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Economic Sanctions against Russia:
Assessing the Policies to Overcome their Impact:

Starting from 2014 the European Union countries, the United States of America and some other states im-
posed economic sanctions against Russia, resulting in diversification of trade ties away from western part-
ners (“pivot to the East” strategy). The mixed findings of recent sanctions literature related to their effective-
ness and measures to overcome the negative consequences, has necessitated the examination of these issues
for the case of anti-Russian economic sanctions. We use various macroeconomic data along with indicators
of digital development and financial inclusion. The methodology comprises a combination of graphical, com-
parative, and correlation analysis. The analysis of external sector data shows that economic sanctions had
substantial negative impact on trade and foreign direct investment with main senders. At the same time, the
“pivot to the East” after 2014 has not been implemented yet as much as expected. To overcome negative im-
pact of sanctions and to promote economic growth, the current diversification of ties should be accompanied
by other measures, centred on digital development, digital financial technologies, and financial inclusion. We
assess linkages between digital development and wealth inequality and we found that in most countries with
moderate wealth inequality, including Russia, the digital transformation could bring more benefits in terms
of economic growth, than in countries with lower wealth inequality. The overall study allowed us to examine
digital policy implications to overcome the negative effects of sanctions in Russia. The obtained results will
contribute to addressing the problem of optimisation of Russia’s behaviour as a target country that is the
subject of future research.

Keywords: economic sanctions, Russia, “pivot to the East”, commodity trade, foreign direct investment, economic
growth, digital transformation, financial inclusion, wealth inequality, comparative analysis
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JKOHOMMYECKUEe CaHKIOUUA ITPOTUB Poccumn u OII€HKAa IIOJIMTUKUA
I10 ITPE€OA0ICHUIO X r[ocne,uc'er‘/i

B 2014 200y cmpanvt Esponeiickozo corsa, Coedutennvie Illmamovr Amepuxu u Hekomopole Opyzue 20cy0apcmea 86enu
IKOHOMUYECKUE CAHKYUY npomue Poccuu, umo npusesno Kk 0usepcudukayuu mopzosvix césizeil U usMeHeHUu oOmHoueHutl ¢
3anadnvimu napmuepamu (cmpamezus «<nogopoma na Bocmox»). HeoOHosHautvle 6v1600bL cO8PEMEHHBIX UCCEI08aAHUL, HO-
CBAULHHDIX AP PEKMUBHOCU CAHKY UL U MeP 10 NPE0OOTIEHUI0 UX He2amMUBHBIX NOCIE0CINEUL, 000CHOBANIU HEOOX00UMOCTb
paccmompenust danHvLx B0NPOCO8 HA NPUMeEPe AHMUPOCCUTICKUX IKOHOMUUECKUX canKuyutl. [Ipoananusuposarvl pasnuunole
MAKPOIKOHOMUHUECKUE OAHHDble, 4 MAaKHe NOKA3AMeNY yUPPO8020 Passumus u puHarcosoii docmynrocmu. JJauroe uccnedo-
8amue 0CHOBLLBAEMCS HA MeMOJAX 2PAPUUECK020, CPABHUMENBHOZ0 U KOPPENAUUOHHO20 AHANU3A. AHANU3 OAHHBIX BHEUIHEZ0
cexmopa noKa3vléaem, Ymo IKOHOMUUECKUE CAHKYUU He2amuBHO NOBTUSIU HA MOP20BTII0 CO CIPAHAMU-UHULUAMOPAMU U
npsmMvle UHOCMParHble uHeecmuyu. B mo e spems, «<nosopom Ha Bocmok» 00 cux nop He peanu3osar 8 nonHom oGweme.
[nst npeodonenuss He2amueHo20 BAUSHUS CAHKUULL U YCUNEHUS IKOHOMUUECKO20 POCMA OUBepCUPUKAUUS c8si3etl 0onHHA
CONnpoBoNIAMvcst Opy2UMU MePaMU, cOCPeOOMOUEHHBIMU HA UUPPOBOM PAZBUMUL, UUPPOBIX PUHAHCOBLIX MEXHONOZUSLX
u docmynHocmu (PUHAHCOBYIX YCTIye. AHAUS B3AUMOCBSI3U MENOY UUPPOBLIM PA3BUMUEM U HEPABEHCINBOM 8 00X00aX Bbi-
SBUTI, U0, C MOUKU 3PEHUS IKOHOMUHECK020 POCA UUPPOBAS MPAHCHOPMALUSL MONem npuHecmu 6onbule NOMb3bl CMPa-
HAM ¢ YMEPEHHbIM HEPABEHCINBOM, 8KI0UAsT Poccuto, Hexcenu cmpanam, 20e HePABeHCNBO BbIPANEHO 8 MeHblleli creneHu.
Wsyuero, kakum 06pazom uugdposas NoIUMuKa Moxem nosausms Ha npeodoneHue HeeamusHbIX NOCIeOCMEULL CAHKUUIL 6
Poccuu. Ionyuentvie pe3ynvmamot noMOZym pewiums npobnemy onmumusayuu nosedenus Poccuu kax cmpanl, cmasuiell

00DeKMOM CAHKUUTL, YMO AB/IIEMCS NPeOMEMom 0aIbHeTUUX UCCIe008aHUTL.
KiroueBple coBa: 9KOHOMI4Yeckye caHKIuy, Poccust, moBopoT Ha BocTOK, TOprosis ToBapamu, IpsiMble HHOCTPaH-
HbIe MHBECTUINN, SKOHOMIYECKIIT PocT, uudpoas TpaHchopManust, GMHAHCOBAsA HOCTYIHOCTb, HMYIIECTBEHHOE He-

PaBEHCTBO, CpaBHI/ITe)’IbeIf/I aHa/Imn3

BinaromapHoCTh

Hccnedosarue 6vinonteno npu noddepscke epanma PODU u Akademuu o6ujecmeennvix Hayk Kumasi, npoexm Ne 19-51-
93009 «Topzosas nonumuka Poccuu u Kumas e ycnosusix mparcopmauu meicoyHapooHoi mopzoeoti cucmembl».

Ansa umtnupoBanusa: benosepos C. A., Cokonosckas E. JkoHOMMYeckue CaHKUMM NpoTMB Poccum M oueHKa NOAUTMKM MO
NpeoAoNeHunI0 X BO3AeNCTBUS // DKOHOMMKA pernoHa. 2020.T. 16, Bbin. 4. C. 1115-1131. https://doi.org/10.17059/ekon.

reg.2020-4-8

I. Introduction

In 2014, the European Union (EU) countries, the
United States of America (the U.S.) and some other
states have imposed economic sanctions against
Russia, providing both financial and trade restric-
tions. The vulnerability of the national economy
to economic sanctions caused the diversification
of trade ties, the so-called “Russia’s pivot to the
East”, as the country shifted from western part-
ners. Now, Russia is looking for new markets and
investment opportunities in eastern countries,
particularly in China, to replace what has come
under the ban of western economic sanctions.

However, have the pivot to the East accom-
plished as much as expected to help Russia over-
come the negative effects of economic sanctions
on trade and investment and restore economic
growth? Should the government pay more atten-
tion to other policies relying principally on do-
mestic resources?

To answer these questions, the paper aims to:
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1) determine the incidence of economic sanc-
tions against the external sector based on the
analysis of trade and investment flows between
both Russia and sanctions proponents (the EU
countries and the U.S.), and Russia and China;

2) identify policies to overcome the negative
effects of western economic sanctions based on
the examination of the impact of digital transfor-
mation on economic development.

The analysis of recent development trends
and factors, contributing to economic growth in
both advanced and developing economies, al-
lowed identifying digital transformation as one
of the key drivers of economic and social devel-
opment. However, the under-researched impact
of digital development on macroeconomic per-
formance leads to significant challenges in this
field. An important macroeconomic indicator af-
fecting both economic growth and financial in-
clusion is the income or wealth inequality. This
study aims to contribute to the existing litera-
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ture by assessing linkages between digital de-
velopment and wealth inequality to identify
whether digital measures can be a valuable tool
for Russia to overcome negative consequences
of economic sanctions, if these measures do not
worsen wealth inequality.

The paper is structured as follows. Section II
provides literature review of theoretical and em-
pirical studies related to economic sanctions and
summarises the background of relevant west-
ern anti-Russian economic sanctions. Section III
briefly describes data and methodology. Section
IV estimates the impact of economic sanctions on
selected indicators of Russian economic perfor-
mance and provides cross-country comparisons
of digital transformation and economic develop-
ment. Section V addresses policy implications and
contains concluding remarks.

II. Literature Review and Theoretical
Background

A number of theoretical economists and ex-
perts of international financial and economic or-
ganisations investigated economic sanctions and
their ability to resolve international conflicts.

The issues of compliance of economic sanc-
tions with international law were considered as
early as in the beginning of the 20th century. As
international merchandise trade played an im-
portant role, the sanctions literature of the time
mainly focussed on customs boycott (see for ex-
ample, M. A. Maday [1], H. Lauterpacht [2]).

The increase in globalisation along with grad-
ual elimination of customs duties and growing
trade in intangibles led to the extension of the
current research on political and institutional ef-
fects. The accumulated experience in applying
sanctions enabled quantitative comparisons. For
example, F. Hoffmann [3] analysed two case stud-
ies: the decision made by the League of Nations
to apply sanctions against Italy in 1935, and the
decision of the British Government to apply sanc-
tions against Rhodesia in 1965.

In both cases, the sanctions were motivated by
political reasons, and the author concludes that in
such a case the probability of successful sanctions
is low.

R. MacDonal [4] investigated the enforcement
of international public policy by international
political organisations, especially through eco-
nomic modalities. The research was extended by
M. Doxey [5], who developed another case study
related to the role of sanctions imposed by the
United Nations on Rhodesia in 1965 and South
Africa in the 1960s, focussing on the status of
the United Nations as a sanctioning body, and by

J. Barber [6], who analysed the economic sanctions
both as an independent tool to replace the use of
force and as the supplementary measure.

J. Eaton & M. Engers [7] developed notions of
sender country and target country that depend on
the country’s patience and the extent of their suf-
fering from sanctions. The authors concluded that
less harmful sanctions imposed on the target can
sometimes be more effective than those that im-
pose greater harm.

The «Economic Sanctions Reconsidered» (first
published by G. Hufbauer et al. in 1985) is the first
well-known comprehensive study of economic
sanctions, investigating their history, causes and
rationales. In the study, the authors also aimed to
assess the effectiveness of economic sanctions us-
ing the cost-benefit analysis [8].

Such an approach was criticised by R. Pape [9;
10], who revealed that sanctions have succeeded
in only 5 of 115 (according to G. Hufbauer et al.)
successful attempts. In addition, he concluded
that economic sanctions are ineffective to achieve
economic goals.

Generally, the development of new research
methodologies and tools, such as conflict theory,
institutional theory and economic and mathe-
matical modelling enabled more sound eval-
uation of the impacts of sanctions on both na-
tional economy and selected regions and econ-
omy sectors.

In particular, the impact of economic sanc-
tions for various scenarios (different political re-
gimes, military conflicts etc.) was assessed in
works of G. Tsebelis [11], ]J. Dashti-Gibson et al.
[12], H. Askari et al. [13], G. Hufbauer et al. [14],
H.-M. Kim [15], A. Escriba-Folch [16],

The results of theoretical and empirical studies
were translated into the United Nations recom-
mendations for designing the targeted economic
sanctions [17]. The main conclusion is that tar-
geted economic sanctions should always be com-
bined with other measures and never applied in
isolation. Moreover, they must be assessed and in-
tegrated within an overall approach to interna-
tional peace and security challenges.

The implementation of anti-Russian economic
sanctions led to a number of investigations aiming
to assess their impact on real and financial sectors
of the Russian economy from the European Union
(EU) and World Trade Organization (WTO) experts
as well as Russian scientists.

The EU issued several documents to assess
the impact of economic sanctions on Russia.
The EU experts noted, inter alia, that quanti-
tative estimates of the impact are difficult to
examine. However, most observers agree that
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sanctions are slowing the country’s economic
growth![18, 19].

The WTO experts argue that the Russian econ-
omy is particularly vulnerable to EU and U.S. eco-
nomic sections due to a limited diversification of
its economy and a high dependency on raw mate-
rials [20].

M. Klinova & E. Sidorova [21] examined the
mutual influence of economic sanctions of the EU
and Russia in the framework of economic rela-
tions. They concluded that the implementation of
sanctions generates autarchy and influences eco-
nomic development prospects. The regional as-
pect of the “pivot to the East” caused by economic
sanctions, namely, the sustainable development
of the Russian Far East in new economic develop-
ment strategy, is discussed by P. Minakir [22].

The comprehensive study “Economic Sanctions
against Russia: Expectations and Reality” [23] an-
alysed reasons and content of anti-Russian eco-
nomic sanctions, using macroeconomic analy-
sis, economic forecasting and scenario approach.
Additionally, the authors analysed the Bank of
Russia’s economic policy and its impact on the
main macroeconomic indicators, determined ben-
efits and challenges of import substitution and ex-
port-oriented economy, and the reasonability of
the “pivot to the East”.

The general conclusion is that sanctions, wors-
ening the business climate in Russia, are not
the main source of current economic problems;
the reason is the failure of the overall economic
pattern.

In the second part of this section, we summa-
rise the background of relevant western anti-Rus-
sian economic sanctions by comparing sanctions,
imposed by the EU countries and the U.S.

U.S. sanctions on Russia fall into several broad
categories:

— blocking sanctions against individuals and
entities,

— presumption of denial to designated end us-
ers for export licences,

— economic sanctions, namely, sectoral sanc-
tions against entities operating in sectors of the
Russian economy (they apply to specific entities in
Russia’s financial, energy, and defence sectors and
prohibit U.S. individuals and entities from engag-
ing in transactions related to lending, investment,
and/or trade with entities on the “sanction list”,
but they permit other transactions),

! Geopolitical Outlook for Europe. Confrontation vs

Cooperation. (2018). European Political Strategy Center
(EPSC). Retrieved from: https://ec.europa.eu/epsc/sites/epsc/
files/epsc_brief_geopolitical.pdf (Date of access: 30.07.2019).
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— investment ban and prohibition on the ex-
portation or importation of goods, technology, or
services to or from the Crimea region>.

The EU adopted anti-Russian economic sanc-
tions in July/September 2014 (two weeks after the
U.S. announced economic sanctions on 16 July
2014) and have been renewing them every six
months. The latest renewal was on 27 June 2019;
the economic sanctions targeting specific sectors
of the Russian economy were extended until 31
January 20203,

EU’s Ukraine-related sanctions progressed
from diplomatic sanctions (Tier 1), to individu-
als/entities sanctions (Tier 2), and, finally, to eco-
nomic sanctions (Tier 3).

Table 1 demonstrates the comparison of EU
and U.S. anti-Russian economic sanctions in re-
gards to different aspects of their use.

U.S. and EU economic sanctions on Russia have
been complemented by similar sanctions imposed
by Australia, Canada, Japan, and Iceland. Norway,
Switzerland, Ukraine, and the EU candidate coun-
tries Albania and Montenegro formally align the
anti-Russian sanctions with those imposed by the
EU. However, economic sanctions, imposed by the
U.S. and EU countries, have a major impact on epy
external sector.

III. Data and Methodology

In this study, we use various macroeconomic
data along with indicators of digital development
and financial inclusion.

A)External sector statistics for 2012-2018, pro-
vided by the World Band and Central Bank of
Russia (CBR):

— commodity trade (exports and imports),

— inward and outward foreign direct invest-
ment (FDI) flows.

B) Macroeconomic indicators for 2012-2018,
provided by the World Band, International Labor
Organization (ILO), Credit Suisse Research
Institute and Federal State Statistics Service
(Rosstat):

— gross domestic product (GDP) per capita in
local currency units (LCU),

— annual GDP growth based on constant local
currency,

2 Ukraine-Russia-related Sanctions Program. (2016). Office
of Foreign Assets Control. U.S. Department of the Treasury.
Retrieved from: https://www.treasury.gov/resource-center/
sanctions/Programs/Pages/ukraine.aspx  (Date of access:
30.07.2019)

? Council of the European Union. (2019). Russia: EU prolongs
economic sanctions by six months. Retrieved from: https://
www.europeansources.info/record/russia-eu-prolongs-eco-
nomic-sanctions-by-six-months-4/ (Date of access: 30.07.2019)
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— population with money income below the
subsistence minimum level (P_MIBSML), deter-
mined on the basis of the data on the distribution
of population according to the level of average per
capita money income compared to the subsistence
minimum level,

— unemployment, which refers to the share of
the labour force that is without work but available
for and seeking employment, and

— income Gini index, referring to the index of
income inequality.

— wealth Gini index, measuring the extent to
which the distribution of wealth among individ-
uals or households within an economy deviates
from a perfectly equal distribution. A Gini index of
0 refers to perfect equality, while an index of 100
implies perfect inequality.

C)Indicators of digital development and finan-
cial inclusion for 2017, provided by IMD World
Competitiveness Center (Switzerland) and the
World Bank:

— digital competitiveness, calculated based on
51 ranked criteria grouped into three digital com-
petitiveness factors:

— knowledge: the intangible infrastructure,
underlining the process of digital transformation,;

— technology: the overall context that enables
the development of digital technologies,

— future readiness: the preparedness of an
economy to assume its digital transformation'.

— made or received digital payments, which
refers to the percentage of adult respondents (age
15+) who reported using mobile money, a debit
or credit card, or a mobile phone to make a pay-
ment from an account, or reported using the in-
ternet to pay bills or to buy something online (in
the past 12 months). It also includes respondents
who reported paying bills, sending or receiving
remittances, receiving payments for agricultural
products, receiving government transfers, receiv-
ing wages, or receiving a public sector pension di-
rectly from or into a financial institution account
or through a mobile money account in the past 12
months

! In turn, each of these factors is divided into 3 sub-factors,
highlighting every facet of the areas analysed. These 9 sub-fac-
tors comprise 51 criteria. Each sub-factor, independently of the
number of criteria it contains, has the same weight in the over-
all consolidation of results, that is approximately 11.1 % (100/9
~ 11.1). Criteria can be hard data, which analyse digital com-
petitiveness as it can be measured (e.g. Internet bandwidth
speed) or soft data, which analyse competitiveness as it can be
perceived (e.g. Agility of companies). Hard criteria represent a
weight of 2/3 in the overall ranking, whereas the survey data
represent a weight of 1/3. Finally, aggregating the results of the
9 sub-factors makes the total consolidation, which leads to the
overall ranking of the World Digital Competitiveness.

The methodology comprises a combination of
graphical, comparative, and correlation analysis.

IV. Results and Discussion

A.Impact of economic sanctions on external
sector

In the first part of this section, we analyse the
trade and investment flows between Russia and
main sender countries (the U.S. and the EU coun-
tries) before and after 2014. In addition, we com-
pare the data with those of China, which is a ma-
jor Russian trading partner in the East.

Figure 1 presents the dynamics of commodity
exports in 2012-2019 (the latest available data).

The gradual decline in commodity exports
started in 2013 and reached its minimum values
in 2016. In 2017-2018, Russian exports to all an-
alysed trading partners grew by different rates:
the highest rate was for China (almost twofold in-
crease), while the rates for both the EU and the
U.S. were approximately 1.3 times higher than in
2016. However, in 2019, the value of this indicator
declined for both the EU and China, while for the
U.S. it is possible to observe a slight increase.

The share of Russia as an EU export trading
partner has gradually declined from 7.3 % in 2012
to 4.11in 2015-2016. Now it stands at 3.9 %.

Figure 2 demonstrates the dynamics of com-
modity imports in 2012-2019 (the latest availa-
ble data).

It can be observed that import trends are sim-
ilar to export trends: the minimum values in
2015-2016 for all analysed trading partners and
the sharp decline in Russian imports from the EU
countries in 2013-2016.

In 2017, there was a decrease in imports from
all analysed trading partners. While in 2019 this
indicator slightly increased for both China and the
U.S., it continued to decline for the EU. The share
of Russia as an EU import trading partner has in-
creased from 7.0 % in 2016 to 7.5 % in 2019. The
highest share was in 2013 (amounted to 12.3 %).

Simultaneously, the structure of commodity
exports and imports has not changed significantly
in 2012-2019.

In the second part of this section, we analyse
another important economic indicator reflect-
ing the state of international economic relations,
namely, inward and outward foreign direct invest-
ment (FDI)

Figures 3 and 4 demonstrate Russian net FDI
inflows and outflows in 2012-2019 by partner
countries (EU countries, the U.S., and China).

Figures 3 and 4 clearly demonstrate the nega-
tive impact of EU and U.S. economic sanctions on
both Russian inward and outward FDI.
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Fig. 1. Commodity exports from Russia to the EU countries, the U.S., and China, 2012-2019
Note: hereinafter: mainland China
Source: compiled by the authors, based on the United Nations Conference on Trade and Development (UNCTAD) data (UNCTAD.
Retrieved from: https://unctadstat.unctad.org/ (Date of access: 22.10.2020))
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Fig. 2. Commodity imports from the EU countries, the U.S., and China to Russia, 2012-2019
Source: compiled by the authors based on UNCTAD data (UNCTAD. Retrieved from: https.//unctadstat.unctad.org/ (Date of access:

22.10.2020))

The sharp decrease in EU investments in Russia
in 2018 is due to the decrease in investment from
Cyprus (net inflow was —10312.9 mln USD caused
by the tightening of banking laws and enforcement
of tax information exchange (TIEA)), who was the
main investor in Russia among the EU countries.

The gradual decline in the net inflow of
Chinese investments in Russia that started in
2014 (1272.03 mln USD in 2014 to —12.8 mln USD
in 2018) is determined mainly by the poor invest-

Ekonomika Regiona [Economy of Region], 16(4), 2020

ment climate. However, Russian outward FDI to
China shows substantial growth in 2017 (from 5.9
mln USD in 2016 to 43 mIn USD in 2019).

The variation of net inflow and outflow of
Russian FDI from and to the U.S. is marginal.
However, it is possible to observe the negative
impact of economic sanctions: 738.5 mln USD in
2014 compared to —105 mIn USD in 2019 of inward
FDI; 1653.5 mln USD in 2014 compared to -4 mln
USD in 2019 of outward FDI.
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Fig. 3. Russian net FDI inflows from the EU countries, the U.S., and China, 2012-2019
Notes: a) hereinafter FDI refers to the sum of equity capital, reinvestment of earnings, and other capital; b) a positive sign denotes a
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Source: compiled by the authors based on CBR data (CBR External Sector Statistics. Retrieved from: https.//www.cbr.ru/eng/statis-
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Fig. 4. Russian net FDI outflows to the EU countries, the U.S., and China, 2012-2019
Source: compiled by the authors based on CBR data (CBR External Sector Statistics. Retrieved from: https.//www.cbr.ru/eng/statis-

tics/macro_itm/svs/ (Date of access: 22.10.2020))

B. Impact of economic sanctions on macroeco-
nomic indicators

The negative impact of economic sanctions on
key Russian social and economic indicators can be
clearly seen (Figures 5 and 6).

To summarise, we can suggest that EU and U.S.
economic sanctions against Russia had a substan-
tial negative effect on Russian exports and im-
ports to the EU and a marginal negative effect on

Russian exports and imports to the U.S. Apart from
that, the structure of commodity exports and im-
ports has not changed significantly in 2012-2019;
the changes refer only to trade volumes.

We found FDI to be more sensitive to anti-Rus-
sian EU and U.S. economic sanctions than trade in
goods. However, when it comes to Russian FDI to
and from the EU countries, it should be considered
that some of these states (Ireland, Switzerland,
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Fig. 6. Indicators of social development in Russia, 2012-2019
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Note: P_MIBSML refers to population with money income below the subsistence minimum level

Malta, British and Dutch overseas territories) are
“authorised” offshore zones for Russian business.
This fact implies the rapid changes in tax legis-
lation concerning new rules of tax harmonisation
and anti-money laundering, aimed to prevent tax
optimisation. That, in turn, has an impact on FDI
flows independent of economic sanctions.
Considering the “pivot to the East”, after 2014,
as illustrated by China’s example, it is possi-
ble to observe that both Russian exports and im-
ports have been gradually increasing, as con-
trasted with FDI. The net inward investment from
China to Russia has decreased over 2014-2018.

Ekonomika Regiona [Economy of Region], 16(4), 2020

The Chinese investors are not entirely motivated
by political reasons, considering principally the
risk-return ratio. The increase in net inflow in
2019 was due to Chinese investment projects im-
plemented in the Russian Far East. However, 2020
Q1 shows that the net inward investments from
China to Russia became negative (=70 bln USD).

Therefore, it is fair to assume that the “pivot
to the East” aimed to overcome the negative im-
pact of economic sanctions should be accompa-
nied by other measures. In the contemporary con-
text, it is reasonable to link such policies with dig-
ital transformation.
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C. Financial inclusion and digital financial
development

A growing body of research reveals that cur-
rently a powerful tool to promote economic
growth and social development is the people’s fi-
nancial inclusion.

One of the main instruments broadly recog-
nised by policy makers and regulators as impor-
tant in reducing poverty and achieving economic
growth is financial inclusion. The term means the
wide access to and use of formal financial services
(mainly bank accounts and digital payments). In
many countries worldwide, the expansion of fi-
nancial inclusion is a priority in financial sector
development. Financial inclusion potentially ben-
efits both senders and receivers in terms of im-
proved efficiency of payments [27].

The delivery of traditional and new financial
services based on broad types of users and com-
bined with IT establishes the FinTech environment.

According to R.Pepper & J. Garrity [25] and
M. Graham [26], the World Bank’s studies suggest
a decrease in global income inequality because of
financial inclusion. However, the adoption of in-
formation and communication technologies con-
tributes to the increase in income inequality ob-
served in individual countries.

Financial inclusion can help reduce poverty and
income/wealth inequality by improving people’s
income earning potential through using mobile
money services and lowering the cost of receiving
payments. Those aspects are of great importance
for Russia, where the low purchasing power of the
population is one of the main barriers for the de-
velopment of Russia’s FinTech market. According
to Rosstat, the share of the population with money
income below the subsistence minimum level in
Russia increased from 11.2 % in 2014 to 13.3 % in
2015-2017; now it stands at 12.9 %.

In addition, financial inclusion enables peo-
ple to effectively manage individual financial risk,
promotes the accumulation of savings and helps
reduce corruption and informal economy due to
switching from cash to digital payments [27].

The level of people’s financial inclusion is di-
rectly related to the development of digital finan-
cial technologies in the country. According to E&Y
estimates, in 2017, the share of the population
regularly using FinTech (the FinTech Adoption
Index) in Russia was 35 %, while the world aver-
age was 33 %.In 2019, Russia this value amounted
to 82 % (the 3rd place after China and India) with
the world average of 64 %.

The regular FinTech user is someone, who has
used two or more financial technologies over the
last 6 months [28, 29].

However, it should be noted that the Russian
FinTech Adoption Index was calculated using
mainly the data collected in Moscow and Saint
Petersburg only. In this respect, in 2017, the cit-
ies left behind were New York (33.1 %), Hong Kong
(29.1 %) and London (25.1 %). The study also re-
vealed the correlation between FinTech use and
income factor! [30].

The concentration of FinTech users in major
cities is one of the main features of the Russian
FinTech market. Another specific feature (com-
pared to the EU and the U.S.) is the lack of regula-
tion in some sectors of FinTech. For example, cur-
rently, the law does not regulate collective invest-
ments, cryptocurrencies and peer-to-peer (P2P)
lending.

In addition, Russia is considered a key sup-
plier of IT-specialists for the FinTech world mar-
ket. This fact has a mixed impact on the FinTech
growth in the country: Russian professionals of-
ten migrate since it is more profitable for them to
work abroad?.

However, the number of individual’s digital fi-
nancial operations does not fully reflect the coun-
try’s digital competitiveness, i.e., the extent to
which a country adopts and explores digital tech-
nologies. This refers, in turn, to the transforma-
tion in government practices, business models
and society in general [31].

According to the IMD World Digital
Competitiveness Ranking 2018, Russia placed
40th among 63 economies [32].

Moreover, according to the Reed Smith com-
pany survey of 100 corporate senior executives
(CEO, CIO, Director of Strategy) in the financial
services sector, Russia is not among the most at-
tractive countries for FinTech investors: only
1 % of respondents are ready to make their next
FinTech acquisition and/or investment in Russian
FinTech companies?.

! FinTech Adoption Index — Russia: Key Trends. (2016). Ernst
& Young Valuation and Advisory Services LLC. Retrieved from:
https://www.ey.com/ru/en/newsroom/news-releases/news-
ey-fintech-adoption-index-in-moscow-and-st-petersburg-ex-
ceeded-that-in-worlds-other-largest-cities (Date of access:
30.07.2020).

% Private FinTech as a tool for sustainable business devel-
opment in Russia and Kazakhstan. FinTech market trends.
(2018). Deloitte CIS Research Center. Retrieved from: https://
www2.deloitte.com/content/dam/Deloitte/ru/Documents/re-
search-center/FinTech-Market-Trends%202018-en.pdf (Date of
access: 30.07.2020).

? Tech control: How FinTech M&A is shaping the financial fu-
ture. (2018). Reed Smith LLP. Retrieved from: https://www.
paymentscardsandmobile.com/wp-content/uploads/2018/11/
Fintech-2018-MA-Report_FINAL_LR.pdf (Date of access:
30.07.2020).
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According to Russian experts, the low appeal
of the Russian FinTech industry is one of the top
five barriers for the development of the Russian
FinTech market. Other barriers include low pur-
chasing power of the population, shortcomings
of government regulation of the FinTech sec-
tor, lack of flexibility in the tax system with re-
spect to FinTech, and geopolitical risks (economic
sanctions).

Therefore, the experts conclude that most
problems faced by Russian FinTech compa-
nies result from the current macroeconomic
situation.

At the same time, the rating of FinTech strat-
egies in 2018-2019 revealed that the top three
strategies aim to implement new technologies, ac-
cess new markets, and launch new financial prod-
ucts and services.

Apart from that, socially oriented strategies
aimed at reducing poverty and increasing GDP are
not of key importance for national FinTech com-
panies: they are at the bottom of the ranking.

D. Digital development and economic growth:
does the wealth inequality matter?

Ekonomika Regiona [Economy of Region], 16(4), 2020

The final part of this section examines whether
digital transformation and financial inclusion af-
fect economic development and contribute to the
reduction of income/wealth inequality in coun-
tries worldwide.

It is reasonable to expect that digital develop-
ment in general is strongly positively correlated
with economic development, expressed in terms
of GDP per capita (Figure 7).

The higher is the level of a country’s digital de-
velopment, including digital technology, knowl-
edge, and the preparedness of an economy to dig-
ital transformation, the higher is its GDP per cap-
ita (r=0.76).

However, when we introduce into our analy-
sis the inequality indicator, expressed in terms of
wealth Gini index’, the results are unambiguous
(Figure 8).

Figure 8 demonstrates that for economies
with moderate wealth inequality (wealth Gini in-
dex ranges from 70.5 to 87.2), the correlation be-

! In general, the wealth Gini coefficients tend to be higher than
those for income.
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tween digital development and GDP per capita is
higher than for those with low wealth inequality
(wealth Gini index does not exceed 70.5). In addi-
tion, the correlation is stronger for countries with
upper-middle wealth inequality, including Russia
whose wealth Gini index IS 87.1

The analysis of financial inclusion expressed
as the share of adult population making or receiv-
ing digital payments in a year and GDP per cap-
ita (Figure 9) leads to similar results: the stronger
correlation between financial inclusion and GDP
per capita is observed for countries with higher
wealth Gini index.

To summarise, in most countries with mod-
erate wealth inequality, including Russia, digital
transformation can bring more benefits in terms
of economic growth than in countries with lower
wealth inequality. In such countries, digital trans-
formation can affect wealth inequality in various
ways.

First, it can contribute to the decrease in low-
skilled and low-paid workforce. Then, increased
benefits to owners of robots compared to workers
they replace would lead to accelerated replace-
ment of labour by capital. Additionally, wealth in-
equality through redistribution processes is in-
fluenced by tax base erosion. Personal income tax
revenue would decrease due to a reduced num-
ber of workers, while corporate income tax reve-
nue would decline due to a decrease in tax avoid-
ance and evasion schemes enabled by digital na-
ture of transactions. In turn, these changes would
reduce the government’s ability to redistribute
wealth in order to protect the most vulnerable so-
cial groups.

E. Measures to improve digital development in
Russia

The analysis allowed us to conclude that digi-
tal measures can be considered a valuable tool for
Russia to overcome negative consequences of eco-
nomic sanctions.

On the first stage of digital transformation, it is
necessary to address the following measures.

I) Digital infrastructure

In small towns, digital transformation should
be focussed on providing access and developing
infrastructure, whereas in larger cities, the re-
sources should be allocated to measures designed
to encourage the use of existing infrastructure and
access in order to add or create new value.

In addition, to overcome regional digital dis-
parities in Russia, the focus of digital transforma-
tion should be shifted from digital technology de-
velopment, in and of itself, to digital development
of human capital. It is essential to improve digital
skills training in the medium term, and deepen fi-

nancial inclusion for people and businesses in the
country in the longer term.

IT)Taxation: tax incentives and tax optimisation

Tax incentives promoting digital investment
should be designed as strongly targeted, not
broadly-based aimed to address a free-rider prob-
lem, largely specific for digital economy, and with
statutory limited duration allowing to reduce the
cost of inefficient projects («sunset» provision).

To address tax avoidance by companies oper-
ating in digital sector, it is necessary to alter the
Conventions between Russia and other countries
for the avoidance of double taxation on income
and capital. It is important to start with the defi-
nition of substantial digital presence as evidence
of permanent establishment in the country (for
both Russia and partner-country, when activities
are performed solely in a digital environment) to
determine nexus rules.

I1T) Affordability

Better affordability should be a core objective
for education to encourage digital skill training
for everyone, as well as for fees for digital financial
services to deepen financial inclusion that should
not worsen wealth inequality in a digital environ-
ment and ensure digital responsibility.

V. Conclusion

The economic sanctions imposed by the EU and
the U.S. against Russia in 2014 negatively affected
trade, FDI and the country’s overall economic de-
velopment. The vulnerability to sanctions caused
the diversification of trade ties, the Russian “pivot
to the East”, as the country shifted from Western
partners.

The analysis of external sector data shows that
economic sanctions had substantial negative im-
pact on trade and FDI with the main sanctions
senders. At the same time, the “pivot to the East”
after 2014 has not been implemented yet as much
as expected. Both Russian exports and imports to
and from China have gradually increased, as con-
trasted with FDI: the net inward investments from
China to Russia have gradually decreased in 2014—
2018. The increase in net inflow in 2019 was due to
Chinese investment projects implemented in the
Russian Far East, but according to 2020 Q1, net in-
ward investments from China to Russia became
negative again.

We considered digital transformation as a way
to overcome the negative impact of economic
sanctions and promote economic growth coupled
with current diversification of trade ties.

To identify whether digital measures can be
seen as valuable tools to achieve the desired out-
come, we assessed linkages between digital de-
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velopment and wealth inequality. The latter is
considered an important macroeconomic indi-
cator, affecting economic growth and financial
inclusion.

We discovered that in most countries world-
wide with moderate wealth inequality, including
Russia, digital transformation could bring more

countries with lower wealth inequality. This al-
lowed us to address digital policy measures for
overcoming negative effects of sanctions in Russia.
These measures include digital infrastructure,
taxation, and affordability. The obtained results
address the problem of optimisation of Russia’s
behaviour as a target country that is the subject of

benefits in terms of economic growth, than in future research.
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