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The purpose of the study is to investigate the reaction of stock prices of Indian banks with respect to announcement of 

frauds by using the Event Study. The fraud cases are selected which amounted to ₹ 1,000 crores or more during the 

study period (January 2014 to December 2018). The empirical result indicates that announcement of frauds affect the 

stock price of banks. The study found negative significant abnormal loss on the event day which further increased in 

post-event period. The study has the importance for analyzing the behaviour of stock prices with respect to frauds. 
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1. Introduction 
The Indian banking sector has witnessed substantial growth and revolutionary modification since liberalisation of economy in 

1991. Although, the banking sector is well regulated, yet it suffers from diverse obstacles such as financial distress and lack 

of ethical practices. According to the annual report of Reserve Bank of India (2019) and report of Economic Times (2019), 

frauds have increased substantially both in volume and value terms during the last ten years. The volume of frauds reported 

by banks was 4669 with a value ₹ 1998.94 crore during 2009-10,reached to 6801with a value ₹ 71542.93 crore at the end of 

2018-19.The number of cases of frauds increased by 45.66 per cent with the amount involved rising by more than 35 times 

from 2009-10 to 2018-19. The fraud in bank or any other corporate entity is entirely unpredictable phenomenon which results 

in enormous negative economic and social consequences. 

The researches on fraud emphasised its harmful impact on shareholders. Song & Han (2017) examined the impact of 

corporate crime on the stock market in South Korea and found negative reactions to stock prices around the announcements. 

They found no significant difference in reactions between announcements of individual and organisational crimes followed 

the inferences of Kouwenberg & Phunnarungsi, (2013). In Germany, Ewelt-Knauer et al. (2015) indicated that shareholder 

wealth decreases more if at least one board member resigns due to the fraud case. Jayanti & Jayanti (2011) showed that filing 

for bankruptcy and shut down by major carriers resulted in negative abnormal returns around the announcement dates for 

respective firms and positive abnormal returns for rival firms. Davidson et al. (1994) reported negative abnormal stock returns 

around the announcements of financial reporting violations. These studies provide motive to conduct a research to analyze the 

reaction of stock price with respect to frauds’ announcement in Indian context. The present study focuses on the research 

question: 

 

Do frauds’ announcements have significant impact on the stock prices of the bank that have experienced fraud? 

 

The remainder of the paper is structured as follows. The second section reviews extant literature on frauds and 

announcement effect on stock price using event study. The third section presents the methodology followed by the fourth 

section which deals with empirical results. The fifth section concludes the research paper. 

 

2. Review And Literature 
Fraud announcement is an unscheduled event in the capital market that is likely to influence financial performance of the 

concerned firm. Most of the fraud literature provides the adverse effects of fraud on performance of firm and shareholders’ 

wealth. This section deals with literature which demonstrates the relationship between fraud and its consequences.  

In the recent studies, Eryiğit (2019) examined the effect of announcements of financial irregularities on the performance of 

stock of company in short term.  The results indicated that news of financial penalty has almost no significant influence on the 

performance of stock in BorsaIntanbul. They also revealed that penalties have been absorbed into stock price before the 

announcement.  

Ghafoor, Zainudin, & Mahdzan (2019) conducted the study to examine the firms’ level of asymmetry of information in 

Malaysia for the study period of 200-2016. The study applied OLS regression, event study and simultaneous equation 

techniques and found that information asymmetry increases as fraud discover. The study revealed no evidence of divergence 

in asymmetry of information across regulator wise and fraud wise sub samples.  Sane (2019) study the impact of accounting 

fraud disclosure on behaviour of investors. They found that investors exposed to accounting fraud using account holding data 

of investors. The study also shows no difference in the trading behaviour of the control investors over the period of one 

month.     
































