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ABSTRACT : The study investigates the impact of weak internal controls, economic instability, and regulatory
enforcement on financial crime, focusing on identifying key risk factors and evaluating measures to mitigate
fraudulent activities. Using a quantitative research design, the study examines financial crime within the
University of Benin Teaching Hospital (UBTH), employing a descriptive survey to collect and analyse
numerical data. The target population consists of employees in financial and administrative departments, with a
stratified random sampling technique used to ensure balanced representation. Data collection involves structured
questionnaires and secondary sources such as financial and audit reports. Multiple regression analysis is
conducted using IBM SPSS 28.0 to assess the relationship between the independent variables and financial
crime incidence. Findings reveal that weak internal controls and economic instability significantly contribute to
financial crime, while strong regulatory enforcement serves as a deterrent. Weak internal controls provide
opportunities for fraudulent activities, highlighting the need for stringent financial oversight and risk
management strategies. Economic instability increases financial pressure, making financial crime more
prevalent, emphasizing the importance of policies that promote economic stability. Regulatory enforcement
plays a crucial role in mitigating financial crime, but its effectiveness depends on transparent and unbiased
implementation. The study underscores the necessity of a multi-faceted approach involving stronger internal
controls, economic stabilization measures, and reinforced regulatory enforcement to combat financial crime
effectively. Policymakers, financial institutions, and regulatory bodies must collaborate to implement
sustainable measures that enhance financial transparency and accountability, ultimately fostering a more secure
financial system.

KEYWORDS: Financial Crime, Internal Controls, Economic Instability, Regulatory Enforcement, Risk
Management

l. INTRODUCTION

Financial crime, encompassing activities such as fraud, money laundering, and embezzlement, poses

significant threats to the integrity and stability of financial systems worldwide. In Nigeria, these illicit activities
have profound implications, undermining economic development and eroding public trust in financial
institutions. This study aims to investigate the impact of weak internal controls, economic instability, and
regulatory enforcement on the incidence of financial crime, focusing on the University of Benin Teaching
Hospital (UBTH) in Benin City, Nigeria. By surveying staff from the Accounts and Audit Departments, the
research seeks to identify key risk factors and evaluate measures to mitigate fraudulent activities within financial
systems.
Weak internal controls within organizations can create environments susceptible to fraudulent activities.
Effective internal controls are essential for safeguarding assets, ensuring accurate financial reporting, and
promoting operational efficiency. However, when these controls are inadequate or poorly implemented, they can
lead to increased opportunities for fraud. A recent study highlighted that organizations with deficient internal
control mechanisms are more vulnerable to financial crimes, emphasizing the need for robust control
environments to prevent and detect fraud. In the context of Nigerian institutions, lapses in internal controls have
been linked to significant financial losses, underscoring the critical role these mechanisms play in fraud
prevention (SCIRP, 2024).

Economic instability is another factor that can influence the prevalence of financial crime. Periods of
economic downturn, characterized by factors such as high inflation, unemployment, and reduced economic
growth, can create pressures that may lead individuals or organizations to engage in fraudulent activities.
Financial crimes can further destabilize economies by eroding investor confidence and diverting resources away
from productive uses. A report by Novatia Consulting highlighted that large-scale financial crimes can
destabilize economies, especially in emerging markets, by eroding investor confidence (Novatia Consulting,
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2023). In Nigeria, the interplay between economic challenges and financial crime necessitates a comprehensive
understanding to develop effective mitigation strategies.

Regulatory enforcement plays a pivotal role in combating financial crime. Effective enforcement of laws and
regulations deters potential offenders and ensures that financial institutions adhere to required standards. In
Nigeria, the Economic and Financial Crimes Commission (EFCC) has been at the forefront of this battle. In the
past year, the EFCC reported recovering nearly $500 million in proceeds of crime and securing over 4,000
criminal convictions, marking its most successful year since its inception over two decades ago (Reuters, 2025).
Despite these efforts, Nigeria remains ranked 140 out of 180 on Transparency International's Corruption
Perception Index, indicating ongoing challenges in the fight against financial crime.

The University of Benin Teaching Hospital (UBTH), like many institutions, is not immune to the risks posed by
financial crime. As a major healthcare provider, ensuring the integrity of its financial operations is crucial for
maintaining public trust and delivering quality services. By focusing on the Accounts and Audit Departments of
UBTH, this study aims to assess how internal control weaknesses, economic pressures, and the effectiveness of
regulatory enforcement influence the incidence of financial crime within the institution. Insights gained from
this research could inform the development of tailored strategies to strengthen financial controls and compliance
mechanisms within UBTH and similar organizations.

Understanding the factors that contribute to financial crime is essential for developing effective prevention and
mitigation strategies. This study's focus on weak internal controls, economic instability, and regulatory
enforcement within the context of UBTH aims to provide valuable insights into the dynamics of financial crime
in Nigerian institutions. The findings could serve as a foundation for policymakers and organizational leaders to
implement measures that enhance financial integrity and protect public resources.

Aims and Objectives of the Study

The aim of this study is to investigate the impact of weak internal controls, economic instability, and regulatory
enforcement on the incidence of financial crime, with a focus on identifying key risk factors and evaluating
measures to mitigate fraudulent activities in financial systems. Other specific objectives are to:

1. To examine the impact of weak internal controls on the incidence of financial crime.

2. To analyse the relationship between economic instability and the prevalence of financial crime.

3. To assess the effectiveness of regulatory enforcement in mitigating financial crime.

Research Questions

The study will provide answers to the following research questions:

e What is the impact of weak internal controls on the incidence of financial crime?
¢ How does economic instability influence the prevalence of financial crime?

o How effective is regulatory enforcement in mitigating financial crime?

Research Hypotheses
The study will be guided with the following research hypotheses:

Null Hypotheses (Ho)

1. Hoe: Weak internal controls have no significant impact on the incidence of financial crime.
2. Hoez: Economic instability does not significantly influence the prevalence of financial crime.
3. Hos: Regulatory enforcement is not significantly effective in mitigating financial crime.

1. LITERATURE REVIEW
Conceptual Review
1. Weak Internal Controls and Financial Crime
Internal controls are policies and procedures implemented by organizations to safeguard assets, ensure financial
reporting accuracy, and promote compliance with regulations (Albrecht et al., 2023). Weak internal controls
provide an environment where fraudulent activities can thrive, increasing the risk of financial crime. Studies
suggest that poor segregation of duties, inadequate oversight, and lack of regular audits contribute to financial
fraud (Adebayo & Okonkwo, 2023).
Organizations with ineffective internal control mechanisms often experience higher rates of fraud,
embezzlement, and financial misconduct (Ramos, 2021). A report by the Association of Certified Fraud
Examiners (ACFE) indicated that weak internal controls were responsible for nearly 50% of occupational fraud
cases (ACFE, 2023). Internal control deficiencies enable financial crimes by reducing accountability and
making it easier for individuals to manipulate financial records (Owolabi & Yusuf, 2022).
Furthermore, public sector institutions, including healthcare facilities like the University of Benin Teaching
Hospital (UBTH), face significant risks due to weak internal controls. Poor financial oversight and lack of
adherence to standard procedures have been linked to financial mismanagement in public institutions (Adetuniji,
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2024). Strengthening internal controls through regular audits, improved financial reporting, and robust
monitoring systems can mitigate financial crime risks (Mensah et al., 2023).

2. Economic Instability and Financial Crime

Economic instability refers to periods of economic downturn characterized by high inflation, unemployment,
and financial market fluctuations (Bello & Adekunle, 2023). These conditions often create financial pressures
that can drive individuals and organizations toward fraudulent activities. Research has shown that financial
crimes, including corruption, money laundering, and embezzlement, tend to rise during economic downturns
(Krugman, 2022).

Economic instability fosters an environment where financial fraud can flourish. Individuals facing economic
hardship may resort to fraudulent practices to sustain their livelihoods, while organizations experiencing
financial distress may manipulate financial statements to maintain investor confidence (Egbule, 2024). The
Nigerian economy, for instance, has witnessed increased financial crime during periods of economic recession
due to reduced regulatory oversight and increased financial desperation (Okafor & Eze, 2021).

Studies have found a strong correlation between economic instability and the prevalence of financial crime. For
example, during the global financial crisis of 2008, financial crime rates surged as companies and individuals
engaged in fraudulent activities to mitigate financial losses (Johnson & Smith, 2023). In Nigeria, financial
crimes such as fraud, insider trading, and asset misappropriation have been linked to economic fluctuations and
inflationary pressures (Nwosu & Adebayo, 2022). Strengthening economic stability through effective fiscal
policies and financial regulations can help reduce the incidence of financial crime (Osuji & Amadi, 2024).

3. Regulatory Enforcement and Financial Crime Mitigation

Regulatory enforcement refers to the application of laws, policies, and regulations by government agencies and
financial institutions to prevent, detect, and punish financial crimes (Cullen & Agboola, 2023). Effective
regulatory enforcement is crucial for maintaining financial integrity and reducing fraudulent activities in both
public and private sectors.

In Nigeria, regulatory bodies such as the Economic and Financial Crimes Commission (EFCC) and the Central
Bank of Nigeria (CBN) play a significant role in enforcing financial crime laws (Uche, 2021). However, the
effectiveness of these institutions depends on the level of enforcement, transparency, and adherence to best
practices. A study by Adeyemi et al. (2023) found that weak regulatory enforcement leads to increased financial
crime, as perpetrators feel emboldened by a lack of accountability.

Despite efforts by regulatory bodies, Nigeria remains highly vulnerable to financial crime due to gaps in
enforcement and judicial inefficiencies. For instance, corruption cases often face delays in the legal system,
allowing offenders to escape justice (Nwankwo, 2024). In contrast, countries with strong regulatory
enforcement, such as the United Kingdom and the United States, have significantly lower financial crime rates
due to stringent financial oversight and swift prosecution (Martin & Jones, 2023).

Strengthening regulatory enforcement through enhanced compliance monitoring, stricter penalties, and
improved inter-agency collaboration can significantly reduce financial crime (Akinola & Ojo, 2022).
Additionally, leveraging technology such as artificial intelligence (Al) and data analytics in financial crime
detection can improve regulatory efficiency (Chukwuma, 2024).

4. Incidence of Financial Crime

The incidence of financial crime refers to the frequency and occurrence of fraudulent activities within financial
systems (Adebisi, 2023). Financial crime encompasses various illegal activities, including fraud, money
laundering, insider trading, and corruption. The rising incidence of financial crime globally has led to significant
financial losses and reputational damage for institutions (KPMG, 2024). Financial crime is a pervasive issue in
Nigeria, affecting both public and private sectors. A report by the Nigerian Financial Intelligence Unit (NFIU)
highlighted a steady increase in financial crime cases, with over 60% of organizations reporting at least one
fraudulent incident in the past five years (NFIU, 2023). Factors such as weak governance structures, corruption,
and technological advancements have contributed to the growing sophistication of financial crime (Oladipo,
2024). Research has also shown that financial crime has severe economic and social consequences, including
loss of investor confidence, reduced foreign direct investment, and economic instability (Adeboye, 2023). For
instance, major fraud scandals in Nigeria’s banking sector have led to regulatory reforms aimed at strengthening
financial oversight (Eze & Aluko, 2022). Mitigating the incidence of financial crime requires a multi-faceted
approach, including strengthening internal controls, enhancing regulatory enforcement, and improving economic
stability (Ogunleye, 2024). Organizations must adopt risk management frameworks, fraud detection systems,
and ethical leadership to reduce financial crime risks (Smith & Adeyemi, 2023).

Theoretical Framework
Understanding financial crime requires a robust theoretical foundation that explains the factors contributing to
fraudulent activities and regulatory inefficiencies. Several theories offer insights into the dynamics of financial
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crime, including Fraud Triangle Theory, Institutional Theory, and Deterrence Theory. These theories help in

analysing how weak internal controls, economic instability, and regulatory enforcement influence financial

crime.

1. Fraud Triangle Theory

The Fraud Triangle Theory, developed by Cressey (1953), explains that financial crimes occur due to three main

elements: pressure, opportunity, and rationalization.

e Pressure: Economic hardship, personal financial burdens, or unrealistic organizational targets may push
employees toward fraudulent activities (Albrecht et al., 2023).

e Opportunity: Weak internal controls create loopholes that enable financial crimes. Inefficient auditing
systems, poor oversight, and lack of segregation of duties increase fraud risks (Ramos, 2022).

o Rationalization: Individuals justify their actions, believing that fraud is necessary to overcome financial
struggles or that the system is already corrupt (Owolabi & Yusuf, 2023).

The Fraud Triangle Theory is relevant to this study as it highlights how poor internal controls contribute to

financial crimes in institutions.

2. Institutional Theory

Institutional Theory examines the role of formal and informal institutions in shaping financial practices.

According to Scott (2008), weak governance structures and ineffective enforcement mechanisms foster financial

crimes.

o Regulatory Weaknesses: Institutions with weak regulatory structures fail to prevent financial fraud (Akinola
& Ojo, 2022).

e Cultural and Organizational Norms: Financial misconduct becomes normalized in institutions with
inadequate accountability and oversight (Osuji & Amadi, 2024).

This theory aligns with the study’s objective of assessing the effectiveness of regulatory enforcement in

mitigating financial crimes.

3. Deterrence Theory

Deterrence Theory, rooted in criminology, suggests that individuals are less likely to commit financial crimes if

the perceived risk of punishment is high (Beccaria, 1764).

e  Certainty of Punishment: Strong internal audit mechanisms and real-time financial monitoring reduce fraud
risks (Nwosu & Adebayo, 2022).

e  Severity of Punishment: Harsh legal penalties discourage fraudulent activities (Cullen & Agboola, 2023).

o Swift Enforcement: Timely disciplinary actions improve deterrence effectiveness (Nwankwo, 2024).

This theory supports the study’s focus on regulatory enforcement as a financial crime mitigation tool.

Application of Institutional Theory to the Case of University of Benin Teaching Hospital (UBTH)

The Institutional Theory can be applied to the case of UBTH, a major public healthcare institution in Nigeria.

UBTH has faced financial mismanagement due to systemic weaknesses in internal controls and regulatory

enforcement.

e Weak Regulatory Oversight: Regulatory bodies overseeing UBTH have been ineffective in detecting and
preventing fraudulent practices. Inefficient monitoring allows financial crimes to persist (Adetunji, 2024).

e Institutionalized Fraudulent Practices: A culture of weak accountability in UBTH has normalized financial
mismanagement. Employees may engage in fraudulent activities due to the perception that financial
misconduct is rarely penalized (Mensah et al., 2023).

e Policy Recommendations: Strengthening regulatory enforcement, improving financial monitoring systems,
and increasing accountability through digital audits can reduce financial fraud in UBTH (Oladipo, 2024).

By applying Institutional Theory, this study underscores the need for stronger financial governance and

regulatory frameworks in UBTH to combat financial crimes.

Empirical Review

Empirical studies on fraud and financial crime have consistently highlighted the role of weak internal controls,
economic instability, and regulatory enforcement in influencing financial misconduct. Researchers have
examined the extent to which these factors contribute to financial crimes across various sectors, including
healthcare, banking, and government institutions. However, gaps persist in understanding the interplay of these
factors within Nigerian public institutions, particularly in the University of Benin Teaching Hospital (UBTH).
Weak internal controls have been widely recognized as a significant contributor to financial crime. Ahmed &
Usman (2022) found that organizations with ineffective audit mechanisms experience higher levels of financial
fraud than those with robust financial governance structures. Their study of Nigerian public institutions revealed
that internal control loopholes, such as lack of segregation of duties and poor oversight, were among the key
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enablers of fraudulent practices. Similarly, Ogunleye & Adegbite (2023) examined financial fraud in Nigerian
hospitals and discovered that weak accounting procedures facilitated unauthorized transactions and financial
mismanagement. They concluded that many hospitals operate without strict adherence to financial reporting
standards, making them vulnerable to fraudulent activities. Additionally, Nwankwo (2024) argued that internal
control weaknesses were not only structural but also cultural, as poor ethical practices and informal networks
within organizations often shield fraudsters from detection.

The relationship between economic instability and financial crime has also been extensively studied. Eze &
Okonkwo (2021) investigated the impact of economic downturns on corporate fraud in Nigeria and found that
financial crime spikes during periods of economic hardship. Their study showed that individuals and
organizations resort to fraudulent activities when faced with financial pressure, inflation, and declining
purchasing power. This aligns with the Fraud Triangle Theory, which posits that financial pressure is a key
driver of fraud. Olawale et al. (2022) further examined economic volatility and financial misconduct in the
banking sector, concluding that institutions operating in unstable economic environments tend to experience
higher cases of financial crime. The study emphasized that economic instability fosters corrupt behaviours,
misappropriation of funds, and embezzlement, as individuals seek alternative means of financial survival. Ajayi
& Salisu (2023) extended this analysis by studying public healthcare institutions and found that budgetary
constraints and financial distress often lead employees to exploit institutional weaknesses for personal gain.
They noted that in underfunded hospitals, fraud is frequently justified as a survival strategy, where employees
engage in fraudulent billing, payroll fraud, and procurement manipulation.

Regulatory enforcement has been identified as a crucial determinant of financial crime prevalence. Benson &
Uchenna (2022) examined how regulatory inefficiencies contribute to financial fraud in government institutions.
Their findings indicated that weak enforcement of anti-fraud policies, corruption within regulatory agencies, and
slow judicial processes reduce the effectiveness of fraud prevention mechanisms. Similarly, Adeyemi &
Adebayo (2023) assessed the effectiveness of Nigeria’s regulatory framework in combating financial crime and
found that lack of stringent penalties and inconsistent enforcement contributed to continued financial
misconduct. They argued that fraudsters often operate with impunity, knowing that legal repercussions are
minimal or delayed. In contrast, Mensah & Boateng (2024) studied financial fraud in Ghana and highlighted that
stronger regulatory enforcement mechanisms, such as real-time financial monitoring and whistle-blower
protections, significantly reduce financial crime incidences. Their findings suggest that Nigeria’s regulatory
institutions could benefit from adopting stricter enforcement models used in other jurisdictions. Osuji & Amadi
(2024) further examined the role of technological advancements in fraud detection and emphasized that digital
financial monitoring systems enhance transparency and reduce opportunities for fraudulent activities. However,
they noted that many public institutions, including healthcare facilities, have been slow in adopting technology-
driven financial controls, leaving them vulnerable to financial crimes.

Despite these extensive studies, several research gaps remain. First, while numerous studies have investigated
the impact of weak internal controls on financial crime, limited research has focused on how specific control
measures, such as digital financial audits, impact fraud mitigation in Nigerian hospitals. Most existing studies
provide general discussions on internal control failures, without empirical evidence on the effectiveness of
specific control interventions in healthcare institutions. Second, although economic instability has been linked to
financial crime, studies have largely focused on the banking and corporate sectors, with minimal attention given
to the public healthcare sector. Given that hospitals operate under unique financial pressures, further research is
needed to examine how economic instability shapes fraudulent behaviours in Nigerian healthcare institutions.
Third, while studies have explored the effectiveness of regulatory enforcement, few have examined the
interaction between internal financial controls and external regulatory mechanisms. There is a need to assess
how the combination of internal controls and external enforcement measures can create a more effective anti-
fraud strategy in public hospitals.

In sum, while prior studies have provided valuable insights into financial crime, significant gaps remain in
understanding the specific dynamics of fraud in public healthcare institutions in Nigeria. This study addresses
these gaps by examining the role of weak internal controls, economic instability, and regulatory enforcement in
financial crime within UBTH. By filling this research void, the study provides evidence-based recommendations
for improving fraud prevention strategies in Nigeria’s healthcare system.

. RESEARCH METHODOLOGY

Research Design

This study adopts a quantitative research design to examine the impact of weak internal controls,
economic instability, and regulatory enforcement on financial crime in Nigeria, with a case study of the
University of Benin Teaching Hospital (UBTH). A descriptive survey research design is employed to collect
and analyse numerical data that will help quantify relationships between the study variables. The rationale for
selecting this design is its ability to provide objective, measurable, and statistically analysable insights into
financial crime (Saunders et al., 2022).
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Population and Sample Size

The population of this study comprises employees in financial and administrative departments within UBTH, as
they play a crucial role in financial management and compliance. The study targets accountants, auditors,
procurement officers, finance managers, and regulatory compliance personnel who have direct experience with
financial controls, economic pressures, and regulatory enforcement in the hospital.

A stratified random sampling technique is employed to ensure a balanced representation of participants across
different job functions. The sample size is determined using Krejcie and Morgan’s (1970) formula, which
suggests a minimum sample of 150 respondents for a population of over 500 employees (Taherdoost, 2022).
This approach enhances the study's generalizability and reliability.

Sources of Data

Primary Data

The primary data for this study is collected through structured questionnaires designed to gather insights on
internal controls, economic conditions, regulatory enforcement, and financial crime prevalence. The
questionnaire consists of closed-ended questions with a five-point Likert scale (ranging from 1 = Strongly
Disagree to 5 = Strongly Agree) to measure respondents’ perceptions quantitatively (Bryman, 2023).

Secondary Data
Secondary data is obtained from published financial reports, forensic audit reports, regulatory compliance

reports, and past research studies on financial crime in Nigerian hospitals. These sources provide contextual and
historical insights that support the interpretation of primary data findings (Zikmund et al., 2021).

Data Collection Method

Data collection is conducted using self-administered online and paper-based surveys. Online surveys are
distributed via Google Forms to respondents with internet access, while paper-based questionnaires are provided
to employees who prefer physical copies. This mixed approach ensures higher response rates and inclusivity
(Bell et al., 2023).

Data Analysis Technique

The study employs regression analysis as the primary statistical method to examine the relationship between the
independent variables (internal controls, economic instability, and regulatory enforcement) and the dependent
variable (financial crime incidence).

A multiple regression analysis is conducted to assess the strength and significance of the predictive relationships
between these variables. This method is suitable as it helps determine how much variation in financial crime
incidence can be explained by the selected predictors (Field, 2022). The regression model will test the individual
and combined effects of weak internal controls, economic instability, and regulatory enforcement on financial
crime, thereby providing insights into the most influential factors.

The analysis is conducted using IBM SPSS 28.0, ensuring accurate computation and interpretation of results
(Tabachnick & Fidell, 2021). Regression diagnostics, including multicollinearity tests, residual analysis, and
heteroscedasticity checks, are performed to validate the reliability of the regression model (Hair et al., 2023).

Reliability and Validity

To ensure the reliability of the instrument, a pilot study is conducted with 15 participants from UBTH before
full-scale data collection. The Cronbach’s Alpha test is used to assess internal consistency, with a threshold of
0.7 and above indicating reliability (George & Mallery, 2022).

For validity, the questionnaire is reviewed by financial experts, fraud analysts, and academics to ensure that the
items accurately measure the study variables (Saunders et al., 2022).

Ethical Considerations

Ethical approval is obtained from the UBTH Ethics and Research Committee. Participants are informed about
the study’s purpose, their right to anonymity, and confidentiality of their responses. Informed consent is secured
before data collection, and all information is stored securely, in compliance with GDPR and Nigerian data
protection regulations (Creswell & Creswell, 2023).

V. DATA PRESENTATION, ANALYSIS AND INTERPRETATION
Regression Analysis Output

[Model |R R? || Adjusted R? ||Std. Error of the Estimate
R l0.785 ][0.616 |[0.602 0.431
|[ANOVA Table
Sum of - :
Model Squares df ||[Mean Square ||F-Statistic Sig. (p-value)
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|Mode| ||R ||R2 ||Adjusted R? ||Std. Error of the Estimate
[Regression [[42.312 13 |[14.104 133,512 ||0.000%**
[Total |68.760 |[100]| | I

[Significance Level: p < 0.05

|
|
[Residual  |[26.448 97 |l0.273 | | |
|
|
|

|Regression Coefficients Table

Variables gg:ﬁ%ﬁ?eﬁ?(zgs ?éi?:)ardlzed Coefficients t-statistic ||Sig. (p-value)
|(Constant) [1.215 | 4302 J0.000%** |
|Weak Internal Controls |l0.421 0.432 |5.621  J0.000*** |
[Economic Instability 0.315 |[0.354 4729 Jo.000*** |
|Regu|atory Enforcement ||-0.298 ||-0.312 ||-4.152 ||0.000*** |
|

ISignificance Level: p < 0.05

Analysis of the Regression Output

Model Fitness

The R2 value (0.616) indicates that 61.6% of the variation in financial crime incidence is explained by the
independent variables (weak internal controls, economic instability, and regulatory enforcement).

The F-statistic (33.512, p = 0.000) is statistically significant, suggesting that the overall regression model is a
good fit.

Interpretation of Coefficients

Weak Internal Controls (B = 0.421, p < 0.05): A unit increase in weak internal controls leads to a 42.1%
increase in financial crime incidence, making it the strongest predictor.

Economic Instability (B = 0.315, p < 0.05): A unit increase in economic instability results in a 31.5% increase in
financial crime incidence.

Regulatory Enforcement (B = -0.298, p < 0.05): A unit increase in regulatory enforcement leads to a 29.8%
decrease in financial crime incidence, implying that stronger enforcement reduces fraud.

Hypothesis Testing and Interpretation

Hoi: Weak internal controls have no significant impact on financial crime incidence.

e Result: The p-value for weak internal controls (0.000) is less than 0.05.

e Decision: Reject Hor.

e Interpretation: Weak internal controls significantly contribute to financial crime incidence.

Hoz: Economic instability has no significant relationship with financial crime incidence.
e Result: The p-value for economic instability (0.000) is less than 0.05.

e  Decision: Reject Hoo.

¢ Interpretation: Economic instability significantly increases financial crime incidence.

Hos: Regulatory enforcement has no significant effect on financial crime incidence.

e Result: The p-value for regulatory enforcement (0.000) is less than 0.05.

e  Decision: Reject Hos.

e Interpretation: Regulatory enforcement significantly reduces financial crime incidence.

In sum, the regression analysis confirms that weak internal controls and economic instability increase financial
crime, while strong regulatory enforcement reduces it. The study suggests that organizations, particularly
financial institutions, should strengthen internal controls, improve economic stability, and enforce strict
regulations to mitigate fraud.

Discussion of Findings and Implications of Results

The findings of this study highlight the significant impact of weak internal controls, economic instability, and
regulatory enforcement on the incidence of financial crime. The regression analysis revealed that weak internal
controls and economic instability contribute positively to financial crime, whereas regulatory enforcement
mitigates it. These findings align with previous research while also revealing some contrasting perspectives.
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Several studies support the finding that weak internal controls significantly increase financial crime. For
instance, Adegbite et al. (2022) found that inadequate risk management frameworks in Nigerian financial
institutions led to increased fraudulent activities, reinforcing the notion that weak internal controls provide
opportunities for financial misconduct. Similarly, Zhang & Li (2023) reported that ineffective internal control
mechanisms in Chinese banks were strongly correlated with rising fraud cases, emphasizing the necessity of
robust oversight structures. Furthermore, Okafor & Chukwu (2021) found that organizations with lax control
environments experienced a higher incidence of financial fraud, suggesting that a strong internal control system
is crucial in preventing fraudulent activities. These findings collectively support the current study’s results,
confirming that the absence of effective control mechanisms fosters financial crime.

Economic instability was also found to be a significant factor in increasing financial crime. This finding aligns
with the research by Johnson & Smith (2022), which identified a strong correlation between economic
downturns and financial crime in developing economies. Their study noted that during periods of economic
recession, individuals and businesses facing financial distress were more likely to engage in fraudulent activities
to sustain operations. Additionally, Roberts et al. (2023) found that economic instability in European markets
led to increased financial crimes such as embezzlement and money laundering. Similarly, Adebayo & Yusuf
(2024) examined Nigeria’s financial sector and observed that economic hardships contributed to higher
fraudulent activities, particularly in microfinance institutions. These studies confirm that economic instability
exacerbates financial crime by creating financial pressures that push individuals and corporations toward illegal
financial practices.

The study further found that regulatory enforcement plays a critical role in mitigating financial crime. This
finding is supported by Williams & Taylor (2022), who demonstrated that countries with strong regulatory
frameworks experience lower financial crime rates. Their study emphasized that strict enforcement of financial
laws and policies deters potential offenders. Additionally, Hassan & Bello (2023) found that the implementation
of stringent anti-money laundering policies in the United Arab Emirates significantly reduced financial crime,
highlighting the importance of regulatory oversight. Moreover, a study by Okonkwo & Adeyemi (2024) on
Nigerian financial institutions found that firms with robust compliance programs recorded fewer fraud cases,
reinforcing the effectiveness of regulatory enforcement.

While the majority of prior studies support the findings of this study, some contradicting perspectives exist. For
example, Lee & Kim (2021) argued that while regulatory enforcement is necessary, excessive regulation
sometimes drives financial crime underground rather than eliminating it. Similarly, Brown & Harris (2023)
noted that in some developing economies, corruption within regulatory bodies undermines enforcement efforts,
thereby failing to reduce financial crime. These contrasting perspectives suggest that while regulatory
enforcement is essential, it must be implemented transparently and effectively.

The implications of these findings are significant for policymakers, financial institutions, and regulatory bodies.
Strengthening internal controls should be prioritized to reduce opportunities for fraud. Policymakers must also
focus on stabilizing the economy, as financial hardships contribute to fraudulent behaviours. Finally, regulatory
enforcement must be enhanced, ensuring that anti-fraud policies are not only well-structured but also effectively
implemented. By addressing these key factors, organizations and governments can significantly mitigate
financial crime, ensuring a more transparent and secure financial system.

V. CONCLUSION AND RECOMMENDATIONS
Conclusion
The study has examined the impact of weak internal controls, economic instability, and regulatory enforcement
on the incidence of financial crime. The findings indicate that weak internal controls and economic instability
significantly contribute to the prevalence of financial crime, while strong regulatory enforcement plays a crucial
role in mitigating it. These results highlight the importance of effective financial governance and regulatory
frameworks in preventing fraudulent activities.
The study confirms that inadequate internal controls create an enabling environment for financial crime by
allowing opportunities for fraudulent activities to go undetected. Organizations with weak control mechanisms
are more vulnerable to financial misconduct, underscoring the need for stricter internal monitoring systems and
accountability measures. Strengthening internal controls through improved financial oversight, audit procedures,
and risk management strategies can reduce the likelihood of financial crime.
Economic instability has also been identified as a major driver of financial crime. Periods of financial
uncertainty often lead individuals and businesses to engage in fraudulent activities as a means of survival.
Economic downturns, inflation, and unemployment increase financial pressure, making financial crime more
appealing as an alternative means of financial stability. Addressing economic instability through policies that
promote economic growth, job creation, and financial inclusion can help curb financial crimes associated with
economic distress.
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Regulatory enfor\cement has been found to be an effective deterrent to financial crime. Strong legal

and regulatory frameworks ensure compliance with financial laws and discourage fraudulent practices. The
effectiveness of regulatory enforcement, however, depends on its implementation. Authorities must ensure that
policies are not only well-structured but also enforced transparently and without bias. Strengthening regulatory
institutions, increasing penalties for financial crime, and promoting ethical business practices are essential in
reducing financial misconduct.
Overall, this study underscores the need for a multi-faceted approach to combating financial crime. Addressing
internal control weaknesses, stabilizing the economy, and ensuring effective regulatory enforcement can
collectively reduce the incidence of financial crime. Policymakers, financial institutions, and regulatory bodies
must collaborate to implement sustainable measures that promote financial transparency and accountability. By
taking proactive steps to mitigate risk factors, financial crime can be significantly curtailed, leading to a more
secure and trustworthy financial system.

Recommendations

Based on the findings of this study, the following recommendations are proposed to mitigate financial crime:

1. Strengthening Internal Controls: Organizations, particularly financial institutions and public sector
entities, should implement robust internal control mechanisms. This includes regular audits, segregation of
duties, real-time transaction monitoring, and the use of advanced fraud detection systems. Employee
training on ethical financial practices should also be prioritized to minimize risks.

2. Enhancing Regulatory Enforcement: Regulatory bodies should improve enforcement mechanisms by
ensuring strict compliance with financial laws and policies. This can be achieved by increasing oversight,
enhancing penalties for financial crimes, and leveraging technology for real-time financial monitoring. A
transparent and independent regulatory framework will ensure that financial crimes are detected and
prosecuted effectively.

3. Addressing Economic Instability: Policymakers should implement strategies that promote economic
stability, such as job creation, inflation control, and financial literacy programs. Economic downturns often
lead to an increase in fraudulent activities; therefore, ensuring economic resilience through sound fiscal
policies will reduce the motivation for financial crime.

4. Leveraging Technology in Fraud Detection: The adoption of artificial intelligence (Al), machine
learning, and blockchain technology can significantly improve fraud detection and prevention. Financial
institutions should invest in automated risk assessment tools and predictive analytics to identify suspicious
transactions and prevent financial fraud.

5. Encouraging Whistleblowing and Ethical Practices: Organizations should establish confidential and
secure whistleblowing mechanisms to encourage employees to report fraudulent activities without fear of
retaliation. Additionally, fostering a culture of ethics and accountability in financial operations can help
prevent financial crime at both organizational and national levels.

By implementing these recommendations, financial institutions, policymakers, and regulatory bodies can work

collectively to reduce financial crime and enhance the integrity of financial systems.
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