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Impact of regional trade agreements

For the last half-century, regional trade agreements (RTAs) have been a major and recurring means of eliminating trade
barriers. The evolution of RTAs has tracked policy developments and has become an important feature through which to
advance trade for almost all World Trade Organization (WTO) members. The number of RTAs and the global share of trade
covered under them have substantially increased over the last three decades. The recent AfCFTA reflects this trend, which
is the world's largest free trade area in terms of membership as it brings together 54 African countries and eight regional
economic communities (RECs).

Promoting a free trade area following an RTA may help African countries implement domestic reforms and open up to
competitive market pressures at a sustainable pace, thus facilitating their economic integration into the world economy. It
would also benefit the multilateral process by promoting trade openness and competitive liberalisation of international
trade relations.

Economic welfare gains from these preferential trade agreements (PTAs) stem from resources flowing to their most
productive uses and lower consumer prices. However, creating a RTA does not necessarily guarantee the improvement of
member states’ welfare, as it may come at a cost. The preferential removal of tariffs may lead to trade diversion, where
imports shift away from the most efficient supplier to the country receiving preferential treatment. Such diversion can
generate an inefficiency in world production, leading to welfare losses for member and non-member countries. It can
harm member states if the changes in consumer welfare gains are too small to outweigh the cost of inefficient production.
In contrast, trade welfare gains are achieved when a RTA shifts production from inefficient domestic providers to efficient
RTA members (trade creation).
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