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The issue of using frozen Russian sovereign assets has remained at the centre of political
and expert debate for nearly three years. In 2024, the G7 decided to allocate profits
generated from these assets to service a syndicated loan intended to finance military
and other forms of assistance to Ukraine. In early 2024, within the framework of its
sanctions policy, the European Union adopted a set of legislative instruments designed
to establish a Union-level legal mechanism for appropriating the profits derived from
the investment of frozen Russian sovereign assets. This decision poses a serious chal-
lenge to modern international law and the system of international relations. This article
seeks to outline the key characteristics of the EU-agreed mechanism for the utilization
of Russian sovereign assets, with a view to evaluating its consistency with international
law and the legal framework of the European Union itself. In pursuit of this aim, the
author examines the legal dimension of the mechanism for the expropriation of profits
from the use of Russian sovereign assets and attempts to model its potential implications,
including possible countermeasures by the Russian Federation. The analysis leads to
the conclusion that the mechanism as adopted may result in a breach of the Russian
Federation’s sovereign property rights, as well as other foundational principles of in-
ternational law. Moreover, the EU’s decision to channel profits from Russian sovereign
assets into the EU’s ownership raises a number of additional legal conflicts under both

national and EU law.
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Introduction

In September 2024, Executive Vice President of the European Commission
Valdis Dombrovskis announced that the first transfer of €1.4 billion, consisting
of proceeds from immobilised Russian assets, had been made to the European
Peace Facility for the procurement of weapons for Ukraine.! The EU commenced
the realisation of the plan to utilise frozen Russian assets.

The freezing and prospective use of Russian sovereign assets remains among
the most contentious issues in the current Russia—-EU relations. Sovereign assets
include funds that form part of Russia’s international reserves and are held in fo-
reign jurisdictions. Primarily, this refers to funds invested in foreign financial as-
sets by the Central Bank of Russia [1, p. 10]. After the start of the special military
operation (SMO), the G7 and the EU decided to immobilise Russian sovereign
assets held within their jurisdictions. As of February 2022, approximately half of
Russia’s international reserves were affected by this measure.

According to expert estimates, approximately €200 billion in Russian sov-
ereign assets are currently blocked in EU countries.? In addition, around US
$40 billion is frozen in the US and approximately US$ 20 billion in the UK.?

Almost simultaneously with the immobilisation of Russia’s sovereign assets
at the EU and G7 level, discussion broke out as to the confiscation of these assets
for the benefit of Ukraine [2, p. 82]. After prolonged deliberations, no accept-
able option for confiscating Russian assets was found, although the idea was not
discarded. It was proposed to appropriate not the assets themselves but solely
the revenue derived from their use. In the first half of 2024, the mechanism for
utilising Russian sovereign assets was established at the level of the EU. The
decision to utilise Russian sovereign assets will have far-reaching legal, political
and financial implications. The EU’s scheme, coordinated with G7 countries, to
seize profits derived from the use of Russian assets presents a range of academic
and practical challenges that require comprehensive analysis and the formulation
of measures to safeguard sovereign property in the future.

This study undertakes a legal analysis of the EU mechanism for the use of
Russian sovereign assets and identifies the potential consequences of its practical
application.

! Verbatim report of proceedings. Tuesday, 17 September 2024 — Strasbourg, European
Parliament, URL: https://www.europarl.europa.eu/doceo/document/CRE-10-2024-09-
17_EN.html (accessed 05.01.2025).

2 EU Blocks More Than €200 Billion in Russian Central Bank Assets, Bloomberg, URL:
https://www.bloomberg.com/news/articles/2023-05-25/eu-has-blocked-200-billion-in-
russian-central-bank-assets (accessed 05.12.2024).

5 Runde, E. 2023, Why the European Commission’s Proposal for Russian State Asset Sei-
zure Should be Abandoned. March 23, 2023, Just Security, URL: https://www.justsecut
rity.org/85661/why-the-european-commissions-proposal-for-russian-state-asset-seizure-
should-be-abandoned/ (accessed 05.01.2025).


https://www.europarl.europa.eu/doceo/document/CRE-10-2024-09-17_EN.html
https://www.europarl.europa.eu/doceo/document/CRE-10-2024-09-17_EN.html
https://www.bloomberg.com/news/articles/2023-05-25/eu-has-blocked-200-billion-in-russian-central-bank-assets
https://www.bloomberg.com/news/articles/2023-05-25/eu-has-blocked-200-billion-in-russian-central-bank-assets
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Legal framework for blocking and utilising Russian foreign assets

After the beginning of the SMO in Ukraine, the EU Council adopted Deci-
sion N22022/395! and Regulation 2022/394,% under which the Union imposed
restrictions on Russia’s sovereign assets. According to Article 5a(4) of Regula-
tion N2833/2014, as amended by Regulation N°2022/394, a prohibition was in-
troduced on all transactions related to the management of the reserves and assets
of the Central Bank of Russia.

Restrictions on Russian sovereign assets were introduced for the first time as
part of the EU’s sanctions policy against Russia. Until February 2022, the EU
had focused primarily on applying blocking financial measures against private
entities and only rarely on so-called trade sanctions [3, p. 245].

On 12 February 2024, the EU Council adopted Decision N°2024/577° and
a corresponding regulation,* according to which central securities depositories
holding assets and/or reserves of the Central Bank of Russia exceeding €1 mil-
lion are required, from 15 February 2024, to account separately for funds from
redeemed securities as well as income generated from their use (Article 1(8)).
Furthermore, these central securities depositories are prohibited from disposing
of the income derived from the use of the aforementioned funds. Thus, the Euro-
pean Commission has initiated practical measures to lay the legal groundwork for
seizing income derived from Russian sovereign property.® On 21 May 2024, the
Council adopted Decision No. 2024/1470° and Regulation N°2024/1469,” which
created a legal mechanism for utilising the income generated by Russian sove-
reign assets.

! Council Decision (CFSP) 2022/395 of 9 March 2022 amending Decision 2014/512/
CFSP concerning restrictive measures in view of Russia’s actions destabilising the situa-
tion in Ukraine. OJ L 81, 09.03.2022, p. 8 —11.

2 Council Regulation (EU) 2022/394 of 9 March 2022 amending Regulation (EU)
N2833/2014 concerning restrictive measures in view of Russia’s actions destabilising the
situation in Ukraine. O] L 81, 09.03.2022, p. 1 —7.

% Council Decision (CFSP) 2024/577 of 12 February 2024 amending Decision 2014/512/
CFSP concerning restrictive measures in view of Russia’s actions destabilising the situa-
tion in Ukraine. OJ L, 2024/577, 14.02.2024.

4 Council Regulation (EU) 2024/576 of 12 February 2024 amending Regulation (EU)
N2833/2014 concerning restrictive measures in view of Russia’s actions destabilising the
situation in Ukraine. O] L, 2024/576, 14.02.2024.

5 Sexton, J.P., Kerr, V. 2024, EU Support to Ukraine through Windfall Profits: Repara-
tive Value, International Law, and Future Pathways. Sep 23, 2024, Lieber Institute,
URL: https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-
international-law-future-pathways/ (accessed 05.01.2025).

¢ Council Decision (CFSP) 2024/1470 of 21 May 2024 amending Decision 2014/512/
CFSP concerning restrictive measures in view of Russia’s actions destabilising the situa-
tion in Ukraine. O] L, 2024/1470, 22.05.2024.

" Council Regulation (EU) 2024/1469 of 21 May 2024 amending Regulation (EU)
N°833/2014 concerning restrictive measures in view of Russia’s actions destabilising the
situation in Ukraine. O] L, 2024/1469, 22.05.2024.


https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/
https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/
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Under the aforementioned Union acts, the Council obliged central securi-
ties depositories in EU member states to transfer to the Union 99.7 % of the net
(windfall) profit obtained from the use of Russian sovereign assets in the form of
cash balances after deduction of corporate tax and retention of a small portion to
ensure compliance with capital and risk management requirements. This profit
will subsequently be used to fund military and other assistance to Ukraine (Arti-
cle 1(2)(9)).

Therefore, under the approved mechanism, windfall profits from Russian as-
sets are treated as the income of the depository, which, after payment of corporate
tax, is in effect subject to a windfall tax of 99.7 %, although the Union’s legal acts
do not use the term ‘tax’. To put it differently, windfall profits from the frozen
Russian sovereign assets are first liable to national taxation in Belgium at a rate
of 25 %,! with the remaining amount subsequently subject to a Union-level levy
in the form of a mandatory financial contribution of 97.7 %.

According to the regulation, the amount received as a mandatory financial
contribution is transferred to the benefit of the EU and allocated to the European
Peace Facility (90 %) and programmes of assistance to Ukraine (10 %). This dis-
tribution may be amended through the adoption of a Council’s implementing act.

The approved mechanism for utilising Russian assets does not envisage their
transfer into the ownership of EU member states. The assets, as well as any ac-
crued coupons and dividends, remain the property of the Russian Federation.
Based on the Council’s decision and regulation, the focus is solely on windfall
income profits from the assets, which include interest earned on cash balances
from redeemed securities. The EU considers windfall income to be the profit of
the central securities depositories and, therefore, not part of Russia’s sovereign
property.

The approved mechanism is thus based on the plan put forward by the Euro-
pean Commission on 30 November 2022.2 The Commission concluded that there
were no lawful means of confiscating Russian sovereign assets and that, in its
view, Member States would ultimately be required to return all funds belonging
to the Russian Federation that are in their possession. In this regard, the Com-
mission proposed investing the frozen assets of the Central Bank of Russia to
generate additional income, which would then be transferred into the ownership
of the Union and utilised to finance Ukraine.

The central securities depositories (CSDs) located within the Union are the
primary entities subject to the obligations set out in the EU legal acts. Securities
and funds belonging to Russia are held in the accounts of these depositories. At
present, there are two main depositories operating in EU member states: Euro-

! Innovative Avenues to finance reparation in the UK, URL: https://redress.org/wp-conn
tent/uploads/2024/01/Innovative-Approaches-Report-v.4.pdf (accessed 25.12.2024).

2 Ukraine: Commission presents options to make sure that Russia pays for its crimes,
European Commission, URL: https://ec.europa.eu/commission/presscorner/detail/en/
ip_22 7311 (accessed 10.12.2024).


https://ec.europa.eu/commission/presscorner/detail/en/ip_22_7311
https://ec.europa.eu/commission/presscorner/detail/en/ip_22_7311
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clear, headquartered in Brussels, and Clearstream, based in Luxembourg. The
majority of Russian-owned securities and funds are held in accounts at Euroclear,
amounting to approximately €191 billion.!

Funds from redeemed securities are credited to the accounts of the deposi-
tory, and under normal circumstances, the owner is entitled to dispose of them
at their discretion. However, due to the freezing of Russian assets, the funds
from redeemed securities remain under the depository’s management. Central
securities depositories do not hold these funds in cash, in line with corporate
investment strategies, but invest them in other low-risk assets, most commonly
Eurobonds. Such investments generate additional income, regarded as windfall
profits, which is subject to appropriation by the Union under the EU Council’s
adopted legal acts.

According to Euroclear, approximately €159 billion in funds from redeemed
securities belonging to Russia are held under its management.? Based on pub-
lished data, Euroclear earned approximately €4.4 billion in windfall income
from the use of Russian sovereign assets between February 2022 and 15 Febru-
ary 2024. Overall, expert evaluations estimate that central securities depositories
in the EU earned approximately €5 billion from the frozen assets of the Central
Bank of Russia between March 2022 and 15 February 2024.3

Funds received before 15 February 2024 remain at the disposal of the central
securities depositories as collateral to cover potential costs and losses arising from
possible claims by Russia (para. 21 of the Preamble to Regulation N°2024/1469).
The lack of retroactive effect of the regulation concerning the use of Russian as-
sets is intended to minimise the legal consequences of retroactive actions.* Thus,
the developers of this mechanism foresee the possibility of adverse consequences
arising from the use of sovereign assets and provide the central securities depos-
itories with certain guarantees against potential retaliatory measures by Russia.

As discussed earlier, the EU’s decision to utilise profits from Russian sover-
eign assets was made within the framework of agreements reached by the G7.

! Franchini, D. 2024, Immobilised Assets, Extraordinary Profits: The EU Council Decision
on Russia’s Central Bank Reserves and Its Legal Challenges, EJIL: Talk!, URL: https://
www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-
russias-central-bank-reserves-and-its-legal-challenges/ (accessed 25.12.2024).

2 G7 Agreement to Use Windfall Profits Is Ratings Neutral for Euroclear, Fitch Rat-
ings, URL: https://www.fitchratings.com/research/banks/g7-agreement-to-use-windfall-
profits-is-ratings-neutral-for-euroclear-19-06-2024 (accessed 05.01.2025).

% Franchini, D. 2024, Immobilised Assets, Extraordinary Profits: The EU Council Decision
on Russia’s Central Bank Reserves and Its Legal Challenges, EJIL: Talk!, URL: https://
www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-
russias-central-bank-reserves-and-its-legal-challenges/ (accessed 25.12.2024).

4 Sexton, J.P., Kerr, V. 2024, EU Support to Ukraine through Windfall Profits: Repara-
tive Value, International Law, and Future Pathways, Lieber Institute, URL: https://lieber.
westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-
future-pathways/ (accessed 05.01.2025).


https://www.ejiltalk.org/about/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://www.fitchratings.com/research/banks/g7-agreement-to-use-windfall-profits-is-ratings-neutral-for-euroclear-19-06-2024
https://www.fitchratings.com/research/banks/g7-agreement-to-use-windfall-profits-is-ratings-neutral-for-euroclear-19-06-2024
https://www.ejiltalk.org/about/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/
https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/
https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/
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At the group’s summit in June 2024, an agreement was reached to launch an
Extraordinary Revenue Acceleration (ERA) loans initiative for Ukraine, amoun-
ting to US$ 50 billion. This programme is to be implemented collectively, name-
ly, Ukraine will receive a syndicated loan to be serviced and repaid using windfall
profits from frozen Russian sovereign assets held within the EU and other rele-
vant jurisdictions.! It was planned that the EU and the US would each provide
US$ 20 billion, with the remaining US$ 10 billion contributed by Canada, Japan
and the United Kingdom [4].

On 25 October 2024, the leaders of the G7 reached a consensus on the mech-
anism for allocating a syndicated loan to Ukraine.2 On 9 October 2024, members
of the EU Council agreed to allocate a €35 billion loan to Ukraine as part of
the G7 syndicated loan. On 24 October 2024, the Council and Parliament adop-
ted a regulation establishing a credit cooperation mechanism for Ukraine.® This
regulation established the requisite legal framework for the provision of the EU
loan and its repayment through profits from frozen Russian sovereign assets. The
regulation establishes a credit cooperation mechanism to provide Ukraine with
non-recoverable financial assistance for repaying the EU loan as well as other
loans granted on a bilateral basis. The total amount of loans repayable under this
mechanism is €45 billion. As set out in the regulation, this mechanism is financed
by profits derived from frozen Russian sovereign assets, alongside additional
contributions from member states and third countries.

An implementing regulation of the Council* was adopted concurrently, amen-
ding Regulation N®833/2014 to require that all profits from frozen Russian assets
be accumulated within the framework of the Ukraine Facility.

Thus, in line with the arrangements agreed by the G7, the EU devised a scheme
for the use of frozen Russian sovereign assets under which the Union will extend
a €35 billion macro-financial loan to Ukraine from its own funds. The repayment
of this loan will be ensured through the resources of the Credit Facility, which
will be funded primarily by windfall profits from the use of frozen Russian assets.
To this end, the EU will disburse funds to Ukraine from the Credit Facility, which
will be reimbursed to the EU as repayments of principal, interest and other loan
servicing costs.

1 G7 Apulia Leaders’ Communiqué, 14 June 2024, URL: https://www.whitehouse.
gov/briefing-room/statements-releases/2024/06/14/g7-1eaders-statement-8/ (accessed
08.01.2025).

2 G7 Leaders’ Statement on Extraordinary Revenue Acceleration (ERA) Loans, URL:
https://www.g7italy.it/wp-content/uploads/G7-Leaders-Statement-on-Extraordinary-
Revenue-Acceleration-ERA-Loans.pdf (accessed 08.01.2025).

5 Regulation (EU) 2024/2773 of the European Parliament and of the Council of 24 Oc-
tober 2024 establishing the Ukraine Loan Cooperation Mechanism and providing excep-
tional macro-financial assistance to Ukraine. OJ L, 2024/2773, 28.10.2024.

4 Council Implementing Regulation (EU) 2024/2761 of 24 October 2024 implementing
Regulation (EU) N°833/2014 concerning restrictive measures in view of Russia’s actions
destabilising the situation in Ukraine. O] L, 2024/2761, 28.10.2024.


https://www.whitehouse.gov/briefing-room/statements-releases/2024/06/14/g7-leaders-statement-8/
https://www.whitehouse.gov/briefing-room/statements-releases/2024/06/14/g7-leaders-statement-8/
https://www.g7italy.it/wp-content/uploads/G7-Leaders-Statement-on-Extraordinary-Revenue-Acceleration-ERA-Loans.pdf
https://www.g7italy.it/wp-content/uploads/G7-Leaders-Statement-on-Extraordinary-Revenue-Acceleration-ERA-Loans.pdf
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When analysing the mechanism for utilising immobilised Russian assets, two
questions are of principal importance in determining the legitimacy of such a
measure: whether the EU has the authority to take such a decision, and who is the
original owner of windfall profits derived from Russian sovereign assets.

The EU’s competence to utilise Russian sovereign assets

Despite its extensive integration, the EU remains an international organisation
whose powers are derived from its member states. One of the Union’s funda-
mental principles is that of conferral. According to Article 5 of the Treaty on the
European Union (TEU), the EU may act only within the limits of the competen-
ces conferred upon it by the treaties concluded with its member states. Any com-
petences not conferred upon the Union under the treaties remain with the member
states. The boundaries of EU competences must be respected both by the Union’s
institutions and by the member states themselves [5, p. 289]. Specifically, by virt
tue of the principle of conferral, the EU is authorised to act and adopt binding acts
solely in matters that have been explicitly delegated to it by the member states.
The source of power in the EU lies with the member states [6, p. 579], and the
Union may not assume new competences on its own initiative.

Recent EU practice shows that EU officials often overlook this principle and
adopt decisions without due regard for the scope of competences conferred upon
the EU by the member states.

All Union acts establishing the mechanism for the use of profits from Russian
sovereign assets were adopted within the EU’s competence to impose restrictive
measures. The legal framework for such measures lies in Article 29 of the TEU
and Article 215 of the Treaty on the Functioning of the European Union (TFEU).

According to Article 215 of the TFEU, restrictive measures may entail the
partial or complete suspension or reduction of economic and financial relations
with one or more third countries. The establishment of a mechanism for the ap-
propriation of profits derived from Russian sovereign assets by the EU cannot be
characterised as a suspension or curtailment of such relations. This mechanism
represents a fundamentally new development in EU law, neither envisaged by the
founding treaties nor stemming from the competences conferred upon the Union
by its Member States. The unanimous adoption of Council Decisions N°2024/577
of 12 February 2024 and N°2024/1470 of 21 May 2024 does not constitute the
legal conferral of the relevant competence to the Union. As outlined above, the
boundaries of the Union’s competences, as set out in the founding treaties, must
be respected by both Union institutions and the member states. Therefore, any
additional competence may be granted to the Union only through an amendment
of the founding treaties.

Therefore, within the existing EU legal framework, the Union is not authorised
to adopt acts establishing a mechanism for the appropriation of profits derived
from the reinvestment of foreign sovereign assets. From a procedural perspective,
based on the principles of the division of competences between the Union and
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its member states, the adoption of such decisions falls within the exclusive com-
petence of the member states. Furthermore, these Union decisions will produce
legal effects exclusively for two EU countries: Belgium and Luxembourg, under
whose jurisdiction the two main central securities depositories are located.

Ownership rights over windfall profits
from the use of Russian assets

Determining ownership rights over windfall profits from frozen Russian as-
sets is of paramount importance. According to the position of the European Com-
mission and the High Representative for Foreign Affairs and Security Policy, who
were the architects of the draft legislation, profits from the use of Russian assets
do not constitute sovereign property of the Russian Federation.

As previously mentioned, only the income generated from investing funds
received from redeemed securities is subject to appropriation by the EU. The
funds remain in the depositories until the owner exercises control over their use.
Consequently, according to the authors of the draft legislation and members of
the expert community, the interest currently generated from these funds belongs
to the depositories rather than the Central Bank of Russia.! However, this view-
point is contentious, as it raises numerous legal questions under both national and
international law.

According to the general principles of private law in the continental legal
system, income and fruits derived from the use of an asset belong to the owner of
that asset (Article 136 of the Russian Civil Code, Article 955 of the German Civil
Code,? Article 547 of the Napoleonic Code®). This principle holds irrespective of
who utilises the asset.

As a general rule, depositories must manage entrusted property in the interests
of their clients, for which they receive remuneration. Therefore, it can be con-
cluded that the profits from the use of Russian sovereign assets also constitute
the property of the Russian Federation, while the central depositories are entitled
only to remuneration for asset management services.

From a legal perspective, there is no clear distinction between state ownership
of assets and of the profits derived from those assets.* Sovereign property holds
a special status and entails a legal regime that should also extend to the profits
derived from it.

! Wisniewska, I. 2024, The EU’s decision to use the profits generated by frozen Russian
assets, Centre for Eastern Studies (OSW), URL: https://www.osw.waw.pl/en/publikacje/
analyses/2024-05-24/eus-decision-to-use-profits-generated-frozen-russian-assets (ac-
cessed 25.12.2024).

% Biirgerliches Gesetzbuch (BGB), Bundesministerium der Justiz, URL: https://www.ge-
setze-im-internet.de/bgb/BJNR001950896.html (accessed 25.12.2024).

% Code civil, URL: https://codes.droit.org/PDF/Code % 20civil.pdf (accessed 25.12.2024).
4 Keitner, C. 2024, Sovereign Immunity and Reparations in Ukraine, Just Security, URL:
https://www.justsecurity.org/92531/sovereign-immunity-and-reparations-in-ukraine/ (ac-
cessed 15.12.2024).


https://www.osw.waw.pl/en/publikacje/analyses/2024-05-24/eus-decision-to-use-profits-generated-frozen-russian-assets
https://www.osw.waw.pl/en/publikacje/analyses/2024-05-24/eus-decision-to-use-profits-generated-frozen-russian-assets
https://www.gesetze-im-internet.de/bgb/BJNR001950896.html
https://www.gesetze-im-internet.de/bgb/BJNR001950896.html
https://codes.droit.org/PDF/Code civil.pdf
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Information on the terms governing the placement of securities owned by
the Russian Federation in the central depositories is unavailable. Thus, it is
difficult to ascertain whether the accumulated interest constitutes ‘windfall
profits’ of the depositories or should be attributed to the income of the securi-
ties” owner.!

The ownership rights of central securities depositories over profits derived
from frozen Russian assets may therefore be contested. Should this occur, the
entire mechanism for utilising the assets of the Central Bank of Russia would
collapse, causing adverse consequences both for the depositories and for the Un-
ion itself.

Sovereign assets are generally exempt from taxation and protected from any
enforcement measures. Similar rules should apply to the profits derived from
these assets.

Furthermore, even if the income is recognised as belonging to the deposito-
ries, questions arise regarding the legitimacy of imposing an additional financial
contribution to the EU amounting to 99.7 % of the profits received, especially
considering that income tax has already been paid on this income at the national
level (25 % in Belgium). The legality of such a fiscal measure at the Union level
depends on maintaining a fair balance between the general interests of society
and the protection of ownership rights.? In this scenario, the ownership rights of
the central depositories and their shareholders, including non-EU residents, are
infringed.

Moreover, taxation or similar measures must not be discriminatory. If a tax on
windfall profits is introduced, it should apply uniformly to all cases of income
generated from investing funds from redeemed securities. In this instance, how-
ever, only profits from Russian sovereign assets are subject to the mandatory
financial contribution. This situation also raises serious concerns regarding the

observance of legality.

International law aspects of the use
of Russian sovereign assets

The EU’s decision to appropriate profits derived from Russian sovereign as-
sets held in central securities depositories poses a serious challenge to interna-

tional law and the international obligations of EU countries.

! Franchini, D. 2024, Immobilised Assets, Extraordinary Profits: The EU Council Decision
on Russia’s Central Bank Reserves and Its Legal Challenges, EJIL Talk!, URL: https://
www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-
russias-central-bank-reserves-and-its-legal-challenges/ (accessed 25.12.2024).

2 Ibid.


https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
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Academics and legal experts have consistently maintained that, given their
distinctive legal status, sanctions targeting central bank assets entail a significant
risk of breaching fundamental principles of international law [7, p. 22]. The risk
of violating international law increases substantially in the event of confiscating
sovereign assets, with the doctrine of sovereign immunity constituting the main
international legal barrier to such confiscation or other forms of use.

There are strong grounds to believe that the doctrine of sovereign immunity
equally protects both the sovereign assets themselves and the profits derived from
their use.

The modern international system is based on the equality of all states; ac-
cordingly, no single country or group of countries holds authoritative power over
others [8, p. 49]. In other words, no state or coalition has the right to deem another
state culpable to impose punitive measures against it.

It has been argued that confiscation of Russian sovereign property might
be justified as a countermeasure.! International law permits the use of coercive
measures by some states against others. However, such measures are unilater-
al and constitute a form of countermeasure as defined in the 2001 Articles on
Responsibility of States for Internationally Wrongful Acts, drafted by the UN
International Law Commission (Article 48).2 Countermeasures are aimed at com-
pelling the wrongdoing state to fulfil its obligations [9, p. 104]. In order to be
lawful, countermeasures must satisfy a number of substantive and procedural
requirements [10, p. 236]. A defining characteristic of such measures is their re-
versibility and temporary nature.® Although in EU political language and that of
certain other states, the term ‘sanctions’ is commonly used in place of ‘restrictive
measures’ [11, p. 23], such measures do not constitute sanctions in legal terms.
The appropriation of profits derived from sovereign assets lacks the attribute of
reversibility, as the approved mechanism does not provide for the return of funds
to Russia.

! Akande, D., Corten, O., Hamamoto, S., Klein, P., Koh, H.H., Reichler, P., Fabri, H.R.,
Sands, P., Schrijver, N., Tams, C.]., Zelikow, P. 2024, On Proposed Countermeasures
Against Russia to Compensate Injured States for Losses Caused by Russia’s War of Ag-
gression Against Ukraine, London: International Institute for Strategic Studies, URL:
https://www.iiss.org/globalassets/media-library---content--migration/files/research-
papers/2024/05-new/iiss_on-proposed-countermeasures-against-russia-to-compensate-
injured-states-for-losses-caused-by-russias-war-of-aggression-aga.pdf (accessed
15.12.2024).

2 Draft Articles on Responsibility of States for Internationally Wrongful Acts, Report of
the International Law Commission on the work of its 53™ session, URL: https://www.un.
org/ru/documents/decl_conv/conventions/pdf/responsibility.pdf (accessed 05.12.2024).

5 Hathaway, O.A., Mills, M., Poston, T. 2023, The Emergence of Collective Counter-
measures, Lieber Institute, URL: https://lieber.westpoint.edu/emergencecollective-
countermeasures (accessed 15.01.2025).
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Accordingly, from the perspective of international law, the seizure of sover-
eign property itself or profits derived from it cannot be classified as a counter-
measure. Nevertheless, as noted above, the mechanism was adopted within the
EU’s competence to impose restrictive measures, i. e. countermeasures as under-
stood within the framework of the Articles on State Responsibility.

International law, much like domestic legal systems, obliges the responsible
party to make reparation to the injured party for harm inflicted. However, for a
compensation mechanism to operate, there must be a legal ground — either the
consent of the responsible party or a decision by a competent authority

In contemporary civil law, delictual liability requires the claimant to prove the
wrongful conduct of the liable party, the occurrence of damage, a causal link be-
tween the wrongful act and the damage, and the amount of harm incurred. Similar
conditions for establishing liability apply equally in international law.

Despite the prevailing narrative in the United States, the European Union,
and several other countries regarding Russia’s alleged liability for an aggressive
war against Ukraine—as well as frequent references to terms such as ‘Russian
invasion’ and ‘Russian military aggression’ [12, p. 100]—there is, at present,
no internationally recognised legal ruling that formally establishes Russia’s re-
sponsibility [13, p. 57]. Even the United Nations General Assembly Resolution
N°ES-11/5! of 14 November 2022, frequently cited by Western experts [14, p. 1],
lacks this characteristic as it does not have binding legal force for states.

Consequently, there are no legal grounds to impose on Russia an obligation to
compensate Ukraine for damages, and the likelihood of such grounds emerging
in the future is extremely low. Neither collective decisions by the G7 countries
and the EU, nor even United Nations General Assembly resolutions, constitute
a sufficient legal basis confirming that Russia has committed unlawful acts en-
tailing a duty to make reparations. The assertion that Russia committed an act
of aggression is a subjective opinion held by certain countries or international
organisations in which neither Russia nor the majority of the world’s states par-
ticipate. Such a qualification of Russia’s actions carries legal force only within
the domestic legal systems of the respective countries or international organisa-
tions. Repeated statements across various platforms about ‘Russian aggression
against Ukraine’ contribute to shaping public opinion but do not provide the
necessary legal qualification to justify coercive measures against Russian so-

vereign property.

! United Nations General Assembly Resolution ES-11/514 of November 2022. Furthe-
rance of remedy and reparation for aggression against Ukraine, United Nations, URL:
https://documents-dds-ny.un.org/doc/UNDOC/LTD/N22/679/17/PDF/N2267917.pd-
f?OpenElement (accessed 11.12.2024).
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Primarily, there are no essential international legal grounds empowering
the EU to impose coercive measures on the sovereign assets of the Russian
Federation.

Advocates of seizing income from Russian assets, and even confiscating the
assets themselves, attempt to justify such actions by Russia’s purported obliga-
tion to pay reparations to Ukraine [15], assuming that this obligation is beyond
dispute.! However, this position is based on a misunderstanding of the nature of
reparations as a form of responsibility in international law. At the same time,
Russia holds a clear position, denying guilt for initiating the armed conflict in
Ukraine and refusing to compensate for damages.

Reparations constitute one form of material responsibility of subjects of inter-
national law for harm caused as a result of an internationally wrongful act com-
mitted against another subject of international law [16, p. 255; 17, p. 49].

In international relations, the basis for compensation, including reparations,
typically derives from the consent of the relevant state, as expressed in a formal
document, such as a peace treaty or an act of unconditional surrender. This implies
that the state acknowledges having committed an internationally wrongful act and
agrees to provide compensation for the resulting damage to a specified extent. In
some cases, this basis may be a decision by an international judicial body whose
jurisdiction is recognised by the state obliged to provide compensation.?

The emergence of a legal obligation to pay reparations or provide other forms
of compensation does not arise solely from persistent demands by one or more
states. The so-called international registers of damage for Ukraine® do not pro-
vide a legal basis for reparations, as their actions do not create any obligations
for Russia.

Among existing reparation mechanisms, none can be applied to compel Rus-
sia against its will to compensate Ukraine [18, p. 993]. Moreover, reparations
in the strict legal sense (i.e., voluntarily provided by Russia to Ukraine) will be
impossible if the conflict does not end in Ukraine’s favour.*

! Anderson, S.R. 2024, Understanding the G7’s New Plan for Funding Ukraine, LAW-
FARE, URL: https://www.lawfaremedia.org/article/understanding-the-g7-s-new-plan-
for-funding-ukraine (accessed 23.01.2025).

% Franchini, D. 2024, Immobilised Assets, Extraordinary Profits: The EU Council Decision
on Russia’s Central Bank Reserves and Its Legal Challenges, EJIL Talk!, URL: https://
www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-
russias-central-bank-reserves-and-its-legal-challenges/ (accessed 25.12.2024).

> Register of Damage for Ukraine, RD4U, URL: https://rd4u.coe.int/en/ (accessed
25.12.2024).

4 Sexton, J.P., Kerr, V. 2024, EU Support to Ukraine through Windfall Profits: Repara-
tive Value, International Law, and Future Pathways, Lieber Institute, URL: https://lieber.
westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-
future-pathways/ (accessed 05.01.2025).


https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://www.ejiltalk.org/immobilised-assets-extraordinary-profits-the-eu-council-decision-on-russias-central-bank-reserves-and-its-legal-challenges/
https://rd4u.coe.int/en/
https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/
https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/
https://lieber.westpoint.edu/eu-support-ukraine-windfall-profits-reparative-value-international-law-future-pathways/

42 POLITICS AND ECONOMICS

The seizure of income from Russian property or the assets themselves is some-
times proposed as a measure of collective self-defence (Art. 51 of the UN Char-
ter). However, serious doubts exist as to whether self-defence can be exercised
by non-military means [19], such as confiscation. Moreover, measures taken in
self-defence must be temporary, necessary and proportionate.!

Political and legal consequences
of utilising Russian sovereign assets

The legal issues outlined above, arising from the implementation of the mech-
anism for seizing profits derived from Russian sovereign property, are not ex-
haustive.

The mechanism adopted by the EU for utilising income from Russian sover-
eign assets raises numerous additional questions and may also engender adverse
consequences for the Union and the global financial system as a whole. Even
during the early discussions of this mechanism, the European Central Bank ex-
pressed concerns about the reputation of the euro and the security of European
government bonds as a store of value for other central banks.?

The Euroclear management has also expressed concern regarding the potential
consequences of seizing income from Russian property. In particular, direct trade
and investment channels between Asia and the Middle East are expanding, po-
tentially facilitating the emergence of a non-European competitor to Euroclear.
Such developments could undermine trust in the governments and financial sys-
tems of states that choose to confiscate either the assets themselves or profits
derived from their use [13, p. 58].

The implementation of a mechanism to seize all or part of Russia’s sovereign
property could create a dangerous precedent, whereby one or several countries
unilaterally impose financial sanctions on other states by targeting sovereign as-
sets. This could pave the way for numerous claims for compensation from va-
rious states for damages resulting from armed conflicts. Particularly, potential
new claims against the Federal Republic of Germany concerning additional rep-
arations from World War II are frequently mentioned.* Germany, however, is not
the only country that could potentially face such claims. Since the end of World

! Ibid.

% Legal options for confiscation of Russian state assets to support the reconstruction of
Ukraine, European Parliament, URL: https://www.europarl.europa.eu/RegData/etudes/
STUD/2024/759602/EPRS_STU(2024)759602_EN.pdf. P. 41 (accessed 05.01.2025).

% Valero, J. 2024, Euroclear Warns of Liability Risk in Confiscating Russian Assets, BNN
Bloomberg, URL: https://www.bnnbloomberg.ca/investing/2024/12/10/euroclear-warns-
of-liability-risk-in-confiscating-russian-assets/ (accessed 15.01.2025).

4 Wisniewska, 1. 2024. The EU’s decision to use the profits generated by frozen Russian
assets, Centre for Eastern Studies (OSW), URL: https://www.osw.waw.pl/en/publikacje/
analyses/2024-05-24/eus-decision-to-use-profits-generated-frozen-russian-assets (ac-
cessed 25.12.2024).
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War II, dozens of international conflicts involving states have occurred annually
[20, p. 25], often with significantly higher casualties among military personnel
and civilians. Furthermore, some of the countries involved in these conflicts par-
ticipate in the development and implementation of the mechanism for seizing
Russian property.

Looking ahead, states impacted by armed conflicts may seek to apply mate-
rial liability mechanisms—financed through foreign-held assets—against those
currently advocating such measures against Russia. As a result, the mechanism
may produce a boomerang effect, raising concerns about its long-term legal and
geopolitical implications.

From the perspective of establishing peace, the decision to seize profits de-
rived from the use of Russian assets is unlikely to advance the resolution of the
conflict. On the contrary, it may lead to its prolongation, as such a seizure redu-
ces Russia’s incentive to negotiate with the EU and countries of the West.! This
appears to represent yet another attempt to exert pressure on Russia with the aim
of compelling it to make concessions, without the offer of reciprocal measures.
However, this tactic has repeatedly proven ineffective.

As mentioned above, the EU’s decision to seize profits from Russian sover-
eign assets is merely one element of a broader scheme to provide a syndicated
loan under the G7 arrangements. In effect, the EU and other G7 countries are
granting Ukraine a loan to be repaid using the profits derived from Russian as-
sets. Effectively, the G7 insists that the loan to Ukraine should be repaid at Rus-
sia’s expense, regardless of Russia’s refusal.

The implementation of this scheme engenders numerous practical challenges.
In particular, there arises the issue of synchronising loan repayments with the
accumulation of profits from the utilisation of Russian sovereign assets,? since
windfall profits will only arise while restrictive measures blocking the assets of
the Central Bank of the Russian Federation remain in force.

These restrictive measures are temporary and are extended every six months
by unanimous decision of all EU member states. Should even one country refuse
to prolong the measures, they will automatically lapse. This scenario may seem
improbable at present, given the strong ‘Union discipline’ and mechanisms of
pressure on dissenting members, yet it cannot be ruled out in the future. More-
over, calls from Hungary and Slovakia to abandon sanction policies are already
becoming insistent. Furthermore, there have been cases where individual EU

! Proud, I. 2024, Russian asset seizure scheme will prolong war. Western officials want
to ‘speed up’ the use of interest on Moscow’s frozen funds to loan Ukraine more money,
Responsible Statecraft, URL: https://responsiblestatecraft.org/russian-asset-seizure/ (ac-
cessed 10.01.2025).

2 Steinbach, A. 2024, How to harvest the windfall profits from Russian assets in Eu-
rope, Bruegel, URL: https://www.bruegel.org/system/files/2024-06/how-to-harvest-the-
windfall-profits-from-russian-assets-in-europe-10101_0.pdf (accessed 20.12.2024).
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member states have blocked the adoption of restrictive measures as a means of
exerting pressure on other Union members over issues beyond the remit of this
study [21, p. 142].

If these restrictions are lifted or fail to be renewed, Russia will immediately
withdraw its assets from the affected jurisdictions. In that event, the entire syndi-
cated loan servicing scheme will collapse. Undoubtedly, EU leadership will make
every effort to maintain the immoblisation of Russian assets, but this strategy
carries numerous risks.

The question of how Russia might respond to violations of property rights is
of considerable importance when analysing the potential consequences of the sei-
zure of profits from Russian sovereign assets. Russian authorities have repeatedly
stated that Russia will respond to the confiscation of its property abroad.!

On 23 September 2024, President of Russia adopted Decree N°442,2 which
establishes a procedure for compensating damage caused to the state and the
Central Bank of Russia in response to unfriendly actions by the US. The decree
provides for the possibility of judicial compensation for damage resulting from
the unlawful expropriation of property by the US, through the seizure of assets
owned by the US or by US persons. The decree was adopted in response to the
approval by the US Congress of Bill 8038, the 21st Century Peace Through
Strength Act,® which provides for the potential confiscation of Russian sover-
eign assets.*

At present, a draft law is being developed to regulate compensation for dam-
age caused to Russia or the Central Bank of Russia by other countries that have
frozen Russian assets.’ In response to the freezing of Russian assets, Russia has
adopted reciprocal measures targeting the assets of residents of unfriendly states.
These, however, go beyond sovereign assets [22, p. 17]. According to certain

! Siluanov: v Rossii zamorozheno ne men’she zapadnykh aktivov, chem tam — rossi-
yskikh [Siluanov: In Russia, no fewer Western assets are frozen than Russian ones
abroad], Delovoy Peterburg, URL: https://www.dp.ru/a/2024/02/26/siluanov-v-rossii-

zamorozheno2 (accessed 20.01.2025).

2 On the special procedure for compensation of damage caused to the Russian Federation and the
Central Bank of the Russian Federation in connection with the unfriendly actions of the United
States of America, Decree of the President of Russia of 23.05.2024 N°442, Collected Legislation of
the Russian Federation, 27.05.2024, N°22, Article 2937.

®H.R.8038 — 21st Century Peace through Strength Act, CONGRESS.GOV, URL:
https://www.congress.gov/bill/118th-congress/house-bill/8038/text?s=3&r=25&q=
%TB%22search%22%3A%22H.R.+8038%22% 7D (accessed 20.01.2025).

* Timofeev, I.N. 2024, On the new mechanism for confiscation of Russian sovereign
assets: consensus of the US Administration and Congress, Russian International Affairs
Council, URL: https://russiancouncil.ru/analytics-and-comments/analytics/o-novom-
mekhanizme-konfiskatsii-rossiyskikh-suverennykh-aktivov-konsensus-administratsii-i-
kongressa/?sphrase_id=171849386 (accessed 12.01.2025).

5 Gravhev, E., Pertseva, E., 2025, Sanctions phenomenon: Russia will enshrine in law the
seizure of foreign assets, Izvestiya, URL: https://iz.ru/1825384/evgenii-grachev-evgeniia-
pertceva/sankcionnoe-yavlenie-v-rossii-zakrepyat-v-zakone-izyatie-inostrannyh-aktivov
(accessed 05.01.2025).
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estimates, foreign assets in Russia total $ 194 billion, with $90 billion owned by
European companies — nearly three times the amount held by firms headquar-
tered in the US ($ 32 billion). Thus, if Russia retaliates for the seizure of profits
from its property, it will ultimately be European businesses that bear the cost of
financing Ukraine.!

Conclusion

The utilisation of Russian sovereign property has been under discussion for
three years. To date, among the possible methods for utilising Russian assets, EU
institutions have selected the most cautious approach, involving the transfer to
the Union of ownership of windfall profits derived by central depositories from
investing funds associated with redeemed securities owned by Russia. Thus, the
assets themselves, in the form of securities and cash, as well as coupon income
and dividends, are not subject to seizure and remain immobilised.

This decision was made within the framework of agreements reached by the
G7. According to these arrangements, the EU, the US, the UK, Canada and Japan
provide Ukraine with a syndicated loan, which will be serviced using profits de-
rived from Russian sovereign assets.

During 2024, EU institutions developed the necessary legal framework to
seize windfall profits derived from Russian sovereign property and direct the
resulting funds to finance the military campaign in Ukraine.

The mechanism adopted by the EU for the seizure of profits from Russian
sovereign assets is part of a broader scheme to finance Ukraine via a syndicated
loan. During its development and implementation, experts have repeatedly ex-
pressed doubts regarding the legality and advisability of this measure. Analysis of
the mechanism reveals numerous inconsistencies with national and international
law, as well as with EU legal norms.

Firstly, the new mechanism for utilising Russian assets was developed and
implemented within the framework of the restrictive measures policy, yet upon
review, it cannot be classified as a restrictive measure. Moreover, the founding
treaties do not explicitly confer upon EU institutions the competence to make
such decisions. Thus, there are grounds to consider that these institutions have
exceeded their powers or at least chosen an inappropriate method to achieve the
stated objectives.

Secondly, the claim that windfall profits generated from the use of Russian
sovereign assets belong to central depositories rather than to Russia itself ap-
pears legally contentious. Under prevailing principles of continental civil law,
the fruits derived from the utilisation of property are considered to belong to

! Steinbach, A. 2024, How to harvest the windfall profits from Russian assets in Eu-
rope, Bruegel, URL: https://www.bruegel.org/system/files/2024-06/how-to-harvest-the-
windfall-profits-from-russian-assets-in-europe-10101_0.pdf (accessed 20.12.2024).
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its rightful owner. In any case, a precise determination requires knowledge of
the terms governing the placement of Russian assets in central depositories’
accounts.

Thirdly, the seizure of profits from Russian assets contravenes international
law by violating the principle of sovereign immunity, since legally there is no
basis to distinguish between ownership of sovereign assets and the income gen-
erated from their use. Attempts to justify the confiscation of both assets and their
income as an obligation for Russia to pay reparations rest on a misunderstanding
of this concept as defined in international law.

To conclude, from a legal standpoint, the EU’s decision to appropriate income
from Russian assets involves significant deficiencies, posing substantial direct
and indirect risks that could seriously undermine the global financial system in
the future.
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