International Journal of Management Issues and Research Vol-11, Issue-2, July- Dec. 2022

CHALLENGES AND SOLUTIONS TO MITIGATE THE
GROWING THREAT OF ONLINE FINANCIAL FRAUDS
IN INDIA

Prof. Anup Kumar Srivastava
Assistant Professor
Sharda School of Business Studies, Sharda University
Email: anupkumar.srivastava@sharda.ac.in

Dr. Anoop Pant
Professor
Sharda School of Business Studies, Sharda University
Email: anoop.pant@sharda.ac.in

Introduction

With the rapid expansion of digital technology and online transactions, financial fraud in India has
also seen a surge. Online financial fraud refers to illegal activities that involve the use of the internet,
computer networks, or any electronic communication devices to commit fraud. This paper aims to
provide an overview of the increasing online financial fraud in India and its impact on individuals,
businesses, and the economy.

Online financial fraud has become a serious concern in India, with a significant increase in the number
of reported cases in recent years. It is important to take necessary measures to prevent such fraudulent
activities and safeguard the interests of individuals, businesses, and the overall economy. This paper
aims to provide a perspective on how to counter the increasing trend of online financial fraud in India.
Online financial fraud has become a significant challenge for the global economy, and India is no
exception. According to a report by the Federal Trade Commission, the United States alone has
reported a loss of $1.9 billion due to online fraud in 2019. Similarly, a recent report by the Reserve
Bank of India (RBI) indicates that online banking frauds in India have increased by 500% over the
past year. The rise of digital transactions, coupled with inadequate cyber security measures and lack of
awareness among consumers, has created a fertile ground for fraudsters to operate. This paper aims to
analyse the challenges and solutions to mitigate the growing threat of online financial frauds in India,
with a focus on the increasing trend of online financial fraud across the world

The Increasing Trend of Online Financial Fraud Across the World

The increasing use of digital technologies has led to the emergence of online financial fraud as a
growing concern globally. The aim of this paper is to explore the increasing trend of online financial
fraud across the globe, with a focus on recent statistics and trends.

Increasing Trend of Online Financial Fraud Across the Globe:

Worldwide Losses

The impact of online financial fraud has been felt globally, with an increasing number of individuals
and businesses falling victim to cybercrime. According to a report by the Federal Bureau of
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Investigation (FBI), the total losses from cybercrime in 2020 in the US alone exceeded $4.2 billion
(FBI, 2021). In the UK, the reported losses due to bank transfer fraud increased by 22% in 2020 (UK
Finance, 2021). This highlights the need for a robust cyber security framework to counter the growing
threat of online financial frauds.

Growing Sophistication

The sophistication of online financial frauds has increased significantly over the years. Fraudsters are
using advanced techniques such as social engineering, phishing, and malware attacks to target
unsuspecting consumers. Fraudsters are using more advanced techniques such as phishing, vishing,
and smishing to gain access to sensitive information, making it difficult for victims to identify and
prevent such fraudulent activities.

Online financial fraud is a growing concern globally, impacting individuals, businesses, and
economies. The trend of online financial fraud is expected to continue to increase in the future, making
it necessary to take necessary measures to prevent and mitigate fraudulent activities. Education and
awareness campaigns, enhanced cyber security measures, collaboration with law enforcement
agencies, and the use of artificial intelligence and machine learning are some effective ways to prevent
online financial fraud.

The increasing trend of online financial fraud in India

According to a report by the Reserve Bank of India (RBI), in 2020, India saw a 60% increase in online
financial frauds compared to the previous year (RBI, 2021). The report also highlights that the amount
involved in online frauds has also increased significantly, with the total value of such frauds
amounting to INR 1.38 billion in 2020.

Several factors have contributed to the increase in online financial fraud in India. One of the major
reasons is the lack of awareness and knowledge about cyber security measures among the general
public. Many people are not aware of the potential risks involved in online transactions and are often
not careful about their online activities. Additionally, the rise in online transactions due to the COVID-
19 pandemic has also created opportunities for cybercriminals to exploit the situation.

The increasing trend of online financial fraud in India :

1. Impact of Online Financial Frauds in India: Online financial frauds have a significant impact on
the Indian economy. The impact of these frauds is not limited to financial losses, but also includes
reputation damage, psychological impact, and regulatory costs.

2. Economic Losses: The economic losses due to online financial frauds are staggering. The RBI
report states that online banking frauds in India have resulted in a loss of over INR 1,000 crore
(approximately $136 million) in the past year.

3. Reputation Damage: Online financial frauds can severely damage the reputation of financial
institutions. Consumers are likely to lose trust in the affected institution, leading to a decline in
business.
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4. Psychological Impact: Victims of online financial frauds often suffer from anxiety, stress, and
other psychological disorders, leading to a decline in their quality of life.

5. Regulatory Costs: Financial institutions have to bear significant regulatory costs due to online
financial frauds. These include penalties, legal fees, and compliance costs.

Types of Online Financial Frauds

Online financial frauds in India are of various types, including phishing, identity theft, credit card
fraud, investment fraud, and others. Phishing is one of the most common types of fraud where
fraudsters send emails or messages that appear to be from a trusted source, and the victims are tricked
into providing their personal and financial information. Identity theft is another type of fraud, where
fraudsters steal a person’s identity and use it to commit fraud.

Impact of Online Financial Frauds in India

The increasing trend of online financial fraud has significant implications for individuals, businesses,
and the overall economy. Victims of online fraud can suffer significant financial losses, and in some
cases, it can take a long time to recover from the fraud. Additionally, online financial fraud can
damage the reputation of businesses and can result in a loss of customer trust. Furthermore, the overall
economy can also suffer as a result of the losses incurred by individuals and businesses.

Economic Losses

Online financial frauds have a significant impact on the Indian economy, resulting in billions of
dollars in losses every year. According to the National Crime Records Bureau (NCRB), the number of
cybercrime cases registered in India increased from 21,796 in 2017 to 27,248 in 2019 (NCRB, 2021).
The loss of money due to financial fraud not only affects the individuals who have been defrauded but
also the overall economy.

Reputation Damage

Online financial frauds also damage the reputation of businesses and financial institutions. A high-
profile fraud case can result in negative media coverage, which can cause a loss of trust and credibility
in the market. This can result in decreased customer loyalty and a decline in market share.

Psychological Impact

Victims of online financial fraud can suffer from psychological trauma, including stress, anxiety, and
depression. Fraudsters often exploit vulnerable individuals and use tactics such as impersonation and
social engineering to gain access to sensitive information, which can have a lasting impact on their
mental well-being.

Regulatory Costs

Online financial frauds have also led to an increase in regulatory costs for businesses and financial
institutions. The Reserve Bank of India (RBI) has introduced several regulations to prevent financial
fraud which has increased compliance costs for businesses (RBI, 2021).

Measures to counter online financial frauds in India
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Enhancing Cybersecurity Measures

Financial institutions need to invest in advanced cybersecurity measures to prevent cyber-attacks. This
includes implementing two-factor authentication, encryption of sensitive data, and regular
vulnerability..

Awareness and Education

Increasing awareness and educating the general public about the potential risks involved in online
transactions is crucial to prevent online financial fraud. This can be achieved through public awareness
campaigns, training programs, and seminars.

Collaboration with Law Enforcement Agencies

Collaboration with law enforcement agencies can help prevent online financial fraud by identifying
and prosecuting cybercriminals. The Reserve Bank of India has established a Cyber Security and
Information Technology Examination (CSITE) cell to address cyber security issues and work with law
enforcement agencies to prevent online financial fraud (RBI, 2021).

Use of Artificial Intelligence and Machine Learning

The use of artificial intelligence and machine learning can help detect fraudulent activities by
analyzing data patterns and identifying suspicious transactions. This technology can also help in
identifying potential vulnerabilities and preventing future attacks.

Regulatory Framework

The Indian government needs to establish a comprehensive regulatory framework to address online
financial frauds. The framework should include guidelines for financial institutions to follow, penalties
for non-compliance, and mechanisms to handle consumer complaints.

Conclusion

In conclusion, online financial frauds are a growing threat to the Indian economy. The lack of
awareness among consumers, inadequate cyber security measures, insider threats, and the absence of a
robust regulatory framework are significant challenges that need to be addressed. Financial
institutions, along with the government, need to work together to mitigate the threat of online financial
frauds. This includes educating consumers about online frauds, investing in advanced cyber security
measures, conducting background checks on employees, and establishing a comprehensive regulatory
framework. Only then can we create a secure and trustworthy digital financial ecosystem in India.
Online financial fraud has become a major concern in India, and it is important to take necessary
measures to prevent such fraudulent activities. Enhancing cyber security measures, increasing
awareness and education, collaborating with law enforcement agencies, and the use of artificial
intelligence and machine learning are some of the effective ways to counter online financial fraud. It is
essential for individuals and businesses to take necessary precautions to protect themselves from
online financial fraud.
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