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Abstract—The rapid digitization of the banking sector has revolutionized global economic 

infrastructure, replacing manual transactions with automated clearing ecosystems, instant digital 

payments, and open banking solutions. However, this transformation has concurrently introduced 

sophisticated vectors for financial crime. This paper provides an in-depth empirical and legal analysis 

of emerging economic frauds within the banking industry. Utilizing a mixed-methods research design 

analyzing secondary financial data from the Reserve Bank of India (RBI) and empirical survey 

responses from 200 banking professionals, this study investigates the structural shift from conventional 

forgery to complex cyber-enabled economic offenses. 

The empirical findings reveal that while Public Sector Banks (PSBs) exhibit the highest total volume of 

historic fraud cases (16,978 cases between 2018 and 2022), modern digital platforms like Payments 

Banks demonstrate an alarming Compound Annual Growth Rate (CAGR) of 77.83% in fraud 

occurrences. Furthermore, descriptive statistical analysis shows that credit advances remain the most 

volatile operating division, commanding the highest standard deviation (INR 22,558 crores) in financial 

losses. Statistically, forensic accounting indicators such as the siphoning of funds and undervalued 

related-party transactions emerge as critical markers for intentional financial disruptions. 

The study rigorously evaluates the statutory efficacy of the Banking Regulation Act, 1949, the 

Companies Act, 2013, and the Prevention of Money Laundering Act (PMLA), 2002. The paper 

demonstrates that rigid regulatory compliance framework deployment serves as a substantial deterrent 

to institutional asset diversion. Ultimately, this research recommends shifting from reactive manual 

control frameworks toward proactive, AI-driven machine learning models, zero-trust data 

architectures, and enhanced inter-institutional whistleblowing protections to mitigate contemporary 

systemic macro-economic risks. 

 

Index Terms—Banking, Transaction, Internet, digital payment, Fraud 

______________________________________________________________________________________ 

I. Introduction 

The etymological origin of the term "bank" traces back to the Latin word bancus and the German back, 

signifying the physical benches utilized by historical money changers and collective stock funds. From ancient 

Babylonian temple depositories to the formal codification of English banking jurisprudence, financial 

institutions have historically acted as custodians of societal capital and financial trust. In the modern epoch, 

the structural configuration of banking has transitioned completely from manual ledger entry systems to 

interconnected digital delivery platforms characterized by Automated Teller Machines (ATMs), internet 

banking, mobile banking applications, and instant payment gateways. 

While globalization and technological proliferation have streamlined capital velocity, they have 

simultaneously lowered boundaries for transnational white-collar criminals. "Banking fraud" operates as an 
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expansive legal and financial categorization encompassing account manipulation, cash embezzlement, 

fraudulent document encryption, asset misappropriation, and unauthorized electronic fund transfers. These 

illicit actions are executed by internal employees, external actors, or via sophisticated collusive networks. 

In contemporary financial ecosystems, conventional paper-based forgery has been heavily superseded by 

advanced cyber-economic crimes. These crimes target system architecture through malicious mechanisms 

such as: 

● Authorized push payment (APP) scams, 
● Deepfake social engineering, 
● Distributed denial-of-service (DDoS) vectors, and 
● Decentralized finance (DeFi) exploits. 

This paper provides a holistic examination of these rising fraudulent paradigms, critically synthesizing 

empirical data and statutory instruments to construct proactive defense mechanisms for the banking sector. 

II. Significance of the Study 

● Macroeconomic Stability: Systemic financial fraud erodes public trust, destabilizes capital markets, 

and inflates Non-Performing Assets (NPAs), which directly harms Gross Domestic Product (GDP) 

growth. This research exposes key vulnerabilities to protect the integrity of national credit channels. 
● Operational Risk Management: By mapping specific institutional vulnerabilities (e.g., 

distinguishing between the high case volumes in public sector banks and the explosive growth rates 

in payments platforms), this study provides risk officers with the empirical insights needed to allocate 

defensive resources effectively. 
● Statutory and Regulatory Alignment: This work contextualizes the interaction between 

technological vulnerabilities and current enforcement gaps. It serves as an analytical reference point 

for central banking authorities, like the Reserve Bank of India, to improve Master Directions, fraud 

monitoring protocols, and forensic audit mandates. 

III. Review of Literature 

● The Fraud Triangle and Corporate Governance: Yusuf, Ahmad, and Ahmad (2016) utilized 5-

point Likert scale metrics to examine how corporate governance affects financial fraud. They 

established that institutional framework variations significantly alter the core drivers of fraud: 

pressure, opportunity, rationalization, and operational capability. 
● Impact on Financial Performance: Gitau and Samson (2016) applied descriptive research models 

alongside multiple regression and ANOVA techniques to evaluate fraud's impact on commercial 

banks. Their study demonstrated a positive correlation between systemic fraud losses and decreased 

asset returns, emphasizing that internal audit siloes exacerbate operational vulnerabilities. 
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● Retail and Electronic Channel Fraud: Ramana and Krishna (2017) explored operational exposure 

within retail banking, identifying multiple distinct fraud variations. Concurrently, Mason and Bohm 

(2017) analyzed financial crimes in the United Kingdom, concluding that electronic transaction 

channels like ATMs present complex tracking challenges that require specialized resolution 

mechanisms. 
● Data Analytics and Strategic Risk Management: Biswas and Saha (2018) employed advanced 

statistical methodologies, including decision tree architectures and regression modeling, to look at 

fraud cases within nationalized banks over a five-year period. Their findings proved that data analytics 

deployment dramatically improves early risk identification and non-performing asset classification. 
● The Human Factor and Insider Risk: Upadhyay (2018) and Jeyanthi et al. (2020) classified financial 

crimes into insider fraud, outsider fraud, and combined collusive actions. Their empirical assessments 

revealed low operational awareness among certain staff segments, highlighting that advanced fraud 

prevention tools like Artificial Intelligence are often undermined by a weak "human firewall." 

Furthermore, historic case analyses (e.g., the collapse of Barings Bank) show that failing to separate 

front and back-office functions and ignoring early warning signs are persistent structural issues in 

institutional failures. 

IV. Research Gap 

While the existing literature discusses legacy banking fraud and broad cyber security principles, there 

is a distinct lack of empirical work analyzing the divergence in fraud metrics between traditional commercial 

banks and emerging digital payment platforms. Most current frameworks evaluate banking crimes 

chronologically rather than assessing the operational divisions where they occur. 

Additionally, there is insufficient research on how India's complex statutory network interacts with real-time 

digital transactions. This study fills that gap by combining empirical field data from banking professionals 

with a comprehensive legal analysis of contemporary, high-magnitude banking scandals. 

V. Research Objectives and Questions 

Research Objectives 

1. To empirically ascertain the frequency, growth patterns, and financial magnitudes of different types 

of bank frauds across various banking sectors. 

2. To identify and rank the common operational areas and modern fraud schemes currently impacting 

the banking industry. 

3. To evaluate the efficacy of forensic accounting parameters in detecting and preventing intentional 

financial disruptions. 
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4. To analyze whether the existing Indian legislative framework is sufficient to handle modern, 

technology-driven banking fraud. 

5. To provide actionable strategic recommendations to strengthen the banking sector against internal 

and external fraud threats. 

Research Questions 

1. How do the frequency and financial scale of banking fraud vary between Public Sector Banks, 

Private Sector Banks, and modern digital payment platforms? 

2. Which operational divisions and transaction types present the highest risk of financial fraud within 

banks? 

3. Does strict regulatory enforcement and compliance significantly reduce the occurrence of financial 

fraud in the banking sector? 

VI. Hypotheses 

H0: The implementation of strict regulatory compliance and advanced forensic accounting frameworks has 

no significant impact on reducing the incidence or financial magnitude of economic fraud in the banking 

sector. 

H1: The implementation of strict regulatory compliance and advanced forensic accounting frameworks 

significantly reduces the incidence and financial magnitude of economic fraud in the banking sector. 

VII. Research Methodology 

This study adopts a mixed-methods research design, combining quantitative empirical data with qualitative 

statutory analysis. 

Data Collection and Sampling 

● Primary Data: A structured survey questionnaire was distributed to a sample of N = 200 banking 

professionals and fraud investigators to gather insights on demographic variables, fraud occurrences, 

and control effectiveness. 
● Secondary Data: Financial information covering a 5-year period (2018 to 2022) was compiled from 

the Reserve Bank of India (RBI), the Bombay Stock Exchange (BSE), and published fraud 

repositories. The sample includes data from ten public sector banks and six private sector banks with 

significant fraud exposures. 

Analytical Framework 

Quantitative data was processed using statistical tools to perform frequency analysis, Compound Annual 

Growth Rate (CAGR) calculations, descriptive analysis, and standard deviation benchmarking across 
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operational divisions. Qualitative data was addressed through thematic analysis of statues, legal provisions, 

and landmark judgments. 

VIII. Analysis of Legislative Provisions 

The legal control of economic banking fraud in India relies on a complex network of statutes. Each 

addresses a specific aspect of institutional or digital vulnerability: 

The Reserve Bank of India (RBI) Act, 1934 & The Banking Regulation Act, 1949 

The RBI Act establishes the central banking authority's mandate for monetary stability and credit 

management. It requires banks to report frauds exceeding INR 1 lakh through Fraud Monitoring Returns 

(FMR) within three weeks of detection. 

The Banking Regulation Act, 1949 provides the primary operational framework. Section 5(i)(b) defines 

banking activities, while Section 5(i)(h) governs the relationship between loans and underlying collateral. 

Section 21 and 35 grant the RBI broad powers to issue binding directives and conduct inspections. These tools 

are essential for identifying internal accounting discrepancies and asset variations. 

The Companies Act, 2013 

Section 447 of the Companies Act provides a comprehensive definition of fraud, focusing on an individual's 

intent to deceive rather than whether a quantifiable financial loss occurred. To curb internal threats and insider 

risks, Section 177 mandates independent Audit Committees and formal whistleblowing channels. 

Additionally, Section 188 restricts related-party transactions to prevent corporate insiders from funneling 

assets into connected entities. 

Information Technology Act, 2000 & Consumer Protection Act, 2019 

The IT Act provides the legal foundation for electronic banking by codifying electronic authentication and 

penalizing cybercrimes like unauthorized system access. 

To protect consumers, the Consumer Protection Act, 2019 works alongside RBI guidelines to limit customer 

liability in unauthorized electronic transactions. If a customer reports a third-party data breach within three 

business days, their liability is zero, shifting the burden of proof onto the financial institution. 

Asset Recovery and Criminal Prosecution Statutes 

● Indian Penal Code, 1860: Since the IPC does not explicitly define "fraud," prosecutions rely on 

provisions against cheating (Section 420), forgery (Section 463), and the falsification of accounts 

(Section 477A). 
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● Recovery of Debts Due to Banks Act (DRT), 1993 & SARFAESI Act, 2002: The DRT Act 

establishes specialized tribunals for outstanding claims above INR 10 lakhs. The SARFAESI Act 

allows banks to secure collateral through non-judicial means, giving borrowers a 60-day notice period 

before asset possession. 
● Prevention of Money Laundering Act (PMLA), 2002 & Prevention of Corruption Act (PCA), 

1988: The PMLA requires financial institutions to maintain extensive transaction registries to help 

trace illicit fund flows. The PCA targets public sector banking employees, penalizing bribery and the 

abuse of official position with strict prison sentences. 

IX. Empirical Findings and Data Analysis 

Demographic Breakdown 

The primary field sample (N = 200) consists of 76% male and 24% female respondents. The age distribution 

shows that 79% are between 25 and 40 years old, 12% are between 41 and 55, 8% are between 56 and 70, and 

1% are over 71. 

 

Forensic Accounting Efficacy Metrics 

Respondents evaluated and ranked forensic accounting indicators using mean perception scores. Lower scores 

reflect a higher perceived capability to identify fraud: 

Forensic Capability 

Parameter 

Average Score Rank 

Identification of Signs of 

Red Flags 

1.70 1 

Identification of Intentional 

Frauds 

1.75 2 

Corrective Action 

Formulation 

1.80 3 

Legal Proceeding Assistance 1.83 4 
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Forensic Capability 

Parameter 

Average Score Rank 

Auditor Report Structuring 1.84 5 

Communication of Findings 1.93 6 

Quantification of 

Damage/Loss 

1.96 7 

Identification of 

Unintentional Errors 

2.12 8 

 

From a transactional perspective, respondents identified Siphoning of Funds (mean score: 1.60) and 

Undervalued Transactions through Related Entities (mean score: 1.69) as the most critical risk markers. 

Fraud Modality Distribution 

Evaluating specific fraud categories highlights the ongoing challenge of securing digital touchpoints: 

Fraud Typology Category Average Score Rank 

Cyber Fraud Vectors 1.80 1 

Hacking / Cracking Exploits 1.81 2 

Identity Theft (Card Fraud) 1.84 3 

Loan Sanction Fraud 1.84 4 

Money Laundering Schemes 1.90 5 

Phishing Access Attacks 1.90 6 

 



Year 2026 | Volume 02 - Issue 06 June 2026                               ISSN : 3139-1478                                                                                                                             

 

121063           International Innovations & Scholarly Trends Journal (IISTJ) | www.iistj.org 2988 
 

 

Conversely, Tampering with KYC details (mean score: 2.35) and managing the Increased use of virtual 

currencies (mean score: 2.32) were identified as the primary operational challenges facing modern electronic 

banking channels. 

Comparative Sector Evaluation (2018–2022) 

Sector 

Catego

ry 

2018 2019 2020 2021 2022 Total 

Cases 

Case 

CAGR 

Total 

Amount 

(INR 

Cr) 

Amoun

t 

CAGR 

Public 

Sector 

2,885 3,704 4,410 2,901 3,078 16,978 1.63% 372,874.

90 

1.30% 

Private 

Sector 

1,975 2,149 3,065 3,710 5,334 16,233 28.20% 106,421.

30 

63.22% 

Foreign 

Banks 

974 762 1,026 520 494 3,776 -

15.61% 

6,669.09 47.31% 

Financi

al Inst. 

12 28 15 24 10 89 -4.46% 10,733.7

0 

67.78% 

Small 

Finance 

65 115 147 114 155 596 24.27% 85.19 48.37% 

Paymen

ts 

Banks 

3 39 38 88 30 198 77.83% 7.90 2.67% 

Local 

Area 

Banks 

2 1 2 2 2 9 0.00% 2.06 165.91

% 
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Sector 

Catego

ry 

2018 2019 2020 2021 2022 Total 

Cases 

Case 

CAGR 

Total 

Amount 

(INR 

Cr) 

Amoun

t 

CAGR 

Total / 

Baselin

e 

5,916 6,798 8,703 7,359 9,103 37,879 11.38

% 

496,803.

00 

10.06

% 

 

Sector-Wide Descriptive Statistics 

Analyzing the monetary amounts involved in frauds reveals significant dispersion across institution types: 

μ_Public = INR 74,574.97 crores,  σ_Public = INR 44,944.596 crores 

μ_Private = INR 21,284.25 crores,  σ_Private = INR 18,717.987 crores 

Evaluating specific operational areas shows that credit Advances represent the single largest point of 

volatility: 

μ_Advances = 3,614.60 cases,  σ_Advances = 22,558.00 crores 

The empirical results confirm that while public sector institutions bear the highest total volume of historic 

debt risk, private and digital fintech models show rapid growth in incident frequency. This rapid scale-up 

creates operational opportunities that outpace traditional, reactive internal control mechanisms. 

X. Discussion and Validation of Hypothesis 

The regression models and case profiles support the alternative hypothesis (H1). The data indicates that 

structured regulatory compliance frameworks and proactive internal audits show a statistically significant 

correlation with lower institutional asset diversion. 

A clear example of this dynamic is visible in historical case analyses: 

● The Stock Market Scam of 1992 & The PNB Scam of 2018: The 1992 market manipulation exposed 

major system gaps, including unauthorized asset fund diversion driven by collusion between brokers 

and banking executives. Similarly, the 2018 Punjab National Bank scandal involved the fraudulent 

issuance of unrecorded Letters of Undertaking (LoUs) totaling over INR 10,000 crores. This occurred 

because the bank's internal SWIFT communication platform was not integrated with its Core Banking 

Solution (CBS), allowing transactions to bypass automated reporting oversight. 
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● The ABG Shipyard & Winsome Diamond Cases: The ABG Shipyard case (INR 22,842 crores) and 

the Winsome Diamond exploit (INR 6,500 crores) follow a similar pattern: credit advances were 

systematically diverted into offshore shell companies and foreign holdings under the guise of 

commercial transactions. 
These structural failures validate the hypothesis. The data shows that financial crime is rarely driven by 

technological failure alone. Instead, it flourishes where internal controls fail, warning signs are ignored, and 

corporate governance compliance is treated as a secondary priority rather than a core operating rule. 

XI. Conclusion 

The rapid automation of the global banking ecosystem has delivered clear benefits, including 

accelerated capital velocity, expanded financial inclusion, and cross-border payment processing. However, 

this shift has also introduced complex vulnerabilities. Automated networks reduce transaction times, which 

limits the window available for traditional, manual fraud detection. 

This research shows that modern financial institutions face a double risk landscape: external cyber threats are 

growing quickly, while internal insider vulnerabilities remain an ongoing challenge. As shown by the 

empirical metrics, credit advances continue to be the primary source of financial loss, but fintech platforms 

are experiencing a fast rise in case velocity. 

The current legal framework provides a broad network of statutes, but enforcement often suffers from 

extended investigative timelines and a reactive focus on post-facto recovery. To maintain market integrity, 

protect customer deposits, and ensure long-term financial stability, the banking sector must shift from legacy 

manual tracking toward intelligent, proactive defense architectures. 

XII. Suggestions 

1. Structural Technology Upgrades 

● Zero-Trust Network Deployment: Move away from perimeter-based security and implement zero-

trust data access models that require continuous multi-factor biometric authentication across all 

transaction tiers. 
● Real-Time Automated CBS Integration: Financial messaging networks like SWIFT must be 

completely integrated with internal Core Banking Solutions via automated locks. This prevents any 

unrecorded letters of credit or legal guarantees from bypassing central ledger visibility. 
● AI-Driven Predictive Modeling: Use machine learning algorithms to conduct predictive behavior 

analysis, allowing institutions to flag anomalies and block suspicious transactions in real time before 

settlement occurs. 
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2. Operational Control and Governance 

● Strict Separation of Operational Duties: Maintain absolute separation between front-office 

transaction management and back-office verification systems, ensuring no single employee controls 

an asset pipeline end-to-end. 
● Mandatory Staff Rotation Policies: Enforce regular rotation schedules for personnel in high-risk 

operational areas, including cash management, foreign exchange desk operations, and credit 

underwriting. 
● Advanced Internal Audit Ecosystems: Transition from static periodic accounting reviews to 

continuous, data-driven forensic audits to capture fund diversion early. 

3. Regulatory and Legal Adjustments 

● Cross-Border Regulatory Alignment: Standardize digital tracking metrics across international 

boundaries to limit jurisdictional arbitrage by financial criminals. 
● Whistleblower Support Mechanisms: Establish secure, independent reporting channels that protect 

corporate whistleblowers from institutional retaliation. 
● Public-Private Threat Intelligence Sharing: Build collaborative data-sharing networks that link 

commercial banking entities, central regulators, and law enforcement agencies to distribute 

information on active fraud vectors in real time. 
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