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Objective and Contributions

• Objective: Analyze the macroeconomic and trade impacts of sanctions using a
dynamic, micro-founded two-country, two-sector model.

• Contributions:

• Offers a novel framework that extends that of Ghironi-Melitz (2005) to analyze
sanctions dynamically.

• Differentiates between financial and trade sanctions and their impacts.

• Demonstrates how sanctions targeting sectors of comparative disadvantage intensify
welfare losses.

• Highlights the role of sanctions in global economic fragmentation and international
trade adjustments.
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Model Features

• The model includes two countries, Home and Foreign, each with a comparative
advantage in different sectors.

• Upstream Sector:

• Produces homogeneous goods (e.g., gas) with constant returns to scale.

• Foreign has a comparative advantage in this sector.

• Downstream Sector:

• Produces differentiated consumption goods using intermediate goods and labor.

• Home has a comparative advantage in this sector.
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Key Findings

• Differentiated responses to sanctions based on type:
→ Sanctions on Home exports ⇒ real exchange rate depreciation.
→ Financial sanctions and sanctions Foreign exports ⇒ real exchange rate appreciation.
→ Commodity trade sanctions ⇒ real exchange rate appreciation.

• Financial sanctions are effective when large portions of households face restrictions,
leading to financial autarky and reduced foreign investment.

• Comparative advantage drives sectoral labor shifts and its absence dampens reallo-
cations significantly.

• Welfare losses are significant for both Home and Foreign, with costs varying by
sectoral targeting and global integration.
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My Evaluation

• Excellent paper with great contribution! The paper advances our understanding of
the macroeconomic impacts of sanctions and their welfare implications.

• How can this paper be further enhanced?

1 Calibration

2 Empirical Validation

3 Financial Sanctions

4 Policy Reactions
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Calibration

• The parameters in the model are not calibrated to match empirical moments from
specific countries (e.g., U.S./EU and Russia).

• Consider calibrating the model using country-specific sectoral productivities and as-
set positions.

• This would enables quantitative assessments of sanctions’ effects.

• How sensitive are the results from the transitional dynamics in response to sanctions
to alternative parameter calibration?

• ρ: willingness of labor to move across sectors
• σ: elasticity of substitution between home-produced and imported commodities
• α: relative importance of intermediates and labor in final consumption-good

production
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Empirical Validation

• Incorporating reduced-form evidence would strengthen the connection between the
model’s predictions and real-world observations.

• Do exchange rate movements align with theoretical predictions regarding the effects
of import restrictions, export restrictions, and financial sanctions?

• Compare the model-implied impulse response functions for sanctions with those
obtained using VAR/LP estimated on aggregate data for Russia in light of the
recent sanctions episode.
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Financial Sanctions

• In the model, financial sanctions divide Foreign households into sanctioned and
non-sanctioned groups where sanctioned households are banned from international
bond trading.

• Sanctions on Russia in the after-math of Ukraine War included bans on international
payment systems (SWIFT bans).

• Can the model incorporate these elements? Perhaps through transaction costs
associated with clearance of international payments?
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Policy Reactions

• The model assumes passive policy responses from the sanctioned economy.

• In reality, sanctioned countries adopt countermeasures such as:

• Domestic subsidies to mitigate economic shocks.
• Alternative trade agreements with non-sanctioning countries.

• Can the model be expanded to include policy responses from the sanctioned coun-
try? How would such responses affect transition dynamics and welfare outcomes?
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Concluding Remarks

• Interesting paper and timely question with very compelling results.

• Provides a baseline framework adaptable to various geopolitical contexts.

• Opens up several interesting questions to be addressed in future research:

• How should sanctioning governments determine the scope and intensity of sanctions
to maximize geopolitical objectives?

• How do sanctions impact the fiscal stability of targeted-country governments?

• How do sanctions reshape sectoral labor allocation and long-term productivity dy-
namics?
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