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Russia has always been an important trading partner for Finland due to its geographical
location. After the invasion of Ukraine in 2022 heavy sanctions were imposed against
Russia. The sanctions had a significant impact on Finnish companies, as many companies
have had businesses, suppliers or production in Russia or Ukraine. The sanctions and public
pressure forced many Finnish companies to withdraw all operations from Russia.

The objective of this study was to examine how the sanctions against Russia imposed after
the invasion of Ukraine have affected Finnish industrial and energy companies’ supplier
selection, supplier relationship management and supply chain risk management. This study
aimed to evaluate what kind of challenges the sanctions have caused to the selected case
companies’ supply chain risk management and how the challenges have been faced. The
research was conducted as a qualitative multiple-case study and altogether six case
companies were selected for the study.

The empirical findings of the study suggest that the sanctions against Russia have had an
impact on Finnish industrial and energy companies’ supplier management. The sanctions
regulations have forced companies to implement more efficient supply chain risk
management strategies, including procedures such as a detailed know-your-supplier process,
continuous monitoring of counterparties as well as preferring multi-sourcing and
nearshoring strategies. The findings of this study highlight that further research needs to be
conducted about the effectiveness of the sanctions against Russia in regard to their negative
impacts on the sanctioning parties themselves.
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Vendjé on aina ollut Suomen tarked kauppakumppani maantieteellisen sijaintinsa vuoksi.
Ukrainan sodan alkaessa vuonna 2022 asetettiin raskaat Vendjan vastaiset pakotteet.
Pakotteet ovat vaikuttaneet merkittavasti suomalaisiin yrityksiin, silla monilla yrityksilla on
ollut yritystoimintaa, toimittajia ja tuotantoa niin Vendjalla kuin Ukrainassakin. Pakotteet ja
julkinen paine pakottivat monet suomalaiset yritykset vetaytyméan taysin Venajalta sodan
alkaessa.

Taman tutkimuksen tavoite oli tutkia miten Ukrainan sodan myo6ta langetetut Vendjan
vastaiset pakotteet ovat vaikuttaneet suomalaisten teollisuus- ja energia-alan yritysten
toimittajavalintoihin, toimittajasuhteiden hallintaan ja toimitusketjujen riskienhallintaan.
Tutkimus arvioi millaisia haasteita pakotteet ovat tuoneet valittujen case-yritysten
toimitusketjujen riskienhallintaan ja miten haasteet kohdattiin. Tutkimus suoritettiin
laadullisena monitapaustutkimuksena ja yhteensad kuusi case-yritysta valittiin tutkimukseen.

Tutkimuksen empiiriset tulokset osoittavat, ettd Vendjan vastaisilla pakotteilla on ollut
vaikutusta suomalaisten teollisuus- ja energia-alan yritysten toimittajahallintaan. Pakotteet
ovat saaneet yritykset implementoimaan tehokkaampia toimitusketjujen hallintastrategioita
ja toimenpiteitd, kuten yksityiskohtaisempi “tunne toimittajasi” -prosessi, toimittajien
jatkuva monitorointi sekd useiden toimittajavaihtoehtojen ja lahiulkoistamisen suosimista.
Tutkimuksen tulokset osoittavat, ettd jatkotutkimuksena tulisi arvioida Ven&jaan
kohdistuvien pakotteiden tehokkuutta suhteessa pakotteiden negatiivisiin vaikutuksiin
pakotteita asettavia tahoja kohtaan.
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1 Introduction

The introduction chapter introduces the overview of the study. First, the background of the
study is presented. Then the research framework and conceptual framework are discussed.
In the third sub-chapter key concepts of the study are defined: sanctions, supplier selection,
supplier relationship management and supply chain risk management. The fourth sub-
chapter introduces the research methodology and main limitations of the study. Finally, the

structure of the thesis is presented.

1.1 Background of the study

Russia has always been one of the most important trading partners for Finland due to its
geographical location. Many Finnish companies have had operations in Russia for decades.
This study will examine how sanctions against Russia have affected Finnish industrial and
energy companies’ supplier selection, supplier relationship management and supply chain
risk management after the invasion of Ukraine in February 2022. Even though the first
sanctions against Russia were imposed already in 2014 due to the annexation of Crimea,
more comprehensive sanctions were introduced in February 2022. Sanctions are typically
imposed by the sanctioning countries and international bodies to bring about a behavior
change in the political or social realm by the sanctioned government. Sanctions can be
divided into different categories, such as economic, military, international and political
sanctions depending on the type of transactions they target. In many cases sanctions fall into
many of these categories, as has been the case with the sanctions against Russia. (Davarzani
et al. 2015)

After the invasion, many Western companies have withdrawn their operations from Russia,
including Finnish companies. According to the Finnish Customs, exports from Finland to
Russia decreased by 44% and imports from Russia to Finland decreased by 28% in 2022
compared to the previous year 2021 (Tulli, 2023). In some cases, Finnish businesses in
Russia did not necessarily breach the sanctions. However, companies that had operations in

Russia were forced to withdraw all their operations and stop all their businesses with Russia



due to public pressure. Companies’ actions were widely reported in the media, and the
companies which tried to continue their operations in Russia or had any connections to
Russia were even boycotted (Yle, 2022). The world’s reaction to the invasion was instant
and the new sanctions were implemented rapidly. According to Davarzani et al. (2015),
sanctions can be regarded as a cause of supply chain disruption. Thus, companies had to
adapt to the new situation fast and find alternative supply channels for their production.
Especially companies that had manufacturing in Russia suffered substantial losses when they
were forced to shut down their operations in Russia. Companies utilizing Russian supplies
and suppliers had to find alternative solutions. This has been rather challenging especially
in the oil and energy sector. (VATT, 2022 & HS, 2022)

This study is relevant as the impact of the invasion of Ukraine and the sanctions on Finnish
companies has not been investigated widely, especially from the perspective of supply
management. In general, the literature regarding sanctions and supply management is not
extensive, and there is no established framework for the topic. As Ahn & Ludema (2020)
and Sun et al. (2022) discuss, existing studies focus mostly on the sanctions’ impacts on the
sanctioned countries or the companies operating in the sanctioned countries, not the
countries imposing the sanctions. Davarzani et al. (2015), Sun et al. (2022) and Golikova &
Kuznetsov (2016) have studied how sanctions have impacted the supply chain of a
manufacturing company located in a sanctioned country. Tantoush et al. (2009) have
examined the impact of the sanctions on supplier-buyer relationships in five companies

located in a sanctioned country.

A few studies are focusing on the sanctions’ effects on the economies of European countries.
However, supply chains nor supplier management have not been considered in these studies.
For instance, Crozet & Hinz (2016) have studied how the sanctions against Russia and
Russia’s countersanctions have affected the EU countries, the US and Japan. Bayramov et
al. (2020) have studied the impacts of the sanctions on the neighboring countries of Russia.
Korhonen et al. (2018) have studied the impacts of the sanctions against Russia and the
countersanctions’ effects on Europe and Russia. There are also some studies evaluating how
the sanctions against Russia have affected Russia’s economy and Russian companies. Gaur
et al. (2023), Aalto & Forsberg (2015) as well as Ahn & Ludema (2020) have studied the
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impacts of the sanctions on Russian companies. However, all the studies except the study by

Gaur et al. (2023) focus on the period before the invasion of Ukraine.

Based on the existing studies it is evident that there is a research gap in the area of evaluating
the impacts of sanctions on the countries imposing the sanctions and the companies located
in such countries. Also, the impacts of sanctions on supplier selection, supplier relationship
management and supply chain risk management have not been studied widely. Furthermore,
there is a limited number of studies on how the sanctions against Russia have impacted
Finland or companies located in Finland, especially after the invasion of Ukraine. This study
aims to fill the existing research gap by examining the impacts of the sanctions against
Russia imposed after the invasion of Ukraine on Finnish industrial and energy companies in
terms of supplier selection, supplier relationship management and supply chain risk
management. It is investigated what kind of challenges the sanctions have brought to the
selected case companies’ supply chain risk management and how the challenges have been

faced.

1.2 Research objectives and conceptual framework

The objective of this research is to evaluate how the sanctions against Russia imposed after
the invasion of Ukraine have impacted Finnish industrial and energy companies in terms of
supplier selection, supplier relationship management and supply chain risk management.
Altogether four research questions were drawn to achieve the research objective. The aim of
the main research question of the study was to identify the challenges the sanctions have
caused to the case companies’ supply chain risk management and how the companies have
faced these challenges. The question will be answered with the help of three sub-questions.
The first sub-question focuses on supplier selection, the second on supplier relationship

management and the third on supply chain risk management.

Main RQ: What kind of challenges the sanctions against Russia imposed after the invasion
of Ukraine have caused to the case companies’ supply chain risk management and how have

they faced the challenges?
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SQ1: How has supplier selection changed due to the sanctions against Russia imposed after

the invasion of Ukraine?

SQ2: How has supplier relationship management changed due to the sanctions against

Russia imposed after the invasion of Ukraine?

SQ3: How have supply chain risk management strategies changed due to the sanctions

against Russia imposed after the invasion of Ukraine?

The conceptual framework of this study is based on the research questions. The conceptual

framework is presented in Figure 1 below.

A RN
|
\ | /

Figure 1. The conceptual framework

The conceptual framework aims to describe how the theoretical concepts are linked to the
research topic. The theoretical part of the study focuses on supplier selection, supplier
relationship management and supply chain risk management. Also, the basic principles of
sanctions are discussed as well as the bigger picture related to the effectiveness of sanctions
Is examined. The established theoretical frameworks are utilized to evaluate and formulate

the empirical findings of the study, i.e. the practical implications of the sanctions.

1.3 Definition of key concepts

Sanctions are a foreign policy tool whose aim is to change the undesired behavior of the

sanctions target. The target of sanctions can be a country or a specific location, a private
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entity, an industry, an individual or an organization. Sanctions are imposed by national
governments and international bodies, such as the European Union (EU) and the United
Nations (UN). (Felbermayr et al. 2020)

Supplier selection is a process of selecting the best possible supplier for a company,
considering the costs and availability of the suppliers. Supplier selection is often considered
as a part of supplier relationship management together with supply chain sourcing, supplier

development and supply chain management (Cox, 2004).

Supplier relationship management is “a business process that provides the structure for
how relationships with suppliers are developed and maintained.” Lambert & Schwieterman
(2012).

Supply chain risk management aims to avoid or at least mitigate and control the risks in
the supply chain. Tummala & Schoenherr (2011) define supply chain risk as “an event that
adversely affects supply chain operations and hence its desired performance measures, such

as chain-wide service levels and responsiveness, as well as cost.”

1.4 Research methodology and limitations

This study is a qualitative multiple-case study. Qualitative research methods are often used
when studying real-life experiences and phenomena, as in this research (McCusker &
Gunaydin, 2014). In this study, the data was gathered through semi-structured interviews.
Thus, an exploratory case study method was used (Kahkonen, 2011). Altogether seven
interviewees were selected from six different companies. Five companies operated in the
industrial and energy sector, and one was a consultancy company. The consultancy company
was specialized in assisting companies operating in the export and import business with
sanctions-related risks. The interviewees were specialized either in sanctions and compliance
or supply chains and supplier management. This brought a beneficial perspective to the
interviews and data collection as the topic was covered from slightly different angles during

each interview session.
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There are a few limitations regarding the study. First, this study only focuses on Finnish,
public limited companies operating in the industrial and energy sectors that had businesses
in Russia and/or Ukraine before the invasion of Ukraine in 2022. Secondly, the impacts of
sanctions are evaluated from the perspective of supplier selection, supplier relationship
management and supply chain risk management. Some general impacts of sanctions are
briefly discussed. Thirdly, the study focuses on the sanctions imposed by the European
Union and the United States as other sanctions regimes are not legally binding in Finland.
Finally, this study is focused on the sanctions against Russia imposed after the invasion of
Ukraine and the actions companies have taken as a reaction to them. Furthermore, the
relatively short time frame since the start of the war can be considered as a major limitation
of this study. In this study, the invasion of Ukraine refers to the conflict between Ukraine
and Russia that started in February 2022, when Russia invaded Ukraine. Russia annexed the
Autonomous Republic of Crimea and the city of Sevastopol in February 2014 and the
situation in this study is referred to as the annexation of Crimea. The Ukrainian war refers

to the whole conflict that started in February 2014 until this day.

1.5 Structure of the thesis

This thesis consists of six different parts. The first one is the introduction chapter, where the
background of the study, research objective and conceptual framework, key concepts as well
as research methodology and limitations are presented. The second chapter focuses on the
theoretical background. First, the relevant theories of supplier selection, supplier relationship
management and supply chain risk management are discussed. Then, sanctions imposed by
the European Union, the United Nations and the United States as well as the sanctions
targeting Russia and countersanctions are explained. Finally, the literature review evaluates

the existing literature regarding the topic.

The third chapter focuses on the research methodology. In the chapter the research design,
data collection and selection of the case companies and interviewees as well as the utilized
data analysis methods are presented. Also, the reliability and validity of the study are
discussed. In the fourth chapter, the empirical results of the study are presented. The fifth
chapter provides answers to the research questions. In this chapter, the aim is to link the

existing literature with the empirical results of this study. Finally, conclusions are drawn
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about the impact of the study and its theoretical implications as well as the limitations of the

study and future research suggestions.



15

2 Theoretical background

The purpose of this chapter is to define the concepts and build the theoretical framework for
the study. First, the relevant theories, supplier relationship management, supplier selection
and supply chain risk management are discussed. Then the definition of sanctions is
presented from the European Union’s, the United Nations’, and the United States’ point of
view. Also, the sanctions targeting Russia are discussed on a more detailed level. In the final
chapter, the literature review evaluates the findings of previous studies focusing on the
impact of sanctions on supply chains, supplier relationship management, Russia and
countries imposing the sanctions. In addition, the effectiveness of sanctions will be examined

in the literature review.

2.1 Supplier relationship management

Lambert & Schwieterman (2012) define supplier relationship management as “a business
process that provides the structure for how relationships with suppliers are developed and
maintained.” Supplier relationship management is a crucial business process for a company
due to increasing competitive pressure as well as sustainability and risk management
requirements. According to Park et al. (2010) emphasizing supplier relationship
management is essential for companies to survive in competitive globalized markets. As
Lambert & Schwieterman (2012) highlight, supply relationship management is also an
important part of supply chain management, as the supply chain is managed relationship-by-

relationship and link-by-link.

Lambert & Schwieterman (2012) have divided the supplier relationship management process
into two parts, the strategic and the operational process. In the strategic part, a company’s
management establishes and manages the supplier relationship process. The aim is to decide
how to integrate suppliers with the company by evaluating how the relationships with the
suppliers are maintained and developed. During the strategic process, it is estimated how
supplier relationship management can impact the company’s profitability. For instance, with

a well-functioning supplier relationship management process costs can be reduced, product
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quality may be improved and the manufacturing process can be optimized. In the operational
process the implementation is performed and each supplier is segmented based on several
criteria defined in the strategic part, such as profitability, stability, volume purchased from
the supplier and capacity available from the supplier. Suppliers are often categorized as
strategic suppliers and non-strategic suppliers in this phase. According to Lambert &
Schwieterman (2012), strategic suppliers are suppliers which are considered to add value to
a company’s performance and help the company to succeed. Communication and a
continuous improvement plan with the strategic suppliers are important. The relationship
with a strategic supplier is often a long-term relationship. A long-term relationship aims to
reduce costs and add value for both parties by creating innovations that enable the companies
to reach their financial goals. In contrast, the relationship with non-strategic suppliers is often
short-term. A non-strategic supplier is selected mainly based on cost and functionality. As
Cox (2004) discusses, short-term relationships are non-collaborative where the supplier is
expected to deliver a product to the buyer based on the buyer’s requirements, and the supplier
may develop their operational competencies without the buyer’s involvement. In such cases,
there are usually a lot of suppliers available and the item provided by the supplier is not

essential for the buyer.

Park et al. (2010) have divided purchasing strategies into two groups, a competitive and a
cooperative approach. The competitive approach is based on competition between suppliers
which means that a buyer aims to purchase goods for the minimum price. The relationship
is often short-term and the suppliers are considered as non-strategic suppliers. In the
cooperative approach, the supplier and the buyer have a long-term strategic relationship and
mutual long-term goals are set. In this approach, suppliers are often strategic suppliers. Cox
(2004) discusses that the benefits and outcomes of supplier relationship management are
well-known, but the main challenge is to choose a suitable relationship management style

with a buyer.

Cox (2004), Krause et al. (1998) and Lambert & Schwieterman (2012) emphasize the
importance of utilizing Kraljic’s matrix or a similar tool to identify power and leverage
circumstances with the buyer. This is because the appropriate relationship management style
is based on the power and leverage circumstances between the buyer and suppliers. Peter

Kraljic developed in 1983 the commonly used matrix where suppliers are segmented based
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on the supplied item’s profit impact and supply risk. The matrix can be also utilized when
classifying strategic and non-strategic suppliers. Cox (2004) segments the power and
leverage circumstances into buyer dominance, supplier dominance, independence and
interdependence management styles. According to Cox (2004), buyer dominance or
interdependence are the ideal management styles in terms of achieving well-functioning
supply chain management and supplier development processes. If the relationship between
a supplier and a buyer is based on independence, the relationship management style is
considered adversarial and the collaboration between the two parties can be disjointed. In

the cases where the relationship is supplier-dominant, supplier development decreases.

The purchasing portfolio matrix defines a four-stage model for developing supply strategies
for products and suppliers (see Figure 2). The model helps a company to identify and develop

suitable collaboration and relationship strategies with suppliers. (Kraljic, 1983)

Profit Impact

Risk

Figure 2. Krajlic’s matrix (adapted from Kraljic, 1983)

In the model, products are divided into four categories being leverage, strategic, non-critical
and bottleneck items. The first segment is leverage items. These items have high profitability
and low supply risk. The buyer often has high bargaining power due to abundant supply.
Ideally, the buyer would establish a strategic partnership with the supplier of leverage items
(Marjolein & Cees, 2005). The second segment is strategic items. In this segment, the
profitability and risk are both high. There are often only a few suitable suppliers available
for the buyer, thus establishing a long-term strategic relationship with the supplier is

recommended. As Lambert & Schwieterman (2012) discuss, close and collaborative
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relationships with strategic suppliers may be helpful when developing and innovating new

products and bringing them to market.

The third segment is non-critical items. These items have low risk and low-profit impact.
There are often a lot of suppliers available for the buyer. However, the buyer should aim to
keep logistic and administrative complexity and costs low in this segment, as the items in
this category do not have a significant profit impact. The fourth segment includes bottleneck
items, which have a low profit impact but high risk. There are only a few possible suppliers
in the markets and the supplier has the dominant power position. Often the relationship is

either medium or long-term. (Marjolein & Cees 2005)

There are multiple technical solutions available for companies that automatically monitor
their supply base. These solutions help companies in the supplier selection phase as well as
in the supplier management phase. As Schelegia & Fleser (2021) discuss, real-time
monitoring of third-party suppliers should be established in all manufacturing organizations.
Especially the monitoring of regulatory risks, such as environmental risks, human rights,
corruption, and bribery-related risks should be automated. Also, Lo (2023) emphasizes the
importance of a data-driven decision support system to perform the supplier evaluation and
selection process. Especially in large industrial manufacturing companies which have a lot

of suppliers, the implementation of a supplier performance evaluation system is essential.

2.2 Supplier selection

Supplier selection is the process of selecting the best possible supplier for a company,
considering the costs and availability of the suppliers. Supplier selection is often seen as a
part of supplier relationship management together with supply chain sourcing, supplier
development and supply chain management (Cox, 2004). Yoon et al. (2018) emphasize that
supplier selection is a critical aspect of supply chain management to maintain a company’s
competitive advantage. Sarkis & Talluri (2002) discuss that supplier selection is rarely
nowadays only based on price, especially in terms of strategic partners. Other operational
and strategic factors, such as quality, delivery and flexibility have become more important
than solely considering the price. They suggest screening and evaluating the supplier against

several different attributes in the supplier selection phase, such as process capability, design



19

competency and quality. Whereas Sarkis & Talluri (2002) focus more on the supplier
performance related supplier selection criteria, Alikhani et al. (2019) highlight the
importance of considering the economic, social and environmental dimensions of
sustainability in the supplier selection phase to mitigate supplier related risks. Also, Nair et
al. (2015) emphasize, that supply chain risks, such as legal compliance regulations, political
causes and natural disasters have created a lot of new uncertainties for supply chains. They
suggest that the supplier selection and purchasing process in general should be part of a
company’s strategic decision-making. Thus, the supply base would be aligned and designed

based on the company’s strategy.

Similarly, as Sarkis & Talluri (2002), also Nair et al. (2015) discuss the importance of
specifying valid supplier selection criteria as well as having efficient monitoring of ongoing
supplier performance based on the defined criteria. Nair et al. (2015) divide the supplier
selection criteria into strategic and operational activities. Strategic performance relates for
instance to a supplier’s capability of providing suitable technologies and ability to assist in
the product development process. The operational performance focuses more on the
performance of cost, quality, delivery and flexibility. Based on their research, having an
appropriate supplier performance monitoring system and selection criteria in place improves
purchasing performance in terms of cost, quality, delivery and flexibility. When the supplier
selection process is aligned with the company’s strategic and operational strategies, supplier

expectations are clear and the defined goals will be achieved more easily.

2.3 Risk management in the supply chain

Risk management is an important aspect of supplier relationship management and supplier
selection. In the globalized economy, companies tend to have long, complex supply chains.
In such cases, the importance of qualified supply chain risk management procedures
becomes extremely important, as complex supply chains are vulnerable to several risks
(Tummala & Schoenherr, 2011). Tummala & Schoenherr (2011) define a supply chain risk
as “an event that adversely affects supply chain operations and hence its desired
performance measures, such as chain-wide service levels and responsiveness, as well as
cost.” Yoon et al. (2018) emphasize the importance of implementing risk mitigation

strategies in supplier selection decisions. Every company must identify the potential supply
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chain risks and then assess the likelihood, consequences and severity of the risks. Risk

management aims to avoid or at least mitigate and control the risks in the supply chain.

In their studies Ho et al. (2015) and Hallikas et al. (2004) present a typical supply chain risk
management process (Figure 3). The first step of the process is to identify potential risks.
This is considered the most important step of the process, as the aim of the step is to
recognize possible future risks and to be able to proactively manage them. The second step
consists of risk assessment, where the likelihood and severity of the risks are evaluated. In
the third step, the risk management actions are chosen. The step includes risk mitigation and
risk transfer actions. Also, the company’s risk appetite and risk profile should be considered
in this step. The final step of the process is the risk monitoring phase. This is also a critical
step as new risks can arise regularly and some risks, such as sanctions, are constantly

changing. Therefore, the risk management process must be continuous.

Risk
Management

Process

Figure 3. Supply chain risk management process (adapted from Ho et al., 2015 and Hallikas et al., 2004)

The process (depicted in Figure 3) can be applied to both micro and macro risks. According
to Ho et al. (2015), macro risks include for instance natural disasters, war and political
instability. As Davarzani et al. (2015) discuss, in supply chain risk management macro risks
are often referred to as disruptions. Supply chain disruptions are caused by external risk
factors such as war, terrorism, supplier bankruptcy and natural disasters. Sanctions can be
considered as supply chain disruption because sanctions restrictions usually are caused by

political instabilities, such as war or terrorism. Micro risks originate more from a company’s
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and/or a supplier’s internal activities. Micro risks can be divided into four different
categories. These categories are demand risk, manufacturing risk, supply risk and
infrastructural risk. In general, micro risks are more common than macro risks. However,
the impact of a macro risk is often more severe for the supply chain. Hallikas et al. (2004)
also point out that as many companies often operate in multiple supply chain networks,
companies become more dependent on each other. This results in risk sharing and risk

transfer becoming a natural part of the supply chain.

Several risk mitigation strategies should be considered already in the supplier selection
phase, or at least the strategies should be part of supplier relationship management. When
specifying suitable supplier selection criteria for a company it is also important to determine
whether to utilize single-sourcing, dual-sourcing or multiple sourcing. In single sourcing,
the manufacturer chooses only one supplier, in dual sourcing two suppliers and multi-
sourcing (also known as multiple sourcing) one or more suppliers will be selected. In dual-
sourcing and multi-sourcing the demand is split among the selected suppliers (Aouadni et
al., 2019). According to Chen & Guo (2014), sourcing from multiple suppliers reduces the
supply distribution risk and improves a buyer’s flexibility. Ho et al. (2015) discuss that dual-
sourcing should be preferred over single-sourcing as the effects of supply chain distributions
can be mitigated when having more than one supplier. However, they did not recognize
significant improvement between dual-sourcing and multi-sourcing, except in especially
risky environments. Wang et al. (2010) discuss the importance of selecting a valid supplier
management strategy to mitigate supply chain risks. They have compared the benefits of
multi-sourcing and supplier reliability improvement. According to their study, multi-
sourcing should be preferred if there are risks related to suppliers, such as uncertainties
among suppliers or low capacity compared to the demand. Furthermore, Hallikas et al.
(2004) and Elmaghraby (2000) emphasize that companies should aim not to be too
dependent on a single supplier or organization, as it can increase a company’s vulnerability

if potential risks are actualized.

Among multi-sourcing, also order allocation should be considered preferably already in the
supplier selection phase. As Aouadni et al. (2019) discuss, supplier selection and order
allocation are two main strategic factors in purchasing. When a dual-sourcing or multi-

sourcing strategy is applied, a manufacturer must carefully consider how to split the order
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demand and how to allocate orders between the suppliers. By applying the order allocation
between multiple suppliers, several risks regarding a specific supplier’s unreliability can be
tackled without selecting new suppliers. This is because part of the production is already
guaranteed by another supplier. As EImaghraby (2000) discuss, when a buyer has multiple
supplier options for the same product, it can easily switch suppliers without additional costs.

Van Hassel et al. (2022) and Fernandez-Miguel et al. (2022) discuss the possibility of
considering nearshoring to mitigate risks regarding possible supply chain disruptions caused
by global crises. Specifically, the Covid-19 pandemic caused many companies to reconsider
nearshoring instead of offshoring due to more reliable, resilient, flexible and sustainable
supply chains. Furthermore, nearshoring may bring other advantages, such as a shorter time
to market, more skilled employees, improved brand image and higher productivity due to
automation. In contrast, van Hassel et al. (2022) emphasize that offshoring has increased
risks related to for instance lead time, quality and delivery. Fernandez-Miguel et al. (2022)
discuss that especially during the current global geopolitical tensions, companies should
consider nearshoring as one risk mitigation action. This applies especially to industries
where geopolitical risks are high, such as the energy industry where raw materials and
natural resources are utilized in production. In their study, nearshoring reduced sourcing

risks as well as had a positive impact on the environment.

2.4 Definition of sanctions

Economic sanctions are a foreign policy tool whose aim is to change the undesired behavior
of the sanctions target. Sanctions' target can be a country or a specific location, a private
entity, an industry, an individual or an organization. Sanctions restrictions include for
instance arm embargos, financial restrictions, travel bans, trade restrictions and diplomatic
sanctions. Financial sanctions include asset and funds freezes as well as transaction and
investment restrictions. Travel bans often cover visa bans or restrictions to fly. Trade
restrictions focus on forbidding trade between sanctioned entries and non-sanctioned entries.
Diplomatic sanctions aim to stop diplomatic ties between a sanctioned country and a non-
sanctioned country. Sanctions are imposed by national governments and international
bodies, such as the European Union (EU) and the United Nations (UN). (Felbermayr et al.
2020) In addition to the EU and the UN sanctions, also individual countries may impose
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their own sanctions. For instance, in the United States (US) The Office of Foreign Assets
Control (OFAC) has introduced its own sanctions regimes. In the United Kingdom the Office
of Financial Sanctions Implementation has imposed its own sanctions and in Australia the
Australian Sanctions Offices their own. (OFAC, 2023a, Office of Financial Sanctions

Implementation HM Treasury, 2022 & Australian government, 2023)

The consequences of breaching sanctions may be severe for companies, organizations and
individuals. The most common penalties are monetary fines. Even though most of the
sanctions-related fines have been targeted at the financial industry, OFAC has also fined
several companies operating in the industrial and technology sectors for breaching sanctions
in recent years. The technology company Microsoft Corporation received a fine of almost 3
million US Dollars when breaching Russia, Cuba, Iran and Syria related sanctions between
2012 and 2019 (OFAC, 2023f). In some cases, breaching sanctions may even lead to prison
sentences (Office of Financial Sanctions Implementation HM Treasury, 2023). Even though
a company would avoid legal ramifications when breaching sanctions, breaching sanctions
may cause reputational and financial damage to the company and harm customer
relationships (YLE, 2023a).

This study will focus on the effects of the sanctions imposed by the EU and OFAC as these
sanctions regimes have the biggest impact on Finnish companies. UN sanctions are excluded
from the study as the UN currently has no sanctions regime against Russia. However, the
basic principles of UN sanctions are shortly introduced as many of the EU sanctions regimes

are based on the UN sanctions.

2.4.1 EU sanctions

All companies and individuals in Finland must comply with EU sanctions, as Finland is part
of the European Union. When the European Commission imposes a new sanctions regime,
all member states must implement and enforce it in their legislation. The EU sanctions aim
to promote the EU’s values, fundamental interests and security as well as support democracy,
human rights, preserve peace and strengthen international security. EU sanctions regimes

consist of several types of different sanctions, such as asset freezes and travel bans. The EU
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can also impose sectoral measures, like arms embargoes, economic and financial measures

including import and export restrictions and restrictions on banking services. (EEAS, 2021)

The EU has three different ways to implement new sanctions regimes. First, the EU follows
sanctions imposed by the UN and these sanctions are adopted into EU law. The second
possibility is to reinforce the sanctions imposed by the UN by applying more restrictive
measures or additional measures to the UN’s sanctions policies. The final way is to impose
fully autonomous sanctions regimes, such as the EU’s current sanctions regime against
Russia. (EEAS, 2021)

2.4.2 UN sanctions

UN sanctions are imposed by the United Nations Security Council. The UN sanctions
contain comprehensive economic and trade sanctions, as well as targeted sanctions. Targeted
sanctions focus only on the entries threatening the economy, such as political leaders and
their associates and governments. Targeted sanctions may include arm embargos, financial
restrictions, travel bans, trade restrictions and diplomatic sanctions. Conventional sanctions
target a whole country or industry. However, in the 1990s the UN replaced conventional

sanctions with targeted sanctions. (Sun et al, 2022)

Similarly to the EU sanctions, the aim of the UN sanctions is peacekeeping, peacebuilding
and peacemaking by supporting sanctions targets, such as governments, towards peaceful
actions. Currently, the UN has 14 sanctions regimes in place. As mentioned, the UN has not
imposed any sanctions against Russia, as Russia is a permanent member of the United
Nations Security Council. Thus, Russia has the power to use its veto right in the council to
block all unfavorable actions from their perspective, such as sanctions. (UN, 2023 & UN,
2022)

2.4.3 OFAC sanctions

OFAC sanctions are sanctions imposed by The Office of Foreign Assets Control (OFAC) in

the United States. Most sanctions imposed by OFAC target countries and individuals, such
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as terrorists and narcotic traffickers. OFAC sanctions can be either comprehensive economic
sanctions or targeted sanctions. The OFAC sanctions aim to maintain the United States’
foreign policy and national security goals. (OFAC, 2023a)

OFAC has divided its sanctions into a Specially Designated Nations (SDN) list and a
Consolidated Sanctions List (Non-SDN Lists). The SDN list contains individuals and
companies, which are owned by a sanctions target. It also includes groups and entities related
to terrorists and narcotic traffickers. The Consolidated Sanctions List includes sanctions
targets that are not listed in the official SDN lists, such as the Sectoral Sanctions
Identifications (SSI) list. The Sectoral Sanctions Identifications (SSI) list is a list targeting
only certain sectors in the Russian economy, such as finance, energy, engineering and
defense sector. Currently, OFAC has almost 40 different sanctions regimes in place (OFAC,
2023b & OFAC, 2023c).

Even though Finland is not part of the US jurisdiction, the OFAC sanctions must be complied
with if a company has any ties to the US. This includes for instance a subsidiary or a parent
company in the US or usage of US dollars in a company’s businesses. Even if a company is
using any US technology in their products, the OFAC sanctions must be followed. Therefore,
although the OFAC sanctions are not legally binding in Finland, most companies follow
them. (Ulkoministerio, 2023)

OFAC may also impose so-called Secondary Sanctions. In this scenario, a company
violating the OFAC sanctions may become sanctioned itself, even though the company
would not have any ties to the US. This happened to a Finnish logistics company in 2020
after conducting business with an OFAC-sanctioned Russian company. Becoming a
sanctions target naturally harms a company’s business. (Dow Jones, 2023 & US Department

of the Treasury, 2020)

2.4.4 Sanctions targeting Russia and Russia’s countersanctions

The first sanctions targeting Russia were imposed by the EU and OFAC right after Russia
annexed Crimea on March 2014. The EU and OFAC had rather similar criteria when

determining the sanctions targets in their sanctions regimes against Russia. The EU has
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imposed travel bans and/or asset freezes on the entities and individuals whose “actions have
undermined Ukraine's territorial integrity, sovereignty and independence”. In July 2023 the
EU had almost 1800 individuals and entities as sanctions targets in their Russian sanctions
regime. (European Commission, 2023). After the invasion of Ukraine in February 2022
Russia has become the most sanctioned country in the world as seen in Figure 4. (Statista,
2023)
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Figure 4. Number of international sanctions imposed worldwide before and after February 22, 2022 by

target country (Statista, 2023)

The EU has set several import restrictions on goods originating from Russia, as well as
restrictions on the goods exported from the EU to Russia. The import ban includes for
instance the following goods:

- crude oil (from December 2022)

- refined petroleum products (from February 2023)

- coal and other solid fossil fuels

- steel and iron

- gold and jewelry

- cement, asphalt, wood, paper, synthetic rubber and plastic
The export ban includes for instance the following goods:

- number of dual-use goods (goods that can be utilized both for civil and military

purposes)
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- cutting-edge technology

- certain types of machinery, transportation and oil refining equipment

- energy industry equipment, technology and services

- maritime navigation goods and radio communication technology
In addition to these restrictions, the EU has set bans on European companies related to
providing different services to Russia. For example, accounting and auditing services for
Russian companies are restricted, as well as IT consultancy, legal advice, architecture and
engineering services. The EU has also banned most Russian and Belarusian road, air and
maritime transport from entering the EU. Furthermore, Russian and Belarusian banks are
banned from the SWIFT international payment system, which means that banks in Russia or
Belarus are not able to perform international transactions nor get any foreign currency
through the SWIFT network. (European Council, 2023)

OFAC has several different Executive Orders (E.O.) which define the criteria for a sanctions
target. The first one, E.O. 13660 targets persons “who had undermined democratic processes
and institutions in Ukraine; threatened the peace, security, stability, sovereignty and
territorial integrity of Ukraine; and contributed to the misappropriation of Ukraine’s
assets.” Later three additional Executive Orders were implemented targeting for instance
officials of the Government of the Russian Federation and persons operating in the arms
related material sector of the Russian Federation. Furthermore, individuals and entities
operating in the Crimea, entities operating in certain sectors of the Russian economy as well
as import and export of goods and services from Crimea were targeted for sanctions. On a
detailed level, OFAC’s restrictions regarding goods and services are very similar to the
above-listed EU restrictions. (OFAC, 2023d; OFAC, 2023e)

In addition to these definitions, both the EU and OFAC have defined the so-called “50%
rule”. This means that if a non-sanctioned entity is either owned or controlled indirectly or
directly by a sanctions target of more than 50%, the entity will be sanctioned, even though
the entity itself would not be officially a sanctions target. This rule has caused some
challenges as it might be difficult to determine the actual controller or beneficial owner of
an entity. Even though a person or a company would have smaller ownership than 50% of
the entity, the person or the company might be the controlling body or the beneficial owner

of the entity in practice. Moreover, both the EU and OFAC restrict facilitating “a significant
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transaction” for or on behalf of sanctions targets. The interpretation of a significant
transaction has caused difficulties in the business field and often all transactions between a

non-sanctioned entity and a sanctioned entity are blocked. (Ahn & Ludema, 2020)

The EU and OFAC also have restrictions for so-called “dual-use goods”. These items are
goods, technology and software which can be used both for civilian and military purposes.
Examples of dual-use goods are nuclear technology, different chemical and biological tools,
sensors and lasers as well as some navigation and avionics items. A detailed list of dual-use
goods is published by the EU and OFAC. The export of dual-use goods is not always
prohibited, but a specific license is needed from the country’s authorities. In Finland, the
authorization license is granted by the Ministry of Defense, National Police Board or by the
Ministry for Foreign Affairs depending on the product. (EUR Lex, 2021; US Department of
Commerce, 2020; Ministry of Foreign Affairs of Finland, 2023)

In March 2014 Russia implemented countersanctions against Western countries. Russia
banned imports of agricultural products, such as fish, fresh milk, dairy products, fruits and
vegetables to Russia from the US, the EU, Canada, Australia and Norway. Furthermore,
Russia increased the price of natural gas as a counteraction to the sanctions. (Bayramov et
al., 2020; Korhonen et al. 2018) After the invasion of Ukraine, Russia has imposed more
countersanctions to “unfriendly states”, including the EU member states, the US as well as
many other Western countries. This includes, for instance, the following measures:
- Russian debtors are allowed to pay their debts to non-Russian creditors in Russian
Rubles
- Natural gas purchases from Russia must be paid in Rubles
- “Unfriendly states” are not allowed to purchase Russian Rubles
- Russian residents are not allowed to provide loans, sell real estate or securities to the
residents based in “unfriendly states”.
In addition, Russia has banned the import of telecommunication, forestry, medical and

agricultural products from “unfriendly states”. (Financier Worldwide; 2022; Reuters, 2022)
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2.5 Literature review

The impact of sanctions against Russia on Finnish companies’ supplier relationship
management or supply chains has not been widely studied previously. There is generally
speaking only a limited number of studies on the effects of sanctions on supply relationship
management or supply chains. Also, the impacts of the sanctions against Russia on the
Finnish economy have not been studied extensively, especially after the invasion of Ukraine
started in 2022. Regarding the time frame of the issue, most of the studies focus on the
sanctions against Russia imposed after the annexation of Crimea in March 2014. Also, most
studies focus on how the sanctions have impacted the target country, in this case Russia, and
not the countries imposing the sanctions. Ahn & Ludema (2020) and Sun et al. (2022) argue
that the majority of the literature focuses on the impact of sanctions on the politics of a target
country. The impact of sanctions on the country imposing the sanctions is only occasionally

included in the research.

2.5.1 Impact of sanctions on supply chains and supplier relationship management

There are plenty of studies focusing on supply chain risk management. However, the impact
of sanctions is often only mentioned as one of the consequences of political instability
together with other macroeconomic risks. The risks related to sanctions have increased in
recent years especially due to the globalization of the supply chains and an upsurge of
instability and tensions in world politics. Assuming insufficient supplier pre-audits and
monitoring, even though the odds of having a sanctioned entity in a company’s supply chain
may be small, the consequences of the occurrence might have a huge negative impact on the

company’s performance and reputation. (Davarzani et al. 2015; Zegordi & Davarzani, 2012).

Zegordi & Davarzani (2012) have developed a supply chain distribution analysis model in
which sanctions are identified as one of the main risks in the supply chain. Sanctions often
restrict the cooperation between the sanctioned party and the supplier in several ways. As an
example, Zegordi & Davarzani (2012) highlight challenges in payment procedures as
financial institutions may block payments to or from a sanctioned party. Also,

communication with the sanctioned party may be restricted, as in their research the suppliers
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are not allowed to answer orders or provide after-sale services to the sanctioned party. Sun
et al. (2022) discuss that having a sanctions target in the supply chain often contaminates the
whole supply chain. According to their study on Zimbabwean state-owned companies, the
financial performance of all supply chain members decreased if one or more companies
inside the supply chain network were sanctioned. They highlight that sanctions are a serious
external threat to the whole supply chain network caused by political instability. Davarzani
etal. (2015) emphasize the difficulties in the pro-active management of econo-political risks,
such as sanctions, as often these risks are caused by sudden undesired political actions and

the international response might be difficult to predict.

Davarzani et al. (2015) studied the impact of sanctions on supply chains in the automotive
industry. The case company in their study was a manufacturing company in the Middle East
whose supply chain was not directly sanctioned, but the company had been impacted by
sanctions as a side effect. The study highlights that the short-term and long-term impacts of
sanctions can be quite different. Short-term impacts in supply chains often include urgent
fixes to avoid operational failures, whereas long-term impacts of sanctions include changing
the strategic direction of a company in terms of product choices, innovation, production,
market segmentation as well as export goals. As a short-term impact, Davarzani et al. (2015)
bring up challenges caused by sanctions in the distribution of material flows in terms of
procurement and logistics. Automotive spare parts may be suspected to be dual-use goods,
meaning that the parts could be used in sanctioned activities, such as military or nuclear
activities. Thus, suppliers often require documentation ensuring that the spare parts are not
to be used for dual-use activities. Some suppliers may also increase prices or even terminate
the contract if they consider the supplier-buyer relationship to be too risky. Secondly,
Davarzani et al. (2015) point out the sanctions’ impacts on financial flows. Sanctions may
target financial institutions used by the companies. This brings challenges for money
transfers, especially in terms of international trade. Some companies may be forced to use
cash transactions in trade, which is a costly and slow method of financing. Furthermore,
Davarzani et al. (2015) and Sun et al. (2022) discuss how sanctions may impact knowledge
transfer and technology purchases in the whole supply chain and the target country.
Sanctions often ban the knowledge transfer of technology and licensing of military and
nuclear activities. Some bans may consider also relevant technology and licensing in other

non-sanctioned fields of business, such as the automotive industry.
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In terms of the long-term impacts of sanctions, Davarzani et al. (2015) evaluated strategic
changes implemented by the manufacturing case company. The sanctions forced the Middle
Eastern manufacturer to search for new suppliers from East Asia instead of Europe, as the
sanctions restrictions were mainly imposed and followed by Western countries. This led to
lower prices, but also to lower quality. New suppliers had been also found domestically. The
manufacturer had changed their transportation routes to avoid details caused by inspections
of dual-used goods and opened bank accounts in non-sanctioned financial institutions.
Interestingly, regardless of the sanctions, the case company which was located in a country
that was heavily sanctioned over two decades had been able to grow at an annual rate of
20%.

Davarzani et al. (2015) also bring up the secondary effects of the sanctions. For instance, in
the country where the case company was located, fuel prices had faced significant increases
due to sanctions, as the sanctions restricted the import of oil to the country. The sanctions
also increased the exchange rate, which increased the price of imported products. Sanctions
can also cause regulatory and public restrictions to the companies operating in the sanctioned
country. For instance, the country where the case company was located was not able to join

the World Trade Organization, which caused higher tariffs on imported products.

Golikova & Kuznetsov (2016) studied how the sanctions against Russia affected Russian
manufacturing companies after the annexation of Crimea in 2014. Their study shows quite
similar conclusions to what Davarzani et al. (2015) have made. The sanctions against Russia
have most impacted manufacturing companies of raw materials and components. According
to the study the companies who imported these items into Russia were impacted the most,
although exporting companies also suffered from sanctions to some extent. Companies have
been forced to search for new suppliers outside of the EU and Ukraine, mostly switching to
suppliers from Asia. Similar to what Davarzani et al. (2015) and Sun et al. (2022) found in
their studies, Golikova & Kuznetsov (2016) also point out that technologically advanced
companies have been especially vulnerable to sanctions risks. Sanctions can substantially
complicate the import of technological equipment and components into a country which
could lead to the deterioration of the reliability and predictability of a manufacturer’s

production.
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Tantoush et al. (2009) have evaluated how sanctions have impacted trust, communication,
cooperation and relationship commitment between the buyer-supplier relationships in five
Libyan oil companies. Based on their study when the sanctions were imposed there was a
strong decline in trust. Hence, the sanctions had the most impact on the level of trust between
the two sides. Communication between the suppliers and the Libyan oil companies also
changed during this era. Mostly the confidence in communication channels as well as
timeliness and relevance of communication was impacted. Relevant information was not
shared adequately and in general, the level of communication between the parties
diminished. Cooperation between the suppliers and the buyers also deteriorated and Libyan
oil companies were not seen as friendly business partners anymore. The level of commitment
between the two sides decreased as suppliers were not motivated to harmonize their goals
with the buyers. Golikova & Kuznetsov (2016) also discuss how being a sanctions target
may risk the partnership between the buyer and the supplier and altogether reduce

opportunities for finding new partnerships.

2.5.2 Impact of sanctions on sanctioning countries

Crozet & Hinz (2016) have studied the trade impact of the Russian sanctions and
countersanctions on the EU countries as well as the US and Japan. The study focuses on the
period from the annexation of Crimea in 2014 until the end of 2015. The study evaluated
that during this period the loss of trade in the sanctioning Western countries was 42 billion
US Dollars and 92% of this was incurred by the EU countries. According to the study,
Finland suffered the most in terms of decline in total exports to Russia together with Poland
and Germany. For instance, monthly losses of exports from Finland to Russia increased
considerably to up to 100 million US Dollars per month. Interestingly, the study argues that
the Russian countersanctions only accounted for 13% of the lost trade, meaning that the
majority of losses, 87%, consisted of indirect and unintended measures of the sanctions.
Crozet & Hinz (2016) evaluate that losses caused by indirect and unintended measures result
from the legal and political environment of sanctions as well as from “de-risking”. De-
risking refers to the situation where financial institutions do not provide trade finance
services to Russia due to instability caused by the sanctions, which complicates the trade
between Europa and Russia. Similarly to Crozet & Hinz (2016), also Ahn & Ludema (2020)
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and Sun et al. (2022) state that international companies, financial institutions and investors
may choose not to trouble themselves with caution in managing the often ever-evolving and
complex regulations related to sanctions compliance. Therefore, companies may avoid
investing in an industry or country heavily associated with sanctions. In other words, the
whole industry or supply chain can get contaminated by the influence of sanctions, not only
the targeted companies. Korhonen et al. (2018) have studied how the sanctions against
Russia and Russia’s countersanctions have affected the EU’s and Russia’s economies.
According to their study, the Russian countersanctions have only had minor effects on the
EU countries. However, the food sector in some EU countries has suffered a lot, as the

countersanctions banned almost all food export from the EU to Russia.

Bayramov et al. (2020) have studied the impact of the sanctions against Russia on Central
and Eastern European counties (CEE countries: Bulgaria, Czech Republic, Estonia,
Hungary, Lithuania, Latvia, Poland, Romania, Slovenia, Slovakia) and Commonwealth of
Independent States (CIS countries: Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyzstan,
Moldova, Russia, Tajikistan, Uzbekistan). According to their study, the sanctions against
Russia have negatively affected the GDP of CEE and especially CIS countries. The main
reason for the decrease in GDP in CIS countries was the new migration law established by
Russia, which complicated the working possibilities of migrants in Russia. Migrants from
CIS countries working in Russia had been an important source of income for the countries.
The study argued that CIS countries importing oil and gas (Armenia, Kyrgyzstan, Tajikistan,
Uzbekistan, Belarus and Ukraine) suffered the most, as they were dependent on Russian
resources. The Russian countersanctions banned agricultural exports from the EU to Russia,
which had a major impact on the EU and CEE countries. For example, Polish exports to
Russia decreased from US Dollars 7069 million to US Dollars 3839 million between 2014
and 2015. According to the study, the economic effect of decreased exports from the EU to
Russia would have been much worse without the European Commission’s support of the

agricultural sector.

2.5.3 Effectiveness of sanctions targeting Russia

Ahn & Ludema (2020) have studied how sanctions imposed by the EU and OFAC have

affected Russian companies from the start of the Crimean annexation in 2014 until 2019.
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According to their study, the negative impact of the sanctions has been severe at the company
level. They have identified that sanctioned companies have lost around one-quarter of their
operating revenue, over one-half of their asset value and one-third of employees compared
to their non-sanctioned peers. However, the study highlights that the observed change in a
sanctioned company’s economic performance may be somewhat misleading. This is because
the Russian government has supported many “strategic” sanctioned companies whose goods
or services are highly valued by the government. Therefore, the sanctions have not had much
of an observable effect on these “strategic” companies, most likely specifically due to
government support. Government support reduces the effectiveness of targeted sanctions as
part of the risk is transferred from the company level to the governmental level. Thus, the

economic harm of the sanctions may be diverted to the civil population.

Similarly to Ahn & Ludema (2020), Gaur et al. (2023) studied the impact of the EU and
OFAC sanctions on Russian companies between 2014 and 2020. The main hypothesis of
their study is that targeted economic sanctions work when sanctioned companies benefit
from international markets. Targeted sanctions often block access to cross-border financial
markets as well as complicate business relationships between the sanctioned companies and
non-sanctioned companies. One possibility for a sanctioned company is to cut ties to the
sanctions regime, in this case Russia, to continue business in the international markets.
However, the study argues that it might not be profitable as the company may lose business
opportunities and gain a negative reputation in its home environment. Often a sanctioned
company will choose a middle road, meaning that they will continue doing business in the
sanctions regime as well as internationally as much as possible. The assumption made by
Gaur et al. (2023) is that targeted sanctions would have a significant negative impact on the
company level especially in the beginning when the sanctions are imposed. The main reasons
for the negative economic impact are the decrease in cross-border trade and financing
possibilities. However, the negative impact of sanctions will decrease over time when
sanctioned companies adapt their business strategies to the sanctions. Sanctioned companies
have for instance implemented alternative financial possibilities, modified their ownership

structures and found new international markets.

Interestingly the findings of the study made by Gaur et al. (2023) are quite different from
the findings made by Ahn & Ludema (2020). Gaur et al. (2023) state that the sanctions have
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caused some short-run negative effects on the sanctioned companies, but in most cases the
sanctions do not have any significant negative impacts on the sanctioned companies in terms
of turnover or employment. The results of the study conducted by Gaur et al. (2023) show
that the performance of Russian companies has actually improved over time, as companies
have updated their strategies to adapt to the new market situation. For instance, after the EU
banned the import of Russian oil in 2022, Russia started to export crude oil to India. Oil
exports from Russia to India increased from 1% to 35% of total exported volumes. The
sanctions had a lesser impact on the Russian exporters operating for example in
manufacturing, mining and quarrying than on companies that operated domestically inside
Russia. As Ahn & Ludema (2020) discuss, also Gaur et al. (2023) point out that one reason
for the good performance of the sanctioned companies may be that the Russian government
has supported the companies, which has reduced the effects of sanctions on the company

level.

Aalto & Forsberg (2015) have studied the structuration of Russia’s geo-economy under the
economic sanctions focusing on Russia’s geographic, financial and institutional dimensions
between 2014 and 2015. Based on their findings, the sanctions impacted the geographic
dimension for instance by slowing down the development of oil resources projects. In the
financial dimension, sanctions only had a minor effect on the Russian economy. Similarly
as Dreger et al. (2016) and Korhonen et al. (2018), Aalto & Forsberg (2015) state that the
decrease in oil and natural gas prices on the global markets had more effect on Russia’s geo-
economy than the sanctions. According to the study, the sanctions did not affect Russia’s
arms exports at all. The Russian banking sector was impacted by the sanctions, but the banks
received state emergency credits from the Russian government. The sanctions affected
Russia’s institutional dimension by decreasing its economic power relative to the Western
countries. However, Aalto & Forsberg (2015) highlight that Russia has found new trade
opportunities with China and the Eurasian Economic Union which may compensate for the

losses related to the sanctions.

Davarzani et al. (2015) discuss the possibility of circumvention of sanctions. In their study,
they recognized that especially large companies succeeded to circumvent sanctions
effectively. Even though their study focused on the Middle East, similar findings are brought

up regarding Russia. The Finnish Institute for Economic Research reports that imports from
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Finland to the neighboring countries of Russia, i.e. Armenia, Georgia, Kazakhstan and
Kirgizia have increased significantly after the invasion of Ukraine. Before the invasion,
Finnish exports to the neighboring countries of Russia were approximately 10 million euros
per month. After the invasion they have risen to 25-30 million euros per month. In addition,
some companies which have imported goods into Russia before the invasion have started to
import goods into the neighboring countries of Russia after the invasion. It is likely, that the
final destination of the goods has been Russia. (VATT, 2023)

Gaur et al. (2023) argue that even though the US, the EU and other jurisdictions have
imposed strict sanctions against Russian entities, individuals and the Russian government
for almost ten years, the sanctions against Russia have not achieved the desired foreign
policy goals. This is evident for example after witnessing the invasion of Ukraine which
started in February 2022 even though the first sanctions against Russia were imposed already
after the annexation of Crimea in 2014. The sanctions did not change the behavior of the
Russian government nor brought peace. In their study, Oxenstierna & Olsson (2015)
evaluated the effects of the EU and US sanctions against Russia after the annexation of
Crimea. They point out that even though the sanctions had some effects on Russia’s
economy, the political goals of the sanctions were not achieved in 2015. Oxenstierna &
Olsson (2015) estimated that as long as strong propaganda towards Western countries
continued in Russia, there would not have been enough public pressure inside Russia to stop
the annexation of Crimea. Thus, the political goals of the sanctions in 2015 were improbable
to have been achieved as the behavior of the Russian government was unlikely to change

from internal pressure.

2.5.4 Effectiveness of sanctions in general

The general effectiveness of sanctions raises a lot of questions. As discussed, the main goal
of the sanctions is to prevent the sanctioned entry from taking undesired actions. However,
as Dreger et al. (2016) state, sanctions often also have effects on the sanctioning countries
as well as on the civil population residing in the sanctioned country. Also, individuals having
a sanctioned country’s citizenship or companies having any ties to the sanctioned country

might suffer from sanctions.
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Carneiro & Apolinario (2015) have examined how both targeted sanctions and conventional
sanctions have affected human rights in several African countries. Targeted sanctions focus
only on certain entries threatening the economy, whereas conventional sanctions target for
instance the whole country. Interestingly the study argues that also targeted sanctions have
had a significant negative impact on human rights in the examined countries, even though a
specific country was not a target of sanctions. For instance, targeted sanctions had triggered
domestic confrontations which most likely would not have happened without the sanctions.
Similarly, Davarzani et al. (2015) discuss that even though sanctions only targeted the
governmental level of a country, the sanctions also negatively impacted the private sector.
This might increase the relative power of a country’s government and reduce the
effectiveness of sanctions because especially in developing countries the private sector is
often in competition with the governmental sector. Furthermore, Davarzani et al. (2015)
argue that large companies and governmental bodies seem to circumvent sanctions quite
efficiently. Thus, the need and overall impacts of sanctions on all related parties must be

carefully considered before they are implemented.
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3 Research methodology

The research methodology of the study is presented in this chapter. First, a research design
is described. This study is a qualitative research, more specifically an exploratory case study.
In the second and third sub-chapters the data collection method as well as the selection
criteria for the case companies and the interviewees are discussed. In the fourth sub-chapter
the data analysis method is presented. Finally, the reliability and validity of the study is

evaluated.

3.1 Research design

The first step of the research process is to select a suitable research method. Often either
qualitative or quantitative method is chosen. Also, a mixed methodology research method
may be utilized, where both qualitative and quantitative methods are used (Libarkin &
Kurdziel, 2002). Qualitative research methods are mostly used when studying real-life
experiences and phenomena, and quantitative research methods when existing hypotheses
and theories are being evaluated. In qualitative research non-numeric data, such as
interviews or questionnaires is often utilized. In contrast, numeric data is the main source of
data collection in quantitative research (McCusker & Gunaydin, 2014). This study aims to
answer the following research questions:

Main RQ: What kind of challenges the sanctions against Russia imposed after the invasion
of Ukraine have caused to the case companies’ supply chain risk management and how have
they faced the challenges?

SQ1: How has supplier selection changed due to the sanctions against Russia imposed after
the invasion of Ukraine?

SQ2: How has supplier relationship management changed due to the sanctions against
Russia imposed after the invasion of Ukraine?

SQ3: How have supply chain risk management strategies changed due to the sanctions

against Russia imposed after the invasion of Ukraine?
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Answering these questions with only numeric data would have been impossible. Thus, a
qualitative research method was suitable for this study. More specifically, a case study
research method was utilized. Case study is one of the qualitative research methods which
is often applied in the research field of supply management. The case study process is
presented in Figure 5. Case study is an applicable method in studies where a current
phenomenon is investigated in a real-life context. Also, the boundaries of the phenomenon
and the context are not obvious, and often several sources of evidence are used (Kahkdnen,
2011). The first step of the case study is a literature review. This step aims to create the basis
for the research and map possible research gaps. The research questions and the research

methodology are based on the literature review.

¢ ¢ 6666604«

Figure 5. Case study research process (adapted from Kéhkdnen, 2011)

The next step is to select the cases and data collection method. The data collection method
in this study was interviews. Therefore, an exploratory case study method was used. The
data gathered from the interviews aim to answer “how” and “why” questions, which is one
of the main characteristics of an exploratory case study. Seuring et al. (2008) define an

exploratory case study accordingly as “an exploratory case study is aimed at defining the
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questions and hypotheses of a subsequent study or at determining the feasibility of the
desired research procedure”. Case studies can consist either of single cases or multiple
cases. In this study data was collected from several companies and interviews, and a multiple
case study method was used. Even though the depth of the study might not be as detailed as
in a single case study, the advantages of the multiple case study method are the smaller
observation bias and increased external validity. Furthermore, the cases can be compared
more easily and a stronger base for theory building can be provided. The final steps of the

case study process are to analyze the collected data and draw conclusions. (K&hkdnen, 2011)

3.2 Data collection

The data for this study was collected from the interviews. As Eisenhardt & Graebner (2007)
discuss, interviews are an efficient way to gather rich and empirical data for case studies.
There are three different interview types used in the research: structured, semi-structured
and unstructured. In structured interviews, questions are often asked in the same order from
the interviewees. The questions are based on a questionnaire and are usually scaled with a
specific scaling system. In semi-structured and unstructured interviews, the structure is more
flexible and the interviews are more interactive. Both structured and unstructured interviews
are commonly used in qualitative research. (Edwards & Holland, 2013, 3) The main
difference between semi-structured and unstructured interviews is that in the semi-structured
interview the researcher has a predefined set of questions, and the questions as well as the
order of the questions can be modified throughout the interview based on the answers. In
contrast, in the unstructured interviews the researcher has only the topic of the study, but no
predefined questions. (Edwards & Holland, 2013, 29-30)

In this study, a semi-structured interview methodology was used. The interview questions
were predefined, but the structure of the questions was flexible. Also, the questions were
slightly modified during the interviews based on the interviewees’ background and answers.
Some questions were added during a specific interview and some questions were not asked
at all. The questionnaire form (Appendix 1) was sent to some of the interviewees in advance
if requested. The detailed topic of the interview was explained in the interview email

invitation for all attendees.
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3.3 Selection of case companies and interviewees

The case companies as well as the interviewees are presented in this study anonymously due
to the sensitivity of the topic. The case companies were selected based on the following
criteria:

- Business operations in Russia and/or Ukraine before the invasion of Ukraine

- Operating in the industrial and/or energy sector

- Operates in Finland and is listed on the Finnish stock market
All the case companies are public limited companies listed in the Finnish stock market,
Helsinki Nasdag. Finnish public limited companies are obligated to publish their annual
reports. Thus, the case companies fulfilling the criteria were easily found from open sources.
Five industrial and energy companies were selected for the research as case companies. All
of the case companies had some business operations in Russia and/or Ukraine before the
invasion. Business operations included procurement or sales to/from Russia/UKkraine,
manufacturing in Russia/Ukraine, a subsidiary in Russia/Ukraine, and having stakeholders
and other counterparties in Russia/Ukraine. The turnover of the case companies in 2022
varied between approximately 2 billion to 28 billion Euros and the companies employed
approximately 4000 to 62 000 employees in 2022. In addition, one interviewee represented
a consultancy company operating in the sanctions and export compliance sector. The
company was specialized in assisting companies operating in export and import business
with sanctions-related risks. The interview gave valuable information on export and import

companies’ sanctions and compliance management on a general level.

The interviewees were selected from the personal network of the researcher or from
LinkedIn based on their knowledge regarding the topic. All interview candidates were
approached via email. Eventually, seven specialists were interviewed from six different
companies (see Table 1). Six specialists worked in an industrial or energy company and one
in a consultancy company. Two interviewees were selected from one case company due to
their different backgrounds. Some interviewees had a deeper knowledge of sanctions and
compliance, and some of supply chains and supplier management. This setting brought a
beneficial perspective to the interviews as the topic was covered from slightly different

angles during each interview session.



42

Company 1 Interviewee A & C
Company 2 Interviewee B
Company 3 Interviewee D
Company 4 Interviewee E
Company 5 Interviewee F
Company 6 Interviewee G

Table 1. Case companies and the interviewees

All the interviews were conducted via Microsoft Teams application in June and July 2023.
The sessions were recorded. The length of the interviews varied from approximately 30 to

60 minutes. Six interviews were held in Finnish and one in English.

3.4 Data analysis

The final steps of the case study process are data analysis and conclusion drawing. As
Ké&hkonen (2011) emphasized, the data analysis is a critical phase of a case study. A
qualitative content analysis method is utilized in this study. According to Lindgren et al.
(2020) and Elo & Kyngés (2008), qualitative content analysis is often used when the data is
collected from interviews. Saunders et al. (2009) discuss that content analysis is a suitable
data analysis method in qualitative research where the research questions are “what”,
“when”, “where”, “who” and “how” questions, like in this study. The first part of the data
analysis is to transcribe interviews into written format and get familiar with the data. The
next step is the coding process of the data. In this step the data is broken into pieces and
irrelevant words and sections are excluded from the data. Most important themes and topics
can be for instance color-coded or sorted and summarized as mind maps. The coding aims

to provide the basis for the categorization of the data. (Kéhkonen, 2011; Lindgren et al. 2020)

After the data is coded, it is categorized by the themes. As Kéhkonen (2011) and Merriam

& Tisdell (2016, 199) discuss, the categories can consist of words, sentences, paragraphs or
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themes. In this study, the categories consisted mostly of sentences. After the categorization,
four different categories were recognized:

- Sanctions’ impact on a case company’s general performance

- Sanctions’ impact on supplier selection

- Sanctions’ impact on supplier relationship management

- Sanctions’ impact on supply chain risk management
As Merriam & Tisdell (2016, 214) discuss, the categories aim to help answer the research
questions. Even though the categories were defined to some extent already in the interview
questionnaire, some themes were discussed in different categories and the data was
combined to the correct category in this phase. The last phase of the data analysis is to draw

conclusions and compare the gathered data with the existing literature (K&hkonen, 2011).

3.5 Reliability and validity

Reliability and validity are the most important factors of a research. According to Saunders
et al. (2009, 202), reliability refers to replication and consistency. Especially in quantitative
research, the reliability of a study is considered high if other researchers can replicate the
earlier study and present similar findings. Saunders et al. (2009, 202) divide reliability into
internal and external reliability. Internal reliability refers to consistency throughout the
research project. Consistency can be achieved by coding, analyzing and interpreting the data
carefully. Saunders et al. (2009, 202) define external reliability as the ability to produce
consistent findings with the data collection and analysis methods, even when similar
techniques would be used in other studies. Kéhkonen et al. (2011) point out that an efficient
way to increase reliability is to create a case study database where the research process and
interview questions are documented. In addition, having more than one researcher included
in the process increases the reliability of the process. In this study, the predefined
questionnaire form was utilized in every interview and the questionnaire can be found in
Appendix 1. All the interviews were recorded to ensure that all information is stored and
transcribed carefully. Also, the research methodology process is described in detail in
chapter 3 to increase the reliability of this study.

The validity of a research evaluates the suitability of the research measures used, how

accurate the results of the analysis are and how generalizable the findings are (Saunders et
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al., 2009, 202). As Stuart et al. (2002) discuss, there are three different types of validity.
These are internal validity, external validity and construct validity. Internal validity aims to
establish a causal relationship between two variables. As Kahkonen (2011) addresses,
internal validity is relevant in causal or explanatory case studies. This study is an exploratory
case study, therefore specific additional measures to ensure the internal validity of the study

are not taken.

External validity represents the generalization of the results to other similar situations and
the accuracy of the results in terms of the studied phenomenon (Kahkonen, 2011 & Saunders
et al., 2009, 204). Stuart et al. (2002) discuss that often the issue in case studies is that the
number of cases is rather small to enable results to be generalized. This study focuses on the
impact of the sanctions against Russia on Finnish industrial and energy companies, and it
can be argued that the results of this study could be rather reliably generalized to other
Finnish companies operating in the same business fields. This can be concluded from the
fact that a correlation can be observed across the case companies between having faced
comparable challenges and having utilized relatively similar kinds of measures to tackle the
issues. Even though the number of case companies in this study is not large, the selected
case companies are some of the largest companies in Finland and capture a major market
share in the business fields they operate in. Therefore, in an abrupt, dramatic force majeure
style event, if certain patterns can be recognized among some of the biggest companies with
the most resources, it is likely that also the competitors in these business fields would be
experiencing comparable or even greater challenges. However, it may be challenging to
generalize the results of this study to other business fields without further research and

evidence.

As Kahkonen (2011) and Stuart et al. (2002) present, construct validity is the extent to which
the correct operational measures of the studied concepts are used. Construct validity can be
improved for instance by using multiple sources of information, establishing a chain of
evidence and asking key informants to review the case study report. As this study is a
multiple case study, validity is increased by using multiple sources of information. Also, the
research process is well documented and all interviews are recorded and documented as a

chain of evidence.
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4 Empirical results

In this chapter the empirical results of the semi-structured interviewees are presented. The
interview questions were divided into four different categories. First, the general impacts of
the sanctions against Russia on Finnish industrial and energy companies are discussed. Next,
the impacts of the sanctions against Russia imposed after the invasion of Ukraine on supplier
selection are evaluated. The third section covers the impacts of the sanctions against Russia
imposed after the invasion of Ukraine on supplier relationship management. The final
chapter evaluates the effects of the sanctions on supply chain risk management strategies.
Each interview started with general questions regarding the interviewee’s position and

background but due to anonymity, the answers are excluded from the study.

4.1 Impact of the sanctions against Russia in general in the industrial and energy

sector

The aim of questions one and two (see Appendix 1) was to map the general and indirect
impact of the sanctions against Russia before the Russian invasion of Ukraine in 2022 and
after the invasion. The first sanctions against Russia were imposed in 2014 due to the
annexation of Crimea. As all of the case companies had businesses in Russia before the
invasion of Ukraine, the companies were familiar with Russia-related sanctions even before
to invasion. Most of the companies had different sanctions tools and processes already in
place. Especially different know-your-counterparty/supplier processes were implemented in
the case companies at some level already before the invasion. In most cases a due diligence
check for the counterparties was at least performed at the beginning of the relationship.
However, continuous monitoring of the counterparties was not implemented in all case

companies.

Other general impacts of the sanctions against Russia imposed after the invasion of Ukraine
were asked in question two. Three interviewees highlighted challenges in the availability of
raw materials and other components caused due to the sanctions. Especially the shortages in

plywood, steel and circuit cards were brought up. The shortages raised the prices of certain
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products and in some cases, the products had to be sourced from new suppliers. Also, the
indirect impacts of the sanctions such as the energy crisis were emphasized in a few
interviews, as the high prices of energy, fuel and gas had raised the general expenses of the
case companies. In addition, the general inflation caused by the invasion was mentioned in

two interviews.

At the time of the interviews, all case companies had withdrawn all their operations from
Russia and terminated all their businesses with Russia due to the invasion. Three
interviewees mentioned that manufacturing from high-risk countries had been transferred to
low-risk countries after the invasion. One interviewee brought up that even though the first
sanctions against Russia were imposed already in 2014, businesses in Russia were continued
in most cases normally as far as the sanctions permitted. However, after the invasion of
Ukraine, many companies withdrew all their operations from Russia and terminated all their
businesses with Russia mostly due to public pressure, even though in some cases continuing

the businesses would have been allowed in terms of the sanctions.

During the interviews, it was also discussed that the invasion of Ukraine brought the war
closer to Finland which increased the awareness of the sanctions in many Finnish companies.
Especially in some small and medium-sized companies the awareness of the sanctions was
perhaps not at a high level before the invasion, even though the company would have had
businesses in Russia. In addition, awareness regarding the restrictions related to dual-use

goods was raised after the invasion.

4.2 Impact of the sanctions against Russia on supplier selection

Questions 3-5 (see Appendix 1) focused on the impact of the sanctions imposed against
Russia due to the invasion of Ukraine in terms of supplier selection. The third question
evaluated the impact of the sanctions on supply selection on a scale of one to five, one being
no impact and five being a very high impact. The interviewees estimated that the sanctions
have had either a moderate, high or very high impact on supplier selection (see Figure 6).
Interviewees C and F estimated the impact being moderate and A and B high or very high.
The question was addressed to the interviewees based on their background and not everyone

was able to give a numeric grade.
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Impact of the sanctions against Russia on
supplier selection

No impact Minor impact Moderate impact  High impact  Very high impact

Figure 6. Impact of the sanctions against Russia on supplier selection estimated by the interviewees (n=4)

The case companies which considered the impact being high or very high had purchased raw
materials from Russian suppliers before the invasion. Finnish industrial and energy
companies had purchased a lot of raw materials from Russia, such as crude oil & other
petroleum products, gas, steel, iron, wood and synthetic rubber. After the invasion, it has
been prohibited to import any of these raw materials into the EU. Thus, all Russian suppliers
must have been replaced with new suppliers outside of Russia. According to most of the
interviewees, it has been rather challenging to find replacements for some of the suppliers.
Especially in industries where there are not a lot of suppliers available, changing suppliers
requires a lot of work and is time-consuming. For instance, in some industries, a long lifetime

of testing for certain components is required from each supplier.

“We have always had alternative suppliers outside of Russia, but the imported volumes from
Russia and exported volumes to Russia have been massive. Thus, replacing the gap with
Western suppliers has been challenging. However, we have been able to do it without any

production interruptions. ” (Interviewee B)

“The speed of changing suppliers in the mechanical sector is not fast.” (Interviewee C)
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Interviewees E and F mentioned that even though their companies had not imported raw
materials from Russia before the invasion, they must now make sure that not any of their
suppliers are using raw materials brought from Russia. Thus, the origin of the raw materials
used by all suppliers must be carefully identified. This has caused extra work for the

company when selecting new suppliers.

“Raw materials are still produced in Russia and we must ensure that we do not use
sanctioned raw materials produced in Russia. This has increased the amount of work as we
must be more precise and the origin of the raw materials must be clarified. If there are any
suspicions about where the raw materials are coming from, we might have to exclude some

suppliers.” (Interviewee F)

“We did not have suppliers directly from Russia or Belarus, so in that sense no big changes
[had to be made]. Some raw materials, for instance iron and wood are coming now outside
of Russia and we must ensure, that no raw materials [used by the suppliers] are originating

from Russia.” (Interviewee E)

It was also mentioned that as the case companies had already rather sophisticated supplier
selection processes in place, the new sanctions imposed after the invasion did not have that

much effect.

“Steel was the only raw material imported from Russia. We have been forced to change
suppliers to Western ones, but other than that there has not been a dramatic change [to the

supplier selection].”” (Interviewee C)

Question four addressed the risks the sanctions have brought to supplier selection. Most
interviewees mentioned the risks related to circumvention of the sanctions. It was discussed
that for instance the import from Finland into the neighboring countries of Russia, such as
Kazakhstan, had increased significantly after the invasion. Also, countries such as Turkey
and China are importing raw materials from Russia. This has caused some countries which
were not considered high-risk countries to be classified as high-risk countries after the

invasion.
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“The number of international operators and suppliers, who operate only for money and see
that there is considerable margin available from buying steel from Russia and lying to the
European companies that the origin is from somewhere else, has significantly increased.
Some suppliers are even operated by the Russian state and have just established a front
organization/buffer company to Kazakhstan or Turkey to act as a “smokescreen” in

between. “ (Interviewee G)

Few interviewees mentioned that new suppliers are rather selected from low-risk countries
to mitigate the possible risks. European suppliers are preferred, as they are also committed
to following the EU sanctions. Interviewee C mentioned that the price is not anymore the
main driver in supplier selection, instead suppliers are selected based on trustworthiness and

having similar values.

“We are going from the global world to a world, which is not so open.” (Interviewee E)

Interviewee D brought up that their risk appetite regarding supplier selection was already

strict before the invasion, so in that regard, no new risks arose after the invasion.

The fifth question focused on the changes made in supplier selection due to the sanctions
against Russia imposed after the invasion of Ukraine. The main observations are presented
in Table 2.

Stricter know-your-counterparty/supplier process
More detailed background checks
Stricter supplier selection criteria

Focusing on the red flags
Functioning processes and code of conduct

Multi-sourcing + nearshoring

Table 2. Most important changes made to the supplier selection due to the sanctions against Russia imposed

after the invasion of Ukraine
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Five out of seven interviewees mentioned that their know-your-counterparty/supplier
process has become stricter and more detailed after the invasion. Suppliers, customers and
other counterparties are identified in the supplier selection phase, but also regularly
throughout the cooperation. Interviewee D stated that in their company a screening tool for
supplier onboarding was already implemented before the invasion. Thus, the new sanctions
did not bring any changes to the process. Many interviewees also brought up that new criteria
had been added to the know-your-counterparty/supplier process. For example, new high-risk
countries, a more detailed description of the ownership structure and the origin of the raw
materials were included into the process. Also, the background checks for new suppliers had
become more detailed. Two interviewees highlighted the importance of deeper due diligence
check for the new suppliers. Their companies had used a third-party auditor for strategic

suppliers.

“Know-your-counterparty process has become more detailed even before the closure of
Russian borders. Background checks for a company’s ownership structure have become
more detailed. For instance, it is checked how the ownership has expanded to different
countries and are there any sanctioned individuals behind the company. The process is more

time-consuming. ” (Interviewee B)

Interviewees A and G pointed out the importance of focusing on so-called “red-flags” in
supplier selection. Red flags refer to rules and regulations a company considers to be high-
risk, such as certain industries or locations. Many large companies might have thousands of
suppliers, so performing detailed continuous due diligence checks for each low-risk supplier
might not be smart. The efficient way in sanctions risk management is to focus on high-risk
suppliers, where there is a risk of breaching sanctions or other regulations. When defining

the red flags, a company must evaluate its supply chain and company risks carefully.

“After performing a risk evaluation [of the own company and the supply chain] a detailed
due diligence must be performed for the high-risk suppliers. It is not enough to check the
ownership structure, the location of the company, when the company was established,
webpage, reputation in the markets, etc. We should establish a similar kind of a detailed due

diligence process for sanctions which we already utilize with sustainability issues. In my
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opinion, there should be a significant evolution happening with these matters.” (Interviewee
G)

Interviewees C and E stated that following the company’s code of conduct regulations
precisely when selecting suppliers is essential. Furthermore, the interviewees highlighted
that in general a functioning supplier selection process which includes sanctions risk

management should be in place.

Interviewees C and E emphasized the importance of considering a multi-sourcing strategy
already in the supplier selection phase. Single sourcing can be considered risky, especially
in situations where the only supplier is potentially located in a high-risk country or industry.
Thus, it was also brought up that suppliers should be preferably selected from lower risk
countries in Europe and other Western countries, and nearshoring should be preferred.
Interviewee E highlighted the importance of considering supplier order allocation already in
the supplier selection phase. Nowadays also sanctions restrictions, sustainability issues and
human rights issues are part of the allocation criteria among quality, cost and delivery in the

case company.

“We use the allocation and the parameters [to evaluate] how a supplier is performing, then
we are year by year defining the allocation percentage for the supplier A, B, C, etc. It is not
only quality, cost and delivery we consider, though this is the core. We are looking also at

sustainability, human rights and restrictions due to sanctions.” (Interviewee E)

4.3 Impact of the sanctions against Russia on supplier relationship management

Questions 6-8 (see Appendix 1) focused on the impact of the sanctions against Russia
imposed due to the invasion of Ukraine in terms of supplier relationship management.
Question six evaluated the impact of the sanctions on supplier relationship management on
a scale of one to five, one being no impact and five being a very high impact (see Figure 7).
The question was addressed to the interviewees based on their background, and not everyone
was able to give a numeric estimation. Interviewees C and D estimated that the sanctions
have had a high impact on their supplier relationship management, B estimated a moderate

impact and A estimated a minor impact.
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Impact of the sanctions against Russia on
supplier relationship management

No impact Minor impact Moderate impact  High impact  Very high impact

Figure 7. Impact of the sanctions against Russia imposed after the invasion of Ukraine on supplier

relationship management estimated by the interviewees (n=4.

The case company of interviewee D, who estimated the impact being high, had suppliers in
Russia before the invasion. Furthermore, the whole industry the case company operated in
was heavily impacted due to the sanctions. Interviewee C, who also estimated the impact
being high, mentioned that even though they did not have a lot of suppliers in Russia they
did have a lot of customer relationships in Russia. After the invasion, all customers and
suppliers had to be reviewed again. This was because Russian suppliers were seen to possibly
try to purchase materials through other countries or exploit raw materials originating from
Russia. In general, supplier relationship management had become more detailed and stricter.
The company interviewee B represented had suppliers in Russia before the invasion.
However, the invasion only had a moderate impact on their supplier relationship
management, as the same resources and processes were targeted at the new suppliers instead
of the Russian ones. Interviewee A, who estimated the impact being minor, represented a
company that had only a few suppliers in Russia before the invasion and these suppliers were
easily replaced with new ones. Interviewee A brought up that the sanctions had more of an
impact on supplier selection as new suppliers had to be identified carefully. With the existing

suppliers only red flags were monitored, as before the invasion.

“Know-your-counterparty process is much more detailed with the new suppliers. With the

existing suppliers the red flags are monitored. ” (Interviewee A)
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Question seven addressed the changes made to supplier relationship management due to the
sanctions against Russia imposed due to the invasion of Ukraine. The most important
changes are presented in Table 3. Three case companies had continuous monitoring of
suppliers and other counterparties in place already before the invasion. This means that all
suppliers are monitored in real-time against sanctions lists and other red flags. Even though
the process was implemented before the invasion, the process was seen more important after
the invasion. New screening parameters, such as new high-risk countries were added to the
system and were monitored more precisely. Two companies did not have real-time
continuous monitoring, but regular checks were performed on the suppliers at frequent
intervals as well as in the supplier selection phase. The checks were performed more
regularly after the invasion. The interviewee representing the consultancy company highly
recommended a real-time continuous sanctions screening for all companies. As the sanctions
regulations have changed rapidly after the invasion, it is not necessarily enough to perform

sanctions checks monthly or only in the supplier selection phase.

Higher importance of continuous monitoring of the
suppliers

Detailed know-your-counterparty/supplier process
Deeper due diligence
Demanding the suppliers follow sanctions
Code of conduct for the suppliers
Establishing a sanctions related task force
Regular trainings and knowledge sharing with
stakeholders

Table 3. Most important changes made to the supplier relationship management due to the sanctions against

Russia imposed after the invasion of Ukraine

Similarly, as in the supplier selection phase, also the know-your-counterparty/supplier
process and deeper due diligence checks had become more detailed with the existing

suppliers. Generally speaking, they were more considered as important parts of supplier
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relationship management. In one case company, regular audits for strategic suppliers were

performed more often than before the invasion.

“The supplier relationship management has become stricter. We have had a know-your-
counterparty process for a long time in place, but now more details from the supplier’s
background must be checked. We also have strict code of conduct regulations regarding
trade, which all suppliers must be committed to. In addition, we perform a pre-auditing for
the new suppliers where the ownership structure, financial background, etc. are

investigated.” (Interviewee C)

All interviewees highlighted the importance of obligating suppliers to follow the case
company’s code of conduct as well as the EU sanctions in general. The case companies had
all recognized the challenges regarding the origin and end use of goods. The circumvention
of the sanctions is tried to be tackled with regular questionnaires to suppliers and with

contractual clauses.

Interviewee D mentioned that their case company had implemented a special sanctions-
related task force after the invasion. The task force aims to support the business in regular
meetings, discuss counterparty risks and if necessary, contact the authorities. Interviewee C
also brought up that the cooperation with internal stakeholders had increased and regular
meetings regarding the sanctions were held more often. In addition, a few interviewees
brought up the need for sanctions trainings and knowledge sharing with the internal

stakeholders.

Question eight focused on the changes regarding cooperation and communication with the
suppliers due to the sanctions against Russia. Unsurprisingly all case companies which have
had suppliers in Russia brought up that all cooperation and communication with these
suppliers had ended. In some cases, it is not even allowed to communicate with old Russian
colleagues anymore. In contrast, five interviewees mentioned that the cooperation and
communication with the existing suppliers and stakeholders outside of Russia had gotten
deeper and the knowledge sharing had increased. Especially the cooperation with Western
suppliers and stakeholders had increased, as the sanctions regulations were followed

together. Many interviewees stated that the restrictions related to the origin of raw materials
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were easier to follow with European suppliers, as they had to follow the EU sanctions as

well.

“The cooperation has become westernized. We are getting back to the concept of
nearshoring and cooperating with a market area which shares our ideology.” (Interviewee
C)

Interviewee F mentioned that on a general level suppliers and customer relationships were
taken care of more intensively after the invasion. It was brought up by interviewee B that
the supplier development with existing Western suppliers had improved, as the suppliers had
realized that the Russian competitors were excluded from the supplier field. This had also

deepened the cooperation between the suppliers and the case company.

4.4 Impact of the sanctions against Russia on supply chain risk management

strategies

Questions 9-11 (see Appendix 1) addressed the impact of the sanctions imposed after the
invasion of Ukraine on the case company’s supply chain management and risk management
strategies. Question nine estimated how much the sanctions against Russia have affected the
company’s supply chain management strategies on a scale from one to five, one being no
impact and five being very high impact. This question was only addressed to two
interviewees based on their backgrounds. Interviewee A estimated that the impact was
moderate, as governmental work had increased a lot. For instance, the case company was
requesting declarations from the suppliers, confirming that they were following sanctions,
but also suppliers requested similar declarations from the case company. In addition,
suppliers were requesting due diligence reports from the case company. Interviewee C
estimated the impact as very high. In many cases, availability had become the main driver
instead of the price. Risk scenarios were evaluated more carefully and supply strategies were

reviewed regularly together with operational and strategic teams.

“Risk scenarios are executed at a much more detailed level. The challenge is that in 2018

no one saw the [Covid-19] pandemic coming, no one saw the war coming. What will be the



56

third scenario? The supply strategy is now discussed weekly more openly and broadly.
Before the crises when the situation was stable, the discussion was held yearly or so.”

(Interviewee C)

It was also mentioned that before the invasion and the pandemic, the supply strategies were
mainly discussed in executive teams but now the dialogue had become more open between

the strategic teams and the operative teams.

“Operative actions and strategy have become closer to each other and dialogue between

these two is more dynamic. *“ (Interviewee C)

The tenth question addressed the short- and long-term impacts on supply chain risk
management strategies and how the strategies have been adapted after the invasion. The
findings are presented in Table 4. Short-term impacts refer to practices that were adopted
immediately after the sanctions were imposed. Long-term impacts refer to practices that
were adopted gradually after the sanctions were imposed. All interviewees mentioned that
the first strategic impact was the withdrawal of all the businesses from Russia, meaning that
no suppliers or other counterparties from Russia were allowed after the invasion. Also, the
possible subsidiaries in Russia were shut down. The production in Russia-related high-risk
countries was run down and gradually transferred to other production sites. The sanctions
impacted procurement of raw materials, as after the sanctions were imposed it had been
prohibited to purchase any raw materials from Russia, also indirectly. This means, that the
case companies’ suppliers were not allowed to use any raw materials purchased from Russia.
Most of the interviewees mentioned that before the invasion it was not always clear where
the suppliers purchased their raw materials, but after the invasion the origin of the raw

materials had to be always clarified.
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Withdrawal from Russia No suppliers from Russia

Knowing the origin of the raw Geographical dispersion of
materials suppliers

Dual-use goods Nearshoring
Relocating the production Multi-sourcing

Logistic flows Order allocation

Risk management strategies

Table 4. Short- and long-term impacts of the sanctions on supply chain risk management strategies.

The sanctions imposed after the invasion brought new restrictions regarding dual-use goods.
Dual-use goods are items which can be utilized for both civil and military purposes. Three
interviewees mentioned that a majority of their products were dual-goods goods. Thus, the
restrictions affected for instance the maintenance of products located in Russia. Lots of
technological items and knowledge transfer might have been considered as dual-use goods,

which brought challenges for the relocation of subsidiaries from Russia.

A few case companies have had production in Russia-related high-risk countries. One
significant short-term strategic impact was to relocate the production from the high-risk
countries to low-risk countries as fast as possible. As the case companies were operating
globally, they had enough capacity in other production sites to enable the relocation.
Interviewees C and E also highlighted the impact the sanctions brought to logistics. At the
beginning of the invasion there had been a lack of containers, which affected transportation
and logistics. In addition, the airspace of Russia was closed after the invasion, which brought
challenges to transportation of components from Asia to Europe. As a short-term strategic

fix, new transportation routes had to be utilized.

Most of the interviewees mentioned as one significant long-term strategic impact of the

sanctions that there will be no cooperation with Russian suppliers or other counterparties in
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the near future either. New suppliers will be selected from low-risk countries. Five
interviewees highlighted the importance of expanding the supplier network geographically,
preferably to Europe or other Western countries. Few interviewees saw that nearshoring will
become more common in the future. This is not only due to the sanctions, but also due to
shorter and less risky transportation routes as well as due to sustainability aspects. In general,
European suppliers are seen much less risky, as they are committed to follow the EU
sanctions. This should ensure that for instance no raw materials from Russia are utilized at

any point.

Many interviewees recommended as a long-term strategy to avoid single sourcing and prefer
multi-sourcing if possible. Having a broad supplier network decreases the risk of availability
challenges. Interviewees C and E also brought up the essence of order allocation between

the suppliers as one risk mitigation action.

“Try to avoid single sourcing from a country, city or company. Try to utilize for instance the
allocation method utilized by Toyota, where the allocation is 20%/80% or 30%/70% between
two different suppliers. Make sure that the other supplier is located politically and
legislatively in a low-risk area, most preferably in Western Europe. It may be more

expensive, but it guarantees the availability.” (Interviewee C)

In general, it was brought up that the supply chain was analyzed more carefully after the
invasion. Also, the importance of functional risk management strategy was mentioned by
most of the interviewees as one of the long-term strategic impacts. Many interviewees
highlighted the risks with China and other geopolitical tensions caused by the invasion of

Ukraine.

“Sanctions have been preparing us for other geopolitical risks.” (Interviewee E)

“One important impact of the invasion of Ukraine and sanctions has been that they have
concretized for everyone that something like this can happen. Although with China a similar
crisis would be quite unlikely, there is the possibility of the invasion of Taiwan or so. And
the consequence would be that the goods you need are not available from where you have

always bought them.” (Interviewee G)



Geopolitical crises may be difficult to predict, thus it is important to have an efficient risk

management strategy and processes in place for these kinds of situations.

The final question evaluated the most important things to consider in supply chain risk
management from the sanctions’ perspective. The answers varied a lot based on the
interviewees' background which gave valuable perspective to the study. Some interviewees
focused on the topic more from the risk management perspective and some from the supplier
management perspective. Thus, the results are divided into two categories. The results are

presented in Table 5.

Defining the company’s risk
profile

Know-your-counterparty/supplier

Enhanced due diligence for

strategic suppliers Risk-based approach

Continuous monitoring of
suppliers

Functioning screening tool
Management of dual-use items

Knowing the origin and end-use
of goods

Detailed supplier selection
criteria

Preferring multi-sourcing

Preserving critical competence

Risk management is built inside
the organization

Well functioning and structured
processes

Continuous development of the
risk management processes

Following the geopolitical
situation

Analyzing the political and legal
environment of the country

Interpreting the sanctions

Timeline of the new sanctions

Table 5. The most important things to consider in supply chain risk management from the sanctions’
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Interviewee A highlighted the importance of a functioning know-your-counterparty/supplier
process. With the process it can be ensured or at least mitigated that there will be no
interactions with a sanctioned counterparty and that no dual-use goods will be sold or

mishandled.

“It is important to confirm that there will be no interactions with a sanctioned counterparty
and that no dual-use goods will be sold. Breaching the sanctions or export controls may
bring huge reputational damage or even economic losses, such as fines to the company, so
you must handle it [the sanctions risk management] carefully. Everything culminates to the
efficient know-your-suppliers and buyers process to avoid possible unpleasant

consequences.” (Interviewee A)

Interviewee A emphasized the importance of enhanced due diligence for strategic suppliers,
preferably an external audit purchased from a third-party auditor. Continuous monitoring of
suppliers and having a functioning screening tool were discussed with all the interviewees
during the interviews. They were considered some of the most important risk management
solutions by the interviewees B and D. Management of dual-use goods and tracing the end-
use of goods was brought up by interviewee A. The interviewee represented a case company
that sells products where the majority of the components are considered dual-use goods.
Their company had an automatic screening process also established for dual-use goods to
mitigate the risks. Interviewee B also emphasized tracing the end-use of goods. However,

this was seen as a challenge due to the industry in which the case company operated.

Detailed supplier selection criteria and understanding the criteria were emphasized by the
interviewee F. Interviewee F also highlighted the importance of understanding sanctions and

the reasons behind the sanctions in general.

“It is important that everyone understands why there are certain criteria for supplier
selection. Large companies have often global criteria, as well as their own criteria for each
business unit. Every employee and team must manage them carefully. Many factors affect

the criteria, such as geographical, business and legal factors. ” (Interviewee F)
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Interviewees B and C brought up the importance of multi-sourcing. Especially the risk of
having too many suppliers located in a high-risk country, such as China, was discussed with
interviewee B. In addition, interviewee C highlighted that a buyer company should preserve

its critical competencies and not outsource too much.

“Keep the critical competencies and the know-how to yourself, so that you will have the
capability to coach new suppliers in case a supplier must be changed. Make sure that the

competence does not depend on one supplier.” (Interviewee C)

From the perspective of supply chain risk management, interviewees D and G emphasized
the importance of defining a company’s risk profile carefully. Both highlighted the risk-
based approach, meaning that possible risks targeting the company are identified and
understood carefully. Interviewee D mentioned that establishing a task force where
specialists from different backgrounds have been brought together to evaluate sanctions risks

has been essential during the crises.

“The most important thing is the risk-based approach. A company must evaluate what its
risk profile is. What are the items purchased which might be under an export ban? Where
do we have the suppliers which are located in the sanctioned countries or the countries
having close ties to the sanctioned countries? We must consider where there is an
opportunity to fail and then focus the resources primarily there and consider the ways by

which the risks targeting the company are effectively managed. ”” (Interviewee G)

Functioning processes and a structured approach to sanctions risk management were brought
up by interviewees D and F. Interviewee F pointed out that often a company may have a
well-functioning process in place for instance for sanctions risk management, which could
then be utilized also for other types of risks. Sometimes companies may over-interpret the
regulations which may confuse their business operations and result in inefficiencies.
Interviewee D discussed the need of having governmental support as well as well-
functioning communication and reporting channels between the organizations. Also having
trainings for the employees regarding the sanctions was seen important by interviewees D
and F.
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“To have a well-functioning risk management process, you must have a structured
approach. This means that all the elements are in place, such as governmental support,
communication & reporting channels, and a risk-based approach. Having only a screening
tool is not enough, also trainings are required so that different risks, such as circumvention
risks can be identified. Also having forums, such as a task force, which can evaluate risks
from different perspectives is important. This is a very complex area where there might not

be a clear answer from the legislation.” (Interviewee D)

The continuous development of risk management processes was also highlighted by

interviewee D.

“Risk management is a complex net, where all the structures must be in place. It is important
to develop them constantly. We might have everything well done currently but new risks may

arise, and thus the procedures must be developed continuously. ” (Interviewee D)

The emphasis on following the geopolitical situation of the world was discussed with all
interviewees. Interviewees B and C saw it as one of the critical aspects of supply chain risk
management. Interviewees C and G addressed the need of analyzing the political and legal
environment of a supplier’s country carefully and defining high-risk countries especially
when selecting new suppliers. Challenges related to interpreting and following constantly
changing sanctions regulations were discussed with most of the interviewees. Interviewees
D and F brought up that sometimes the regulations are so complex that it is challenging to

interpret the legislation and get clear guidance from the authorities.

“It is challenging to interpret the sanctions. There should be sufficient accuracy from the
authorities’ side but also companies must take enough time to interpret the sanctions. At

some point it must be also decided which is the sufficient accuracy.” (Interviewee F)

Interviewee G also addressed the fact that sanctions may be complex and change fast,
arguing that it is essential to have a specialist in the company who has the time and
knowledge to interpret the regulations. Interviewee E discussed the need of knowing the
timeline of the sanctions and saw it important to know when a certain sanctions regulation

will be implemented. There should be a long enough transition time for companies in the
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legal implementation by the authorities. This is to ensure that the companies are able to

prepare the possible sanctions mitigation actions and perform them adequately.
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5 Discussion

The objective of this study was to evaluate how the sanctions against Russia imposed after
the invasion of Ukraine have impacted Finnish industrial and energy companies in terms of
supplier selection, supplier relationship management and supply chain risk management.
Altogether four research questions, the main research question as well as three sub-
questions, were drawn to achieve the research goals. The questions are answered and
discussed in this chapter by linking the empirical findings with the theoretical background
of the study. First, the sub-questions are answered in detail as the answer to the main research
question is based on the theory and findings behind the sub-questions. In the final chapter,

the empirical findings regarding the main research question are evaluated.

5.1 How has supplier selection changed due to the sanctions against Russia

imposed after the invasion of Ukraine?

The aim of the first sub-research question “SQ1: How has supplier selection changed due to
the sanctions against Russia imposed after the invasion of Ukraine?” was to examine how
the sanctions have impacted the case companies’ supplier selection. The research question
was answered with the help of interview questions 3-5. Based on the answers of the
interviewees it is evident that the sanctions had an observable influence on the case
companies’ supplier selection. Even though all the case companies had supplier selection
processes, criteria and monitoring in place already before the sanctions, some adjustments
were done. Companies had to make instant changes to their supplier selection criteria to
adapt to the situation. All case companies decided to switch out all Russian suppliers due to
the sanctions. Thus, no new suppliers were to be selected from Russia anymore. Interviewees
mentioned that supplier selection had become more time-consuming after the invasion. It
was brought up that searching for new suppliers especially in the mechanical sector was slow
as often time-consuming lifetime tests of the products and components were required.
Furthermore, replacing all Russian suppliers after the invasion required a lot of resources.
New suppliers were identified on a more detailed level with stricter know-your-

counterparty/supplier processes. New criteria, such as new high-risk countries were added
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to the process after the sanctions were imposed. Background checks for new suppliers had
become more detailed for instance in terms of ownership structure. Focusing on the red flags
in supplier selection was emphasized by some interviewees, meaning that certain details of

suppliers were classified in a higher risk category and investigated more carefully.

Interviewees highlighted that it was made compulsory to their suppliers to clarify the origin
of raw materials, which was not mandatory before the invasion. Also, the risk of sanctions
circumvention was brought up as it was detected by the Finnish customs that imports from
Finland into neighboring countries of Russia had increased significantly. It is likely, that the
final destination of the imported goods has been Russia (VATT, 2023). The sanctions against
Russia banned almost all export of raw materials from Russia, which had affected Finnish
industrial and energy companies a lot. Significant amounts of raw materials such as oil, steel,
wood, and rubber had been imported into Finland before the invasion. Russian raw materials
were also utilized by many suppliers. To tackle the risk of indirect use of raw materials, the
case companies had adopted new measures to their supplier selection criteria. The case
companies either requested new suppliers to follow the EU sanctions or the suppliers had to
follow the case company’s code of conduct or other contractual clauses. In addition, as Nair
et al. (2015) recommend in their study, all case companies had established an automated

monitoring tool for the new suppliers.

Sarkis & Talluri (2002) argue that the price is rarely the main driver in supplier selection,
especially with strategic suppliers. This phenomenon was also discussed in the interviews.
It was brought up by few interviewees that after the invasion suppliers were indeed often
selected based on trustworthiness and similar values instead of the price. Many interviewees
emphasized that new suppliers were preferably selected from low-risk countries, mostly
from Europe, even though it was often more expensive than having suppliers from the
developing countries. In general, suppliers located in Western countries were considered less
risky. All suppliers located in the EU countries must follow the EU sanctions, which means
that the suppliers are not allowed to use raw materials originating from Russia. As van Hassel
et al. (2022) and Fernandez-Miguel et al. (2022) suggest, many case companies considered
that the sanctions risks related to supplier selection could have been tackled at some level by

nearshoring operations to European countries.
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Interviewees emphasized the importance of multi-sourcing already in the supplier selection
phase. The risk of having only one supplier for certain products was considered high. This
view correlates with the findings made by Chen & Guo (2014), Hallikas et al. (2004) and
Elmaghraby (2000). They highlight that sourcing from multiple suppliers reduces the supply
distribution risk and improves the buyer’s flexibility. Interviewees also highlighted that
suppliers should not be selected from the same location, especially in the cases where the
suppliers are located in high-risk countries. The risk of having ten different suppliers from
China may be higher than having one supplier from Europe. Similarly as Aouadni et al.
(2019) argue, the interviewees also brought up that supplier order allocation percentages and
criteria should be considered already in the supplier selection phase and that the sanctions
should be considered as one component of the criteria. When the orders are allocated to two
or more suppliers, risks regarding a specific supplier’s unreliability can be mitigated as part
of the production will be guaranteed by another supplier. Based on the interviewees it is clear
that after the invasion the case companies have adopted many new risk mitigation strategies
in the supplier selection phase. The adopted strategies are similar to what Yoon et al. (2018)
and Alikhani et al. (2019) present in their studies.

5.2 How has supplier relationship management changed due to the sanctions

against Russia imposed after the invasion of Ukraine?

The second sub-research question “SQ2: How has supplier relationship management
changed due to the sanctions against Russia imposed after the invasion of Ukraine?” aims
to identify the impacts of the sanctions on supplier relationship management. The research
question was answered with the help of interview questions 6-8. Most of the interviewees
estimated that the effect of the sanctions on supplier relationship management had been
moderate. All the case companies were large global public limited companies, which already
had sophisticated supplier relationship processes in place before the invasion. As Park et al.
(2010) highlighted, well-functioning supplier relationship management is essential for
companies to survive in competitive globalized markets. It was brought up during the
interviews that the invasion had more impact on the selection of new suppliers than the
relationship management of current suppliers. However, some changes have been adapted

to supplier relationship management after the invasion of Ukraine.
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It was discussed during the interviews that it had been challenging and time-consuming to
replace all the Russian suppliers with new ones and establish relationships with the new
suppliers. Kraljic (1983) observed similar findings in his study, arguing that the
establishment of new long-term relationships with suppliers is time-consuming. Few
interviewees brought up the fact that there were only a few suppliers available for the
components needed, as many of the items utilized in the production were considered either
strategic or bottleneck items. According to Kraljic (1983), a long-term relationship with the

supplier is recommended in such cases.

The new sanctions set restrictions on the origin of raw materials. Thus, all the current
suppliers had to be reviewed to ensure that they were not using raw materials originating
from Russia. This caused a lot of extra work in terms of supplier management. In general,
interviewees saw tracing the origin and the end-use goods challenging. It was considered
especially difficult to recognize the end use of goods in the case companies which produced
utility goods also for the consumer markets. The case companies which produced large
equipment for industrial use were often able to track their appliances in real-time, which
eased the tracking of the end use. Many interviewees brought up that the cooperation with
European suppliers was considered low risk, as they must also follow the EU sanctions.
Thus, no Russian raw materials should be utilized in their products. Existing suppliers were

requested to follow the case company’s code of conduct as well as the sanctions regulations.

Most case companies had real-time continuous monitoring of existing suppliers and other
third-parties already in place before the invasion. Additional screening parameters, such as
high-risk countries, were added to the system after the invasion. In some of the case
companies the real-time continuous monitoring of existing suppliers was seen even more
important after the invasion. As Schelegia & Fleser (2021) and Lo (2023) highlighted in
their studies, also many interviewees considered that a real-time screening of all suppliers
should be in place in all manufacturing organizations. Risks related to sanctions,
sustainability, corruption and bribery can change fast which means that it is not necessarily
enough to monitor suppliers only occasionally. The case companies which did not have a
real-time screening in place requested questionnaires and other documentation from their
suppliers to ensure that there were no sanctioned parties among the suppliers and that all

sanctions regulations were followed. These kinds of checks had become more frequent after
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the invasion. Interviewees also discussed that the know-your-counterparty/supplier process
had become more detailed also with the existing suppliers. Furthermore, it was described
that after the invasion supplier relationship management had become more detailed and

stricter.

Interviewees emphasized the importance of adopting new practices after the invasion to
ensure that supplier relationships were managed carefully. In one case a sanctions-related
task force was implemented, where for instance the counterparty risks related to suppliers
were discussed with the internal stakeholders. Few other interviewees mentioned that
cooperation with internal stakeholders had increased and regular meetings regarding
sanctions management were held frequently. In addition, sanctions-related trainings were

organized with the internal stakeholders, such as procurement and sales departments.

The sanctions imposed after the invasion of Ukraine also impacted the cooperation and
communication with the suppliers. All the cooperation between the case companies and
Russian suppliers ended after the invasion. This is a well-established phenomenon in the
relevant literature when a supplier becomes a sanctions target. As Golikova & Kuznetsov
(2016) and Tantoush et al. (2009) discuss, the sanctions had a negative impact on the
cooperation between sanctioned and non-sanctioned entities in their studies. However, most
of the interviewees mentioned that the cooperation and knowledge sharing with existing
Western suppliers had increased. For instance, the sanctions restrictions related to raw
materials were followed together with the European suppliers. In one case company supplier
development with existing Western suppliers was increased as the suppliers realized that the
Russian competitors had been excluded from the competition. It can be concluded that in
terms of cooperation, the sanctions have arguably improved the relationships with strategic
Western suppliers and long-term relationships with trustworthy suppliers were valued more
than before the invasion. In the case companies the aim seems to be to follow the cooperative
approach in supplier relationship management. As Park et al. (2010) emphasized, in the
cooperative approach the goal is to have a long-term strategic relationship with the supplier

where mutual long-term goals are set.
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5.3 How have supply chain risk management strategies changed due to the

sanctions against Russia imposed after the invasion of Ukraine?

The aim of the third sub-research question “SQ3: How have supply chain risk management
strategies changed due to the sanctions against Russia imposed after the invasion of
Ukraine? ” was to evaluate how supply chain risk management strategies have changed due
to the sanctions in the case companies. Interview questions 9-11 addressed the strategic
changes. The case companies had adapted several strategic changes to their risk management
operations after the invasion. The changes were evaluated by dividing the impacts on supply
chain risk management strategies into short- and long-term effects. Davarzani et al. (2015)
define short-term impacts as urgent fixes to avoid operational failures and long-term impacts
as changes in strategic direction, such as changing production, market segmentation and
product choices. They consider short-term changes to happen within one year after imposing
the sanctions and long-term changes over a longer period. At the time of conducting this
study, the invasion has lasted one and a half years. Therefore, in this study short-term
changes are considered as the changes adopted right after the invasion. Long-term changes
are considered as the changes implemented after the immediate start of the invasion but

during the 18 months’ timeframe.

As a first short-term strategic change, all case companies withdrew their operations from
Russia to mitigate the sanctions risks. The case companies closed their subsidiaries in Russia,
ended their cooperation with Russian suppliers as well as ended all sales to Russia. Also, the
production in Russian-related high-risk countries was transferred to other low-risk locations.
In some cases, continuing businesses in Russia would have been legitimate in terms of
sanctions. However, the public pressure to cut all ties to Russia has been significant. Finnish
companies continuing their businesses in Russia have been for instance boycotted. Thus, it
has been safer to withdraw entirely from Russia. New sanctions have forbidden all import
of raw materials originating from Russia. This brought changes to case companies’ supply
chain risk management strategies, as it had to be confirmed that existing suppliers as well as
new suppliers are not utilizing Russian raw materials in their products. This was done by
adapting a more detailed know-your-counterparty/supplier process, as well as with audits
and stricter due diligence for the suppliers. Similarly as Davarzani et al. (2015) discuss,

interviewees brought up the short-term strategic effects on dual-use goods and logistics.
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After the invasion, the EU tightened the restrictions regarding dual-use goods which had
caused a lot of extra work to the case companies in terms of licensing and documentation.
In some case companies the majority of their products and components are classified as dual-
use goods, which means that none of these items can be imported into Russia. This applies
to spare parts and maintenance of existing machines in Russia. Some of the case companies
were purchasing components and products from Asia. Before the invasion, many of the
components and products were transported from Asia to Finland via Russia. As the EU
sanctions restricted transportation via Russia, new components and products had to be

rerouted through other countries.

Long-term impacts on supply chain risk management strategies discussed with interviewees
were quite similar to those Davarzani et al. (2015) had addressed in their study. The case
companies had to search for new suppliers outside of Russia, mostly from Europe.
Nearshoring to Europe was brought up by many interviewees. As van Hassel et al. (2022)
and Fernandez-Miguel et al. (2022) discuss, nearshoring can be utilized as one of the risk
mitigation actions during geopolitical crises as nearshoring decreases the possibility of

supply chain disruptions.

Similarly to Aouadni et al. (2019), Chen & Guo (2014), Hallikas et al. (2004) and
Elmaghraby (2000), the case companies emphasized multi-sourcing and the importance of
allocating orders between the suppliers as suitable risk management strategies. The
interviewees also highlighted how the implementation of risk management strategies had
evolved. Before the invasion, the supply chain risk management strategies were mainly
discussed at the strategic level in executive teams. After the invasion, the operative processes
had become closer to the strategic ones. This kind of a procedure is recommended by
Lambert & Schwieterman (2012) in supplier relationship management, as they emphasize

the importance of combining strategic and operative processes.
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5.4 What kind of challenges the sanctions against Russia imposed after the
invasion of Ukraine have caused to the case companies’ supply chain risk

management and how have they faced the challenges?

The aim of the main research question “What kind of challenges the sanctions against Russia
imposed after the invasion of Ukraine have caused to the case companies’ supply chain risk
management and how have they faced the challenges?” was to identify the challenges the
sanctions have caused to the case companies’ supply chain risk management and how the
companies have faced these challenges, i.e. to map out the implemented changes and utilized
best practices. The main research question was answered with the help of the three sub-
questions and the holistic view formed by the interviews and the literature review. The main
challenges and the best practices are presented in Figure 8. In the figure, each challenge is
presented on the left-hand side of the figure. The identified best practices regarding each
challenge are divided into supplier management and risk management categories. The first
identified challenge is responsible supplier selection. The case companies had adopted
several supplier management and risk management strategies to manage the supplier
selection related risks. First, the importance of multi-sourcing or dual-sourcing instead of
single-sourcing was brought up during the interviews. All suppliers should be selected from
different locations, preferably from the low-risk countries in Europe. Also, nearshoring
could be considered to tackle the risks regarding supply chain reliability, delivery and
logistics. Furthermore, order allocation percentages should be carefully considered between
the suppliers. In terms of risk management, supplier selection criteria must be aligned with
a company’s risk profile. Thus, it can be ensured that for example suppliers are not selected
from countries the company considers too high-risk or that too high of a share of orders is
not allocated to one supplier. In addition, the cooperation between the company’s operational
and strategic levels should be close even in the supplier selection phase, similar to the

supplier relationship management phase.
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Identified challenges and best practices in supply chain risk management caused by sanctions

Identified Suppli ; Risk A
challenge upplier managemen isk managemen

Preferring multi-sourcing

-
= Aligning supplier selection criteria with the
= Geographical dispersion of suppliers Bnng stpp
.
.

company'’s risk profile

Nearshorin, q q 1
8 = Cooperation between strategic and operational level

Efficient order allocation

Structured risk management process

Defining company’s risk profile

Risk-based approach

Cooperation between strategic and operational level

= Real-time continuous monitoring of the suppliers :
= Enhanced due diligence for the strategic suppliers .
= Long-term relationships with strategic suppliers .

= Know-your-counterparty/supplier process = Code of conduct for the suppliers

= Due diligence checks and regular audits = Demand suppliers to follow sanctions

= Continuous monitoring of suppliers = Analyzing the political and legal environment of the
= Nearshoring country where the supplier is located

= Know-your-counterparty/supplier process ® Code of conduct for the suppliers

= Due diligence checks and regular audits = Demand suppliers to follow sanctions

® Dual-use goods = Analyzing the political and legal environment of the
= Nearshoring country where the supplier is located

Structured risk management process
Continuous development of the processes
Communication and knowledge sharing internally

= Real-time continuous monitoring of suppliers
= Communication and knowledge sharing with

Lllie Analyzing the geopolitical situation of the country
= Having a team or a person responsible of sanctions
= Selecting low-risk suppliers regulations
= Asking guidance from an external party

Figure 8. Identified challenges and best practices in supply chain risk management caused by the sanctions

The second identified challenge was responsible supplier relationship management. The best
practices to mitigate the sanctions risks in this regard were real-time continuous monitoring
and enhanced due diligence of the existing strategic suppliers. In addition, similarly to what
Lambert & Schwieterman (2012) argued, a long-term relationship with the strategic
suppliers should be preferred to improve the cooperation and trust in the buyer-supplier
relationship. In terms of risk management, supplier relationship management should be
closely linked to the company’s structured risk management process. The company should
define its risk profile, meaning that the company has evaluated its risk level and risk appetite
carefully; what kind of risks the company is prepared to take? In addition, the risk-based
approach should be implemented in supplier relationship management. Thus, the risks
regarding supplier risk management will be identified, assessed, managed and monitored
consistent with the typical supply chain risk management process presented by Ho et al.
(2015) and Hallikas et al. (2004).

Many interviewees brought up the challenge regarding visibility in the multi-tier supplier

chain. The case companies are large global companies which have complex supply chains.
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It may be difficult to identify all the suppliers and especially all the subcontractors and third-
parties in the supply chain. The case companies had implemented efficient know-your-
supplier/counterparty processes as well as performed regular audits and due diligence checks
for the suppliers. In addition, the continuous monitoring of the suppliers was seen important.
Nearshoring to low-risk countries also decreased the uncertainties regarding the suppliers
and third-parties. However, if nearshoring is not possible, companies should attempt to at
least conduct a risk analysis of the political and legal environment of the country a supplier
is located in. Also, the case companies had demanded their suppliers to follow the sanctions
and the company’s code of conduct. Similar risk mitigating actions may be considered also
with the challenge regarding tracing the origin and end-use of goods. It may be challenging
to know where suppliers or subcontractors have purchased their raw materials. Special
attention should be paid to the end-use of dual-use goods to make sure that these goods are
not utilized in military services. Unfortunately, many of these actions are based on trust
between the buyer and the supplier, and there is a risk that the supplier or the purchaser is
unreliable. Thus, establishing a long-term relationship with a supplier in the supplier

relationship management phase is essential to mitigate these risks.

Interviewees discussed the challenges regarding the continuously changing sanctions
regulations. To mitigate the risks, real-time continuous monitoring of suppliers should be
implemented. Thus, it can be ensured that there are no sanctioned parties among the
suppliers. Also, communication and knowledge sharing regarding sanctions should be open
and a long-term relationship with the suppliers is preferred. The best practices adapted to
risk management focus on an efficient risk management process. First, the risk management
process should be structured and continuously developed. This ensures that new risks,
including sanctions risks can be efficiently managed and mitigated. Furthermore, the
communication and knowledge sharing regarding sanctions with internal stakeholders
should be focused on. This includes for instance regular trainings and meetings with the
stakeholders. Therefore, it can be ensured that everyone in the organization is aware of what
kind of risks the sanctions may cause and what might happen if the sanctions are breached.
Finally, an important part of risk management is to carefully analyze the geopolitical
situation of each country, especially where a company already has suppliers in or is planning
to obtain new suppliers from in the future. It is preferable to avoid suppliers located in the

countries which might be the next target of the sanctions.
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The last challenge discussed during the interviews was the difficulties with interpreting the
complex sanctions regulations. Especially at the beginning of the invasion, a lot of new
sanctions were imposed simultaneously, and it was challenging to follow and interpret them.
One strategy to tackle the risk is to select suppliers from the low-risk countries and to avoid
having suppliers from the sanctioned locations. From the perspective of risk management, it
would be important to have either a team or at least a person who is specialized in sanctions
and is responsible for interpreting the sanctions regulations. In unclear cases help may be

asked from an external party, such as the authorities or external specialists.
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6 Conclusions

This chapter aims to conclude how the sanctions against Russia imposed after the invasion
of Ukraine have impacted Finnish industrial and energy companies. First, the objectives and
the impact of the study are evaluated. Then the theoretical implications of the study are

discussed. Finally, the limitations and possible future research topics are presented.

6.1 Impact of the study

The objective of this study was to evaluate how the sanctions against Russia imposed after
the invasion of Ukraine have impacted Finnish industrial and energy companies’ supplier
selection, supplier relationship management and supply chain risk management strategies.
The main research question assessed the challenges the sanctions had caused to the case
companies’ supply chain risk management and how the companies had faced them. Three
sub-research questions addressed the changes the sanctions had caused to supplier selection,
supplier relationship management and supply chain risk management strategies. The main
impact of this study for the Finnish industrial and energy companies consists of two factors.
First, the challenges which other companies operating in the same field have encountered
due to the sanctions are presented. Secondly, the best practices to face these challenges are
identified to mitigate the sanctions risks in supplier selection, supplier relationship
management and in the supply chain risk management process. In other words, companies
can learn from each other’s challenges and utilize the identified best practices, or even
possibly avoid facing similar kind of issues in the first place. The best practices are

summarized in the Table 6 below.
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Supplier selection Supplier relationship management Supply chain risk management

= Stricter know-your-counterparty/supplier Real-time continuous monitoring of the Real-time continuous monitoring of the
process suppliers suppliers

= Detailed background checks for the new = Enhanced due diligence for the strategic = Detailed know-your-counterparty/supplier
suppliers suppliers process
= Focusing on the red flags of new suppliers = Detailed know-your-counterparty/supplier = Withdrawal from Russia and other high-risk
= Considering multi-sourcing in the supplier process countries
selection phase = Focusing on red flags with existing suppliers = Geographical dispersion of suppliers

= Efficient order allocation between new Efficient order allocation between existing Knowing the origin and the end-use of goods

Demanding the suppliers follow sanctions Efficient order allocation

Suppliers must follow the company’s code of Cooperation between a company’s strategic

conduct and operational level

Long-term relationships with strategic Continuous development of the risk

suppliers management processes

Structured risk management process being Defining the company’s risk profile

part of supplier relationship management Risk-based approach in supply chain risk
management

suppliers suppliers = |dentifying dual-use goods and following the
= Preferring nearshoring with new suppliers = Preferring multi-sourcing regulations
= Geographical dispersion of the new suppliers = Preferring nearshoring = Optimizing the logistic flows
= Aligning supplier selection criteria with the = Geographical dispersion of the existing = Preferring multi-sourcing
company’s risk profile suppliers = Preferring nearshoring
-

Table 6. Best practices to be utilized in supplier selection, supplier relationship management and supply

chain risk management process to mitigate the sanctions risk

Based on the study, it is evident that the sanctions against Russia had a significant impact on
the case companies' supplier selection and supplier relationship management. The adopted
best practices were rather similar in both areas. All businesses from Russia were withdrawn,
Russian suppliers were not selected and raw materials from Russia could not be utilized in
the production any longer. Suppliers were rather selected from the low-risk Western
countries and multi-sourcing was preferred over single-sourcing. The sanctions had affected
the case companies' risk management strategies as well. Many interviewees mentioned that
the sanctions against Russia imposed after the invasion had highlighted the importance of
well-functioning risk management processes. Geopolitical risks may be difficult to predict,
thus it is essential to be proactive and have an efficient risk management process in place.
For example, real-time continuous monitoring of suppliers and a detailed know-your-
supplier/counterparty process were seen crucial. Also, geographical dispersion of suppliers
was regarded as a potent risk mitigation measure. However, the case companies had been
able to adapt to the situation quite well, as there had not been any major disruptions in their

supply chains that would have compromised their production and deliveries.
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6.2 Theoretical implications

This study makes several contributions to the existing literature on sanctions and supply
management. First, it must be noted that the existing literature is not extensive and there is
no established framework regarding the topic. There is only a limited number of studies
related to sanctions and supply management. Especially the sanctions' impacts on supplier
selection and supplier relationship management have not been studied broadly previously,
especially from a non-sanctioned company’s perspective. Most studies focus on the
companies operating in a sanctioned country or on the sanctioned companies. In general, the
impact of sanctions on the sanctioning countries has not been studied much, as Ahn &
Ludema (2020) and Sun et al. (2022) discuss.

The results of this study highlight that one key element of an efficient risk management
process is the real-time screening and monitoring of suppliers. This topic should become
more popular when discussing supply chain risk management, especially from the theoretical
perspective. Due to their significance in the modern era, real-time screening of suppliers and
other technological solutions regarding supply chain risk management should have a more
important role in the literature. There is currently a gap in the relevant literature assessing
the topic. Only a few articles (Schlegia & Fleser, 2021 & Lo, 2023) emphasized the
importance of real-time monitoring of suppliers and counterparties in manufacturing
organizations. Furthermore, in most of the articles the theory behind risk management is
widely discussed but practical solutions are not evaluated. This study provides practical ways
of how companies operating in the industrial and energy sector may mitigate the risks caused
by sanctions in their supplier selection, supplier relationship management as well as in

supply chain risk management (see e.g. Table 6 and Figure 8).

6.3 Limitations

There are some limitations that need to be considered when evaluating the results of this
study. One limitation is related to the research methodology. A multiple case study
methodology was utilized in this study. The advantages of the multiple case study method

are the smaller observation bias, increased external validity and a strong theory base
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compared to the single case study (Kahkdnen, 2011). However, it must be considered when
examining the results that the study only focused on one consultancy company and five
industrial and energy companies that had businesses in Russia and/or Ukraine before the
invasion of Ukraine in 2022. The amount represents only a small portion of all Finnish
industrial and energy companies. Thus, the results of this study can be considered as
indicative. Furthermore, all the examined industrial and energy case companies are large,
public limited companies. Therefore, the results may not be directly applicable to small and
medium-sized companies or to companies operating in different industries without further

research and evidence.

A second limitation that should be considered is that the impacts of the sanctions are only
evaluated from the perspective of supplier selection, supplier relationship management and
supply chain risk management. Some general impacts of the sanctions are briefly discussed.
Also, it should be taken into account that the study focuses only on the sanctions imposed

by the EU and the US as other sanctions regimes are not legally binding in Finland.

The third major limitation of this study is that at the time of writing this thesis, the war in
Ukraine is still ongoing. This study provides an analysis and overview of the current situation
and what has happened during the last approximately 18 months since the invasion of
Ukraine started. This means that further studies will be needed on the topic to capture a
longer time frame and deepen the analysis. Also, the public pressure to withdraw operations
from Russia and avoid all business connections with the country has been intense. This
means that all actions taken by the companies have not been solely motivated by the imposed
sanctions. Due to the relatively short time frame since the start of the war, this study can
only provide an analysis based on the more short-term actions we have witnessed companies
make in a rapidly evolving situation. Long-term estimations and recommendations are
difficult to make due to the high uncertainty of how the war will progress and how the
political and economic relationships with Russia will advance. Now many companies have
completely left Russia but as we have seen with e.g. Covid-19, things can change extremely

fast in a year or even within a couple of months.
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6.4 Future research

Based on this study it is evident that the sanctions had impacted the companies operating in
the sanctioning countries as well, especially when the sanctioning country had had close ties
to the sanctioned country. The negative impact of the sanctions on the sanctioning country
was not only limited to supply management but also to the overall economy. For instance,
many case companies brought up the increase in energy prices, inflation, shortages in several
components and challenges with logistics, especially with shipping containers. These
challenges had affected the case companies’ turnover and bottom line. Even though it is not
apparent that all these challenges were direct effects of the sanctions or the invasion of
Ukraine, it is clear that the crisis in Ukraine had contributed to the events. For instance, the
Covid-19 pandemic had already raised energy prices and created challenges to logistics and
to the availability of components. However, the ultimate peak in the energy (oil, coal, gas,
electricity) prices and inflation was encountered after the invasion (ECB, 2022;
Tilastokeskus, 2023a; Eurooppa-neuvosto, 2023a). In addition, the Finnish stock market, the
Helsinki Nasdag OMXH25 index had dropped significantly after the invasion had started.
Still at the time of writing this study in August 2023, the index had performed poorly
compared to its peers, highlighted by the fact that Helsinki Nasdaq had been one of the worst-
performing stock markets in the world (Kauppalehti, 2023; HS, 2023). The gross domestic
product (GDP) of Finland had increased by 2,1% in 2022, which is 0,9% less than in 2021
(Tilastokeskus, 2023b). Cutting almost all trade with Russia due to the sanctions, such as
ending the import of raw materials utilized in manufacturing and energy production, has

certainly played a major role in the slowing down of the Finnish economy.

In addition to the economic challenges in the sanctioning countries, it can be argued that the
sanctions have not fulfilled their purposes with Russia. In general, the goal of sanctions is to
change the behavior of the sanctions target. Regardless of the heavy sanctions imposed in
February 2022, the sanctions have not made Russia stop the war. The first sanctions against
Russia were already imposed in March 2014 and these sanctions did not deter Russia from
starting the invasion of Ukraine. Perhaps one of the main reasons for the ineffectiveness of
the sanctions is that many non-Western countries have not complied with the sanctions
restrictions and have not had any of their own sanctions regimes against Russia. For instance,

the trade between Russia and China, India and Turkey has increased after the invasion of
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Ukraine. The trade between Russia and China even reached a new record in 2022. Russia
has increased the export of oil and liquified natural gas to China and India as well as to
Turkey significantly. Especially oil exports to India have grown, as before the invasion in
2021 the imported volumes were close to zero. In 2022 the imports were around 1 million
barrels per day. (BBC, 2023a; Reuters, 2023a) Gaur et al. 2023 speculate in their study that
the trade between Russia and the US and Germany has shifted to China, India and Turkey.
Hence, some Russian companies have actually improved their performance during the

sanctions crisis.

Another challenge is the circumvention of the sanctions. Imports of smartphones, computer
chips, etc. to the neighboring countries of Russia as well as to Turkey and China have
increased significantly after the invasion (NY Times, 2023). Even the imports from Finland
to the neighboring countries of Russia have increased substantially (VATT, 2023). It is likely
that the goods are imported into Russia from these countries, as for instance aircraft spare
parts have been imported into Russia via Tajikistan, the United Arab Emirates, Turkey,
China and Kyrgyzstan worth of 1,2 billion US Dollars during the invasion (Reuters, 2023c).
In March 2023 Turkey banned the transit of sanctioned Western goods via Turkey to Russia,
but the import of Turkish goods into Russia is still allowed, even if some Western
components are used in the products (Reuters, 2023b). The Finnish Forest Industries
(Metsateollisuus, 2023) has reported that even though the EU has banned the import of
Russian plywood into the EU, it seems that Russian plywood is imported into the EU via
third countries, such as Turkey and Kazakhstan. These countries do not have the production
capacity that is required for the imported volumes into the EU. Thus, it is possible that the

country of origin of the wood is Russia.

Even though the sanctions have not changed Russia’s behavior, the sanctions have had a
negative impact on Russia’s GDP. According to the World Bank, the International Monetary
Fund (IMF) and the Organization for Economic Co-operation and Development (OECD) the
GDP of Russia decreased by 2,1% in 2022 (Eurooppa-neuvosto, 2023b). However, this was
much less than expected, as for instance The Institute for International Finance had expected
a decrease of 15% in Russia’s GDP in 2022. The relatively low decrease in the GDP was at
least partly caused by the high oil prices as well as Russia’s military spending. (BBC, 2023b)
The European Council (Eurooppa-neuvosto, 2023b), the World Bank and OECD have
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predicted a slight decline in Russia’s GDP in 2023, and the IMF has predicted an increase
of 0,7%. Russia’s trade had declined in 2022, exports more than imports. However, the
imports are expected to increase in 2023 almost back to the level before the invasion. Also,
Russia’s revenues from fossil fuels had decreased between January-February 2022 and
January-February 2023, even though fossil fuels were sold to Asia instead of Europe.
However, it must be considered that since the start of the year until September, the crude oil

prices have declined in 2023 (Trading Economics, 2023).

To conclude, it is evident that the sanctions have had a negative effect on Russia’s economy
but also on the economies of the sanctioning countries and the companies located in these
countries, in this case Finland. The sanctions have not reached their goal to change the
behavior of the sanctions target, i.e. to stop Russia from continuing the invasion of Ukraine.

When imposing new sanctions in the future, these matters should be considered carefully.

The next steps for future research are to evaluate how to impose sanctions that would more
effectively change the behavior of the sanctions target without harming the economy and
companies located in the sanctioning countries. The main reasons causing the ineffectiveness
of sanctions should be investigated. Another important research topic would be to evaluate
how the sanctions against Russia have impacted supplier management in small and medium-
sized companies. The case companies in this study were large companies that all had rather
sophisticated risk management processes regarding sanctions already in place before the
invasion, but the case might not be the same in smaller companies. Furthermore, the supply
management of the companies continuing businesses in Russia could be investigated, as not
all Western companies have withdrawn their operations from Russia. It would be important
to know how the sanctions restrictions are complied with in these companies and how the
supply chain risk management procedures are carried out. For example, such research could
possibly reveal if there are any loopholes in the sanctions or other legal detours to circumvent

the sanctions which some companies could be utilizing.
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Appendices

Appendix 1. Interview questions

Vendaja-pakotteiden vaikutukset yleisesti/General impacts of the sanctions against
Russia

Q1 Kuinka paljon Venaja-pakotteet ovat vaikuttaneet yrityksen toimintaan yleisella tasolla
ennen Ukrainan sotaa 20227

Q1 How much the sanctions against Russia have impacted the company’s operations in
general before the Ukrainian invasion in 2022?

Q2 Milla tavoin Ukrainan sodan myo6td langetetut Vendja-pakotteet ovat vaikuttaneet
yritykseen yleisella tasolla?

How the sanctions against Russia have impacted the company’s operations after the invasion
of Ukraine in 2022?

Ukrainan sodan myota langetettujen Vendja-pakotteiden vaikutukset toimittajien
valintaan/ Impact of the sanctions against Russia imposed due to the invasion of
Ukraine on supplier selection

Q3 Kuinka paljon Ukrainan sodan myo6té langetetut VVendjé-pakotteet ovat vaikuttaneet
toimittajien valintaan? Arvioi valiltd 1-5: 1 = Ei ollenkaan, 5 = Merkittavasti

Jos on vaikuttanut merkittavasti, niin miten?

Q3 How much the sanctions against Russia imposed after the invasion of Ukraine have
impacted supplier selection? Evaluate between 1 to 5: 1 = Not at all, 5 Very much

If sanctions have impacted a lot, how have they impacted?

Q4 Minkalaisia riskeja Vendaja-pakotteet ovat tuoneet toimittajavalintoihin?
Q4 What kind of risks the sanctions against Russia have brought to supplier selection?

Q5 Minkalaisia muutoksia toimittajien valintakriteereihin on tehty Vengja-pakotteiden
myotd, jos on?

Q5 What kind of changes have been made to the supplier selection criteria due to the
sanctions against Russia, if any?

Ukrainan sodan myota langetettujen Venaja-pakotteiden vaikutus toimittajasuhteiden
hallintaan/ Impact of the sanctions against Russia imposed due to the invasion of
Ukraine on supplier relationship management

Q6 Kuinka paljon Ukrainan sodan my6té langetetut Vendja-pakotteet ovat vaikuttaneet
toimittajasuhteiden hallintaan?

Arvioi valiltd 1-5: 1 = Ei ollenkaan, 5 = Merkittavésti

Jos on vaikuttanut merkittavasti, niin miten?



Q6 How much the sanctions against Russia imposed after the invasion of Ukraine have
impacted supplier relationship management? Evaluate between 1 to 5: 1 = Not at all, 5 Very
much

If sanctions have impacted a lot, how have they impacted?

Q7 Miten toimittajasuhteiden hallinta on muuttunut Vendja-pakotteiden myo6ta?
Q7 How has supplier relationship management changed due to the sanctions against Russia?

Q8 Millaisia vaikutuksia Vengja-pakotteilla on ollut kommunikaatioon ja/tai yhteistyohon
toimittajien kanssa?

Q8 Have the sanctions against Russia impacted communication and/or cooperation with the
suppliers?

Ukrainan sodan myota langetettujen Venaja-pakotteiden vaikutus toimitusketjujen
riskien hallintastrategioihin/ Impact of the sanctions against Russia imposed due to the
invasion of Ukraine on supply chain risk management strategies

Q9 Kuinka paljon Ukrainan sodan my6té langetetut Vengja-pakotteet ovat vaikuttaneet
toimitusketjujen riskien hallintastrategiohin?

Arvioi valiltd 1-5: 1 = Ei ollenkaan, 5 = Merkittavésti

Jos on vaikuttanut merkittavasti, niin miten?

Q9 How much the sanctions against Russia imposed after the invasion of Ukraine have
impacted supply chain risk management strategies? Evaluate between 1 to 5: 1 = Not at all,
5 Very much

If the sanctions have impacted a lot, how have they impacted?

Q10 Minkalaisia lyhyen aikavalin muutoksia on tehty riskienhallintastrategioihin
toimitusketjujen hallinnassa Venaja-pakotteiden myota? Enta pitkan aikavalin?

Q10 What kind of short-term and long-term risk management strategies have been adapted
to the supplier management strategies due to the sanctions against Russia?

Q11 Miké olisi mahdollisesti tarkein asia, joka tulisi ottaa huomioon toimitusketjujen
riskienhallinnassa pakotteiden ndkokulmasta?

Q11 What would possibly be the most important thing to consider in supply chain risk
management from the perspective of sanctions?
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