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Factors Causing Fraudulent Management of
Village Funds During the COVID-19 Pandemic

Wahyu Manuhara Putra®*, Mar’atussholichah Kurnia Sani®, Adli
Zuliansyah Putra®® and Budi Barata Kusuma Utami*

Abstract

Research aims: This study examines the factors that cause fraud in managing
village funds during the COVID-19 pandemic, including financial pressure,
supervision, rationalization, competence, apparatus position power, and
transparency.

Design/Methodology/Approach: Four hundred and five respondents who were
village officials in four provinces were involved based on the convenience
sampling method. Respondents were given seven days to fill out the
questionnaire, and then the data were analyzed using SEM-PLS.

Research findings: Several factors can lead to fraudulent management of village
funds during the COVID-19 pandemic: financial pressure, rationalization, and
position power. Meanwhile, transparency significantly negatively affects the
fraudulent management of village funds during the COVID-19 pandemic.
Theoretical contribution/Originality: The research contributes to developing the
fraud pentagon theory by presenting the arrogance dimension proxied using the
power of position in the context of village government during the COVID-19
pandemic.

Practitioner/Policy implication: This research is expected to be an input for the
village government in developing mechanisms that can prevent fraud in managing
village funds using the dimensions in the fraud pentagon theory.

Research limitation/Implication: The scope of the research used is relatively
small, only covering village governments from nine districts in four provinces in
Indonesia. Thus, caution is needed in generalizing the results. Therefore, a wider
population is needed.

Keywords: COVID-19 Pandemic; Fraud; Village Apparatus; Village Funds

Introduction

Act No. 6 of 2014 and Government Regulation No. 43 of 2014 are the
basis for village governments to manage their households, including
village financial management, to accelerate the development of village
communities. These laws and regulations also provide access to many
sources of income for village governments, including local own-source
revenues (PAD), state budget allocations, part of local taxes or levies,
village fund allocations, and others. The implications of village laws and
regulations can be seen in the increasing average village fund revenue
trend for two years. In 2018, the average receipt of village funds was IDR
800.4 million, and in 2019, the average receipt of village funds rose to IDR
933.9 million. Therefore, villages have the potential to manage significant
financial funds, and their management must be ensured to be
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accountable and far from irregularities.

On the other hand, the COVID-19 pandemic has had a significant impact on Indonesia's
economy. COVID-19 has caused Indonesia to enter into an economic recession. Gross
Domestic Product (GDP) growth has slumped to minus 3.49% in the third quarter of
2020 (Fauzia & Djumena, 2020). This phenomenon has caused village governments to
refocus their funds on handling COVID-19. This manifests as village cash-intensive
activities (PKTD) that focus on social and economic impact recovery programs during the
COVID-19 pandemic (TNP2K, 2020).

Moreover, because of the vulnerability of cases of misappropriation of village funds,
managing village funds continues to be a public concern. The Indonesia Corruption
Watch (ICW) report reveals that most corruption cases committed by law enforcement
officials occur in the village fund budget sector. In addition, from 2015 to 2020, there
were 428 cases of fraud in managing village funds, involving 676 village officials (Guritno
& Krisiandi, 2021). In addition, between 2015 and 2017, there were 106 cases of
investigation, in which 101 village heads/officials were suspects, with a total potential
state loss of 39.5 billion rupiahs (Dahlan et al., 2018). Furthermore, in the 2020-2021
period, there were 203 corruption cases involving 132 village heads and 50 village
officials in 2020 and 61 village heads and 24 village officials in 2021 (Firdaus, 2021). The
increasing trend of corruption cases in villages, which continues to increase yearly,
indicates a lack of supervision, negative financial participation, and sometimes the
competence of human assets in village financial administration.

According to agency theory, the fraudulent management of village funds occurs due to a
conflict of interest between the village apparatus (agent) and the community (principal).
As an agent, the village government has and fully controls more information regarding
managing the village funds it receives. However, it needs to be followed by
a strong monitoring mechanism that the community can carry out. The absence of solid
supervision from the community makes the village government vulnerable to managing
its finances away from the appropriation.

The fraud pentagon theory views that fraud can occur based on four things: pressure,
opportunity, rationalization, competence, and arrogance (Marks, 2012). Financial and
non-financial pressure can create pressure to commit fraud (Rahmatika et al., 2019;
Putra, 2019; Abdullahi & Mansor, 2015; Rahmanti & Daljono, 2013). The opportunity
factor for fraud can arise when an organization has a weakness in the internal control
system, which causes ineffective supervision (Rahmatika et al., 2019; Wahyudi et al.,
2021; Septriani & Handayani, 2018). The rationalization factor allows someone to
commit fraud due to a strong moral urge to justify the fraud committed (Rahmatika et
al., 2019; Abdullahi & Mansor, 2015; Wahyudi et al., 2021). The competency factor
allows fraud to occur when someone has the ability and power to commit fraud. This
ability and power can arise due to several things, such as the position held, the ability of
individuals to exploit weaknesses in the existing control system, and the ability to hide
fraud (Rahmatika et al., 2019; Abdullahi & Mansor, 2015; Septriani & Handayani, 2018).
The arrogance factor to commit fraud will arise when someone consciously believes that
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the existing control system in the organization cannot apply to him (Marks, 2012;
Rahmatika et al., 2019).

Although some studies have shown that the factors of pressure (Putra, 2019),
opportunity (Septriani & Handayani, 2018), rationalization (Aini et al., 2017; Suwena,
2021), competence (Wonar et al., 2018; Atmadja & Saputra, 2017; Islamiyah et al., 2020;
Widiyarta, 2017), and arrogance (Damayanti et al., 2018; Budiartini et al., 2019;
Rahman, 2019) affect fraud, research in the context of village government still needs to
be explored more deeply. The misappropriation of village funds is also a concern for
research on what factors can cause fraud.

Based on the phenomenon described, research on the factors that cause fraud in
managing village funds is interesting to study based on several factors. First, Dahlan et
al. (2018), together with Indonesia Corruption Watch, uncovered that the most
significant act of corruption occurred in the village fund sector. Second, this research is a
replication of several previous studies that have explored the dimensions of
opportunity, rationalization, competence, and pressure (Wonar et al., 2018; Putra, 2019;
Islamiyah et al., 2020; Widiyarta, 2017) by presenting the variable of position power as a
dimension of arrogance based on pentagon fraud theory in the context of village
government.

Theoretically, this research contributes to the factors influencing the fraudulent
management of village funds, especially in the context of village government and critical
times, by presenting the context of COVID-19 based on the perspective of
fraud pentagon theory. This research also has implications for village governments to
develop the mechanisms needed to prevent fraud in the management of village funds
by taking into account the dimensions of the fraud pentagon theory.

Literature Review and Hypotheses Development
Agency Theory

Agency theory was first proposed by Jensen and Meckling (1976). This theory explains
the relationship between the agent and the principal. Agency theory is a contract
between managers (agents) and shareholders (principals), where the principal hires
other people (agents) to provide certain services on their behalf, which involves
delegating decision-making authority. Conflicts between agents and principals can occur
due to agent actions that are not in accordance with the principal's wishes, which raises
agency costs (Eka & Latrini, 2018). In public sector organizations, this theory views the
village apparatus as the agent's role and the village community as the principal. As a
resource manager, the village apparatus knows and fully controls the information they
manage.

In contrast, as a funder, the village government only knows the information based on
what is reported by the village apparatus without knowing the actual circumstances in
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the management process because it does not participate directly in its management. Of
course, this tends to cause agents to commit fraudulent acts, such as opportunism, by
prioritizing personal interests (agent self-interest) (Halim & Abdullah, 2006). Meanwhile,
the principal also has the advantage of power to intervene in the agent's behavior.
Therefore, both of them have personal interests that have the potential for conflict.

Fraud Pentagon Theory

There are several ways to detect fraud, including the fraud pentagon theory. Marks
(2012) proposes the fraud pentagon theory as a refinement of the fraud triangle theory
(Cressey, 1953) and fraud diamond (Wolfe & Hermanson, 2004). Initially, the fraud
diamond provides an additional element to prevent and detect fraud; it is not enough to
pay attention to the pressure, opportunity, and rationalization initiated by the fraud
triangle theory (Cressey, 1953); it also needs to pay attention to the capability factor
(Wolfe & Hermanson, 2004). However, Marks (2012) adds that there needs to be one
additional element to prevent and detect fraud in a framework called fraud pentagon
theory, namely arrogance as an attitude of superiority that causes a person to greedily
act with the belief that internal control will not apply to him (Marks, 2012).

The Effect of Financial Pressure on Village Fund Financial Management Fraud

Regarding village fund management, agency theory assumes that one of the human
traits is to prioritize personal interests as an agent, which may conflict with the interests
of society as a stakeholder (Fathia & Indriani, 2022). This phenomenon occurs because
village officials with a high expenditure level will feel financial pressure if their financial
condition is deemed insufficient to meet their needs, so they take the initiative to
commit fraud to overcome this. Higher pressure will have an impact on the potential for
fraud to occur. This theory views village officials as agents who manage village funds and
know and fully control the information they manage. In contrast, as the principal, the
village community needs to learn this information because they do not participate
directly in its management. Based on research conducted by Suwena (2021), it is known
that financial pressure has a positive effect on fraud that occurs in companies.

In the context of the public sector in local government, Fitri and Nadirsyah (2020)
revealed that financial pressure positively influences fraud in the procurement of goods
and services in local government work units. In more detail in the context of villages and
village governments, previous studies have also found that pressure has a positive effect
on fraud in both the Village Credit Institution (PLD) and the village government
(Suryandari et al., 2019; Aini et al., 2017; Putra, 2019). Pressure has a positive effect
because the higher the pressure, primarily related to finance, the more it will make
someone justify all means to be able to meet their needs, one of which is by committing
fraud. Hence, the following hypothesis can be derived:

Hi: Financial pressure has a positive effect on fraud in managing village funds during the
COVID-19 pandemic.
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The Effect of Supervision on Village Fund Financial Management Fraud

The lack of community supervision in the management of village funds can be one of the
factors that can lead to opportunities for fraud. This means that higher opportunities
will result in greater opportunities to commit fraudulent acts and vice versa (Rohanisa &
Bhilawa, 2022).

Abdullahi and Mansor (2015) argue that opportunities can be minimized by presenting a
reliable internal control system. The presence of an internal control system is expected
to suppress all possibilities for members of the organization to commit fraud because
they feel that they are constantly being watched, so they cannot commit fraud freely.
Several previous studies have shown that a strong and effective internal control system
negatively affects the occurrence of fraud (Faisal, 2018; Sari et al., 2020; Eka & Latrini,
2018). Therefore, based on the explanation that has been described, the following
hypothesis can be formulated:

H,: Supervision negatively affects fraud in managing village funds during the COVID-19
pandemic.

The Effect of Rationalization on Village Fund Financial Management Fraud

The rationalization factor allows someone to commit fraud due to a strong moral urge to
justify the fraud committed (Rahmatika et al., 2019; Abdullahi & Mansor, 2015; Wahyudi
et al., 2021). This strong moral urge can arise if the organizational environment supports
a person in justifying committing fraud (Pratiwi & Nurbaiti, 2018).

Several previous studies have exhibited that rationalization has a positive effect on the
occurrence of fraud (Suwena, 2021; Aini et al.,, 2017; Handayani et al., 2021). This is
because the higher the rationalization of a person, the more justified the actions he
does, so the occurrence of fraud will be higher. Thus, the following hypothesis can be
derived:

Hs: Rationalization has a positive effect on fraud in the management of village funds
during the COVID-19 pandemic.

The Effect of Competence on Village Fund Financial Management Fraud

The higher the authority/position a person has in an organization, without being
supported by adequate competence, the more likely it is to cause fraud. This is because
the higher a person's ability, the more that the individual is experienced and
understands all the guidelines in his field, which can reduce or avoid errors and all risks
that can be detrimental, including preventing fraud. In other words, the higher the
competence possessed by the village apparatus, the lower the possibility of fraud in
managing village funds. Research conducted by Wonar et al. (2018), Atmadja and
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Saputra (2017), Islamiyah et al. (2020), and Widiyarta et al. (2018) concluded that the
competence of the village apparatus has a significant adverse effect on the level of fraud
in the management of village funds, which means that the higher the competence of the
village apparatus, the higher the level of fraud prevention in fund management so that
the possibility of fraud will also be lower. Competence has a negative effect because the
higher the competence of the village apparatus, the more prevention efforts will
increase, and the level of fraud in managing village funds will also be lower. As such, the
hypothesis can be made as follows:

H,: Competence has a negative effect on fraud in the management of village funds
during the COVID-19 pandemic.

The Effect of Position Power on Village Fund Financial Management Fraud

The initial factors that result in the possibility of fraud, namely position and function in
an organization, were stated by Abdullahi and Mansor (2015). A high position illustrates
a higher attitude of superiority. Hence, a person with a high position tends to abuse the
position occupied to steal resources in the organization for personal gain (self-interest).
Research by Damayanti et al. (2018) found that corruption is a form of abuse of position
to fulfill officials' personal interests. In addition, Irphani (2017) and Budiartini et al.
(2019) stated that position in financial management significantly affects fraud. Gbegi
and Adebisi (2013) also explained that managing officials who lack integrity affect fraud.
Thus, village officials who believe that position is a source of income to fulfill their
desires become the core of the misuse of village funds or fraud against village finances.
The position of the village apparatus has a positive effect due to the belief of someone
with a high position that when committing fraud, it will not be known by the wider
community. This is what supports the occurrence of fraud. From that, the hypothesis
that can be developed is as follows:

Hs: The position power of village apparatus has a positive effect on the fraud of village
fund management during the COVID-19 pandemic.

The Effect of Transparency on Village Fund Financial Management Fraud

Efforts to avoid risks that village officials can carry out are a form of transparency
towards the community as a principal. The village community certainly wants the village
apparatus agent to realize good performance, and the performance of the village
apparatus can be described from the village financial report. Therefore, village officials
need transparency regarding village finances. Based on research conducted by
Situmorang (2021), it is revealed that transparency has a negative effect on the
management of village funds. Similar research was revealed by Erganda et al. (2021)
that transparency has a significant negative effect on the management of village funds.
A study carried out by Siswanto et al. (2017) states that budget transparency has a
negative effect onthe management of village funds because the better the
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transparency, the better the management of village funds. Transparency has a negative
effect since the more transparency of village officials and financial reports published by
village officials, the more likely the occurrence of fraud will be avoided. This is because
the wider community has known the openness of village financial reports, so they also
know the utilization of the existing village fund allocation. For that reason, the following
hypothesis can be created:

Hs: Transparency has a negative effect on fraud in the management of village funds
during the COVID-19 pandemic.

Figure 1 is a research model in this study based on the hypothesis derivation that has
been described.

Financial
Pressure

\\\\|\-|1(+)
Supervision .
- "‘\H\_I(-) .
Rationalization 3() Village Fund
- Financial
H4(7‘_)7_,_ — Manage?ent
Competence — 7 e
Hs(+) "~
Position P
osition Power He (-)~

Transparency

Figure 1 Research Model

Research Method

This research is primary research with a survey method involving village officials in
several districts in four provinces, namely, Yogyakarta Special Region (Sleman, Bantul,
and Kulonprogo Districts), Central Java Province (Kebumen, Wonosobo, Cilacap, and
Magetan Districts), Bengkulu Province (Kaur District), and South Kalimantan Province
(Tabalong District). The four provinces were selected so that the research results could
be generalized with consideration of the diverse conditions of each province. The
selection of the village apparatus as the unit of analysis was carried out with the
consideration that these individuals are the ones who carry out the function of
managing village funds in the implementation of village government functions.
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Convenience sampling was used to determine the research sample. With this technique,
research sample data were collected directly by handing over questionnaires to the
respondents to be filled in for seven days and then analyzed. A total of 405
guestionnaires were returned and could be analyzed after the questionnaire was
distributed during November-December 2021. The return of questionnaires from each
district can be observed in Table 1.

Tabel 1 Questionnaire Distribution

Sleman 87 21
Bantul 30 7
Kulonprogo 63 16
Kebumen 30 7
Wonosobo 30 7
Cilacap 40 10
Magetan 50 12
Kaur 41 10
Tabalong 34 8
Total 405 100

This study has six independent variables: financial pressure, supervision, rationalization,
competence, power of the village apparatus position, and transparency, and one
dependent variable, namely fraud prevention. The operational definition of each
variable can be seen in Table 2.

The questionnaire used a Likert scale of 1 to 5 to measure the statements, where one
indicates "strongly disagree" and five represents "strongly agree." This pattern follows
the measurement scale commonly used in Indonesia so that respondents can easily
understand the questionnaire and provide responses. The data obtained were then
analyzed using Structural Equation Modeling (SEM) analysis with the Partial Least
Squares (PLS) approach. PLS is a soft modeling analysis that functions as a model design
and confirms a theory. Ghozali (2008) explains that Partial Least Square (PLS) does not
assume the data must use a particular scale measurement, which means that the
sample used can be small (under 100 samples).

Table 2 Variable Operational Definitions

Financial Pressure The pressure arises from the threat to Lokanan and Sharma
financial compensation due to failure to (2018); Suryandari and
achieve financial performance targets. Pratama (2021)

Supervision The level of organizational effectiveness in Lokanan and Sharma
restricting individuals from committing (2018)
fraud through internal and external controls

Rationalization The mental process of justifying the Lokanan and Sharma
despicable behavior committed (2018)
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Table 2 Variable Operational Definitions (Cont.)

Competence The ability of a person to create Marks (2012)

sophisticated fraud strategies that can
secure the situation to gain benefits, then
invite others to cooperate in acting.

Position Power An attitude of superiority that causes a Marks (2012)

person to greedily act in the belief that
internal controls will not apply to him or her

Transparency Transparency is a form of openness in the Jannah et al. (2018)

delivery of information by the government
to parties who need information related to
public resource management activities.

Fraud Illegal actions that acts of manipulation, Wulandari et al. (2017)

concealment, or violation of trust can
characterize

Result and Discussion

Before the research data was analyzed, the questionnaire survey data was subjected to
a CMV (Common Method Variance) test to ensure no bias occurred. This study
conducted a bias test using Harman's single-factor test, referring to Podsakoff et al.
(2003). The analysis results demonstrated a single factor value of 30.83% or less than
50%. Therefore, it can be concluded from this study that no significant bias could

interfere with the validity of the research results.

The characteristics of respondents presented in this study include the level of education,

gender, and length of work presented in Table 3.

Table 3 Respondents' Characteristics

Level of Education

Elementary School 2
Junior High School 2
Senior High School 200
Diploma 14
Undergraduate 163
Master 2
No Answer 22
Total 405
Gender
Female 131
Male 274
Total 405

0.5
0.5
49.5

41
0.5

100

32

68
100
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Table 3 Respondents' Characteristics (Cont.)

Length of Work

<5 years 58 14
5-10 years 100 25
>10 years 125 31
No Answer 122 30
Total 405 100

Based on Table 4, the descriptive statistical results of the seven research variables are
known. The seven variables had a low minimum value. Meanwhile, the maximum value
of the three variables is perfect. The mean (average) value of the seven variables was
relatively high.

Furthermore, to test the proposed hypothesis, PLS analysis was carried out, consisting of
two assessments, namely the outer model (validity and reliability) and the inner model.

Table 4 Descriptive Statistic Results

Financial Pressure 405 1 5 2.9 0.843
Supervision 405 2.2 5 3.7 0.462
Rationalization 405 1 5 2.5 0.737
Competence 405 2.2 5 3.9 0.465
Position Power 405 1 5 2.9 0.765
Transparency 405 2.4 5 4 0.470
Fraud 405 1 5 2.9 0.767

Validity and Reliability Test (Outer Model)

Before the data were analyzed, convergent validity, discriminant validity, and reliability
tests were performed to ensure that the questionnaire was valid and reliable in
measuring the variables under study. Convergent validity testing was done by evaluating
the average variance extracted (AVE) value and the loading factor value of the
questionnaire items (Hair et al., 2018). Table 5 displays that all questionnaire items met
convergent validity, as they had an AVE value and a loading factor of more than 0.5 (Hair
et al., 2018).

Table 5 Loading and AVE

Financial Pressure (AVE = 0.534)

TF2 The pressure on life needs must be allocated but not included in the budget. 0.685
TF3 Will not commit corruption of deal funds if income is sufficient 0.621
TE4 Village apparatus incentives that are not commensurate with 0.863

responsibilities can encourage fraud.
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Table 5 Loading and AVE (Cont.)

Supervision (AVE = 0.797)

PE4

PE5

The community supervises village financial management through
monitoring development and government administration.

Leaders directly routinely assess subordinates' performance in village
financial management.

Competence (AVE = 0.504)

K1

K2

K3
K4

K5

Village apparatus understands the role and function of village financial
management.

Village apparatus has carried out their duties by the functions of their
positions.

Village apparatus works based on position guidelines.

Village apparatus has experience in carrying out duties in their positions.
Village apparatus has experience in their position, which helps reduce
errors.

Rationalization (AVE = 0.575)

Employees remain silent when other employees act detrimentally in the

R1
workplace.

R2 It is normal for employees to arrive late even with unclear reasons.

R3 Using office equipment for personal use is normal.

R4 It is normal for an employee to use an agency vehicle for personal use.

R5 It is normal for employees to want more than they are entitled to.

Position Power (AVE = 0.673)

A2 Village apparatus is free to determine work partners related to utilizing
village funds.

1A The power of the village apparatus position allows employees to give
orders according to their wishes.

Transparency (AVE = 0.603)

T1 Public disclosure of budgets can increase transparency.

T2 Information provided to the public can increase budget transparency.

T3 Easy access to public documents on the budget

Fraud (AVE = 0.505)

F1

F2

F3

F4

F5

Fraudulent behavior has tactics and can cover its fraud formally according
to regulations made by the office, which sometimes have different
substances.

Coworkers are accustomed to giving additional wages to other officials,
indicating fraud.

Endorsements related to using village funds on behalf of or legalized by
unauthorized parties do not indicate fraud.

A delay in accountability that is not by the specified time is an indication of
fraud.

The use of village funds that are not by village activities or programs is an
indication of fraud.

0.926

0.858

0.500

0.704

0.794
0.733

0.780

0.841

0.801
0.755
0.781
0.588

0.648

0.962

0.863
0.840
0.598

0.830

0.666

0.759

0.694

0.578
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Table 6 Reliability and Discriminant Validity Test Results

Financial Pressure 0.766 0.834 0.710

Supervision 0.588 0.799 0.398 0.820

Rationalization 0.752 0.833 -0.234  -0.163 0.710

Competence 0.750 0.887 -0.166  -0.234 0.414 0.893

Position Power 0.819 0.870 0.365 0.375 -0.265 -0.257 0.758

Transparency 0.677 0.816 -0.288 -0.272  0.393 0.352 -0.213 0.776

Fraud 0.587 0.771 0.325 0.273  -0.155 -0.032 0.270 -0.110 0.731

The results of discriminant validity and reliability can be seen in Table 6. Table 6 reveals
that each variable had a higher correlation value to measure itself than other variables
(Hair et al., 2018). Therefore, it can be concluded that the questionnaire used in this
study met discriminant validity (Hair et al., 2018). Furthermore, Table 6 also exposes
that all questionnaire items used could be declared reliable because Cronbanch's alpha
and composite reliability values were greater than 0.6 (Chin, 1998).

Hypotheses Test (Inner Model)

Table 7 uncovers that of the six hypotheses formulated, only four hypotheses were
supported, namely Hi, Hs, and Hs, which means that financial pressure, rationalization,
and position power had a positive effect on the fraudulent management of village funds
during the COVID-19 pandemic. Meanwhile, transparency (Hg) could negatively influence
the fraudulent management of village funds during the COVID-19 pandemic.

Table 7 Hypotheses Test Results

Financial Pressure = Fraud H1(+) 0.184 0.048 3.808 0.000 Supported
Supervision = Fraud H2(-) 0.025 0.056 0.440 0.330 Not Supported
Rationalization = Fraud H3 (+) 0.185 0.064 2.894 0.002 Supported
Competence = Fraud H4(-) -0.067 0.059 1.134 0.129 Not Supported
Position Power = Fraud H5(+) 0.232 0.061 3.777 0.000 Supported
Transparency = Fraud H6(-) -0.145 0.064 2.267 0.012 Supported
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Discussion
The Effect of Financial Pressure on Village Fund Management Fraud

The results of this study indicate that financial pressure positively affected fraud in
managing village funds during the COVID-19 pandemic (H: was supported). This aligns
with the research of Suryandari et al. (2019), which revealed that pressure positively
affects fraud. The results of this study are also in line with research conducted by Aini et
al. (2017) and Putra (2019), where the results of their research state that pressure has a
positive influence on fraud. The positive impact of pressure is that it leads individuals to
justify any means necessary to satisfy their requirements, including the commission of
fraud, as the pressure increases, particularly in the context of finance.

The Effect of Supervision on Village Fund Management Fraud

Supervision did not negatively affect village fund management fraud during the COVID-
19 pandemic (H2 was not supported). This result is different from the research of Sari et
al. (2020), which revealed that internal control has a significant negative effect on the
occurrence of fraud. The results of Eka and Latrini's (2018) research also demonstrate
that internal control has a negative effect on fraud. Supervision has a negative effect
because the better the supervision is carried out effectively, the more difficult fraud will
occur.

The Effect of Rationalization on Village Fund Management Fraud

Rationalization positively affected fraud in managing village funds during the COVID-19
pandemic (Hs was supported). Research on rationalization as one of the factors
triggering fraud has been conducted by Suwena (2021), who found that rationalization
has a positive effect on fraud. The same results were also obtained by Aini et al. (2017),
revealing that rationalization has a positive effect on the occurrence of fraud. A study
carried out by Handayani et al. (2021) also unveiled that rationalization has a significant
positive effect on the occurrence of fraud. Rationalization has a positive effect because
the higher the rationalization, the more justified a person will be in his actions, so the
occurrence of fraud will be higher.

The Effect of Competence on Village Fund Management Fraud

Competence had no negative effect on fraud in managing village funds during the
COVID-19 pandemic (H4 was not supported). This is not in line with research conducted
by Wonar et al. (2018), Atmadja and Saputra (2017), Islamiyah et al. (2020), and
Widiyarta et al. (2017), which concluded that the competence of the apparatus has a
significant negative effect on the level of fraud in the management of village funds,
where the higher the competence of the village apparatus, the higher the level of fraud
prevention in fund management so that the level of possibility of fraud will also be
lower.
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The Effect of Position Power on Village Fund Management Fraud

The power of the position of the village apparatus exerted a positive effect on fraud in
managing village funds during the COVID-19 pandemic (Hs was
supported). This corroborates research by Irphani (2017) and Budiartini et al. (2019),
which states that positions in financial management significantly affect fraud. In
addition, Gbegi and Adebisi (2013) revealed that managing officials who lack integrity
are affected by fraud. Thus, village officials who believe that position is a source of
income to fulfill their desires become the core of the misuse of village funds or fraud
against village finances. The power of the position of the village apparatus has a positive
effect due to the belief of someone with a high position that when committing fraud, it
will not be known by the wider community.

The Effect of Transparency on Village Fund Management Fraud

Transparency had a negative effect on fraud in the management of village funds during
the COVID-19 pandemic, supporting H6. This agrees with research conducted by
Situmorang (2021), which disclosed that transparency has a negative effect on the
fraudulent management of village funds. Similar research was also revealed by Erganda
et al. (2021) that transparency has a significant negative effect on the fraudulent
management of village funds. Research conducted by Siswanto et al. (2017) states that
budget transparency has a negative effect on the fraudulent management of village
funds because the better the transparency is, the better the management of village
funds will be. Transparency has a negative effect because the more transparency of the
village apparatus and its published financial reports, the more likely the occurrence of
fraud will be avoided due to the emergence of a sense of supervision by the community.
Therefore, mechanisms that require transparency in managing village funds must be
presented so that the community can openly control the management of village funds,
the implementation of which is mandated by the village government.

Conclusion

This study examines the factors that are thought to cause fraud in managing village
funds during the COVID-19 pandemic. The results exhibited that several factors
positively affected the fraudulent management of village funds during the COVID-19
pandemic, including financial pressure, rationalization, and position power. Meanwhile,
transparency exerted a negative effect on fraud in the management of village funds
during the COVID-19 pandemic. The results of this study provide helpful input for village
governments in Indonesia to increase control over village officials involved in managing
village funds, especially during critical/pandemic times.

This research is not free from limitations. First, the scope of the research used was
relatively small, only covering village governments from nine districts in four provinces
in Indonesia. Thus, caution is needed in generalizing the research results. Therefore,
future research can use broader sample coverage to obtain better results and provide a
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more comprehensive picture of the problems studied. Secondly, because this research
only departed from a survey design with statistical hypothesis testing, the depth of
exposure to the findings may be considered less in-depth. For future research, other
approaches like experiments, observations, or interviews can be employed.
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