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ABSTRACT

In recent decades, secondary sanctions have emerged as one of the most prominent instruments of economic coercion in the
contemporary international legal order. Their significance from the perspective of international law lies in the fact that their effects
extend beyond the territorial and personal jurisdiction of the sanctioning state, exposing third parties, private corporations,
financial institutions, and even other states to economic restrictions and enforcement measures because of their economic
dealings with the sanctioned state or designated persons. Accordingly, secondary sanctions generate fundamental issues and
challenges not only in the sphere of political and economic relations between states, but also within international trade law,
international investment law, and the law of state responsibility. Employing a descriptive-analytical approach and drawing on
library sources, international instruments, and international practice, the present article seeks to answer the principal question
of whether the imposition of secondary sanctions, where it results in the violation of the rights and interests of foreign investors,
may entail the international responsibility of the sanctioning state under international law. The findings indicate that whenever
such sanctions lead to breaches of states’ international obligations toward foreign investors—including the obligation to accord
fair and equitable treatment, the principle of non-discrimination, full protection and security, the prohibition of direct or indirect
expropriation without appropriate compensation, and the freedom to transfer funds and capital—the sanctioning state may, in
principle, incur international responsibility. Nevertheless, the sanctioning state may seek to justify its conduct by invoking certain
recognized defenses under public international law, such as countermeasures, necessity, or security exceptions. However, the
extraterritorial and unilateral character of secondary sanctions makes the establishment of the legality of such defenses subject
to considerable legal difficulties. From this perspective, secondary sanctions appear, in many instances, to be incompatible with
the fundamental principles governing the international legal order, particularly those relating to international investment law and
respect for the stability and predictability of international economic relations. Ultimately, this article emphasizes the need to
reconsider the legal status of secondary sanctions within the framework of international law and to formulate clearer criteria for
limiting their extraterritorial effects. It also highlights the strengthening of protective and compensatory mechanisms for injured
investors as an essential requirement for the development and coherence of the international legal system.
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EXTENDED ABSTRACT
The increasing interdependence of national

economies, the expansion of cross-border
investment, the internationalization of supply
chains, and the central role of global financial
networks have transformed economic
sanctions into one of the most consequential
instruments of contemporary foreign policy.
Among the various forms of economic
coercion, secondary sanctions are particularly
controversial because their effects extend
beyond the territory and nationals of the
sanctioning state and directly affect foreign
investors, multinational corporations, banks,
insurers, transport companies, suppliers, and
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other third-country actors. Unlike primary
sanctions, which regulate the conduct of
persons subject to the jurisdiction of the
sanctioning state, secondary sanctions seek to
influence the behavior of foreign entities by
threatening them with exclusion from
strategically important markets, financial
systems, currencies, technologies, or
commercial opportunities. This
extraterritorial structure creates a complex
intersection between public international law,
international trade law, international
investment law, and the law of state
responsibility. Secondary sanctions may
disrupt lawful = commercial relations,
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undermine the sovereignty and economic
autonomy of third states, and destabilize the
legal and institutional environment in which
foreign investment operates. Their effects are
especially significant where foreign investors
lose access to banking facilities, international
payment mechanisms, insurance coverage,
contractual partners, transportation services,
or essential technologies, even though their
investment remains formally authorized
under the law of the host state. In such
circumstances, the economic value and
practical viability of the investment may be
severely diminished or entirely destroyed.
Existing scholarship has therefore emphasized
that secondary sanctions must not be treated
solely as political instruments, because they
may generate identifiable legal consequences
for protected investment rights and may
potentially  engage the international
responsibility of the sanctioning state (Askari
et al., 2022; Azarnoush, 2022; Bagheri &
Sabbaghian, 2024; Gholizadeh, 2022).

The present study examines the conditions
under which secondary sanctions may violate
foreign investment rights and the legal
grounds upon which the international
responsibility of the sanctioning state may
arise. The analysis is based on the general
principles of international responsibility,
according to which responsibility is
established when conduct attributable to a
state constitutes a breach of an international
obligation binding upon that state. In the
context of secondary sanctions, attribution is
generally not difficult to establish because
such measures are typically adopted and
implemented through legislation, executive
orders, administrative regulations, official
designation lists, financial directives, and
enforcement mechanisms operated by state
organs. Even where private banks, insurance
companies, commercial intermediaries, or
transportation providers formally execute the
restrictive measures, their conduct may

remain closely connected to the sanctioning
state when they act under legal compulsion,
regulatory pressure, delegated authority, or
threats of punitive consequences. The more
difficult question concerns the identification of
the international obligation allegedly
breached. Such obligations may arise from
bilateral investment treaties, multilateral
investment instruments, international
commercial agreements, customary rules, or
general principles governing the treatment of
foreign property and investors. Secondary
sanctions may also raise concerns under the
principles of sovereign equality, non-
intervention, territorial jurisdiction, and the
prohibition of arbitrary economic coercion.
Although sanctioning states frequently justify
these measures by invoking national security,
non-proliferation, counterterrorism, or the
protection of the integrity of their financial
systems, such  justifications cannot
automatically exclude responsibility. Security
exceptions, necessity, and countermeasures
remain subject to restrictive legal conditions,
including proportionality, good faith,
temporal limitation, the existence of a genuine
and serious threat, and the absence of less
intrusive alternatives (Alaei & Zarei, 2022;
Alaei, 2021; Araei & Mirzaamraji, 2017; Hanjani,
2013; Javid, 2014).

Methodologically, the research adopts a
descriptive-analytical approach and relies on
doctrinal examination of international legal
principles, investment standards, scholarly
literature, and the practical operation of
secondary sanctions. The analysis focuses on
the relationship between the extraterritorial
effects of sanctions and the principal
standards of foreign investment protection.
These standards include fair and equitable
treatment, the protection of legitimate
expectations, full protection and security, non-
discrimination, national treatment, most-
favored-nation treatment, freedom of transfer,
and the prohibition of direct or indirect



expropriation without lawful justification and
adequate compensation. Particular attention
is given to the distinction between a state’s
legitimate authority to regulate access to its
own market and financial system and its
attempt to compel unrelated foreign actors to
terminate lawful relations with a third state.
The distinction between refusing to engage in
a transaction and coercing others to refuse
such a transaction is central to the legal
evaluation of secondary sanctions. The study
also examines the jurisdictional arguments
commonly advanced by sanctioning states,
including territorial jurisdiction, nationality
jurisdiction, the effects doctrine, control over
corporate affiliates, the wuse of national
currencies, the involvement of domestic
clearing systems, and the use of nationally
originating technology. Although these
connecting factors may establish some degree
of legal or economic nexus, they are often
indirect, weak, or commercially constructed.
An excessively broad acceptance of such links
could enable powerful states to regulate
foreign conduct merely because a transaction
has a remote connection with their market or
financial infrastructure. Such an approach
would weaken the predictability of the
international jurisdictional order and increase
conflicts among competing regulatory claims
(Falsafi, 2012; Gholizadeh, 2022; Katzman,
2010; Mellat, 2020).

The findings indicate that secondary sanctions
may violate foreign investment rights through
several distinct but interrelated mechanisms.
First, they may undermine fair and equitable
treatment by abruptly changing the legal and
economic environment in which the investor
made its decision, particularly where the
investor relied on existing laws, official
authorizations, contractual commitments,
administrative assurances, or established
financial arrangements. Sudden restrictions
without a reasonable adaptation period may
frustrate legitimate expectations and destroy

the predictability required for long-term
investment planning. Second, secondary
sanctions may result in indirect expropriation
where their cumulative effects substantially
deprive the investor of the use, control,
profitability, or economic value of the
investment, even though legal title remains
formally intact. Asset freezes, exclusion from
payment systems, inability to import
equipment, loss of access to technology, and
the termination of essential commercial
relationships may render an investment
economically useless. Third, such sanctions
may violate non-discrimination standards
where investors of certain nationalities,
sectors, or corporate affiliations are subjected
to unequal burdens without an objective,
reasonable, and proportionate justification.
Fourth, they may interfere with full protection
and security when the host state or another
relevant state fails to provide an effective legal
and institutional environment capable of
protecting the investment from coercive
external restrictions. Finally, restrictions on
the movement of capital, profits, loan
repayments, royalties, and liquidation
proceeds may directly conflict with treaty
provisions guaranteeing the free transfer of
investment-related funds. These violations
may occur simultaneously and reinforce one
another, particularly in sectors that depend
heavily on international financing, shipping,
insurance, specialized equipment, and cross-
border payment networks (Grabowski, 2014;
Kiani & Baghban, 2020; Larson & Marchick,
2006; Pourghassab Amiri & Khodadadi, 2018;
Raeisi, 2017; Razavi & Rezagholi, 2024; Yalfani
et al., 2016).

The study further demonstrates that
secondary sanctions may engage both the
direct and indirect responsibility of states.
Direct responsibility may arise where the
sanctioning state itself breaches an
international obligation owed to a foreign
investor or another state. Indirect
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responsibility may become relevant where
economic pressure compels the host state or
another third state to take measures that
violate its own international obligations
toward the investor. In such cases, the
sanctioning state may have facilitated,
induced, or materially contributed to the
internationally wrongful conduct of another
state. Establishing such responsibility requires
proof of a sufficiently close causal connection,
knowledge of the likely legal consequences,
and a meaningful contribution to the wrongful
act. The legal consequences of responsibility
include cessation of the wrongful conduct,
assurances and guarantees of non-repetition,
restitution, compensation, and, where
appropriate, satisfaction. Restitution may
involve unfreezing assets, restoring access to
banking and payment systems, reissuing
licenses, removing investors from restrictive
lists, and enabling the resumption of
interrupted contractual relations.
Nevertheless, complete restitution is often
impossible because secondary sanctions may
cause irreversible losses, including the
collapse of contractual networks, forced
divestment, reputational damage, loss of
market share, destruction of business
relationships, and the disappearance of
investment opportunities. = Compensation
therefore assumes particular importance and
may cover the reduction in investment value,
lost profits, additional financing costs,
contractual penalties, increased
transportation and compliance expenses, and
other losses sufficiently connected to the
wrongful conduct. The assessment of
compensation requires careful proof of
causation and a reliable comparison between
the investor’s actual position and the
hypothetical position that would have existed
in the absence of the sanctions (Alaei, 2021;
Badini et al., 2020; EImi Moghadam et al., 2023;
Niazi & Mansouri, 2025; Oloumi Yazdi & Razi,
2024).

In conclusion, secondary sanctions should be
understood as legally significant measures
capable of affecting the fundamental rights of
foreign investors and, in appropriate
circumstances, generating the international
responsibility of the sanctioning state. Their
extraterritorial character, coercive structure,
and capacity to reshape the conduct of third-
country actors distinguish them from ordinary
domestic economic regulation. Where such
sanctions substantially impair the use, value,
management, transferability, or profitability
of an investment, they may conflict with
established standards of international
investment protection. The legality of these
measures cannot be determined solely by
reference to the political objectives asserted by
the sanctioning state; it must also be assessed
in light of jurisdictional limits, proportionality,
good faith, treaty obligations, customary rules,
and the practical consequences imposed on
investors and third states. National security,
necessity, and countermeasures may provide
narrowly defined defenses, but they should not
be interpreted as unrestricted grounds for the
extraterritorial exercise of economic power.
Greater legal clarity is therefore required
regarding the conditions wunder which
secondary sanctions may be adopted, the
scope of permissible security exceptions, the
standards for identifying indirect
expropriation and unfair treatment, and the
mechanisms available to injured investors.
Strengthening compensatory and dispute-
settlement mechanisms, clarifying treaty
language, and developing more consistent
international criteria would contribute to
greater predictability, legal security, and
balance between legitimate state interests and
the protection of foreign investment. A
coherent international  framework is
ultimately necessary to prevent the unilateral
use of financial and commercial dominance
from undermining the rule of law in
international economic relations.
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