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procedural steps ensured a controlled and comprehensive approach to
Fraud data collection, enhancing the study’s reliability. The test results using the
Moral Independent Sample t-test and contrast test in ANOVA indicated that
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compliance pressure; 2). Low level of moral reasoning; and 3). A
Compliance Pressure combination of being in a condition of obedience pressure and having a
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fraudulent financial reporting dynamics in the public sector, highlighting
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INTRODUCTION

Manipulation of financial reporting is a form of accounting fraud that is widespread in public sector
organizations (Purcell, 2016). Centralization of authority and excessive efforts in achieving budget
realization are the main features of organizations that can actually trigger the emergence of fraud in
financial reporting (Mat et al, 2013). The paradigm shift towards accrual accounting and the
increased use of numerical performance measures have also created incentives and pressure for
public sector managers to prepare financial reports to meet organizational targets (World Bank,
2017). In the Indonesian context, fraudulent financial reporting in the public sector is found to occur
frequently in central and regional government organizations (Sukmadilaga et al.,, 2022) as well as
state-owned enterprises (BUMN) (Achmad et al., 2022).

In several cases in the field, pressure for obedience to superiors has been documented as a major
determining factor in fraudulent financial reporting in the public sector (PricewaterhouseCoopers,
2011). Compliance pressure provides incentives for subordinates to commit fraud thanks to the
superior’s strategic position in determining rewards and punishment for subordinates (Rustiarini et
al., 2019). Testing in the research realm, however, still produces mixed findings. Sofyani and Pramita
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(2013) found that manipulation of government budget realization reports was positively influenced
by superior pressure and retaliation. Cipta (2021) reveals how subordinates who experience
pressure to obey their superiors are willing to commit fraudulent financial reporting in government
organizations in Indonesia. Research by Sukmadilaga et al., (2022) actually did not find a significant
influence of aspects of superior pressure on the emergence of fraudulent financial reports in public
sector organizations in Indonesia.

This research aims to investigate the influence of pressure for compliance with superiors on
fraudulent financial reporting behavior. Furthermore, this research focuses on efforts to minimize
the level of fraudulent financial reporting in government organizations in situations where there is
compliance pressure from superiors for subordinates to do so. There are two mitigating factors that
will be tested, namely the level of religiosity and moral reasoning, with the following considerations.
First, the level of religiosity is expected to arouse ethical sensitivity so that it can stimulate individuals
to prioritize aspects of honesty over fraudulent behavior (Rashid and Ibrahim, 2007). Recent
research also reveals how the level of religiosity can be related to an individual’s degree of tolerance
for fraud (Knechel and Mintchik, 2022). Several studies have found that the level of religiosity has a
negative effect on fraudulent financial reporting behavior (Said et al., 2018). However, evidence of
the effect of its interaction with compliance pressure is still found to be inconsistent, namely that it
can be significant (Cipta, 2021) or not significant (Nafiati and Ainy, 2022) on fraudulent financial
reporting.

Second, individual moral reasoning can also be related to individual decisions to behave ethically
(Liyanarachchi and Newdick, 2008). Moral reasoning focuses on how individuals think and consider
moral dilemma situations and determine the right and wrong actions in these conditions (Belgasem-
Hussain and Hussaien, 2023). In fact, moral reasoning is observed to be able to determine individual
ethical behavior when under conditions of social pressure (Lord and DeZoort, 2001). Research by
Khusnah and Soewarno (2022) found that moral reasoning has a positive effect on the preventing
fraud in financial reports of public institutions in Indonesia. Shawver and Shawver (2018) found that
individuals with a high level of moral reasoning were more likely to be willing to report orders from
superiors to commit fraudulent financial reporting compared to individuals with a low level of moral
reasoning.

This research targets findings in the form of a model for mitigating fraudulent financial reporting
behavior to be applied to government organizations in Indonesia so that service delivery to the
community becomes more efficient. This research also targets contributions both theoretically and
practically, as follows: 1). For the field of education, the results of the research will contribute ideas,
references and academic models related to the field of Economics in general and the sub-field of
Accounting in particular; 2). For interested parties, namely the government, research result can
provide input for the formulation of organizational management policies that are more effective,
efficient and accountable.

This research contributes to the literature by providing a nuanced understanding of the complex
interplay between obedience pressure, moral reasoning, and fraudulent financial reporting in the
public sector. While existing studies have acknowledged similar factors, this work delves deeper into
the multifaceted dynamics, emphasizing the critical roles of internal control mechanisms highlighted
through its exploration of religiosity’s impact on fraudulent behavior, showcasing the complexities
beyond religious considerations and the need for nuanced measurement tools (Ahmadi et al., 2013;
Hickman, 2013; Stapleton, 2013). Furthermore, the study’s focus on the Indonesian context enriches
the international literature by providing a comprehensive examination of fraudulent financial
reporting within a specific cultural and organizational setting, shedding light on the unique
challenges and potential solutions in a global context (Sukmadilaga et al., 2022; Achmad et al., 2022).
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LITERATURE REVIEW
Financial reporting fraud

Fraudulent financial reporting or financial statement fraud is an action carried out deliberately and
covertly to manipulate an organization’s financial reports, thereby giving a false or misleading
impression of the organization’s performance and financial condition (Bedard et al., 2020). There are
several types of financial reporting fraud, including: 1). False revenue recognition, by which
organizations can report revenue that does not exist or has not been received, or increase existing
revenue by manipulating data and documents, by which organizations can minimize costs or delay
bill payments; 3). Asset value manipulation, whereby organizations can exaggerate asset values or
eliminate unpaid debts to increase net assets and liquidity; 4). Manipulation of financial reports,
where organizations can falsify financial reports by manipulating the data and information
presented, such as making false reports or covering up losses with other profits (Committee of
Sponsoring Organizations of the Treadway Commission, 2013). The impact of fraudulent financial
reporting can be very detrimental to the organization and other stakeholders. In the short term,
fraudulent financial reporting can have a positive impression on organizational performance, but will
disrupt investor and market confidence and cause large financial losses in the long term (Association
of Certified Fraud Examiners, 2021).

Compliance pressure

Compliance theory states that orders given by someone who has authority can influence the behavior
of other people because the authority they have is a form of legitimate power (Dezoort and Lord,
1994). In other words, compliance behavior can arise due to the perception of the recipient of the
order regarding the ownership of the power of the person giving the order which originates from the
hierarchical position of each party in a formal legal organizational structure. Milgram (1963, 1974),
as the developer of classical obedience theory, emphasized that individuals who experience pressure
to obey orders from their superiors can blindly carry out these orders even though they actually
conflict with their attitudes, beliefs and values. This is because under conditions of pressure for
obedience, subordinates no longer view themselves as individuals who act based on their own free
will, but rather act as agents who are carrying out their superior’s orders.

Pressure for obedience can make a subordinate willing to act unethically according to the orders of
a superior. The subordinate will assume that all the consequences of this action are immediately the
responsibility of the person giving the order, while he only acts as an agent implementing the order
(Milgram, 1974). In other words, under conditions of obedience pressure, subordinates will delegate
responsibility (displacing responsibility) for their actions to their superiors. This rationalization of
delegation of responsibility is the most reasonable cognitive mechanism for someone to continue
committing fraud even though the perpetrator 1). Is aware that the action is classified as unethical;
2). Has used his intuition and moral reasoning to decide that the action is unacceptable; and 3). Have
felt negative emotions (negative affect), such as psychological discomfort and guilt, before the
unethical act was actually carried out (Murphy and Dacin, 2011).

The effect of compliance pressure on fraudulent financial reporting behavior

According to agency theory, there is an agent-principal relationship between the individual as agent
and his superior as principal. Agents have a responsibility to report financial information accurately,
but superiors may apply pressure to report information that shows better performance, or covers up
deficiencies or weaknesses in financial reports. In situations like these, agents can feel compliance
pressures and may feel forced to comply with superiors’ whishes even though they violate applicable
accounting principles. Therefore, pressures for compliance with superiors can increase the
possibility of fraudulent financial reporting behavior.
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Stalebrink and Sacco (2007) see pressure as one of the factors that contributes to fraudulent financial
reports in government. According to the Austrian perspective, individuals tend to commit fraud when
they feel stressed or in a threatening situation. Pressure can come from the organizational
environment such as unrealistic performance targets, lack of supervision, or excessive demand from
superiors. However, in the context of government, pressure can also come from political pressure of
pressure from society to achieve certain goals. Ultimately, individuals may rationalize their
fraudulent behavior as an attempt to meet the demands or pressures they are experiencing. This
occurs when employees feel pressure from superiors to obtain better performance results or achieve
targets that are difficult to achieve, so they feel forced to engage in fraudulent behavior in financial
reporting. Thus, the hypothesis in this research is as follows:

H1: Fraudulent financial reporting behavior is found to be lowest in individuals who are not in a
situation of compliance pressure

The influence of the level of religiosity on fraudulent financial reporting behavior

The theory of religious ethics states that religious beliefs and religious practices can influence a
person’s ethical behavior. In the context of fraudulent financial reporting in government
organizations, individuals with a high level of religiosity tend to consider the moral and ethical values
taught by their religion in making decisions, including in choosing whether or not to be involved in
fraudulent financial reporting behavior. In this case, more religious individuals may have higher
moral motivation and social responsibility, which may help prevent fraudulent behavior.

Research conducted by Khan et al. (2019) discussed the relationship between religiosity and ethical
behavior among business students in Pakistan. The research results show that religiosity has a
positive and significant effect on ethical behavior in the business environment. This research
provides a theoretical basis that the level of religiosity can influence a person’s ethical behavior in a
business context. In the context of fraudulent financial reporting in government organizations, more
religious individuals may have higher moral motivation to prevent fraudulent behavior and consider
the social impact of their actions. Therefore, it can be assumed that the level of religiosity can also
influence fraudulent financial reporting behavior in government organizations. Thus, the hypothesis
in this research is as follows:

H2: Fraudulent financial reporting behavior is found to be lowest in individuals with a high level of
religiosity

The influence of moral reasoning on fraudulent financial reporting behavior

Individuals can use moral reasoning to consider the ethical consequences of their actions. In the
context of fraudulent financial reporting behavior, individuals with a high level of moral reasoning
are more likely to consider ethical values and the social impact of their actions, so they tend to avoid
unethical behavior. In contrast, individuals with a low level of moral reasoning are more likely to
consider their personal benefits and individual interests, so they are more likely to engage in
fraudulent financial reporting behavior.

Trevino et al., (2006) examined the relationship between moral reasoning and ethical behavior in an
organizational context. The research results show that individuals with a high level or moral
reasoning are more likely to make ethical decisions in organizations. This research provides a
theoretical basis that the level of moral reasoning can influence ethical behavior in an organizational
contest. In the context of fraudulent financial reporting in government organizations, moral
reasoning can be an important factor influencing individual decisions in considering the ethical
consequences of their actions. Therefore, it can be assumed that the level of moral reasoning can also
influence fraudulent financial reporting behavior in government organizations. Thus, the hypothesis
in this research is as follows:
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H3: Fraudulent financial reporting behavior is found to be lowest in individuals with a high level of
moral reasoning.

The interaction effect of compliance pressure, level of religiosity, and moral reasoning on
fraudulent financial reporting behavior

Compliance theory suggest that individuals tend to obey orders or demands from people who hold
higher positions in the organizational hierarchy. Therefore, compliance pressure exerted by
superiors or leaders can influence an individual’s tendency to commit fraudulent financial reporting.
Moral and religious theories can also influence fraudulent financial reporting behavior. An
individual’s level of religiosity can influence an individual’s moral judgment and integrity. Individuals
who have a high level of religiosity tend to have conservative moral views and apply religious values
in everyday life, including at work. The level of moral reasoning can also influence fraudulent
financial reporting behavior. Individuals who have a high level of moral reasoning tend to have a
better understanding of what is right or wrong in complex situations.

Theoretically, it can be assumed that high compliance pressure can reduce the influence of the level
of religiosity and level of moral reasoning on fraudulent financial reporting behavior. In other words,
individuals who experience high levels of compliance pressure may tend to ignore moral or religious
values and commit unethical or inappropriate actions.

Zulkarnain, Susilowati and Nurhayati (2020) in their research found that pressure for obedience to
superiors has a positive effect on fraudulent financial reporting behavior in government
organizations. In this research, compliance pressure on superiors is defined as the influence of
superiors who force subordinates to take actions that are not in accordance with norms and ethics in
financial reporting. The research results show that the higher the level of pressure for compliance
with superiors felt by employees, the higher the possibility of fraudulent financial reporting behavior.
Apart from that, this research also found that morality and education have a negative effect on
fraudulent financial reporting behavior, meaning that the higher the employee’s morality and
education level, the lower the possibility of fraudulent financial reporting behavior. Thus, the
hypothesis in this research is as follows:

H4: Fraudulent financial reporting behavior is found to be lowest in individuals who are not in a
situation of compliance pressure, have a high level of religiosity and also a high level of moral
reasoning.

RESEARCH METHODS

Research design

This research applies a type of experimental research with a 2x1 factorial design between subjects.
The factor (independent variable) that is manipulated is compliance pressure to commit fraudulent
financial reporting (TK) versus no compliance pressure (TTK). The experimental design is depicted
as presented in

Compliance Pressure

Moral Reasoning
Level of Religiosity

Compliance Pressure (TK) GROUP 1

No Compliance Pressure (TTK) GROUP 2

Figure 1: Experimental design
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Participants

Research participants were accountants at several Public Accounting Firms.

Procedure

Two experimental sessions were carried out in separate places and times. In the first session,
participants were instructed to work on three cases to measure their level of moral reasoning and
answer 22 questions that measured their level of religiosity. The results of measuring each value of
the two variables (high versus low moral reasoning and high versus low levels of religiosity) will be
the basis for distributing participants to different groups in the second session. In the second session,
participants carried out experimental tasks randomly in two different conditions, namely a). the
condition that they received pressure from their superiors to commit fraudulent financial reporting
and b). the condition that they did not receive pressure from their superiors to commit fraudulent
financial reporting. The experimental procedure carried out is as follows:

1)
2)

3)

4)

5)
6)

7)
8)

Researchers, Actors and Staff prepare in the room.

Participants enter the main seminar room, fill in the attendance list and take the form and table
number randomly at the Staff table then occupy the table according to the number they have
obtained. Participants then fill out a statement of consent form to take part in activities and a
preliminary questionnaire. The form is submitted to Staff (+ 5 minutes).

The Researcher introduced the Actor as PDIA Student, a Research Assistant who came from the
Directorate General of Regional Development of the Ministry of Home Affairs. The Researcher
said that the Actor will guide the course of experiment because the Actor understands the
substance of the research better, while the Researcher will only evaluate at the final stage after
the experiment is complete. The Researcher gave confirmation to the participants to follow all
directions and instructions from the Actor during the experimental process. The Researcher and
Staff then leave the room (+ 5 minutes).

The Actor reintroduces himself and provides a general overview of the research topic, namely
the regional government accounting system in Indonesia. The Actor reiterated to the participants
to follow his directions and instructions during the experimental activities as previously
conveyed by the Researcher. It was also conveyed that the Actor would provide a report to the
Researcher regarding of the experiment, including if there were participants who were deemed
not to have met the requirements (* 5 minutes).

The Actor provides material related to local government accounting systems (+ 20 menit)

The Actor distributes quiz sheets related to material and work instructions in hardcopy form to
each participant. While asking participants to pay attention to the sheet provided, the Actor reads
aloud the information provided on the instruction sheet. At the end of the reading, the Actor
ensures to the participant whether there are things that are unclear that can be discussed first
before the participant carries out the work process (+ 5 menit).

Participants are allowed to take the quiz on a hardcopy answer sheet (+20 menit).

The Actor said that the final results would be assessed by the Researcher. The procedure is that
participants will send a copy of the answers from the hardcopy sheet to the main Google form
link provided. Before sending, participants are given the opportunity to check the correctness of
the quiz answers themselves using the answer key provided by Actor. The Actor then pulled out
the hardcopy answer sheet and asked the participant whether the participants was able to get
maximum results from completing the quiz. Afterwards, the Actor provided superior pressure
treatment by conveying that the success of the research was largely determined by the
participants’ performance in answering the quiz. For this reason, the Actor persuades
participants to fill in the answers in the main Google form link based on the answer key provided
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by the Actor. Participants filled out the main Google form link which also contained manipulation
check questions (+ 10 menit).

9) The Actor closes the activity. The Researcher enters the room and together with the Actor
explains the aims and objectives of carrying out the experiment (+ 5 menit).

Research variable

a) The Financial Reporting Fraud variable is defined as the behavior of presenting financial
performance values in financial reports that do not correspond to reality. This variable is
measured as the difference between the actual performance value and the reported performance
value on a ration scale.

b) The superior pressure variable is defined as the condition of giving orders and authorization from
superiors to subordinates to commit fraudulent financial reporting, in the form of presenting
financial performance values in financial reports that do not correspond to reality. This variable
is measured using a dummy scale, namely “0” for the absence of superior pressure and “1” for the
condition of the presence of superior pressure.

c) Variable the level of participants’ moral reasoning was measured using the defining issue test
(DIT). Kohlberg (1971) measured an individual’s level of moral reasoning by asking participants
to solve ethical dilemma situations by selecting several solution options and explaining their
choices. Participants measured their level of moral reasoning using DIT based on P-Score (Post-
Conventional Score). Classification of participants into categories of low and high moral levels by
using the median or middle value of the P-Score determined by Rest (1984) as a theoretical limit.

d) Variable level of Religiosity is defined as a guiding perspective on life that is expressed in beliefs,
narratives, symbols and wordship practices - it is an inner experience of each individual, which
connects individuals with each other and directs actions - their actions (Peterson, 2001). This
variable has four components, namely the cognitive religiosity component, the extrinsic religious
motivation component and the intensity component of religious behavior (Schouten et al., 2014).

Data analysis

The data obtained in this research were analyzed using Independent Sample t-test statistical
technique in order to determine whether there were differences in mean values in the two sample
groups (Hair et al., 2010) - testing hypotheses H1, H2, and H3. Meanwhile, to test the hypothesis, H4
was tested in ANOVA. However, before hypothesis testing was carried out, descriptive statistical
analysis to investigate data quality parameters (mean and standard deviation) was also applied in
this research.

RESULTS AND DISCUSSION
Descriptive statistics

Table L. presents the results of descriptive statistical analysis of research variables as follows. The
level of participants’ religiosity was classified as high (mean religiosity score = 4.0824) with the
distribution of scores for each aspect of cognitive religiosity (mean = 4.4102), intrinsic religious
motivation (mean = 4.3406), extrinsic religious motivation (mean - 3.5438) and the intensity of
religious behavior (4.0938) which is also high. Meanwhile, the participants’ p-score values were
moderate in the range of 0.00 to 53.33 with a mean of 26.1463. Finally, the value of financial reporting
fraud is categorized as low with a mean of 1.5038 in the value range of 0 to 7 units.

Table 1: Descriptive statistics of research variables
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Religiosity Le.v.el o.f P-Score | P-Score level Compliance lgtler;)i)?‘gri}g
Score Religiosity Pressure
Fraud
N Valid 64 64 64 64 64 64
Missing 0 0 0 0 0 0
Mean 4.0824 1.5000 26.1463 1.5313 4844 1.5938
Median 4.0682 1.5000 26.6700 2.0000 .0000 1.0000
Std. Deviation .39996 .50395| 14.50239 .50297 .50371 1.95764
Minimum 3.18 1.00 .00 1.00 .00 .00
Maximum 5.00 2.00 53.33 2.00 1.00 7.00
Hypothesis Test

The effect of compliance pressure on fraudulent financial reporting behavior

The first hypothesis in this study predicts that fraudulent financial reporting behavior is found to
lowest in individuals who are not in a situation of compliance pressure. The results of the
independent sample t-test (Table I1.) indicate that there is a significant difference in mean financial
statement fraud (-1.47605) (p-value = 0.016) between the group that did not receive compliance
pressure treatment (mean = 0.8788) and group that did not receive compliance pressure (mean
cheating = 2.3548). Based on the test results, it can be concluded that the existence of compliance
pressure can give rise to fraudulent reporting behavior. Thus, hypothesis H1 can be stated to be
supported empirically.

Table 2: Hypothesis Testing Results Hy

Compliance N Mean Std. Std. Error Mean Sig.
Pressure Deviation Mean Difference
Financial No Pressure 33 .8788 1.47389 25657 | -1.47605 0.016
Reporting | With Pressure 31 2.3548 2.13773 .38395
Fraud

The influence of the level of religiosity on fraudulent financial reporting behavior

The second hypothesis in this study predicts that fraudulent financial reporting behavior is found to
be lowest in individuals with a high level of religiosity. The results of the independent sample t-test
(Table IIL.) indicate that there is a difference in the mean of financial statement fraud-(0.12500) but
it is not significant (p-value = 0.452) between the group with a low level of religiosity (mean fraud =
1.6563) and the group with high level of religiosity (mean cheating = 1.5313). Based on the results,
it can be concluded that the existence of compliance pressure can give to fraudulent reporting
behavior. Thus, hypothesis H2 can be stated as not supported empirically.

Table 3: Hypothesis Testing Results Hz

Level of N Mean Std. Std. Error Mean Sig
Religiosity Deviation Mean Difference '
Financial Low Religiosity 32 1.6563 2.04165 .36092 .12500 0.452
Reporting High 32 1.5313 1.90050 .33596
Fraud Religiosity

The influence of moral reasoning on fraudulent financial reporting behavior

The third hypothesis in this study predicts that fraudulent financial reporting behavior is found to be
lowest in individuals with a high level of moral reasoning. The results of the independent sample t-
test (Table IV.) indicate that there is a significant difference in the mean of financial statement fraud
(1.51765) (p-value = 0.002) between the group with a low level of moral reasoning (mean fraud =
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2.4000) and the group with high level of moral reasoning (mean cheating = 0.8824). Based on the
test results, it can be concluded that the existence of compliance pressure can give rise to fraudulent
reporting behavior. Thus, hypothesis H3 can be stated to be supported empirically.

Table 4: Hypothesis Testing Results Hs

. Std. Std. Error Mean .
Moral Reasoning N Mean Deviation Mean Difference Sig.
Financial Low Moral 30 2.4000 2.02740 37015 1.51765 0.002
Reporting | Reasoning
Fraud Higher Moral 34 0.8824 1.60991 27610
Reasoning

The interaction effect of compliance pressure, level of religiosity, and moral reasoning on
fraudulent financial reporting behavior

The fourth hypothesis in this study predicts that fraudulent financial reporting behavior is found to
be lowest in individuals who are not in a situation of compliance pressure, have a high level of moral
reasoning. The results of the contrast test in ANOVA (Table V in the shaded part) indicate that the
mean of financial statement fraud in the group that did not receive compliance pressure treatment,
had a high level of religiosity and also a high level of moral reasoning was the lowest (0.3636)
compared to the other groups, but not significant (p-value = 0.841 - Table VI.). Based on the test
results, it can be concluded that compliance pressure, level of religiosity and moral reasoning do not
interact with each other to influence the emergence of fraudulent financial reporting behavior. Thus,
hypothesis H4 can be stated as not supported empirically.

Table 5: Descriptive Statistics of the Interaction between Level of Religiosity, Level of Moral
Reasoning and Compliance Pressure

Levlel. . of | Moral . Compliance Pressure Mean Std. Deviation N
Religiosity Reasoning
Low Religiosity Low Moral | No Pressure 1.8182 1.88776 11
Reasoning With Pressure 3.8571 1.86445 7
Total 2.6111 2.09028 18
Higher  Moral | No Pressure 4000 1.20605 11
Reasoning With Pressure .6667 1.15470 3
Total 4286 1.15787 14
Total No Pressure 1.0909 1.71573 22
With Pressure 2.9000 2.23358 10
Total 1.6563 2.04165 32
High Religiosity | Low Moral | No Pressure .5000 .54772 6
Reasoning With Pressure 3.6667 1.50555 6
Total 2.0833 1.97523 12
Higher  Moral [ No Pressure .3636 .89443 5
Reasoning With Pressure 1.4667 1.99523 15
Total 1.2000 1.82382 20
Total No Pressure 4545 .68755 11
With Pressure 2.0952 2.09535 21
Total 1.5313 1.90050 32
Total Low Moral | No Pressure 1.3529 1.65609 17
Reasoning With Pressure 3.7692 1.64083 13
Total 2.4000 2.02740 30
No Pressure .3750 1.08781 16

4364



Andayani et al.

Experimental Study of the Influence of the Level of Religious

Levlel. . of | Moral . Compliance Pressure Mean Std. Deviation N
Religiosity Reasoning
Higher = Moral | With Pressure 1.3333 1.87867 18
Reasoning Total .8824 1.60991 34
Total No Pressure .8788 1.47389 33
With Pressure 2.3548 2.13773 31
Total 1.5938 1.95764 64

Table 6: Results of ANOVA analysis of interaction between level of religiosity, level of moral reasoning
and compliance pressure

Tests of Between-Subjects Effects
Dependent Variable: Financial Reporting Fraud

Source Type 111 Sum of df Mean Square F Sig.

Squares

Corrected Model 95.965% 7 13.709 5.277 .000
Intercept 128.998 1 128.998 49.658 .000
Level of Religiosity (REL) .359 1 .359 .138 711
Level of Moral Reasoning 38.341 1 38.341 14.759 .000
(MOR)
Compliance Pressure 34.368 1 34.368 13.230 .001
(OBE)
REL * MOR 4371 1 4.371 1.683 .200
REL * OBE 2.844 1 2.844 1.095 .300
MOR * OBE 11.697 1 11.697 4.503 .038
REL * MOR * OBE 105 1 105 041 841
Error 145.472 56 2.598
Total 404.000 64
Corrected Total 241.437 63
a. R Squared = .397 (Adjusted R Squared = .322)

Estimated Marginal Means

Estimated Marginal Means of Fraudulent_Financial_Reporting

Low Moral Reasoning

Moral_Reasoning

High Moral Reasoning

Obedience_Pressure

—— Without Pressure
— With Pressure

Figure 4: Interaction plot of compliance pressure and level of moral reasoning

Additional analysis

4365



Andayani et al. Experimental Study of the Influence of the Level of Religious

The results of additional analysis using ANOVA (Table VI.) indicate a significant interaction effect
between the level of moral reasoning and compliance pressure in influencing fraudulent financial
reporting behavior (p-value = 0.038). As depicted in the graphic in the graphic plot in Figure 4.1., the
value of fraudulent financial reporting in the group that received compliance pressure (red line) was
found to be lower for participants with a high level of moral reasoning compared to participants with
a low level of moral reasoning.

DISCUSSION

Our research findings underscore the multifaceted dynamics underlying fraudulent financial
reporting. Shedding light on the critical interplay between obedience pressure, moral reasoning, and
the nuanced ethical considerations that guide individuals’ decisions in organizational settings. The
results reveal a significant influence of obedience pressure, with the Actor figure’s impact
manifesting as a powerful determinant of participants’ willingness to engage in fraudulent financial
reporting. Obedience pressure has been extensively studied in the realm of psychology and
organizational behavior, highlighting the powerful influence of authority figures on individuals’
compliance with unethical directives. The findings of our research align with the classic experiments
of Stainley Milgram (1963, 1974), emphasizing the propensity of individuals to adhere to authority
figures even when it conflicts with their moral compass. Our findings align with prior research
emphasizing the profound impact of superior-subordinate dynamics on employees’ behavior (Nafiati
and Ainy, 2022; Stalebrink and Sacco, 2007). This further corroborates the extensive literature
highlighting the susceptibility of individuals to conform to authority figures directives, especially
when performance assessments and career advancements are at stake (Cipta, 2021; Sofyani and
Pramita, 2013).

Furthermore, our study provides compelling evidence underscoring the pivotal role of moral
reasoning in mitigating fraudulent financial practices. Participants demonstrating a higher level of
moral reasoning exhibited a heightened resistance to engaging in fraudulent financial activities,
underscoring the ethical considerations that guide their decision-making processes (Kohlberg,
1971). Moral reasoning serves as a cognitive process through which individuals evaluate and
navigate ethical dilemmas, guiding their actions based on ethical values and norms. Our findings are
consistent with contemporary research emphasizing the ethical guidance provided by robust moral
reasoning, enabling individuals to navigate complex ethical dilemmas and upload ethical standards
in morally ambiguous situations (Khusnah and Soewarno, 2022; Sharma, 2022).

However, our investigation did not yield conclusive evidence supporting the influence of religiosity
on fraudulent financial reporting behavior. While the significance of religiosity in shaping
individuals’ attitudes towards behavior has been acknowledged (Ajzen, 1991), our research suggests
that the relationship between religiosity and ethical decision-making in the context of fraudulent
financial reporting remains enigmatic. While religious beliefs and values of the inform individuals’
ethical perspectives, the complexity of ethical decision-making extends beyond religious
considerations. This complexity may be attributed to the intricate interplay of emotional involvement
and personal experiences in an individual’s assessment of ethical behavior, thereby highlighting the
multifaceted nature of ethical decision-making processes (Ahmadi et al., 2013; Hickman, 2013;
Stapleton, 2013). This aligns with the socio-psychological perspective of Albert Bandura emphasizing
the diverse array of factors that shape human behavior, including religious beliefs and moral
disengagement mechanisms that can potentially override religious teachings (Bandura, 1997).

CONCLUSION
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Our study highlights the multifaceted nature of factors influencing fraudulent financial reporting
behavior in the public sector, particularly focusing on the impact of obedience pressure, religiosity,
and moral reasoning. The findings highlight the critical role of obedience pressure and moral
reasoning as determinants of fraudulent financial reporting, emphasizing the susceptibility of
individuals to comply with unethical directives from superiors. Furthermore, the non-significant
influence of religiosity on fraudulent financial reporting behavior emphasizes the need for
organizations to prioritize comprehensive ethical training and strengthen internal control
mechanisms to foster a culture of integrity and ethical accountability.

While our study sheds light on crucial aspects of fraudulent financial reporting behavior, certain
limitations warrant consideration. The inadequacy of instrument in capturing the intricate nuances
of religiosity’s influence on fraudulent financial reporting calls for a more comprehensive and
nuanced measurement tool. Future research should focus on refining the methodology to encompass
amore holistic understanding of the multidimensional aspects of religiosity that could impact ethical
decision-making. Additionally, the controlled experimental conditions, while relevant to the research
context, may not fully encapsulate the complexities of real-world organizational dynamics,
warranting cautious interpretation of the findings in practical contexts (Schouten et al., 2014).

The implications of our research offer valuable insights for enhancing the ethical landscape within
the public sector. Emphasizing the need for robust supervision and control mechanisms, our findings
advocate for the implementation of rigorous monitoring systems to deter fraudulent practices and
cultivate a culture of integrity (Nafiati and Ainy, 2022). The establishment of accessible
whistleblowing channels serves as a critical avenue for employees to report unethical practices,
enabling the timely identification and prevention of fraudulent activities (Rustiarini et al., 2019).
Moreover, our study underscores the importance of fostering an organizational culture that
prioritizes transparency and ethical conduct, thereby fortifying the public sector’s integrity and
promoting public trust.

Our research underscores the importance of integrating a comprehensive framework that addresses
obedience pressure, moral reasoning, and the broader ethical landscape within the public sector. By
implementing tailored strategies that bolster ethical awareness and accountability, government
organizations can foster a culture of integrity and transparency, thus fortifying their ethical
frameworks and promoting sustainable and responsible practices.

The study’s examination of obedience pressure and moral reasoning within the public sector’s ethical
landscape adds depth to the existing international literature, shedding light on the multifaceted
influences that shape fraudulent financial reporting behavior in organizational contexts worldwide.
The proposed framework for integrating ethical awareness and accountability strategies in
government organizations extends its relevance beyond the Indonesian setting, providing valuable
insights for promoting integrity and sustainability in public sector practices internationally.
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