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The United States has increasingly relied on sanctions as a key strategy to influence and
change the actions of other countries, taking advantage of the dollar's supremacy in the
international financial system. To enforce compliance with U.S. sanctions regulations
"Secondary sanctions” specifically target foreign companies, banks, and individuals,
compelling them to either cease business with U.S.-sanctioned entities or lose access to
the extensive U.S. market, thereby enforcing compliance with U.S. sanctions policies. By
2022,[68% of these sanctions, issued through the U.S. Treasury Department’s Specially
Designated Nationals (SDN) List, were directed against Iran. The research seeks to
explain why, despite the European Union's efforts to mitigate the extraterritorial effects of
these sanctions, European firms continued to comply with U.S. sanctions. The research
hypothesis posits that two factors shaped European companies' decision to exit Iran: (1)
the rational cost-benefit and risk-aversion approach of European companies within the
framework of asymmetric transatlantic interdependence, and (2) the lack of strong
economic and trade ties between Iran and the European Union. The findings demonstrate
that the high level of transatlantic economic interdependence, the sensitivity and
vulnerability to shifts in this relationship, and the U.S.'s strategic dominance within this
interdependence, significantly heightened the impact of secondary sanctions on European
businesses. As a result, these companies adopted risk-averse, cost-benefit strategies in
their dealings with Iran. The research employs a qualitative methodology based on a case
study approach.

Cite this article: Bagheri, E., & Sabbaghian, A. (2024). The U.S. Secondary Sanctions and the Exit Strategy of European
Companies from Iran. International Political Economy Studies, 7 (2), 135-157. http//doi.org/10.22126/
ipes.2025.9902.1624 (In Persian).

© The Author(s).

DOI: https://doi.org/10.22126/ipes.2025.9902.1624 Publisher: Razi University



https://orcid.org/0000-0002-5842-1874
https://orcid.org/0000-0002-4505-2133
mailto:Bagheri68@ut.ac.ir
mailto:sabbaghian@ut.ac.ir
https://doi.org/10.22126/ipes.2025.9902.1624
https://doi.org/10.22126/ipes.2025.9902.1624
https://doi.org/10.22126/ipes.2025.9902.1624

International Political Economy Studies, Volume 7, Issue 2, 2024 136

1. Introduction

One of the most significant challenges facing the European Union is its vulnerability to U.S.
secondary sanctions. Since the development of Iran's nuclear program and the imposition of
U.S. secondary sanctions on lIran, tensions have emerged regarding the extraterritorial
effects of these sanctions on European companies. This research argues that European
companies' actions toward Iran are driven by their risk-averse, rational preferences in the
context of asymmetrical transatlantic interdependence and the limited economic and trade
ties between Europe and Iran. The economic interdependence between the U.S. and the EU,
marked by extensive transatlantic trade and investment, is asymmetrical due to U.S.
strategic dominance through secondary sanctions and the global dominance of the U.S.
dollar. This dynamic, referred to in transatlantic political economy literature as "weaponized
interdependence” and the "weaponization of secondary sanctions,” led nearly all European
companies to withdraw from Iran after the U.S. exited the JCPOA in 2018, despite the EU's
efforts to preserve the nuclear deal.

2. Theoretical Framework

In his article, "Taking Preferences Seriously: A Liberal Theory of International Politics,"
Andrew Moravcsik argues that the interaction between states, transnational society, and
domestic groups significantly influences state behavior in global politics. He posits that
ideas, interests, and domestic institutions shape state preferences, determining a state's
strategic actions. Moravcsik's preference theory introduces two main points:

1. The primary actors in international relations are individuals and private groups who
generally act rationally and avoid risk.

2. State behavior is determined by the configuration of state preferences in an
interdependent world, where each state sets priorities while considering the preferences of
others.

Based on these assumptions, following the U.S. withdrawal from the nuclear deal on
May 8, 2018, European governments supported the JCPOA. However, European
companies, influenced by domestic groups, withdrew from the Iranian market due to
concerns over U.S. sanctions. This lack of economic independence significantly influenced
European governments’ foreign policy stance on maintaining the nuclear deal.

3. Methodology

In this study, we used a case study approach, a type of qualitative methodology, to examine
the hypothesis. Qualitative research broadly encompasses various methods, each based on
distinct epistemological perspectives. Its primary purpose is to explore phenomena and
events in their natural settings. Case study-based qualitative research aims to gather and
analyze data to produce generalizable insights, aiming to develop theoretical propositions
that can be widely applicable, with strong potential for "analytical generalization™ and
"predicting similar outcomes”.

4. Discussion & Results

The economic relationship between the EU and the US, often referred to as "transatlantic
economic relations,” represents 30% of global GDP, over 30% of global trade, and 64% of
worldwide investment. The interdependence between these economies creates
vulnerabilities, especially given the imbalance in favor of the U.S., which holds strategic
advantages. As a result, U.S. secondary sanctions have become the key factor influencing
the actions of European companies when engaging in trade with third countries. This has
effectively led to the "weaponization™ of both secondary sanctions and the U.S. financial
system. These sanctions have posed significant challenges for European firms trading with
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Iran, infringing on the EU's strategic autonomy and economic sovereignty. Another critical
factor driving the impact of these sanctions is the limited economic and trade relationship
between Iran and the EU. The absence of strong trade ties and a complex, long-term supply
chain between Iran and the EU has led European businesses and banks to avoid the risks
involved in engaging with EU trade mechanisms for Iran, ultimately resulting in their exit
from the Iranian market. A look at the level and volume of trade between Iran and the
European Union in 2017 (two years after the nuclear agreement) and in 2018 after the
imposition of U.S. sanctions against Iran clearly illustrates this situation. The trade volume
between Iran and the European Union in 2017, which experienced its highest level since the
emergence of Iran's nuclear program, amounted to a total of $24 billion in imports and
exports of goods and services (with a positive trade balance of $2 billion for the European
Union). In the same year, the European Union's exports and imports of goods with the
United States were $376 billion and $256 billion, respectively (a positive trade balance of
$120 billion for the European Union), while exports and imports of services were $236
billion and $213 billion, respectively (a positive trade balance of $23 billion for the
European Union).

5. Conclusions & Suggestions

The economic relationship between the EU and the US, often referred to as
"transatlantic economic relations,” represents 30% of global GDP, over 30% of global
trade, and 64% of worldwide investment. The interdependence between these
economies creates vulnerabilities, especially given the imbalance in favor of the U.S.,
which holds strategic advantages. As a result, U.S. secondary sanctions have become
the key factor influencing the actions of European companies when engaging in trade
with third countries. This has effectively led to the "weaponization" of both secondary
sanctions and the U.S. financial system. These sanctions have posed significant
challenges for European firms trading with Iran, infringing on the EU's strategic
autonomy and economic sovereignty. Another critical factor driving the impact of these
sanctions is the limited economic and trade relationship between Iran and the EU.

The absence of strong trade ties and a complex, long-term supply chain between Iran
and the EU has led European businesses and banks to avoid the risks involved in
engaging with EU trade mechanisms for Iran, ultimately resulting in their exit from the
Iranian market. A look at the level and volume of trade between Iran and the European
Union in 2017 (two years after the nuclear agreement) and in 2018 after the imposition
of U.S. sanctions against Iran clearly illustrates this situation. The trade volume between
Iran and the European Union in 2017, which experienced its highest level since the
emergence of Iran's nuclear program, amounted to a total of $24 billion in imports and
exports of goods and services (with a positive trade balance of $2 billion for the
European Union). In the same year, the European Union's exports and imports of goods
with the United States were $376 billion and $256 billion, respectively (a positive trade
balance of $120 billion for the European Union), while exports and imports of services
were $236 billion and $213 billion, respectively (a positive trade balance of $23 billion
for the European Union).
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. Secondary Sanctions

. Iran and Libya Sanctions Act (ILSA)

. blocking statute

. The Iran Sanctions Act (ISA)

US Treasury Department’s Office of Foreign Assets Control (OFAC)
. Specially Designated Nationals And Blocked Persons List (SDN)

. special purpose vehicle (SPV)

. humanitarian SPV (H-SPV)

. Instrument in Support of Trade Exchanges(INSTEX)
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