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Abstract:

This study examined the potential effects of the AfCFTA Tariff Reduction
Protocol on intra-African merchandise trade using a gravity model-based analysis, in
which an attempt was made to determine the effects of trade creation and trade
diversion in the AfCFTA.

Considering that tariff liberalization such as the AfCFTA is a necessary, but not
sufficient condition to realize the benefits of trade liberalization, the positive outcome
of trade indicators is important to show whether the conditions necessary for the success
of the AfCFTA are met. In addition, indicators are also useful in inferring the effects of
'trade creation’ and 'trade diversion'. Overall, the trade indicators in this study indicate
the limited potential for benefits to be expected from the proposed African Continental
Free Trade Area. This is because African countries are not "natural trading partners”. It
also shows that the proposed African Continental Free Trade Area is likely to have trade
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diversion effects, particularly in the trade of manufactured goods. The African trade
pattern shows that almost all countries import manufactured goods and export primary
goods.

The gravity model approach, using 1993-2019 data and REC dummy variables,
indicates that the AfCFTA tends to create trade as well as to limited trade diversion.
Gravity model analysis found a positive effect of net trade creation of the proposed
African Continental Free Trade Area. Looking at the results of the continent-wide
gravity model, the average net trade creation effect is to increase intra-African trade by
about 42.6 percent. Given the average intra-African trade (exports) in the years 2017-
2019 which amounted to $75.9 billion annually, this means an increase in this trade of
about $31 billion. This continent-wide impact could also amount to a maximum of
$42.6 billion.

The same problem was studied using the result of the gravity model of import
price elasticity, which gave a much lower result than the analysis based on RECs. Using
the continental gravity model, the import price elasticity is found to be -2.167. Thus, if
the proposed AfCFTA completely eliminates the average tariff imposed by Africans on
imports from today's African partner countries of about 8.7%, it would increase the
average annual intra-African exports (trade) of $72.66 billion noted above. In US
dollars: $13.7 billion (or 18.85%).

Despite this positive result, it must be pointed out that in both the RECs and the import
price elasticity analysis above, it is assumed that African exporting countries have very
flexible and globally competitive export supply to meet the increasing demand of sister
African countries after implementation The proposed African Continental Free Trade
Area. This is an optimistic assumption given the export binding supply problems and
the relative competitive position of potential export suppliers on the continents.
Although the recent continent-wide studies on the impact of the AfCFTA reviewed in
this study appear to have inconsistent results when using the percentage growth rate
and absolute value-based numbers that they infer about the impact of the AfCFTA.
The analysis differs based on the RECs which gave us at least an increase of US$31
billion. Despite this, the analysis used in the study based on the price of imports, which
projected an increase of about 13.7 billion US dollars (18.85%) in intra-African exports.

In short, the study concluded that the proposed African Continental Free Trade
Area would have a positive impact in terms of promoting intra-African trade. Given the
unrealistic assumptions underlying all these findings about the existence of an infinitely
flexible and globally competitive export supply on the continent, the result should be
taken with caution.
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