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Motivation

24 February 2022: Russian invasion of Ukraine
» sanctions by 38 governments
— targeted restrictions on specific agents, entities, sectors, and goods
» Unlike traditionally sanctioned economies (e.g., Cuba, Iran, Myanmar, N. Korea, Syria),

Russia is a globally significant economy:

— 11th largest by GDP and 13th by exports prior to the invasion feedback effects
— one of the world’s largest energy suppliers. input-output (GVC)
— held the 4th largest foreign currency reserves imbalanced capital flows

International economic interdependence and the policy responses it demands become particularly
complex during episodes of geopolitical tensions.

This paper investigates the conduct of monetary policy under such conditions.
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Research Question

How do sanctions alter monetary policy transmission/trade-offs?

» specifically, flatter or Steeper Phillips curve?
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What we do

Building on on our former work Ghironi, Kim, & Ozhan (2025):
» an asymmetric two-region model of international trade & macro dynamics
— upstream: homo. goods (gas/energy/commodity) Foreign has CA.
— downstream: diff. goods (consumption good) a la Melitz (2023) Home has CA.

— incomplete international financial markets: short- and long-run imbalanced capital flows

» we model sanctions forced exits at the extensive margin:
— commodity sanctions: import ban / price cap
— final C-good sanctions: prohibition of trade of firms with productivity above a certain threshold
— financial sanctions: exclusion of a fraction of Foreign households from international bond mkts

A New Keynesian DSGE setting with Ghironi, Kim, & Ozhan (2025)

> sticky wage (downstream) + monetary policy rule (Taylor rule)
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What we find

Sanctions reshape the monetary-policy trade-off

Final consumption good trade sanctions
» shocks widen the extensive margin more.

= inflation/prices less responsive to activity/policy
= flatter Phillips curve (sacrifice ratio 1)

Commodity-trade sanctions
» upstream costs become more sensitive to shocks
= inflation/prices more responsive to activity/policy

= steeper Phillips curve (sacrifice ratio |)

(investment rather than consumption)
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The Asymmetric Two-Country Model




The Model
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» two countries: comparative advantages
» two industries: upstream (differntiated) and downstream (homogeneous)

» international bond market: non-zero steady state NFA
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The Model: Gas sector: Upstream, homogeneous goods
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» Cournot competition in each commodity market
— producers: Foreign comparative advantage (29 > Z9)
— demands: distributors aggregate (domestic) C-good producer’'s demands for intermediates.
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The Model: Final C-good sector: Downstream, differentiated goods
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» endogenous entry subject to initial sunk cost (free entry condition)
» firms produce differentiated products with diffenrent 2 (monopolistic competition with CES)
— more productive (larger) firms export (fixed & iceberg trade costs)
» Home comparative advantage (Z¥ > 2V
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The Model: Households

Home

share C Households

& bond

share C
& bond

international

bond market

Households

labor
Identical Producers L
—>|
labor|

labor

Heterogeneous Producers

-/

of Differentiated Goods

of Homogeneous Good

commoﬁl\Ty\

\

Distributors

exports \\ imports

Identical Producers

of Homogeneous Good

labor

/:termediate i
_____________ - | Consumption

imports

N
Distributors = —T————————>
intermediate

Heterogeneous Producers

of Differentiated Goods

» HHs trade non-contingent bonds with each other (within & between countries): Foreign NFA> 0

> (sectoral) labor supplies: imperfectly substitute (LY (k) and LE (h))
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Monetary Policy




The Model: Monetary policy and wage stickiness

Extensions Ghironi, Kim, & Ozhan (2025, JME) = New Keynesian features
Monetary policy: Taylor rule

G~ piie_1 + (1= ps) pnﬁt + pGDPGDPt] + emp,t

Nominal rigidity
» C-good sector: sticky wage with 5% wage markups
— Households supply diferentiated Iabor mputs WhICh gives them wage setting power:

LY ={ 1LY (n dh}Wlanth { [y WY (h ledh}le
— quadratic cost of adjusting the nominal wage between t and t — 1 (Rotemberg, 1982)
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» Gas-sector: flexible wage
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Economic Sanctions




Sanctions in response to Russia’s invasion of Ukraine (1/2)

) Russian State
Duma members
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Vladimir Putin ‘é‘,” ‘
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Sergey Lavrov \4@)/ “ .

Viktor and Oleksandr (99 o

Yanukovych

| National Security
Council members

military staff and
high-ranking officials

banks and financial institutions

®

4 @ political parties

armed forces and
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4 w propagandists
and oligarchs companies in the military

and defence sectors

o

companies in the IT, telecoms
and insurance sectors media organisations
responsible for propaganda
and disinformation
companies in the aviation,
shipbuilding and machine

building sectors

Asset freeze/travel ban against individual and entities

Notes: Source: The Bureau of Industry and Security (US Department of Commerce) and European Commission
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Sanctions in response to Russia’s invasion of Ukraine (2/2)

ban on imports from Russia of oil
and coal

price cap related to the maritime

transport of Russian oil dual-use goods and technology for military

use (tighter export restrictions)
ban on liquefied propane semiconductor materials

electronic and optical components

ban on exports to Russia of goods and
technologies in the oil refining sector

software for the management
of enterprises

o
software for industrial design and
manufacture @

navigational instruments

ban on new investments in the Russian
energy and mining sector

drone engines, direct current motors
and servo motors for drones

©)
@
)

advertising, market research and
ban on providing gas storage ¢

" 5 N = public opinion polling services O arms and civilian firearms and their parts
capacity to Russian nationals

intellectual property rights of trade

secrets (related to goods and technology

covered by other sanctions)

ammunition, military vehicles and
paramilitary equipment

architectural and engineering services
©) @ chemicals, lithium batteries and thermostats

@ IT consultancy and legal advisory services ) ) other goods which could enhance
</ Russian industrial capacities

—

Export/import restrictions on energy, products, and services

Notes: Source: The Bureau of Industry and Security (US Department of Commerce) and European Commission

T2/17



The Model: Sanctions

Gas (import) sanctions: full stop of commodity imports from Foreign

» equivalently, price cap below Foreign marginal costs in commodity production

C-good trade sanctions: exclusion of high productive firms
» export sanctions: Top 1% most productive Home exporters drop from trade
» import sanctions: Top 1% most productive Foreign exporters drop from trade

» trade sanctions = export + import sanctions

Financial sanctions: a fraction of Foreign HHs are excluded from Int'l. bond markets
» sanctioned Foreign HHs cannot hold Home-issued bonds & cannot trade any bonds with Home HHs.

» but they can domestically trade Foreign-issued bonds with unsanctioned Foreign HHs.
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Phillips curve




Steeper Phillips curve with commodity trade sanctions
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» expansionary MP shocks

= intermediary good demand 1
= commodity price T
= final C-good price T

» No sanctions: The country can import more
commodities to mitigate the rise in domestic
input costs.

» With sanctions: The economy cannot use im-
ports to absorb the shock. Domestic commod-
ity producers face less competition, making
upstream prices (and thus final goods infla-
tion) more sensitive to changes in domestic
demand.

-. A steeper Phillips curve.
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Flatter Phillips

curve with final consumption-good sanctions
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Flatter Phillips curve with final consumption-good sanctions
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Flatter Phillips curve with final consumption-good sanctions
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Flatter Phillips curve with final consumption-good sanctions
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» favorable shocks

= less prod. foreign exporters T
= imported good price 1

» import sanctions cut the channel (but not in
export sanctions), making inflation/prices less
responsive

.. A flatter Phillips curve.
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Conclusion




Conclusion

Sanctions reshape the monetary policy trade-offs

Final C-good sanctions =- flatter Phillips curve

» Policy Implication: The output cost of disinflation is higher (a larger sacrifice ratio). However, there
may be more room for expansionary policy before inflation accelerates.

Commodity-trade sanctions = steeper Phillips curve

» Policy Implication: Stabilizing inflation requires a smaller loss of output (a lower sacrifice ratio).
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Thank you!
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