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Exports and Imports

Abstract

The objective of this research is to examine and compare the effects of foreign direct
investment (FDI) and Russian sanctions on the exports and imports of the BRICS
group. For this purpose, using quarterly data from 2010 to 2023, the impact of the
selected variables on the total exports and imports of the BRICS countries was
estimated through the generalized method of moments (GMM) approach. The results
of the study indicated that the trade condition variable in the previous period, which
includes the total exports and imports, has a positive and significant effect on the
dependent variable in the current period. Furthermore, based on the model estimation,
the effective exchange rate variable exerts a positive and significant impact on trade
conditions. The investment variable has a negative and significant effect on the
dependent variable. The net export variable, defined as the difference between exports
and imports of BRICS countries, has a positive and significant impact on the trade
condition variable. The sanction variable, which in this study refers to the
comprehensive sanctions imposed against Russia, shows that during the period 2014
2020 the sanctions had a negative and significant effect, whereas in the period 2021
2023 this negative effect became insignificant. Considering the results of the study,
it can be concluded that the sanction variable had a more negative impact on the trade
conditions of BRICS member countries compared to foreign direct investment.
However, during the period in which Russia managed to overcome the sanctions, the
negative effect of sanctions became insignificant.

Keywords: Foreign direct investment, sanctions, trade condition, generalized
method of moments, BRICS.
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Introduction

In recent decades, emerging economies have increasingly played a pivotal role in shaping global economic
dynamics. Classical economic theories, beginning with Adam Smith’s Wealth of Nations in 1776, emphasize
that market size and market power are critical determinants of trade performance across nations (Radulescu,
Panait, & Voica, 2013). Building on this premise, countries with rapidly expanding economies have sought to
enhance their influence by increasing their share of international trade flows. This structural shift led to the
formation of new coalitions and integration agreements aimed at reducing trade barriers and enhancing
collective bargaining power in global markets. The BRICS grouping—comprising Brazil, Russia, India, China,
and later South Africa—represents one of the most prominent examples of such economic integration, driven
largely by emerging powers with ambitions to rebalance the global economic order (Mansouri, Torabi, &
Heydarpour, 2022).

The origins of BRICS can be traced to 2001, when the concept was first introduced as a reallocation of
economic power from developed to developing economies (Zamani, 2013). This transformation became
especially relevant in the wake of the 2008 global financial crisis, during which BRICS countries demonstrated
systemic importance due to their high growth potential and capacity to influence global governance (Truman,
2006). However, the sustainability of BRICS’ economic performance depends not only on structural economic
strengths but also on their exposure to external factors such as foreign direct investment (FDI) inflows and
international sanctions. FDI has historically been a major driver of growth and trade liberalization. Empirical
research suggests that productivity levels, labor dynamics, and technological advancement significantly shape
FDI inflows and, by extension, trade performance in emerging economies (Kumar, 2010; Karimov, 2020).
Nevertheless, the political dimension has often constrained economic outcomes. Sanctions, in particular, have
emerged as a significant challenge for BRICS, especially for Russia. Since 2014, Russia has faced severe
economic sanctions following its annexation of Crimea. These sanctions, imposed primarily by the United
States and the European Union, precipitated a sharp decline in the ruble’s value and disrupted Russia’s
economic stability, with spillover effects on BRICS as a bloc (Bali, 2018). The literature indicates that
sanctions negatively influence bilateral trade flows, although their magnitude depends on political regime type,
economic development level, and trade exposure (Afesorgbor, 2019; Frank, 2018; Dai, Felbermayr, Kirilakha,
& Syropoulos, 2021). Haidar (2016), for instance, demonstrated that Iranian sanctions led to significant trade
deflection, with two-thirds of exports redirected toward non-sanctioning partners. Similarly, empirical studies
confirm that unilateral sanctions typically result in sharp trade reductions for targeted states.

Within this context, the present study aims to compare the relative effects of FDI and sanctions on BRICS
trade dynamics over 2010-2023. By employing a Generalized Method of Moments (GMM) approach on
quarterly data, the research investigates two distinct phases: the intensification of sanctions during 2010-2020
and the sanctions evasion period of 2021-2023. Two hypotheses guide this inquiry: (1) economic sanctions
against Russia during the intensification phase had a negative and significant impact on BRICS trade, and (2)
the negative effects of sanctions outweighed those of FDI on BRICS trade performance.

Methods and Materials

The study uses quarterly panel data for BRICS countries covering the period 2010-2023. Following the
framework of Saji (2019), the model includes variables representing total trade (exports plus imports), FDI
inflows, net exports, the effective exchange rate, and sanctions against Russia. A dynamic panel GMM
estimator is employed to address potential endogeneity, autocorrelation, and unobserved heterogeneity issues.



Sanctions are introduced as a dummy variable, differentiating between the 2010-2020 phase of heightened
restrictions and the 2021-2023 phase, characterized by Russia’s strategies of sanctions evasion and trade
diversification. Diagnostic tests, including the Sargan test for instrument validity and Arellano-Bond tests for
autocorrelation, were conducted to ensure robustness of the estimations.

Findings

Preliminary unit root tests confirmed stationarity of the variables, validating their suitability for dynamic panel
estimation. Results from the GMM estimations revealed that the lagged trade condition variable (previous
period’s total trade) had a positive and significant effect on current trade, confirming the persistence of trade
flows within BRICS. The effective exchange rate exhibited a positive and significant relationship with trade,
implying that depreciation in domestic currencies stimulated exports by improving international
competitiveness.

Net exports—defined as the difference between exports and imports—also had a positive and significant
impact on trade conditions, indicating that higher export surpluses contributed to stronger trade performance
within BRICS. Interestingly, FDI inflows showed a negative but insignificant effect on trade across both
periods, suggesting that FDI’s role in enhancing trade conditions may be overshadowed by other structural or
institutional constraints.

The sanctions variable demonstrated contrasting effects across the two sub-periods. During 20102020,
sanctions against Russia had a negative and significant impact on trade conditions, reflecting the severe
disruptions in financial flows and trade linkages during this phase. However, during 2021-2023, the negative
impact of sanctions became statistically insignificant. This shift coincided with Russia’s adaptation strategies,
including increasing trade with China, India, and Middle Eastern states, as well as leveraging the Eurasian
Customs Union for re-exports. Reports indicate significant increases in intermediary trade through countries
such as Kyrgyzstan and Kazakhstan, mitigating the sanctions’ initial impact.

Discussion and Conclusion

This study contributes to the growing literature on the intersection of FDI, sanctions, and trade performance
within emerging economies. The findings confirm earlier research emphasizing the detrimental impact of
sanctions on international trade (Afesorgbor, 2019; Frank, 2018; Haidar, 2016). The significant negative effect
observed during 2010-2020 underscores how sanctions disrupted not only Russia’s economy but also trade
dynamics across BRICS, consistent with Bali’s (2018) analysis of European trade partners. However, the
insignificance of sanctions during 2021-2023 aligns with the notion that targeted states often adapt by
reconfiguring trade partnerships, as documented in prior studies of Iran and other sanctioned economies.

The persistent negative yet insignificant effect of FDI suggests that while foreign investment plays a critical
role in economic growth (Aizenman & Noy, 2006; Fontagné, 1999), its direct impact on trade in the BRICS
context may be limited by structural rigidities, institutional inefficiencies, or capital allocation patterns. Indeed,
earlier studies have found that FDI’s effects on trade competitiveness vary across BRICS members, with some
evidence of substitution rather than complementarity (Kumar, Murthy, & Sekhara, 2010; Karimov, 2020).
The broader implication of these findings is that sanctions, at least in the short to medium term, exert more
disruptive effects on BRICS trade performance than FDI inflows. Yet, over time, the adaptability of sanctioned
economies reduces the effectiveness of such measures. In Russia’s case, strategies such as shadow fleets for
oil exports and re-export channels through neighboring states eroded the initial leverage of Western sanctions.
This resilience raises questions about the long-term efficacy of sanctions as tools of economic coercion.

In conclusion, the study demonstrates that while sanctions initially exert stronger negative effects on BRICS
trade compared to FDI, their impact diminishes once the targeted economy adapts. The results highlight the
importance of considering both economic and political variables in analyzing trade performance in emerging



markets. For policymakers in BRICS and beyond, the findings underscore the dual necessity of fostering stable
FDI environments while developing strategies to mitigate vulnerabilities to external shocks such as sanctions.
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