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Abstract: Multiple loan fraud is a problem faced by a signifi-cantly large number of banks and
financial institutions in not only the real estate sector, but other sectors too. Every year, it results
in a high number of bad debts and financial losses to the lenders. At every level, there were
numerous instances where borrowers successfully obtained loans from multiple financial
institutions against the same surety. In majority of the cases, it was the real estate builders with
turnover in hundreds of crores, with political and financial clout, and a deep understanding of how
the system works, more importantly, the inherent weaknesses that could be exploited. In many
instances, it was not possible without the explicit involvement of the staff from the lending
institutions, which went at length to oblige these borrowers, in return for under-the-table payoffs

1 Introduction

The banking system of any country comprises of the small savings of the people. When a large
number of people deposit the money it becomes the huge amount in the hands of the banks.
Commercial Banks lends this money to individuals, traders and institutions and earns profits in the
form of interest. But when the lenders do not returns this amount to the banks it becomes the threat
to the banks. Data from a report by the Reserve Bank of India (RBI) shows that up until March
2021, banks had declared loan fraud total around five trillion, which is about 4.5% of the total
bank credit. In all, 45,613 cases were reported by 90 banks and financial institutions. State Bank
of India (SBI), which also happens to be the biggest lending body in India, reported the maximum
fraud amount at over INR 78,000 crore (Saha et al., 2016). Such amounts are staggering, causing
a huge dent in the economy of a developing country like India.

The entire paper is divided into Six section , The First section Introduces the Indian banking
System and showing the current status of loan scam in Indian, Second section shows the literature
review from various research papers, Third section illustrate the finding of Literature Review and
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showing the evidences from various source of data and classify accordingly, Fourth section defines
the Types of Fraud that has been observed previously

, Fifth section showing the critical observations that how Indian bank economy are be effecting.
The first author’s contribution is to evaluate several research papers, news pieces, and case studies,
summarize the findings, and classify various types of frauds. The second author’s contribution is
a definition of existing loan scams in India. The third author’s role is to discuss the impact of loan
frauds on the Indian economy.

2 Present Status of Loan Scams in India
In Survey Report of “Statista,2023” Showing Number of bank fraud cases across India between
from financial year 2009 to 2023.
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Chartl: Number of bank fraud cases across India between from financial year 2009 to 2023
(Source: India-number-of-bank-fraud-cases,January 2022 (https://www.stati sta.com/))
Chart2:Bank Fraud Survey 2023 (Source: Indian Banking Survey, January 17, 2023
(www.deloitte.com/in))

According to Article Presented in Deloitte India “India Banking Fraud Survey, Edition IV”’(2023),
78 % of respondents believe that frauds in the banking sector will increase over the next two year,
24% will be loan fraud, 14 % Mobile/Internet Banking fraud, 13 % will be Identity/data theft fraud.
As it is mentioned in “Section I : Understanding the current fraud environment in the banking
sector” presented in “India Banking Fraud Survey, Edition IV” at Deloitte. Due to the COVID-19
crisis came at a time when banks were struggling to deal with an increasing number of fraud
incidents. Financial crime across the globe is expected to rise in response to the uncertainty in the
business landscape. For banks, the economic slowdown has only heightened the risk of fraud and
money laundering.

Responder

[Figure 3 about here.]
Chart4: Factors affecting higher Stressed Assets(Source: Indian Banking Survey, January 17, 2022
(www.deloitte.com/in))

3 Literature Review

I have compiled Literature Review from several Research article, Case Studies, books news
papers, published thesis, websites, online survey etc.The papers were selected by the use of
keywords like “Bank Scams,” “Financial Frauds,” “Loan Scams” “Bank Frauds,” “Multiple loan
Scams” in K-Hub, Proquest, Ebsco, IEEE, Springer, Elsevier, IIM Bangalore, Google Scholar,
Journal of Public Affairs ,Shodhganga press and also in the library containing finance and banking
journals. Scams Data collected from a report published by the Reserve Bank of India (RBI) as well
as various news paper who published the Loan Fraud like TOI, The Tribune, Indian Express , Mid
Day, The New Indian Express, Hindustan Times, Hindu News etc and International Online Survey
websites like .deloitte.com & Statista.com etc . In order to keep the research latest, mostly papers
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were selected between the years 2007-2021. I have go through approximately 150 papers based
on bank scam out of which I have cite approximately 70publications , 11 Thesis, 10 Case Studies
and online Survey based on loan scams.

Multiple borrowing or multiple loan is a common and significant feature of a growing economy
where borrowers, when their credit needs cannot be met by a single lender, turn to more than one
supplier (Krishnaswamy, 2007) . It is a phenomenon where the procurer of loan obtains
overlapping loans through a number of buyers (Kessy and Urio, 2006) . While multiple borrowing
is a natural form of financial need satisfaction, multiple loaning from various institutions against
a single collateral, is an act of defrauding the lenders (Amanze and Onukwugha, 2018). Such loan
frauds are a major source of losses to the banks and financial institutions, every year (Ajah and
Inyiama, 2018) .

While there exists a rich scholarship on the issue of loan frauds in India and internationally (Ajah
and Inyiama, 2018; Oyedokun and Patil, 2004) , there are very few studies that have tried to explore
the issue of multiple loan fraud (e.g. Mundra, 2014) . The concept of multiple borrowing has been
addressed by many researchers (Krishnaswamy, 2007; Amanze and Onukwugha, 2018; Ajah and
Inyiama, 2018) . On the impact of multiple borrowing, there are contradictory findings among the
researchers. For instance, Chaudhury and Imran (2009) reported that the cases of multiple
borrowing were increasing, but the rate of repayment and subsequent defaulting were on the rise
too. Similar instances have been reported from across the world where banks have seen a
substantial rise in their Non-Performing Assets (NPAs) due to instances of non-payment of the
borrowed sum (Wisniwski, 2010).

On the other hand, Krishnaswamy (2007) has found an equal, and in some cases, even better
repayment history for multiple borrowers compared with single borrowers. Multiple loan fraud is
a huge concern area for lenders, but the vast nature of the problem poses a challenge before the
researchers. Then there is the issue of detecting the attempts towards these frauds, or after these
have actually been committed. Data mining techniques have been found to be particularly useful
in this area (Al-Shabi, 2019; Taha & Malebary, 2020; Bagga, Goyal, Gupta, & Goyal, 2019)

This research aims to thoroughly investigate the issue of multiple loan fraud in the Indian context,
using data mining and expert opinion, and suggest some preventive mechanism.

Auther Charan Singh RBI Chair Professor(2018) analysis using secondary data (literature review
and case approach) as well as an interview-based approach found that Bank employees even
Senior management and board of directors had be the part of fraud to cover-up some cases to
meet their short term targets and goals. According to Khanna, Ashu (2009)Main Causes That
Lead to the Perpetration of Frauds is lack of properly trained and experienced person The findings
reveal that 68.77% of respondents have not undergone any formal training in prevention of bank
frauds.

According to Cascarino, R. E. (2012)he mention in his book that Most of the corporate fraud that
takeplace because of poorly trained and inattentive staff(11) and Madan Lal Bhasin (2015)Found
in her research after a questionnaire-based survey 2012-13 among 345 Bank employees . This
study reveals that the menace of frauds in the indian banking industry are poor employment
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practices and lack of effective employee training; usually over-burdened staff, weak internal
control systems, and low compliance levels on the part of Bank Managers, Offices and Clerks.
Auther Charan Singh RBI Chair Professor(2016) in his study finally proposes some
recommendations to reduce future occurrence of frauds in Indian banking sector. The credibility
of third parties such as auditing firms and credit rating agencies is also questioned in the study and
is believed to be a significant contributor amongst other causes, such as oversight by banks and
inadequate diligence

Sushil Panday(2019) in his case study he stated the the main cause of Nirav modi fraud was
happened due to bank employee gave Letter of undertaking without any colleteral. The overseas
bank gave money to the Nostro account of PNB. The loan was provided on the guarantee provided
by PNB through the swift channel. The overseas bank was not interested in what Nirav Modi will
do with the They had the trust that PNB would pay back even if Nirav become a bankrupt.

A indulge in fraudulent activities on customers. Detection of such frauds takes a long time, and is
only discovered when there are customer complaints of fraudulent cases. The customers who are
victim of fraudulent activities by the bank, due to identity theft etc., could have avoided so, by
following appropriate preventive measures and customer awareness guidelines.

Neha Sharma (2018) stated in her paper that the volume of fraud amounts showed that the SBI is
on first rank with Rs. 2,236.81 Crore followed by Punjab National Bank with Rs. 2,250.34 Crore
and Axis Bank with Rs. 1,998.49 Crore. The data provided by RBI to finance ministry revealed
that in most fraud cases the involvement of bank staff was very evident. In SBI total 64 employees
were involved in fraud cases, 49 bank employees were involved in HDFC fraud cases and 35 bank
employees were found to be involved in Axis Bank fraud cases. The total figures showed that total
450 bank employees were involved from both Public and Private sector banks in total 3,870 fraud
cases amounting Rs. 17,750.27 Crore Charan Singh RBI Chair Professor(2016) find in his study
that there have been instances of frauds involving collusion of staff with third party agents like
auditors to Times: Mar, 2017).

Ms. Bhavana Shrma(2020)published a review article she categorized the various types of fraud in
the Indian banking system and also elaborated the reasons why it happened

. According to her frauds may be done by the management, employees, customers and
outsiders.she collected the data through questionnaire filled from bank staff, managers and
officers, of State Bank of India (SBI), Bank of India (BOI) and Bank of Baroda (BOB) in the area
of Delhi and NCR .Almost 90 banks of data were analyzed by descriptive statistics. Hypotheses
of result validated by ANOVA Technique. She concluded that the main reason for bank fraud is
lack of inadequate training of staff members.

Partha Saha(2013)Analysed that the main cause of fraud is asymmetry Information among
different agents.he proposed logical framework based on third party independent authentication of
multiple agents.Mental states used in table where Perfect Action plan(PAC), Deliberate Violation
Plan (DVP), Derelict Action Plan (DAP), Mistaken Action Plan(MAP), Incapacity Plan(IP).
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According to Kartati , (2019) In the wake of big corporates houses failing to evade corporate
frauds, a study was needed to identify primary factors leading to fraud. The main purpose of this
paper is to identify the major factors and motivations for fraud in the corporate sector.

4 Findings of literature review

After reviewing several papers I found that these can be the main Cause of Bank fraud that are
listed here:

A. Cause of Bank scams Causes of Loan Fraud Poor Supervision

Inadequate compensation to employees Poor internal control system Unauthorized extension of
credit facilities

Collusion between employees and external parties

Untrained employees who are not well trained to prevent bank scam.

The awareness level of bank employees regarding bank scams are very poor. Decentralised system
Lack in proper and regular audit

Negligence to inspect the security documents Non- verification of end use of funds

multiple financing to same party against same security Lack of Effective and regular Training to
staff Unauthorized sanctions

Unauthorized borrowings

Manipulation of vouchers Fake documents Forged customer’s signature

Forged cheques Money laundering

Manipulation of accounts Opening fictitious accounts

Asymmetry Information amongst different agents Chart5: Causes of Loan Fraud

5 Classification of Loan Fraud

After go through several papers and case studies I observed that there can be five types of Loan
fraudulent that are classified on the basis of the people connivance of scam.

Type 1. Scams committed by customer in connivance with bank employee.

Type 2. Scams committed by customer in connivance with third party.

Type 3. Scams committed by customer with the help of fake/Manipulated/Duplicate documents.
Type 4. Scams committed by customer in connivance with vendor.

Type 5. Scams committed by Outsider in connivance with bank employee

6 Evidences from the Past

In Below Table I have briefly discuss few cases that were reported in various news papers:

4. Types of Loan Scam in India

A. Secured Loan Scams

Fraud for profit: Those who commit this type of mortgage fraud are often industry insiders using
their specialized knowledge or authority to commit or facilitate the fraud. Current investigations
and widespread reporting indicate a high percentage of mortgage fraud involves collusion by
industry insiders, such as bank officers, appraisers, mortgage brokers, attorneys, loan originators,
and other professionals engaged in the industry. Fraud for profit aims not to secure housing, but
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rather to misuse the mortgage lending process to steal cash and equity from lenders or
homeowners. The FBI prioritizes fraud for profit cases.

Fraud for housing: This type of fraud is typically represented by illegal actions taken by a borrower
motivated to acquire or maintain ownership of a house. The borrower may, for example,
misrepresent income and asset information on a loan application or entice an appraiser to
manipulate a property’s appraised value.

6.1 Unsecured Loan Scam

Application FraudPerhaps the most common type of loan fraud is application fraud. It occurs
when a potential borrower provides misleading information on a payday loan. Borrowers attempt
to dupe lenders in a number of ways by presenting stolen or false information on their loan
applications. Here are some of the most common examples of application fraud targeting
unsecured personal lending institutions:

Identity Theft — Here, the applicant steals someone identity and uses it to secure a loan. Unless a
sound KYC is in place which involves PAN verification & Voter ID verification & Aadhar number
verification and verification of other parameters, the fraudster can easily make his way out with
money.

Fake Bank Account — In this loan fraud, the only real victim is the lending institution as it involves
a completely made-up identity and not a copy of any real person. The borrower uses the black
market to acquire a fake name, birth certificate, and other personal documents to give the
impression of a legitimate individual and set up a fake bank account.

Fake Information — This involves misrepresenting one income or personal assets. Other fraudsters
may include illegitimate personal references or employers. These types of fraud generally involve
a co-conspirator who acts as the reference or employer on behalf of the fraudster.

C. Information FraudHere, breached or compromised information is used to gain access to bank
accounts, loan applications, and other tools to defraud lending institutions. Here are the types:
Web Scraping — Here, fraudsters scrape the internet, mostly social media platforms or websites
where people register themselves, to gather individual information.

Account Hacking — Hacking — A serious offense, fraudsters hack into an existing genuine bank
account and apply for a loan through that account.
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Table 1
Case Recurrence Year Bank Amount Connivance Fraud
Type
Hindustan Times Delhi 24 DHFL 2 lakh Bank Typel(only
March fake Employee and  bank)
2021 home owner
loan
accounts
Neha Sharma, journal of April Allahabad 52 lakhs Customer, Type 3
Technology 2018 Bank Forged
management for documents
Growing Economics
Vol-9, PP-71-88
Neha Sharma, journal of ~ April State 5 crore Customer, Typel
Technology 2018 Bank of Bank &Type 3
management for Patiyala employee,Forged
Growing Economics documents
Vol-9, PP-71-88
Neha Sharma, journal of April Syndicate 209 Customer, Typel&
Technology 2018 Bank Crore Bank Type2 &
management for employee, Type3 &
Growing Economics forged Type 4
Vol-9, PP-71-88 documents,
Third party
Neha Sharma, journal of April Punjab& 86 Customer, Type3
Technology 2018 Sind Lakhs forged
management for Bank documents
Growing Economics
Vol-9, PP-71-8§|
Nirav Modi Case study 2019 Punjab 12,700 Customer, Typel
Pramana Research National Crore Bank
Journal Volume-9, Bank Employee
Issue-6
Times of India 16 Punjab 47.22 Customer, Type 1.
Ghaziabad March National Lakhs Bank 3&4
2021 bank Employee,
Forged
document
www.moneycontrol.co 22 Karuvannur 100 Bank Type 5
m/news July Co-op Crore Employee,
2021 Bank Outsider
scam-
Kerala
The new Indian Express 8 Union 2 Crore  Bank Type 5
-Telangana Jan  Bank of Employees,
2022 india, Outsider(Broker

Loan Phishing — Here, fraudsters send an email to unsuspecting individuals purporting to be
their bank or other financial institution. Such emails are often detectable through a little
vigilance.
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Dark Web — Fraudsters have become adept at searching the Dark Web, or DarkNet, to find the
information they can use in identity theft, account hacking, application fraud, and other types of
unsecured personal lending fraud.

2.3 Asset Fraud Asset fraud happens when an individual steals cash or kind in the process of
borrowing cash or kind. Some of the common ways this is done are listed below: Fake Bankruptcy
— This fraud involves hiding assets or income and filing for bankruptcy seeking a loan to pay off
debtors. This is done in order to protect certain assets

under the bankruptcy law.

P2P money transfer — This fraud may occur while transferring money online using banking or
third-party apps. Unless the app is trustworthy and secure, there is always a risk of compromising
critical information to hackers.

7 Effect of Loan Scams on Indian Economy

According to RBI , the rising trend in loan related frauds in the financial sector is a matter of
serious concern. Bank scams cause a dis-balance in the economy often leading to weakening of
the market. Due to such scams, stock markets face huge crashes thereby affecting the economy
in a big way. This causes a slowdown in economic growth often leading to weakening of the
economy and often disappearance foreign investment.According to (Ashutosh Kolte,2019 )Loan
scam impacted the economy in adverse way. Now, there is rise in the need of taking new decisions,
new reforms, autonomy to the banks but at the same time whether the banks are using that
autonomy honestly or not, this watch needs to be kept by RBIL.

8 Conclusion

The researcher has gone for thorough literature review for identification of loaning status in Indian
Banking Industry. During the literature review it was found that although some studies have been
conducted in foreign countries but only handful of research has been done in Indian context, that
too mainly fail to elaborate the cause and effect of loaning scam in Indian Banking Industry. Hence
there was need to keenly observe the factors which result in scams in Indian Banking Industry with
special reference to Uttar Pradesh.
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