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WHAT DOES

The world of cryptocurrencies has been 
characterised by extreme volatility 
this year, and, as a result, many are 
watching closely, and with some 

trepidation as well as excitement. Meanwhile, 
experimentation with the underlying innovations, 
including blockchain and distributed ledgers, is 
being driven by everybody, from disruptive start-
ups to incumbent banks seeking new applications 
and to avoid being left behind. 

Bitcoin provided the proof-of-concept and 
a measure of validation that a currency could 
operate outside of the control of sovereign states 
or regulators. Now, cryptocurrencies are being 
sought out by several services in Africa seeking 
the opportunity to move beyond formal channels 
in order to reduce the costs of cross-border 
remittances, among other services. 

However, Bitcoin hasn’t been without its critics. 
During a bank investor conference in September 
2017, J.P. Morgan CEO Jamie Dimon called Bitcoin 
a “fraud” and “not a real thing”, lacking a legitimate 
long-term play. However, Dimon did admit that 
there is no way to tell how high the value might go, 
saying “I’m not saying go short, Bitcoin can go to 
US$100,000 a bitcoin before it goes down… I refer 
to it like the tulip bulb crisis.”

It has been quite the rollercoaster ride since the 
first supposed Bitcoin transaction in 2010 when 
10,000 Bitcoins were used to buy two pizzas said to 
be worth $25, making the effective value of a single 
Bitcoin just a fraction of a penny ($0.0025). This, 
compared to almost $1000 at the start of 2017 and 
then price levels that have reached many multiples 

of that over the course of 2017. The person selling 
those two pizzas would now be sitting on Bitcoin 
of close to $10 million at the start of this year, and 
approaching $50 million by the end of the third 
quarter of 2017. 

Caution is required, however, as it is 
not unheard of for Bitcoin (and other 
cryptocurrencies) to lose 20% or more of their 
value (sometimes much, much more) in just a 
matter of weeks. Given that track record, cross-
border providers leveraging Bitcoin have been 
careful to stress their efforts to minimise exposure, 
especially given the heightened sensitivities around 
remittances. 

Cryptocurrencies are no longer just a means 
for the storage and transfer of value. Ethereum, 
another cryptocurrency platform making 
headlines, incorporates smart contracts for 
applications that promoters claim run “without any 
possibility of downtime, censorship, fraud or third-
party interference.” This has contributed to its 
popularity for initial coin offerings (ICOs), basically 
crowdfunding for a new cryptocurrency venture, 
though an Achilles heel has turned out to be scams 
and security vulnerabilities in code to drain wallets 
of tens of millions of dollars (CoinDesk and Parity 
being recent examples). This has even led to China 
outlawing further ICOs. 

Despite this noise, cryptocurrencies offer 
potential alternative “rails” for those looking to 
disrupt the financial services space. And while the 
extreme volatility may seem to make it completely 
unsuitable as the foundation for such innovation, 
many services take on almost no exposure as 

MEAN FOR AFRICA?
CRYPTOCURRENCY



32  |  FORBES AFRICA      

the currency is used simply for quick 
transfers, rather than the storage of value. 
Disruptors cherish being able to avoid 
the financial services core infrastructure 
and intermediation services provided and 
associated fees levied by large incumbents.

WHERE TO NEXT?
Yet, we are already seeing some indication 
of the limits to innovation that come purely 
from alternative currencies. While these 
are freer from the formal banking sector, 
regulation, and whims of state interventions 

than fiat currency, usefulness in the 
African context may come in the 

manner that applications address 
the challenges of financial inclusion, 

distribution, and localised liquidity. And for 
now it is not clear how cryptocurrencies 
alone might be applied immediately in 

addressing these issues for lower-income 
segments. Rather, they may, for the 
time being, remain more relevant to 
banked populations.

Perhaps equally important over 
the long term, however, might be the 
underlying innovation of distributed 
ledgers. These are the foundation for 
blockchain, the breakthrough innovation of 
Bitcoin, which provides a string of records 
contained in blocks that are tracked and 

compared against each other in a 
manner that continuously reconciles 
past transactions to make them 
irreversible.
It is this concept that may 

eventually be applied to a wide range of 
applications beyond the currency use 
case. Smart contracts are one area that 
is gaining momentum, another area is 
the potential facilitation of new levels 
of automation through codified rules to 
execute agreements and payments, which 

is potentially a game changer for the 
Internet of Things (IoT). The formal 

financial services sector itself seems 
to understand the potential, with banks 
participating in collaborations such as R3 or 
Swift gpi, and insurers participating in B3i to 
consider new opportunities for data sharing, 
ledger platforms and payment mechanisms.

A FEW BUMPS ALONG THE WAY
Some of these banking collaborations are 
beginning to bump up against each other, 
leading to some initial disputes as this highly 
regulated sector seeks to keep pace with 
potentially disruptive forces. Some disputes 
are already seeing the insides of courtrooms 
in interesting attempts to reassert 
institutional control. One early example 
saw a consortium of traditional banks (R3) 
seeking a court ruling to enforce its option 

for a large stake below market value of XRP 
digital currency against a fintech company/
alternative consortium (Ripple), which had 
effectively created this cryptocurrency out 
of thin air.   

An uneasy relationship across many 
players may be expected, especially as 
more agile start-ups seek to disrupt a status 
quo where the incumbents still retain a 
significant advantage in resources and scale. 
Decentralised automated organisations 
(DAO) are one answer being floated to open 
the playing field more widely for innovative 
propositions to scale quickly without 
the traditional bottlenecks of building 
management structures and capabilities. 
At a high level, these are complex software 
code comprising smart contracts, which 
could potentially be seen almost as 
automated payment rules bundled as 
business plans, and launched without much 
of the organisational overhead of traditional 
entities. Even large traditional players may 
find these advantageous in launching new 
propositions that may otherwise end up 
stalled as a result of navigating internal 
bureaucracies. 

These have not always gone as planned, 
however, such as the fiasco around the 
unprecedented Ethereum funding raised 
for The DAO (in this particular case, a 
proper noun), and subsequent siphoning 
of funds by someone able to exploit 
loopholes in the code. Interestingly, this 
resulted in a situation where, counter to 
the underlying blockchain philosophies 
of disintermediation and permanence, 
an intervention occurred to effectively 
make ineffective certain prior transactions 
to “recover” these funds. Much of those 
diverted funds still sit in Ethereum Classic, 
the legacy network from which the 
community has moved away in starting over 
their ambitious project, with that currency 
having crashed to almost nothing. Bitcoin 
has undergone its own split recently as 
well, with both examples showing how 
cryptocurrencies can ultimately be at the 
mercy of competing visions within their 
communities.
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WHAT DOES THIS MEAN FOR 
AFRICA?
But what are the practical considerations 
for Africa? Formal banking channels are 
cost-prohibitive and often geographically 
distant for large segments of the 
population, but it is difficult to see how 
cryptocurrencies or blockchain may solve 
distribution issues. Mobile money agents 
seem like the far better option for that 
at the moment. Perhaps more relevant 
might be one-off investments in DAO-
type structures that are then left to run 
in addressing the shortages of highly 
skilled managers. Also of interest would 
be opportunities for shared ownership 
or access to a wide range of asset classes 
in increasing the addressable markets as 
demand is aggregated.

Potential cost savings could be attractive 
to large businesses in Africa for which 
cash management costs are compounded 
as a result of many small transactions. 
Agriculture provides one example, and 
ongoing pilots using mobile money show 
a desire to transform this market. In this 
case, large agri-business stands not only 
to realise significant savings in transaction 
costs, but also to mitigate counter-party 
risk such as side-selling where farmers 
sell to third parties despite loans or inputs 
received earlier. 

But it is still early days, and many 
questions remain as to whether or 
how blockchain transforms financial 
services and other sectors. Incumbent 
financial services providers are taking 
multiple approaches, one being the 
funding of innovative start-ups through 
venture capital to hopefully gain a stake 
in potentially disruptive propositions. 
Picking winners is not easy, however, 
but it is an acknowledgment that large 
corporate structures are not always 
ideal for such experimentation. Some 
of the larger African banks are involved 
in a range of blockchain initiatives from 
joining industry consortia to launching 
incubators, or taking another look at start-
up ventures.

DEFINING OPPORTUNITIES IN 
AFRICA
Africa, as has been the case with mobile 
money, may provide a unique testing 
environment. Importantly, transaction fees 
will need to be much lower than some of 
those seen elsewhere in the past, especially 
if there is to be any hope of adoption by 
consumers (merchants may enjoy better 
rates than major card networks – though 
there is often a strong preference for cash). 
Either way, it is less clear that Africa will 
replicate its global leadership seen in 
mobile money. And applications will need 
to be localised to the socio-economic, 
competitive and regulatory dynamics.  

Moreover, one cannot ignore the 
political context and its influence on the 
adoption of new technologies, particularly 
when it comes to a primary expression of 
state power: national (or transnational) 

central bank issued money. 
Cryptocurrencies may struggle 
to gain scaled traction without 
at least tacit sanction from 
African central banks and 
government leaders, whereas 
other blockchain applications 

should have a smoother adoption path by 
comparison, being less of a perceived threat 
to financial stability and state control.  

Mobile network operators are the cash 
cows in many African markets, but it is 
less certain that they will have as strong 
an interest in blockchain as they did in 
mobile money remittances. Other sectors 
may need to take the lead, perhaps through 
an inverted model where supply chain 
efficiencies and cash management cost 
savings drive business cases rather than 
direct transaction fees from end users. 
Markets across Africa will need to consider 
localisation requirements, and not just 
import out-of-the-box implementations. 
Use cases and applications could 
potentially be quite distinct where 
priorities differ from other regions, or even 
neighbouring countries. 

Judah J. Levine is CEO of Mondato.


