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UNDERSTANDING FRAUD RISK:
HOW LEGAL AMBIGUITY, WORK
PRESSURE, AND RATIONALITY
SHAPE FRAUDULENT BEHAVIOR

Abstract

Fraud remains a serious challenge for organizations because it can damage integrity,
financial stability, and public trust. One of the main difficulties in overcoming fraud
is understanding the factors that influence the occurrence of such actions, both from
the individual and institutional side. This study aims to analyze the influence of fac-
tors that trigger fraud, both directly and through mediation and moderation mecha-
nisms with a focus on legal ambiguity, rationalization, opportunity, and capability. The
study was conducted on 333 managers of microfinance institutions in Central Java,
Indonesia. Data were analyzed using SEM-PLS to test the direct and indirect relation-
ships between variables. The results showed that legal ambiguity, rationalization, and
work pressure had an effect on fraud. Rationalization mediation significantly strength-
ened the relationship between legal ambiguity and fraud, while mediation through op-
portunity and work pressure did not show a significant effect. Besides, moderation of
capability on the relationship between rationalization and fraud was also significant,
indicating that individuals with high capabilities tend to strengthen rationalization in
committing fraud. Conversely, moderation of capability on work pressure and oppor-
tunity did not show significant results. These findings provide theoretical contributions
to the development of risk management and organizational behavior literature, and
offer practical insights for managers and policy makers to reduce fraud risks through
improving regulatory structures, enforcing strict rules, and strengthening ethical val-
ues within organizations.

Keywords fraud, legal ambiguity, opportunity, rationalization, work
pressure, capability, MFI
JEL Classification G30, K42, M14

INTRODUCTION

Microfinance institutions (MFIs) play a strategic role in expanding
access to finance for low-income communities and small businesses,
especially in developing countries like Indonesia. However, behind
its noble role, this sector often faces serious challenges in the form of
fraud or fraud committed by internal institutions, including employ-
ees and management. According to a report by the Financial Services
Authority (OJK), there has been an increase in the number of fraud
cases in the microfinance sector, especially those related to misuse of
loan funds, fabrication of financial statements, and moral hazard by
field officers (OJK, 2023).

This fraud phenomenon not only threatens the sustainability of MFI
operations but also erodes public trust in financial inclusion. The
level of public trust in financial institutions is closely correlated with
the internal integrity of the institution (Schiantarelli et al., 2016).
Unfortunately, many cases of fraud in MFIs are not detected early due
to weak internal controls and a lack of understanding of the factors
that cause fraud itself. Fraud in microfinance institutions (MFIs) is a
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serious challenge that can undermine financial stability, hamper financial inclusion, and reduce public
confidence in the financial system. Unlike large financial institutions, MFIs often face limitations in
internal monitoring and control systems, making them more vulnerable to various forms of fraud, in-
cluding financial statement manipulation, misuse of funds, and internal corruption.

Microfinance institutions often operate with limited resources and may have less robust internal con-
trol systems. Factors such as legal ambiguity, work pressure, and rationalization can increase the risk of
fraud. These factors play an important role in encouraging individuals or groups within MFIs to com-
mit fraud in order to achieve financial targets or maintain operations. Several studies show that ratio-
nalization is the most dominant factor in driving fraud in the financial sector in developing countries,
but not many studies have examined whether similar findings also occur in the Indonesian MFI sector.
Besides, research linking work pressure, personal rationalization, and individual capability to fraud

tendency is fragmented.

1. LITERATURE REVIEW

This research is based on the Fraud Triangle
Theory developed by Cressey (1953), which states
that fraud occurs when three main elements are
present simultaneously, namely:

1) pressure - internal or external pressure that
encourages individuals to commit fraud;

2) opportunity - situation that allows individuals
to commit fraud without being detected; and

3) rationalization - mental process in which
individuals justify their actions as morally
acceptable.

This theory is particularly relevant given that
MFIs have distinctive institutional characteris-
tics: weak internal control systems, personal re-
lationships between officers and customers, and
limited information technology and risk-based
auditing. Pressure comes in the form of loan dis-
bursement targets, low salaries, or personal eco-
nomic needs, which encourage individuals to seek
“shortcuts” through fraud (Shonhadji & Irwandi,
2024). Opportunities occur when internal con-
trol systems are inadequate, work procedures are
not well documented, or there is excessive trust in
certain staff. This is exacerbated by the loose or-
ganizational structure in many MFIs, which gives
room for perpetrators to exploit loopholes without
being detected (Butcher & Galbraith, 2019).

In addition, this research also adopts the Fraud
Diamond Theory of Wolfe and Hermanson (2004),
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which adds a fourth element, namely capability.
This factor explains that not all individuals who
have pressure, opportunity, and rationalization
will commit fraud; only those who can (for exam-
ple, intelligence, position, influence, and ego) ma-
nipulate the system and cover the traces of fraud
effectively. A person’s ability to see weaknesses in
an internal control system and have confidence
that no one else can see the weaknesses of the sys-
tem, so that it can encourage the person to commit
fraud. Lack of empathy for the organization makes
someone feel right when committing fraud (Bakri
et al,, 2017; Kassem & Higson, 2012). Fraud in an
organization occurs because of the dishonesty of
the perpetrator, the existence of intent or delibera-
tion, which will ultimately harm other parties.

Preventing the possibility of fraud faced by mi-
crofinance institutions requires legal certainty to
regulate all actions and policies in an organization.
Previous research found that administrative pen-
alties and strict supervision can reduce the likeli-
hood of companies committing repeated fraud. In
contrast, self-regulatory measures are not effective
in reducing recidivism rates (Wang et al., 2023).
Someone can commit fraud because of the imper-
fect laws that apply in the organization, the lack of
execution of penalties, and penalties that are too
light against fraudsters, so that the perpetrators
are not deterred after committing fraud.

Legal ambiguity is defined as a condition in which
legal regulations or rules are not clear enough, not
firm, or open to various interpretations (Kaptein,
2011). This legal uncertainty creates a grey area in
law enforcement that allows individuals to take de-
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viant actions without fear of strict sanctions. In an
organizational context, legal ambiguity weakens the
deterrence effect of the internal legal system, thereby
increasing the likelihood of fraud (Wang et al., 2023).

Previous research shows that legal ambiguity can
weaken the control and supervisory functions
that should act as fraud detection and prevention
mechanisms (Murphy & Dacin, 2011). In environ-
ments such as microfinance institutions, where
compliance systems are often immature, legal am-
biguity allows gaps in internal control procedures
that can be exploited by fraudsters.

One of the main elements in the Fraud Triangle
Theory is opportunity, which is the chance or ac-
cess to commit fraud without being detected.
Legal ambiguity creates institutional, procedural,
and structural loopholes that weaken oversight,
thereby increasing the opportunity for some-
one to commit fraud (Afjal et al., 2023; Maulidi
& Ansell, 2020). An organizational environment
with unclear regulations increases an individual’s
perception that opportunities for misconduct are
accessible at low risk (Murphy & Dacin, 2011). In
this case, individuals in the organization not only
respond to personal pressure or motives but also
take advantage of the loopholes available in the
system to commit fraud. The perception of low
risk due to weak regulation or policy ambiguity
can be an internal rationalization that strength-
ens the intention to commit fraud.

Legal ambiguity can also exacerbate the imbal-
ance between formal structures and informal
practices in organizations. When administrative
procedures are not supported by clear controls, in-
dividuals or groups with access to organizational
resources can manipulate processes for personal
gain. This gap does not only arise at the opera-
tional level but can also occur at the strategic level,
such as in financial decision-making, procure-
ment of goods and services, and management of
public funds. Conditions that have regulations
that are not firm or have multiple interpretations
make supervision not run optimally and open up
space for abuse of authority. An organizational en-
vironment shaped by an unclear legal or regula-
tory system can create the perception that acts of
misconduct are easier to commit with a low likeli-
hood of risk (Cooper et al., 2013; Scalpello, 2024).
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Previous studies have also shown that in the con-
text of public sector organizations and financial in-
stitutions, legal uncertainty is often associated with
weak accountability and a lack of transparency
(Cooper et al.,, 2013; Murphy & Dacin, 2011). This
reinforces the finding that fraud is not only an indi-
vidual problem but also a product of systemic weak-
nesses that facilitate opportunistic behavior. Thus,
legal ambiguity is not just an administrative barrier,
but is one of the institutional conditions that allow
fraud to occur. To overcome this problem, regula-
tory reforms are needed that not only clarify formal
rules but also strengthen supervisory mechanisms
and build an organizational culture that upholds
ethics and compliance with the law.

Legal ambiguity also affects rationalization, the
cognitive process by which perpetrators justify their
fraudulent actions. When legal norms are ambigu-
ous, perpetrators tend to feel that their actions are
not morally wrong because they are not explicitly
prohibited or punished (Kassem & Higson, 2012).
This is reinforced by the perception that organiza-
tions do not value integrity enough, which encour-
ages personal justification for fraud. Legal ambigu-
ity not only creates structural gaps that allow fraud
to occur but also plays an important role in shap-
ing rationalization, a cognitive process in which in-
dividuals try to justify their fraudulent actions to
make them feel morally or socially acceptable. This
rationalization is one of the main elements in the
Fraud Triangle, which states that pressure, oppor-
tunity, and rationalization are the three main fac-
tors that cause fraud (Cressey, 1953).

When legal norms in organizations are not explicit
or are subject to multiple interpretations, perpe-
trators tend to feel that their actions are not re-
ally ethically wrong. This is because the absence
of explicit prohibitions or clear sanctions pro-
vides a grey area in assessing the morality of ac-
tions. In this case, legal ambiguity can reduce the
moral sensitivity of individuals to violations, so
that fraud is perceived as an “understandable” act
(Kassem & Higson, 2012).

Furthermore, legal weaknesses and weak control
systems can also shape an organizational culture
that is permissive of ethical violations. When or-
ganizations do not show a strong commitment to
the values of integrity and accountability, it is easier
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for individuals to find justifications for their fraud.
These justifications can take the form of the notion
that the actions were taken to “help themselves in a
pinch,” or that “everyone else is doing it too,” fur-
ther weakening internal moral filters (Murphy &
Dacin, 2011). Individuals who commit fraud often
do not feel guilty because they believe it is an ac-
ceptable response to an unfair or legally uncertain
organizational situation (Mackevi¢ius & Giritinas,
2013; Persulessy et al., 2022). This explains why, in
an environment of legal ambiguity, the potential for
rationalizing fraud increases significantly.

Legal ambiguity can also exacerbate work pres-
sure, especially in the context of high work
achievement targets without clear legal or pro-
cedural guidelines. When high work pressure is
not balanced with strict and fair policies, indi-
viduals may be encouraged to look for shortcuts,
including committing fraud (Maulidi & Ansell,
2020; Sudarwanto & Kharisma, 2023). Work
pressure becomes more complex when the pun-
ishment for fraud is perceived as ineffective or
inconsistent.

The research by Mwakyusa and Mcharo (2024)
suggests that role ambiguity may strengthen the
relationship between job stress and poor psycho-
logical well-being, such as job dissatisfaction and
psychological distress. In this context, role ambi-
guity exacerbates the negative impact of job stress
on employee well-being. Other research shows
that role ambiguity and role conflict significantly
contribute to dysfunctional audit behavior, such
as premature signing of audit reports, which is a
form of fraud in the audit context (Alzoubi et al.,
2025; Zhang et al., 2024). Furthermore, role ambi-
guity and role conflict have a positive and signifi-
cant effect on internal auditor job stress. High job
stress can reduce the quality of audit recommen-
dations, which in turn can open up opportunities
for fraud (Cooper et al., 2013).

When high work pressure is not balanced with
strict and fair policies, individuals may be en-
couraged to look for shortcuts, including commit-
ting fraud. Work pressures become more complex
when penalties for fraud are perceived to be inef-
fective or inconsistent, which can lower risk per-
ceptions and increase individuals’ propensity to
commit fraudulent acts.
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Although the influence of the fraud triangle on
fraud has been widely studied, the relationship be-
tween legal ambiguity as a structural factor and
how it triggers the elements of the fraud triangle
is still minimal in the literature. Most studies are
still isolated (e.g., only examining the influence
of work pressure or weak internal controls), even
though legal ambiguity can act as a root cause that
extends to all three aspects of the fraud triangle
(Albrecht et al., 2019).

Based on the description above, it appears that
fraud does not only originate from individual
factors, but is also triggered by systemic weak-
nesses such as legal ambiguity and weak struc-
tural supervision. The Fraud Triangle and Fraud
Diamond provide a basic framework for under-
standing the causes of fraud, but legal ambiguity
strengthens the three elements of fraud - pressure,
opportunity, and rationalization. Legal ambiguity
also exacerbates work pressure and encourages an
organizational culture that is permissive of fraud.

2. METHODOLOGY

This study uses a quantitative approach to examine
how legal ambiguity, work pressure, and rational-
ity influence fraudulent behavior in Microfinance
Institutions (MFIs) in Central Java Province,
Indonesia. Data were collected through question-
naires distributed to 333 MFI managers who were
the main respondents in this study. Respondents
were specifically selected because they have man-
agerial and decision-making responsibilities in
MFI operations, so they are considered to have
relevant insights into the risks of fraud that may
occur in their institutions. This selection allows
the data collected to be more representative of the
actual conditions and complexity of fraud risks at
the institutional level.

The total population of 833 registered MFIs in
Central Java, the sample was selected using ran-
dom sampling techniques with stratification based
on geographical representation of each district.
The selected MFIs must also meet additional cri-
teria, namely having been actively operating for at
least three years. This is intended so that respon-
dents come from institutions that have sufficient
institutional experience in dealing with regulato-
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ry dynamics, work pressures, and decision-mak-
ing, so that they are able to provide valid answers
and reflect the reality in the field.

Data analysis was conducted using the Structural
Equation Modeling method with the Partial Least
Squares (SEM-PLS) approach. This method was
chosen because it can handle complex models
and test direct and indirect relationships between
variables. Instrument validity and reliability tests
were conducted first to ensure that the data ob-
tained met the criteria for reliability and measure-
ment accuracy.

This study uses a Likert scale of 1 “strongly dis-
agree” to 5 “strongly agree”. Indicator fraud based
on the development of Cressey (1953), Mackevicius
and Giritnas (2013), Saluja et al. (2022), where
there are 9 question items. The Legal Ambiguity
(LA) variable uses indicators based on the studies
by Afjal et al. (2023), Maulidi and Ansell (2020),
Murphy and Dacin (2011) using 8 question items.
Indicator opportunity (Ot) based on development
from the studies by Butcher and Galbraith (2019),
Cressey (1953), Rahman and Jie (2024) using 7
question items. Measurement of Rationalization
(RS) uses indicators developed from the studies by
Albrecht et al. (2019), Cressey (1953), Kassem and
Higson (2012), Murphy and Dacin (2011) using 5
question items. Measurement of Work Pressure
(WP) using indicators developed from the studies
by Kassem and Higson (2012), Murphy and Dacin
(2011), Rahman and Jie (2024) using 12 question
items. While measuring the Capability (Cp) vari-
able (Chatterjee et al., 2024; Shonhadji & Irwandi,
2024; Wolfe & Hermanson, 2004) using 6 question
items. The rest of the research indicators are pre-
sented in Table Al.

3. RESULTS AND DISCUSSION

Table 1 presents descriptive data of the respon-
dents, where the majority of respondents are male
(70%), while females account for 30% of the total
respondents. In terms of age, the most numerous
age group is those over 40 years old, reaching 28%,
followed by the 31-35 years age group with a per-
centage of 24%. The 25-30 age group accounts for
19%, while those under 25 years old make up only
8% of the total respondents. Regarding the period
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of work, most respondents have work experience
between 6 and 10 years (36%), with 23% of respon-
dents having work experience between 2 and 5
years. Around 18% of respondents have work ex-
perience between 11 and 15 years, while 16% have
more than 15 years of work experience. Regarding
education, most respondents have a Bachelor’s
degree (48%), followed by high school graduates
(32%), and only 12% have a Diploma. Meanwhile,
8% of respondents have a Master’s degree. For in-
come, most respondents have an income above 2.5
million rupiah per month (54%), while 40% are
in the income range of 1.5 to 2.5 million rupiah,
and only 6% of respondents have an income of less
than 1.5 million rupiah.

Table 1. Respondent characteristics

Variable Total Percentage
Gender
Male ©o234 70%
Female H 99 30%
Age
<25 ©26 8%
230 63 . A%
3135 80 ..
36-40 71 21%
e ey R
Working period (years)
<2 25 8%
25 . 76 L2
6-10 119 36%
1S 59 o BB
>15 : 54 16%
Education
Senior high school .10 B2
Associate 39 e A2B
Bachelor 160 48%
Master H 25 : 8%
Income (million rupiah)
<15 i 6%
1525 . 130 0%
>2.5 181 54%

Table 2 presents the results of the discriminant
validity test using the Fornell-Larcker Criterion.
Based on the results, each construct in the re-
search model has good discriminant validity. The
Average Variance Extracted (AVE) value for each
construct is greater than the correlation between
that construct and other constructs. Capability
(AVE = 0.770) has higher value than the correla-
tion value between other constructs, which indi-
cates that this construct has strong convergent va-
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lidity and does not overlap with other constructs
in the model. Similarly, Fraud (AVE = 0.851),
Legal Ambiguity (AVE = 0.780), and Opportunity
(AVE = 0.753), each of which has an AVE value
greater than the correlation value between other
constructs, indicating that these constructs have
good discriminant validity.

Table 3 presents the composite reliability and va-
lidity test results, which include Cronbach’s Alpha,
Composite Reliability (CR), Average Variance
Extracted (AVE), Variance Inflation Factor (VIF),
and adjusted R-squared. The results shown in
Table 3 indicate that the research model is reliable
and valid. The Cronbach’s Alpha value of almost
all constructs is above the 0.7 threshold, which
indicates good internal consistency. Although
Rationalization has a Cronbach’s Alpha value be-
low 0.7, this value is still acceptable in the context
of exploratory research. Meanwhile, composite re-
liability for all constructs is above 0.7, which also
indicates strong reliability for the constructs. The
AVE for each construct is above the 0.5 threshold,

Table 2. Fornell-Larcker criterion

with Fraud having the highest AVE value (0.724),
indicating excellent convergent validity. The VIFs
for all constructs were within a reasonable range
(between 1.190 and 3.004), indicating the ab-
sence of significant multicollinearity issues in this
model.

Table 4 presents the results of hypothesis testing
that examines the relationship between the vari-
ous variables in the model with fraud as the de-
pendent variable. The results obtained show that
Capability has a significant negative effect on
fraud. This indicates that higher Capability will
reduce the likelihood of fraud. These results sup-
port the hypothesis that individuals or organiza-
tions with better capabilities will be better able
to prevent or reduce fraud, which aligns with the
theory that skills and expertise in managing risk
can reduce the chance of fraud.

The results of this study indicate that Capability
has a significant negative effect on the occurrence
of fraud, which means that the higher the ability

Variable Cp Fr

Table 3. Construct reliability and validity

. , Composite i Average Variance Adjusted
Variable Cronbach’s Alpha reliability . Extracted (AVE) | VIF R-squared
Capability 0.772 ; 0.801 0.593 1.333-2.029 -
Fraud 0.904 0.908 0.724 2.158-3.004 0252
LegaIAmbﬁguity 0.83'5 """ 0.85"3 """ 0.609 """ 1.50272:}%5 ) -
Opportunity 0.847 0.848 0.567 2.089-2.438 0.445
Rationalization 0.654 0727 0.585 1.190-1.364 0,089
Work Pressure 0.728 0.814 0.533 1.274-1.547 0.004
Table 4. Hypothesis test results on fraud
. L. . Standard deviation |  t-statistics
Variable Original sample (O) Sample mean (M) (STDEV) (|0/STDEV|) p-values
Cp > Fr -0.187 : -0.197 0.054 3.440 : 0.001
LADOt .. 0668 0.672 ...0036 . 1878 . 0000
LAZRS 0.303 0.308 0057 23299 9000
LA - WP 0.059 0.064 0.072 0.822 0.411
OtFr 0053 0.052 L0089 1082 0279
. 0416 0.425 LO05s B BT i 2000
WP > Fr ' 0.073 0.075 0.057 1.291 0.197

432

http://dx.doi.org/10.21511/ppm.23(3).2025.31



of individuals or organizations to manage risk, the
less likely fraud is to occur. This finding aligns with
previous findings in the literature, which show
that skills and expertise in risk management play
a key role in reducing the chances of fraud (Imjai
et al., 2025; Jeyachandran et al., 2025). Based on
the Fraud Triangle Theory, it emphasizes three
main factors that encourage individuals to com-
mit fraud: pressure, opportunity, and rationaliza-
tion (Cressey, 1953). The ability to manage risk, as
measured in this study by Capability, plays a role
in reducing fraud opportunities by providing a
tighter framework and better control procedures.

In addition, higher capabilities in organizations or
individuals can strengthen effective internal con-
trol systems, which are a major inhibiting factor
against fraud. Previous research shows that a strong
internal control system, which often reflects an or-
ganization’s level of capability or capacity, has a sig-
nificant influence in preventing fraud (Alayli, 2022;
Gunasegaran et al., 2018). In this context, organiza-
tions with high capability invest not only in more
competent human resources but also in the devel-
opment of more stringent policies and procedures,
reducing the chances of fraud. The research on
fraud control also underlines that the ability of in-
dividuals or teams to identify risks and implement
risk mitigation measures is one of the main deter-
rents to fraud in organizations (Azizan & Ali, 2024).
Thus, increasing capability can increase awareness
of potential fraud and strengthen internal controls,
which are important to maintaining organizational
integrity. The results of this study also support the
view that fraud prevention not only depends on ex-
isting controls but also on the ability of individuals
or organizations to detect and respond to poten-
tial fraud proactively. Therefore, ongoing training
and investment in improving professional skills
can effectively reduce fraud rates in organizations
(Albrecht et al., 2019).

Table 4 shows that legal ambiguity can influence
opportunity and rationalization, which means
that legal ambiguity can increase the opportunity
for fraud by allowing individuals to rationalize the
fraudulent act. This finding aligns with the Fraud
Triangle Theory, which states that three main
factors — pressure, opportunity, and rationaliza-
tion — drive individuals to commit fraud (Cressey,
1953). Legal ambiguity plays an important role in
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creating opportunities to commit fraud because
individuals feel there are loopholes or uncertain-
ties in the rules that govern their behavior. This
study also strengthens the findings of previous
studies, which state that regulatory ambiguity in-
creases the scope for perpetrators’ interpretation
of the legality of an action, thereby increasing the
predisposition to illegal actions (Baucus, 1994). In
the context of fraud, legal ambiguity allows per-
petrators to view their actions as ‘not a real viola-
tion’, or at least ‘justifiable’, thus facilitating ratio-
nalization. The likelihood of violations increases
significantly when pressure and opportunity are
present with legal ambiguity (Baucus, 1994). This
view is also reinforced by Wittmann (2022), who,
in his three-factor ethical reasoning model, ex-
plains that professional values, roles, and services
are strongly influenced by the legal structure that
governs them. When legal norms are ambiguous,
professionals, including those in managerial or
corporate contexts, tend to build internal justifi-
cations for their actions based on personal values
or cognitive biases, rather than clear legal norms.
This creates conditions in which rationalization
becomes an adaptive response to the blurring of
the lines between right and wrong, increasing the
likelihood of fraud as a behavior considered so-
cially acceptable in that environment.

This finding also aligns with the analysis by
Sudarwanto and Kharisma (2023), which com-
pares law enforcement against investment fraud
in Indonesia, the United States, and Canada. They
state that weaknesses in the Indonesian legal sys-
tem, especially in the supervision and enforce-
ment of investment instruments such as binary
options, are caused by legal ambiguity that allows
perpetrators to exploit regulatory loopholes. This
study emphasizes that clarity and firmness of reg-
ulations are crucial in preventing fraud and limit-
ing the space for rationalization perpetrators use.
Besides, the results of this study also support the
argument that legal ambiguity can increase the
opportunity for rationalization, where individu-
als rationalize their fraudulent actions because
the actions are not entirely illegal or not entirely
wrong in an unclear legal context. This uncer-
tainty allows individuals to convince themselves
that the behavior is not entirely wrong or cannot
be punished, even if the actions are detrimental to
others or violate ethical principles.
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In contrast, Legal Ambiguity does not significant-
ly affect Work Pressure, indicating that legal ambi-
guity does not contribute directly to work pressure
in this context. While Opportunity has a positive
relationship with fraud, the test results show its in-
significant effect. This suggests that even though
there is an opportunity to commit fraud, the op-
portunity is not strong enough to influence fraud-
ulent behavior significantly in the sample used.

These findings suggest that legal ambiguity is not
necessarily a source of work stress for individu-
als in organizations. In this context, work stress
is more likely influenced by internal organiza-
tional factors such as job demands, burden of re-
sponsibility, and managerial expectations, rather
than external factors such as uncertain regula-
tions. These findings support previous findings
that stress in professional environments arises
more from value conflicts, roles, and service
demands, rather than explicit legal uncertainty
(Wittmann, 2022).

Besides, the study’s results also show that al-
though Opportunity (Ot) has a positive relation-
ship with fraud, the relationship is not statisti-
cally significant. This means that even though
individuals or organizations have access to op-
portunities to commit fraud, these opportuni-
ties are not strong enough to encourage fraudu-
lent behavior in the context of this sample. This
finding is in line with previous studies, which
state that opportunity is only one component in
a multivariate model of illegal behavior, and that
pressure and predisposition (e.g., rationalization
or personal values) often play a more dominant
role in triggering deviant actions (Baucus, 1994;
Villaescusa & Amat, 2022).

These results contribute to the literature on orga-
nizational behavior and fraud, namely that not all
elements in the fraud triangle or fraud diamond
always operate linearly and deterministically. The
insignificant influence of opportunity on fraud
indicates the need for a more contextual and in-
tegrative approach to understanding how fraud
emerges and develops in an organizational envi-
ronment. This study also recommends strength-
ening the culture of integrity and internal supervi-
sion as a barrier when the regulatory system can-
not yet provide optimal certainty.
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Table 4 also shows that Rationalization has a sig-
nificant positive effect on fraud. These results
support the theory that individuals who can ra-
tionalize their behavior are more likely to engage
in fraud. Rationalization plays an important role
in the psychological process that allows individ-
uals to ignore their ethical and moral norms in
the context of fraud. The study results show that
Rationalization has a significant positive effect on
fraud, emphasizing the importance of the psycho-
logical dimension in understanding this deviant
behavior. Rationalization allows individuals to
justify their unethical actions, thereby reducing
feelings of guilt and creating internal justification
for actions that are contrary to social and moral
norms.

Previous research has shown that rationaliza-
tion of workplace fraud can be measured through
eight dimensions reflecting how individuals jus-
tify their actions. They found that rationalization
was positively correlated with Machiavellian traits,
and negatively with empathy, indicating that ma-
nipulative and less empathetic individuals are
more likely to rationalize fraudulent acts (Yang &
Chen, 2023).

Other studies also support this finding, stating
that rationalization is an important predictor of
fraudulent behavior based on legal case analysis.
They identified that fraudsters often use moral jus-
tifications such as “for the sake of others” or “be-
cause of the force of the situation” to reduce the
moral burden of their actions (Ameer & Othman,
2021). These findings suggest that rationalization
is not just a supporting aspect but a major com-
ponent in the psychological constructs that en-
able fraud. Therefore, fraud prevention strategies
should focus not only on supervision and punish-
ment but also on ethical education and developing
a strong moral character to reduce the potential
for rationalizing deviant behavior.

However, Work Pressure does not have a signifi-
cant effect on fraud. The results of this study in-
dicate that work pressure has no significant effect
on fraud behavior. Judging from the complexity
of psychological and contextual factors that influ-
ence individual decisions to commit deviant acts.
This finding suggests that work pressure, although
often assumed to be the main trigger for fraud
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behavior in the fraud triangle model, may not be
strong enough to encourage someone to commit
fraud without the presence of other supporting
factors.

This study reinforces previous research, which
concluded that workplace pressure does not sig-
nificantly influence fraud behavior. Although em-
ployees face pressure, it does not automatically en-
courage fraud, because other factors such as ratio-
nalization and opportunity have a more decisive
role (Sham etal., 2023). Similar findings also found
that internal individual factors, such as moral val-
ues and personal integrity, played a greater role in
inhibiting fraud despite being in a stressful work
environment (Sham et al., 2023). Other studies
have also shown that incentives have a stronger
influence than work pressure in driving the inten-
tion to commit fraud. They explicitly distinguish
between pressures and incentives, and find that
incentives are more effective in influencing a per-
son’s intention to commit deviant acts (Knisley &
Lin, 2022). Thus, these results indicate that work
pressure is not the dominant factor in encourag-
ing individuals to commit fraud. Instead, other
variables such as rationalization, opportunity, and
personality factors significantly influence shaping
fraud behavior. Therefore, fraud prevention efforts
must focus on strengthening ethical values and in-
ternal controls, instead of focusing solely on work
pressure management.

The mediation effect in the Legal Ambiguity (LA)
- Opportunity (Ot) > Fraud (Fr) model presented
in Table 5 shows that the relationship is not signifi-
cant, which means that although Legal Ambiguity
can affect Opportunity, this mediation path does
not have a significant effect on the occurrence of
fraud. The study results show that the mediating
relationship of Legal Ambiguity to fraud behavior

Table 5. Mediation and moderation test results
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through the Opportunity variable is not signifi-
cant, providing a new understanding of the com-
plexity of legal dynamics and their effect on fraud.
This finding implies that although vagueness in
legal regulations can create gray spaces that theo-
retically open up opportunities for fraud, not all
conditions of legal ambiguity are directly trans-
lated by individuals into deviant actions.

Legal ambiguity may serve as a deterrence tool in
some contexts, as individuals avoid risk in uncer-
tain situations. In this context, increased ambigu-
ity can reduce lawless behavior, especially when
the level of certainty of law enforcement is low
(Barnum & Nagin, 2021). Other studies have also
shown that legal ambiguity in the US tort system
creates significant uncertainty for businesses and
insurers. However, this uncertainty has more of
an impact on costs and market volatility, rather
than directly on the increased propensity for fraud
by individuals (Geistfeld, 2011).

Other research also reinforces that although am-
biguity in financial and accounting systems can
create structural opportunities for fraud, its re-
alization is highly dependent on trust and social
control elements. Not all ambiguity automatically
encourages fraud if no other mechanisms rein-
force individuals’ intentions and opportunities to
violate them (Haines, 2011). This result shows that
legal ambiguity is not always a direct trigger for
fraud behavior through the opportunity path. The
absence of a significant effect of this mediation
path confirms that the effect of legal ambiguity
on fraud is highly dependent on the social context,
the level of law enforcement, and other accompa-
nying psychological and organizational factors.

Legal Ambiguity (LA) > Rationalization (Rs) >
Fraud (Fr) shows a significant effect. This shows

Variable Original sample Sample mean Standard deviation t-statistics p-values
(0) : (M) (STDEV) (]O/STDEV])

LA=> Ot Fr 0.036 0.035 0.033 1.072 . 0.284
LA% - 9Fr e o S e e
LA% s 9 - | e 00070598 e
CpxWP S Fr o083 0080 006s . 1270 0204
CpxRs>Fr a1 -0180 0060 . 282 0005
Cpx o eFr P e
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that rationalization is a significant mediator be-
tween legal ambiguity and fraud, supporting the
hypothesis that individuals who rationalize le-
gal ambiguity are more likely to engage in fraud.
This finding suggests that psychological factors
are important in linking legal ambiguity with the
tendency of individuals to commit fraud. Legal
vagueness creates interpretive space in this con-
text, allowing individuals to justify their deviant
behavior. When the law does not provide firm
boundaries, individuals use moral or cognitive
justifications to calm the internal dissonance aris-
ing from unethical actions, thereby increasing the
risk of fraud.

Previous research has found that individuals
who rationalize their behavior, especially in le-
gally or ethically grey environments, are more
likely to commit fraud (de Oliveira et al., 2020).
Rationalization in this context appears as an at-
tempt to distort or shift moral norms to fit the
actions taken, such as considering the behavior
not wrong because “everyone does it too” or be-
cause they feel “entitled” under certain conditions.
Besides, other studies have developed a rational-
ization scale in the context of occupational fraud.
They show that individuals with a high ability
to rationalize deviant actions are more prone to
fraudulent behavior, especially when faced with
weak moral pressure or unclear rules. Legal am-
biguity, in this case, provides space for the ratio-
nalization process to develop without substantial
normative barriers (Yang & Chen, 2023).

Furthermore, the vagueness of legal and moral
norms (referred to as normative ambiguity) cre-
ates psychological conditions that encourage
middle-class people to accept or even engage in
investments that are proven to be fraudulent. In
this study, legal ambiguity creates uncertainty
and provides moral justification for unlawful ac-
tions, as the line between legal and illegal becomes
blurred (Leslie, 2022). This finding confirms that
rationalization acts as a cognitive bridge that al-
lows individuals to transform legal doubts into
moral justification for fraud in legal uncertainty.
Therefore, fraud prevention strategies need to fo-
cus not only on improving the legal system to be
more precise and consistent but also on ethics ed-
ucation and character building to reduce the ten-
dency to rationalize deviant behavior.
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Legal Ambiguity (LA) > Work Pressure (WP) >
Fraud (Fr) also does not show a significant effect,
which indicates that although there is a relation-
ship between Legal Ambiguity and Work Pressure,
this path does not contribute to increasing the
likelihood of fraud. This finding implies that al-
though legal ambiguity may trigger psychological
or work pressure due to uncertainty of roles and
responsibilities, such pressure does not necessar-

ily increase the tendency of individuals to commit
fraud.

Previous research has shown that psychological
distress can trigger automatic emotional respons-
es, but does not necessarily lead to risky or devi-
ant actions. They note that only individuals with
high levels of anxiety tend to show more impulsive
decision-making under ambiguous conditions. In
contrast, most individuals do not consistently re-
spond to pressure in a way that increases deviant
behavior (Soshi et al., 2021). These results are con-
sistent with the fraud triangle theory framework,
where pressure is considered one of the fraud driv-
ers. However, as shown in the research (Sham et
al., 2023), work pressure is not the main predictor
of fraud behavior without accompanying ratio-
nalization or opportunity, in the context of legal
uncertainty, the pressure that arises can be damp-
ened by other factors such as organizational cul-
ture, personal integrity, or a strong internal con-
trol system. These results show that legal uncer-
tainty can indeed create work pressure, but not all
forms of pressure lead to fraud. Psychological me-
diation factors, such as rationalization and moral
disengagement, are more appropriate to explain
the transformation of legal uncertainty conditions
into fraud behavior.

Table 5 also shows the results of the capabil-
ity moderation test on the three driving variables
of fraud. The results in the Cp x Work Pressure
(WP) > Fraud (Fr) model show an insignificant ef-
fect, which means that the interaction between
Capability and Work Pressure has no direct effect
on fraud. This finding shows the limitations of the
role of individual abilities in strengthening the im-
pact of work pressure on fraud. In the framework
of fraud diamond theory, capability is considered
an important element that enables individuals to
execute fraud effectively. However, these results
suggest that while individuals may be able to com-
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mit fraud, work pressure alone is not enough to
trigger such behavior, even when the individual is
competent. The insignificance of the moderating ef-
fect between capability and work pressure on fraud
suggests that not all combinations of personal and
situational factors can strengthen fraud tendencies.
Factors such as financial pressure, moral disengage-
ment, and clear opportunities seem to have a stron-
ger role in enhancing the role of capability.

Cp x Rationalization (Rs) > Fraud (Fr) shows a sig-
nificant negative effect, which means that the in-
teraction between Capability and Rationalization
can reduce the possibility of fraud. This suggests
that an increase in capability, accompanied by the
ability to rationalize, can deter fraud. This find-
ing makes an important contribution to the fraud
diamond literature by highlighting that individ-
ual capabilities do not solely function as fraud
facilitators but can act as cognitive and moral
filters, especially when combined with a more
reflective awareness of rationalization. The find-
ings emphasize the importance of strengthening
positive rationalization dimensions and ethical
values in high-capability individuals. This can
translate to integrity training, professional ethics,
and strengthening organizational cultures that
encourage moral accountability in organizations.

Problems and Perspectives in Management, Volume 23, Issue 3, 2025

Thus, a person’s ability is not only seen in terms of
potential risk, but also from their role as a protec-
tor against deviant behavior.

While Cp x Opportunity (Ot) > Fraud (Fr) does
not show a significant effect, which means that the
interaction between Capability and Opportunity
has no significant impact on fraud, this finding
shows that even though individuals have the tech-
nical and psychological ability to commit fraud,
the available opportunities are not always utilized
if a strong internal drive or justification does not
accompany them. Within the framework of fraud
diamond theory, capability serves as a prerequi-
site for individuals to commit fraud effectively.
However, these results show that capability does
not necessarily lead to fraud when the opportuni-
ty is not considered attractive, safe, or in line with
personal values. This finding implies that fraud
prevention is insufficient to limit opportunities or
evaluate individual capabilities. However, a more
holistic approach is needed that includes ethical
aspects, organizational culture, and internal con-
trol systems that can mitigate opportunities and
suppress internal motivation. The interaction be-
tween ability and opportunity only becomes sig-
nificant when individuals have moral justification
or strong pressure to act deviantly.

CONCLUSION

This study aims to examine the influence of legal ambiguity on fraud through rationalization, oppor-
tunity and work pressure. The results of the study show that legal ambiguity, rationalization, and work
pressure affect fraud, both directly and through mediation and moderation paths. In particular, the
mediation path between LA and fraud through rationalization shows a significant effect, which indi-
cates that rationalization can strengthen the effect of legal ambiguity on fraud. In contrast, mediation
through opportunity and work pressure did not show a significant effect, meaning these two factors do
not mediate the effect between legal ambiguity and fraud. In terms of moderation, the moderation be-
tween ability and rationalization shows a significant effect, which indicates that ability can strengthen
the effect of rationalization on fraud. However, the moderation between ability and work pressure and
the moderation between ability and opportunity on fraud did not show a significant effect.

This research contributes to the development of theory in risk management and organizational behavior,
especially in the context of fraud. The results confirm the importance of legal ambiguity and rational-
ization as significant factors in increasing the tendency of fraud, and provide a new understanding of
the interaction between these factors. This study also expands insights into the mediating and moderat-
ing effects in the relationship between fraud-related factors. Academically, these results open up oppor-
tunities for further research into the role of psychological and social factors in fraud behavior, as well
as how external elements such as organizational policies and legal systems may interact with individual
factors to influence fraud propensity.
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The results of this study have important implications for managers, policy makers, and practitioners in
the fields of risk management and corporate governance. The findings that legal ambiguity and rational-
ization play a significant role in increasing fraud risk suggest that organizations must reduce ambiguity
in their legal policies and regulations to prevent potential fraud. Clear and transparent management of
legal regulations, as well as training and development that focuses on ethics and awareness of the nega-
tive impacts of fraud, can help reduce the tendency of individuals to rationalize fraudulent actions.
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APPENDIX A

Table Al. Research variable instrument

Problems and Perspectives in Management, Volume 23, Issue 3, 2025

Variable Measurement
i Misappropriation of assets due to the pressure of need
Welfare dissatisfaction
i Delay in reports
{ Fictitious applications

Fraud (Fr) i Delay in recording

i Borrowing funds on behalf of members

i Self-interest

i Request for kickbacks on financing assistance
Preference for assistance due to gifts

Legal Ambiguity (LA)

: Non-compliance with internal rules

Lack of strict sanctions

i Reward and punishment are not applied
i Violations are not dealt with firmly
: Fear of reporting due to social relations

Unfair rule enforcement

: Rules do not support discipline
i Lack of leadership commitment in enforcing the rules

Opportunity (Ot)

Performance evaluation is not routine
¢ Lack of clarity of authority and responsibility

Weak financing supervision

i Lack of operational supervision

Low fraud detection capability
The supervision system does not require reporting

i Absence of clear financing SOPs

Rationalization (RS)

Justification of the utilization of company assets

i Justification of the temporary use of company money
i Perceived entitlement to personal bonuses

i Demand for better work facilities

Justification for use of company facilities

Work Pressure (WP)

Pressure due to lifestyle
Pressure to own personal assets

: Pressure due to fear of being fired
i Pressure to be the best

Pressure to achieve high performance
Pressure due to job competition

i Pressure due to reward motivation
¢ Insufficient compensation

Pressure from leaders regarding targets
Pressure to maintain performance to be recognized

i Pressure to achieve personal success
i Pressure for career advancement

Capability (Cp)

i Influence of position on financial decisions

i Understanding of the company system

i My ability to make people feel safe and comfortable
Confidence in high competence

i Mastery of the company’s financing system

¢ Ability to analyze the financing system
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