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New EU Sanctions to Inflict Long-Term
Pain
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[talian Prime Minister Matteo Renzi (L-R), German Chancellor Angela Merkel, French President Francois
Hollande and British Prime Minister David Cameron talk to each other before a meeting with Ukraine's
President Petro Poroshenko at the NATO summit at the Celtic Manor resort in Wales September 4. The
resort is the venue for the two day NATO summit which started today.

The Russian business world is braced for the European Union's unfurling of a fresh round
of economic sanctions on Friday, with analysts predicting that Russia's $2 trillion economy
will be squeezed even tighter while its companies face isolation from international markets.

A peace plan sketched out by President Vladimir Putin appears not to have deterred EU leaders
from their intention to act against what they allege has been a full-scale Russian military
incursion into eastern Ukraine in support of separatists fighters battling Kiev.

Ambassadors from the EU's 28 member states discussed new proposals against Moscow
on Wednesday ahead of a Friday deadline for agreeing new sanctions.
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While the European Commission has said merely that measures will touch on "access
to capital markets, defense, dual-use goods and sensitive technologies," leaked reports have
given a much clearer picture of what will be targeted.

Dramatic consequences from Friday's likely announcement are unlikely, but the sanctions
will have serious consequences over the medium and long term, experts said.

"It is an extension of the financial sanctions that are already in place," said Neil Shearing,
chief emerging markets economist at Capital Economics, referring to sanctions imposed
in July by the EU and United States in the wake of the downing of Malaysia Airways Flight
MH17 over Ukraine.

"The previous sanctions have set a precedent."

The EU earlier prohibited Russian state-owned banks from borrowing in the EU — and key
measures discussed this week would widen the ban to include all state-controlled companies,
and include syndicated loans, while maturity on debt for state-controlled banks would be cut
from 90 to 30 days.

Also, the ban on EU exports of dual-use goods to Russia would be expanded, as would
the selling of advanced energy technologies to Russia, according to media reports.

A reported proposal by Britain to block Russia's access to the SWIFT banking transaction
system appears to have been quietly dropped.

Cutting Access to EU Capital Markets

The most far-reaching of the possible sanctions is likely to be the severing of all Russian
state-owned companies from EU capital markets.

In particular, such a move would hit energy giants Rosneft and Gazprom, hitherto largely
unaffected by EU sanctions.

See related article: Shutting Off Gas Supplies to EU Would Be Huge Blow to Gazprom

Russian companies and banks have to pay off about $100 billion of external debt in the second
half of 2014 and more than $110 in 2015, according to rating agency Standard & Poor's.

"Inability to refinance internationally would force corporate borrowers to seek financing
from Russian banks. Given the meaningful scale of required refinancing, we believe that

the banks would have to rely on the Russian government to finance this gap,' a report by the
agency said earlier this week.

Others point out that it is not just the technical restrictions that will bite Russian companies.

"The biggest problem is not the sanctions themselves but the wave of negative information
that does not appear to be ending. ... Even companies that are not sanctioned have difficulty
accessing capital," said Alexander Griaznov, director of corporate ratings at Standard &
Poor's in Moscow.
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No Immediate Fireworks

Experts said they did not expect any dramatic impacts from new sanctions, but warned that
the measures would cause serious medium- and long-term pain.

"Russia is protected against short-term shocks, and to have a serious short-term impact
sanctions would have to be much more sizable," said Sergei Guriyev, an economics professor
and former rector of the New Economics School in Moscow who left Russia last year.

Neither Russian stock markets nor the ruble reacted sharply to the last round of sanctions,
and much of the potential impact of a new package of measures appears to be already priced
into the market.

Russian officials, who reject EU claims that the Kremlin has intervened overtly in eastern
Ukraine, have publicly shrugged off the consequences of sanctions. Putin described

the sanctions on Russia as "pricks," on Wednesday, though he added that he would rather
avoid them.

Former Finance Minister Alexei Kudrin estimated last month that sanctions will cost
the Russian economy up to $200 billion over the next three years, but others point out that
the measures could still be causing pain decades down the line.

The lasting legacy of sanctions will be "a low rate of growth, low rate of investment, higher
interest rates and a weaker ruble," said economist Shearing.

Restrictions on high technology imports could force down production in the oil industry as
companies struggle to exploit maturing Siberian fields and pursue complex Arctic drilling.
And economic growth could dry up amid isolation and weak investment.

"The cost of doing business will be even higher and this could contribute to stagnation
and even recession," Guriyev said. "A lot of private companies will contribute to capital flight
and the role of the state will increase."

Contact the author at h.amos@imedia.ru

Original url:
https://www.themoscowtimes.com/2014/09/04/new-eu-sanctions-to-inflict-long-term-pain-a39077


mailto:h.amos@imedia.ru

