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Abstract
Followed by the escalation of the Ukraine conflict in 2014, the European Union and Russia applied bilateral sanctions towards each other. This trade conflict affects not only the Russian economy, but also has significant repercussions for many economies in the European Union. 
A continuously increasing number of publications deals with the conflict (e.g. Clifford/Ickes 2014, Christen et al. 2014 and 2015 etc.). Many studies are of a descriptive nature (e.g. Kraatz 2014, Ćwiek-Karpowicz/Secrieru 2015, Motova/Natale 2015, Veebel/Markus 2016 etc.). Empirical studies predominantly concentrate on the effects of the conflict on the Russian economy, predicting GDP losses to various extents (e.g. Folkerts-Landau 2014, Ministry of Finance of Finland 2014, Vercueil 2014, Rautava 2014, Barry 2014, Boulanger et al. 2015, Dreger et al. 2016, Tuzova/Qayum 2016, Kholodilin/Netsunajev 2016). Several studies investigate the impact on some chosen or all EU-countries (e.g. Havlik 2014, Husain et al. 2014, Christen et al. 2014 and 2015, Shirov et al. 2015, Oja 2015, Kholodilin/Netsunajev 2016, Crozet/Hinz 2016). This paper contributes to the existing literature by focusing on the impact of sanctions on their sender, the EU-27 and employs an input-output technique along with the econometric forecasting. The consequences of the deterioration of trade relations in general are quantified in terms of overall production, value added, and income effects. A thorough sectoral analysis is provided. 
First, a hypothetical scenario is constructed for every economy of the EU-27, representing a “what would have happened” simulation of bilateral trade relations on a sectoral level between Russia and a corresponding European country. These forecasts allow to control for such factors of decreasing exports as a weakening rouble, a stagnating growth in Russia and a collapse of oil prices. A difference between the hypothetic aggregate losses and the realized losses is declared as a loss due to the sanctions. However, since only a consideration of direct losses cannot give a full picture, indirect effects throughout the supply chain on a sectoral level have to be taken into consideration. Therefore, the analysis makes use of an multi-regional input-output approach which, in its turn, allows to differentiate between output losses in every country of the EU-27 due to own export drop and spillover effects along the value added chain within Europe or globally. 
[bookmark: _GoBack]Preliminary calculations show that the indirect effects of sanctions tend to be more pronounced than the direct impact. The results also indicate that sectors with strong backward linkages are affected by the sanctions in particular. Moreover, lasting sanctions cause ever higher losses.  Considering an example of Germany, the economic losses seem to be overcome for the time being, although the loss suffered in 2014 was the highest in absolute terms. Germany suffered higher losses caused by drop in exports in other European countries rather than caused by own export break down. It indicates a strong trade embeddedness within the EU-27. Other Western European countries, such as Portugal, Belgium or Greece seem to have recovered already in 2015. This is in contrast to the substantial damage inflicted on Baltic and Eastern European economies, such as Lithuania, Poland, Czech Republic or Hungary, where the negative consequences are very sustainable.    

Keywords: sanctions, trade policy, EU-27
JEL codes: F17 (Trade: Forecasting and Simulation), F15 (Economic Integration), E65 (Studies of Particular Policy Episodes)
[bookmark: _Toc415507739]
Cited literature
Barry, M.P. (2014): The Loss of Crimea How Much Does Ukraine Lose, and How Much Does Russia Gain, a Computable General Equilibrium Model. In: Journal of Global Peace and Conflict, Vol. 2, No. 1, pp. 103-119
Boulanger, P., Dudu, H.; Ferrari, E.; Philippidis, G. (2015): The cost of import prohibition for political reason: CGE analysis of the Russian ban on agri-food products. 18th Annual Conference on Global Economic Analysis "Information for the Policy Maker: Practical Economic Modelling for Tomorrow"
Christen, E.; Fritz, O.; Huber, P.; Streicher, G. (2014): Makroökonomische Effekte des Handelskonflikts zwischen der EU und Russland. Wien: Österreichisches Institut für Wirtschaftsforschung
Christen, E.; Fritz, O.; Streicher, G (2015): Effects of the EU-Russia Economic Sanctions on Value Added and Employment in the European Union and Switzerland. Vienna: Austrian Institute of Economic Research
Crozet, M.; Hinz, J. (2016): Friendly Fire: The impact of the Russia sanctions and counter-sanctions. Working Paper No. 2059  November 2016. Kiel: Kiel Institute for the World Economy
Ćwiek-Karpowicz, J.; Dudzińska, K.; Dyner, A.; Kaca, E.; Kościński, P.; Piotrowski, M.; Radziejowska, M.; Rostowska, M.; Secrieru, S.; Szylar, M.; Vorobiov, I. (2015): Sanctions and Russia. Warsaw: Polish Institute of International Affairs.
Dreger, C., Kholodilin K.A., Ulbricht, D., Fidrmuc, J. (2016): Between the hammer and the anvil: The impact of economic sanctions and oil prices on Russia’s ruble. In: Journal of Comparative Economics. Vol. 44, No. 2, pp. 295–308
Folkerts-Landau, D. (2014): The economics of sanctions: The West can afford to be tough. Deutsche Bank Research, Frankfurt am Main, May 16
Havlik, P. (2014): Economic consequences of the Ukraine conflict. WIIW Policy Notes and Reports, No. 14/2014.
Husain, A.M.; Ilyina, A.; Zeng, L. (2014): Europe’s Russian connections. Centre for Economic Policy Research Online Article, http://www.voxeu.org/article/europe-s-russian-connections, accessed on March 7
Kholodilin, K. A., Netsunajev, A. (2016): Crimea and Punishment: The Impact of Sanctions on Russian and European Economies. Discussion Paper No. 1569. DIW Berlin: German Institute for Economic Research
Kraatz, S. (2014): The Russian Embargo: Impact on the economic and employment situation in the EU. Policy Department A: Economy and Scientific Policy. Brussels: European Parliament
Motova, A.; Natale, F. (2015): Impacts of the 2014 Russian trade ban on seafood. Luxembourg: Publications Office of the European Union
Ministry of Finance of Finland (2014). The economic effects of the EU’s Russia sanctions and Russia’s counter sanctions, September 2014, Helsinki
Oja. K. (2015): No milk for the bear: the impact on the Baltic states of Russia's counter-sanctions. In: Baltic Journal of Economics, Vol. 15, No. 1, pp. 38-49
Rautava, J. (2014): Crimean crisis will cost Russia too. BOFIT Policy Brief 2014 No. 1, Bank of Finland, BOFIT Institute for Economies in Transition, Helsinki
Shirov, A.A.; Yantovskiy, V.V.; Potapenko, V.V. (2015): Estimating potential effect of sanctions on economic development in Russia and EU. Russian Academy of Sciences. Institute of Economic Forecasting
Tuzova, E., Qayum, F. (2016): Global oil glut and sanctions: The impact on Putin’s Russia. In: Energy Policy, No. 90, pp. 140-151
Veebel, V., Markus, R. (2016): At the Dawn of a New Era of Sanctions: Russian-Ukrainian Crisis and Sanctions. In: Orbis, Vol. 60, No. 1, pp. 128–139
Vercueil, J. (2014): The impact of sancions on the Russian economy. Assessing the consequences of the Ukrainian conlict. Note from the Observatoire franco-russe, No. 9, November 2014

2

