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Abstract

The African Continental Free Trade Area (AfCFTA) agreement will create the largest single market
in the worldd encompassing 55 nations, 1.3 billion people and an economic area with a GDP valued
at $3.4 trillion. This paper quantifies the letegm economi@and distributional implications of the
AfCFTA using a global computable general equilibrium model (CGE) and a microsimulation
framework. The analysis goes beyond previous studies that have largely focused on tariff and
nontariff barriers in goods by includng the effects ofervices and tradicilitation measures, as

well as distributional impacts on poverty, employment, and wages of female and male workers.
Simulation results suggest that the agreement could doubleregitmal trade, increase real
income in AfCFTA countries by 7 and lift 30 million people in the continent from extreme poverty.

In addition, the agreement would increase employment opportunities and wages for unskilled
workers and help to close the wage gap between men and women. Wdgjlgregate, distributional
outcomes improve, some countries can experience a worsening of the wage gap faced by unskilled,
female and young workers indicating the importance of complementary policy reforms.

1 We are grateful to Caroline Freund, Antonio Nuciftmahelpful suggestions ardiscussions. The findings,

interpretations, and conclusions expressed in this paper are entirely those of the authors. They do not necessarily represer
the views of the International Bank for Reconstruction and Development/World Bank and its affilggadations, or

those of the Executive Directors of the World Bank or the governments they represent.



1. INTRODUCTION

On March 21, 2018, at the 10th Extraordinary Summit of the African Union, almost all countries on the
African continent signed the African Continental Freelrade Area Agreement(AfCFTA) creating the
largest free trade area in the world connecting 55countries and 1.3 billion peopleThe combined GDP
of AfCFTA economies is valued at $3.4 trillion. The agreement officially entered into force
on May 30, 2019 after ratification of the agreemént22 countries (see Figure 1 below)fCFTA aims at
addressing the lorgtanding economic fragmentation of Africa. Existing traderiersremain high across the
continent. While statutory tariffsavebeen reduced Figure 1: A‘CFTAmember countries, by status of ratification
below 5 percent for roughly half of the countries,
they remain high for sensitive d¢ers. There are
many othemarriersthat are restricting continental
economic integratiah non tariff barriers in
servicesand other sectorsweak and fragmented conevese
rules to promote investment andcompetition, B
inadequate institutions such as customs
managemerto facilitatetrade.

African countries account for less than 3 percent _
of world trade andGDP, but 16.7 percenbf
population(Figure 2). Povertyreductionremainsa —_— , i i~
critical priority. Thesignatory countries trade little ® Signed e
with each othe¥ less tlan 8 percent of their Yy
export; are Q|recte_d to othprospectlvemgmber Source: AUt horsé estimates.
countries. Thishards low evencomparedointra- | note: As of October 29, 2019. The map was constructed
regional trade in Africa, which is around 11 available layersin Tableau® version 10.5. As a result, the map g
percent, suggesting that there are importanes not represent the official position of the World Bank o
constraints to the growth of regional trade. Th&oard of Directors. This visualization was generated exaisior
poverty headcount ratios are high AfCFTA drafting this report.
countries, averagingR.2percentrangingfrom Madagascawith 77.8percenof thepopulationliving below the
poverty line ($1.90 a day) to Algeria and Mauritius, witheEcent

This study assesses the potential economic implications ACFTA, quantifying the impacts using a
computable general equilibrium model (CGE) calibrated to the most recent database producelly the
Global Trade Analysis Project(GTAP). TheGTAPdatabase is supplementadadditional data that quantifies
some of the other aforementionledrriersto trade, that, if part of the integratipackage, could support the
elimination of tariffs in boosting trade integration and accelerating grawtitate, macroeconomic studies on
the economic i mplicat i onhavenwainly fdclised oo tardf and nemriffibarriers | i n
(NTBs) in goods. Our study extends the analysi®t@rNTBs in services and other sectors and trade facilitation
measures. Most importantlye extend the analysis to investigate the implication®\f&fFTA for poverty,
income distribution, impas on unskilled workers, youth, awdmen.

We designed the forwardlooking scenarios by employing the global dynamic CGE model and the global
microsimulation framework Global Income Distribution Dynamics (GIDD). This approach allows for the
analysis of glbal development and structural transformation, incorporating the complex interactions of
productivity differences at the country, sector, or factor level; shifts in demand as income rises; demographic
and skill dynamics in factor markets; and changes mmpavative advantage and trade flows from globalization
or trade liberalization. The analysis on distributional outcomes of AfCFTA required i) building a new dataset
on employment and wages of female and male workers at the indessttyacross AfCFTA mendos; ii)
building a gender sensitive CGE model; and iii) updating several household surveys to be used in the
microsimulations (see Annex G: Data preparation on disaggregated labor volumes and wages).

2 These statistics do nobverinformal or smalscale cross border trade flows, whiwvebeen estimated to providtecometo 43%of
African population(Afrika; andAjumbo 2012) supporpovertyreductionandimprovefood security.



While there are several sukregional
integration agreements in Africa that aim  in Figure 2: Trade,GDPand Population in the African Continent
part at achieving the same set of goals, the 2Sashareof global total (percent)
impact of AfCFTA is likely to stem fromtwo
main features. First, in the policy areas that are '™ 16,7%
already covered by sub regional agreements|, '*

AfCFTA will provide a nondiscriminatory | '

reduction in tariffs and a common regulatofy
framework, thereby reducing fragmentation of the
continental market.  Second, subregional -

12%

10%

agreement# Africa tendto berelatively shallow % . 29%
coveringfew of the nontariff measures that affect -

trade integrationAfCFTA could make substantia] o« — -
progress in ensuring NTBs are more conducive to Aiiican Continent
continental trade integratio8pecifically,in order WTrade WGDF  MPopulation

to assesgheimplicationsof AfCFTA, theanalysis | Source: World Development Indicators
developsasetof policy scenario$o cover:i) tariff
changedifferentiating between the timeframe of tariff liberalizationeakt developedountriegLDCs)and
nonLDCs;ii) reductionof NTBsin goodsandservicesiii) improvementsn tradefacilitation.

The study presents background information on the contédC8TA and the data usddr thequantification
exerciselt thenpresentshekeyfindingsof themacroeconomic simulations and the analysis of the distributional
impacts of theagreement.

2. THE CONTENT OF AFCFTA ANDAFRICAN-SUB REGIONAL TRADE AGREEMENTS
At its launch, the Framework Agreement establishing the African Continental Fredrade Area (AfCFTA)
was signedby 44 countries at a Summit of the African Union(AU) held in Kigali, Rwanda, on March
21st, 2018AfCFTA was proposed in2012 and hopeswere that an agreementvould be reachedin 2017.
The first phasecomprisechegotiationof threeProtocoldor: (i) Tradein Goods} (i) Tradein Services, and(iii)
Rules and Procedures for Settlement of Disputes.

The Agreement requires members to progressivelyemove tariffs on at least 97 percent of tariff
lines that account for 90 percent ofntra -African imports. ® Averagetariffs are 6.1 percentput with a high
variationacrosscountriesand sectorsintra- African tradeis highly concentratedyith 1 percentof tariff lines
accountingfor 74 percentof imports in the averageAfrican country. Thus,someof the most onerousand
protectionist tariffsnaybemaintainedevenf countriediberalizemosttariff lines. Traden selecsensitive sectors
isexpectedo beliberalizedoveralongermeriod andothergoodsarelikely toremain excluded froriberalization?

3 African UnionAssemblyDecisionAssembly/AU/Dec394(XVIIl) aspartof theAction PlanonBoostinglntra- Africa Tradein Africa

(BIAT).

4 The overarching aims of tregreement with respect to goods are: i) Progressive elimination of tariffs; ii) Progressive elimination of
nontariff barriers; iii) Enhancing the efficiency of customs, trade facilitation, and transit; iv) Cooperation on Technieed Balirade

(TBT) and Sanitary and Phytosanitary (SPS) measuwjeBevelopment and promotion of regional and continental value chains; vi)
Socioeconomic development, diversification and industrialization across Africa

> The overarching aims of the agreement with resgesetvices are: i) Enhance competitiveness of senigéaromote sustainable
development; iii) Foster investment; iv) Accelerate efforts on industrial develofmpeamote the development of regional value chains;

v) Progressively liberalizeade irservices

8 A speciatiispensatiofor 7LDCshasalsobeertabledprovidingfor areducedevelof ambitionontariff liberalization. DjiboutiEthiopia,
MadagascaMalawi, SudanZambiaandZimbabwewill beexpectedo meeta reducedevel of ambitionof 85 percenof tariffs atentry

into forceof AfCFTA, with a 15-yearperiodto reach90 percent.

"Af CFTA could use the lessons from the most recent World Bank
(2018)finds that trade within CEMAC remains limited despite a significant regional integration effort.



The AfCFTA annex on rules oforigin is yet to be finalized. Rules oforigin describe théransformatiora
productmustundergdn theregion suchastheshareof valueaddedto enjoypreferentiamarketaccess. Thegre
usedo prevengoodsrom non-membeicountries entering through a leariff country and being transshipped
duty free to another membeountry.Rules oforigin that are too restrictive can negate the preferential market
access intenddualy the free trade agreement gardventglobal supply chains from functioning. Soéthiica and
Nigeriaexpressedoncernghattoo lenientor mismanagedulesof origin will provokeaflood of extraregional
productscomingin with low levelsof valueaddition.

Services negotiations began in June 2018, and countribave identified five priority sectors, namely
financial services, transport, telecom/IT, professional servicesand tourism. The benefits of services
liberalizationextendfar beyondtheservice sectors themselves; they affect all other economic activities that use
services as inputs. A secoplthseof negotiationsvill focusoninvestmentcompetitionandintellectualproperty
rights, with a potential of deepeniddCFTA. Research finds that deep trade agreements tradstforeign
investmentandparticipationinto globalvaluechaingdMattoo,Mulabdic,and Ruta 2017; Mulabdic, Osnago, and
Ruta 2017; Laget et al. 2018)et,these areas alsivolve complexnegotiations.

An important questionis how AfCFTA will complement existing African sub- regional preferential trade
agreementgPTAs). This studyprovidesananalysiof theconteniof AfCFTA basednthelegaltextof theagreement
andcomparest with the policy areascoveredin existingAfrican PTAs® The analysisindicatesthat AfCFTA could
promoteregionaleconomidntegrationin Africa in two waysFirst,in the policy areaghatarealreadycoveredoy sub
regionalPTAs AfCFTA will offeracommorregulatonframework, therebseducingnarketfragmentation creatduly
differentsetf rules Second, Africasubregionatradeagreementendto beshallow AfCFTA will be anopportunity
to regulatepolicy areasmportantfor economidntegrationthat areoftenregulatedn tradeagreementbuthavesofar
notbeencoveredn mostAfrican PTAs.

For this study, wefocus on the following African subregional PTAs,which are in force andhavebeen
notified to the World Trade Organization (WTO) as of September 2019The Common Market for East and
South Africa (COMESA); the East Africd@@ommunity (EAC); the Economic CommunitWwgéstAfrican States
(ECOWAS);the South African Development Community (SADC); the South African Customs Union (SACU);
WestAfrican Economic and Monetary UniofWAEMU); and the Economic and Moneta@ommunityof
CentralAfrica (CEMAC).° The detailedreferencego the legal text of theagreementsre inAnnexA: Deep
commitmentsn African RECsi legal texts.

Understanding the detailed content of trade agreementseyondtariffs is essential to appreciate their
potential effects. Modernday PTAs are not just more common instrumenfstrade policy liberalization,
countriegarticipatingn PTAshavedeepenednd expanded their scofd@.heaveragd’TAin the 1950sovered
eight policy areas. In recent yedhe numberwentupto 17. i D e ¢rggéagreementsnatterfor economic
developmentThe rules embedded in these agreements contribute to detdromreconomies function and,
hence,grow. For example, trade and investment regimes determine the extent of economic integration,
competition rules affect economedficiency,intellectual propgy rights protections matter foannovation.

8 The analysis of the sutegionalPTAsdraws on th&Vorld Bank database on the content of trade agreements (Hof®smagoand
Ruta2017)whichis basednthereviewof policy areasoveredn theP T Arsafnlegal instrumendr foundingtreaty. Theanalysisof
AfCFTA isbasednthetextof theagreemensignedn March2018 establishing the continental free tradea.

9 Not included in this studgtrefour Regional Economi€ommunitie{RECs) thatre recognizely A[CFTA Agreemenbut arenot trade
agreements thaavebeen notified to th&V/TO: The ArabMaghrebUnion (UMA); the Communityof SahelSaharan States (CESIAD);
the EconomicdCommunityof Central AfricanState ECCAS); and théntergovernmentaluthority on Developmen{IGAD). SACU,
WAEMU, andCEMAC arenotacknowledgedsRECsn AfCFTA AgreementArt.1(t)) butfall within theambitof Article 19(2)of AfCFTA
Treaty.

10 preferentiatradeagreementhavealwaysbeena featureof theworld tradingsystembuttheirprominencéias changed in recent years.
The number oPTAshas increased from 50 in the early 1990s to roughly 300 in 2019. All Ww&i@bers are currently party of one,
and often severaPTAs.



The inclusion of new policy areas irPTAsis not random. As shown in Mattoo, Mulabdic, and Ruta (2017),
trade agreements covering few policy areas generally focusaditionaltradepolicy areassuchastariff
liberalizationorcustoms. Agreementdth broadercoverageend to include tradeslated regulatory issues, such
as technicabarriersto trade, osubsidiesFinally,agreementsvith largenumbersof provisionsofteninclude
policy areas tharenotdirectlyrelatedotrade suchaslabor environmentandmigrationissues:! In this analysis
of the content oAfCFTA and the African subegionalPTAs,we focus on the 20 policgreasmostcommonly
includedin tradeagreementi forceandnotifiedto theWTO.

Table 1: Overview of policy areascovered in sub-regional African PTAscompared to AfCFTA
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x x 4
v L L4
x ' '
v v v
x ' L'
x x X
x x 4
x x v
x v x
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Note: Explanation: 1 = policy area covered; O=policy area not covered

TRIPS = TradeRelatedAspectsof Intellectual PropertyRights;STE = StateTrading Enterprises;TBT=
Technical Barriers to Trade; GATS = GeneralAgreementon Trade in Services;SPS = Sanitary and
PhytosanitaryvleasurestPR = Intellectual Property Rights;TRIMSTFradeRelated Investmemeasures

Source:Based on (Hofmann, Osnago, and Ruta 2017).

There aretwo policy areas thathavenot (except for a few occasionspeen covered in the African

sub-regional PTAs, but are included in AfCFTA. One

is intellectual property rights, which is only

coveredn one sukregional AfricanPTA.X?Moreover,while none of the subegional AfricanPTAscoversthe
area of statérading emerprises (STEAfCFTA includes this policyarea.

11 A study of EU and US trade agreements identifies a total of 52 potential policycaveasdn PTAs(Horn, Mavroidis, and Sapir

2010).
ZEAC



Finally,while AfCFTA is deepethanany of the existingsubregionalPTAs,there aressome policyareaghatare
includedin individual subregionalPTAsbut not in AfCFTA. Exampleof theseareasrestateaid (i.e.subsidies}?
environmentalaws* labormarketregulationg®and publicprocurement®The lack of inclusionof thesepolicy
areasn AfCFTA doesnotpreventcountriego aimfor commorregulationsatalaterstageanddoesnotaffectthe
commitments takehy countries in the context of the sudgional PTAs.

An important issue is how inconsistencies or conflict betweenlifferent jurisdictions, sub-regional or
regional will be addressedAs a general comment,Art. 19AICFTA Treatyrefersofi ¢ o ndndincoasistency
with RegionaAgr ee ment s 0. Ar tthatluSlgssbtherwiseprovadddACETA prevailsin caseof
inconsistencies\tt he same ti me, Art . 19 (e&lso fr erfeegriso ntaol tihnet ecgars
established IMfCFTA,such as for example in fAregi onadngements n o mi
andcustomu n i olmtle@tter situationandasageneratule,States Partiemaintainsuchhigherlevelsamong
themselvedt remaingo beseerhowthiswill beimplemented irpractice.

3. LITERATURE REVIEW
Our results are broadlyin line with the existing literature on the quantitative impacts of AfCFTA. All

studies conductesb farhavefocusedon theevaluatiorof implications oftariff andNTM reductioraswell astrade
facilitationmeasuresnAfrican welfare. Thestudiesarereviewedn AnnexG.TheTablel belowsummarizethekey
findingsof CGEandstructural tradenodelsn termsof economigrowthandtradeimplicationsof AFICFTA. Despite
thefact thatall previousCGE studiesapply comparativestaticsimulationsandarebasednolderdata set$GTAP
versior9 orearlier)andoftenmore aggressivieade liberalizatioscenariogfull tariff liberalizationfull elimination
of NTBs),our resultsarebroadlyaligned Consistentlythe biggest gainareexpectedrom the reductionof NTBs
and trade facilitation with significanincreasesn intra-African trade between50-132 percentand GDP gains
betweerl-4 percent.

BEAC, COMESA, SADC, CEMAC
14 EAC, COMESA,ECOWAS,CEMAC
15EAC, COMESA

6EAC



Table 2: Summary of key findings from the literature

Scenarios GDP Intra Total Total
African Exports Imports
Trade
Removal of tariffs on intra-AfCFTA trade
African Economic Removal of 0.10% 14.60%
Outlook 2019 all tariffs on intra- (US$ 2.8b) (US$10.1b) |'.US$5 8b) {US:IEE 8b)
AfCFTA trade
Deepening ional Femoval of al
Integration in Africa tariffs on intra-AfCFTA 0.20% 52.30% 4.00%
(Meve and Karingi, 2012)  trade by 2017 + CET
The Continental Free Removal of all tariffs
Trade Area - A GTAP on intra-AfCFTA trade 0.70% 4.30% 3.11%
assessment (Jensen and
Sandrey, 2015)
ACFTA: Challenges Femoval of all tariffs
and Opportunities on intra-AfCFTA trade 0.97% 32.80% 2.50% 1.80%
(Saygili, et al., 2017)
The African Continental Remaoval of all 0.037% -
Free Trade Agreement: import tariffs 0.053%*
Welfare Gains Estimates *EV
from a General
Equilibrium Model (2019)
The African Continental Graduoal removal of 0.13% 21.76% 1.78% 2.31%
Free Trade Area: Economic  97% of tariffs on (US$12b) (US$131b) (US$35h) (USH41b)

and Distributional Effects intra-AfCFTA trade

Removal of tariffs and NTBs on intra-AfCFTA trade

African Economic Removal of all tariffs 1.25% 107.20% 44.30% 33.80%

Outlook 2019 on intra-AfCFTA trade (US$37b) (US$74.3b) (USH107.2b)(US$214. 1b)
Removal of NTBs

The Continental Free Femoval of all tariffs 1.60% 7.26% 6.28%

Trade Area - A GTAP on intra-AfCFTA trade

assessment (Jensen and 50% reduction in NTBs

Sandrey, 2015)

The African Continental Remaoval of all tariffs 7.60% -

Free Trade Agreement: and 35% NTB reduction 1.89% - 8.40%

Welfare Gains Estimates 2.11%*

from a General Equilibrium *EV

Model (2019)

The African Continental Gradual removal of 97%
Free Trade Area: Economic  of tariffs on intra-AfCFTA 2.24% 51.85% 18.84% 19.58%
and Distributional Effects trade

Removal of tariffs and NTBs on intra-AfCFTA trade, implementation of TFA

African Economic Removal of all tariffs on
Outlook 2019 intra-AfCFTA trade 3.50% 132.70% 51.10% 46.20%
Removal of NTBs (US$100b) (US$92b) (USH295.6b)(US$292.8)
Implementation of
the
The African Gradual removal of 97%
Continental Free of tariffs on intra-AfCFTA 4.20% 92.07% 28.64% 40.61%
Trade Area: Economic trade 50% reduction (US$413b) (UIS$556) (USHS60b) (USHT14b)
and Distributional Effects lti- bﬂ"[‘Bs Implementation
of the TEA

SourceA u t hestimatés



4. DATA AND METHODOLOGY

Data

The core data is sourced fromthe GTAP database (Aguiaret al. 2019).It providesa snapshobf theglobal
economyin 20145 includingdomestianterindustryflows andbilateral tradeflows. The full databaseéhas 141
regions,of which 121 are individualcountries, and5 sectorsForthe purpose®f this studythe 141regionsare
aggregatethto 37 regionsincluding all 32regionsn Africa thatarepartof thedatabas&f which24 areindividual
countriesviththeremainingcountriesaggregateahto five regionalcomponent§ he65 sectorareaggregated into
21. TheGTAPdatais basedn official tradeflows,butthe magnitudeof smaltscalecrossbordertradeis estimated
to besubstantiain Africa (Box 1) leadingto underestimationf the actual tradéows.

The core data is supplemented with additionalinformation. G T A Rdriff ratesare replacewvith the most
recentestimatesasmeasuredby theWorld Bank.In addition the studyincorporate®stimate®f NTBs. The NTBs
for goodsare sourced froriVorld B a n MV6rld IntegratedTradeSolution (WTIS) databasand documentedn
Keeet al.(2009). Thesareaggregatetbthemo d edgidnakndsectoraggregationisingtradeweightsEstimates
for the missingcountries/regionaregivenby the simpleaveragef the availableestimates. Th&ITBs for services
aresourcedrom JafariandTarr (2015).Theseareprovidedfor 11 serviceghatare mappedo anaggregatiorof
GTAPservices.Thestreesource®f dataareincorporatednto the2014referencerearusingaprocedurghataims
to preserveasmuchaspossiblegheoriginal structureof theaggregate@ TAP database.

Global dynamic computable general equilibrium model

The quantitative estimatesof the impacts of AICFTA rely on the Envisage computablegeneral equilibrium
model. It is arecursivadynamic model, calibrated theGTAP databasand has beeattheWorld Bank foranumber
of studies’.Thebaselinepr reference simulatiomynsfrom 2014through2035. Thesimulationis calibratedo theUN
populationprojection (2015 Revision), combinedith a long-term sociceconomicscenariodevelopedby the
Integrated Assessmavibdeling(IAM) communityd theso-calledsociceconomiguathwaygSSPs).There are five
suchpathwayslescribingdifferent possiblatorylinesof theevolutionof globalGDP.SSP2vasselectedor thisstudy,
thesocalledd Mi cidHeRoadScenar i 06 .

Distributional impacts of AfCFTA

The poverty and distributional impacts of AfCFTA dependon the changesin relative prices acrossand

within countries. Tocapturehefulld betweerandwithin countngd distributionalchangepneneedsaframework
thatcapturedotheffectsatthemacrolevel (countryaveragesandthe evolutionof factormarketsatthemicrolevel

(dispersion)Toaccounfor botheffectsthis paperuseshe GIDD microsimulatiorframeworkin combination with
the Envisageglobal CGE model*®Both toolshavebeendevelopedit theWorld Bankandaredescribedn detailby

Bourguignon,Bussolo,and Pereirada Silva (2008); Bussolo,De Hoyos,and Medvedev(2010);and van der
Mensbruggh€2013).Thenextsubsectiondriefly describe th&IDD features.

17 In thecontextof BeltandRoadlnitiative (MaliszewskandvanderMensbrugge2019)or Comprehensivand Progressiverans
PacificPartnershigMaliszewskaQlekseyukandOsorioc Rodarte2018)andothers.

18 Theorigin of dynamicmicrosimulationcanbetracedbackto the 1950sseminaiwork of Orcutt(1957) whose contributions aimed at
overcoming the limitations of models available at that time. Orcutt observed that those earlier models could be usetttee predi
aggregat impact but could not describe the distributional impact of policy reforms nor the effects on inequalitytefrfotrgnds, such

as demographic change. Dateilability andnodelinghavesignificantlyadvancedgincethenyetdynamicmicrosimulationsemainthe
maintoolto study distributionathangeandto providetheuniqueperspectivef projectingsample®of populationforwardin time.



Box 1: The Importance of Small-Scale CrossBorder'®

While deeper regional integrati@oneof thekeytradepolicy objectivedor countriesn Africa, alargepartof intra-
African tradecurrentlygoesunrecorded. Thiis becauserossbordertransactionsftentakeplaceatasmallscaleand
suchconsignmentarenotcapturedby standardtatisticatecordingof tradethroughcustoms declarations. Becatise
numberof small shipmentscanbe very large,the totalunrecorded volumandvalueof trade carbe substantial.
Hence,official trade statistics are incompletnd possibly misleadingndeed the poor quality of official trade
statisticsis seenasone reasowhy recordedegionaltradein Africa remainssurprisinglylow (Golub,2015)As one
examplethePetiteBarriere bordecrossing between Rwandad theDemocratic Republiof Congo(DRC)in Goma
isoneofthebusiesbordersn Africa with morethan40,0006smaltscaleradersrossingonanormaldayln turn,policy
makerdackaholisticandcompleteunderstandingf themagnitudef,and impediment®,intra-regionalradethatis
requiredo desigreffectivetradeandinvestmenpolicies.

Theseunrecorded crodsordertransactiongresometimes casually referremlasii i n f o r noarl #tt rf ahddg
Howeverwhile manysmaltscaletraderanaynotberegisteredsformal businesswners thisinformal statusioesnot
imply thattheyareintentionallytrying to circumvenexistinglaws applicable taxegr relevant proceduréBrentonand
Soprano2018).Moreoversomeindividualsmightconductbothformal andinformal activities theymight payonetax
andnotanotheror completeoneformality and notanothe(WCO,2015).Previous researd¢tasshownthatsmaltscale
tradersand thegproduceraindconsumertheyconnectall into thebottomthird of thepopulatiorby householdhcome.
Thus,smallscalecrossbordettrade(SSCBT)js directlyrelevanfor povertyreduction(Brentoretal.,2013).In addition,
SSCBTalsomakesnotablecontributionto regionafoodsecurityby linking marketsicros$orders. Aargeproportion
of smallscaleoperatorat bordercrossingsendto befemale. Womeiassumea varietyof rolesin smallscaletradeas
bordertraderstransportergrocessorsr vendorsin manycasestheyfacemoreseverempedimentdo tradethantheir
malecolleagues theform of highertradecostsandmorepervasivecorruptionmorelimited acces$o priceandmarket
informationandmorefrequentarassmergndabusgBrentonetal.,2013;Aboudowetal.,2017).

A rangeof studiedasewn surveyatbordersattesto theimportancef smaltsaletradeacrosarangeof countriesn
Africa. ForexampleBensassttal.,(2018)analyzedatafrom interviewswith 8,883tradersat bordercrossingpointsof
Beninwith TogoandNigeria. Theyfind thatunrecordedmportsinto Beninareasimportantasrecordedmportswhile
for exportsthevalueof unrecordetransactionaremorethanfive timeshigherthanofficial exportseportedn customs
statisticsln addition,the statisticaloffices of UgandaandRwandahavebeenmonitoringquantitativeandqualitative
aspectef SSCBTsince2005and2010respectively. Thesefortsprovideforthemostigorousandreliableassessmert$
theimportancef SSCBTU g a n apprd@agihasheerto sencenumeratort targetedorderdor twoweekgpermonth
to capturé&sSCBTiradeflows throughobservatiomndthento extrapolatehedatafor full-monthcoverageRwandauses
enumeratorgecruitedn theborderareasvho work with electronictabletsandadministerasurveythroughoutheyear.
In bothcountriestheobserve & SCBThasbeersubstantialn 2017 almost16 percen{$550million) of U g a n wtal 6
exportsweredueto smallscaletradebutattheregionalevel almost30 percenbf U g a n expoéiso neighborsvere
SSCBT.Abou60percenbtfU g a n ekofis® the DRC consistof SSCBT Similarly,for Rwandaaroundl 1 percent
of total exportds smallscalewith thisrisingto 45 percenfor exportdo neighbordVlorethanhalfof R w a n oinpoétss
from Burundianda quarterof importsfrom theDRC aredueto smaltscaletrade.

Themagnitudeand importancef smaltscaletradein Africa suggesthatpolicy reforms suclasAfCFTA should

addresgheextensivédarriergo suchtradelf thisoccurgheincreasén regionatradewill besubstantiallyhigherthanis
predictedby usingofficially recordedradedata

Employment volume and remunerations, gender and skill

Detailed labor statisticsby genderand skill are neededto assesshe economicimpact of AfCFTA beyond
its macroeconomicaggregates, deepeninghe CGE model capacitiedo accountfor and draw conclusions
about employmentand its remunerationsfor specific segmentsf the population (e.g., womeror the youth).
Additionallabormarkeinformationwasincorporatedor eaclcountryandactivityintheGTAP version10 database.
Theinitial levelsof employments 0f2014 withaveragegemuneration§in US$)for four differenttypesof workers
thatweredifferentiatecbasecbn their gender (malendfemale)andeducationahttainmengskill andunskilled)(see

19 Thisboxis basednWalkenhorst? (2019) D aCbliectiononSmallScaleCrossBorderTrade:AnOv er vi ewd, f or t hc o mi
note, WorldBank.



Table3). Thesestatisticsvereconstructed usingarmonizechationallyrepresentativeouseholdsurveysavailable
in theWorld Bankandthe LuxembourgncomeStudy Dueto the naturalinconsistencyetweemmacre andmicro-
basedstatisticsadjustmentsvereperformedsothattotal volumesandwagesaddedup to national accounts. This
proceduras explainedin detailedin Annex G. Figure3 belowsummarizes, in &ox andwhiskerplot, the initial
distributionof femaleemployment byeconomicactivity for AfFCFTA countries. On the horizontakis,a valuein
female labor intensity greater thanndicates thatn economicactivity employsa greater proportion ofvomen
thanthe restof the economy?°’AcrossAfrica, theeconomicactivitiesthat tend teemploymorewomenarethosen
serviceqrecreationabndotherservicesinsuranceseal estate, tradeynd financial) and the textiles and wearing
apparekectorin contrastywomentendto beemployedheleastin construction, miningandroadandrail transport
servicesWhile this istruein generaltheboxandwhiskerplot showalsothatthereis significantvariationof female
labor intensityacrosghe Africancontinent.

Figure 3: Femaleemployment intensity in the disaggregated labor database for AfCFTAcountries
Female Employment Intensity
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'Efotall Femal(e
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The secondsetof data that complement the CGE model relate to the expectedformation of skills

in eachcountry. Projectionsfor the workingagepopulationby gender 5-yearagegroups,andeducational
attainmentwereincorporatednto the CGEmodel. Theseseriesare inline with the initial labor volumes,
with population totalgrom the UN World Population Prospects (UNESA 2019),

20 Femaldaborintensityfor eachcountryis measureésthesharenf femaleemploymentn aneconomiactivity dividedby theshareof
femaleemploymentin the country.Thisis definedin theformulabelowfor femalelaborintensity(FLIa) wherefa andmaarethefemale
andmalelaborvolumesin activity a,respectively:

i, = “\J ‘[.I.‘I\'j". : Wy = lactivities|




assuming constantenrollment ratios for educational
progress. The demographic and skill formation
implicationsfor AfCFTA countriesaresummarizedn A —
Figure 4 below, which showsthe formationof skills in T SuBLSahATR AffiEa
North Africa comparedo Sub-Saharamfrica from the

startof theimplementatiorof AfCFTA in 2020 untilthe
simulation targeyear by2035.By 2035, employment 500
in North Africa is expectedo grow from64.2to 75.9
million, anannual ratef increaseof 1.12%, very close

Figure 4: Projected employment, more than 80 by
gender and skill in AfCFTA region
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400

to theaverageof thenonAfCFTA countries(notshown % ,,,
in thegraph).SubSaharam/Af ri cads emmpl oyment i s,
contrast, expectetb grow from437 million to more 200
than 650 million, at anannualincreaseof 2.7%. In &
absolute terms, the number of educated (skilled) ren— |

employmentwould grow bynearly 92 million, at an

2020 2035 2020 2035
annualrate Of grOWth Of 283 percent Type of Worker M Female, skilled M Male, skilled Female, unskilled Male, unskilled
Table 3 below summarizes, in relative terms, the Source: Aut horso estimates
information on initial employment figures for the four categories of workers (gender and skill)The
information is presented according to the aggregation of activities used in this paper (see Annex D). In 2014, the
baseyear ofthe simulation, agriculture is the largeshployer in Africa by sector with 35,9 percent of total
employmentfollowed by trade and public sector activities. In fawtp out of every three jobs in Africa are in
the group formedby a. agricultureb. wholesale and retail trade, accommodation and food services (trade); and
c. education, health, electricityvater, and publc sector (public services). At the continenkavel, the
manufacturing sector accounts for 12,6 percent of employment, of which, 42 percent ispnofoessing.

The patrticipation of women is 36 percent for all the continent, but services tendémploy a larger
proportion. For instance, women as a percentage of labor in recreat@mwaless 48.8percentin airtransport
is 42.3percentandin publicservicesis 40 percent. Some industries attri@eterwomen, such as construction
(13.8 percent),oadandrail transport service§l2.6 percentlor mineralsnot elsewhere specified (n.e.s) (26.5
percent).Textile and wearing apparel Bbovethe averageat 33.7 percentmaskedby large variations across
countries, as discussabove.

At the continental level, skill employment represents33.8 percent of total employment. Skilled employeesre
definedasindividualswith morethan nineyearsof schoolingin low- andlower-middleincomecountriesandabovel2
yearsof schoolingn uppermiddle- andhigh-incomecountries The moresophisticatedervicesendto employa larger
shareof skilledworkerssuchasotheffinancialserie€65.2percentiirtranspors7.50ercentinsurancandrealstatg56.3
percentyith anequallylargeproportiorof skilledemploymenin publicservice$64.4percent).Agriculturendfossilfuels
employalowerproportionof skilledlaborwith 16.3and24.7percentiespectively.

Observed wage differentiaby gender, namely for females with respect to maleshskill (for skilledwith
respecto unskilled) arereportedn thelasttwo columnsto therightin Table3.Thewagesfor femalesare23.4
percentowerthanmalesparticularlyin thesectors of minerals47.1 percent), air transporéb.9 percent), and
agriculture {38.4 percent)n ourdatabasdemalesarereportedo earncomparativehhigherwagedyweighted
averagdn few industriessuchasinsuranceandreal estateserviceg5.6 percent). Theskill premiaacross the
continenis 105.7percentindis higherfor thecaseof construction(160.7percent)tradeservices (129.8 percent),
and other fossil fuels (9ercent).



Table 3: Employment and Wagesin Africa, initial simulation

Employment (%) Wage Premium (%)

Activity Female Skilled Females Skilled

Agriculture 30,8 16,3 384 40,2
Fossil fuels 33,0 247 -20,6 95,0
Minerals n.e.s. 25,8 29,7 44,1 47,5
Processed foods 32,8 31,3 -40,2 58,7
Wood and paper products 25,7 31,8 -31,7 57.1
Textiles and wearing apparel 33,4 35,6 =271 41,2
Energy intensive manufacturing 27,0 32,0 -42.1 32,5
Petroleum, coal products 26,3 234 -25,3 88,9
Chemical, rubber, plastic products 27.6 32,7 -39.8 38,3
Manufactures, n.e.s. 21,3 39,5 -19,0 30,4
Construction 13,2 393 -37.9 160,7
Trade services 34,2 40,3 -26,7 129.8
Road and rail transport services 12,5 41,2 -2,0 69,9
‘Water transport services 21,6 55,1 -9,2 28,6
Air transport services 42,0 57.5 -45,9 40,5
Communication services 271 50,3 -14,2 73,8
Other financial services 35,2 65,2 -33 44,4
Insurance, real estate services 34,4 56,3 5.6 38,0
Other business services 30,3 46,1 -15,9 75,3
Reecreational services 49,7 31,0 =20,5 42,6
Public services 64,4 -11,0 45,7

Africa - Total 338 -23.4 105,7

Source’A u t hestimatés

Scenario assumptions
AfCFTA scenario relies on three specific instruments:

ATariffs on intracontinental trade are progressively reduced in line with AfCFTA modafitagingin
2020 tariffs on 90 percenbf tariff lineswill beeliminatedover a five-yearperiod (tenyears for the least
developedcountries,or LDCs). Startingin 2025, tariffs on an additional 7 percent tdriff lines will be
eliminated over a five-year period

. . Figure 5: Shareof imports and averagetariffs imposed on AfCFTA
(eight years for LDCs). A maximum of g P 9 P

3 percent otariff linesthat account for ~ § '* |

no more than 10 percent dftra-  § Nig:rigghw;fame’°°'"

African importscan be excluded from £, ® Madagascar

liberalization by the end of 2030 (2033 § - 9 CongoiDR

for LDCS) . g 6% | CEIP o Senegal

ANTBs on both goods and services arez ® Tunisia -

reduced on a mosfavored nation & ** e, 8 Uonce ® BurkinaFeso

(MFN) basis. It is assumed that 50 ¢ = i S . i
percent of the NTBs are actionable 2 ox = Meuriuse @Tanzania o Mozambigue ® zatbia Nomibiag
within the contexbf AfCFTAd with a % 10% 20% Impo:f:omAKFT:oerber(%i:fnm” — == .

capof 50 percentageoints.Theseare
. pl P d %Gp | iff Source: A u t hestimatésradeweightsbasenbenchmarkradeflows
mp emented as ad valorem tari in 2014GTAPdatabase.

equivalentsWe assume that reduction
of NTBs also benefits Africaexporters on nofCFTA markets with an additional reduction of NTBg
20 percent.

AAfCFTA will also be accompanielly measures that facilitate trade, swasimplementatiorof theTrade
FacilitationAgreemen{TFA). The estimate®f the size ofthesetradebarrierscomesfrom a newstudyby
deMelo andSorgho(2019).These are halved, though capped at 10 percepbags.



Tariffs

For most countries, intra-regional imports are relatively small, accountingfor less than 20 percent
of total imports, while for countries with higher share of intra-regional imports, the applied average
tariffs on intra-regional imports are low. Thisis becauseaccordingto statutorytariff ratesmostintra-
regionaltradein thesecountriesis conductedunderzeroor very low preferentialtariffs as part of sub
regionaltrade agreements like SACU aSd\DC.

We simulate tariff reductions following the trade liberalization modalities adoptedunder AfCFTA. Startingin
2020tariffs on 90 percendf tariff lines(nonsensitiveproductswill beeliminatecbverafive-yearperiod(tenyearsor
theleasdevelopedountriesprLDCs).Startingin 2025tariffs onanadditional7 percenbftariff lines(sensitivgproducts)
will beeliminatedbvera five-yearperiod(eightyearsfor LDCs).Threegpercenbf tariff linesthataccountfor nomore
than10 percenbf intra-African importscanbe excludedrom liberalizationby theendof 2030(2033for LDCs).The
tariff reductiongor bothsensitiveandnon-sensitiveproductsareimplementecsequal(linear)cutsovertheirrespective
liberalizationperiods.

The classificationof tariff lines into one of thethree productscategories (nonsensitive, sensitivegxcluded)
was done to minimize tariff revenuelosses.Tariff lines wererankedin descendingrderby tariff revenues
generatedtfomAfricanimports. Thebottom90 percenbf tariff lineswereclassifiedasnonsensitive productshe
next7 percenbof tariff linesassensitiveproductsandthe remainingthreepercentasexcludedproductsHowever,
werevisethelist of excludedgroductgoincludeonlythetariff lineswith thelargestariff revenuesipto acumulative
intra-regionaimportshareof 10percenandre-classifytheremainingariff linesassensitive product&ecauséariff
revenuesre moreconcentrated thamports, this resultsin exclusionlists with fewerthanl percenof tariff lines
for mostcountries.

The lists of excluded products selected according to our methodology belong to a wide selection of
sectors.No sector clearly dominates the sensitive lists in all countries althoagtof the productscomefrom
the manufacturingsector: machinery (10%), auto (10%), apparel (9%), chemicals(8%), and iron and steel
(6%).Agricultural productsi especiallyprepared food and beverages (14%) and fruits and vegetables (9%)
account for abouhquarterof productsn the sensitivdists.It is importantto highlightthatthis breakdowronly
considers the number of tariff lines included in excluded listabuthe share of imports that thegpresent.

As a result of AfCFTA, the largest liberalization is expectedin countries with high initial barriers suchas
Cameroon,Egypt, Ethiopia, Madagascar,and Nigeria (Figures6 and7).Importtariffs donotdeclinecomparedo
therestof theworld. Averagentra-African (tradeweighted}ariffs declinefrom 5.2percento 1.4percentvith thehighest
declinesn manufacturingrom 7 percento 2 percentandagriculturedecliningfrom 5 to 2 percent (Figure 8).



Figure 6 and Figure 7: Tradeweighted tariffs and NTBsimposed on AfCFTAimports,

by country
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Non-tariff measures

The NTB estimatesfor goodsare sourcedfrom WITS based on the methodologydeveloped by Kee,
Nicita, and Olarreaga (2009).The original dataatthe HS6level werefirst aggregatedo the 57-sector
GTAP levelusing tradeveights(see Annexr). At thecontinentalevelthe averagdradeweighttariffs are at
about 5 percentwith the highesttariffs imposedin processedoods,textiles and wearing apparel,and
manufacturingoroducts n.e.s. (Figure 8). TheeragdradeweightedNTBs for goodsandservicesamount
to 30 percent with the highestlevels in manufacturing(37 percent) followed byagriculture(30 percent),
naturalresources (1percentland service$8 percent)(Figure9).Theinitial barriersto tradein servicesare
muchhigher(see Annex), butweareworking with tradeweightedaveragesyhichreducegheirvaluequite
dramatically.Theaggregate numbers again mask ghedierogeneitpf the startingralue ofNTBs by sectors
with somecountries registeringhe NTBs ashigh as104 percenin insuranceandreal estateservicesn the
Democratic Republiof Congoto 2 percentfor the samesectorin Mozambique.

AfCFTA will likely reduce trade costs associated with NTBs, as it creates a common set of rules for
participating countries in areas such as competition, technical barriers to trade, sanitary and
phytosanitary standards, among others (Section 2)To translate reforms in these areas into tems
reductions is a difficult task. For the purpose of this study, it is assumed thaAiGE&A scenario, 50 percent
of theNTBsareactionable withacapof 50 percentage point&This assumption is in line with previous studies
on AfCFTA and on other deep agreements such a3iidwes Pacific Partnership study of Petri and Plummer
(2016) whee only a fraction of NTBs are actuadrriersthat could be actionable (i.e., politically feasible in a
trade agreement), the rest is assumed toelgendthe reach of politically viable trade policies. The NTBs are
implementedasad valoremtariff equivalentsUnderthis assumptiorthereis a sharpdropin NTB advalorem
rates.For intra-African trade,the drop is 11.0 percentageoints on average with declinesof 13.5and 15.5
respectivelyonagricultureandmanufacturinghutarelatively smaller impact on servié®nly 2.0 percentage
points.

21 Future work will carefully assess the contenA6EFTA agreement relative to existisgbregionalAfrican RTAsto quantify the
exact reduction in trade costs associateNTd/s.



The NTB changes are assumed to appyFN, i.e. they apply aswell to imports from non-African
countries? The declines in the NTB rates are substantial compared to the rest of the world, avitraaye
decline of 13 percentage poiaétd 7 inagriculture, 14n manufacturingandarelativelysizeablein services.We
assumehatreductioroftrade costassociatedith NTBsalsobenefitAfricanexporter®nnonAfCFTA markets
through domestimeasureshatreducethe costof compliancewith foreign standardandregulations with an
additional reduction of trade costs associated with NdyBX0 percent.

Figure 8 and Figure 9: Tradeweighted tariffs and NTBsimposed on AfCFTA

imports, by sector
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Trade facilitation

By bringing greater attention and policy oversight to trade within Africa, AfCFTA provides an
opportunity to improve trade facilitation more widely in the continent at borders and alongcorridors
between Africa countries. The TFA provides the frameworknd access to knowledge to guide such
improvementsand AfCTFA provides the political momentum and additional commitment mechanism, to
supportbroad implementation. While icertainaspects such as local transit, AfICFTA commitments could go
beyond TFA comrtments, the TFA could provide stronger mechanisms for implementation of AfCFTA as the
benefits from TFA implementation increag&h neighboringcountriesimplementingthe TFA, aswell and
reducingthe trade costs along all bordefestimate the upper bound of gaing assume that attountries
implement the TFA fully apartof AfCFTA processWeuse the estimates of de Melad Sorgho (2019) that
apply a model that predicts observed time in customs as a function oftoastaralvariablegGDP,Logistics
Performance Index, and Infrastructure Quality Indpabicy variableSWorld Governancéndicators)andthe
tradefacilitation variables captured by the traféeilitation indicator(row L).?3

22 The nature of the NTMs would decide the extent to which they can be changed bilaterally or not. These scenarios takmkhe maxi
position, i.e. the measures amgpacted irrespective of the source of the imports.

23 RowL is a weighted average of the following components: i) information availabilifyyviilvementof the trade community; iii)
advance rulings; iv) appeal procedures; v) fees and charges; vi)if@snavolving documentsji) formalitiesinvolvingautomation;

viii) formalitiesinvolvingproceduresx) internaborderagency cooperation; x) external border agency cooperation; xi) governance and
impartiality.



De Melo and Sorgho (20193how,after controlling for the structural and policy variables, that a higher
trade facilitation indicator score reduces the probability of a longer time in customsThe overall
differences in reductions in costs reflect
disparities intradefacilitation indicator
values and in time in customs for
imports. Themodel provides estimates

Table 4: Trade facilitation implementation and iceberg trade cost

of the reduction of time in customs as ¢ Nigeria 318 10
result of full implementation of thEFA. — 237 10
) X X K ameroon 17.9 10
Thosereductiongn timein customsare Tl 16.7 10
then translated into ad valorem Tanzania 16.6 10
) ) . Zimbabwe 15.3 10
equivalents of barriers using the Ethiopia 111 10
methodology of Hummels and Schaul Kenya 10.9 AL
. Cote d'Ivoire 85 85

(2012), who estimated that one exdey Uganda = 57
in customs is equivalent to a 1.3 percer Burkina Faso 4.5 4.5
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.. anibla ' .
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For simulating the gains from S < <
implementing the TFA, we apply the South Africa 2.6 2.6
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valorem equivalents (AVEs) of time Tunisia 2 2
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In the TFA scenario each African Mozambique 0 0

landlocked country takes the average

valueof thetoptwo landlockectountries  SourceA u t hestimatés

in thedevelopingvorld,andeachAfrican nonlandlocked countryakesthe averagesalueof the nonlandlocked
countriesin the developingworld.

Africanimportersseearoughly7 percentagepoint declinein the iceberg* costof importing with minor
variationsacrosssectors andsourceregions. African exporters seeughlythe samemprovementntheir
icebergcostofexporting  similarlyonanMFNbasis. Theiggest expectedainsrom the implementationof the
TFAareexpectedn countrieslike CameroonEgyptDRCNigeriaandTanzaniavith a declineof trade costof 10
percentagepoints.

5. MACROECONOMIC IMPACTS OF AFCFTA

AfCFTA Dbenefits member countries by lowering costs for consumers and producersreducing
administrative red tape,and lowering compliance costsThereductiorof tariffs leadso lowerprices of imported
goodsfor consumersaswell asfor produceraisingintermediateénputs. Thenontariff barriersrepresenthe cost
of burdensome administrative proceduessl of satisfying various technical requirementsThe sanitaryand
phytosanitarystandarder technicalstandards ar@ placeto protectconsumemvelfareandsafetybutdifferencesn
regulation@ndstandardacrosountriedeadto compliancecostsand sometimeareusedasbarriersto trade. The
deepcommitmentaunderAfCFTA areexpectedo reducehesecostsSimilarto tariffs,the NTB reductiondenefit
consumer®f final (household)and intermediateyoods(firms). Trade cost reductions broughéboutby trade
facilitation measurearecapturedasicebergtradecosts.Withmplementatiorof tradefacilitation reforms, suclas
borderinfrastructureimprovementsand reductionof costof administrativeproceduresthe price of exportsand
importsdeclinesandtransportin@unitof exportsorimportsrequiredess tradendtransportatiorservicesOverall,
with lower trade coststhe price of aunit of importsis lessexpensiveandincreaseshe competitivenessf local

24 The assumption of icebetade costs implies that a fraction of the good is lost in transport due to transport costs as originally
proposed in Paul Samuelson (Samuelson, 1954).



productionusingimported inputsgithersoldonthedomestienarketor exported. Afaresultproductiorshiftsto the
most competitivesectors|eadingto productivity gainsand expansionof trade and fastereconomicgrowth in
ATfCFTA region.The trade costeductionsalso applyto trade withnonAfCFTA countries leadingto somewhat
fastergrowthin trade withnonAfCFTA countriegoo.

Better market access to regional markets allows countries to benefit from faster growth of exports, while
reduction of own barriers coupled with reduction ofbarriers in regional markets leads tdower prices of
imports. The differences in gains acrossuntries are linked to the initidvel of tariffs, NTBs and border
costsandtheir reductions undekfCFTA aswell as to the initialevel of intra-African trade. Theverallwelfare
implicationsarealsolinked to the sectorsof comparativeadvantagef sectors benefitingnderAfCFTA have
higherproductivitythanthosethatwould beexpandingn the baseline scenario, the reallocation of production
leads to faster econonwideproductivity gains and incomgrowth.

The results of this study assume fullimplementation of AfCFTA and should be interpreted with caution.
Partialreformswould leadto smallermacroeconomic effect®nthe other handthe frameworkdoesnot capturethe
dynamicgainsfrom trade. Weavould expectAfCFTA members$o enjoyfasterproductivitygainsby takingadvantagef
theeconomiesf scalan largemarketaswell asattractoreigndirectinvestment. Weomebackto thisissuen SectiorB.

Real income implications

The real income (equivalent variation?®) gainsfrom tariff liberalization alone are small at the continental
levelat 0.22percent. However selectedtountriesincluding NamibiaMorocco,andSenegal, benefit substantially
from improvedmarketaccessn otherAfCFTA marketsand sedheirwelfare increaseverl percentTherelatively
small gains associated tariff liberalizationare explainedby the high non-tariff barriersandtradefacilitation
bottlenecks that constrain trade Africa. Figure10: Equivalentvariation, percentage relative to the baseline for 2035
Removingonly one constraintis @ NECESSArY ey, country 2035 @ relative to the baseline)
but not sufficient conditionfor real income 14
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Under AfCFTA scenarlo’the real Income M Tariffs, NTMsand TF M Tariffs and NTMs Tariffs only
would increase by7 percent by2035 relative  Source: Aut horsé esti mates
to the baseline for the Africa region, a Note:Equivalenvariationistheexpendituréo attainutility in yeartin anygiven

. . . simulationusingbaseyearprices.
sizeable gairt’In monetary termsthe gains dhaseeap

25 Equivalentvariationis theexpenditureo attainutility in yeart in anygivensimulationusingbaseyearprices.

28t should be noted that the TFA simulations do not include specific measures to improve trade facilitation. Some medsaves may
relatively low cost, but others may require investments in software, other logistical support, irtfressteic. These costs could reduce
the net gains from improvements in trade facilitaliodepending in part on the source of financing.

27 Real income is measured by equivalent variation: the expenditure to attain utility in year t in any given sisitajibase year
prices. It is similar in magnitude to real private consumption.



represerdroundJS$44%illion in 2035(at2014pricesandexchangeates). Thougthe continenis byfarthelargest
gaineiin aggregateherestof theworld seegnincreasef US$76 billionby 2035 whichtranslatesnto againof 0.1
percentelativeto thebaselinescenario.

The gains areunevenly distributed acrossthe region (Figure 10). At the very highendare Céted 6 | vamdi r e
Zimbabwewith gainsof 14 percentfollowedby KenyaNamibiaandTanzaniaat abovelOpercent. Athelowerendarea
few countrieclusteredarounda gainof 2 percentncluding Madagascaftyialawi,and MozambiqueT he gainsarevery
closelyrelatedwith theinitial level of tradebarriersaandiradecostscountrieghatarealreadyrelativelyopertendio benefit
lessfrom own liberalizationbut tendto benefitmorefrom improvedmarketaccessn othermarketsCountrieghat are
heavilyprotectednightseealargerreallocatiorof outputacrossectorgluetoincreasedmport competitionbut are also
likely to benefitmore fromlowerimported inpuprices.

Trade implications

Trade growth is very substantial for the continent. The volume of total exports increagggalmost 29
percentby 2035(relativeto the baseline). Intraontinental exports increabg over81 percent, while exports to
nonAfrican countries increads/ 19 perceh Despitehesechangesntra-continentatradewouldremainaround
20 percentof total trade for the continent in 2035.The fastest growth of {AF&EFTA exports t&fCFTA
partners i€xpectedo benefitMorocco Egypt,CamerooniGhanaandTunisiawith exportsdoubling or tripling
with respect to the baseline. The smallest export expansions are expected in Mozd@ehigaeaticRepublic
of CongoandZambia(10-30percent)UnderAfCFTA scenario, manufacturing exports gain the most, 62 percent
overall with intra-African trade increasingy 110 percentand exportsto the rest of the world rising by 46
percent.Therare smallegainsin agriculture49 and10 percentwith respecto intra- andextraAfrican trade,
respectivelyThe gains in services trade are more madestout 4 perceraveralland 14 percentithin Africa.
In monetarytermsjntra-continentatradegrowsfrom US$294billion in 2035in thebaselinescenarido US$532
billion afterimplementatiorof AfFCFTA in 2035.By 2035underAfCFTA, the biggestincreaseof the value of
exportsto theregionalpartners isexpectedo benefit,in orderof value,Egypt,Morocco,SouthAfrica, Nigeria,
Kenya,and Cétel 6 | V(letweed)S$48andUS$11billion). Similarly,tothewelfaregainsthesmallest export
expansions are expected in the economies that are already relatively open such as Madadmstcar,
Mauritius,andRwandawith exportincreasesflessthanUS$1billion.



Table 5: Percentagedeviations from baseline of equivalent variation (EV),exports, and imports

for 2035
Tariffs Tariffs Tariffs, Tariffs Tariffs Tariffs, Tariffs Tariffs Tariffs,
only and NTMs only and NTMs only and NTMs
NTMs and TF NTMs and TE NTMs andTF
Egypt 0.1% 1.8% 6.7% 31% 30.1% 51.5% 3.1% 24.0% 56.2%
Morocco 1.7%  6.0% 8.1% 3.1% 28.0% 32.6% 4.6% 292% 37.0%
Tunisia 0.6% 3.7% 5.9% 1.7% 27.4% 31.1% 2.4% 259% 33.8%
Burkina Faso  0.1%  2.5% 7.5% 1.6% 7.9% 139% 1.7% 10.8% 29.2%
Cameroon 0.1% 1.6% 8.3% 7.2% 23.0% 459% 7.4% 22.2% 61.5%
Cote d'Tvoire  0.4%  4.9% 13.5% 1.6% 235% 404% 2.3% 303% 68.9%
Ghana 0.2% 1.7% 5.7% 1.1% 143% 187% 1.1% 13.3% 25.6%
Nigeria 0.0% 1.7% 4.2% 1.0% 152% 26.0% 1.1% 19.8% 44.9%
Senegal 1.3% 4.9% 5.5% 4.0% 302% 31.7% 4.6% 26.8% 29.8%
DR Congo 0.1% 1.7%  9.9% 1.8% 122% 21.0% 4.3% 302% 71.7%
Ethiopia 0.1% 24% 9.0% 3.6% 174% 30.6% 4.1% 17.2% 48.4%
Kenya 0.3% 2.8% 114% 08% 237% 36.0% 1.0% 192% 494%
Madagascar 0.0% 1.7% 3.1% 2.0% 134% 192% 22% 14.3% 23.6%
Malawi 0.1% 1.2% 1.8% 1.1% 12.1% 125% 0.8% 10.9% 13.4%
Mauritius 0.3% 3.8% 69% 0.7% 27.0% 329% 0.8% 225% 31.7%
Mozambique  0.0% 1.8% 25% 0.2% 166% 17.1% -02% 142% 15.9%
Rowanda 0.0% 1.4% 32% 0.4% 6.4% 9.3% 0.3%  6.3% 14.2%
Tanzania 0.2% 2.6% 99% 0.4% 21.1% 324% 0.6% 19.8% 52.1%
Uganda 0.0% 0.8% 35% 0.8% 46% 104% 0.8% 6.6% 24.5%
Zambia 0.1%  2.0% 4.7% 0.1% 5.6% 7.9% 0.3%  9.9% 19.6%
Zimbabwe 01% 1.7% 12.0% 0.0% 25.0% 474% -02% 19.6% 57.3%
Botswana 0.3%  2.6% 5.4% 0.1% 10.6% 13.5% -05% 122% 18.9%
Namibia 1.0% 500  10.7% 1.2% 285% 333% 1.6% 21.9% 31.3%

South Africa  0.4%  1.8%  3.8% 1.4% 125% 17.6% 2.0% 14.9% 24.7%

SourceeAut horsdé esti mates
Note:Equivalentvariationis theexpenditurdo attainutility in yeart in anygivensimulationusingbase
yearprices

Under AfCFTA scenario, manufacturing exports gain the most, 62 percenverall with intra -African
trade increasingby 110 percent and exports to theest of the world rising by 46 percent.There are smaller
gains in agriculture, 49 percent and 10 percent with respect to anideextraAfrican trade respectivelyThe
gains irservices trade are relatively sli@hsome 4 percemveralland 14 percent within Africa. Notkatbase
yeartradeshares and volumes are relatively slighsénvices.

In volume terms, manufacturing exports dominate the export picture for Africa.Of the US$2.5
trillion in exports projected in 2035 for Africa, US$823 billion are manufactiw8$690billion are natural
resourcedJS$191billion areagricultureandthe remainindJS$256billion arein servicesOf the total growth
in exportsof US$560billion, manufactured export increase represents some US$506 diliorincrease of
US$220billion within Africa and US$286 billion with the rest of theorld.

Overall, the destination of African exports rises from 15 percent in 2035 in the baselineower21
percent in AfCFTA scenario.For manufactures, threlevantincreases from 24 percento almost32 percent.
Exportsto AfCFTA membersxpandwith verylittle tradediversionasthe declineof exportsto nonAfCFTA
regionsis negligibleand concentrateith a few servicessectorsandminerals(Figure 13).As comparedo the
baselinepy 2035 exports of minerals to the European Union and China are smalle A[QEEA.

The biggest expansion of exports to regional partners is recorded in manufactures n.dalowed by
energy intensive manufacturing, chemical, rubber, plast products, and processed food products\mong
services, the biggest expansion to regipaainerss expectedn healthandeducatiorservicesair androadand
rail transport serviceandotherbusinesservicesbutthevolumeof exportsgrowthis muchsmallerthan in the
case of agriculture and manufacturing. The same sectors would also be expected to expand their exports to hon



AfCFTA partners with significant gains in exports of several manufacturing sectors and agriquitidradts.

The volume of total imports is also very substantialincreasing by41 percent relative to the baselinefor
the year 2035 Forintra-continentalimportscomingfrom insidethe regionexpandoy 102 percentwhile imports
comingfrom outsidethe regionincrease b5 percentln valueterms,thereis anincreaseof imports ofUS$310
billion in thebaseline scenaricpmparing toAfCFTA scenariovherethatincrease reachéise US$627 billion of
imports.In termsof shareof intra-continentaltrade,it goesfrom 18 percentin the baselineto 25 percentwith
AfCFTA, sincetheshardromtherestof theworld hadasmallreductiorfrom 82 percentn thebaselingo 75 percent
with AfCFTA, whichis still very substantial.

For the baseline scenario, intracontinental imports increase from 12 percenin 2020 to 18 percent
in 2035 (Table 8). In the scenario wher&fCFTA is implemented, thigicreaseo 25percenin 2035,7
percenmorethanwith thebaselinescenarioBy 2035, andinderAfCFTA, thecountrieghatbenefitthemost
from the higherincrease®f imports areCéted 6 | vtbheiDenwgraticRepublicof Congo,Egypt,Ghana,
Kenya,Nigeria,South Africa, andTanzaniawhereimportsincreasefrom a rangebetweenUS$32billion and
US$10 billion.Thesmaller imports expansionsare expectedin economiessuch as Malawi, Rwandaand
Mauritius with imports increases of less tharb#lion.

Under AfCFTA there is also an expansion abtal imports from non-AfCFTA members,with no trade
diversion (Figure 14).The sectorshowingthe highestexpansion of imports is manufactures, n.e.s. Among
AfCFTA regions, North Africa experiences the highest growth, whereas feAf@FTA members, the imports
increase mainly from Chirendthe Europeartnion.Thesectorof chemicalrubber plasticproductsprocessed
foods, and textiles also see their imports expanding, with Nortkivasthfrica having an important role in that
expansionAmong services sectors, imports increase fastest in other business services, with the highest increase
of imports coming from the European Union. Expansiorof tradein serviceds muteddueto theinitial low
levelsof tradein services.



Table 6: Impacts of AfCFTA on trade of member countries (in percent and in US$ billion 2014) & deviations from the
baseline in 2035

AfCFTA Non-AfCFTA

Export Import Export Import
% BS % BS % BS % BS

Agriculture 49 12 72 19 10 17 62 20 15 29 66H 39
Fossil fuel 8 3 B 3 2 13 7 2 2 15 8 5
Processed foods 91 29 118 40 45 25 44 31 62 55 67 71
Wood and
paper products 98 & 125 12 o8 & 31 8 80 17 54 20
Textiles and
wearing apparel 195 22 240 29 47 39 43 31 64 62 70 60
Chemical, rubber,
plastic products 88 36 114 50 99 51 26 40 94 87 45 89
Manufactures, n.e.s. 177 97 213 121 69 &7 25 121 108 164 44 242
Energy intensive
manucaturing 75 24 99 34 32 94 2B 26 36 118 48 60
Petrolenm,
coal products 12 2 12 2 4 1 7 9 7 4 7 11
Construction 19 0 42 0 19 1m0 2 19 1 1 3
Trade services 9 0 23 0 -8 -2 32 11 -8 -2 32 1
R.oad and rail
trasport services 35 1 55 1 1 5 46 11 12 5 47 12
Water transport services 25 0 44 0 33 2 17 1 32 2 18 1
Alr transports services 33 1 53 1 29 7 a0 8 29 7 31 9
Communication services 11 0 29 0 13 4 42 6 12 -4 4
Other financial services 13 0 32 0 -5 0 38 5 -4 0 38 5
Orther business services 22 0 41 1 16 4 39 39 17 4 39 39
Recreational
and other services 3 0 % 0o -7 -2 19 4 -7 -2 19 5
Public services 9 1 17 3 -10 4 26 13 -5 -3 24 16
Insurance,
real estate services 35 0 56 0 11 1 46 7 12 1 46 7
Minerals n.e.s. 6 1 (& 1 -2 -1 1 1 -1 -1 8 2
[ e e ]
Total agriculture 49 12 72 19 10 17 62 20 15 29 66 39
Total manufacturing 110 220 137 288 46 286 26 267 62 506 44 554
Total natural resources 8 4 8 4 2 11 8 3 2 15 8 7
sl zerinzs 14 3 2 6 3 7 33 107 4 10 32 113

81 239 102 317 19 321 27 397 29 560 41 714

SourceA u t hestimates



Table 7: Exportsunder the baseline scenarioand AfCFTA.

Share of intra-AfCFTA Intra-AfCFTA exports
exports in total exports (percentage deviations from the baseline)
Baseline AfCFTA AfCFTA Tariff Tariffs and

liberalization  NTBs
2020 2035 2035 2035 2035 2035

Total Africa 12% 15% 21% B1% 22% 52%
Morocco 7% 9% 26% 278% 144% 245%
Egypt 8% 10% 22% 237% 55% 129%
Cameroon 11% 14% 19% 100% 29% 55%
Ghana 9% 10% 16% 94% 32% 64%
Tunisia 11% 13% 19% 91% 45% T9%
Nigeria 8% 10% 15% 83% 13% 38%
Tanzania 18% 20% 27% 7% 13% 46%
Cote d'Ivoire 26% 31% 37% 66% 9% 36%
Kenya 30% 35% 43% 66% 6% 36%
Senegal 36% 41% 50% 63% 20% 58%
Mauritius 12% 17% 20% 62% 18% 48%
Zimbabwe 23% 26% 28% 59% 2% 29%
Namibia 33% 32% 39% 59% 20% 51%
Ethiopia 20% 17% 21% 59% 12% 34%
Burkina Faso 15% 19% 25% 53% 4% 29%
South Africa 25% 30% 37% 44%, 15% 33%
Rowanda 17% 26% 33% 38% 4% 19%
Uganda 24% 23% 28% 38% 4% 17%
Botswana 18% 21% 26% 37% 1% 27%
Malawi 21% 24% 29% 34% 5% 23%
Madagascar 7% 9% 10% 33% 9% 21%
Zambia 22% 26% 30% 26% 6% 14%
Congo, DR 15% 8% 9% 21% 5% 15%

Mozambique 33% 28% 27% 14% 3% 7%

Sourcee Aut horsé esti mates

Figure 11: Total exports from Africa, deviation from the baseline for 2035

Agricuilture

Fassil fuels

Minerals na.s.

Processed foods

‘Wood and paper products

Tuﬂesaﬂ;%_ 8
[ ﬁ:p{ﬁ
Marufactures, nes.
%"R{&:ﬂ;}”“n
Patraleurn, coal ugg
Canstiiction
Trade wervices
Boad and ral ranspert services
Water transport services
Airtran sports services
scation services
Crther financial services
Other business services
Recreational and cther sendeces
Pubslic services
Irsurance, real estate services

-loB OB W8 0B 30 408 S50 S0 OB BOE  S0E  100B V0B 1R0B  I30E 1408 1508 150B 17OB
US Dollars

Regions M Restof W Restof M European M China M United ¥ Southern B Eastern B Central B Western M North
theWorld  EastAsia  Union + EFTA States rica Africa Africa Africa Africa

Source: Aut hor so6 esti mates



Table 8: Imports under the baseline scenarioand AfCFTA
Share of intra-AfCFTA Intra-AfCFTA imports

imports in total imports (percentage deviations from the baseline)
Baseline AfCFTA AfCFTA Tariff Tariffs and

liberalization NTBs

2020 2035 2035 2035 2035 2035

Total Africa 12% 18% 25% 102% 22% 52%
Egypt 3% 6% 14% 293% 94% 188%
Ethiopia 8% 12% 25% 221% 84% 105%
Cameroon 14% 20% 35% 188% 68% 97%
Nigeria 4% 5% 9% 157% 38% 75%
Madagascar 8% 10% 18% 131% 56% B8%
Congo, DR 40% 47% 57% 106% 18% 50%
Tunisia T% 11% 16% 103% 22% 58%
Tanzania 13% 21% 28% 103% -1% 32%
Cate d’lvoire 20% 27% 32% 101% 12% 42%
Kenya 14% 20% 25% 89% 5% 29%
Morocco 6% 9% 12% T9% 7% 39%
Ghana 17% 28% 40% 7% 8% 32%
Senegal 17% 24% 32% 78% 27% 59%
Uganda 26% 38% 48% 57% 5% 16%
Zimbabwe 63% 67% 66% 56% -1% 17%
Burkina Faso 45% 59% 69% 50% 7% 21%
Mauritius 10% 13% 15% 43% -1% 21%
Rowanda 31% 39% 46% 35% 1% 11%
Namibia 68% 69% T1% 34% 1% 22%
South Africa 13% 19% 20% 32% 2% 16%
Mozambique 32% 33% 36% 25% -2% 15%
Zambia 59% 63% 65% 25% 0% 10%
Malawi 44% 53% 58% 24% 5% 15%
Botswana 71% 72% T2% 19% -1% 11%

Sourcee Aut horsé esti mates

Figure 12: Total imports from Africa, deviation from the baseline for 2035
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Output implications

AfCFTA is expectedto boost regional outputby US$211 billion by 2035 (Figure 13). The impactson
outputarehighly variegated@crosssectors. Irbroadtermsoutput goesip mostin naturalresourcegndservices
(1.7percentpndmanufacturingl.2percent)while agriculturedeclineg0.5percentyelativeto thebaselinén 2035.
In termsof volumeof output, mosbf thegains willberealized bythe servicesector (US$14Billion) with smaller
gainsin manufacturingUS$56 billion)and naturalresourcegUS$17 billion), witha small decline registerad






