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Abstract 

Scams that frequently occur in stock exchanges around the world have caused people to lose their sizeable 

investments in a range of assets. Stock market scams are frequently referred to as securities scams 

because the stock market exchanges a variety of assets.  The result of numerous manipulations and other 

acts conducted by traders and investors at various levels are scams on the stock market. Financial and 

securities fraud have a huge impact on how investors are perceived. The deception significantly affects 

how stock market perception and sentiment are felt by investors. Many fraudulent accounting practices 

have developed throughout the years, and fraud is defined as an intentional deception committed for one's 

own advantage or to harm another person. The stock market is one of the sectors where people invest a 

significant portion of their earnings, and a small number of dishonest individuals or institutions attempt to 

steal their money via unethical methods. There are many kinds of stock market scams, including cold 

calling, Spanish share boiler rooms, and shell businesses. Swindlers commonly employ these tricks to 

influence share prices and cause financial harm to retail investors. The impact of these frauds on retail 

investors is bad in many ways, necessitating the use of a variety of measures to both identify and stop 

share market or capital market frauds. 
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Introduction 

Millions of dollars are reportedly lost to fraud and scams each year, with investment scams often being 

the most expensive and having the worst effects on investors. These advertisements frequently feature 

unregulated penny stocks, commodity poles, or other investments with profits that seem too good to be 

true. Most Indian investors rely heavily on other people for their financial planning. The investor's lack of 

analytical abilities and psychological characteristics related to risk tolerance are the main causes of the 

same. According to past research on investor attitudes, investors are more motivated to demonstrate the 

accuracy of their financial decision-making than they are to identify their mistakes. The persons in the 

connected industries, such as financial advisors, are constantly prepared to take advantage of the 

investor's vulnerability and look for ways to game the system for their own gain. In the end, this gave rise 

to several unethical behaviours or fraud. Before making an investment decision, the investor is not 

interested in performing either a technical or a fundamental examination. The reason for this is that they 

don't want to waste time on the same and instead rely on other consultants, who might or might not 

provide them the best advice. They also distrust their own ability to use analysis to choose the best course 

of action from a variety of viable possibilities, thus they rely on others to assist them with financial 

planning (Rushdi, Singh, 2018 and DeLiema, Shadel, & Pak, 2019). 

Due to information symmetry, financial markets are susceptible to manipulation. Financial scandals and 

security checks both entailed large-scale money manipulation. The manipulators do have in-depth 

understanding of how systems operate and shrewdly manipulate it (Dhanaiah, Prasad, 2016).  

Investment scams often catch their victims off guard when they reveal their true nature, which involves 

significant financial losses and protracted legal proceedings. Because it can undermine confidence in 

financial intermediaries and result in resource misallocation, fraud is known to entail more than just the 

redistribution of wealth. Due to ex-post rationalization, selective memory, or denialism brought on by a 

traumatic occurrence, victims of investment fraud frequently underreport victimization. Many people get 

conned but are unaware of it.  For assessments of the costs of financial fraud and misbehavior on society, 
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the repercussions of investment fraud have major negative long-term effects on victims' lives. Investors 

may have changed their opinions about the likelihood of having their money stolen as a result of the thefts 

or scams, withdrawing their investments from delegated managers in favour of the comparatively safe 

havens of banks.  Investors who have a social connection to a victim or who belong to the same affinity 

group are also susceptible to losing trust (Gurun, Stoffman, & Yonker, 2015). 

Literature Review 

By mobilizing household resources into company investments, initial public offerings direct long-term 

savings into long-term investments. By performing the transfer function of today's purchasing power into 

the future, it enables businesses to raise money to finance their investments in physical assets. As a result, 

the economy becomes more productive, creating more jobs, higher total consumption, and ultimately, 

growth and development. By combining long-term investments with long-term capital and expanding 

small savers' access to ownership of productive assets, it also relieves the banking system. It makes it 

possible for small investors to gain from economic expansion and wealth distribution while also subtly 

promoting a thrifty mindset that is essential for India's economy to advance towards industrialization. 

Dishonest corporate issuers manipulate cost and income projections through deception used in showing 

sales figures and prices applied division of domestic as well as export market sales or capacity utilization 

or working capital requirement or exchange or interest rate fluctuation, with the assistance of cunning 

merchant bankers, financial institutions, and banks, and exploiting the complete apathy of the regulatory 

authorities to crack down on the wrongdoing by the issuers. The dishonest promoters manipulate cost and 

income projections through deception used in showing sales figures and prices applied, capacity 

utilization, working capital requirement, exchange, or interest rate fluctuation. They do this with the 

assistance of cunning merchant bankers, financial institutions, and banks and by taking advantage of the 

regulatory authorities' complete indifference to the wrongdoing by the issuers (Das, Das, Upadhyaya, 

2013 and Dawar, Goyal, 2013). 

Many investors utilize the efficient market hypothesis as a rule of thumb when choosing their 

investments. A market with an efficient capital market has security prices that accurately represent all 

available information. The market is more efficient the faster fresh information is reflected in the price of 

the securities. It will be very challenging for investors to regularly obtain a high rate of return above 

average in an efficient capital market. When stock prices are raised or lowered through the illusion of 

active trade, manipulation is considered to be taking place. Aspects of capital market manipulation 

include trading volume, frequency, the size of the stock price fraction, and order size. Pump-Dump 

Manipulation is a manipulator action used to raise the price of inexpensive stocks for sale. The practice of 

manipulators buying and selling certain shares to a select number of members only without changing 

ownership—is known as a wash sale. Combining two identical and complimentary investor orders for the 

same amount and share at the same time is known as a matching order. The Pump-Dump is a type of 

trade-based manipulation known as manipulation which is utilized by manipulators to boost stock values 

(Riyanto, Arifin, 2018). 

Insider trading is a type of transaction or practice in which Insiders are humans or natural persons who 

work for a publicly traded firm or corporation and have access to or a right of entrance to confidential or 

non-public information about the company. Insiders engaged in such nefarious and fraudulent activity 

used such information to their advantage, making insider trading illegal. This undermines confidence 

among other investors in the company. In addition, if the dishonest practice of insider trading is allowed 

legal, the market will operate inefficiently. Insider trading is more than just stealing important or sensitive 

information relating to the business affairs of the organization. It is never simple to look out for or 

identify who is the guilty party and who is the victim party, on the other hand due to the prevalence or rise 

of such practices in the commercial sector. Insider trading offers advantages and disadvantages of its own. 

Insider trading is an unethical, evil, and fraudulent practice that has damaged the functioning of 

international financial markets in recent decades. As a result, it has undoubtedly earned a poor reputation. 

Typically, people characterize insider trading as a bad practice, when people involved just consider their 

own financial gain (Agrawal, 2019 and Davis, 2016). 
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The boiler room operation, which is controlled by con artists who also thought of themselves as brokers, 

and the shell firms, whose owners are also con artists who think of themselves as businessmen, are the 

two main components of how scams operate in the market. Fraudsters are capable of existing in both 

areas.  These talented fraudsters employ a variety of tactics to increase their profit. This could entail 

selling as many shares as can. The boiler rooms are quite well structured. They use unsolicited phone 

calls or the delivery of newsletters to try and persuade customers to invest. Any omission or inaccurate 

reporting of a disclosure on one of the four financial statement components is referred to as a financial 

fraud. People have lost their sizable cash invested in a variety of assets as a result of scams that regularly 

occur in stock exchanges around the world. Due to the fact that several forms of assets are exchanged on 

the stock market, stock market scams are often referred to as securities scams. Scams on the stock market 

are the consequence of a variety of manipulations and other actions taken by traders and investors at 

different levels. In the capital markets, fraud is rife. Investigators are irritated by their inability to preserve 

the integrity of the open market. (Barnes, 2017 and Sharma, Kaur, Grover, 2016). 

The deliberate intervention with market prices through artificially changing supply and demand is 

referred to as manipulation in the securities markets. Securities prices do not accurately represent market 

conditions, which causes price swings and produces volatile equities. Manipulation is done by people 

who try to set up artificial, false, or misleading prices, and it has a detrimental effect on the efficiency, 

openness, and growth of the financial markets as well as on public trust. It causes a dramatic drop in the 

stock value of listed firms as well as an increase in the weighted average cost of capital for business 

organizations. Because of this, most nations strongly restrict manipulation. Depending on the type and 

quantity of participants, the volume of transactions, or the type of financial assets, market manipulation 

can take many different forms. The fundamental premise of the manipulation is to manipulate the price of 

assets in order to obtain unfair gains at the expense of other investors. Most often, expectations, forecasts, 

or investor behavior are influenced by manipulating fair market values for the assets. The manipulation of 

financial numbers to deceive the company's investors through fraudulent financial reporting is related to 

market manipulation (Esen, & Yaman, 2021 and Mohmmad, Schachelor, 2014). 

Objective 

To ascertain the types of frauds and their impact on retail investors in stock market 

Methodology 

The study is descriptive in nature in which data is obtained from 220 respondents who are active retail 

investors in the stock market. A checklist question was used to analyze and interpret the data. In a 

checklist question respondents choose “Yes” or “No” for all the questions. 

 

Table 1 Types of frauds and their impact on retail investors in stock market 

SL. No.   Statements  Yes %Yes No %No Total 

1 
Stock market frauds effects retail investors' confidence in stock 

market 
175 79.55 45 20.45 220 

2 
Retail investor decreases the investment is stock market after 

fraud and scam exposition 
171 77.73 49 22.27 220 

3 
Retail investor shift his investment from stock market to other 

portfolios 
179 81.36 41 18.64 220 

4 
Retail investor loses trust in the company concerned with the 

scam 
181 82.27 39 17.73 220 

5 
Retail investor continues to invest in stock market despite of 

the frauds and scams 
190 86.36 30 13.64 220 

6 
Retail investor increases his financial literacy after the 

exposition of scam 
195 88.64 25 11.36 220 

7 Retail investor avoids reliance on brokers or other wealth 188 85.45 32 14.55 220 
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manager 

8 Retail investor avoid tip of stock market 199 90.45 21 9.55 220 

 

Table 1 shoe that 90.45% respondents agree that Retail investor avoid tip of stock market while, 88.64% 

respondents agree that Retail investor increases his financial literacy after the exposition of scam. 86.64% 

respondents agree that Retail investor continues to invest in stock market despite of the frauds and scams 

while, 85.45% respondents agree that Retail investor avoids reliance on brokers or other wealth manager. 

82.27% respondents agree that Retail investor loses trust in the company concerned with the scam while, 

81.36% respondents agree that Retail investor shift his investment from stock market to other portfolios. 

79.55% respondents agree that Stock market frauds effects retail investors' confidence in stock market 

while 77.73% respondents agree that Retail investor decreases the investment is stock market after fraud 

and scam exposition.  

 

Conclusion 

Over the past few years, there has been an increase in financial fraud instances in India. These frauds are 

devastating for the nation as the economy expands to meet the population's continuously increasing 

requirements. As they invest their hard-earned money in the stock market, investors, particularly those in 

the middle income group, play a significant role in the economy of the nation. However, the sad truth is 

that they rely on people whose advice they may or may not take. In order to further their personal 

agendas, different financial advisors frequently manipulate investor sentiment and engage in 

unethical behaviour. The above research concludes that the frauds in stock market affect the retail 

investors confidence in investments. Fraud led the retail investor decrease the investment in stock market. 

Retail investors after the exposition of scam deliberately shifts investments from stock market to other 

portfolios. The retail investor also loses trust in the company concerned with the scam. Though it is also 

true that the retail investor continues to invest in stock market. The retail investor after being trapped in a 

scam try to increase it his financial literacy. Retail investor also reduces his reliance on brokers or other 

wealth manager that are not approved by the reputed institutions. And most importantly the retail investor 

avoid tip of stock market.   
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