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The African Continental Free Trade Area (AfCFTA) is a landmark initiative with the
potential to significantly boost trade and investment. Its implementation promises to
create a more integrated and prosperous Africa by facilitating the free movement of
goods, services, and capital. However, integration efforts are inherently challenging,
particularly in Africa, with many countries exhibiting diverse economic, political, and
social characteristics. In this paper, drawing on lessons from Africa’s regional economic
communities and European integration, we forward recommendations for African
policymakers to strengthen institutional frameworks and ensure a more equitable
distribution of gains, and for managers to leverage opportunities from AfCFTA.

INTRODUCTION

The African Continental Free Trade Area (AfCFTA) is a
groundbreaking initiative with the potential to significantly
enhance trade and investment across Africa by enabling the
free movement of goods, services, and capital. It also has
the capacity to transform global trade and foreign direct
investment (FDI) patterns. As of August 2024, the AfCFTA
agreement has been signed by 54 member states, with 48
having ratified it (AfCFTA, 2024). This makes it the largest
free trade area by member states, since the introduction
of the World Trade Organization (WTO) (Debrah, Olabode,
Olan, & Nyuur, 2024).

Nonetheless, AfCFTA faces significant challenges, per-
haps not least of which is how an agreement with so many
members can work in practice. Another potential issue is
that Africa does not have a long history of standing united,
due to its colonial history; in fact, many African countries
have a short history of being nation-states (Heldring &
Robinson, 2012). Furthermore, Africa presents a wide range
of political systems, varying from relatively free and fair
democracies to highly repressive regimes, alongside
economies that span from developing to middle-income
levels, as well as a rich tapestry of languages and cultures.
This diversity, along with the varying motivations of mem-
ber countries, complicates the effective implementation of
AfCFTA.

The question, therefore, of whether and how AfCFTA can
be leveraged to support international business (IB) within
Africa is both reasonable and critically important, not only
for academic discourse but also for practitioners. In this pa-
per, we offer guidance informed by earlier attempts at re-
gional integration through the African Regional Economic
Communities (RECs) (Getachew, Fon, & Chrysostome,
2023), which have yielded mixed results, as well as lessons
from the successes and setbacks of European integration.
For managers of African firms, we provide strategies they
can use to improve decision-making on trade and FDI, par-
ticularly to leverage economies of scale, use regional value
chains, and consider different entry modes. For African pol-
icymakers at a supranational level (e.g., the AfCFTA Sec-
retariat), we provide suggestions on how to enhance eco-
nomic growth and address challenges in sustainability,
poverty, and inequality, specifically to 1) focus on deepen-
ing integration, 2) create cross-country platforms, 3) attend
to infrastructural development, and 4) address unequal dis-
tribution of benefits. For policymakers at a national level,
we suggest strengthening national institutions, leveraging
supranational initiatives, and addressing the uneven distri-
bution of benefits.
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Figure 1. African RECs and member countries

Source: Authors’ compilations based on REC websites and WTO-RTA database

AFRICAN REGIONAL ECONOMIC COMMUNITIES

The African Union (AU) defines Regional Economic Com-
munities (RECs) as “regional groupings of African states |...]
the purpose of the RECs is to facilitate regional economic
integration between members of the individual regions and
through the wider African Economic Community”.1

Today, the AU recognizes eight RECs, namely the Arab
Maghreb Union (AMU), Common Market for Eastern and
Southern Africa (COMESA), Community of Sahel-Saharan
States (CEN-SAD), East African Community (EAC), Economic
Community of Central African States (ECCAS), Economic
Community of West African States (ECOWAS), Intergovern-
mental Authority on Development (IGAD), and the Southern
African Development Community (SADC).

Most countries belong to two or more RECs, creating a
“Spaghetti Bowl” effect (figure 1). This creates complexity
in trade relations among African countries and is one of the
impediments to the integration efforts of African RECs.
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While some RECs have made progress towards integra-
tion, others have stalled. Table 1 shows REC scores across
key dimensions of regional integration using the Africa Re-
gional Integration Index (ARII). The indicators are chosen
to reflect integration efforts and are aggregated into five di-
mensions. > Each dimension ranges from 0 to 1, with 1 in-
dicating the highest level of integration.

Overall, integration levels of the RECs in Africa are low.
SADC and CEN-SAD registered the lowest overall scores,
followed by COMESA. The lowest scores for the dimensions
were observed in infrastructural integration (the extent to
which a country has adequate infrastructure) and produc-
tive integration (a country’s involvement in the regional
supply and value chain), which are crucial for international
business and regional value chain activities. These low in-
tegration levels across various dimensions have limited the
success of the RECs in driving trade and investment across
the African continent. In contrast, RECs with higher levels
of integration (such as EAC) experienced stronger invest-
ment flows (Getachew et al., 2023).

1 AU, “Regional Economic Communities,” African Union, 2024, https://au.int/en/organs/recs

2 See UNECA for the methodology, https://arii.uneca.org/
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Table 1. Regional integration dimension scores for all RECs

RECs Average Trade Productive Macroeconomic Infrastructural Free movement
scores integration integration integration integration of people
AMU 0.488 0.481 0.449 0.571 0.509 0.438
COMESA 0.367 0.445 0.328 0.365 0.317 0.385
CEN-SAD 0.377 0.377 0.256 0.441 0.302 0.508
EAC 0.537 0.440 0.434 0.660 0.555 0.664
ECCAS 0.442 0.357 0.323 0.684 0.373 0.469
ECOWAS 0.425 0.438 0.220 0.469 0.298 0.733
IGAD 0.438 0.444 0.321 0.423 0.480 0.540
SADC 0.337 0.340 0.239 0.422 0.214 0.490

Source: United Nations Economic Commission for Africa; African Development Bank (2019)

One of the factors for the relatively better performance
of the EAC is its significant success in the elimination of
non-tariff barriers (NTBs) affecting its trade flows. In 2015,
the EAC passed the East African Community Elimination of
NTBs Act, which provided a legal framework for resolving
reported NTBs. This act resulted in the highest share of re-
solved NTBs, with customs and trade facilitation measures
being the most frequently resolved (ODI, 2017).

Several factors account for the overall low integration
levels. First, the RECs differ in the number and depth of
provisions3 (see Table 2). The number and depth of these
provisions reflect the strength of the supranational insti-
tutions within the RECs, with fewer and less substantive
provisions indicating weaker supranational institutions
(Getachew et al., 2023). Second, weak national institutions
have led to member states’ poor implementation of REC
provisions. Table 2 also shows the average rule of law index
of all member countries for a sample of RECs. It ranges be-
tween -2.5 and 2.5, where -2.5 reflects the worst rule of law
environment and 2.5 the best. Third, most African coun-
tries have low participation in global value chains, partic-
ularly through backward linkages, because they rely more
on exports of raw materials outside Africa (Amendolagine,
Presbitero, Rabellotti, & Sanfilippo, 2019). Fourth, the lack
of adequate physical infrastructure has hampered the flow
of goods.

The levels of integration largely depend on the willing-
ness of member states to share their sovereignty with REC
institutions. However, across several RECs, the reluctance
of member states to cede some authority and adopt com-
mon standards and regulations has weakened the poten-
tial for deeper integration (UNCTAD, 2013). Weaker supra-
national institutions on services across several of the RECs
are particularly concerning, given that nearly half of intra-
African cross-border investments are in services, especially
financial services (Ibeh & Makhmadshoev, 2018).

THE EUROPEAN EXPERIENCE

While we recognize the differences between European inte-
gration and AfCFTA, we believe that drawing lessons from
the European experience can help us understand both the
upsides and challenges of integrating a large number of
member states. What Africa and Europe have in common
is the large number of countries and diversity within. And
since European integration started earlier and has ad-
vanced further than in other regions, it offers lessons that
may not exist elsewhere. European integration started as an
effort to bring peace and prosperity to the continent post-
World War II. Although some roots go back to the 1944
Benelux Union, the Treaty of Rome in 1958 set off the ini-
tiative. Significant steps forward include the common agri-
cultural policy, various enlargement steps, the introduction
of the Euro, and the single European market (Lelieveldt &
Princen, 2023).

When looking into the more recent European experi-
ence, we observe several lessons, starting from what has
worked and then moving on to its failures. The single Eu-
ropean market project and enlargement proved highly suc-
cessful because it was underpinned by political stability, of-
fered economies of scale to MNEs, and the European Union
(EU) took on the role of creating and managing markets.
This has not only led to a quantitative growth in FDI but
also allowed for a ‘qualitative’ shift towards higher-risk en-
try modes — substituting trade with investments, especially
through wholly-owned subsidiaries (Blevins, Moschieri,
Pinkham, & Ragozzino, 2016). Merger and acquisition ac-
tivity has moved from being primarily domestic to now be-
ing dominated by cross-border investments (Blevins et al.,
2016). Moreover, the industrial and labor landscapes have
become more homogeneous over time through both Euro-
pean-wide legislation and cross-country learning.

Whenever the European integration project has stut-
tered, it was either due to insufficient decision-making
structures to move it forward or political disagreements be-

3 Substantive vs shallow provisions distinguish legally enforceable provisions from what is just negotiated (Guillin, Rabaud, & Zaki, 2023).
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Table 2. REC provisions, depth, and average rule of law index of member countries

RECs REC provisions

Number of
provisions

Level of economic
integration

Average Rule of Law
Index (2022)

Services (substantive)
Investments (substantive)
Standards (substantive)
Competition (shallow)

COMESA

Customs union -0.775

Services (substantive)
Investments (substantive)
Standards (substantive)
Government procurement (Rendez- 6
Vous clause, shallow)

Competition (substantive)
Intellectual property rights (shallow)

EAC

Customs union -0.858

Services (Rendez-Vous clause, shallow)

ECOWAS Standards (substantive)

Customs union -0.625

Services (Rendez-Vous clause, shallow)
Investments (substantive)

Standards (substantive) 5
Competition (substantive)
Intellectual property rights (shallow)

SADC

Free trade

-0.458
agreement

Source: WTO-RTA Database (2024), World Governance Indicators Database (2024)

tween and within member countries. For instance, it took
decades to achieve a single market, which had been the
objective from the outset, because of the lack of supra-
national decision-making and implementation. More re-
cently, Brexit has proven that public support for European
integration is hard to maintain. Presently, differences over
issues like immigration, the impact of trade and investment
on inequality, and the attitude towards Russia and China
are negatively affecting European integration (Lelieveldt &
Princen, 2023).

Another problem has been the multi-speed nature of in-
tegration and associated benefits. To this date, there is the
EU itself and the wider European Economic Area. There is
also a perception that core countries have benefited from
integration more than peripheral ones. To an extent, FDI
has helped to overcome these issues. In the car industry,
for instance, there has been a shift from countries like
Germany and France towards Central and Eastern Europe,
through component manufacturing and eventually assem-
bly. We discuss the implications of these observations fur-
ther below.

LESSONS FOR POLICYMAKERS AND MANAGERS

AfCFTA represents a major step forward for African eco-
nomic and trade integration. However, there are challenges,
especially due to the large number of countries involved,
each with distinct economic, political, and social character-
istics. What lessons can we learn from the integration ef-
forts of RECs and the EU?

The first key lesson is that weak supranational institu-
tions can hinder the benefits of regional integration, par-
ticularly in enhancing trade and investment flows. This is
evident as intra-African FDI flows have increasingly grav-
itated towards RECs with stronger supranational institu-
tions. However, it is concerning that many RECs still lack
strong supranational institutions for services, although a

substantial portion of cross-border investments is concen-
trated in this sector. When the EU’s supranational insti-
tutions eventually became stronger, this promoted trade
and FDI but also enabled firms to shift parts of their value
chains to other countries and adopt higher-risk entry
modes. Second, institutional variation among member
states may hinder the adoption of supranational initiatives
and policies. Such variation adversely affects multinational
firms as it increases their cost of business, compliance,
and adaptation. However, the European experience demon-
strates that economic integration can gradually make insti-
tutions and markets more similar. Finally, the experiences
of European and African integration efforts indicate that
the distribution of returns can be uneven across member
states. This disparity in the distribution of returns can un-
dermine political support for integration efforts. Addition-
ally, political disagreements between and within member
countries can further compromise their effectiveness. Table
3 below summarizes these lessons and their implications
for international business in Africa.

So, what can be done to address these issues and pro-
mote international business? Policymakers at the suprana-
tional level, such as the AfCFTA Secretariat, ought to focus
on deepening integration to generate scale benefits that
enhance trade and investment, making the intra-African
market more appealing for investment. To this end, the
AfCFTA Secretariat could prioritize efforts to align institu-
tions and create a more integrated market. However, these
changes should be implemented gradually. The AfCFTA
Secretariat should focus on creating platforms for knowl-
edge-sharing, capacity-building, and gradual alignment of
policies among member states to encourage convergence
without demanding immediate uniformity. Greater atten-
tion needs to be given to infrastructural development and
the creation of substantive protocols to support service in-
vestments. Furthermore, addressing the unequal distribu-
tion of benefits is important to sustain political support.
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Table 3. Key factors and their adverse implications for international business and management

Key factors

Adverse consequences

Weak supranational institutions

Increase the costs of doing business, create uncertainty, and discourage
investments

Institutional variability (cross-national)

Creates inconsistencies, subjects firms to adaptation and compliance costs, and
poses uncertainty

Uneven distribution of returns (among
countries and firms)

costs

Lead to conflicts and power imbalances that may disrupt business and increase

The Secretariat can support measures that build the ca-
pacity of countries with weaker institutions to attract in-
vestment. This could involve technical assistance, targeted
funding mechanisms, and the development of support pro-
grams that help less-developed members improve their in-
vestment climates. Finally, facilitating dialogue to over-
come political disagreements is essential.

At the national level, policymakers should focus on
strengthening national institutions to maximize the ben-
efits of integration. Since countries with stronger institu-
tions tend to benefit more from inward investment, gov-
ernments should prioritize strengthening legal, regulatory,
and financial institutions to become more competitive. This
involves reforms in areas such as contract enforcement,
property rights, and transparency, which can enhance mar-
ket attractiveness to investors. Additionally, governments
can leverage supranational initiatives to improve competi-
tiveness. By using the frameworks and support mechanisms
offered by AfCFTA and RECs, they can implement domes-
tic reforms that align with regional standards, helping to
integrate their economies more deeply into regional value
chains. Managing domestic political consensus is also cru-
cial. National policymakers must address concerns about
the uneven distribution of integration benefits to maintain
public support. Policies that ensure equitable economic
gains, such as social safety nets, investment in education,
and targeted regional development programs, may help
mitigate political backlash.

For managers of African firms, deeper integration offers
significant opportunities. The REC scores in Tables 1 and
2 can be useful for identifying locations with deeper in-
tegration and stronger supranational institutions, such as
the EAC, to establish foreign subsidiaries. For example, a
firm looking to invest in the service sector would find it
beneficial to do so in the EAC region, where service pro-
visions are substantive. Managers should look for opportu-
nities to leverage the expanded market created by AfCFTA
to enhance competitiveness, which might involve expand-
ing production capacity or adapting product offerings to
meet the diverse needs of markets. Additionally, firms can
strategically utilize regional value chains by shifting parts
of their value chains across borders, as seen in Europe. For
example, Volkswagen has strategically structured its pro-
duction networks across various European nations to bene-

fit from the EU’s unified market (Pavlinek, 2025). Managers
should explore opportunities to localize parts of their (ser-
vice) production processes to optimize costs, benefit from
local expertise, or respond to market demands. In doing so,
they need to consider different entry modes, such as joint
ventures or wholly owned subsidiaries, to manage risks in
diverse institutional environments.

Moreover, firms should adapt their strategies to institu-
tional variations. Given that large institutional differences
remain across African countries, firms should conduct thor-
ough due diligence and adjust their market entry strategies
to the unique institutional environment of each country.

Finally, the introduction of AfCFTA presents significant
business opportunities in infrastructure. According to the
African Development Bank (2024), Africa requires between
$130 billion and $170 billion annually to close its infra-
structure gap. Multinational firms, particularly in sectors
such as transportation, energy, and information technol-
ogy, should leverage these opportunities.4 By doing so, they
will also contribute to the success of AfCFTA. Table 4 below
summarizes these actionable insights and directions.

CONCLUSIONS

We zoomed in on how AfCFTA can best enhance trade and
FDI in Africa. AfCFTA can learn from the intra-African
lessons that RECs present and the European integration ex-
perience. We suggested a number of specific implications
that African policymakers and managers can take on board
in their efforts to further AfCFTA and more evenly distrib-
ute benefits across the continent.

ABOUT THE AUTHORS

Roger Fon is an Assistant Professor of International Busi-
ness at Newcastle Business School, Northumbria Univer-
sity, and a visiting lecturer at the London School of Eco-
nomics and Political Science. His research focuses on the
internationalization of multinational enterprises from
emerging economies, FDI and host-country institutional
change, the non-market strategies of multinational enter-

4 https://www.afdb.org/en/knowledge/publications/african-economic-outlook

AIB Insights 5


https://www.afdb.org/en/knowledge/publications/african-economic-outlook

Turning the African Continental Free Trade Area into an International Business Success Story: Lessons fro...

Table 4. Actionable insights and directions for policymakers and international managers

Supranational-level Policymakers

National-level Policymakers

International Managers

Focus on deepening integration

Strengthen national institutions to
maximize the benefits of integration

Leverage economies of scale benefits of
integrated markets

Create platforms for knowledge-
sharing, capacity-building, and
gradual alignment of policies among
member states

Leverage supranational initiatives to
improve competitiveness

Strategically utilize regional value chains by
shifting parts of their value chains across
borders

Pay greater attention to
infrastructural development and
the creation of substantive
protocols to support service

Address concerns about the uneven
distribution of integration benefits
(among firms and/or sectors) to
maintain public support

Consider different entry modes, such as
joint ventures or wholly owned subsidiaries,
to manage risks in diverse institutional
environments

Address unequal distribution of
benefits (among member countries)
is important to sustain political
support
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