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.
Most Low- and Middle-Income Countries (LMICs) strictly mandate Gross Settlement to ensure every foreign dollar hits their national reserves. However, as of 2025–2026, a growing list of LMIC countries allows netting under specific regulatory frameworks, regional clearing systems, or updated foreign exchange (FX) laws.
1. LMICs Allowing Netting via Global/Bilateral Frameworks
These countries have recently modernized their FX laws or established "Local Currency Settlement" (LCS) frameworks that explicitly permit netting to reduce reliance on the US Dollar and improve liquidity for financial institutions.
· Malaysia: The Netting of Financial Agreements Act and recent BNM liberalizations allow licensed entities to net-off export proceeds and permitted foreign currency obligations.
· Brazil: Under Law No. 14,286 (The New FX Law) effective in late 2022/2023, Brazil significantly liberalized its market, allowing for broader intercompany netting and "offsetting" of credits between residents and non-residents.
· Indonesia: Through its LCS (Local Currency Settlement) hubs with partners like Thailand and Malaysia, Bank Indonesia allows "Appointed Cross Currency Dealers" (ACCD) to settle positions on a net basis.
· Thailand: The Bank of Thailand permits foreign currencies received from abroad to be netted with permitted obligations to non-residents without mandatory repatriation of the gross amount.
· Philippines: While individual P2P transfers are closely monitored, the BSP allows Intercompany Netting Arrangements for trade in goods and services between related parties.

2. LMICs Allowing Netting via Regional Clearing Houses
Several LMICs have joined centralized systems where the clearing house performs the netting on behalf of all participants. Individual MTOs may still be required to report gross values, but the physical cross-border movement of funds is netted.
· PAPSS Members (Africa): The Pan-African Payment and Settlement System performs daily centralized netting across participating nations.
· Current Active/Onboarding LMIC Members: Ghana, The Gambia, Guinea, Liberia, Nigeria, Sierra Leone, Djibouti, Zimbabwe, Zambia, Morocco, Tunisia, Egypt, and Algeria (as of late 2025).
· Project Nexus / ASEAN-5 (Southeast Asia): This system links the fast payment systems of Malaysia, Philippines, Indonesia, Thailand, and Singapore (and increasingly Vietnam). While it aims for instant gross transfers for the end-user, the settlement between central systems often uses a Deferred Net Settlement (DNS) model.

3. Known Prohibitions: Countries Requiring "Gross Settlement"
For these countries, any attempt to "net" or "offset" payments is typically viewed as an illegal Hawala or Hundi operation. They require that 100% of the foreign currency sent by a migrant physically enters the domestic banking system.
	Country
	Settlement Policy
	Regulatory Driver

	India
	Gross Only
	RBI MTSS/RDA rules strictly prohibit offsetting liabilities.

	Pakistan
	Gross Only
	PRI (Pakistan Remittance Initiative) mandates gross inflow for transparency.

	Bangladesh
	Gross Only
	Mandatory gross inflow to verify eligibility for the 2.5% cash incentive.

	Nigeria
	Gross Only*
	CBN mandates IMTOs settle in gross to boost FX reserves (*exception for PAPSS).

	Ethiopia
	Gross Only
	Strict capital controls to manage acute hard-currency shortages.

	Argentina
	Gross Only
	MULC regulations require total liquidation of foreign funds within 5 days.

	South Africa
	Gross Only
	SARB Exchange Control rules require prior approval for any offsetting.



Summary of Regulatory Trends (2026)
· Shift to Local Currencies: To avoid "Dollar Scarcity," many LMICs are moving away from gross USD settlement and toward Net Local Currency Settlement.
· The "PAPSS Exception": Many countries that traditionally prohibit netting for general MTOs (like Nigeria or Egypt) are allowing it only within the PAPSS regional framework to foster intra-continental trade.
· Substance Requirements: In almost all jurisdictions that allow netting (like Malaysia or Brazil), the MTO must have "Mind and Management" (a local license and physical presence) to qualify for these efficient settlement models.

