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Abstract
The EU-Mercosur Association Agreement, signed in its revised form in December 2024, marks a significant development in intercontinental trade liberalization. While proponents cite economic and geopolitical benefits, critics warn of threats to European agricultural sectors, environmental standards, and regulatory autonomy. This paper evaluates the impact of the agreement through a mixed-model framework, integrating a Mixed Complementarity Problem Model (MCP) for tariff rate quota (TRQ) modeling with a Computable General Equilibrium (CGE) analysis. It explores three scenarios: implementation under current conditions, the effect of a Chinese import ban on Mercosur beef, and a scenario involving a global trade shock triggered by U.S. isolationism. Results indicate moderate economic gains and limited disruption to the EU agri-food sector. Especially TRQs, still safeguard sensitive EU agri-food markets. 
Introduction
The European Union and the Mercosur countries—Argentina, Brazil, Paraguay, and Uruguay—have pursued a trade agreement for over two decades. The resulting EU-Mercosur Association Agreement, finalized in 2019 and updated in December 2024, has sparked intense political and academic debate. Proponents hail the agreement as a vehicle for economic growth, diversification of trade partners, and geopolitical realignment in an era of increasing global uncertainty. Economic simulations estimate GDP gains of €1.7 to €15 billion for the EU, largely through industrial exports, and €0.7 to €11.4 billion for Mercosur, mainly via agri-food exports (Bauer et al., 2020).
Yet, the agreement’s implications for EU agriculture, environmental integrity, and regulatory sovereignty remain contested. The most politically sensitive component is the 99,000-ton beef TRQ. This study aims to disentangle the complexities of tariff rate quotas and their administration by analyzing trade flows, production effects, and policy mechanisms embedded in the revised agreement.
Three policy scenarios are analyzed: (1) baseline implementation of the EU-Mercosur agreement, (2) the same framework under a potential Chinese import ban on Mercosur beef (as implemented for seven Brazilian importes in the beginning of 2025), and (3) the agreement’s operation within a global trade shock characterized by U.S. market withdrawal. These scenarios allow us to assess not only direct economic impacts but also the resilience of regulatory frameworks and TRQ instruments under systemic shocks.
Literature Review 
The critical discourse on the EU-Mercosur agreement concentrated mainly on four domains:
Food Safety and Regulatory Standards: Stakeholders express concerns over divergent food safety regulations, especially relating to SPS measures, hormone treatments, and GMOs. Despite such fears, the agreement retains full applicability of EU regulations, including its ban on hormone-treated beef. Deblitz and Dhuyvetter (2013) estimate that Brazilian production costs increase be app. 10% if they comply with the EU-Standards.
Environmental Impacts and Deforestation: Environmental NGOs and academics argue that increased trade incentivizes deforestation. While satellite data shows a correlation between export surges and land-use change, empirical studies (e.g., Follador et al., 2021; Villoria et al., 2022) suggest that sustainable intensification and traceability systems can mitigate these risks. However, leakage and enforcement limitations persist.
Legal Ambiguities in the Dispute Settlement Mechanism (DSM): The updated DSM (Chapter XX, 2024) allows compensation claims when one party’s measures negate benefits expected under the agreement. Critics fear this could undermine climate policy instruments like the EUDR and CBAM, though preliminary legal interpretations downplay this risk.
Market Saturation and Price Pressures: Critics predict significant market disruptions, yet evidence shows that underfilled quotas and overlapping TRQs constrain the volume effect. Rather than flooding the market, new TRQs may redistribute economic rents among importers and producers. Matthews (2025) shows for the beef sector that the price effect will be no more than 2%. 
Methodology
This analysis integrates a hybrid modeling approach using:
TASTE: For tariff simulation.
MCP Quota Modeling: A Mixed Complementary Problem Model analysis quota fill rates and administrative costs.
MAGNET CGE Model: Capturing global trade flows and macroeconomic shifts.
Simulations are benchmarked against a 2024–2034 baseline that includes recent EU trade deals (e.g., EU-New Zealand) and conflict-related trade shifts (e.g., Ukraine). Key indicators include trade volumes, production changes, and welfare metrics under the three policy scenarios.
Scenario Analysis and Results
Scenario 1: EU-Mercosur Agreement Implementation
The agreement results in modest but positive GDP effects. EU agri-food imports rise, notably in beef (+€1.13 billion), poultry (+€898 million), and pork (+€32 million). However, imports remain below the in quota thresholds due to:
Scenario 2: Chinese Import Ban on Mercosur Beef
A hypothetical Chinese ban diverts Mercosur beef exports toward the EU, intensifying pressure on EU markets. Brazil's beef sector experiences a USD 119 million production decrease. Yet, EU impacts remain muted thanks to consumer preferences, and limited quota attractiveness (quantity and administration). This scenario underscores the function of TRQs as effective buffers during external trade shocks.
Scenario 3: U.S. Trade Withdrawal and Global Fragmentation
This extreme scenario reflects broader risks of global trade fragmentation. Mercosur and EU economies suffer from lost U.S. market access and systemic uncertainty. Nevertheless, the EU-Mercosur agreement proves valuable in preserving trade diversification and economic stability. particularly for Mercosur countries that shift toward the EU as a stabilizing trade partner.
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