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Abstract

Small and Medium Enterprises (SMEs) in Indonesia face the challenge of limited
access to finance, with only 30% of SMEs having access to formal bank credit. This
study examines an inclusive financial innovation model for empowering SMEs
through the integration of conventional financing institutions, venture capital, and
microfinance. The main theoretical framework includes the complementarity
theory in SME financing, the blended finance model, and the ecosystem approach
in SME financing. The problem formulation includes how to integrate various
financing models, the role of financial technology, the development of an inclusive
credit assessment model, and strategies for improving SME financial literacy. Using
a qualitative document review method, this study analyzes various secondary data
sources through thematic content analysis. The findings show significant potential
for the Integrated SME Finance Ecosystem (ISFE) model that combines an
integrated digital platform, an alternative credit scoring system, and a step-up
financing approach. The conclusion shows that the integration of financing models
can increase SME financial access by up to 50%, but requires regulatory
harmonization and collaboration between stakeholders. This study provides
theoretical contributions to the development of the concept of inclusive finance
and practical implications for policy makers and financial institutions in improving
SME financing access in Indonesia.
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I Introduction
1.1 Background of the problem

Small and Medium Enterprises (SMEs) are the backbone of the Indonesian
economy, contributing around 60% of the national GDP and absorbing more than
97% of the workforce (Ministry of Cooperatives and SMEs of the Republic of
Indonesia, 2024). However, one of the main challenges faced by SMEs is limited
access to formal financial services, which hinders their growth and
competitiveness.

According to the latest report by Bank Indonesia (2024), only around 30%

of SMEs in Indonesia have access to bank credit. This is due to several factors,
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including: lack of adequate collateral. Many SMEs do not have assets that can be
used as collateral for bank loans (Tambunan, 2022), limited financial literacy.

A study by the Financial Services Authority (2023) shows that the level of
financial literacy among SME actors is still relatively low, at around 40%. Business
informality. Most SMEs in Indonesia still operate in the informal sector, which
makes it difficult for them to meet the documentation requirements for credit
applications (Nastiti & Kasri, 2023).

High transaction costs. Formal financial institutions are often reluctant to
serve SMEs due to high operational costs relative to small loan amounts (World
Bank, 2022). Limited geographic reach. Many SMEs in remote areas still face
difficulties in accessing banking services (Asian Development Bank, 2023).

Although the government has issued various policies to improve financial
access for SMEs, such as the People's Business Credit (KUR) program, there are still
significant gaps. The OECD report (2023) shows that Indonesia is still lagging
behind in terms of access to SME financing compared to other ASEAN countries
such as Malaysia and Thailand.

These challenges are further exacerbated by the impact of the COVID-19
pandemic, which has resulted in many SMEs experiencing financial difficulties and
declining turnover (Hutabarat & Simanjuntak, 2022). On the other hand, the
development of financial technology (fintech) opens up new opportunities to
increase financial inclusion for SMEs, but also raises new challenges related to
regulation and consumer protection (Yoshino & Taghizadeh-Hesary, 2023).

In this context, an innovative and integrated approach is needed to
address the problem of financial access for SMEs in Indonesia. Models that
integrate conventional financing institutions, venture capital, and microfinance are
becoming increasingly relevant to explore as potential solutions (Financial Services
Authority, 2023).

Inclusive financial innovation plays a crucial role in empowering Small and
Medium Enterprises (SMEs) in Indonesia. Here are some important aspects that

show the significance of this innovation: Bridging the Financial Access Gap:



Inclusive financial innovation can help overcome traditional barriers faced by SMEs
in accessing formal financial services. According to a report by Bank Indonesia
(2024), innovations such as peer-to-peer lending and crowdfunding have increased
access to financing for SMEs by 15% in the last two years.

Increasing Efficiency and Reducing Costs: Financial technology (fintech)
enables a more efficient and low-cost process in credit distribution. A study by
Wijaya and Suasih (2023) shows that the use of fintech platforms can reduce
operational costs by up to 30% compared to traditional methods. Encouraging SME
Formalization: Inclusive financial innovation can encourage SMEs to shift to the
formal sector. Nastiti and Kasri (2023) found that SMEs that adopt digital financial
services are 40% more likely to officially register their businesses.

Increasing Financial Literacy: Digital financial platforms are often
equipped with educational features that can improve the financial literacy of SME
actors. The Financial Services Authority (2023) reported a 10% increase in financial
literacy rates among users of digital financial applications. Supporting MSME
Resilience: Inclusive financial innovation can increase MSME resilience to
economic shocks. Research by Tambunan and Purwoko (2024) shows that MSMEs
with access to digital financial services have a 25% higher survival rate during
economic crises.

Expanding Geographic Reach: Financial technology enables financial
services to reach remote areas. The Asian Development Bank (2023) reports that
the use of agent banking and mobile banking has increased financial service
penetration in rural Indonesia by 40% in the past five years. Encouraging Product
Innovation: Inclusive finance encourages financial institutions to develop products
that are more suited to the needs of MSMEs. A study by Hutabarat and
Simanjuntak (2022) shows that fintech has introduced more than 50 types of new
financial products tailored for MSMEs in the past three years.

Improving Credit Assessment Accuracy: Innovations such as Al-based
credit scoring and big data analysis enable more accurate credit assessments for

MSMEs. Yoshino and Taghizadeh-Hesary (2023) found that Al-based credit scoring



models can reduce the level of bad debts by up to 40% compared to traditional

methods. Supporting Sustainable Financial Inclusion: Inclusive financial innovation

is in line with the sustainable development goals. The World Bank (2022)

emphasized that fintech can play an important role in achieving global financial

inclusion targets, including in Indonesia.

Improving SME Competitiveness: Access to innovative financial services
allows SMEs to compete more effectively in the global market. The OECD report
(2023) shows that SMEs with access to digital financial services have a 30% higher
participation rate in international trade. Considering the above aspects, it is clear
that inclusive financial innovation has a vital role in empowering SMEs in
Indonesia. This not only supports economic growth but also contributes to the
achievement of broader development goals such as poverty alleviation and
economic equality (Ministry of Cooperatives and SMEs of the Republic of
Indonesia, 2024).

1.2 Problem Formulation
Relevant and important problem formulations to be studied related to the

inclusive financial innovation model for empowering SMEs:

1.2.1 How to effectively integrate conventional financing institutions, venture
capital, and microfinance to improve financial access for SMEs in
Indonesia?

1.2.2  What s the role and potential of financial technology (fintech) in bridging
the gap in financial access and increasing the efficiency of credit
distribution for SMEs?

1.2.3  How to develop a more accurate and inclusive credit assessment model
for SMEs, especially those operating in the informal sector?

1.2.4  What strategies are needed to improve financial literacy and encourage
the formalization of SMEs through inclusive financial innovation?

13 Research Objectives
This study aims to analyze and develop an integration model that

combines three main pillars of SME financing: conventional financing institutions,



venture capital, and microfinance. The specific objectives of this study include:
identifying the Characteristics and Roles of Each Pillar, Analyzing Potential
Synergies, evaluating Existing Integration Models, Developing Innovative
Integration Models, Analyzing Potential Impacts, ldentifying Barriers and
Challenges, Formulating Policy Recommendations, analyzing the Role of
Technology, Evaluating Sustainability Aspects and Developing a Monitoring and
Evaluation Framework.

1.4 Significance of the Study

Significance of the Study for the Development of Inclusive Financial Policy:
Refinement of Inclusive Financial Policy, Optimization of Resource Allocation,
Improvement of Inter-Institutional Coordination: Identification of Regulatory Gaps:
Development of Performance Indicators: Strengthening the Evidence Base for
Decision Making: Adaptation to Global Trends: Increasing SME Competitiveness:
Mainstreaming Fintech in Policy: Post-Pandemic Policy Adjustments: Support for
Sustainable Development Goals: Increasing Financial Literacy:

2. Literature Review
2.1 The Concept of Inclusive Finance and Its Role in Empowering SMEs

Inclusive finance refers to the availability and accessibility of affordable,
timely, and adequate financial services for all segments of society, including Small
and Medium Enterprises (SMEs). This concept has become a major focus in the
global and national development agenda, especially in the context of economic
empowerment (World Bank, 2022).

According to the Financial Services Authority (2023), inclusive finance
encompasses four main dimensions: access, use, quality, and welfare. In the
context of SMEs, inclusive finance plays an important role in: Increasing Access to
Capital: Inclusive finance allows SMEs to access various sources of formal
financing. Bank Indonesia (2024) reported that inclusive finance initiatives have
increased SME access to bank credit by 15% in the past two years.

Growth and Expansion: With better access to financing, SMEs can invest

in business development. A study by Tambunan (2022) shows that SMEs with



access to formal financial services have a 25% higher growth rate than those
without. Improving Financial Resilience: Inclusive finance helps SMEs manage risks
and weather economic shocks. Nastiti and Kasri (2023) found that SMEs with
access to microinsurance products have 30% higher resilience to economic crises.

Access to finance enables SMEs to invest in technology and innovation.
The Asian Development Bank (2023) reported that SMEs with access to formal
finance are 40% more likely to adopt new technologies. Inclusive finance
encourages SMEs to move into the formal sector. Hutabarat and Simanjuntak
(2022) showed that SMEs that use formal banking services are 50% more likely to
officially register their businesses.

Inclusive finance often goes hand in hand with digital inclusion. The OECD
(2023) noted that the adoption of digital financial services among SMEs has
increased their operational efficiency by up to 35%. Inclusive finance programs are
often accompanied by financial education. Yoshino and Taghizadeh-Hesary (2023)
found a positive correlation between financial literacy levels and SME
performance.

Inclusive finance facilitates SMEs to participate in international trade. The
World Bank (2022) reported that SMEs with access to export finance are 30% more
likely to enter the global market. With growth supported by access to finance,
SMEs can create more jobs. The Indonesian Ministry of Cooperatives and SMEs
(2024) recorded a 20% increase in employment absorption by SMEs that have
access to formal financing. Inclusive finance plays a role in achieving the
Sustainable Development Goals (SDGs).

UNDP (2023) emphasizes the key role of inclusive finance in poverty
alleviation and inclusive economic growth. In the Indonesian context, inclusive
finance has become a national policy priority. Indonesia's National Strategy for
Inclusive Finance 2024-2028 (Financial Services Authority, 2023) sets ambitious
targets to increase financial access for SMEs, with a focus on digitalization, financial

education, and product development that suits SME needs.



2.2 SME financing models: conventional financing institutions, venture
capital, and microfinance
2.2.1 Conventional Financing Institutions

Conventional financing institutions, especially commercial banks, are the
main source of formal financing for SMEs. This model offers various products such
as working capital loans, investment loans, and trade financing facilities. Bank
Indonesia (2024) reported that around 30% of SMEs in Indonesia have access to
bank credit. However, there are still significant challenges such as strict collateral
requirements and complex application procedures.

The Financial Services Authority (2023) noted an increase in the
distribution of SME credit by conventional banks by 12% in 2023, although it still
has not reached the target set in the National Strategy for Financial Inclusion.
2.2.1.1 Venture Capital

Venture capital offers alternative financing for SMEs that have high
growth potential but are considered too risky by conventional banks. This model
involves equity or quasi-equity investment with the expectation of a higher rate of
return. According to the Asian Development Bank (2023) report, the venture
capital sector in Indonesia has experienced significant growth, with investment in
SMEs increasing by 25% in the last three years.

However, its penetration is still limited to SMEs in the technology and
digital sectors. Yoshino and Taghizadeh-Hesary (2023) found that SMEs that
received venture capital funding had a 40% higher growth rate than those that only
relied on conventional bank financing.
2.2.1.2 Microfinance

Microfinance institutions (MFIs) play a vital role in providing financial
access to micro and small-scale SMEs, especially in rural areas and the informal
sector. The World Bank (2022) reports that the microfinance sector in Indonesia
has reached more than 20 million customers, with the majority being micro and

small business actors. Nastiti and Kasri (2023) found that SMEs that access



microfinance services have an average income increase of 30% in the first two
years after receiving a loan.
2.2.2 Integration and Innovation of Financing Models

Recent trends show efforts to integrate these three financing models to
create a more inclusive financial ecosystem for SMEs: Bank-Fintech Partnerships:
Hutabarat and Simanjuntak (2022) note that partnerships between conventional
banks and fintech platforms have increased SME credit distribution by 35%
through the use of alternative credit scoring technology.

Blended Finance: OECD (2023) reports an increasing use of blended
finance models that combine venture capital with soft loans from development
finance institutions to support SMEs in strategic sectors. Digitalization of
Microfinance: Tambunan (2022) identifies a trend of digitalization of microfinance
institutions that is increasing the reach and efficiency of their services, with the
adoption of mobile banking technology increasing by 50% in the last two years.

Value Chain Financing: The Asian Development Bank (2023) notes the
success of value chain financing models that integrate banks, large corporations,
and supplier SMEs, increasing access to finance for SMEs by up to 40% in certain
sectors. Integrated Financing Platform: The Indonesian Ministry of Cooperatives
and SMEs (2024) launched an integrated financing platform initiative that connects
SMEs with various sources of financing, including banks, venture capital, and
microfinance institutions.

While each financing model has its strengths and limitations, integration
and innovation across models offers great potential to improve access to finance
for SMEs in Indonesia. However, regulatory, infrastructure, and financial literacy
challenges still need to be addressed to maximize the positive impact of these

financing models.



2.3 Previous theories and studies on the integration of various financing
models

The integration of various financing models has become a focus of
research in an effort to improve financial access for Small and Medium Enterprises
(SMEs). Some relevant previous theories and studies include:

2.3.1 Complementarity Theory in SME Financing

Beck et al. (2018) developed a complementarity theory that explains how
different types of financing can complement each other to meet the diverse needs
of SMEs. They found that a combination of bank and non-bank financing can
significantly improve SMEs' access to finance.

2.3.2 Blended Finance Model

Blended finance, which combines public and private resources, has
emerged as an innovative approach. Convergence (2022) reports that the blended
finance model has succeeded in attracting private investment to the SME sector in
developing countries, with an average leverage ratio of 4:1.

2.3.3  Integration of Fintech and Traditional Financial Institutions

A study by Fenwick et al. (2020) analyzes how the integration of fintech
and traditional banks can create a more inclusive financing model for SMEs. They
found that these partnerships can reduce transaction costs by up to 40% and
increase access to credit for previously underserved SMEs.

2.3.4 Ecosystem Approach Theory in SME Financing

Roundy and Fayard (2019) proposed an ecosystem approach in SME
financing, which emphasizes the importance of interactions between various
stakeholders, including banks, venture capital, microfinance institutions, and
crowdfunding platforms. They argue that this integrated approach can create a
more conducive environment for SME growth.

2.3.5 Integrated Value Chain Financing Model
Caniato et al. (2019) examined the effectiveness of a value chain financing

model that integrates banks, large corporations, and supplier SMEs. They found



that this model can increase access to finance for SMEs by up to 35% and reduce
credit risk for financial institutions.
2.3.6 Multi-sided Digital Platforms for SME Financing

Wang et al. (2021) analyzed the role of multi-sided digital platforms in
integrating various sources of financing for SMEs. They found that this platform
can reduce information asymmetry and improve capital allocation efficiency.
2.3.7 Financial Growth Cycle Theory and Its Implications for Financing

Integration

Berger and Udell (1998) developed the financial growth cycle theory

that explains how SMEs’ financing needs change as they grow. A recent study by
Mc Namara et al. (2020) applied this theory in the context of financing integration,
showing how a combination of different financing sources can support SMEs at
different stages of growth.
2.3.8  Hybrid Microfinance Model

Khavul et al. (2013) examined a hybrid microfinance model that combines
traditional microfinance approaches with digital technology and partnerships with
commercial banks. They found that this model can increase the reach and
efficiency of microfinance services for SMEs.
2.3.9 Integration of Islamic and Conventional Financing

Seibel and Dwi Agung (2006) analyzed the integration between Islamic
and conventional financial institutions in Indonesia in the context of SME financing.
They found that this integrated approach can expand access to finance, especially
in areas with a strong preference for Islamic financial services.
2.3.10 Institutional Voids Theory and the Role of Financing Integration

Khanna and Palepu (2010) developed the concept of institutional voids to
explain challenges in emerging markets. In the context of SME financing, Cumming
et al. (2019) applied this theory to show how the integration of multiple financing

models can help address institutional voids in financial markets.
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24 Research Gaps to be Filled by This Study
2.4.1 Holistic Integration of Financing Models

While many studies have discussed various SME financing models
separately, there is still a gap in studies that integrate conventional financing
institutions, venture capital, and microfinance in a holistic manner. Yoshino and
Taghizadeh-Hesary (2023) highlighted the need for an integrated approach to SME
financing, but there is no comprehensive model that combines all three elements
effectively.
2.4.2 Indonesia-Specific Context

While global studies on SME financing are quite numerous, studies that
focus on the specific context of Indonesia, especially in terms of the integration of
multiple financing models, are still limited. Tambunan (2022) identified the need
for further research on financing models tailored to the unique characteristics of
Indonesian SMEs.
2.4.3 The Role of Technology in Financing Model Integration

Although there is research on fintech and SME financing (Hutabarat &
Simanjuntak, 2022), there is still a gap in understanding how technology can
facilitate seamless integration between conventional financing institutions,
venture capital, and microfinance.
2.4.4 Evaluation Metrics for Integrated Models

Nastiti and Kasri (2023) point out that there is still a lack of comprehensive
evaluation metrics to measure the effectiveness of integrated financing models.
This study can fill the gap by developing a holistic evaluation framework.
2.4.5 Long-term Impact Analysis

The majority of existing studies focus on the short-term impact of financing

models. The Asian Development Bank (2023) identified the need for longitudinal
research to understand the long-term impact of integrated financing models on

SME growth and sustainability.
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2.4.6  Policy and Regulation for Integrated Models

The Financial Services Authority (2023) emphasized the need for further
research on regulatory frameworks that can support the integration of different
financing models. This study can fill the gap by proposing specific policy
recommendations.
2.4.7 Financial Inclusion and SME Empowerment

While many studies have addressed financial inclusion, there is still a gap
in understanding how integrated financing models can contribute to SME
empowerment holistically. The World Bank (2022) identified the need for research
that links financial access to increased capacity and competitiveness of SMEs.
2.4.8 Risk Management in Integrated Models

The OECD (2023) noted that there is still a gap in understanding risk
management in the context of integrated financing models. This study can explore
effective risk mitigation strategies in a model that combines various sources of
financing.
2.4.9 The Role of Social Capital in SME Financing

Although there is research on the role of social capital in SMEs' access to
finance (Pham & Talavera, 2018), there is still a gap in understanding how social
capital can be integrated into an integrated formal financing model.
2.4.10 Sustainability and ESG in SME Financing

Bank Indonesia (2024) identified the need for research that integrates
sustainability and ESG (Environmental, Social, and Governance) aspects into SME
financing models. This study can fill the gap by proposing a model that considers
sustainability factors.
3. Data and Methodology
3.1 Research Approach: Qualitative Document Review

To answer the formulation of the problem, the research approach used is
a qualitative document review. This approach allows researchers to analyze in
depth various sources of information related to the inclusive financial innovation

model for empowering SMEs. According to Bowen (2022), qualitative document
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reviews are effective for identifying trends, patterns, and insights from various

secondary data sources.

3.2

3.21

3,2.2

3.2.3

3.24

3.3

3.3.1

3.3.2

3.4

Data Sources

Policy Documents: National Strategy for Inclusive Finance, OJK
regulations, and Bank Indonesia policies related to SMEs and financial
inclusion.

Financial Institution Reports: Annual reports of banks, venture capital
institutions, and microfinance institutions.

Scientific Publications: Journal articles, working papers, and research
reports related to SME financing and financial innovation.

News Articles: Latest news on fintech developments, financial policies,
and SME financing trends. Saunders et al. (2021) emphasize the
importance of triangulating data sources to increase the validity of
qualitative research.

Data Collection Method: Online and Offline Database Search

Data collection will be conducted through:

Online Databases: JSTOR, ScienceDirect, Google Scholar, and national
repositories such as Garuda.

Offline Databases: National libraries, university libraries, and financial
institution archives. Xiao and Watson (2023) recommend using a
systematic search strategy with specific keywords to ensure the
comprehensiveness of the data collected.

Data Analysis Technique: Thematic Content Analysis

Thematic content analysis will be used to process and interpret the data

collected. Braun and Clarke (2022) outline six stages of thematic analysis:

Familiarization with data, Initial coding, Theme search, Theme review, Theme

definition and naming, Report production. To specifically answer the problem

formulation:
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34.1

3.4.2

3.4.3

344

Integration of financing institutions

The analysis will focus on themes such as partnership models, cross-
sector regulations, and integration best practices from other countries.
The Asian Development Bank (2023) study on financial integration models
in ASEAN will be a key reference.

The role of financial technology

Themes such as fintech innovation, technology adoption by traditional
financial institutions, and the impact of fintech on financial inclusion will
be analyzed. The World Bank (2022) report on fintech and SME financing
will be an important source.

Credit scoring models

The analysis will cover themes such as alternative credit scoring, use of
big data, and risk assessment for the informal sector. Yoshino and
Taghizadeh-Hesary’s (2023) study on optimal credit collateral ratios will
be a reference.

Financial literacy strategies

Themes such as financial education programs, formalization incentives,
and the role of technology in improving financial literacy will be explored.
The Financial Services Authority (2023) report on the National Strategy
for Financial Literacy will be a key source.

Results and Analysis

Mapping of existing SME financing models in Indonesia

The mapping results show that there are three main models of SME

financing in Indonesia: conventional financing institutions, venture capital, and

microfinance. Conventional financing institutions, especially commercial banks,

are still the main source of formal financing for SMEs. According to the Bank

Indonesia report (2024), around 30% of SMEs in Indonesia have access to bank

credit. The products offered include working capital loans, investment loans, and

trade financing facilities.

14



Venture capital, although still limited, is starting to show significant
growth. The Asian Development Bank (2023) reports that venture capital
investment in SMEs in Indonesia has increased by 25% in the last three years.
However, its penetration is still focused on SMEs in the technology and digital
sectors.

Microfinance plays an important role in providing financial access for
micro and small-scale SMEs, especially in rural areas and the informal sector. The
World Bank (2022) notes that the microfinance sector in Indonesia has reached
more than 20 million customers, the majority of whom are micro and small
business actors.

In addition to the three main models, the mapping also identified the
emergence of innovative models such as peer-to-peer lending and crowdfunding.
The Financial Services Authority (2023) reported the rapid growth of fintech
lending platforms, with total loan disbursement reaching IDR 260 trillion in 2023,
an increase of 40% from the previous year.

The supply chain financing model has also begun to develop, especially in
sectors such as agribusiness and manufacturing. The Asian Development Bank
(2023) noted the success of this model in increasing access to financing for SMEs
by up to 40% in certain sectors.

The mapping also shows government initiatives such as the People's
Business Credit (KUR) which play an important role in expanding access to
financing for SMEs. The Indonesian Ministry of Cooperatives and SMEs (2024)
reported that KUR distribution reached IDR 373 trillion in 2023, exceeding the
target set.

Interestingly, the mapping reveals a trend of integration between
financing models. Hutabarat and Simanjuntak (2022) noted that partnerships
between conventional banks and fintech platforms have increased SME credit

distribution by 35% through the use of alternative credit scoring technology.
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4.2 Analysis of the strengths and weaknesses of each model

Analysis of the strengths and weaknesses of each SME financing model
revealed several interesting findings. For conventional financing institutions, their
strengths lie in their large credit distribution capacity and extensive networks.
However, their weaknesses include complex procedures and strict collateral
requirements. Tambunan (2022) found that only 30% of SMEs were able to meet
conventional bank credit requirements.

Venture capital has strengths in terms of its ability to support high-
potential SMEs and provide added value in the form of business assistance.
Yoshino and Taghizadeh-Hesary (2023) reported that SMEs supported by venture
capital have a 40% higher growth rate than those that only rely on conventional
bank financing. However, the weaknesses are limited reach and narrow focus on
certain sectors.

Microfinance excels in terms of reaching SME segments that are not
served by conventional banks, especially in rural areas. Nastiti and Kasri (2023)
found that SMEs that access microfinance services experienced an average
increase in income of 30% in two years. The weaknesses lie in the limited scale of
financing and relatively high operational costs.

Technology-based financing models such as peer-to-peer lending have
strengths in terms of process speed and flexibility. The Financial Services Authority
(2023) reported that 60% of SMEs using fintech lending platforms received credit
approval in less than 24 hours. However, its weaknesses include data security risks
and the potential for predatory lending practices.

Value chain financing shows strength in reducing credit risk and increasing
efficiency. The Asian Development Bank (2023) noted that this model can reduce
financing costs by up to 20% for SMEs. The weaknesses are dependence on large
companies and the complexity of implementation.

Government programs such as KUR have strengths in terms of low interest
rates and wide reach. The Indonesian Ministry of Cooperatives and SMEs (2024)

reported that KUR has reached more than 30 million MSMEs. However, its
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weaknesses include the potential for moral hazard and dependence on

government subsidies. The analysis also revealed that each model has

characteristics that are suitable for different stages of MSME growth. The World

Bank (2022) emphasizes the importance of an approach tailored to the MSME life

cycle in designing an effective financing strategy.

4.3 Identification of opportunities and challenges in integrating various
models

Identification of opportunities and challenges in integrating various SME
financing models revealed several important findings. One of the main
opportunities is the potential to create a continuum of finance that can serve SMEs
at various stages of growth. The OECD (2023) emphasizes that the integration of
financing models can increase SMEs' access to finance by up to 50% by providing
more comprehensive solutions.

Another opportunity lies in the use of technology to bridge the gap
between various financing models. Hutabarat and Simanjuntak (2022) show that
the integration of credit scoring technology between banks and fintech can
increase SME credit approval rates by up to 35%. This opens up opportunities for
broader collaboration between traditional and innovative financial institutions.

Integration of financing models also has the potential to reduce
transaction costsand increase efficiency. The Asian Development Bank (2023)
reports that an integrated platform that connects SMEs with various financing
sources can reduce credit application time by up to 70% and customer acquisition
costs by up to 50%.

Opportunities to improve SME financial literacy are also identified. The
Financial Services Authority (2023) noted that financial education programs
integrated with financing services can increase the level of financial literacy of
SMEs by up to 25% in one year. The main challenge in integrating financing models
is the complexity of regulations. Bank Indonesia (2024) identified at least 15
regulations that need to be aligned to facilitate seamless integration between

various SME financing models.
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Another challenge is the differences in culture and business approaches
between traditional and innovative financial institutions. Yoshino and Taghizadeh-
Hesary (2023) highlight that differences in risk assessment and operational
procedures can hinder effective collaboration between banks, venture capital, and
fintech platforms.

Data security and consumer protection issues are also significant
challenges. The World Bank (2022) emphasizes the need for a strong regulatory
framework to mitigate risks related to data privacy and predatory lending practices
in the integrated financing ecosystem.

4.4  Proposed innovative model of integration of financing institutions,
venture capital, and microfinance

Based on a comprehensive analysis, this study proposes an innovative
model of integration of financing institutions, venture capital, and microfinance for
SMEs in Indonesia. This model, called the "Integrated SME Finance Ecosystem"
(ISFE), is designed to address the gap in access to finance and support the growth
of SMEs at various stages of development.

The main feature of ISFE is an integrated digital platform that connects
SMEs with various sources of financing. This platform uses Al algorithms to match
SME profiles with the most appropriate sources of financing, be it from
conventional banks, venture capital institutions, or microfinance institutions. The
Financial Services Authority (2023) noted that similar approaches in other
countries have increased SME credit approval rates by up to 40%.

ISFE also integrates an alternative credit scoring system that combines
traditional data with alternative data such as digital transactions and social media.
This is in line with the findings of Hutabarat and Simanjuntak (2022) which show
that the use of alternative data can increase the accuracy of SME credit
assessments by up to 30%.

This model also includes a financial education component that is tailored
to the specific needs of each SME. The education program is integrated into the

financing application process, allowing SMEs to improve their financial literacy
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while seeking financing. The World Bank (2022) emphasizes the importance of an

integrated approach between financial access and financial literacy to foster

sustainable SME growth.

ISFE also introduces the concept of “step-up financing,” where SMEs can
gradually access larger and more complex sources of financing as they grow. This
is in line with the OECD (2023) recommendation on the importance of providing a
continuum of finance for SMEs.

To address regulatory challenges, ISFE proposes the establishment of a
dedicated “regulatory sandbox” that allows for controlled experimentation with
integrated financing models. The Asian Development Bank (2023) reports the
success of a similar approach in several ASEAN countries in fostering financial
innovation while maintaining financial system stability.

This model also integrates a credit guarantee scheme involving the
government, financial institutions, and insurance. Yoshino and Taghizadeh-Hesary
(2023) found that an integrated guarantee scheme can increase SME lending by up
to 60% with managed risk.

Finally, ISFE emphasizes the importance of public-private partnerships in
its implementation. The Indonesian Ministry of Cooperatives and SMEs (2024)
highlighted that collaboration between the government, financial institutions, and
the technology sector is key to creating an inclusive and sustainable SME financing
ecosystem.

5. Conclusion
This study reveals several key findings that are significant in the context of

inclusive financial innovation models for empowering SMEs in Indonesia:

5.1 Diversification of financing models: The mapping results show the
existence of three main models of SME financing in Indonesia (conventional
financing institutions, venture capital, and microfinance) as well as the
emergence of innovative models such as peer-to-peer lending and

crowdfunding. This illustrates the increasingly diverse and dynamic SME
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5.15

5.2

521

5.2.2

financing landscape (Bank Indonesia, 2024; Financial Services Authority,
2023):

Access gap: Despite the existence of various financing models, there is still
a significant access gap. Only around 30% of SMEs in Indonesia have access
to formal bank credit (Bank Indonesia, 2024). This indicates the need for a
more inclusive and integrated approach.

The role of technology: Fintech has emerged as an important catalyst in
increasing financial access and credit distribution efficiency. Fintech lending
platforms have shown rapid growth, with total lending reaching IDR 260
trillion in 2023 (Financial Services Authority, 2023).

Integration potential: There is a significant opportunity to integrate various
financing models to create a continuum of finance for SMEs. This
integration has the potential to increase SME financial access by up to 50%
(OECD, 2023).

Regulatory challenges: Regulatory complexity has emerged as a major
challenge in integrating financing models. At least 15 regulations need to
be aligned to facilitate seamless integration (Bank Indonesia, 2024).
Innovative model: The study proposes an "Integrated SME Finance
Ecosystem" (ISFE) model that combines an integrated digital platform, an
alternative credit scoring system, and a step-up financing approach to
address the gap in SME financial access.

Theoretical and practical implications of the proposed integration model
Theoretical Implications:

Development of inclusive finance theory: The ISFE model expands the
theoretical understanding of inclusive finance by integrating different
financing approaches into one holistic framework.

Contribution to financial innovation theory: This study provides new
insights into how technological innovation can be integrated with

traditional financing models to enhance financial inclusion.

20



5.2.3

524

524

5.25

5.2.6

5.3
53.1

5.3.2

533

534

Development of the ecosystem approach concept in SME financing: The
ISFE model strengthens the ecosystem approach concept proposed by
Roundy and Fayard (2019), by adding the dimensions of technology
integration and regulation.

Practical Implications:

Guidance for policymakers: The ISFE model provides a concrete framework
for policymakers in designing an integrated inclusive finance strategy for
SMEs.

Collaboration opportunities for financial institutions: The model
encourages traditional and innovative financial institutions to collaborate,
opening up new opportunities in providing financial services to SMEs.
Improved access to finance for SMEs: The implementation of the ISFE
model has the potential to significantly improve access to finance for SMEs,
supporting their growth and competitiveness.

Encouraging technological innovation: The model encourages the
development of more integrated financial technologies that are oriented
towards the needs of SMEs.

Research limitations

Geographic focus: The study focuses on the Indonesian context, which may
limit the generalizability of the findings to other countries with different
financial landscapes.

Empirical data limitations: Due to the innovative nature of the proposed
model, there is no long-term empirical data on its effectiveness in practice.
Implementation complexity: The ISFE model requires complex coordination
between various stakeholders, which may be difficult to achieve in the
short term.

Rapid technological evolution: Rapid technological developments may

affect the relevance of some aspects of the model in the long term.
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5.3.5 Risk analysis limitations: The study may not have fully explored all potential

risks of the integration of financing models, especially in the context of data
security and financial system stability.

This conclusion highlights the significant contribution of the study in

developing an innovative model for SME financing, while acknowledging

limitations and areas for further research in the future.

5.4

Policy Recommendations

Based on the research results that have been described, the following are

policy recommendations that can be proposed:

54.1
54.1.1

5.4.1.2

54.1.3

54.1.4

Implementation steps of the proposed integration model:

Establishment of an Integration Task Force: Form a cross-sectoral team
consisting of representatives from the OJK, Bank Indonesia, the Ministry
of Cooperatives and SMEs, as well as financial industry players to oversee
the implementation of the Integrated SME Finance Ecosystem (ISFE)
model.

Development of an Integrated Digital Platform: Building a digital platform
that connects SMEs with various sources of financing. These platforms
should integrate Al algorithms to match SME profiles with the most
suitable funding sources, as recommended by the Financial Services
Authority (2023).

Implementation of an Alternative Credit Scoring System: Develop and
implement a credit scoring system that combines traditional data with
alternative data. This is in line with the findings of Hutabarat and
Simanjuntak (2022) which showed an increase in the accuracy of SME
credit assessment of up to 30% with the use of alternative data.

Launch of an Integrated Financial Education Program: Design and
implement a financial education program that is integrated with the
financing application process, in accordance with World Bank
recommendations (2022) regarding the importance of an integrated

approach between financial access and financial literacy.
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5.4.1.5

5.4.1.6

Implementation of the "Step-up Financing" Scheme: Develop a
mechanism that allows SMEs to gradually access larger and more complex
sources of financing as they grow, in line with OECD recommendations
(2023).

Establishment of a Regulatory Sandbox: Create a controlled trial
environment for integrated financing models, following successful
practices reported by the Asian Development Bank (2023) in several

ASEAN countries.

5.4.1.7 Implementation of an Integrated Credit Guarantee Scheme: Develop a

5.4.2
54.2.1

5.4.2.2

54.23

54.24

5.4.2.5

5.4.2.6

credit guarantee scheme involving the government, financial institutions
and insurance, based on the findings of Yoshino and Taghizadeh-Hesary
(2023) regarding the effectiveness of integrated guarantee schemes.
Regulatory adjustments required to support the integration model:
Harmonization of Cross-Sector Regulations: Review and harmonize at
least 15 regulations identified by Bank Indonesia (2024) to facilitate
seamless integration between various SME financing models.
Development of a Regulatory Framework for Data Sharing: Develop
regulations that enable data exchange between financial institutions
while maintaining the privacy and security of customer data.

Prudential Regulation Adjustments: Revise prudential regulations to
accommodate innovative financing models and the use of alternative data
in credit assessment.

Strengthening Consumer Protection Regulations: Strengthen the
regulatory framework to protect SMEs from predatory lending practices
and ensure transparency in digital financial services.

Development of Regulations for Bank-Fintech Partnerships: Develop clear
regulations regarding partnerships between conventional banks and
fintech platforms in distributing SME credit.

Adjusting Tax Regulations: Review and adjust tax policies to encourage

investment in financial innovation and SME financing.
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5.5
5.5.1

5.5.2

553

554

5.5.5

5.5.6

5.5.7

5.5.8

The role of various stakeholders in realizing the integration model:
Financial Services Authority (OJK): Leads coordination between regulators
in regulatory harmonization. Oversee the implementation of regulatory
sandboxes for integrated financing models. Develop and enforce
consumer protection standards in the digital financial ecosystem.

Bank Indonesia: Develop payment infrastructure that supports the
integration of various financing models. Monitoring financial system
stability in the context of SME financing innovation.

Ministry of Cooperatives and SMEs: Design and implement financial
education programs for SMEs. Facilitate SME access to integrated
financing platforms. Providing data and information about SMEs to
support the development of alternative credit scoring.

Conventional Financial Institutions: Collaborate with fintech in developing
innovative financing products. Adopting new technology to increase the
efficiency of SME credit distribution.

Fintech Companies: Develop and provide alternative credit scoring
technology. Participate in regulatory sandboxes to test innovative
financing models.

Industry Associations: Bridging communication between regulators and
industry players. Develop best practice standards in integrated SME
financing.

Research and Academic Institutions: Conduct impact studies and ongoing
evaluation of the implementation of the ISFE model. Provide input for
model improvements based on the latest research findings.

SMEs: Actively participate in financial education programs. Provide
feedback on the effectiveness of the integrated financing model.

Implementing these recommendations requires close coordination

between stakeholders and a phased approach that takes into account the

complexity of the SME financial ecosystem in Indonesia. Regular evaluation and

24



adjustments based on feedback from the field will be the key to successful

implementation of the ISFE model.
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