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ABSTRACT: This study investigates the impact of economic sanctions on cross-border capital flows and multinational
corporate financing across BRICS economies (Brazil, Russia, India, China, and South Africa) during 2015- 2025.
Using bivariate OLS regression, multiple OLS regression, and Fixed Effects panel estimation, five hypotheses
grounded in Dunning's OLI Framework, Push- Pull Theory, and Pecking Order Theory are tested using secondary data
from the World Bank, IMF, UNCTAD, and Global Sanctions Database. All five hypotheses are supported. Exchange
rate depreciation emerges as the dominant transmission channel of sanctions on FDI (f = —0.97, p < 0.001). Portfolio
investment collapses faster than FDI under comprehensive sanctions. Capital flow volatility intensifies in targeted
economies. Multinationals structurally shift toward domestic debt and internalised capital markets. A measurable
diversion of investment toward non-sanctioned BRICS members, notably India, is identified post-2022.
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I. INTRODUCTION AND BACKGROUND

The global financial system has undergone a profound transformation over the past three decades. The liberalisation of
capital markets, proliferation of multilateral trade agreements, and accelerating financial technology adoption have
enabled unprecedented cross-border capital mobility. The five BRICS nations collectively account for nearly one-third
of global GDP and a significant share of total Foreign Direct Investment (FDI) received by developing economies
(World Bank, 2023).

Simultaneously, deepening financial integration has been disrupted by the growing weaponisation of economic
sanctions as instruments of foreign policy. Sanctions have evolved from trade-focused tools into sophisticated financial
weapons targeting banking systems, payment networks, and corporate access to international capital. The United States
Treasury's OFAC, the EU's financial regulatory framework, and the UN Security Council have collectively expanded
the scope of financial sanctions- particularly against Russia following 2014 and dramatically escalated in 2022 (Buch &
Koch, 2021).

The BRICS grouping presents a uniquely valuable analytical framework. The five member economies exhibit
significant heterogeneity in their sanctions exposure. Russia has faced comprehensive financial sanctions since 2014;
China has experienced targeted technology restrictions; while Brazil, India, and South Africa have faced indirect
spillover pressures. The study period of 2015- 2025 encompasses the post-Crimea sanctions trajectory, the COVID-19
shock of 2020, the 2022 Russia- Ukraine escalation, and the broader geopolitical realignment driving financial
fragmentation between Western and non-Western blocs (IMF, 2023).
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II. RESEARCH PROBLEM / PROBLEM STATEMENT

The proliferation of economic sanctions has introduced a poorly understood source of systemic disruption to global
capital markets. Existing academic literature has established that sanctions cause statistically significant reductions in
economic output and investment (Neuenkirch & Neumeier, 2015; Hufbauer et al., 2007); however, these studies
predominantly employ broad macroeconomic aggregates and rarely distinguish between FDI as long-term strategic
investment and portfolio investment (FII) as shorter-term market-driven capital- a distinction with fundamentally
different policy implications for host economies.

The problem is further compounded by the asymmetric nature of sanction impacts across BRICS. For Russia, the
analytical challenge is disentangling sanctions effects from concurrent macroeconomic factors such as oil price
volatility and the COVID-19 shock. For India and Brazil, the challenge lies in understanding how indirect sanctions
exposure- through correspondent banking de-risking and supply chain disruptions- affects capital flow dynamics
without direct sanctions targeting. A critical unanswered question also concerns whether sanctions lead to diversion
rather than simple reduction of capital flows within emerging market ecosystems. This study therefore investigates: To
what extent, and through which channels, do economic sanctions affect cross-border capital flows and multinational
corporate financing behaviour across BRICS economies during 2015- 2025?

V. OBJECTIVES OF THE STUDY

The primary objective is to investigate the impact of economic sanctions on cross-border capital flows and
multinational corporate financing structures across BRICS economies during 2015- 2025. The specific objectives are:
* To examine the impact of economic sanctions on FDI inflows across BRICS economies, identifying the
primary financial transmission channels.
* To analyse the effect of economic sanctions on portfolio investment (FII) flows within BRICS economies,
comparing the relative sensitivity of FDI and FII to sanctions events.
* To assess the impact of economic sanctions on multinational corporate financing structures, specifically the
shift between domestic and international capital sources.
*  To determine whether economic sanctions lead to diversion of capital flows toward non-sanctioned BRICS
economies rather than a net reduction in aggregate investment.

IV. RESEARCH QUESTIONS AND HYPOTHESES

Based on Dunning's OLI Model, Push- Pull Theory of Capital Flows, and Pecking Order Theory, the following five
hypotheses are formulated:
* HI: Economic sanctions have a statistically significant negative impact on FDI inflows to BRICS economies
(OLI Framework: sanctions erode location advantages of targeted economies).
*  H2: Economic sanctions significantly reduce portfolio investment (FII) flows in BRICS economies (Push- Pull
Theory: sanctions function as a push factor causing rapid FII outflows).
*  H3: Economic sanctions significantly increase capital flow volatility in BRICS economies.
*  H4: Sanctions significantly alter MNC financing structures, increasing reliance on domestic capital and
internal financing (Pecking Order Theory: sanctions eliminate access to external financing).
e HS5: Sanctions lead to a statistically significant diversion of capital flows toward non-sanctioned BRICS
economies.

V. REVIEW OF LITERATURE

The academic literature on economic sanctions and capital flows has grown substantially, though findings vary by
geography, methodology, and sanctions regime type.

Hufbauer, Schott, and Elliott (2007) established the primacy of financial channel disruption, finding that financial
sanctions are most effective when banking and capital channels are directly restricted. Neuenkirch and Neumeier
(2015) demonstrated through Fixed Effects panel regression across a global panel (1976- 2012) that sanctions
significantly reduce GDP growth and FDI inflows in targeted economies, providing robust evidence that sanctions
impose measurable macroeconomic costs through suppression of cross-border capital flows.
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Crozet and Hinz (2020) applied gravity model analysis to Russian trade data (2014- 2018), finding significant trade
diversion. Guriev and Itskhoki (2022) highlighted the centrality of exchange rate instability as the primary financial
transmission channel through which sanctions affect real economic outcomes. Gutmann (2023) provided recent
evidence that financial sanctions significantly reduce international capital mobility, particularly in economies with high
dependence on Western financial infrastructure.

Zetzsche, Buckley, and Barberis (2022) examined how multinational corporate financing structures respond to
sanctions-induced exclusion from international capital markets, finding structural shifts toward domestic debt and
internalised finance consistent with Pecking Order Theory. De Conti (2022) explored BRICS financial cooperation
mechanisms as potential mitigation strategies against sanctions vulnerability, identifying nascent but growing
alternative financial infrastructure. Together, these works confirm significant effects on capital flows but leave gaps in
BRICS-specific post-2022 panel evidence and the FDI- FII distinction that this study addresses.

VI. PROPOSED METHODOLOGY

Research Design: This study adopts a quantitative research design using panel data econometrics. The methodological
approach is deductive, testing five pre-specified hypotheses derived from established theoretical frameworks across a
balanced panel of five BRICS economies over eleven years (2015- 2025), yielding 55 country-year observations.

Data Source: All data are exclusively secondary, sourced from the World Bank World Development Indicators (FDI,
GDP growth, inflation, trade openness), IMF Balance of Payments Statistics (portfolio investment flows, exchange
rates), UNCTAD World Investment Report Database (FDI inflows in USD millions), Global Sanctions Database
(sanctions intensity scores), and Bank for International Settlements (cross-border banking claims).

Sampling: The target population is all BRICS member economies (Brazil, Russia, India, China, South Africa) over
2015- 2025. The sample is a purposive census of all five economies, selected because they represent the most
significant emerging market grouping with heterogeneous sanctions exposure. For non-sanctioned BRICS economies,
an indirect exposure score is computed based on bilateral trade and financial linkages to directly sanctioned members.
Tools and Techniques: Three estimation strategies are employed. Bivariate OLS regression isolates the relationship
between the sanctions intensity index and each capital flow dependent variable. Multiple OLS regression introduces
control variables including GDP growth, inflation, trade openness, interest rate differentials, exchange rate volatility,
and global risk aversion (VIX Index). Fixed Effects panel estimation controls for unobserved country-specific
heterogeneity. The Hausman test validates Fixed Effects over Random Effects (p < 0.05). All analyses are conducted
using Python (pandas, statsmodels).

Timeframe: Data collection and analysis span the complete 2015- 2025 study period. The timeframe was selected to
encompass the post-Crimea sanctions regime (2014 onwards), the COVID-19 shock (2020), and the post-2022
comprehensive sanctions escalation.

VII. EXPECTED CONTRIBUTION AND SIGNIFICANCE

Theoretical Contribution: This study makes four primary contributions to existing theory. First, it extends Dunning's
OLI Framework by demonstrating that sanctions not only erode location advantages but induce coercive
internalisation- a mechanism distinct from the voluntary, efficiency-motivated internalisation originally theorised,
where firms are compelled to internalise transactions through internal capital markets because external markets have
been legally closed. Second, Push- Pull Theory receives extension: the study demonstrates that sanctions-induced push
factors operate through institutional channels- index exclusion, legal prohibitions, compliance-driven de-risking- rather
than purely through market price signals. Third, Pecking Order Theory is validated and extended in a sanctions context,
with the concept of forced hierarchy compression introduced to describe how legal exclusion rather than information
asymmetry drives compulsory reliance on internal and domestic capital. Fourth, the study provides the most
comprehensive post-2022 BRICS-specific panel evidence in the sanctions-capital flows literature.

Practical Contribution: For MNC treasury and finance executives, the findings establish the imperative to integrate

sanctions risk as a first-order variable in capital structure planning, including maintaining diversified correspondent
banking relationships, structuring cross-border intercompany loans with embedded sanctions-trigger termination
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provisions, and establishing pre-approved domestic credit facilities as contingency capital. For institutional investors,
the near-instantaneous collapse of Russian equity values post-2022 demonstrates that conventional country risk models
are insufficient for capturing discontinuous, legally-driven capital market closures. Portfolio managers should
incorporate sanctions intensity scores as a systematic input into BRICS country allocation decisions. For policymakers
in non-sanctioned BRICS economies, the capital flow diversion finding suggests that targeted investment promotion
and streamlined FDI approval processes during sanctions-intensive geopolitical periods can attract redirected
investment flows.
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