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1.INTRODUCTION

In a context of growing global instability, marked by geopolitical tensions, trade
fragmentation, and increasing uncertainty in the relationship between the European
Union (EU) and the United States (US) following Donald Trump's reelection,
international economic partnerships are becoming more strategically important
than ever. Furthermore, the rising protectionism characterizing the new economic and
political landscape is pushing major economies to rethink their external relations and
secure more stable and diversified partners.

Against this backdrop, the European Union and MERCOSUR are approaching a
decisive stage in the ratification of their long-negotiated agreement, which has been
politically concluded but is not yet in force, pending final approvals on the European
side.

But does this long-awaited agreement truly reshape economic relations
between Europe and South America while responding to the challenges of an
increasingly uncertain global order?

2.THE TREATY AND THE NEW AGREEMENT

The treaty between the European Union and MERCOSUR should not be seen only as
a free trade agreement. In its current form, it is better described as a broad
partnership agreement between two regional blocs. Its main goal is to create a
modern and stable framework for political, economic, and trade relations between
the EU and the four MERCOSUR signatory countries: Argentina, Brazil, Paraguay,
and Uruguay. Although Bolivia became a full member of MERCOSUR in 2024, it is not
part of this agreement, because the main negotiations had already been almost
completed before it joined. Negotiations started in 1999, reached a political agreement
in 2019, and were finally completed on 6 December 2024, after a new round of talks
began in 2023 to review important parts of the text, especially on sustainability,
regulation, and implementation.
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The legal structure of the treaty is now based on two separate but connected
instruments. The first is the EU-Mercosur Partnership Agreement (EMPA), which
covers political dialogue, cooperation, and trade. The second is the interim Trade
Agreement (iTA), which focuses on trade and investment and is meant to allow the
economic part of the agreement to move forward more quickly before the full
partnership agreement enters into force. In September 2025, the European Commission
sent the texts to the Council and the European Parliament. On 9 January 2026, the
Council approved the signature of both instruments, and on 17 January 2026, they
were formally signed. The iTA still needs the approval of the European
Parliament and completion of the EU process, while the EMPA also needs
ratification by all EU Member States.

The treaty is much broader than a simple agreement to reduce tariffs. The EMPA
aims to strengthen a political and strategic partnership based on shared values and
interests, such as support for multilateralism, democracy, human rights, international
cooperation, and sustainable development. Official EU documents also show that the
agreement is meant to improve cooperation between the two blocs in areas such as
the environment, climate action, digital transformation, mobility, crisis
management, and sectoral cooperation. For this reason, the treaty should be
understood as a tool to bring Europe and South America closer together in a time
of geopolitical tension, trade fragmentation, and growing protectionism.

The iTA, which is the economic part of the treaty, is divided into 23 chapters and
several technical annexes. It covers areas such as trade in goods, rules of origin,
customs procedures, technical barriers to trade, sanitary and phytosanitary measures
(to protect plants from pests and diseases), services, investment-related issues, public
procurement, intellectual property, small and medium-sized enterprises, competition,
subsidies, trade and sustainable development, transparency, dispute settlement, and
institutional rules. This shows that the treaty is not only about opening markets. It is also
designed to create clear rules, monitoring systems, and ways to solve disputes, while
reducing regulatory costs and increasing legal certainty for governments and
businesses.

In practical terms, the agreement tries to balance trade liberalization with the
protection of public policy space. The Brazilian view, for example, highlights that the
final text from the 2023-2024 negotiations tried to open markets while still
protecting sensitive sectors, improving sustainability commitments, and creating a
mechanism to rebalance concessions if internal EU measures reduce the real
benefits expected by exporters. For this reason, the EU-MERCOSUR treaty should be
described as a commercial, political, and regulatory agreement that aims to build
a long-term partnership between two of the world's largest economic regions.
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3. ECONOMIC IMPACT OF THE EU-MERCOSUR AGREEMENT

The trade agreement between the European Union and Mercosur represents one of
the largest liberalization initiatives between two major economic blocs, covering
approximately 700 million consumers. The agreement aims to reduce trade barriers,
facilitate market access, and deepen economic ties, creating new export opportunities
for European companies while strengthening the EU’s strategic position in South
America. Prior to its implementation, many European products faced high tariffs in
Mercosur countries: cars, clothing, and leather shoes were taxed at 35%, wine at 27%,
spirits up to 35%, machinery between 14 and 20%, car parts between 14 and 18%,
chemicals up to 18%, and pharmaceuticals up to 14%. The gradual elimination of these
duties is expected to significantly improve competitiveness and boost export
volumes, with motor vehicle exports projected to grow by €20.7 billion, a 200%
increase, machinery by €5.4 billion, a 35% increase, and chemicals by €4.8 billion, a 50%
increase. Overall, the expected economic impact on EU GDP could reach nearly €80
billion, equivalent to a 0.05% rise, roughly double the effect recorded by the CETA
agreement with Canada.

In addition to these direct benefits, the agreement provides indirect advantages such
as better access to public procurement, lower regulatory compliance costs, and easier
market entry for small and medium-sized enterprises. These dynamics are also
reflected in the evolution of trade flows presented in Graph 1 (blue and orange bars),
where EU imports and exports with Mercosur show an overall upward trend over
time.
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Figure 1: Trade Flows Between EU & Mercosur members, 2024
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In the agri-food sector, the agreement significantly expands EU access to Mercosur
markets, reducing tariffs on key products such as wine, spirits, dairy, and olive oil.
Hundreds of European geographical indications are protected against imitation,
preserving their economic and cultural value. For the most sensitive sectors, robust
protective measures are in place, including tariff-rate quotas that set annual import
limits with reduced duties, safeguard mechanisms allowing rapid response to sudden
import surges, and strict compliance controls ensuring that imported goods meet EU
standards for food safety, pesticide use, animal welfare, and traceability. Additionally, a
financial safety net of €6.3 billion, starting in 2028, is designed to compensate income
losses and stabilize prices, providing protection for farmers in the event of market
disruptions. The expected benefits of tariff reductions in this sector are clearly illustrated
in Graph 2 (green bars), where significant projected gains can be observed across
key product categories such as dairy, beverages, and fruit and vegetables.
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Figure 2: Expected Gains From Reduced Tariffs by 2030, 2025
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One of the most overlooked themes in this agreement is raw materials — a critical
element in the deal. While pivotal to the EU’s economic future, resources such as lithium
and copper are often neglected in public discussions. The EU remains highly
dependent on external suppliers, particularly China, whereas Mercosur countries,
notably Argentina and Brazil, possess substantial reserves of several strategic
minerals. At the same time, European demand is projected to surge due to the
expansion of electric vehicles, renewable energy technologies, and energy storage
systems. The agreement therefore seeks to strengthen supply-chain security,
diversify sourcing, and stimulate EU investment in local processing industries,
reducing strategic vulnerabilities. Lower tariffs and the removal of trade barriers are
expected to increase Mercosur exports of raw materials, reduce input costs for
European industries, and encourage the development of value-added production in
partner countries. Provisions restricting export taxes, monopolies, and non-transparent
licensing practices, together with guarantees for investment and regulatory
predictability, further enhance the stability and reliability of supply. Moreover, the
agreement incorporates  sustainability — principles  through commitments to
environmental protection, labor standards, and responsible management of
resource supply chains.

Economic complementarity between the EU and Mercosur further amplifies the
impact of the agreement. While the EU is characterized by a strong industrial and
technological base, Mercosur countries specialize in agricultural production and
natural resources. This complementarity creates trade based on comparative
advantages: Mercosur exports commodities such as meat, soy, and sugar, while the EU
exports high-value industrial products, including machinery, transport equipment,
and chemicals. The reduction of trade barriers will also support the development of
more efficient international value chains, enabling smoother movement of
intermediate goods and increasing economic integration between Europe and South
America. This complementary structure is consistent with the patterns observed in
Graph 1, where both imports and exports grow in parallel, indicating increasing
interdependence between the two regions.

These changes have indirect effects on other global players, including the United
States. U.S. exporters in machinery, pharmaceuticals, and agribusiness may face
stronger competition from European companies benefiting from improved access to
Mercosur markets. Conversely, U.S. firms could find new opportunities to integrate
into EU-Mercosur supply chains, particularly in raw materials, energy technologies, and
high-value industrial goods. Overall, the agreement may influence North-South
American trade dynamics and regional competitiveness.
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The agreement strengthens regulatory predictability and transparency, enhancing
business confidence and attracting foreign direct investment, while embedding
ambitious sustainability commitments, including adherence to the Paris Agreement and
a shared objective of achieving climate neutrality by 2050. At the same time, it
incorporates a comprehensive set of protective instruments designed to safeguard
sensitive European agri-food sectors from potential market disruptions. Rather than
allowing unlimited imports, the agreement establishes tariff-rate quotas (TRQs) for key
products such as beef, poultry, and sugar, permitting reduced or zero tariffs only up to
specified annual volumes, while normal higher duties apply beyond those limits. In
addition, a safeguard mechanism enables the EU to react swiftly to sudden import
surges that could harm domestic producers, including situations involving sharp
price declines, severe economic difficulties for farmers, or broader market disturbances.

Imported goods must also comply fully with the EU's stringent sanitary and
phytosanitary standards — among the strictest worldwide — covering food safety,
pesticide use, animal welfare, and product traceability. Compliance is ensured through
audits in exporting countries, reinforced border inspections, and the possibility of
suspending non-conforming imports. The agreement further protects hundreds of
European geographical indications, preventing imitation of region-specific wines and
traditional products, preserving their economic and cultural value.

Moreover, the EU aims to promote gradual convergence of production standards in
areas such as environmental sustainability, chemical use, and animal welfare. To cushion
potential shocks, a financial safety net of €6.3 billion, to be activated from 2028, will
support farmers in the event of serious market disturbances, helping compensate
income losses, stabilize prices, and fund adaptation measures. At the same time, as
suggested by Graph 2, even with these safeguards in place, the overall trajectory for
agri-food sectors remains strongly positive due to tariff reductions. Together, these
provisions seek to ensure that trade liberalization proceeds without undermining the
stability, competitiveness, environmental commitments, and long-term sustainability
of European agriculture.
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4. IMPACT ON FINANCIAL MARKETS

The EU Mercosur Partnership Agreement generates a layered set of financial
market effects ranging from immediate price reactions at the time of the
announcement to shifts in foreign direct investment flows and risk perception. With
bilateral trade already reaching €111.2 billion in 2024 and the EU holding a Foreign
Direct Investment (FDI) stock of €390 billion in Mercosur as of 2023, the financial stakes
of the agreement are considerable.

€111,2B €390B

EU-Mercosur Bilateral Trade (2024) EU FDI stock in Mercosur (2023)

Figure 3: EU - Mercosur Trade & FDI

The capital markets' response was different across regions. In South America, Brazil's
Ibovespa showed a limited reaction.

In South America, Brazil's Ibovespa posted an overall gain (+0.9%), hiding stronger
moves in export-oriented sectors. Agribusiness (+4.8%) and mining & pulp (+3.1%)
outperformed significantly, both stand to benefit directly from tariff elimination on
commodities entering the EU market, which currently faces duties of up to 40% on
beef and meaningful barriers on agricultural goods. This happens because EU
consumers represent a market willing to pay higher prices for certified, traceable
products, and the agreement creates a structural channel for Brazilian exporters to
capture that on a large scale.

In Europe, the pattern was driven by which sectors face new export opportunities
versus new competitive pressure. Automotive firms (Volkswagen, Stellantis, BMW)
gained (+2.4%) because the deal removes Mercosur tariffs of up to 35% on vehicles, a
direct cost reduction for manufacturers already present in the region, and an incentive
to deepen regional production. Industrial and machinery firms (Siemens, Alstom)
followed a similar logic (+1.7%), given that Mercosur's public procurement market,
Brazil's federal contracts alone, exceed €8 billion annually and became accessible to
European bidders for the first time.
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The exception was the EU agricultural sector (-2.1%), where the direction of the incentive
runs the other way, France, Ireland and Poland, the three largest opponents of the deal
within the Council, have significant agricultural sectors directly exposed to Mercosur
competition in beef, poultry and sugar: Even with strict import quotas in place, the
perception of competitive pressure was sufficient enough to weigh on agricultural
equities, illustrating how the agreement creates clear winners and losers within
the same category.

Equity Ma;ket Reaction to the EU-Mercosur Agreement Announcement (Dec. 2024)
Merco export sect B Europs berefiting sector B MNegalbrve pact

Euro Stoxx 600

+0.53%

ndustrial & Machinery (EL +1.7%

Automotive (EU +2.4%

Ibovespa (overa +0.9%

Mining & Pulp (BR +3.1%

+4.8%

Agribusiness (BR

Figure 4: Market Reaction to EU Mercosur Agreement

The Brazilian real (BRL) showed a strong but short-lived reaction to the announcement,
within an otherwise adverse backdrop. Over 2024, the currency had already lowered
27% against the dollar, reflecting investors' concerns about the fiscal stance of Lula’s
government, marked by rising debt levels and expansionary spending that the
central bank was countering with successive rate hikes. While the agreement initially
offered some support driven by expectations of increased foreign currency inflows from
agricultural exports and European investment, this was quickly outweighed by domestic
macroeconomic pressures. Brazil's strategy with the agreement is nonetheless intended,
securing a premium export channel to Europe while simultaneously using the deal’s
institutional credibility to signal openness to foreign investment, a counterweight to
the fiscal uncertainty that has weighed on the real.

At the same time, the Argentine peso (ARS) was undergoing a significant adjustment
linked to Milei's reforms, including a sharp 50% devaluation and the gradual removal
of capital controls. In this context of economic liberalization, improved access to
European markets was received positively.
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On the European side, the euro saw no material movement directly attributable to
the announcement. Mercosur accounts for roughly 2% of total EU trade, insufficient to
drive the single currency. However, the agreement carries indirect relevance for the
euro’s long-term trade-weighted stability, by securing preferential access to
critical raw materials (niobium, lithium, and manganese that underpin the green
transition), it reduces Europe’s structural import dependency and the associated
currency pressure from commodity price shocks.

The EU is already the largest foreign investor in Mercosur countries, with an
accumulated investment stock of approximately €390 billion in 2023. The agreement
doesn't create this investment relationship but has the potential to deepen it
structurally, through the reduction of regulatory barriers (standards alignment,
intellectual property protection, access to public procurement) and the creation of a
more stable and predictable legal framework for multinational operations

* Energy and critical materials: Brazil's renewable energy base and reserves of
key minerals (niobium, lithium, manganese) support the EU's green transition, as
82% of niobium is imported from Mercosur this agreement strengthens access to these
resources. Companies such as Volkswagen and Baden Aniline and Soda Factory (BASF)
have already signaled interest in deepening supply chain ties with the region.

* Automotive and electric mobility: Furopean carmakers face tariffs of up to 35%
when exporting vehicles to Mercosur, one of the highest barriers in any major
market. Volkswagen, already operating factories in Sdo Paulo and Buenos Aires for
decades, stands to benefit from lower input costs and the ability to serve the regional
market more competitively. Stellantis and Renault, equally present in the region, may
accelerate investment in local electric vehicles assembly as the tariff architecture
becomes more favorable.

* Pharmaceuticals and healthcare: Brazils federal public procurement market
exceeds €8 billion annually, and European pharma groups, including Novartis, Roche,
and Sanofi, currently face tariffs of up to 14% and complex licensing barriers. The
agreement opens public offers on equal terms and reduces duties progressively,
creating a concrete commercial runway for European healthcare firms in one of the
world's largest emerging health markets.

* Financial and digital services: The agreement includes market-opening provisions in
telecoms, financial services, and transport sectors where European groups such as
Santander, BBVA, and Telefonica already have a strong regional footprint but face
regulatory fragmentation. Harmonized rules reduce compliance costs and create
conditions for deeper digital infrastructure investment.
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* Sustainable agribusiness: ESG-focused European investors, including impact funds
and development finance institutions such as the European Investment Bank (EIB),
will find stronger incentives to back certified, traceable agricultural operations in
Mercosur, as the agreement's sustainability standards and traceability requirements
align directly with European capital allocation criteria.

Projected European FDI in Mercosur by Sector (2026-2035, cumulative stock)
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Figure 5: FDI in Mercosur by Sector, 2025

The materialization of these investment flows is subject to relevant risks. The
parliamentary ratification process across all EU member states, required for the EU-
Mercosur Partnership Agreement (EMPA) full entry force, could extend to 2027 or
beyond, creating a period of regular uncertainty that delays investment decisions.
Environmental concerns (Amazon deforestation, EU Deforestation Regulation) and
macroeconomic instability in some Mercosur countries, particularly Argentina.

Over the medium term, the EU Mercosur agreement may support appreciation of
Mercosur currencies, especially the Brazilian real, through two channels: higher
export revenues (increasing hard-currency supply) and stronger FDI inflows
(boosting demand for local currency). However, these effects are gradual, as tariff
reductions span 10-30 years, and are likely to be offset by domestic factors such as
Brazil's fiscal outlook and interest rate differentials.
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The agreement’s impact on Mercosur sovereign ratings is indirect but potentially
significant, operating through three main channels:

* GDP growth channel: Institute of Applied Economic Research (IPEA) estimates that
the agreement will increase Brazil's GDP by 0.46 percentage points in direct terms, with
additional indirect gains. A positive effect on potential growth supports the trajectory of
public debt sustainability, one of the central rating criteria.

* Institutional credibility channel: Alignment with EU standards signals stronger
governance, improving confidence, especially for countries like Argentina.

* Partner diversification channel: Mercosur's excessive dependence on China as a
trading partner constitutes a recognized concentration risk analysis. The agreement with
the EU contributes to diversifying this dependency and reducing vulnerability to external
shocks from a single dominant partner.

Macroeconomic Impact on Brazil — IPEA Estimates (2026-2044)
GDP Impact on Brazil . Other Macroeconomic Indicators
(cumulative percentage points) (estimated % change, long-term)
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Figure 6. Agreement impact on Brazil, 2025
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From a rating agency perspective, the agreement is likely to be interpreted differently
depending on the sovereign in question. For Brazil, Moody's, S&P, and Fitch would weigh
the agreement's growth and FDI potential against the country's still fragile fiscal
position, the deal alone is unlikely to trigger an upgrade, but it reinforces the positive
side of the outlook narrative, particularly if implementation coincides with fiscal
consolidation. Fitch Brasil and SR Rating, the main domestic agencies, tend to place
greater weight on structural trade diversification and export revenue stability,
both of which the agreement directly supports.

For Argentina, it's more complex. The country remains in a post-default recovery
under Milei's reform program, and rating agencies, including Fitch's Argentine affiliate
(Fix SCR), would likely view the agreement as a meaningful signal of institutional
normalization and market openness, potentially supportive of a gradual ratings
trajectory improvement as the country seeks to rebuild creditor confidence.

For Paraguay and Uruguay, both investment-grade sovereigns with stable outlooks,
the agreement is less transformative from a rating standpoint but reinforces the
diversification and governance signals that underpin their current positions.

In Europe, the agreement has negligible direct rating implications, EU members state
that sovereign ratings are driven by factors far larger than this trade deal. However, for
rating agencies assessing the EU's strategic resilience and supply chain security,
the agreement adds positively to the bloc's long-term economic autonomy.

Despite an overall positive outlook, key risks remain. In Europe, the agricultural sector,
particularly in France, Ireland, and Poland, faces stronger competition from Mercosur
imports, especially beef (tariffs cut from ~40% to 7.5%), poultry, and sugar. Although
quotas are limited (1.5% of EU beef production and 1.3% of poultry), concerns may still
generate political friction.

In Mercosur, some economists warn of partial deindustrialization, as exposure to
competitive European industries (automotive, machinery, chemicals, pharmaceuticals)
could pressure local manufacturing and employment. However, tariff reductions
will be phased in gradually, up to 30 years for sensitive sectors, allowing time for
adjustment.
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5. CONCLUSION

The EU-MERCOSUR agreement highlights how modern trade deals influence not only
trade flows but also investment, financial markets, and long-term economic
positioning. However, it is not universally seen as beneficial for all parties as its
effects vary across countries and sectors.

Its impact is uneven, benefiting export-oriented industries and resource-rich
economies while increasing pressure on more vulnerable sectors. Market
reactions and currency movements further show that the agreement’s effects are closely
linked to domestic economic conditions and investor confidence.

In conclusion, although this deal may benefit the final consumer and the exporting
industries (on paper), it will also probably leave local producers in a difficult situation,
which could lead, in the long term, to a situation of total agricultural dependence on
foreign countries outside the EU.
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	New EU-Mercosur agreement – Economic and Financial Implications & The Two Sides of the Coin
	1.INTRODUCTION
	In a context of growing global instability, marked by geopolitical tensions, trade fragmentation, and increasing uncertainty in the relationship between the European Union (EU) and the United States (US) following Donald Trump’s reelection, international economic partnerships are becoming more strategically important than ever. Furthermore, the rising protectionism characterizing the new economic and political landscape is pushing major economies to rethink their external relations and secure more stable and diversified partners.
	Against this backdrop, the European Union and MERCOSUR are approaching a decisive stage in the ratification of their long-negotiated agreement, which has been politically concluded but is not yet in force, pending final approvals on the European side.
	But does this long-awaited agreement truly reshape economic relations between Europe and South America while responding to the challenges of an increasingly uncertain global order?

	2.THE TREATY AND THE NEW AGREEMENT
	The treaty between the European Union and MERCOSUR should not be seen only as a free trade agreement. In its current form, it is better described as a broad partnership agreement between two regional blocs. Its main goal is to create a modern and stable framework for political, economic, and trade relations between the EU and the four MERCOSUR signatory countries: Argentina, Brazil, Paraguay, and Uruguay. Although Bolivia became a full member of MERCOSUR in 2024, it is not part of this agreement, because the main negotiations had already been almost completed before it joined. Negotiations started in 1999, reached a political agreement in 2019, and were finally completed on 6 December 2024, after a new round of talks began in 2023 to review important parts of the text, especially on sustainability, regulation, and implementation.
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	New EU-Mercosur agreement – Economic and Financial Implications & The Two Sides of the Coin
	The legal structure of the treaty is now based on two separate but connected instruments. The first is the EU-Mercosur Partnership Agreement (EMPA), which covers political dialogue, cooperation, and trade. The second is the interim Trade Agreement (iTA), which focuses on trade and investment and is meant to allow the economic part of the agreement to move forward more quickly before the full partnership agreement enters into force. In September 2025, the European Commission sent the texts to the Council and the European Parliament. On 9 January 2026, the Council approved the signature of both instruments, and on 17 January 2026, they were formally signed. The iTA still needs the approval of the European Parliament and completion of the EU process, while the EMPA also needs ratification by all EU Member States.
	The treaty is much broader than a simple agreement to reduce tariffs. The EMPA aims to strengthen a political and strategic partnership based on shared values and interests, such as support for multilateralism, democracy, human rights, international cooperation, and sustainable development. Official EU documents also show that the agreement is meant to improve cooperation between the two blocs in areas such as the environment, climate action, digital transformation, mobility, crisis management, and sectoral cooperation. For this reason, the treaty should be understood as a tool to bring Europe and South America closer together in a time of geopolitical tension, trade fragmentation, and growing protectionism.
	The iTA, which is the economic part of the treaty, is divided into 23 chapters and several technical annexes. It covers areas such as trade in goods, rules of origin, customs procedures, technical barriers to trade, sanitary and phytosanitary measures (to protect plants from pests and diseases), services, investment-related issues, public procurement, intellectual property, small and medium-sized enterprises, competition, subsidies, trade and sustainable development, transparency, dispute settlement, and institutional rules. This shows that the treaty is not only about opening markets. It is also designed to create clear rules, monitoring systems, and ways to solve disputes, while reducing regulatory costs and increasing legal certainty for governments and businesses.
	In practical terms, the agreement tries to balance trade liberalization with the protection of public policy space. The Brazilian view, for example, highlights that the final text from the 2023–2024 negotiations tried to open markets while still protecting sensitive sectors, improving sustainability commitments, and creating a mechanism to rebalance concessions if internal EU measures reduce the real benefits expected by exporters. For this reason, the EU-MERCOSUR treaty should be described as a commercial, political, and regulatory agreement that aims to build a long-term partnership between two of the world’s largest economic regions.
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	New EU-Mercosur agreement – Economic and Financial Implications & The Two Sides of the Coin
	3. ECONOMIC IMPACT OF THE EU–MERCOSUR AGREEMENT
	The trade agreement between the European Union and Mercosur represents one of the largest liberalization initiatives between two major economic blocs, covering approximately 700 million consumers. The agreement aims to reduce trade barriers, facilitate market access, and deepen economic ties, creating new export opportunities for European companies while strengthening the EU’s strategic position in South America. Prior to its implementation, many European products faced high tariffs in Mercosur countries: cars, clothing, and leather shoes were taxed at 35%, wine at 27%, spirits up to 35%, machinery between 14 and 20%, car parts between 14 and 18%, chemicals up to 18%, and pharmaceuticals up to 14%. The gradual elimination of these duties is expected to significantly improve competitiveness and boost export volumes, with motor vehicle exports projected to grow by €20.7 billion, a 200% increase, machinery by €5.4 billion, a 35% increase, and chemicals by €4.8 billion, a 50% increase. Overall, the expected economic impact on EU GDP could reach nearly €80 billion, equivalent to a 0.05% rise, roughly double the effect recorded by the CETA agreement with Canada.
	In addition to these direct benefits, the agreement provides indirect advantages such as better access to public procurement, lower regulatory compliance costs, and easier market entry for small and medium-sized enterprises. These dynamics are also reflected in the evolution of trade flows presented in Graph 1 (blue and orange bars), where EU imports and exports with Mercosur show an overall upward trend over time.
	Figure 1: Trade Flows Between EU & Mercosur members, 2024
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	New EU-Mercosur agreement – Economic and Financial Implications & The Two Sides of the Coin
	In the agri-food sector, the agreement significantly expands EU access to Mercosur markets, reducing tariffs on key products such as wine, spirits, dairy, and olive oil. Hundreds of European geographical indications are protected against imitation, preserving their economic and cultural value. For the most sensitive sectors, robust protective measures are in place, including tariff-rate quotas that set annual import limits with reduced duties, safeguard mechanisms allowing rapid response to sudden import surges, and strict compliance controls ensuring that imported goods meet EU standards for food safety, pesticide use, animal welfare, and traceability. Additionally, a financial safety net of €6.3 billion, starting in 2028, is designed to compensate income losses and stabilize prices, providing protection for farmers in the event of market disruptions. The expected benefits of tariff reductions in this sector are clearly illustrated in Graph 2 (green bars), where significant projected gains can be observed across key product categories such as dairy, beverages, and fruit and vegetables.
	Figure 2: Expected Gains From Reduced Tariffs by 2030, 2025
	Page 4

	New EU-Mercosur agreement – Economic and Financial Implications & The Two Sides of the Coin
	One of the most overlooked themes in this agreement is raw materials — a critical element in the deal. While pivotal to the EU’s economic future, resources such as lithium and copper are often neglected in public discussions. The EU remains highly dependent on external suppliers, particularly China, whereas Mercosur countries, notably Argentina and Brazil, possess substantial reserves of several strategic minerals. At the same time, European demand is projected to surge due to the expansion of electric vehicles, renewable energy technologies, and energy storage systems. The agreement therefore seeks to strengthen supply-chain security, diversify sourcing, and stimulate EU investment in local processing industries, reducing strategic vulnerabilities. Lower tariffs and the removal of trade barriers are expected to increase Mercosur exports of raw materials, reduce input costs for European industries, and encourage the development of value-added production in partner countries. Provisions restricting export taxes, monopolies, and non-transparent licensing practices, together with guarantees for investment and regulatory predictability, further enhance the stability and reliability of supply. Moreover, the agreement incorporates sustainability principles through commitments to environmental protection, labor standards, and responsible management of resource supply chains.
	Economic complementarity between the EU and Mercosur further amplifies the impact of the agreement. While the EU is characterized by a strong industrial and technological base, Mercosur countries specialize in agricultural production and natural resources. This complementarity creates trade based on comparative advantages: Mercosur exports commodities such as meat, soy, and sugar, while the EU exports high-value industrial products, including machinery, transport equipment, and chemicals. The reduction of trade barriers will also support the development of more efficient international value chains, enabling smoother movement of intermediate goods and increasing economic integration between Europe and South America. This complementary structure is consistent with the patterns observed in Graph 1, where both imports and exports grow in parallel, indicating increasing interdependence between the two regions.
	These changes have indirect effects on other global players, including the United States. U.S. exporters in machinery, pharmaceuticals, and agribusiness may face stronger competition from European companies benefiting from improved access to Mercosur markets. Conversely, U.S. firms could find new opportunities to integrate into EU–Mercosur supply chains, particularly in raw materials, energy technologies, and high-value industrial goods. Overall, the agreement may influence North–South American trade dynamics and regional competitiveness.
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	The agreement strengthens regulatory predictability and transparency, enhancing business confidence and attracting foreign direct investment, while embedding ambitious sustainability commitments, including adherence to the Paris Agreement and a shared objective of achieving climate neutrality by 2050. At the same time, it incorporates a comprehensive set of protective instruments designed to safeguard sensitive European agri-food sectors from potential market disruptions. Rather than allowing unlimited imports, the agreement establishes tariff-rate quotas (TRQs) for key products such as beef, poultry, and sugar, permitting reduced or zero tariffs only up to specified annual volumes, while normal higher duties apply beyond those limits. In addition, a safeguard mechanism enables the EU to react swiftly to sudden import surges that could harm domestic producers, including situations involving sharp price declines, severe economic difficulties for farmers, or broader market disturbances.
	Imported goods must also comply fully with the EU’s stringent sanitary and phytosanitary standards — among the strictest worldwide — covering food safety, pesticide use, animal welfare, and product traceability. Compliance is ensured through audits in exporting countries, reinforced border inspections, and the possibility of suspending non-conforming imports. The agreement further protects hundreds of European geographical indications, preventing imitation of region-specific wines and traditional products, preserving their economic and cultural value.
	Moreover, the EU aims to promote gradual convergence of production standards in areas such as environmental sustainability, chemical use, and animal welfare. To cushion potential shocks, a financial safety net of €6.3 billion, to be activated from 2028, will support farmers in the event of serious market disturbances, helping compensate income losses, stabilize prices, and fund adaptation measures. At the same time, as suggested by Graph 2, even with these safeguards in place, the overall trajectory for agri-food sectors remains strongly positive due to tariff reductions. Together, these provisions seek to ensure that trade liberalization proceeds without undermining the stability, competitiveness, environmental commitments, and long-term sustainability of European agriculture.
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	4.  IMPACT ON FINANCIAL MARKETS
	The EU Mercosur Partnership Agreement generates a layered set of financial market effects ranging from immediate price reactions at the time of the announcement to shifts in foreign direct investment flows and risk perception. With bilateral trade already reaching €111.2 billion in 2024 and the EU holding a Foreign Direct Investment (FDI) stock of €390 billion in Mercosur as of 2023, the financial stakes of the agreement are considerable.
	Figure 3: EU - Mercosur Trade & FDI
	The capital markets' response was different across regions. In South America, Brazil’s Ibovespa showed a limited reaction.
	In South America, Brazil’s Ibovespa posted an overall gain (+0.9%), hiding stronger moves in export-oriented sectors. Agribusiness (+4.8%) and mining & pulp (+3.1%) outperformed significantly, both stand to benefit directly from tariff elimination on commodities entering the EU market, which currently faces duties of up to 40% on beef and meaningful barriers on agricultural goods. This happens because EU consumers represent a market willing to pay higher prices for certified, traceable products, and the agreement creates a structural channel for Brazilian exporters to capture that on a large scale.
	In Europe, the pattern was driven by which sectors face new export opportunities versus new competitive pressure. Automotive firms (Volkswagen, Stellantis, BMW) gained (+2.4%) because the deal removes Mercosur tariffs of up to 35% on vehicles, a direct cost reduction for manufacturers already present in the region, and an incentive to deepen regional production. Industrial and machinery firms (Siemens, Alstom) followed a similar logic (+1.7%), given that Mercosur’s public procurement market, Brazil’s federal contracts alone, exceed €8 billion annually and became accessible to European bidders for the first time.
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	The exception was the EU agricultural sector (-2.1%), where the direction of the incentive runs the other way, France, Ireland and Poland, the three largest opponents of the deal within the Council, have significant agricultural sectors directly exposed to Mercosur competition in beef, poultry and sugar: Even with strict import quotas in place, the perception of competitive pressure was sufficient enough to weigh on agricultural equities, illustrating how the agreement creates clear winners and losers within the same category.
	Figure 4: Market Reaction to EU Mercosur Agreement
	The Brazilian real (BRL) showed a strong but short-lived reaction to the announcement, within an otherwise adverse backdrop. Over 2024, the currency had already lowered 27% against the dollar, reflecting investors' concerns about the fiscal stance of Lula’s government, marked by rising debt levels and expansionary spending that the central bank was countering with successive rate hikes. While the agreement initially offered some support driven by expectations of increased foreign currency inflows from agricultural exports and European investment, this was quickly outweighed by domestic macroeconomic pressures. Brazil’s strategy with the agreement is nonetheless intended, securing a premium export channel to Europe while simultaneously using the deal’s institutional credibility to signal openness to foreign investment, a counterweight to the fiscal uncertainty that has weighed on the real.
	At the same time, the Argentine peso (ARS) was undergoing a significant adjustment linked to Milei’s reforms, including a sharp 50% devaluation and the gradual removal of capital controls. In this context of economic liberalization, improved access to European markets was received positively.
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	On the European side, the euro saw no material movement directly attributable to the announcement. Mercosur accounts for roughly 2% of total EU trade, insufficient to drive the single currency. However, the agreement carries indirect relevance for the euro’s long-term trade-weighted stability, by securing preferential access to critical raw materials (niobium, lithium, and manganese that underpin the green transition), it reduces Europe’s structural import dependency and the associated currency pressure from commodity price shocks.
	The EU is already the largest foreign investor in Mercosur countries, with an accumulated investment stock of approximately €390 billion in 2023. The agreement doesn’t create this investment relationship but has the potential to deepen it structurally, through the reduction of regulatory barriers (standards alignment, intellectual property protection, access to public procurement) and the creation of a more stable and predictable legal framework for multinational operations
	• Energy and critical materials: Brazil’s renewable energy base and reserves of key minerals (niobium, lithium, manganese) support the EU’s green transition, as 82% of niobium is imported from Mercosur this agreement strengthens access to these resources. Companies such as Volkswagen and Baden Aniline and Soda Factory (BASF) have already signaled interest in deepening supply chain ties with the region.
	• Automotive and electric mobility: European carmakers face tariffs of up to 35% when exporting vehicles to Mercosur, one of the highest barriers in any major market. Volkswagen, already operating factories in São Paulo and Buenos Aires for decades, stands to benefit from lower input costs and the ability to serve the regional market more competitively. Stellantis and Renault, equally present in the region, may accelerate investment in local electric vehicles assembly as the tariff architecture becomes more favorable.
	• Pharmaceuticals and healthcare: Brazil’s federal public procurement market exceeds €8 billion annually, and European pharma groups, including Novartis, Roche, and Sanofi, currently face tariffs of up to 14% and complex licensing barriers. The agreement opens public offers on equal terms and reduces duties progressively, creating a concrete commercial runway for European healthcare firms in one of the world’s largest emerging health markets.
	• Financial and digital services: The agreement includes market-opening provisions in telecoms, financial services, and transport sectors where European groups such as Santander, BBVA, and Telefónica already have a strong regional footprint but face regulatory fragmentation. Harmonized rules reduce compliance costs and create conditions for deeper digital infrastructure investment.
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	• Sustainable agribusiness: ESG-focused European investors, including impact funds and development finance institutions such as the European Investment Bank (EIB), will find stronger incentives to back certified, traceable agricultural operations in Mercosur, as the agreement’s sustainability standards and traceability requirements align directly with European capital allocation criteria.
	Figure 5: FDI in Mercosur by Sector, 2025
	The materialization of these investment flows is subject to relevant risks. The parliamentary ratification process across all EU member states, required for the EU-Mercosur Partnership Agreement (EMPA) full entry force, could extend to 2027 or beyond, creating a period of regular uncertainty that delays investment decisions. Environmental concerns (Amazon deforestation, EU Deforestation Regulation) and macroeconomic instability in some Mercosur countries, particularly Argentina.
	Over the medium term, the EU Mercosur agreement may support appreciation of Mercosur currencies, especially the Brazilian real, through two channels: higher export revenues (increasing hard-currency supply) and stronger FDI inflows (boosting demand for local currency). However, these effects are gradual, as tariff reductions span 10-30 years, and are likely to be offset by domestic factors such as Brazil’s fiscal outlook and interest rate differentials.
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	The agreement’s impact on Mercosur sovereign ratings is indirect but potentially significant, operating through three main channels:
	• GDP growth channel: Institute of Applied Economic Research (IPEA) estimates that the agreement will increase Brazil’s GDP by 0.46 percentage points in direct terms, with additional indirect gains. A positive effect on potential growth supports the trajectory of public debt sustainability, one of the central rating criteria.
	• Institutional credibility channel: Alignment with EU standards signals stronger governance, improving confidence, especially for countries like Argentina.
	• Partner diversification channel: Mercosur’s excessive dependence on China as a trading partner constitutes a recognized concentration risk analysis. The agreement with the EU contributes to diversifying this dependency and reducing vulnerability to external shocks from a single dominant partner.
	Figure 6: Agreement impact on Brazil, 2025
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	From a rating agency perspective, the agreement is likely to be interpreted differently depending on the sovereign in question. For Brazil, Moody’s, S&P, and Fitch would weigh the agreement’s growth and FDI potential against the country’s still fragile fiscal position, the deal alone is unlikely to trigger an upgrade, but it reinforces the positive side of the outlook narrative, particularly if implementation coincides with fiscal consolidation. Fitch Brasil and SR Rating, the main domestic agencies, tend to place greater weight on structural trade diversification and export revenue stability, both of which the agreement directly supports.
	For Argentina, it's more complex. The country remains in a post-default recovery under Milei’s reform program, and rating agencies, including Fitch’s Argentine affiliate (Fix SCR), would likely view the agreement as a meaningful signal of institutional normalization and market openness, potentially supportive of a gradual ratings trajectory improvement as the country seeks to rebuild creditor confidence.
	For Paraguay and Uruguay, both investment-grade sovereigns with stable outlooks, the agreement is less transformative from a rating standpoint but reinforces the diversification and governance signals that underpin their current positions.
	In Europe, the agreement has negligible direct rating implications, EU members state that sovereign ratings are driven by factors far larger than this trade deal. However, for rating agencies assessing the EU’s strategic resilience and supply chain security, the agreement adds positively to the bloc’s long-term economic autonomy.
	Despite an overall positive outlook, key risks remain. In Europe, the agricultural sector, particularly in France, Ireland, and Poland, faces stronger competition from Mercosur imports, especially beef (tariffs cut from ~40% to 7.5%), poultry, and sugar. Although quotas are limited (1.5% of EU beef production and 1.3% of poultry), concerns may still generate political friction.
	In Mercosur, some economists warn of partial deindustrialization, as exposure to competitive European industries (automotive, machinery, chemicals, pharmaceuticals) could pressure local manufacturing and employment. However, tariff reductions will be phased in gradually, up to 30 years for sensitive sectors, allowing time for adjustment.
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	5. CONCLUSION
	The EU–MERCOSUR agreement highlights how modern trade deals influence not only trade flows but also investment, financial markets, and long-term economic positioning. However, it is not universally seen as beneficial for all parties as its effects vary across countries and sectors.
	Its impact is uneven, benefiting export-oriented industries and resource-rich economies while increasing pressure on more vulnerable sectors. Market reactions and currency movements further show that the agreement’s effects are closely linked to domestic economic conditions and investor confidence.
	In conclusion, although this deal may benefit the final consumer and the exporting industries (on paper), it will also probably leave local producers in a difficult situation, which could lead, in the long term, to a situation of total agricultural dependence on foreign countries outside the EU.
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