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Abstract 
The study examines the impact of frauds on Banks’ performance in Nigeria, 
it finds out the impact of the total number of reported cases of fraud, total 
amount involved in Naira and actually expected loss due to fraud on banks 
performance between the period 2000 to 2007. The data for the study were 
secondary data generated from annual reports and account of Nigeria 
Deposit insurance corporation (NDIC) and Financial Institutions Training 
Centre (FITC). The data were analysed using ordinary least square 
regression technique to see if there is any relationship between banks frauds 
and Banks performance. The result of the analysis shows that total cases of 
fraud reported, amount involved in frauds and actual expected loss due to 
fraud have significant inverse relationship with commercial banks 
investment. It was recommended that banks should ensure that guidelines 
from regulatory agencies like CBN, NDIC are strictly followed to reduce 
fraud. 

 
Introduction 

The issue of fraud has been in existence from time immemorial. It has become food for 
thought in view of its growing wave in the banking industry. This issue cannot be left low. Billions of 
naira are lost in the public and private sectors every year through fraudulent means. Only the amount 
detected are published for hearing of the general public. There is no question as to the fact that 
additional amounts are lost in undetected frauds and those that are for one reason or the other covered 
up. Fraud has seriously compromised the administrative competence, costing techniques and probity 
of the entire scope of the economy. The ultimate payments for major transactions become multiples of 
their original estimates, original cash projection produces only half the benefit expected and projects 
which at inception seemed worthwhile and cost effective, turned nightmares for the tax paying 
populaces. The impact of the economic crunch which is biting hard on the entire economy is a 
constant, but sad reminder of terrible and unpleasant implication of fraud. The prestige of the 
accountancy profession was even affected. Panels after panels have been set up for investigating one 
case of fraud or the other, finding nothing concrete. 

Newspapers, banners and endless television slots on moral rehabilitation, social 
reconstruction, and rebranding have not produced any significant result. The vast resources spent on 
the numerous government reorientation campaigns have not produced result. Even the campaigner 
soon fall victims, of the evil system they are out to destroy.  
  
Objectives of the Study 

The objectives of this study are listed below: 
1]  To determine the impact of the total number of reported cases of fraud on the performance of 

the banking industry. 
2]  To determine the impact of the total amount involved (in Naira) on the performance of the 

banking industry. 
3]  To determine the impact of the actual/expected loss due to fraud on the performance of the 

banking industry. 
4]  To ascertain the nature of fraud in the Nigerian banking industry. 
 
Literature Review 

Fraud has been variously defined in the literature. The Oxford Advanced Learner’s Dictionary 
of Current English defined fraud as a criminal deception. In legal terms, fraud has been defined as the 
act of depriving a person dishonestly of something to which he is or would be entitled to. In its lexical 
meaning, fraud is an act or course of deception deliberately practiced in order to gain some advantage 
dishonestly. Therefore, for any action to constitute a fraud, there must be dishonest intention to 
benefit the perpetrator at the detriment of another person. 
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Olufidipe (1994) defined fraud as “Deceit or trickery deliberately practiced in other to gain 
some advantage.’’ 

Fraud means an act of dishonesty, deceit and imposture Alashi, (1994) 
According to Kirkpatrick (1985), “a person who pretends to be something that he is not is a 

fraud, a snare, a deceptive, trick, cheat and a swindler. 
By extension, fraud will include embezzlement, theft or any attempt to steal or unlawful obtain, 
misuse or harm the assets of bank (Bank Administration Institute, 1989). 
Bank fraud is defined as any activity that amounts to dishonest or unfair dealing. There is a general 
consensus amongst criminologists that fraud is caused by three elements called “WOE” ‘will’ 
‘opportunity’ and ‘exit’ i.e. ‘Will’ to commit the fraud by the individual, the ‘opportunity’ to execute 
the fraud and ‘exit’ which is the escape route from sanctions against successful or attempted fraud. 

Fraud is a global phenomenon. It is not unique to the banking industry or peculiar to Nigeria. 
The Nigerian society, particularly since after the civil war, is bedeviled with the desire to get rich 
quick. Everybody wants to make it within the shortest possible time The ultimate ambition of the 
“want to get rich quick” is to acquire money, the banks have been persistent targets for fraudsters 
because the banks deal with money. 
 
Effects of Fraud on Nigerians 

Nigeria is a vast country with a population of about 140 million people covering about 
923,768sq.km of landmass, located wholly within the tropics FGN (2007:16). The country aptly 
described as the ‘Giant of Africa’ is richly endowed with ecological and cultural resources, which are 
of universal recognition. The richness and diversity of the Nigeria culture is a manifestation of the 
socio cultural differences of the over 250 ethnic groups that inhabit the land for ages. 

Considering the correlation between economy and fraud, we have to be extra cautious. During 
downward economic times when every piece of the economy seems to be heading south squeezing 
every one in its path and people have a hard time to provide basic necessities for their families, fraud 
is expected to increase as a last available option.  

As we continue to experience economic conditions in the employment market, financial 
market and housing with high inflation and lower cash value, we are squeezed in more ways than we 
can have imagined. The implication of such period is devastating, leading to inability to buy quality 
food, have quality family life, guarantee a solid savings and retirement account, receive minimum 
health care and provide a roof for the family. As such, people are forced to commit fraud in bad 
economic times, to make both ends meet. 

This label of fraud is making it very difficult for good honest, hard working Nigerians to do 
business outside Nigeria. It seems that no matter how hard we try, this 1abel of fraud follows us 
wherever we go. Although there are genuine Nigerian businesses and individuals who are trustworthy 
and incredibly good at what they do, but the activities of the few greedy ones are impacting negatively 
on the rest of us.  

The banking sector, which is seen as the economic arsenal of a country, if tampered with by 
fraudsters may result to bankruptcy. As a result of this, people unemployed are likely to commit crime 
which in turn increases the crime rate in the country thus, income per head will reduce. This can result 
to hunger and starvation because the wealth of the nation is in the hands of few persons and the price 
of goods and services will increase. 
 
Dangers of Banks’ Fraud 

Ailemen (2003:21) opined that successfully executed frauds leave indelible marks on the 
psyche of the generality of stakeholders in the bank, the shareholders would lose confidence in the 
board and management of the bank that will subsequently 1ead to a downward slide in share price and 
dividend. Fraud also leads to decrease in patronage by customers and therefore, a setback for efforts 
aimed at promoting banking habits. This is also a distraction of management attention, increase in 
operating costs and waste of time and resources on fraud perpetration. 

The society at large (individuals and organizations) will lose confidence and faith in the 
banking industry. Therefore, the general public will no longer deposit their money in the bank thus, 
reducing the available fund to be loaned out for other development purposes. More importantly, 
saving habit will be discouraged as many people will prefer to keep their money away in their 
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homes for safety and for easy withdrawal, instead of surrendering them to careless and fraudulent 
bankers. 

Investors are generally at risk, banks with high records of fraud cases will definitely perform 
poorly in the stock exchange market. Therefore, expansion will be difficult for such banks and 
consequently, the market value of their share will continue to drop, hence, investors and entrepreneurs 
are unable to secure the loan needed for further investment, and it is clear that investment is a function 
of savings and they positively correlated. When savings is reduced, credit facilities and investment 
will be curtailed, employment level will decrease thereby, reducing the personal income level of 
households and their general standard of living. Thus the aggregate demand will decline and the 
general economic activities will be slowed down. 
 
Causes of Fraud in Nigeria Banking Industry 

Some of the causes of fraud in Nigerian banks are: 
 
Social vices: Where the possession of wealth determines the reputation and recognition ascribed to a 
person, the society is bound to witness illegal acquisition of wealth. The rising expectations from the 
well placed people in the society to live up to expectations, contribute to fraud. The Nigerian society 
does not regard hard work, diligence, objectivity, selflessness, patience and creativity. The emphasis 
is on shortcut. 
 
Negative publicity: Many institutions and banks fail to report cases of fraud to the appropriate 
authorities as they believe doing so will give negative publicity/image of the bank. These attitudes 
encourage the urge to defraud. 
 
Staff recruitment based on sentiments: Some banks recruitment are based on sentiment thereby 
leading to recruiting of dishonest and greedy individuals. 
Methodology: The data for this study were obtained from NDIC Annual Reports and Financial 
Institution Training Centre (FITC) report on frauds and forgeries in the Nigerian banking industry for 
the period (2000-2007). The data is presented below: 
 
Table 1:  Commercial Banks Returns on Frauds and Forgeries 2000-2007 

Year Commercial 
Banks 

Investment 
N’m 

Total No. of 
fraud cases 

reported 

Total 
amount 
involved 

N’m 

Total loss or 
Expected 

loss 
N’m 

% of total 
loss to total 

amount 
involved 

2000 258,294 403 2851 1080 37 
2001 192,734 943 11,243 906 8 
2002 435,601 241 3,744 270 7 
2003 434,290 850 9,383 857 9 
2004 667,957 1133 8309 1804 21 
2005 701,667 1,229 10,606 5,602 39 
2006 602,388 790 2,018 758 38 
2007 779,126 1,176 10,031 1,600 16 
Source: NDIC and Financial Institutions Training Centre Reports for 2000- 2007 
 
Model Specification 

The methodology used in analyzing the data is Ordinary Least Square regression technique 
The functional form is: 
CBINV = f(TCR, TAI, AEL) . . . . .(l) 
On the other hand the linear form of the model is: 
CBINV = βo + β1TCR +β2 TAI+ β3AEL + Ut(2) 
Where CBINV = Commercial Banks Investment 
TCR   =  Total number of cases of fraud reported 
TAI  =  total amount involved 
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AEL   =  Actual/expected loss 
Ut   =  error term 
Β0  =  constant to be estimated  
β-3   =  coefficients to be estimated  
The apriori expectations of the coefficients are stated below: 

β1, β2 and β3 < 0. This means that increase in the value of TCR, TAI and AEL are expected to 
bring about a decrease in the value of the dependent variable CBINV, and vice versa. The result of the 
regression is as presented below: 
 
Equation II (Cochrane -Orcutt) 
CBINV  =  407430.3 – 919.2TCR – 1.2TAI – 24.9AEL + Ut  

(0.3)     (-4.7)    (-2.1)    (-3.3) ... T-Ratio 
R2= 0.96, R2= 0.94,  S.E=1.2,    F-stat = F(4,2) 21.6 and Dw-stat=2.2 
 
The result (equation II) is more satisfactory thus it is considered best of analysis in this study. 
 
Interpretation of Regression Result  

The estimated regression model revealed that the dependent variable (Commercial Banks 
Investment - (CBINV) has a constant value of 407,430.3 over the eight (8) years period under study 
(i.e. 2000 — 2007) when the value of the other variables are fixed at zero. 

All the value of the parameter estimates of the independent variables TCR, TAI, and AEL) 
agreed to apriori expectations. In other words, they all have significant impact on the dependent 
variable (CBINV). 

The coefficient of Determination (R2) of 0.96 was adjusted for the degree of   freedom to 
obtain the Adjusted coefficient of determination of (R2) of 0.94. 

This implies that 98% of the total systematic variations of the mean value of the dependent 
variables (CBINV) were explained by the independent variables (TCR, TAI, AEL). This means that 
the estimated model line is a good fit. The T-Ratios reported in parentheses revealed that the 
independent variables (TCR and AEL) passed the individual significance test (i.e. t-test) at 1% level, 
while (TAI) passed it at 5% level. This means that all the independent variables have significant 
impact on the dependent variable. 

The standard Error (S.E) implies that the parameter estimates of equation II were obtained 
through minimizing the residual sum of squares to 1.2 this means finding supports the position of the 
R2 to implies that the result commands high predicting power. 

Finally the Durbin-Watson (D.W) of 2.2 implies that there is absence of serial autocorrelation 
in the result of equation II after Cochrane-Orcutt is applied. This means that the parameter estimates 
obtained are not biased. Thus they are considered fit for use in the policy implications. 

The implication of the results as enumerated below are based on the empirical evidence of the 
regression result: 

1. Total cases of Fraud Reported (TCR) has significant inverse relationship with the commercial 
Banks investment (CB1NV) such that a unit increase in TCR will result in 919.2 units 
decrease in CBINV, and vice versa, all things being equal. 

2.  Total Amount involved in Frauds (TAI) also has significant inverse relationship with CBINV 
such that a unit increase in TAI will result in 1.2 unit decrease in CBNV, and vice versa, all 
things being equal. 

3.  Actual / Expected Loss (AEL) due to fraud has significant inverse relationship with CBINV, 
such that a unit increase in AEL will result in 24.9 units decrease in CBINV, and vice versa, 
all things being equal. 

 
Conclusion 

Conclusively, Bank Fraud is an evil wind that blows no good to anybody even the corporate 
institutions itself. Although no amount of control measures adopted by banks can eradicate fraud 
totally. Fraud can be minimized when bank officials embrace a greater sense of good moral conduct, 
discipline and accountability so that no official can absolve himself of the responsibility for a loss or 
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falsification of account simply because the action was not performed by himself, but by the 
subordinate.   
 
Recommendations 

In the light of these research findings, it is hoped that the following recommendations will 
greatly assist in the detections, as well as reduction of fraud in the Nigerian banking industry. 

 
I. Compliance with the regulatory directives: The regulatory or supervisory agencies for 

example, Central Bank of Nigeria (CBN), Nigerian Deposit Insurance Corporation (NDIC), 
have provided some guidelines and control measures which banks are supposed to follow in 
order to make the banking industry free from fraud. Adherence to these directives will keep 
the banks healthy and floating. 
 

II. Good Management: Management by example should be the watch word of every bank staff, 
weather a director, manager or messenger.  
 

III. Formulation of good personnel and recruitment policies: Recruitment not based on 
sentiments but on personal knowledge of applicant, guarantee and reference from people of 
high integrity will prevent the recruitment of greedy individuals in the banking institutions. 
 

IV. Complete social re orientation: The society at large should be properly re oriented to stop 
giving undue regard to the acquisition of wealth.  
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