Independent University Bangladesh (IUB)
IUB Academic Repository

Independent Business Review Volume: 14, No: 1, June-2025

2025-06

Impact of trade sanction on developing
economy: a review of literature

Tasnim, Khadiza Akter

School of Business and Entrepreneurship, Independent University, Bangladesh

https://ar.iub.edu.bd/handle/11348/1378
Downloaded from IUB Academic Repository



IMPACT OF TRADE SANCTION ON
DEVELOPING ECONOMY: A REVIEW OF
LITERATURE

Khadiza Akter Tasnim, Md. Khaled Saifullah* and Shahriar Kabir

Department of Economics
School of Business and Entrepreneurship
Independent University, Bangladesh (IUB)

Abstract

Sanctions are a type of government action against specific trading partners to
make sure that the targeted country suffers more from the sanctions than the
country imposing them. The goal of sanctions is to prevent certain types of
commerce or investment with the target country. A trade sanction can be imposed
unilaterally or multilaterally or by an international organization. The major impact
of a sanction is the trade decline of the target country, while the additional impacts
include negative pressure on investment, foreign currency reserves, exchange rate
and cost of credit. Economic sanctions may also adversely affect the imposing
country through loss of trust in the firms of the home economy. The review of
literature suggests that the recent sanctions are more political rather than
neutralizing monopoly power. However, the burden of sanction generally falls on
the citizens who are not responsible for the government policies.
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Introduction

Sanctions are generally a type of government action against specific
trading partners (Avetisyan & Lektzian, 2018). The goal of economic
sanctions is to prevent certain types of commerce or investment with the
target country. Countries that impose sanctions try to make sure that the
targeted country suffers more from the sanctions than the country imposing
them. When sanctions effectively limit the supply of goods to the target, the
prices of those goods increase in that country. As the prices become higher
than the global prices, the targeted trade disruption is achieved by the
imposing country (Hufbauer et al. 2007).

* Corresponding author: Md. Khaled Saifullah, Email: khaled@iub.edu.bd
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Numerous limitations put in place by certain nations to exert pressure
on others on behalf of their interests are known as international sanctions.
According to Tokar (2022), foreign sanctions have an adverse effect on the
economy by lowering GDP, restricting access to foreign markets, and
impeding advancements in the power and energy sectors. Afesorgbor and
Mahadevan (2016) report that economic sanctions are linked to increased
economic inequality, with trade and financial sanctions having the strongest
impact. Importantly, these rises in poverty and inequality persist, and
informal economic activities do not provide a mitigating effect.

The topic of the paper appears to be very important in the context of
changing geo-political backdrop. Trade and economic sanctions are
frequently practiced by developed economies against some of their political
counterparts. Hence, understanding the impact of past sanctions is
important for politicians and business leaders of the developing economies
to face the challenges of current and future sanctions of this integrated
global economy.

What is Trade Sanction?

Economic sanction is generally a broader term indicating economic
penalties on a country for achieving some targeted policy goal.? Trade
sanction is a subcategory of economic sanction, which mostly refers to legal
trade restrictions with a country. Such a sanction is aimed at controlling
certain policies or behaviors through increasing costs.? A trade sanction can
be imposed unilaterally (by one Country) or multilaterally (by a group of
countries) or by an international organization (For example, the United
Nations Security Council). The burden of sanction generally falls on the
citizens who are not responsible for government policies.*

Ezzati (2016) has classified sanctions into two categories; firstly, it is
imposed to limit imports and exports and secondly, they are imposed to limit
financial connections. He also classified economic sanctions into strategic
and nonstrategic categories. Sanctions are further divided into non-
economic and economic categories. Prior to economic sanctions,

2U.S. Department of the Treasury. "Sanctions Programs and Country Information."
https://ofac.treasury.gov/sanctions-programs-and-country-information The Britannica
Dictionary. "Definition of 'Sanction'." https://www.britannica.com/dictionary/sanction

3United Nations Security Council. "Sanctions."
https://www.un.org/securitycouncil/sanctions/information

*Human Rights Watch. "Iran: Sanctions Threatening Health."
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noneconomic ones are imposed with the intention of incentivizing policy
changes within the targeted nation. Non-economic punishments vary based
on the nation and the circumstances.

Several tariff and non-tariff tools are used for sanction purposes. Non-
tariff sanctions include embargo, import restriction and export restriction.
Embargoes are the most severe practice, where almost all trades are
prohibited except for some special licensed authorization. The USA is
currently practicing such sanctions against Cuba, Iran, and North Korea.’

Export sanctions, such as export taxes or quotas, can have different
effects on trade. Such sanctions are generally done through licensing
requirements and outright bans with a specific target to restrict advanced
technology transfer. While they may decrease the overall volume of trade,
they can also raise the export price of the sanctioned product, leading to
fewer exports. These restrictions typically bring down the domestic price of
the sanctioned product because there's more supply in the local market.
However, this can distort market prices, causing losses in both domestic and
foreign markets. Locally, the consumption of the sanctioned product is
likely to increase, reducing the prices of other goods produced domestically.
Besides the direct impact, the reduction in export volumes is expected to
have spillover effects in various sectors of the targeted state's economy in
the short term (Avetisyan & Lektzian, 2018). Besides export sanctions,
import sanctions are also practiced restricting the import of certain products
or services. A recent example of import restriction includes Russian crude
oil (following Russia's invasion of Ukraine), Syrian weapons and Somalian
charcoal.

Tariffs and quotas are generally applied to curb the trade flow instead of
restricting trade since these tools cannot entirely ban trade. Tariffs are more
commonly used to protect domestic industries, while quotas are often used
by developed economies to strengthen their position in global politics. For
example, the USA influenced the internal politics of Nicaragua by
restricting 90% of the allocated quota for Sugar imports.”

SUniversity of Pittsburgh, Office of Trade Compliance. "Embargoed and Sanctioned
Countries." https://www.tradecompliance.pitt.edu/embargoed-and-sanctioned-countries

®European Commission. "Restrictive Measures (Sanctions) in Force," pp. 55, 60.
https://eeas.europa.eu/archives/docs/cfsp/sanctions/docs/measures_en.pdf

"UC Santa Barbara, The American Presidency Project. "Proclamation 6120 - Restoring
the Country Allocation to Nicaragua for Quotas on Certain Sugars, Syrups and

=




Impact of Trade Sanction on Developing Economy: A Review of Literature 23

Impact of Sanction

The major impact of a sanction is certainly the trade decline of the target
country — export or import or both. The additional impacts may include
negative pressure on investment, foreign currency reserve, exchange rate
and cost of credit (Hufbauer et.al., 1997). Threatened sanctions positively
impact bilateral trade by 17% to 29%, while imposed sanctions, irrespective
of prior threats, result in a substantial 16% to 32% average reduction in trade
during sanction periods (Avetisyan & Lektzian, 2018). Sanctions threats
more significantly affect exports than imports, with the negative impact of
imposed sanctions on imports being less pronounced when preceded by
explicit threats. Threats of import restrictions and cutting foreign aid
notably increase bilateral trade.

Comprehensive sanctions, like total economic embargoes, lead to an
80% reduction in exports and a 91% reduction in imports (Afesorgbor,
2019). The termination of foreign aid also negatively impacts trade. Import
and export restrictions, though detrimental, lack statistical significance,
suggesting that financial sanctions may be necessary for a substantial
reduction in trade flows. Afesorgbor (2019) examines the impact of
sanctions on essential goods, including food, animal products, medicinal,
and pharmaceutical items and observes that imposed sanctions, without
explicit threats, adversely affect the exports of essential products, especially
food and animal products. Importantly, there are no significant effects on
the imports of essential products, indicating a higher dependence of target
states on senders for these goods (Afesorgbor, 2019).

Economic sanctions, as studied by various researchers, demonstrate
uneven distribution of costs in target countries. Neuenkirch and Neumeier
(2016) find that US sanctions particularly impact those in or near poverty,
leading to a 28% increase in the poverty gap. Parker et al. (2016) examines
the consequences of sanctions under the United States Dodd-Frank Act and
discover that mineral purchase boycotts intended to disrupt finances led to
a significant increase in infant deaths near targeted mines in Congo.
Gutmann et al. (2021) focus on sanctions imposed by the UN and the US,
revealing an average decrease in life expectancy of about 1.2 to 1.4 years
and 0.4 to 0.5 years, respectively. Women are shown to be more severely

Molasses." https://www.presidency.ucsb.edu/documents/proclamation-6120-restoring-
the-country-allocation-nicaragua-for-quotas-certain-sugars
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affected, aligning with the pattern observed in violent conflicts and natural
disasters.

Economic sanctions adversely impact life expectancy through increased
child mortality, cholera deaths, and reduced public spending on healthcare.
In terms of education, Moeeni (2022) demonstrates that sanctions imposed
on Iran in 2006 resulted in decreased time spent in school, lowered
probability of attending college, and a significant reduction in household
education spending, particularly for children exposed to sanctions for an
extended period.

Economic sanctions may adversely affect the imposing country besides
the target economy (Hufbauer et.al, 1997). In particular, the trading
partners of the target economy lose trust in the firms of the home economy
and explore alternative sources of business. The situation may persist even
after the sanction is withdrawn. However, the evidence indicates that the
long-term effect of sanctions on home country business would be sector
specific, notably the sectors that were directly targeted for sanctions
(Hufbauer et.al., 1997).

Impact of Sanctions on Global Economy

Sanctions have significant and far-reaching effects that go beyond the
targeted countries, changing international trade and political dynamics,
especially when they target significant economic players. They adversely
affect global markets and supply chains.

Russia has been a major supplier of various metals, chemical gases used
in the manufacturing of semiconductors, wheat, fertilizers, and other
commodities in addition to its exports of natural gas and oil. Global supply
chain disruptions, rising commodity prices, and a slowdown in global
economic growth are all likely results of the sanctions. According to IMF
forecasts, global economic growth was expected to decrease from 6.0% in
2021 to 3.2% in 2022 and 2.7% in 2023 (U.S. Congressional Research
Service, 2025). To determine the true effect of the sanctions on Russia,
Crozet and Hinz (2017) examine firm-level data and monthly trade data
from 78 nations. According to the authors, the sanctions have resulted in a
US$114 billion trade loss overall, of which US$44 billion has been borne
by the sanctioning Western nations. EU member states bear 90 percent of
the loss incurred by the sanctioning nations. While the US, which has been
the primary diplomatic force advocating for the sanctions, only pays a small
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portion of the price, Germany is particularly negatively impacted. In
percentage terms, Germany is responsible for nearly 40% of the loss in
Western trade, while the US only bears 0.6%.

On the other hand, it was seen that a lift in Iran’s sanctions will benefit
other economies largely. The EU and the US gain 0.5 and 0.3 percent in per
capita welfare, respectively, while Israel is the second-largest beneficiary of
the lifting of Iran's economic sanctions, gaining nearly 0.5 percent
(Ianchovichina et al., 2016).

Figure 1: An illustration of the procedure and subsequent stages that connect sanctions to
effects on humanitarian conditions. Source: Bessler et al. (2004)

Lessons from Iran

The United States levied several sanctions against Iran, including
boycotting businesses with Iran and prohibiting the import of weapons.
Iran's assets in US institutions were frozen and imports were forbidden
under the first sanctions, which were put in place in the early months of the
Iranian revolution in 1979 (Vardanjani, 2020). Each US president followed
the imposed restrictions on the Iranian military, economy, and foreign
policy, among other areas. After first slamming sanctions on Iran's whole
economy, the Obama administration turned its attention to the nation's
nuclear program. The focus on anti-Iranian measures persisted during the
Trump administration, with sanctions on Iran's economy being extended
and evasion routes being restricted. Iran has been subject to severe
international sanctions since the revolution of 1979, which has had a major
effect on trade, economic expansion, crude oil exports, and currency
depreciation (Tokar, 2022).
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Ghomi (2022) notes that sanctions on Iran in 2012 disproportionately
affected the young, illiterate, and rural population, sparing the educated and
those employed in the public sector. The sanctions on Iran had little impact
on oil exports but did cut capital goods imports and non-oil exports.
Lenders' estimated interest rates increased because of the stronger impact
of financial sanctions. By reducing consumer excess, the overall impact on
the Iranian economy was calculated to be 1.1 percent of the yearly GDP.
According to Tokar (2022), Iran had a record GDP growth of 12.3% - a daily
output of 3.8 million barrels of crude oil, and less than 9% unemployment
after the sanctions were lifted. However, as the world community placed
limits once more in 2018 and 2019, growth fell to 4.7% and inflation
reached double digits, shooting up to 17%.

Torbat (2005) conducted a statistical analysis to determine the impact of
US trade and financial sanctions against Iran. The study has attempted to
quantify the direct financial costs associated with these restrictions in three
areas: expenses associated with financial sanctions, financing oil project
finance, and foreign borrowing. In 2000, these expenses were projected to
account for 2.1% to 3.6% of Iran's GDP and 23.4 to 40.5 USD per person.
The sanctions' impact has exceeded 17 billion dollars (Devarjan and
Mottaghi, 2015). In addition, the health of Iranians was negatively impacted
by sanctions that resulted in a reduction in medicine availability.

The US re-imposed sanctions on Iran, causing significant disruptions in
key economic sectors. Only a small number of aircraft deliveries were made
prior to the imposition of sanctions, and contracts totaling $39.5 billion for
aircraft. The carpet business, which employs over two million people, lost
$424 million a year as a result of the total suspension of shipments to the
United States. In agriculture, Iran’s pistachio industry, which accounts for
85% of the global supply, lost $852 million in export earnings. The
sanctions prohibited the trading of 64.5 ton of gold, a vital resource that Iran
uses to get around financial limitations. Likewise, the $1.37 million caviar
exports that had just been resumed were stopped. The vehicle sector also
had serious consequences, with sanctions disrupting 34% of the market and
leading companies, such as PSA, to halt operations, despite Iran accounting
for 18% of the company's global sales. Together, these sanctions severely
damaged Iran's commerce, manufacturing, and agricultural industries,
making the country's economic problems worse (Al Jazeera, 2018).
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Figure 2: US Sanction against Iran. Source: Aljazeera, 2018%

According to Shir























































