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Abstract   

 

The Indonesian government’s policy to maximise the role of the village through village autonomy that provides 

flexibility to manage and organise village households cannot be over-emphasised. The research is motivated to 

ensure the relationship between good village governance and national economic development is sustained and 

maintained in order to restore community empowerment and village potential over time. Hence, this paper 

examines the effectiveness of the principles of Good Village Governance (GVG) of the village financial system 

in fraud prevention. The good village governance dimension comprises participation, law enforcement, 

transparency, responsiveness, consensus orientation, equity, effectiveness and efficiency, accountability, and 

strategic vision. 
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1. INTRODUCTION  

 

The structure of the Indonesian government consists of central and local governments that have changes in 

authority, particularly in the constitutional system from centralization to decentralization. One of the government's 

steps in realizing development to achieve prosperity and prosperity, as well as fairness and sustainability, law No. 

6 of 2014 was established in villages. The Indonesian Government establish that law to maximize the role of the 

village through village autonomy that gives the flexibility to organize and manage village households in 

accordance with concurrent regulations. It is expected that the village is able to develop independently in various 

sectors. Village autonomy needs to get the support of both central and regional governments to become a pillar 

and driver in national economic development. The relationship between village autonomy and national economic 

development is sustainable, so community empowerment and village potential need to be improved over time.  

 

Government support in achieving independence and national economic development requires adequate village 

finances. Village financial resources come from Village Original Revenue, Village Funds, Village Fund 

Allocation, and other sources of income. The support of the central and local governments is shown through the 

Village Fund derived from the Central Government Revenue and Expenditure Budget and the Regional Revenue 

and Expenditure Budget of the Regency/City. The allocation of Village Funds comes from the balance funds 

received by the Regency/City in the Regional Revenue and Expenditure Budget after deducting the Special 

Purpose Allocation Fund and then channelled to the Village Cash Account.  The funds provided are budget funds 

mandated to village officials to be managed for the benefit of the village. The central government will provide 

these funds to the village government directly to carry out development efficiently but must provide budget 

reporting for each village. 

 

The results of village finance in some areas become supporters of community welfare, equitable rural 

development, and the developing of the rural economy (Fathia & Indriani, 2020). The allocation of village finances 
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that increased year after year received attention from researchers  (Atmadja & Saputra, 2017). Therefore, village 

financial management must pay attention to and obey the general principles of village financial management, 

namely orderly, obedient to laws and regulations, transparent, accountability, and participatory by paying attention 

to the principles of justice, propriety and benefits (Taufik, 2009). Village financial management aims to realize 

the village with a strong, developed, independent and democratic people, so as to be able to carry out the 

implementation of government and development towards a just, prosperous, and prosperous people. According to 

the Minister of Home Affairs Regulation No. 20 of 2018, the village financial management system includes 

planning, implementation, management, reporting and accountability. The financial management of the village is 

in the form of all village rights and obligations that can be assessed with money and everything in the form of 

money and goods related to the implementation of village rights and obligations. These rights and obligations lead 

to income, financing, and financial management of the village. 

 

However, it is not easy to build public trust in the village's financial management given the failure of the village 

government's performance in the past (Rahayu, Ekasari, & Mukoffi, 2021). Therefore, to build this trust, it is 

necessary to manage the village's finances properly and honestly  (Karimah, Saleh, & Wanusmawatie, 2014), the 

higher the level of accountability, the better public trust will be (Aprilia, 2019). Village fund accountability and 

allocation of village funds are a form of public financial accountability, but village financial management is 

currently vulnerable to the possibility of fraud. There are several theories about fraud, but the triangle theory 

initiated by Cressey (1953) and Wolfe and Hermanson’s fraud diamond (2004) are more relevant because they 

use only the following elements: pressure, rationalization, and opportunity. However, Capability element is not 

appropriate to village situations that have low human resource competence (Asrori, 2014).  

 

Based on the Indonesian Corruption Watch (ICW) report in the first semester 2021, Village funds are vulnerable 

to corruption. This caused the village government to become the largest perpetrator of corruption cases, where 

there were 62 cases of corruption carried out by the village government, then 60 cases of corruption by the district 

government and 17 cases by the central government (Wijaya, 2021). The act of fraud occurs because government 

agencies have complex organizational structures, complicated bureaucratic systems, low control systems, and high 

pressure (Sulastri & Simanjuntak, 2014). Organizational characteristics such as those above increase the chances 

of fraud. Fraud occurs due to weak internal control (Sudarmanto & Utami, 2021), dishonest officers (Rahayu, 

Rahmayati, & Narulitasari, 2019) and having no integrity (Cahyadi & Sujana, 2020). 

 

The United Nations Development Programme (UNDP) and the World Bank introduced a new terminology called 

good governance. Good Governance is a reference in improving bureaucracy, so it is expected to be realized in 

every aspect of government that interacts with rural communities. Good governance is defined as good 

governance. The goal of good governance is to achieve efficiency in public services, encourage competition, 

privatization, civil servant reform, and decentralization. So Good governance can provide good services through 

quality management. Good governance becomes a parameter in financial management including village finance. 

According to UNDP, the principles applied in good governance include participation, law enforcement, 

transparency, consensus orientation, fairness, effectiveness and efficiency, accountability, and strategic vision. 

This applies to good village governance in managing village affairs. Poor implementation of good village 

governance can show high levels of fraud in village fund management  (Munir, Mulyani, Akbar, & Yoseph, 2020). 

Based on the background description and inconsistencies of the research results, this study will examine the 

effectiveness of the principles of Good Village Governance (GVG) of the village financial system in preventing 

fraud. 

 

2. LITERATURE REVIEW 

 

2.1 Decentralization 

 

Quoting Nadir (2013) study, decentralization is the transfer of financial, political and administrative responsibility 

from the national government to the government under it. The goal of decentralization is that the government can 

further improve the efficiency and effectiveness of services to the community. Decentralization is realized in the 

form of regional autonomy policies. Decentralization is used as a tool to improve public services, accelerate 

economic growth, reduce corruption, strengthen democracy, and strengthen public support for the government so 

as to strengthen the legitimacy of the government (Harsasto, 2020). Decentralization can encourage wider 

community participation (Harsasto, 2020). Community participation encourages inclusive community preferences 

in policy making, thereby increasing accountability, transparency, and responsiveness of governments, national 

and sub-national. 
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Democracy exists along with decentralization, so government violence, uneven development and shackled 

freedoms will gradually disappear (Harsasto, 2020). The World Bank (2003) identified four problems of 

decentralization in Indonesia. First, the provision of functions of the sub-national levels of government is unclear; 

second, the issue of the capacity of lower-level government in carrying out its functions; third, an unbalanced 

local inter-governmental financial system; Fourth, the lowest local government has low accountability (Harsasto, 

2020). Therefore, the implementation of Law No. 32 of 2004 which provides empowerment for the community 

in the region must get intensive supervision from the government and the community  (Khoiriza, 2016). 

 

All regional regulations in the framework of the implementation of village autonomy are sought to accommodate 

the demands of empowerment for the village community to encourage the community to participate more actively. 

The village government is expected to be able to actively manage its own community problems as desired by the 

village autonomy policy. In addition to giving the authority to regulate its own household can also require the 

ability of autonomous villages to finance development in their villages independently. The village government 

should be more independent and not dependent on local and central governments. In carrying out this authority, 

village devices must adhere to existing laws and regulations. Related to supervision, it is expected that the central 

government through the local government will supervise the running of the wheels of government in the village. 

This is to avoid abuse of authority. The community is also required to criticize in supervising the running of 

authority carried out by village devices. 

 

2.2 Good (Village) Governance 

 

The realization of good village government governance requires a basic principle in its implementation. Good 

Governance is a reference to creating a good system of government. United Nations Development Program 

provides the principle of implementation of Good Governance including: 

 

a) Participation is the involvement of the community in decision making through aspirational representative 

body. 

b) Law enforcement is a fair legal framework and implemented without discrimination. 

c) Transparency is openness to the public about government policies and performance. 

d) Responsiveness is a bureaucracy quickly responsive to the public interest 

e) Consensus orientation is an orientation on the interests of the wider community 

f) Equity is all societies have in common in obtaining public services. 

g) Effectiveness and Efficiency is the achievement of the goal with a frugal achievement effort. 

h) Accountability is accountability to the public for the activities carried out. 

i) Strategic vision is the vision of the future owned by the government. 

 

But the village has obstacles in implementing Good Village Governance because human resources and 

organizations are still experiencing limitations (Sri, Harry, Winarningsih, & Sukmadilaga, 2018) and the rules are 

still changing (Asharri & Astuti, 2019). This condition requires that village officials must actively follow the new 

regulations. In addition, the potential for fraud in village financial management can occur due to four potential 

problems, namely potential problems in regulation and institutions, governance, supervision and human resources 

(Seputro, Wahyuningsih, & Sunrowiyati, 2017) so that the community has less trust in the village apparatus in 

financial management. 

 

2.3 Fraud 

 

According to the Association of Certified Fraud Examiners (2018), fraud is a deliberate act against the law by 

people inside and outside the organization such as manipulating data for profit that can cause harm to others. 

Cressey (1953) states that a person can commit fraud due to 3 factors, namely pressure, opportunity and 

rationalization. Pressure in fraud occurs because of the need, in the form of lifestyle, job demands, economy, and 

so on. Opportunity is a situation that opens opportunities in committing acts of fraud by certain parties.  

Rationalization is an attitude, character, and ethical values that allow certain parties to commit fraud or people 

who are in the organization or certain parties who emphasize rationalizing fraud. 

 

In general, fraud occurs by utilizing the weakness of village officials and lax government supervision. Acts of 

fraud are caused by open opportunities, pressure, followed by justification and abuse of power (Fathia & Indriani, 

2020). To deal with losses due to such fraud actions in an effective preventive way. Fraud prevention lies with 

two parties, namely the party responsible for the management of the entity and the management can reduce the 

possibility of fraud so that it takes the establishment of a culture of honesty and ethical behavior under the active 

supervision of governance responsibilities (Atmadja & Saputra, 2017). The village head is the party responsible 
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for the financial management of the village. The management of village financial management is the Village 

Consultative Board (BPD), the secretary, treasurer, head of government affairs, head of development affairs, head 

of people's welfare affairs, and head of hamlet. 

 

2.4 Effect of participation on fraud prevention 

 

According to McClusky, the theory of participation behavior is defined as a function of the relationship of burden 

(responsibility) with power (Biney, 2021). Burden is defined as the self-and social demands by a person to 

maintain a minimum degree of autonomy and power described as resources such as abilities, possessions, and 

positions that a person can master in overcoming the burden (Biney, 2021). The definition gives rise to different 

levels in each participation practice. This level of participation uses Arnstein's Ladder model, which is non-

participatory, pseudo-degree and community strength. Non-participation means the absence of communication 

and limited, as well as initiatives coming from the government (power holders) and only one direction. A degree 

of tokenism is that community participation has been heard and argued but has no guarantee their views are 

considered. The degree of public power (degree of citizen) shows how much society has influence and authority 

over the decision-making process. This suggests that the above concept emphasizes not how far the community 

has been involved in the process of forming policies or programs implemented by power holders but how far 

society can determine the outcome or impact of the policy. Participatory efforts can fail if the needs of citizens 

are not met, thereby lowering people's interest in participating. Lack of participation reinforces disinterest and 

weak institutions that provide opportunities to commit fraud. With the involvement of all parties, it is certainly 

very effective in maintaining and supervising the process of running the village government (Kisnawati, Irianto, 

& Siswandi, 2019). 

 

2.5 The influence of law enforcement on fraud prevention 

 

Based on GONE Theory put forward by Jack Bologne, there are four factors that encourage a person to behave 

defiantly, namely: greedy, opportunity, need, and exposure (Wijayanti & Hanafi, 2018). Greed is related to the 

existence of greedy behavior that exists within the self. Opportunities relate to the state of the organization or 

society in such a way that there is an opportunity to commit acts of fraud. Needs are related to the factors needed 

by individuals to support life that he thinks is reasonable. Exposure, the punishment imposed by fraud perpetrators 

if fraud is found. The law expresses the value of legislation that can contain right and wrong ethics so that it can 

affect the behavior of individuals (Bilz & Nadler, 2014). The behavior of others to follow or not follow a law can 

have an impact on our behavior. Many people know the law but are not obeyed (Oktaviani, Herawati, & Atmadja, 

2017). So, law enforcement in fraud of village financial management can be done by acting decisively in the form 

of verbal, written, and warning reprimands, and if there is a fatal error, it is given a criminal penalty. Weak laws 

can be used to commit fraud (Rahmawati, Sarwani, Rasidah, & Yuliastina, 2020). The weakness of the law 

provides an opportunity for someone who has the power or ability to commit acts of fraud (Wulandari & 

Suryandari, 2016). 

 

2.6 The effect of transparency on fraud prevention 

 

Transparency is about how much access to information citizens have internally, the scope, accuracy and timeliness 

of this information, and what citizens can do if they are not open enough in providing such access. Excessive 

secrecy can undermine the quality of public decision-making and prevent citizens from examining abuses of public 

power. The principle of transparency is realized in the planning of village funds allocation (ADD) involving BPD 

village devices as representatives of village community institutions, village community empowerment institutions, 

and community leaders in decision making to manage village funds (Putra, Sinarwati, & Wahyuni, 2017). 

Transparency is built on the basis of the flow of information about the performance of institutions that can be 

accessed by interested parties so that they can be monitored regularly (Coryanata, 2016). Transparency 

International's 2003 global corruption report stated that information is the most important weapon against fraud. 

Free and secure access to information allows citizens, media and law enforcement agencies to use official records 

as a means of uncovering fraud. High transparency can increase the risk of fraud detection and fraud prevention 

in the future. 

 

2.7 The effect of responsiveness on fraud prevention 

 

Responsiveness can be interpreted as government agencies must be responsive to public services, so that 

responsiveness is very influential to the community (Anggara, 2012). Law No. 25 of 2009 Article 27 Paragraph 

(1) states that the implementation must compile and establish service standards by taking into account the ability 

of the organizer, the needs of the community, and environmental conditions. But public services often have 
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problems, such as long, unclear and complicated procedures (Maryam, 2016). Then it is necessary to develop 

Standard Operating Procedures (SOPs) and improve the ability of employees in village financial management. 

The application of SOP in the village government environment as a guideline or reference for village officials in 

carrying out duties and functions and improving community performance and services based on technical, 

administrative and procedural in accordance with work procedures, work procedures, and financial system. The 

purpose of implementing SOP is to create the commitment of the village government in realizing Good Village 

Governance. The creation of Good Village Governance can prevent fraud. In the financial management of the 

village, the village head is assisted by the village financial technical implementer (PTPKD) consisting of the 

village secretary, section head, and treasurer. Village financial management must be carried out in accordance 

with the established SOP. However, one of the problems that often occur in village financial management is the 

limitation of human resources who understand and understand financial management well, and record and 

transport it according to existing provisions to be appropriate, not manipulated, and can be reported according to 

the provisions (Mirdah, Solikhin, Wijaya, Yustien, & Erwati, 2019). To overcome this by improving the ability 

of employees in village financial management with job training. 

 

2.8 Influence of consensus orientation on fraud prevention 

 

People's needs in development are driven by self-interest. Self-interest according to Adam Smith refers to the 

actions and behaviors of individuals aimed at personal gain. Self-interest can lead to shortcuts, corruption, and 

unfair ways of doing business. Then a consensus orientation is needed to mediate different interests. Consensus 

orientation is an orientation on agreement that intercedes for different interests as an alternative and defends 

broader interests. The decision is about which community needs are very important and policies and procedures. 

The decisions taken must be based on consensus so that every public policy is a joint decision (Hastuty & Priono, 

2021). The decision-making involves the public government with the community in order to plan the financial 

management of the village. Through the consensus orientation of the program that is arranged can be socialized 

to the community (Kamuli, 2008), so that it is susceptible to the possibility of fraud. 

 

2.9 The effect of equality on fraud prevention 

 

Every organizer must always pay attention to the interests of the community and provide services based on the 

principle of fairness and equality (Rosielita, Erni, & Sinarwati, 2017). Equality means that all male and female 

citizens, regardless of poor-rich status, have equal opportunities for welfare. The community can express their 

opinions, criticisms and suggestions to the village government regarding budget allocation for development needs 

through open forums (Rosielita et al., 2017). Then equality can improve the performance of the government. Good 

performance can prevent fraud. High fairness can increase public trust (Lee, 2021). 

 

2.10  Effect of effectiveness and efficiency on fraud prevention 

 

Organizational structure influences the behavior of individuals within the organization to complete tasks aimed at 

achieving collective goals. Then the organizational structure can affect the efficiency and effectiveness of the 

organization. In achieving the effectiveness of an organization, harmony between actions is needed to achieve 

personal goals to help achieve organizational goals (Majid, Fani, & Gama, 2019). This means that all operations 

and activities are established in support of the organization's goals. Efficiency is done by aligning between 

organizations that are designed to be effective with the needs of resources, especially human resources needed in 

implementing the organization that is designed. The non-conformity of employees in carrying out their duties in 

accordance with the organizational structure provides opportunities for fraud. Potential fraud in financial 

management often occurs due to mistakes that are considered reasonable and lack of supervision (Alfaruqi & 

Kristianti, 2019). Errors that are considered reasonable are the error of preparing a false accountability report and 

the lack of supporting documents for the report. While lack of supervision has a high tendency to commit fraud 

more than one (Udayani & Sari, 2017). Therefore, the effectiveness and efficiency of financial management can 

be done by coaching and preparing reports in accordance with procedures can reduce the anxiety that causes fraud 

(Alfaruqi & Kristianti, 2019). 

 

2.11  The effect of accountability on fraud prevention 

 

Accountability according to Vance, Lowry, Eggett (2015) explains how the perceived need to justify one's 

behavior to others causes one to consider and take responsibility for the process by which decisions and judgments 

have been reached. Accountability is used as a virtue and mechanism. Virtue is a quality of a person to accept 

responsibility. Mechanism as a process by which a person has the obligation to explain his actions to other parties 

who are entitled to the information. Accounting is needed as a form of accountability for the use of village budgets 
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that are managed to the maximum to prevent fraud (Rahayu et al., 2021). The accountability in question concerns 

the financial problems contained in the APBDesa. So the higher the responsibility of village financial 

management, the accountability of village financial management the better the village (Fait et al., 2021). 

 

2.12 The effect of strategic vision on fraud prevention 

 

A strategic plan involves developing a vision for the future of an organization and determining the goals, priorities, 

and action strategies needed to achieve that vision. Strategic planning helps the government to determine the long-

term, medium and annual (short-term) targets of the village based on the analysis of the threat and opportunities 

and advantages of the village. Strategic plans in financial management are controlling changes in village plans 

and budgets and building accountability systems, as well as village transparency. Every village must have a 

strategic vision so as not to experience lag by looking at the condition of the village and the potential for the future 

(Hastuty & Priono, 2021). With this strategic vision has a broad and far-sighted perspective on good governance 

and sensitivity in realizing the needs of the community (Safitri & Fathah, 2018). With this strategic vision has a 

broad and far-sighted perspective on good governance and sensitivity in realizing the needs of the community. 

 

2.13  Research framework  

 

Based on the background and review of the theory developed, the research framework is as follows.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

3. METHODS 

 

This type of research uses quantitative research. Quantitative research is a research process that uses data in the 

form of numbers as a tool to analyze information about what we want to know (Djollong, 2014). This research 

aims to test the influence of the principles of Good Village Governance of village financial management in 

preventing fraud.  This type of research data uses quantitative data. While the source of this research data is 

primary data. Primary data is obtained through respondents obtained directly through questionnaires. 

 

The population of this study will be the entire village apparatus that falls into the structure of financial 

management. Samples with certain characteristics are the Village Head, Village Treasurer, Village Secretary, 

Kaur and Kasi. Research variables are independent variables and dependent variables. Independent variables are 

variables that influence or cause changes or the emergence of dependent variables, namely participation, law 

enforcement, transparency, responsiveness, consensus orientation, fairness, effectiveness and efficiency, 

accountability, and strategic vision.  A dependent variable (that is, fraud prevention) is a variable that depends on 

an independent variables (Apuke, 2017). 
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The research analysis method to be adopted is multiple linear regression. This determines the influence of 

independent variables on dependent variables. Before conducting a hypothesis test, it is necessary to assess the 

data quality analysis with a validity and reliability test. Thereafter, a classic assumption test consisting of a 

normality test, a heteroscedasticity test, and a multicollinearity test would be conducted. 
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