In the context of international remittances, "Netting" refers to a settlement process where a Money Transfer Operator (MTO) balances their inflows and outflows between two countries and only transfers the "net" difference across the border.
Many Low- and Middle-Income Countries (LMICs) prohibit or strictly regulate this practice. They typically mandate Gross Settlement, meaning every single dollar sent by a migrant must physically enter the country’s banking system before being paid out in local currency.
The following LMICs are known for prohibiting or severely restricting the netting of private remittances:
1. Nigeria (Central Bank of Nigeria - CBN)
Nigeria is perhaps the most prominent example of a country that prohibits netting.
· The Rule: The CBN mandates that International Money Transfer Operators (IMTOs) must settle all remittances in gross through authorized dealer banks.
· The Reason: Nigeria suffers from chronic foreign exchange (FX) shortages. By prohibiting netting, the CBN ensures that 100% of the hard currency (USD, GBP, EUR) hits the Nigerian FX reserves before it is converted to Naira. Netting is viewed as a way to "keep the dollars outside," which the government wants to prevent.

2. Ethiopia (National Bank of Ethiopia - NBE)
Ethiopia has some of the strictest capital controls in Africa.
· The Rule: All inbound remittances must be reported and settled on a gross basis. Banks and MTOs are prohibited from offsetting outbound payments against inbound remittances.
· The Reason: Ethiopia tightly manages its birr exchange rate and relies on every dollar of remittance to fund essential imports like fuel and medicine. Netting is seen as an illegal "Hawala-style" circumvention of state FX controls.

3. Argentina (BCRA)
Argentina’s complex multi-tier exchange rate system makes netting a major legal risk.
· The Rule: Under current "Cepo" (exchange control) regulations, funds from abroad must be liquidated in the Single Free Market of Exchange (MULC) within a specific timeframe (usually 5 days).
· The Reason: To prevent capital flight. Netting would allow MTOs to settle debts outside the country, depriving the Central Bank of the ability to capture and tax those foreign currency flows.

4. Pakistan (State Bank of Pakistan - SBP)
Pakistan has led a massive crackdown on informal netting systems (known locally as Hundi or Hawala).
· The Rule: Official MTOs (like Western Union, MoneyGram, or Ria) must operate under the Pakistan Remittance Initiative (PRI), which requires gross settlement into SBP-monitored accounts.
· The Reason: Pakistan is frequently under pressure from the FATF (Financial Action Task Force) to curb money laundering. Gross settlement provides a transparent "audit trail" that netting obscures.

5. Bangladesh (Bangladesh Bank)
Similar to its neighbors, Bangladesh is highly protective of its foreign reserves.
· The Rule: Netting is generally prohibited for private remittances. All inward flows must be channeled through the "Nostro" accounts of local banks in their entirety.
· The Reason: The government provides a 2.5% cash incentive to migrants who use official channels. To verify eligibility for this incentive, the bank must see the gross inflow of foreign currency.

6. South Africa (SARB)
While not an LMIC in the same sense as the others, South Africa has "Exchange Control" regulations that are very strict compared to the US or EU.
· The Rule: Authorized Dealers (banks) cannot net off-set payments without specific prior approval from the South African Reserve Bank.
· The Reason: To monitor the "Balance of Payments" (BoP) accurately.

Why do these countries prohibit netting?

1. Foreign Exchange Reserves: LMICs need hard currency to pay for imports and service national debt. Netting keeps that currency in offshore accounts (e.g., in London or New York), while gross settlement forces it into the local central bank.
2. Anti-Money Laundering (AML): Regulators want to see a 1:1 match between the person sending $200 and the physical $200 entering the country. Netting aggregates thousands of transactions, making it harder to track individual "dirty" money flows.
3. Monetary Policy: If a large portion of a country's money supply moves via "netting," the Central Bank loses its ability to see the true demand for its currency, making it harder to manage inflation and interest rates.
4. Taxation: Gross settlement makes it easier for governments to apply "Remittance Taxes" or levies if they choose to do so.

Summary for MTOs and Fintechs
If you are a Fintech company setting up a remittance corridor to Nigeria, Ethiopia, Pakistan, or Argentina, you cannot simply "balance the books" internally. You must prove to the local regulator that you are physically "wiring" the gross amount of all transactions into their banking system, usually via a Nostro account. Failing to do so can result in the immediate revocation of your license and accusations of running an illegal "Hawala" operation.

In short, yes, India effectively prohibits the netting of private remittances.
The Reserve Bank of India (RBI) maintains a very strict "Gross Settlement" policy for inward personal remittances. This is designed to ensure that every dollar sent to India is accounted for in the nation’s foreign exchange reserves and to prevent the growth of informal "Hawala" (netting) networks.
Here is the breakdown of how this is regulated in India as of 2026:
1. The MTSS Framework (Money Transfer Service Scheme)
Most personal remittances into India (via companies like Western Union, MoneyGram, or Ria) operate under the Money Transfer Service Scheme (MTSS).
· The No-Netting Rule: Under MTSS guidelines, the foreign Money Transfer Operator (MTO) is required to deposit the gross amount of all remittances into the "Nostro" account of the Indian partner bank.
· One-Way Only: Crucially, the MTSS is a one-way inward-only scheme. You cannot use it to send money out of India. Because there is no legal "outflow" allowed under this scheme, there is nothing for an MTO to legally "net" against.

2. The Rupee Drawing Arrangement (RDA)
For larger transfers or those involving exchange houses (common in the UAE and GCC), India uses the Rupee Drawing Arrangement (RDA).
· The RBI mandates that exchange houses must maintain separate accounts for different types of transactions.
· Prohibition of Offsetting: The RBI explicitly prohibits these exchange houses from offsetting (netting) their liabilities. They must remit the full value of the inward instructions to the Indian bank.

3. Why India is Strict on Netting
India is the world's largest recipient of remittances ($135B+ in 2025). The RBI prohibits netting for three specific reasons:
1. Forex Reserve Management: India relies on remittances to balance its "Current Account Deficit." If MTOs were allowed to net, a portion of that hard currency would stay in offshore accounts (e.g., in New York or Dubai) rather than hitting the RBI’s reserves.
2. Hawala Prevention: Netting is the operational core of Hawala—the illegal, informal system used to move money without actual cross-border movement. By forcing "Gross Settlement," the RBI makes it much easier to distinguish between a legal fintech operation and an illegal Hawala ring.
3. Anti-Money Laundering (AML): To comply with FATF standards, India requires a clear "audit trail" for every single transaction. Netting creates a "black box" where thousands of small transactions are bundled into one net settlement, making it harder for regulators to see if illicit funds are hidden in the mix.

4. Trade Netting vs. Private Remittances
It is important to note that the RBI is slightly more flexible with Trade Netting (Business-to-Business) than with Private Remittances.
· In specific cases (usually involving large multinational groups), the RBI allows "Netting of Export Receivables against Import Payables."
· However, even for trade, this requires prior permission or must follow very strict "Master Directions." Personal/Private remittances are never allowed to be netted in this manner.
· 
Summary for Fintechs and Operators
If you are operating a remittance corridor to India, you must:
· Ensure that for every ₹100,000 paid out to a recipient in India, the equivalent amount in USD/GBP/EUR has been physically wired into an Indian bank's Nostro account.
· Report the Gross Inward Remittance to the RBI through the "R-Return" (the reporting format for forex transactions).
Failure to comply is treated as a violation of the Foreign Exchange Management Act (FEMA), which carries heavy financial penalties and potential criminal charges.

