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Abstract

International economic sanctions have become increasingly important as alternatives to
military conflict since the end of the Cold War. This chapter surveys various approaches
to the study of economic sanctions in both the economics and international relations
literatures.

Sanctions may be imposed not to bring about maximum economic damage to the
target, but for expressive or demonstrative purposes. Moreover, the political effects of
sanctions on the target nation are sometimes perverse, generating increased levels of
political resistance to the sanctioners’ demands.

The economic impacts of trade sanctions on the target country are reflected in their
terms-of-trade effects, which are larger in the case of multilateral sanctions than unilat-
eral. Investment sanctions initially raise the rate of return to capital in the target country,
but eventually the decrease in the inflow of new capital from abroad constrains the tar-
get’s growth.

Using an interest group model of endogenous policy, the level of sanctions imposed
is shown to depend on the relative influences of competing interest groups within the
sanctioning country. In the target country, normally only those sanctions that have dif-
ferential effects on supporters and opponents of the ruling regime will induce the regime
to alter its objectionable policy.

Game-theoretic models suggest that the success of sanctions depends on conflict ex-
pectations and levels of commitment. Many sanctions strategies end at the threat stage,
without sanctions being implemented. Consequently, empirical studies using data on
actually applied sanctions may exhibit selection bias. In general, the processes gener-
ating sanctions and the processes determining their outcome are intrinsically linked.
Empirical work on sanctions has attempted to address this problem through the use of
simultaneous equations methods. The empirical literature has also investigated the role
of political regime type, specifically, democracy or the absence thereof, in determining
nations’ proclivities to impose sanctions and the success of the sanctions.

Keywords

economic sanctions, trade policy, trade sanctions, financial sanctions, interest groups,
endogenous policy, game theory

JEL classification: F13, D72, D74
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1. Introduction

International economic sanctions are often favored by nation states or by international
organizations as a means of projecting power or influencing another government’s be-
havior without resorting to military conflict. The utility of sanctions as an instrument of
foreign policy is attested to both by their longevity as a staple of international diplomacy
and by their growing popularity since the end of the Cold War. Historically, economic
sanctions, which date back at least to the Megarian decree of Athens in 435 B.C., were
used by Napoleon in the Continental System commencing in 1806, by Thomas Jeffer-
son in the Embargo Act of 1807, and by the League of Nations against Italy in 1935. In
recent times, the most encyclopedic taxonomy of sanctions episodes is that of Hufbauer
et al. (1990), hereafter HSE, which records 116 cases since 1914. Following the collapse
of the Soviet empire in 1990, there has been an acceleration of sanctioning activity that
reflects their growing use by international organizations as well as by the one remaining
world hegemon, the United States.!

The study of sanctions is, in essence, a part of the broader study of the mechanisms
by which policy preferences in one nation or group of nations are transmitted to another,
target, nation. How does a sender state, short of military intervention, bring about policy
change in a target state? Clearly, economic pressure is one channel through which influ-
ence might be brought to bear on the international stage, others being diplomatic suasion
and non-economic or cultural embargoes. Economic sanctions include trade sanctions,
i.e., restrictions on imports from or exports to the target country; investment sanctions,
which include restrictions on capital flows to the target or, in some cases, mandatory
disinvestment; and more narrowly-targeted, so-called “smart”, sanctions, such as freez-
ing the offshore assets of individual members of the target nation’s ruling elite, or travel
bans on government officials and party cadres. In all cases, economic sanctions are sup-
posed to work by imposing some kind of pain on the target country, and particularly
on its ruling regime, which then alters its policies in order to comply with the sender’s
demands and thereby avoid further sanctions damage.>

! From 1945 to 1990, the UN Security Council imposed mandatory multilateral sanctions only against
Rhodesia, and a much less-inclusive arms embargo against South Africa. During the 1990s, however, the
Security Council implemented sanctions on no fewer than 13 occasions. The United States alone applied
sanctions against 35 countries from 1993 to 1996 [Kaempfer and Lowenberg (1999), United Kingdom Parlia-
ment (1999)].

2 As Kirshner (1997, p. 42) observes, the conventional view of how sanctions work is that, by inflicting
damage on the target country, its ruling elite and core support groups, the sanctions will prompt the leader-
ship to choose to change its objectionable policy in response to a straightforward cost-benefit calculus. It is
assumed, in effect, that there is a rough proportionality between economic deprivation and political change in
the target country — “the more value-deprivation, the more political disintegration” [Galtung (1967, p. 388)].
In the words of Mack and Khan (2000, p. 281), “[o]ne of the core assumptions of traditional sanctions theory
is that the pain inflicted by sanctions on citizens of target states will cause them to pressure their government
into making the changes demanded by the sanctioning body.”
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Although welfare-reducing in aggregate, sanctions, like any other restriction on the
flow of goods or factors between countries, have redistributional effects in both sanc-
tioning and target countries. These redistributional effects are important in determining
both the nature of the sanctions imposed by the senders and the impact of the sanctions
on the target. In regard to the latter, an important distinction needs to be made between
the economic impact and the political impact. While there is no doubt that embargoes or
restrictions on flows of goods and capital impose welfare costs on the target economy, or
specifically on identifiable groups within the economy, there is considerable uncertainty
as to how such costs are supposed to translate into policy change in the target, especially
policy change in the direction desired by the sanctioner. Galtung (1967) was one of the
earliest sanctions scholars to note that sanctions are often followed by increased levels of
political integration in the target country, the so-called rally-around-the-flag effect that
has captured the attention of many contributors to the sanctions literature. Thus Mayall
(1984, p. 631) writes that sanctions “frequently have perverse effects, creating out of the
siege mentality a sense of national cohesion and determination to triumph in adversity
that was previously lacking....” In such situations it is not uncommon for sanctions to
increase popular support for the ruling regime in the target country [Mack and Khan
(2000, p. 282)]. Moreover, as Galtung (1967) observes, sanctions can be counterpro-
ductive by giving rise to a new elite in the target nation that benefits from international
isolation. For example, Selden (1999) notes that, in the long run, sanctions often foster
the development of domestic industries in the target country, thus reducing the target’s
dependence on the outside world and the ability of sanctioners to influence the target’s
behavior through economic coercion.?

As far as the nature of the sanctions themselves are concerned, Galtung (1967) as well
as several other theorists [Renwick (1981), Leyton-Brown (1987), Lundborg (1987),
Tsebelis (1990)] have pointed out that sanctions are often imposed not for instrumental
purposes, i.e., not to create the maximum pain for the target or to induce the target to
comply with the sanctioner’s demands, but for expressive or demonstrative purposes.
For example, governments may impose sanctions in order to satisfy domestic groups
within the sanctioning nations desirous of being seen to be “doing something” about the
target’s behavior without necessarily incurring a significant cost in the process. Alterna-
tively, sanctions might be implemented as a signal of resolve or to establish a reputation
in the eyes of foreign allies and enemies alike.*

3 On the unintended long run consequences of sanctions, see also Doxey (1980, 1996).

4 Renwick (1981, p. 85) argues that, in many cases in which sanctions have been applied, “demonstra-
tion of disapproval appears to have been the main purpose.” A government may consider sanctions useful if
they serve to “declare its position to internal and external publics or help win support at home or abroad”
[Renwick (1981, p. 85)]. Similarly, Leyton-Brown (1987, p. 305) maintains that sanctions typically are not
designed primarily to achieve compliance, but to “send a message both to the target nation and to one’s own
domestic population,” where that message may be outrage, firmness, or solidarity. Tsebelis (1990) concurs
that sanctions are often imposed to send a signal, especially to smaller nations, that a certain behavior will not
be tolerated, rather than to accomplish a particular policy goal.
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The importance of expressive sanctions raises a prickly conundrum for the sanctions
literature, namely, how to judge whether a particular sanctions episode was successful
in attaining its goals and, more importantly, whether sanctions in general actually work.
The answer, of course, depends on what is meant by “work”. Of the 116 episodes doc-
umented by HSE, 34 percent are rated by the authors as successful in achieving their
political objectives. For some scholars, with an eye to the expressive motives for sanc-
tions, such judgment is too harsh. Thus Baldwin (1985) offers a broad conceptualization
of sanctions success, arguing that even if sanctions do not coerce the target into chang-
ing its objectionable policy they nevertheless can be an effective projection of influence
by attaching costs to the target’s behavior or by enhancing the sanctioner’s international
reputation.’ Pape (1997, p. 97), by contrast, applies a much stricter definition of success,
arguing that sanctions can only be deemed successful if the target country concedes to
a significant part of the sanctioner’s demands in the absence of any other internal or
external pressures for change, i.e., there must be no other more-credible explanation
for the target’s change in behavior. Pape disputes HSE’s finding, pointing out that, in
almost all of the supposedly successful cases, there were other factors, such as military
intervention, that contributed to the favorable outcome. According to Pape’s definition
of success, sanctions by themselves brought about political compliance in less than five
percent of the episodes in the HSE database [Pape (1997, p. 93)].6

The literature on economic sanctions, a province of both economists and political
scientists, has tackled all of the issues discussed above and many others. Not surpris-
ingly, given the nature of the topic, the approach normally used in the literature is that

3 Along similar lines, Rogers (1996) points out that simply because sanctions are usually unsuccessful in
ending wars in progress does not mean that they are necessarily ineffective in attaining more modest goals.
Verdier (2005) shows that sanctions can serve a useful informational function by helping to reveal an adver-
sary’s level of resolve. Nossal (1989, p. 315) maintains that sanctions can be considered a failure only if we
expect them to achieve changes in policies or conduct of target nations, whereas “[r]etributive punishment, by
its very nature always ‘works.”” A sanction, after all, is intended to be a punishment inflicted on a deserving
recipient, regardless of its subsequent effects [Hoffman (1967, p. 144)].

6 Askari et al. (2003) concur that sanctions are rarely effective in achieving their political goals. A close
examination of many sanctions episodes that are widely considered to have been successful often reveals that
the sanctions were not in fact the main cause of policy change in the target country. Thus, for example, in
a recent case study, Dadak (2003) demonstrates that the sanctions against Yugoslavia in the 1990s, which
many credited with bringing an end to Serbian aggression in the Balkans, were ineffective due to widespread
smuggling of goods into Yugoslavia through Bulgaria. According to Dadak, it was the NATO bombing cam-
paign of 1995 and consequent setbacks on the battlefield, not sanctions, that induced the Serbs to accede to
the Dayton agreement that ended the fighting. On the other hand, some authors [e.g., Cortright and Lopez
(2000), O’Sullivan (2003)] view the UN sanctions against Libya as a case of a successful policy outcome.
Cortright and Lopez (2000, p. 204) conclude that, although sanctions alone normally do not dramatically alter
the behavior of a target nation, sanctions nevertheless should be considered a success “if they had a posi-
tive, enduring impact on bargaining dynamics or if they helped isolate or weaken the power of an abusive
regime.” Lopez and Cortright (2004) likewise point out that even if sanctions do not force a target govern-
ment to change its objectionable policy, the sanctions may be effective tools of containment if they reduce the
amount of resources available to the government. For example, in their opinion, the sanctions against Iraq,
although ineffectual in getting Saddam Hussein to comply with UN resolutions, did play an important role in
containing his ability to pursue aggressive policies toward his neighbors.
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of political economy, and the present chapter follows in this tradition. The remainder of
the chapter will be organized as follows. In Section 2 we briefly address the economic
impacts of sanctions on the target country, focusing primarily on trade sanctions and
disinvestment. In Section 3 we deal with the political origins of sanctions policies in
sender states, characterizing sanctions as endogenous policy outcomes in the context
of an interest group model of politics. Section 4 uses a similar interest group model
to describe the political effects of sanctions within the target country, emphasizing the
role of narrowly-targeted or selective sanctions. Section 5 considers single-rational actor
and game-theoretic approaches to sanctions. Section 6 surveys the findings of empirical
studies of sanctions, while Section 7 examines the impacts of political institutions, par-
ticularly regime type, on sanctions implementation and outcomes. Section 8 concludes
with avenues for further research.

2. Economic effects of sanctions

We begin by considering the effects of trade sanctions. The extent of pre-sanctions trade
between sanctioner and target is an important factor in determining the ease with which
the target can find alternative sources of supply and alternative markets for its goods,
and therefore in determining the terms-of-trade effects of the sanctions. A modeling
device that is especially helpful in studying the effects of trade sanctions on relative
prices of imports and exports is that of offer curves, used by Kaempfer and Lowenberg
(1992b, 1999). Offer curves, or reciprocal demand curves, show the level of trade of
imports for exports that some country would desire at various prices. By using offer
curves to examine the consequences of trade sanctions, we can show not only the impact
on the terms of trade for the relevant countries but we can also make inferences about
the welfare effects of sanctions.

Figure 1 shows an initial offer curve equilibrium between a nation that is the potential
target of multilateral economic sanctions, offer curve 7, and its current trade partners
comprising all other nations in the world, offer curve W. The horizontal axis measures
quantities of the export good of country 7', X7, and the vertical axis shows quantities
of country 7’s import good, M. Any point along 7T’s offer curve shows some specific
international trade equilibrium for country 7', which is a welfare maximizing quantity
of imports that would be acquired at the cost of a certain quantity of exports at some
specific price ratio. That price ratio, or the terms of trade, is merely the ratio of exports
to imports as represented by the slope of a ray from the origin to a point on the offer
curve. Since, in general, as country 7' moves out from the origin along its offer curve it
is able to buy more imports for a lower cost in terms of exports per import, i.e., its terms
of trade improve, movement from the origin along a country’s offer curve is welfare
enhancing for that country.

Figure 1 also shows the composite offer curve for all other countries, W. This offer
curve is essentially a composite of all world trade, net of the trade of the target country.
As such, the world exports the good which the target country imports — the good on
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Xw, My

My, Xr

Figure 1. International trade equilibria with sanctions.

the vertical axis (Xw = M7r) — and it imports the export good of the target country on
the horizontal axis (My = X7). We make the simplifying assumption that the target
country has a worldwide comparative advantage in the good on the horizontal axis, Xr.
In other words, the target country, at least initially, is the only supplier of X7 on the
world market, and all other countries are potential importers of this good and exporters
of the second good, M7. The intersection, E, between the two offer curves, W and T, is
the international trade equilibrium in the two-good offer curve model. This intersection
shows an equilibrium at which the given terms of trade, #y, simultaneously equate supply
and demand, i.e., exports and imports, in the markets for both goods.

Consider now the implications of multilateral sanctions imposed by W on country 7.
The easiest exercise for analysis in this case is to hypothesize a total embargo on trade
between W and country 7. Such an embargo, by eliminating the opportunity for trade
between W and T, forces T from its trade equilibrium at E to a position of autarky
at the origin, 0, and worsens the terms of trade in T from #( to #;. However, Figure 1
also clearly shows the costs of the embargo to the sanctioning countries as well as
to the target country. By imposing the sanction on its trading partner 7', the world is
also imposing autarky conditions on itself, vis-a-vis 7', and forcing a deterioration of
its terms of trade to #;. This move from trade equilibrium is welfare worsening for
the sanctioning countries as well as for the target in so far as the movement of the
sanctioners’ terms of trade, from 7 to ¢;, represents an increase in the price of their net
importable good.”

7 Within the trading coalition of countries belonging to W there might be considerable differences in the
extent to which they individually suffer as a result of this terms-of-trade deterioration. Inside the group, some
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But what factors determine the extent of this terms-of-trade swing? Essentially, how
far the terms of trade move in a given situation depends on the amount of curvature in
the offer curves, which is in turn a function of the price-elasticity of the offer to trade and
the size of the trading countries. When a very large country enters trade, its economic
size relative to the amount of trade that it undertakes ensures that the equilibrium terms
of trade cannot be very different from the autarky terms of trade. Very large countries
are self-sufficient enough to not reap very substantial gains from trade, but conversely
they do not suffer extensively from abstaining from trade, following sanctions. Thus
large-country offer curves have very little curvature, almost resembling linear rays from
the origin. Small countries, however, tend to be much more dependent on trade. Their
demands for and supplies of tradeable goods are price-inelastic and these countries can
suffer greatly from the imposition of sanctions. Thus, small countries tend to have much
more curvature in their offer curves than do large countries.

Let us now consider the economic effects of unilateral sanctions on the target country
and on the rest of the world. With the imposition of sanctions by one sanctioning coun-
try, S, the rest of the world’s offer to trade with the target is reduced to the new offer
curve, R, in Figure 1, since the sanctioning country’s offer is removed from W at each
terms of trade. The elasticity of this residual offer curve is also reduced by the sanc-
tioning country’s withdrawal, meaning that the new offer curve, R, must have a greater
degree of curvature than the original offer curve, W.8 The opportunity to continue trad-
ing with those nations that are not participating in the sanctions, however, means that
the target country is not reduced to autarky as it was in the first example. Rather, trade
continues for the target at somewhat worsened terms of trade, t*, where the degree of
deterioration in the target’s terms of trade depends on the magnitude of the shift from
W to R, and on the trade elasticities involved. The greater the share of the target’s pre-
sanctions trade accounted for by the sanctioning country(ies), or the larger the number
of sanctioning countries relative to non-sanctioners, the greater is the magnitude of the
shift from W to R. As the number of sanctioning countries increases, we approach the
multilateral case, with the target’s terms of trade, t*, approaching the autarky terms of
trade, ;. The less elastic is the rest-of-the-world offer curve, R, the greater the extent of
the deterioration of the target’s terms of trade.’ Although not shown explicitly in Fig-

countries might actually become net exporters of the good formerly imported from the target, so that the
sanctions actually benefit those nations. As a whole, however, the sanctions cannot cause a net improvement
in W’s terms of trade.

8 The rest-of-the-world offer curve is constructed by summing up the import and export totals for all coun-
tries, except the target country, along each ray. This is the general equilibrium equivalent of adding up
individual quantities supplied or demanded at each price in a supply-and-demand diagram in order to derive
a market supply or demand curve. When the sanctioning country’s offer curve is removed from the rest-of-
the-world offer curve, the resulting residual offer to trade lies closer to the origin at each terms of trade and is
less price-elastic.

9 As more countries join in the sanctions, the elasticity of R is further reduced until we end up with the
multilateral case.
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ure 1, the deterioration of the target’s terms of trade is also larger the more inelastic the
target’s offer curve.'”

In the case of unilateral sanctions, the impact on the sanctioning country is similar
to the impact on the sanctioning countries in the multilateral case. The imposition of
sanctions eliminates, for S, an inexpensive source of imports and an attractive market for
its exports. In the extreme case, if we assume that there are no alternative markets for S
among the other members of R, the decision to apply sanctions against the target moves
the sanctioning country to autarky: unable to obtain its desired import, the sanctioning
country finds itself far worse off following sanctions than does the target, which retains
a market among other countries albeit at worsened terms of trade.!!

The trade model presented in Figure 1 indicates that both the sanctioning nation(s)
and the target nation are, in general, made worse off by trade embargoes.'? The degree
to which the sanctions impose costs on these nations depends on the number and size of
other countries willing to continue trading and on the elasticities of the trade offers of
those countries. Unilateral sanctions create a smaller deterioration in the target’s terms
of trade than do sanctions involving a larger number of participant countries. Moreover,
any distortion of prices of traded goods caused by sanctions inevitably creates oppor-
tunities for non-sanctioning third parties, transshippers and smugglers to capture rents
by continuing to trade with the target (purchasing the target’s exports below the world
price and selling the target’s imports above the world price). The magnitude of these
rents, and therefore the incentive to engage in sanctions-busting activities, rises with
the severity of the sanctions as reflected in their terms-of-trade-effects, and is conse-
quently greater in the case of multilateral sanctions than unilateral sanctions [Kaempfer
and Lowenberg (1999)]. While most of the sanctions rents under unilateral sanctions
accrue to traders in non-sanctioning countries, under multilateral sanctions much of the

10 On the effects of the target’s domestic elasticities of demand and supply on the impact of sanctions,
see Black and Cooper (1987), Dollery and Leibbrandt (1987), Kaempfer and Lowenberg (1988b) and van
Bergeijk (1994).

' This result, of course, assumes no transshipment of the target’s exports or imports through non-
participating nations. If the goods traded among these countries were all perfectly fungible, then an embargo
would leave all nations — target, sanctioner and others — exactly as they were before the embargo, less only
the extra transaction costs involved in transshipping goods. Moreover, if both the sanctioning country and
the target were members of larger groups of countries which participate on either side of the market, then
the sanctions would not interfere with either country’s ability to participate in some trade. Rather, both the
sanctioner and the target would find their terms of trade worsened to some degree following sanctions, with
the exact amount of damage depending on the trade elasticities of all parties involved. Harkness (1990) ex-
amines the case of sanctions that affect some, but not all, trade flows between sanctioner and target. He shows
that the effects of such sanctions on the sanctioning country’s terms of trade and trade balance depend on the
elasticities of demand for its imports and exports.

12 That trade sanctions impose costs on both the target and the sanctioner is one reason why sanctions are
often viewed as less effective than other forms of diplomacy. For example, in a spatial bargaining model,
Morgan and Schwebach (1997) show that sanctions are unlikely to alter significantly the outcome that has the
highest joint probability of being accepted by both parties, essentially because the more costly the sanctions
are to the target, the more costly they are to the sanctioner as well.
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sanctions-busting activity is likely to involve traders in the target nation itself, thereby
channeling a considerable portion of the rents into the very country that is supposed to
be punished by the sanctions [Kaempfer and Lowenberg (1999)]. Sanctions rents might
even, perversely, enrich the target country’s own rulers if they are able to participate in
the sanctions-busting trade.'?

Turning now to the effects of investment sanctions, consider the balance of payments
equation for a single-commodity economy that is a target of disinvestment,

PxNX = F{q, PxMPg(L,K)}, F; >0, F, <0, (1)

where Py is the price of the product X, NX is net exports of X, F'is net capital outflows,
q is the degree of disinvestment (discussed further below), L and K are the amounts
of labor and capital employed in the target economy, which for present purposes are
treated as exogenous, and MPg is the marginal product of capital. The left-hand side
of Equation (1) is net exports, the nominal value of exports net of the nominal value
of imports. The right-hand side is an expression for net capital outflows, which is the
outflow of investment funds net of foreign investment inflows. The left-hand side and
the right-hand side must be equal to each other because of the way in which a country’s
balance of payments is defined: the foreign currency obtained as a result of selling more
goods and services to foreigners than buying from them is used to finance the purchase
of foreign financial and physical assets. In effect, the trade surplus provides the foreign
currency to pay for the flow of investment abroad. If net exports were negative, i.e., if
domestic residents were buying more goods and services from foreigners than selling to
them, then the resulting trade deficit would need to be financed by a net capital inflow.
In this case, investment funds from abroad would be providing the foreign currency
required to finance the country’s excess of imports over exports.

Net capital outflows, on the right-hand side of Equation (1), are a positive function of
the degree of disinvestment, ¢, and a negative function of the value marginal product of
the capital stock within the target economy, PxMPg (L, K). Disinvestment means that
foreigners are selling off assets that they own in the target country and repatriating the
proceeds, which gives rise to a capital outflow from the target country. Or, if manda-
tory disinvestment prevents foreigners from investing in the target country in the first
place, there will be a decrease in capital inflows. Either way, an increase in the degree
of disinvestment causes an increase in net capital outflows from the target. The value
marginal product of capital is simply the dollar value of output contributed by the last
unit of capital employed. The greater the productivity of target-country capital assets,
the greater the incentive to hold those assets on the part of both foreigners and domestic

13 Thus, for example, Rowe (2001) documents the Rhodesian government’s ability to exercise control over
the marketing of the domestic tobacco crop. Saddam Hussein captured substantial revenues by adding illegal
surcharges to the price of oil sold to intermediaries under the UN’s oil-for-food program [Wall Street Journal
(May 2, 2002, p. Al)] and the Milosevic regime was able to appropriate a large share of sanctions rents by
creating state-run monopolies and centralizing the distribution of goods [Kaempfer and Lowenberg (1999)].
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residents: more foreign capital will therefore flow into the country, while domestic res-
idents will be more likely to employ their funds at home rather than send them abroad.
Therefore an increase in the value marginal product of capital causes a decrease in net
capital outflows.

The rate of return, r, on the target country’s domestic assets is defined as follows:

r={PxMPg(L,K)}/{Px(q,K)}, Pxi1 <0, Px2 <O, )

i.e., the rate of return to capital is the ratio of the value marginal product of capi-
tal to the price of capital. The partial derivative, Pk, measures the extent to which
target-country assets are substitutable for foreign assets. Universal disinvestment by all
countries would imply the sale of all foreign-owned assets in the target country. Because
no foreign wealthholder would be allowed to own these assets, residents of the target
country would acquire them at depressed prices. Thus, as indicated in Equation (2),
or/dq = (0r/dPx)Px1 > 0. A rise in g causes a fall in Pg and a rise in r. This is a
formalization of the “fire-sale” phenomenon, whereby disinvestment of foreign-owned
assets raises the rate of return earned by domestic capital owners in the target coun-
try.14

If disinvestment occurred only on the part of a single country or a few countries, and
if sufficient foreign wealthholders were indifferent between target-country and foreign
assets, there would be no change in the price of target-country assets and no change in
the rate of return. Intermediate cases are, of course, the most likely. In general, as the
extent of disinvestment grows — from a few firms to many firms and from a mandated,
fully binding policy in a few nations to most or even all nations — so the impact grows,
because the degree to which target-country assets are only imperfectly substitutable for
other assets rises.'> This process has the effect of decreasing the price of target-country
assets, which encourages their acquisition by domestic wealthholders. Such acquisition
can be financed in two ways: by the sale of foreign assets owned by residents of the
target country or by an increase in the target’s net exports. '

Hence, the direct effect of disinvestment is that net capital outflows rise. But the rate
of return in the target country increases due to the fall in the price of productive as-
sets. This decrease in domestic asset prices slows the net capital outflow by making
domestic assets more attractive. In other words, the increase in capital outflows caused
by disinvestment can be offset either by an increase in the target country’s net exports
or by a decrease in the price of domestic capital assets, i.e., an increase in their rate

14 For discussions of the fire-sale effect, see Kaempfer and Lowenberg (1986, 1992b, chapter 7) and Lowen-
berg and Kaempfer (1998, chapter 8).

15 The degree of substitutability between assets of different national origin depends on several considerations,
particularly differences in country risk. A schedule of substitutability might exist for every country such that,
to some extent, the degree of capital mobility or asset substitutability might be almost perfect at the margin,
but as asset markets are asked to handle large capital flows, this substitutability begins to break down.

16 The terms-of-trade and exchange rate effects of sanctions are examined in more detail by Kaempfer and
Moffett (1988).
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of return, that is sufficient to induce target-country wealthholders to sell off their for-
eign assets in order to buy the cheaper domestic assets. To the extent that the target
country’s net exports cannot increase, perhaps due to a trade boycott that is imposed
alongside the capital sanctions, the full burden of adjustment falls on domestic asset
prices.

As pointed out by Kaempfer and Lowenberg (1986, 1992b) and Lowenberg and
Kaempfer (1998), an implication that follows from the foregoing analysis is that disin-
vestment sanctions can have the perverse effect of enhancing the target country’s ability
to pursue its objectionable behavior. The existing foreign capital stock — the physical
plant and capacity previously owned by foreigners — is purchased by domestic capital
owners at reduced prices, causing yields to rise and prompting target-country residents
to sell foreign assets and substitute into domestic assets with higher rates of return. The
increase in the rate of return due to the acquisition of productive assets at fire-sale prices
translates into a windfall gain to domestic capital owners, which increases the tax base
available to the government to finance its policies, including those that attracted the
sanctions in the first place.

In the longer run, if disinvestment were continued, the inflow of new capital goods
from abroad would diminish as licensed techniques and patented processes of foreign
firms were no longer available. In this case, the exogenous capital stock, K, will de-
crease. From Equation (2),

ar/dK = {Px(dMPk /3K) Pk (q. K) — PxMPg (L, K)Pg2}/Px(q, K)* > 0
if [(0MPk /9K) Pk (q, K)| < |MPk (L, K) P>

’

i.e., a decrease in K would both raise the marginal product of capital, MPg, and raise
the price of capital goods, Pk . These two effects work in opposite directions on the rate
of return, r. A rising marginal product of capital raises r, but a rising price of capital
depresses r. The above condition states that a fall in K will cause a fall in the rate of
return if the impact on the marginal product of capital is less than the impact on the price
of capital goods. As long as this condition holds, a decrease in K will cause a decrease
in the rate of return, r, via an increase in the price of capital goods, Pk . In effect, firms
in the target country will confront higher production costs and lower profits as a result
of the increased scarcity of capital, thereby reducing the government’s ability to extract
tax revenue to finance its objectionable policy. However, as Porter (1979, pp. 590-591)
points out, the long run impact of the withdrawal of international capital is essentially
a growth-related phenomenon, which is difficult to capture in a static model. Although
any decrease in the amount of new and depreciation investment can be expected to
lower the growth rate of the target’s per capita GDP, and therefore possibly hamper the
target government’s capacity to carry out its objectionable policy, the amount of damage
depends ultimately on the difficulty experienced by the target country in replacing, or
doing without, foreign sources of capital.
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3. The political determinants of sanctions policies in sender states'’

In this section we use an interest group model of endogenous policy to characterize
the decision on sanctions implementation within a sender country.'® According to this
approach, the nature and extent of sanctions applied by the sanctioning state are deter-
mined by pressures brought to bear in the domestic political system by interest groups
of differing motives. These pressures are the outcomes of private utility maximization
on the part of individual members of the interest groups concerned. Although the groups
are defined by commonality of interests, the political participation of any group member
is tempered by a desire to free ride on the collective lobbying efforts of the group.

Consider some individual i, a member of the total population / of some country. This
individual maximizes utility according to:

Max U' =U'(Y"), Uj>0,Uj, <0
subjectto  Y' =Y(S), Y (0)=2Z, Y =0, v =0, (3)

where Y is income, Z is an initial endowment, and S is a non-negative, continuous vari-
able measuring the level of sanctions applied. The sanctions are assumed to increase or
decrease individual income at a fixed rate. Moreover, the sanctions, like any other trade
restriction, generate distortions, i.e., Zi Yf < 0, although they increase the incomes of
members of particular interest groups at the expense of others.

The change in utility produced by a change in the level of sanctions is:

U /as = UlY! = 0. “4)

Let I = {J, K} suchthatforall j, k € J, K respectively, Y]j > 0, Ylk < 0, which allows
separate demand functions for sanctions to be specified for those who benefit from them
and for those who are hurt by them. For group J, all members’ willingness to pay for
an additional unit of sanctions can be summed to yield:

Ps=D’($)=Y av’i/as=>Y uiyr]. D! <o, )
j j

where Pg is the unit price of sanctions. This price is the dollar amount that individuals
in group J would be willing to spend at the margin to achieve a certain level of utility
enhancing sanctions through the political market.

Members of group K are willing to pay to avoid sanctions because Ylk < 0. This im-
plies a demand for reduced sanctions that, when expressed as a function of an increasing

17 The material in this section and in the next section is adapted from Kaempfer and Lowenberg (1988a). See
also Kaempfer and Lowenberg (1992b, chapters 4 and 8) and Lowenberg and Kaempfer (1998, chapter 5).

18 The interest group model is based on the economic theory of regulation deriving from Stigler (1971),
Peltzman (1976) and Becker (1983, 1985).
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Figure 2. Endogenous policy equilibria.

level of sanctions, becomes:

PSZDK(S)Z—Zauk/asz—ZUfY{‘, Dk > . (6)
k k

This expression is defined as the negative of the sum of the marginal utilities of the
change in Y from a change in S. In this case we interpret Ps as the amount that group
K members would pay at the margin to keep sanctions from increasing.

Intuitively, the demand curve labeled D’ in Figure 2 shows the marginal utility to
those interest groups that benefit from S associated with increased levels of S.!° The
curve labeled DX is the marginal utility to opponents of S from reduced levels of S.
(Ignore for now the variable A, which is also plotted on the horizontal axis in Figure 2;
this variable is discussed in Section 4.) The height of the D’ curve reflects the amount
of resources that the proponents of policy § are willing to spend to generate political
influence in order to secure one more unit of S. Similarly, the height of the DX curve is
the willingness to pay on the part of opponents of S in order to prevent one more unit
from being supplied.

Demanders of S are willing to pay for increments of the policy because the distribu-
tional effects of S raise the real incomes of the beneficiaries of the sanctions policy.??
This willingness to pay is represented in a political market where the demanders “pay”

19 By abstracting from income effects, we can interpret the marginal utility schedule as equivalent to a de-
mand schedule.

20 Individuals within the sanctioning country whose incomes are increased as a consequence of sanctions
include producers of substitutes for proscribed imports as well as domestic consumers of exportables that
previously went to the target country.
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for S in a variety of ways, including political contributions or volunteer work for candi-
dates who support policy S, a willingness to pay higher prices for goods made necessary
as a consequence of S, or to make side payments to groups not otherwise involved in
the issue. The demand curve has the traditional negative slope because, as the level of S
rises, additional benefits to the demanders decrease at the margin.

The DX curve in Figure 2 is, in essence, a supply curve of S, showing the ability
of the government to implement policy S. Members of group K are made worse off
by higher levels of S.2! This creates an incentive for them to engage in political ac-
tivity which imposes costs on the government. These costs can come in the form of
increased support for opposition candidates or various forms of protest ranging from
non-violent dissent to civil disobedience. Group K’s demand price for reduced levels
of S is therefore also the government’s supply price for increases in S. The justification
for the upward sloping supply curve is that increases in S will cause increasing utility
losses at the margin for those made worse off.

The demand for sanctions must take into account the public good nature of this type
of policy. The demand functions (5) and (6) are derived by summing the maximum
willingness to pay for more sanctions or fewer sanctions over the members of groups
J and K. In an attempt to free ride on other group members, however, each member
has an incentive to reveal a lower willingness to pay. The extent to which this ability to
free ride diminishes the demand of a group determines the political effectiveness of that
group. The presence of free riding within groups requires a respecification of demand,

Ps=J(S,E’), J1 <0, /<O, ()
Ps=K(S,EX), Ki>0, K» <0, 6)

where E” and EX are shift parameters that reflect the degrees of free riding in groups J
and K and in turn determine the abilities of the two groups to produce political influence
[Becker (1983, 1985)]. Free riding is a function of the size of the group and other factors
that influence organization and enforcement costs [Olson (1965)]. The more severe the
free riding problem, the greater the magnitude of £/ and EX. J, and K, are both
negative because free riding reduces willingness to pay in both groups and therefore
reduces their demand prices.

Equating the demand for more sanctions, (5) or (5'), with the demand for fewer sanc-
tions, (6) or (6'), will clear the political market. Support-maximizing politicians clear
the market by raising the level of sanctions above its zero minimum until pressure for
higher sanctions at the margin is offset by pressure against higher sanctions. That is,
sanctions, like any other government regulation, are supplied up to the point where the
marginal utility to the beneficiaries, weighted by their political influence or effective-
ness, is equal to the influence-weighted marginal disutility to the losers [Stigler (1971),

21 Individuals within the sanctioning country whose incomes are reduced as a consequence of sanctions
include consumers of importables previously obtained from the target country as well as domestic producers
of proscribed exports.
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Peltzman (1976), Becker (1983)]. A necessary condition for the existence of this equi-
librium is that both interest groups display diminishing returns to political influence,
i.e., that the political pressure applied by each group increase at a decreasing rate as
the size of the wealth transfer to the group increases.?” Figure 2 depicts such a political
market for sanctions, given the following additional assumptions. First, assume initially
that there are no output deadweight losses from sanctions. Thus the sanctions are merely
lump-sum redistributional transfers within the sanctioning polity, i.e., ) ; ¥ 1’ = 0. Sec-
ond, assume that marginal utilities of all individuals in the neighborhood of S = 0 are
identical. Third, assume that both groups of individuals are equally effective in control-
ling free riding and exerting political influence. Thus, for an infinitesimally small level
of sanctions, because the income gain of group J is assumed exactly equal to the loss
of group K, it follows that group J’s willingness to pay for more sanctions is equal to
group K’s willingness to pay for less sanctions. The political market therefore clears at
DK =p’ = s=0.

An increase in sanctions will be positively valued by group J along D”, but at a
decreasing rate because the marginal utility of ¥ is assumed to be decreasing. Similarly,
group K is willing to pay increasing amounts to prevent sanctions from rising, again
due to the rising marginal disutility of falling Y. Because in this case sanctions are a
pure redistribution with no allocational effects, the political equilibrium is where the
marginal utilities of money income of J and K are equal, which occurs at a zero level
of sanctions.

Now assume that sanctions are market distorting interventions. Much like tariffs, quo-
tas and other instruments of protection, they impose deadweight costs, i.e., ) ; ¥ 1’ < 0.
Deadweight costs associated with redistributional policies generally have the effect of
increasing the amount of wealth that must be extracted from the losers while reducing
the amount transferred to the recipients. Thus for each increment in sanctions, mem-
bers of group K must now forgo more wealth and members of group J now receive
less. Consequently, group K’s willingness to pay to prevent each increment in sanctions
from being implemented is increased, while group J’s willingness to pay to obtain each
increment is reduced. The DX curve shifts up and the D’ curve shifts down, even
though we are continuing to assume that the two groups are equally effective in exert-
ing political influence. The vertical distance between the DX and D’ curves measures
the waste of resources generated as a result of the sanctioning policy, which arises be-
cause sanctions are a particularly inefficient way to redistribute income from group K
to group J, especially when compared to a simple cash subsidy.>?

By causing an upward shift of the DX curve and a downward shift of the D’ curve,
deadweight costs produce an equilibrium at a negative level of sanctions — precluded
by the assumption of non-negativity of S. The political market clearing level of sanc-
tions is therefore zero. In effect, the pressure for sanctions by those individuals whose

2 Diminishing returns to political influence might arise either from diminishing marginal utility of money
income, as in the present model, or from diminishing marginal product in the exertion of political pressure.
23 On the inefficiency of regulatory transfers, see Tullock (1989, pp. 11-27).
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incomes are increased by sanctions not only has to counter the pressure against sanc-
tions by those individuals whose incomes are reduced but must also compensate for
the allocational distortions and inefficiencies created by the sanctions. Moreover, if the
government incurs an administrative cost of applying sanctions, this would further add
to the output deadweight costs of the sanctioning policy and further increase the spread
between the DX and D7 curves.

Thus, without differences in the political effectivenesses of various interest groups,
sanctions are unlikely to be applied by a government responding only to income max-
imizing political pressure. As Becker (1985, p. 344) points out, “...no policy that
lowered social output would survive if all groups were equally large and skillful at pro-
ducing political influence, for the opposition would always exert more influence than
proponents.” However, the political ineffectiveness of groups J and K will cause their
respective demand curves, J(S, E/) and K (S, EX), to shift below D’ and DX If J
is a small group, each member of which gains a significant share of the increase in in-
come obtained from an increase in sanctions, e.g., manufacturers of substitutes for the
exports of the target country, then J may be more politically effective than group K,
comprising the consumers who lose from import restrictions.>* Consequently, if E7 is
smaller than EX the downward shift of J(.) below D’ might be small enough relative
to the downward shift of K (.) below DX to produce a political market clearing level of
sanctions indicated in Figure 2 by S*.

In general, however, political pressure for economic sanctions will arise not only be-
cause of the income effects of sanctions in terms of increased consumption opportunities
for members of certain interest groups, but also because of utility enhancing attributes
of the sanctions themselves.?> That is, sanctions may be considered a public good (or
bad) that directly contributes to individual utility (or disutility) by allowing individu-
als the satisfaction (or dissatisfaction) of experiencing their nation engaged in a foreign
policy toward a certain goal. Some individuals might perceive their contributions to the
sanctions policy as private goods, so that, in effect, sanctions jointly provide both pub-
lic and private good attributes [Cornes and Sandler (1984)].2° The possibility of direct

24 This would be a classic case of concentrated benefits and dispersed costs which, in a majoritarian political
system, so often leads to socially inefficient redistributional policies [see Kaempfer and Lowenberg (1992b,
p. 28)].

25 As already pointed out, in addition to the instrumental motive of imposing economic damage on the target
country, embargoes can have an expressive value to sanctioners who feel obliged to act for moral or political
reasons. Furthermore, sanctions that are perceived to be producing desirable results in the target country are
likely to elicit growing support within the sanctioning country, while sanctions that appear not to be working,
or hurting innocent groups, might be expected to attract less support.

26 Cornes and Sandler (1984) demonstrate that certain standard propositions about public goods no longer
hold in the presence of such jointly produced public and private outputs. For example, when the joint goods are
Hicksian complements, free riding may actually diminish as the size of the group increases, i.e., agents’ public
expenditures may increase in response to increased public expenditures of others. Philanthropic activities, for
instance, can generate private as well as public benefits to contributors.
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effects of sanctions on individual utility suggests a respecified utility function:
U =u'(Y's). 3)

Differentiating this expression with respect to S implies a direct and an indirect effect
on utility from imposing sanctions:

dU'/3S = dU' /3S| + UiY].
lYi =0 (7)

Assume initially that the direct effect, the first right-hand side term in Equation (7),
is positive, which implies that pressure brought to bear by the pro-sanctions group J
will increase, thereby shifting the demand for sanctions from J to J’ in Figure 2. At the
same time, although group K loses income from sanctions, its members obtain direct
positive utility from the imposition of sanctions. Some individuals, for example, might
be willing to forgo pecuniary income in order to desist from trading with an odious
foreign regime. Under these circumstances, members of group K would be less will-
ing to exert pressure against sanctions, which implies a downward shift of the demand
curve for reduced sanctions from K to K’ in Figure 2. Thus when all members of [
derive utility directly from sanctions, the equilibrium level of sanctions will rise from
S*to §'.

The analysis in this section shows that the actual level of sanctions imposed by the
sanctioning country is a function of the relative political influences of the pro-sanctions
groups and the anti-sanctions groups within that country. The sanctions take the form of
trade restrictions that are wealth reducing in aggregate but redistributional in nature. It
follows that there is no reason why the sanctions should necessarily coincide with those
required to induce maximum economic harm in the target country. It is to the target
country that we now turn our attention.

4. The political effects of sanctions on the target country

We begin by assuming that the polity of the target country, like that of the sanctioning
country, consists of two main interest groups. One of these, group J, exerts pressure
through the political market in favor of a redistributional policy, which we will designate
as A, and which is supplied by political support-maximizing politicians in the target
country and is deemed objectionable by pro-sanctions interest groups in the sanctioning
country. The other interest group, K, lobbies against A.2” The interest group model
used in this section is identical to that developed in the previous section, except that the
endogenous policy outcome that emerges from the political market clearing process is
the level of A instead of the level of sanctions.

27 Examples of such interest groups might include pro- and anti-apartheid groups in South Africa, or sup-
porters and opponents of the Milosevic regime in Serbia.
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Py

Ay 4 4L A A

Figure 3. Effects of sanctions on equilibrium levels of policy A in the target country.

The political market clearing mechanism in the target country is described by Equa-
tions (3)—(6) and Figures 2 and 3, with the objectionable policy A replacing S. (S, the
level of sanctions, was determined in Section 3. A, the level of the target country’s ob-
jectionable policy, is the endogenous variable of interest in the present section. S and
A are both plotted on the horizontal axis in Figure 2 only to economize on the number
of figures.) Again, the curves J and K in Figure 2 are drawn to reflect the assumption
that group J, the beneficiary of A, is more effective at producing political influence
than group K. This assumption will result in a positive level of the equilibrium pol-
icy outcome, A*. The relative political ineffectiveness of group K might be due to that
group being politically repressed or excluded from the policy making process. The only
options open to members of such a group are costly ones like insurrection or civil dis-
obedience, which reduces their revealed willingness to pay for lower levels of A.

Figure 3 shows the possible effects of sanctions on the political market clearing level
of A. We start out with the initial demand functions, D/ and DX, and a political equi-
librium at A*. Both interest groups are now assumed to experience a decrease in income
due to sanctions,?® which lowers the demand price revealed by each, either for the pol-
icy A, in the case of J, or for reductions in A, in the case of K. With a fall in income,
demanders of A will be less willing to pay for this policy, and the demand curve for
A will shift down to DIJ . However, the political costs to the government of supplying

28 1n general this need not be true. For instance, see Porter (1979) for a more detailed examination of the
differential effects of sanctions on income groups within the target country. Sanctions restricting imports of
the target country might increase the market power of producers of import substitutes [Selden (1999)]. As
pointed out in Section 2, disinvestment sanctions can bring about a fire-sale selloff of foreign owned domestic
assets, leading to a wealth transfer to those target country residents who acquire them at reduced prices.
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A will also fall because of the negative income effect suffered by opponents of A. The
decrease in incomes of individual members of the anti-A interest group reduces their
ability to allocate resources to resistance activities. This fall in the government’s sup-
ply price of providing A lowers the government’s supply curve of A, which is group
K’s demand curve for reduced levels of A, to DIK . Both marginal utility curves have
therefore shifted down from their original positions to DIJ and DIK respectively and
the effect on A* is indeterminate because it depends on the relative magnitudes of the
shifts. In Figure 3, A* is unchanged. Clearly, however, it is conceivable that the income
effect of sanctions might well entail an increase in A* if group K experienced a greater
reduction in income than group J. It follows that, in order to produce a diminution
of the objectionable policy of the target country, sanctions should be designed to hurt
the primary beneficiaries of that policy to a greater extent than those groups oppos-
ing it.?

However, in addition to their income effects, sanctions affect the political effective-
ness parameters of the two groups, E/ and EX. Members of the anti-A group, K, for
example, might regard the imposition of sanctions as a signal of foreign support for their
struggle against the A-producing government,*° or as an indication of weakness on the
part of the government.3! In either case, free riding will diminish and group K will be-
come more effective in exerting political influence. The resulting decrease in EX will
cause the demand schedule of group K in Figure 3 to shift up from Df( to Df , leading
to a fall in the equilibrium level of A from A* to A7. As Tullock (1971) has pointed out,
anything that increases the probability of successful political resistance or lowers the
expected costs to individuals of political participation will lead to an increase in resis-
tance activities. Kaempfer and Lowenberg (1992a) use a threshold model of collective
action to demonstrate how external pressure, such as sanctions, can generate widespread
propagation of support for a group’s cause among the domestic population.’?

29 However, if A is an inferior good for group J, then the negative income effect will induce an upward shift
of D’ , leading to an increase in A*. For example, sanctions that reduced the incomes of white workers in
South Africa might have led to an increase in demand for regulations protecting them from black labor market
competition, i.e., an increased demand for apartheid [Kaempfer et al. (1987)].

30 Of course, this effect would depend on the identity of the sanctioner. If the sanctioning nation is not held in
high regard by the populace in the target country, the sanctions could actually hinder the work of the domestic
opposition.

31 Such weakness, possibly in terms of financial resources or in terms of mass legitimacy, could be interpreted
as a political opportunity by the anti-A group, mobilizing its members irrespective of whether or not they
derive solace from the actions of foreign sanctioners.

32 Kaempfer and Lowenberg’s (1992a) analysis identifies several mechanisms linking sanctions with changes
in political effectiveness of interest groups within a target nation. First, individuals might revise their private
beliefs and preferences when they discover that foreigners publicly profess belief in some policy objective.
The greater the number of people who appear to hold an opinion, the greater the extent to which private beliefs
and preferences will be altered to accord more closely with that opinion. Second, foreign pressures could
produce an increase in reputational benefits awarded to individuals who support certain domestic interest
groups, by increasing the effectiveness of those groups in rewarding their supporters with selective incentives.
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The impact of sanctions on the political effectiveness of the pro-A group, J, is
ambiguous. One possibility is that members of group J might view sanctions as an
unwelcome foreign encroachment on national sovereignty, in which case they will rally
around the flag and the group as a whole will expend more resources on the production
of political influence in favor of policy A. This rally effect makes it easier for the rulers
to mobilize support for their policies. In effect, the incentive to free ride within group
J will diminish, leading to a decrease in the group’s political ineffectiveness parameter,
E’. The result is a shift to the right of the demand curve for A in Figure 3 from Dlj to
Dzj and a rise in the resulting equilibrium level of A from A} to AJ.

Alternatively, however, if individual members of group J are discouraged in their
support for A by the income reducing impact of sanctions, their incentive to free ride in
the production of pro-A pressure will increase. For example, individuals who normally
support the ruling group might be deterred from doing so if foreign economic pressure
is perceived to increase the probability of the ruling regime losing power, or if the sanc-
tioners threaten even larger reductions in income in the future, or promise to remove the
sanctions if the target regime rescinds its objectionable policy. Such discouragement of
the regime’s supporters causes E’ to increase and group J’s demand curve in Figure 3
shifts down from D IJ to D3J , leading to a reduction in the equilibrium level of A from
A% 1o A3

The preceding analysis suggests that signal or threat effects of sanctions operate to
bring about changes in A* that are quite independent of the sanctions’ impact on the
income of the target country. In fact, sanctions that generate the greatest economic
damage®* need not necessarily produce a decrease in A*, and might even precipitate
an increase. A large negative income effect will cause a large downward shift of curves
D’ and DX in Figure 3, but unless group J is hurt proportionally more than group K so
that D7 shifts down by more than DX there will be no reduction in A*. If K’s income
falls by more that J’s, then DX will shift down by more than D”, and A* will actually
increase. These economic impacts of sanctions thus have indeterminate and potentially
perverse effects on the equilibrium level of A.

It follows from the interest group analysis of sanctions in this section that only those
sanctions that have selective impacts on the supporters and opponents of A will lead to

Third, sanctions or foreign interest group lobbying might cause an increase in “collective sentiment” for the
policies advocated by a domestic interest group, where collective sentiment, following Kuran (1989, p. 46), is
defined as a representative individual’s expectation about the share of the population adopting a given policy
position. The perception that a threshold percentage of the population has already adopted such a position can
create a bandwagon effect.

33 An example is provided by Findlay and Lundahl (1987) who argue that white South African workers might
have responded to disinvestment pressure from shareholder groups abroad by conceding to a diminution of
apartheid in order to prevent erosion of their standard of living.

34 As indicated in the previous section, the choice criteria for selecting sanctions need not necessarily include
damage to the target country; rather, sanctions design reflects interest group preferences in the sanctioning
countries. Sanctions that inflict the greatest economic damage would likely be broad-based multilateral trade
embargoes, mandatory disinvestment or withdrawal of international credit.
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policy changes in the target country. One way to bring about such selective impacts is
to design the sanctions strategy with a view to its signal and threat effects rather than
its income effects. A signal of support for the goals of the political opposition, and/or
threats of further pain to supporters of the regime, will alter the political inefficiency
parameters attaching to these two interest groups and thereby produce endogenous pol-
icy change in the desired direction. The interest group analysis therefore supports the
smart sanctions strategy of aiming sanctions narrowly to impact specific groups within
the target country. There is, in fact, considerable agreement in the sanctions literature
on the value of pinpointing those groups most responsible for the objectionable policy.
Morgan and Schwebach (1996), for example, argue that the impact of sanctions on the
target country is best conceptualized in terms of their effect, direct or indirect, on the
political elite.

Kaempfer and Lowenberg (1999) maintain that non-economic or cultural sanctions
are often more likely to have selective effects on narrowly-defined groups than are
trade or investment sanctions whose income effects are typically quite indiscriminate.
Moreover, symbolic sanctions, because they presuppose close cultural affinity between
sanctioner and target, are necessarily unilateral rather than multilateral, or at least in-
volve only a small group of sanctioners.

35 A similar view is taken by Alerassool (1993), Smith (1996), Dashti-Gibson et al. (1997) and Selden (1999).
In the words of Cortright and Lopez (2000, p. 245), “[s]anctions are most likely to be effective when they tar-
get the decision-makers responsible for any wrong doing and deny the assets and resources that are most
valuable to these decisionmaking elites.” It is argued that smart sanctions are not only more effective than
simply GNP reducing sanctions in achieving their objectives but are also less likely to impose “collateral
damage” on innocent groups within the target country, such damage having the undesired effect of poten-
tially strengthening the regime and retarding the emergence of a middle class and civil society [Haass (1998,
p- 202)]. See also Weiss (1999), Cortright and Lopez (2000), Lopez (2001), Cortright, Lopez and Rogers
(2002), Cortright, Millar and Lopez (2002) and Cortright and Lopez (2002a, 2002b). In a case study of US
trade and financial sanctions against Iran, Torbat (2005) notes that these sanctions, while delivering a powerful
economic blow, have had little political success. As an alternative, Torbat advocates the use of smart sanc-
tions designed to exert pressure directly on the ruling clerics while avoiding negative impacts on the Iranian
population as a whole. Kirshner (1997, pp. 56-63) offers a compelling example of how US sanctions against
the Trujillo regime in the Dominican Republic in 1960-1962 provided vital support and encouragement to the
domestic opposition. While the traditional view is that sanctions should be tailored to hurt the ruling elite and
core support groups within the target country [Kirshner (1997, p. 42)] and to benefit, or at least avoid harming,
the opposition, Major and McGann (2005) argue that, in some cases, relatively disinterested bystander groups
ideally should feel the brunt of sanctions. These groups, because they attach little salience to the objectionable
policy of the regime, will normally spend a very small proportion of their resources on lobbying either for or
against this policy. Therefore sanctions that impose costs on such groups will produce a greater increase in
lobbying expenditures against the objectionable policy than sanctions that target higher-salience groups such
as either the elites or the counter-elites. A potential obstacle to evaluating the effectiveness of smart sanctions,
however, lies in the difficulty of obtaining data to measure the impacts of these sanctions on targeted groups.
36 Kaempfer and Lowenberg (1999) offer the example of the sports embargo on apartheid South Africa,
imposed by a handful of rugby- and cricket-playing nations, which arguably had a greater impact on whites in
that country, without hurting blacks much, than did many of the severest economic sanctions that were applied.
On sanctions that entail proscriptions on cultural activities and sporting events, see Hanlon and Omond (1987,
p. 225).



Ch. 27:  The Political Economy of Economic Sanctions 889

Smart sanctions are especially desirable in the case of an autocratic target regime,
where the sanctions ideally should undermine the power of the autocrat, as well as
diminish the resources available to the autocrat’s key supporters, without imposing se-
vere collateral damage on the repressed citizenry [Kaempfer et al. (2004)]. According
to Wintrobe’s (1990, 1998) model of dictatorship, an autocrat uses two inputs in the
production of power, namely, repression and loyalty. Applying Wintrobe’s model to
sanctions, Kaempfer et al. (2004) show that sanctions can increase the budget of the
dictator and thus strengthen his position if he is able to gain some of the rents accruing
from changes in the terms of trade. If the sanctions harm the target country’s economy to
such an extent as to impoverish the public, the domestic opposition’s ability to exert in-
fluence might be weakened. Furthermore, the capacity of the regime to repress dissent
might be increased if a poor populace is more readily policed. In this case, the price
of repression is lowered and the regime substitutes more repression for loyalty in the
production of power. On the other hand, if the sanctions restrict the regime’s access to
instruments of repression, such as police and military equipment, or if the sanctions pro-
vide encouragement to opposition forces in organizing collective action, then the price
of repression might rise. The effect of sanctions on the price of loyalty depends on the
disposition of domestic interest groups at the time the sanctions are imposed. Groups
that are close to the regime might be induced by the sanctions to increase their support
in order to capture more of the sanctions rents for themselves. The price to the regime of
obtaining loyalty from these groups is therefore reduced. However, the regime’s oppo-
nents might allocate more effort toward resistance, or at least become less supportive of
the regime, in which case the price to the regime of extracting loyalty from opposition
groups is increased. A change in the quantity of repression also has an income effect
on the quantity of loyalty supplied to the regime because repression is wealth-reducing
in aggregate. Sanctions-induced changes in the price of power have both income and
substitution effects on the dictator’s budget constraint. The relative magnitude of these
effects determines the impact of sanctions on the quantities of power and consumption
chosen by the dictator to maximize his utility.

5. Single-rational actor and game theory approaches to sanctions

The previous two sections examined sanctioning behavior and the political effects
of sanctions from the standpoint of an interest group theory of the political process.
According to this theory, observed policies in international relations and their conse-
quences are viewed as outcomes of the configurations of domestic interest group politics
within sender and target nations. National governments are treated as more or less im-
partial arbiters of competing domestic interest group pressures; governments themselves
have no independent policy preferences or agendas. This approach is consistent with the
methodological individualism of neoclassical economics, in the sense that the behavior
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of interest groups is premised on utility maximization on the part of individual group
members.’’

However, many international relations scholars and economists have studied sanc-
tions using a single-rational actor methodology, in which the relevant unit of analysis
is no longer individual interest group members, voters or politicians, but entire nation-
states. According to this approach, states are the main players on the international stage
and decisions about whether and how to apply sanctions and whether to comply with
or resist sanctions are made by states. Insights generated by single-rational actor theo-
ries are not necessarily inconsistent with those of interest group theories; rather, the two
methodologies focus on different questions. The main concern of interest group mod-
els is to show how national policy choices reflect the interests of constituency groups
within the polity. In single-rational actor models, however, the main purpose is to show
how one country’s international policy decisions both affect and are affected by other
national governments’ decisions. These decisions are usually strategic and game theory
is often brought to bear in analyzing the behavior of states.

Thus, for example, Drezner (1998, 1999) explicitly rejects the domestic-politics ap-
proach in favor of a game-theoretic model of economic coercion in which both senders
and targets of sanctions, viewed as nation-states, incorporate expectations of future con-
flict as well as the short-run opportunity costs of coercion into their decisions. Drezner
identifies a “sanctions paradox” which is directly attributable to conflict expectations.
The paradox is that sender states that anticipate frequent conflicts with the target state
are more likely to initiate sanctions than states that anticipate few future conflicts, while
target states that expect to be in conflict with the sender in the future are less likely to
comply with the sender’s demands for fear that concessions made in the present will
be utilized in the future to threaten their security [Drezner (1998, p. 711)]. It follows
that senders will be more likely to impose sanctions against adversaries than against
allies but will get more significant concessions from allies because the latter are less
concerned about the relative gains of holding out for a better bargaining position in
the future, due to a low expected likelihood of future conflict. Drezner (1998, 2001)
finds empirical evidence supporting the conflict expectations model. Moreover, Drezner
(1999) dismisses domestic politics as a cause of the initiation of sanctions, finding evi-
dence for his position in the fact that sanctions events are strongly correlated with crises
in which states’ interests are directly threatened; sanctions events tend not to be ran-
domly distributed across all international crises as a domestic-politics hypothesis would
predict.

Of game-theoretic treatments of sanctions, the most well-known in the literature are
those of Eaton and Engers (1992, 1999). Using a theory of bargaining under incomplete
information, Eaton and Engers (1999) demonstrate that success is more likely when the
cost of a threatened sanction to the sender country is low relative to the gain to the sender

37 On methodological individualism in international political economy, see Kaempfer and Lowenberg
(1992b, chapter 3).
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from changing the target’s behavior, while the cost of the sanction to the target is high
relative to the cost to the target of complying with the sanctioner’s demands. Although
this result is quite intuitive, the model does produce some interesting implications. In
a world of perfect information, sanctions would never be implemented: if a threatened
sanction were sufficiently effective, the target would comply immediately, obviating the
need to impose the sanction, while if the sanction were ineffective, the sender would
not threaten it in the first place. The fact that sanctions are observed means either that
the sanctioner underestimated the target’s cost of compliance, in which case the sanc-
tion fails, or that the target underestimated the sanctioner’s resolve, in which case the
sanction succeeds.

Although in many cases the mere threat of sanctions will be sufficient to induce com-
pliance by the target, there could be instances of incomplete information in which the
sender imposes sanctions and the target holds firm. For example, a sender might impose
sanctions against a target for whom the cost of complying is greater than the cost of
the sanction, either because the sender wishes to reinforce its reputation for toughness
or because the sender cannot discriminate between a complaisant and a stubborn tar-
get [Eaton and Engers (1999)]. Lacy and Niou (2004) use a multistage game model to
demonstrate that sanctions are most likely to be imposed precisely when they are not
likely to succeed, while the sanctions that are likely to succeed will do so as threats,
without having to be imposed at all. In the words of Eaton and Engers (1992, p. 902),
“sanctions can be effective even if, in equilibrium, they are not actually used.” An ob-
server of actually applied sanctions would likely conclude that sanctions do not work,
even though most sanctions are successful at the threat stage. Empirical studies based
only on observed sanctions would then be biased against sanctions success. However,
Eaton and Engers (1999) also point out that a resolute sanctioner might impose sanctions
repeatedly, merely to demonstrate its resolve, thereby initiating a pattern of compliance
on the part of targets over time which would lead an observer to conclude that sanctions
are extremely effective. In this case, empirical analyses based on observations of actu-
ally implemented sanctions would be biased in favor of sanctions success. In general,
sanctions that are actually imposed “‘constitute a very unrepresentative tip of an iceberg”
[Eaton and Engers (1999, p. 410)]. We will return to the problem of selection bias in
empirical sanctions studies in the next section.

In ongoing interactions characterized by a repeated game between sanctioner and
target, Eaton and Engers (1999) show that the commitment of the sanctioner to actu-
ally impose sanctions if the target balks is an important determinant of the success of
sanctions. By committing to always use sanctions rather than deciding on a case-by-
case basis, the sender removes a target’s incentive to balk in the hope of raising the
probability that sanctions will be lifted in a future period [Eaton and Engers (1999,
p. 413)].3% The degree of compliance that a sanction is able to extract from a target

38 Dorussen and Mo (2001), however, demonstrate that commitment strategies, by helping states improve
their bargaining positions, make conflict resolution more difficult and therefore increase the duration of sanc-
tions episodes.
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depends not only on the cost of the sanction to each party but also on each party’s pa-
tience. Eaton and Engers (1992) develop a measure of “toughness” based on a party’s
willingness to incur the cost of sanctions. The greater the target’s impatience and the
lower the cost to the sender, the more likely the sanction is to be successful. However,
a patient sender and a high cost to the target could actually hinder compliance. Since
the anticipation of such a high-cost sanction is enough to exact compliance, the threat
to implement such a sanction every period is not credible. Because a patient sender
will not apply sanctions with great frequency, the target can take advantage of the
sender’s patience by delaying compliance [Eaton and Engers (1992, p. 902)]. In this
situation, a sanction that imposes less harm on the target (such as a symbolic sanc-
tion or a trade sanction affecting only a small share of the target’s total trade), and
is th%refore more credible in repeated implementation, can sometimes be more effec-
tive.”

6. Empirical sanctions studies

There is a large literature that attempts to deal with the question of what factors deter-
mine whether or not sanctions are effective in bringing about their stated objectives. The
starting point for this literature is the pioneering work of HSE, who assign to each sanc-
tions episode in their database a success score ranging from 1 to 16.4C HSE consider a
sanction to be successful if its success score is greater than eight,*! and then proceed to
identify 18 potential correlates of sanctions success. Using a multiple regression model
they test the impact of these correlates on the sanctions success score. However, the ex-
planatory power and predictive success of the HSE model is weak, accounting for only
21 percent of the variation in success scores [Bonetti (1997), Leitzel (1987)]. One of
the main reasons for these weak results is that HSE employ an ordinary least squares
estimation technique that is not appropriate to the case of a limited dependent vari-
able such as the sanctions success score [Bonetti (1997), van Bergeijk (1994)].4? This

39 However, Morgan and Schwebach (1996, 1997) argue that sanctions will have the greatest effect on the
distribution of expected outcomes if the cost of the sanctions is sufficiently high relative to the values at stake.
Specifically, Morgan and Schwebach’s spatial bargaining model reveals that sanctions will be successful
in attaining their political objectives in a target country only if they impose significant costs on politically
powerful segments of the target society relative to the salience these segments attach to the issue in dispute.
40 The outcome of each episode is ranked from one (failure) to four (success); the contribution of sanctions to
this result is likewise ranked from one (none) to four (significant). The overall success score of the sanctions
episode is then the product of the policy result score and the contribution score.

41 However, as Bonetti (1997, pp. 334-335) points out, since the expected value of both the “result” score
and the “contribution” score is 2.5, the expected success score for a random event where all results and con-
tributions are equally probable is 6.25, which might be a more appropriate benchmark for sanctions success.
42 The HSE regression analysis has also been criticized by van Bergeijk (1994, p. 73) and by Lam (1990,
p. 241) for using as a dependent variable a measure of sanctions success that includes the importance of the
sanction to the attainment of the goal. This measure requires prejudging the extent to which a given sanctions
episode caused a change in the target’s policy, which is precisely what is supposed to be estimated on the
right-hand side of the regression equation.
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problem has been addressed by various authors using discrete dependent variables esti-
mators.*3

The conclusions of this literature are quite mixed, the results being heavily depen-
dent on model specification,** but a few regularities emerge, namely that the success
of sanctions is positively correlated with political instability and economic weakness in
the target country [HSE, Lam (1990), van Bergeijk (1989, 1994)] and with close, cor-
dial ties between sanctioner and target prior to the sanctions being imposed [HSE, Lam
(1990), Bonetti (1998)] — hence HSE’s well-known dictum that it is better to sanction
a friend than an enemy. Many, although not all,*> empirical studies find a significant
positive relationship between the cost of the sanctions to the target, measured as a per-
centage of the target’s GNP, and the success of the sanctions [HSE, Lam (1990), Dehejia
and Wood (1992), Dashti-Gibson et al. (1997), Drury (1998), Hart (2000)], while Lam
(1990) also finds that the cost of sanctions to the sanctioner is negatively related to sanc-
tions success. Several scholars have argued that a sanctioner’s bargaining leverage, or
its ability to impose costs on the target, depends on the extent of pre-sanctions trade
linkages between the two countries [Miyagawa (1992), Dashti-Gibson et al. (1997),
Bonetti (1998), Drury (1998), Hart (2000)]. Thus, for example, van Bergeijk (1994,
pp. 77-87) finds that the potential welfare loss to the target, particularly as measured
by proportional trade linkage — the sanctioner’s trade flow to the target as a percent-
age of the target’s GNP — is an important determinant of the success of sanctions. In
Drury’s (1998, p. 502) words, “closer ties with the target increase the sender’s ability to
visit damage on the target, and, according to the conventional wisdom, the greater the
damage, the more effective the sanctions will be.” However, Drury finds no significant
effect of pre-sanctions trade flow on the sanctions outcome, leading him to conclude
that while “pre-sanction trade was important in that it allows the sender to visit dam-
age on the target ... [i]t is this damage, measured by GNP cost, that increases sanction
effectiveness” (1998, p. 507).

Although most studies find that multilateral cooperation among sanctioners has a
negative impact on sanctions success,*® Drury (1998) shows that this result holds only

43 For example, van Bergeijk (1989, 1994), Drury (1998) and Dehejia and Wood (1992) use logit models,
Lam (1990) and Hart (2000) use probit, and Bonetti (1998) uses logistic regressions to identify the circum-
stances in which high levels of success or failure are probable.

44 For a recent survey of results, as well as a contribution of some new ones, see Jing et al. (2003).

45 Fora contrary finding, see Jing et al. (2003).

46 See, for example, HSE and Bonetti (1996). This finding might seem counterintuitive because, as pointed
out in Section 2, multilateral sanctions will generally have greater terms-of-trade effects on the target than
unilateral sanctions. However, Kaempfer and Lowenberg (1999) argue that multilateral sanctions are actually
less effective than unilateral sanctions precisely because the larger terms-of-trade effects generate sanctions
rents that are often captured by the target regime. Also, the same large terms-of-trade effects create strong
incentives for members of multilateral coalitions to cheat, trading with the target in contravention of the
sanctioning agreement, thereby sending a counterproductive signal of support to the target government. Miers
and Morgan (2002) implement a multidimensional spatial modeling approach to account for the higher failure
rate of multilateral sanctions than unilateral.
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if international organizations are not involved in the sanctions. Moreover, while assis-
tance to the target from third countries is normally expected to reduce the probability
of sanctions success [HSE, Bonetti (1998)], Drury (1998) finds that this is true only
when the target was originally dependent on the sanctioner for its imports. Another cor-
relate of sanctions success examined in the literature is the nature of the goal of the
sanctions, with more ambitious goals generally shown to be negatively associated with
success [Dashti-Gibson et al. (1997)], presumably because such goals are more difficult
to achieve.*” However, Drury (1998) finds no significant effect of the ambitiousness
of the goal on the sanctions outcome. While countries that resort frequently to sanc-
tions are found to be less successful on average than infrequent sanctioners [Paarlberg
(1983), Dashti-Gibson et al. (1997)], the effect of duration of a given sanctions episode
is controversial: Daoudi and Dajani (1983) and Brady (1987) argue that the welfare
costs of sanctions increase with time, so that prolonged sanctions are more effective
than short-lived sanctions,*® whereas several other scholars find that sanctions duration
is negatively correlated with success [Nincic and Wallensteen (1983), Leyton-Brown
(1987), HSE, van Bergeijk (1989, 1994), Martin (1992), Miyagawa (1992), Bolks and
Al-Sowayel (2000)].%°

The empirical sanctions literature has been criticized for selection bias because the
HSE data include only those episodes in which sanctions were actually applied. There
are many other instances in which sanctions were considered or threatened but ulti-
mately not used (since, as indicated in the previous section, a credible threat to sanction
is, by itself, often enough to elicit compliance). In general, Fearon (1994) points out
that samples of conflicts that are actually observed are drawn from an entirely dif-
ferent population than those of conflicts that are merely threatened. In the context of
sanctions, Morgan and Miers (1999), Hart (2000) and Nooruddin (2002) argue that
economic coercion is typically applied only in the most intractable of situations, in
which irreconcilable differences between sanctioner and target make it unlikely that
the sanctions will succeed in changing the target’s behavior. It follows that the results of
studies focusing on only those sanctions that are implemented will necessarily be biased
against sanctions success. In order to address this problem, Drezner (2001, 2003) sur-
veys cases in which sanctions were imposed in pursuit of economic or regulatory goals.
In these categories of sanctions, threats are often made publicly before sanctions are im-
plemented, providing an ideal test for selection bias. Consistent with Eaton and Engers’

47 For example, a goal of overthrowing a ruling regime in some target country would be much more difficult
to attain than simply bringing about a marginal change in the target government’s policy.

48 Galtung (1967) suggests that, as the costs of sanctions mount over time, threatening severe economic
damage and political disintegration, the target is likely to eventually comply with the sanctioner’s demands
despite the prevalence of rally effects at lower levels of cost.

49 This result might be due to the fact that the passage of time cracks the solidarity of international sanctioning
coalitions [Martin (1992)] and hardens the resolve of the target [Miyagawa (1992), Bolks and Al-Sowayel
(2000)] while enabling the target to find alternative markets and substitute imports [Renwick (1981, p. 81)],
or because failed sanctioners are often reluctant to abandon their sanctions after recognizing a fiasco [Leyton-
Brown (1987)].
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(1992, 1999) and Lacy and Niou’s (2004) theoretical analysis discussed in the previous
section, Drezner’s results show that the sanctions that generated significant concessions
were most likely to end at the threat stage. Drezner interprets his findings to suggest that
the significance of economic coercion might have been greatly undervalued, contradict-
ing as they do much of the consensus in the recent literature that sanctions generally
fail to achieve their political goals and that their continued use can be explained only by
non-instrumental motives, such as domestic politics within the sanctioning countries.
However, the view that empirical sanctions studies are biased against sanctions suc-
cess is by no means universal. As noted in the previous section, a committed sanctioner
might repeatedly apply sanctions, creating an incentive for targets to comply [Eaton
and Engers (1999)]. Empirical studies based on observations of actually implemented
sanctions would then be biased in favor of sanctions success. The same would be true if
sender countries behaved strategically by imposing sanctions only when they believed
them to have a good chance of working.

The problem of selection bias is part of a broader issue, namely that the factors deter-
mining whether sanctions are used are inherently connected to the factors determining
their success [Smith (1996), Morgan and Miers (1999), Hart (2000), Bolks and Al-
Sowayel (2000), Nooruddin (2002), Jing et al. (2003)]. This point is made clear by
Eaton and Engers (1999, p. 413): “Any analysis of situations in which senders actually
resort to taking measures can paint a misleading picture of the role of sanctions in the
international order: a measure may be taken only in rare instances when a sender thinks
that it can accomplish something, or in rare instances when a target fails to submit to the
sender’s will. .. . [A]ny attempt to quantify [sanctions’] effectiveness must consider the
circumstances that lead to their use in the first place. Doing so requires an econometric
approach more firmly embedded in theory.”

From an empirical standpoint, the problem is that the choice of policy instrument,
e.g., trade sanctions, financial sanctions, or military intervention, is endogenous to the
political process and, in particular, to the policy outcome sought by the sanctioner.>”
But the choice of instrument also affects the outcome of the sanctions. Therefore some
of the variables that explain the effectiveness of sanctions, e.g., the types of sanctions
that are chosen or the design of the sanctions strategy, are themselves explained by
other right-hand-side variables. Jing et al. (2003) address this endogeneity issue by esti-
mating a simultaneous equations model in which the sanctions policy outcome and the
probabilities of the sanctioner’s adoption of different sanctions instruments are jointly
determined.>' Their results confirm some findings of the earlier literature but also re-
veal some key differences. Consistent with previous studies, sanctions are found to be

50 Military intervention, for example, would normally be more costly to the sanctioner than either trade or
financial sanctions, and would therefore most likely be implemented in pursuit of only the most ambitious, or
highest-priority, policy outcome.

51 Another two-stage estimation approach that has been used to deal with the problem of simultaneity of
instrument choice and effectiveness is the censored probit model, exemplified by Nooruddin (2002), whose
contribution is discussed further in the next section.



Table 1

Determinants of sanctions effectiveness: Dependent variable = sanctions success score

Independent
variables

Hufbauer
et al.
(1990)

Lam
(1990)

Dehejia
and Wood
(1992)

van
Bergeijk
(1994)

Dashti-Gibson
et al.
(1997)

Bonetti
(1998)

Drury
(1998)

Hart
(2000)

Bolks and
Al-Sowayel
(2000)

Nooruddin
(2002)

Jing et al.
(2003)

Political
instability of
target

+

+

Economic
weakness of
target

Cordial
pre-sanctions ties

Cost of sanctions
to target

Cost of sanctions
to sender

Trade linkages
between sender
and target

Multilateral
cooperation
among senders

Third-party
assistance to
target

Ambitiousness of
sanctions goal

Sender is
frequent
sanctioner

(continued on next page)
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Table 1
(continued)

Independent
variables

Hufbauer
et al.
(1990)

Lam
(1990)

Dehejia
and Wood
(1992)

van
Bergeijk
(1994)

Dashti-Gibson
et al.
(1997)

Bonetti
(1998)

Drury
(1998)

Hart
(2000)

Bolks and
Al-Sowayel
(2000)

Nooruddin
(2002)

Jing et al.
(2003)

Size of sender
relative to target

Trade versus
financial
sanctions™

Duration of
sanctions

Democratic
versus autocratic
target**

Note: + indicates a statistically significant positive effect of the independent variable on sanctions success; — indicates a statistically significant negative effect

of the independent variable on sanctions success.
*+ means trade sanctions are more effective than financial sanctions; — means financial sanctions are more effective than trade sanctions.

** 1+ means sanctions are more effective against democratic targets than against autocratic targets.

T Only if international organizations are not involved in the sanctions.

TJfOnly if the target is dependent on the sender for imports.
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more effective the warmer the prior relationship between sanctioner and target and less
effective the healthier the target, both economically and politically. However, contrary
to some earlier studies, Jing et al. (2003) find that the larger the size of the sanctioner
relative to the target the lower the likelihood of sanctions success and that the effective-
ness of sanctions is not influenced significantly by third-country assistance to the target
or by the costs of sanctions, to either sanctioner or target. Moreover, Jing et al.’s results
reveal no unambiguous conclusions regarding the relative effectiveness of trade versus
financial sanctions, contrary to HSE, Alerassool (1993), Dashti-Gibson et al. (1997),
Drury (1998) and Selden (1999), all of whom maintain that financial sanctions are more
effective than trade sanctions.>?

The main empirical findings on the causes of sanctions success discussed in this
section and the next section are summarized in Table 1.

7. Political institutions and sanctions

Another focus of inquiry in the sanctions literature, most prevalent among political sci-
entists, is the role of domestic institutions and politics in determining both the likelihood
that sanctions will be used and the political outcome of sanctions.’* One of the most im-
portant aspects of domestic institutions is the nature of the political regime in both target
and sanctioner, characterized as either democratic or non-democratic. The interest of
sanctions scholars in regime type stems from the international relations literature on the
so-called democratic peace, which is the theory that democratic dyads are less likely to
enter into military conflict than non-democratic or mixed dyads.>* One argument that is

52 The expectation of greater effectiveness of financial sanctions may be attributable to the fact that financial
sanctions often have more selective effects on particular groups within the target polity, notably the wealthy
elite, than do trade sanctions.

53 Thus, for example, Allen (2005) finds that domestic political structures in target states strongly influence
their response to sanctions, while Bolks and Al-Sowayel (2000) show that a target country’s institutions and
the political vulnerability of its regime significantly affect the duration of sanctions episodes.

54 For clear statements of the democratic peace hypothesis and empirical tests which confirm the pacific
benefits of democracy, see Russett (1993), Dixon (1994), Oneal and Russett (1997), Mousseau (1998), Russett
and Oneal (2001) and Dixon and Senese (2002). For reviews of the literature, see Russett and Starr (2000) and
Weede (2004). For an analytical treatment of both the democratic peace argument and its various detractors,
see Zinnes (2004). Mousseau (2003) demonstrates that the peace among democracies is limited to market-
oriented states, which he ascribes to common interests derived from common economic structure. Indeed
there is evidence that the conflict-reducing effect of democracy is conditional upon income levels. Mousseau
(2000), for example, finds that this effect is about twice as strong among developed countries compared with
other dyads and is not statistically significant among the poorest decile of jointly democratic conflict-prone
contiguous dyads. A variant of the democratic peace theory is the liberal peace, which postulates a pacifying
effect of trade [see Oneal and Russett (1997, 1999a, 1999b, 2001, 2003), Russett and Oneal (2001), Oneal
(2003), Oneal et al. (2003)]. Trade exerts not only a direct influence on peace but also an indirect one, to
the extent that it contributes to prosperity and democracy [Weede (2004, p. 170)]. For a critique of the view
that trade causes peace, see Barbieri (1996, 2002), who notes that economic interdependence can potentially
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typically made in support of this theory is that democratic political competition reveals
information about a country’s level of resolve, thereby avoiding escalation of disputes
into violent conflict [Lektzian and Souva (2003, p. 647)].%°> A further argument is that
accountability of democratic politicians to large constituencies gives them a greater in-
centive to conduct successful foreign policies and protect their citizens from the costs
of war [Bueno de Mesquita et al. (1999, 2003)].56 Autocrats, by contrast, are less con-
cerned with overall public welfare and are therefore more likely to lead their nations
into military conflict.

Bueno de Mesquita and Siverson (1995) find empirical evidence that engaging in war
is hazardous to the survival in office of all types of leaders, but especially democrats.
Along similar lines, McGillivray and Smith (2000) argue that domestically accountable
politicians incur costs in the form of reduced levels of public support if they fail to co-
operate with foreign nations. Leaders who can be easily replaced by their electorates
if they cheat on international cooperative arrangements can credibly commit to cooper-
ate [McGillivray and Smith (2005)]. Therefore the prospect of losing their jobs makes
accountable leaders more trustworthy in the eyes of foreigners and fosters greater inter-
national cooperation. On the other hand, when replacing leaders is difficult, cooperation
is less robust, which often leads to inter-state hostilities [McGillivray and Smith (2000)].
Moreover, as Bueno de Mesquita et al. (2003) point out, leaders of authoritarian states
obtain support from narrow constituencies, with successive dictators normally relying
on mutually exclusive groups of supporters. Consequently, leadership change results in
different interests being represented, and policies are revised accordingly. Democratic
leaders, however, must appeal to broader constituencies, the make-up of which does
not change significantly with leadership turnover. As a result, it is unlikely that poli-
cies, including foreign economic policies, will change much with change in democratic

bring about increased frictions among trading partners. However, Barbieri’s analysis has been challenged on
the grounds that she fails to control for the relative capabilities of nations to wage war over considerable
distances, while it has also been pointed out that her method of measuring trade shares biases her results in
favor of a conflict-enhancing effect [Weede (2004, pp. 169-170)].

55 1t has also been hypothesized that the absence of liberal-democratic norms among leaders of non-
democratic states creates an expectation of aggressive intentions and a presumption of enmity on the part
of democratic leaders [see Farnham (2003)]. Gartzke (2000) attributes much of the lack of militarized dis-
putes between democracies to preference similarity across democratic states, while Siverson and Emmons
(1991) document a high rate of alliance formation among democracies.

56 Tt is of course conceivable that the direction of causality might be quite the reverse, i.e., that the observed
rarity of wars between democracies could be explained by a negative effect of war on democracy rather
than vice versa. For example, it is plausible to suppose that nations become more autocratic as they prepare
for impending wars. Mousseau and Shi (1999) test this hypothesis but find that disputant countries are in
fact equally likely to become more democratic as they are to become more autocratic in the periods leading
up to the outbreak of wars. James et al. (1999, 2000) reject single equation estimates of the relationship
between democracy and war as merely ad hoc reduced forms, lacking in causal inference. In their view, a
more appropriate methodology would be to identify a structural equation as part of a simultaneous system
in which both democracy and conflict are treated as endogenous. Using a simultaneous equations model,
Reuveny and Li (2003) find that dyadic militarized disputes reduce joint democracy while at the same time
joint democracy reduces the probability of militarized disputes.
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leadership [Major and McGann (2005, pp. 346-347)]. In an empirical study of trading
relations, McGillivray and Smith (2004) confirm that the impact of leadership turnover
on trade between democracies is much less pronounced than in the case of autocra-
cies.”’

The democratic peace theory is by no means uncontroversial, however, with some
scholars disputing both the logical basis and the empirical evidence for it.”® Neverthe-
less, it has clearly been influential in the sanctions literature. Thus Lektzian and Souva
(2003) and Cox and Drury (2006) investigate whether there is an analogous “economic
peace” between democracies, i.e., whether democracies are relatively unlikely to use
economic sanctions against other democracies. The same factors that encourage peace
among democracies — a greater ability to send clear signals of resolve and a greater de-
pendence of democratic politicians on successful policies — are expected to operate in
the realm of sanctions [Lektzian and Souva (2003, p. 647)]. Both Lektzian and Souva’s
(2003) and Cox and Drury’s (2006) results show that democracies impose sanctions
more often than other regime types. Lektzian and Souva hypothesize that this propen-
sity to sanction is due to the fact that the ruling coalitions in democracies encompass a
greater variety of interest groups that need to be satisfied (2003, pp. 644-645). Trade
sanctions are useful particularly to democratic governments as a device to justify pro-
tection for domestic industries while still professing commitment to a liberal trading
regime [Cox and Drury (2006)].° Cox and Drury add that democracies might choose
sanctions over military action because non-violent measures generally attract less public
attention and opposition.

At the same time, however, both Lektzian and Souva (2003) and Cox and Drury
(2006) also find that democracies are more likely to sanction non-democracies than
other democracies. Cox and Drury suggest that this result occurs because two of the

57 These findings extend also to economic sanctions. Thus McGillivray and Stam (2004) show that leadership
change in non-democratic sanctioning and target states is strongly related to the ending of sanctions, whereas
leadership change in democratic states is unrelated to the duration of sanctions. Once sanctions are lifted,
Lektzian and Souva (2001) find that jointly democratic dyads return to pre-sanctions levels of trade faster
than non-democratic or mixed dyads, a result which they ascribe to the transaction cost-reducing and trust-
promoting characteristics of democratic institutions.

58 Hess and Orphanides (2001) for example argue that, because incumbent democratic leaders often have a
need to hold on to power in the face of poor economic performance, they will sometimes have an incentive
to initiate international conflict in order to salvage their domestic positions. Rosato (2003), after a critical
examination of the causal logic underpinning the democratic peace theory, concludes that, while there is
certainly peace among democracies, this peace may not be primarily due to the democratic nature of those
states. Henderson (1999, 2002) attributes the post-World War 1II stability among democratic dyads not to
joint democracy, but to the presence of an international security regime characterized by bipolarity, nuclear
deterrence, alliance membership and trade links. Senese (1999) finds that regime maturity is just as important
as regime type in determining dyadic conflict intensities.

39 As Kaempfer and Lowenberg (1988a) point out, majoritarian democracies are especially vulnerable to
pressure from interest groups to impose sanctions, sometimes motivated by moral outrage against the ob-
jectionable behavior of a foreign regime, but often driven by little more than thinly disguised protectionist
interests in trade restrictions.
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most common reasons that democracies impose sanctions — to promote democracy and
to punish human rights violations — apply largely to autocratic targets; democratic states,
by definition, are usually not the ones guilty of abusing their citizens’ political or hu-
man rights. Moreover, according to Lektzian and Souva (2003, p. 648), given the strong
imperative for democratic leaders to pursue successful foreign policies, they will typi-
cally prefer to pick on non-democratic targets on the grounds that a democratic target
“will take all necessary means to offset or counter the sanctions in an effort to continue
providing a stream of public goods to members of its broad winning coalition.”®

The belief that democracies are more motivated than non-democracies both to use
sanctions and to resist the demands of external sanctioners derives in part from Fearon’s
(1994) notion of audience costs. These are the costs in terms of forgone political sup-
port that are incurred by a nation’s leaders when the public becomes disillusioned with
their leaders’ abilities. According to Fearon, a democracy, which faces high domestic
audience costs, is always less likely to back down in a public confrontation during in-
ternational crises than a non-democracy, whose audience costs are considerably lower
and which consequently has greater flexibility to alter its policies in the face of foreign
pressure.! It follows that a signal of resolve sent by a democratic target of sanctions
will be more credible than one sent by an autocratic target, so that a potential democratic
sanctioner, itself constrained by its own domestic political institutions to avoid foreign
policy failures,® is less likely to initiate sanctions against a democratic target [Lektzian
and Souva (2003, p. 648)]. Galtung (1967) lends further credence to the relative re-
silience of democratic targets by pointing out that democracies have greater legitimacy
and are therefore more likely than autocracies to rally their citizens around the flag of
resistance to sanctions.

However, like its political counterpart in the democratic peace literature, the eco-
nomic peace hypothesis is contentious. In particular, the claim that a democratic target
is less likely to concede to sanctions than a non-democracy is rejected by many scholars.
For example, Nooruddin (2002, pp. 69-70) argues that, precisely because democratic
political leaders are compelled to take into account their public’s preferences, it is prob-
able that a democratic target government would agree to the sanctioners’ demands
in order to get the sanctions lifted and relieve the suffering of its constituents. Sim-
ilarly, Bolks and Al-Sowayel (2000) show that democratic governments typically do
not resist sanctions for long because of the resulting domestic political costs that their

60 1 ektzian and Souva (2003) also find that, owing to incentives to achieve successful foreign policies and
minimize harm to their publics, democratic regimes are more likely than non-democracies to use financial
sanctions instead of trade sanctions. For the same reason, democracies are more likely to pursue minor foreign
policy goals rather than attempt to bring about ambitious policy changes in target countries.

61 In an empirical test of Fearon’s theory, Partell and Palmer (1999) find that domestic political audiences
do indeed exert a strong influence over which countries in a crisis are likely to achieve successful outcomes,
although relative national capabilities are also found to be important.

62 Hart (2000) suggests that democracies are generally more successful sanctioners than non-democracies
because the audience costs confronted by democratic governments insure that they will initiate sanctions only
if they are committed to holding out for success.
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electorates would impose upon them. Much the same argument is proposed by Nossal
(1999, p. 130), who notes that political leaders in target nations who fail to alter their be-
havior in order to put a stop to the economic pain caused by sanctions risk being ejected
from office.®3 By contrast, in non-democracies, Pape (1997, p. 93) points out that un-
popular ruling elites can often protect themselves and their supporters by shifting the
economic burden of sanctions on to disenfranchised groups.®* According to Bolks and
Al-Sowayel (2000), when the leadership of a state is concentrated in the hands of a few,
the leadership is better able to implement countermeasures that insulate the govern-
ment from the economic hardships caused by sanctions. Non-democratic and illiberal
regimes find it especially easy to hold out in the face of damaging sanctions because
they can “simply pass on the costs of the sanctions to the governed and rely on armed
forces to deter political opponents who are dissatisfied with policies” [Nossal (1999,
p. 134)].% Moreover, pervasive nationalism often makes citizens of non-democratic
states willing to endure considerable punishment rather than abandon policies that are
seen to be in the national interest [Pape (1997, p. 93)]. Cortright and Lopez (2000,
p- 214) argue that “sanctions provide authoritarian governments with leverage to create
a ‘rally-around-the-flag’ effect as a means of suppressing domestic opposition.”%® Dam-
rosch (1993, p. 299) contends that sanctions will almost inevitably benefit an autocratic
regime because the regime will always be in a better position than the civilian popu-
lation to control external transactions and the internal economy. In Damrosch’s view,
the creation and enrichment of a criminal class that profiteers from trading bootleg or
scarce goods means that even the most skillfully targeted sanctions will serve only to
entrench the power of the ruling elite.

Bolks and Al-Sowayel (2000) and Nooruddin (2002, p. 73) present empirical evi-
dence that sanctions imposed against autocratic targets are less successful than those im-
posed against democracies. Nooruddin (2002, pp. 69-70) draws the logical conclusion
that sanctioners are therefore more likely to sanction democracies than non-democracies
precisely because democracies are more likely to concede.®” A further argument sup-
porting the claim that democracies, in particular, are inclined to use sanctions against

63 Drawing on a large panel of cross-country and time-series data, Marinov (2005) finds empirical evidence
for the destabilizing effect of economic pressure on the leadership of target countries.

64 Pape (1997) cites the case of Iraq, which, despite facing the most damaging economic sanctions in history,
with 48 percent of its GNP destroyed, did not acquiesce.

65 Thus, in the literature on civil war, autocratic societies have been found to have somewhat lower risks of
rebellion than partial democracies due to the ability of autocrats to successfully repress potential dissident
groups. See Collier and Hoeffler (2007) (Chapter 23 in this Handbook).

66 On the tendency of sanctions to strengthen the “hawks” and weaken the “doves”, see Willett and Jalaligha-
jar (1983/84).

67 This finding does not necessarily refute the notion of an economic peace among democracies, however.
The economic peace is a dyadic phenomenon [Lektzian and Souva (2003, p. 647)]; it requires that pairs of
democratic countries be less likely to be involved in sanctions than pairs of non-democratic countries or mixed
pairs. Although Nooruddin finds that democracies are more likely to be fargets of sanctions, he does not test
whether democracies are also more likely than non-democracies to impose sanctions. In fact, Nooruddin’s
data include only US-imposed sanctions (2002, pp. 63, 70).
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Table 2

Summary of literature on regime type and sanctions

903

Autocracies more Democracies

Democracies Sanctions

Democracies

Autocracies more

likely than more likely than more likely than imposed by more likely than likely than
democracies to  autocracies to autocracies to democracies autocracies to be democracies to
concede to concede to impose sanctions more successful targets of be targets of
sanctions sanctions than sanctions  sanctions sanctions
imposed by
autocracies
Lektzian and Damrosch (1993) Lektzian and Hart (2000) Nooruddin Lektzian and
Souva (2003) Souva (2003) (2002) Souva (2003)*
Pape (1997) Cox and Drury Cox and Drury
(2006) (2006)*
Nossal (1999)
Bolks and
Al-Sowayel
(2000)
Cortright and
Lopez (2000)
Nooruddin
(2002)

*If the sender is democratic.

democratic adversaries is the observation that democracies prefer to substitute non-
military coercion, including sanctions, for militarized tools of foreign policy when
confronting other democracies in inter-state disputes [Palmer et al. (2002), Morgan and
Palmer (2003)].98

Table 2 provides a summary of the contributions to the literature on sanctions and
political regimes surveyed in this section.

8. Conclusions and avenues for further research

A number of areas of consensus have emerged in the sanctions literature. There is, for
example, wide agreement on the utility of smart sanctions — those designed to have

68 There is some evidence, however, that democracies favor the use of positive economic incentives rather
than sanctions, especially in dealing with other democracies [Davidson and Shambaugh (2000), Drezner
(2000)].
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selective effects on specific groups within the target country. In addition, economists
and political scientists alike have come to recognize that consideration of the political
processes by which sanctioning policies emerge in the sender nations, as well as the po-
litical processes through which sanctions generate policy outcomes in a target country,
is key to addressing the two main questions in the political economy of sanctions. These
questions are (i) what factors determine when sanctions will be used as a preferred in-
strument of influence exertion in international relations and (ii) what factors determine
the likelihood of success or failure of sanctions in achieving their policy objectives?
Game-theoretic treatments of sanctions have contributed a clear understanding that
these two questions are intrinsically linked: observed instances of sanctions represent
only a small sub-sample of sanctions strategies, most of which end without sanctions ac-
tually being imposed. This understanding has carried over into the empirical literature,
in which most practitioners now acknowledge the presence of potential selection bias in
the data on observed sanctions episodes. Simultaneous equations approaches, geared to
dealing with the problem of joint determination of instrument choice and success, have
therefore become the norm. Moreover, scholars have increasingly recognized the im-
portance of political institutions, within both sanctioning countries and target countries,
in influencing the decision to implement sanctions and the effectiveness of the sanctions
in attaining their goals.

Despite the fact that the body of knowledge about the processes generating sanctions
and determining their success has undoubtedly expanded, and analyses of sanctions,
both theoretical and empirical, have become considerably more sophisticated over the
years, there are puzzles that still need to be resolved. Why, for example, has the use
of sanctions accelerated so dramatically in the post-Cold War era, and why are some
countries more frequent users of sanctions than others? The latter question applies
with particular force to the United States, which is by far the premier sanctioner in
the world.®® Without further research on these questions, we can only speculate as to
their answers. Perhaps the collapse of the Soviet Union initiated a spurt of sanctioning
activity because sanctioners need no longer be concerned that their actions will exacer-
bate Cold War tensions between superpower blocs.”® Perhaps the nations that are most
likely to rely on sanctions are those without access to alternative avenues of pressure
that could be brought to bear in a dispute, such as historical, colonial or cultural ties
with potential targets.

In resolving these issues, consideration must necessarily be given to more than the
standard economic and political factors that, thus far, have dominated the sanctions lit-
erature. We believe that cultural and historical characteristics of nations, which have
been neglected in the literature, will need to be taken into account in future research on
sanctioning behavior and effectiveness. Scholars of economic growth and development

%9 On the proclivity of the United States to resort to sanctions, see Hufbauer (1998).
70 Verdier (2005) argues that, now that countries’ allegiances are less transparent than they were during the
Cold War, sanctions are useful in screening adversaries into “deterrable” and “undeterrable” types.
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have increasingly applied political economy models to explain how cultural or norma-
tive attributes of states play an important role in determining institutions, policy choices
and economic performance.”! Moreover, the democratic peace literature suggests that
countries that share participatory political institutions may be in a better position to
signal levels of resolve or commitment in international disputes than countries lacking
such institutions. In general, states with similar political and economic institutions can
be expected to have similar foreign policy preferences and therefore to be less likely
to enter into conflict with one another [Souva (2004)].72 The same might conceivably
be said for other dimensions of national similarity, including culture and historical ex-
perience. Nations that share a range of cultural attributes may be supposed to be more
effective in communicating their collective preferences and intentions than culturally
dissimilar countries, thus mitigating conflict and increasing the likelihood of successful
resolution of inter-state disputes. A high priority for future extensions of the economic
sanctions research agenda will be to follow the broader emerging trend in economics,
specifically, to take into account a wider array of behavioral determinants than have
traditionally been applied in the study of sanctions.
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