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ABSTRACT
This paper aims to review the literature review and conceptually extends the Fraud Hexagon Theory by introducing political connection as a distinct fraud-enabling dimension within the framework of fraudulent financial reporting (FFR). The existing fraud theories have incorporated organisational, behavioural, and cooperative dimensions, but they have not taken into consederation the institutional and political structures that shape fraud incentives and enforcement environments, particularly in emerging economies. This study has employed a qualitative conceptual research design, by systematically review the fraud theory literature from the Fraud Triangle, Fraud Diamond, Fraud Pentagon, and Fraud Hexagon frameworks. Besides, this study has incorporated the Power Elite Theory, Institutional Theory, and Managerial Power Theory, in proposesing the Political Fraud Hexagon Framework, which integrates political protection as a seventh fraud dimension encompassing regulatory capture, enforcement leniency, and institutional shielding available to politically connected firms and executives. The study discovered that political connection is conceptually distinct from collusion and operates through different mechanisms: rather than facilitating the execution of fraud through cooperative arrangements, political connection reduces the expected cost of fraud by weakening external monitoring, diminishing enforcement intensity, and providing institutional shielding. The operationalisation of political connection as a measurable construct presents methodological challenges that future quantitative and mixed-methods research should address. Notwithstanding these limitations, the framework provides important implications for policymakers, regulators, auditors, and investors seeking to strengthen governance accountability in politically embedded corporate environments. This paper makes an original theoretical contribution by proposing the Political Fraud Hexagon Framework, extending established fraud theory into the political-institutional domain. It addresses a substantive gap in the fraud literature by explaining how political patronage, crony capitalism, and institutional capture may function as structural fraud enablers beyond individual and organisational dimensions previously theorised.
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INTRODUCTION
Background of Fraudulent Financial Reporting
Fraudulent financial reporting (FFR) remains one of the most ongoing occupational fraud issues with the highest financial consequences because it destroys the investor confidence, weakens capital market integrity, and damages the credibility of financial reporting systems. FFR generally involves the intentional manipulation, omission, or misrepresentation of accounting information to mislead stakeholders regarding a company’s actual financial condition and performance (Dechow et al., 2011). Although FFR occurs less frequently (5%) as compared to other occupational fraud schemes, it often results in substantially higher financial losses and broader economic consequences due to its direct impact on investment decisions, corporate valuation, and public trust (ACFE, 2024).
In addition, the growing complexity of corporate financial activities has increased the risk of FFR. As seen in the cases of Enron, WorldCom, and Wirecard, fraudulent financial reporting can occur even in highly regulated governance environments (Reurink, 2023). In these cases, the weaknesses or loopholes could be identified in corporate governance systems, external audit, internal control, and other regulations which provide opportunities for fraud to happen. Moreover, the case of 1Malaysia Development Berhad (1MDB) has shown that FFR could be facilitated by political power, corporate governance problems, and other institutional flaws in emerging economies (Hope et al., 2020). Thus, FFR is no longer a matter of accounting ethics but also of the broader organisational, political, and institutional nature.
Furthermore, some previous studies have suggested that FFR tends to be driven more by the weakness in the corporate governance structure, managerial power, institutional weaknesses, organisational dynamics and networks, than the unethical conduct of individual actors (Khamainy et al., 2021; Achmad et al., 2022). With the advancement of new technologies and systems in corporate management such as the emergence of digital reporting systems, multinational corporations, and politically-connected companies, the scope of FFR becomes even larger. This implies that the set of theories capable of capturing the fraud becomes smaller.
Evolution of Fraud Theories and Theoretical Gaps
The increasing complexity of corporate fraud has contributed to the continuous evolution of fraud theories over the past several decades. Fraud theories have progressively expanded to address limitations in earlier frameworks and to better explain the multidimensional nature of fraudulent behaviour. The Fraud Triangle Theory introduced by Cressey (1953) proposed that fraud occurs due to the three factors namely pressure, opportunity, and rationalisation. While the theory remains relevant in fraud research, it has been criticised for oversimplifying corporate fraud by focusing primarily on individual motivations and internal organisational conditions.
Thus, to address these limitations, Wolfe and Hermanson (2004) introduced the Fraud Diamond Theory by incorporating capability as an additional fraud dimension. The theory argued that fraud requires individuals possessing sufficient capabilities in terms of authority, technical competence, confidence, and strategic organisational position to execute the fraudulent activities successfully. Subsequently, the Fraud Pentagon Theory introduced arrogance or ego to capture executive dominance, excessive confidence, and managerial superiority that may weaken governance structure (Crowe Horwath, 2011). More recently, Vousinas (2019) proposed the Fraud Hexagon Theory through the S.C.C.O.R.E model consisting of stimulus, capability, collusion, opportunity, rationalisation, and ego. The inclusion of collusion acknowledged that modern corporate fraud frequently involves coordinated relationships among multiple internal and external parties.
Eventhough the Fraud Hexagon Theory represents the most recent and comprehensive fraud framework to date, existing studies remain heavily concentrated on empirical replication rather than theoretical advancement. Recent Fraud Hexagon literature primarily examines internal governance mechanisms, managerial behaviour, and organisational conditions while giving limited attention to broader institutional and political structures influencing fraudulent behaviour (Lestari et al., 2024; Rahmawati et al., 2025). Existing fraud theories insufficiently explain the influence of political patronage, elite networks, institutional capture, regulatory protection, and crony capitalism in facilitating fraudulent financial reporting.
In addition, this limitation creates an important theoretical gap because political influence may fundamentally alter fraud incentives, governance effectiveness, enforcement intensity, and fraud concealment mechanisms. Politically connected firms may possess greater ability to influence regulators, weaken monitoring systems, reduce legal consequences, and obtain institutional protection against detection or punishment. Consequently, Fraud Hexagon Theory may remain incomplete in explaining fraudulent financial reporting behaviour within emerging economies characterised by close relationships between political elites and corporate actors.
Why Political Connections Matter
Political connections have become increasingly important in corporate governance and financial reporting literature because they may significantly influence organisational behaviour, regulatory oversight, and governance effectiveness. Political connections generally refer to relationships between corporations and political actors through ownership, board membership, executive appointments, family relationships, or government affiliations (Faccio, 2006). In many emerging economies, politically connected firms may receive preferential treatment, government contracts, financing advantages, tax benefits, and reduced regulatory scrutiny due to their relationships with political elites.
Prior studies indicate that political connections may increase the likelihood of earnings management, corruption, governance manipulation, and fraudulent financial reporting (Habib et al., 2017; Wang et al., 2020). Politically connected firms may experience selective enforcement, weaker regulatory intervention, and lower litigation risk, thereby creating environments conducive to financial reporting manipulation (Salehi et al., 2021). Furthermore, political-business relationships may weaken governance independence and impair audit effectiveness because politically connected organisations often possess substantial economic and institutional influence.
This issue is particularly relevant in emerging-market economies characterised by concentrated ownership structures, government-linked corporations, political patronage systems, and institutional weaknesses. In such environments, fraud may not merely arise from internal governance failures but also from external institutional protection mechanisms that shield politically connected firms from effective monitoring and accountability. Consequently, political influence may represent a distinct fraud-enabling mechanism beyond the traditional dimensions proposed by Fraud Hexagon Theory.
Purpose of the Paper and Contributions
Accordingly, this paper aims to conceptually extend Fraud Hexagon Theory by introducing political protection as a distinct fraud dimension influencing fraudulent financial reporting within emerging economies. Unlike prior studies that primarily focus on empirically testing the direct effects of Fraud Hexagon elements, this paper critically evaluates the limitations of existing fraud theories and proposes a Political Fraud Hexagon Framework incorporating political protection as an institutional fraud mechanism.
This paper contributes to the literature in several important ways. First, from a theoretical perspective, the paper extends Fraud Hexagon Theory by integrating political protection into the fraud framework, thereby broadening fraud theory beyond traditional organisational and behavioural dimensions. The study further integrates Power Elite Theory, Institutional Theory, and Managerial Power Theory to explain how political and economic elites may influence governance structures and fraud risk within politically embedded institutional environments.
Second, the paper contributes contextually by providing an emerging-economy perspective on fraudulent financial reporting, particularly within Malaysia, where political-business relationships, government-linked corporations, and institutional structures may significantly influence governance outcomes. Existing fraud theories are largely developed within Western institutional settings and may therefore inadequately capture the realities of politically connected corporate environments in emerging markets.
Finally, the paper contributes practically by providing important implications for regulators, auditors, policymakers, and investors. The proposed Political Fraud Hexagon Framework highlights the need for stronger governance independence, enhanced regulatory monitoring, and increased professional scepticism when dealing with politically connected firms. The framework may also assist policymakers in strengthening institutional accountability and improving fraud prevention mechanisms within emerging-market corporate environments.
LITERATURE REVIEW
Fraudulent Financial Reporting
Fraudulent financial reporting (FFR) refers to the intentional manipulation, omission, or misrepresentation of financial information to deceive stakeholders regarding a company’s actual financial condition and organisational performance. According to the Association of Certified Fraud Examiners (ACFE, 2024), financial statement fraud commonly involves overstating revenues, understating liabilities, manipulating expenses, falsifying disclosures, or intentionally misapplying accounting standards to present misleading financial performance. Although financial statement fraud occurs less frequently compared to asset misappropriation or corruption schemes, it often results in significantly higher financial losses and more severe economic consequences due to its direct impact on investor confidence, market stability, and organisational credibility.
The occurrence of fraudulent financial reporting is strongly associated with agency conflicts arising from the separation between ownership and management. Agency Theory introduced by Jensen and Meckling (1976) explains that managers may prioritise personal interests over shareholders’ interests when information asymmetry and weak monitoring mechanisms exist. Under such conditions, managers may manipulate accounting information to achieve earnings targets, maintain stock prices, secure performance-based compensation, avoid debt covenant violations, or preserve managerial reputation (Dechow et al., 2011). Consequently, fraudulent financial reporting is frequently viewed as an opportunistic managerial behaviour arising from governance weaknesses and ineffective oversight mechanisms.
Recent literature indicates that the nature of fraudulent financial reporting has become increasingly complex due to globalisation, digitalisation, multinational business operations, and sophisticated corporate structures. Corporate scandals involving Enron, Wirecard, and 1Malaysia Development Berhad demonstrate how governance failures, weak auditing practices, political influence, and institutional weaknesses may facilitate large-scale accounting manipulation (Reurink, 2023; Hope et al., 2020). These scandals further reveal that fraudulent financial reporting often extends beyond individual unethical behaviour and may involve organisational culture, executive dominance, collusive relationships, and institutional protection mechanisms.
Accordingly, understanding fraudulent financial reporting requires broader theoretical perspectives capable of integrating organisational, behavioural, governance, and institutional dimensions simultaneously. This need has contributed to the continuous evolution of fraud theories from the Fraud Triangle Theory to the more comprehensive Fraud Hexagon Theory. Nevertheless, despite these developments, existing fraud frameworks still insufficiently explain how political influence and institutional protection mechanisms may facilitate fraudulent financial reporting within politically embedded corporate environments.
Evolution of Fraud Theories
The evolution of fraud theories reflects the increasing complexity of corporate fraud and the continuous effort of researchers to improve the explanatory capability of fraud frameworks. The transition from the Fraud Triangle Theory to the Fraud Hexagon Theory demonstrates that fraud is no longer viewed solely as an individual ethical problem but rather as a multidimensional organisational and institutional phenomenon (Vousinas, 2019).
Fraud Triangle Theory
The Fraud Triangle Theory introduced by Cressey (1953) is widely regarded as the foundational framework in fraud research. The theory proposes that fraud occurs when three conditions coexist: pressure, opportunity, and rationalisation. Pressure refers to financial or non-financial motivations encouraging individuals to commit fraud. Opportunity arises when weak internal controls, ineffective governance systems, or inadequate monitoring mechanisms enable fraud with low probability of detection. Rationalisation refers to the psychological justification used by perpetrators to legitimise unethical behaviour.
The Fraud Triangle Theory has been extensively applied in accounting and auditing literature. Nevertheless, the theory has been criticised for oversimplifying corporate fraud because it primarily focuses on individual motivations while neglecting managerial competence, organisational power structures, and institutional influences (Vousinas, 2019). Modern financial reporting fraud frequently involves complex manipulation strategies, executive dominance, and coordinated relationships among multiple actors that cannot be adequately explained solely through pressure, opportunity, and rationalisation.
Fraud Diamond Theory
To address the limitations of the Fraud Triangle Theory, Wolfe and Hermanson (2004) introduced the Fraud Diamond Theory by incorporating capability as the fourth fraud dimension. Capability explains how certain individuals are able to exploit opportunities and override internal controls to commit fraud. Senior executives may possess the capability to manipulate financial systems, influence subordinates, and conceal fraudulent transactions from auditors and regulators. Despite this improvement, the Fraud Diamond Theory still primarily focuses on internal organisational conditions while underexploring behavioural and institutional dimensions influencing fraud behaviour.
Fraud Pentagon Theory
The Fraud Pentagon Theory further extended fraud theory by introducing arrogance or ego as an additional fraud dimension (Crowe Horwath, 2011). Arrogance refers to excessive executive confidence, superiority, entitlement, or dominance that may lead managers to believe they are beyond organisational controls, ethical standards, or regulatory requirements. Although the Fraud Pentagon Theory improved fraud theory by incorporating behavioural dimensions, the framework still inadequately explains collaborative fraud, institutional protection structures, and political influence.
Fraud Hexagon Theory
The Fraud Hexagon Theory proposed by Vousinas (2019) represents the most comprehensive extension of fraud theory to date. Through the S.C.C.O.R.E framework, the theory incorporates six dimensions: stimulus, capability, collusion, opportunity, rationalisation, and ego. The introduction of collusion reflects the increasing complexity of corporate fraud, where fraudulent activities frequently involve coordinated relationships among multiple internal and external actors.
Despite its broader perspective, Fraud Hexagon Theory still faces several conceptual limitations. Existing applications of the theory continue to focus predominantly on internal organisational conditions while underexploring political structures, institutional power, elite protection systems, and regulatory shielding mechanisms. Although collusion captures cooperative relationships, it does not fully explain how politically connected firms may benefit from institutional protection and selective enforcement within politically embedded environments. Consequently, Fraud Hexagon Theory may remain incomplete in explaining fraudulent financial reporting in emerging economies characterised by political patronage and crony capitalism.
METHODOLOGY

Research Design

This paper adopts a qualitative conceptual research design to achieve its primary objective of extending Fraud Hexagon Theory through the introduction of political protection as a novel fraud dimension. Conceptual research design is appropriate when the primary purpose is to synthesise existing knowledge, identify theoretical gaps, and develop new theoretical propositions that advance the explanatory capability of established frameworks (Jaakkola, 2020). Given that political protection as a distinct fraud dimension has not been formally theorised within the fraud literature, an empirical approach would be premature without first establishing robust conceptual foundations.

Conceptual research contributes to knowledge by building, refining, and extending theoretical frameworks rather than testing hypotheses derived from established theories (MacInnis, 2011). This approach is particularly appropriate in accounting and fraud research when existing theories demonstrate systematic explanatory limitations in specific institutional contexts. The conceptual design therefore allows this study to critically evaluate the boundaries of Fraud Hexagon Theory and to propose theoretically grounded extensions that future empirical work can subsequently validate.

Literature Review Strategy

A systematic critical literature review was conducted to identify theoretical gaps in existing fraud frameworks and to establish the conceptual foundations for political protection as a fraud dimension. The review process followed structured protocols to ensure comprehensiveness, rigour, and replicability. Relevant literature was sourced from peer-reviewed journals accessible through Scopus, Web of Science, and Google Scholar databases using systematic keyword combinations including “fraud theory,” “fraud hexagon,” “fraudulent financial reporting,” “political connections,” “political protection,” “institutional theory,” and “emerging economies.”

The review encompassed seminal fraud theory contributions from Cressey (1953) through to Vousinas (2019), as well as recent empirical applications published between 2019 and 2025. Additional literature was drawn from political economy, corporate governance, and institutional theory domains to provide the interdisciplinary theoretical foundations necessary for conceptualising political protection. High-impact corporate fraud cases, particularly 1Malaysia Development Berhad (1MDB), Enron, WorldCom, and Wirecard, were analysed as illustrative evidence of the role of political and institutional factors in enabling large-scale financial reporting fraud.

The critical review process involved evaluating the theoretical scope, assumptions, and limitations of each fraud framework, identifying the conditions under which existing theories demonstrate explanatory inadequacy, and synthesising insights from political economy and institutional theory literature to address identified gaps. This process enabled the development of theoretically coherent propositions regarding the nature and mechanisms of political protection as a fraud-enabling construct.

Theoretical Foundations

The conceptual development of the Political Fraud Hexagon Framework draws on three complementary theoretical perspectives: Power Elite Theory, Institutional Theory, and Managerial Power Theory. These frameworks were selected because they collectively explain how political and economic power may shape governance structures, institutional behaviour, and accountability mechanisms in ways that facilitate fraudulent financial reporting.

Power Elite Theory, as advanced by Mills (1956), provides the macro-level theoretical foundation by explaining how a small group of interconnected political, military, and economic elites may dominate institutional decision-making, concentrate resources, and weaken accountability mechanisms. Applied to the fraud context, Power Elite Theory suggests that politically connected firms and executives may occupy privileged institutional positions that reduce the effectiveness of external monitoring and enforcement. This is particularly relevant in emerging economies where political-business networks are deeply embedded in corporate governance structures.

Institutional Theory, particularly the concepts of isomorphism, institutional logics, and regulatory capture developed by DiMaggio and Powell (1983) and Scott (1995), explains how organisations adapt to and are shaped by their institutional environments. In politically embedded economies, the institutional environment may normalise political-business relationships and create shared expectations about the reduced accountability of politically connected firms. Regulatory capture, a central concept in institutional economics, occurs when regulatory agencies develop closer alignment with the industries they oversee than with the public interest they are mandated to serve, thereby weakening enforcement effectiveness.

Managerial Power Theory, introduced by Bebchuk, Fried, and Walker (2002), explains how powerful executives may exploit their governance position to extract rents, influence decision-making, and reduce accountability. When combined with political connections, managerial power may extend beyond the firm to encompass regulatory relationships, political affiliations, and institutional networks that further insulate executives from effective oversight. Together, these theoretical foundations provide a multi-level explanation of how political protection operates as a structural fraud dimension.

Framework Development Process

The Political Fraud Hexagon Framework was developed through an iterative conceptual process involving four stages. First, a critical evaluation of existing fraud frameworks was conducted to systematically identify their theoretical scope, underlying assumptions, and explanatory limitations in the context of politically embedded emerging economies. This evaluation established the conceptual justification for extending Fraud Hexagon Theory beyond its current boundaries.

Second, political protection was conceptualised as a theoretically distinct construct by drawing on political economy, institutional theory, and corporate governance literature. This conceptualisation involved defining the construct’s domain, identifying its key dimensions, distinguishing it from adjacent constructs (particularly collusion), and establishing its theoretical mechanisms of influence on fraudulent financial reporting.

Third, the mechanisms through which political protection influences fraud risk were theoretically elaborated by integrating insights from Power Elite Theory, Institutional Theory, and Managerial Power Theory. This stage involved developing propositions regarding the channels through which political protection may reduce enforcement risk, weaken governance independence, increase managerial confidence in concealment, and discourage external challenge to questionable reporting practices.

Fourth, the Political Fraud Hexagon Framework was synthesised by integrating political protection into the existing Fraud Hexagon structure while preserving the theoretical coherence of the original framework. The revised framework was then evaluated against the high-profile cases of 1MDB, Enron, WorldCom, and Wirecard to assess its explanatory adequacy relative to existing fraud frameworks. These cases were not used as formal case studies but as illustrative evidence to assess theoretical plausibility and demonstrate the added explanatory value of the proposed framework.

CONCEPTUAL FRAMEWORK DEVELOPMENT
Reinterpreting Fraud Hexagon Theory
Fraud Hexagon Theory explains fraudulent behaviour through six elements: pressure, opportunity, rationalisation, capability, arrogance, and collusion. However, fraudulent financial reporting is not always driven only by internal organisational pressures, weak governance, managerial behaviour, or cooperative fraud arrangements. In politically embedded economies, fraud risk may also be shaped by external power structures, particularly political-business relationships that influence monitoring, enforcement, and accountability.
Therefore, this conceptual paper argues that Fraud Hexagon Theory should be reinterpreted from a purely organisational fraud model into a broader political-institutional fraud model. While the existing Fraud Hexagon elements explain why and how fraud may occur within firms, they do not sufficiently explain how politically connected firms may be protected from detection, investigation, or punishment. This limitation is important because political influence may reduce perceived enforcement risk and increase managerial confidence to engage in financial reporting manipulation.
Political Protection as a New Fraud Dimension
This paper introduces political protection as an additional and distinct fraud dimension. Political protection is defined as the ability of politically connected firms or executives to reduce regulatory scrutiny, influence enforcement outcomes, and obtain institutional protection against detection or punishment through their relationships with political elites, government actors, or state institutions.
Political protection differs fundamentally from political connection. Political connection refers to the existence of ties between firms and political actors, while political protection refers to the fraud-enabling benefit that may arise from those ties. In other words, political connection is the relationship, whereas political protection is the mechanism through which the relationship may reduce accountability and enable fraudulent behaviour.
Political protection may influence fraudulent financial reporting through several distinct channels. First, politically connected firms may perceive lower enforcement risk due to their access to influential political actors. Second, political ties may weaken the independence of monitoring institutions through regulatory capture or institutional alignment. Third, politically connected executives may feel more confident in concealing manipulation because of perceived institutional support. Fourth, political protection may discourage auditors, regulators, or minority shareholders from challenging questionable reporting practices due to fear of retaliation or reputational risk.
Why Political Protection Is Distinct from Collusion
Political protection must be clearly distinguished from collusion. In Fraud Hexagon Theory, collusion refers to cooperation between two or more parties to commit or conceal fraud. For example, managers may collude with employees, suppliers, auditors, or related parties to manipulate transactions or hide irregularities.
Political protection is broader and structurally different. It does not merely involve cooperation between fraud participants. Instead, it involves institutional shielding, power asymmetry, and influence over governance or enforcement systems. A politically connected firm may benefit from regulatory leniency, weaker investigation, delayed enforcement, or reputational protection even when there is no direct evidence of active collusion between managers and regulators.
Therefore, political protection should be treated as a distinct fraud dimension because it alters the external environment surrounding fraud. It changes the perceived probability of detection, the expected cost of punishment, and the effectiveness of governance mechanisms. Collusion explains cooperation in fraud execution, while political protection explains how institutional power may protect or enable fraudulent behaviour independently of direct cooperative arrangements.
Proposed Political Fraud Hexagon Framework
The proposed Political Fraud Hexagon Framework extends the existing Fraud Hexagon Theory by incorporating political protection as a political-institutional fraud dimension. The framework argues that fraudulent financial reporting may arise from the interaction between internal fraud drivers and external political protection mechanisms. Table 1 summarises the seven dimensions of the proposed framework.
Table 1: Dimensions of the Political Fraud Hexagon Framework
	Fraud Dimension
	Explanation in FFR Context

	Pressure
	Financial or non-financial incentives that motivate managers to manipulate financial reports, including earnings targets, debt covenants, and performance-based compensation pressures.

	Opportunity
	Weak governance, ineffective monitoring, or internal control weaknesses that allow manipulation to occur with a low probability of detection.

	Rationalisation
	Psychological justification used by managers to legitimise fraudulent reporting behaviour and reduce moral discomfort.

	Capability
	Managerial power, expertise, or organisational position that enables fraud execution, concealment, and override of control mechanisms.

	Arrogance
	Executive dominance or ego that encourages disregard for rules, ethical standards, and governance controls due to perceived superiority.

	Collusion
	Cooperative arrangements among internal and external actors, including auditors, suppliers, or related parties, to commit or conceal fraudulent reporting.

	Political Protection
	The ability of politically connected firms or executives to reduce regulatory scrutiny, influence enforcement outcomes, and obtain institutional shielding from detection or accountability through political relationships.


The central argument of the Political Fraud Hexagon Framework is that political protection strengthens the fraud environment by reducing the expected consequences of fraudulent financial reporting. When politically connected firms believe that enforcement risk is lower, governance mechanisms may become less effective regardless of their formal design. This may increase the likelihood of financial reporting manipulation, particularly in emerging economies where political-business relationships are closely embedded in corporate structures.
The framework further proposes that political protection may interact with existing fraud dimensions to amplify their effects. For example, political protection may amplify opportunity by reducing the effectiveness of regulatory monitoring. It may amplify arrogance by reinforcing executive beliefs that governance controls do not apply equally to politically connected firms. It may also reduce the perceived need for rationalisation because politically protected executives may not internalise the wrongfulness of their actions when institutional shielding is available. These interaction effects suggest that political protection operates not only as an independent fraud dimension but also as a moderating institutional force that shapes the effectiveness of all other fraud dimensions.
CONCLUSION
Summary of Findings
This paper has critically evaluated the explanatory limitations of Fraud Hexagon Theory in the context of politically embedded emerging economies and proposed the Political Fraud Hexagon Framework as a conceptual extension incorporating political protection as a distinct seventh fraud dimension. The paper demonstrates that existing fraud theories, including the Fraud Triangle, Fraud Diamond, Fraud Pentagon, and Fraud Hexagon frameworks, have progressively advanced their explanatory scope by incorporating internal governance, behavioural, and cooperative dimensions of fraud. However, these frameworks continue to operate within assumptions of relatively neutral governance systems and independent regulatory environments that may not accurately reflect the institutional realities of many emerging economies.
The analysis reveals that political connections may function as a structural fraud enabler beyond the cooperative arrangements described by collusion in the existing Fraud Hexagon Theory. Political protection, as conceptualised in this paper, operates through distinct mechanisms: reducing perceived enforcement risk, weakening governance independence, insulating politically connected firms from effective regulatory oversight, and discouraging external challenge to questionable reporting practices. These mechanisms suggest that political protection represents a qualitatively different fraud dimension that alters the institutional environment surrounding financial reporting rather than merely facilitating the execution of fraud within organisations.
High-profile corporate fraud cases, particularly 1Malaysia Development Berhad, illustrate how politically embedded governance structures can sustain large-scale fraudulent financial reporting over extended periods in ways that existing fraud frameworks inadequately explain. In the 1MDB case, political protection operated through multiple channels simultaneously: regulatory capture, selective enforcement, institutional alignment, and the suppression of whistleblowing and independent investigation. These observations provide illustrative support for the proposed framework and demonstrate its potential value in explaining fraud behaviour within politically embedded corporate environments.
Theoretical Contributions
This paper makes several important theoretical contributions to the fraud literature. First, it extends Fraud Hexagon Theory beyond its current organisational and behavioural boundaries by introducing political protection as a political-institutional fraud dimension. This extension acknowledges that fraudulent financial reporting is not solely a product of individual motivations, governance weaknesses, and cooperative arrangements but may also be enabled by the political-institutional context in which firms operate.
Second, the paper integrates Power Elite Theory, Institutional Theory, and Managerial Power Theory into the fraud framework, thereby establishing interdisciplinary theoretical foundations for understanding how political and economic power shapes fraud risk. This integration advances fraud theory by connecting it to broader debates in political economy and institutional economics regarding the relationship between political power, corporate governance, and accountability.
Third, the paper provides a conceptual distinction between political connection and political protection that clarifies the fraud-enabling mechanism of political ties. By distinguishing the relationship from the mechanism, the framework enables more precise theoretical analysis and provides clearer directions for future empirical operationalisation of political protection as a measurable fraud construct.
Practical Implications
The proposed Political Fraud Hexagon Framework has important practical implications for regulators, policymakers, auditors, and investors operating in emerging-market environments. For regulators and policymakers, the framework highlights the critical importance of institutional independence in fraud prevention. Regulatory bodies that are susceptible to political influence may inadvertently function as enablers of fraudulent financial reporting rather than effective deterrents. Strengthening regulatory independence through transparent appointment processes, international oversight mechanisms, and robust whistleblower protection frameworks is therefore essential for reducing the fraud-enabling effects of political protection.
For auditors and professional accountants, the framework underscores the need for enhanced professional scepticism when auditing politically connected firms. Auditors should recognise that political connections may reduce the effectiveness of governance mechanisms and increase the risk of financial reporting manipulation beyond what conventional fraud risk assessments capture. Audit procedures for politically connected firms should incorporate explicit assessment of political protection risks, including the evaluation of regulatory relationships, enforcement history, and governance independence.
For investors and institutional stakeholders, the framework provides a broader lens for evaluating fraud risk in emerging-market investments. Political connections should be considered alongside conventional governance indicators when assessing financial reporting quality and fraud vulnerability. The framework further suggests that markets may systematically underestimate fraud risk in politically connected firms if conventional governance analysis does not account for the protective institutional effects of political ties.
Limitations and Future Research Directions
As a conceptual paper, the Political Fraud Hexagon Framework requires future empirical validation to confirm its explanatory power and to assess the statistical significance of political protection as a fraud determinant. The operationalisation of political protection as a measurable construct presents methodological challenges because political protection may manifest differently across institutional environments and may be difficult to capture through publicly available data. Future research should develop robust proxy measures for political protection, including indices of regulatory capture, political connection strength, enforcement selectivity, and institutional shielding.
Future studies should also examine the boundary conditions of the Political Fraud Hexagon Framework by testing its applicability across different institutional contexts, governance systems, and political environments. Comparative studies examining the fraud risk of politically connected firms across countries with varying levels of institutional quality, governance effectiveness, and political freedom would provide valuable empirical evidence regarding the contextual scope of the proposed framework.
Additionally, future research should investigate the interaction effects between political protection and existing Fraud Hexagon dimensions. As argued in this paper, political protection may amplify the fraud-enabling effects of opportunity, arrogance, and capability while potentially reducing the perceived need for rationalisation. Empirical examination of these interaction mechanisms would significantly advance the theoretical and practical understanding of how political and institutional factors shape fraudulent financial reporting behaviour.
In conclusion, this paper advances the fraud literature by demonstrating that political protection represents a theoretically distinct and practically important dimension of fraudulent financial reporting that extends beyond the boundaries of existing fraud frameworks. The Political Fraud Hexagon Framework offers a more complete explanation of fraud risk in politically embedded emerging economies and provides important directions for future theoretical development, empirical research, and practical policy intervention.
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