ABSTRACT

Introduction: This study provides a systematic assessment and statistics
analysis to make the strategy to develop Microfinance for SMEs’ business in Indonesia.
Microfinance has developed rapidly over the last two decades. Since the success of the
program introduced by Grameen Bank’s Muhammad Yunus (Nobel Peace Prize winner
in 2006) in Bangladesh in 1980, the world's financial institutions began to give
considerable attention to microfinance in reducing poverty and also making profit.

Indonesia has a potential market for the development of microfinance through
micro business enterprises with a range of commercial banks and over 60,000 MFTIs,
more than 28.51 million poor people — or 11.07% from the total population of
Indonesia’s 257.563.815 people — and more than 57.1 million (Micro Enterprises),
representing some 98.77% of the 57,900,787 units of the total number of all businesses
(big, medium, and micro businesses) in Indonesia and contributing no less than 59% of
GDP growth in 2015. Despite this progress, the Bank Indonesia’s report (as the Central
Bank) in July 2016 identifies that in Indonesia only 14 million have formal bank
accounts for microcredit. Currently, many people in Indonesia do not have adequate
access to the bank for financing their need to grow their businesses, particularly in rural
areas and lack of training for micro businesses and poor people. To that end, Bank
Indonesia issued a regulation that requires banks to have at least 20% of their loan
portfolio dedicated to microloans by 2018 and opening up new opportunities to grow
the sector further. This condition states that SMEs Business is a potential market and
can make a significant contribution to support economic growth in Indonesia.

The originality of this research is there has not been any previous research on the
strategy to develop microfinance for SMEs in Indonesia with the empirical study on the
perception and expectations of SMEs’ Businessman concerning microfinance to support
their business. This study focuses on how to make a strategy based on theoretical study
and empirical research study.

The aims of this study are to analyse and discuss how the market opportunities
and microfinance regulation system for SMEs are implemented in Indonesia. Not only
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that, this dissertation also studies the microfinance business competition for SMEs in

Indonesia, the Indonesian policy on microfinance, and the analysis of the problem of

microfinance Industries for SMEs in Indonesia. The empirical study in this research

analyses how the financial inclusion perception and expectation of SMEs businessman
on microfinance in Indonesia support their business.

Based on statistical analysis of this research dissertation, the results using SPSS
software for Windows program and SEM nonparametric using PLC program or known
as Smart-PLS (Smart-Partial Least Square) state that Credit Loan Lending
Development is strongly influenced by the financial inclusion, financial access, and
public policy. The results of this study found that the improvements in financial
inclusion, financial access, and the public policy of the government can improve credit
loan lending for SME Business if the credit loan lending increases offset by the
improvement of Additional Services for SMEs businessman to be able to develop SMEs
Business.

The theoretical study in this research dissertation states that SMEs business
gives influence to the development of microfinance industry in Indonesia and gives a
significant contribution in supporting economic growth in Indonesia. Therefore, it is
necessary to give the effort and attention to develop SMEs Business in Indonesia and to
make appropriate strategies for future development.

In this dissertation, the author provides some recommendations to development
of microfinance through SMEs’ potential market as follows:

a. Strategy of improvement role function OJK to develop microfinance through
training & social program for SMEs in Indonesia (Chapter 2).

b. Strategy to develop SMEs business through improvement of additional services
for microcredit customer (Chapter 3)

c. Strategy of improvement supervision and monitoring system through integration
of stakeholders for sustainable SMEs and microfinance institutions in Indonesia
(Chapter 4)

d. Improvement policy for MFI & micro banking to support SMEs in Indonesia
(Chapter 5)



e. Strategy for the development of micro credit lending for SMEs in Indonesia

through financial inclusion (Chapter 7)

The author made some recommendations on the strategy to the development of
Microfinance for SMEs based on an analysis of the theoretical study. Further, to
reinforce the recommendations, the author made an analysis through the empirical study
and it was explained in chapter 6 and 8.

The author hopes this research dissertation can provide useful Information on
the development of microfinance through potential SMEs business market and give
recommendations for policy makers on microfinance and other stakeholders to make
better decisions to the development of microfinance in Indonesia and other countries.

The organization of the research dissertation can be explained as follows:

Chapter One: This chapter presents the study background and discusses some
relevant issues of the development of microfinance in Indonesia, the definition of
microfinance and microcredit, global condition issues, and the history of microfinance
in Indonesia. This chapter also discusses and analyses the summary of microfinance in
some representative Asian countries. This chapter presents about research methodology,
explain the purpose of this study and why it is an interesting subject matter to be
analysed as the projected development which is beneficial for Indonesia’s SMEs
microfinance industry in the future. The analytical methods were performed using the
qualitative and quantitative method, research data collection, research questionnaire
indicator, research flowchart, and benefit of this research.

Chapter Two: This chapter focuses on analysis and discussion, it also provides
a systematic assessment of market opportunities and regulations on the microfinance for
SMEs in Indonesia based on social economy, demographic conditions, microfinance
industry for SMEs in Indonesia, market segmentation, and market penetration. This
chapter provides information about fiscal policy and increasing economic role of SMEs
and People's Business Credit program for SMEs. It also provides analysis of
comparative history in the microfinance industry in selected Asian countries, Indonesia
Economic Growth, and the Statistic ratio between Indonesia and selected Asian
countries on microfinance. This chapter gives information on new regulations for
microfinance in Indonesia and concludes by presenting a recommendation on the
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strategy of improvement OJK’s role and function to the development microfinance
through training & social program for SMEs in Indonesia.

Chapter Three: This chapter focuses on the analysis and gives information on
micro business competition between Conventional Banks and Rural Banks/BPR,
development of SME’s Credit in Indonesia, the challenges, and opportunities for
financing SME’s. The author gives recommendations for Conventional Banks and Rural
Banks/BPR to the improvement services for SME’s customer and makes
recommendations about the appropriate role for OJK as a financial services authority to
supervise the conditions of competition in the micro-banking sector, to ensure fair
competition and stability of the micro-financial industry in Indonesia through the
strategy for the development of SMEs’ business through the improvement of additional
services for microcredit customer.

Chapter Four: This chapter presents a systematic assessment of Historical and
Microfinance Institutions Supervision Monitoring System. This chapter describes
information about historical establishment of the OJK, vision and mission of OJK,
regulation and supervision monitoring system of microfinance institutions in Indonesia
from the perspective of the Law Act, No. 1 of 2013 and Law Act No. 14/POJK.05/2014,
comparative supervision monitoring microfinance with another country and concludes
with an analysis on the impact establishment of OJK for MFIs and presenting a
recommendation in strategy of the improvement on supervision and monitoring system
through integration of stakeholders for sustainable SMEs and microfinance institutions
in Indonesia.

Chapter Five: This chapter focuses on the analysis of microfinance problem in
Indonesia. Indonesia has a long history of microfinance, but the development of
microfinance is still slow when compared to the existing potential market. This chapter
presents the analysis of the problems existing in microfinance regulation from the
perspective of the problems of OJK as a new institution that has full authority in
licensing, regulating and supervising the microfinance sector. This paper was also
analysing the problems of microfinance institutions and micro bank by using SWOT
analysis. In this chapter, the author also provides recommendations on appropriate
policy for MFI & micro banking to support SMEs in Indonesia.
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Chapter Six: This chapter focuses on research results and statistical analysis on
the respondent's perception and expectations related to microfinance in Indonesia to
support SMEs Business. This chapter focuses on the analysis of The Financial
Inclusion/Financial Literacy and Financial Access SMEs Businessman about
Microfinance. This chapter also analyses the perception and expectations about
Microfinance in Indonesia to support SMEs Business. Information was received from
questionnaire distributed to respondents on financial inclusion of SMEs businessman,
problem and challenges on financial inclusion (exclusion access, condition exclusion,
price exclusion, self-exclusion, marketing exclusion), and perception on SMEs
businessman about the role of microfinance in improving SMEs business. This research
uses variable financial inclusion, financial access, public policy, credit loan lending,
additional services banking, and small and medium enterprises development.

Chapter Seven: This chapter focuses on the strategy to develop microcredit
loan for SMEs in Indonesia through financial inclusion. This chapter provides a
systematic assessment of the national strategy for financial inclusion in Indonesia for
SMEs microcredit, comparative financial inclusion between Indonesia and ASEAN
Countries, and presents a recommendation on the strategy for the development of micro
credit lending for SMEs in Indonesia through financial inclusion.

Chapter Eight: Finally, this chapter provides a summary of the findings of the
study. The author gives recommendations on the strategies for the development of

microfinance for SMEs business in Indonesia through additional services improvement.
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