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This article explores the macroeconomic impact of the sanctions regime imposed on
the Russian Federation over the decade starting in 2014. Triggered by geopolitical
conflicts, these sanctions targeted critical sectors such as finance, energy, defense,
and technology, leading to significant structural adjustments within the Russian
economy. Through an analysis of key indicators—including GDP growth, inflation,
trade balances, and currency stability—this paper evaluates the short- and long-term
economic consequences of sustained international pressure. The findings suggest
that while sanctions contributed to initial economic contraction and financial
instability, Russia gradually adapted through strategic fiscal policies, import
substitution, and realignment of trade partnerships, particularly with non-Western
economies. Despite these adjustments, the sanctions have led to slower economic
growth, reduced foreign investment, and technological stagnation. This retrospective
analysis offers insight into the effectiveness of sanctions as a policy tool and the
resilience mechanisms of a major global economy under sustained economic
isolation.
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1. Introduction

In 2014, the imposition of comprehensive economic sanctions on the Russian Federation by the United
States, the European Union, and several other Western nations marked the beginning of a protracted period of
international economic isolation. These sanctions, which were initially a response to Russia’s annexation of
Crimea, have since been expanded and intensified, particularly following the geopolitical events of 2022.
Targeting critical sectors such as energy, finance, defense, and technology, these measures have reshaped
Russia’s economic landscape in profound ways. This article seeks to explore the macroeconomic impact of
these sanctions over the past decade, analyzing both the immediate and long-term consequences on key
economic indicators, including GDP growth, inflation, trade balances, foreign direct investment (FDI) inflows
and exchange rate volatility.
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While sanctions are a common tool of international diplomacy, their long-term effects on large,
resource-rich economies like Russia are complex and multifaceted. On one hand, sanctions have disrupted
traditional trade relations, hindered foreign direct investment, and spurred inflationary pressures. On the other,
Russia has demonstrated resilience through a combination of fiscal adjustments, import substitution policies,
and the development of alternative trade partnerships, particularly with non-Western countries. This article
examines how these adaptive strategies have shaped the Russian economy, with a focus on the challenges and
opportunities presented by a decade of sanctions.

This paper investigates the extent to which sanctions have driven structural change in the Russian
economy. It also evaluates the effectiveness of these measures as a geopolitical tool, considering both the
immediate disruptions and the longer-term economic realignments that have occurred. Ultimately, the paper
aims to provide a comprehensive understanding of how sustained economic pressure has impacted Russia’s
macroeconomic trajectory and its global economic positioning.

2. Literature Review

Economic sanctions have long been a tool of international policy, yet their efficacy, particularly in the
context of large and resource-rich economies like Russia, remains a subject of intense debate. The literature
on sanctions often examines their immediate effects on target economies—such as inflation, GDP contraction,
and currency instability—but less attention has been paid to the long-term structural changes they induce. This
section provides a review of the key theoretical frameworks and empirical studies that have addressed the
impacts of sanctions on Russia’s economy, with a focus on both short- and long-term consequences.

The theoretical foundation of sanctions rests on the idea that economic pressure can force policy
changes by diminishing a state’s economic well-being and increasing domestic political pressures. The
sanctions imposed on Russia in 2014, coupled with a sharp drop in oil prices, put significant pressure on the
ruble, causing inflation to surge, market instability, and concerns about financial stability. In its 2015 report,
the IMF predicted that Russia would face a short-term recession, driven by a decline in domestic demand due
to falling real wages, higher capital costs, and reduced confidence. The escalation of geopolitical tensions was
identified as the primary risk to the economic outlook. (IMF, 2015). Viktorov and Abramov contend that these
sanctions were relatively moderate, as Russia continued to have access to the international SWIFT payment
system, foreign investors were not prohibited from purchasing Russian domestic sovereign debt securities, and
no oil embargo was imposed on trade with Russia (Viktorov & Abramov, 2019).

In the years following the initial shocks, Russia began to adapt to the sanction regime. In his book,
called "Russia’s Response to Sanctions: How Western Economic Statecraft Is Reshaping Political Economy
in Russia’, Connolly supports the idea that sanctions initially caused disruption but their effects on targeted
sectors quickly diminished due to Russian authorities' strategic response. He believes that Russia’s
countermeasures, acted as a catalyst for structural change, a shift towards greater dependence on domestic
resources (Russification) and the creation of a more diversified foreign economic strategy, with a growing
emphasis on building stronger relations with non-Western nations (Connolly, 2018).

The sanctions imposed on Russia in 2022 were significantly more severe and comprehensive than
those enacted in 2014. While the 2014 measures primarily targeted specific individuals, financial institutions,
and certain sectors like defense and energy, they left major components of the Russian economy—such as
access to the SWIFT payment system and oil exports—Iargely intact. In contrast, the 2022 sanctions, triggered
by Russia's full-scale invasion of Ukraine, included sweeping restrictions such as disconnecting major Russian
banks from the Society for Worldwide Interbank Financial Telecommunication (SWIFT), freezing a large part
of the Central Bank of Russia’s foreign-exchange reserves, imposing broad export controls on critical
technologies, and enacting bans on Russian oil and gas imports by key Western economies. This new wave of
sanctions reflected unprecedented international coordination and aimed to isolate Russia from global financial
and trade systems to a far greater extent than in 2014.

Bali, Rapelanoro, and Pratson examine the indirect macroeconomic impacts of Western sanctions on
Russia following its annexation of Crimea and involvement in Eastern Ukraine. Utilizing a structural vector
autoregressive (SVAR) model with time-varying sanction indices, the authors move beyond traditional binary
approaches to assess how sanctions influence key economic variables. Their findings reveal that sanctions
affect Russia's GDP indirectly by impacting inflation, interest rates, and the exchange rate—a process they
term the "sanction transmission mechanism (Bali et al, 2024).
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There is a growing body of work that questions the overall effectiveness of sanctions as a tool of
international policy. In his 1997 article "Why Economic Sanctions Do Not Work," political scientist Robert A.
Pape argues that economic sanctions are largely ineffective as a tool of foreign policy. He contends that
sanctions often fail because they do not impose sufficient pressure on the targeted regime to compel
compliance, and they can inadvertently strengthen the resolve of the sanctioned government by rallying
domestic support against external threats. Pape concludes that policymakers should be cautious in relying on
sanctions and consider alternative strategies for achieving foreign policy objectives (Pape, 1997).

Daniel W. Drezner's 2011 essay, "Sanctions Sometimes Smart: Targeted Sanctions in Theory and
Practice,” critically examines the concept of "smart sanctions,” which are designed to target specific
individuals, entities, or sectors within a country to minimize broader humanitarian impacts. While these
sanctions aim to address the shortcomings of comprehensive trade sanctions, Drezner argues that there is no
consistent evidence demonstrating their effectiveness in achieving desired political outcomes (Drezner, 2011)

In Russia’s case, Gaddy and Ickes believe that sanctions ultimately strengthen Putin’s control over
Russia’s economy and political landscape. They undermine the more independent and modern sectors of the
Russian economy while consolidating Putin's power. Instead of weakening his leadership, sanctions serve to
rally the public in support of him, diminishing the influence of liberal political forces in Russia. The authors
argue that the current strategy of using sanctions and isolation will not only fail to halt Putin's actions in
Ukraine but also hinder Russia's long-term development as a modern, globally integrated nation. This
approach, they contend, makes it more difficult to achieve the broader goal of fostering a more democratic and
open Russia (Gaddy & Ickes, 2014). Analyzing the impact of sanctions on Russia, Floudas also concludes that
the effects on the Russian economy have been less severe than anticipated, and the structure has proven more
robust than all initial forecasts predicted, the Central Bank of Russia playing a pivotal role in stabilising the
economy (Floudas, 2023).

On the other hand, Anders Aslund argues that the Western sanctions imposed on Russia since 2014
have had a substantial effect on the country's economy. The most significant impact stemmed from financial
sanctions, which restricted Russia's access to Western capital markets, resulting in a marked reduction in
foreign debt and a decline in investment. In contrast, the economic impact on the West was minimal, with
Russian countersanctions having limited effects on EU economies, and European exporters largely maintaining
their market share in Russia. Nevertheless, the broader and more systemic consequence of these sanctions has
been a growing economic divide between Russia and global markets. The sanctions have reinforced state
control, empowered Kremlin-aligned elites, and led to capital flight, further isolating Russia from the global
economy (Aslund, 2019).

The literature suggests a complex interplay between sanctions and economic resilience in Russia.
While sanctions have undoubtedly led to short-term economic hardship, Russia has demonstrated a significant
capacity for adaptation through structural changes in its economy. However, these adaptations have come at
the cost of slower economic growth, technological stagnation, and increased political centralization. This
literature review underscores the need for further empirical analysis to assess the full extent of sanctions’
impact, particularly with regard to their long-term effects on Russia’s macroeconomic performance and its
global economic positioning.

3. Methodology

This article employs a mixed-methods research design to examine the macroeconomic impacts of
sanctions imposed on Russia starting from 2014. It integrates qualitative comparative analysis (QCA) with
guantitative macroeconomic data to deliver a comprehensive, multidimensional evaluation of the sanctions'
effects over time.

The qualitative analysis draws on key policy documents, academic literature, and reports from
institutions such as the International Monetary Fund (IMF), World Bank, Organisation for Economic Co-
operation and Development (OECD), European Council, European Commission, Council of Europe and the
Russian Government to trace changes in economic policy, institutional adaptations, and structural
transformations within the Russian economy. Particular attention is given to Russia’s trade diversification
strategies, including its growing economic ties with non-Western partners such as China, India, and members
of the Eurasian Economic Union.
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The quantitative component focuses on key macroeconomic indicators—GDP growth, inflation, trade
balance, foreign direct investment (FDI), and exchange rate volatility—to assess the direct economic effects
of sanctions. GDP growth serves as an overarching measure of economic performance, while inflation is used
to capture immediate price effects and monetary instability. Trade and FDI indicators offer insights into the
changing dynamics of Russia’s external economic relations, and exchange rate volatility illustrates the
pressures on the ruble arising from financial restrictions.

Data are sourced from reputable institutions including the IMF, World Bank, Central Bank of Russia
(CBR) and United Nations Conference on Trade and Development (UNCTAD). A 10-year time-series analysis
facilitates a comparative assessment of economic patterns before and after the two major sanction periods—
2014 and 2022—enabling the identification of both short-term impacts and long-term structural trends.

By integrating qualitative insights with empirical macroeconomic data, the methodology aims to
capture both the direct economic outcomes and the broader structural consequences of a decade of sanctions
on Russia’s economic trajectory.

4. Sanction Measures Against Russia

Russia is currently the most sanctioned country in the world. According to the most recent data, Russia
faces over 20,000 sanctions targeting individuals, entities, vessels, and aircraft. This number surpasses that of
Iran, which has approximately 5,000 sanctions, and significantly exceeds the sanctions imposed on countries
like Syria, North Korea, Belarus and Venezuela (Forbes Georgia, 2024).

The imposition of sanctions against Russia began in 2012 with the passage of the Magnitsky Act, which
targeted a list of individuals implicated in the murder of Sergei Magnitsky (CONGRESS.GQV, 2012). This
initial focus on individual sanctions expanded in 2014 following Russia's annexation of Crimea, leading to the
imposition of economic sanctions, including restrictions on trade and cooperation in military and technological
sectors.

Immediately following the annexation of Crimea, the G7 countries—Canada, France, Germany, Italy,
Japan, the United Kingdom, and the United States—collectively decided to suspend their participation in the
G8. This decision was made in response to Russia’s actions, which were deemed inconsistent with the
principles upheld by the group. The G7 members emphasized that meaningful dialogue within the G8
framework could not continue under the prevailing geopolitical circumstances. As a result, they announced
that future meetings would proceed in the G7 format until such time as the international environment allowed
for a constructive and principled engagement with Russia (European Commission, 2014). Also, as a direct
response to Russia's actions in Ukraine and the illegal annexation of Crimea, on April 10, 2014, the
Parliamentary Assembly of the Council of Europe (PACE) adopted a resolution suspending the voting rights
of the Russian delegation, along with their rights to participate in the assembly’s governing bodies and election
monitoring missions (Council of Europe, 2014).

By February 2022, Russia had faced approximately 2,700 sanctions. However, more than 80% of the
current sanctions were enacted in response to Russia’s full-scale invasion of Ukraine. Sanctions have been
levied by around 50 countries, predominantly led by the United States, European Union and Canada (Forbes
Georgia, 2024).

On March 2, 2022, in coordination with the United States and the United Kingdom, the European
Union agreed to exclude several key Russian financial institutions from the SWIFT system, the principal global
platform for secure financial messaging. This measure, which came into effect on March 12, 2022, was
intended to significantly hinder the ability of these banks to conduct rapid and efficient international financial
transactions. Additional banks were subsequently added to the sanctions list in later rounds. On the same day,
the European Union also adopted further restrictive measures, including a ban on investments in projects co-
financed by the Russian Direct Investment Fund and a prohibition on the export of euro-denominated
banknotes to Russia (European Comission, 2022a).

Following this decision, the United States, European Union, Canada, United Kingdom, Japan, and
Australia revoked Russia’s "most-favoured-nation” (MFN) trade status—a designation that ensures equal
trading rights, including low tariffs and minimal trade restrictions. In response, most of these countries opted
to significantly raise tariffs on a wide range of Russian imports. However, the European Union chose a
different approach by imposing targeted sanctions rather than adjusting tariff rates, implementing
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comprehensive bans on specific imports and exports—a strategy considered more immediate and impactful.
This coordinated policy shift was designed to intensify economic pressure on Russia, curtail its access to key
markets, and undermine its financial capacity to sustain military operations in Ukraine (European Comission,
2022b).

On March 16, 2022, following 26 years of membership, Russia was formally expelled from the
Council of Europe, becoming the first state in the organization’s history to be removed (Council of Europe,
2022). As a result of this expulsion, Russia forfeited its participation in all institutional bodies of the Council,
including the Parliamentary Assembly of the Council of Europe (PACE) and the European Court of Human
Rights (ECtHR).

As of July 2024, up to 7,000 legal entities and 13,000 individuals were under sanction, which include
measures such as travel bans, trade embargoes, cessation of investments, freezing of international reserves,
prohibitions on the purchase of Russian government bonds, exclusion of Russian banks from SWIFT, and
sanctions against Russian scientists, athletes, and artists (Forbes Georgia, 2024). This process remains
ongoing, with the number of sanctions steadily increasing, aimed at weakening Russia's industrial and military
capacities, reducing state revenues, and applying sustained economic pressure.

The table below highlights the main differences between the sanctions imposed on Russia from the
annexation of Crimea in 2014 up to the period preceding Ukraine’s full-scale invasion, and those implemented
following Russia’s full-scale invasion of Ukraine in February 2022.

Table 1: Comparison of sanctions imposed on Russia: 2014-2022 vs. post-2022 full-scale invasion

Sanctions (2014-2022)

Sanctions (Post-2022)

Triggering Event

Annexation of Crimea and
intervention in Eastern Ukraine

Full-scale invasion of Ukraine in February 2022

Scope

Sectoral and targeted sanctions

(individuals, select entities)

Comprehensive, economy-wide sanctions with
global reach

Financial Measures

Partial access restrictions to Western
capital markets for select banks and
companies

Exclusion of major banks from SWIFT, freezing
of large Central Bank reserves

Energy Sector

Restrictions on offshore Arctic energy
projects and technology exports

Bans and price caps on oil and gas exports, halt of
new Western investments in energy

Export Controls

Limited to dual-use technologies and
military-grade equipment

Broad export bans including semiconductors,
aerospace components, and software

Trade Restrictions

Moderate trade limitations

Wide-scale bans on imports/exports including
luxury goods, machinery, electronics, and more

Individual Sanctions

Focused on key political/military
figures and some oligarchs

Drastic expansion—over 13,000 individuals and
7,000 entities sanctioned globally

Multilateral
Coordination

Strong US-EU alignment, but limited
broader participation

G7 unity + involvement of countries like Japan,
South Korea, Switzerland

Institutional Impact

Moderate restructuring of financial
sector and policy response

Structural decoupling from global finance,
acceleration of ruble-focused settlements and trade
pivot to Asia

Long-Term
Consequences

Lower growth, capital flight, reduced
FDI

Deepening economic isolation, contraction in
high-tech sectors, strengthened state control over
economy

Source: (OECD, 2023), (U.S. Department of State, 2024), (European Council, 2024), (Brown, 2023)

5. Macroeconomic Impact of Economic Sanctions

In 2013, Russia was the 8" largest economy in the world by nominal GDP, measured in US dollars.
By 2023, however, it had dropped to around 11" place, overtaken by India, Italy, and Canada. GDP dropt from
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2.3 trillion US$ in 2013 to 1.3 trillion US$ in 2016, a 43.5% drop due to: currency fluctuations, economic
sanctions and broader global economic shifts (World Bank Data, 2024a). According to IMF estimates, Russia’s
GDP, measured in nominal US dollars, is expected to recover to its 2013 level only by 2029. This reflects the
prolonged impact of sanctions, weak investment, demographic challenges, and limited economic
diversification, which have slowed the country’s growth potential compared to the pace seen before 2014
(IMF, 2024a).

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Figure 1: GDP growth (annual %) - Russian Federation, 2013-2023
Source: World Bank Data, 2024b

As we can see in Figure 1, in 2015, Russia entered a deep recession, triggered by a combination of
falling global oil prices and Western sanctions imposed over the conflict in Ukraine. The main reason of this
recession was the oil prices collapsed from over $100 per barrel in 2014 to below $40 by the end of 2015
(Yahoo Finance, 2024a). Since oil and gas made up about 50% of Russia’s federal budget revenues and around
two-thirds of exports, the price crash was devastating. Sanctions, mostly financial (blocking major banks and
companies from Western capital markets) and technology-related (especially energy sector tech), also caused
damage. They made borrowing much harder and slowed long-term investment. However, in the short term,
the sanctions' economic impact was smaller compared to the collapse in oil prices.

The ruble sharply depreciated, inflation soared above 15%, and consumer purchasing power fell
significantly. Real GDP contracted by 2% in 2015. These shocks forced the government to implement austerity
measures, tap into its reserve funds, and allow a partial floating of the ruble to stabilize the economy. Despite
these efforts, investment and household consumption dropped, and economic uncertainty remained high
throughout the year.

In 2020, Russia experienced a more significant economic downturn due to the combined effects of the
COVID-19 pandemic and a collapse in global oil prices. The pandemic led to widespread lockdowns and a
sharp decline in domestic and global demand, severely impacting sectors such as retail, manufacturing, and
services. The pandemic-driven reduction in demand, combined with the oil price war stemming from Russia
and Saudi Arabia’s disagreements over production cuts, led to a more than 50% drop in oil prices between
January and May 2020. The economy contracted by 2.7% in 2020, marking its steepest recession since the
2009 global financial crisis (World Bank Data, 2024b).

Despite the alteady existing Western sanctions, in 2021 Russia’s economy rebounded, with GDP
growth of 5,6%, driven by the recovery of global oil prices, the easing of pandemic restrictions, and higher
demand for energy exports. The impact of sanctions on Russia’s economic growth remained relatively
moderate until 2022, with fluctuations in oil and gas export prices exerting the most significant influence on
GDP growth, reflecting the economy’s strong dependence on the energy sector.

However, after Russia invaded Ukraine in February 2022, the U.S., EU, UK, and other allies imposed
unprecedented sanctions, that targeted Russian banks, trade and the energy sector (Tabel 1) and severily hit
the Russian economy. These sanctions isolated Russia financially from the West, blocked investments, and
created major logistics and supply chain problems, culminating in a GDP decline of 2.1% in 2022.
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Russian consumers and businesses were hit by uncertainty, inflation, and job insecurity and big
Western brands (like McDonald’s, IKEA, Nike, Inditex etc) pulled out of Russia, leading to loss of jobs and
less consumer spending. In 2023, 546 companies halted Russian engagements or completely exit Russia,
another 831 had curtailed their operations at least to some extent, while only 213 companies decided to
continue business as usual (Yale School of Management, 2024). Energy companies, aviation and industrial
firms, credit card providers, media outlets, management consultancies, tech giants, and banks are among the
private sector actors that have exited the Russian market. Russia’s aggression in Ukraine, coupled with the
deteriorating domestic business environment, has prompted numerous multinational corporations to reevaluate
the scale of their operations in the country. The IMF's forecasts remain pessimistic, projecting that Russia’s
GDP growth will decline, with annual growth rates not expected to exceed 1.2% between 2027 and 2030 (IMF,
2024b).

In the last 10 years, Russia experienced high inflation rates during two key period: 2015 and 2022
(Figure 2). The measures implemented by the Central Bank of Russia (CBR) have succeeded in stabilizing the
economy following each shock; however, maintaining price stability remains a significant challenge that
continues to place considerable pressure on the CBR.
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Figure 2: Inflation rate, average consumer prices (annual %) - Russian Federation, 2013-2023
Source: IMF, 2024c

Analysing the 2014-2015 Russian financial crisis, Viktorov and Abramov describe the negative
impact the fall in the oil prices had on the Russian ruble. They argue that the collapse in oil prices prompted
speculative attacks against the currency. By the end of 2014, the ruble had depreciated by 58.2 percent against
the U.S. dollar compared to its value in December 2013. The depreciation was especially severe in December
2014, when a steep drop in oil prices caused widespread panic in the domestic currency market, culminating
in a dramatic collapse of the ruble's exchange rate against the dollar on December 16 (Viktorov & Abramov,
2019).

A secondary, though less influential, factor contributing to the ruble’s depreciation, at the end of 2014,
was the imposition of Western sanctions, which restricted Russian banks and companies from accessing
Western financing and technology. These measures undermined investor confidence in the Russian economy,
prompting significant capital outflows. In response to the declining ruble and deteriorating economic
conditions, businesses and individuals accelerated the transfer of their assets abroad to safeguard their wealth.
This massive outflow of dollars and euros put even more downward pressure on the ruble.

A weaker ruble made imports much more expensive, driving up prices for goods like food, electronics,
cars, and clothing, generating inflation. Prices also went up due to the sanctions imposed on Russia which
restricted access to foreign goods and investments, causing supply shortages. In addition, in August 2014, the
Russian government implemented countermeasures in the form of an embargo, targeting agricultural products,
food, and raw materials from countries that had imposed sanctions on Russia, including the US, the EU,
Canada, Australia, and Norway (The Russian Government, 2014). This created scarcity of basic food products
(like cheese, fruits, vegetables, and meat), forcing prices higher. All these led inflation in 2015 to a maximum
of 15.5, which caused the Central Bank of Russia (CBR) to react.

An initial measure undertaken by the Central Bank of Russia was the gradual increase of the key
interest rate, which began in February 2014. However, in response to the sharp depreciation of the ruble and
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surging inflation, the CBR implemented a dramatic rate hike in December 2014, raising the key interest rate
from 10.5% to 17% (Figure 3). The goal was to make borrowing more expensive, reduce consumer demand,
and support the ruble by making it more attractive to hold Russian assets.
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Figure 3: Key rate (%) - Russian Federation, 2013-2024

Source: Central Bank of Russia, 2024a

Another significant measure undertaken by the Central Bank of Russia in November 2015 was the
decision to abandon its defense of the ruble and transition to a freely floating exchange rate regime. While this
move carried the risk of exacerbating inflation in the short term, the Bank recognized that a floating ruble
would better absorb external shocks, such as the decline in oil prices (Central Bank of Russia, 2016). Moreover,
the shift allowed the CBR to conserve its foreign exchange reserves, which had been rapidly diminishing as
previous interventions to stabilize the ruble had proved unsuccessful. Even after moving to a floating exchange
rate, the CBR occasionally intervened by selling foreign currency to calm extreme volatility in the ruble
market. These measures enabled the Central Bank of Russia to lower inflation and successfully achieve the
annual inflation target of 4% in the following years.

A second significant increase in the inflation rate occurred in 2022, reaching 13.7% (Figure 2), largely
as a result of the unprecedented sanctions imposed by the United States, the European Union, and the United
Kingdom following Russia’s full-scale invasion of Ukraine. (Table 1). These sanctions targeted critical sectors
such as finance, energy, defense, and technology. The resulting trade restrictions and financial isolation led to
significant shortages of imported goods and services, thereby exerting upward pressure on prices. Within two
weeks of the conflict’s outbreak, the ruble depreciated by 57% (Yahoo Finance, 2024c), substantially
increasing the cost of imports and contributing to inflation across a broad spectrum of goods, including food,
electronics, and pharmaceuticals. Additionally, as Western countries froze approximately half of the Central
Bank of Russia’s foreign currency reserves—over $300 billion—it became exceedingly difficult for Russian
authorities to stabilize the ruble through conventional interventions. Supply chain disruptions, exacerbated by
sanctions, logistical challenges, and the withdrawal of numerous foreign firms, further strained the economy.
More than 1,000 international companies curtailed or terminated operations in Russia (Yale School of
Management, 2024), reducing market competition, limiting supply, and diminishing the availability of various
goods and services, thereby intensifying inflationary pressures.

In response to the significant inflationary pressures following the onset of the Ukraine conflict and the
imposition of Western sanctions in 2022, the Government and the Central Bank of Russia (CBR) implemented
several measures to stabilize the economy and curb inflation. On February 28, 2022, in an effort to stabilize
prices and the exchange rate, authorities mandated that exporters sell 80% of their foreign currency earnings.
Concurrently, in response to rising borrowing costs, temporarily suspended the issuance of government
securities and announced plans to reduce their volume throughout 2022 (The Russian Government, 2022).

Moreover, On February 28, 2022, the CBR raised its key interest rate from 9.5% to 20% to counteract
the rapid depreciation of the ruble and rising inflation expectations (Central Bank of Russia, 2024a). This move
aimed to support financial and price stability and protect citizens' savings from depreciation. As inflationary
pressures began to ease and the ruble stabilized, the CBR initiated a series of rate cuts. By July 22, 2022, the
key rate was reduced to 8%, reflecting a more favorable inflation outlook and subdued consumer demand
(Figure 3).
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Although inflation declined to 5.9% in 2023, price levels began to rise again in 2024. This resurgence
in inflation was driven by multiple factors, notably the introduction of new coordinated sanctions by the
European Union and the United States, which contributed to the depreciation of the ruble and increased the
cost of imports. Additionally, escalating military expenditures, a surge in demand surpassing supply capacities,
labor shortages, and rising wages—often transferred to consumers through higher prices—further intensified
inflationary pressures. According to the Central Bank of Russia’s estimates, as of 21 October 2024, annual
inflation stood at 8.4% and was projected to remain within the range of 8.0-8.5% by the end of the year. In an
effort to steer inflation back toward the 4% target and to lower inflation expectations, the Central Bank of
Russia resolved to further tighten its monetary policy. Consequently, on 25 October 2024, the Board of
Directors of the CBR decided to raise the key interest rate by 200 basis points, setting it at 21.0% per annum.
(Central Bank of Russia, 2024b). The IMF’s projections align with the long-term objectives outlined by the
Central Bank of Russia, which anticipate that inflation will rise to 9.3% in 2025, before gradually declining
and stabilizing around 4% during the period 2027-2030 (IMF, 2024c).

As illustrated in Figure 4, Russia’s exports and imports have experienced significant disruptions over
the past 10 years due to a variety of factors. A notable downturn in exports occurred in the latter half of 2014,
primarily driven by the sharp decline in global oil and natural gas prices (Yahoo Finance, 2024a, 2024b). Given
that revenues from the oil and gas sector have long been a cornerstone of the Russian economy—accounting
for 30% to 50% of federal budget revenues over the past decade (The Oxford Institute for Energy Studies,
2024)—the collapse in energy prices had substantial macroeconomic repercussions. Furthermore, the oil and
gas sector contributes, on average, around 20% to Russia’s GDP (Statista, 2024), although this figure fluctuates
depending on international price dynamics and, more recently, the effects of Western sanctions imposed in
response to the war in Ukraine, as well as Russia's efforts to reorient its energy exports toward alternative
markets.

Another significant factor contributing to this trend was the imposition of Western sanctions, which
limited Russia’s access to international financial markets, advanced technologies, and specific energy-related
equipment. At the same time, the global economic slowdown in 2015, especially in Europe and China (key
markets for Russia), reduced demand for Russian commodities (oil, gas, metals). Additionally, the depreciation
of the ruble—while marginally enhancing the competitiveness of exports—had adverse effects that
outweighed its benefits, including heightened inflationary pressures and increased capital outflows.
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Figure 4: Exports and Imports of good and services (billion US$) - Russian Federation, 2013-2023
Source: World Bank Data, 2024c and World Bank Data, 2024d

Russia’s imports followed a similar downward trajectory as its exports. The countermeasures
introduced by the Russian government in 2014—specifically the ban on food imports from the U.S., EU,
Canada, Australia, and Norway (The Russian Government, 2014)—Iled to a substantial decline in import
volumes. Furthermore, the sharp depreciation of the ruble significantly increased the cost of foreign goods,
domestic inflation peaked to 15.5% in 2015 (IMF, 2024c), significantly reducing purchasing power and
demand for imported goods. The Central Bank’s high interest rates (up to 17%) (Central Bank of Russia,
2024a) curbed consumption and investment, further decreasing import demand.
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Between 2016 and 2019, Russia's exports and imports gradually increased, supported by the recovery
in global oil prices, stabilization of the ruble, and a growing diversification of energy exports, particularly
toward China. Following the sharp contraction in trade caused by the COVID-19 pandemic, Russia's
international trade rebounded strongly, surpassing pre-pandemic levels. The sharp rise in oil and gas prices
during the global recovery significantly boosted export revenues, while the resumption of economic activity
and a strong ruble enhanced domestic demand and improved the affordability of imported goods.

After the 2022 sanctions Russia experienced severe disruption in export destinations, but due to the
high prices in the first part of the year, the revenues remained initially high. The G7, EU, and other allies
imposed a price cap on Russian seaborne crude and petroleum products starting late 2022. Although Russia
continued to export to countries such as China, India, and Tirkiye, it was often compelled to offer significant
discounts. So eventhough export volumes remained relatively high, the revenue per barrel dropped
considerably. Moreover, although Russia tried to redirect exports eastward, infrastructure limitations (e.g.
limited pipeline capacity to Asia) hindered full substitution.

Prior to the outbreak of the war, the European Union represented Russia’s primary energy export
market. However, following the invasion of Ukraine, the EU significantly curtailed its imports of Russian ail,
natural gas, coal, and various other commodities, thereby severing a critical stream of revenue for the Russian
economy. As illustrated in the graph below, the EU's long-standing trade deficit with Russia reached a peak in
March 2022, largely due to the elevated prices of energy products. This deficit was subsequently reduced to
€0.1 billion by March 2023 and remained relatively stable throughout the remainder of the year, reaching €0.6
billion in December 2023 (Figure 5).
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Source: Eurostat Data, 2024

Imports of petroleum oil from Russia decreased from 28% of all petroleum oil extra-EU imports in
the fourth quarter of 2021 to 3% by the fourth quarter of 2023. Russia's share in extra-EU imports of natural
gas declined from 33% in the fourth quarter of 2021 to 13% in the same quarter of 2023. The EU’s largest
petroleum oil suppliers and natural gas suppliers in the same quarter in 2023 in extra-EU imports became the
United States and Norway (Eurostat, 2024).

Russia’s imports sharply declined in 2022 due to the withdrawal of over 1,000 Western companies—
including key goods suppliers—the collapse of the ruble, the imposition of capital controls, and the widespread
unavailability of Western products (Yale School of Management, 2024). However, beginning in 2023, imports
began to recover as the Russian government implemented measures to promote domestic production and
import substitution (The Russian Government, 2022). Additionally, Russia established alternative supply
chains through third countries such as Kazakhstan and Turkiye to circumvent restrictions and increasingly
replaced Western suppliers with Chinese partners.
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Following the introduction of Western sanctions in 2014 and more intensively after the full-scale
invasion of Ukraine in 2022, Russia significantly reoriented its trade relations toward BRICS countries (Brazil,
Russia, India, China, and South Africa), the other members of the Eurasian Economic Union and other non-
Western partners. This strategic shift aimed to diversify Russia’s economic partnerships, decrease its reliance
on Western markets, and cushion the economic repercussions of international sanctions. As a result, by 2023,
Russia's primary export destinations were China ($129 billion), India ($66.1 billion), Turkey ($31 billion),
Kazakhstan ($16.1 billion), and Brazil ($11.1 billion). On the import side, Russia's leading trade partners were
China ($110 billion), Turkey ($10.8 billion), Germany ($9.84 billion), and Kazakhstan ($9.78 billion) (The
Observatory of Economic Complexity, 2024).

Sanctions imposed by Western countries following the annexation of Crimea in 2014 led to a decline
in investor confidence, particularly in sectors such as finance, energy, and defense. However, the effect on FDI
inflows remained moderate, as some investors continued operations due to Russia’s large market and natural
resources. The situation changed dramatically in 2022 (Figure 6). The comprehensive and coordinated
sanctions introduced by the United States, European Union, United Kingdom, and their allies in response to
Russia’s invasion of Ukraine severely disrupted the investment climate.
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Source: UNCTAD, 2024

The outbreak of war and the subsequent imposition of international sanctions—such as asset freezes,
export restrictions, and the removal of key Russian banks from the SWIFT system—have significantly
heightened geopolitical and financial risk. This volatile environment generated widespread uncertainty among
investors, prompting many multinational corporations to either suspend planned investments or completely
withdraw from the Russian market. The atmosphere of elevated risk contributed to substantial capital flight,
undermining the country’s investment climate.

A particularly notable consequence of this instability has been the large-scale withdrawal of foreign
companies. According to the Yale School of Management (2024), more than 1,000 foreign firms either ceased
or suspended their operations in Russia following the invasion of Ukraine. This mass exodus significantly
curtailed both ongoing foreign direct investment (FDI) and the potential for future inflows, particularly from
Western economies that had previously played a dominant role in Russia's investment landscape.

In response, the Russian government implemented a series of countermeasures aimed at stabilizing
the economy and limiting capital outflows. These included capital controls and restrictions on the repatriation
of profits by foreign firms. In 2022, authorities also introduced temporary bans on divestment by investors
from “unfriendly” countries without prior government approval. While intended to prevent a disorderly exit
of capital, such measures further eroded investor confidence by increasing uncertainty and complicating
foreign firms’ withdrawal processes. The impact of these developments has been especially pronounced in
sectors traditionally reliant on foreign investment, such as automotive manufacturing, retail, finance, and high-
tech industries. These sectors either suffered directly from targeted sanctions or were weakened by the
departure of international partners, technology providers, and capital inflows.
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While Russia has attempted to mitigate the loss of Western capital by deepening economic ties with
non-Western partners—particularly BRICS countries and Turkiye—the results have been limited. Although
some new investment initiatives have emerged, they have fallen short of replacing Western FDI, primarily due
to concerns about reputational damage and the threat of secondary sanctions. As a result, Russia's broader
investment landscape remains constrained and vulnerable to external shocks. The sanctions regime post-2022
has caused a sharp decline in FDI inflows into Russia, with the country becoming increasingly isolated from
global capital markets. The long-term implications include slower economic modernization, reduced access to
advanced technologies, and increased reliance on state funding and domestic investment.

6. Conclusion

Although Russia has not suffered physical destruction of its productive assets as a direct consequence
of the war, international sanctions have significantly constrained its trade capabilities—particularly its access
to critical technologies and capital goods—while also deepening its isolation from the global financial system.

The initial wave of sanctions imposed on Russia between 2014 and early 2022—following the
annexation of Crimea—nhad a relatively moderate impact on the Russian economy, especially when compared
to the consequences of the simultaneous sharp decline in global oil prices. While the sanctions introduced
during this period targeted individuals, certain state-owned enterprises, and sectors such as finance and
defense, Russia was able to cushion much of the economic shock through its substantial foreign exchange
reserves, a flexible exchange rate policy, and prudent fiscal management. Moreover, the Russian government
implemented import substitution strategies and strengthened economic ties with non-Western countries,
thereby mitigating some of the sanctions' immediate effects.

In contrast, the second wave of sanctions, triggered by Russia's full-scale invasion of Ukraine in 2022,
marked a turning point in terms of both scope and severity. These sanctions were far more comprehensive and
coordinated, targeting not only key sectors like energy, banking, and technology, but also aiming to isolate
Russia from the global financial system. Measures such as the freezing of central bank reserves, exclusion
from the SWIFT payment system, withdrawal of over 1,000 multinational companies, and export controls on
critical technologies significantly constrained Russia’s economic capabilities.

It is worth noting, however, that the Russian economy has not contracted to the extent that many
international analysts and policymakers initially anticipated, despite being the most heavily sanctioned country
in the world. At the onset of the conflict in Ukraine and the subsequent imposition of unprecedented sanctions
by Western nations, a consensus among economists projected a prolonged and severe economic downturn.
Many foresaw a scenario marked by a "lost decade," characterized by deep recession, capital flight, high
inflation, and systemic financial instability.

While the sanctions did inflict significant disruptions—particularly in trade, technology imports, and
foreign direct investment—their overall impact was mitigated by a combination of pre-emptive policy
measures and rapid institutional responses. Chief among these was the strategic and decisive intervention of
the Central Bank of Russia (CBR). These measures were complemented by a broader policy shift toward
economic autarky, import substitution, and diversification of trade partnerships, particularly with countries
outside the Western bloc. As a result, while the Russian economy did experience a contraction, it was far
milder than the double-digit GDP decline that had been predicted by some Western observers. Adding to these
factors is Russia’s vast territory and rich endowment of natural resources. Its substantial reserves of oil, gas,
and raw materials have ensured a continuous flow of income and bolstered economic stability, helping to
cushion the impact of external economic pressures.

The sanctions imposed on Russia have had, and continue to exert, a significant impact on its economy.
Targeting key sectors such as finance, energy, defense, and technology, these measures have restricted access
to international capital markets, hindered technological imports, and disrupted trade relationships with major
Western economies. Although Russia has managed to implement short-term stabilizing measures and shift
some of its economic ties toward non-Western partners, the long-term consequences—such as reduced
productivity, technological stagnation, and declining foreign investment—pose serious challenges. The
sustainability of Russia's current economic resilience remains uncertain, and it is yet to be seen whether the
country can effectively adapt and maintain growth under prolonged sanctions pressure.
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