@

~

Comparative Studies
in Jurisprudence,

Law, and Politics

—/

Legal Capacities for Mitigating the Effects of Sanctions on
Iran’s Joint Investments with International Partners in the
Oil, Gas, and Petrochemical Sectors

1. Ehsan Asadipour: Department of Law, ST.C., Islamic Azad University, Tehran, Iran

2. Mostafa Taghizadeh Ansari*: Department of Law, NT.C., Islamic Azad University, Tehran, Iran.

Email: Mos.taghizadeh_ansari@iauctb.ac.ir (Corresponding Author)

3. Siamak Amoozeidi: Department of Economics and Islamic Banking, Kharazmi University, Faculty of Economics, Tehran,
Iran

ABSTRACT

Economic sanctions, particularly unilateral and secondary sanctions, have in recent years become one of the most significant
obstacles to the development of Iran’s joint investments with international partners in the oil, gas, and petrochemical sectors.
These sanctions are not limited to the direct prohibition of transactions; rather, by imposing restrictions on banking and
insurance systems, technology transfer, financing, transportation, and the performance of contractual obligations, they
undermine the practical effectiveness of investment relations. Accordingly, examining legal capacities for mitigating or
eliminating the effects of these restrictions is essential to safeguarding Iran’s economic and sovereign interests in the energy
sector. Against this background, the present study aims to identify and explain the available legal capacities at the international,
domestic, and contractual levels for addressing the effects of sanctions on Iran’s joint investments with foreign partners in the
oil, gas, and petrochemical sectors. This research employs a descriptive-analytical method and draws on library sources, legal
instruments, relevant regulations, and an analysis of the principles governing international law, foreign investment law, and
international energy contracts. The findings indicate that although international law alone cannot secure the immediate removal
of sanctions, principles and institutions such as the permanent sovereignty of states over natural resources, the principle of non-
intervention, pacta sunt servanda, state responsibility, protection of property rights, and the prohibition of indirect expropriation
provide the necessary legal basis for bringing claims, seeking compensation, and protecting Iran’s interests. The findings further
demonstrate that the most effective approach to countering the effects of sanctions is to rely on a combination of international
legal instruments and domestic and contractual mechanisms. Within this framework, incorporating comprehensive sanctions
clauses, strengthening arbitration provisions, designing non-dollar payment mechanisms, using escrow accounts, accurately
documenting losses, and establishing specialized structures for pursuing legal claims constitute some of the most important
measures for reducing the vulnerability of joint energy contracts. Effective mitigation of the effects of sanctions therefore
requires an integrated, forward-looking approach grounded in active legal diplomacy.
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EXTENDED SUMMARY
The oil, gas, and petrochemical industries in Iran extend far beyond the boundaries of an ordinary

economic sector and constitute a strategic intersection of political economy, national security, energy
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diplomacy, and international investment relations. These industries remain among the principal
sources of foreign-exchange revenue and represent a central channel through which Iran is
connected to global value chains, international financial networks, technology markets, and
transnational energy governance. Joint investments with international partners are therefore of
particular importance because they facilitate access to capital, advanced technology, technical
expertise, risk-sharing mechanisms, international markets, and large-scale project management
capacities. Nevertheless, unilateral and secondary sanctions have increasingly transformed these
forms of cooperation into legally and economically vulnerable arrangements. Sanctions should not
be understood merely as direct prohibitions on the purchase, sale, financing, or transfer of assets;
rather, they operate as multilayered and institutionalized mechanisms that affect banking services,
insurance and reinsurance, transportation, technology transfer, project financing, contractual
performance, auditing, compliance, and cross-border settlement. In the energy sector, where
projects are capital-intensive, technologically complex, long-term, and dependent on numerous
international intermediaries, the cumulative effects of sanctions are especially severe (Jafari Far &
Bagheri Dolatabadi, 2025). Even where a transaction is not formally prohibited or is covered by a
specific exemption, the reluctance of banks, insurers, shipping companies, auditors, credit
institutions, and legal advisers may produce functional paralysis. Financial sanctions, in particular,
weaken the operational foundation of joint investment by obstructing the transfer of funds,
distribution of revenues, repayment of project costs, purchase of equipment, and payment of
contractors (Zamani Toni & Rahmati, 2023). Accordingly, the central legal problem is not always the
formal extinction of ownership or contractual rights, but the practical deprivation of economic use,
effective control, and access to the benefits arising from those rights. This distinction between the
formal survival of a right and the destruction of its practical utility provides the conceptual
foundation for examining sanctions as structural impediments to the effective enjoyment of joint
investments.

This study seeks to identify and explain the legal capacities available at the international, contractual,
arbitral, domestic, and institutional levels for mitigating or overcoming the effects of sanctions on
Iran’s joint investments with international partners in the oil, gas, and petrochemical sectors. The
research adopts a descriptive-analytical method and relies on library-based sources, international
legal principles, foreign investment law, rules governing international energy contracts, domestic
regulations, arbitral doctrines, and legal scholarship on sanctions and economic restrictions. A
preliminary conceptual distinction is made among United Nations Security Council sanctions,
unilateral sanctions imposed under the domestic law of individual states, secondary sanctions
applied to third-country persons and companies, and regional sanctions adopted by entities such as
the European Union. These categories differ significantly in legal basis, binding force, territorial
scope, and international legitimacy. Security Council sanctions adopted under Chapter VII of the
Charter of the United Nations are generally binding on member states, whereas unilateral and
secondary sanctions do not ordinarily create general international obligations for non-consenting
third states. Secondary sanctions are particularly controversial because they seek to extend the
regulatory will of the sanctioning state beyond its territory and may conflict with sovereign equality,
territorial jurisdiction, non-intervention, and freedom of international commerce (Nemati, 2009).
Nevertheless, their practical force is amplified by the economic power of the sanctioning state and
by the dependence of international firms on dominant financial and commercial markets. The study
therefore examines sanctions not only in terms of their formal legality, but also as regulatory systems
whose effects are transmitted through private actors. Banks and corporations frequently engage in
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overcompliance, refusing even legally permissible transactions because of reputational concerns,
interpretive uncertainty, compliance costs, and fear of exclusion from major financial markets (Torki
& Mazaheri, 2022). This process effectively converts private market actors into informal enforcers of
sanctions and broadens the restrictive impact of sanctions far beyond the text of the applicable rules.
The findings demonstrate that international law provides several important, although not
immediately decisive, legal foundations for challenging, limiting, or compensating for the effects of
sanctions. The principle of permanent sovereignty over natural resources affirms the right of states
to determine the conditions under which their natural resources are explored, developed, financed,
and commercially exploited, including the selection of foreign partners and contractual models.
When secondary sanctions prevent a state from attracting investors, importing technology, receiving
revenues, or determining the structure of energy cooperation, they may interfere with the effective
exercise of sovereign economic authority (Qureshi, 2010). The principles of sovereign equality and
non-intervention likewise provide a basis for criticizing the extraterritorial imposition of domestic
regulatory policies on third states and foreign companies. In addition, the law of international
responsibility offers a framework for characterizing certain sanctions as potentially internationally
wrongful acts where they breach an applicable international obligation and cause legally cognizable
injury. This framework requires proof of attribution, breach, causation, and damage, and is
complicated by the indirect manner in which sanctions operate through banking refusals, insurance
denials, logistical constraints, and private overcompliance. Nevertheless, it remains valuable for
documenting injury, structuring claims, and delegitimizing unlawful coercive measures (Sadeghipour
& Mohammadzadeh, 2021). International investment law also contributes protective standards such
as fair and equitable treatment, legal security, protection of legitimate expectations, non-
discrimination, and protection against indirect expropriation. These standards are particularly
relevant where an investment formally continues to exist but loses its economic value because
revenues cannot be transferred, financing is unavailable, insurance coverage disappears, and the
investor is effectively deprived of meaningful participation in the project (Asadlu, 2022). The doctrine
of indirect expropriation is especially significant because it shifts attention from formal title to the
practical loss of control, benefit, and economic use. Where sanctions cause severe, prolonged, and
substantial deprivation of the essential benefits of an investment, their effects may resemble those
of expropriation even though legal ownership remains formally intact (Teymouri et al., 2018).

The research further indicates that contractual design constitutes the most immediate and
operational legal mechanism for reducing sanctions-related wvulnerability in joint energy
investments. Long-term energy contracts should contain comprehensive sanctions clauses that
define the relevant types of sanctions, including primary sanctions, secondary sanctions, banking
restrictions, insurance refusals, compliance barriers, and overcompliance by intermediaries. Such
clauses should specify when performance is suspended, when alternative methods of performance
must be pursued, when renegotiation becomes mandatory, and under what conditions termination
or adjustment may occur. They should also allocate responsibility for delayed payments, blocked
transfers, increased financing costs, and the replacement of banks, insurers, carriers, or technical
service providers (Hosseini & Malekshah, 2020). Stabilization clauses and economic equilibrium
provisions are likewise essential because they preserve the functional balance of long-term contracts
when severe external changes undermine the assumptions on which the investment was originally
structured. Modern stabilization clauses need not freeze the entire legal environment; instead, they
may require renegotiation, cost reallocation, compensation, or modification of implementation
schedules when sanctions fundamentally alter the contractual equilibrium (Meyhami, 2019).
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Arbitration clauses must also be drafted with precision regarding the applicable law, seat of
arbitration, institutional rules, scope of disputes, enforceability of awards, and authority of tribunals
to address sanctions-related non-performance. Ambiguous arbitration provisions may create
preliminary jurisdictional disputes and weaken access to effective remedies (Kaplan, 2015). The
arbitration clause should expressly cover blocked payments, suspension of performance, sanctions-
based termination, failure to obtain licenses, replacement of intermediaries, and damages resulting
from sanctions. In addition, non-dollar payment systems, multiple intermediary banks, escrow
arrangements, alternative currencies, and clearly regulated release mechanisms can preserve the
financial continuity of projects when conventional banking channels become unavailable. These
mechanisms must be drafted carefully so that trustees and intermediary institutions do not acquire
unlimited discretion to delay or refuse payment. Contractual protection is therefore most effective
when it transforms sanctions from an undefined external event into a foreseeable, allocable,
documentable, and partially manageable legal risk.

Domestic and institutional capacities within Iran are equally essential to the effectiveness of any
international or contractual strategy. The findings suggest that Iran should establish a permanent
specialized unit responsible for monitoring, documenting, and pursuing claims concerning energy
assets, blocked revenues, suspended payments, impaired investments, and disrupted contractual
relations abroad. Such a unit should be interdisciplinary and include experts in international law,
energy law, banking and finance, international arbitration, accounting, economic valuation,
insurance, and sanctions compliance. Institutional concentration would prevent fragmentation of
information and enable the development of consistent legal strategies, model contractual clauses,
sanctions-risk assessments, and coordinated responses to emerging restrictions (Alizadeh, 2017). A
second essential capacity is systematic documentation of sanctions-related losses. Effective claims
require more than a general allegation of economic harm; they require detailed evidence of
causation, timing, amount, and the specific mechanism through which the loss occurred. Banking
correspondence, insurance refusals, audit reports, financing costs, project delays, reduced
production, lost revenues, increased transportation expenses, and evidence of unsuccessful
alternative arrangements should all be preserved in standardized legal and financial files (Abdpour,
2023). Third, greater coordination is required among petroleum authorities, financial institutions,
insurers, diplomatic agencies, operational companies, and legal advisers. Because the performance
of energy investments depends on an integrated chain of contracting, financing, transportation,
technology transfer, licensing, and diplomatic support, fragmented decision-making can defeat
otherwise available legal options (Shirovi, 2024). Finally, legal diplomacy should complement
litigation and arbitration. Legal diplomacy combines legal argument, negotiation, institutional
engagement, and strategic use of treaty obligations, contractual rights, arbitral precedents, and
documented losses to secure exemptions, alternative payment mechanisms, compensatory
arrangements, or continued implementation of joint projects (Ziaei, 2024). Its effectiveness depends
on professional evidence, interinstitutional coordination, and the ability to translate abstract legal
principles into negotiable and enforceable outcomes.

In conclusion, the effects of unilateral and secondary sanctions on Iran’s joint investments in the oil,
gas, and petrochemical sectors cannot be addressed through a single legal doctrine, judicial
proceeding, contractual clause, or diplomatic initiative. Sanctions operate through a network of
public regulation, private overcompliance, financial exclusion, technological restriction, insurance
denial, logistical disruption, and institutional risk aversion. Their most damaging consequence is
often not the formal elimination of ownership or contractual rights, but the destruction of the
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practical ability to exercise, transfer, finance, and economically benefit from those rights. An effective
response therefore requires an integrated, preventive, and multilayered legal strategy. International
legal principles can challenge the legitimacy of extraterritorial coercion, provide a framework for
responsibility, and support claims based on sovereign rights, fair treatment, legitimate expectations,
and indirect expropriation. Contractual engineering can allocate sanctions risk, preserve economic
equilibrium, compel reasonable mitigation efforts, create alternative payment arrangements, and
ensure access to specialized arbitration. Domestic institutional reform can improve monitoring,
evidence collection, coordination, and continuity of legal action. Legal diplomacy can connect these
elements and convert legal entitlement into practical bargaining power. The principal implication of
this study is that legal protection in a sanctions environment must be designed before a dispute arises
rather than improvised after the economic relationship has collapsed. The resilience of joint energy
investments depends on the quality of contractual foresight, the precision of risk allocation, the
availability of alternative financial mechanisms, the continuous documentation of loss, and the
existence of specialized institutions capable of pursuing claims over extended periods. Through such
an integrated approach, sanctions may be transformed from an apparently absolute and unavoidable
barrier into a legally contestable, institutionally manageable, and, in appropriate cases, compensable
source of economic harm.
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