THE AFRICAN
CONTINENTAL FREE
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An opportunity for regional development
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INTRODUCTION: WHAT IS THE AFCFTA
AND WHAT DOES IT MEAN FOR BUSINESS?
The African Continental Free Trade Agreement
(AfCFTA) was signed into force by the African Union
(AU) assembly on 18 March 2019. As the most ambitious
initiative for economic integration on the continent to
date, it acts as a key stepping stone toward achieving
the AU’s agenda 2063 which envisages a politically
and economically united Africa where goods, services,
business and investments can move unencumbered
across the union’s member states. The overall aims of
the AfCFTA are three-fold 1) liberalisation of African
trade and the creation of a single market for goods
and services; 2) the expansion of intra-African trade
and increased competitiveness, and 3) the elimination
of tariff and non-tariff barriers, and the development of
regional value chains.
If successful the AfCFTA will create the world’s largest
trade bloc composed of 1.2 billion people and
including all 54 African states save for Eritrea, placing
it second to only the World Trade Organisation (WTO).
This will allow for competition and collaboration across
borders and help accelerate wealth creation which
has already established a booming middle class across
the continent. Initial estimates by the UN Economic
Commission for Africa (ECA) are that the removal

of trade barriers between nations would eventually
increase intra-African trade by up to 51%.
At present intra-African trade dwarfs that with the rest
of the world, unfairly favouring coastal economies
at the expense of those inland. Removing trade
barriers means granting firms seamless access to these
frontier markets and the opportunities they present. A
continental common market will allow firms to create
“Regional Value Chains” (RVGs) which spread business
operations across regions for maximum profitability,
and further support African firms to achieve parity with
their global counterparts.
The elimination of tariffs and other import barriers will
also take centre stage as the agreement seeks to
incentivise cross border trade. To this end the AfCFTA
specifies the creation of various instrumentation
mechanisms to operate within and between regional
economic communities. The AU will seek to progressively
eliminate 90% of tariff barriers within the next 10 years,
with Least Developed Countries (LDCs) such as Mali
and the Democratic Republic of Congo (DRC) being
granted up to 10 years maximum to comply.

The AfCFTA – An organisational guide

Source: African Union, 2020
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CAPTURING THE OPPORTUNITIES
OF THE AGREEMENT
2.1. INFRASTRUCTURE
2.1.1. Harmonisation in regional and continental infrastructure development
The efficient allocation of resources in and between regions in African common markets will require a firm
foundation of transport and energy networks which the continent is yet to fully develop. Energy shortfalls
and a chronic lack of transport infrastructure in the shape of high volume roads, rails and port facilities
greatly increases costs for production and transportation. The African Development Bank (AfDB) estimates
that Africa’s annual infrastructure deficit amounts to a US$108 million, a figure expected to rise to US$1.59
trillion by 2040. By that same period economic growth driven by the AfCFTA will have pushed annual
freight demand up to 3.6 billion metric tonnes and electricity demand up to 3 million gigawatt hours. In
parallel Africa’s working age population is expected to exceed 1 billion, greatly increasing demand for ICT
infrastructure and transportation networks among other aspects. To meet these needs the AU launched
the Programme for Infrastructure development in Africa (PIDA).

The Port of Durban on the coast of the Kwa-Zulu Natal Province in South Africa. The continent’s overall cargo load is expected to rise
threefold by 2040, placing extra demand on the continent’s road, rail and port infrastructure which the private sector will be able to
address through initiatives like PIDA. Image courtesy: Michael Morris/Flickr

2.1.2. Laying the groundwork through PIDA
PIDA sets out a roadmap for a network of energy, water, transport and ICT infrastructure expected to meet
the continent’s growing needs in the run-up to 2040. The initial stage known as Priority Action Plan 1 (PAP),
was originally planned to run from 2012-2020 and has already led to the launch of over 433 infrastructure
projects including the Botoka Gorge hydropower facility in Zambia, the Nigerian segment of the TransSahara gas pipeline, the Kinshasa-Brazzaville road and rail bridge across the Congo river, and the Eswatini
Internet Exchange Point in Southern Africa. PAP 2 will run from 2021 through to 2030 and build upon projects
already launched as part of PAP 1.
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2.1.3. Private sector participation in construction boom
What makes the PIDA-PAP programme valuable to the private sector is not only the long-term infrastructure
benefits of its associated projects, but the financial opportunities these projects present. PIDA makes explicit
use of Public-Private Partnerships which serve to combine the expertise of private firms with the purchasing
power of institutionalizing the AfDB to plug Africa’s infrastructure gap. In the short term demand for highend services like 5G infrastructure and IoT technology in developed urban centres of middle income
countries like Botswana, Egypt and Kenya, is likely to increase. Long distance infrastructure lines between
these markets and “nexus countries” where these lines intersect, will be the initial focus, and are areas
where private firms will be involved. In the longer term, LDCs like Burkina Faso and the DRC will form part of
these networks as telecoms lines, highways and oil pipelines are laid across Central Africa and the Sahara.

Source: African Union, 2020
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2.2. MANUFACTURING
2.2.1. Participating in the African regional value chain
With both legal and physical barriers removed the stage will be set for the fostering of Regional Value
Chains (RVGs). These RVGs refer to systems where private enterprises are headquartered in one country but
have their manufacturing chains spread out across a number of countries in such a way as to gain inputs
at the lowest possible cost. Up until now the physical and legislative barriers between African economies
have prevented local and international firms from accomplishing this. However, with the combination of
the AfCFTA and PIDA the foundation is laid for the execution of this strategy on a continental scale. The
key fact to consider in this case is that RVGs do not emerge from a vacuum. Instead they must emerge
from an existing industrial base where the requisite resource input and technical skills already exist and
serve demand; key sectors like agro processing, Fast Moving Consumer Goods (FMCG) and automotive
component manufacturing are poised to benefit.

A Chinese owned show factory in Ethiopia. The East African country plans to copy the Chinese model of using special economic
zones to turn itself into the regions main manufacturing hub. Image courtesy: UNIDO/Flickr

2.2.2. Sowing the seeds of future growth through agri-processing
Agribusiness proved a key stepping stone in the industrialisation of east Asia and Latin America and can
have a similar impact in Africa. Well integrated regional economic blocs like the Economic Community of
West African States (ECOWAS) and the Southern African Development Community (SADC) have already
begun to make strides in this regard with cash crops like cocoa, soy beans, tobacco, cashew nuts and
sunflower oil being grown and transported across countries for export. With trade barriers removed it will
be possible for regional agri hubs like Algeria, Côte d’Ivoire, Ethiopia, Ghana, Kenya and Zambia to access
the financing necessary to match South Africa in its processed agricultural exports growth which doubled
between 2005 and 2015. Once agribusiness RVGs are established a logical progression will lead agro
processing activities to advance up the value chain and enter into the FMCG market.
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2.2.3. Moving up the agri value chain: FMCG and African retail
The combination of increased disposable incomes and cheaper access to goods thanks to RVG’s will
be key drivers for the growth of the FMCG market which has already entered a sharp upward trajectory.
Outside of middle income countries the biggest demands on retailers will initially be for the provision of
basic staple foodstuffs. As the middle class grows demand for access to cost-effective meat will also
increase, offering comparative advantage for markets like Botswana, Burkina Faso, Ethiopia and Namibia
where livestock is a key export. This in turn will also prompt the development of so called “cold chains”
which will allow industries to freeze their product for easy long term transportation. Other items like cleaning
products and office supplies are within the means of Africa’s industry to manufacture and sell, and can
help develop the industrial base of wealthier African states for participation in higher value-add sectors
like consumer electronics and the automotive component industry particularly in countries like Egypt,
Kenya, Morocco, Nigeria and South Africa, where large pre-existing industrial bases can be retooled and
expanded.

MPESA mobile money in
Kenya. The market for mobile
money in East Africa is the
largest on the continent. The
recent acquisition of Mpesa
from Vodafone by majority
shareholder Safaricom and
Vodacom will see the service
expand further into Africa.
Image courtesy: Rosenfeld
Media/Flick/WikiCommons

2.2. PROFESSIONAL SERVICES
2.3.1. Moving in tandem to Africa’s digital revolution
Growth in the local manufacturing space brought about by the removal of trade barriers will lead to knock
on growth in retail finance and other professional services as both individuals and firms are granted more
financial freedom by an expanding income base. The African services sector has experienced strong
growth over the past couple of decades and now accounts for 40% of growth in Southern Africa, and
80% of the continental average since 2000. Altogether business-to-business spending on the continent
including financial insurance, legal and ICT services, will amount to US$600 billion by 2030 of the back of
the AfCFTA rollout.
2.3.2. Leveraging mobile device access for banking and insurance services
Local finance sectors will be the biggest benefactors of this AfCFTA-led digital revolution as Africans seek
to invest their increasing pool of savings and large companies look to leverage their financial assets for
greater competitive advantage. Between 2012 and 2017 annual banking revenues in Africa grew by 11%
year on year as Africa’s young population, near universal mobile phone access and growing internet
connectivity presented an entirely new digitally-focused model for retail banking and insurance - in 2019
alone 19 digital-only banks began operation. Allianz, one of Europe’s largest insurance groups, is spending
US$800 million on its digital transition ahead of the rollout of “Digital Pure Play” or 100% online services,
across its 16 African subsidiaries allowing millions the ability to buy insurance through their mobile devices.
The fintech sector is the continent’s fastest growing industry with 500 million mobile money users expected
by the end of 2020, and coupled with universal smartphone adoption by 2025, is well-positioned for firms
to offer a full suite of financial products and services on exclusively digital platforms.
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2.3.3. Keeping pace with growth in legal services
Legal services will also be initially important as RVGs establish themselves. Initial experiences across regional
economic blocs shows that there is still much policy uncertainty with cross border business. Frequent and
often arbitrary delays at border crossings by officials who are often not properly trained in trade policies, or
political fallouts between member states, can cause failures in time-sensitive supply chains. Heterogeneous
legal systems means that legal advisors will play a vital role in assisting firms to consolidate RVGs across the
continent. This is especially true for technology-driven enterprises which can rapidly scale across countries
and regions over exclusively brick and mortar enterprises which rely on pre-existing infrastructure. The
highly digitised nature of Africa’s new economy will require that legal firms pivot their staff toward more
technically oriented skill sets in order to effectively navigate compliance issues surrounding cross border
digital services and intellectual property protection. The guaranteed need for the resolution of arbitration
and trade disputes between public and private bodies will necessitate that the legal sector work with
government authorities throughout the implementation and operation of the AfCFTA.

Source: GSMA, 2016-2018
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CONSIDERATIONS AND
CONCLUDING REMARKS
GROWTH PAINS - GETTING FREE TRADE ON THE LAW BOOKS
The AfCFTA is still very much at the mercy of external forces when it comes to its implementation. The East
African Community for example has long dithered behind other regions in the progress of implementing
cross border trade primarily because of political rivalries. The public spat between presidents Paul
Kagame of Rwanda and Yureveni Museveni of Uganda for example led to nearly 18 months of border
closure between the two countries in the last two years. More recently the national lockdowns and travel
restrictions imposed due to the Covid-19 epidemic have stopped the implementation of the agreement
until at least early 2021. Even then, implementation will not be smooth as many African countries will only
begin to harmonise their trade and investment policies over the following five years, putting a damper on
business development until African legislatures have had the time to deliberate and set precedent on the
new legal environment.

CHALLENGES TO OVERCOME - FOSTERING LOCAL TALENT AND CONSUMER MARKETS
Besides the completion of infrastructure projects, African governments will also need to invest in education
and skills development. Currently the lack of sufficient quality education outcomes in even comparatively
developed economies, like Egypt, Kenya, Morocco and South Africa, means that a constrictive glass
ceiling has been placed on the amount of skilled technicians, legal and management professionals,
and ICT specialists that can staff local economies. This, coupled with a lack of easy access to finance
and markets which are often already crowded with cheaper goods and services of foreign origin,
pose significant obstacles to be overcome if local RVGs are to achieve their growth potential. Without
conscientious policymaking from local governments to eliminate these obstacles growth might become
quite exclusive, limited to larger corporates instead of small- to medium-enterprises which the agreement
seeks to assist the most.
Bearing everything in mind the AfCFTA has served to plot a roadmap for the removal of Africa's biggest
barriers to inclusive growth and will play an indispensable part in the continent's efforts to advance regional
economies up the global value chain. Caution should be applied as some of the opportunities presented by
the agreement will take time to fully mature, especially those in Africa’s LDCs where significant operational
risks still apply. However, the continent's proven ability to deliver a steadfast growth trajectory despite all its
present challenges point to a future where the AfCFTA assists Africa in securing a seat amongst the world's
developed markets.

Darajani open market, Tanzania. With the AfCFTA in place small-scale traders will have the opportunity to gradually
consolidate their market share with others and provide room for economies of scale and scope. This will open opportunities to
market products and good to other countries across Africa in building comparative advantage on key produce.
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