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1 Introduction 

Objectives 

This study concerns one of four strands of administrative barriers to foreign 
direct investment (FDI) in South Asia under investigation as part of a FIAS 
project.  It specifically concerns Exchange Control or Foreign Exchange 
Management.  The methodology is described in Appendix 1. 

The purpose is to identify ways in which, in the context of Foreign Exchange 
Management, the institutional context had helped or hindered the shift towards 
general economic liberalization or deregulation.  It is based on a case study 
approach and was designed to consider the pros and cons of these institutional 
processes from the perspective of the investor, and not just from the 
perspective of the country under review. 

This report concentrates primarily on the success or otherwise of the 
institutional processes in Bhutan and India, that have been influential in 
attempting to ensure that the Foreign Exchange Regulations and associated 
systems and procedures mirror the national policy for FDI. 

The report identifies a distinct change in the approach and objectives of 
Exchange Control policies.  The former approach of rigid controls 
encompassing a protective system is now no longer appropriate given the 
emphasis on globalization and a liberalized market place. 

The recognition of the benefits of globalization, and the encouragement of 
international trade and foreign investment, has resulted in a distinct change of 
emphasis when managing currency movements. 

The mood swing is away from the concept of ‘control and constraint’ as a 
means of conserving foreign exchange and its utilization for economic 
development, towards one where the objective is to facilitate external trade 
and thereby promote an orderly development and maintenance of the foreign 
exchange market. 

Coupled with this, the reference to ‘Exchange Control’ has, in general, been 
replaced by a reference to Foreign Exchange Management. 

Given this distinct change in emphasis, it must also be recognized that the 
pace and indeed the style of liberalizing long established Exchange Control 
policies and the associated monitoring processes varies from country to 
country.  There is no defined pace or common approach formula. 

This report is intended to take an overall view of the processes involved when 
institutions identify and implement changes to their Foreign Exchange policy 
and procedures.  The outcome of these processes is then applied to the effect 
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that they have, or are expected to have, on two case study countries, Bhutan 
and India. 

Alongside these two case studies, a third case study comparison is made to 
processes adopted with Exchange Control systems in the UK, Botswana and 
Rwanda.  Minor reference is made to the winding up process of Exchange 
Controls in the UK. 

Whilst the theme of the report is to focus on the process of systems and policy 
change undertaken by institutions rather than the detail of good and bad 
practices of the technical aspects of Exchange Control, some reference is made 
to the technical aspects as part of the examination.  

Definition of administrative barriers to 
investment 

For the purposes of this study any adverse affect on investment caused by 
reaction to Exchange Control policy and/or the associated administrative 
procedure is regarded as an ‘administrative barrier’. 

The legal base for Exchange Control is  from underlying National legislation, 
which appoints the appropriate Central Banking Authority as the administrator 
of the policy. 

The Commercial Banks, and where appropriate   Foreign Exchange Bureaux, 
are subsequently appointed as Agents for the administration process by the 
Central Bank Authority.  The Foreign Exchange Regulations represent the 
‘Directives’ from which the Agents undertake their responsibilities. 

The transparency of the Foreign Exchange Regulations varies from country to 
country.  In the case of Bhutan and India the content is transparent and 
available to all.  Both the Royal Monetary Authority of Bhutan (RMA) and the 
Reserve Bank of India (RBI) have excellent websites that provide 
comprehensive details of their Foreign Exchange Regulations and associated 
procedures. 

However, transparency and availability of content of Foreign Exchange 
Regulations does not, in itself, guarantee a barrier free system.  It is necessary 
to take a view of the intention behind the content. 

The style of the Foreign Exchange Management systems reflects the intention 
behind the policy objectives of the National Government e.g. if the intention is 
to protect the market, the system will tend to be rigid and restrictive. 
Conversely, if the objective is to deregulate and open up the market and 
encourage foreign investment, the system will be liberal in style, particularly 
in support of external trade. 
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In any event the content of Foreign Exchange Regulations should supplement 
the National intention on FDI policy.  The Regulations should not be seen as 
an irritant that does not appear to support the National objective. 

Generally, from an investment point of view there are three stages of the 
investment processes at which administrative barriers can apply.  These are: 

• At the initial stage of investment when funds are introduced to finance 
the business. 

• During the operating period of the business when outflows and inflows 
of foreign currency for Current and Capital Account transactions form 
part of the normal business pattern. 

• During the closing down or selling stage when there may be a need to 
repatriate funds abroad. 

The changes in the objectives and approach of Institutions to Foreign 
Exchange Management by the Indian and Bhutanese authorities are covered in 
this Report.  Reference is also made to alternative policy and processes from 
elsewhere in the third case study 

Component procedures and their relative 
significance 

Component procedures are defined here as different categories of transaction 
in the investment process.  The following components form the foreign 
currency transaction base for all foreign investors: 

• Conditionality of inflow of investment funds e.g. hard currency 
(reflects National policy). 

• Conditionality of eligible categories of investment (reflects National 
FDI policy). 

• Conditionality of percentage holdings permitted in sectors (reflects 
National FDI policy) 

• Format of investment vehicle e.g. joint venture or otherwise. 

• Minimum levels of investment (reflects National FDI policy). 

• Conditionality of borrowing i.e. locally and abroad. 

• Availability of foreign exchange to meet Current Account transactions 
(Article V111). 
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• Conditionality of transferring foreign exchange to meet Current 
Account payments, particularly: 

• Payment of dividends and profits. 

• Payment of royalties/patents, technical know-how etc. 

• Payment of import payments. 

• Receipt of export proceeds. 

• Giving of guarantees to non-residents. 

• Maintenance of foreign currency accounts both locally and 
abroad. 

• Conditionality relating to the transfer of expatriate salaries. 

• Conditionality of repatriation of capital in the event of liquidation or 
sale of business. 

Criteria for selection of component procedures 

Description of the selected component processes 

Bhutan 

The selection process for Bhutan takes into account the newness of the 
investment environment and looks at the preparedness of the policy and 
systems to accommodate new investors.  At this stage, it is not appropriate to 
assess the progress of a single component procedure. 

One area that is making progress: 

• ‘The realization of the need to delegate some Current Account 
transactions to the Commercial Banks.’ 

One area that requires further attention: 

• ‘The Foreign Exchange Regulations, refer to basic Current Account 
transactions only; in the absence of guidelines the remaining Current 
Account and all Capital Account transactions are dealt with on an ad-
hoc basis by RMA as policy evolves.  The policy for all Current and 
Capital Account transactions needs to be formally incorporated into the 
Foreign Exchange Regulations’. 
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India  

The selection process in India takes into account the Institutional attitudes that 
have guided India from a protective system of Exchange Controls to one of 
liberalization. 

An area that is progressing well: 

• ‘The manner in which Exchange Control has been adapted to facilitate 
the process of achieving the National Government objectives in 
attracting foreign investment.  The resultant effect on investment 
approval procedures, particularly the inflow of investment funds’. 

An area that took time to progress: 

• ‘The transition from a restricted/enforcement based system of 
Exchange Control to a liberal system of Foreign Exchange 
Management incorporating Current Account convertibility and partial 
Capital Account convertibility.  The affect on this process on Current 
Account transactions.’ 

Botswana (reference to UK) and Rwanda 

The selection process in Botswana and Rwanda takes into account the 
institutional attitudes that have guided Botswana from a rigid system of 
controls to full convertibility, and the preparation process that Rwanda has 
undergone to mirror FDI policy: 

• Botswana – An example of a process that progressed well.  ‘To 
achieve full convertibility’. 

• Rwanda – An example of an area that required urgent attention.  ‘It 
took time to undertake a review of Foreign Exchange Regulations to 
improve the investment environment and mirror new FDI policy’.
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2 Case study: Bhutan 

Bhutan is the first case study undertaken as part of this research.  In addition to 
the contextual information provided in Appendix 2, key investment factors are 
described below, followed by a synopsis of Exchange Control information 
given to potential investors. 

We then describe the two component processes being focused upon in more 
detail, considering the pros and cons associated with their development. 

Common information on foreign direct investment in Bhutan 

The concept of foreign investment has only been recently been accepted as a 
National policy in Bhutan and Government has, understandably, adopted a 
cautious approach which reflects a strong protection of the environment and 
small traders. 

The Foreign Investment Policy has been identified and drafted and is due to be 
passed through the National Assembly by the end of March 2003.  The content 
of the draft law is well thought out and is based on ‘uniformity of treatment’ 
of all businesses in Bhutan i.e. foreign investors and local residents, in the 
application of laws, rules and regulations of the country.  

Exchange control information given to potential investors  

These are the Exchange Control considerations that will apply to investors in 
Bhutan: 

• All inflows of investment funds must be in ‘hard currency’. 

• The investment must be in the form of a joint venture. 

• The maximum non-resident ownership is 70%; the balance must be 
local interest. 

• The minimum investment for manufacturing sector investment is 
US$1million and for the service sector investment is US$500,000. 

• Payment of dividends and profits are approved subject to tax 
requirements and sufficient hard currency earnings to support the 
payment. 

• Payment for imports are readily approved provided that an ‘import 
licence’ has been issued by the Ministry of Trade and Industry.  
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• Foreign earnings e.g. exports of goods and services, have to be 
repatriated and surrendered into local currency unless special 
arrangements agreed with the Royal Monetary Authority of Bhutan 
(RMA). 

• Permission to maintain foreign currency accounts abroad requires 
RMA approval. 

• There is no Exchange Control restriction to foreign investors 
borrowing local currency for local working capital purposes. 

• Sale proceeds of investment may be repatriated provided that all local 
tax liabilities have been met. 

• As foreign investment policy is new, and as yet untested in Bhutan, it 
is uncertain as to the time and cost constraints that will be imposed on 
the investor when considering the Exchange Control implications as 
part of the review process. 

Current account delegation making progress 

‘The realization of the need to delegate some Current Account transactions to 
the Commercial Banks and streamline procedures’ 

• This relates to the desire to delegate Current Account transactions at a 
momentum that reflects the cautious approach adopted by the National 
Government of Bhutan. 

• Whilst partial delegation to the Commercial Banks has taken place, the 
majority of Current Account applications are sent to the RMA for 
approval.  The RMA is anxious to set procedures in place whereby 
further delegations can be made to the Commercial Banks. 

• It is the intention that, in time, increased delegation of Current Account 
transactions will enable the RMA to assume a predominantly 
monitoring/inspection role whilst concentrating their efforts on Capital 
Account transactions. 

• As the situation applies at present, from an investor’s point of view, the 
concept of having to submit the bulk of Current Account applications 
to the RMA may be a concern over potential delays and unnecessary 
bureaucracy.  To the credit of RMA no such delays occur but, as 
economic activity increases, delays and resultant inferior service could 
become a reality. 
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• The approach towards delegation has been deliberately cautious in 
order to give the Commercial Banks time to adapt to the concept of 
processing applications.  We must not lose sight of the fact that the 
banking system in Bhutan is very new and the market place is small.  

• As mentioned, the process of delegation is under way albeit in a 
limited form.  The Commercial Banks have authority to deal with 
certain applications in respect of travel, the operation of foreign 
currency accounts of non-resident workers and diplomatic staff. 

• Additionally, the RMA, in liaison with the Department of Trade and 
the Ministry of Finance, has been instrumental in setting up an 
arrangement in 2002 whereby import payment procedures were 
streamlined. 

• The cautious approach has been appreciated by the Commercial Banks 
who now feel ready to take on board the processing of additional 
Current Account transactions. 

Regulatory guidelines requires further attention 

‘The Foreign Exchange Regulations refer to basic Current Account 
transactions only; in the absence of guidelines the remaining Current Account 
and all Capital Account transactions are dealt with on ’ad hoc’ basis by RMA 
as policy evolves.  The policy for all Current and Capital Account transactions 
needs to be formally incorporated into the Foreign Exchange Regulations’. 

• This represents an observation that even though the official intention of 
Exchange Control policy is to encourage and support FDI, the lack of a 
proper regulatory framework can represent a false picture to the 
investor. 

• Any potential investor in Bhutan will have a list of questions relating 
to movements of foreign exchange both for Current and Capital 
Account transactions.  They will be looking for assurances and will 
request sight of the underlying legisla tion as well as the Foreign 
Exchange Regulations; they will also seek some knowledge of 
procedures. 

• At present with no reference in the Regulations to some Current 
Account transactions e.g. dividends and profits, and no reference to 
Capital Account transactions, there will be a degree of discomfort in 
the eyes of the investor.  Verbal assurances will not be enough.  
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• The anomaly exists because the Foreign Investment Policy contains 
specific guidelines as to how Capital Account transactions arising from 
investments will be processed; at present the Foreign Exchange 
Regulations cannot support this policy. 

• Basically it becomes a game of catch-up and is not an uncommon 
situation when FDI is first introduced (see Rwanda case study below). 

Sources and origins for both component processes 

The problem has occurred because the market place in Bhutan is very new and 
there has been minimal trading activity beyond India and Nepal.  The vast 
majority of trading activity is with India where dual currency arrangements 
apply.  The banking system is similarly new and has developed in a cautious 
manner, which reflects National sentiments. 

The present Foreign Exchange Regulations were drafted in 1997 and 
encompassed those aspects of foreign exchange transactions that were relevant 
at that time i.e. the majority of the trade with India and no provision made for 
FDI which, at that time was not an option in Bhutan.  

The problem initially came to light in the late 90’s when a foreign investor 
was permitted to invest in the country with minimal Exchange Control 
formality.  Unfortunately, this investment was not a success, and the need to 
revamp the Act and Regulations became apparent. 

This situation has been exacerbated by the formal establishment of a Foreign 
Direct Investment Law which, as has been mentioned, incorporates foreign 
exchange provisions that are not covered in the Foreign Exchange 
Regulations. 

SWOT on technical policy of the reform 

At present, the technical features of the policy reform are not in place for some 
Current Account and any Capital Account transactions.  All components listed 
in Chapter 1 of this report, will need to be covered in the Regulations. 

Whilst this represents a weakness in the technical policy reform process, this 
is countered by an understanding and intent of the Authorities to address the 
situation. 

SWOT on administrative matters 

The arrangement by which the majority of Current Account transactions and 
all Capital Account transactions are processed by the RMA is not, in the long 
term, a desirable situation.  At present, existing staff numbers in the RMA can 
cope with the flow; any influx of investors could place pressure on the system. 
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The decision base in the Foreign Exchange department of the RMA comprises 
a small group of staff that will need to improve its skill base, in order to 
understand and deal with Capital Account transactions. 

There remains a will to ensure that administrative matters run smoothly.  The 
realization that the emphasis should be on Foreign Exchange Management 
rather than Control indicates a ‘can do’ style of approach and the close and 
effective relationship between the RMA and the Commercial Banks in the 
tightly knit community bodes well for when the delegation process expands. 

SWOT on institutional behavior 

The weakness of institutional behavior reflects the difficulties in securing 
external assistance to help review the Foreign Exchange Regulations.  Efforts 
are being made to resolve this situation but, in the meantime, the Regulations 
and FDI policy are out of kilter. 

The strength is the realization by the RMA that the job has to be completed 
and that help is required. 

Conclusion 

In conclusion, the reform priorities are as follows: 

• To ensure that the Bank of Bhutan Act is amended to incorporate an 
authority for the RMA to administer Foreign Exchange Management. 

• To ensure that the Foreign Exchange Regulations are reviewed to 
accommodate all Current Account transactions and those Capital 
Account transactions that will involve FDI processes. 

• Some staff training may be required.  

A lesson learned is the need to ensure that Foreign Exchange policy is 
regularly reviewed and that it always mirrors FDI policy.  Once the concept is 
understood, the policies work hand in hand; the kick starting of the process is 
always difficult when Capital Account transactions are to be included in the 
Foreign Exchange Regulations for the first time. 

Issues and questions arising as a result of the process of change or reform: 

• Institutional commitment for these processes to work in tandem is 
essential so that the FDI promotion service provides a professional 
package to potential investors.
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3 Case study: India 

India is the second case study undertaken as part of this research.  In addition 
to the contextual information provided in Appendix 2, key investment factors 
are described, followed by a synopsis of Exchange Control information given 
to potential investors. 

We then describe the two component processes being focused upon in more 
detail, considering the pros and cons associated with their development. 

Common information on foreign direct investment in 
India  

There are two approval routes for setting up FDI in India that were introduced 
in 1991 with the objective of improving entry procedures (Pre-1991, all 
applications for FDI had to be approved by Government).  The approval routes 
are: 

• Government approval route via the Foreign Investment Promotions 
Board (FIPB) - formerly part of the Ministry of Trade & Industry, 
recently became part of the Ministry of Finance and; 

• Reserve Bank of India (RBI) approval via the automatic route. 

The Government route applies as follows: 

The transfer of interests in Indian businesses is restricted.  Industries where 
approval from the FIPB is still required for new FDI include: 

• FDI in industries that require an industrial license under the provisions 
of the Industries (Development & Regulation) Act 1951. 

• FDI of more than 24% in the equity capital of manufacturing items 
reserved for small scale industries (SSI). 

• All proposals in which the foreign collaborator has previous or existing 
joint ventures in India in the relevant sector. 

• All proposals relating to the transfer of shares from an Indian resident 
to a non-resident. 

• All proposals for investment in certain Government sensitive industries 
e.g. strategic industries, atomic energy, broadcasting etc. 
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• All proposals for investment in certain specified industries where the 
proposed investment is in excess of a maximum specified limit e.g. 
49% banking, 49% telecommunications etc.  (This list is subject to 
ongoing review.  The categories of industries have been reduced and 
the caps increased, particularly since 1998.  There are now 14 
industries in this category requiring Government approval many of 
which allow 100% FDI participation). 

The Reserve Bank of India (RBI) automatic route applies as follows: 

• All other applications i.e. those that do not require Government 
approval can be approved through the automatic route via RBI. 

Exchange control information given to potential 
investor 

• All inflows of investment funds must be in ‘hard currency’. 

• The investment may require Government (FIPB) approval if not, entry 
of funds will be automatic subject to RBI notification. 

• Special arrangements apply for payments in respect of foreign 
technology collaboration agreements (royalties etc).  These 
arrangements encompass transfers through an automatic route where 
specific Government approval is not required. 

• Payment of dividends and profits are approved subject to tax 
requirements (dividend balancing requirement was withdrawn in 
2000). 

• Payment for imports are readily approved provided that an ‘import 
licence’ has been issued by the Ministry of Trade and Industry.  

• Foreign earnings e.g. exports of goods and services have to be 
repatriated and surrendered into local currency unless agreed otherwise 
by RBI. 

• Permission to maintain foreign accounts abroad requires RBI approval.  

• There is no Exchange Control restriction to foreign investors 
borrowing local currency for local working capital purposes. 

• Sales proceeds of investment may be repatriated provided that all local 
tax liabilities have been met. 
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Approving FDI applications progressing well 

‘The manner in which Exchange Control has been adapted to facilitate the 
process towards achieving the National Government objective in attracting 
foreign investment.  The resultant affect on investment approval procedures - 
inflow of investment funds’. 

• Since 1991, the Government has placed considerable importance on 
streamlining the entry procedures for new investors.  This case study 
gives an example of how changes in Exchange Control policy and 
procedures have facilitated this process and reduced the time taken to 
approve FDI applications.   

• The most effective way to get a feel of the transition from an investor’s 
standpoint is to do a comparative exercise of the processes over a set 
time frame. 

• The time frames are set at 1991-1998, and 1998-2003.   

Table 1: Tracking process for FDI application 1991-
1998 

Government approval  RBI (automatic approval) 

• a.  FIPB approval plus, • a.  RBI approval in principle plus, 

• b.  RBI approval in principle plus, • b.  RBI approval of inflow of 
funds 

• c.  RBI approval of inflow of 
funds 

 

Total: 3 approvals – 6 months/1 year 
plus 

Total: 2 approvals –  3 months plus 

• These processes were lengthy; the time span estimates by investors 
ranges from 3 months at very best to 1 year+ 

• In 1998 amidst this frustration, the automatic system was reviewed and 
became one of notification rather than approval. 

• Additionally, many categories were removed from and caps raised on 
the FIPB route, pushing additional applications through to the 
automatic route. 
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Table 2: Tracking Process for FDI application 1998-
2003 

Government approval RBI (automatic approval) 

• a.  FIPB approval plus • a.  RBI notification of inflow 
within 30 days 

• b.  RBI notification of inflow 
within 30 days 

 

Total: 1 approval 4-6 weeks Total: Nil for approval 

• Time frame for FIPB approval between 4-6 weeks. 

• Only time frame associated with automatic route is that RBI be 
notified of inflow within 30 days of actual inflow. 

• Today, March 2003, 90% of all applications pass through the 
automatic route. 

The problem  

The environment pre-1991 did not encourage inward investment.  It was not 
until the New Industrial policy was introduced in 1991, that FDI had some 
recognition.  At this time the Exchange Control system was one of constraint 
and protection and FDI applications were approached with a suspicious rather 
that supportive attitude. The FIPB was established to improve the process and 
a system of automatic approval introduced by RBI. 

Unfortunately it was difficult to unwind the bureaucratic procedures that had 
been ingrained in the system.  The so called automatic system still required 
two approval processes from the RBI and the time factor became an 
disincentive to potential investors. 

Eventually, in 1998 the whole system was reviewed, Exchange Control policy 
and systems was adapted to enable the automatic system to be one of 
notification rather than approval.  It required a knee jerk action to change 
emphasis. 

Sources and origins 

The original source of the problem reflected the National policy pre-1991 
which was protectionist and was not favored towards FDI.  Bureaucracy was 
embedded in the system and it was difficult from an attitudinal standpoint for 
administrators to suddenly embrace the concept of liberalization. 
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Evolution 

The problem remained through the nineties until 1998 with the streamlining of 
the FDI entry system and the adaptation of Exchange Control policy and 
procedures. 

Thus overall frustration for investors remained throughout the 90’s and then 
phased away quite dramatically from 1998; today it is not regarded as a 
problem.  Notwithstanding, the process of making further inroads in 
streamlining the remaining procedures is ongoing. 

SWOT on technical policy 

From 1991-1998, Exchange Control policy was supportive of the National 
policy and intentions with regard to FDI.  When there were changes in FDI 
policy e.g. relaxations in the categories of applications that required 
Government approval, the Exchange Control policy was adapted to mirror the 
changes. 

This harmony worked well and enabled the market place to see that an effort 
was being made to streamline procedures and attract investment. 

SWOT on administrative matters of the reform 

The administrative barriers were difficult to overcome. Even though policy 
was relaxed, resultant economies were not introduced in the administrative 
process. 

Old pre-1991 habits remained and the bureaucratic process persisted.  It was 
difficult to inject attitudinal changes in the administrators as well as to unravel 
all the old forms, procedures and working practices. 

However, the streamlining in 1998 and the radical legislative changes in 2000 
forced a formal breakaway from the old bureaucracy. 

SWOT on institutional behavior 

It is difficult to assess the Institutional behavior between 1991-98 except that 
there must have been a common determination to achieve the Government 
objectives of liberalizing the markets.  The pace and process at which it was 
achieved would have been the cause for much debate. However, the period 
from the Asian crisis through to the introduction of FEMA 2000 was critical; 
so much was achieved behind the scenes during this period. 

Post 1998 the Institutional behaviour is more clear-cut.  It would not have 
been possible to have identified, drafted and introduced such radical 
legislative changes without the full support and cooperation of the Institutions.  
The communication process must have been well structured.  
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Priorities, challenges, issues and questions  

Distillation of reform priorities 

The main objective of the reform process vis-à-vis the former Exchange 
Control system has been completed.  The system is in place to mirror any 
changes that are required as a result of changes in FDI policy. 

Whilst numbers of applications requiring Government (FIPB) approval have 
been reduced the process of review continues.  Additional rerouting of FDI 
applications from Government (FIPB) to the automatic RBI route will be 
introduced creating additional economies.  Further delegations to the 
Commercial Banks will be made by the RBI in agreement with Government 
on both Current and Capital Account.  The foundations for the review process 
are in place. 

Lessons learned 

The main lesson learned is that radical reform of processes is the most 
effective. The change of direction of economic policy in 1991 was bold and 
well thought through.  However, too much bureaucracy impaired the FDI and 
Exchange Control policies through to 1998.  The adaptation of the automatic 
route to one of ‘notification, was a radical change. 

Issues arising 

There is still more scope to reduce the categories of application that require 
Government approval and push more through the ‘automatic’ route. One 
category that is currently under review with Government is the whether 
purchases of existing shares owned by Indians can be processed on the 
automatic route. 

Perhaps the example of the progress made with the National policy on 
Exchange Control can be reflected in some of the domestic reform processes 
that require attention.   

Current account liberalization took time 

The transition from a restricted/ enforcement based system of Exchange 
Control to a liberal system of Foreign Exchange Management incorporating 
Current Account partial Capital Account convertibility.  The affect of this 
process on Current Account transactions.
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Table 3: Route to a liberalized system of Exchange 
Controls 

1991 New Industrial policy introduced, a prerequisite of which was to 
encourage FDI. 

1994 Commitment to IMF Article V111-Current Account 
convertibility. 

1997 Slowdown in the process o/a Asian crisis. 

1998-2000 Realization that a complete change of direction and approach 
was required to achieve Current Account convertibility; 
preparatory work undertaken to introduce new legislation. 

2000 Draconian FERA replaced by FEMA 

2001 Main differences between FERA and FEMA: 
• FERA was restrictive and states what can be done; 

everything else requires permission.  Strong criminal 
enforcement powers. 

• FEMA is liberal in approach and presents a ‘can do’ 
approach.  Comprises 3 schedules, Schedule 1 lists 7 areas 
where transactions are prohibited e.g. gambling, Schedule 2 
lists those categories that require Government approval, 
Schedule 3 lists those Current Account transactions that 
have to be referred to RBI (16 items). 

• All other Current Account applications are dealt with 
directly by the Commercial Banks under General Permission 
without reference to RBI.  No conditionality placed on 
transactions; the Commercial Banks have to satisfy 
themselves as to the authenticity of transactions 

• RBI’s responsibility under FEMA is to deal with the 
Schedule 3 Current and Capital Account transactions with a 
view to delegating as many as possible to the Commercial 
Banks in due course, subject to agreement with the Minister 
of Finance. 

• RBI has system inspection responsibilities of the 
Commercial Banks. 

2000-2002 Difficulty for the banking system to assume and absorb the 
changes of attitude and responsibility.  RBI undertook extensive 
national educational program with the Commercial Banks that is 
still ongoing. Tendency by many Commercial Banks to continue 
to refer applications to the RBI. 

2002 On introduction of FEMA in 2000, a two-year moratorium was 
placed on outstanding legal processes of FERA.  This expired in 
May 2002 at which time all remnants of FERA expired.  
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2003 • RBI now  refuse to deal with any Current Account 
applications that should be processed by Commercial Banks; 
they return to the Commercial Bank to deal. 

• Citizens Charter introduced by RBI committing to time turn 
rounds on all transactions which they process; the Charter is 
published on the RBI website. 

• The effect that the delegation of Current account 
transactions to Commercial Banks has on the investor is 
significant.  The majority of the referral processes with RBI 
for Current Account transactions have ended. 

 

• The purpose of this case study is to reflect the positive effect that the 
Government commitment to Current Account and partial Capital 
account convertibility has had on the business/investment community.   

• The most effective way to get a feel of the transition from an investor’s 
standpoint is to do a comparative exercise covering the processes over 
the following time frames 1991-1994,1997, 2000, and 2003. 

• The relevance of these time frames is indicated in the tracking process. 

The problem 

The problem was caused by the lengthy bureaucratic procedures that foreign 
investors had to complete before they could make a payment for Current 
Account transactions e.g. dividends, royalties etc The procedures involved 
completing complex forms and dealing direct with the RBI. 

Because of the enforcement powers contained in FERA foreign investors felt 
that there was a ‘rule of fear’ factor when making applications to the RBI. 

Whilst the intention of National policy was towards full convertibility of 
Current Account transactions, and liberalizations were introduced under 
FERA, the very existence of FERA and its enforcement powers, kept all 
foreign investors on the back foot. 

Attempts at streamlining the system were not clearing the in-built 
bureaucracy.  Drastic action was required to ensure that Current Account 
convertibility became a reality to the business community.  

It was not until FERA was replaced by FEMA that the mood swing formally 
changed.  Reference to Exchange Control was removed and Foreign Exchange 
Management introduced; it was accepted that the policy had changed from a 
constraint/enforcement function to a ‘can do’ policy with limited financial 
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enforcement powers.  The underlying objective was to encourage foreign 
investment and facilitate trading processes. 

There remained a slight overhang period of two years from the introduction of 
FEMA to accommodate the two-year moratorium given to outstanding 
enforcements under the FERA; the moratorium expired in May 2002, with a 
sigh of relief throughout the business community. 

The problem has, apart from a few minor irritants been solved.  What is 
important is that the process towards full convertibility remains an objective. 

Sources and origins 

The problem occurred because the National protectionist policy was outdated, 
reserve levels were critical and a major directional change towards liberalized 
markets was necessary.  However, it was soon realized that a ‘quick fix’ was 
not an option after 40 years of protectionist policies 

Until 1991, Exchange Controls were outwardly seen as an important economic 
tool, the administration was immersed in bureaucracy post 1991 and, 
regardless of the intention to liberalize policy, it was difficult to cut through 
the paperwork and change the habits of a lifetime. 

It took a new regulatory approach in Foreign Exchange Management (FEMA) 
in 2000 before a significant impact was made on reducing bureaucracy.  

Evolution  

It evolved during the 90’s when it became evident that despite Government 
policy intentions towards Current Account convertibility, reforms were 
difficult to introduce within the same regulatory framework. 

SWOT on technical policy of the reform 

The main thrust of technical policy post 1991, was to ensure that Exchange 
Control policy mirrored FDI policy and Current Account transactions were 
liberalized.  From a policy standpoint, this was achieved even though the 
effectiveness of the policy was marred by too much bureaucracy  

SWOT on administrative matters of the reform 

From 1991-98 the relaxations in Exchange Control policy were not matched 
by an equivalent pace of reform of bureaucratic procedures.  This reflects a 
weakness in the system.  The situation was aggressively addressed with a 
forced change of attitude on the introduction of FEMA. 

The concept and introduction of FEMA was a major contribution in ridding 
India of the bureaucracy that had been associated with Exchange Control over 
many decades.  It is a genuine strength.  
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The RBI confirm that one of the most difficult aspects of their role in guiding 
the market from FERA to FEMA has been to sell the attitudinal change that is 
necessary to the administrators and business community alike. It was a culture 
shock for RBI administrators to switch overnight from a negative to positive 
approach and for the Agents in the Commercial Banks to suddenly make 
decisions rather than refer upwards to RBI.   

Similarly, in the market place, the business community took time to break 
away from the old RBI referral days, to a decision making process with their 
Commercial Banks.   

SWOT on institutional behavior 

As already mentioned subsequent to announcing the New Industrial Policy in 
1991, the manner in which the Government has stuck to its guns is impressive. 
It has not been a blinkered approach; it has listened to feedback from the 
market place through the medium of established procedures making contact 
with specially formed Committee as well as the various Chambers and Trade 
Associations. 

The Government intention towards liberalization was confirmed when it 
signed Article V111 in 1994. 

Institutional support for the process has been a strength.  The end result 
reflects an Institutional ‘team effort’ driven by firm and committed 
Government.  The reform process is ongoing and will not stop until the 
ultimate goal of full convertibility is achieved. 

Regardless, there remain Institutional pressures to streamline the other areas 
that are related to domestic reform and involve State Government.  A recent 
Steering Committee report on outstanding FDI reform has produced a positive 
set of recommendations that are currently under review with Government. 

Priorities, challenges, issues and questions 

It can be said that the main objective of the reform process vis-à-vis the former 
Exchange Control system has been completed.  Current Account convertibility 
is now in place; the conditionality attached to transactions is progressively 
being reduced or eliminated.  Capital Account convertibility is making steady 
progress.  Exchange Control is now Foreign Exchange Management and has 
taken a back seat to enable the process of liberalization to continue.  

Lessons learned  

The main lesson learned is that in a large market place, radical reform, if well 
thought through, is the most effective. The change of direction in 1991 was 
necessary.  The full intent of the policy liberalizations that followed during the 
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90’s did not really become apparent in the market place until procedural 
reform was introduced with the introduction of FEMA in 2000. 

Once economic indicators bear fruit in support a reform process, the speed of 
further reforms gathers momentum.  The process then becomes more of a team 
effort tinged with a touch of National pride. This typifies the Exchange 
Control liberalization story in India as GDP; FDI and reserve levels have all 
improved over the years. 

The structured progression of Exchange Control liberalizations reflects a 
considerable achievement, starting with a system of rigid protectionist controls 
in 1991 to a situation close to full convertibility in 2003. 

Issues arising 

Whilst there will continue to be fine tuning of the Foreign Exchange 
Management system, the bulk of the work has been completed in streamlining 
processes; the next milestone will most probably be full convertibility.   

In the meantime, review processes will be ongoing to maintain the momentum 
of reform towards full convertibility or, as close to it as is Government feels 
comfortable. 

What were the objectives behind India liberalizing Exchange 
Controls? 

• To encourage FDI. 

• To diversify the economy. 

• To create employment and skill bases. 

• To develop specialist areas of investment e.g. high tech/ Financial 
Services. 

What would be the reasons behind India abolishing Exchange 
Controls?  

• To create a new psychological boost for investment 

• To distinguish India from other emerging markets 

• To encourage the development of an International Financial Services 
Centre.
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4 Case study: Botswana and 
Rwanda with reference to the UK 

Botswana - Achieving full convertibility 
progressed well 

 ‘Achieving full convertibility’ 

• The Exchange Control system in Botswana achieved full convertibility 
in 1999 when the Minister of Finance announced the complete 
abolition of Exchange Controls.  Botswana had inherited a system of 
Control that had been devised after the Second World War. 

• This case study looks at the timing of the phasing out of Exchange 
Controls in Botswana and mentions the Institutional attitudes and 
thought processes that were evident in the lead up to the abolition of 
the Controls.   

• Comparisons as to the reasons for the abolition of Exchange Controls 
in the UK and Botswana are set out at the end of this case study.  

Table 4: Foreign Exchange in Botswana 

Pre-1986 Exchange Controls in Botswana were protectionist in nature. 

1986-89 • Positive change in Botswana reserve position on account 
of strong growth in diamond mining. 

• Agreement for phased liberalization of Exchange Controls 
to attract FDI.  A cautious approach. 

• Foreign Exchange Regulations reviewed and adapted to 
accommodate new investors. 

• First new substantial investors set up in business 

1990-95 Further gradual liberalizations of Exchange Control gathering 
pace and leading to full convertibility of Current Account 
transactions. 

1996-98 Further liberalization on the Capital Account making, aimed at 
further attracting FDI. 

1999 Full convertibility established - Exchange Controls abolished. 
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Problems 

From 1986-89 it was apparent that Botswana’s mineral wealth from diamonds 
was sustainable for the foreseeable future. It was also necessary to attract FDI 
in order to begin the process of diversifying the economy away from a 
dependence on diamond mining. 

To make the investment environment attractive the market place had to be 
liberalized and Exchange Controls relaxed.  The difficulty was identifying the 
pace of the transition process from a highly regulated system of Exchange 
Controls to a liberal system that encouraged FDI and external trade. This 
process started in 1986 but with caution, bearing in mind that some other 
countries in Africa had not been successful in managing their mineral wealth  

Sources and origins 

The source of the problem was the underlying need to attract FDI to create 
employment; the Government had a clear objective in this regard.  A cushion 
of reserves had been created from the success of diamond mining, which 
provided a platform from which policies and plans were established.   

Evolution 

The evolution process can be mapped out as follows: 

Pre-1986 Rigid system of Exchange Controls and cautious approach by 
Government pending assurance of continued expansion of 
diamond mining. 

1986-89 Reserve level comfort zone established and liberalization 
process commenced.  

1989-93 The prognosis for diamond mining was excellent and the reserve 
levels were sustainable, further liberalizations were introduced.  
Close to Current Account convertibility.  

1993-98 Current Account convertibility achieved and steps made towards 
Capital Account convertibility. 

1999 Full convertibility achieved, Exchange Controls abolished. 

SWOT on technical policy 

The structured process of phased relaxations of Exchange Control policy 
reflects the ambitions of the Government towards full convertibility.  On this 
path, the Government also took into account, via representation processes, the 
views of the business community.   
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Policy relaxations were specifically directed to attracting FDI as well as giving 
Botswana residents the opportunity to invest abroad.  The Current Account 
liberalization enabled businesses to process most applications through their 
Commercial Bank. 

SWOT on administrative matters 

Being a compact business environment administrative matters have never been 
a major issue to investors in Botswana.  Bureaucracy has always been kept to 
a minimum.  Where possible, technology linkage within the banking system is 
used to circumvent paperwork.  

Policy issues were always the prime concern. 

SWOT on institutional behavior 

The word cautious is very appropriate to Institutional behavior in Botswana.  
Throughout the process of Exchange Control reform, the planned policies had 
been well thought through and in most cases, implemented.  Full convertibility 
was to a large extent inevitable once the long-term prospects for the diamond 
mining industry became clear and reserve levels remained strong. 

Priorities, challenges, issues and questions 

The objective of full convertibility is complete; Botswana is the second 
African country after Mauritius to complete the process.  The challenge 
remaining for Botswana is to attract FDI to diversify the economy and, create 
employment. 

Lessons learned 

The main lesson to be learned here is that with a small compact economy it is 
easier to have a structured approach towards full convertibility.  The market 
place is comparatively small and the process can be achieved including all 
those involved e.g. the Government, Institutions and the business sector in the 
process. 

What were the objectives behind Botswana liberalizing 
exchange controls? 

• To deregulate the market place and encourage External trade. 

• To diverse the economy. 

• To create employment. 

• To encourage FDI. 
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What were the reasons behind Botswana abolishing 
exchange controls?  

• Government and Institutional desire. 

• Comfortable level of reserves and prognosis for continued surpluses. 

• To create a new psychological boost for investment. 

• To distinguish Botswana from other emerging markets. 

• To encourage the development of an International Financial Services 
Center. 

What were the objectives behind the UK liberalizing 
exchange controls? 

• To deregulate the market place and encourage External trade. 

• To attract FDI. 

• To enable London to compete in the Services sector in a globalised 
market. 

• To create employment. 

What were the reasons behind UK abolishing exchange 
controls? 

• Strong political pressure to deregulate and free up all markets. 

• Entry into Europe provided large market base; EU policy dictated 
eventual abolition of Exchange Controls. 

• The prognosis for reserve levels had improved with North Sea oil.  

• To boost FDI and ensure that the City of London remained competitive 
in the global market place. 

• To create a new psychological boost for investment. 

• Exchange Control systems had become too complicated on the Capital 
Account and their effectiveness was questionable. 
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Rwanda - Aligning with FDI policies requires 
work 

 ‘Review of Foreign Exchange Regulations to improve the investment 
environment and mirror new FDI policy’ 

• Following the end of the war in 1994, Rwanda has made substantial 
progress in introducing economic reforms.  One of the Government 
policies in the rebuilding process is to encourage FDI, which is an 
important component of Government policy. 

• The process has been kick started by the establishment of a Foreign 
Investment Policy document that sets out the terms and conditions 
applying to FDI.  From an Exchange Control point of view, the 
Foreign Exchange Regulations had not been updated for several years 
and needed to be reviewed to reflect the new FDI policy.  A one-stop 
agency had been established to deal with all investment enquiries. 

• The purpose of this case study is to track down the Institutional 
processes that were undertaken to bring the Foreign Exchange 
Regulations in line with the to FDI policy document. 

Table 5: Track of events 

May 2002 Identified that the Foreign Exchange system 
required a review.  The National Bank held a 
public meeting with the private and public 
sector to obtain feedback. 

June 2002 Decision made to redraft the Regulations in 
order to facilitate Current Account payment 
procedures, eliminate bureaucracy and make 
provision for Capital Account transactions to 
mirror FDI policy. 

July-September 2002 Draft regulations circulated for comment to the 
Commercial Banks for 2002. 

October 2002 One-day workshop held for public and private 
sector at which the new proposals in the draft 
regulations were discussed at length. 

November-December 2002 Draft Regulations finalized. 

January 2003 Regulations presented to the Board of the 
Banque Nationale du Rwanda and approved. 
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Problems 

The Foreign Exchange Regulations had not been reviewed for some years and 
old practices were still operative. There was a backlog of applications in the 
system and no provision in the Regulations for any Capital account 
transactions.  The business community was irritated with the bureaucracy and 
there was concern that new investors would not be in a position to gain access 
to Foreign Exchange Regulations confirming the conditionality of their 
Current and Capital Account transactions should they chose to invest. 

Sources and origins 

The source of the problem was the delay in reviewing the old Regulations, 
which had been overtaken by events and technology.  The need to mirror FDI 
policy placed considerable urgency on the exercise given that FDI was a 
priority issue for the Government. 

Evolution 

Frustration from within the business community at the extent of form filling 
procedures that were required to make a simple payment, coupled with the 
delays in following through applications, rang the alarm bells. 

Then FDI policy was established and it was apparent that no provision existed 
within the Foreign Exchange Regulations to process those Capital Account 
transactions covered in the FDI policy document. 

SWOT on technical policy 

The technical policy had fallen behind events and required a thorough review.  
Following the review, the majority of Current Account transactions were 
processed directly by the Commercial Banks; the conditionality attached to 
these transactions is straightforward and the limits delegated significant. 

The end result was that the policy was updated and where practical delegated 
Current Account transactions to the Commercial Banks leaving the National 
Bank with an Inspection rather than an administrative role. 

So far as Capital Account transactions were concerned all aspects involving 
FDI were clarified and included in the Regulations.  There is also a policy of 
uniformity of treatment to all foreign and domestic investors. 

SWOT on administrative matters 

It was imperative that administrative matters improved and bureaucracy 
streamlined.  With this in mind, the majority of old forms replaced by a 
computer link between the Commercial and National Bank.  From this link, 
the National Bank would undertake spot checks of transactions. 
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This represented a considerable reduction in paperwork. 

SWOT on institutional behavior 

The Institutional reaction was recognition of the need to reform and 
determination to do so, with a tight timetable set.  The problem had come to a 
head and had to be resolved.  The process of review was transparent with open 
seminars and workshops, radio and TV interviews.  Emphasis was made on 
the end result being a team effort of the Institutions, the Commercial Banks 
and the business community, creating a sense of ownership. 

Institutional support was given to computerize a standard format and a special 
committee was formed amongst the Commercial Banks to design the format 
and system The Institutional support was also evident with the proposal to 
change the role of the National Bank to an inspection rather than approval 
function. 

To move away from the culture of Control to a system of Foreign Exchange 
Management was also encouraged at an Institutional level. 

Priorities, challenges, issues and questions 

The reform priority was to upgrade the system to rid it of bureaucracy, 
delegate the majority of applications to the Commercial Banks and ensure that 
provision was made in the Regulations accommodate FDI policy requirements 
in respect of Capital account transactions. 

Lessons learned 

The main lesson to be learned is that a major review can be completed 
promptly and efficiently if there is the will to complete the task.   

Another lesson learned is the importance of having regular reviews of Foreign 
Exchange systems to ensure that they keep pace with changes economic 
changes.  Once they fall behind, the frustrations creep in and the business 
community becomes irritated. 
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5 Comparative analysis and 
conclusions 

Summary of exchange control: Stages of 
development 

It has already been mentioned earlier in this paper that Exchange Control 
systems in different countries vary.   

Broadly speaking, the phases of development of Exchange Control systems 
towards liberalization can be summarized as follows; 

Phase 1 

The establishment of a National Policy requiring a system of Foreign 
Exchange Management that calls for the control and monitoring of foreign 
exchange flows into and from the country; these flows relate to both Current 
and Capital Account transactions 

The setting up of underlying legislation, Foreign Exchange Regulations and 
administrative systems. 

Establishing a system whereby the Central Bank and the Commercial Banks 
jointly administer the processing of Current Account transactions, with the 
dominant volumes being processed by the Commercial Banks 

Establishing a system whereby the Central Bank administers the processing of 
Capital Account transactions 

Bureaucratic procedures can be common place during this phase. 

Phase 2 

Reaching agreement with the IMF under Article V111 to accede to Current 
Account convertibility. 

Assessing existing policy and systems to ensure that the road map to achieving 
Article V111 objectives is established. 

Given that, under Article V111, access to foreign exchange is generally 
guaranteed to meet Current Account transactions, ensure that procedures are 
streamlined to facilitate the processing of every day applications. 
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Following feedback from the Commercial Banks and the business sector, 
streamline processes where possible, and increase delegations of Current 
Account transactions to the Commercial Banks; the majority of Current 
Account transactions will be processed by the Commercial Banks under 
delegated powers during this phase. 

Eliminate bureaucracy where possible. 

Ensure that Exchange Control policy on Capital Account transactions, mirrors 
the National policy on FDI. 

Adapt the Capital Account policy to mirror FDI policy and begin the process 
of delegating some Capital Account transactions to the Commercial Banks. 

Phase 3 

Further increase the limits and delegation powers of the Commercial Banks in 
respect of Current Account transactions to an extent where the referral point to 
the Central Bank is the exception.  

At this phase, so far as the business community is concerned, all Current 
Account transactions are dealt with by the Commercial Banks promptly, with 
minimum formality and without the need to refer to the Central Bank. 

The role of the Central Bank with regard to Current Account transactions is 
seen as a monitoring rather than processing role. 

Similarly more Capital Account transactions have been delegated to the 
Commercial Banks particularly for those components that facilitate the 
investment process for both foreign and domestic investors. 

At this phase, Exchange Controls are not seen as an administrative barrier by 
the business community. 

The feeling within the business community is that the next step is full 
convertibility. 

Phase 4 

Abolition of Exchange Controls. 

Where do the case study countries feature in this 
process? 

Bhutan would be crossing the road from Phase 1 to Phase 2.  

India would be established in Phase 3. 

Rwanda would be established in Phase 2 but moving swiftly towards Phase 3. 
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Botswana and the UK would have passed into Phase 4. 

Factors influencing the different stages of 
development 

• The strongest influence is the nature of the National policy; if the 
policy is protectionist it will be difficult to move beyond Phase 2 at 
best.  India presents an excellent example with the change in National 
policy in 1991 from a protectionist to open market policy.  Under the 
protectionist policy of pre 1991, India was firmly established in Phase 
1; since 1991, with the open market policy strategy, it has moved from 
Phase 1 to Phase 3. 

• If the National policy is to open the market place and attract FDI then 
Phases 3 and 4 are achievable. India is an example of a country that is 
now well on the road to full convertibility whilst Botswana and the UK 
have achieved their objectives in this regard. 

• Whilst the National plan of a Government might be to liberalize 
markets, the ability in maintaining this policy in the medium/long term 
is important.  Stop, starting and stalling policy, delays the pace of any 
reform process.  India, Botswana and to a lesser extent, the UK 
sustained their policy in the medium term. 

• The geographical structure of the market place. It is easier to introduce 
a system of phased reforms in a closely knit business community than 
in one which is large and geographically diverse; radical reforms of 
National policy such as Exchange Control, are often more effective in 
larger economies.  India and the UK are examples where radical 
reform was appropriate i.e. India a change of basic law and UK 
unexpected sudden abolition.  In Bhutan, Botswana and Rwanda a 
more orderly phased program of reforms was more appropriate. 

• Improved and comfortable levels of foreign exchange reserves provide 
an important comfort zone and facilitate the process of liberalization.  
Particularly applicable to Botswana (diamond mining), UK (access to 
North Sea Oil) and more recently to India. 

• The need to liberalize, adapt Exchange Controls to mirror National 
policy on FDI and encourage the investment process.  Applicable to 
Bhutan and Rwanda. 

• The regular and thorough review processes of Exchange Control 
policies and their effectiveness, by the Government and the Central 
Bank.  Lack of disciplined review processes can result in Exchange 
Controls becoming unnecessary irritants to the business community.  
Applicable to India with their review process during the late 90’s and 
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more recently with Rwanda and Bhutan.  Botswana also had an 
excellent disciplined system of reviews during their liberalization 
process. 

• Strong political pressure to accelerate development process.  This was 
particularly the case in the UK when the process was accelerated by 
Margaret Thatcher and in India with the onset of FEMA in 2000. 

• Access to a larger market group.  Another influence on the UK, with 
the evolvement of access into the European Union. 

Importance of a ‘review procedure’ 

Earlier in this paper, an administrative barrier in the context of Exchange 
Control and FDI was defined as ‘any adverse affect on investment caused by 
reaction to Exchange Control policy and/or the associated administrative 
procedures’. 

Whilst it is accepted that, for reasons mentioned earlier in this chapter, 
Exchange Control systems can be at differing phases of development, it is 
beholden on the administering authority, the Central Bank, to ensure that the 
system operates efficiently and effectively. 

During the 90’s there was a tendency to assume that, because a country is 
committed to Article V111 and the full Current Account convertibility 
principal, it no longer had Exchange Controls. 

Clearly, this was not the case. However, there was a tendency to let old 
systems run until it became apparent that the resultant deluge of bureaucracy, 
clashed with the objective of greater liberalization of the market place. India 
was a classic example in this regard. 

In theory, it would seem a relatively simple process to undertake a review 
process.  This is true once the review process is established, and then becomes 
a repeat process.  However, the conclusions of the initial review process can 
sometimes be difficult to implement because of frustrations with other 
domestic issues such as labor laws.  It often takes time to change established 
working practices, adapt staffing numbers and retrain staff.  The retraining of 
staff in the banking system to adopt new working practices has proven to be 
one of the most difficult features of the Indian reform process. 

Nonetheless, these issues have to be initially faced and once the 
implementation process is in hand subsequent reviews should be relatively 
straightforward. 
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Issues to be considered for the review process 

Look back at the National plan and objectives and see whether the Exchange 
Control system contributes towards these objectives. 

Both Government and Central Bank must be receptive and reactive to 
comments from the market place. India and Rwandan examples. 

Government and the Central Bank must explain the reasons for the need to 
monitor and control foreign currency flows.  The policy and procedures must 
be transparent.  Good example in Rwanda. 

Government and Central Bank must emphasize the desire to continually 
introduce efficiencies into the policy and system.  Indian example. 

Undertake a SWOT of the system in the Central Bank and with the 
Commercial Banks.  India and Rwandan examples. 

Liaise closely with the business community via the Chambers of Trade 
Federations; Very effective in India and Botswana. 

If necessary have workshops with the business community to identify problem 
areas.  Excellent example in Rwanda. 

Introduce a feeling of ‘team effort’ in the review process with all involved in 
Exchange Control given the opportunity to contribute to the debate. Excellent 
examples in India post 2000 and in Rwanda. 

Look specifically at the areas of delegation, the limits and the processes 
involved: 

• - Can more be delegated to the Commercial Banks? Indian and 
Rwandan example. 

• - Can number of forms be reduced? Indian and Rwandan 
example. 

• - Can an exchange of statistics via computer links help 
streamline processes? Rwandan example.  

Check that other Agencies e.g. Taxation and Customs where there is an 
overlap with Exchange Control procedures, have the opportunity to contribute 
towards the review process.  Very effective in Botswana . 

Broad summaries 

No two systems are the same-examples in case studies. 
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Don’t lose sight of the National objective. 

Undertake regular review processes. 

Always be receptive and reactive to the market place. 

Always be ready to eliminate bureaucracy. 

Emphasize the principal of Foreign Exchange Management rather than 
Exchange Control. 

Prepare for an extensive National program of staff training throughout the 
banking system to ensure that the principal of Foreign Exchange Management 
rather than Control is reflected in the administration process. 

Conclusion and lessons from experience 

Lessons from experience of administrative barriers reform covering pitfalls, 
success factors and the benefits of hindsight. 

Pitfalls 

There have been two underlying reasons for administrative barriers to FDI 
being caused by Exchange Control.  These are, inappropriate policy and 
unnecessary bureaucratic procedures: 

• Inappropriate, outdated policy and lack of transparency of policy slows 
down processes and is not supportive in facilitating Government 
objectives of streamlining FDI policy and procedures. 

Example 

• This situation applies in Bhutan ahead of the updating of the 
Foreign Exchange Regulations and also in India with the 
requirement that new investors who buy existing shares from 
Indian residents require Government (FIPB) approval and do 
not get access to the automatic route (new share issues have 
access to the automatic route). 

• Failure to reduce/eliminate unnecessary bureaucracy in the FDI 
process represents a barrier. 

Example 

• This was evident in India between 1991-2000 i.e. prior to the 
introduction of FEMA. 
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Success factors  

Success factors emanate from disciplined systems of review processes, of both 
policy and procedures, that Government and Institutions undertake to ensure 
the effectiveness or otherwise of Exchange Control policy.  This has been 
achieved as follows in India. 

Example 

• The comprehensive system of review of policy and procedures, 
culminating in the replacement of the long established FERA with a 
new system of regulatory approach under FEMA reflects this success 
factor.  The review process involved a complete review of policy and 
bureaucratic procedures that resulted in the introduction of a new, 
liberal approach to Foreign Exchange Management. 

• This is an example of policy and processes working in harmony to 
facilitate the efficiency of business environment. 

• The effectiveness of the review process depends on the following: 

• A receptive and listening Government. 

• An effective system of feedback mechanisms with the business 
community e.g. Chambers and Trade Associations. 

• Structured arrangements e.g. Committee structures for 
Institutions to identify problems and establish solutions e.g. the 
special Steering Group set up in India to identify and 
recommend solutions to the remaining barriers to FDI. 

Benefits of hindsight  

• 1991-2000, was a critical period when India introduced market 
orientated reforms to replace the inadequacies of past economic 
policies. 

• Whilst it was understandable in 1991 to err on the side of caution and 
hope that the process of ongoing tinkering with FERA might achieve 
the policy objective, in hindsight, it was never to be. 

• FERA was too protectionist in substance, and old bureaucratic working 
habits firmly entrenched in the system.  This background made the 
adaptation to a liberal system under FERA impractical. 

• In hindsight, if the introduction of FEMA had been introduced before 
2000, the withdrawal of Exchange Control as a serious administrative 
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barrier would have been sooner and would have brought forward the 
benefits of FDI. 

Issues arising from effective reform change 
management 

• A prerequisite of any effective reform change management is 
transparency of policy and intention from a receptive Government. 

• This is reflected in the existence of good and regular review processes 
that incorporate all sectors of the business community. 

• An open door philosophy from Government to facilitate the review 
process. 

• Certainly, so far as Exchange Control reform processes are concerned, 
the rate of progression once the path of liberalization is established is 
often influenced by the size of reserve levels. 

• In India, the build up in reserves in the past few years has provided a 
‘comfort zone’ supporting an accelerated pace of liberations. 
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Appendix 1: Methodology and 
sources  

The method and contacts associated with this project.  These are summarized 
below: 

Methodology 

The method comprises five key stages.  These are outlined below: 

Stage 1: Review and desktop research 

The purpose of this stage is to enable the Consultant to familiarize himself as 
follows: 

• Background reading of the economy of Bhutan and India. 

• Background reading of the Exchange Control legislation, the Foreign 
Exchange Regulations and any other related publications. 

• Background reading of the Foreign Investment Law and related policy 
papers. 

• The completion of a detailed questionnaire that would be completed by 
interviewees and selected candidates from the private sector. 

• The establishment of itineraries and meetings. 

Stage 2: Case study research tool and set ups 

The purpose of this stage of meetings is to provide the Consultant with first 
hand knowledge of the Exchange Control policies and systems of the case 
study countries and the effect that they have with Foreign Investment Policy.  
The arrangements are as follows: 

• Meetings with Government Departments associated with the creation 
and application of Exchange Control policy.  This would include the 
Ministry of Finance, Ministry of Trade and Commerce, Customs, 
Taxation and any other Ministry associated with foreign investment. 

• Meetings with the Central and Commercial Banks  

• Meetings with the public and private sectors including Chambers of 
Commerce, Confederations and individual companies. 
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Stage 3: Write up and preparation of conference 
materials 

• The purpose of this stage is to prepare for the Roundtable as follows: 

• The establishment of a template in the early stages of the 
project. 

• Use of PowerPoint presentation material.  

Stage 4: Finalizing conference materials 

Stage 5: Attend and present at the conference 

Contacts 

As part of the case study research 38 interviews were undertaken, 13 in 
Bhutan and 25 in India.
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Appendix 2: Country investment 
environment and foreign investment 

Bhutan 

Background 

FDI in Bhutan is a new concept that has been recognized as a requirement at 
National level but subject to conditionality; the parameters have been clearly 
established with a ‘cautious’ approach.  

Environment 

The concept of FDI in Bhutan represents an exciting challenge that the 
Authorities are facing head on.  Considerable thought and research has been 
undertaken to prepare the groundwork for this new venture. Expectations are 
realistic. 

The undeveloped infrastructure, the scattered population and the agricultural 
based economy will represent challenges to investors and limit opportunities; 
restrictions on land location and ownership will also be a consideration for 
potential investors.  However, the quality and enthusiasm of the work force 
plus their reliability will be a distinct plus.   

From the outset, tourism looks like a strong candidate for investment but the 
pace will be cautious. 

Conditionality of foreign investment 

• Basic prerequisite to attract ‘hard’ currency.  

• Provide protection for small traders. 

• Uniformity of treatment for domestic and foreign investors. 

• Minimum investment levels. 

Present position 

The Foreign Exchange principles for investors have been identified in the 
Investment Policy document; it is now a question of waiting for reaction from 
potential investors. 

The Institutions are preparing themselves to receive enquiries and a selected 
group visited other parts of Asia recently to compare facts and learn from FDI 
experiences. 
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India  

Background 

The thrust for FDI India became serious in 1991 following the foreign 
exchange crisis.  The momentum was maintained to liberalize the market place 
and continue to encourage FDI through the 90’s with a slight lull in 1997 
during the Asian crisis. 

However, full momentum was attained in 1998 when entry procedures for FDI 
were streamlined.  In 2000 the processes for investors were further improved 
with the reform of the Foreign Exchange Regulations FEMA; the process of 
reform has been ongoing and FDI is being vigorously encouraged at 
Government level. 

In order to achieve planned growth targets in the outline years to 2007 
considerable increases in FDI are expected/anticipated.  

Environment 

The investment environment in India between 1991-98 was shrouded in 
bureaucracy that became an irritant to all.  Reforms at National level, 
particularly with FDI entry and Exchange Control procedures went a 
considerable way to eliminating former bureaucracy.  Some still exists but the 
way forward is positive. 

The problem that now exists is with the domestic regulation involving State 
Governments.  Streamlining these processes has been difficult logistically and 
politically.  However, a Steering Group on the problems relating to FDI has 
recently recommended some changes that would enable FDI to cut through the 
bureaucracy.  Time will tell, but the realization and the intent is present. 

The comparison with FDI levels in China continues to cause concern, but 
emphasizes the need for domestic reform.  The main inhibitors seem to be the 
purchasing power of the population, the labor laws and the obstacles in State 
Government regulation.  The sectors of highly labor are a strong attraction to 
investors. 

The protection of small-scale industries is also regarded as significant barrier 
for investment in the clothing industry. 

Botswana 

Background 

Politically stable and safe environment. 

Significant investment in the mining industry. 
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High unemployment and strong incentives to create jobs. 

Desire to diversify from mining base. 

Trying to attract investment in the financial sector (no exchange controls). 

Environment 

Liberalized market place. 

No exchange controls. 

Small population. 

Small domestic market. 

Most of population involved with agriculture. 

Struggle to compete with larger market in South Africa. 

Rwanda 

Background 

Recent background of war and political uncertainty. 

Minimal natural resources. 

Densely populated. 

Agriculture base. 

Small market place. 

Environment 

Need FDI, attractive incentives. 

Still air of uncertainty. 

No recent new investors. 

Existing investors have struggled over the recent war years. 
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Appendix 3: Significance of specific 
administrative barrier 

Bhutan 

Bearing in mind that the concept of foreign investment is new to Bhutan i.e. 
less than a year old, and the introduction of Foreign Investment Policy 
imminent, a trawl of investors is not possible. 

In fact, at this stage, only one major foreign investor has committed to the 
understanding of the new policy and is in the process of setting up. 

The new investor is a Singapore based hotel group which has committed on 
the basis of the terms which have been recommended for final approval in the 
Foreign Investment Policy document which, as mentioned, is due to receive 
the final seal of approval from the National Assembly during March 2003. 

As the main source of income of this investor emanates from External Sources 
in hard currency, there is a degree of comfort by both the RMA (Royal 
Monetary Authority) and the investor that inflows of hard currency will 
comfortably exceed outflows, and Exchange Control requirements will be met.  
Therefore insurmountable Exchange Control difficulties are not envisaged.  

The Investor regarded Exchange Control issues as low key compared to other 
Government issues including Taxation, Customs and land allocation and 
ownership, which were causing concern.  Import duties were a real concern  

It was accepted however, that they would not have been so relaxed about 
Exchange Control implications if their main income source had been in local 
currency or Indian Rupees; dividends have to be matched by hard currency 
inflows 

The inability to match foreign currency commitments with equivalent inflows 
would almost certainly cause the investor a degree of uncertainty.  This would 
be more significance if the major earning base was local Ngultum or Rupees 
rather than hard currency.  Ngultum and Indian Rupees are legal tender in 
Bhutan on a one for one basis. 

India  

Exchange Controls were, in the 90’s a significant administrative barrier to and 
for investors.  Stories abound of long drawn out bureaucratic procedures, time 
spent at the RBI chasing applications on a regular basis.  These processes 
became a way of life; they became unacceptable to investors and the business 
community alike.  
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The scent of bureaucracy was prevalent to potential and existing investors; not 
a good advert for FDI.  At this time Exchange Control procedures (not policy) 
would have been one of the main administrative barriers. 

However, following the beginning of the Exchange Control reform process in 
1988 and the major regulatory change in 2000 with the introduction of FEMA, 
the barrier lessened until today, with the ongoing reform process and full 
convertibility a real prospect, Exchange Control is not regarded as a major 
barrier.  Taxation and Customs issues take priority over Exchange Control.   

Botswana 

Obviously, having abolished Exchange Controls in 1999, they present no 
barrier to invest. 

In reality, this has always been the case in Botswana.  With mining investors, 
special arrangements have always applied from the outset in the form of 
special mining agreements.  These normally cover the exploration and 
productivity stages and encompass all aspects of the investment including 
Exchange Control implications. 

Rwanda 

As there are minimal Exchange Control restrictions in Rwanda, it does not 
present a barrier to investors with an environment of political uncertainty, 
investors require incentives to invest in Rwanda and Exchange Control must 
ensure that it follows the National FDI policy on foreign exchange 
transactions, and places no obstruction on the investor. 

Similarly, the National Bank must ensure that investors are not frustrated by 
poor administration of Current Account transactions in the banking sector.  A 
recent review of the Foreign Exchange Regulations should ensure that any 
aspect of Foreign Exchange Management does not inconvenience investors.
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Appendix 4: Exchange control 
questionnaire for the Indian private 
sector 

General information about the firm 

1 Name of firms who responded Chemtex Engineering of 
India,Honeywell, Pfizer, UPS Jetair Express (Pvt) Ltd, Kellogg India Pvt Ltd, 
Heinz India Pvt Ltd 
______________________________________________________ 
2 Address of 
firm_____________________________________________________  
3 E-
mail__________________________________________________________ 

4 In what year did your firm begin operations in India?  ________Legal 
status, publically listed, private etc_______________ 

5 What percentage of your firm is owned by 

a) Private sector: domestic  ____% 

b) Private sector: foreign    ____ %   

c) Government/State    _____% 

d) Other           ____%       

Total        100% 

Obstacles and government helpfulness 

6 Please tell us if any of the following issues are a problem for the 
operation and growth of your business.  If an issue poses a problem, please 
judge its severity as an obstacle on a four-point scale where 

0 =  No obstacle   1 = Minor obstacle  2 = Moderate obstacle    3 = Major obstacle   
4 = Very Severe Obstacle 
       No Problem Degree of 
Obstacle 
a) Exchange Control policy    0 1     2     3     
4 
d) Tax rates      0 1     2     3     
4 
e) Customs policy     0 1     2     3     
4 
f) Economic and Regulatory Policy Uncertainty  0 1     2     3     
4  
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7 Are the following administrative procedures and regulations an 
obstacle for your firm’s operations and growth?  If yes, how severe an obstacle 
is it? 

              0= No Obstacle  1= Minor obstacle  2 = Moderate   3 = Major obstacle  4 = Very 
Severe obstacle 
 
      No Problem Degree of Obstacle 

  
a)   Exchange Control administration                               0            1    2     3   
b) Tax administration                                                     0            1    2     3    
c) Customs regulations                                                   0            1    2     3 

 

8 Please rate your current perception of the relation between government 
and/or bureaucracy and your business .    

a)  All in all, in relation to your business do you perceive the national government to 
be:  
 
   Very helpful = 0,   Mildly helpful =1,  Neutral = 2,  Mildly unhelpful= 3,    Very 
unhelpful = 4 

 
b)  All in all, in relation to your business do you perceive the regional and local 
government  to   be: 

 
   Very helpful = 0,   Mildly helpful =1,  Neutral = 2,  Mildly unhelpful= 3,    Very 
unhelpful = 4 
 

9 What percentage of the working time of all your firm’s senior 
management  (CEO, CFO and deputies) is spent dealing with government 
regulatory and administrative requirements? __25% 

Exchange Control and Foreign Exchange Management 
Act 

10 Do Exchange Controls have an affect on your business 

Yes/no    Low priority/ medium priority/ high 
priority   
 

11 In order of importance 1 (High), 2 (Medium) and 3(Low), indicate the 
effect of the  following on your business.  Please give a mark for each 
category.   

- Exchange Control 1------2-------3 
- Taxation           1------2-------3 
- Customs           1------2-------3 
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12 When you first explored the possibility of investing in this country, 
were the Exchange Control Regulations a consideration 

 Low priority/ medium priority/ high priority 
 

13 Were the full implications of the affects of Exchange Control fully 
explained to your firm when you formally expressed interest in investing in 
India. 

 Yes/no   If no, brief summary of problem 
________________________ 

 ______________________________________________________________
________ 

 ______________________________________________________________
________ 

 ______________________________________________________________
________ 

 ______________________________________________________________
________ 

 ______________________________________________________________
________ 

 ______________________________________________________________
________ 

 ______________________________________________________________
________ 

 

14 Now that you are established, in hindsight, were the initial impressions 
give to you about the Exchange Control system and its effect on your firm, 
accurate. 

 Accurate/ inaccurate  
If inaccurate, please provide 

details:__________________________________________ 
______________________________________________________________

_________ 
______________________________________________________________

_________ 
______________________________________________________________

_________ 
______________________________________________________________

_________ 
______________________________________________________________

_________ 
______________________________________________________________

_________ 
______________________________________________________________

_________ 
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15 When you were first considering investment in this country, what were the 
major  
Exchange Control considerations: 
     Minimal Average
 Major  
Repatriation of sale proceeds  
 ____________________________x___ 
Payments of profits/dividends to non-residents    
     x 
Requirements re non-resident % ownership            x 
Transfer abroad of salaries of expatriate employees         x 
Access to local borrowing            x 
Repayment requirements of foreign borrowing           x 
Fears of Bureaucratic procedures                                   x 
Other       

 Other       
 

16 Of the following components of Exchange Control, please indicate the 
level of service that you receive from the banking system and, state whether 
you are content with the policy surrounding the component.   

Current Account transactions  Level of service         Content with 
policy 

Payments for imports    Bad/OK/good  Yes/No* 

Payments of royalties/patents   Bad/OK/good  Yes/No 

Receipt of export proceeds   Bad/OK/good  Yes/No 

Foreign Currency Accounts 

Abroad      Bad/OK/good  Yes/No 
Locally     Bad/OK/good  Yes/No 

 

Distribution of dividends and profits  Bad/OK/good 
 Yes/No 

 
Salaries of expatriate employees  Bad/OK/good  Yes/No 
 



Foreign Exchange Controls  49 

Capital Account transactions 
Inward flows of investment funds  Bad/OK/good  Yes/No 
Equity investment    Bad/OK/good  Yes/No 
Foreign loans     Bad/OK/good  Yes/No 
Local Borrowing    Bad/OK/good  Yes/No 
Repatriation of sales proceeds of investment Bad/OK/good  Yes/No 
Other _____________________________Bad/OK/good  Yes/No 
Other  _____________________________Bad/OK/good  Yes/No 
Other _____________________________Bad/OK/good  Yes/No 
 
17 Your views on the Exchange Control policy in India  
 - Too relaxed_____________(tick)  
 - About right______x_____ (tick) 
 - Too rigid_______________(tick)    
 
18 Have you had the opportunity to comment or make recommendations 

on Exchange Control policy issues either direct or through your trade 
organization i.e. Chamber of Commerce. 

 Yes/no  
 
19 Your views on whether there is too much bureaucracy/paperwork 
when processing Exchange Control applications? 

- Too much bureaucracy/paperwork___50/50______(tick) 
- About right_____________________50/50______ (tick)  
- Very efficient service _______________________(tick) 

 

20 How is the service you receive from your bank when dealing with 
Exchange Control applications 

- Unsatisfactory 
- OK 
- Satisfactory
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