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Abstract:

This paper proposes a theoretical model for understanding the situations and conditions wherein unilateral economic
sanctions are effective in producing intended policy changes in target countries. The model results from an exercise in
grounded theory development (Glaser and Strauss, 1967) whereby three diverse cases (U.S. unilateral economic sanctions
on China, Cuba and Iran) are examined to identify salient themes relevant to the present inquiry surrounding sanction
effectiveness. Sanctions are increasingly used by national governments to shape the global business arena with significant
impacts on multinational firms’ strategies regarding the coordination and coordination of their activities dispersed around
the globe. As such, improving our understanding of what conditions will provide for the efficacious use of economic
sanctions will inform national policy decisions regarding the imposition of such sanctions. Knowing when and where
sanctions should be imposed by policy makers will enable international managers to better assess the political-economic
environments in the venues where they conduct business currently and in the future. The proposed model identifies six
main areas relevant to the effectiveness of unilateral economic sanctions: the degree to which trade diversion from the
sanction sender to third countries is effected; the degree to which a target’s domestic economy is coupled with traded
goods; the target’s level of access to investment and credit funds; the target’s level of access to technology and knowledge
flows; the target’s place on the global economic stage and the degree to which dissent against a target may be generated.
Each of these areas are in turn proposed to relate to a variety of contingent factors in the target nation, the sender nation,
and in global markets. In addition to these main effects, our grounded model proposes trade bloc membership, domestic
savings rate and the presence of a relevant diaspora community to moderate some of the main relationships.

This paper is part of an ongoing research project concerning unilateral economic sanctions.
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INTRODUCTION

Unilateral economic sanctions are policy tools used by governments to constrain business activity
across borders, with intended policy outcomes. Today sanctions are imposed for a variety of reasons—many if
not most of which are motivated by desires to promote a given nation’s closely-held ideals such as democracy,
human rights, and capitalism as a model for commercial transactions. As firms from around the globe
increasingly look across national borders for business opportunities, understanding the important interplay
between firm strategy and the operating environments that (to some degree) are dictated by national
government policy makers is critical for international managers seeking to create value for shareholders and
other key stakeholders through their enterprise.

In this paper we have selected a grounded theory building approach, as advocated by Glaser and
Strauss (1967) to induce theory based upon trends noted in specific relevant cases. We draw upon three
diverse cases of unilateral economic sanctions imposed by the U.S. on China, Cuba and Iran, as outlined in
work by Askari, et al (2003b) to construct our proposed model of sanction effectiveness. Our criterion of
sanction effectiveness relates to an implicit assumption underlying this work: national policy makers enact
(foreign, commercial) policies with certain intended outcomes. Should there be little to no reasonable
expectation of such outcomes occurring through the imposition of the sanction, policy makers will choose/tend
not to use sanctions to shape the global economic operating environment.

The paper is organized as follows. We begin with an overview of sanctions terminology and discuss
four rationales for imposing unilateral economic sanctions. We follow this discussion with a brief overview of
the three cases found in Askari, et al (2003b) that underlies our theory building. We then present arguments
based on these cases to develop the proposed model of unilateral economic sanction effectiveness in terms of
identifying the primary areas where significant costs to target countries can be produced by these sanctions. In
so doing, we put forward specific, testable propositions regarding sanction effectiveness. We conclude by
highlighting future directions and the importance of enhanced understanding of economic sanctions for global
business in an era of stepped-up reliance on these policy tools in global political economy.

OVERVIEW

Unilateral Economic Sanctions

Sanctions are policy tools used by governments to influence other governments and/or firms and

citizens in other nations. An economic sanction is a restriction on commercial relations between citizens and
firms of at least two countries: those in the sender (the nation imposing the sanction) and those in the target
(the nation upon which the sanction is imposed). Economic sanctions may restrict commercial relations of
third countries or third parties as well. Where sanctions are imposed by a single sender country, they are
unilateral sanctions. Coalitions of sending countries may unite in imposing multilateral sanctions.
Sanctions can include (1) trade embargoes that prohibit all merchandise and/or service trade between the
sender and target, (2) more limited trade bans on certain goods or services, (3) restrictions on investment and
other financial flows, (4) limitations on travel, and (5) limits on the transfer of non-financial assets between
nations (as in the case of technology transfer regulations).

Economic sanctions have been used throughout history as foreign and commercial policy tools, with a
notable uptrend in their use in recent years (Askari, et al, 2003a). Since economic sanctions restrict free and
unfettered business across borders, they can be considered important barriers to globalization. Since sanctions
represent barriers to trade and investment flows, they reduce overall levels of global welfare. Thus, there is a
global cost to sanctions that persists independent of the net impact on any given nation—sender, target, or third
country.

Firms, as private sector actors, are inherently subject to the laws and regulations of governments that
control access to, and operations within, given national jurisdictions. This reality persists, despite claims by
many governments that multinational firms (MNEs), with limited allegiance to any given nation, are
supranational actors adept at trading off one nation’s regulations for others more amenable to the MNEs’
interests. Thus understanding the conditions under which sanctions can reasonably be expected to influence
other governments, firms, or citizens abroad is critical for the effective management of firms across national
boundaries, and for understanding the sources and scope of global competition for firms.

Economic sanctions can be classified along several dimensions, and one salient dimension concerns
the nature of the rationale(s) for a particular economic sanction. Askari, et al (2003a) propose four distinct,
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though not necessarily mutually exclusive, rationale-based classifications for economic sanctions. These four
classifications--purposeful, palliative, punitive, and partisan--are described in the following paragraphs.

Purposeful economic sanctions are intended by the sender to inflict economic hardship and thus
coerce the target into changing objectionable policies. This rationale describes the types of economic sanctions
most commonly addressed in the literature.

Palliative economic sanctions are imposed to publicly register displeasure with the actions or policies
of the target. The most pertinent audience for such sanctions may be internal to the target or the sender, but as
the venue for such protestations is inherently international, the sanctions may be intended for primary
consideration by supranational actors, such as global civil society. The value to the sender under this rationale
comes from taking a public stand against target policies deemed objectionable; no expectation of policy change
by the target is anticipated per se. Additionally, no direct consideration of the harm caused by the sender is
germane--any economic sanction that is interpreted by relevant audiences to signal the sender’s displeasure
with the target is sufficient when referring to a palliative sanction.

Punitive economic sanctions are intended to inflict harm on the target country without explicit
consideration of policy change by the target nation. These sanctions offer opportunities for senders to retaliate
for specific actions taken (or avoided) by the target nation. This rationale requires an expectation of tangible
harm to the target, but assumes no explicit anticipation of policy change by the target.

Partisan economic sanctions are intended to promote parochial commercial or other interests. They
seek to limit certain activities of the target nation so that particular groups or entities within the sender country
(or third countries) might be differentially aided or harmed. For example, sanctions restricting exports of
agricultural products from a target nation would serve to promote the interests of domestic producers as well as
exporters from trading partners not subject to such sanctions.

Many economic sanctions are imposed for a combination of reasons. Identifying and understanding
the underlying rationale(s) for a given economic sanction is a critical first step in assessing the efficacy of the
sanction. If a sanction is intended to be purposeful, the relevant gauge of its success or efficacy would be
whether the target nation amends or revokes its objectionable policy. If the sender determines that the target’s
objectionable policies have been changed or withdrawn, it logically should repeal or circumscribe the
purposeful economic sanction. Where palliative, punitive, or partisan rationales prompt an economic sanction,
no such expectation of policy change by the target is explicitly anticipated. Yet many instances of sanctions
prompted by palliative, punitive and/or partisan rationales incorporate notions of purpose; purposeful sanctions
are those for which efficacy is most readily gauged empirically. Where a target changes policy, a purposeful
sanction can be deemed successful.

In this paper, we are concerned primarily with purposeful unilateral economic sanctions—those
imposed by a single sender country with the stated intention of provoking policy change in the target country.
We draw on analyses by Askari, et al (2003b) of three diverse cases of nations currently sanctioned by the
United States: China, Cuba and Iran, to propose factors relevant for the effective use of economic sanctions in
causing policy changes in other nations. This approach is consistent with the grounded theory building
approach called for by Glaser and Strauss (1967). These three nations are among the most frequently cited
examples of unilateral U.S. economic sanctions in recent years. Gravity model assessments of merchandise
trade impacts further highlight the importance of these sanctions cases (Askari, et al, 2003a). Despite their
diversity, in all three cases, stated U.S. sanction policy points to the promotion of important ideas and ideals
including democracy, capitalism and human rights as rationales for the sanctions (Askari, et al, 2003b). Thus
these combined cases provide a valuable setting for evaluating the interplay between societal ideals and the
shaping of operating environments for business globally.

SANCTIONS CASES

A Brief History of U.S. Sanctions Against China and Their Rationales

The United States imposed trade sanctions against China in the early 1950s, during the Korean War.
The stated purpose of the sanctions was to prevent the spread of communism in the region, so these early
restrictions could be considered purposeful or at least palliative in nature.

In 1971 the United States lifted the trade sanctions, signaling a resumption of political relations with
China under President Nixon’s “Open Door Policy.” They were replaced with sanctions on exports of high
technology and dual-use (potential commercial as well as military applications) goods and services to China.

The GW Center for the Study of Globalization Occasional Paper Series
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These sanctions could be considered partisan in nature, imposed in response to pressure from the U.S. military,
which feared potential military development in a geopolitically strategic nation.

In the late 1980s, the United States invoked the entire range of rationales for imposing sanctions
against China: punitive (in response to human rights abuses in the Tiananmen incident); palliative (to promote
democracy and basic human rights, such as freedom of religion and avoidance of objectionable social policies
and practices); partisan (to encourage market access and intellectual property rights protection); and purposeful
(to effect policy changes across many of these areas).

A Brief History of U.S. Sanctions Against Cuba and Their Rationales

In the case of Cuba, an almost complete economic embargo by the United States has been in place to
some degree since the Cuban Revolution of 1959. Until 1990 and the collapse of the Soviet Union--the
erstwhile economic and political patron of the Castro regime in Cuba--U.S. sanctions were driven by the global
and (to a greater extent) regional threat of communism. This threat was both a purposeful and palliative
rationale for sanctions.

Since 1990, U.S. policy toward Cuba has evolved, and sanctions now are intended to bring about a
democratically elected government and improve Cuba’s human rights practices. Although purposeful and
palliative rationales exist for these sanctions, a partisan rationale is also present considering the important role
of the Cuban diaspora in perpetuating U.S. sanctions policy toward the island. Heightened and more extensive
enforcement of sanctions also are intended to punish Cuba for certain actions, such as the alleged downing in
the early 1980s of a plane being flown by members of the Cuban exile community.

A Brief History of U.S. Sanctions Against Iran and Their Rationales

The United States has imposed sanctions on Iran since 1979. Although these sanctions may be
considered comprehensive, they contained for many years an important loophole permitting indirect imports of
Iranian oil by the United States. The loophole was closed in 1995, and sanctions against Iran were
strengthened in 1996 by the passage of the Iran-Libya Sanctions Act (ILSA).

The taking of U.S. hostages by Iran and alleged Iranian support for terrorism in the region clearly
have provoked punitive sanctions, while U.S. desires to deter Iran from developing and disseminating weapons
of mass destruction and encourage Iran’s support for Middle East peace have prompted the imposition of
purposeful sanctions. The promotion of human rights, particularly for women and certain ethnic groups in
Iran, is cited as both a purposeful and palliative rationale for sanctions. Iran’s energy resources, coupled with a
virtual global oligopoly in such resources, may entail a partisan rationale for sanctions as well.

These cases reflect important economic and political differences that we believe play a role in
sanctions efficacy once the full scale and scope of the relevant sanctions are assessed. China, for example, is a
large and growing production platform and internal market for a wide range of goods and services; Cuba
depends on traditional Caribbean exports (agriculture, minerals, and tourism); and Iran’s economy is
dominated by energy exports. Geographic proximity to the United States and an influential diaspora
characterize Cuba, but not Iran or China. China represents a case of selective sanctions compared to the more
comprehensive sanctions imposed on Iran and Cuba. The particular areas in which sanctions are applied were
assessed to glean insights into the relationship of each to the target’s economy, and the importance of these
areas for various stakeholders.

The following sections develop propositions concerning the cost of sanctions to a particular target
country, under the explicit assumption that purposeful sanctions will not produce their intended outcomes if the
target country deems the net costs of the sanctions to be insignificant. Where sanctions produce sufficient
harm, ceteris paribus, target nations will be induced to change objectionable policies. Thus, for our
propositions below, we equate effective sanctions with those that produce the outcomes intended by their initial
purpose—policy change in the target nation. The following section identifies important areas where significant
costs to target countries can be produced by unilateral economic sanctions. Each cost area includes
propositions concerning the potential effectiveness of a unilateral economic sanction (in producing a policy
change in the target).

The GW Center for the Study of Globalization Occasional Paper Series
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MODEL DIAGRAM: PROPOSED PREDICTORS OF SANCTION EFFECTIVENESS

[TRADE DIVERSION (LOCAL/3™) (-)
predicted by:
Target Characteristics:
*Unique products (+)
*Geographic proximity
to Sender (-)
*Unmet local demand (+)
*Redeployable assets (+)
*Economic diversity (+)

TARGET
MEMBERSHIP IN
TRADE BLOC (+)

Global Market Characteristics:
*Ready demand for target goods (+)
*Absence of entrenched trade
rel'ns (+)

Sender Characteristics:
*Unique products (-)

[UNCOUPLED TRADING GOODS (-)]

INVESTMENT/CREDIT ACCESS (-)
predicted by:
Target Characteristics:
*poor markets (-)
*limited growth (-)
*unique resources (+)
*links to sender market (-)
*demonstrated credit risk (-)

Global Market Characteristics:
*competitive positioning (+)

Sender Characteristics:

*competes in global lending (-) LOW DOMESTIC SANCTION
*influence with multilaterals (-) SAVINGS IN EFFECTIVENESS
TARGET (+)
(POLICY CHANGE
|TEC!-|NOLOGY & KNOWLEDGE ACCESS (-) IN TARGET)
predicted by:

Target Characteristics:
*absorptive capacity (+)
*local, relevant R&D (+)
*diversity/distinctiveness (+/-)

Sender Characteristics:
*unique/applicable technology (-)

[PLACE ON GLOBAL ECONOMIC STAGE (-)
predicted by:

*Geopolitical power of Sender (-)
*Geopolitical power of Target (+)

[DISSENT GENERATION (+)

predicted by:
*organized, influential internal
stakeholders (+)

*no extraterritoriality, moral DIASPORA IN

RD
universality, non-parochial rationale, 2NDCI(I)\IUSNETI\II:{EI)E??
limited scope, consistency across N
potential targets (-) (*+)
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COSTS OF SANCTIONS TO TARGET COUNTRIES

Reduced Trade

In all three cases, economic sanctions are (and were) intended to affect exports to, and imports from,
the target country. Thus, in each case there have been measurable reductions in imports and exports compared
to levels of trade that would have been achieved without sanctions as estimated by a gravity model (Askari, et
al, 2003a). Since sanctions on China are limited to specific economic sectors, the relative trade impact has
been smaller than in the cases of Cuba and Iran, where near-comprehensive sanctions are in place.

In all cases, the target countries effected some degree of trade diversion to third countries, thus dulling
the direct trade impact of sanctions. In addition, Iran’s use of the United Arab Emirates and China’s use of
Hong Kong as pass-through countries effectively allowed at least partial reclamation of sanctioned exports to
and imports from the United States. In predicting the ability of a target to mitigate a sanction’s impact on
trade, several important contingencies must be considered.

If a target nation produces goods that cannot be universally manufactured--such as non-renewable
natural resources like petroleum (in the case of Iran) or a class of products resulting from specific factors in
which a nation possesses a unique advantage (e.g., certain pharmaceutical and biotechnology products made in
Cuba)--or for which many nations around the world have ready demand, diversion of exports from the target to
third countries will likely result (perhaps with some negative price impact, depending on the price elasticity of
demand for these products in other markets). Where targeted countries produce goods that are ubiquitous
(such as textiles, produced by China) and/or in ample supply globally (such as sugar, produced by Cuba), trade
diversion to markets in third countries may be less likely if entrenched alternative supply arrangements with
other countries exist.

Ubiquitous goods may, however, be fungible goods, as is the case with oil, where trade restrictions
have promoted flexible trade diversion by rearranging the refining and shipment of oil around the globe.
Iranian crude previously destined for the United States was directed to other markets, while oil from other
sources was shipped to the United States.

Thus, we propose the following:

P1: Where target countries produce goods that are not readily substitutable by alternative suppliers in
world markets, where ready demand exists globally, and/or where entrenched trading relationships for
ubiquitous goods do not exist, trade will be diverted from the sender to third countries, reducing the
effectiveness of the unilateral economic trade sanction.

If targets and senders are geographically proximate, like Cuba and the United States, diverting goods
to third countries becomes particularly expensive owing to heightened transportation costs. If targets are
unable to either consume the goods domestically and/or redeploy productive assets to the production of other
goods in demand, real losses to the target (as opposed to potential foreign exchange losses through domestic
consumption) are incurred. Cuban tourism exports exemplify such deadweight losses. Local consumption of
tourism services is limited by low discretionary incomes, and assets committed to tourism (e.g., hotels and golf
courses) are not readily adaptable to the provision of other exportable services or goods.

Based on the preceding, we propose the following:

P2: Where a target and sender are not geographically proximate, diverting trade will not incur
excessive additional transportation costs, and economic trade sanctions will be less effective.

P3: Where a target is able to consume sanctioned products domestically and/or to redeploy assets
used in producing those goods for other uses, deadweight losses will not accrue to the target, and
economic trade sanctions will be less effective.

By restricting a target’s ability to import goods and services from the sender, a sanction can limit the
availability of those products, especially if they are scarce and/or unique. For example, U.S. expertise in many
high-tech sectors, including computer software and heavy equipment in infrastructure, is often unmatched by
competitors in other nations. Even where such products are available elsewhere, they may be of lower quality

The GW Center for the Study of Globalization Occasional Paper Series
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and/or cost more and/or be incompatible with the existing infrastructure in the target country--any of which
would produce a negative consequence for the target.

Where target countries are economically diverse, sanctioned imports could be replaced through local
production, though this may involve significant costs to utilize production factors in the target. Cuba, for
example, has had an explicit economic policy in place since the Soviet withdrawal to diversify its economy in
hopes of reducing dependency on outside nations. But Cuba’s small domestic market and limited natural
resources have impinged on its ability to diversify sufficiently to substitute local production for trade. Iran
would face similar difficulties in diversifying its internal production sufficiently, while China, which has the
most diverse of the three economies, has geared itself to promoting exports.

This or any other strategy for replacing sanctioned imports limits potential gains from trade for the
target through specialization and the comparative advantage of nations. As with exports, however, sanctioned
imports might find a ready replacement source in patron countries. When target nations are members of
another trading bloc, such as China and Cuba with the former Soviet bloc at different points in time, any harm
that a sender can cause in reducing or eliminating exports from the target previously sent to the nation
imposing the sanction will be largely thwarted.

Thus, we propose the following:

P4: Where goods produced by the sender for export are not readily substituted by producers in world
markets (in terms of quality, cost and/or compatibility with demand in the target), trade will not be
diverted to third countries, and the unilateral economic trade sanction will be more effective.

P5: Where the target’s economy is economically diverse, and where economic policy allows for
import substitution production, local production can replace sanctioned imports, reducing the
effectiveness of the unilateral economic trade sanction.

P6: Where the target enjoys preferential trading status with third countries, the relationship between
the target nation’s conditions and trade diversion will be intensified, resulting in a more powerful
impact on a trade sanction’s effectiveness.

Although the direct trade impacts of sanctions are clear, restricted exports and imports also impose
costs on the target by reducing upstream and downstream industrial activity, thus multiplying the impact of
trade reductions throughout the economy. Where exports from a target are in sectors that are relatively
uncoupled from the remainder of the economy (as in the case of Iranian caviar), these multiplier effects will be
minimal. The same is true for some targeted imports, as in the case of wine imports into Cuba.

We therefore propose the following:

P7: Where sectors dominated by traded goods are relatively uncoupled from the rest of a target’s
economy, the effectiveness of a trade sanction will be reduced.

Availability of Investment and Credit Funds

U.S. direct investment in Cuba and Iran is prohibited; in China it is restricted to prevent the transfer of
technology. Such sanctions clearly reduce the pool of potentially available funds for promoting industrial
development and expansion in the target nations.

Firms invest abroad in productive assets to take advantage of business opportunities. They also use
strategic investments in nations to position themselves competitively on the global stage. All things being
equal, firms will invest in countries that offer good profit opportunities locally and in markets representing
good opportunities for blocking or weakening competitors in other markets, owing to potential scale and scope
advantages and/or opportunities for cross-subsidization for third country investors.

If a target country is relatively small or poor or offers limited growth prospects, few attractive
investment opportunities may exist. Where a target market does not present viable or attractive opportunities--
owing to weak institutions, poor economic conditions, fierce competition, or incompatibility with a sending
country’s competitive advantages—investments from abroad will not be attracted. Poor economic prospects in
the domestic markets of Cuba and Iran and bureaucratic obstacles in China point to limits to investor attraction
regardless of sanctions.

The GW Center for the Study of Globalization Occasional Paper Series
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The net impact of sanctions on investment in such a country will be small, as is the case with Cuba.
If, however, a target offers competitive positioning opportunities, sanctions may provide an incentive to firms
in third countries to invest in the target to earn profits protected from sender competition--profits that could be
used to cross-subsidize competitive activities elsewhere in the world. Many European firms’ investments in
the petroleum sector in Iran would comport with such a competition based investment incentive.

Thus, we propose the following:

P8: Target markets that are poor, or exhibit limited growth prospects will tend not to attract
investment from abroad, despite sanctions, and thus reduce the effectiveness of investment sanctions.

P9: Target markets that offer opportunities for global competitive positioning with cross-
subsidization benefit potential to third countries will tend to attract investment from abroad and thus
reduce the effectiveness of investment sanctions.

Where a target represents a unique opportunity to exploit scarce resources (as in the case of energy
reserves in Iran), third countries likely will step in to fill any investment void created by sanctions. Under
these conditions, a sanction actually will promote investment by third countries in the target. But where
investment opportunities in the target are strategically or “naturally” linked with the sender country (e.g., the
sender is the largest market for the output in question), a sanction may serve to dampen investment by third
countries in the target. Cuba’s tourism sector, for example, might present inferior investment opportunities for
third countries since U.S. tourists are denied access to its services.

Where opportunities exist in target nations for one-time investments, a sanction may provide for
immediate and lingering benefits to third country investors at the expense of sender country investors. In many
industries, there are important first-mover advantages: only one or two pipelines will be built to transport
Caspian crude to market, and only one telecommunications network will be installed in Cuba. Even in
industries where such effects are not present, first-mover firms from third countries can enter targets that are
sanctioned, establish working relationships with up-and downstream actors, and effectively continue to block
firms from sender countries even after a sanction is lifted.

The negative consequences of reduced foreign investment are exacerbated in target nations that lack
domestic savings sufficient to fund investment internally, as is the case for all three studied nations.

Based on the preceding, we propose the following:

P10: Where a target possesses unique resources, investment from abroad will be promoted, but
competition from sender country investors will be reduced, with negative consequences for the target,
enhancing the effectiveness of investment sanctions.

P11: Where investment opportunities in the target are characterized by steep entry barriers to later
stage investors (i.e. first mover advantages and/or monopolistic protection for investors), investment
from abroad will be promoted, and competition will flourish, with positive consequences for the
target, reducing the effectiveness of investment sanctions.

P12: Where investment opportunities in the target are inherently linked to the sender’s market,
investment from abroad will be reduced, enhancing the effectiveness of investment sanctions.

P13: Where domestic savings in the target are insufficient to fund domestic investment opportunities,
the relationship between foreign investment and investment sanction effectiveness will be stronger.

U.S. financial institutions are prohibited from lending to entities in Cuba and Iran. Where target
nations lack domestic savings and/or strong financial institutions that can provide sufficient credit funds for
productive projects, they must look abroad to fund their industrial development. Since U.S. firms are not
competing for these lending opportunities (and U.S. institutions do not even provide credit ratings for these
countries), third-country lenders can charge higher lending rates to target borrowers.

The GW Center for the Study of Globalization Occasional Paper Series
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Thus:

P14: Where the sender country competes significantly in lending globally, credit access on favorable
terms will be hampered, increasing the effectiveness of credit sanctions.

The degree to which third-country lenders will be attracted to lending opportunities in a target will depend
upon a repayment risk assessment of the borrower. Risk will vary based on the target economy’s economic
vulnerability (a function of production diversification, primary product dependence, domestic demand strength,
and political stability) as well as the borrower’s repayment history. Foreign lending to Cuba, for example, has
come to a virtual halt owing largely to that government’s reneging on prior borrowing obligations.

We therefore propose the following:

P15: Where a target is a demonstrated credit risk, its access to credit will be limited despite sanctions,
thus reducing the effectiveness of credit sanctions.

The role of multilateral institutions in guaranteeing credits to entities in a target country is important
in providing incentives to third-country lenders. Sender influence in the decision-making process of such
institutions has been shown to extend the reach of an otherwise unilateral sanction (“multilateralism creep”) by
reducing lending from such institutions and even negatively affecting export cover from third-country lenders
to the target country.

Based on the preceding, we propose the following:

P16: Senders with significant influence over multilateral lending and credit-guaranteeing institutions
will limit targets’ access to credit, thus increasing the effectiveness of credit sanctions.

Lockout from Technology, Learning, and Knowledge Resources

Technology access is critical for most nations’ economic development. U.S. sanctions against China,
Cuba, and Iran limit the free flow of technology to these nations. In sectors where the United States enjoys
technological leadership, sanctions mitigate a target nation’s ability to benefit from incorporating this
technology into its domestic production processes. Denying Iran access to specialized U.S. drilling and oil
field construction technology, for example, limits its productive efficiency.

Furthermore, any research and development (R&D) activities undertaken by the target may not enjoy
the leverage of innovating on top of existing technological platforms, putting the target at a disadvantage it
may never overcome owing to the fast innovation-cycle times and extreme competitive pressures in the global
R&D arena. Chinese investments in innovation in many high-tech sectors, including satellite technology, will
suffer such delays. Lockout from technology access, however, may provide opportunities for innovations in
target country R&D. Since China is prohibited from accessing certain U.S. satellite technology, it may have an
incentive to “innovate around” the U.S. standard, with potentially positive outcomes for its economy.

Assessing the impact of technology lockout depends critically on the absorptive capacity of the target
nation. Where limited advanced R&D activity is taking place, as in Iran and in Cuba in most sectors beyond
the life sciences, the costs from technology lockout will be small in the short run owing to the nation’s inability
to fully absorb and thus leverage the sanctioned technology.

Each target nation is unique and thus provides potential for individuals and organizations from sender
countries to learn and improve. Where investments, commerce, and travel are restricted, knowledge flows
between nations are limited. Medical research in Cuba is known to be very advanced, yet collaboration with
the scientific community in the United States is impeded by travel restrictions and other sanctions.

Where a target is distinct (culturally, economically, etc.) from a sender, learning opportunities might
be strongest. Alternatively, such distinctions may make effective learning between the countries more
difficult, as language, cultural, and political differences can all serve as barriers to knowledge flows.
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We therefore propose the following:

P17: When senders possess unique technology that is applicable to the development of key sectors in
the target, the target’s access to valuable technology is limited, and thus the effectiveness of
technology access sanctions is enhanced.

P18: When targets have sufficient absorptive capacity for a given technology and/or are actively
engaged in domestic R&D in the focal technology, access to that technology is enhanced and thus the
effectiveness of technology access sanctions is reduced.

P19: Where senders and targets are distinct (culturally, economically, etc.), potential for learning
through economic engagement is the greatest, and therefore the effectiveness of sanctions limiting
such engagement is enhanced.

P19 (alternative): Where senders and targets are distinct (culturally, economically, etc.), the ability to
learn through economic engagement is reduced due to the existence of barriers to knowledge flows,
and therefore the effectiveness of sanctions limiting such engagement is reduced.

Promotion of Dissent in Target Country, Sender Country and Abroad

Since economic sanctions are tools of international policy, their efficacy will depend upon the degree
to which important and influential stakeholders (1) recognize the sanction and its intended rationale, (2) are
sufficiently concerned about issues related to the sanction and/or its rationale to take action for or against the
sanction, (3) are organized into effective groups to support or oppose a sanction, (4) can efficiently mobilize
their varied resources to influence outcomes in the sender nation, target nation, or other relevant venues, and
(5) participate in fora that provide political “space” or “voice” to such groups. One potentially important
stakeholder group is a target nation’s diaspora community--former citizens of the target who reside overseas
and particularly those who reside in the sending nation. If a sanction cannot attract the attention of
stakeholders in the sender country, the target country, or elsewhere and motivate them to act, it will not be
successful, regardless of its rationale.

Thus the imposition of a sanction on another country, particularly when motivated by palliative or

punitive considerations, may provide groups and individuals within the target nation some credibility and
support for opposing the government regime. The degree to which a sanction can provoke and/or provide
leverage to internal dissenters will vary depending on the degree to which the sanction affects different groups
in the target society, the existence of political divisions in the target, the level of organization and coalescence
among individuals in society, and the role and strength of business and the private sector in general in the
target country. The degree to which stakeholders deemed significant and powerful in the target country share a
sender’s desire for policy change in the target country will impact the likelihood of such change occurring.
In the case of Cuba, the Varela Project, which has organized a petition drive in hopes of forcing political
liberalization on the island, has garnered some credibility in the nation from U.S. sanctions policy calling for
democratic reforms in Cuba. The Falun Gong, declared a cult by the Chinese government, has similarly gained
public support for its cause through U.S. sanctions intended to encourage protection of religious freedom.
Thus sanctions against target nations can have important repercussions in terms of undermining internal
support for a regime.

With regard to internal dissent, we therefore propose the following:

P20: Where sanctioned activities negatively impact organized, influential groups within a target
society, internal dissent will be greater, increasing the effectiveness of said sanctions.

Sanctions can also incite dissent among members of third countries. In situations where sanctions
have an extraterritorial reach--for instance, application to overseas subsidiaries of firms headquartered in the
sender country as in the case of provisions of the Toricelli Act sanctions on Cuba--and where sanctions are
clear violations of international law or other binding multilateral agreements (such as the WTO), they raise the
ire of members of third countries who may then choose to side with target nations. Such has been the case
with the extraterritorial reach of U.S. sanctions against Iran.
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Where sanctions are directed against target behaviors or policies the sender deems morally unsound
(palliative and/or purposeful sanctions), the degree to which this view is shared around the globe will enhance
or diminish the perceived legitimacy of a sender’s sanction. For instance, one-child family planning arguably
forms a basis for some U.S. sanctions against China. If this social policy is not universally accepted across
countries, broad acceptance of the sanction is more likely.

Sanction rationale and scope also affect a sender’s ability to provoke third country dissent vis a vis the
target’s policy. Protection or promotion of parochial domestic constituencies is unlikely to be viewed as
sufficient rationale to sanction a target. “Smart” sanctions that target specific sectors of society deemed worthy
of punishment or relevant for prompting policy change in the target will likely induce less ire among third
countries than comprehensive sanctions. Comprehensive economic sanctions are rather blunt instruments for
addressing what often are circumscribed policy concerns. The objectionable policies may not even be
economic in nature, calling into question the use of economic tools for non-economic ends.

A sender nation’s consistency in its sanctions policy will reduce third country criticisms of sanctions.
When a sender sanctions a target for failing to adhere to democratic processes in selecting its government, third
parties might reasonably expect that similar sanctions are due other nations failing to adhere to said processes.
In the three cases, significant variations in the reasons for, and resulting scope of, sanctions exist. Human
rights violations in China, Cuba, and Iran have been invoked as a reason for U.S. sanctions, but these same
behaviors in Saudi Arabia, Egypt, and Pakistan have not provoked similar sanctions.

The limits to such sanction policy effectiveness are seen directly in acts by third countries (e.g.,
Mexican and Canadian passage of antidote laws countering U.S. sanctions against Cuba) as well as by targets
(regime intransigence). In the case of purposeful sanctions, where few or no policy changes occur in a target,
the sender’s ability to persist in imposing sanctions is challenged.

Based on the preceding, we propose:

P21: Where sanctions do not include extraterritorial provisions, are universally perceived to be
morally sound, have obvious, non-parochial rationales and limited scope, and are applied consistently
across potential target nations, third country dissent will be reduced, and the effectiveness of such
sanctions will be enhanced.

P22: When dissent is lodged by members of a target diaspora community, particularly when that
diaspora community resides in the sender country, the positive relationship between dissent and
sanction effectiveness will be greater.

Diminished Ability of Target to Act on the Global Economic Stage

Unilateral sanctions reduce opportunities for the target to engage with other private- and public-sector
actors around the world. At the simplest level, close allies of the sender typically are wary of offending the
sender by exploiting close relations with the target (Iran has suffered in this respect). Where trade and
investment restrictions are in place, the target nation may not enjoy full consideration by firms as they
strategize how to globally configure their various assets and activities.

Firms need flexibility and unfettered access to upstream and downstream markets and seek out
complementary private-sector activities to enhance the value of their products and services. As seen in the
three cases, nations sanctioned by the U.S.-- the largest, most diverse economy in the world-- may not be able
to offer potential trading or investment partners such flexibility, especially if positioning in strategic networks
and/or linkages with lead countries is critical.

We therefore propose the following:

P23: Multinational firms will seek to optimize configuration and coordination of their activities
across the globe. Where senders represent important markets or platforms in such configuration and
coordination considerations, a target’s potential role in global commerce will be reduced, enhancing
the effectiveness of sanctions.

Target countries may also suffer consequences on the geopolitical stage. Where sender nations are
effective in using their political leverage to reinforce the impact of economic sanctions--in the case of China,
for example, the United States has wielded important power over that nation’s WTO accession--a target may
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find itself in a weakened position internationally. Where a target has other sources of leverage on the global
stage (e.g., a large domestic market in the case of China, or a role in global energy security in the case of Iran),
the impact of sanctions may be mitigated.

Based on the preceding, we propose:

P24: Where a sender has relatively greater geopolitical influence than the target, it can use its
advantage to the detriment of the target, thus enhancing the effectiveness of sanctions.

The range of potential costs to nations targeted by sanctions is considerable: lost trade (direct and
indirect), diminished access to capital (investment and borrowing), restricted access to technology and
knowledge flows, increased internal dissent, and a weaker position in the global economic arena. As we have
indicated, the importance and relevance of each of these costs to a target are contingent upon a variety of
factors. Since purposeful sanctions are imposed explicitly to harm the target (i.e., inflict costs), a thorough
analysis of these factors is required to predict whether a particular sanction will be effective in producing
policy change.

Managers in firms conducting business globally, or impacted by global competition in their domestic
markets, are acutely aware of the need to design, implement and assess strategies according to their fit with
various operating environments. Unilateral economic sanctions are used by national governments to
significantly shape these environments, and thus can have direct impact on firm performance. Our proposed
model offers planning insight for international managers charged with assessing current and future
environments across the globe. By identifying which sanctions are likely to produce intended outcomes,
managers can glean important information regarding whether and where a national government is likely to
economically sanction (actors in) other nations, and thus impact those related operating environments.

As the model presented here results from inductive inquiry, we advocate future empirical testing of
this model to gauge broad generalizability of our propositions beyond the cases upon which it was based. Our
model explicitly incorporates factors that allow for diverse sender, target and third countries in a testing
sample—important for the robustness of subsequent empirical results. Given the importance of unilateral
economic sanctions in global political economy, the current work, and future testing, are critical for firms
operating around the globe to better assess their environments.
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