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Abstract

Banks occupy a central position in negotiable instrument ecosystems
by acting as intermediaries responsible for transaction verification,
fraud detection, and dispute facilitation. In emerging semi-urban
economic zones, banking sector effectiveness directly influences
commercial trust and financial stability. This study examines the role
of banks in mitigating negotiable instrument risks in Mandsaur
District through an empirical assessment of institutional practices and
stakeholder experiences. Data were collected through interviews with
banking professionals, surveys of local businesses, and analysis of
documented fraud cases between 2018 and 2024. The findings reveal
a pronounced “trust-action gap,” wherein businesses expect
proactive fraud prevention from banks, yet report limited operational
support during incidents. Quantitative analysis shows that only 35%
of fraud attempts are prevented through bank-led interventions, with
the majority detected post-transaction. To assess institutional
performance, the study develops a Banking Intervention
Effectiveness Score (BIES), which indicates moderate overall
effectiveness  (4.0/10), with particularly weak outcomes in
agricultural banking services. Based on these findings, the paper
proposes a Four-Pillar Intervention Framework integrating
technology, staff capacity, customer partnerships, and regulatory
coordination. The study concludes that targeted district-level banking
reforms can significantly enhance negotiable instrument security and
commercial confidence in semi-urban economies.

Keywords: Banking Interventions, Negotiable Instruments,
Fraud Prevention, Risk Mitigation, Semi-Urban Banking,
Agricultural Finance.

I. INTRODUCTION

1.1 Background and Context

Negotiable instruments—primarily cheques, promissory notes,
and bills of exchange—remain a cornerstone of commercial
transactions in India, particularly in semi-urban and agrarian
economies where formal credit access is limited and digital

payment infrastructure remains underdeveloped. Despite the
government's push for digital transactions through platforms
like UPI, physical negotiable instruments continue to dominate
high-value commercial transactions, especially in trade-linked
and agricultural supply chains. The reason for this persistence
is twofold: firstly, negotiable instruments provide a legally
enforceable deferred payment mechanism; secondly, they are
deeply embedded in the credit and trading practices of smaller
business communities.

Banks play a critical intermediary role in ensuring the
reliability of these instruments by verifying authenticity,
facilitating settlements, and responding to fraud allegations. In
districts like Mandsaur (Madhya Pradesh), where agriculture-
linked trade (soybean, opium, and other cash crops) and small-
to-medium enterprises dominate the economic landscape,
banking sector performance directly affects transactional trust.
A single instance of cheque fraud can disrupt an entire supply
chain, affecting farmers, traders, and small retailers
simultaneously.

1.2 The Problem Statement

Despite regulatory frameworks such as the Negotiable
Instruments Act, 1881, and the Reserve Bank of India's (RBI)
Master Directions on Fraud Risk Management (2021),
negotiable instrument fraud continues to pose significant
challenges at the district level. Preliminary evidence suggests a
disconnect between customer expectations of bank-led fraud
prevention and the actual operational support provided by
banks during fraud incidents. This disconnects—termed in this
study as the "trust-action gap"—undermines commercial
confidence and pushes some businesses toward informal,
higher-risk transaction methods.
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1.3 Theoretical Framework

This study is anchored in two complementary theoretical
perspectives. First, Diamond's (1984) theory of financial
intermediation and delegated monitoring emphasizes the role
of banks in reducing information asymmetry and monitoring
risk on behalf of economic actors. Banks, in this view, are not
mere facilitators but active risk managers. Second, Zucker's
(1986) institutional trust theory suggests that customer
confidence in financial systems depends on consistent and
reliable institutional action during risk events. Repeated
institutional failures—such as slow fraud response or
inadequate verification—erode trust and incentivize avoidance
behaviours.

1.4 Research Questions and Objectives
This study investigates the following primary research

question: Do banking sector interventions in Mandsaur

District adequately address negotiable instrument risks?
The specific objectives are:

1. To assess the effectiveness of banking interventions
in preventing and detecting negotiable instrument
fraud.

2. To identify sector-specific vulnerabilities, particularly
in agricultural banking services.

3. To measure the gap between customer expectations
and bank operational performance.

4. To propose a context-sensitive framework for
strengthening negotiable instrument security in semi-
urban economic zones.

1.5 Significance and Scope

The significance of this study lies in its district-level,
empirical focus. While prior research has examined urban
banking systems and national-level reforms, semi-urban and
agricultural contexts remain under-studied. The findings are
intended to inform not only Mandsaur's banking sector but also
similar districts across India and other emerging economies.
The scope is limited to negotiable instrument transactions
processed through scheduled commercial banks, cooperative
banks, and private banks operating within Mandsaur District
between 2018 and 2024.

1. LITERATURE REVIEW

2.1 Banking Law and Procedural Diligence

Existing literature on banking fraud prevention highlights
technological safeguards, regulatory compliance, and
verification mechanisms as key tools for risk mitigation.
Bailey and Edwards (2019) emphasize the importance of
procedural diligence in banking law to prevent financial
misconduct, arguing that legal frameworks alone are
insufficient without robust institutional enforcement. Malhotra
(2018) specifically examines cheque fraud and the due
diligence obligations of banks under the Negotiable
Instruments Act, noting that courts have increasingly held
banks liable for negligence in verification processes.

2.2 Technology and Fraud Detection

Johnson (2021) identifies emerging technologies—
including image-based cheque truncation, positive pay
systems, and Al-driven anomaly detection—as effective tools
for fraud detection but cautions against overreliance without
institutional integration. Liu (2019) examines challenges in
implementing electronic payment systems in emerging
economies, pointing to infrastructure gaps, interoperability
issues, and varying levels of digital literacy. Gupta (2021)
provides an Indian perspective, analyzing technology adoption
across public, private, and cooperative banks, and finding
significant disparities between bank types.

2.3 Theoretical Foundations

Diamond (1984) remains foundational. The delegated
monitoring theory positions banks as agents responsible for
overseeing transaction integrity on behalf of depositors and
businesses. In the context of negotiable instruments, this
means banks are expected to verify signatures, check account
statuses, detect forgeries, and flag suspicious patterns. When
banks fail in this delegated role, the entire financial
intermediation chain suffers.

Zucker (1986) provides the complementary institutional
trust model. Zucker argues that trust is not merely
interpersonal but institutionally produced. Consistent, reliable,
and transparent institutional actions generate trust; conversely,
repeated institutional failures—even if minor in isolation—
accumulatively erode confidence. This is particularly relevant
for semi-urban contexts where alternative trust mechanisms
(community networks, local guarantors) compete with formal
banking channels.
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2.4 Regulatory and Policy Frameworks

The Reserve Bank of India has issued multiple directives
on fraud risk management. The Master Directions on Fraud
Risk Management (RBI, 2021) mandate banks to establish
board-approved fraud policies, timely reporting mechanisms,
and customer grievance redressal systems. The Basel
Committee on Banking Supervision (2018) has also issued
guidelines on fintech developments and their implications for
fraud prevention. The World Bank (2020) and OECD (2019)
provide comparative perspectives on consumer protection and
fraud prevention policies across jurisdictions.

2.5 District-Level and Semi-Urban Studies

Menon (2021) examines banking frauds in semi-urban
India, identifying causes such as inadequate staff training, high
employee turnover, and pressure to achieve business targets at
the expense of due diligence. Jain (2017) focuses specifically
on risk management in negotiable instruments, proposing a
preventive framework for smaller banks. Shukla (2020)
analyses regulatory compliance and fraud control, finding that
compliance is often treated as a box-ticking exercise rather
than an integrated risk management function.

The National Crime Records Bureau (NCRB, 2022)
reports that economic offenses, including banking frauds, have
shown a consistent upward trend in semi-urban districts, with
recovery rates remaining below 20%. The Law Commission of
India (2019) has recommended fast-track courts for financial
disputes, but implementation at the district level remains
uneven.

2.6 Research Gap

While prior studies address urban banking systems and
national-level reforms, district-specific analyses—particularly
in semi-urban and agricultural contexts—remain scarce. Most
existing research is either too broad (national surveys) or too
narrow (single-bank case studies). There is a specific gap in
empirical studies that simultaneously capture institutional
practices (from bank professionals) and stakeholder
experiences (from business customers) in a single semi-urban
district. This study addresses this gap through localized
empirical investigation using mixed methods.

11l. METHODOLOGY

3.1 Research Design

A mixed-methods research design was adopted to capture both
institutional practices and stakeholder perceptions. The
rationale for mixed methods is that fraud risk mitigation
involves both objective processes (bank policies, verification
timelines) and subjective experiences (customer trust,
perceived support). Quantitative data provide measurable
indicators; qualitative data provide contextual understanding.

3.2 Study Area

Mandsaur District in Madhya Pradesh was selected for the
following reasons:

e It is a semi-urban district with significant agricultural
trade (soybean, opium, gram).

e It has a mix of public sector banks (e.g., State Bank
of India, Bank of Baroda), private banks (e.g., HDFC,
ICICI), and district cooperative banks.

e Prior anecdotal evidence suggested higher-than-
average negotiable instrument fraud complaints.

e The district is not a major metropolitan center,
making findings generalizable to other semi-urban
areas.

3.3 Data Sources and Sampling

Primary data sources included four components:

Component 1: In-depth interviews with five banking
professionals from public, private, and cooperative banks.
Participants included branch managers, fraud risk officers, and
verification staff. Interviews were semi-structured, lasting 45-
60 minutes each, covering topics such as fraud detection
protocols, staff training, inter-bank coordination, and
challenges specific to agricultural clients.

Component 2: Structured customer survey of 50 business
customers, including agricultural traders (n=20), small retail
enterprises (n=18), and corporate clients (n=12). The survey
measured perceptions of banking service effectiveness across
five dimensions: cheque verification, fraud alert systems,
dispute resolution, customer education, and technology access.
Each dimension was rated on a 10-point scale.

IJEMHS
www.ijemhs.com



International Journal of Engineering, Management, Humanities and Social Sciences Paradigms (IJEMHS)

Volume 38, Issue 02 and Publication Date: 23rd July, 2026
An Indexed, Referred and Peer Reviewed Journal

ISSN (Online): 2347-601X

www.ijemhs.com

Component 3: Documented fraud case analysisof 15
negotiable instrument fraud cases reported between 2018 and
2024. Cases were obtained through bank records (with
anonymization) and police economic offense wing data. Each
case was mapped for: fraud type (forgery, alteration, account
closure, signature mismatch), detection point (pre-transaction,
post-transaction,  post-dispute), response timeline, and
resolution status.

Component 4: Mystery shopping exercises conducted across
eight bank branches (three public, three private, two
cooperative). Researchers presented as customers seeking to
verify cheque authenticity or report a suspected fraud,
recording response times, staff behavior, and procedural
adherence.

3.4 Data Analysis Procedures

Quantitative analysis: Survey responses were analyzed
using descriptive statistics (mean, standard deviation, cross-
tabulation). The Banking Intervention Effectiveness Score

V. FINDINGS

4.1 Banking Service Effectiveness

(BIES) was constructed using a weighted index method, with
weights derived from RBI guidelines and expert consultation.

Qualitative analysis: Interview transcripts were analyzed
using thematic coding in NVivo (or manual thematic analysis).
Initial codes were derived from the theoretical framework
(delegated monitoring, institutional trust), and emergent codes
were identified through iterative reading.

Fraud case mapping: Each case was plotted on a
timeline showing: (a) transaction date, (b) fraud detection date,
(c) bank notification date, (d) resolution date. Gaps between
these points were measured in days.

Comparative analysis: Cross-comparisons were
conducted across (a) customer segments (agricultural vs. small
business vs. corporate), (b) bank types (public vs. private vs.
cooperative), and (c) time periods (pre-2020 vs. post-2020) to
identify systemic gaps.

TABLE |

BANKING SERVICE EFFECTIVENESS BY CUSTOMER TYPE

Service Dimension Small Businesses Agricultural Corporate Overall
Clients Clients

Cheque Verification 3.5/10 2.8/10 5.2/10 3.8/10

Fraud Alert Systems 3.2/10 2.5/10 4.8/10 3.5/10

Dispute Resolution 3.0/10 2.2/10 4.5/10 3.3/10

Customer Education 3.8/10 3.0/10 5.0/10 4.0/10

Technology Access 4.2/10 3.5/10 5.5/10 4.4/10

Source: Customer Survey (n = 50)

Interpretation: Corporate clients receive significantly better
service across all dimensions. Agricultural clients, who
constitute the largest economic segment in Mandsaur, receive
the poorest service—particularly in dispute resolution (2.2/10)

and fraud alert systems (2.5/10). This indicates not merely a
gap but a structural disadvantage for agricultural customers.
The results indicate consistently lower service effectiveness
for agricultural clients, creating sector-specific vulnerability.
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4.2 Fraud Detection and Prevention Analysis until customer notification (20%). This finding directly
contradicts the delegated monitoring expectation that banks

__Only 35% of fraud attempts are prevented through bank-\y5,1q proactively identify and block suspicious transactions.
initiated mechanisms. The remaining 65% are either detected

after financial loss has occurred (45%) or not detected at all

Fraud Detection Timeline and Effectiveness

40%
35%
30%
25%
)20%
15%
10%

2N
0%

Pre-transaction  Transaction Blocking:  Post-transaction Customer-led
Prevention: Detection: Discovery:
Fig. 1: Fraud Detection Timeline and Effectiveness
Scale: 1-10, 10 = excellent; Source: Customer Survey (n=50) The average time between fraud occurrence and bank

Only 35% of fraud attempts are prevented through bank-  detection is 8.4 days (median: 5 days). For agricultural clients,
initiated mechanisms, while a significant proportion is  this extends to 14.2 days, primarily due to less frequent
identified after financial loss, reducing remedial effectiveness  account monitoring and branch-level delays.

(3].
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4.3 Banking Intervention Effectiveness Score (BIES)

TABLE Il
BIES COMPONENT ANALYSIS
Component Weight Score Contribution
Technological Safeguards 0.25 4.5 1.13
Staff Competency 0.20 3.8 0.76
Process Efficiency 0.20 35 0.70
Customer Education 0.15 4.2 0.63
Regulatory Compliance 0.10 4.8 0.48
Inter-Bank Coordination 0.10 3.0 0.30

Total BIES: 4.0/10 (Moderate Effectiveness)

Interpretation: A BIES of 4.0 indicates "moderate
effectiveness™ on the study's rubric (1-3: low, 4-6: moderate,
7-10:  high). The weakest component is inter-bank
coordination (3.0/10), which affects fraud response when
instruments are drawn on one bank and deposited in another.
The strongest component is regulatory compliance (4.8/10),
suggesting that formal compliance mechanisms exist but
operational effectiveness lags behind.

4.4 Sector-Specific Banking Gaps

Agricultural banking services exhibit the lowest
intervention effectiveness. Qualitative interview data identified
specific mechanisms:

e Verification delays: Agricultural clients often

transact at non-metropolitan branches where cheque

verification depends on physical transport to larger
clearing centres, adding 2-4 days.

Limited staff familiarity: Cooperative bank staff,
who serve the majority of agricultural clients, receive
minimal training on negotiable instrument fraud
patterns specific to agricultural trade (e.g., forged
crop delivery receipts attached to cheques).
Inadequate technology deployment: Positive pay
systems and real-time alert mechanisms are available
in urban but not rural branches serving agricultural
clients.

Low customer satisfaction: Average satisfaction
rating among agricultural clients is 2.9/10, with many
expressing willingness to shift to cash or informal
credit if alternatives existed.
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4.5 Bank-Type Disparities

TABLE Ill: BIESBY BANK TYPE

Bank Type

BIES (0-10)

Private Banks

5.2

Public Sector Banks

4.1

Cooperative Banks

2.8

Private banks outperform due to better technology deployment
and staff training. Cooperative banks, despite their reach in
agricultural areas, show severe capability gaps.

V. DISCUSSION

5.1 The Trust-Action Gap: A Core Theoretical
Refinement

The central finding of this study is the existence of a
pronounced *‘trust-action gap.” While a majority of
businesses (82% of survey respondents) perceive banks as
primary fraud prevention agents, operational support during
fraud incidents remains inconsistent. Only 38% of respondents
who experienced a fraud incident reported receiving proactive
assistance from their bank; the remainder had to initiate
complaints themselves, often after significant delays.

This gap is not merely a performance issue—it is a structural
contradiction. Banks market themselves as secure
intermediaries, creating trust expectations. However, their
internal incentive structures prioritize transaction speed and
volume over verification depth. Fraud detection is treated as a
compliance function rather than a value-adding service. The
gap arises from:

e Resource constraints: Smaller branches operate with
2-3 frontline staff who cannot perform deep
verification on high-volume days.

e Staff training deficits: Fraud detection training is
typically annual or biennial and often theoretical
rather than simulation-based.

e Manual processes: Even in technologically equipped
branches, exception handling and dispute filing
remain manual and paper-based.

e Weak communication strategies: Customers are not
informed about fraud risks specific to their
transaction patterns.

5.2 Agricultural Banking Vulnerability: Beyond the
Numbers

Higher fraud incidence among agricultural clients (56% of
documented cases, despite being only 40% of survey sample)
reflects structural rather than incidental challenges:

Seasonal  transaction  surges: During  harvest and
procurement seasons (October-December and March-May),
transaction volumes increase 3-4 times, leading to verification
shortcuts.

Limited financial literacy: Interview data suggest that
agricultural clients are less likely to understand cheque
truncation, positive pay, or real-time alert features. Many are
unaware of their right to dispute a transaction beyond 48
hours.

Geographic dispersion: Agricultural clients operate across a
wide geography, often maintaining accounts at branches far
from their place of business. This slows down in-person
verification and dispute filing.

Agent intermediation: Many agricultural transactions involve
intermediate agents (commission agents, achatinas) who
handle cheques on behalf of farmers, creating additional points
of vulnerability.

These factors require tailored banking responses rather than
uniform policies designed for urban corporate clients. A
positive pay system that works for a Mumbai corporation may
be unusable for a Mandsaur soybean farmer with irregular
internet access.

5.3 Technological-Organizational Mismatch

Although banks invest in fraud detection technologies—
cheque truncation systems, signature verification software, and
Al-based anomaly detection—institutional adoption remains
uneven. The study found three specific mismatches:

First, technology-practice mismatch: Even when technology

exists, branch staff bypass it to save time. For example,

signature verification software is available but staff rely on

visual checks because the software adds 30 seconds per
transaction.
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Second, technology-customer mismatch: Advanced fraud
alerts are sent via email or app notifications, but many
agricultural clients do not use email or banking apps regularly.
SMS alerts are more effective but are often not configured for
fraud-specific warnings.

Third, intra-bank mismatch: Within the same bank, urban
branches have high technology adoption, while semi-urban and
rural branches lag. Fraudsters exploit this disparity by
presenting suspect instruments at weaker branches.

5.4 Comparative and Policy Implications

Compared to findings from urban studies (e.g., Menon,
2021; Gupta, 2021), Mandsaur District shows worse outcomes
on two dimensions: detection speed and agricultural client
protection. This suggests that the urban bias in banking policy
and training has real consequences for semi-urban economies.
The RBI's Master Directions on Fraud Risk Management
(2021) are well-designed at the policy level but assume a level
of branch-level capability that does not exist in semi-urban
contexts. The study suggests thattiered compliance
standards—with simplified, more prescriptive requirements
for smaller branches—could be more effective than uniform
mandates.

VI. THE FOUR-PILLAR INTERVENTION

FRAMEWORK

Based on the empirical findings, this paper proposes a
context-sensitive Four-Pillar Intervention Framework for
strengthening negotiable instrument security in semi-urban
economic zones.

Pillar 1: Technology — Appropriate, Not Just Advanced
Rather than deploying cutting-edge systems designed for
metropolitan branches, semi-urban banks need appropriate
technology:
e Offline-capable verification tools for branches with
intermittent internet.
e SMS-based positive pay systems that do not require
smartphone apps.
e Shared fraud databases across banks in the same
district (inter-operable).
e Low-cost cheque scanning devices for cooperative
banks.

Pillar 2: Staff Capacity — Simulation-Based Training
Annual theoretical training is insufficient. The framework
proposes:

e  Quarterly simulation-based training using actual fraud
case examples from the same district.

e Rotational fraud risk duties for all frontline staff (not
just specialized officers).

e Performance incentives linked to fraud detection rates
(not just transaction volumes).

e Dedicated "fraud response officers" for clusters of 5-
6 semi-urban branches.

Pillar 3: Customer Partnership -
Education

Customer education alone is insufficient when literacy and
digital access are limited. The framework proposes:

e Mandatory verbal fraud risk briefing for agricultural
clients during account opening and each crop season.

e Simplified fraud reporting forms in local language
(Hindi/Malwi) with assistance counters.

e "Trust ambassadors™ — local traders trained to assist
others in fraud prevention (peer-to-peer model).

e Pre-transaction alerts for high-value instruments
(above a threshold calibrated to local transaction
patterns).

Pillar 4: Regulatory Coordination -
Mechanisms

Regulatory compliance currently operates at the bank level,
not the district level. The framework proposes:

e District Banking Fraud Coordination
Committees with representatives from all banks, the
district magistrate's office, and trader associations.

e Mandatory 48-hour response timeline for fraud
complaints (auditable and publicly reported).

e Inter-bank coordination protocols for instruments
drawn on one bank and deposited in another (the
current weakest link).

o Fast-track referral pathways to police economic
offense wings and courts

Moving Beyond

District-Level

VII. CONCLUSION

7.1 Summary of Findings

Banking sector interventions constitute a critical leverage
point for strengthening negotiable instrument security in semi-
urban economies. The empirical evidence from Mandsaur
District demonstrates three core findings:

First, technological advancement alone is insufficient without

parallel investments in human capacity, institutional
coordination, and customer engagement. A bank with
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advanced fraud detection software but undertrained staff and
unengaged customers will not prevent fraud effectively.
Second, agricultural clients face a structural disadvantage that
requires tailored, not uniform, banking responses. The current
one-size-fits-all approach leaves the largest economic segment
most vulnerable.

Third,  thetrust-action gap is  measurable and
consequential. BIES of 4.0/10 indicates that customer trust
exceeds bank performance—a gap that, if unaddressed, will
drive businesses toward informal, higher-risk alternatives.

7.2 Contribution to Knowledge

This study makes three contributions. Empirically, it
provides the first district-level BIES measurement for
negotiable instrument fraud prevention in a semi-urban Indian
context. Theoretically, it bridges delegated monitoring theory
(Diamond, 1984) and institutional trust theory (Zucker, 1986)
by demonstrating how operational failures in intermediation
erode trust capital. Practically, the Four-Pillar Framework
offers a scalable, context-sensitive intervention model.

7.3 Policy Recommendations

For the Reserve Bank of India and district-level banking
authorities:

1. Mandate annual BIES reporting for all semi-urban
districts.

2. Introduce tiered compliance standards with simplified
requirements for cooperative and rural branches.

3. Establish District Banking Fraud Coordination
Committees as a non-negotiable requirement.

4. Link bank branch licensing to demonstrated fraud
prevention capability in semi-urban areas.

For individual banks operating in semi-urban zones:

1. Conduct quarterly fraud simulations tailored to local
transaction patterns.

2. Deploy SMS-based positive pay
agricultural clients.

3. Create dedicated fraud response roles for branch
clusters.

4. Measure and publicly report branch-level BIES.

systems for

7.4 Limitations and Future Research

This study has four limitations. First, the sample size
(n=50 surveys, 5 interviews, 15 cases) is modest; a larger
multi-district study would improve generalizability. Second,
the study focuses on Mandsaur District; findings may not fully

generalize to districts with different economic structures.
Third, the BIES weights are researcher-assigned; future
research could develop statistically derived weights. Fourth,
the study does not include digital-only fraud (e.g., UPI-related)
for comparative analysis.

Future research should: (a) replicate the BIES methodology
across multiple semi-urban districts, (b) conduct longitudinal
studies to measure the impact of the Four-Pillar Framework
over time, (c) compare negotiable instrument fraud with digital
payment fraud in the same contexts, and (d) examine customer
coping strategies when formal banking interventions fail.

7.5 Concluding Remarks

The findings offer valuable policy insights not only for
Mandsaur but for similar districts across India and other
emerging economies. Commercial trust is not an abstract
sentiment—it is produced by consistent, capable, and
accountable institutional action. Strengthening negotiable
instrument security in semi-urban economic zones is not
merely a technical banking reform; it is a foundational
condition for economic participation, agricultural market
efficiency, and inclusive commercial growth.
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