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The EU-Mercosur Agreement is more than a trade liberalization initiative; it is a
strategic framework that reshapes foreign direct investment (FDI) opportunities across
both regions. This article explains how key provisions related to trade, services, public
procurement, intellectual property, and regulatory cooperation influence firm-level
investment decisions. We show that the agreement is likely to generate asymmetric but
interconnected investment flows, with European multinationals pursuing market-,
efficiency-, and asset-seeking investments in Mercosur, while Mercosur firms use
investment in Europe to upgrade capabilities and access advanced markets. The findings
highlight actionable strategies for firms and policy priorities needed to maximize the

agreement’s long-term benefits.

INTRODUCTION

Regional trade agreements (RTAs) are a defining feature of
the contemporary global economy. According to the World
Trade Organization (WTO, 2026), 382 RTAs are in force,
with more than 600 cumulative notifications. Their scope
has expanded from tariff reduction to comprehensive
frameworks governing trade, investment, regulatory stan-
dards, and institutional coordination, increasingly shaping
not only trade flows but also the strategic behavior of
multinational enterprises (MNEs).

The EU-Mercosur Agreement is one of the most ambi-
tious recent examples of interregional integration. It has
just entered into force on a provisional basis, pending final
review by EU judicial bodies. Drawing on previous prece-
dents, the European Commission decided to provisionally
apply the provisions of the agreement related to trade liber-
alization. This provisional implementation will allow, start-
ing in May, the gradual elimination of tariffs and the appli-
cation of relevant trade disciplines.

The onset of these effects will require firms to incor-
porate the reconfiguration of the EU-Mercosur partnership
into their strategic planning. Some sectors will perceive op-
portunities for exports, while others may identify possi-
bilities for partnerships aimed at investment, technology
transfer, and capability building.

By linking the European Union with Mercosur countries
Argentina, Brazil, Paraguay, and Uruguay, it creates a mar-
ket of more than 700 million consumers and a broad frame-
work covering trade in goods and services, investment, in-
tellectual property rights, regulatory cooperation, and
sustainable development. While often discussed in trade
and political terms, this paper argues it is an institutional
driver of FDI reconfiguration, shaping FDI motives, direc-

tion, and organization, and reshaping inward and outward
investment strategies.

We contend that the EU-Mercosur Agreement generates
asymmetric yet interconnected investment dynamics with
direct managerial and policy implications. European MNEs
are likely to intensify down-market FDI, leveraging Mer-
cosur as a platform for market expansion, production effi-
ciency, natural resources, and in some specific industries,
even increasing their asset-seeking strategies. In contrast,
Mercosur firms are expected to accelerate up-market FDI
into Europe to gain access to advanced technologies, in-
novation ecosystems, and sustainability standards. As a re-
sult, the agreement is expected to redefine how MNEs or-
ganize their market approach and build long-term
competitive advantage in an increasingly complex global
economy. This dual dynamic reflects structural differences
between advanced and emerging economies while revealing
new pathways of integration through investment.

This paper advances the international business litera-
ture in three main ways. First, it reconceptualizes RTAs
as institutional platforms that actively shape firm-level in-
vestment behavior rather than merely facilitate trade flows.
Second, it develops an interregional perspective on bidi-
rectional FDI dynamics between advanced and emerging
economies. Third, it links specific agreement pillars to dis-
tinct FDI mechanisms, offering an integrative framework
for understanding how trade agreements reshape interna-
tional investment strategies and competitive dynamics.

LITERATURE REVIEW: REGIONAL TRADE
INTEGRATION AND TRADE AGREEMENTS

To assess the implications and dynamic of a RTA, we build
on the regional integration literature and bridge it with the
International Business approach of FDI. While the former
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provides the general framework for trade agreement and its
impacts, the IB provides the conception of FDI strategies of
MNEs.

The multilateral system has focused on regulating inter-
national trade and dispute settlement, but the stalemate
in the Doha Round has contributed to a shift toward re-
gionalism (Dunning & Lundan, 2008). According to WTO,
the Doha Round launched in 2001 is the latest round of
trade negotiations among the WTO membership. Its aim is
to achieve major reform of the international trading system
through the introduction of lower trade barriers and revised
trade rules.

Since then, regionalism has expanded across regions,
with agreements such as NAFTA, now USMCA, between the
United States, Canada, and Mexico in 1994, and Merco-
sur illustrating a system of open regionalism. According to
the WTO (2026), regional trade integration refers to agree-
ments among economies to reduce or eliminate trade bar-
riers on a preferential basis, granting members more fa-
vorable conditions than nonmembers within the broader
multilateral system.

A foundational contribution to regional integration is Ja-
cob Viner (2014), who introduced trade creation and trade
diversion. Trade creation arises when lower cost producers
within a bloc replace higher cost domestic producers, im-
proving efficiency and welfare, while trade diversion occurs
when imports shift from more efficient external producers
to less efficient members due to preferential tariffs. Build-
ing on this, Béla Balassa (2013) outlined stages of integra-
tion from free trade areas to political unions and distin-
guished static effects such as trade creation and diversion
from dynamic effects including greater investment flows
and technological progress.

More recently, scholars highlight the emergence of “new
regionalism” (Hettne & Soderbaum, 2007), distinguishing
it from earlier forms of integration. While old regionalism,
such as postwar European integration, was inward looking,
protectionist, and state driven, new regionalism is charac-
terized by openness and integration with global markets.
Unlike earlier agreements focused mainly on tariff reduc-
tions, modern trade agreements include broader regulatory
and institutional provisions, addressing intellectual prop-
erty rights, investment protection, competition policy, en-
vironmental standards, and labor regulations, reflecting
deeper and more comprehensive economic integration.

Thus, RTAs as an institutional framework reduce uncer-
tainty, lower transaction costs, and facilitate the movement
of goods, services, capital, and knowledge. In this con-
text, the relationship between RTAs and FDI is critical, as
trade and FDI often act as complements, especially in verti-
cally integrated production systems. Understanding this re-
lationship requires extending the trade perspective toward
a multi-factor perspective of RTA, viewing RTAs as drivers
of FDI strategies.

Under this perspective, FDI can be driven by different
motives. Dunning and Lundan (2008) identifies four main
types of foreign direct investment (FDI): market-seeking,
efficiency-seeking, resource-seeking, and strategic-asset-

seeking FDI, each reflecting different motivations for
multinational enterprises’ (MNEs) international expansion.

Market-seeking FDI aims to serve domestic or regional
markets in host countries, often supporting local produc-
tion and market access. Efficiency-seeking FDI focuses on
reducing production costs through the international ra-
tionalization of geographically dispersed activities and
economies of scale. Resource-seeking FDI is driven by ac-
cess to raw materials, natural resources, or low-cost labor,
frequently linked to export-oriented activities. Finally,
strategic-asset-seeking FDI involves acquiring advanced
technologies, brands, managerial capabilities, or innova-
tion assets through investments such as mergers, acquisi-
tions, joint ventures, or greenfield operations, with the ob-
jective of strengthening long-term competitiveness.

However, the surge of MNEs from emerging economies
offers the opportunity to distinguish between FDI from de-
veloped to emerging economies (here called down market
FDI), and FDI from emerging economies in developed
economies (here called up-market FDI) (Ramamurti &
Singh, 2009).

Down-market FDI refers to investments undertaken by
firms from advanced economies into emerging or less-de-
veloped markets to exploit cost advantages, access growing
consumer markets, secure natural resources, or improve
production efficiency. This type of investment is commonly
associated with market-seeking, efficiency-seeking, and re-
source-seeking motives. In the context of the EU-Mercosur
relationship, European MNEs may engage in down-market
FDI by relocating production, expanding regional opera-
tions, or accessing lower-cost inputs in Mercosur countries.

Up-market FDI refers to investments undertaken by
firms from emerging economies into advanced economies
to access strategic assets such as technology, innovation
ecosystems, and advanced institutions. This type of invest-
ment is strongly linked to strategic-asset-seeking motives
and capability upgrading. In the EU-Mercosur context,
Mercosur firms may pursue up-market FDI in Europe to en-
hance competitiveness, gain legitimacy, and integrate into
higher-value segments of global markets.

While strategic asset-seeking has become one of the
principal explanations for OFDI by emerging market multi-
national enterprises (EMNEs), it represents only one of sev-
eral internationalization motives driving investments
abroad. Extending this perspective, EMNEs internationalize
not only to exploit existing firm-specific advantages but
also to augment capabilities, overcome home-country com-
petitive constraints, access new markets, acquire knowl-
edge, and strengthen their long-term competitiveness
through international expansion (Cuervo-Cazurra, Narula,
& Un, 2015).

In the context of Mercosur firms investing in the Euro-
pean Union, these motivations may coexist and reinforce
one another. Beyond acquiring strategic assets, firms may
establish subsidiaries, warehousing and distribution facili-
ties, logistics platforms, sales offices, and customer service
operations to support and expand their exports within the
European market, suggesting a “sell more” approach
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(Cuervo-Cazurra et al., 2015) aimed at strengthening mar-
ket presence and increasing sales in the region.

Such investments improve coordination with down-
stream partners, reduce transaction and distribution costs,
enhance responsiveness to customer needs, and facilitate
compliance with local regulations, thereby increasing ex-
port competitiveness. Consequently, OFDI should be un-
derstood as a multifaceted internationalization strategy in
which Mercosur firms simultaneously exploit existing ad-
vantages, support their commercial activities abroad, and
augment capabilities through exposure to advanced insti-
tutional and competitive environments. This perspective is
particularly relevant in light of recent evidence on trade
agreements, which suggests that integration processes can
generate both efficiency gains and asymmetric regional
outcomes. These findings highlight the importance of com-
plementary regional coordination and policy frameworks
to ensure that the benefits of economic integration are
more broadly and evenly distributed across participating
and non-participating economies (Arte, 2025).

THE EU-MERCOSUR TRADE AGREEMENT

Mercosur is the principal regional integration initiative in
South America, established by the Treaty of Asuncién in
1991, signed by Argentina, Brazil, Paraguay, and Uruguay to
promote economic integration through trade liberalization,
macroeconomic coordination, and the gradual creation of a
common market. Conceived in the context of post Cold War
regionalism and market-oriented reforms, Mercosur aimed
to move from a preferential trade arrangement to a customs
union through the elimination of internal tariffs and adop-
tion of a common external tariff. More recently, it has pur-
sued external partnerships, notably with the EU, reflecting
a shift toward interregionalism to enhance competitiveness
and attract foreign investment.

Negotiations between the two regions began in 1999
and led to a political agreement in 2019 after nearly two
decades. On 3 September 2025, the European Commission
adopted proposals for Council decisions on the signature
and conclusion of the EU-Mercosur Partnership Agreement
(EMPA) and the interim Trade Agreement iTA (European
Commission, 2026). On 9 January 2026, the Council autho-
rized their signature, and on 17 January 2026, both agree-
ments were signed.

The goals of the EU Mercosur trade deal are (European
Commission, 2026):

e to increase bilateral trade and investment, and lower
tariff and non-tariff trade barriers - notably for small
and medium-sized enterprises;

» to create more stable and predictable rules for trade
and investment through better and stronger rules,
e.g. in the area of intellectual property rights (includ-
ing geographical indications), food safety standards,
competition and good regulatory practices, and;

» to promote shared values and sustainable develop-
ment, including by strengthening worker’s rights,
fighting climate change, ensuring environmental

protection, and encouraging responsible business
conduct.

Its main pillars include:

» Trade in goods (tariff reduction and market access)
» Trade in services and establishment

e Investment and public procurement

» Regulatory cooperation and non-tariff measures
 Intellectual property rights (IPR)

« Competition policy and state-owned enterprises

e Trade and sustainable development

« Dispute settlement

Together, these provisions create a rules-based institu-
tional environment that enhances predictability and re-
duces uncertainty for firms operating across regions. Im-
portantly, the agreement does not simply liberalize
trade—it reshapes the conditions under which occurs the
reconfiguration of inter-regional FDI. Figure 1 provides the
general pillars of the agreement and its implications for
down market and up-market FDI.

RTAS AND INTERNATIONAL BUSINESS

From the perspective of international business, regional
trade agreements play a critical role in shaping the strategic
behavior of MNEs. Trade liberalization reduces transaction
costs, expands market access, and increases opportunities
for cross-border investment. Firms often respond to these
changes by adjusting their market entry strategies, reor-
ganizing supply chains, and expanding FDI activities. The
presence of stable institutional frameworks and predictable
regulatory environments further encourages firms to en-
gage in long-term investment planning.

To capture these effects, we conceptualize the EU-Mer-
cosur agreement as a driver of inter-regional FDI strategies.
A key feature of this framework is the distinction between
down-market and up-market FDI (Ramamurti & Singh,
2009), reflecting directional asymmetries between ad-
vanced and emerging economies.

A key implication of the agreement is the potential and
context building of dual and interconnected investment
strategies by MNEs. This refers to the idea that MNEs from
different regions pursue distinct, yet mutually related, FDI
strategies within the same integration framework. In the
context of the EU-Mercosur Agreement, the “dual” dimen-
sion reflects the existence of two different directions and
motivations of investment. European firms tend to engage
in down-market FDI in Mercosur countries, seeking larger
consumer markets, lower production costs, natural re-
sources, and regional production platforms. In contrast,
Mercosur firms pursue up-market FDI in Europe, aiming
to access advanced technologies, innovation ecosystems,
brands, managerial capabilities, and sophisticated markets.

These strategies are “interconnected” because they are
part of the same broader process of economic integration.
Investments from one region influence opportunities, com-
petitive dynamics, supply chains, and strategic responses
in the other region. For example, European investment in
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‘ EU- Mercosur Agreement (Institutiomnal Framework) ‘

'
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‘ Trade ‘ ‘ Services ‘ ‘ Procurement ‘ ‘ IPR ‘ ‘ Regulation ‘

EU Firms Mercosur Firms
Down market FDI UP market FDI
(Market/Efficiency) (Asset seeking)

Inter-regional FDI

reconfiguration
Figure 1. EU-Mercosur Agreement as a Driver of FDI Reconfiguration
Mercossr|——{ U 1 UpMarket |

’ Strategic Asset Seeking H Core/ Up-Grading approach ‘

‘ Mercosur ’—-‘ Down Market ‘
Marke‘éilit;f;ciency 1 Core/ Optimization ‘
‘ Production ‘ ‘ Markets ‘ ‘ Costs ‘

Figure 2. Framework of the Inter-Regional FDI Dynamics

Mercosur may strengthen local supplier networks and ex-
port capabilities, while Mercosur firms investing in Europe
may acquire strategic assets that later enhance their com-
petitiveness at home or in third markets.

Thus, the concept highlights that international invest-
ment under regional agreements is not a one-way process,
but a reciprocal and interdependent dynamic in which firms
from advanced and emerging economies occupy different
but complementary positions within global and regional
value chains.

We argue that the direction of FDI systematically reflects
underlying asymmetries between the two blocks. Down-
market FDI, predominantly undertaken by advanced econ-
omy firms, is driven by market- and efficiency-seeking mo-
tives and reinforces existing production hierarchies. Figure
2 displays the mechanism of FDI dynamics and shows the
differences between down-market and up-market FDI.

From a down-market FDI perspective (EU — Mercosur),
European firms expand into Mercosur markets primarily to:
(i) Access growing consumer markets (market-seeking FDI),
(ii) Exploit cost advantages (efficiency-seeking FDI) and,
(iii) Integrate local production into global value chains.

This type of FDI is consistent with the logic of produc-
tion fragmentation, where firms tend to choose low-cost lo-
cation for their upstream and support activities and select
locations closer to the customer for their downstream ac-
tivities.

From an up-market FDI perspective (Mercosur — EU),
Mercosur firms, in contrast, are likely to internationalize
toward Europe to: (i) Access advanced markets and distri-
bution channels, (ii) Acquire strategic assets (technology,
brands, knowledge) and, (iii) Upgrade their position within
global value chains.

Here, FDI serves as a mechanism of capability building,
allowing firms to overcome domestic constraints and move
into higher value-added activities (Amal, Floriani, & Sosa
Varela, 2024).

While the agreement represents a general framework for
MNEs to assess their investment strategies, in this paper we
explore how each pillar of the agreement can shape their
FDI motives and strategic responses to this new context
(Table 1).
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Table 1. Pillars — FDI Motives Mapping

- FDI Logi
Agre.ement EU — Mercosur (Down oslc Mercosur — EU (Up-Market) FDI Logic
Pillar Market)
Regional production Market + Market-
Tradein pIatforms (e.g. a}utomotlve efﬁue.ncy— Market entry via distribution & niche exports seeking with
Goods integration seeking gradual
Argentina-Brazil) (hybrid) upgrading
Market- Capability-
seeking Entry into knowledge-intensive sectors seeking &
Services Expansion in finance, The case of Fintechs, rather than investing abroad to learning.
Liberalization logistics, telecom learn, they may invest abroad to replicate these Model
proven business models in new markets. business
replication
Public Local subsidiaries to access I;lzrkkiit- Limited participation, gradual capability buildin, drl!_vzar:rr:;z%l-(et
Procurement infrastructure contracts 8 P P '8 P Y 8 entry
Local R&D, adaptation, and Strategic Strategic
IPR selective technology asset Acquisition of brands, design, R&D assets asset-seeking
transfer seeking (catch-up)
Cross-border supply chain Efficiency- Efficiency-
Regulatory R . seeking .o . seeking under
. integration (fragmented Integration into EU value chains .
Cooperation . compliance
production)
pressure
) . Multi- Asset-seeking
Investment Long-term investments in motive +upgrading
energy, infrastructure, and (resource + Strategic alliances, M&As
Framework - under
resources (e.g., lithium, gas) asset .
. constraints
seeking)
Sustainability legitimacy- Capability-
,& ESG Supply chain ‘restructurlng, seeking Compliance upgrading to access EU markets building under
(implicit renewable investments regulatory
pillar) pressure

TRADE IN GOODS: REBALANCING TRADE AND FDI

Tariff liberalization reduces trade costs but does not elimi-
nate the need for local production. Instead, it reshapes the
trade—FDI relationship. The impacts of trade on FDI are not
linear. While the reduction or elimination of trade tariffs
tends to increase exports and, it can also encourage FDI
aimed at supporting exports and building distribution net-
works". In some specific sectors, however, such a process
can imply a substitution for FDI, reducing the need for local
production because lower tariffs facilitate producing from
home and then exporting. This suggests that, in such an
agreement, trade can drive more FDI in some sectors than
in others.

For European firms, lower tariffs reinforce market-seek-
ing and efficiency-seeking FDI, particularly in sectors re-
quiring proximity to consumers or integration with local
suppliers even though some costs of doing business are
quite high in Mercosur (e.g., labor-related charges (al-
though salaries are usually lower), low productivity, com-
plex taxation system, bureaucracy (e.g., to obtain permits),
slow judiciary system.

For Mercosur firms, improved access to EU markets en-
courages outward FDI aimed at supporting exports and
building distribution networks.

SERVICES LIBERALIZATION: EXPANDING CAPABILITY-
BASED INVESTMENT

The liberalization of services markets reduces regulatory
barriers and facilitates cross-border operations in sectors

such as finance, telecommunications, and logistics. Euro-
pean firms are more likely to expand service-sector FDI
in Mercosur seeking for market expansion while Mercosur
firms gain opportunities to invest in knowledge-intensive
sectors in Europe. Over time, this supports a shift toward
capability-driven internationalization of Mercosur Multi-
nationals.

From the perspective of Mercosur firms, firms invest in
the European Union to acquire advanced technologies,
managerial know-how, brands, and innovation capabilities.
However, services liberalization also facilitates asset-ex-
ploiting FDI by reducing barriers to the international trans-
fer of firms’ existing ownership advantages. In this context,
liberalization should not be viewed solely as a mechanism
for expanding trade in services; it also enables firms to in-
ternationalize by leveraging transferable firm-specific ad-
vantages, including proprietary business models, digital
platforms, organizational routines, and customer relation-
ship capabilities. Such investments are primarily market-
seeking, allowing firms to establish a commercial presence
that supports customer acquisition, service delivery, and
the replication of successful business models in foreign
markets.

Brazilian fintech companies, such as Nubank, EBANX,
StoneCo, and PagSeguro, illustrate this phenomenon. Hav-
ing developed internationally competitive capabilities in
digital banking, instant payments, customer-centric finan-
cial services, and low-cost operating models within Brazil’s
sophisticated digital financial ecosystem, these firms may
expand into European markets not only to acquire strategic
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assets but also to exploit and replicate their proven busi-
ness models.

PUBLIC PROCUREMENT: FDI AS MARKET ACCESS
STRATEGY

The inclusion of public procurement provisions creates
strong incentives for firms to establish a local presence.

The agreement offers the opportunities for public-pri-
vate partnerships in Mercosur, particularly regarding in-
vestments in infrastructure (e.g., highways, ports, airports,
sanitation, water supply). Also, the potential benefit of low-
ering corruption in public procurement, given the much
more stringent EU regulation and monitoring.

European firms are likely than to invest in Mercosur
to access infrastructure and government contracts, while
Mercosur firms may gradually increase participation in EU
procurement markets. This pillar reinforces market-seeking
FDI and promotes institutional upgrading.

INTELLECTUAL PROPERTY RIGHTS: ENABLING
STRATEGIC ASSET FLOWS

Stronger IPR protection reduces uncertainty in technology-
intensive sectors and facilitates the transfer of knowledge.
As a result, European firms are more likely to invest in
innovation-related activities in Mercosur, leading to
spillovers for local firms in terms of their strategies to de-
velop and protect their intellectual property assets.

Strengthened IPR protection under the EU-Mercosur
Agreement may influence international business relation-
ships through channels that extend beyond FDI. From an
internalization perspective, firms prefer to retain owner-
ship of proprietary technologies when intellectual assets
are vulnerable to imitation or contractual enforcement is
weak. Improvements in IPR protection reduce these risks by
strengthening the legal protection of patents, trademarks,
industrial designs, and proprietary knowledge, thereby low-
ering transaction costs associated with cross-border tech-
nology exchange. As a result, European firms may become
more willing to license technologies, proprietary produc-
tion processes, software, and brands to Mercosur firms
rather than relying exclusively on wholly owned sub-
sidiaries. Likewise, stronger IPR regimes can facilitate orig-
inal equipment manufacturing (OEM) arrangements, in
which Mercosur firms manufacture products designed and
owned by European companies under contractual agree-
ments. Such governance structures enable European firms
to exploit cost and production advantages in Mercosur
while maintaining control over their intellectual assets, and
they provide Mercosur firms with access to advanced tech-
nologies, production know-how, and integration into global
value chains.

Thus, while Mercosur firms are encouraged to pursue
strategic asset-seeking FDI in Europe, this dynamic also en-
courages reciprocal upgrading processes. This pillar is cen-
tral, both to enabling up-market internationalization and
to reconfiguring the down-market approach.

REGULATORY COOPERATION: SUPPORTING VALUE
CHAIN INTEGRATION

Regulatory convergence refers to the alignment of rules,
standards, and procedures between countries. By reducing
differences in technical regulations, certification require-
ments, customs procedures, and investment rules, it lowers
non-tariff barriers and decreases the costs and uncertainty
associated with operating across borders.

As a result, firms are better able to coordinate activities
internationally, which encourages vertical FDI and the frag-
mentation of production processes across multiple coun-
tries. Instead of concentrating all activities in a single lo-
cation, multinational enterprises (MNEs) can allocate
different stages of the value chain—such as raw material
sourcing, manufacturing, assembly, logistics, and market-
ing—to countries offering specific advantages in terms of
costs, resources, capabilities, or market access.

However, this integration process is not symmetrical.
Firms and countries tend to occupy different positions
within global and regional value chains according to their
technological capabilities, productivity levels, and institu-
tional development.

INVESTMENT FRAMEWORK: REDUCING UNCERTAINTY

Through the process of internalizing the EU-Mercosur
agreement provisions into domestic law, we may expect a
context of improved legal support and transparency that
enhances the attractiveness of cross-border investment.
This pillar supports both inward and outward FDI by reduc-
ing risks and enabling long-term strategic commitments.

Taken together, these dynamics suggest that the
EU-Mercosur agreement not only increases cross-border
investment, but also reconfigures FDI motives across re-
gions, creating a mirror effect between efficiency-driven
and asset-seeking internationalization.

The EU-Mercosur Agreement reshapes FDI not through
isolated policy channels, but via a set of interrelated pillars
that jointly generate incentives, constraints, and strategic
signals. As shown in Table 2, each pillar is associated with
distinct—yet often overlapping—FDI logics. Empirical ev-
idence suggests that European multinationals do not re-
spond through single-motive investments; rather, firms
combine market-, efficiency-, and strategic asset-seeking
behaviors in anticipatory ways. For instance, Stellantis’ re-
gional production integration and upstream investments in
critical minerals illustrate how trade, investment, and reg-
ulatory dimensions interact to produce hybrid strategies.
Similarly, TotalEnergies’ infrastructure investments reflect
the convergence of resource-seeking and geopolitical con-
siderations, while adjustments by Carrefour highlight the
constraining role of sustainability provisions.

CONCLUSIONS

This study shows that the EU-Mercosur Agreement op-
erates as a multidimensional institutional framework that
generates asymmetric and dynamic investment responses
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Table 2. Asymmetric FDI Motives under the EU-Mercosur Agreement

Direction Representative Dominant Strategic Logic Aglf'::een:)efnt Sources
Firms FDI Motives N
Pillars
Exploit Sources: The European Automobile
EU— Hybrid: markets + Investment, Manufacturers’ Association, In:
Stellantis; market-, secure Trade, IPR, https://www.acea.auto/nav/?content=news-

Mercosur Volkswagen efficiency-, strategic assets Regulatory articles

(Down- Group; BASF and asset- (resources, Cooperation,

Market) seeking knowledge, ESG

ecosystems)
Source: Stefanini website on
internationalization: https:/stefanini.com/pt-
br/insights/noticias/scala-adquire-100-da-
tatic-software-e-acelera-planos-de-
internacionalizacao
U[?gradlng- Access Trade, IPR, )

Mercosur o oriented: advanced Regulatory Source: JBS vyeb5|te and news:

—EU é Brz,u Spt.eé;r;m Lnaz;]);k;’?i—t,y_ ?Czrllj(iis + Cooperation, https://www.jbs.com.br/

(Up- WEG. and strategic capabilities + ESG R Source: WEG website and news:

Market) asset- move up value (compliance https://www.weg.net/institutional/US/en

seeking chains pressure) news/result-and-investiments/weg-announces-

investments-to-expand-the-production-
capacity-of-electric-motors-in-italy
Orth, Rios dos Santos, Celeste, de Melo, &
Gusman, 2017: Apex

across regions. Rather than producing uniform outcomes,
the agreement creates differentiated opportunity structures
that firms interpret and act upon according to their capabil -
ities and strategic positioning. At the same time, the agree-
ment remains politically and institutionally contested.

Important sectors within the European Union, particu-
larly agribusiness groups in countries such as France and
Poland, have expressed concerns regarding increased com-
petition from Mercosur exports in industries such as beef,
poultry, and sugar. In parallel, several European govern-
ments and civil society actors have raised concerns about
environmental governance, deforestation, and the enforce-
ment of sustainability standards in Mercosur countries.
These criticisms reinforce that the agreement extends be-
yond economic integration, involving broader tensions re-
lated to regulatory convergence, environmental legitimacy,
and the social sustainability of regional integration
processes.

From a managerial perspective, the findings highlight
that trade agreements should be approached as forward-
looking strategic signals, not merely as legal instruments.
European MNEs demonstrate the value of anticipatory in-
vestments, combining market-, efficiency-, and asset-seek-
ing motives to secure early advantages in regional produc-
tion systems and strategic resources. In contrast, Mercosur
MNEs must treat expansion into the EU as a capability-
upgrading process, where success depends on the ability
to meet stringent regulatory and sustainability standards
while leveraging advanced markets for learning and inno-
vation.

Firms should adopt coherent strategic pathways, dis-
tinguishing between market-driven and technology-driven
upgrading trajectories. Across both directions, the evidence
underscores that competitive advantage lies less in the
choice of location and more in the firm’s ability to sustain

growth through hybrid investments. Moreover, the growing
relevance of environmental and ESG-related requirements
suggests that firms increasingly need to integrate sustain-
ability capabilities into their internationalization strategies
to maintain legitimacy and long-term competitiveness
across regions.

From a policy perspective, the results suggest that the
effectiveness of trade agreements depends on their ability
to enable investment, not just liberalize trade. Policymak-
ers should therefore prioritize stable investment frame-
works, regulatory cooperation, and intellectual property
protection mechanisms, which are critical for attracting
long-term, asset-seeking FDI. At the same time, the asym-
metric effects of the agreement call for differentiated policy
approaches. For Mercosur countries, this implies strength-
ening domestic capabilities through investments in innova-
tion systems, standards compliance, environmental gover-
nance, and export upgrading programs, ensuring that local
firms can fully benefit from access to advanced markets. For
European policymakers, balancing competitiveness con-
cerns in sensitive sectors with broader strategic and geopo-
litical interests will remain essential for sustaining political
support for the agreement. This perspective is consistent
with Arte (2025), who argues that while the India-UK Free
Trade Agreement may foster supply-chain integration and
economic opportunities, it may also generate uneven re-
gional outcomes, thereby reinforcing the need for stronger
regional coordination and complementary policy frame-
works to ensure that the benefits of integration are more
broadly distributed.

On the other hand, despite the advantages of a process
of harmonization and alignment in a context of inter-re-
gional agreement, firms should adapt their strategies to in-
stitutional variations across the member states as pointed
by Fon et al (2025) in the case of African regional trade
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integration. This suggests that firms also should conduct
their market entry strategies to the unique institutional en-
vironment of each country and the changing process of re-
gional integration toward an institutional context of har-
monization mechanisms of regulating investment and IP
provisions (Carls & Amal, 2026).

Finally, deeper intra-Mercosur coordination and invest-
ment in regional infrastructure are essential to position the
bloc as an integrated and attractive platform for global in-
vestors.
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