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Abstract 

Geopolitical risks (GPR) and the sanctions they often trigger can disrupt economies, particularly in targeted nations. 

Using Russia as a case study, Lewis and Puangjit (2025) develop a simple economic model to understand how GPR 

shocks and sanctions affect the targeted country’s output, inflation, and monetary policy. The authors explore how 

sanctions amplify the economic consequences of geopolitical tensions for Russia and assess the role of monetary policy 

in mitigating these effects. 
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Geopolitical events such as conflicts or diplomatic crises can have profound economic consequences. These events 

often lead to sanctions, which further exacerbate economic disruptions. While previous research has examined the 

effects of geopolitical risk (GPR) on Western economies, this study focuses on the economic impact of GPR shocks on 

a sanctioned country, specifically Russia. We aim to answer two key questions: How do GPR shocks and sanctions affect 

the macroeconomy? And how should monetary policy respond to these shocks?  

 

Geopolitical risk has large adverse effects on Russian economy 

 

Figure 1 shows that a geopolitical risk shock in Russia is recessionary, pushes up inflation and leads to a monetary 

policy tightening by the central bank.  

 
Figure 1. Estimated impulse responses to geopolitical risk shock in Russia 

 

 
Notes: Figure shows impulses responses of Russian macroeconomic aggregates to a one-standard-deviation shock in the 

geopolitical risk index (based on Russian-language newspapers) up to 24 months after the shock. The estimation method 

is a Bayesian VAR identified with short-run zero restrictions. The estimation is based on data from 2002M7 until 2021M12 

following the method and specification in Bondarenko et al (2024). See that paper for further details on the construction 

of the GPR index and the data sources. Shaded areas reflect 95% confidence bands. 

 

 

For comparison, we carry out the same exercise for the US economy over the sample period 1985m1 -- 2024m12. The 

model specification and identification scheme is identical, while the GPR index is the ‘global' index from Caldara and 

Iacoviello (2022). The dynamic responses to a geopolitical risk shock in the US are significantly recessionary and 

inflationary, as they are in Russia. However, there is an important difference in amplitude: the peak of the inflation 

response in Russia is roughly five times that in the US; likewise, at its trough, the contraction in Russian output is five 

times the contraction in US output. 

 

To explain these strong effects, we employ a three-equation New Keynesian model tailored to a small open economy 

and calibrated using Russian data. In this framework, GPR shocks are treated as negative productivity shocks, while 

sanctions are modelled as import tariffs that act as cost-push shocks. The model incorporates other features such as 

consumption habits and inflation indexation to capture the persistent effects of shocks. To validate the model, we use 

a vector autoregression analysis of Russian macroeconomic data from 2002 to 2021, excluding post-2022 data due to 

reliability concerns. The model parameters are estimated by matching the empirical impulse responses of output, 

inflation, and interest rates to GPR shocks. 
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Theoretical Framework: Modelling Geopolitical Risk…  

Economists largely agree that most geopolitical events are exogenous to the business cycle, and we can therefore treat 

them as shocks in our models. Our own work and other empirical evidence finds that GPR shocks -- in most countries 

and time periods -- result in a fall in output and a rise in inflation (Bondarenko et al, 2024; Caldara et al, 2026), a 

pattern that characterises negative supply shocks.  

 

We thus conceptualise GPR shocks as disruptions to productivity. Ramey and Shapiro (1998) document that military 

buildups reduce output per hour, and Federle et al. (2024) present evidence that ‘war shocks' significantly reduce total 

factor productivity in war sites. This result likely stems from resource misallocation when labour input is needed for 

the war effort, such that labour is no longer put to its most productive use. 

 

… and Sanctions  

Sanctions are policies that restrict or prohibit economic activities with another country. Itskhoki and Ribakova (2024) 

report that Russia's import share almost halved on impact as sanctions were imposed, while import and consumer 

price inflation spiked. To account for this, our model treats sanctions as akin to trade shocks that increase import 

prices. Such shocks act as cost-push shocks in the Phillips Curve, raising inflation and reducing output, particularly in 

the short run when trade elasticities are low.  

 

Our model also incorporates a sanctions policy rule, where sanctions are imposed in response to increases in GPR. The 

sanctions imposed after Russia's annexation of Crimea in 2014 and after the Russian attack on Ukraine in 2022 were 

clearly triggered by those geopolitical events, see also Yalcin et al. (2025) and IMF (2025).   

 

The resulting modelling approach allows us to analyze, in a very simple setting, the interaction between GPR shocks, 

sanctions, and monetary policy. 

 

Key Findings: The Amplifying Role of Sanctions   

The model reveals that GPR shocks alone have a modest impact on output and inflation. However, when sanctions are 

introduced, the economic effects become significantly more pronounced. Figure 2 illustrates our key findings, which 

include:   

 
1. Output and inflation dynamics: GPR shocks reduce output and increase inflation, but sanctions amplify these 

effects, raising import prices and driving inflation higher. In the case of Russia, sanctions were found to be the 

primary driver of inflationary pressures following GPR shocks.   

2. Monetary policy responses: The central bank responds to GPR shocks and sanctions by raising interest rates 

to contain inflation. However, this tightening exacerbates the decline in output, creating a policy trade-off. We 

find that Russia’s monetary policy is more accommodative than the standard Taylor rule, likely reflecting the 

need to balance inflation control with output stabilization.   

3. Counterfactual analysis: In a scenario without sanctions, the economic impact of GPR shocks is relatively 

mild, with only a small decline in output and a modest rise in inflation. Conversely, more severe sanctions lead 

to deeper recessions and higher inflation, underscoring the significant role that sanctions play in shaping 

economic outcomes.   
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Figure 2. Model impulse responses with sanctions policy 

 
Notes: Figure shows empirical responses of Russian economy (in red), the model impulse responses with estimated 

sanction parameters (in black), the model impulse responses without sanctions (in blue) and the model impulse 

responses with strong sanctions pass-through (in green) to a one-standard-deviation shock in the geopolitical risk 

index. Shaded areas reflect 95% confidence bands. 

 

Implications for Monetary Policy   

Our findings highlight the complex trade-offs faced by central banks in sanctioned economies. Sanctions act as cost-

push shocks, shifting the Phillips Curve upward and forcing central banks to choose between stabilizing inflation and 

supporting output. It appears that optimal monetary policy in this context would tolerate temporarily higher inflation 

to cushion the decline in economic activity. This observation aligns with recent theoretical work by Monacelli (2025) 

and Werning et al. (2025) suggesting that strict inflation targeting may not be appropriate in the presence of trade 

shocks such as sanctions.  

 

Conclusion  

This paper provides a novel framework for understanding the economic effects of geopolitical risk and sanctions. By 

modelling GPR shocks as productivity disruptions and sanctions as cost-push shocks, we capture the key dynamics 

observed in the Russian economy. The findings emphasise the amplifying role of sanctions in deepening economic 

contractions and driving inflation. They also highlight the importance of accommodative monetary policy in mitigating 

these effects. Future research could extend this framework to analyze sector-specific sanctions or the global spillover 

effects of sanctions on sender countries.   

 

In sum, this study offers valuable insights for policymakers navigating the economic challenges posed by geopolitical 

tensions and sanctions. It underscores the need for nuanced monetary policy responses that balance inflation control 

with economic stability. 

 

 
References 

Bondarenko, Y., V. Lewis, M. Rottner, and Y. Schu ler (2024). Geopolitical risk perceptions. Journal of International Economics 

152, 104005. 

Caldara, D., S. Conlisk, M. Iacoviello, and M. Penn (2026). Do geopolitical risks raise or lower inflation? Journal of International 

Economics 159, 104188. 

Caldara, D. and M. Iacoviello (2022). Measuring Geopolitical Risk. American Economic Review 112, 1194–1225. 

https://www.sciencedirect.com/science/article/pii/S0022199624001326


A simple model of geopolitical risk and sanctions 

 

SUERF Policy Brief, No 1353 5 

Federle, J., A. Meier, G. Mu ller, and M. Schularick (2024, February). The Price of War. CEPR Discussion Papers 18834, C.E.P.R. 

Discussion Papers. 

Lewis, V. and S. Puangjit (2025). A Simple Model of Geopolitical Risk and Sanctions. Discussion Papers 32/2025, Deutsche 

Bundesbank. 

IMF (2025, Apr). Geopolitical Risks: Implications for Asset Prices and Financial Stability. In Global Financial Stability Report, 

Chapter 2, pp. 43–69. 

Itskhoki, O. and E. Ribakova (2024). The Economics of Sanctions: From Theory into Practice. Brookings Papers on Economic 

Activity (Fall), 425––470. 

Monacelli, T. (2025). Tariffs and Monetary Policy. Technical report, CEPR Discussion Paper. 

Ramey, V. A. and M. D. Shapiro (1998). Costly capital reallocation and the effects of government spending. Carnegie-Rochester 

Conference Series on Public Policy 48, 145–194. 

Werning, I., G. Lorenzoni, and V. Guerrieri (2025, May). Tariffs as Cost-Push Shocks: Implications for Optimal Monetary Policy. 

Working Paper 33772, National Bureau of Economic Research. 

Yalcin, E., G. Felbermayr, H. Kariem, A. Kirilakha, O. Kwon, C. Syropoulos, and Y. Yotov (2025, January). The Global Sanctions 

Data Base - Release 4: The Heterogeneous Effects of the Sanctions on Russia. Working Papers 2025002, Center for Global 

Policy Analysis, LeBow College of Business, Drexel University. 

 

 
About the author(s) 

Vivien Lewis is an Economist at Deutsche Bundesbank, where she heads the Research Focus Group on Macro-Finance. 

She is also a Research Fellow of the Centre for Economic Pol-icy Research (CEPR). She holds a PhD in Economics from 

KU Leuven. Her main research interests are in macroeconomics and business cycle analysis.  

 

Sirikorn Puangjit is a Research Assistant at the Research Centre of the Deutsche Bundesbank. Previously, she worked 

on policy-oriented macroeconomic research using structural models, with a focus on climate policy and transition in 

emerging markets, climate resilience, and automation-related policies. She holds degrees in Economics from the 

University of Cambridge and Goethe University Frankfurt. 
 

 

 

 

 

 

 

 

SUERF Policy Notes and Briefs disseminate SUERF Members‘ economic research, policy-oriented analyses, and views. They analyze 
relevant developments, address challenges and propose solutions to current monetary, financial and macroeconomic themes. The style is 
analytical yet non-technical, facilitating interaction and the exchange of ideas between researchers, policy makers and financial 
practitioners. 

SUERF Policy Notes and Briefs are accessible to the public free of charge at https://www.suerf.org/publications/suerf-policy-notes-and-briefs/. 

The views expressed are those of the authors and not necessarily those of the institutions the authors are affiliated with. 

© SUERF – The European Money and Finance Forum. Reproduction or translation for educational and non-commercial purposes is 
permitted provided that the source is acknowledged. 

Editorial Board: Ernest Gnan, David T. Llewellyn, Donato Masciandaro 

Designed by the Information Management and Services Division of the Oesterreichische Nationalbank (OeNB) 

SUERF Secretariat 
c/o OeNB, Otto-Wagner-Platz 3A-1090 Vienna, Austria  
Phone: +43 1 40 420 7206 
E-Mail:  suerf@oenb.at 
Website: https://www.suerf.org/ 

https://www.bundesbank.de/resource/blob/970464/19b30190ea94aaa08bfee5cf7bbb5177/472B63F073F071307366337C94F8C870/2025-11-04-dkp-32-data.pdf
https://www.suerf.org/publications/suerf-policy-notes-and-briefs/
https://www.suerf.org/

