in tandem. ‘These are the goals of the Boeing company [...]” said Tim
Neale, a spokesman for the Seattle-based aircraft builder that in the past five years has sold China more than 200
planes for a total of more than $ 7 billion. ‘It’s true that those are also goals of the Chinese government ... but by
no means are we acting on their behalf,” Neale said” (Sandalow 1997). Others argue that the connection between
the business lobby and the Chinese administration was indeed much stronger. “Business lobbyists informed the
Chinese embassy staff of their general strategies and approaches, but Chinese officials decided that Beijing’s
interests would be better served by allowing U.S. business groups to speak for themselves, rather than to be seen
as part of some coalition” (Sutter 1998, 63). However, in December 1993, a “high-profile delegation of U.S.
businessmen said [...] it assured Chinese leaders of its support for renewing China’s low tariff trade status”
(Associated Press Worldstream 1993).
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financing for winning “big contracts for American firms flies in the face of earlier agreements
by industrialized countries to sever the link between their economic aid programs and the
national identity of companies involved in specific projects. But U.S. officials said they were
merely matching low-rate loans offered by other industrialized nations that were ‘tied’ to
specific companies” (Mufson 1994). Since this form of economic aid accordingly serves self-
interested goals and the sanctions are strategically imposed in a way to protect the interests of
economic actors in sender country, it is crucial to examine the interaction effects of these two
foreign policy tools. It is not surprising that, in this case, sanctions combined with economic
aid to the target government are not effective. This sanction case thus nicely fits into the bigger
picture of chapter 6: on the one hand, aid to the civil society serves as a mean to empower non-
state actors and helps them to exert bottom-up pressure on the government in addition to the
top-down pressure created by the sanctions. On the other hand, public sector aid reduces both

the credibility and the impact of simultaneous coercive economic measures.

To sum up, the US sanctions against China reflect all aspects of my conceptual
framework and the four studies in this dissertation. First, the United States was reluctant to
impose tougher measures against China because policymakers feared negative consequences
on their own economy and a competitive disadvantage vis-a-vis other countries. In addition,
policymakers faced a huge lobbying campaign against tightening sanctions. As a result, the
United States imposed only an arms embargo. This strategic imposition of sanction, in turn, had
a negative impact on the effectiveness of these measures. Even though we do not know what
would have happened if the US imposed trade sanctions against China, it is not at all surprising
that the arms embargo did not induce a major policy change. In addition, despite the raging
sanctions dispute, US companies, incentivized by the Chinese government, further strengthened
their economic ties with the East Asian country. This adjustment further reduced the coercive
potential of the sanctions — and thus their effectiveness. Finally, granting China loans through

the Export-Import Bank further decreased the credibility of the US sanctioning efforts.

Bill Clinton is an important figure in this sanctions dispute between the United States
and China. However, while his catchphrase on the importance of the domestic economy became
a dictum, most people forget that, when Clinton ran in the presidential election of 1992, there
were in total “three phrases [...] on a sign in the campaign’s headquarters: ‘Change vs. more of
the same. The economy, stupid. Don't forget health care.”” (Kelly 1992). Even though these
phrases were not at all related to economic sanctions, they provide an interesting lesson on

sanctions. First, the type of economic coercion that | consider in this dissertation is always about
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inducing policy change in a target country. The attempts of President Donald Trump to impose
higher tariffs on China in order to achieve more favorable trade deals follow (at most) a different
logic than the imposition of economic sanctions in response to a violation of international norms
by a potential target state. Second, | show in this dissertation that despite any underlying policy
goal, domestic economic actors and economic considerations in the sender country have a
decisive influence on the imposition of sanctions. Resulting selection effects can in turn explain
sanctions effectiveness. Third, one should not forget other established factors in the literature
that drive the imposition and effectiveness of sanction (e.g. economic warfare, regime type,
signaling, symbolism), some of which | have discussed in the second chapter. For example,
Morgan (1995) convincingly demonstrates that domestic politics in the target state have a
crucial impact on the effectiveness (and, in turn, the imposition) of the sanctions against China.
Nevertheless, |1 show that domestic economic factors in the sender states decisively shape the

whole sanctioning process and thus have implications for the use of this foreign policy tool.

7.1 Implications for the Use of Sanctions as a Foreign Policy Instrument

The key argument of this dissertation is that economic sanctions that could potentially work
(i.e. impose sufficiently high costs on the target) are most often not imposed because they would
be too costly for the senders. Drury, James, and Peksen (2014) argue that increasing economic
interdependence makes senders more prone to threaten sanctions but less likely to impose the
respective measures. However, if target countries rationally anticipate the senders’ reluctance
to follow through after a threat, sanction threats become less effective, too. Increasing economic
ties due to further globalization will thus not make sanctions automatically more effective
despite their greater leverage. One could still argue that once senders decided to carry the
economic burden, in a globalized world, sanctions are more likely to be effective. Then again,
one has to take into account what sanctions effectiveness means. As Morgan (1995, 42) puts it,
“sanctions will not move an expected outcome across the full range of the conflict line. Rather,
at best, sanctions will shift the outcome in favor of the sanctioner, but only to a degree. [...]
While I consider this to be a case in which sanctions were expected to be ‘effective’, it is clear
that the impact of sanctions is limited.” I leave it as an open normative question whether high
sender sanction costs are worth a limited policy change of the target country. In addition, even

the innovation of smart sanctions did not clearly enhance sanctioning efforts.

This reasoning appears to be another negative assessment of economic sanctions.

However, | see two different implications. First, | think there should be a more public debate
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about sanctions. The imposition — especially the design of respective economic measures —
rather appears to be a black box. If there is an open discourse in sender countries about the costs
that have to be carried to impose sanctions, policymakers have the chance to get a majority of
the voters who are willing to carry the necessary burden and to pursue the respective foreign
policy goal. In this case, the sanction threat is highly credible and the sender has the capability
to impose sufficiently high costs on the target despite objections from economic actors. But,
therefore, we first need to have an honest debate about sender sanction costs.

The second implication is that policymakers have to recognize that sanctions alone are
not sufficient, even though they are necessary. Russia did not face sanctions because of the
Russo-Georgian War. Based on the experience that he can challenge the territorial integrity of
other states without any consequences whatsoever, Putin could easily engage in destabilizing
Ukraine few years later. With regard to the Ukraine crisis, Putin faces sanctions — but only
relatively mild measures, also because of economic considerations of the senders. Hence, one
cannot expect that the sanctions will have a great impact. Even more, adjustment strategies of
the senders’ firms and adjustments of the Russian economy make the measures even less likely
to have an effect. While | would still argue in favor of sending the signal that the international
community does not tolerate the challenge of another country’s territorial integrity and thus
keeping the restrictive measures, policymakers must face the limitations of the current sanctions
regime. So they should equally engage in efforts to resolve this dispute diplomatically — and

excluding Russia from the G8 summits was definitely not helpful in this regard.

7.2 Future Research

While this dissertation provides a general overview of the existing research on sanctions and
contributes an analysis of the impact of domestic economic actors in sender states, there are
still many unresolved issues. Regarding the imposition of sanctions, chapter 4 shows how
economic considerations of the senders can lead to measures that are less severe. However, we
still cannot fully explain the exact design of sanctions. Some research can explain the choice of
export vs. import sanctions (Lektzian and Souva 2003), targeted vs. non-targeted sanctions
(McLean and Whang 2014), or sanctions imposed on certain groups because of their relative
factor endowments (Lektzian and Patterson 2015). Still, the design of sanctions gets
increasingly complex, especially with regard to specific firms and individuals that are targeted.
Instead of focusing on the larger political process, research should switch to the underlying

bureaucratic decisions for implementing sanction policies.
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In addition, scholars should pay more attention to the universe of cases in empirical
research on sanctions. To account for possible sample selection, some scholars restrict their
sample “to the countries that faced the threat and/or actual imposition of economic sanctions
sometime during the period of analysis” (Peksen 2009, 63). This reduction makes sense to the
extent that many sender-target combinations are unreasonable to consider as potential sanction
dyads. However, it is likely that, on the one hand, there are cases in which a target received a
non-public threat and acted in accordance to the demands of the sender. On the other hand,
senders can be reluctant to impose sanctions when too much is at stake for themselves (they
can even be reluctant to threaten sanctions when they know that the target anticipates that the
threat will not be followed by an imposition). These two instances show that one loses important
information by restricting the sample. For an analysis of the strategic imposition of sanctions,
it is thus necessary to have a well-defined control group. Weber and Schneider (2019b) provide
a first quantitative approach to identify potential sanction cases. However, scholars could
further refine this identification or detect instances where certain regulations, for example the
US Anti-Drug Abuse Act of 1988, created a well-defined universe of potential sanction cases.

With respect to the effectiveness of sanctions, the literature on sanctions has long
established a considerable number of determinants. Chapter 3 of this dissertation analyzes
selection effects due to the impact of domestic economic actors of sender states on the
imposition of sanctions and chapter 5 discusses how adjustment strategies lead to a new
economic equilibrium. Even though Galtung (1967) has already considered the adaption to
sanctions, there is appalling few research on the long-term effects of sanctions. The recent focus
on structural gravity to analyze the effects of sanctions (Felbermayr et al. 2019) should be linked
to sanctions busting. While there are countless reports on efforts to evade sanctions (e.g. Early
2015), there are few studies that consider how trade flows change due to the threat or imposition
of sanctions. The Peddling Peril Index (Albright, Burkhard, and Stricker 2019, xi), for example,
evaluates “the effectiveness of national strategic trade controls on a global scale” (i.e. in 200
countries around the world). In chapter 5.6, | describe how banned agricultural products still
find their way from the EU through Bosnia and Belarus to Russia. Moreover, in March 2018,
the United Nations released a report on the evasion of sanctions against North Korea: luxury
goods found their way to North Korea and the country “generated nearly $200 million between
January and September 2017 by exporting ‘almost all the commodities prohibited in the
resolutions’ [... by] using front companies, manipulations of automated signals that radar
systems use to detect global shipments, and ship-to-ship transfers in the middle of the night”
(Rich 2018). Research on sanctions would evolve by systematically detecting trade patterns that
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are established around the imposition of sanctions to avoid the respective measures. Even more
interesting (but also more difficult) is the detection of financial transactions between sender
states, target countries, and third parties. Financial sanctions became increasingly popular

(Drezner 2015) but are hard to enforce in a world of globalized financial markets.

One goal of this dissertation is to analyze how lobbying by domestic economic actors
affects the imposition and design of sanctions (chapter 4). Based on statistical models to predict
the intensity of imposed sanctions, I can identify cases in which the measures were less severe
than predicted. There are two clear-cut cases: sanctions against Russia and China. By analyzing
these two cases in more depth, I can show how firms exerted pressure and lobbied against
sanctions. Still, a sound data source for actual lobbying activities (e.g. expenditures, hearings,
meetings) is missing, especially data that can be attributed to the lobbyists’ interests in a
particular country at a specific point in time. In contrast to data on lobbying, there are several
databases on sanctions from which researchers can choose. In this dissertation, | present the
EUSANCT Dataset that combines the advantages of existing datasets, most notably the TIES
dataset (Morgan, Bapat, and Kobayashi 2014), but focuses on the senders rather than the target.
It is thus particularly useful for an analysis of the imposition of sanctions. The EUSANCT
Dataset contains information on sanction types and an intensity variable that is based on the
respective measures. However, there is one caveat: sanctions are regularly tightened and relaxed
during the course of an episode. While there is a variable that indicates gradualism, the intensity
variable displays the highest intensity of the measures of each sender for the whole period. In
the dyadic version of the dataset, one could therefore recode the intensity variable for every
sender in every single year. This data collection would be a fruitful way for future research to
get even more fine-grained data.

Finally, as mentioned earlier, | believe that sanctions with solely economic instead of
political purposes follow a different logic. There is, however, surprisingly few research on trade
wars through strategic trade policies, currency manipulation, tariffs, as well as non-tariff
barriers. Still, in times of increasing nationalism, populism, and declining international
cooperation, one can expect that these beggar-thy-neighbor policies will become an even more
common phenomenon while countries will feel less responsible to react to a violation of
international norms by the imposition of sanctions. Future research should thus further care
about this type of economic statecraft. While explaining President Trump’s bullying behavior
towards China is already difficult, succeeding in altering China’s economic policies would pose

a whole new challenge for researchers.
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Appendices

A Appendix to “How Many Hands to Make Sanctions Work?

Comparing EU and US Sanctioning Efforts”

A.1 Solution of the Sanction Threat and Imposition Game

US Sanctions

Imposition Stage
Target acquiesces after the imposition of sanctions if:
—Cr —ar > —cr
& —ar>—crtor

oar<cr—cr=1

Sender imposes sanctions if: (p... Probability that the target acquiesces after the imposition of
sanctions)

p (1= cys) + (1= p)(~Tg5) > g5
& p —pCys — Cys + PCys > —ays

—ays + Cys
op> us T Cus —y

(1 - cus +7u5)
Target Behavior at the Threat Stage

Case 1: a; < t (acquiescence at the imposition stage)

Target acquiesces after a sanction threat if:

—@>y(—6_r—a_r)+(1—y)(1)
& —ar>—cry—ary+1-y
Sy+eytary>1+ar
1+ar

>
4 1+cr+ar

Acquiescence happens already at the threat stage.
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Case 2: ar > 1 (stalemate at the imposition stage)

Target acquiesces after a sanction threat if:

—ar >y (—cr) + A =y)(D)
& —ar>—cry+1l-y
(:>y+c_Ty>1+ﬂ
1+a_T

Sy >
4 1+cr

Sender Behavior at the Threat Stage
Case 1: p > 7 (sender is resolved to impose sanctions)

Sender threatens if: (q... Probability that the target acquiesces after a sanction threat)

a) + 1= (p (1 - cus) + (1 = P)(T5)) > —aus
@q+p(1—cﬁ)+(1—p)(—ﬁ)—qp(l—cﬂ)—q(l—p)(—@)>—%
@q—qp(l—cﬂ)—q(l—p)(—m)>—@—p(1—cﬂ)—(1—p)(—m)

~ays = p (1= cys) = (1 = p)(~Tgs)

=q>
1-p(1- cys) — (1= p)(—Tgs)

Case 2: p < 7t (sender is not resolved to impose sanctions)
Sender threatens if: (q... Probability that the target acquiesces after a sanction threat)

q(D) + (1 = q)(—ays) > —ays
& q —ays + qays > —ays

 Gus ~ us
= P —
1 (1 + ays)
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EU Sanctions

Imposition Stage
Target acquiesces after the imposition of sanctions if:
—Cr —ar > —cr
& —ar > —cr+er

Sar<cr—Ccr =1

Sender imposes sanctions if: (p... Probability that the target acquiesces after the imposition of
sanctions)

p(1-cau)+ (1= p)(~T5p) >0
& P —PCey — Cgu + PCry > 0

—
ep>—3=H =y

(1~ cew + %)
Target Behavior at the Threat Stage

Case 1: a; < 7 (acquiescence at the imposition stage)

Target acquiesces after a sanction threat if:

—ar >y (—cp = a7) + (1 - P)()
& —ar > —cry—ary+1-y
(:)y+c_Ty+a_Ty>1+ﬁ
1+a_T

>
4 1+cr+ar

Acquiescence happens already at the threat stage.

Case 2: ar > t (stalemate at the imposition stage)

Target acquiesces after a sanction threat if:

—ar >y (—cr) + A= y)(D)
& —ar>—cy+1-y
(:>y+c_Ty>1+ﬁ
1+ar

Sy >
4 1+cr
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Sender Behavior at the Threat Stage
Case 1: p > 7 (sender is resolved to impose sanctions)

Sender threatens if: (g... Probability that the target acquiesces after a sanction threat)

q() +(1-q) (p(l—cg_u)+(1—p)(—ﬁ)) >0
=>q+p(1—cE_u)+(1—p)(—%)—qp(1—CE_U)—q(l—p)(—%)>0
@q—qp(l—cs_u)—q(l—p)(—@)>—p(1—cE_U)—(1—p)(—%)

—p (1= cgw) = (1 = ) (o)

@q>1—p(1—c5_u)—(1—p>(—m

Case 2: p < t (sender is not resolved to impose sanctions)
Sender threatens if: (q... Probability that the target acquiesces after a sanction threat)

a+A-q9)(0)>0
Sq>0

Sender always threatens.
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A.2 Descriptive Statistics

Appendix Table A.2.1: Summary statistics

Variables Obs Mean Std. Dev.  Min Max

(1) EU economic heterogeneity (FDI stocks) 2418 3461.064 11849.3 0 120000
(2) Total EU FDI stocks 1178 83447.31 188000 4 1630000
(3) EU economic heterogeneity (trade flows) 4995 0.866 0.354 0.008 2.2

(4) Total EU trade flows 5011 2.92e+10 9.42e+10 164000 1.31e+12
(5) GDP per capita 4756 11196.5 16793.64 115.436 145000
(6) Population 5032 3.33e+07 1.26e+08 9419 1.37e+09
(7) Pilot-scale nuclear latency 4494 0.032 0.177 0 1

(8) Political terror 4693 2.466 1.176 1 5

(9) Electoral democracy 4445 0.518 0.266 0.016 0.949
(10) Empowerment rights 3841 8.482 4.144 0 14

(11) Military coup 5072 0.03 0.216 0 2

(12) Armed conflict 5077 0.157 0.364 0 1

(13) One-sided violence 5077 0.059 0.236 0 1
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Appendix Table A.2.2: Matrix of correlations

Variables 1) ) Q) 4) ©) (6) (@) (8) ) (10) (11) (12) (13)
(1) EU economic heterogeneity (FDI stocks)  1.000

(2) Total EU FDI stocks 0.872  1.000

(3) EU economic heterogeneity (trade flows) 0.050  0.021  1.000

(4) Total EU trade flows 0.667 0741  -0.102 1.000

(5) GDP per capita 0.408 0439 0.002 0.397 1.000

(6) Population -0.034 -0.046 -0.133 0.070 -0.244 1.000

(7) Pilot-scale nuclear latency 0321 0.262 -0.113 0.350 0.088 0.010 1.000

(8) Political terror -0.246 -0.237 -0.188 -0.222 -0.599 0.387 0.023  1.000

(9) Electoral democracy 0.254 0.286 -0.001 0.247 0568 -0.316 0.090 -0.597 1.000

(10) Empowerment rights 0.220 0.213 0.073 0136 0503 -0.346 0.090 -0.604 0.854  1.000

(11) Military coup -0.017 -0.018 -0.026 -0.023 -0.044 -0.003 -0.017 0.083 -0.073 -0.080 1.000

(12) Armed conflict -0.128 -0.134 -0.199 -0.109 -0.284 0.246 -0.068 0.634 -0.294 -0.348 0.037  1.000

(13) One-sided violence -0.071 -0.073 -0.113 -0.067 -0.126 0.082 -0.042 0.280 -0.132 -0.177 -0.010 0.254  1.000
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A.3 Robustness Checks

Appendix Table A.3.1: Success of imposed sanctions by sender (with joint EU/US sanctions as the base

group)

1) ) ®) (4)
VARIABLES Sanctions Sanctions Sanctions HSE
success success success score
EU imposition (without US) 0.108 0.108 -0.401 -0.241
(0.525) (0.530) (0.615) (0.387)
US imposition (without EU) -0.887*** -0.890** -0.881* -0.735**
(0.318) (0.346) (0.512) (0.369)
UN imposition -0.010 0.381 -0.208
(0.460) (0.637) (0.428)
EU threat 0.013 0.104
(0.449) (0.377)
US threat -0.907*** -0.645**
(0.341) (0.281)
UN threat -0.211 0.064
(0.624) (0.392)
Embargo -1.183 -0.485
(0.763) (0.791)
Constant 0.452 0.455 1.048*
(0.297) (0.334) (0.555)
Observations 188 188 188 188
chi-square statistic 9.553 9.646 17.88 13.34
p value 0.008 0.022 0.013 0.064
Pseudo R-squared 0.036 0.036 0.074 0.021

Standard errors clustered on target states in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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Appendix Table A.3.2: Effect of heterogeneity in FDI stocks and trade flow values on issuing EU sanction

threats
1) ) @)
VARIABLES Threat Threat Threat
dyad dyad dyad
EU economic heterogeneity (FDI stocks) -0.013* -0.014*
(0.007) (0.007)
EU economic heterogeneity (trade flows) -0.007 0.039
(0.011) (0.052)
Total EU FDI stocks (logged) 0.030** 0.031**
(0.014) (0.014)
Total EU trade flows (logged) -0.018 0.004 -0.015
(0.032) (0.006) (0.034)
GDP per capita (logged) -0.027 0.025 -0.025
(0.044) (0.028) (0.045)
Population (logged) -0.091 0.015 -0.112
(0.101) (0.035) (0.115)
Pilot-scale nuclear latency 0.056 0.031 0.053
(0.105) (0.054) (0.103)
Political terror 0.029*** 0.005 0.029***
(0.009) (0.005) (0.009)
Electoral democracy -0.151** -0.051 -0.159**
(0.063) (0.042) (0.065)
Empowerment rights 0.012** 0.004** 0.012**
(0.004) (0.002) (0.004)
Military coup -0.023 0.072*** -0.023
(0.022) (0.025) (0.022)
Armed conflict 0.021 0.021 0.021
(0.035) (0.020) (0.035)
One-sided violence -0.109** -0.003 -0.109**
(0.040) (0.012) (0.040)
Constant 1.968 -0.499 2.209
(1.853) (0.678) (1.966)
Year dummies yes yes yes
Observations 1,026 3,322 1,026
Number of groups 62 163 62
F statistic 446618 105916 46355
p value 0.000 0.000 0.000
R-squared 0.058 0.024 0.058

Driscoll-Kraay standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table A.3.3: Threat and imposition of US sanctions

1) ) ®) (4) ()
VARIABLES Threat Threat Sanction Sanction Sanctions’
dyad dyad dyad dyad economic
intensity
Total US FDI stocks (logged) 0.005 -0.017* -0.026
(0.005) (0.010) (0.021)
Total US trade flows (logged) 0.009 0.033** -0.031%** -0.026 -0.218***
(0.008) (0.015) (0.010) (0.016) (0.066)
GDP per capita (logged) -0.018 -0.038 -0.071* -0.009 0.328*
(0.028) (0.056) (0.038) (0.044) (0.172)
Population (logged) -0.049 -0.150 -0.052 -0.008 -0.089
(0.048) (0.1112) (0.077) (0.093) (0.294)
Pilot-scale nuclear latency 0.049 0.070 0.060 0.177 0.419
(0.029) (0.052) (0.042) (0.113) (0.242)
Political terror 0.012 0.012 0.034*** 0.012 -0.015
(0.010) (0.023) (0.010) (0.008) (0.028)
Electoral democracy 0.020 -0.310** -0.309*** -0.364** -1.877***
(0.076) (0.140) (0.089) (0.162) (0.442)
Empowerment rights 0.003 0.008 -0.021*** -0.010** -0.024**
(0.003) (0.007) (0.005) (0.004) (0.010)
Military coup 0.016 0.105* 0.144*** 0.063 0.239**
(0.024) (0.050) (0.030) (0.053) (0.098)
Armed conflict -0.010 0.011 0.008 -0.020 -0.057
(0.012) (0.024) (0.035) (0.043) (0.127)
One-sided violence -0.009 -0.013 0.020 -0.007 0.066
(0.028) (0.041) (0.034) (0.072) (0.216)
Constant 2.576 0.863 2.108
(2.037) (1.407) (5.527)
Year dummies yes yes yes yes yes
Observations 3,296 1,712 3,296 1,712 1,712
Number of groups 160 154 160 154 154
F statistic 3.432e+06 45894 2.111e+06 9451 2750
p value 0.000 0.000 0.000 0.000 0.000
R-squared 0.137 0.169 0.107 0.096 0.098

Driscoll-Kraay standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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B Appendix to “Under Pressure: Domestic Lobbying Against

Sanctions”

B.1 Descriptive Statistics

Appendix Table B.1.1: Summary statistics

Variable Obs Mean Std. Dev. Min Max
(1) US sanction dyad 5077 0.177 0.382 0 1

(2) US sanctions’ intensity 980 14.07 10.595 1 36

(3) US exports (logged) 4630 5.672 2.611 0 12.529
(4) US imports (logged) 4629 5.456 3.109 0 13.066
(5) GDP per capita (logged) 4756 8.289 1.519 4.749 11.886
(6) Population (logged) 5032 15.45 2.158 9.15 21.039
(7) Pilot-scale nuclear latency 4494 0.032 0.177 0 1

(8) Political terror 4693 2.466 1.176 1 5

(9) Electoral democracy 4445 0.518 0.266 0.016 0.949
(10) Empowerment rights 3841 8.482 4.144 0 14
(11) Military coup 5072 0.03 0.216 0 2

(12) Armed conflict 5077 0.157 0.364 0 1

(13) One-sided violence 5077 0.059 0.236 0 1
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Appendix Table B.1.2: Matrix of correlations

Variables ) ) Q) 4) (©) (6) (@) (8) ) (10) (11) (12) (13)
(1) US sanction dyad 1.000

(2) US sanctions’ intensity 0.154 1.000

(3) US exports (logged) -0.020 -0.265 1.000

(4) US imports (logged) -0.028 -0.327  0.834 1.000

(5) GDP per capita (logged) -0.077 -0.003  0.538 0.383 1.000

(6) Population (logged) 0.118 0.216 0.479 0.475 -0.158  1.000

(7) Pilot-scale nuclear latency ~ -0.017 0.175 0.188 0.154 0.211 0.204 1.000

(8) Political terror 0.201 0.361 -0.027  0.025 -0.368  0.532 0.117 1.000

(9) Electoral democracy -0.234  -0.478  0.376 0.339 0.496 -0.276  0.119 -0.546 1.000

(10) Empowerment rights -0.270 -0.532  0.235 0.238 0.347 -0.444  0.074 -0.571  0.830 1.000

(11) Military coup -0.016  -0.044 -0.143 -0.100 -0.154 -0.072 -0.037 0.054 -0.064  -0.041  1.000

(12) Armed conflict 0.102 0.271 -0.079  -0.066 -0.228 0.310 -0.027  0.556 -0.270  -0.319  0.023 1.000

(13) One-sided violence 0.086 0.247 -0.137  -0.069 -0.222 0.174 -0.011  0.504 -0.271  -0.301  0.053 0.471 1.000
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B.2 Robustness Checks

Appendix Table B.2.1: Effect of trade interlinkages on the imposition of US sanctions (random-effects

models)
1) ) @) (4)
VARIABLES Sanctiondyad  Sanction dyad Sanction dyad  Sanction dyad
US exports (logged) -0.034*** -0.033* -0.033*
(0.010) (0.017) (0.017)
US imports (logged) -0.003 -0.010 -0.010
(0.005) (0.008) (0.008)
Total US trade flows (logged) -0.029**
(0.010)
GDP per capita (logged) 0.053*** 0.052*** 0.038**
(0.017) (0.017) (0.018)
Population (logged) 0.056*** 0.055*** 0.043***
(0.009) (0.009) (0.009)
Pilot-scale nuclear latency 0.082 0.083 0.082
(0.069) (0.069) (0.069)
Political terror 0.047*** 0.044*** 0.044***
(0.008) (0.009) (0.009)
Electoral democracy -0.145 -0.137 -0.150
(0.116) (0.117) (0.113)
Empowerment rights -0.018*** -0.018*** -0.018***
(0.004) (0.004) (0.004)
Military coup 0.154*** 0.153*** 0.151***
(0.033) (0.033) (0.032)
Armed conflict 0.003 0.001
(0.031) (0.032)
One-sided violence 0.035 0.035
(0.036) (0.037)
Constant omitted? omitted? -0.862*** omitted?
(0.114)
Year dummies yes yes yes yes
Observations 4,626 3,296 3,296 3,296
Number of groups 187 160 160 160
chi-square statistic 945267 4.718e+06 1.166e+06 1.246e+06
p value 0.000 0.000 0.000 0.000
R-squared 0.025 0.155 0.159 0.157

Driscoll-Kraay standard errors in parentheses

% n<0.01, ** p<0.05, * p<0.1
fConstant omitted by Stata
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Appendix Table B.2.2: Effect of trade interlinkages on the imposition of US sanctions (random-effects

models with time splines)

1) ) @) (4)
VARIABLES Sanctiondyad  Sanction dyad  Sanction dyad  Sanction dyad
US exports (logged) 0.002 -0.003 -0.002
(0.006) (0.010) (0.009)
US imports (logged) -0.006 -0.012%** -0.012***
(0.004) (0.003) (0.003)
Total US trade flows (logged) -0.014**
(0.006)
GDP per capita (logged) 0.020* 0.020* 0.018*
(0.0112) (0.0112) (0.010)
Population (logged) 0.013 0.014* 0.012*
(0.008) (0.008) (0.007)
Pilot-scale nuclear latency 0.010 0.006 0.008
(0.028) (0.028) (0.028)
Political terror 0.040** 0.042** 0.042**
(0.015) (0.018) (0.018)
Electoral democracy 0.122 0.123 0.126
(0.094) (0.094) (0.095)
Empowerment rights -0.010** -0.010** -0.011**
(0.004) (0.004) (0.004)
Military coup 0.085*** 0.084*** 0.083***
(0.024) (0.023) (0.023)
Armed conflict -0.033 -0.032
(0.025) (0.025)
One-sided violence 0.044* 0.042*
(0.023) (0.023)
time -0.226*** -0.255*** -0.254*** -0.254***
(0.018) (0.021) (0.021) (0.021)
time2 0.017*** 0.021*** 0.021*** 0.021***
(0.002) (0.002) (0.002) (0.002)
time3 -0.000*** -0.001*** -0.001*** -0.001***
(5.32e-05) (7.10e-05) (7.10e-05) (7.04e-05)
Constant 0.877*** 0.530** 0.510** 0.564***
(0.074) (0.198) (0.194) (0.167)
Observations 4,626 3,296 3,296 3,296
Number of groups 187 160 160 160
chi-square statistic 494.2 6020 9328 8457
p value 0.000 0.000 0.000 0.000
R-squared 0.521 0.544 0.545 0.544

Driscoll-Kraay standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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C Appendix to “Conform or Fiddle? Adjustment Strateqgies of

Sanction-Affected Enterprises”

C.1 Descriptive Statistics

Appendix Table C.1.1: Summary statistics

Variables Obs Mean Std. Dev. Min Max
(1) Firm size

(a) Small company 1,011 0.527 0.500 0 1

(b) Medium company 1,011 0.382 0.486 0 1

(c) Large company 1,011 0.091 0.288 0 1
(2) Number of foreign markets 608 3.288 0.903 1 4
(3) Years active on foreign markets 608 3.589 0.673 1 4
(4) Own entities in Russia 603 0.025 0.156 0 1
(5) Market dependency 192 2.682 1.326 1 5
(6) Cash reserves 176 2.886 1.110 1 5
(7) Administrative burdens 182 3.313 1.125 1 5
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Appendix Table C.1.2: Matrix of correlations

Variables (1a) (1b) (1c) (2) (3) (4) (5) (6) (7)
(1) Firm size
(@) Small company 1.000
(b) Medium company 1.000
(c) Large company 1.000
(2) Number of foreign markets -0.187 0.032 0.194 1.000
(3) Years active on foreign markets -0.188 0.134 0.061 0.367 1.000
(4) Own entities in Russia -0.115 -0.098 0.275 -0.059 -0.039 1.000
(5) Market dependency -0.021 -0.009 0.038 -0.095 -0.060 0.103 1.000
(6) Cash reserves 0.009 -0.102 0.122 0.010 0.139 0.087 0.095 1.000
(7) Administrative burdens -0.044 -0.029 0.095 0.216 0.154 0.140 0.040 0.182 1.000
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C.2 Robustness Checks

Appendix Table C.2.1: Logit models for individual adjustment strategies

@) ) ®) (4) ®)
VARIABLES Full conformance Proactive con- Challenge Defiance Avoidance
formance
Firm size
Medium company 0.353 0.785 -0.245 0.117 -0.521
(0.578) (0.494) (0.541) (0.660) (0.580)
Large company -0.009 0.306 0.142 0.578 0.014
(0.778) (0.656) (0.713) (0.868) (0.713)
International experience -0.368 0.894** 0.323 0.171 0.474
(0.465) (0.379) (0.417) (0.445) (0.437)
Own entities in Russia -1.951** 0.511 2.111%* 2.888*** -0.762
(0.913) (0.778) (0.918) (0.975) (1.312)
Market dependency -0.593*** 0.030 0.590*** 0.529** 0.510**
(0.209) (0.167) (0.195) (0.229) (0.204)
Cash reserves 0.146 0.021 -0.131 -0.195 -0.007
(0.227) (0.198) (0.206) (0.218) (0.215)
Administrative burdens 0.513** -0.035 -0.516** -0.468 -0.540**
(0.248) (0.196) (0.233) (0.294) (0.235)
Constant 0.133 -0.119 -0.418 -1.325 -0.723
(1.120) (0.951) (0.961) (1.382) (1.002)
Observations 93 104 104 104 104
F statistic 1.992 1.431 2.039 1.993 1.571
p value 0.0653 0.202 0.0577 0.0637 0.153
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Standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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Appendix Table C.2.2: Disentangling conformance strategies

Multinomial model Observations 93
with six possible outcomes F statistic 37.02
p value 0.000
@) B) @3) @) 5) ©)
VARIABLES Passive Passive Passive Passive Proactive Proactive
conformance AND proactive conformance AND proactive conformance conformance
(base outcome) conformance AND challenge conformance AND challenge
AND challenge
Firm size
Medium company 0.848 0.004 0.170 0.864 15.66***
(0.679) (1.453) (0.798) (2.197) (1.254)
Large company -0.377 1.727 -0.112 1.322 15.10%**
(1.087) (1.430) (1.149) (1.357) (1.979)
International experience 0.724 -0.544 1.609** 2.590* 0.627
(0.701) (1.052) (0.787) (1.376) (1.195)
Own entities in Russia 15.09%** 17.88*** 16.47%** 15.93*** 17.57%%*
(1.245) (1.452) (1.016) (1.509) (1.655)
Market dependency 0.125 1.152%** 0.488 -0.231 1.166**
(0.245) (0.402) (0.297) (0.381) (0.536)
Cash reserves -0.005 -0.738** -0.061 -0.217 -0.193
(0.314) (0.356) (0.290) (0.389) (0.363)
Administrative burdens -0.109 -1.094** -0.614** -0.301 -0.437
(0.289) (0.468) (0.296) (0.379) (0.759)
Constant -0.015 -0.141 0.521 -0.469 -18.55***
(1.429) (1.784) (1.458) (2.245) (4.570)

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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C.3 Analysis of Missing Values

Percentage of missing values
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on the EU sanctions
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Appendix Figure C.3.1: Percentage of missing values per survey item
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Appendix Table C.3.1: Matrix of correlations (missing values)

Variables (1) (2) (3) (4 (5) (6) (7)
(1) Firm size
(a) Small company 0.0430 0.0493 0.0499 -0.0068 -0.0071 -0.0041
(b) Medium company -0.0521 -0.0597 -0.0551 -0.0332 -0.0316 -0.0354
(c) Large company . 0.0134 0.0153 0.0064 0.0679 0.0656 0.0668
(2) Number of foreign markets -0.0872 . -0.1030 -0.1370 -0.0259 -0.0291 -0.0275
(3) Years active on foreign markets 0.0286 0.0248 . -0.0028 0.0383 0.0447 0.0329
(4) Own entities in Russia -0.0146 -0.0092 -0.0092 0.0663 0.0632 0.0647
(5) Market dependency -0.0333 . 0.0620 0.0721
(6) Cash reserves -0.1451 0.0078 . 0.0110
(7) Administrative burdens -0.1515 0.0175

rows: independent variables; columns: number of missing values in the respective variable

Sosudigug
P2103))\/-uonoues Jo saifisrens jusunsnlpy ;o1ppld 1o wojuo)) ,, 03 xipuaddy 9



097

Appendix Table C.3.2: Modelling the decision to challenge (separately for each independent variable)

(1) (2)
VARIABLES Conformance Conformance
(base outcome) AND challenge
Own entities in Russia 1.654*
(0.867)
Constant -0.738***
(0.213)
Observations 109
F statistic 3.639
p value 0.059
Market dependency 0.297**
(0.125)
Constant -1.494%**
(0.401)
Observations 163
F statistic 5.686
P value 0.018
Administrative burdens -0.213
(0.160)
Constant 0.157
(0.558)
Observations 153
F statistic 1.769
p value 0.186

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table C.3.3: Disentangling challenge strategies (separately for each independent variable)

(1) (2) 3) 4
VARIABLES Conformance Conformance Conformance Conformance
(base outcome) AND avoidance AND defiance AND defiance
AND avoidance

Own entities in Russia -12.49%** 3.135*** 1.056
(0.766) (0.969) (1.270)
Constant -1.526*** -2.442%%* -1.749%**
(0.286) (0.428) (0.314)
Observations 109
F statistic 255.02
p value 0.000
Market dependency 0.215 0.434** 0.361
(0.156) (0.197) (0.241)
Constant -1.871*** -3.475%** -3.084***
(0.496) (0.703) (0.816)
Observations 163
F statistic 2.386
p value 0.071
Administrative burdens -0.174 -0.0151 -0.450
(0.184) (0.275) (0.283)
Constant -0.626 -2.038** -0.433
(0.646) (0.988) (0.903)
Observations 153
F statistic 0.976
p value 0.406

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table C.3.4: Disentangling conformance strategies (separately for each independent variable)

(1) @) () (4) (5) (6)
VARIABLES Passive Passive Passive Passive Proactive Proactive
conformance AND proactive conformance AND proactive conformance conformance
(base outcome) conformance AND challenge conformance AND challenge
AND challenge
Own entities in Russia 14.16*** 16.80*** 15.28*** 15.23*** 16.11***
(1.041) (0.867) (0.771) (1.067) (1.121)
Constant 0.464* -1.482%** 0.0445 -0.606* -1.482%**
(0.273) (0.498) (0.300) (0.361) (0.498)
Observations 109
F statistic 219.12
p value 0.000
Market dependency -0.334* 0.627** -0.119 -0.515** 0.718*
(0.176) (0.258) (0.177) (0.228) (0.396)
Constant 1.144** -3.515%** 0.421 0.737 -4.566***
(0.531) (1.017) (0.562) (0.628) (1.624)
Observations 163
F statistic 4.550
p value 0.001
Administrative burdens 0.0871 -0.456 -0.165 -0.0826 0.0871
(0.231) (0.368) (0.206) (0.269) (0.510)
Constant 0.0622 0.275 0.769 -0.244 -1.975
(0.831) (1.165) (0.729) (0.947) (1.836)
Observations 153
F statistic 0.574
p value 0.720
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Standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1



D. Appendix to “Incentives and Coercion: How to Promote Democracy?”

D Appendix to “Incentives and Coercion: How to Promote

Democracy?”

D.1 Descriptive Statistics

Appendix Table D.1.1: Summary statistics

Variable Obs Mean Std.Dev. Min Max

(1) V-Dem Electoral Dem. Score 2019 0.547 0.254 0.023 0.949

(2) EU democratic sanction 2319 0.073 0.26 0 1

(3) US democratic sanction 2319 0.098 0.297 0 1

(4) EU civil society aid 1559 28.255 44.763 0 375.561
(5) EU public sector aid 1597 138.004 256.016 0.002 2959.598
(6) US civil society aid 1299 34.951 67.885 0 748.323
(7) US public sector aid d 1387 48.606 199.441 0 5972.847
(8) Total aid 1714 5.89e+08 1.09e+09 -8.75e+08 2.41e+10
(9) Military coup 2314 0.019 0.184 0 2

(10) GDP growth 2237 4.072 5.141 -62.076 54.158
(11) Population size 2303 3.56e+07 1.34e+08 9646 1.37e+09
(12) Trade with EU 2305 4.12e+10 1.21e+11 164000 1.31e+12
(13) Trade with US 2015 17721.58 64541.7 0 656000
(14) Armed conflict 2319 0.138 0.345 0 1

(15) One-sided violence 2319 0.039 0.194 0 1
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Appendix Table D.1.2: Matrix of correlations

Variables ) ) (©) (4) (©) (6) (@) (8) ) 100 (a1 (12 (13) (14 (19
(1) V-Dem Electoral Dem. Score 1.000

(2) EU democratic sanction -0.326  1.000

(3) US democratic sanction -0.374 0.686 1.000

(4) EU civil society aid -0.024 0.068 0.089 1.000

(5) EU public sector aid 0.013 -0.014 -0.011 0.328 1.000

(6) US civil society aid -0.080 0.013 0.018 0.647 0.334 1.000

(7) US public sector aid d -0.019 -0.055 -0.046 0.214 0.274 0.379 1.000

(8) Total aid -0.079 -0.021 0.014 0.443 0542 0558 0.792 1.000

(9) Military coup -0.051 0.197 0.160 -0.016 -0.021 -0.006 -0.010 -0.006 1.000

(10) GDP growth -0.088 -0.087 -0.088 0.050 0.068 0.095 0.031 0.101 -0.091 1.000

(11) Population size -0.034 0.180 0.157 0.173 0319 0.053 0.001 0.117 -0.019 0.117 1.000

(12) Trade with EU -0.090 0.221 0.179 0.005 0.320 -0.032 -0.014 0.011 -0.013 0.065 0.774 1.000

(13) Trade with US -0.032 0.176 0.143 -0.024 0.177 -0.037 0.016 -0.024 -0.019 0.042 0.630 0.792 1.000

(14) Armed conflict -0.134 0.085 0.104 0.370 0.190 0.347 0.201 0.317 0.028 0.026 0.174 0.060 -0.015 1.000
(15) One-sided violence -0.176 0312 0302 0.234 0.057 0.178 0.139 0.223 0.018 -0.102 0.032 0.002 0.026 0.341 1.000
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D.2 Robustness Checks

D. Appendix to “Incentives and Coercion: How to Promote Democracy?”

Appendix Table D.2.1: Average marginal effects of EU democratic sanctions on the V-Dem Electoral

Democracy Score for given values of EU aid flows (Table 6.3, Model 4)

@ )
VARIABLES EU democratic EU democratic
sanction sanction
1bn. at EU public sector aid=0 0.116*** EU civil society aid=0 -0.054**
(0.035) (0.027)
2. at EU public sector aid=1 0.097*** EU civil society aid=1 -0.017
(0.028) (0.017)
3._at EU public sector aid=2 0.078*** EU civil society aid=2 0.019*
(0.021) (0.011)
4._at EU public sector aid=3 0.059*** EU civil society aid=3 0.056***
(0.015) (0.015)
5. at EU public sector aid=4 0.040*** EU civil society aid=4 0.093***
(0.012) (0.024)
6. at EU public sector aid=5 0.021 EU civil society aid=5 0.129***
(0.013) (0.035)
7. at EU public sector aid=6 0.001 EU civil society aid=6 0.166***
(0.019) (0.046)
8._at EU public sector aid=7 -0.018
(0.025)
9. at EU public sector aid=8 -0.037
(0.032)
Observations 1,172 1,172
Average mar- Average mar-
ginal effects ginal effects
Delta-method Delta-method
cluster cluster

Standard errors clustered on potential targets in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.2: Average marginal effects of US democratic sanctions on the V-Dem Electoral

Democracy Score for given values of US aid flows (Table 6.4, Model 4)

1) )
VARIABLES US democratic US democratic
sanction sanction
1bn._at US public sector aid=0 0.067*** US civil society aid=0 -0.005
(0.020) (0.020)
2. at US public sector aid=1 0.050*** US civil society aid=1 0.005
(0.015) (0.015)
3. at US public sector aid=2 0.032*** US civil society aid=2 0.015
(0.012) (0.011)
4, at US public sector aid=3 0.015 US civil society aid=3 0.025**
(0.010) (0.0112)
5. at US public sector aid=4 -0.003 US civil society aid=4 0.035**
(0.011) (0.014)
6. at US public sector aid=5 -0.021 US civil society aid=5 0.045**
(0.015) (0.020)
7._at US public sector aid=6 -0.038** US civil society aid=6 0.055**
(0.019) (0.026)
8. at US public sector aid=7 -0.056** US civil society aid=7 0.065**
(0.024) (0.033)
9. at US public sector aid=8 -0.073**
(0.030)
10._at US public sector aid=9 -0.091***
(0.035)
Observations 952 952
Average marginal Average marginal
effects effects
Delta-method Delta-method
cluster cluster

Standard errors clustered on potential targets in parentheses
Kk p<(')_0:|_7 *%k p<005, * p<01
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Appendix Table D.2.3: Effect of EU aid flows and EU democratic sanctions on the V-Dem Civil Society

Index
1) ) ©) (4)
VARIABLES Change in V-Dem Change in V-Dem Change in V-Dem Change in V-Dem
Civil Society In-  Civil Society In-  Civil Society In-  Civil Society In-
dex dex dex dex
EU democratic sanction 0.010 0.011 0.010 0.004
(0.008) (0.008) (0.008) (0.008)
EU public sector aid -0.000 -0.004* -0.003 -0.002
(0.001) (0.002) (0.002) (0.002)
EU civil society aid -0.004 -0.005 -0.004 -0.005
(0.003) (0.003) (0.003) (0.004)
Total aid -0.005* -0.006
(0.003) (0.004)
Military coup -0.023
(0.016)
GDP growth 0.001
(0.002)
Change in population size 0.088
(0.625)
Change in trade with EU -0.002
(0.004)
Armed conflict -0.012**
(0.006)
One-sided violence 0.010
(0.007)
Constant 0.009* 0.012* 0.010** 0.132
(0.005) (0.006) (0.049) (0.082)
Observations 1,316 1,316 1,297 1,172
R-squared (within) 0.005 0.025 0.027 0.043
R-squared (between) 0.057 0.040 0.019 0.034
R-squared (overall) 0.009 0.018 0.015 0.020
Number of potential targets 128 128 128 125
F statistic 1.913 1.600 1.527 1.577
p value 0.131 0.093 0.110 0.069
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.4: Effect of US aid flows and US democratic sanctions on the V-Dem Civil Society Index

1) ) ®) (4)
VARIABLES Change in V-Dem Change in V-Dem Change in V-Dem Change in V-Dem
Civil Society In-  Civil Society In-  Civil Society In-  Civil Society In-
dex dex dex dex
US democratic sanction 0.012* 0.012* 0.014** 0.005
(0.007) (0.007) (0.007) (0.006)
US public sector aid -0.003** -0.003** -0.002* -0.001
(0.001) (0.001) (0.001) (0.002)
US civil society aid 0.000 0.000 0.002 0.001
(0.003) (0.003) (0.003) (0.003)
Total aid -0.010** -0.009**
(0.004) (0.004)
Military coup -0.038**
(0.016)
GDP growth -0.000
(0.002)
Change in population size -0.692*
(0.354)
Change in trade with US 0.000
(0.002)
Armed conflict -0.014**
(0.006)
One-sided violence 0.014
(0.009)
Constant 0.005 0.006 0.200*** 0.189**
(0.005) (0.006) (0.076) (0.088)
Observations 1,098 1,098 1,080 952
R-squared (within) 0.006 0.028 0.036 0.065
R-squared (between) 0.048 0.031 0.010 0.042
R-squared (overall) 0.008 0.026 0.019 0.034
Number of potential targets 125 125 125 119
F statistic 4.251 1.979 1.942 1.906
p value 0.007 0.032 0.031 0.020
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.5: Effect of EU aid flows interacted with EU democratic sanctions on the VV-Dem Civil

Society Index

oy ) @) (4)
VARIABLES Change in V-Dem Change in V-Dem Change in V-Dem Change in V-Dem
Civil Society Civil Society Civil Society Civil Society
Index Index Index Index
EU democratic sanction 0.010 0.007 0.003 0.003
(0.016) (0.017) (0.017) (0.019)
EU public sector aid 0.001 -0.002 -0.001 -0.001
(0.001) (0.002) (0.002) (0.002)
EU democratic sanction * -0.011** -0.011** -0.011** -0.011**
public sector aid (0.005) (0.005) (0.005) (0.005)
EU civil society aid -0.006** -0.007** -0.006* -0.005
(0.003) (0.004) (0.003) (0.004)
EU democratic sanction * 0.015** 0.016** 0.018** 0.015**
civil society aid (0.007) (0.007) (0.008) (0.007)
Total aid -0.006** -0.007*
(0.003) (0.004)
Military coup -0.023
(0.016)
GDP growth 0.001
(0.002)
Change in population size 0.102
(0.625)
Change in trade with EU -0.002
(0.004)
Armed conflict -0.012*
(0.006)
One-sided violence 0.008
(0.007)
Constant 0.009 0.012* 0.132** 0.140*
(0.005) (0.006) (0.057) (0.083)
Observations 1,316 1,316 1,297 1,172
R-squared (within) 0.011 0.032 0.035 0.048
R-squared (between) 0.079 0.056 0.027 0.044
R-squared (overall) 0.017 0.025 0.019 0.026
Number of potential targets 128 128 128 125
F statistic 2.011 1.573 1517 1.570
p value 0.081 0.090 0.104 0.064
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.6: Effect of US aid flows interacted with US democratic sanctions on the V-Dem Civil

Society Index

1) ) ®) (4)
VARIABLES Change in V-Dem Change in V-Dem Change in V-Dem Change in V-Dem
Civil Society Civil Society Civil Society Civil Society
Index Index Index Index
US democratic sanction -0.009 -0.009 -0.008 -0.008
(0.015) (0.014) (0.012) (0.012)
US public sector aid -0.002 -0.003* -0.001 -0.002
(0.001) (0.001) (0.002) (0.002)
US democratic sanction * -0.005 -0.005* -0.006* 0.003
public sector aid (0.003) (0.003) (0.003) (0.003)
US civil society aid -0.002 -0.003 -0.001 0.000
(0.003) (0.003) (0.003) (0.003)
US democratic sanction * 0.011* 0.011** 0.011** 0.002
civil society aid (0.006) (0.005) (0.005) (0.005)
Total aid -0.010*** -0.009**
(0.004) (0.004)
Military coup -0.038**
(0.016)
GDP growth -0.001
(0.002)
Change in population size -0.702*
(0.355)
Change in trade with US 0.001
(0.002)
Armed conflict -0.014**
(0.006)
One-sided violence 0.015*
(0.009)
Constant 0.009 0.010* 0.208*** 0.193**
(0.006) (0.006) (0.075) (0.089)
Observations 1,098 1,098 1,080 952
R-squared (within) 0.011 0.033 0.042 0.066
R-squared (between) 0.036 0.028 0.011 0.039
R-squared (overall) 0.011 0.027 0.020 0.033
Number of potential targets 125 125 125 119
F statistic 2.949 1.687 1.787 1.769
p value 0.015 0.066 0.044 0.030
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.7: Effect of EU and US aid flows interacted with democratic sanctions on the V-Dem

Electoral Democracy Score and the V-Dem Civil Society Index, excluding aid sanctions

(1) (2 3 4
VARIABLES Change in V- Change in V- Change in V- Change in V-
Dem Electoral Dem Dem Electoral Dem
Democracy Score  Civil Society In-  Democracy Score  Civil Society In-
(EV) dex (Us) dex
(EV) (Us)
EU/US democratic sanction 0.001 0.014 0.004 -0.013
(0.013) (0.019) (0.018) (0.016)
EU/US public sector aid -0.000 -0.001 -0.002 -0.002
(0.002) (0.002) (0.003) (0.002)
EU/US democratic sanction * -0.008 -0.012** -0.008** -0.004
public sector aid (0.006) (0.005) (0.004) (0.003)
EU/US civil society aid -0.002 -0.007* 0.000 -0.001
(0.003) (0.003) (0.002) (0.003)
EU/US democratic sanction * 0.016* 0.019** 0.008 0.013**
civil society aid (0.009) (0.008) (0.007) (0.006)
Total aid -0.002 -0.007** -0.002 -0.011***
(0.003) (0.003) (0.004) (0.004)
Constant 0.044 0.141** 0.061 0.215***
(0.053) (0.060) (0.069) (0.077)
Observations 1,297 1,297 1,080 1,080
R-squared (within) 0.020 0.037 0.028 0.044
R-squared (between) 0.022 0.031 0.006 0.012
R-squared (overall) 0.014 0.019 0.017 0.020
Number of potential targets 128 128 125 125
F statistic 1.760 1.648 1.442 1.686
p value 0.044 0.066 0.138 0.062
Year dummies yes yes yes yes

Standard errors clustered on potential targets in parentheses

*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.8: Average marginal effects of non-aid EU democratic sanctions on the V-Dem

Electoral Democracy Score for given values of EU aid flows (Appendix Table D.2.7, Model 1)

1) )
VARIABLES EU democratic EU democratic
sanction sanction
1bn._at EU public sector aid=0 0.041* EU civil society aid=0 -0.030
(0.023) (0.027)
2. at EU public sector aid=1 0.033* EU civil society aid=1 -0.015
(0.017) (0.019)
3. at EU public sector aid=2 0.025** EU civil society aid=2 0.001
(0.012) (0.012)
4, at EU public sector aid=3 0.017** EU civil society aid=3 0.017*
(0.009) (0.009)
5. at EU public sector aid=4 0.009 EU civil society aid=4 0.032**
(0.009) (0.013)
6._at EU public sector aid=5 0.002 EU civil society aid=5 0.048**
(0.013) (0.021)
7._at EU public sector aid=6 -0.006 EU civil society aid=6 0.063**
(0.018) (0.029)
8. at EU public sector aid=7 -0.014
(0.024)
9. at EU public sector aid=8 -0.022
(0.030)
Observations 1,297 1,297
Average mar- Average mar-
ginal effects ginal effects
Delta-method Delta-method
cluster cluster

Standard errors clustered on potential targets in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.9: Effect of alternative EU aid flows (aid per GDP, aid per GDP per capita, aid per

capita) interacted with EU democratic sanctions on the V-Dem Electoral Democracy Score

1) ) ®)
VARIABLES Change in V-Dem Change in V-Dem Change in V-Dem
Electoral Dem. Score  Electoral Dem. Score  Electoral Dem. Score
EU democratic sanction 0.392*** 0.129*** 0.282***
(0.103) (0.034) (0.076)
EU public sector aid per GDP -0.000
(0.001)
EU democratic sanction * -0.010**
public sector aid per GDP (0.005)
EU civil society aid per GDP -0.001
(0.002)
EU democratic sanction * 0.027***
civil society aid per GDP (0.008)
EU public sector aid per GDP p.c. -0.000
(0.001)
EU democratic sanction * -0.013**
public sector aid per GDP p.c. (0.006)
EU civil society aid per GDP p.c. -0.002
(0.002)
EU democratic sanction * 0.029***
civil society aid per GDP p.c. (0.009)
EU public sector aid per capita -0.000
(0.001)
EU democratic sanction * -0.012**
public sector aid per capita (0.006)
EU civil society aid per capita -0.001
(0.002)
EU democratic sanction * 0.028***
civil society aid per capita (0.008)
Total aid -0.001 -0.002 -0.002
(per GDP | per GDP p.c. | per capita) (0.003) (0.003) (0.003)
Military coup -0.025*** -0.025*** -0.026***
(0.009) (0.009) (0.009)
GDP growth 0.002 0.003 0.002
(0.002) (0.002) (0.002)
Change in population size 0.303 0.318 0.288
(0.476) (0.477) (0.472)
Change in trade with EU -0.001 -0.001 -0.001
(0.003) (0.003) (0.003)
Armed conflict -0.015* -0.014* -0.015*
(0.008) (0.008) (0.008)
One-sided violence 0.010 0.009 0.010
(0.012) (0.011) (0.012)
Constant -0.046 0.001 -0.020
(0.054) (0.049) (0.042)
Observations 1,169 1,169 1,172
R-squared (within) 0.112 0.108 0.102
R-squared (between) 0.053 0.069 0.050
R-squared (overall) 0.072 0.068 0.062
Number of potential targets 124 124 125
F statistic 2.851 2411 2.476
p value 0.000 0.001 0.001
Year dummies yes yes yes

Standard errors clustered on potential targets in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.10: Effect of alternative US aid flows (aid per GDP, aid per GDP per capita, aid per

capita) interacted with US democratic sanctions on the V-Dem Electoral Democracy Score

oy ) ®)
VARIABLES Change in V-Dem Change in V-Dem Change in V-Dem
Electoral Dem. Score  Electoral Dem. Score  Electoral Dem. Score
US democratic sanction 0.092 0.014 0.028
(0.080) (0.020) (0.047)
US public sector aid per GDP -0.000
(0.002)
US democratic sanction * -0.007**
public sector aid per GDP (0.003)
US civil society aid per GDP -0.001
(0.001)
US democratic sanction * 0.010**
civil society aid per GDP (0.004)
US public sector aid per GDP p.c. 0.000
(0.002)
US democratic sanction * -0.010***
public sector aid per GDP p.c. (0.004)
US civil society aid per GDP p.c. -0.000
(0.001)
US democratic sanction * 0.008**
civil society aid per GDP p.c. (0.004)
US public sector aid per capita 0.000
(0.002)
US democratic sanction * -0.009**
public sector aid per capita (0.004)
US civil society aid per capita -0.001
(0.001)
US democratic sanction * 0.009**
civil society aid per capita (0.004)
Total aid -0.004 -0.004 -0.004
(per GDP | per GDP p.c. | per capita) (0.004) (0.004) (0.004)
Military coup -0.029** -0.029*** -0.029**
(0.011) (0.0112) (0.0112)
GDP growth -0.000 -0.000 -0.000
(0.002) (0.002) (0.002)
Change in population size -0.513* -0.487* -0.502*
(0.289) (0.283) (0.286)
Change in trade with US -0.000 -0.001 -0.000
(0.002) (0.002) (0.002)
Armed conflict -0.016* -0.016* -0.016*
(0.009) (0.009) (0.009)
One-sided violence 0.013 0.013 0.013
(0.013) (0.013) (0.013)
Constant -0.015 0.080 0.035
(0.047) (0.055) (0.035)
Observations 951 951 952
R-squared (within) 0.094 0.093 0.093
R-squared (between) 0.000 0.011 0.011
R-squared (overall) 0.030 0.033 0.043
Number of potential targets 118 118 119
F statistic 2.620 3.124 2.610
p value 0.001 0.000 0.001
Year dummies yes yes yes

Standard errors clustered on potential targets in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.11: Effect of EU and US aid flows interacted with EU and US democratic sanctions on

the VV-Dem Electoral Democracy Score

1) ) ®) (4)
VARIABLES Change in V- Change in V- Change in V- Change in V-
Dem Electoral Dem Electoral Dem Electoral Dem Electoral
Democracy Democracy Democracy Democracy
Score Score Score Score
EU democratic sanction -0.003 -0.002 -0.004 -0.003
(0.044) (0.043) (0.043) (0.043)
EU public sector aid 0.000 0.002 0.005* 0.003
(0.001) (0.003) (0.003) (0.003)
EU democratic sanction * -0.017* -0.018* -0.019** -0.022**
public sector aid (0.009) (0.009) (0.009) (0.010)
EU civil society aid -0.006* -0.006** -0.005 -0.003
(0.003) (0.003) (0.003) (0.003)
EU democratic sanction * 0.027** 0.028** 0.030*** 0.044***
civil society aid (0.011) (0.011) (0.0112) (0.012)
US democratic sanction 0.030 0.028 0.028 0.030
(0.026) (0.026) (0.025) (0.028)
US public sector aid 0.001 -0.000 -0.000 0.001
(0.002) (0.002) (0.002) (0.002)
US democratic sanction * -0.016*** -0.016*** -0.016*** -0.015***
public sector aid (0.006) (0.006) (0.006) (0.005)
US civil society aid -0.000 -0.001 -0.001 -0.000
(0.002) (0.002) (0.002) (0.002)
US democratic sanction * 0.009 0.009 0.009 0.009
civil society aid (0.007) (0.007) (0.007) (0.007)
Total aid -0.005 -0.004
(0.003) (0.004)
Military coup -0.026**
(0.0112)
GDP growth 0.001
(0.002)
Change in population size -0.472*
(0.283)
Change in trade with US -0.005
(0.005)
Armed conflict -0.019**
(0.009)
One-sided violence 0.008
(0.012)
Constant 0.011 0.015* 0.111* 0.094
(0.008) (0.009) (0.064) (0.073)
Observations 1,092 1,092 1,074 972
R-squared (within) 0.060 0.072 0.076 0.145
R-squared (between) 0.039 0.035 0.022 0.075
R-squared (overall) 0.033 0.040 0.037 0.070
Number of potential targets 125 125 125 122
F statistic 2.493 1.850 1.986 3.418
p value 0.009 0.024 0.012 0.000
Year dummies no yes yes yes

Standard errors clustered on potential targets in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Appendix Table D.2.12: Average marginal effects of US democratic sanctions on the V-Dem Electoral

Democracy Score for given values of US aid flows (Appendix Table D.2.11, Model 4)

1) )
VARIABLES US democratic US democratic
sanction sanction
1bn._at US public sector aid=0 0.055*** US civil society aid=0 -0.008
(0.019) (0.028)
2. at US public sector aid=1 0.040*** US civil society aid=1 0.001
(0.015) (0.022)
3. at US public sector aid=2 0.025* US civil society aid=2 0.011
(0.013) (0.016)
4, at US public sector aid=3 0.010 US civil society aid=3 0.020*
(0.013) (0.0112)
5. at US public sector aid=4 -0.005 US civil society aid=4 0.029***
(0.015) (0.0112)
6. at US public sector aid=5 -0.020 US civil society aid=5 0.038***
(0.018) (0.014)
7._at US public sector aid=6 -0.035 US civil society aid=6 0.048**
(0.022) (0.020)
8. at US public sector aid=7 -0.050* US civil society aid=7 0.057**
(0.026) (0.026)
9. at US public sector aid=8 -0.064** US civil society aid=8 0.066**
(0.031) (0.033)
10._at US public sector aid=9 -0.079** US civil society aid=9 0.076*
(0.035) (0.040)
Observations 972 972
Average mar- Average mar-
ginal effects ginal effects
Delta-method Delta-method
cluster cluster

Standard errors clustered on potential targets in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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This dissertation is based on four research papers. Three articles of this cumulative dissertation
were realized in collaboration with other scholars involved in the EUSANCT research project
(DFG/NCN Beethoven: UMO-2014/15/G/HS5/04845, DFG code: 749/15). Hereafter, | state

my research contributions for each of the three co-authored chapters.

Chapter 3: How Many Hands to Make Sanctions Work? Comparing EU and US

Sanctioning Efforts

Patrick M. Weber and Gerald Schneider (2019a)

For this article, | developed the game-theoretic model and the research design, tested
the resulting hypotheses empirically, and drafted the paper. The framing of the research
question, writing the literature review, and the constant revisions of the article is joint work
with Gerald Schneider.

Chapter 5: Conform or Fiddle? Adjustment Strategies of Sanction-Affected Enterprises

Patrick M. Weber and Beata Stepien (2019)

I co-created the concept of this article, developed the clash between sanctions as political
risk and economic opportunity, conducted the empirical analysis of companies’ adjustment
strategies, and analyzed the political implications of these strategies. Moreover, | contributed
to this article by writing parts of the introduction as well as the conclusion and editing the paper.

Chapter 6: Incentives and Coercion: How to Promote Democracy?

Paulina Pospieszna and Patrick M. Weber (2019)

As co-author, | performed the statistical analysis and wrote the empirical section of this
article. In addition, I contributed to the development of the research question and the related
hypotheses. Finally, | wrote parts of the introduction as well as the conclusion and edited the
paper at the different stages of development.
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