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Global aid does not work. Precisely put: multilateral development aid from institutions such as
the World Bank does not stimulate economic growth in poor countries. In 2009, Dambisa Moyo
shocked the development community with her sobering condemnation of global financial aid
to Africa.! In the decades since World War Il, Sub-Saharan Africa has received nearly one
trillion dollars of grants and (easily forgivable) loans from the West, but the region has become
poorer.? The reason for this failure? In order to grow economically, money must be invested
into infrastructure, education, and business. Aid, that is, free money, does not get invested.?
The proof is in success cases: the famous ‘Asian Tigers’—South Korea, Taiwan, Hong Kong
and Singapore—that boasted ten percent growth rates for decades also received millions of
dollars from the West, but through investment, private and governmental, in their domestic
industries.* South Korea, the celebrity of developing-turned-developed country, even defied®
one of the main principles of the Washington Consensus: lowering tariffs to encourage exports
(trade liberalisation).® Instead of exposing nascent (and fragile) domestic industries to the
cutthroat, low-cost international trade environment, South Korea instead nurtured its industries
in the laboratory of its own economy before exposing them to the world. China and the West
followed similar paths.

With the Washington Consensus twenty years in its coffin” (Chang’s Kicking away the ladder
having nailed it shut and Mayo’s Dead Aid having performed the autopsy), how should richer
countries support economic development in the global south? Many have commented
(perhaps with some trepidation) on China’s desire to replace the West as developing world’s
creditor, particularly through its mega-investment project in infrastructure, the Belt and Road
Initiative (BRI).® Depicted at best as the saviour of developing countries in and at worst, neo-
imperialism, the fact remains that China is the biggest, but not only, newly-rich country to turn
its gaze (and pockets) outward. Put another way, as countries develop economically, their
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entrepreneurs and governments start looking beyond their own borders for investment
opportunities. Of course, for many decades regional development banks have sought to
compete with, or at least work in the same sphere as, the World Bank and International
Monetary Fund. The traditional players such as the Inter-American Development Bank (est.
1959)° and Asian Development Bank (est. 1966)° but the more recent Asian Infrastructure
Investment Bank!! and the New Development Bank*? (both established in 2014) have loaned
or invested $12.7 billion (IDB),*3 $21.64 billion (ADB),** $11.66 billion (AlIB),* and $5. 06 billion
(NDB)*® in the developing world in recent fiscal years. But other than some modest regional
growth driven by exceptional countries (e.g. Chile, Nigeria, Indonesia), on the whole
multilateral development aid has not translated into economic prosperity. China’s
infrastructural investments seem to be developing countries’ only viable option to deadlocked
growth.

Responding to a multipolar world

There are two ways for the Western aid community to respond to China’s initiatives.

The first is for the West to team up with traditional allies like Japan and South Korea but also
emerging economies such as Brazil, India, Indonesia and Chile to increase development
assistance and thereby counteract China’s influence. As it stands, multilateral organisations,
even the regional ones cited above, rely heavily on the United States (and Japan and China)
for the majority of their finances.'” Emerging economies could step up and increase their
contributions, which would in turn (according to shareholder capitalist logic) encourage them
to be more accountable to the results of these institutions. But countries would contribute in
proportion to their financial capability, meaning that even if every country contributed more
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than their fair share, say, 1% of their GDP, the richest countries would still give more in absolute
terms and therefore dominate the conversation. But the fact remains that higher volumes of
aid will not translate to economic growth.*8

The second option is for the Western institutions to enter into a race to the bottom with
emergent powers. That is, the West tries to beat China at its own game: offering more
competitive prices, not attaching any strings to loans (like human rights checks), and focussing
on infrastructure. But the West cannot compete with China on cost, nor should it abandon its
values of open and free societies that is has inculcated over centuries of struggle against
inequality within and without its societies. Further, investing in infrastructure has its own
challenges, namely that the long turnaround time and complex contracting system makes
construction projects rife for corruption.’® Building infrastructure might bring a basis for
economic growth in the future, but not necessarily prosperity for the world’s poorest citizens,
which is the ultimate goal of aid.

Neither of these solutions would necessitate economic prosperity. In addition to the West and
China, more countries are joining the club of rich countries, becoming further potential lenders
to the developing world. In this new, multipolar world, developing countries should have more
options for where to seek credit and are therefore not beholden to any one economic ideology.
This multipolarity provides the perfect opportunity to radically rework development aid. Now is
the time to implement a disruptive solution by changing the paradigm of aid from ‘giving’ to
‘creating opportunity’.

Changing the development paradigm via MicroFinTech

If the goal is to achieve opportunity and freedom through economic development? for all
peoples, regardless of nationality, then we must redefine what it means to help poorer
countries. The first step is to eliminate the concept of ‘giving’ aid. Excepting humanitarian
disasters and other emergency situations, free money hurts both the borrower and the lender:
the borrower because they will likely not receive their money back; the lender because they
remain dependent. What citizens of developing countries need is the opportunity to take growth
into their own hands. They know best what idea will generate income in their city. They know
best what business model functions in their economy. And they know, better than anyone else,
the damaging effect of corruption and embezzlement by their own country’s government
officials.

MicroFinTech, specifically microloans that run on blockchain, provides a model for shifting
away from traditional loans by leveraging decentralised technology to solve the dual problem
of government corruption and ‘free’ money.

Microlending, pioneered by Nobel Prize winner Muhammad Yunus, is the concept of lending
small sums of cash at low but not negligible interest rates. It started with Dr Yunus’ frustration
at loan sharks giving predatory rates to the poorest people in his community: he personally
handed $27 out of his pocket.? When every last cent of his money was returned to him, he
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had the idea to expand the practice. Since then microcredit has turned into a worldwide
movement, with microfinance institutions (MFIs) having managed an estimated $224.6 billion
in 2023.22

On the other hand, new financial technologies (FinTech), have launched a banking revolution.
The main innovation for citizens of the developing world has been mobile banking, a method
of bypassing brick and mortar banks that cannot or will not offer a conventional banking
services to the world’s poorest.? The latest technology that has transformed money exchange
is blockchain, a digital ledger that cryptographically encodes and publicly records all
transactions in ‘blocks’ and links them together.?* In addition to heightened security and
transparency of transactions, one of the main appeals of blockchain is decentralisation:
because every ‘block’ (list of transactions) is stored on every computer (called nodes) on the
blockchain’s network, there is no centralised computer that manages the exchange.?® In other
words, no third party. And when there’s no intermediary, opportunities for corruption plummet.
Cutting-edge research is exploring the idea of using blockchain in the microcredit space,
particularly in South Asia.?® But no one has been bold enough to suggest microfinance through
blockchain at a global scale.

MicroFinTech for development finance

If the premise is that development aid could work if loaned (not granted) and invested (nhot
siphoned off), then development banks (like the World Bank or regional banks) could create
and transfer their assets to a bespoke cryptocurrency. Instead of loaning fiat money (like
dollars or euros) to ministries or agencies in developing countries, they would transfer the
cryptocurrency asset itself to individual borrowers. Borrowers would then have a share of the
cryptocurrency that they could trade for their country’s fiat currency to invest in education and
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small businesses. Once the borrower recovers the loaned money, they then ‘sell back’ their
share of the cryptocurrency to the lending bank.

Take the example of a fictitious regional bank, the African Bank of Crypto Development
(ABCD), with an endowment of $10 million that creates a cryptocurrency called africrypto. They
limit the number of africryptos to 100,000 (Bitcoin is another example of a supply limited
cryptocurrency).?” ABCD mines nearly all of the africryptos to ensure control over the assets.
The price of africrypto settles around $100 per coin. Meanwhile, citizens of the fictitious
Mambia use a mobile phone to create a cryptowallet in which they can exchange africrypto for
their country’s fiat currency, the zollar. They fill out a smart contract? for the amount of money
they would like to borrow and for what purpose, for example 200 zollars to buy a new machine
for their peanut packaging plant. The borrower is known through her unique public key (like a
bank account number linking them to their account), and if she meets the requirements set out
by ABCD (creditworthiness, record of previous loans, etc.)?, she then enters into a smart
contract that automatically translates zollars to africrypto, lending in this case 2 africryptos
which she is required to return in the number of months the algorithm estimates it will take her
to recover her investment, say, one month. The algorithm would also predict the price of
africrypto in one month (researchers are better understanding the mechanisms of
cryptocurrency price fluctuation)® and suggest a fair conversion rate. At the end of the month
she returns the africrypto, which is recorded as a transaction on the blockchain ledger, adding
to her positive credit score. If she does not, it detracts from her credit score and she is barred
from borrowing until she returns her share of africrypto.

One might object that this could work at a larger scale. Why not also lend africrypto for larger
projects like infrastructure? There are two reasons why microloans would better stimulate
growth. First, loans must go to those who do not otherwise have access to credit. Governments
and large companies, if they have a viable business idea, should apply to traditional banking
institutions for loans, as would any other company in the developed world. Financially excluded
citizens are the ones for whom it would make a difference to have credit access, and therefore
the focus should be on them and their business ideas. Second, if africrypto were freely
available to larger borrowers, then central banks could purchase dozens or hundreds of coins
to sell to their citizens, effectively becoming intermediaries. Even if their actions are visible on
the public ledger, poorer citizens would not have the means to counteract their actions,
returning to the same scenario of lack of accountability of today’s aid environment.
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Distributing aid through microshares of africrypto solves problems of traditional microfinance.
Eliminating middlemen ensures transparency and efficiency on both sides. Lenders know
exactly to whom they are lending, all have an equal chance of borrowing based on their public
history (without bias toward urban or wealthier borrowers),! and less resources are spent
sending workers into the field. But it also turns charity into an economically competitive market.
There would first be few but large regional lending banks like ABCD. But, if financially
successful, other financial entrepreneurs—including the West—will seek to emulate the
business model, creating a flourishing alternative system to traditional currency lending.

Conclusion

The development paradigm of Western aid has not made recipient countries richer, and China
has sought to ride this failure through its Belt and Road Initiative. But the shift away from the
unipolar system of Western hegemony also creates an opportunity to rethink the development
paradigm. Just as the global order is becoming decentralised, so too can global aid free itself
from the shackles of a failing system. MicroFinTech is one solution that shifts the focus away
from multilateral institutions and bureaucratic governments and toward those who matter the
most: citizens of developing countries who deserve a chance to achieve economic
independence on their own terms, with their own ideas in a system that is set up for their
success.
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