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Abstract 
The Foreign Exchange Management Act (FEMA), enacted in 1999, replaced FERA to liberalize India’s foreign exchange regime. This study 
evaluates FEMA’s objectives, legal framework, and its role in facilitating external trade and payments. It highlights how FEMA promotes 
orderly development of the foreign exchange market. The report examines enforcement mechanisms and the role of the Reserve Bank of India. 
Challenges such as compliance gaps and regulatory ambiguities are critically analyzed. Recent amendments and judicial interpretations are 
discussed to assess evolving trends. Recommendations are offered to strengthen FEMA’s effectiveness in a globalized economy. 
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1. Introduction 
The Foreign Exchange Management Act (FEMA), 1999 is a 
landmark legislation enacted by the Government of India to 
regulate external trade and payments while promoting the 
orderly development and maintenance of the foreign 
exchange market. It came into effect on 1st June 2000, 
replacing the earlier Foreign Exchange Regulation Act 
(FERA), 1973, which was considered too rigid and restrictive. 
FEMA was designed to be more progressive, transparent, and 
consistent with the framework of a liberalized economy, 
especially after the 1991 economic reforms. The Act 
facilitates foreign trade, ensures smooth inflow and outflow of 
foreign exchange, and seeks to integrate India’s economy 
with the global financial system. Unlike FERA, which 
focused on regulation and control, FEMA emphasizes on 
management and facilitation of foreign exchange transactions. 
FEMA empowers the Reserve Bank of India (RBI) and the 
Central Government to regulate foreign exchange transactions 
related to current and capital accounts. It covers important 
aspects such as foreign direct investment (FDI), external 
commercial borrowings, remittances, foreign securities, and 
dealings in foreign currency. The Act applies to all branches, 
offices, and agencies of Indian citizens both within and 
outside India, ensuring broad jurisdiction. Violations under 
FEMA are treated as civil offenses (unlike criminal offenses 
under FERA), making it business-friendly and investor-
oriented. In essence, FEMA promotes economic growth, 
ensures legal clarity in economic journey from a controlled 

economy to a liberalized, global economy cross-border 
transactions, and plays a crucial role in India’s journey 
towards globalization 
 
2. State Of the Problem 
One major problem of FEMA Act is that its provisions are 
often complex and difficult to understand, especially for small 
businesses and individuals. Frequent changes in rules and RBI 
notifications create confusion, leading to unintentional 
violations. This makes compliance costly and time-
consuming, reducing the ease of doing business and 
sometimes discouraging foreign investors. The FEMA Act is 
not just a law about foreign exchange—it is a mirror of 
India’s. This makes it exciting for research because you can 
study how laws adapt to changing global economic 
conditions, digital payments, and international investments. 
 
3. Review of Literature 
The Enforcement Directorate’s Annual Report 2020–21 [1] 
provides an important perspective on the functioning of the 
Foreign Exchange Management Act, 1999 (FEMA). The 
report highlights FEMA’s role as a civil law designed to 
regulate external trade and payments while maintaining 
macroeconomic stability. Unlike its predecessor, FERA, 
which was criminal in nature, FEMA emphasizes facilitation 
of legitimate cross-border transactions. However, the Annual 
Report reveals that enforcement remains a key aspect of the 
Act, with the Directorate investigating numerous cases of 
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contraventions relating to foreign exchange violations. These 
include irregularities in foreign direct investment (FDI), 
overseas remittances, and export-import payments. 
The EY (2022) [2] Analysis of the new Overseas Investment 
regime under FEMA provides a detailed evaluation of the 
reforms introduced through the Foreign Exchange 
Management (Overseas Investment) Rules and Regulations, 
2022. The report highlights that the new framework was a 
significant departure from the earlier Overseas Direct 
Investment (ODI) regulations, aiming to simplify procedures 
and provide clarity for Indian entities and individuals 
investing abroad. EY notes that the regime consolidated 
scattered provisions into a single, comprehensive structure, 
thereby reducing interpretive challenges. Key features 
discussed include the classification of investments into 
Overseas Direct Investment (ODI) and Overseas Portfolio 
Investment (OPI), clearer definitions of control, and explicit 
treatment of structures like round-tripping and deferred 
consideration. 
The Nishith Desai Associates (2023) Research Paper [3] on 
FEMA and Company Law Intersections critically examines 
areas where the Foreign Exchange Management Act, 1999 
(FEMA) overlaps with provisions of the Companies Act, 
leading to interpretive and compliance challenges. The paper 
highlights that while FEMA aims to regulate cross-border 
transactions and capital flows, the Companies Act governs 
corporate structures, capital raising, and governance. This 
dual framework often creates ambiguity in matters such as 
issuance of shares, valuation of securities, share swaps, and 
treatment of bonus issues in sectors with foreign investment 
restrictions. Nishith Desai Associates emphasize that such 
overlaps may result in uncertainty for businesses, as both 
regimes must be simultaneously complied with, sometimes 
leading to conflicting requirements. 
The TaxGuru (n.d.) [4] article on the Impact of FEMA 
Regulations on Foreign Investment in Indian Capital Markets 
examines the critical role of the Foreign Exchange 
Management Act, 1999 (FEMA) in shaping India’s capital 
market environment. The review highlights that FEMA, 
through its evolving rules and regulations, has provided a 
more liberalized framework for foreign investment compared 
to its predecessor, FERA. The article points out that several 
reforms under FEMA—such as the consolidation of the 
Foreign Portfolio Investment (FPI) regime liberalization of 
current account transactions, and downstream investment, and 
downstream investment clarifications—have enhanced 
transparency and investor confidence. 
 
4. Research Gap of the Study 
The Foreign Exchange Management Act (FEMA), 1999 plays 
a central role in regulating foreign exchange transactions in 
India, yet several research gaps remain. Limited studies exist 
on its practical impact on foreign direct investment, outward 
remittances, and ease of doing business. Ambiguities in 
interpretation, overlaps with other laws, and challenges in 
monitoring digital and cross-border transactions further 
highlight gaps. Moreover, emerging issues such as 
cryptocurrency, fintech, and compliance among startups 
remain underexplored.  
 
5. Objective of the Study 
i). To find out the effectiveness of FEMA in controlling 

illegal foreign exchange practices like money laundering 
and hawala. 

ii). To analyze the role of FEMA in promoting foreign trade, 
investment, and economic liberalization. 

iii). To examine the origin, scope, and key provisions of 
FEMA in regulating foreign exchange in India. 

iv). To evaluate the effectiveness of FEMA in curbing illegal 
practices such as money laundering, hawala, and 
unauthorized forex dealings. 

v). The study aims to suggest improvements in the 
implementation of the Foreign Exchange Management 
Act (FEMA), 1999 by identifying existing challenges in 
compliance and enforcement. It seeks to suggest 
measures for simplifying procedures to facilitate ease of 
doing business while ensuring transparency in foreign 
exchange transactions. The study also intends to suggest 
policy reforms that can strengthen India’s foreign 
investment climate and align FEMA with global practice 

 
6. Methodology 
 This research is based on doctrinal and non-doctrinal 
research. Source of data collected from different newspapers, 
journals, magazines, reports and E-sources. The sample size 
of the respondent is. In this research using stratified random 
sampling. This research adopted statistical tool is percentage 
method and average method. The duration of the research is 3 
months. 
 
7. Significance 
The evaluation of the Foreign Exchange Management Act 
(FEMA), 1999, is highly significant as it helps to measure 
whether the Act has achieved its objective of facilitating 
external trade and payments while promoting orderly 
development of the foreign exchange market. By comparing 
FEMA with the earlier FERA, evaluation highlights how the 
law has shifted from a restrictive and criminal approach to a 
liberal and civil framework, thereby encouraging ease of 
doing business and investor confidence. It also assesses the 
role of FEMA in attracting Foreign Direct Investment (FDI), 
managing foreign exchange reserves, and strengthening 
India’s global economic position. 
Moreover, evaluation of FEMA identifies loopholes, 
enforcement challenges, and areas that require reforms to 
meet the needs of a changing global economy. It provides 
clarity on how effectively the Act balances liberalization with 
regulatory control under RBI and the Central Government. 
Regular evaluation also ensures that FEMA remains relevant 
in addressing issues like money laundering, external 
borrowings, and compliance with international financial 
standards. Thus, evaluating FEMA is crucial not only for 
improving regulatory efficiency but also for safeguarding 
India’s economic stability and future growth. 
 
8. Hypothesis of the Study: 
H1: By creating a clear legal framework, FEMA has fostered 
a more orderly and transparent foreign exchange market, 
reducing illicit activities and promoting stability. 
H2: FEMA has led to an increase in the volume of cross-
border trade and payments in India. 
 
9. Limitation  
The primary limitations of India's Foreign Exchange 
Management Act (FEMA) include limited flexibility for 
capital account transactions, a high degree of complexity in 
regulations, lack of awareness among businesses and 
individuals, potential for discouraging foreign investment due 
to restrictions, the continued possibility of illegal transactions 

https://academicjournal.ijraw.com/


 

< 643 > 

https://academicjournal.ijraw.com IJRAW 

despite oversight, and the inherent challenge of maintaining 
consistent compliance with its evolving rules. FEMA also 
imposes restrictions on certain transactions, such as owning 
foreign property and making specific payments or 
remittances, which can vary depending on their current or 
capital account nature. 
 
10. Result and discussion 
10.1. Doctrinal Research 
The Foreign Exchange Management Act (FEMA), 1999 is a 
pivotal legislation that governs foreign exchange in India, 
replacing the earlier FERA, 1973 to shift from a criminal to a 
civil regulatory framework. Enacted to facilitate external 
trade, promote orderly development of the foreign exchange 
market, and regulate capital and current account transactions, 
FEMA empowers the RBI and Central Government to issue 
rules, notifications, and guidelines for compliance. In 
doctrinal research, FEMA is examined through its statutory 
provisions, judicial interpretations, and regulatory 
frameworks to evaluate its effectiveness in controlling 
unauthorized foreign exchange practices, promoting 
investment, and ensuring economic stability. 
The Foreign Exchange Management Act, 1999 (FEMA) was 
introduced as a successor to the stringent Foreign Exchange 
Regulation Act, 1973 (FERA). Doctrinal research on FEMA 
primarily involves the study of statutes, notifications, rules, 
and case laws, which together help in evaluating its scope and 
effectiveness. FEMA marked a paradigm shift in India’s 
foreign exchange regulation by moving from the earlier 
regime of “control” under FERA to a regime of 
“management” under FEMA. The objective of the Act is not 
merely to regulate transactions but to facilitate external trade, 
promote the orderly development of the foreign exchange 
market, and ensure economic stability in line with India’s 
liberalization policies. 
 
Highlights of FEMA Act 1999 
i). The FEMA Act does not apply to Indian citizens outside 

India. It follows the same guidelines as the Income Tax 
Act to recognize a person as an Indian Resident. 

ii). The FEMA Act gave the power to the central government 
to supervise these three areas: Forex, payments, receipts 
to any person outside India, and Foreign Security deals. 

iii). FEMA described the areas in Foreign Exchange holding 
or acquisition requiring RBI or Central government 
permissions. 

iv). It empowers the government to control and oversee the 
payment flow to and from the country. 

v). It allows the government to restrict any authorized person 
or a capital account in the interest of the country from 
carrying out forex transactions. 

vi). It allows Indian citizens to hold immovable property in a 
different country or carry out forex transactions in case 
the citizen acquires or inherits foreign property. 

vii). Under the FEMA act, RBI controls capital account 
transactions 

viii). Current account transactions under the FEMA act are 
freely permissible, with specific exceptions. 

 
Features of FEMA Act 1999 
i). The FEMA Act has only 49 sections and is much simpler 

than the previous Foreign Exchange Regulation Act. 
ii). There was a presumption of Mens Rea (Negative 

intention) and abatement (joining hands in crime or 

offense) in the FERA Act. The FEMA Act 1999 excluded 
these presumptions. 

iii). FEMA explicitly defines and identifies terms like Current 
Account transaction person, Capital Account transaction, 
service, etc. 

iv). An 'authorized person' now include offshore banking 
units, banks, money changes, etc. The previous definition 
was a narrow one. 

v). The objective of FEMA Act 1999 defines a resident as 
per the rules of the Income Tax Act 1961. A person "in 
India for 182 days" is considered a resident under the 
Income Tax Act. The FEMA Act now follows the same 
rules. A person identified as a "resident" under the 
Income Tax Act would also be the same in the FEMA 
Act. 

vi). The FERA Act identified any offense as a criminal 
offense, following provisions of the Criminal Procedure, 
1973. The FEMA Act identified offenses as civil 
offenses, payable with a monetary penalty. 

vii). Furthermore, the penalty was previously five times the 
amount involved. It has been reduced to three times as 
per the FEMA Act 1999. 

viii). Any appeals against Adjudicating Authority and Special 
Director are passed to Appellate Tribunal and High 
Court. 

ix). FEMA Act explicitly identifies the right of any appellant 
to seek legal help. This provision was not present in the 
FERA Act. 

 
Importance of FEMA Act 1999 
Due to the increasing international trade and increasingly 
freeing government trade policies, FEMA in business 
environment became necessary. Its importance can be better 
understood by referring to the points below. 
i). The FEMA Act became a gateway for better international 

trade and India's recognition as a trade-friendly country.  
ii). The FEMA Act was a more liberal provision and 

facilitated global trade for Indian Residents. To eliminate 
the hindrances in the FERA Act, the government came 
forward with this relaxing yet efficient FEMA Act to 
allow Indian residents to deal in the global market. 

iii). There are reduced penalties and fewer restrictions in 
FEMA for offenses.  

iv). It increased the trader's confidence to indulge in the 
global forex market and allowed for its healthy 
maintenance and development. 

 
Case Laws under FEMA: Doctrinal Analysis 
Google India Pvt. Ltd. v. Enforcement Directorate (2025) 
[5]: The Karnataka High Court addressed a significant issue 
where Google India was directed to deposit 50% of a penalty 
exceeding ₹5 crore for alleged FEMA violations. The ED had 
imposed the penalty for transactions with Google Ireland and 
Google USA, which were deemed to be in contravention of 
FEMA's provisions on external borrowings. Google contested 
the applicability of FEMA, arguing that the transactions were 
standard business dealings and had been regularized by the 
Reserve Bank of India (RBI). The court's directive 
highlighted the stringent enforcement mechanisms under 
FEMA and the judiciary's role in ensuring compliance. 
Vuenow Infotech Pvt. Ltd. v. Union of India (2025) [6]: This 
landmark case delved into the procedural aspects of search 
and seizure operations conducted under both FEMA and the 
Prevention of Money Laundering Act (PMLA). The court 
scrutinized the scope and safeguards associated with such 
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operations, emphasizing the need for adherence to 
constitutional principles and ensuring that enforcement 
actions do not infringe upon individual rights. The ruling 
underscored the judiciary's role in delineating the boundaries 
of investigative powers under economic laws. 

 

10.2. Non-doctrinal Research 
 

Table 1: Opinion about FEMA regulation 
 

Indicators Strongly 
Agree Agreee Neutral Disagree Strongly 

disagree Total 

Male 18(13.7) 20(15.2) 20(15.2) 2(1.6) 1(0.8) 61(46.6) 
Female 29(22.2) 16(12.3) 23(17.5) 2(1.5) 0(0.0) 70(53.4) 

Transgender 0(0.00) 0(0.00) 0(0.00) 0(0.00) 0(0.00) 0(0.00) 
Total 47(35.9) 36(27.5) 43(32.8) 4(3.1) 1(0.8) 131(100) 

Source: Primary Data 
 

 
 

Table No.1 shows that 35.9 percentage of respondent strongly 
agreed that current FEMA regulations are clear and easy to 
follow, 27.5 percent respondents agreed, 32.8 percent 
respondents neutral and 3.1 percent respondents disagreed. 
 

Table 2: Opinion about FEMA impact 
 

Indicators Strongly 
agree Agree Neutral Disagree Strongly 

disagree Total 

Male 14(10.7) 30(22.9) 15(11.4) 2(1.5) 0(0.0) 61(46.6) 
Female 35(26.7) 10(7.6) 20(15.1) 5(3.8) 0(0.0) 70(53.4) 

Transgender 0(0.0) 0(0.0) 0(0.0) 0(0.0) 0(0.0) 0(0.0) 
Total 49(37.4) 40(30.5) 35(26.7) 7(5.3) 0(0.0) 131(100) 

Source: Primary Data 
 

 
 

Table No. 2 shows that 37.4 percentage of respondents 
strongly agreed that FEMA has created a legal framework 
which has reduced illicit activities and promoted stability in 
foreign exchange market, 30.5 respondents agreed, 26.7 
respondents have chosen neutral and 5.3 respondents 
disagreed. 
 

Table 3: FEMA’s contribution to increase in cross border trade and 
payments 

 

Indicators 
To a 
great 
extent 

To 
some 
extent 

Very 
little 

Not at 
all 

Not 
sure Total 

Male 22(16.8) 20(15.3) 8(6.2) 1(0.8) 10(7.6) 61(46.6) 
Female 34(25.9) 20(15.2) 9(6.8) 1(0.7) 6(4.6) 70(53.4) 

Transgender 0(0.0) 0(0.0) 0(0.0) 0(0.0) 0(0.0) 0(0.0) 
Total 56(42.7) 40(30.5) 17(13) 2(1.5) 16(12.2) 131(100) 

Source: Primary Data 
 

 
 

Table No.3 shows that 42.7 percentage of respondents have 
agreed that FEMA has contributed to increase in cross-border 
trade and payments in India to a great extent, 30.5 percentage 
have agreed to some extent, 13 percentage agreed to very 
little, 1.5 percentage agreed to not at all and 12.2 percentage 
agreed to not sure. 
 
Testing of Hypothesis 
Hypothesis 1: By creating a clear legal framework, FEMA 
has fostered a more orderly and transparent foreign exchange 
market, reducing illicit activities and promoting stability. 
Under hypothesis. 1, Table No.2 shows that 37.4 percentage 
of respondents strongly agreed, 30.5 respondents agreed, 26.7 
respondents have chosen neutral and 5.3 respondents 
disagreed that FEMA has created a legal framework which 
has reduced illicit activities and promoted stability in foreign 
exchange market. Thus hypothesis accepted and this is a null 
hypothesis. 
Regarding Hypothesis 2: H2. FEMA has led to an increase 
in the volume of cross-border trade and payments in India, 
Table No. 3 shows that 42.7 percentage of respondents have 
agreed, 30.5 percentage have agreed to some extent, 13 
percentage agreed to very little, 1.5 percentage agreed to not 
at all and 12.2 percentage agreed to not sure that FEMA has 
contributed to increase in cross-border trade and payments in 
India to a great extent. Thus hypothesis accepted and this is a 
null hypothesis. 
 
Conclusion 
In conclusion, FEMA has proven to be a cornerstone of 
India’s financial modernization. Its emphasis on transparency, 
compliance, and facilitation has created a more robust and 
investor-friendly environment for foreign exchange dealings. 
The Act’s contribution to reducing financial irregularities and 
promoting cross-border economic activity underscores its 
relevance in today’s dynamic global economy. Continued 
refinement of FEMA’s provisions and vigilant enforcement 
will be essential to sustain its positive impact and support 
India’s aspirations as a leading global economic power. 
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Suggestion 
i). Digitize compliance for faster and transparent transaction 

reporting 
ii). Simplify rules for startups and small exporters to boost 

global participation 
iii). Strengthen monitoring of repeated violations with clearer 

escalation steps. 
iv). Review FDI norms regularly to match evolving economic 

priorities. 
v). Increase awareness through training programs for 

businesses and professionals. 
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