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SANCTIONS AND INTERNATIONAL
PRIVATE CONTRACTS:
NAVIGATING PUBLIC POLICY CONSTRAINTS
AND THE PRINCIPLE
OF PACTA SUNT SERVANDA

Problem. The interaction between
international sanctions and private con-
tractual obligations has emerged as a
critical issue in contemporary private
international law. The increasing use of
economic sanctions as instruments of
geopolitical influence has significantly
affected cross-border commercial rela-
tions, undermining the predictability
and stability traditionally ensured by
contractual frameworks. In this con-
text, sanctions introduce legal and prac-
tical uncertainties that challenge the
effective performance of international
contracts and call into question the re-
silience of the principle of pacta sunt
servanda.

Unlike traditional commercial risks,
sanctions originate from public law
measures imposed by states or inter-
national organisations and operate be-
yond the control of contracting parties.
Their extraterritorial application, rapid
evolution, and often unpredictable na-
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ture complicate contractual planning
and risk allocation [4, 11]. As a result,
parties to international contracts are in-
creasingly exposed to situations where
performance becomes legally prohibit-
ed, factually impossible, or economically
unreasonable.

This development necessitates a
reassessment of the balance between
contractual autonomy and public policy
constraints. In particular, it raises the
question of how private international
law should respond to the growing in-
terference of mandatory rules, such as
sanctions regimes, in contractual rela-
tions. This issue is of both theoretical
significance and practical relevance,
as it directly affects the functioning of
international commercial relations and
the effectiveness of legal regulation in
cross-border transactions.

Analysis of recent research and
publications. The legal implications
of sanctions in private international law

© Levchuk I., Kushevska N., Zhorova D., 2026
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have been examined in the works of
both Ukrainian and foreign scholars. In
particular, issues of contractual non-per-
formance under sanctions have been an-
alysed by M. Azeredo da Silveira [9],
M. Schmidt-Kessen [10], and F. Borto-
lotti [11], who focus on the application
of force majeure and hardship doctrines
in international trade.

Ukrainian scholars, including
A.S. Dovgert [12] and V.M. Kosyno-
ha [13], have contributed to the doctri-
nal understanding of party autonomy
and the public policy exception, which
play a central role in determining the
limits of contractual freedom. At the
same time, international instruments
such as the UNIDROIT Principles [4]
and the CISG [5] provide a normative
framework for addressing contractual
disruptions caused by external factors.

Despite the existing body of re-
search, several aspects remain insuffi-
ciently explored. In particular, there is
no unified approach to the legal quali-
fication of sanctions as force majeure,
hardship, or supervening illegality.
Furthermore, the interaction between
sanctions regimes and the principle of
pacta sunt servanda requires further
clarification, especially in the context of
judicial and arbitral practice.

Objective. The purpose of this ar-
ticle is to analyse the impact of inter-
national sanctions on contractual ob-
ligations in private international law
through the prism of the principle of
pacta sunt servanda.

To achieve this purpose, the article
aims to:

— examine the legal nature of sanc-
tions as external constraints on contrac-
tual performance;

— determine the conditions under
which sanctions may be qualified as
force majeure, hardship, or superven-
ing illegality;

— analyse judicial and arbitral prac-
tice in sanctions-related disputes;

— assess the role of contractual
mechanisms and sanctions compliance
in risk allocation;

— identify the limits imposed by pub-
lic policy on the principle of pacta sunt
servanda.

The scientific novelty of this re-
search lies in a comprehensive re-eval-
uation of international sanctions as a
multidimensional legal phenomenon
that simultaneously functions as force
majeure, hardship, and an expression of
overriding mandatory rules, with par-
ticular emphasis on their systemic im-
pact on the balance between contractu-
al autonomy and public policy in private
international law.

Discussion and results. The prin-
ciple of pacta sunt servanda consti-
tutes one of the cornerstones of private
international law (PIL), governing pri-
vate legal relations involving a “foreign
element” [1]. It ensures the binding
force of contractual obligations and
guarantees stability and predictability
i[n caoss-border commercial transactions
2,4].

This principle is closely linked to
party autonomy (lex voluntatis), which
allows parties to determine the applica-
ble law to their contractual relations,
as provided in Article 5 of the Law of
Ukraine “On Private International Law”
[1]. At the same time, the binding force
of contracts is not absolute and may be
limited by mandatory rules and public
policy considerations.

In contemporary conditions, sanc-
tions and embargoes have emerged as
significant external factors that may
disrupt contractual performance. As
instruments of state policy, they pos-
sess overriding normative force and
may qualify as mandatory rules with-
in private international law [10]. Their
application demonstrates the tension
between contractual stability and the
need to protect fundamental state in-
terests [13].

The public policy exception plays a
key role in this process, as it allows for
the refusal to apply foreign law where
its consequences would be incompati-
ble with the fundamental principles of
the legal order of the forum state [1].
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Thus, sanctions should be regarded not
merely as external constraints, but as
an integral element of the legal mech-
anism that determines the limits of the
principle of pacta sunt servanda.

At the same time, private interna-
tional law distinguishes between the
positive and negative dimensions of the
public policy exception. The positive
dimension concerns the application of
overriding mandatory rules of the fo-
rum state, which apply irrespective of
the law otherwise governing the con-
tract [13]. Sanctions constitute a clear
example of such rules, as they reflect
essential public interests and cannot
be derogated from by agreement of the
parties [10].

Accordingly, even where parties
designate foreign law as applicable to
their contract, the application of such
law may be restricted where it conflicts
with mandatory sanctions provisions.
This demonstrates the hierarchical rela-
tionship between contractual autonomy
and public policy in contemporary pri-
vate international law.

However, the absence of a unified
international approach to the legal qual-
ification of sanctions continues to create
uncertainty and fragmentation in judi-
cial and arbitral practice.

The impact of sanctions on the
performance of contractual obli-
gations. Impossibility or illegality
of performance. International sanc-
tions increasingly operate as unforeseen
events. They may render the perfor-
mance of contractual obligations im-
possible or unlawful. Their legal effect
is commonly analysed through the doc-
trines of force majeure and supervening
illegality, which provide mechanisms for
addressing non-performance caused by
external circumstances [11].

For sanctions to qualify as force ma-
jeure, the impediment must be beyond
the control of the parties, unforeseeable
at the time of contract conclusion, and
unavoidable in its consequences [4]. In
particular, where the performance of a
contract requires a public authorization

[t i Fnd i ] o ] Fd e Fnd

that cannot be obtained due to sanc-
tions, performance may become legally
impossible.

Under the UNIDROIT Principles of
International Commercial Contracts, a
party affected by force majeure is ex-
empted from liability for damages [4].
However, such an exemption does not
automatically terminate the contract.
The other party retains the right to ter-
minate the agreement under the condi-
tions provided by applicable legal instru-
ments [4]. Sanctions may also give rise
to supervening illegality, as they repre-
sent mandatory rules and expressions
of public policy [9]. Where contractual
performance is directly prohibited by
sanctions, the contract may be declared
unenforceable or null and void. At the
same time, if the impediment is tempo-
rary, performance may be suspended for
the duration of the sanction regime [4].

Hardship as a consequence of
sanctions. In contrast to force ma-
jeure, sanctions may also constitute
hardship where performance remains
possible but becomes excessively bur-
densome. This occurs when sanctions
significantly increase the cost of per-
formance or substantially reduce the
value of the contractual benefit for one
of the parties [4;11]. Hardship does not
amount to non-performance and there-
fore does not excuse the party from lia-
bility. Instead, the disadvantaged party
is entitled to request renegotiation of
the contract to restore its equilibrium
[4]. According to the UNIDROIT Prin-
ciples, if the parties fail to reach an
agreement within a reasonable time, a
court or arbitral tribunal may adapt or
terminate the contract [4]. This mech-
anism reflects a more flexible approach
to contractual stability, allowing the
principle of pacta sunt servanda to co-
exist with changing economic realities.

Financial penalties and payment
restrictions. Financial sanctions repre-
sent one of the most significant forms
of interference with contractual rela-
tions. Measures such as asset freez-
ing, payment restrictions, and banking
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prohibitions directly affect the ability
of parties to fulfil monetary obliga-
tions [9]. For example, asset freezing
may prevent the transfer of funds even
where the underlying contractual ob-
ligation remains valid. This creates a
situation in which performance is effec-
tively blocked, necessitating the use of
contractual safeguards and alternative
payment mechanisms.

Judicial and arbitration prac-
tice. Judicial practice confirms the seri-
ousness of such restrictions. In particu-
lar, courts have recognized that sanc-
tions may limit financial claims, includ-
ing the right to receive interest where
payment channels are unavailable due
to sanctions restrictions [6]. These de-
velopments highlight the importance of
sanctions compliance as a key element
of contractual relations. In modern prac-
tice, compliance mechanisms include
due diligence, risk assessment, and
contractual clauses designed to prevent
violations of sanctions regimes.

Judicial practice plays an important
role in interpreting and applying legal
norms in sanction-related disputes. Al-
though court decisions are not formally
recognised as sources of law in civil law
systems, they contribute to legal cer-
tainty by clarifying the application of
statutory provisions [8]. In common law
jurisdictions, judicial precedent plays a
decisive role. For example, in Ministry
of Defence v International Military
Services Ltd, the court held that a
sanctioned party may be deprived of the
right to receive interest for the duration
of the sanction regime [6]. This case
demonstrates that sanctions may sig-
nificantly limit contractual rights, even
where such rights have been confirmed
by judicial or arbitral decisions. It also
illustrates the dominance of public pol-
icy considerations over private contrac-
tual claims.

A notable example is Banco San
Juan International Inc v Petryleos
de Venezuela SA [2020] EWHC 2937
(Comm), where the court addressed the
impact of US sanctions on payment ob-

ligations. The case demonstrated that
even where contractual obligations
formally remain valid, sanctions may
effectively prevent their execution by
restricting access to financial systems.
The court emphasised that sanctions-re-
lated impediments must be carefully as-
sessed in light of both contractual terms
and applicable mandatory rules.

International commercial ar-
bitration. International arbitration is
one of the primary mechanisms for re-
solving disputes arising from interna-
tional contracts affected by sanctions.
Its flexibility allows parties to select
applicable rules of law and avoid the
rigid constraints of national legal sys-
tems [9]. Arbitral tribunals often apply
the doctrine of force majeure and hard-
ship when assessing sanctions-related
disputes. At the same time, they must
consider mandatory rules and public
policy, as sanctions reflect fundamental
state interests [13].

This creates a complex legal environ-
ment in which arbitral tribunals must
balance contractual autonomy with the
need to ensure compliance with sanc-
tions regimes. Despite this complexity,
arbitration remains an effective tool for
maintaining legal certainty in interna-
tional commerce.

Arbitral practice also reflects a cau-
tious approach to sanctions. In several
ICC arbitration cases, tribunals have
recognized that sanctions may consti-
tute force majeure where they directly
prohibit performance. However, where
performance remains technically possi-
ble but economically burdensome, tribu-
nals tend to apply hardship rather than
excuse non-performance entirely. This
distinction highlights the importance of
precise contractual drafting and risk al-
location mechanisms.

Contractual mechanisms for re-
sponding to sanctions. In contem-
porary private international law, con-
tractual mechanisms for responding to
sanctions represent an important in-
strument for balancing the principle of
pacta sunt servanda with mandatory
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rules and public policy requirements.
Given the increasing unpredictability of
sanctions regimes, parties actively use
tailored contractual clauses to mitigate
risks and preserve legal certainty [9].
Sanctions clauses directly regulate the
consequences of restrictive measures
by prohibiting transactions involving
sanctioned persons or territories and al-
lowing suspension or termination of the
contract in the event of sanctions risks.
Such clauses function as preventive
tools, ensuring compliance with man-
datory legal requirements and reducing
the likelihood of liability [13].

Force majeure clauses remain a key
instrument when performance becomes
objectively impossible due to sanctions.
In international practice, these clauses
often explicitly include sanctions, em-
bargoes, and acts of public authorities
as force majeure events. Where appli-
cable, they exempt the affected party
from liability for non-performance, while
preserving the possibility of termination
under certain conditions [4].

Hardship clauses address situations
where sanctions do not make enforce-
ment impossible, but they do make it
considerably more difficult. They allow
parties to renegotiate contractual terms
to restore economic balance. If renego-
tiation fails, courts or arbitral tribunals
may adapt or terminate the contract [4;
11]. Taken together, these mechanisms
demonstrate that modern contract law
integrates sanctions into the internal
system of risk allocation rather than
treating them as purely external disrup-
tions. This reflects the transformation
of pacta sunt servanda into a more
flexible principle operating within the
limits of public policy.

Discussion of the research fin-
dings. The balance between the
parties’ freedom of contract and
public policy. The relationship be-
tween party autonomy and public policy
constitutes a central issue of private in-
ternational law. While party autonomy
allows the parties to determine the ap-
plicable law, it is inherently limited by
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mandatory rules and public policy con-
siderations [12; 13]. Sanctions clearly
illustrate these limitations. As expres-
sions of state sovereignty and securi-
ty interests, they override contractual
arrangements and restrict the applica-
tion of foreign law where necessary [1].
This illustrates that contractual free-
dom operates within a structured legal
framework rather than as an absolute
principle.

At the same time, contractual
mechanisms such as force majeure
and sanctions clauses enable parties
to anticipate and manage these re-
strictions. This ensures a functional
balance between flexibility and legal
certainty in international commercial
relations.

Trends in law enforcement. Con-
temporary developments in private in-
ternational law reflect broader process-
es of globalization and the increasing
complexity of cross-border relations
[9]. The growing role of international
instruments and soft law contributes to
the harmonization of legal approaches
to contractual disputes involving sanc-
tions. Judicial and arbitral practice also
plays an increasingly important role in
shaping legal standards, particularly in
situations where legislation does not
provide clear answers. Although not
formally recognized as a source of law
in Ukraine, such practice significantly
influences legal interpretation and ap-
plication [8].

At the same time, practical challeng-
es remain, particularly in determining
the content of foreign law and ensuring
consistent application of private interna-
tional law rules. These issues highlight
the need for further doctrinal develop-
ment and methodological refinement.

Conclusions and prospects for
further research. International sanc-
tions significantly affect the functioning
of private international law by estab-
lishing external limits on the principle
of pacta sunt servanda. As mandatory
rules and expressions of public policy,
sanctions ensure the primacy of public
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interests, including national security
and sovereignty, over private contrac-
tual obligations [13].

The study demonstrates that sanc-
tions do not abolish contractual obli-
gations but modify the conditions of
their performance. Depending on their
nature and impact, sanctions may be
qualified as force majeure, hardship,
or supervening illegality, each entail-
ing different legal consequences for the
parties [4; 11].

Judicial and arbitral practice con-
firms that sanctions may restrict or sus-
pend contractual rights, particularly in
the area of financial obligations, where
payment mechanisms are directly affect-
ed [6]. At the same time, international
arbitration remains an effective mecha-
nism for resolving such disputes due to
its flexibility and neutrality.

Contractual mechanisms, including
sanctions clauses, force majeure, and
hardship provisions, play a crucial role
in risk allocation and legal certainty.
Their increasing use rellects the adap-
tation of contract law to contemporary
challenges associated with sanctions
regimes.

Prospects for further research re-
late to a need to harmonise national
sanctions regimes with international
commercial obligations, as well as to
develop more unified approaches to the
classification of sanctions under private
international law.

This article examines the impact
of international sanctions on con-
tractual obligations in private inter-
national law, focusing on the prin-
ciple of pacta sunt servanda and its
interaction with public policy and
mandatory rules. The issue is increas-
ingly relevant in the context of global
political tensions, economic sanc-
tions, and cross-border commercial
relations, which can create signifi-
cant challenges [or parties involved
in international contracts. Sanctions
are analysed as contemporary unfore-
seen events that may render the per-

formance of international private
contracts impossible, impracticable,
or excessively burdensome, raising
questions about the allocation of risks
and responsibilities among contract-
ing parties.

The study discusses the legal qua-
lification of sanctions under estab-
lished doctrines such as [orce majeure,
hardship, and supervening illegality,
with reference to widely recognized
international instruments, including
the UNIDROIT Principles of Interna-
tional Commercial Contracts and rel-
evant case law. Judicial and arbitral
practice concerning sanctions-related
disputes is examined to highlight
trends, divergences, and emerging
standards in international dispute
resolution. Special attention is given
to the mechanisms of sanctions com-
pliance embedded in contracts, which
are designed to mitigate potential
legal and financial risks.

The findings demonstrate that,
although sanctions do not automati-
cally nullify contractual obligations,
they impose significant public law
constraints that limit the traditional
application of pacta sunt servanda,
thereby creating a complex interac-
tion between private autonomy and
the protection of fundamental state
interests. The article further identifies
gaps in current scholarship, particu-
larly regarding the harmonization of
national sanctions regimes with inter-
national commercial obligations, and
proposes areas for further research
to better understand the legal, eco-
nomic, and practical implications of
sanctions in private international
law. This research contributes to the
development of a more predictable
and legally coherent [ramework for
managing contractual risks under
international sanctions.

Key words: international sanctions;
private international law; pacta sunt
servanda; force majeure; hardship
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IOPUANYHUW BICHUK, 2026/2

Jlesuyk l0., KymesBcpka H.,
XKoposa JI. CaHkuii Ta MixkHapoaHi
MPUBATHI KOHTPAKTU: B3a€MOJis
o0MeKeHb MyOJiYHOTO HOPSIKY Ta
npuHOuny pacta sunt servanda

Cmammasa docaidncye enius misc-
HAPOOHUX CAHKUYIL HQ BUKOHAHHA
30608’ 23aHb Yy cepi MiHHAPOOHOO
npUBaAmMHOE0 npPasa, 30Kpema 3 mouKu
30py npunuyuny pacta sunt servanda
ma tioco 83aemo0ii 3 Hopmamu ny-
6aiuH020 nopsdky i 0608 A3KOBUMU
npasusamu. Akmyarvricmo memu
0bymosieHa 3pOCMAOU0I0 POALKD
EKOHOMIYHUX MaA NOAIMULHUX CAHK-
Yid y enobanroHomy KOHmexkcmi, wo
CmBoOpIOE 3HAUHI pu3uKku 0Ai Cmo-
pPiH MINCHAPOOHUX KOHMPAKmMis ma
cmasumo nid cymwuis mpaduuyiiine
3acmocysanHa npuHyuny 002080pis
Ak 0008°A3K0BUX 0N BUKOHAHHSA.
CaHnKkuyii anarisyromecs K CY4ACHI
Henepedbauysani 06cmasurLL, WO MO-
Hymo yckradnumu abo 3pobumu He-
MONAUBUM BUKOHAHH S MIHCHAPOOHUX
NpuBamHUX KOHMPAKMI&, BUKAUKA-
rouy nompeby 8 YmouHeHHi npasur
po3nodiny pusuKie MiH CMoOpoHaMU.
Y cmammi pozeasdaemoca npaso-
8a keairiikauia cankuil y mexcax
dokmpun opc-maxnopy, CKpYymHo2o
cmanosuw,a ma nodaabUlOl He3aKOH-
HOCMI, i3 3AAYUCHHAM MIHHAPOOHUX
Odocepen, 3o0kpema [punyunis mioc-
HAPOOHUX KOMEPUILHUX KOHMPAKMIB
UNIDROIT, ma awnaxrizom cydosoi
i apbimpascroi npakmuKku u,o0o cno-
pis, n08’A3aHUX i3 CAHKUIAMLU.

Ocobausy ysacy npudisreno me-
xauismam 3abesneuerHs BUKOHAMHS
CanKyill y Konmpakmax, ki 0o380-
ASHOMb 3MeHulumu npagosi ma @i-
HaHCcoB8i puduKu 0aa cmopin. Pedyro-
mamu 00CAiONCeHH NOKA3YIOMb, U0
canKkyii He ckacosyromes 30608 A3aH-
HA 3a KOMmpakmom, ase Hakaaoda-
oMb 3HAUHI 0bMeneHHs nYybAiuHOeO
npasa, u,o obmescyromo mpaduyiiine
sacmocysannsa pacta sunt servanda,
cmeoprortl CKAAOHY 83a6M0O0iH0 MIXHC
NpUBAMHOIO ABMOHOMIEI0 Ma 3aXU-
cmom QpyHoamenmarvHux inmepecis
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Odepacasu. Cmamms makox 8udinrse
Npo2AAUHU Y CYUACHIL HAYKOBIU Ai-
mepamypi, 30kpema w000 apMOHi3a-
Yii HAUIOHANOHUX DeHUMIB CAHKUIL
i3 MiHHAPOOHUMU KOMEPUILLHUMU 30-
608’ 3aHHAMU MA NPONOHYE HANDAM-
Ku nodasvuiux 00cAiOxneHb 045 Oisbul
eAuboK020 PO3YMIHHSA NPABOBUX, EKO-
HOMIYHUX [ NPAKMUYHUX HACAIOKIB
cankuiil y ceepi minHapodrHoeo npu-
samnozo npasa. Hocaidxwenns cnpu-
€ opmysannio birvw nepedbauysa-
HO20 ma pudutHo nOCAI008HO20 Nid-
x00y 00 YnpasrinHi KOHMPAKMHUMU
pUBUKAMU 8 YMOBAX MINHAPOOHUX
CanKyid.

KurouoBi cioBa: Mi>kHapojiHi caHK-
Lii; Mi>KHapojiHe NpUBaTHe MpPaBo; MPUH-
un pacta sunt servanda; gopc-maxop;
Haa3BUYalHi 00CTaBUHHU.
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