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Introduction

Sanctions are powerful tools used by countries and
international bodies to achieve foreign policy and national
security objectives. They aim to influence the behavior of
targeted nations, entities, or individuals by imposing economic,
trade, or other restrictions. While sanctions are intended to be
precise, their effects can be widespread, influencing entire

regions economically, politically, and socially.

Sanctions are supposedly a “middle route” between diplomacy
and military intervention. Consequently, if they were removed
from the foreign policy toolkit, then countries would employ
military options more often. Harmful effects on vulnerable
populations, like greater food insecurity or deterioration in
health care systems, are “unintended consequences.” At the
same time, it is common to hear a certain set of critiques of
sanctions: sanctions actually successfully coerce the target state
into compliance one-third of the time at best; and this statistic
is arguably closer to five percent. Sanctions may significantly
worsen the situation of the civilian population. When imposed
on autocrats, sanctions often trigger increased state repression.
This ebook aims to provide a comprehensive analysis of the

impact and response to sanctions from a regional perspective.

By examining how different regions are affected by and
responding to sanctions, we can gain a better understanding of
the global implications of these measures and develop more

effective strategies for compliance and mitigation.



Sanctions can be categorized into several types, including

economic sanctions, trade sanctions, financial sanctions, travel
bans, and arms embargoes. Each type serves a specific purpose

and targets different aspects of a nation's or entity's operations.

Kev Reqgulatory Bodies

Several regulatory bodies are responsible for the imposition and

enforcement of sanctions:

United Nations Security Council (UNSC)

Chapter VIl of the United Nations Charter provides the legal basis for the
imposition of coercive measures within the United Nations. The Security
Council is the authority empowered to adopt measures not involving the
use of armed force, with the ultimate aim of maintaining or restoring
international peace and security. The most frequent sanctions regimes are
those aimed at the non-proliferation of nuclear weapons, the fight against

terrorism, conflict resolution, or the support of democratic regimes.
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United States Office of Foreign Assets
Control (OFACQC)

The Office of Foreign Assets SDNs are entities or individuals owned
Control (OFAC) is part of the or controlled by, or acting for or on
United States Treasury behalf of, the governments of target
Department. OFAC countries. SDNs may also be associated
manages the United States with international narcotics trafficking
government's sanctions and or terrorism. United States persons may
embargo programs, as well be prohibited from conducting certain
as the Specially Designated activities with the listed individuals and
Nationals (SDNs) and entities without prior OFAC

Blocked Persons lists. authorization.

European Union (EU)

Within the European Union, restrictive measures are a key tool of the

Common Foreign and Security Policy (CFSP) and are used to defend its
strategic interests and protect its fundamental objectives abroad. There
are three types of measures: transposition of measures agreed within the
framework of the United Nations, measures complementary to those
adopted by the United Nations or measures adopted on the EU's own

initiative.
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Regional Analysis of
Sanctions

Sanctions play a crucial role in global geopolitics, with different regions implementing
them uniquely to serve their strategic interests. Here’s how each state deploys them

differently.



How has North America been employing
sanctions as a foreign policy instrument?

EU sanctions are adopted unanimously by a Council decision in the field of the

CFSP, which is binding in its entirety for all Member States. If the decision provides

for the reduction or interruption of all or part of the economic and financial

relations with a third country, an EU regulation shall be adopted by qualified

majority upon a joint proposal from the Commission and the High Representative

of the Union for Foreign Affairs and Security Policy. However, in practice, approval

is by consensus.
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In North America, particularly the United
States, sanctions are a primary tool for
foreign policy. The U.S. imposes
sanctions on various countries and
entities to advance national security and
foreign policy goals. These sanctions
serve multiple purposes, such as
deterring hostile actions, penalizing
human rights violations, combating
terrorism, and preventing the
proliferation of weapons of mass

destruction.

Economic sanctions include
trade restrictions, asset freezes,
and financial prohibitions. Travel
bans restrict entry into the U.S.
for certain individuals. Arms
embargoes prohibit the sale and
transfer of arms and related
materials. Sectoral sanctions
target specific sectors of an
economy, such as energy or

finance.



The impact of U.S. sanctions varies significantly. On one hand, they can cripple
the economies of targeted nations, as seen in the cases of Iran and North Korea.
On the other hand, they can also lead to unintended consequences, such as
humanitarian crises or the strengthening of authoritarian regimes that leverage
nationalist sentiments against foreign adversaries. The effectiveness of sanctions
is often debated, with success depending on international cooperation and the

specific goals of the sanctions.

Use of Sanctions by Europe Employed Sanctions

Under the Common Foreign and Security Policy
(CFSP)

The European Union (EU) uses sanctions as part of its Common Foreign and
Security Policy (CFSP). These sanctions are tools to promote international
peace and security, uphold human rights, and support the rule of law. The EU'’s
approach to sanctions is generally multilateral, aligning its measures with those
of the United Nations and, frequently, the United States. However, the EU also
imposes sanctions independently, based on its regional priorities and

geopolitical considerations.

Asset freezes and financial sanctions target individuals, companies, and
organizations. Trade restrictions ban the export or import of certain goods and
technologies. Travel bans prevent listed individuals from entering or transiting
through EU countries. Sectoral sanctions restrict activities in specific sectors

like energy, defense, and finance.

EU sanctions are decided by the Council of the European Union and
implemented by member states. The EU faces challenges in enforcing
sanctions uniformly across member states due to differences in national
interests and economic dependencies on the targeted countries. Nevertheless,
EU sanctions have been effective in exerting diplomatic pressure, as seen in
the collective response to Russia’s annexation of Crimea. The success of EU
sanctions often hinges on their ability to be part of a broader strategy,

including diplomatic negotiations and support for affected populations.



Impact of Russia Sanctions on Obliged Sectors

Sanctions against Russia, particularly those imposed after the 2014 annexation
of Crimea, have massively strained the country's economy and its international
relations. These sanctions intensified in scope and scale followed by 2022

Russia-Ukraine war.

The sanctions have influenced Russia's approach to international relations and
economic independence. The country has pursued policies aimed at reducing

its reliance on Western economies, emphasizing self-sufficiency in key sectors.

For businesses and financial institutions, the sanctions against Russia serve as a
reminder of the complex interplay between international politics and global
financial systems. Understanding these dynamics is essential for compliance
with evolving regulations and maintaining neutrality in a rapidly changing

geopolitical landscape.

Additionally, Russia has worked to create alternative financial mechanisms to

circumvent the effects of sanctions, such as developing the SPFS (System for
Transfer of Financial Messages) as an alternative to SWIFT. This period of
economic and geopolitical tension has reshaped Russia's foreign policy,

fostering a more self-reliant and assertive stance on the global stage.



Asia-Pacific Sanctions

The Asia-Pacific region is marked by a diverse range of sanctions that reflect the
varied political and economic landscapes of its countries. Sanctions in this region
encompass comprehensive economic isolation, targeted financial measures, and
restrictions on arms and dual-use technologies. These sanctions are imposed by
international bodies and individual countries to address a spectrum of issues, from

nuclear proliferation to human rights abuses.

North Korea

North Korea faces some of the most extensive and stringent sanctions globally,
aimed primarily at curbing its nuclear and missile programs. These sanctions are
imposed by the United Nations, the United States, the European Union, and other

countries. They target key sectors of North Korea's economy, including energy,

finance, and trade.




Despite these comprehensive sanctions, North Korea continues to advance its
military capabilities. This persistence highlights the limitations of the
effectiveness of sanctions without robust enforcement and broad
international cooperation. Additionally, the North Korean regime has
developed various strategies to circumvent these measures, such as engaging

in illicit trade and utilizing complex networks to evade financial restrictions.

China

China faces targeted sanctions primarily from the United States, addressing
issues such as human rights abuses in Xinjiang, the undermining of democracy

in Hong Kong, and cyber espionage activities. The sanctions on China include:

The measures include asset freezes, which target officials and entities
responsible for human rights violations; travel bans that restrict the entry of
sanctioned individuals into the U.S.; and business restrictions, which limit

dealings with Chinese companies implicated in cyber espionage and other

malign activities.




The strategic and economic importance of China complicates the

imposition and enforcement of sanctions. Countries often find
themselves balancing punitive actions with the need to maintain
bilateral relations and economic ties. This complexity is evident in the
careful calibration of sanctions to avoid broader economic fallout.
Businesses with clientele in countries on opposing sides of the tug of
war for power may need to carefully weigh their options while
complying with the sanctions and for that all they require is

comprehensive sanctions screening data to make informed decision.

Myanmar

Myanmar is subject to targeted sanctions due to severe human rights
violations, particularly against the Rohingya population. The sanctions,

imposed by the U.S., EU, and other nations, include:

The measures include asset These measures aim to pressure
freezes, which target military Myanmar's military regime to
officials and entities halt abuses and return to
responsible for the abuses, democratic governance. The
and trade restrictions, which sanctions also seek to cut off
involve banning the export of the military’s financial resources
military-related goods and by targeting businesses owned
technologies to Myanmar. or controlled by the military.

Sanctions in the Middle East and North Africa
(MENA)

The MENA region is heavily affected by sanctions, with significant measures
imposed on countries like Iran and Syria. These sanctions impact the region's

political dynamics and economic stability.




Iran

Sanctions against Iran are among the most comprehensive and long-standing.
Imposed primarily by the U.S., but also by the UN and the EU, these sanctions
target Iran’s nuclear program, terrorism support, and human rights abuses. The
sanctions restrict Iran’s oil exports, limit access to the global financial system,
and freeze assets. While these sanctions have severely impacted Iran’s economy,

they have also led to increased regional tensions and humanitarian challenges.

Syria

Syria faces extensive sanctions due to the civil war and human rights violations
committed by the Assad regime. These sanctions, imposed by the U.S., EU, and
others, target the government, military, and affiliated entities. Sanctions on Syria

include asset freezes, travel bans, and trade restrictions, particularly on oil and

military goods.
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Sanctions in the MENA region also affect neighboring countries and regional
stability. They can disrupt trade routes, and influence the geopolitical balance
of power. Countries in the region often respond by seeking alternative
alliances and trade partners, as seen with Iran’s pivot towards China and
Russia. This leads to the jurisdictions modifying their sanctions regimes to
enforce the compliance through third countries, as has been observed in the

case of the Russia and Ukraine war.

Sanctions Compliance Challenges:

Businesses operating in regions under stringent sanctions regimes typically

may find themselves at cross-roads of geopolitical rift. Responding to this,
they may enhance their compliance mechanisms to navigate the complex
regulatory landscape created by sanctions. This involves updating internal
controls, conducting thorough due diligence, and ensuring adherence to both

domestic and international regulations.

A few selective cases mentioned below elaborate on complexity of

compliance with the jurisdiction specific sanctions.

OFAC 50% Rule

The OFAC (Office of Foreign Assets Control) 50% Rule states that any entity that is
50% or more owned, directly or indirectly, by one or more sanctioned persons is also
considered sanctioned. This means that such an entity is subject to the same
restrictions and prohibitions as the sanctioned individuals or entities. This rule is
crucial in ensuring that sanctioned parties do not circumvent sanctions by operating
through subsidiaries or other entities they control.

Compliance with the OFAC 50% rule could be challenging because businesses may
need to stay vigilant to detect if their client or potential client falls under OFAC 50%
rule or not since all of these entities may not be directly designated



OFAC Secondary Sanctions

OFAC secondary sanctions are the extra-territorial sanctions, subjecting the non-
US citizens and entities to the US Sanctions. For example, on J une 12, 2024 the
United States in line with its commitment with G7 countries to impose restrictive
measures on Russia announced export control measures providing services to
persons blocked under Executive Order (14024) and also expanded their scope to

the secondary sanctions.

EU Blocking Statute

The EU Blocking Statute (Council Regulation (EC) No 2271/96) aims to protect
EU companies from the extraterritorial application of foreign laws, particularly
U.S. sanctions that the EU does not agree with. This statute prohibits EU
companies from complying with specific extraterritorial legislation and associated

actions by third countries. It also allows EU entities to recover damages arising

from the application of such laws.




Sanction Enforcement

Through the Third
Countries

Sanction enforcement through third countries involves the use of indirect routes to

implement sanctions. This can happen in several ways:

Secondary Sanctions:

As mentioned above, these are the measures applied to third-country entities that
engage in activities with a primary sanctioned entity or individual. For example, the U.S.
may impose sanctions on a non-U.S. company that does business with a sanctioned

Iranian firm.

Jurisdictional Reach:

Countries may assert their laws over foreign subsidiaries of their own companies or
over any transactions conducted in their currency. For instance, transactions conducted
in U.S. dollars often fall under U.S. jurisdiction, allowing OFAC to enforce sanctions on
entities outside the U.S.



https://home.treasury.gov/policy-issues/financial-sanctions/sanctions-programs-and-country-information

International Cooperation:

Countries may work together to enforce sanctions. This can involve information sharing

resulting in coordinated efforts.

Use of Global Financial System:

By controlling access to the global financial system, particularly in U.S. dollars,
sanctioning authorities can pressure third-country banks and financial institutions to
comply with their sanctions. Non-compliance can result in these institutions being cut off

from the global financial system.

The secondary sanctions rule in the United States, and the EU Blocking Statute represent
fundamentally different approaches to sanctions enforcement, leading to significant
compliance challenges for companies operating internationally. While the OFAC rule
aims to extend U.S. sanctions' reach, the EU statute seeks to protect EU interests from
what it views as overreach. Sanction enforcement through third countries adds another
layer of complexity, leveraging secondary sanctions, jurisdictional claims, and
international cooperation to impose compliance. Navigating these conflicting regulations

requires careful legal and strategic planning by multinational entities.

Sanctions Compliance
Challenges

Sanctions compliance poses significant challenges, especially when dealing with
regulations across different jurisdictions.
One example of the sanctions compliance challenges comes from the clash

between OFAC secondary sanctions with the EU blocking Statute.




Clash of OFAC Secondary Sanctions with EU
Blocking Statute

For example, an EU company that has dealings with an entity that is subject to the

United States secondary sanctions, faces a dilemma:

1. Compliance with OFAC: 2. Compliance with EU
The EU company may be Blocking Statute: The same
required by U.S. law to company could be

cease business with the prohibited by EU Blocking
entity or face penalties statute for not complying

from the U.S. government. with OFAC sanctions.

This conflict puts EU companies in a difficult position, needing to navigate

between avoiding U.S. sanctions and adhering to EU laws.

WEell, in such a case the relevant business must know whether a sanctions
designation is secondary or primary so that they can weigh on their options and

make an informed choice.

Dealing With Jurisdiction
Specific Sanctions

In a world, where countries may have varying sanctions compliance requirements
based on their regional interests and alliances, businesses and financial institutions
operating in multiple jurisdictions need to be flexible and informed. To ensure that
they are not unintentionally caught in the crossfire of global politics, they must abide
by jurisdiction-specific compliance recommendations that take these variations into
consideration. Global compliance and anti-money laundering (AML) initiatives face a
complex problem when an entity is sanctioned in one nation but not in another.
Different sanctions policies among nations can put businesses and financial

institutions in difficult situations when it comes to international trade and finance.



Regardless of the nation that imposed the sanctions, AML systems are meant to
alert all sanctioned individuals, and organizations; however, compliance managers
might need further details to evaluate the risk of alert in the context of the

jurisdictions laws in which a business operates.

Since many financial institutions operate internationally and are subject to
international regulations and penalties, comprehensive coverage of sanctions
watchlists is essential. For example, a country in the United States may
nevertheless need to be aware of sanctions if it operates worldwide orin a
jurisdiction where compliance with China sanctions is required, even if the
restrictions in one country—let's say those imposed by China—do not directly

affect the country.

As nations strive for economic and political hegemony, there has never been as

much need for innovative and adaptable technical solutions.

The AML Watcher sanction screening tool is strategically designed to address the

challenge of the relevance of sanctions compliance. It not only provides lists of
sanctioned entities, but it also offers customizable risk levels based on jurisdiction.
This feature is essential in a world where geopolitical dynamics are constantly

shifting and the relevance of data is just as important as its breadth.

AML Watcher is dedicated to assist you and your compliance team with custom AML

Screening capabilities. While maintaining 1300+ watchlist databases, over 200+ sanction

regimes, 235+ countries and over 5000 reputed and reliable media sources, our real-time

insights and advanced entity-matching algorithms free your searches of false matches.

Get everything you need for AML Screening in one place.
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