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Summary
Global trade is increasingly shaped by protectionism, geopolitical conflict, and policy 
uncertainty. However, Europe is only trapped in this environment if we choose to see 
ourselves that way. This policy brief argues that deeper international cooperation - 
anchored in free trade agreements and supported by export credit agencies - offers 
a viable strategy for the EU to enhance economic resilience and preserve prosperity.
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Figure 1: Newly implemented trade-distorting policy measures

Source: Kose and Mulabdic 2025, data from Global Trade Alert database, 

authors’ own illustration
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Global trade conditions have deterio-
rated markedly in recent years (Kla-
sen et al., 2025). As Figure 1 shows, 
the number of trade-distorting policy 
measures has increased substanti-
ally – roughly quadrupling from 562 
in 2015 to more than 2,500 in 2025. 

At the same time, global coopera-
tion is declining, with the number of 
concluded free trade agreements 
falling from an average of 10.6 in the 
period 2010 to 2019 to 6.3 in 2020 to 
2024 (Kose & Mulabdic, 2025).

In times of geo-

political conflict, 

trade agreements 

are strategic inst-

ruments

The European Union (EU) may not 
control the behaviour of the other 
players on the geopolitical chess-
board - but it can shape the environ-
ment in which it operates by building 
on its own brand: reliability. In this 
regard, the EU has made remarkab-
le progress. The recently concluded 
free trade agreements (FTAs) with 
Mercosur, India and Australia are 

instruments of resilience. They help 
the EU reduce one-sided depen-
dencies while at the same time un-
derlining its continued commitment 
to open and rules-based trade. As 
illustrated in Figure 2, the EU has 
more than 40 trade agreements in 
place, covering trade with over 70 
partner countries (European Com-
mission, 2025a).

Geopolitical conflict has further 
disrupted global markets. The Iran 
war has affected roughly 20 per-
cent of global oil shipments (Al-
lianz Research, 2026), with spill-
overs to other commodities such 

as fertilisers and aluminium (The 
Economist, 2026). These disrup-
tions exacerbate already elevated 
uncertainty. Joint research by the 
Austrian Institute of Economic Re-
search and the Kiel Institute shows 

that trade policy uncertainty in 2025 
reduced global trade volumes by an 
amount equivalent to a nine-per-
centage-point tariff increase (Fel-
bermayr et al., 2025).
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At their core, FTAs perform a simple 
but powerful function: They reduce 
trade costs. Lower tariffs and more 
closely aligned standards make 
trade within the agreement more 
attractive than trade with third coun-
tries. This effect extends beyond 
trade flows. Predictable access to 
large markets encourages firms to 
invest domestically - by expanding 
production capacity or establishing 
new facilities - thereby strengthe-
ning the economic base at home.
The European Commission estima-
tes that the Mercosur agreement 
could increase EU exports to the 

region by nearly 40 percent, equi-
valent to around €50 billion (Euro-
pean Commission, 2025b). Imports 
from Mercosur are also expected to 
increase, albeit more moderately. 
Similarly, EU goods exports to India 
could potentially double following 
the conclusion of an agreement 
(European Commission, 2026b). Re-
search by the ifo Institute suggests 
that the gains from a combination of 
FTAs could more than offset trade 
losses resulting from higher US ta-
riffs (Baur et al., 2026). 
Beyond aggregate trade effects, 
FTAs strengthen resilience through 

diversification. Agreements with 
Mercosur, India and Australia help 
reduce the EU’s dependence on 
China by making alternative sup-
pliers more competitive. Brazil, 
for example, holds an estimated 18 
percent of global rare earth reser-
ves (Flach et al., 2022), yet remains 
a relatively small producer. In this 
context, trade liberalisation can be 
complemented by untied loan gua-
rantees, which help finance proces-
sing and refining projects, thereby 
supporting Brazilian firms in the 
development of alternative supply 
sources.

EU Trade Agreements

 European Union
 Customs Union, EEA & OCT

 Applied
 Adoption/Ratification Ongoing
 Being Negotiated
 On Hold

 No Agreement

Note: EU trade agreements as of 23/06/2026 

Source: European Commission (2026a)

Export credit 

agencies turn 

political strate-

gy into economic 

reality

The example above illustrates that 
without financing, diversification 
remains a headline - not a reali-
ty. Export Credit Agencies (ECAs) 
such as Euler Hermes can reinforce 
and accelerate the positive effect 

of FTAs. Over the past five years, 
Mercosur countries have already 
accounted for around 7.5 percent of 
German export credit guarantees, 
making them the third-largest reci-
pient. India has received close to 3.6 
percent.
ECAs have thus evolved from a pu-
rely commercial tool to a strate-
gic instrument (Klasen et al., 2024; 
McCaffrey & Poitiers, 2025), turning 
political strategy into real economic 
activity. For Euler Hermes, a key 
aspect of this strategic approach 
is the shift from supporting single 
transactions to building partner-
ships. We have significantly expan-
ded our international presence and 
deepened cooperation with a broad 

range of institutions on the ground 
— beyond our traditionally strong 
and long-standing reinsurance net-
work with other ECAs. 
Product innovation plays an impor-
tant role in this approach. The Shop-
ping Line introduced in 2025 is one 
example of instruments designed 
to foster long-term cooperation 
rather than focus on individual tran-
sactions. By allowing multiple deli-
veries to be combined under a sing-
le framework, it simplifies financing 
for importers and exporters alike, 
facilitates access to Germany’s 
broad industrial base, and supports 
deeper and more sustainable inte-
gration of German companies into 
their partners’ supply chains. Since 

Figure 2: EU trade agreements in force and under negotiation
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established partnerships are more 
likely to be deepened over time 
(Bernard et al., 2018), the instru-
ment helps foster durable commer-
cial relationships that extend bey-
ond single transactions - shifting 
the focus from short-term deals to 
long-term cooperation.
Untied loan guarantees also take a 
partnership perspective. They allow 
the financing of critical raw-materi-
al projects abroad, simultaneously 
supporting local development and 
ensuring stable access for German 
and European firms. When com-
bined with classic export credit 
guarantees - which equip partner 
countries with the technology they 
need - and embedded in broader 
raw-material partnerships, these 

instruments contribute to the sta-
bilisation of critical supply chains 
in Germany while at the same time 
fostering economic development in 
partner countries.
The strategic potential of export 
finance can be leveraged even 
further. The Global Gateway Invest-
ment Hub already coordinates dif-
ferent EU initiatives to strengthen 
investment in Sub-Saharan Africa, 
Asia and Latin America. With a focus 
on infrastructure, it offers develo-
ping countries a credible alterna-
tive to China’s Belt and Road Initi-
ative - one based on transparency, 
sustainability, and mutual benefit. 
A concrete example is the cur-
rent German initiative supporting 
Peru’s transition towards a circu-

lar economy. Co-financed by the EU 
and German development coope-
ration GIZ, GIZ identifies technolo-
gical needs, the German-Peruvian 
Chamber of Commerce connects 
local firms with German suppliers, 
and Euler Hermes enables Peruvi-
an companies to invest in German 
technology. 
Going forward, deeper integration 
of ECAs into the EU’s financial tool-
box – for instance through an EU 
wide reinsurance scheme - would 
further enhance Europe’s capacity 
to translate strategic priorities into 
bankable projects and real econo-
mic activity. When you combine ad-
vice, technology, public and private 
financing, real impact happens.

From transaction 

to partnership

Rising protectionism and geopolitical 
fragmentation remain defining fea-
tures of the global economy. For EU 
member states, retreat or confron-
tation is not a viable strategy. Instead, 
strengthening alliances through 

trade agreements and deploying 
ECAs as strategic instruments can 
help stabilise trade, diversify risks, 
and promote shared prosperity. We 
cannot outplay great powers - but we 
can out-partner them.
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