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Abstract

The increasing development of Micro, Small, and Medium Enterprises (MSME) will have a
positive impact on the provision of labor. Therefore, it is important to continue to increase the
number of MSME. his study will explain whether there is an influence of Financial Inclusion
and Peer to Peer Lending on the Performance of MSME in Sumatra. Data collection uses
guantitative methods and uses an explanatory research approach. The population of this study
is MSME actors operating in the cities of North Sumatra. Sample selection uses the Slovin
approach, so that a minimum sample size of 90 MSMEs is obtained. The results of the study
show that financial inclusion has a positive effect on MSME performance. Likewise, Peer to
Peer Lending also appears to have a positive effect on MSME workers in North Sumatra.
Keyword: Financial Inclusion, Peer to Peer Lending, Performance, MSME.

INTRODUCTION

Micro, small, and Medium Enterprises (MSME) are very important for the Indonesian
economy, including North Sumatra. MSME in this region not only create jobs but also play a
major role in increasing income and community welfare. The development of small and
medium enterprises (MSME) in North Sumatra faces problems such as capital. According to
Yanti (2019), there is a difference between the number of women who have accounts and the
number of low-income residents. Most MSME owners are less long-term oriented because they
do not have a broad perspective and knowledge. Because they do not know much about
management, their efforts to improve their performance are usually conventional. Often,
determining the financial inclusion of a product only focuses on general industry conditions and
rarely considers the workforce.

There is a model called Financial Inclusion that serves to answer this problem, especially
those related to capital and marketing (Riyawati, 2013). Efforts to make the financial system
more accessible to the entire community to encourage economic growth and overcome poverty
are known as financial inclusion. The goal of financial inclusion is to eliminate all barriers that
prevent people from using financial services supported by existing infrastructure. Overall, it is
expected that this program will help more inclusive and sustainable economic growth and
improve people's welfare (Nurjannah & Nurhayati, 2017). The high number of people who
cannot borrow, or meet bank loan requirements, is an obstacle for people to gain access to
financial institutions. This is due to differences in poverty levels, low financing for MSME, high
micro-credit interest rates, inability to manage MSME, and limited distribution channels for
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financial services, which makes the implementation of financial inclusion important (Yanti,
2019).

The financial inclusion index of North Sumatra has increased rapidly in the last five
years, reaching 95.58% in 2022. According to Sumatera Pos (2019), this figure shows that
North Sumatra has the best financial access among the provinces in Indonesia. Because MSMES
have many business opportunities spread across various economic sectors, their growth affects
the economic growth of the Medan community. However, MSME entrepreneurs in Medan still
face obstacles in developing their businesses due to lack of capital. Not only low income can
cause financial problems, but mistakes in financial management, such as misusing credit, not
having savings, and not planning properly, can also cause financial problems (Yanti, 2019).
This is because financial inclusion helps facilitate the effective use of products. Financial
inclusion is able to change the mindset of economic actors in viewing money and profits
(Sanistasya et al., 2019).

The quality of MSMEs is influenced by financial management (Sanistasya et al., 2019).
Small and medium businesses (MSME) usually experience delays in their growth. This is due to
a number of conventional problems that have not been completely resolved. These include
issues of HR capacity, ownership, financing, marketing, and more. One way to achieve this is to
increase the knowledge of MSME actors about finance, so that their management and
accountability can be better accounted for as done by large companies (Aribawa, 2016).

Financial technology is a technology that helps financial services. The advancement of
financial technology has resulted in many innovations in financial service applications, such as
payment instruments, loan instruments, and others, which have become very popular in the
modern era (Muzdalifa et al., 2018). Peer-to-Peer (P2P) Lending is officially regulated by the
Financial Services Authority (OJK)/stated in accordance with the Financial Services Authority
Regulation (POJK) Number 77/POJK.01/2016 (OJK, 2016). Many people are currently turning
to financial technology because modern society wants everything to run quickly and easily
without rules and restrictions. This shows that factors such as convenience, security, suitability,
and ease of transactions encourage MSMEs to use financial technology (Sugiarti et al., 2019).

The development of Peer-to-Peer (P2P) financing in North Sumatra shows a positive
trend in supporting financing for small and medium enterprises (MSME), which often face
difficulties in obtaining capital from conventional banks. In this region, the total distribution of
P2P lending loans has recorded growth in 2024, and the number of platform users continues to
increase. Now, fintech lending dominates the alternative financing industry in North Sumatra,
driving financial inclusion especially in the small and medium enterprise (MSME) sector, which
is an important component of the local economy. The growth of fintech-based loans in Medan
was the largest in the province until early 2024. Events such as "Fintech Lending Days" help
MSME learn more about the financing opportunities available and the benefits of P2P
financing. The loan risk level or TWP90 in North Sumatra is around 1.56%, which indicates
maintained loan quality. Based on the description related to MSME performance, this study will
examine the Effect of Financial Inclusion and P2P Lending on MSME Performance in North
Sumatra.
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RESEARCH METHOD

This study conducted explanatory research. Sugiyono (2012) stated that the purpose of
explanatory research is to provide an overview of the conditions of the variables studied and
their relationships with each other. MSME operating in cities in North Sumatra are the subjects
of this study. As part of the Slovin sampling method, certain features that are in accordance
with the research objectives are identified through a non-random sampling method known as
purposive sampling. An example is MSME that have been established for more than five years,
which indicates that the business is able to survive. Therefore, a minimum sample size of 90
MSME was obtained, which allows for a more targeted sampling process. The questionnaire
was distributed using Google Forms. To ensure the reliability and validity of the research
instrument, twenty respondents were involved in the preliminary study.

The location of this research was conducted in MSMEs in North Sumatra. In this study,
the data sources used consisted of two sources, namely primary data and secondary data. The
results of the questionnaire were measured using a Likert scale. Hypothesis testing used full
model structural equation modeling (SEM) analysis with smartPLS.

1.1 Operational Definition of Variables
Table 1. Operational Definition of Variables

No Variables Indicator Data Scale
1 MSME Performance (Y)  There is sales growth every month Ordinal
There is an increase in the number of Ordinal
consumers or customers every month
There is a growth in profits every month Ordinal
There is an increase in the number of Ordinal
production
There is an increase in the number of assets ~ Ordinal
2 Financial Inclusion (X1) Financial institutions are strategically Ordinal
located and easy to reach
Knowing the financial services owned by Ordinal
the bank
Financial services are easy to access Ordinal
Financial institution facilities Ordinal
Financial product information easily Ordinal
Affordable account maintenance fees Ordinal
Products or services provided by financial Ordinal
institutions increase income
Online loans through peer-to-peer lending Ordinal
for business capital
Convenient to make online loans through Ordinal

peer-to-peer lending for business capital
3 Peer to Peer Lending Fintech peer-to-peer lending is very easyto  Ordinal
(X2) use, so | don't feel any difficulty.
Fintech peer-to-peer lending has a fast Ordinal
application process
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The fintech peer-to-peer lending that I use Ordinal
has an official OJK license
The bill charged is in accordance with the Ordinal

initial agreement
Borrowing through fintech peer-to-peer  Ordinal
lending can cause financial losses

Source: Processed data, 2024

RESULT AND DISCUSSION

2.1 Result
2.1.1 Financial Inclusion Affects MSME Performance

MSME need financial inclusion to make their business processes easier. Capital is a

component that supports a business. Purwaningsih & Damar (2015) said that MSMEs often
face capital problems. Facilitating access to financial services can solve this problem. If
people and companies can easily access financial institution services, they will find it easier
to get capital to run all their operations. Ultimately, this will result in increased business
performance. According to Yanti (2019) and Sanistasya et al. (2019), increasing financial
inclusion can have a positive and significant impact on a company's financial performance.

Financial inclusion simply means the right of everyone to get full access to services
offered by financial institutions. It is expected that this access will improve business
performance. According to the questionnaire data, business performance is in the high
category, while the average value of the financial inclusion variable is in the medium
category. Considered as a factor that can improve business performance is the existence of
strategic and easily accessible financial institutions and financial services that can be easily
accessed. To make various business processes easier, MSME need financial inclusion,
especially in terms of capital. The results of the hypothesis test show that financial
inclusion improves business performance. This means that the higher the level of financial
inclusion or access of business actors to financial institutions, the better their business
performance will be, the more the results will increase.

The results support the initial hypothesis of the study. The results also show that
companies can be more successful by increasing access to credit. According to MSME
actors, strategic locations of financial institutions, easily accessible services, and
affordable maintenance costs are important factors in financial inclusion. MSME actors
can improve their business performance if these important components are met.
Purwaningsih & Damar (2015) stated that small and medium enterprises (MSMES) often
face capital problems, and this can be overcome by facilitating access to financial services.
If easier access is available to the community and business actors, they will find it easier
to get capital to operate (Anwar et al., 2017; Yanti, 2019; Sanistasya et al., 2019).
Ultimately, this will have a positive impact on business performance (Anwar et al., 2017
Yanti, 2019; Sanistasya et al., 2019).

2.1.2 P2P Lending Affects MSME Performance
In the era of technology 4.0, fintech P2P lending makes it very easy for businesses to
get loans and use them as business capital. The terms and procedures for P2P lending loans
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are very easy. Loan applicants can easily apply for loans at any time without having to go
to a physical office because the P2P lending process is carried out online (Setyaningsih et
al., 2020). Research by Hartono & Hartomo (2014) found that small and medium
enterprises (MSME) still face quite significant problems, one of which is low capital.
Therefore, fintech P2P lending will be able to help businesses improve their business
performance with the convenience it offers. According to research conducted by Amrani et
al. (2018), Harp et al. (2021), and Naysary & Daud (2021), fintech based on P2P lending
has a positive effect on MSME performance. Using fintech is common in developed
countries and can reflect the maturity of business actors, so that it will also improve the
performance of business performance.

Lending between individuals through the internet without the intervention of
conventional financial intermediaries such as banks, known as P2P lending, can greatly
facilitate business actors in obtaining capital. Entrepreneurs can easily apply for loans
through the online P2P lending process with simple terms and procedures. Business
performance can be improved by increasing access and ease of credit through P2P lending.
Data from the questionnaire showed that the value of the P2P lending variable was in the
high category, in line with business performance. In this context, P2P financing helps
overcome the main problems of SMEs, especially those related to low capital, and helps
accelerate their business growth. The results of previous studies showing that P2P
financing has a positive effect on the performance of small and medium enterprises
(Amran et al., 2018; Harp et al., 2021; Naysary & Daud, 2021) are in line with these
findings.

2.2 Discussion

2.2.1 Performance MSME

The work results achieved by a person or organization in carrying out the tasks
assigned to them are called performance. Work results, or the level of success of a person
during a certain period in carrying out tasks compared to possibilities, such as work results,
targets, goals, or criteria that have been set (Purba et al., 2021). Company performance is
the result or achievement that is influenced by the company's operational activities in
utilizing the resources it has, while company performance is a display of the company's
condition during a certain period of time (Srimindarti, 2004; Sriwidodo & Haryanto, 2010).
From the different understandings of performance and MSMEs above, it can be concluded
that MSME performance is the work results achieved as a whole and compared to the work
results, targets, goals, or criteria that have been set and agreed upon together in a business
entity in accordance with the criteria for assets and turnover stipulated in the law.

The purpose of evaluation and development are two ways to assess work
performance to improve performance (Riani, 2011). Internal and external factors affect the
performance of small and medium enterprises (SME). Internal factors include human
resource aspects, financial aspects, production or operational engineering aspects, market
aspects, and marketing aspects (Munizu, 2010). Small and medium enterprises (SME) tend
to have resilience or stable performance amidst changes in the business and economic
climate. SME performance can be analyzed using easy measurement methods, such as
perception. It is hoped that this perception can show the actual condition of SMEs. In the
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future, training is also needed to calculate company performance with easy indicators such
as sales growth, capital, annual workforce growth, and economic growth (Aribawa, 2016).

2.2.2 Financial Inclusion

The goal of financial inclusion is to eliminate all barriers that prevent people from
using or utilizing financial services, both price and non-price (Yanti, 2019). Financial
inclusion is also defined as the number of people and organizations that use financial
products and services through the process of regulating and expanding access to various
financial products and services through the implementation of existing approaches, such as
financial awareness and education with the aim of promoting financial well-being and
economic and social inclusion (Erawati & Lado, 2024). In addition, Bank Indonesia's
National Strategy for Financial Inclusion (2014) defines financial inclusion as when
everyone has full access and services from financial institutions at all times.

All is not limited to the development of financial services products and services; it
also includes four other elements of financial inclusion, namely expanding financial access,
availability of financial services products and services, use of financial services products
and services, and improving the quality of both the use and quality of financial services
products and services themselves (Purba et al., 2019). In addition, financial inclusion is
defined by the Financial Services Authority as the availability of access to various financial
institutions, products, and services that are in accordance with the needs and abilities of the
community to improve community welfare (Siahaan et al., 2022). This availability includes
not only accessible access but also the availability of financial products and services that
are in accordance with the needs of the community. The suitability of these financial
products and services can be used more and benefit the community (Financial Services
Authority, 2017).

2.3.3 Financial Technology, P2P Lending dan Payment Chanel System

Financial technology is defined as an innovative solution for new applications,
products, or business models in the financial services industry that uses technology (Yan et
al., 2018). According to Bank Indonesia, financial technology is the use of technology in
the financial system that produces products, services, technologies, business models, and/or
efficiency, smoothness, security, and reliability of the payment system. On the one hand,
advances in financial technology have proven to benefit business actors, consumers, and
the national economy, but also carry risks that can disrupt the financial system if not
anticipated properly.

According to the World Bank in Nizar (2017), the financial technology industry is an
industry in which companies use technology to improve the efficiency of the financial
system and the delivery of financial services. According to an additional definition,
financial technology is a new business model that is very beneficial to society, not a service
offered by banking. Although financial technology is still supervised by Bank Indonesia, it
provides financial services such as financial transactions without having to have an account
like banking (Purba et al., 2018). The purpose of this regulation is to provide protection to
consumers or the public. Financial technology organizers are required by Bank Indonesia
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to register their businesses with both Bank Indonesia and the Financial Services Authority
(Rahma, 2018; Ingtyas et al., 2021).

Based on this definition, it can be concluded that financial technology is a new
innovation in the field of financial services that combines technological advances to
facilitate financial services and systems to be more efficient and effective. According to the
previous definition, the presence of financial technology actually has a positive impact on
the economy as a whole. Financial technology allows people to access areas that were
previously inaccessible to banking. On the other hand, banking itself cannot use financial
technology because it is hampered by regulations. This shows that non-banking
entrepreneurs can still use market opportunities to develop financial technology (Sari &
Dwilita, 2018; Amal et al., 2022).

With the advancement of financial technology, Indonesian people who are not ready
to experience economic changes experience creative difficulties. On the other hand,
financial technology opens up new opportunities for the economy to increase its economic
activities more efficiently and effectively (Ampera et al., 2020). MSME are encouraged to
develop their businesses with mature regulations that allow easy lending through financial
technology (Rahardjo et al., 2019).

Several factors in financial technology influence it, such as making customers the
basis of what the company does, financial technology companies must pay attention to
everything they do, from market research to product provision. The company ensures that
the product meets customer needs and all actions must be communicated to customers. This
is a trait demonstrated by many global companies such as Netflix, which continues to
innovate to meet the desires of its customers.

An additional factor is ensuring that the company's implementation program must
deliver the right product at the right time, if possible, as the first. The company must move
out of the perpetual beta stage (Amin et al., 2021). Being pragmatic builds customer trust
and helps the brand recall customer obsession, stay inspired, and create a culture of
innovation. In addition, financial technology companies will address the problem by paying
attention to two things, namely what customers want and how to deliver the product most
efficiently. PayPal is one brand that has been proven to do this by listening to what
customers need and delivering a good product, helping to overcome disruption (Febriani &
Dewi, 2018).

P2P Lending, Peer to Peer (P2P) Lending is a financial service that connects parties
who need loans with parties who are willing to provide loans through digital technology.
Peer-to-Peer (P2P) Lending is a financing model that allows people or companies to get
loans directly from individual lenders or investors through an online platform, without
using conventional financial institutions such as banks as intermediaries. P2P Lending
connects parties who need funds with parties who are willing to provide loans. This
transaction is usually facilitated by fintech, or financial technology platforms, which
oversee the loan process, such as credit verification, administration, and installment
collection. This process benefits both parties: borrowers can get funds with more flexible
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terms than banks, and investors or lenders have the potential to get higher returns compared
to saving in a bank. However, P2P Lending also carries risks, such as credit risk or default
from the borrower.

According to Schweinbacher and Larralde (2012), P2P payments are a component of
the crowdfunding type. In the same way, Allen & Santomero (2001) provide an
explanation of the concept of financial intermediation, which refers to the function of
intermediaries in helping borrowers and lenders conduct financial transactions. By
eliminating the role of conventional intermediaries, P2P Lending allows transactions to
occur directly, which eliminates some of the costs associated with financial institutions.
This theory shows how technological advances such as P2P Lending can change the
structure of intermediation by facilitating access to funds and reducing transaction costs.
Compared to safer investments such as bank deposits, they found that P2P Lending offers
attractive returns but has higher risks, such as the risk of default. Indicators in Peer-to-Peer
(P2P) payments include credit risk indicators, return on investment indicators, Peer-to-Peer
payment platform indicators, Borrower profile and Eligibility indicators, Investor Portfolio
Diversification Indicators, Technology and Risk Management Indicators, and User
Satisfaction Indicators.

CONSLUSION

The study found several important conclusions. Among other things, the
conclusion is that financial inclusion has a positive effect on the performance of Micro,
Small, and Medium Enterprises in North Sumatra. Likewise, the conclusion on the
second variable is that Peer to Peer Lending also appears to have a positive effect on
Micro, Small, and Medium Enterprises workers in North Sumatra. Therefore, financial
inclusion and Peer To Peer Lending are very much needed to support the performance
of Micro, Small, and Medium Enterprises (MSME) in North Sumatra.
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