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Trade agreements within the EAIO and the AfCFTA 
-Executive summary-

Economic Agreements within East Africa and the Indian Ocean Islands (EAIO), and the AfCFTA: Towards reinforced regional economic integration?
In 2018, the member countries of the African Union (AU) took a strong decision to foster regional trade and economic integration by creating the Africa Continental Free Trade Area for Africa (AfCFTA), aiming at increasing intra-African trade while stimulating the growth of an African manufacturing industry through the development and diversification of regional value chains. This free trade area was made effective on January 1st 2021, although much pertaining to the agreement is still under negotiation. The agreement requires each state to apply preferential tariffs to imports of goods through a gradual dismantling of 100 % of tariff barriers for 97 % of tariff lines and the elimination of 50 % of non-tariff barriers by 2035.  
The AfCFTA is expected to increase the volume and change the structure of intra-African trade by fostering the development of an African industry. According to a 2020 World Bank assessment, total intra-African exports would increase by 81 % by 2035 (in 2017, they represented 16.6 % of total exports). Moreover, the financial institution further predicts that there will be an overall increase in tariff revenues linked to the rise in imports and the growth in economic activity: In 2035, these revenues should be 3% higher than the current base index. Indeed, this will be dependent on their capacity to coordinate tariffs on extra-African imports. 
The AfCFTA will be implemented against a backdrop of the EAIO countries that are already subject to 6 regional economic communities, with overlapping perimeters. The main regional blocks in this zone include the Common Market for Eastern and Southern Africa (COMESA), the Southern African Development Community (SADC) and the East African Community (EAC). They can be characterized by an ambitious drive towards ascending the economic integration ladder, i.e., towards higher levels of integration: monetary union, fiscal union and political union. The East African Community is the most advanced with an effective common market, and aims at the creation of a monetary union by 2024. The SADC and COMESA are already effective free trade areas and aim at become custom unions and even monetary unions 
While trade agreements and consequently trade blocs seem to create a favorable framework for the development of export capacity, the increase in intra-regional trade remains limited. In 2019, China was EAIO countries’ top supplier (23.6% of imports) and the UAE is its top client (15.1% of exports).
Apart from trade tariffs, reduced intra-regional trade can be attributed to a number of factors that weakens regional integration:
· Parallel Trade Agreements:  Some extra-regional trade agreements signed between EAIO countries and western countries (African Growth and Opportunity Act, European Union’s Economic Partnership Agreement – FTA with the UK) consist of complete, and free opening of the western countries’ markets in return for a conditional, progressive opening up of the local markets.

· Competitive export structures: Similar export goods often result to member countries turning towards ‘complementary’ countries. The Indian Ocean Islands have a trade structure that is oriented towards European countries, United States, China, and United Arab Emirates; partly due similar export structures amongst countries in their respective economic blocs.  In the EAC for example, four of the six members have gems (and in particular gold) in their top three export items and three have export structures based on agricultural products.

· Non-tariff barriers: NTBs make it quite expensive to trade with member countries within an economic block. Weak trade facilitation services, such as logistics and transport infrastructure constitute main barriers to trade. In addition, protectionist reflexes to protect domestic markets sometimes emerge (for instance the push and pull observed between Kenya and Uganda over the past two years). 

· Differing levels of development: In the SADC, among other factors such as complex and divergent trade policies and revenue constraints, integration has been delayed by differences in the level of development of member states.  
The amalgamation of the above factors and others make it such that even with favorable custom policies, member states of these blocs are not able to fully benefit from intra-regional trade. 

[bookmark: _GoBack]Though still under negotiation, the fundamental principles of the AfCFTA seem to preempt some of the challenges plaguing intra-African trade. Measures towards addressing these challenges have thus been integrated in its implementation process: 
· Tariffs: As earlier stated, its implementation requires each state party to apply preferential tariffs to merchandise imports through a gradual dismantling of 100 % of tariff barriers for 97 % of tariff lines by 2035. The remaining 3 % are exempted products.

· Non-tariff barriers: According to the agreement, the state’s parties must guarantee the elimination of 50 % of non-tariff barriers by 2035. However, while some NTB’s can be eliminated though bilateral negotiations as seen in the ‘Joint Commission for Co-operation’ between Kenya and Tanzania that lead to the elimination of 46 out of 64 non-tariff barriers, some NTB’s arising from deep institutional weaknesses might present a tougher challenge. An example would be the check-point ‘taxes’ in Southern Sudan that makes it one of the costliest markets to move goods.

· Overlapping policies: Given the context in the EAIO where countries are subject to multiple trade agreements, policies are bound to overlap, inevitably. The AfCFTA does not nullify, modify or abrogate obligations of pre-existing agreements. In the event of conflict, the AfCFTA agreement prevails except where a customs union or regional economic community reflects a higher level of integration than that provided for in the AfCFTA agreement.

· The challenge of differing levels of development that has been observed to undermine integration is resolved by the principle on tariff reduction which states that the tariff reduction is to be carried out in linear and successive stages, taking into account variations in the level of economic development of a signatory country. Moreover, according to a World Bank assessment, some countries are bound to benefit significantly more than others based on factors such as their geographical location and private sector dynamism. Afreximbank (which has already announced the operational launch of the Pan African Payment and Settlement System (PAPSS) to facilitate cross-border payments under the AfCFTA), has established a fund for the countries most affected during the FTAA implementation process. 
Currently, a total of 42 countries have signed and ratified the AfCFTA. The free trade area was made effective on January 1st 2021. However, no country has submitted the required list containing products and services that should be liberalized. This is due to the following factors: 
· The opportunities of the AfCFTA are poorly understood by governments and little known by the private sector and civil society.
· Protectionism: Some governments that have signed and ratified the agreement fear exposing certain sectors of their national economies to competition.
· Successive delays in the negotiations of the agreement.
· Lack of private sector involvement:  National negotiating teams are mainly made up of technical experts and certain government representatives.
· Low level of interest in dismantling non-tariff barriers.
A comparative analysis of what AfCFTA and the existing economic blocs:
· EAC: The EAC has a level of integration that is close to what is advocated by the AfCFTA but the policies do not cover the same areas. Also, the EAC differs from the AfCFTA in some respects: As of July 1st 2021, external tariff was increased to 35 % in order to protect infant industries from external competition. 
· SADC: The establishment of the AfCFTA would strengthen regional integration within the block: at least for countries that are not also part of the South African Customs Union (SACU).
· COMESA: Policies towards integration exceed those put forward by the  AfCFTA but there’s still low intra-regional trade.



























Table 1 : EAOI states participation in trade agreements
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Chart 1 : Measures adopted by regional economic organizations (by sector)
[image: ]Source : World Bank, Economic Department of the French Embassy R.






Chart 2 : 3 main trade agreements according to their trade and economic integration process 
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CONTACTS

Kenya, Somalie, Burundi, Rwanda
Country page :  Kenya / Somalie / Burundi / 
Rwanda
Twitter : DG Trésor Kenya
Contact : Jérôme BACONIN Jerome.baconin@dgtresor.gouv.fr
In cooperation with the French Embassy in Rwanda : quentin.dussart@diplomatie.gouv.fr

Madagascar, Comores, Maurice, Seychelles
Country page : Madagascar / Seychelles / Maurice / Comores
Twitter : DG Trésor Madagascar
Contact : Frédéric CHOBLET frederic.choblet@dgtresor.gouv.fr

Ethiopie, Erythrée, Djibouti
Country page :  Ethiopie / Djibouti / Erythrée
Contact : Anne-Brigitte MASSON anne-brigitte.masson@dgtresor.gouv.fr

Ouganda, Soudan du SudThe Frencg Treasury has offices in  100 countries through its economic departments. 
To learn more about its missions and locations : www.tresor.economie.gouv.fr/tresor-international
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Country page : Ouganda / Soudan du Sud
Contact : Suzanne KOUKOUI PRADA  suzanne.koukouiprada@dgtresor.gouv.fr

Tanzanie 
Country page : Tanzanie
Contact : Annie BIRO
annie.biro@dgtresor.gouv.fr

Soudan
Country page : Soudan
Contact : Rafael SANTOS Rafael.santos@dgtresor.gouv.fr
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