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In troduc tion
The Reserve Bank of India (RBI), a regulator of
banks in India, defines fraud as “A deliberate act of
omission or commission by any person, carried out
in the course of a banking transaction or in the
books of accounts maintained manually or under
computer system in banks, resulting into wrongful
gain to any person for a temporary period or
otherwise, with or without any monetary loss to the
bank”. In the last eleven years, leading public
sector banks (PSBs) in India have lost a total of
nearly Rs. 1,41,489.6 crore, on account of various
banking frauds whereas leading private sector
banks have lost nearly Rs. 20,523 crores. With
various measures initiated by the RBI, numbers of
banking fraud cases have declined, but amount of
money lost has increased in these years. IN
addition, there has been a rising trend of non-
performing assets (NPAs), especially for the PSBs,
thereby severely impacting their profitability.
Several causes have been attributed to risky NPAs,
including global and domestic slowdown, but there
is some evidence of a relationship between frauds
and NPAs as well. The robustness of a country’s
banking and financial system helps to determine its
production and consumption of goods and services.
It is a direct indicator of the well-being and living
standards of its citizens. Therefore, if the banking
system is plagued with high levels of NPAs then it
is a cause of worry, because it reflects financial
distress of borrower clients, or inefficiencies in
transmission mechanisms. Indian economy suffers
to a great extent from these problems, and this
served as the prime motivation for me to carry out
this detailed study of frauds in the Indian banking
system and examining frauds from different angles.
In a shocking analysis, it is revealed that Indian

banks have been under-reporting frauds, the
Reserve Bank of India has revealed that 90.6
percent of the frauds reported by banks in 2018-19
occurred between 2000 to 2018. Data released by
the banking regulator in its latest edition of the
Financial Stability Report, suggests that nearly 40
percent of the under-reported frauds actually took
place in three years between 2013 to 2016. “The
time-lag between the date of occurrence of a fraud
and the date of its detection is significant,” the RBI
said.” It was observed that in many cases frauds
being reported now were perpetrated during earlier
years.” As a fallout of this, the RBI is now
reviewing its master direction on frauds and
considering additional measures for timely
recognition of frauds and enforcement action
against violations. With regard to frauds reported,
the relative share of state-run banks in the overall
fraud amount reported in 2018-19 kowas in excess
of their relative share in the credit. At the end of
March 2019, share of PSU banks in overall fraud
amounts reported was a whopping 96 percent
against a banking industry average of 60.9 percent.

Rev iew o f L ite ra tu re
Ankit, (2015) conducted a study to analyse the
volatility of stock markets. In each aspect of
calculation, elevated stock market indices indicated
less volatility uncertainty. The downturn or
recession of a nation has turned into an extreme,
volatile stock market that can not be cured in the
short term. Political uncertainty, instability and
confusion have had a negative effect on the stock
market, creating volatility. The exchange volatility
has the negative nexus with the expansion rate of a
nation i.e. high volatility reduces rate of growth.
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Abstract
There has been a rapid growth in the banking sector in India. Banking sector plays a major role in growth of
India’s economy. However, with the increase in banks’ functionality there is a drastic increment in the frauds.
In spite of various observations and regulations being introduced to reduce the frauds, still it is observed that
frauds are being committed. This paper aims at studying the number of frauds being committed bank wise,
sector wise and its impact on the performance of the banks. A study was conducted on the impact of frauds on
Punjab National bank. This study is based on secondary data collected from various reliable sources.
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Chang, S.Y. and Morris, R.E., (1993) mentioned in
their study that Whereas internal auditors of
financial institutions have only nominal direct legal
liability, indirect liability is inferred. In order to
protect this opportunity, the audit department must
substantiate its "due diligence" activities by
defining the essential elements of internal controls
and routinely conducting audits in high-risk areas.
The study provides a list of the audit frequencies
proposed and the required internal controls for
some of the banking industry's most vulnerable
areas. These recommendations can be useful for
audit departments to prepare and schedule their
operations, as well as to assist organisations in
minimising external audit fees that would
otherwise be needed in an environment of poor
internal control.

A research was carried out by Md. Abdul Kader
and Hanif Hossain, (2019) to investigate the
administration of the personal banking sector's
accounting data system in Asia. The analysis also
focuses on the understanding by the private
banking industry of the framework primarily
introduced within the AIS service. The research
advises that all non-public banks maintain a
rigorous and rapid structure and process that could
create a disadvantage for new entrants to the
dominant brand spanking scheme. They use
explicitly targeted distributed net trading and
agreements that could create a disadvantage for the
Money Administration in order to optimise AIS
effectiveness using a centralised system.

Need o f th e S tudy
The study of financial frauds in banking sector was
important as financial frauds or scams have never
been a rare phenomenon in economy of any
country. Bank failures have large social
consequences in any economy of a country due to
its financial linkages with other parts commonly
termed as “network externalities”. In spite of
various observations and regulations are introduced
to reduce frauds still it is observed frauds are being
continued. The need was felt to study no. of frauds
happening bank wise, sector wise and its impact on
the performance of banks.

Ob jec tives o f th e S tudy
• To study about frauds in banking sector.
• To compare number and amount of frauds in

public and private sector bank wise.
• To examine impact of frauds on performance

of banks.

L im ita tions
The important limitations are as follows:
 The study was confined to secondary data.
 Only selected bank was taken into

consideration.
 The data presented for T-test is limited to 18th

December 2017 to 15th February 2018.

Scope o f th e S tudy
The study covers the information regarding bank
frauds on year wise and bank wise basis. Period of
the study is covering from year 2008 to 2019,
majorly when frauds in banks took place.

Sou rces o f D a ta
The collected data is mainly secondary in nature.
The sources of data for this project include the
articles published in various magazines, journals
and research papers.

M a jo r B ank F raud s th a t Shook th e Coun try
• PNB Scam
In 2018, the state-run lender PNB shocked the
entire banking industry of India by revealing that it
had been defrauded by Rs 11,400 crore allegedly
by billionaire jeweller Nirav Modi, his family
members and business partner Mehul Choksi,
owner of the Gitanjali Gems at PNB's Brady House
Branch in Mumbai. Following the scam, employees
of PNB including people at the general manager
level were suspended from their post for their
suspected involvement in the biggest scam in the
Indian banking sector. Also, the government has
revoked passports of Nirav Modi and Mehul
Choksi.After witnessing a scam of Rs 12,000 crore
allegedly committed by Nirav Modi, the PNB has
unearthed another 91 million fraud in March 2018.
It involves officials of a little-known company
called Chandri Paper and Allied Products Pvt Ltd.
The fraud has been spotted at the PNB's Brady
House Branch in Mumbai where the Nirav Modi
scam had unfolded.The Punjab National Bank
(PNB) in 2019 had reported another borrowing
fraud of Rs 38.05 billion ($556 million) in Bhushan
Power & Steel Ltd.’s account to the Reserve Bank
of India (RBI). The company has misappropriated
bank frauds, manipulated books of accounts to
raise funds from consortium lender banks.

• Rotomac Case
Rotomac fraud unearthed after the sensational PNB
scam. Kanpur based Rotomac Global is being
probed by the CBI and Enforcement Directorate
(ED) for allegedly cheating a consortium of seven
banks of Rs 3,700 crore. The investigation agency
filed case against Vikram Kothari and Rahul
Kothari, directors of the business group for
misusing credit sanctions provided by Bank of
Baroda (BoB), the member of consortium banks at
its International Business Branch (IBB) at The Mall
Kanpur to the tune of Rs 456.63 crore.
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• SBI fraud Case
State Bank of India (SBI) is at the forefront of a
bank scam involving jewellery network Kanishk
Gold Pvt Ltd (KGPL). The KGPL has been
accused of defrauding a consortium of 14 banks
amounting Rs 824.15 crore bank fraud led by the
SBI. The Enforcement Directorate (ED) and CBI
registered a case against Kanishk Gold. On 8th
May, 2017, Nilesh Parekh, promoter of the
Kolkata-based Shree Ganesh Jewellery House was
arrested in connection with loss of Rs 2,223 crore
to association of 25 banks led by the State Bank of
India. The Accused was using the import finance
from one bank and export finance from another
source.

W hat’s th e R oo t C ause o f Ind ian B ank ing
Fa ilu re
• The finance and banking sector of the country

appears to be controversy’s favourite child.
With the PMC crisis, the country’s financial
system already took big hit in November, and
the next big blow comes in the form of Yes
Bank collapse hinting that Indian economy
might be hanging by the cliff.

• Presently, Yes Bank is put under a moratorium
by the RBI, announcing that the depositors
can’t withdraw more than Rs 50,000 excluding
exceptional circumstances. To revive the bank
which had a loan book of 3 Lakh crore, SBI
will invest at least Rs 2,500 Crore. If the
government and RBI don’t come up in support,
these could lead to a full-blown crisis as
approximately one-third of the financial
system is in a state of plight.

• The reasons for such failures are quite
transparent. In essence, the sloppy regulatory
oversights, weak supervision, absence of
accountability, susceptibility to misuse by
prominent figures and the ineptitude to learn
from past mistakes keep adding to the woes of
the financial system.

F in d ing s
(i) The study highlights a varying trend in the

growth of frauds in the period of study, that is,
2008-09 to 2018-19. However, a close look at
the table will reveal that the growth of frauds
has been at an increasing rate from 2011-12
onwards.

(ii) The study reveals that:
(a) ICICI Bank and SBI registered the highest
number of frauds.
(b) Punjab National Bank and SBI registered
the highest amount of frauds.
(c) SBI performed really bad based on control
over the number as well as amount of frauds.
(d) The scale of frauds in case of Punjab
National Bank is a matter of concern.

Recomm enda tio ns
 Accounting firms are to be identified and

should be held in charge of monitoring loans
on a continuous basis.

 These accounting firms should provide
information periodically about loans recovery
status to banks.

 These accounting firms should be asked to
conduct forensic audit on a real-time basis.

Conc lus ion
Managing and minimizing fraud is an intrinsic part
of any bank’s operations, as banks face frauds
across a wide range of its products and services it
renders. The cost of frauds can be massive in terms
of disturbance in the functioning of the markets,
financial institutions, and the payments system.
The function of prevention of fraud, its monitoring,
investigation, reporting should be particularly done
by an independent division in a bank. From the
study it was understood that bank frauds impact
banks to a large extent and effects its market value.
On the analysis of t-test null hypothesis is rejected
and thus there is a significant impact of fraud on
PNB.
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