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ABSTRACT OF DISSERTATION

WINNING THE WAR: SANCTION EFFECTIVENESS AND CONSEQUENCES

Chapter 1 shows that there is a negative relationship observed between sanctions
and civil liberties in the target country, which is driven by how exposed the target
country’s trade was to the sanctioning countries. Using a fixed effect panel regres-
sion covering 160 countries from 1972-2005, it is found that import exposure to the
sanctioning countries drives this negative relationship, with every percentage point
of import exposure reducing the inverted FHI freedom score by 0.165 points. This
implies that restricting imports to a country that promotes an oppressive response
by the targeted government.

Chapter 2 examines whether countries change their trade patterns in response to
economic sanction threats in addition to imposed sanctions. Using a bilateral gravity
panel dataset covering 180 countries from 1950-2005 I find that imposed sanctions
cause a very significant 55.43% increase in purchases from third party suppliers or a
smaller 49.78% increase in sales to third party buyers during sanction events. Sanction
threats cause a 42.05% increase in purchases from third party suppliers, and a 42.76%
increase in sales to third party buyers, all significant at the 1% level. I conclude that
both imposed sanctions and sanction threats lead to a significant increase in trade
with third party countries, preempting and subverting sanction regimes.

Chapter 3 studies whether there is evidence of cheating during sanction events by
examining the difference in reporting for exports in the selling country versus imports
in the buying country. A systematic change in reporting behavior is detected, with
the log difference of reported exports minus reported imports increasing 7.46% in
the case of exporter imposed sanctions, and decreasing 9.86% in the case importer
imposed sanctions. This is consistent with the theory that firms in the sanctioning
country face harsher penalties for being caught compared to the targeted countries.
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Trade Diversion
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Chapter 1 Trade Exposure and the Impact of Sanctions on Civil Liberties

1.1 Introduction

Economic sanctions have been a staple of “soft power” from the end of World War 11
to today as a way to induce behavioral changes from the targeted government without
engaging in direct warfare.(Hutbauer et al., 2007) A modern example are the ongoing
sanction regimes against Iran and North Korea over their nuclear programs. These
two cases also illustrate the importance of how exposed a target country’s trade is to
those who are attempting to sanction it. The United States and the United Nations
Security Council began sanctioning North Korea after its first nuclear test in 2006,
targeting vital industries and eventually expanding to cover 90% of North Korea’s
bilateral trade flows. However the UN and US administrations have stressed the
importance that China, which also accounts for 90% of North Korea’s trade flows,
must comply with these sanctions for them to have any effect.(Griffiths et al. 2009;
Klein, 2018; |Staff and Agencies, 2017)) In effect, North Korea’s trade is not exposed
to the world, but only to China and so they are the arbiters of success or failure in
terms of economic sanctions.

The nuclear sanctions against Iran also began in 2006, and eventually lead to the
2015 Joint Comprehensive Plan of Action, or the Iran Nuclear Deal, and required the
combined efforts of China, France, Russia, the United Kingdom, the United States
and the European Union to put pressure on the Iranian economy. The unilateral
withdrawal of the United States from the agreement is causing short term disruptions,
but without the cooperation of Europe and other major Iranian trading partners it is
unclear how effective the new sanction regime under Trump will be.(Gambrell, 2018;
Herszenhorn), 2018) Since Iran’s trade is only exposed to the United States through
the international oil trade, there is a limited impact that the United States can have
on its own.

This chapter investigates the relationship between sanctions and their potential
for trade disruption and civil liberties in the target country. The potential disruption
caused by a sanction will be measured here by trade exposure, which is defined as
imports or exports between the targeted country and the sanctioning country in the
years leading up to the sanction, as a percent of the target country’s GDP. I then
include this measure in a regression analysis that allows me to differentiate whether it
is the imposition of a sanction or the prior trade relationship between the sanctioning
country and target state that matters for freedoms and civil liberty outcomes in the
targeted state. It contributes to the literature by developing a numeric estimate of
the potential damage of a sanction, whereas previous studies have only examined
sanctions as dummy variables with intensities based on the type of sanction being
imposed, not the actual damage it might cause. This will allow me to differentiate
between the signal sent by the type of sanction being imposed versus the signal sent
by the potential disruption caused by the sanction event and evaluate which one is
more significant.



Section 2 of the chapter gives an overview of other chapters that have studied the
impact of economic sanctions on liberties in the targeted countries. Section 3 of the
chapter describes the data used to analyze the relationship between civil liberties and
economic sanctions and briefly explains how these things are measured.

Section 4 uses a panel-gravity approach to estimate the average impact of sanc-
tion events on the imports/exports between the targeted country and the sanctioning
countries, and I find that sanctions do negatively influence trade flows. Section 5
builds off of this insight, estimating a dynamic panel model of freedom against sanc-
tions and trade exposure. I find that sanctions affect civil liberties only through the
potential economic disruption they cause, with import disruptions being the primary
driver of this result. During a sanction, an increase in trade exposure of 1 percentage
point of the target country’s GDP is associated with a decrease in that country’s
Freedom House Index Freedom score of 0.0625 points, while a 1 percentage point
increase in import exposure as a percent of the target country’s GDP leads to a 0.165
point decrease in the Freedom score for that country. This effect is significant at
the 1% level, and indicates that there is a strong negative impact of civil liberties
when countries cease the flow of goods to a target nation, in comparison to ceasing
purchases from that nation. This result is robust to the disaggregation of sanctions
into multiple categories, which is discussed in section 6 of this chapter.

Section 7 analyzes the impact of sanction threats on civil liberties, but finds that
the inclusion of sanction threats does not significantly alter the analysis. Section 8
concludes the chapter with conclusions and discussion, with the primary result being
that sanctions which disrupt imports to the target nation lead to worse outcomes in
terms of civil liberties for those nations. Section 9 contain an appendix of additional
information and robustness checks.

1.2 Literature: Sanctions and Civil Liberties

There has always been a concern that the collateral damage caused by sanctions might
outweigh their usefulness as political tools.(Drezner, |2003)) In addition to the direct
hardship that cutting trade to a country will impose upon its citizens, there is also
a concern that the targeted government might react harshly and crack down on its
own population to maintain control rather than acquiesce to the sanctioning countries
demands. [Wood| (2008)) finds that both US and UN imposed sanctions are associ-
ated with an increase in government violence toward citizens, with harsher sanctions
leading to more extreme repression. |Soest and Wahman| (2013)) examine whether
sanctions intended force authoritarians to adopt greater democratic institutions and
find that sanctions in general seem to make things worse, while sanctions intended to
improve democratic institutions do achieve that goal. Peksen (2009) and Peksen and
Drury| (2010) find that more intense sanctions are associated with increased political
violence and reduced freedoms/human rights in the target countries.

There are several theoretical reasons for this relationship. The first explanation
is a simple survival story, where a regime targeted by sanctions use violence to pre-
empt or prevent a revolution or other form of regime change. Hardships caused by
the sanctions are intended to incite the population against the government and its



behaviors, and some governments attempt to confront this effect directly with terror
tactics and fear.(Wood, 2008])

A second reason why governments might increase repression or coercive behavior
when confronted with sanctions is that the sanction itself provides opportunities to
consolidate power.(Batmanghelidj, 2018 [Reiss, 2017; [Rowe, 2001) When the flow
of goods and funds to a country is restricted, it creates winners and losers in that
country’s industries. The government can therefor increase its relative power by
taking over those winning industries, giving them greater control over the flow of
goods and funds than they had before the sanctions began.(Kaempfer and Lowenberg,
1999), By awarding these companies or resources to powerful political allies, and
restricting access to these things to opposition groups, the sanction event can create
a situation where the government is more powerful relative to opposition groups,
even if the overall size of the economy was diminished.(Peksen and Drury, 2010) An
example of this would be the Iranian Revolutionary Guard increasing the share of
the economy directly under their command during the anti-proliferation sanctions
targeting Iran’s nuclear program.

A third reason is that sanctions can be seen as signals of international support to
opposition groups, both by those opposition groups and by the targeted government.
In this case it may not be that the government fears losing control so much as they
are using the sanctions as an excuse to target their political rivals. A “rally around
the flag” effect where citizens largely come to support the government against foreign
aggression is sometimes observed as a result of sanctions, and governments can use
this to cover crack downs against the opposition which are scapegoated as supporters
of the sanction event.(Olson, 1979; |Peksen) 2009; Peksen and Drury, |2010; [Wood,
2008) An example of this would be the current sanctions imposed against Venezuela,
which its leadership have dubbed an “Imperialist Economic War” and accused the
opposition parties of being collaborators with the United States.

In all of these cases there is strong reason to suspect that the strength of the
repressive response by the target government would be related to the damage being
caused by the sanction, which is not necessarily captured by dummy variables. In
the first case, a sanction which causes more damage will result in a more disgruntled
population and a greater loss of control by the target government. The government
has reason to suppress its population even more, in an attempt to prevent a popular
uprising against it. In the second case, a sanction which is more disruptive to a market
gives even greater opportunity for the government to choose winners and consolidate
control over the remaining resources, leaving it even more powerful than when the
sanction began. In the third case, a sanction which is actually causing harm can lead
to greater nationalist fervor as the population seeks to resist the foreign influence,
giving an even greater opportunity for the regime to target its opponents.

Another potential cause for the observed negative relationship between sanctions
and civil liberties could be reverse causality, where it is not the sanctions that lead
to repression but it is repression that leads to the sanctions.(Kreutz, 2015; |Peksen et
all 2014) In that case we are observing the fact that governments which enact harsh
measures against their population face higher probability of sanctions, and that more
oppressive regimes would be targeted by more intense sanctions. However this result



is less consistent with the results observed because if the reverse causality story was
true, then sanction threats should also have a similar coefficient to imposed sanctions.
An oppressive regime should be more likely to be targeted by sanction threats, but
there is no clear relationship between sanction threats and freedom in the data. In
addition, if it was a case of reverse causality then trade exposure would be predicted
to be less significant, because an increasingly oppressive regime would be more likely
to be sanctioned by its small trading partners as well as its larger ones. Together
these make it less likely that reverse causality is a concern in this case[]

The previous literature studying the relationship between sanctions and liberties
relied on dummy variables for different types of sanctions to capture the strength or
severity of a sanction event.(Carneirol 2013; |Escriba-Folch and Wright,, |2010; Marinov),
2005; [Peksen, [2009; Peksen and Drury, 2010; Wood, 2008)) The presence of a type
of sanction is only part of the story though, and might not accurately describe the
economic damage being inflicted. A sanctioning country issuing an embargo against
a target that they have no trade relations with would be captured as imposing a very
harsh sanction type, but in real terms the sanction may not be causing much damage.
Conversely an import restriction might cut off critical materials or goods which causes
major economic disruption, even though it is coded as a less severe sanction. The
previous literature included bilateral trade as a control variable but did not interact it
with the sanction event. The use of bilateral trade also misses potentially differences
between sanctions that disrupt imports to sanctions that disrupt exports.

I contribute to the literature in two ways. First I construct a measure of of how
much damage an economic sanction could cause, rather than relying only on dummy
variables to capture the strength of a sanction event. To do this I create a trade
exposure term, which is how much the targeted country trades with the sanctioning
countries before the sanction event begins, as a percent of the target country’s GDP.
By interacting this term with the sanction dummy I have a measure of the maximum
disruption that a sanction could cause, as a proxy for how much economic disruption
the sanction will cause.

Second I analyze the impact of imports and exports rather than examining ag-
gregate bilateral trade flows. This will allow me to examine any potential differences
in terms of outcomes for sanctions that disrupt exports versus sanctions that disrupt
imports. Restricting exports might cripple the economy and cause a great deal of
economic disruption, while restricting imports might increase prices for certain goods
but otherwise have little effect. The alternative might also be true, if the target
country relies on certain key imports for its economy or society while its exports can
be sold to third-party countries with relatively little loss. Aggregating imports and
exports together therefor might miss the real disruption being caused by the sanction,
or it might lead to incorrect conclusions about what sort of sanctions should be used.

In addition to this I also attempt to control for reverse causality using the Arellano-Bond
method, which uses lags of the dependent and independent variables to try and control for endoge-
nous variables. I find further evidence supporting the result that import exposure is driving the
negative relationship between sanctions and civil liberties. This is discussed further in section 2 of
the appendix.



1.3 Data

The primary data used in this analysis is an unbalanced panel with 4,633 country-year
observations covering 160 countries from 1972-2005. The variable of interest is the
inverted Freedom score from the Freedom House Index, which measures political and
civil liberties in every independent nation and some disputed territories in the world
over the data period.ﬂ The Freedom score is an aggregate measure of civil liberties
formed into a 2-14 point scale. The inverted form of this index is used so that higher
scores indicate a freer society.

I combine this with sanction and threat data from the Threat and Imposition
of Sanctions (TIES) Dataset, which provides data on sanction episodes from 1945
to 2005ﬁ The TIES dataset was constructed by first running a keyword search of
legal documents on the Lezis-Nexus website and other sources for keywords such as
sanctions, embargoes, reduction in foreign aid and other related terms.ﬁ Potential
sanction cases were then examined by coders which determined whether a sanction
event occurred, what type of sanction or threat was involved, the duration and other
relevant information.(Morgan et al., [2014) This is done in an attempt to discover
as many sanction cases as possible for any country-pair. There are 9 categories of
sanctions for both imposed and threatened sanctions, which are summarized in Table
1.1l In order to avoid as much endogeniety as possible, sanction events that have
a stated goal having to do with trade disputes or trade flows are excluded from the
analysis. Summary statistics for the freedom index, sanctions and sanction threats
are reported in Table

Trade data comes from the Correlates of War (COW) Trade Dataset’| The pri-
mary reason that this dataset is preferred is because it distinguishes between data
which is missing from the dataset and data where two countries report zero or in-
significant trade flows. Because the focus of this analysis is trade sanctions, it is
expected that in at least some cases trade between the sanctioner and target country
should go completely to zero, which is why this dataset is preferred.

Country characteristics data are drawn from the CEPII gravity dataset, a square
panel of all country-pairs from 1948 to 2005ﬁ This data includes GDP, population

2The Freedom House Index is reported by Freedom House, a US based NGO that has compiled
annual reports on democracy and civil liberties in all countries and territories since 1972. The data
can be accessed at https://freedomhouse.org/report-types/freedom-world

3The Threat and Imposition of Sanctions dataset was created by Cliff Morgan, Navin Bapat,
Valentin Krustev and Yoshiharu Kobayashi and is hosted by the University of North Carolina.
Version 4 of the dataset is used in this analysis and can be found at http://www.unc.edu/ ba-
pat/TIES.htm

4The most important sources are Lexis-Nezus, Facts on File, Keesing’s Record of Contemporary
FEvents, the New York Times and the London Times.

5The Correlates of War Trade dataset was created by Katherine Barbieri and Omar Keshk, and
is based primarily on the IMF’s Direction of Trade Statistics data. It is hosted by the University
of South Carolina and Ohio State University. Version 4 of this dataset is used, and can be accessed
along with documentation at http://www.correlatesofwar.org/data-sets/bilateral-trade

6The CEPII gravity dataset is hosted by the French Centre d’Etudes Prospectives et
d’Informations Internationales, and is maintained by Thierry Mayer. It is accessible at
http://www.cepii.fr/cepii/en/bdd_modele/presentation.asp?id=8



and international organization membership which are used as country controls in my
analysis.

Finally I use the Major Episodes of Political Violence (MEPV) dataset to incor-
porate information on both the presence and intensity of international and civil wars
that take place over the sample period. The MEPV dataset covers all states over
the period 1946-2016, with episodes coded on a 0-10 scale based on the intensity of
the conflict and the magnitude of its impact on the society[’] with separate scores for
war between countries and civil wars/disorder within a country. Table reports
summary information for each of these datasets and the combined dataset used in
this chapter.

1.4 Effect of Sanctions on Trade

The first step of the analysis is to measure the impact of sanctions on the trade with
the targeted country. To do this I first estimate how disruptive a given sanction type
is on bilateral trade flows between the imposing and target country using a gravity
model of exports (E; ;;) from the exporting country (i) to the importing country (j)
in year (t). Data on trade comes from the COW Trade Database and sanction data
comes from the TIES dataset. I capture all trade flows in the form of exports in
current dollars, the log of which forms my dependent variable. Reported zeroes in
the trade data are replaced with 1$ so that they are not dropped from the dataset
when taking the natural log and to differentiate them from missing data.

This analysis uses the same sanction definitions as |Caruso| (2005) and Hufbauer
and Oegg (2003), but where Hufbaur & Oegg used a cross-sectional analysis compar-
ing two years of data I follow Caruso who used a gravity panel to analyze the impact
of sanctions between the U.S. and its trading partners

I differ in that my gravity panel captures bilateral trade flows in terms of exports,
so that I have exports from country A to country B and also exports from country
B to country A. This allows me to retrieve import and export information for any
given country year. I also utilize time-varying country fixed effects as recommended
by Head and Mayer (2013)).

lnEm’t = Q45 + (7% + Q¢ + Blej’t + BQSl]\/[

it + ei,j,t (11)

where F;;, is the logged current value of exports in dollars and «;; are country-
pair fixed effects which control for distance, borders, shared language/history and

"The MEPV dataset was created by Monty Marshall and is hosted by the the Center for Sys-
temic Peace. The dataset was created by researching all reported instances of major political
violence which lead to 500 or more deaths over the course of the incident. It can be accessed from
http://www.systemicpeace.org/inscrdata.html

8Caruso| (2005) uses a panel of the United States and its trading partners to examine the impact
of extensive and non-extensive sanctions on trade. [Hufbauer and Oegg| (2003) uses a multiple time
series analysis of countries during three separate years to calculate the impact of sanctions on trade
flows.



other variables describing the relationship between the countries. Country charac-
teristics such as GDP, population and whether the country is at war which vary in
each country by year are controlled by «;; and «;;, country-year fixed effects for
the exporter /importer. These also control for multilateral resistance as described in
Anderson and van Wincoop| (2003). The error term for a given country-pair year is
given by € ;+.

Economic sanctions are added to the model by including two vectors of dummy
variables, S i and S% +» which capture both the type and the direction of the sanc-
tion. SX ¢ 18 a vector dummy variables which take the value of 1 if country i, the
exporter in the country pair is the target country of a sanction from the importing
country j in year t. SM i+ 18 a vector dummy variables which take the value of 1 if
country 7, the importer of the country pair is the target country for that type of
sanction from the exporting country ¢ in year ¢.

Three definitions of S;X;, and S}, are used to examine the impact of sanctions on
trade. First is a simple binary measure of whether there are any sanctions imposed
during a given year. Second is a model of sanctions that divides them into intense
(blockades and embargoes) and non-intense sanctions following Peksen and Drury
(2010) as a way to compare results. Third is a model that divides sanctions into
three tiers, intense (blockades and embargoes), moderate (partial embargoes, import
restrictions and export restrictions) and light (travel bans, asset freezes, suspension
of economic agreement and termination of foreign aid) following Caruso| (2005); [Huf-
bauer and Oeggl (2003). By using the same measures of severity as used in prior
literature, I will be able to determine if prior results in the literature could be ex-
plained by how exposed the target country is to the sanctioning countries.

The impact of sanctions in general on logged exports is reported in Table[1.5] The
results are in line with the expectation that it is easier and less costly to cut sales
coming from a target country compared to attempting to stop businesses from selling
to the target country. Direct interpretation of these coefficients is difficult however,
and so they are transformed into percent reductions for analysisﬂ A sanction is
expected to reduce exports from the targeted country by 46.53%, which is statistically
significant at the 1% level. By comparison the target country’s imports are only
reduced by 29.6%, significant at the 10% level.

1.5 Effect of Sanctions on Civil Liberties

My results for the effect of sanctions on trade are consistent, if smaller in magnitude to
Caruso (2005) and |[Hufbauer and Oegg (2003), indicating that my data and analysis
are consistent with what has done before. I then extend the analysis to civil liberties,
because damage from sanctions can come with costs beyond the direct impact of
declining trade on GDP. The sanctions might pick winners and losers in the targeted
country’s markets, providing opportunities for governments and powerful actors to

9The coefficients of sanctions are transformed into a percentage reduction using % Reduction =
100%eP=1) where the 8’s are coefficients on the dummy variables of interest. By plugging in —0.626
for B we find that a sanction reduces a target country’s exports by approximately 46.53%. I will
convert coefficients from these panel regressions to percent reductions to correctly interpret them.



increase their power relative to the people. Sanctions are hostile acts that might
provide a catalyst for purges or crackdowns on dissidents who can be seen as allies of
the sanctioning country. However if a sanction has no economic impact on a target
country, then none of these things should occur, or at least there should be a greater
reaction if the real economic damage being caused is large relative to the size of the
target country’s economy.

To study this I will first use a simple fixed effects model with a sanction dummy;,
then I will develop a “trade exposure” term which will show how vulnerable the target
country was to the sanctioner’s action. The dependent variable of this analysis will
be the FHI Freedom score, a measure of the political and civil liberties. This will be
regressed against a lag of the Freedom score, population, GDP, WTO membership
and measures of international and civil conflict a well as country and year fixed
effects, following the general model setup of previous literature to try and replicate
their results.(Peksen), 2009} Peksen and Drury, |2010; |Soest and Wahman) 2013)) The
variable of interest is a sanction dummy which takes the value of 1 if country 7 is
under any sort of sanction in year t. The estimation equation for this analysis is
given by:

F7“€€i7t = aoFreew_l + o + oy + Cit + 5152'715 + €it (12)

Where Free;; is the inverted Freedom score, oy and o, are time and country
fixed effects and c¢;; is a set of country controls: population, GDP, a measure of
international conflict intensity in a given year, a measure of internal civil conflict
intensity in a given year, and a dummy variable for if that country has GATT/WTO
membership. S;; is a dummy variable for whether any given country ¢ is under any
sort of economic sanction during year t. The literature includes a lag of the Freedom
because although the Freedom House Index does not exhibit a unit root, it does show
evidence of being strongly autoregressive process due to institutional inertia.(Peksen
and Drury, 2010) Government institutions tend not to change quickly, and the recent
past is important for the state of institutions in the present. .

If B, is negative, that would mean that sanctions in general are associated with
a reduction in civil liberties and political rights, giving support to the theory that
governments increase repression as a response to sanctions. A positive 8; would be
associated with the opposite, indicating that sanctions promote civil and political
liberties in the targeted country.

The impact of this first regression is found in Table [1.6] Column 1, where the
coefficient associated with the sanction dummy variable is found to be -0.174 and
statistically significant at the 1% significance level. This coefficient is equal to 9.2%
of the average within-country standard deviation of the freedom score.

This result is comparable in sign and magnitude to the results found by Peksen
and Drury| (2010) analyzing the impact of sanctions on democracy, as well as the
results found by Wood (2008) which examined the relationship between sanctions
and government violence. This indicates that the presence of sanctions in general has
a small, but statistically significant impact on freedoms as measured by the FHI that



is within the same range as found by |[Peksen and Drury| (2010)), the closest analysis
to the one that I perform here. As this is aggregating all sanctions from blockades to
travel bans, the relatively small coefficient is unsurprising.

Calculating Trade Exposure

Previous literature has examined the impact of sanctions on civil and physical liberties
in the targeted country.(Carneiro, 2013; |[Escriba-Folch and Wright| |2010; Marinov),
2005; [Peksen) 2009; [Peksen and Drury, 2010; Wood| 2008) However this literature
only examines the type of sanction being imposed, controlling for severity with the
inclusion of dummy variables for different types or categories of sanctions. I contribute
to the literature by creating an “exposure term.” Trade exposure is defined here as
the amount of trade as a percent of GDP that exists between a target country and
countries that are imposing sanctions upon it. The more a country trades with its
sanctioners, the more exposed it is to the potential damage and disruption caused by
those sanctions.

To do this I exploit the existing trade relationship between the countries prior to
the sanction to gain a measure of how important trade with the sanctioning countries
are compared to the rest of the target countries economy. The equation for the basic
export exposure term is given by equation 1.4:

X Sijt

Eacport
R%Exp ﬁX% .7, lag 1.3
Z GDP. 1

%Ezp - , : .
where R is how much of country i’s exports are directed toward countries sanc-

tioning it as a percent of country i’'s GDP. Export™? is the average exports from i

4,7, lag
to its partners j in the five years prior to the sanction, GDPA”g is the average GDP
in country ¢ in the five years prior to the sanction and S, ;; is a dummy variable for if
country ¢ is under any sort of sanction from a partner country j during period t. By
design sanctions should impact exports and GDP in the target country simultane-
ously, so the lagged averages are used to avoid contemporaneous interactions between
exports, GDP and the sanction event.

By summing over all of country i’s trading partners in period ¢, I find the total
exposure of a target country’ exports to countries sanctioning them that year. For
ease of interpretation I will scale this term by SX%, the coefficient associated with
export sanctions from equation 1.1 transformed into a percent reduction. Using this
term will give an estimate of the potential disruption caused by a sanction given how
exposed the target country was to that sanction.

An equivalent process is done for imports to country 7 as well, giving an equivalent
exposure term for imports:

n Avg
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where the variables are the same as in equation 1.3, except that [ mportf;jlgag is the
average imports of country ¢ from its countries j for the five years prior to the sanc-
tion and the term is scaled by SM”%, the sanction coefficient associated with import
sanctions from equation 1.1 transformed into a percent reduction.

Potential bilateral disruption is found by summing the import and export exposure

terms together:

%Trade __ p%Exp %Imp
Ry ™ =R, + R (1.5)

where RZ‘;EW and R;V;Imp are defined by equations 1.3 and 1.4, respectively. Summary
statistics of these variables, conditional on the presence of a sanction, are given in
Table[1.4, The mean trade exposure for a country under any sort of sanction is 4.3%
of GDP for the targeted country, while the mean export exposure is 2.6% of GDP and
the mean import exposure is 1.7% of GDP. In general, countries which are sanctioned
tend to be more exposed in terms of exports than imports, both on average and in
terms of the maximum results.

Trade Exposure and Civil Liberties

Now that I have measures of how exposed a country is to sanctions I will include them
in my regression from equation 1.2, to determine whether it is the act of imposing
a sanction or the potential damage it can cause which has a larger impact on civil
liberties. This will allow me to differentiate whether it is the simple signal of sanction
imposition that causes target governments to crack down on liberties or whether it
is more related to the potential trade disruption caused by that sanction. I will first
analyze total bilateral trade exposure using the following equation:

Free;; = apFree;;—1 + a; + o + ¢iy + P1.Si + ﬁgRZ"tTm‘le + €t (1.6)

where the variables are the same as equation 1.2, however R;’ﬁT"“de is the total exposure
of bilateral trade caused by the sanction as a percentage of GDP.

The results of this regression can be found in Table Column 2. Once trade
exposure is included the sanction dummy becomes statistically insignificant, indicat-
ing that the negative relationship found in the previous regression was due primarily
to the potential disruption that the sanction caused.

The coefficient associated with trade exposure is -0.0625 and significant at the 1%
level. Interpreting this coefficient, a 1 percentage point increase in trade exposure
during a sanction event results in a decline in the target state’s freedom score ap-
proximately equivalent to a 1 point increase in the civil war measureﬂ Looking at
Table the mean trade exposure as a percentage of GDP caused is approximately
4.3%. Multiplying the trade exposure coefficient by this value gives an estimated

10T his is equivalent to a country going from no political violence to “sporadic political violence,”
the primary example of which is the United States’ political instability during the 1960’s.
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mean reduction in the freedom score of 0.2696 points, equivalent to 14.4% of the av-
erage within-country standard deviation. Repeating the calculation for the maximum
trade exposure of 23.6% results in a maximum predicted reduction in the freedom
score equal to 1.47 points, a significant reduction equivalent to 3/4 of the average
within-country freedom score standard deviation. This result is robust when repli-
cated using an Arellano-Bond methodology, which indicates that the result is not
being driven by endogeneity. This is discussed further in section 2 of the appendix.

This suggests that the signal of imposing some sort of sanction seems to have little
bearing on institutional changes and freedoms in the targeted country, but instead
is related actual damage the sanction event causes that leads to reductions in rights
and freedoms. Sanctions against countries with greater amounts of trade exposure
are associated with serious, negative impacts on democracy, rights and freedoms in
the targeted country.

Import vs Export Exposure and Civil Liberties

The next question is whether total trade exposure is important, or whether potential
disruptions of imports are more important than potential disruptions in exports, or
vice-versa. Cutting imports of food, medicine or vital equipment to the targeted
country could backfire, turning the public against the outside forces and allowing the
government /other actors even greater power in the targeted country, while restricting
exports such as oil might make it very difficult for the targeted country to subjugate
their citizens because of a lack of resources.

To examine this question trade exposure is split into export exposure and import
exposure, resulting in the following equation:

Free;; = agFree;s—1 + o+ a; + ¢y + B1Sis (1.7)

+523;7§Exp + ﬁgR:ﬁImP + €t
where R?;Emp and Rﬁlmp are how much exports/imports are reduced on average by
the presence of some sort of sanction, respectively. Results of this regression are
reported in Table [I.6, Column 3. The coefficient on the sanction dummy remains
statistically insignificant, but the important result is the differential impact of export
exposure versus import exposure.

It seems that export exposure is much less significant compared to import ex-
posure, despite countries under sanctions typically being more exposed in terms of
exports to the sanctioning countries. The mean and maximum value for export expo-
sure from Table are larger compared to potential import exposure, 2.6% vs 1.7%
for the means conditional on being sanctioned and 21.1% vs 9.8% for the maximum
values. Despite this, export exposure does not have any economically or statistically
significant impact on freedoms and institutions. Instead it is exposure to import dis-
ruption that is the primary driver of the negative relationship between sanctions and
rights and institutions in the targeted government.
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The point estimate for the import exposure coeflicient is -0.165, which is significant
at the 1% level, approximately equivalent to a three point increase in the civil war
measureE-] This indicates that for every 1% of import exposure a country has to a
sanctioning nation, freedom is expected to fall by an average of 0.165 points. Taking
the mean import exposure of 1.4 found in Table [1.4] the mean predicted reduction
in the freedom score for an average country 0.281 points. This reduction is nearly
equivalent to the predicted freedom reduction of 0.2696 points from trade exposure
in general from Section 5.2, giving additional evidence that import exposure is the
primary driver of the previous results examining trade exposure. This is also in
line with the predicted signs and magnitude for the effect of sanctions on rights
and liberties found by Peksen (2009), Peksen and Drury| (2010) andWood| (2008).
Taking the most extreme value of import exposure, 9.8% and conducting the same
multiplication gives a predicted reduction in the freedom score of 1.62, approximately
85% of the average within-country standard deviation of the Freedom Index and very
similar to the 1.47 point decrease predicted for the maximum trade exposure, giving
further 