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Abstract:

This thesis examines the resilience of Global Production Networks (GPNs) amidst international sanctions,
with a specific focus on Iran’s oil industry. As sanctions are increasingly used as a political tool, it becomes
crucial to study their impact. This study investigates how these sanctions affect the dynamics inside GPNs,
particularly in how they modify investment flows, trading patterns, and network function. To facilitate this
analysis, we have developed and adapted terminologies that could be used in conjunction with GPNs to
analyze sanctions and their impacts. The study specifically examines the sanctions on Iran’s oil industry to

understand their impact on GPNs.

This thesis uses a critical realism approach, integrating quantitative and qualitative data from various
sources. This study demonstrates that, despite the early disturbances brought about by sanctions, GPNs
have an impressive capacity to attain equilibrium, which states the balance GPNs achieve after adapting to
disruptions. Also, how oil GPNs were impacted and how actors utilized their power dynamics to respond
to sanctions have been studied. Furthermore, the study delves into the role of sanction busters in
participating in trade with sanctioned countries. The unintended impacts that refer to the consequences of

sanctions are also discussed.
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Chapter 1. Introduction:

1.1. Background

This thesis tries to use the Global Production Network perspective to understand the impact of international
sanctions. The usage of sanctions increased after the Cold War, and the United States, the United Nations,
the European Union, and, more recently, China employed this policy for various purposes (Peksen, 2019,
p. 635). Woodrow Wilson, the US president (1913-1921), described sanctions as “something more
tremendous than war,” and he believed that the pressure of the economic sanctions brings nations to sense
to act properly (Rachman, 2022). So he called sanctions a “peaceful, silent, deadly remedy” (Farzanegan,

Batmanghelidj, 2023, p. 197).

Although sanctions are initially imposed for political objectives, businesses are affected immediately by
sanctions, which makes this a critical topic for International Business scholars (Meyer, Fang, Panibratov,
Peng, Gaur, 2023, p. 2). Meyer and colleagues (2023, p. 3) investigated various kinds of sanctions. They
showed that sanctions have a direct impact on business activities like import, export, financial investment,
technology sharing, and overseas subsidiary activities. Therefore, sanctions cause uncertainty, disrupt the
supply chain, increase transaction costs, and a decline in international operation profit. Moreover, MNEs
that previously invested in the target country will face new institutional and legislative barriers (Meyer et
al., 2023, p. 5). In other words, sanctions can be considered a reason for disruption in the global value chain
(GVC). It has been shown that economic sanctions result in lower participation in GVC by sanctioned
countries (Bruno, Cipollina, Dal Bianco, 2023, p. 1077). The country that is sanctioned has a decline in its
participation in GVC (Bruno et al., 2023, p.1081), and this trade void provides both threats and

opportunities for third-party countries (Doornich, Raspotnik, 2020, p. 359).

This research investigates the implications of sanctions within the framework of global production networks

(GPNs), a perspective largely unexplored in previous studies. In this study, a holistic view is acquired to
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investigate the impact of sanctions on GPNs and the role of GPNs’ actors regarding sanctions. Gathering
and combining various concepts related to global production networks and sanctions, this thesis introduced
a model to contribute to enhancing the understanding of this phenomenon. This model emphasizes on the
importance of considering GPN’s actors and their power relations in analyzing the impacts of sanctions. In
addition, the model illustrates the critical role of sanction busters. The model further identifies ‘bystander’
countries that, although not participants in the sanctions regime, experience unintended consequences from

these measures.

This study also emphasizes the concept of equilibrium. This concept shows that GPNs tend to find an
optimized balance, and if an external factor like a sanction disrupts the current balance, GPNs tend to find
a new equilibrium of actors, trade, and FDI. This concept makes it possible to metaphorically consider

GPNs as an organism that responds to their surroundings in order to survive.

The empirical part of this study also sheds light on the critical importance of understanding the GPNs’
actors and the power dynamics between them in order to have a more realistic understanding of the
mechanism of sanctions. It is crucial to know the main actors of an industry, how they cooperate in the
GPN network, and the power of these actors. According to international business scholars, firms are the
most powerful and centric actors in the GPN (Dicken, 2007, p. 91; Coe & Yeung, 2015, p. 156). However,
the empirical study of this thesis showed that in the oil GPN, the states are more powerful actors than other
actors. In our study, it has been observed that states also act as consumers in the oil GPNs, which makes
states more powerful. In addition, lead firms in the oil industry are mostly state-owned firms, making them

more reliant on their state’s policies.

Another contribution of this thesis is clarifying the role of China and Russia as sanction busters in terms of
sanctions on Iran’s oil industry. In order to show this finding, the authors also gathered and developed a list
of international contracts of Iran’s oil industry with international companies in the world that showed that

China and Russia continued to invest in Iran after sanctions were imposed on the country.
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1.2. Problem:

In the vast world of global business, institutions play a crucial role as behind-the-scenes architects. Whether
formal, like laws, or informal, like shared norms, they shape trade and commerce. In Global Production
Networks (GPNs), these institutional forces act as subtle conductors. Institutions like the hidden threads
woven into international agreements. They clarify the rules for businesses working globally. Clear and
enforceable rules create a welcoming environment for investments, cooperation, and the building of strong
global production connections. Abundant studies are exploring the relationship between institutions and
GPNs and how the quality of institutions affects the efficiency and effectiveness of global production

processes.

What makes this topic an interesting field of study is the ever-changing connection between GPNs and
institutions. GPNs are not fixed; they move and adjust to changes in the global economy. Similarly,
institutions are not rigid and unchanging; they reshape themselves in response to the evolving demands of
production networks. This interplay between stability and adaptability has been studied by different
scholars. For instance, Coe and Yeung (2015, p. 14) showed GPNs are influenced by, and in turn influence,

the institutional frameworks within various societies.

In previous studies, the complicated interplay between institutions and production networks has been the
focal point of scholarly attention. However, a notable gap in the existing literature is the relatively limited
attention given to the role of sanctions as an institutional factor. Therefore, the main theoretical gap that

this thesis is trying to cover is the impact of sanctions on the global production network.

Sanctions, as a political tool, have been increasingly used in the world by states and institutions (Peksen,
2019, p. 635. Garfield, 2002, p. 94). While they traditionally operate at the state level, their effects spread
through international trade and production networks, thereby influencing the behavior of firms engaged in

GPNs. As sanctions impose legal restrictions on certain types of transactions, products, or business
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activities, international firms need to know about them and be aware of the institutional challenges and
opportunities that arise in response to geopolitical dynamics. In addition, it is crucial for scholars to analyze
the impact of sanctions on the decision-making processes of multinational corporations (MNCs)

participating in these networks.

From a theoretical point of view, this thesis investigates institutional changes in the GPNs through the
imposition of sanctions. As sanctions introduce new laws, regulations, uncertainties, and risks to the
institutional context of international trade, they change the dynamics of the game. Consequently, various
actors within GPNs become engaged in this altered environment and make an effort to modify their
activities accordingly. This recalibration makes a new equilibrium in the GPNs. Understanding the role of
different actors of GPNs in response to sanction imposition and the resultant changes in their interactions
(e.g., trade and FDI) makes this thesis theoretically important. In addition, investigating the effect of
sanctions through GPNs’ perspective sheds light on the resilience and adaptability of these networks in the

face of external pressures.

1.3.  Purpose Discussion and Research Question:

With a theoretical lens grounded in Global Production Networks, Institutional theory, and the theory of
sanctions, the purpose of this thesis is to increase the understanding of the mechanism and impact of
sanctions, both at the national level between the imposing and targeted countries and globally, especially
within GPNs. It explores the effect of sanctions on GPNs and further sheds light on the role of different
actors and the effects of sanctions on them. To fulfill the purpose of this thesis, as a case, sanctions on Iran

have been evaluated in this report.

To fulfill this purpose, it is necessary to answer the following questions:

1. What is the mechanism of sanctions in the context of Global Production Networks?
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2. What are the consequential effects of international sanctions on Global Production Networks?
3. From a Global Production Networks perspective, how have international sanctions influenced

Iran’s oil trade and the flow of Foreign Direct Investment into this sector?

1.4. Delimitations:

Sanctions themselves have a very dynamic and critical face, though they have a great impact on GPNs;
however, sanctions act differently based on situations. Therefore, delimitations have been made to keep this
thesis relevant and credible with the research question and scope of the topic. Along with the impact on
GPNs, sanctions have a great internal impact on the target country, but due to the scope of research
guestions, we do not work on internal effects but rather try to find how GPNs act in case of sanctions. We
have selected Iran as a case study to comprehensively understand the impacts on GPNSs. Iran is a particularly
relevant example due to its extensive experience with international sanctions and its significant role in the
oil GPN. We also tried to define and check the mechanism of sanctions from the GPN context and how
sanctions influenced Iran’s oil trade and FDI in the oil sector. Iran has been under sanctions pressure since
1979. However, we have considered the sanctions that had major impacts on the Oil Industry. Institutional
theory in connection with sanctions and GPNs has been observed in this report. The Interpretive Synthesis
method is used where qualitative and quantitative data are evaluated. This thesis aims to examine the
response of GPNs to disruptions, with a particular focus on sanctions using the Critical Realism approach.
Although other types of disruptions, such as pandemics, wars, and natural disasters, might also be

significant, this report concentrates solely on the impact of sanctions.
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2.1. Sanctions

One or more countries use sanctions against another country, group, or person(s) to control their behavior
or punish them for breaching international law and conventions. Sanctions are frequently used as a tool for
foreign policy (Council on Foreign Relations, n.d.). They can be unilaterally imposed by one country or
multilaterally enforced by several countries or international organizations like the United Nations and the
European Union. Sanctions are the tools for a country to handle geopolitical challenges like terrorism and
conflict. One of the challenges of utilizing sanction regimes is limiting the impact on the target groups. The
impact of sanctions on bystanders was investigated in various studies. Bystanders refer to individuals or
groups who are not directly targeted by sanctions but still experience negative consequences as a result of
the sanctions imposed on another entity. Bystanders may encounter economic difficulties due to the ripple
effects of sanctions on the targeted state, influencing their trade connections, economic stability, and
potentially resulting in adverse impacts on their economies (Hatipoglu, Considine, AlDayel, 2023, p. 864).
Besides, some other countries are directly or indirectly related to sanctions called Sanction Busters.
Politically motivated sanction busters (PMSB) or “Black knights” are third-party entities or countries that
provide extensive assistance to a target country facing economic sanctions. This assistance can come in
various forms, such as trade, investment, aid, or other means that help the sanctioned state mitigate the
impact of the sanctions. Black knights are often motivated by political and strategic interests to support the
target country in defiance of the sanctions imposed by sender states (Early, 2011, pp. 381-382). On the
other hand, Financially motivated sanction busters (FMSB) refer to third-party entities or countries that
participate in actions to circumvent or weaken economic sanctions imposed on a target country for financial
gain or commercial interests. These entities aim to benefit from trading with sanctioned states by exploiting

loopholes and seeking alternative channels to sustain business operations despite the existing sanctions.
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Their main driving force is the pursuit of economic advantages rather than political or strategic motives

(Early, 2011, pp. 387-388).

The main purpose of economic sanctions, as it is self-explanatory by the name, is to put economic pressure
on the target country (Biglaiser, Lektzian, 2020, 526). Studies show that extensive and comprehensive
sanctions have a significant negative impact on bilateral trade, while limited and moderate sanctions have
a lesser effect (Caruso, 2003, p. 26). The effect of sanctions on foreign investment changes over time. In
the short run, high-cost sanctions can lead to a significant decrease in FDI. However, this short-term
negative impact may dissipate in the long run (Mirkina, 2018, pp. 204-205). The impact of sanctions on the
target country’s GDP is also studied, and it has been shown that sanctions have a significant negative impact

on GDP in the short term (Neuenkirch and Neumeier (2015, p. 110).

Various types of sanctions serve as a tool to pressure not only the primary target but also those who might
indirectly support it, effectively creating a larger network of deterrence and compliance. By implementing
such sanctions, a nation or international body can significantly amplify the reach and effectiveness of its

foreign policy objectives.

Economic Sanctions: Economic sanctions are the restrictions on the trade, group, institutions, or
individuals of a sovereign state by one or more states to limit financial activities. The purpose of economic
sanctions is to hinder the targeted nation’s capacity to conduct commerce with other nations, thus harming
its economy. On the other hand, according to Masters (2019), economic sanctions are a foreign and security
tool for a country. Smeets (2008, p. 4) defines sanctions as trade limitations between sovereign states in the

form of boycotts and embargoes.

Diplomatic Sanctions: Diplomatic sanctions are a strong expression of disapproval in international
relations. By severing or restricting diplomatic ties, a country can send a clear message to another nation

through actions such as closing embassies or summoning ambassadors.
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Sport and Cultural Sanctions: These sanctions are imposed when the initiator wants to stop the cultural
exchanges and keep the target nation from participating in international competitions like the Olympics or

banning cultural exchanges.

Extraterritorial Sanctions: Sanctions typically aimed at punishing or constraining a specific country, its
organizations, or citizens, can sometimes extend beyond their primary target. When these sanctions also
apply to entities in other countries that engage in business or have associations with the primary target, they
are known as “Secondary” or “Extraterritorial Sanctions” (Masters, 2019). In other words, third parties or
other governments that directly or indirectly assist the main target of the sanctions or do business with them

may also be subject to economic sanctions (Alexander, K., 2009, p. 2).

2.1.1. Mechanism of Sanctions

Lacy and Niou investigated the mechanism of bilateral sanctions, which has several stages. First, there is
usually a disagreement between the countries. The next step is the threat stage, where the idea of sanctions
comes into play. Making a threat can be just as crucial as the actual sanctions because it sets the stage for
what might come next and can push the targeted country to change its actions. If the threat does not lead to
the desired change, then the coercer might go ahead and impose sanctions. Finally, the success of sanctions
is not just about getting the immediate change wanted. Sometimes, even if the main goal is not met,
sanctions can still affect the situation by boosting the coercer’s standing or leading to other outcomes that

the coercer prefers (Lacy, Niou, 2004, pp. 26-27).

However, imposing sanctions by one nation is not so effective; to make an effective one, the country needs
international cooperation from other countries or institutions. The imposer country needs to be involved in
diplomatic efforts, negotiations, and persuasion to build a coalition of nations willing to cooperate in
implementing the sanctions. Central to this process is the role of a leading sender, typically a state with a

strong interest in the imposition of sanctions. (Martin, 1993, pp. 410- 413). Establishing credibility is a
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critical factor in gaining cooperation. The leading sender must demonstrate a commitment to follow through
on threats or promises related to the sanctions. This can involve building a coalition, incurring audience
costs, or utilizing international institutions to enhance credibility. Furthermore, the involvement of
international institutions can play a significant role in enhancing credibility and facilitating cooperation.
Bringing the sanctions issue to an international body can increase the costs of reneging on commitments

and make it more challenging for states to reverse their policies (Martin, 1993, p. 416).

International institutions influence their members’ behaviors in imposing economic sanctions. The findings
of Early and Spice (2015, p. 356) reveal significant differences in the effectiveness of different international
institutions in imposing and enforcing sanctions against a target country. To ensure compliance and prevent
sanctions-busting, international institutions employ various monitoring mechanisms. These include
establishing sanctions committees to oversee implementation, requiring member states to submit regular
reports on adherence to sanctions measures, conducting on-site inspections to verify compliance, utilizing
data analysis and monitoring tools to track activities indicating violations, coordinating with member states
for monitoring efforts, and conducting compliance reviews to assess adherence to sanctions measures. In
cases of serious violations or non-compliance, international institutions may take enforcement measures
against member states. This can include imposing penalties, sanctions, or other punitive actions to ensure

compliance with the sanctions regime (Early, Spice, 2015, pp. 346).

The United Nations (UN), the European Union (EU), and individual nations like the US use sanctions as
vital instruments in international relations to shape the actions of governments, organizations, businesses,
and people. In general, sanctions are seen as a less expensive and risky option than war, even if they are
still a kind of intervention (Masters, 2019). The United Nations (UN) Security Council may respond to
global threats by cutting economic ties with state and non-state groups (Masters, 2019). Besides, when it
needs to address massive human rights violations, stop illegal smuggling, or stop extremist groups, the UN

Security Council comes forward with Sanctions (UN News, 2016). Asset freezes, travel bans, and arms
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embargoes are common UN sanctions. The UN and other international institutions also use the process of
threatening before imposing sanctions; for instance, the Security General and his representative give a hint
for the sanctions to the target country, organizations, or individuals, which encourages conflict parties to

enter into a dialogue (UN News, 2016).

2.1.2. Effect of sanctions:

The effect and intensity of sanctions can vary based on factors such as the type of imposer and target, scope
and type of sanctions, and the relation between the imposer, target, and third-party states (Ozdamar &
Shahin, 2021, p. 1648). It has been discussed earlier in this report that sanctions have consequences on the
county level and global perspectives. Ozdamar & Shahin (2021, p. 1646) divided the consequences into

three segments: economic, political, and humanitarian & social consequences.

Economic sanctions are mainly imposed to restrict the economic activities of target nations. It has been
observed that multilateral UN Sanctions have stronger effects than unilateral US sanctions and decrease the
target state’s annual real per capita GDP growth rate by more than 2 percentage points (pp) (Neuenkirch &
Neumeier 2015, p. 110) and the effectiveness of EU sanctions is comparatively lower than the UN sanctions
(Besedes, Goldbach, and Nitsch 2017, p. 293). Therefore, it is obvious that sanctions have economic
consequences. Sanctions bring changes in the Gross National Product (GNP), Gross Domestic Product
(GDP) (Drezner, 2000, p. 90-91), and the growth rate of GDP (Neuenkirch & Neumeier 2015, p. 111a).
While studying the consequences of economic sanctions, we found one interesting study on the intensity
varies based on the target nation’s economic strength; for instance, there was no significant adverse effect
when the US imposed selective sanctions on China (Yang et al. 2004, p. 1047) on the other hand sanctions
against Iran decreased Iran’s GDP by 17 percent from 2011-2014 (Gharehgozli 2017, p. 141). The sanctions
have contradictory findings on the impact of FDI; some studies suggested the FDI reduction in the target

nation due to sanctions such as China (Yang et al. 2004, p. 1047a), Russia (Gurvich & Prilepskiy, 2015, p.

10
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141) and others suggested the FDI recovers after sanctions impositions (Biglaiser & Lektzian, 2011, p.

531).

Though the political consequences of the sanctions depend on the types of sanctions imposed, however, it
has been observed that the consequences of sanctions are not as hard for the imposer or third-party states
as it is for the target country (Ozdamar & Shahin, 2021, p. 1652). As we have already covered in this report,
the PMSB, also known as Black Knight, stepped forward to provide help to the target nation because of
their shared political links. This support can take many different forms, including trade, investment, aid, or
other strategies that assist the sanctioned country in lessening the effects of the sanctions. Study shows that
sanctions destabilize the targeted regimes, and there is an increasing probability of change in the
leadership/government (Marinov, 2005, p. 564). Sanctions appear to have a greater political impact on
democratic target nations than on authoritarian ones. Sanctions have differing consequences on
international politics. Instead of isolating the targeted state, certain sanctions may offer it new allies

(Amuzegar, 1997, p. 34).

Sanctions extend beyond economic and political areas, profoundly impacting humanitarian and social
consequences. Historical instances highlight severe repercussions, such as in Iraq, where sanctions led to
critical shortages of drinking water, inadequate sewage systems, and heightened disease transmission (Buck
et al., 1998, p. 69). Similarly, Iran and Syria faced significant scarcities of essential food items and
medicines (Moret, 2015, p. 130), further illustrating the broad and deep-seated consequences that sanctions
can impose on a nation’s social fabric and public health. Even medicine is excluded from sanctions;
however, this may become less available due to higher prices, problems with the transportation system
(Ozdamar & Shahin, 2021, p. 1656d), and sometimes firms do not want to engage in the complicated
process of selling even permitted goods/services to the sanctioned country (Setayesh & Mackey, 2016, pp.

5-6). Studies also found the effects of a country’s cost in the case of disasters (McLean & Whang, 2021, p.

11
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394), mortality (Mack & Khan, 2000, p. 284), child mortality, and life expectancy (Gutmann et al., 2021,

p. 139) due to sanctions.

Sanctions are a complex tool with wide-ranging effects that extend beyond their immediate economic and
political objectives, deeply affecting the social and humanitarian factors of targeted nations. The varied
impacts underscore the necessity for a nuanced understanding and strategic application of sanctions to

mitigate unintended consequences, particularly on vulnerable populations.

2.2. Global Production Networks (GPNs):

The concept of global production networks (GPNs) offers a clear way to understand how the world economy
is interconnected and grows. In contrast to conventional models, which concentrate exclusively on
economic transactions, GPNs take a wider view that considers social, political, and environmental factors.
So many economic scholars define GPNs from various angles; Yeung and Coe defined GPNs as “an
organizational arrangement comprising interconnected economic and noneconomic actors coordinated by
a global lead firm and producing goods or services across multiple geographic locations for worldwide
markets.” (Yeung, Coe, 2015, p. 32). Scholars have delved into the essence of Global Production Networks
(GPNs), uncovering three pivotal elements that stand out: geopolitical factors, the intricate network of
relationships between different actors, and the influence of both local and international institutions. These
core aspects, drawn from extensive empirical research, highlight the multifaceted nature of GPNs, shedding

light on how they navigate and shape the global economic landscape.

Glassman’s (2011, p. 158) work in Geography Compass highlights the geopolitical economy of GPNss,
urging the inclusion of geopolitical factors such as labor dynamics and state competition in analyzing global
production. This approach emphasizes the interdependence between economic activities and political-social
contexts, offering a richer understanding of globalization’s impacts. Furthermore, there is a strong

geographical shift in the global production network, seen not only in the rise of China (Henderson and
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Nadvi, 2011, p. 285-297; Fuller, 2016) and the Asian tiger economies (H. Yeung, 2016), but also in other
‘rising powers’ such as BRICS (Seniuk, 2019, p. 509-531), Brazil and India (Nadvi, 2014, p. 137-150), and

associated with new forms of state involvement, most notably China’s tentacular Belt and Road Initiative

(Flint and Zhu, 2019, 95-101).

As per Coe et al. (2008, p. 272), the core of all three ideas (GCCs, GVCs, and GPNs) are almost the same,
but there are some slight differences among them. GCCs and GVCs are comparatively narrower in shape
than GPNs because GPNs need to incorporate all kinds of networks. According to Stephenson and Agnew
(2016, p. 558), GPN is the ‘network of networks’. The emphasis of GPNs is placed on the interconnectivity
of various actors across geographical boundaries, highlighting the importance of considering a wide range
of factors, including firm roles, labor dynamics, and environmental considerations, to fully understand
GPNs operations and impacts (Coe et al. 2008, pp. 271-295). The global production network is so dynamic
and critical that interconnected nodes and links are extended across national boundaries and integrate the
parts of disparate national and subnational territories (Coe et al. 2008, p. 274). Henderson et al. (2002), in
their analysis, propose GPNs as a method to transcend state-centric views, focusing on the asymmetries of
economic and social development. When taken as a whole, these writings highlight how crucial it is to
examine GPNs holistically, incorporating social, political, and economic factors. Understanding the
complexities of global economic integration and its many effects on development requires a comprehensive

study.

Coe & Yeung (2019, p. 776) tried to map the recent conceptual development of GPNSs; they described the
ever-widening range of sectors in GPNs such as medicinal plants, logistics, marine transport and passenger
aviation, tourism, investment funds, offshore services, renewable energy and to develop a new iteration -
GPN 2.0- with the more explanation of the links between GPN configuration and development within the
global economy. The four moves of GPN 2.0 are: 1. defining and delimiting GPNSs, 2. theorizing further the

underlying political-economic forces that influence GPNs, 3. the pressure of financial discipline, 4. the final
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move of GPN 2.0 is to better understand the development and dependency outcomes for the regional

economies that are connected with GPNs (Coe & Yeung, 2019, p. 777-780).

2.2.1. Actors of Global Production Networks:

Global Production Networks (GPNs) are not always extensively global, but they can be regional. Still, the
network should be extended from national geographical boundaries and integrated with other external
networks from abroad. GPNs are not simply technical-economic mechanisms through which the
production, distribution, and consumption of commodities, goods, and services occur but also an economic
and political phenomenon where some actors are integrated and connected to construct economic
relationships, governance structures, institutional rules and norms, production and distribution. At the same
time, actors are involved in understanding the power dynamics that exist within global production networks.
Power relationships between lead firms, suppliers, and other actors can influence decision-making, resource
allocation, and the distribution of benefits within the network (Coe & Yeung, 2015, p. 77). Furthermore,
Actors in global production networks are involved in creating, enhancing, and retaining value through
their participation in various value activities. Understanding how actors coordinate, control, and govern
these activities is essential for optimizing network performance and economic outcomes (Coe & Yeung,
2015, p. 57). In this report, we will explore the actors of GPNs, which are inspired by the insights from
Dicken’s “Global Shift” (2007, pp. 90-101) and Coe & Yeung’s “GPNs: Theorizing economic development
in an interconnected world” (2015, pp. 57-101). Dicken mainly described 5 actors in the GPN: Firms, States,
Labor, Consumer, and Global Civil Society Organizations (GCSOs), and Coe & Yeung focuses mainly on
four types of actors those are Firms, Suppliers and Partners, Intermediaries and Government and Non-

Governmental actors.

1. Firms: Particularly Transnational Corporations (TNCs): Lead firms play a pivotal role in global
production networks, serving as central actors that drive coordination, organization, and decision-making

processes across the network. Transnational and domestic, big and small, public and private corporate
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organizations all exist in economies in a variety of combinations and interrelationships (Dicken, 2007, p.
91). Here are key points to consider when discussing lead firms in the context of global production

networks:

Lead firms are positioned at the apex of global production networks and are responsible for orchestrating
and overseeing the activities of other actors, such as central actors within the network. They serve as key
drivers of the network’s operations and strategic direction (Coe & Yeung, 2015, p. 156). Lead firms are
tasked with coordinating and controlling (Dicken, 2007, p. 92) the various activities, resources, and
relationships that make up the global production network. They work to ensure that all network participants
are aligned toward common goals and objectives (Coe & Yeung, 2015, p. 156). Lead firms typically
influence the network’s operations, relationships, and strategic decisions. They have the power to shape
the network’s structure, governance mechanisms, and overall direction based on their goals and priorities
(Coe & Yeung, 2015, p. 84). Firms often play a key role in allocating resources within the network (Dicken,
2007, p. 92), including capital, technology, and information. They determine how resources are distributed
among network participants to optimize performance and achieve desired outcomes (Coe & Yeung, 2015,
p. 64). Firms are responsible for managing relationships with suppliers, partners, customers, and other
stakeholders within the network. They build and maintain strong partnerships supporting the network’s
objectives and enhancing collaboration (Coe & Yeung, 2015, p. 80). Lead firms drive innovation and
competitiveness within global production networks by introducing new technologies, processes, and
products. They set industry standards, best practices, and benchmarks that influence the network’s overall
performance (Coe & Yeung, 2015, p. 101). Firms often take on the responsibility of managing risks within
the network, including market uncertainties, supply chain disruptions, and regulatory challenges. They
leverage their organizational flexibility and strategic capabilities to mitigate risks and ensure network

resilience (Coe & Yeung, 2015, p. 156).

2. States: Contrary to the notion of a borderless global economy, states remain fundamental to the structure

of GPNs. Each node within a GPN is anchored in specific locales, shaped by the socio-political and cultural
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milieu. This grounding influences how firms navigate and exploit differences in regulatory landscapes. The
interaction between firms and states, encompassing negotiations over regulatory practices, creates a

complex web of relationships that underpins the global economy.

3. Labor: Viewing labor merely as a commodity overlooks its critical role in production networks.
Workers embody essential skills and knowledge, making labor a cornerstone of any production process.
However, the mobility of labor versus capital presents asymmetries, posing challenges for labor
organizations, especially in countering the dispersed operations of TNCs. The struggle for labor rights and
better conditions underscores the need for cross-border unionization efforts despite the challenges posed by
globalization. However, the mobility of labor versus capital presents asymmetries, posing challenges for

labor organizations, especially in countering the dispersed operations of TNCs (Dicken, 2007, pp. 95-96).

4. Consumers: The ultimate drivers of production networks are the consumers, whose demands dictate
the flow of goods and services. Consumption transcends simple economic transactions, encompassing a
complex array of social and cultural dynamics. The diverse motivations behind purchasing decisions
highlight the significance of understanding consumer behavior, which can vary significantly across
different locales and demographics. Consumers play a crucial role in driving demand, shaping market
trends, and influencing the strategies of lead firms and other actors within the network. Their preferences,
purchasing behavior, and feedback provide valuable insights for product development, marketing strategies,

and supply chain management (Dicken, 2007, p. 97).

5. Civil Society Organizations (CSOs): In the global arena, CSOs emerge as crucial players, advocating
for various causes and influencing governance on an international scale. The proliferation of such
organizations reflects a growing collective consciousness aimed at addressing global challenges. From
environmental conservation to labor rights, CSOs mobilize resources and public opinion to hold
corporations and governments accountable, demonstrating the power of organized civil action in shaping

global policies and practices. Government agencies, regulatory bodies, and non-governmental
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organizations also play a role in global production networks by setting policies, standards, and regulations
that impact the operations and behavior of other actors within the network (Coe & Yeung, 2015, p. 101).
The interaction between firms and states, encompassing negotiations over regulatory practices, creates a

complex web of relationships that underpins the global economy (Dicken, 2007, pp. 92-98).

2.2.2. Power Dynamics

Coe and Yeung (2015, p. 77) shine a light on this aspect, reminding us that understanding these power
dynamics is key to comprehending how global production networks operate. It’s a dance of influence, where
some lead and others follow, but all play a role in the network’s harmony. The dynamics of power influence
every aspect of the network’s life, from strategic decisions to choices about who gets what and why. The
essence of analyzing these power dynamics is not just to map out who holds the reins but to understand the
implications of these power structures. How do they shape the strategies of firms within the network? In
what ways do they impact the distribution of resources and benefits across the network? And crucially,

when sanctions enter the picture, how are these dynamics tested, strained, or transformed?

2.2.3. Value Creation and Governance

Every participant in the complex ecosystem of Global Production Networks (GPNs), from the largest
multinational company to the smallest supplier, is essential to the process of value generation,
augmentation, and retention. These networks’ success and vitality are largely due to their combined efforts

in participating in a range of value-added activities.

To properly appreciate the governance structures and operational effectiveness of GPNs, Coe and Yeung
(2015, p. 57) stress how important it is to comprehend these dynamics. It is not only about each actor’s
unique contributions; it is also about how these contributions work together to create a unified and effective

network. In addition to generating value, the governance systems that supervise these operations are
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essential in making sure that value is sustainably and fairly dispersed throughout the network. Upon closer
examination, it becomes evident that these governance frameworks are not uniform and instead exhibit
significant variation based on the characteristics of the network, the sectors engaged, and the strategic
objectives of the principal stakeholders. The network’s decision-making, dispute resolution, and promotion
of innovation and adaptability are all impacted by the variation in governance structures. In the end, a major
determinant of Global Production Networks’ long-term viability and competitiveness is how value

generation and improvement activities are governed.

2.2.4. Indicators of GPNs

This report explores the complex dynamics of the Global Production Networks (GPNs) and how they adapt
and recalibrate in response to international sanctions. Among other types of communication and interaction,
Trade and Foreign Direct Investment (FDI) have played a major role in creating the complex web of
interconnection known as global production networks (GPNs). Understanding these two factors is critical

to investigating the effects of sanctions on GPNs; therefore, they are described in the following.

224.1. FDI

Foreign Direct Investment (FDI) plays a crucial role in the global economy. According to OECD and IMF,
FDI is the process of a resident entity of an economy (home) in an enterprise and establishing a long-term
relationship with another foreign economy (host) through an investment (Duce and Espafia, 2003, p. 2).
FDI is either by starting up activities or by purchasing assets in another nation, such as ownership or a
controlling stake in a foreign firm. There are two types of foreign direct investment (FDI) flows: inward
FDI and outward FDI. Investments made by the home nation into a foreign economy are referred to as
“outward FDI,” emphasizing the expansion of a nation’s financial interests outside. Conversely, “inward
FDI” denotes foreign investments that are received by the reporting economy, highlighting the foreign

capital inflows into a nation’s market (OECD, n.d.). This difference emphasizes how nations participate in
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the global investment scene in two ways: as investors and as beneficiaries. A variety of theoretical

perspectives have been used to analyze FDI, and scholars have examined the phenomena from many angles.

Many factors impact the FDI decision of a multinational enterprise (MNE). One of the popular theories
behind the FDI decisions is backed by Dunning’s (1980, 1993) electric paradigm, which provides
ownership, location, and internationalization (OLI) advantages that suggest why and where the MNEs
would invest abroad (Sethi et al., 2003, p. 316). The decisions of FDI may be driven by several strategic
factors, including heightened competition at the original site, the need to find new, low-cost production
locations due to cost constraints, or pressure to enter new markets in reaction to competitors making similar
moves (Sethi et al., 2003, p. 315). The actions taken by different countries to liberalize investment regimes
have a significant impact on FDI decisions. FDI may help host nations expand economically by bringing
in capital investment to host countries (Razin, 2002, p. 3), technological transfer and intensity (Lall, 1980,
p. 120), organizational assets and knowledge transfer, and improved management capabilities (Kogut,
1983, p. 38). It can increase the competitiveness of domestic companies and frequently results in the
creation of jobs. At the same time, Rugman (1979, p. 1) describes FDI as a risk diversification process for

investors.

2.2.4.2. Trade

Trade, serving as the foundational mechanism for the transnational exchange of goods and services, plays
an indispensable role in the dynamics and progression of Global Production Networks (GPNSs). This
intricate web of production and distribution networks benefits significantly from the facilitation of trade,
enabling countries to integrate seamlessly into the global economy. According to Wacziarg (2008, p. 187),
the participation of nations in GPNSs is bolstered by trade, with the reduction of tariffs and non-tariff barriers
playing a pivotal role in expanding these networks. This deregulation not only simplifies but also makes it

more economically feasible for firms to pursue international trade ventures.
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Delving deeper into the fabric of GPNs, Johnson & Noguera’s (2012, p. 1) comprehensive analysis of trade
patterns across forty-two countries from 1970 to 2009 illuminates the significant impact of regional and
bilateral trade agreements. These agreements not only sculpt the structure and geography of GPNs but also
crucially influence the movement of goods, services, and investment across nations. Such structural
transformations underline the role of trade agreements in facilitating smoother operations within GPNs,

thereby enhancing global economic integration.

The involvement of countries in trade within GPNs is not merely a matter of economic participation; it is a
catalyst for economic development. The infusion of trade into global markets is synonymous with a boost
in productivity, innovation, and diversification of economies. Gereffi & Fernandez-Stark (2011, p. 31)
emphasize the critical nature of economic upgrading in fostering innovation and enhancing the competitive
edge of firms entrenched within GPNs. They further explore the “Capturing the Gains” research initiative,
which aims to translate global economic participation into tangible improvements in employment quality

for workers in developing nations, advocating for decent work conditions and adherence to labor standards.

This extensive discussion underscores the multifaceted role of trade in shaping the evolution and
functionality of Global Production Networks. From facilitating economic integration and development to
promoting innovation, sustainability, and social responsibility, trade emerges as a vital instrument in the
global economic orchestra, orchestrating a harmonious interplay between nations, firms, and individuals in

the pursuit of shared prosperity.

2.3. Institutional Theory

Institutions, as described by North (1991), are the humanly devised constraints that structure political,
economic, and social interactions (Buckley, Enderwick, Cross, 2018, pp. 134). Institutions, both formal and
informal, shape human interactions within an economy. Formal institutions include political, judicial, and

economic rules, while informal institutions encompass norms, values, culture, and ideology. These
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institutions provide a structure to economic exchange by defining acceptable behaviors, rules of the game,
and sanctions for rule-breakers. (Hill, 1995, p. 120). In one definition, “institutions are transaction cost-
minimizing arrangements which may change and evolve with changes in the nature and sources of
transaction costs and the means for minimizing them” (Nabli, Nugent, 1989, p. 1336). Political and
economic institutions are key to economic success and growth, as outlined by Douglass C. North (North,
1987, pp. 426-427). Institutional context is critically important for the global production network since
GPNs operate within this context (Smith, 2015, p. 291). The institutional aspect of GPNs is deeply
integrated into its nature. The institutional environment plays a crucial role in shaping the governance
structures that emerge within GPNs. Therefore, GPNSs, institutional context, and governance structures are
interdependent and continually evolving (Smith, 2015, p. 295). Institutional theory points out adaptability
within institutions over time and highlights the complexity of interactions between institutions and the
environment (Davis, 2010. p. 306). This dynamic perspective acknowledges that institutions evolve as a

result of changes in the environment.

2.3.1. Institutions and Economic Interactions

Institutions fundamentally influence economic interactions by determining the boundaries in which
economic actors operate to achieve legitimacy. Therefore, it can be noted that institutions act as both
constrain and enabler. (Buckley, Enderwick, Cross, 2018, p. 135). The institutional environment, according
to Hall and Jones (1999), significantly influences levels of economic performance across countries. Their
research suggests that countries with institutions that support market efficiency, protect property rights, and
foster innovation tend to achieve higher levels of economic productivity and growth (Hall, Jones, 1999, p.
84 & p. 114). Conversely, institutions can slow down the growth. For example, Hsieh and Klenow (2009,
p. 1404) argued that institutions and policies can be one of the culprits of resource misallocation and low

Total Factor Productivity (TTP). (Hsieh, Klenow, 2009, p. 1403). In another study about the importance of
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institutions in development, it is proven that there is a significant link between long-term GDP growth and

various institutional elements (Ménard, Shirley, 2014, p. 555)

The influence of institutions noticeably extends into international trade, where they not only facilitate
economic exchanges but also mitigate the volatility associated with trade policies and trade flows
(Mansfield, Reinhardt, 2008, p. 621). This function of institutions paves the way for GPNs to develop as
leading firms can expand their international activities with reliance on the institutional context. In addition,
the role of states in the construction of supportive institutions is significant (Smith, 2015, p. 290).
Levchenko (2007, p. 491) showed stronger institutional quality in developed countries correlates with better

economic performance compared to developing countries

2.3.2. Sanctions and Institutional Theory

Institutions and sanctions have an interwoven connection with each other. On the one hand, institutions
consist of all regulations and norms of the environment (Hill, 1995, p. 120). Sanctions can enforce new
regulations in trade (export and import) and restrict financial transactions (Afesorgbor, 2019, p. 16), and
can also cause uncertainty and risk for firms engaged in international trade (Afesorgbor, 2019, 12). When
sanctions are imposed “mean that restrictions limiting the freedom of a state, a group or individuals ... that
they are regulated through legal provisions. They are precisely formulated and violating them may entail
criminal responsibility” (Government Office of Sweden, n.d). Therefore, we can conclude that sanctions

are institutions and act like some regulations.

2.4. Theoretical Model

Global Production Network is a key area of interest for international business scholars, incorporating
numerous significant theories. However, there is a notable gap in the literature regarding the impact of

sanctions within GPN studies. Sanctions represent a critical disruptive factor that has not been extensively
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examined in prior research. This oversight is significant given the substantial capacity of sanctions to alter
the dynamics within GPNs. At the same time, sanctions and institutions are closely linked; sanctions, acting
as regulatory measures, can enforce trade changes and introduce legal and financial uncertainties for
international firms. Furthermore, sanctions have been extensively examined in international business
literature, yet their analysis from the perspective of GPNs remains underexplored. Consequently, the aim
of this study is to integrate sanctions with GPNs to provide a more comprehensive understanding of their

impact.

Global production networks (GPNSs) involve various actors and institutions collaborating across borders.
The primary actors include states, firms, labor, consumers, and Social Civil Organizations (SCOs).
Moreover, the institutional framework of GPNs includes formal structures like legal systems and trade
agreements, as well as soft institutions like norms and social relationships. These actors play distinct roles
in GPNs (Dicken, 2007, p. 90-101). dynamics within GPNs vary based on the roles and power relationships
among these actors and institutions, and understanding these dynamics is crucial for a deeper examination
of how power relations among actors and institutions shape the structure and operation of GPNs and

influence the network’s characteristics (Dicken, 2007, pp. 101-102).

Sanctions cause a profound influence that ripples beyond the intended target nations, on the intricate web
of international trade, restructuring global production networks. Research by Meyer et al. underscores that
sanctions disrupt established norms and agreements governing global commerce, challenging the structure
of international trade (Meyer Fang, Panibratov, Peng, Gaur, 2023, p. 1 & p. 6). Sanctions force businesses
to reassess their global strategies, leading to shifts in investment patterns and trade, reshaping the dynamics

of trade and foreign direct investment (FDI) (Meyer Fang, Panibratov, Peng, Gaur, 2023, p. 1 & p. 6).

In the perspective of sanctions, countries may act in different (sometimes new) roles. In this perspective,
one or a group of countries act as imposer/s of sanctions against the target country. Sanction busters, entities

actively working to circumvent sanctions, emerge as crucial actors in mitigating the negative impacts on
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target countries. Johnson and Smith (2019) emphasize that sanction busters can be divided into two groups.
Financially Motivated Sanctions Busters (FMSB) seek opportunities within the constraints imposed by
sanctions. Politically Motivated Sanction Busters (PMSB), known as Black Knights, may intervene to
support a targeted nation for strategic or ideological reasons, introducing a geopolitical layer to sanctions
(Early, 2011, p. 381-382). Sanctions may also affect Bystanders which are countries not directly involved
in the sanction regime (Hatipoglu, Considine, AlDayel, 2023, p. 864). Bystanders might be affected due to

the increase in transaction costs (Mahlstein et al., 2022, p. 3380).

According to the above description, we can assume that the outcomes of sanctions are divided into three
parts. The first part of outcomes is related to the political roots of imposing sanctions and tries to investigate
whether sanctions have been effective in terms of enforcing the target country to full or partial compliance.
This part of the outcome is recognized as the level of “effectiveness” of sanctions. The second part is
regarding the effect of sanctions on the internal condition of the target country. According to previous
studies, these impacts consist of (but are not limited to) GDP, currency exchange rate, and public wellbeing
(e.g., public health, infant mortality, inflation, unemployment rate). In the sanction literature, many studies
aimed to shed light on the “effectiveness of sanctions” and “impact of sanctions on internal factors of the

target country.” However, these two outcomes are not the main concerns of this study.

The third part of the outcomes of international economic sanctions is the impact on the international trade
pattern of the target country. As it is clear in Figure 1, The trade and FDI pattern of the target country with
imposer/s would be restricted while the trade and FDI flow of the target country with sanction busters would
be strengthened. In the model (Figure 1) outcomes of economic sanctions are distinguished with Yellow
color. These outcomes are dependent on the conditioning factors of sanctions. The structure and
characteristics of GPN are one of the conditioning factors. In addition, the nature of the sanction is another
factor referring to the point that there are different kinds of sanctions (bilateral/multilateral, economic
sanctions, political sanctions, etc.), and the effects of these sanctions are not the same for the target country

and GPNs. The conditioning factors of sanctions are distinguished with Blue color in Figure 1.
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In our study, we have adopted a broader perspective, transcending the conventional focus on nations directly
affected by sanctions or those imposing them. We have tried to direct the report towards a more holistic
understanding of the global production networks at large. Unlike previous research that mainly zoomed in
on the direct connection between sanctioning and sanctioned nations, our work explores the broader stage
- highlighting how countries across the globe adapt and shift their roles within these complex networks

when faced with sanctions.

One of the characteristics of this model is emphasizing the importance of GPN actors, their network, and
their power dynamic. This model shows that to analyze a GPN, a deep understanding of the actors and
power dynamics in the network is crucial because these factors might vary in various industries. The model
indicates that in case of occurring a disruption like sanctions, the reaction of different GPNs might be
different based on the essence of the actors and the power intensity of some actors over others. Therefore,
analysis of the industry and the GPN in the industry is crucial. Regarding this study, the analysis of the oil
industry, actors, international institutions, firms’ structure, and the power structure of the firms are crucially

important.

At the heart of our investigation is the fascinating way GPNs adjust and find a new balance amidst sanctions.
We argue that GPNs, characterized by their distinct equilibrium, undergo substantial transformations when
faced with sanctions that offer fresh insights into how global trade patterns and economic relationships are
reshaped in such times. The equilibrium of Global Production Networks (GPNSs) is subject to constant
change, driven by both external and internal forces. We can assume that external influences, such as
variations in global market conditions, trade policies, and sanctions, and internal factors, such as
technological advancements, strategic alterations within corporations, or evolving consumer demands, can
disturb the existing balance and necessitate substantial modifications within GPNs. For instance, the
sanctions targeting Iran due to its nuclear activities are designed to limit its economic strength and
encourage compliance with global norms, leading to a noticeable shortfall in global oil supply. To make up

for this shortfall, some other oil exporter nations have increased their oil output to keep up the balance. On
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the other hand, the target country might adopt several measures to lessen the effects of these sanctions, such
as increasing domestic production and establishing strategic partnerships with new markets. These
nations/sanction busters have emerged as vital allies, supporting the target country in easing the economic
consequences of sanctions. Successfully maintaining equilibrium within GPNs requires strategic foresight,

nimble management, and continual adaptation to the changing global economic environment.

Furthermore, a pivotal aspect of our work dives into the shifting power dynamics among the myriad actors
within Global Production Networks, a topic that has not been deeply explored in the context of sanctions.
Our findings suggest that the political conflicts between countries brought on by sanctions typically increase
the influence of state actors over other players in the GPN constellation, in contrast to situations where

economic factors could increase the importance of lead firms.

We also look closely at the difference between state-owned and private firms during sanctions. Our research
tries to find out that state-owned firms, closely tied to the governmental agenda, often find themselves with
less negotiation power compared to their private counterparts. This nuanced look at ownership types sheds

light on the intricate dynamics of negotiating power within GPNs under the shadow of sanctions.

Besides in this report, we investigated the unintended consequences, the unexpected beneficiaries, and the
intricate role of sanctions busters in reshaping the economic playground. At times, sanctions inadvertently
open up new avenues, forging markets previously unexplored by the targeted country and paving the way
for forming new alliances. Rather than being cornered into submission, the targeted nations often find
inventive pathways to circumvent these constraints, discovering new trading partners and diversifying their
economic dependencies. Sanctions busters emerge as key players in this narrative, operating within the
shadows of the global economy. The involvement of sanctions busters complicates the geopolitical

landscape, introducing new dimensions of economic interdependence and diplomacy.
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This study adopts a Critical Realism approach to understand the complex interplay between sanctions and
global production networks. Critical realism, from a philosophical standpoint, assumes that an objective
reality exists independently of our perceptions and can be known and described while acknowledging that
our understanding of this reality is subject to limitations and errors. This perspective differs from positivism,
which tends to view knowledge as solely based on observable facts and data. In critical realism, there is a
belief in a transcendental realist ontology, which means that reality exists beyond our perceptions and
interpretations, emphasizing the distinction between the external reality and our subjective knowledge of
it. Moreover, critical realism differs from positivism in its epistemological stance by embracing
epistemological relativism. This implies that knowledge is not absolute or fixed but is influenced by various
factors such as context, perspective, and interpretation (Nesterova, 2020, p. 99). Critical Realism offers a
nuanced and layered approach to understanding reality, emphasizing the fallibility of human knowledge,
the importance of causal mechanisms, and the need for critical reflection and revision. These key concepts
distinguish Critical Realism from other philosophical systems and provide a robust foundation for social
theory and research practices (Gorski, 2013, p. 659). Therefore, the critical realism approach provides an
ontological realism and epistemological relativist philosophy (Nesterova, 2020, p. 92), which are in sync
with the authors’ aims in this study. Using critical realism authors try to increase the understanding
regarding why sanctions affect the global production network as much as possible and set assumptions to
make it possible to answer the research questions. As a matter of fact, critical realism does not claim

definitive results or predictions (Crow, M. W. (2019, p. 122).

As the methodology, “interpretive synthesis” is used in this study. Interpretive synthesis involves
developing concepts and theories by integrating information from primary studies without pre-specifying
concepts. It focuses on generating new insights and theories based on the data, leading to the creation of

theories that explain phenomena. This approach allows for addressing complex research questions and
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generating explanations and insights into various phenomena by grounding the synthesis in primary study
data and engaging in a conceptual process (Dixon-Woods, Agarwal, Jones, Young, & Sutton, 2005, p. 46).
Employing interpretive synthesis methodology, authors gathered various information regarding the
sanctions, global production network, influential factors, and possible outcomes, and by mixing this

information from previous studies, tried to develop a new model and explanation of the phenomenon.

3.1. Case study and research design

Critical realism aligns well with the case study, enabling the exploration of any scenario as long as the
research needs deep understanding to realize why a phenomenon is as it is (Easton, 2010, p. 119). A case
study is “a research method that involves investigating one or a small number of social entities or situations
about which data are collected using multiple sources of data and developing a holistic description through
an iterative research process.” (Easton, 2010, p. 119). In this study, Iran’s oil industry was selected to
investigate more. The reason behind this choice is that Iran for years has been the most sanctioned country
in the world, and various types of sanctions are imposed against Iran. In addition, the variety of the imposers
gives an opportunity to investigate different types of sanctions and their impacts. This approach allows for
a comprehensive understanding of sanctions’ impacts, addressing both the quantitative changes in trade
volumes and Foreign Direct Investment (FDI) and the qualitative shifts in economic relations and strategies

within GPNs.

In terms of data collection, the study utilizes secondary data sources, including United Nations trade
databases, World Trade Organization data, World Bank economic indicators, OPEC database, global
sanction database, documents of sanctions imposed on lIran, and reports from international financial
institutions, to analyze the effects of sanctions on Iran’s oil production and trade, international trade
patterns, and the FDI patterns during the time of sanctions imposed on Iran. Key variables include changes
in oil production volumes, export and import statistics, and FDI flows into and out of Iran and sanction

busters.
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3.2.  Operationalization

In this section, the authors try to operationalize the conceptual model. In this step, authors endeavor to turn
theoretical concepts or frameworks into something measurable and applicable. “Operationalization or
measurement is the process through which the researcher attempts to convert the various dimensions of a
concept into directly measurable entities” (Rao, Reddy, 2013, p. 111). This process involves identifying
specific variables that can be observed, measured, or manipulated in the study, thereby bridging the gap
between abstract theory and practical, empirical research. Indicators are utilized when dimensions are not
directly observable, reflecting the presence or absence of each dimension. Researchers select indicators for
dimensions and may create a composite index for concepts with multiple dimensions (Rao, Reddy, 2013,

pp. 111-112).

Research indicates comprehensive sanctions can significantly impede bilateral trade, whereas more targeted
sanctions may have a milder impact. The influence of sanctions extends to foreign direct investment (FDI),
initially causing a notable reduction, which may stabilize over time. On the other hand, we shall examine
the sanctions imposed on Iran’s oil sector in this study and look at their effects both nationally and
internationally. Since Iran is one of the main players in the GPNs of the oil sector, one of the main focuses

of this paper will be on how the sanctions against Iran impact the GPN.

Therefore, in this report, we will investigate the impacts of the sanctions imposed on Iran, and for this
evaluation, we will check the trade and FDI data for a certain period, find out the changes in these trade
and FDI, how the business relationship going with the sanctions and receiver, which countries are the

original beneficiaries for this sanctions and finally the trade and FDI of Iran with the PMSB and FMSB.

3.3. Data Analysis
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In order to answer the research questions and fulfill the aim of this study, the authors conducted data
analysis using secondary data. In the theoretical framework and theoretical model, the interpretive synthesis
method has been used, meaning that information from previous studies is integrated. To implement this
phase, journal articles and books have been used, and to find the most relevant data to the research topic,
various keywords have been utilized, such as ‘international sanctions’, ‘sanction + Iran’, ‘sanction theory’,
‘sanction + mechanism’, ‘impacts of sanctions’, ‘sanction + institution’, ‘Global Production Network’,

‘GPN actors’, ‘GPN power dynamic’.

In the empirical part, secondary data is gathered and analyzed from various sources. For this study, various
data sets were required including the ‘quantity of oil exported by countries’, ‘quantity of oil imported by
countries and regions’, ‘quantity of oil exported by destination’, and ‘FDI inflow’. In order to gather these

sets of data various sources have been checked to find the best sources for these data sets.

The main criteria to select the data source for oil trade were ‘longer time span’, ‘less missing values’, ‘unit
of data (barrels)’. Analyzing trade value alone is not sufficient for precise analysis due to the influence of
fluctuating oil prices. Thus, it is crucial to consider the quantity of crude oil traded, measured in barrels.
The UN Comtrade database provides data under HS code 2709 from 1988 to the present, accessible in its
raw form as reported, which may introduce inconsistencies due to changes in HS versions over time, and it
also suffers from missing values for Iran and other oil-exporting countries. Additionally, these data are
reported in US Dollars, focusing on trade value rather than quantity. The International Trade Center (ITC)
database offers trade value data from 2001 to 2022, but like UN Comtrade, it does not focus on the quantity
traded. Conversely, the OPEC database offers comprehensive data from 1960 to 2022 (for most of the
datasets), including the daily traded quantity of barrels, with no missing values reported. Given its
completeness and specificity, the OPEC database is utilized as a primary source for oil trade information

in this study.
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The main criteria for FDI inflow were ‘longer time span’, ‘less missing values’, and ‘reliability’. Since
countries try to show their economy is robust and for other political purposes they tend to report economic
factors more than reality. This was one of the reasons for not using the data coming from Iran’s source,
accompanied by difficulty in accessing the datasets, due to internet filtering for international Internet
Protocols (IPs). For this part of the data gathering, the ‘UNCTAD World Investment Report’ was used.
Regarding the international oil companies contracted with Iran’s oil industry, the authors compiled data and
developed the list from several sources. Lack of transparency and access barriers (internet filtering) made
it compulsory to use other sources rather than Iran’s sources. The United States Government Accountability
Office (GAO) is responsible for providing reports for the US president regarding the companies involved
in investment in Iran’s oil industry (due to Iran Sanction Act law and obligatory process). These reports are
publicly accessible, and the information in these reports has been used for the imposition of secondary

sanctions. Therefore, they might be accurate and reliable.

For the list of sanctions impacting Iran’s oil industry, data compiled from international documents of
various entities like the UN, EU, USA, Japan, and Canada, and their amendment documents needed to be
analyzed to find oil-related sanctions and the sanction orders (clauses) related to the oil industry. Through
communication with the Global Sanction Data Base (GSDB) organization, authors get access to the dataset
of sanctions. In this dataset, it became clear that more than 2800 sanctions have been imposed against Iran;
however, all of them are rooted in 36 international sanctions. Then, the authors gathered information

regarding those major sanctions.

There have been some cases in which various sources (media or politicians) had different points of view.
In this report, we have found the same topics described in favor of the imposers and target countries
differently at different sources but we have selected the data that are more repeated in various media that

are widely accepted.
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3.4. Limitations and Delimitations

Find out the impact of sanctions, the sanctions on Iran have been chosen as an example but this research
focuses specifically on sanctions related to Iran’s oil industry, acknowledging that the broader economic
sanctions regime may also impact other sectors. The time frame for the study is delimited to the period of
intensified sanctions from 1980 to the present, reflecting the most significant shifts in Iran’s participation

in GPNs.

By employing a Critical Realism framework, this methodology aims to uncover not just the observable
impacts of sanctions on Iran’s oil industry and GPNs but also the underlying mechanisms and structures
influencing these outcomes. The mixed-methods approach ensures a nuanced analysis, capturing both the

economic dimensions and the strategic responses within the complex landscape of international sanctions.

33



Chapter 4. Empirical Findings & Discussion

This chapter aims to provide data analysis and discussions over the case of sanctions on Iran’s oil industry.
It contains a literature review to find empirical results of previous studies. The next part reviews historical
events related to Iran’s sanctions. Before going further, it is explaining the oil GPN due to the importance
of having knowledge over the actors of the industry and their power dynamic. This part is followed by a

recognition of sanctions affecting Iran’s oil industry and their impacts on Iran’s oil and the oil GPN.

4.1. Literature review of previous empirical studies

Previous studies regarding international economic sanctions can be categorized into several streams.

The first group of studies focuses on the effectiveness of sanctions. Since the main origin of sanctions is
political disagreements between states, the effectiveness of sanctions refers to the compliance of the target
country to the sender’s requests. This branch of studies investigates the situations in which sanctions can

be effective.

There is a massive disagreement on the effectiveness of sanctions. Some scholars believe that sanctions can
be considered successful if they cause total acquiescence by the target country, and in this case, only 10
percent of sanctions are evaluated as successful (Peksen, 2019, pp. 636-637). On the other hand, some other
scholars put a more reasonable threshold for this matter and argue that sanctions can be evaluated as
effective if sanctions cause partial agreement or at least force the targeted country to negotiate, and in this
case, 35 percent of sanctions are effective (Peksen, 2019, pp. 636-637). Regardless of the percentage of
failure, it is clear that economic sanctions can have a counterproductive effect on the target society, as the
society tends to react by trying to restore its previous state, potentially even strengthening itself in the
process. This reactive behavior is similar to how organisms respond to external threats (Galtung, 1967, p.

409).
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An important finding regarding the impact of sanctions is that their effectiveness tends to decrease after 3
years from the initial sanctions, and this is since target countries find some solutions and shape new
equilibrium (Farzanegan, Batmanghelidj, 2023, p. 210). Studies also show that multilateral sanctions and
the sanctions imposed by international institutions are more effective than sanctions imposed by single
countries (Peksen, 2019, p. 637). In addition, studies showed that the effectiveness of sanctions is closely
tied to domestic institutions and politics, particularly the type of political regime in both the sanctioning
and targeted countries. Democratic nations, with their political competition and accountability, are thought
to be more inclined to avoid military conflicts and cooperate internationally. In contrast, autocratic leaders
may be less concerned about public welfare, making them less responsive to sanctions. Empirical studies
have proven this view, demonstrating that sanctions imposed on autocratic regimes tend to have lower

success rates compared to those imposed on democratic states (Kaempfer, Lowenberg, 2007, pp. 898-899).

The second stream of sanction studies can be categorized under the evaluation of the intended effects of
economic sanctions. Economic sanctions are imposed to weaken the economy of the target country to put
pressure on the country for compliance (Biglaiser, Lektzian, 2020, 526). Therefore, abundant studies try to

use various models to evaluate the outcomes on GDP, inward FDI, exports, expenditures, etc.

Neuenkirch and Neumeier (2015, p. 110) conducted a study comparing the effects of economic sanctions
imposed by the United Nations (UN) and the United States (US) on the GDP growth of target states. Their
research findings indicate that UN sanctions have a more significant and longer-lasting negative impact on
GDP growth compared to US sanctions. UN sanctions, on average, led to 2 percent point decrease in GDP
with 10 years effects, while US sanctions caused 0.75-1 percent point decline in GDP growth with 7 years
effect. In another study, the economic effects of a trade embargo on Russia were investigated, and the study
revealed that the allied trade embargo on Russia would lead to a substantial decrease in Russia’s real GDP
by approximately 14.80% in the short run. The primary reason for this GDP loss for Russia is the withdrawal

of allied foreign direct investment (-12.53%) (Mahlstein, McDaniel, Schropp, Tsigas, 2022, p. 3352).
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Biglaiser and Lektzian (2020) studied the effect of international economic sanctions on the target countries’
stock markets. The study’s results suggest that economic sanctions have a negative impact on the stock
markets of targeted countries, especially if the sanctions are imposed by developed economies like G20
(Biglaiser, Lektzian, 2020, p. 526). The research underscores the reduced effectiveness of sanctions as the
number of sanctions imposed on a target rises due to the market desensitization to sanctions (Biglaiser,
Lektzian, 2020, p. 533). Import sanctions are recognized as a primary driver of stock market declines

(Biglaiser, Lektzian, 2020, p. 526).

The role of the sanctioned countries decreases as a result of restrictions and risks of trade with the target
country, and this is one of the intended impacts of sanctions since the imposers try to put financial pressure
to fulfill motives. As a clear result, the role of sanctioned country decreased in the global value chain
(GVC). For instance, sanctions against Russia starting from 2014 caused a 7% decrease in the GVC
participation as a buyer and a 6% decrease in participation as a seller, which disrupted the global value

chain (Bruno et al. 2023, p.1081).

The third category of studies about sanctions concerns the unintended effects of them. In these studies,
researchers delve into the unintended consequences of sanctions, exploring their impact on public health,
humanity, and overall public welfare. In addition, the potential negative impacts of bystander nations can
be categorized in this group of studies. These investigations go beyond the immediate political outcomes,

shedding light on the broader consequences that sanctions may unintentionally bring about.

Sanctions imply a philosophy of collective guilt, affecting both the just and unjust within the society. From
an external perspective, sanctions may be perceived as treating nations as undifferentiated entities, leading
to unintended consequences and complexities in their application (Galtung, 1967, pp. 409-410). Economic
sanctions may lead to a further deterioration of human rights conditions in target countries, especially when
sanctions are imposed multilaterally. Even when economic sanctions are imposed for human rights

purposes, they will trigger greater integrity rights abuses (Peksen, 2009, pp. 74-75). In a study regarding
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the effect of sanctions on Iranians’ right to health, results showed that economic sanctions have had severe
humanitarian consequences on the health and well-being of Iranians, and sanctions have had significant
adverse effects on the general population of Iran. These effects include escalating inflation, rising
commodity and energy costs, increased unemployment rates, shortages of necessary items such as
medicine, and challenges in humanitarian operations (Kokabisaghi, 2018, pp. 389-390). In fact, the
economic costs of sanctions determine the public health impact of sanctions on the target economy.
Comprehensive sanctions (like sanctions against Iraq or Yugoslavia) have more economic cost for that
target country compared to partial sanctions and, therefore, have a more detrimental impact on public health

(Peksen, 2011, pp. 248-249).

In today’s globalization with its global economic integration, it is impossible to confine the repercussions
of sanctions solely to the targeted countries. Due to the integration, the impacts spill over to other nations
unintentionally. The countries that are not involved in the sanction regime (bystander nations) also would
be affected by international economic sanctions through the disruption in international trade flow, inward
and outward FDI, and increase the risk of economic crisis (Hatipoglu, Considine, AlDayel, 2023, p. 864).
These effects, which are categorized under “unintentional effects of sanctions,” consider the transnational
impacts (Hatipoglu, Considine, AlDayel, 2023, p. 864). Hatipoglu et al. (2023, pp. 873-874) examined the
spillover effect of sanctioning Indonesia on neighboring countries and the study showed that neighboring

countries’ economies were adversely affected because of sanctions against Indonesia.

Previous studies about Iran’s sanctions indicated that since Iran’s revolution in 1979, Iran has been under
pressure of international sanctions for different reasons, and sanctions have constantly affected Iran’s
economy for more than 4 decades. There were no “sanctions on” and “sanctions off” periods in the past 45
years, but the intensity of sanctions varied (Laudati, Pesaran, 2023, p. 272). The effect of sanctions on Iran’s
economy has been studied by scholars. According to Farzanegan and Batmanghelidj (2023, p. 198), Iran
has been under pressure from the world’s strongest and most devastating sanctions that cover various

sectors, entities, and individuals related to human rights, nuclear proliferation, and terrorism support. These
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sanctions had damaging effects on Iran’s economy, including inflation, currency devaluation, diminishing
international trade and banking connections, and poverty elevation. Gharehgozli (2017, pp. 142-143)
evaluated the negative impact of sanctions on Iran’s economy with a focus on the country’s GDP by using
the Synthetic Control Method to compare the actual GDP of Iran with Synthetic Iran, and the results showed
that Iran’s GDP dropped 17.3% between 2011 and 2014 due to the financial sanctions imposed in 2011. In
another study, Laudati and Pesaran (2023, p. 271 & p. 292) showed that Iran’s loss in growth rate is 2%
annually due to sanctions, which is a considerable amount in the long-term study period (1989-2019).
Sanctions not only decreased the formal economy of Iran but also shrank the informal economy (shadow
economy) (Farzanegan, Batmanghelidj, 2023, p. 206). The impact of sanctions on the shadow economy has

been proven to be higher than the formal economy (Farzanegan, Batmanghelidj, 2023, p. 206).

Fewer studies investigated the impact of sanctions on Iran’s micro economy (Farzanegan, Batmanghelidj,
2023, p. 215). In terms of sectoral-level effects of sanctions, the oil and gas (energy) sector, the financial
sector, and the automotive industry have been studied more than other sectors. The oil and gas industries
were affected directly and indirectly by imposed sanctions, which led to difficulties in attracting
partnerships and investment, accessing new technologies, and gaining new knowledge. These challenges
lead to a decrease in production capacity, higher natural resource intensity, and environmental pollution

(Farzanegan, Batmanghelidj, 2023, pp. 118-119).

4.2. Background of sanctions on Iran

Roots of the Sanctions (1979):

The starting of modern sanctions against Iran started with the overthrow of the Shah, who was a pro-
Western leader, and the establishment of the Islamic Republic under Ayatollah Khomeini. Significant

changes in foreign policy were visible against the USA and its alliances after Khomeini took over power.

38



Chapter Four: Empirical Findings and Discussion

Hostage Crisis at the US Embassy (1979-1981):

After Iranian students took 54 American diplomats hostage at the US embassy in Tehran for 444 days, the
US imposed its first round of sanctions against Iran, blocking Iranian assets and oil imports (Tabaar, M. A.,

2017, p. 665).

Nuclear Project (1990-2000):

International concerns grew about Iran’s nuclear project between the end of the 1990s and the beginning of
the 2000s (Mousavian, 2012, p. 64). It was thought by the United Nations, the European Union, and other
individual countries like the United States that Iran is increasing the nuclear weapons capabilities behind

the civilian nuclear program, which eventually led to a series of sanctions.

Limiting Iran’s Oil and Gas Industry:

The US formulated the Iran-Libya Sanctions Act (ILSA) which was renamed later to the Iran Sanctions Act
(ISA) to limit the booming of Iran’s capabilities in its oil and gas industry. This act targeted foreign
companies investing more than a certain amount in Iran’s energy sector. Even the individuals or entities
who wanted to be part of the energy sector of Iran were penalized, and the sanctions on Iran’s financial
system, oil exports, and the Islamic Revolutionary Guard Corps (IRGC), which had a significant role in the

nation’s oil industry, became more tightened in the 2000s (Hassani, 2016, p. 408).

The backdrop of sanctions against Iran is characterized by geopolitical tensions, concerns over nuclear
ambitions, and the strategic significance of Iran’s oil reserves in global politics. This ongoing situation

continues to shape the landscape of international relations in the Middle East and beyond.
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Timelineforlran’s Qil Production

The Joint Comprehensive Plan of Action (JCPOA) led to a significant shift of Iran’s oil industry

The Joint Plan of Action (JPOA) came into force limiting sanctions 2014

" 2012—Fhe EU & and US imposed tough sanctions aiming to limitIran’s oil revenue

The share in global production reached 5.6%

The UN Security Council imposed sanctions to halt uranium enrichment
Production stabilized at around 4.1 mmb/d
Production rose to 3.75 mmb/d, the highest level since the 1979 revolution
Production dropped to 3.42 mmb/d
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Figure 2:Iran’s oil production situation over time

4.3. Importance of Qil

it is essential to highlight the significant role that oil plays in today’s global context. Qil serves as a
fundamental source of energy, powering various sectors such as transportation and industry. Its importance
in driving economic growth and technological progress makes it a vital commodity for modern economies.
Additionally, the geopolitical implications of oil abundance or scarcity are profound, often influencing
diplomatic relations and strategic alliances between countries. Therefore, gaining a deeper understanding
of oil GPN and trade dynamics is crucial for comprehending the complex interactions and relations of actors

in this network.

Oil is like the fuel that keeps the world running smoothly, providing energy for various purposes. About
33% of all the used energy globally is provided by oil, and the demand for this energy source is increasing,
surging from 67 million barrels per day (b/d) in 1990 to 91 million b/d in 2014. Growing demand from

underdeveloped nations is one of the factors contributing to the current rise in the oil market. While
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developed nations, with only 17% of the world population, have consumed a significant portion of the total
oil produced in the world for years, the rest of the world, specifically underdeveloped countries, just started
to use this source of energy, and demand is increasing in those countries (Clemente, 2015). This demand
increase is predicted to continue in the following years up to 6% until 2028 and reach 108 million barrels

per day (IEA, 2023).

4.4. Recognizing oil GPNs

4.4.1. Top 10 oil exporter countries

In the 21st century, advanced technology and drilling machinery have played a crucial role in enabling new
oil exporters to emerge in the global market. The development of innovative drilling technologies has
opened up opportunities for countries to tap into previously inaccessible oil reserves, leading to the
emergence of new players in the oil export market. Development in exploration technologies used by
international companies like Petrobras, ExxonMobil, BP, Total, Shell, and Chevron increased the
opportunity to exploit oil in far-reaching areas and have made production and trade of oil more profitable

and possible (Yang, 2021, pp. 5-8)

The global oil market is shaped by diverse oil exporters, ranging from traditional giant oil exporters like
Saudi Arabia and Russia to emerging countries in the supply side like the United States. These nations
wield significant influence over the world’s energy dynamics through their production capabilities, export
policies, and strategic positioning. Ranking of the top oil exporters changes over time due to various
reasons; thus, in order to recognize the top oil exporters, we used the average of oil exported by countries

between 2000-2022 based on the OPEC database and the list and rank of the counties presented in table 1.
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Table 1: Top 10 oil exporter countries and rank, average of 1990-2020 (based on OPEC database)

Rank Country Rank Country
1 Saudi Arabia 6 Irag
2 Russia 7 Norway
3 United Arab Emirates 8 Mexico
4 IR Iran 9 Venezuela
5 Nigeria 10 Canada

4.4.2. Top 10 oil importer countries

Exploring the top oil importers reveals a group of countries whose economies rely heavily on the availability
and cost of this vital resource. Figure 3 shows that big developed countries and some of the Asian emerging
countries are among the top oil importers. These countries are powerful forces in the global oil market, and
they try to have great control over the mechanism of oil pricing because they rely on oil for growth, and oil

price is critically important for them. These countries use their buying power to get good deals and make

sure they have a steady supply.
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Figure 3: Top 10 Importers of Crude Qil (Based on OPEC database)

The data provided in the graph (Figure 3) reveals interesting trends in the amount of crude oil imported by
the top 10 importers over the years. One noticeable trend is the overall increase in oil imports by these
countries. For instance, in 1980, the total crude oil imports by the top 10 importers amounted to 18710
thousand barrels per day, and by 2022, this figure had risen to 32504 thousand barrels per day. This indicates
a significant growth in the demand for oil among these nations. The major changes in the import pattern

belong to the US, China, and India.

The United States experienced a sharp increase in crude oil imports at the end of the 20th century when US
crude oil imports rose 3 times between 1985-2005. This trend was followed by a sharp decrease. However,
it is essential to consider that the US remains one of the top oil importers globally. China has experienced
a significant increase in crude oil imports over the years, reflecting its growing energy demand. For

instance, in 2000, China imported 1,409 thousand barrels per day, and by 2020, this figure had risen to
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10,852 thousand barrels per day. China’s dramatic increase in oil imports and the US’s decrease in demand
for imports caused them to change their position in 2017 when China became the first rank among the oil

importer countries. Similarly, India has also witnessed a notable increase in crude oil imports over the years.

4.4.3. Lead firms in the oil industry (NOCs and 10Cs)

According to Tordo (2011), the oil industry’s early stages were influenced by privately owned oil
companies (POCs) (later, they were known as International Oil Companies or IOCs). In the United States,
the emergence of the Standard Oil Company, established by John D. Rockefeller in 1870 as a refining entity
in Cleveland, marked a significant dominance in the industry for several decades. Following legal reasons,
Standard Oil was dissolved in 1911 into 36 independent companies, including predecessors of Exxon,
Mobil, Chevron, ARCO, and Amoco. In other regions, European companies leveraged their home
countries’ protection to exploit oil resources in colonies. Companies like Shell and Royal Dutch
commenced operations in the 1890s in Indonesia, eventually merging in 1907 and expanding rapidly into
countries such as Venezuela in 1910, Egypt in 1911, Trinidad, and Mexico in 1913 (Tordo, 2011, p. 15-

16).

The beginning of the modern oil age in the Middle East, based on Colgan (2021), starts with the discovery
of commercial oil reserves in Persia (Iran) in 1908. Since then, the “Seven Sisters” controlled the
exploration and production rights for nearly all the oil reserves in the regions that currently encompass Iran,
Irag, Saudi Arabia, and the smaller Gulf countries. For instance, a collaborative ownership structure was
formed involving Exxon, Mobil, Shell, the precursor to BP (Anglo-Iranian Oil Company), and the French
firm CFP in jointly owning the Iraq Petroleum Company, which held the exclusive rights for the majority

of Iraq’s oil production (Colgan, 2021, p. 61).

According to Colgan (2021), While Anglo-American firms profited significantly from global oil

production, governments gradually secured a larger share of profits through negotiations over taxes and
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royalties. The constraints on extracting oil industry profits from I0Cs through taxes, royalties, or concession
fees prompted governments worldwide to consider nationalization as an alternative. Nationalization offered
a potential solution by allowing petro states to operate oil companies efficiently and profitably (Colgan,

2021 pp. 63-64).

Victor (2013) argues that the emergence of National Oil Companies (NOCs) has been a significant
development in the global oil industry. By establishing NOCs, governments sought to have a direct stake
in the sector and access the necessary information to effectively regulate this sector. Additionally, NOCs
were seen as a means to counter the dominance of large Western oil companies and ensure a fair distribution
of oil profits within the country. NOCs have played a pivotal role in the oil market by controlling a

substantial portion of the world’s oil reserves and production (Victor, 2013, pp. 446-449).

After the nationalization of the oil industry, NOCs possessed dominance in the market, and International
Oil Companies (IOCs) only had ownership over a small portion of the proven reserved oil. Among IOCs,
there is a group of major companies known as “big oil,” which refers to the largest multinational oil and
gas companies in the world. These companies are often characterized by their massive revenues and
extensive global operations. Big oil consists of 6 companies: ExxonMobil, BP (British Petroleum), Shell,
Chevron, Total, and Eni. In Table 2, a comparison between Big Qil and the top 6 NOCs in 2020 is provided
in terms of proven oil reserve (since the data for oil reserved by I0Cs was not available, the accumulation

of oil and gas data presented with billion barrels of oil equivalent (BOE) as a unit).
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Table 2: Comparing 10Cs and NOCs in terms of oil reserve

Proven Oil Proven
and Gas Oil
10Cs Origin Country reserve NOCs Country reserve
(billion (billion
BOE) barrels)
ExxonMobil United States 15 PDVSA Venezuela 303
BP United Kingdom 18 Saudi Aramco Saudi Arabia 267
Netherlands and
Shell United Kingdom 9 NIOC IR Iran 208
Chevron United States 11 Iraq NOC Iraq 145
Total France 12 ENOC United Arab 107
Emirates
Eni Italy 7 Kuwait Kuwait 101
Petroleum
developed by authors based on merging data from the OPEC database (OPEC, n.d., d) and a report from oil and
gas journal (Oil and Gas Journal, 2021)

As previously noted, there is a notable distinction between the quantities of oil and gas reserves held by
International Oil Companies (I0Cs) and National Oil Companies (NOCs). Furthermore, another difference
lies in the operational domain and degree of global involvement of I0Cs and NOCs. In 2011, as it is
depicted in the figure 4, National Oil Companies (NOCSs) are primarily located in the right half of the chart,
holding significant reserves and conducting business in only one or a few countries, as illustrated in the
lower right quadrant. On the other hand, International Oil Companies (I0Cs) are predominantly found in

the upper left quadrant, with smaller booked hydrocarbon reserves but operating across multiple countries

(Victor, 2013, pp. 450-451).
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Figure 4: Oil companies and their international operation and reserve (Victor, 2013, p. 450)

4.4.4.

Organization of the Petroleum Exporting Countries (OPEC): From the 1920s through the 1970s, lead
firms had great control over the oil business. A group of seven oil corporations known as the “Seven Sisters”
had dominated the oil’s GPNs.
discourage cheating among themselves, and they had almost total control over the oil in Saudi Arabia, Iran,
Irag, and the Persian Gulf (Ng, 2021). However, as nationalization initiatives in oil-producing nations
increased and OPEC was established in reaction to the Seven Sisters’ actions, their influence started to

decline. In 1960, five major oil producers, Iran, Iraq, Kuwait, Saudi Arabia, and Venezuela, created an
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intergovernmental organization, The Organization of the Petroleum Exporting Countries (OPEC) (OPEC,

n.d.a).

OPEC’s members’ contribution to GPNs: As per OPEC Annual Statistical Bulletin 2023, OPEC’s share
of the world crude oil reserves was 79.5% (1243.52 billion barrels) and Non-OPEC countries were 20.5%
(320.92 billion barrels) (OPEC, n.d.b). Currently, the organization has 12 member oil-producer countries

(OPEC, n.d.c).

OPEC Share of World Crude Oil Reserves, 2022
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Figure 5: OPEC share or world crude oil reserve (OPEC Annual Statistical Bulletin 2023)

International Energy Forum (IEF): IEF is the international organization for energy ministers consisting
of 73 countries even bigger than OPEC and IEA from all regions of the world. The primary job is to act as
a neutral facilitator and honest broker between the energy producers and consumers’ states and provide

focus to the critical issue of energy poverty (International Energy Forum, n.d.).
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IEF’s members’ contribution to GPNs: As an institution, IEF has larger networks than other powerful
institutions like OPEC and IEA in the global production networks of oil. This institution has a great network

consisting of 73 states including Iran, so many lead firms and a huge number of consumers.

International Oil and Gas Producers Association (IOGP): IOGP is an international organization that
primarily serves the oil and gas sectors. It comprises national businesses, multinational enterprises (MNES),
upstream suppliers, and industry associations. IOGP’s main goal is to exchange knowledge, best practices,

and expertise in the fields of safety, health, and the energy transition process (IOGP, n.d.).

IOGP’s members’ contribution to GPNs: The International Oil and Gas Producers Association (IOGP)
is a collective of diverse energy sector entities, including integrated energy companies, national oil
corporations, independents in the upstream sector, service providers, and various industry associations
globally. This organization plays a great role of contributing to more than 40% of the world’s demand for

oil and gas, and has been a cornerstone in the industry for around half a century (IOGP, n.d.).

World Petroleum Council (WPC): WPC is a nonpolitical and non-advocacy organization accredited as a
Non-Governmental Organization (NGO) with the UN. WPC started its operation in 1933 and its
headquarters is in London. WPC Energy is committed to technology transfer, the use of scientific
advancements in the oil and gas sectors, and the efficient use of the world’s energy resources for the
common good. Every state has a National Committee that brings together representatives from government
agencies, universities, research centers, and the energy business. The National Committees of each state

make up the council, which is the WPC’s Governing Body (WPC, n.d.a).

WPC’s members’ contributions to GPNs: WPC consists of 60 member states around the world and

represents 96% of global energy production and consumption (WPC, n.d.b); the variety types of members
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such as OPEC, Non-OPEC, National Oil Companies (NOCs) and Independent Oil Companies (I0Cs) make

WHPC a real global organization.

International Energy Agency (IEA): The primary goal of the IEA’s establishment in 1974 was to
eliminate the main interruption to the oil supply and eventually extend the operation of providing
authoritative analysis, data, policy recommendations, real-world solutions and help to build sustainable

energy for all (International Energy Agency, n.d.a).

IEA’s members’ contribution to GPNs:

The IEA has 31 member countries, 13 association countries, and 5 accession countries. Figure 6, showing
the total energy supply by the IEA region from 1971 to 2019, provides an idea of the contribution of IEA

member countries to the GPNSs.

87%

of Global Clean
Energy
Investment

80%

of Global CcO2
Emissions

62%

of Global Energy
Production

80%

of Global Energy
Consumption

Figure 6: IEA Energy consumption and productions ( IEA, member and association countries)

The members of this organization consumed 80% of global energy consumption and produce 62% and

member countries invested 87% of global clean energy (International Energy Agency, n.d.b).
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Figure 7: IEA share in global energy supply over time (Unit is Exajoule, EJ) (IEA, World Energy Balances, 2021)

Based on factors including geography, economic growth, patterns of energy use, and IEA membership, the
IEA divides the world into several regions. In 1971, the total energy supply was 140.6 EJ for the IEA
member countries and 29.0 EJ for the IEA association countries, which increased to 219.3 EJ for IEA

member countries and 217.6 EJ for the IEA association countries in 2019.

BRICS: BRICS is an acronym for an association of five major emerging national economies: Brazil,
Russia, India, China, and South Africa. Originally known as ‘BRIC’ before the inclusion of South Africa
in 2010, these countries are known for their significant influence on regional and global affairs; they are
distinguished by their large, fast-growing economies and significant influence on regional and global
affairs. The concept of BRIC was first coined in 2006 by Russian President VIadimir Putin at a UN General
Assembly Session in New York. Yekaterinburg hosted the first BRIC Summit (BRICS, n.d.). South Africa

was officially admitted into the BRIC group in 2010, turning it into BRICS.
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BRICS aims to facilitate communication and collaboration across geographically dispersed nations that
have a common goal of promoting economic growth and assuming a more prominent position in
international affairs. They have established internal cooperation frameworks and created institutions such
as the New Development Bank (NDB), envisioned as an alternative to the Western-dominated World Bank
and International Monetary Fund (BRICS, n.d.). BRICS does not have a direct connection with the oil
industry, but it would be a platform to make friends against Western alliances for Iran, and somewhere from
the alliances there is a chance to create PMSB or FMSB; for instance, China and Russia play an important

role in Iran’s sanctions (Kasting & Fite, 2012b).

BRICS’s members’ contributions to GPNs: Collectively, the BRICS nations encompass a significant
portion of the world’s land area, contain a substantial fraction of the global population, and hold vast natural
resources. They account for a significant share of global GDP and are seen as engines of economic growth.
When considering the buying power parity of their respective national currencies, the BRICS countries
contributed around 27% of the world’s GDP in 2013. The combined population of the BRICS countries
makes up 42% (2.88 billion) of the world’s total population, occupying 26% of the planet’s land (BRICS,
n.d.). Currently, BRICS has 9 member states including Iran, and so many states are interested in joining

(Wikipedia contributors, 2024).
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Figure 8: BRICS members (Wikipedia, 2024)

4.4.5. Civil Society Organizations (CSOs):

Civil Society Organizations (CSOs) play significant roles in advocacy, environmental protection,
community support, and policy influence. Those organizations have a direct and indirect impact on GPNs.
Among different types of GPNSs, this report will discuss some CSOs involved in the oil industries. Here are

some notable CSOs involved in these areas:

Oil Change International: Oil Change International (OCI) is an advocacy, communications, and research
group that was established in 2005 with the goal of assisting the continuous shift to sustainable energy
sources and revealing the actual costs associated with fossil fuels (Oil Change International, n.d.).
Organizations like OCI are threats to Iran and other countries whose economies highly depend on natural

oil.
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350.0rg: An international movement focused on ending the use of fossil fuels and transitioning to
renewable energy to combat climate change, often organizing campaigns against oil pipeline projects and
drilling. 350.0rg The primary goals of 365.org are to halt fossil fuel projects, discourage investment in fossil

fuels, promote renewable energy sources, and intensify campaigns for energy justice. (350.org, n.d.).

Global Witness: Global Witness is committed to building an equitable, just, and sustainable world. It was
founded in 1993 to ensure that forests and biodiversity flourish, fossil fuels stay underground, and
companies put the interests of people and the environment first. Investigating and exposing violations of
human rights and the environment in industries including mining, oil and gas, forestry, and energy, Global
Witness has been at the forefront of establishing a connection between natural resources, conflict, and
corruption. It focuses on the climate emergency and threats to civic space while working internationally to
make governments and corporations accountable. Their campaigns range from stopping the finance flow
destroying climate-critical tropical forests to tackling corporate corruption. Global Witness operates with
staff and offices in London, Washington DC, and Brussels, collaborating with a worldwide network of

partners and defenders (Global Witness, n.d.).

CSOs’ impact on Iran’s oil sector: Along with the above-mentioned organizations there are some other
CSOs are engaged in a wide range of activities, from direct action and lobbying to research and community
support, aiming to address the various environmental and social challenges associated with oil and gas
production and use. However, given Iran’s distinct geopolitical and economic backdrop, the distinctive
participation of CSOs in the oil GPNs, particularly in that nation, paints a complicated picture. Iran’s oil
and gas industry is significantly impacted by international sanctions, particularly those imposed by the US
and the EU. These sanctions have targeted key sectors of the Iranian economy, including the banking, and
energy sectors, to sharply reduce Iran’s oil exports (Farzanegan, Batmanghelidj, 2023, p. 215). Iran has

created several evasion strategies to get around sanctions despite these obstacles, continuing to export crude
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oil through intricate Gulf trading networks. This context of sanctions and evasion has created a challenging

environment for the involvement and operation of CSOs within the oil GPNSs in Iran.

During the time of President Mohammed Khatami (1999-2005), Iran has one of the strongest civil societies
in the area due in part to the brief period of openness (Beehner, 2007). However, the specific activities and
impact of CSOs in this sector in Iran would be influenced by the broader political and economic constraints
within which they operate. The complex political and economic landscape in Iran, especially considering
the sanctions and restrictions on civil society activities, makes it challenging for CSOs to operate openly
and be easily identified in sectors like oil and gas that are tightly controlled by the government. Iran has a
rich civil society landscape with a history of activism ranging from labor unions to environmental NGOs.
During the late 1990s and early 2000s under President Khatami, Iran’s civil society experienced significant
growth and development. However, subsequent administrations imposed stricter controls, affecting the
operation of NGOs and civil society groups (Beehner, 2007). Despite these challenges, Iranian civil society
remains active, albeit under more pressure and scrutiny from the government. The Council on Foreign
Relations discusses the evolution and challenges of civil society in Iran, highlighting the government’s

impact on their activities and the historical context of their development.

4.5. Sanctions against Iran

Since Iran’s revolution in 1979, the country has been under several sanctions. The roots and reasons for
sanctions have been discussed in part 4.2 and Figure 2. In this part, we focus on the nature of sanctions with
a focus on the actions affecting the oil industry directly or indirectly. According to the Global Sanction
Data Base (GSDB) (Syropoulos, Felbermayr, Kirilakha, Yalcin, Yotov, 2023), more than 2800 cases of
sanctions are against Iran; however, most of these sanctions stem from several institutional sanctions
imposed by UN and EU, and other cases are those that were imposed by the US. Therefore, we can
categorize sanctions against Iran into several groups: UN, EU, and US. In Table 3, the most important

chapters of sanctions and their important actions are mentioned. Sanctions that have a significant effect on

55



Chapter Four: Empirical Findings and Discussion

koo

the oil industry are marked by for future analysis. In terms of the variety of sanctions imposed on Iran,
based on GSDB sanctions against Iran are 1- investment sanctions 2- trade embargo 3- Financial sanctions
4- sanctioning Legal Entities, Organizations, and Companies 5- asset freeze 6- travel ban (Syropoulos,

Felbermayr, Kirilakha, Yalcin, Yotov, 2023).

Table 3: Main sanctions against Iran

@ |
8 | o 2
& 3 S - .
@) £ o =) s Actions Reference
zZ o o c
o e @ >
S - S
- @)
1. UN Resolution 2006 - Showing concern about Iran’s nuclear activities and | (UNSC, n.d, a)
1696 demanding Iran to suspend them.
2. UN Resolution 2006 - Ban the supply, transfer, or sale of any material, | (UNSC, n.d, b)
1737 goods, equipment, or technology related to nuclear
activities and missiles
3. UN Resolution 2007 - Ban the supply, transfer, or sale of any material, | (UNSC, n.d, c)
1747 goods, equipment, or technology related to nuclear
activities and missiles
4. * UN Resolution 2008 - Ban the supply, transfer, or sale of any material, | (UNSC, n.d, d)
1803 goods, equipment, or technology related to nuclear
activities and missiles. Travel ban and asset freeze of
some individuals and entities.
- Countries must control import and export to prevent
dual-use material trade with Iran
- Countries must be cautious about cooperating with
Iranian banks and financial institutions due to their
financial support of Iran’s nuclear activities.
5. UN Resolution 2008 - Affirming the previous resolutions (UNSC, n.d, e)
1835
6. * UN Resolution 2010 - Iran should not acquire any profit from trade and | (UNSC, n.d, f)
1929 activities related to nuclear energy
- Ban on selling or supplying any heavy weapon to Iran
- Sanctioning IRISL group (Islamic Republic of Iran
Shipping Line Group)
- Sanctioning Iran’s banking system
- Countries should be cautious regarding financial
services like insurance and reinsurance to IRISL
7. UN Resolution 2011 Extension of the resolution 1929 until 2012 (UNSC, nd, g)
1984
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- The US will impose sanctions on any individual or
entity (based in any country) that purchases or acquires
Iran’s petroleum or petroleum products

8. EU Council 2007 - Act In line with UNSCR 1737 (2006) (OJEU, 2007)
Regulation - EU members should not be involved in any trade
423/2007/E - . .
c related to uranium enrichment technologies or goods
with Iran
9. EU Council 2010 - Supply or transfer technologies or equipment used in | (OJEU, 2010)
Decision the oil and gas industry for production, refining, and
2010/413/C exploration
FSP - Prohibition of any new investment in Iran’s oil
industry
- prohibition of new grants, financial assistance, and
loans
- restriction on financial support for trade with Iran, in
the shape of export credits or insurance
- Asset freeze and travel ban for individuals and
entities
10. EU Council 2011 - Asset freeze and travel ban for individuals and | (OJEU, 2011)
Decision entities responsible for human rights violations in Iran
2011/235/C
FSP
11. EU Council 2012 - prohibition of purchase, import, and transport of | (OJEU, 2012)
Decision Iran’s gas
|2:(;|132/635/C - ban on selling or constructing oil tankers for Iran
- prohibition of flagging Iran’s oil tankers
12. EU Council 2015 - Affirming signing agreement with Iran named Joint | (OJEU, 2015)
Decision Comprehensive Plan of Action (JCPOA)
(CFSP) - All sanctions regarding the nuclear program canceled
2015/1336 - . .
(not human sanctions regarding human rights)
13. us Executive 1987 - prohibition of importing all kinds of goods and | (US Department
Order 12613 services originating from Iran of the Treasury,
- exception: if Iran’s crude oil is refined in another n.d.)
country, then the product can be imported
14, uUs Executive 1995 - prohibition of any kind of contract for supervision or | (US Department
Order 12957 financial support of Iran’s petroleum industry of the Treasury,
n.d.)
15. uUs Executive 1995 - Prohibition of export and re-export of goods, | (US Department
Order 12959 services, equipment, and technology (including | of the Treasury,
technical data) originated from the US to Iran or Iran’s | n.d.)
entities
16. us Executive 2012 - This Executive Order stems from the Iran Sanction | (Federal
Order 13622 Act (ISA) Register, 2012)
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- The US will impose sanctions on any individual or
entity (based in any country) that purchases or acquires
Iran’s petrochemical products

17.

us

Executive
Order 13846

2018

- Reimposing Certain Sanctions on Iran after exiting
the US from the JCPOA agreement

- All the sanctions that were lifted or waived by the US
due to JCPOA reimposed

- Prohibition of any transaction with Iran’s Central
Bank, National Iranian Oil Company (NIOC), Naftiran
Intertrade Company (NICO)

- Prohibition of financing Iran’s Energy (oil and gas),
Shipping, and Shipbuilding sectors

- Sending money or valuable metals for any reason
(even for paying purchases before this order)

- Prohibition of purchasing, transferring, or acquiring
petroleum, petroleum products, or petrochemical
products

(Federal
Register, 2018)

18.

us

Executive
Order 13871

2019

- Sanctioning Iran’s iron, steel, aluminum, and copper
sectors (no earning from these sectors for Iran, and no
company is allowed to purchase or invest in these
sectors in Iran)

(US Department
of the Treasury,
n.d.)

19.

us

Executive
Order 13902

2020

- targets sectors such as construction, mining,
manufacturing, textiles, and others

- Prohibiting foreign financial institutions from
financial transactions related to these sectors

(US Department
of the Treasury,
n.d.)

20.

us

Iran
Sanctions
Act (ISA)

1996

- This law permits the US president to impose
sanctions on any foreign person or company that
participates in Iran’s petroleum development.

- any kind of investment of more than 40 million
dollars in a year for developing Iran’s ability for
exploration, production, refining, or transportation is
subject to these sanctions

- In case foreign companies are subject to this law, they
might be punished by 6 different acts including a ban
on accessing financial support from the US, a ban on
importing to the US, a ban on gaining an export license
from the US

- this law also gives permission to the US president to
waive imposing sanctions on companies even if the
investment is more than the determined amount

(United  States
Department  of
State, n.d.)

21.

us

Comprehens
ive Iran
Sanctions,
Accountabil
ity, and
Divestment

2010

- This law acts as an amendment to the Iran Sanction
Act 1996, expanding that law

- Investment of more than 20 million dollars in a year
in Iran’s petroleum and petrochemical industries
makes an individual or a company subject to this law

(United  States
Department of
State, n.d.)
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Act

- prohibition of exporting an oods, equipment,
(CISADA) p p g any ¢ quip

technology, knowledge, software, ... that enable Iran
to develop, maintain, or repair these sections is
prohibited

- prohibition of exporting refined petroleum products
to Iran

- prohibition of any interaction regarding nuclear
weapons or heavy missiles with Iran including selling,
purchasing, providing service, providing knowledge
and technology

- any company across the world that does this will be
subject to secondary sanctions.

Sanctions imposed by the United Nations did not target Iran’s oil industry directly, but restrictions on
banking systems and the Islamic Republic of Iran Shipping Line Group (IRISL) had an indirect negative
impact on oil trade. One of the shields that saved Iran from harsher sanctions imposition by the United
Nations was the role of China and Russia as powerful members with veto power (Laub, 2015). The US and
its allied countries put pressure on Russia and China to impose more severe sanctions on Iran, but they
failed to fulfill this purpose. China’s strategy is to utilize the US-Iran rivalry to minimize energy costs,
while Russia has broader, more complex interests in Iran, encompassing nuclear technology, trade, arms

sales, and regional influence (Kasting, Fite, 2012b).

Regarding imposing restrictions on Iran’s oil trade, the European Union reacted strongly to Iran’s nuclear
activities and imposed sanctions on importing oil and gas from Iran. Since all the important sanctions
imposed by the EU are “regulations” or “decisions” they are legally binding for all member countries (EU
monitor, n.d.). From 2010, strong restrictions were imposed on Iran’s petroleum sector, and the pressure
continued until 2015, when Iran accepted the demand of Western countries regarding Uranium
proliferation, and both sides came to an agreement named JCPOA. In 2015, all European sanctions on Iran’s
nuclear energy activities were eliminated (but not the sanctions about human rights violations), and

European countries are allowed to import Iran’s oil and gas.
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The US sanctions are the strongest actions against Iran’s petroleum industry. The US sanctions are
categorized into two groups. The first group is the Executive Orders which are decided by the president in
case of emergency. The second group is the laws that passed the legislative process in Congress. Iran
Sanctions Act (ISA) and Comprehensive Iran Sanctions, Accountability, and Divestment Act (CISADA)
laws permit the US president to impose secondary sanctions on foreign companies and individuals that get
involved in trade or investment in Iran’s petroleum and petrochemical sectors. However, these laws had not
been enforced against any non-US companies until 24 May 2011 (United States Department of State, 2011).
After the JCPOA agreement, many of the executive orders regarding trade and investment in Iran’s energy
sector were canceled. Nevertheless, this situation did not last long, and in May 2018 President Trump
abandoned Iran’s nuclear deal (Landler, 2018). Through several executive orders from 2018 to 2021 not
only did all the previous restrictions come back but also several new industries and sectors were added to

the sanctions like textile, mining, iron, etc.

4.6. Sanctions and Effects

4.6.1. Power Dynamics of GPN Actors

The power dynamics among GPN actors keep the balance of the GPNs and help the actors to make decisions
about investment, resource allocations, innovation, geographical configuration and other activities. Every
actor has made a great impact in keeping the balance smooth and stable. Among others, Lead Firms play
the central role (Coe & Yeung, 2015, p. 156) in GPNs and are responsible for leading and coordinating
(Dicken, 2007, p. 92) various activities and resources that make up the global production network.
Moreover, firms are the central character within the GPNs which maintain the major activities but in the
oil GPNs, it has been observed the states play the most crucial role in the GPNs. A strategic product like
oil, which is a fundamental source of energy and responsible for 33% of all used energy (Clemente, 2015),

is mostly owned by states that control a substantial portion of the world’s oil reserves and production (Table
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2 and Figure 4). Even in trade, the biggest consumer is the states who purchase oil from other states/firms.
According to Dicken (2007, p. 97), the consumer is the party whose actions and preferences influence the
development of products, the behavior of supply chains, and other changes. In the case of oil GPNs, states
may also engage as consumers, which increases the states’ influence within GPNs. Besides, when the
sanction came into the game of oil GPNs, then institutions and CSOs became powerful actors; we see how
the UN sanctions have more intensity than US sanctions (Neuenkirch & Neumeier 2015, p. 110), and
sometimes institutions and CSOs are formed by the people nominated by states (WPC, n.d.); hence states
have more favorable power in terms of any negotiation. It has already been discussed about the sanctions
busters (John & Smith, 2009) and how they created a safeguard for the sanctioned countries (Early, 2011,
p. 381-382). According to Kasting & Fite (2012b), China and Russia play an important role in Iran’s
sanctions. China is a major importer of Iran’s oil, which helps Iran participate in the oil GPNs. At the same

time, China and Russia are interested in investing in Iran’s petroleum sector.

In recent times, the oil industry has faced increasing pressure from CSOs and various institutions, such as
environmentalists, who are concerned about the ecological and safety risks associated with oil extraction
and transportation. For instance, OilPrice.com discusses the resistance against offshore drilling in South
Africa’s Orange Basin by TotalEnergies. Despite government approvals, environmental groups continue to
fight against projects that threaten marine life and increase the risk of oil spills, underscoring the ongoing
conflict between economic interests in oil production and environmental protection (Bradstock, F., 2023).
environmental organizations have successfully halted or modified crude-by-rail projects in Washington and
California, pointing out long-distance oil transportation’s serious safety and environmental dangers. Among
these initiatives are efforts to influence municipal permitting procedures and advocate for stricter ecological
evaluations under state statutes such as the Washington State Environmental Policy Act and California
Environmental Quality Act (Gilmer & Sobczak, 2015). These efforts reflect a broader movement aiming to
mitigate the environmental impacts of the oil industry and highlight the growing influence of environmental

advocacy in shaping industry practices.
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In the complex power dynamics of the oil GPNs, states and CSOs/institutions emerge as central influencers,
particularly under the shadow of sanctions. States, wielding control over significant oil reserves, naturally
assume a dominant role, not only as regulators but also as major consumers and brokers in the oil market.
Sanctions introduce a further layer of complexity, amplifying the state’s leverage within the GPNs.
Concurrently, CSOs have increasingly made their mark, effectively challenging and shaping industry
practices through advocacy and legal challenges. This dual influence of states and CSOs fundamentally
shapes the strategic directions and ethical contours of the oil industry, highlighting a dynamic power

landscape where environmental and political factors are inextricably linked.

4.6.2. The nature of sanctions and their impacts

The effects of sanctions on the oil industry depend on many factors, including the type of sanctions, the
scope of sanctions, the economic relationships between countries, and the level of global support the
sanctions have. We name these influencing factors as the “nature of sanctions”. Sanctions with different
natures had a different impact on Iran’s oil industry. According to the data from Iran’s oil trade and FDI, it
is possible to discuss the impact of sanctions with different natures on Iran’s oil industry (for a better
understanding of the impact of the nature of sanctions on trade and FDI use graphs in the trade and FDI

analysis)

Among the influencing factors, the type of sanctions is critically important. Sanctions that directly restrict
trade or investment in the oil industry can have a stronger impact compared to sanctions imposed on other
sectors, asset freezes, and travel bans. For instance, UN Resolution 1696, Resolution 1737, and Resolution
1747, although imposed by the strongest international institution in the world, have a small impact on Iran’s
oil industry because they focus on nuclear activities and asset freeze. This is also the case with the EU
Council Decision 2011/235/CFSP (2011) which had an asset freeze and travel ban nature. Regarding the
type of sanctions, some sanctions have specific regulative power that can cause additional impacts. In this

case, Iran Sanctions Act (ISA) and the Comprehensive Iran Sanctions, Accountability, and Divestment Act
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(CISADA) are in this category. These laws not only stopped U.S. companies from working in Iran’s oil
industry but also punished international companies that were involved in business with Iran’s oil sector.
Many companies fear losing access to the U.S. financial system, so they follow the rules, which limits Iran’s

ability to participate in the global oil market.

One important factor in how well sanctions work is how much the imposing country and the target country
rely on each other for trade and investment. The case of U.S. sanctions on Iran shows that early U.S.
sanctions on Iran had a limited impact due to low trade ties between the countries. After Executive Order
12613, Executive Order 12957, and Executive Order 12959 in 1987 and 1995 Iran’s oil trade and FDI
attraction increased because before these sanctions political and commercial relations between Iran and the
US have been ended due to the hostage crisis when 53 US diplomats held hostage for 444 days in Iran from
November 4, 1979, to January 20, 1981. Thus, the lack of international relations between the imposer and
the target country makes the sanctions less effective. On the other hand, international reliance on the
imposer causes stronger impacts on trade and FDI. For instance, UN Council Decision 2010/413/CFSP
(2010) and Council Decision 2012/635/CFSP (2012) had noticeable impacts on Iran’s oil trade because
before these sanctions 30-50 percent of Iran’s oil was sold to European countries between the years 2005-

2010.

4.6.3. The consequence of sanctions on Trade/FDI pattern

46.3.1. Effectson Trade:

The amount of oil exported by countries changes each year for various internal or external reasons. In the
past 40 years some major changes occurred in the oil exporting market; for example, the US, Kazakhstan,
and Canada joined the list of major oil exporters while on the other hand share of some countries like Iran
and Venezuela shirked. Figure 9 provides an overview of the trend of oil exporting in the world based on

the OPEC database in the years between 1980-2022.
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In this graph fluctuation of the traded oil in the countries is clear. One of the major changes in the oil
exporters is the role of the US which has become the 4th oil exporter nation in 2022, while before 2010 this
country had a negligible export amount. Another major change is the role of VVenezuela which due to the

internal and international conditions lost its position among the top 10 countries.
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Figure 9: Top Oil exporters over time (based on OPEC database)

Iran gained the third rank in 2005 with 48286 million dollars in revenue from exporting oil. Again in 2008,
Iran had third rank with 81415 million Dollars in revenue. In 2010-2011, Iran had 4th place. However, in
2013, Iran was in 12th position; even Kazakhstan, Angola, Nigeria, Canada, and Norway exceeded Iran in
the oil trade market. This decline continued until 2015 when Iran’s oil export value became less than 20
billion dollars for the first time after 2002. After a short period of increasing oil export revenue for Iran

during 2016-2018, again Iran’s oil exported value fell below 20 billion Dollars in 2019, and this time other
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than the previously mentioned countries, Mexico, Libya, and Brazil exceeded Iran’s oil export. The

situation continued until 2022 for Iran (based on International Trade Center (ITC) database).

Due to the importance of OPEC in the oil market (as described in International Institutions) and the role of

Iran as one of the founder members, the position and power of Iran is a critical political factor for the
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Figure 10: OPEC members oil exported 1980-2022 (based on OPEC database)
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Based on the OPEC database, the amount of oil exported by OPEC members has been depicted in the figure
10. Iran, in almost all years between 1982-2011, had the second position after Saudi Arabia, with a peak of
2,684,100 Barrels per day in 2004. However, after 2011, Iran lost its position to other members. The lowest
amount of oil exported by Iran in the whole period of 1980-2022 happened in 2020, with only 400,000
barrels exported per day. Figure 11 provides a better understanding of the dynamics of Iran’s position in
the oil export market. In the early 1990s, Iran provided more than 15% of oil exported by OPEC countries,

and at the global level, more than 8% of all oil exported in the world originated from Iran. However, various
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factors have diminished Iran's share of the oil market. Among the factors, the US sanctions in 1987 and
1995 and the ISA law in 1996 had a significant impact. Another factor for starting this negative trend stems

from Iran’s problem of attracting FDI to the country and to the oil industry, which will be discussed further

in section 4.6.3.2.
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Figure 11: Iran's share in the OPEC and global oil market influenced by sanctions

The line graph in Figure 12 integrated the sanctions timeline with Iran’s oil trade in order to show the impact

of various sanctions.
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Figure 12: Iran's oil export through the sanctions (unit: 1000 barrels per day)

Iran’s sanctions not only affected the country’s trade level but also altered the partners of oil exported.
Almost half of Iran’s oil used to be purchased by European countries in 2005. However, sanctions,
especially Council Decision 2010/413/CFSP by the European Union, prohibited purchasing Iran’s oil and
gas and prohibited investment in these sectors in Iran. Therefore, the destination of Iran’s oil altered as
shown in Figure 13. More detailed information for 2012-2022 is provided in Figure 14, which shows the
changes before and after the 2015 JCPOA. As described in the previous parts (Sanctions- Nature of
Sanctions) after the JCPOA agreement, all European sanctions against Iran’s oil industry were canceled.
However, the US decision to withdraw from the agreement and return all the previous sanctions against
Iran (even adding some new sectors) forced European countries to prevent trade with Iran and purchase
Iran’s oil in order to avoid the US secondary sanctions. In response, Iran is trying to find new markets for
its oil production. Other Asian countries (countries except those that are mentioned in the graph) are new
markets for Iranian oil. China is still one of the main customers. Contrary to the authors’ predictions, India

stopped purchasing Iran’s oil in 2020 accompanying Europe and OECD Asian countries.
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Figure 13: Destinations of Iran's oil (merging data from OPEC and IEEJ (2012, p. 6))
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Figure 14: Detailed destinations of Iran's oil 2012-2022 (based on OPEC database)
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Iran as the target country to the sanctions try to find new markets as discussed above. On the other hand,
imposters also need to make changes in the supplies to meet the demand and justify the trade deficit caused

by the sanctions. In the case of Iran’s sanctions, we focus on Europe response to the sanctions.
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Figure 15: European Union oil imported from partner countries (Eurostat data browser (n.d.))

According to the data from the European Union counties data showed in Figure 15, the lack of importing
from Iran is covered by importing more from the US, Iraq, Kazakhstan, and Norway. Although sanctions
imposed against Russia make the analysis more complicated, it can be perceived that Iran’s sanctions forced
the EU countries to find new suppliers and, on the other hand, provided new opportunities for other

exporters to increase their presence in the EU oil market.
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At the global level of oil GPN, this dynamic can also be grasped. Data shows that the trend for oil export is
increasing, meaning that the demand for oil is increasing. It means that in the years that Iran was facing a
decrease in oil-exporting, other oil exporters covered the gap. Accordion to Graph 16, during the years
2010-2022, Iraq, Canada, and the United States usually had positive trends in the level of oil exported to

the world.
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Figure 16: Growth rate of oil exported by countries and Global oil exported amount (Based on OPEC)

4.6.3.2. Effectson FDI

Foreign direct investment as the second main indicator of the global production network is also affected
due to the imposition of sanctions. Based on the nature, some sanctions impose restrictions on investment
in the target country in order to put pressure on and gain compliance from the target country. In the case of
Iran, Executive Order 12957, Executive Order 12959, Executive Order 13622, Executive Order 13846,

Executive Order 13871, Executive Order 13902, and EU Council Decision 2010/413/CFSP have this
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nature. In addition, Iran Sanctions Act (ISA) 1996, and Comprehensive Iran Sanctions, Accountability, and
Divestment Act (CISADA) 2010 give the legal right to the US president to impose secondary sanctions on
all international entities that invest in Iran’s energy sector. Therefore, the imposition of such sanctions

affects the FDI inflow to the target country.

After the 1979 revolution in Iran and following the nationalization of the oil industry, according to the new
Islamic law of Iran, international companies are not allowed to have control over the country’s resources.
Therefore, Iran did not have a legal infrastructure to attract FDI. In 1995, for the first time, Iran introduced
Buy-Back contracts to attract international investment (Van Groenendaal, Mazraati, 2006, p. 3711). From

2000, FDI inflow toward Iran was increasing; however, political problems and sanctions halted this trend.

The amount of Inward FDI to Iran in various years is depicted in Figure 17. Unfortunately, there is no
database for FDI in the oil industry; however, according to Nejati and Bahmani (2020, p.8), 72% of inward
FDI relates to the oil and gas sectors. In another report, the share of the oil industry from FDI is declared
as 41% of all inward FDI between the years 2021-2024. Therefore, we can assume that the rate of oil FDI
to the total amount is almost 40%. In order to have more precise numbers, in Figure 17, the amount of total
FDI based on UNCTAD database is used. Similar to trade, after sanctions, a sharp decline in foreign

investment is clearly seen in the graph.
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Figure 17: Iran's inward FDI changes through sanctions (unit million USD) (UNCTAD (n.d.))

Apart from the amount of investment, the structure and partners of foreign investment change due to the
sanctions because companies from the imposer must withdraw from the investment and leave the country
accordingly, and investors from other countries find opportunities to gain profit from investments. Table 4
shows the major investment in Iran’s oil industry since 2000. Companies that withdraw from the contract
due to the threat of sanctions are highlighted in the table. Some of the other contracts were finalized and
completed before the US Executive Order 13622 in 2012 or EU Council Decision 2010/413/CFSP in 2010.
Finding information about the outcomes and endings of all contracts was not possible in this study. Based
on the GAO report, between 2014 and 2015 only 6 companies definitely had commercial activities in Iran’s
oil and gas sectors (2 Chinese and 4 Indian) and only 4 companies reported insufficient data about their
activities in Iran (1 China - 2 Malaysia - 1 Venezuela) (GAO, 2016, pp. 3-4). Therefore, we can conclude
that all firms from European and OECD Asian countries withdrew/left or completed their project before
2014. Moreover, the contracts that were signed in 2016-2017 mostly were not operationalized. According

to Mashregh News (2022), Iran contracted 10.4 billion dollars foreign investment after JCPOA agreement,
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but only 1.5 billion dollars of these contracts were not canceled, and almost 9 billion contracts were

canceled due to the threat of sanctions (Mashregh Newes, 2022).

Analyzing the contracts of oil companies with Iran during the years with notice to the companies that

withdraw or stay in Iran after sanctions show a turn in the composition of partners of Iran’s oil industry.

Chinese and Russian companies are more willing to stay in Iran and gain profit form investment in this

country.

Table 4: Contracts of Iran’s oil industry with international firms

Year

2001

Company/
Country

GVA Consultants
(Sweden)

Value

225
million

Project/ Description

Withdraw/Sell due to
sanctions

Reference(s)

(Thomas, 2022. pp.
64-67)

Oil Exploration in the
2004 | Petrobras (Brazil) 34 ' Tusan quck. Resul_ts (GAO, 2007, pp. 48-
million | showed oil reserve is not 53)
commercially valuable
Oil exploration in Saveh
. 6 block (GAO, 2007, pp. 48-
2005 | PTTEP (Thailand) million Not found a valuable 53)
guantity of oil
. 18 . . (GAO, 2007, pp. 48-
2005 | CNPC (China) million Oil exploration 53)

. . 1.6 Expansion of oil refinin GAO, 2007, pp. 48-
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Daelim ( South

(Thomas, 2022. pp.

CNPC (China)

2 billion

Development of the N.
Azadegan oil field after
Inpex (Japan) withdrew in
2006

2007 Korea) and Lurgi | 1.7 Expansion of oil refining 64-67)
and UHDE billion site (GAO, 2007, pp. 48-
(Germany) 53)
(Thomas, 2022. pp.
2008 | Amona (Malaysia) tl)illslion Oil extraction 64-67)

(GAO, 2010, pp. 12-
17

(Thomas, 2022. pp.
64-67)
(GAO, 2010, pp. 12-

Hyundai Heavy . i
2005 | Industries (South §i|4|ion grc:instruct crude oil tanker (1%6\0 2010, pp. 12
Korea P
(Thomas, 2022. pp.
. . - development of field oil 64-67)
2007 | Sinopec (China) 2 billion production (GAO, 2010, pp. 12-
17)
Completed contract in 2011
2008 | Edison (lItaly) 4“2 . Exploration and did not continue (Thomas, 2022. pp.
million 64-67)
cooperating with Iran
2011 | Tatneft (Russia) | 1 billion gfgj&%‘i’gﬁ”t of oil field ghg;f)‘as 2022. pp.
2016 Zarubezhneft (Thomas, 2022. pp.
ussia -
(Russia) 64-67)
2016 | PGNIG (Poland) g*_‘g;')‘as' 2022. pp.
Pergas
(consortium of
2016 | firms from g‘rljggas, 2022. pp.
Norway, Britain,
and Iran)
2016 Gazprom (Russia), (Thomas, 2022. pp.
PTTEP 64-67)
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(Thailand), and
DNO (Norway)

(Thomas, 2022. pp.

2017 | Tatneft (Russia) 64-67)

Comprehensive agreement
400 between Iran and China to
billion invest in several sectors
including oil, gas, mining
Comprehensive agreement
between Iran and Russia to
2024 | Russia invest in several sectors (Watkins, 2024)
especially in energy and
military

2020 | China (Motamedi, 2022)

4.6.4. Sanction Busters:

One of the key components of this report is how GPNs act while sanctions come into the game. It has
already been discussed with the FMSB and PMSB countries, and it has been observed in our study that the
sanctions imposer might not be the ultimate beneficiary of the sanctions; there are some third parties who
might enjoy the most benefits of the sanctions. Even sanctions are imposed to restrict or punish the target
country, but that might create opportunities/new alliances for the target country. In the case of Iran, some
countries came forward to safeguard lIran from sanctions restrictions; some are motivated by political
benefits some are from financial benefits. It is difficult to distinctly separate sanction busters into one of
these groups because in many cases a combination of financial and political intention motivates countries
to act as sanction busters. In the following, some of the countries that acted as sanction busters in Iran’s

case are introduced.

46.4.1. Russia:

Russia is one of the countries that acted as a sanction buster for Iran. Russia has played a shield role for
Iran in international institutions, and as Iran-Russia military relations are increasing, Russia is helping Iran
more than before. Moreover, Iran and Russia are the two most sanctioned nations in the world, So they

decided to cooperate to tackle the US-led sanctions (Stroul, 2024). For instance, Russia vetoed the
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resolutions drafted by Britain in the United Nations Security Council in 2018, which aimed at Iran violating
an arms embargo (Los Angeles Times, 2018). During the negotiation for the nuclear agreement, Russia
insisted on this diplomatic solution and in 2017, when Trump became the president of the United States
and started to threaten to exit from the JCPOA agreement, Russia strongly supported this nuclear deal and

did not allow the US to bring back all the lifted sanctions (Deutsche Welle, 2017; LEDERER, 2020).

Regarding the oil industry, Russia and Iran are two of the main oil exporters in the world; therefore, Russia
is not reliant on Iran’s oil, but they are competitors in the oil market. However, due to various political
reasons, Iran is an ally of Russia (Kasting, Fite, 20123, p. 5), so the country acts as a politically motivated
sanction buster (PMSB) for Iran. The effect of this sanction busting on Iran’s oil industry is obvious from
the contracts between Russian companies with Iran (as mentioned in Table 4), like Gazprom (2016),
Zarubezhneft (2016), and Tatneft (2017). Moreover, the comprehensive agreement between Iran and Russia
gives permission to Russia to run extraction projects on the Iranian side of the Caspian Sea, which is

beneficial for both countries (Watkins, 2024).

46.4.2. China:

Sanction imposers might not always be the ultimate beneficiaries of the sanctions, but some third parties
might enjoy the most benefits of the sanctions. China is one of the countries that try to gain profit from the
sanctions imposed on Iran, particularly from the energy sector (Kasting, Fite, 2012a, p. 5). As discussed
earlier, China is the top oil importer in the world, and its increasing demand for crude oil makes it important
to have a strong commercial relationship with Iran. Iran also seeks to have more commercial connections
with China. For several years, Iran tried to join the Shanghai Cooperation Organization (SCO), which is a
platform to facilitate regional trade. Iran considers this organization as a low-cost way to increase its

relationship with China (Kasting, Fite, 2012a, p. 11).
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China’s commitment and dependence on Iran’s energy sector is so strong that actively affected the UN to
remove any clauses that would restrict energy trade with Iran from UN Resolution 1929 (Kasting, Fite,

2012a, p. 21).

Ultimately, China, as a financially motivated sanction buster (FMSB), gains noticeable profit from Iran’s
oil industry. For instance, China purchases Iranian oil by using the local currency renminbi (Donovan &
Nikoladze, 2024). Iran can use that payment to buy Chinese goods or park assets in Chinese banks. The
foreign exchange reserves with Iran through the renminbi also help Beijing’s internationalization of its
currency (Donovan & Nikoladze, 2024). China reportedly saved ten billion dollars by acquiring crude oil

from sanctioned nations like Iran and Russia in 2023 (Donovan & Nikoladze, 2024)

According to the OPEC database, China was the second purchaser of Iran’s oil in 2019-2022. However,
many resources believe that China has been the main and almost the only buyer of Iran’s oil in recent years
(Financial Times, 2024). To trade more with Iran, China developed a new way to import Iranian oil,
bypassing the Western financial system and shipping services. Iran ships oil to China using dark fleet
tankers, which are without transponders to avoid detection (Donovan & Nikoladze, 2024). In addition,
according to Berlin-based energy specialist Thomas O’Donnell, “Iranian oil goes to Malaysia not for
domestic consumption, it goes there and gets mixed to hide its origin” and some other industry specialists
said the United Arab Emirates and Oman help to relabel Iranian oil to escape detection from custom

authorities (Mazumdaru & Martin, 2023).

In the investment section also, Chinese companies have been among the partner companies to Iran's oil
industry since 2000 (based on table 4), and even during the highest pressure of sanctions, Chinese
companies continued to run commercial activities in Iran. Recently, the comprehensive agreement between
Iran and China in 2020 provides an opportunity for China to gain more profit from Iran without any

competitor investors.
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4.6.5. Unintended Impacts

4.6.5.1. Qil price shock

One of the consequences of sanctions is disturbing trade balance. Sanctioning Iran as an influential country
in the energy market can lead to a shock in the world's oil and gas prices, which is not a desirable outcome

for Imposers. According to the OPEC oil basket price, the monthly oil price is shown in the following

graph.
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Figure 18: Oil price 2008-2014 (based on OPEC database)

Many factors influence oil prices, but according to Figure 18 we can conclude that Iran’s sanctions were
one of the reasons for the oil prices to be above 100 dollars for almost 3 years. According to the New York
Times, sanctions imposed on Iran by the Obama administration and the European Union were the reason
for those years' oil price surge (Krauss, 2018). This reaction did not repeat in 2018-2020 US sanctions
imposition and New York Times argues that oil shock did not happen because the world was ready for new

sanctions on Iran and countries had some other suppliers on their list. Suppliers also were ready to pump
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more oil to supply the market. Moreover, the role of the United States was critical for controlling the oil

price. (Krauss, 2018).

4.6.5.2. Fear of partner countries to trade and investment

The US sanction laws regarding Iran, ISA and CISADA, not only prohibit trade and investment for
American companies and individuals but also give permission to the US president to impose sanctions on
all international companies doing so. According to these laws, if international companies are involved in
trade and investment in Iran’s oil industry, they will be banned from doing trade with the US and are not
allowed to use financial support from US institutions. However, this law provided an option for the US
president to waive these sanctions from some companies and permit them to interact with Iran. From 1996
to 2011, non-American companies were never punished because of ISA. However, after 2011, some

companies were punished based on these laws.

These laws affect all the international companies that want to invest in Iranian oil projects and gain profit
from the projects. There all other countries in the world that want to interact with Iran’s oil industry are

restricted, and this has an unintended impact on bystanders.

India is one of the top ten importers of Iran. India’s economy was severely impacted when Washington
urged other nations to cease buying Iranian oil. While they could not completely stop importing oil from
Iran, they also did not want to be subject to US sanctions and lose access to the US financial system. It was
tough for India to find an importer like Iran with 60-day credit and low freight and insurance costs
(Mazumdaru, 2019). European countries and their companies hoped to get sanction waivers again, similar
to 1996-2011, and continue their operations with Iran. For instance, Royal Dutch Shell announced: “We
continue to be interested in exploring the role Shell can play in developing Iran’s energy potential within

the boundaries of applicable laws”. Spokeswoman for the European Commission, Maja Kocijancic said:
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“We are working on plans to protect the interests of European companies” (Ewing, Reed, 2018). In an
interview with Financial Times, France’s Economy Minister Bruno Le Maire said: “Europe refuses to allow
the US to be the trade policeman of the world,” Le Maire told FT, adding that the EU must declare its

independence in the dispute between the US and the EU over the sanctions on Iran (Paraskova, 2018).

4.6.6. GPNs’ Equilibrium

An interesting aspect of our proposed model on GPNs under sanctions is their inherent capacity to achieve
equilibrium. The sanctions imposed on Iran notably impacted the global oil GPNSs, although the overall oil
production levels remained consistent. For instance, despite a downturn in Iran’s output during the peak
production years of 2018-2019, the global supply did not suffer significantly as other countries stepped in
to fill the void (Figure 16, Growth rate of Oil Exported by Countries). Additionally, examining the EU
countries’ crude oil import data from 2004 to 2022 reveals significant shifts: during periods like 2013-2016
and 2019-2022, Iran’s exports to the EU were almost zero, yet countries like Kazakhstan and the USA saw
increases in their export figures to the EU (Figure 15, EU Countries Crude Oil Import). We find out some

key factors that help GPNs to have the balance and fill the gap, those are:

Due to the implementation of several strategies by Iran, such as bypassing the tracking system (Donovan
& Nikoladze, 2024), it is tough to get actual information on Iran’s exports. Even having more than 2800
cases of sanctions Iran placed in 4" rank of oil exporter countries according to the average oil exported
between 1990 and 2022 as per OPEC (Table 1, Top 10 oil exporters). Sanctions often force the sanctioned
country to find new markets. For Iran, this has involved pivoting towards countries like China and Russia,
which have less harsh policies regarding sanctions and are willing to engage in oil trade under different
terms. This shift not only allows Iran to maintain its oil exports but also helps it forge new geopolitical

alliances.
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Sanctions can discourage traditional investors but also attract new ones from countries looking to leverage
geopolitical shifts. For example, Chinese and Russian firms have increased their investments in Iran’s oil

sector, viewing the reduced competition as a strategic advantage.

Iran has had to renegotiate its supply chains and contracts. With Western companies often restricted by
sanctions, Iran turns to alternative suppliers from allied countries, which can mean new terms and

sometimes more favorable conditions for Iran.

When disruptions occur in the GPNs, certain countries fill the void. For example, Kazakhstan, Canada, and
the USA have emerged as top oil exporters, a significant shift from the landscape in 2010 (Figure 9, Top
Oil Exporters). This adaptation reflects the dynamic nature of global energy markets, where geopolitical

and economic changes can swiftly alter production and export hierarchies.

These adaptations support a sense of balance in oil GPNs, revealing the intricate relationship between
economic strength and political tactics when faced with global sanctions. This highlights that GPNs are not
solely economic actors but are also strongly intertwined in the political and strategic framework of

worldwide connections.
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This thesis aims to understand the impacts of international sanctions from Global Production Networks
perspectives and how actors of GPNs act when sanctions come into the game. Sanctions are a common tool
used by international entities to influence national policies, and they have profound implications on the
targeted nations’ economies and their global trade relationships. This research delved into how these
sanctions reshape the dynamics within GPNs and examined the capacity of these networks to adapt and
shape a new equilibrium despite significant external pressures. This report focuses on analyzing the effects

of sanctions on Iran’s oil industry and global production networks.

The findings of this thesis underscore the adaptability and resilience of GPNs. The sanctions led to initial
disruptions in the oil exports of Iran; however, rather than succumbing to these obstacles, the industry found
innovative pathways to circumvent the barriers. This part of the findings aligns with the study of Farzanegan
and Batmanghelidj (2023, p. 210); nothing that sanctions cause a limited period of financial problems, and
after several years, sanctioned countries find solutions to tackle this problem. In the case of Iran’s oil
sanctions, this adaptability was manifested in several forms, including the emergence of new trade
partnerships with countries like China and Russia and the development of alternative routes and methods
for oil exportation. These adaptations are crucial not just for the survival of Iran’s oil industry but also for
the maintenance of global oil supply stability. On the other hand, the supply gap from Iran’s side is filled
with other oil exporter nations, including the USA, Canada, Kazakhstan, and Iraq. They highlight a
significant aspect of GPNSs: their inherent capacity to adjust in response to disruptions. This characteristic
is vital for the functioning of global markets, which rely on the continuous and predictable flow of goods

and services.

Emphasizing the importance of power dynamics in the GPNSs is another point of this thesis, which is in the

same direction with Dicken (2007, p. 91) and Coe and Yeung (2015, p. 156). However, on the contrary to
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the mentioned studies, this thesis showed that in the oil GPN, the centric and most important actor of the
GPN is not Firms but States is the most powerful actors of the oil GPN because firstly, in most cases states
also act as consumers of this product. Secondly, most of the lead firms in this industry are state-owned
industries. In addition, this thesis pointed out that shaping a new equilibrium occurs with changes in the

power balance of actors. For instance, the US has appeared as a major oil exporter state since 2012.

An important aspect of this thesis was the exploration of the role of Sanction Busters. These actors are
driven by various motivations, ranging from political alliances to economic gains. Their activities are
critical as they help mitigate the impact of sanctions by providing alternative markets and investment
opportunities. This study highlighted how these entities not only assist Iran but also benefit from reduced
competition in its market. This report has highlighted the actions taken by China and Russia to protect and
benefit from the sanctions imposed on Iran. In addition, after exiting lead firms from Iran’s market due to
the sanctions, lead firms from sanction buster countries found better opportunities to invest in Iran’s oil

industry.

Regarding the impact of sanctions on trade and FDI inflow of Iran, this study showed that multilateral
sanctions that directly targeted Iran’s oil industry had strong impacts on these two factors. In 2010, a
combination of sanctions UN/1929, EU/413 CFSP, and US/CISADA strongly affected Iran’s oil industry,
and this part of the findings is aligned with Peksen's findings (2019, p. 637). An interesting point is that
after the JCPOA agreement in 2015, many of the sanctions, including EU and UN sanctions targeting Iran’s
oil industry, have been lifted, but in 2018, Trump imposed new unilateral sanctions on Iran under the ISA
and CISADA laws, giving permission to impose secondary sanctions. These new sanctions forced many
countries to stop trade and investment with Iran’s oil industry. This part of the results is contradictory with
Neuenkirch and Neumeier (2015, p. 110) arguing that the US sanctions have less impacts than multilateral

sanctions and UN sanctions.
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The economic implications of sanctions extend beyond the immediate effects on trade and investment. They
also influence global economic stability and the political relationships between countries. Sanctions can
inadvertently lead to the strengthening of economic ties between the sanctioned state and its new partners,
reshaping global economic alliances and political power structures. This thesis found that international
sanctions often lead to unintended consequences, potentially destabilizing established economic and
political equilibria. Apart from the mentioned impacts of sanctions, there are some impacts on the internal
condition of target countries, including but not limited to GDP, exchange rate, and even unintentionally on
public wellness, according to the previous literature, but these internal impacts were not in the scope of this

thesis. Sanctions represent a critical and dynamic factor in international business.

This thesis is faced with some challenges and opportunities. As previously discussed, governments often
aim to portray their economies as robust for political purposes, which can lead to reporting economic
indicators that are more favorable than the actual situation. Additionally, accessing information on Iran’s
websites was challenging due to restrictions related to international Internet Protocol (IP) addresses.
Furthermore, a combination of different factors impact the economy, for instance, war, pandemic, etc. It
was tough to separate the impact of sanctions from other factors. Nonetheless, Iran was selected for this
study because of its extensive experience with international sanctions and its significant role in the global
oil GPN. This selection enhances evaluating effects of different kinds of sanctions. Furthermore, numerous
internationally recognized organizations and open sources provide valuable information on Iran’s sanctions

and oil industry, aiding the data collection process for this report.

Theoretically, this thesis contributes to the literature by challenging existing paradigms that view sanctions
merely as punitive tools that isolate the targeted country. Instead, it presents a nuanced perspective that
recognizes sanctions as a potential disruptive factor for GPNs leading to strategic adaptation within GPNs.
This study combines the sanctions with GPNs theory using institutional theory as a link. With this
viewpoint, this thesis presented a model of this combination that has been neglected in previous literature.

Previous literature has examined the roles of actors within GPNs; simultaneously, sanction literature
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considers the concept of sanction busters. However, our model combined these two, aiming to dig deeper
into the power dynamics and adaptive capacities of GPN actors in response to industry-specific sanctions
and the unintended consequences arising from these sanctions. Notably, our findings indicate that GPNs
tend to eventually restore their equilibrium despite sanctions. While there maybe various perspectives and
discussions on these power dynamics and the re-establishment of equilibrium within GPNs, these aspects
are not properly addressed in prior studies. It is essential to consider these discussions when studying GPNs,

particularly in the context of the impact of sanctions.

This thesis opens several avenues for future research. Future studies should look at how sanctions affect
GPNs structural integrity over time, as well as how they affect the global economy more broadly. Research
of this kind may yield important new information about how sanctions affect the long-term viability and
operation of GPNs. Additionally, comparative analyses across different industries in response to
international sanctions could yield a deeper understanding of the factors that contribute to resilience within
GPNs. These studies would also elucidate the significance of political alliances and the strategic importance
of sanctions in shaping industry responses. Moreover, future research should consider the effects of other
external disruptive elements, such as wars and pandemics, on GPNs. Analyzing these variables would make
it easier to understand the various effects of various disruptions and how GPNSs respond to and recover from
them. These studies could also inform policymakers and industry leaders about the strategies that enhance

the stability and robustness of GPNs in the face of global uncertainties.
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