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Russia-U.S. relations: A look back
and the year ahead

confrontation in the south east of

Ukraine and Russia’s annexation of
Crimea, the West imposed economic
sanctions against Russia. These
sanctions were meant to target critical
sectors of Russia’s economy, including
the financial, energy, and defence
sectors. Over the past year, both the
U.S. and EU have continued to expand
their  sanctions, adding more
individuals and entities to their
respective sanctions lists. As we move
into 2016, U.S. government officials
have indicated the sanctions will
remain in place for the time being,
potentially limiting opportunities for
U.S. companies seeking to engage in
specified activities in Russia.

I n 2014, as a result of the military

Diplomatic relations
Throughout 2015, the U.S. Department
of State has condemned Russia’s
actions in the Ukraine and refused to
recognise Russia’s attempted
annexation of Crimea. In a statement
marking the one-year anniversary of
Russia’s occupation of Crimea, the State
Department reiterated that ‘sanctions
related to Crimea will remain in place
as long as the occupation continues.
The United States continues to support
Ukraine’s  sovereignty, territorial
integrity, and right to self-
determination.™

Overall, U.S. concern over the crisis
in Crimea continues to grow. While the
leaders of Ukraine, Russia, France, and
Germany agreed to a second ceasefire
deal in February 2015 (a.k.a. ‘Minsk IT),
Western powers continue to accuse
Russia of failing to implement the
agreement and abide by its terms; for
example, in August 2015, the United
States condemned the sentencing in a
Russian military court of Ukrainian
film director Oleh Sentsov and activist
Oleksandr Kolchenko.?

However, there have been some
signs that Russia will indeed implement
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Minsk II. In October 2015, Russian
President Vladimir Putin agreed to
postpone the allegedly ‘fake’ elections
set to take place in Ukraine, committed
to withdraw heavy weapons from the
region, and consented to full access to
the Organisation for Security and Co-
operation in Europe (‘OSCE’).3

Sanctions on Russia

When Russia annexed Crimea in the
summer of 2014, the West responded
with a coordinated effort to introduce
economic sanctions. The sanctions
imposed not only included traditional

As we move into 2016,
U.S. government
officials have indicated
the sanctions will
remain in place for the
time being.

asset freezes and visa bans for
designated individuals and entities, but
also carefully crafted sanctions
targeting key sectors of Russia’s
economy. Generally speaking, the U.S.,
EU, Canada, and its Western allies
sought to:

® Restrict access to Western financial
markets and services for designated
Russian state-owned enterprises in
the banking, energy, and defence
sectors;

® Place an embargo on exports to
Russia of certain high-technology oil
exploration and  production
equipment; and

® Place an embargo on exports to
Russia of designated military and
dual-use goods.

This coordinated action led to the
designation of several Russian and
Ukrainian entities, including 14 defence
companies and individuals in President

U.S. concern regarding the ongoing situation in Crimea
means that sanctions against Russia are unlikely to be
relaxed, despite ongoing Syria-related developments, write
Nancy Fischer and Matthew Rabinowitz.

Putin’s inner circle, as well as targeted
sanctions limiting certain financing to
six of Russia’s largest banks and four of
its biggest energy companies. In
particular, the U.S. and its allies geared
its prohibitions towards suspending
long-term financing for economic
development projects in Russia, and
prohibiting the provision of goods,
services, or technology in support of
exploration or production for
deepwater, Arctic offshore, or shale
projects that have the potential to
produce oil in Russia.

Throughout the past year, the U.S.
Treasury Department’s Office of
Foreign Assets Control (‘OFAC’) has
continued to designate individuals and
entities on both its Specially Designated
National (‘SDN’) and Sectoral
Sanctions Identification (‘SSI’) lists.

On 30 July 2015, OFAC added 25
individuals and entities to its SDN List,
pursuant to various executive orders
issued by President Obama in response
to Russia’s actions in Crimea. Of the
newly listed parties, eight entities and
people were added for their alleged
support to Gennady Timchenko, a
prominent — and previously sanction-
ed — gas trader. The U.S. also targeted
two entities it said were providing
support to Boris Rotenberg, a Russian
businessman and ally of President
Putin. Moreover, the U.S. sanctioned
four former Ukrainian officials and
their close associates linked to former
Ukrainian President Viktor
Yanukovych, as well as five Crimean
port operators and one ferry operator
who were sanctioned for operating in
the Crimea region of Ukraine.

OFAC also updated its SSI List,
adding several subsidiaries of
previously listed entities. While these
companies may technically have been
subject to OFAC sanctions as they are
owned by an SSI-listed entity, the
listings confirm the restrictions
currently apply to those entities.
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Relatedly, the U.S. Department of
Commerce’s Bureau of Industry and
Security (‘BIS’) amended the Export
Administration Regulations (‘EAR’),
adding many of the aforementioned
parties to its Entity List and thus
further  prohibiting the listed
companies from receiving U.S.-origin
goods.’ BIS also took an unusual step
in adding a Russian oil and gas field, the
Yuzhno-Kirinskoye Field located in the
Sea of Okhotsk, to the Entity List. BIS
further imposed a presumption of
denial for exports of any items subject
to the EAR. BIS explained that because
the Yuzhno-Kirinskoye Field contains
substantial reserves of oil, exports to
this field presented ‘an unacceptable
risk’ of being used in or diverted to
prohibited Russian deepwater
projects.5 This action represented the
first instance where BIS relied on
diversion as a basis for designating a
Russian energy company on the Entity
List, and was the first time a physical
location was added to the list.

The EU has also kept its sanctions in
place. On 2 September 2015, the EU
agreed to a six-month extension of the
asset-freeze and travel bans directed at
Russian and Ukrainian persons and
entities deemed to be involved in the
ongoing crisis in the Ukraine. These
sanctions have the stated purpose of
putting economic pressure on Moscow
to implement the Minsk ceasefire
agreement with Ukraine by the end of
2015. Additionally, the EU extended its
broader industry sector sanctions to
January 2016.

Importantly, the sectoral sanctions
imposed by the U.S. and other Western
nations do not completely prohibit
persons under their respective

Links and notes

jurisdictions from doing business in
Russia. Rather, the sanctions block
certain designated individuals and
entities, and more broadly prohibit
specific types of transactions with
certain entities in key industries, such
as the energy, financial, and defence

Emerging issues such as
combating terrorism,
Iran’s nuclear
programme, and the
current conflict in Syria
could open dialogue
between Russia
and the West.

sectors. Additional sanctions more
broadly restrict most transactions in the
Crimea region of Ukraine.

Economic impact

While targeted, Western sanctions
appear to have effectively impacted
Russia’s overall economy. According to
a recent World Bank report, in the first
half of 2015, foreign direct investment
in Russia fell by over $20 billion
compared to 2014.° Additionally, an
International Monetary Fund (‘IMF’)
report found that Russia’s GDP is
expected to decline by 3.4%, in large
part due to existing sanctions.” It goes
on to state that model-based estimates
suggest sanctions and counter-
sanctions (i.e. Russia’s ban on food
imports) could initially reduce real GDP
by between 1% and 1.5% and that
prolonged sanctions could lead to a
cumulative output loss over the
medium term of up to 9% of GDP.
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The year ahead

Moving forward, emerging issues such
as combating terrorism, Iran’s nuclear
programme, and the current conflict in
Syria could open dialogue between
Russia and the West. While talks of a
‘grand coalition’ to fight recent terrorist
threats will likely be a hot topic of
discussion in 2016, U.S. government
officials indicate that sanctions on
Russia will remain for the time being.

The U.S. sanctions are open-ended,
and U.S. officials have repeatedly
maintained that sanctions will not be
lifted unless Russia ends its occupation
of Crimea and the Minsk agreement is
fully implemented.® Similarly,
President of the European Council
Donald Tusk rejected speculation that
the EU would ease its sanctions in
exchange for Russia’s help in fighting
the war in Syria, stating this ‘would not
only be immoral but also ineffective.”
Tusk went on to state it is ‘clear that the
Minsk agreements (are) not yet fully
implemented. This will need to be
reflected in upcoming EU sanctions
review.’

Russia’s economy as a whole would
likely continue to be affected by a
continuance of sanctions. Recent
events, such as the November 2015
Paris attacks, could drive cooperation
with Russia in combating ISIS. This
could ultimately put pressure on the
U.S. government and other Western
nations to modify existing sanctions on
Russia. Should sanctions continue,
Western companies will remain
prohibited from engaging in certain
types of transactions with designated
individuals and entities, and most
transactions involving the Crimea
region of the Ukraine. However, Russia
is not entirely closed for business.
Barring an expansion of existing
sanctions, companies can continue to
engage in dealings in or with Russia
provided they act consistently with
U.S., EU, and other applicable
sanctions laws.
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