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ABSTRACT

Indonesian SMEs play a crucial role in the country's economy, accounting for 99% of all businesses and
employing more than 97% of the workforce. However, SMEs often face challenges in accessing financial
services, which can hinder their growth and development. This study aimed to explore the challenges facing
Indonesian SMEs in accessing financial services in Sukabumi City, West Java. A qualitative research approach
was employed, and data was collected through interviews and focus group discussions with 20 SME owners.
The results of the study identified several challenges and barriers faced by SMEs, including limited financial
literacy and knowledge, limited access to formal financial services, high cost of financial services, and limited
availability of appropriate financial products. To address these challenges, the study proposed several
potential solutions, including financial education and literacy programs, reduced collateral requirements,
introduction of alternative financial services, improved availability of financial products, and government
support. These solutions could help Indonesian SMEs in Sukabumi City access the financial services they need
to grow and expand their businesses, contributing to the overall development of the country's economy.

Keywords: SME Challenges, Financial Access.

1. INTRODUCTION

Indonesia has experienced steady economic growth in recent years, with SMEs contributing
significantly to this growth. According to data from Indonesia's Ministry of Cooperatives and SMEs,
SMEs in Indonesia contribute about 60% to the country's GDP and employ about 97% of the total
workforce. However, despite the crucial role played by SMEs in the country's economic growth,
access to financial services is still a major challenge for them[1]. This challenge is more pronounced
in small cities like Sukabumi City, where the financial sector is less developed. SMEs in Indonesia
face several financial challenges, including limited access to capital, high interest rates, and strict
loan requirements[2], [3]. Many SMEs in Sukabumi City rely on informal financial sources, such as
friends and family, to finance their businesses[4] — [6]. However, these sources often do not provide
sufficient funding, which hinders the growth and expansion of these businesses. Lack of access to
financial services also limits SMEs' ability to adopt new technologies and compete in the market
effectively[7], [8].

Indonesian SMEs face several challenges in accessing financial services, which limit their
ability to thrive and compete in the market[9] One of the main challenges is the limited availability
of formal financial institutions that serve the specific needs of SMEs[3], [10]. Many banks and
traditional financial institutions prefer to lend money to large corporations or established businesses,
leaving SMEs with limited options to secure the funding needed to grow their business[11]

In addition to the limited availability of formal financial institutions, Indonesian SMEs also
face high interest rates and strict loan requirements, which make it difficult for them to obtain loans
from traditional sources[12], [13] This leaves many SMEs with no other choice but to rely on informal
financial sources, which are often more expensive and provide inadequate funding[4], [14]. Another
challenge faced by Indonesian SMEs is the lack of financial literacy and business management
skills[15], [16]. Many SME owners have limited knowledge and understanding of financial
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management, which makes it difficult for them to navigate the complex financial landscape and
make informed financial decisions[17] The lack of financial literacy also limits their ability to access
financial services that require a certain level of financial knowledge, such as lines of credit and
investment opportunities[1].

In addition, SMEs in Indonesia often face challenges related to guarantee requirements when
applying for loans[1], [11] Banks and financial institutions require collateral as a form of security to
protect themselves from potential loan defaults. However, many SMEs do not have enough assets to
serve as collateral, limiting their ability to obtain funding. This situation is further exacerbated by
the lack of government policies and programs that support the development of guarantees for
SMEs[18], [19].

Finally, inadequate infrastructure in several regions of Indonesia is also a challengefor SMEs
in accessing financial services[20], [21]. This is especially true in remote and rural areas, where
infrastructure and financial services are often limited or non-existent. The lack of access to financial
services in these regionsmakes it difficult for SMEs to obtain the funding and support needed to
grow their businesses, thus hindering the economic development of the region[11], [22]

Small and Medium-sized Enterprises (SMEs) play an important role in Indonesia's economic
growth. However, accessing financial services remains a big challenge for SMEs, especially in
Sukabumi City. The purpose of this qualitative study is to explore the challenges faced by SMEs
Indonesia in accessing financial services in Sukabumi City. Research will try to identify the factors
that cause such challenges and suggest possible solutions to overcome them.

One of the major challenges faced by SMEs Indonesia in accessing financial services in
Sukabumi City is the limited availability of formal financial institutions that cater to the specific
needs of SMEs. Lack of access to formal financial services limits SMEs' ability to obtain needed
funding for their business, hindering business growth and expansion[4] In addition, SMEs in
Sukabumi City face high interest rates and strict loan requirements, making it difficult for them to
get loans from traditional banks. As a result, many SMEs rely on informal financial sources, which
often provide inadequate funding and have high interest rates, exacerbating their financial
challenges[10], [23] The lack of access to financial services also limits SMEs' ability to adopt new
technologies and compete effectively in the market, hindering the economic development of
Sukabumi City. Limited access to financial services by Indonesian MSMEs, especially in Sukabumi
City, has a negative impact on their growth and sustainability. It requires an understanding of the
factors that contribute to this challenge and suggest solutions to overcome it. Therefore, the research
problem for this study is to explore the challenges faced by Indonesian MSMEs in accessing financial

services in Sukabumi City. The research aims to answer the following research questions::

1. What are the financial challenges faced by Indonesian MSMEs in Sukabumi City?

2. What are the factors that contribute to this challenge?
How does this challenge impact the growth and sustainability of MSMEs in Sukabumi
City?

4. What are possible solutions to overcome MSMESs' challenges in accessing financial

services in Sukabumi City?
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2. LITERATURE REVIEW

Micro, Small and Medium Enterprises (MSMEs) play an important role in the Indonesian
economy. They contribute significantly to job creation and economic growth, especially in rural
areas. However, Indonesian MSMEs face various challenges, especially in accessing financial
services[8], [24], [25]. The purpose of this literature review is to explore the challenges faced by
Indonesian MSMEs in accessing financial services in Sukabumi City, Indonesia. This review
provides an overview of the relevant literature, including studies that have explored the challenges
MSME:s face in accessing financial services and the factors affecting MSMEs' ability to access financial

services in Indonesia.

2.1 The Importance of Financial Services for MSMEs

Access to financial services is essential for MSMEs to grow and expand their business.
Financial services provide MSMEs with the funds needed to purchase the equipment, raw materials,
and other resources needed to run their operations. In addition, financial services such as loans and
lines of credit provide flexibility for MSMEs to manage their cash flow and invest in new
opportunities[3], [10], [26], [27].

Limited access to formal financial services is a significant challenge faced by MSMEs in
Indonesia. Informal financial sources such as loan sharks and pawnshops are often the only options
available to MSMEs, which can be expensive and provide inadequate funding[28], [29]. Formal
financial services such as banks and microfinance institutions can provide better financing options

for MSMEs, but their availability is often limited, especially in rural areas.

2.2 Factors Affecting Access to Financial Services for MSMEs in Indonesia
Several factors affect the ability of MSMEs to access financial services in Indonesia. Such
factors include the regulatory environment, availability of guarantees, level of financial literacy, and

quality of financial infrastructure.

2.3 Regulatory Environment
The regulatory environment in Indonesia has improved in recent years, with several policies
and programs implemented to support MSME access to financial services. However, complicated
bureaucratic and regulatory processes can still be obstacles for MSMEs in accessing formal financial
services. For example, MSMEs must provide complete documentation and meet strict loan

requirements, which can be challenging for small businesses with limited resources[30]-[33]

2.4 Warranty Availability
Assurance is an important factor in determining MSME access to financial services. Banks
and financial institutions often require collateral as collateral against possible loan defaults, which
can be a major challenge for MSMEs. MSMEs often lack sufficient assets to serve as collateral, which

limits their ability to access financing[34]-[36]

2.5 Financial Literacy Level
Financial literacy is important for MSMEs to make informed financial decisions and navigate
the complex financial landscape. However, many MSME owners have limited financial knowledge

and skills, which can hinder their ability to access financial services. Financial literacy and training
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programs can help MSMEs build their financial knowledge and skills and improve their ability to

access financial services[28], [29], [34].

2.6 High Rate of Interest
High interest rates are another problem faced by SMEs in Sukabumi City. Due to limited
access to formal financial services, loan sharks are often the top choice for business financing.
However, loan sharks charge high interest rates, which can cost SMEs significant fees. These
limitations encourage small entrepreneurs to look for alternative sources of financing, such as loan

sharks and pawnshops, which can charge high interest costs and collateral requirements that are
difficult for SMEs[11], [28], [34], [37]

2.7 Warranty Requirements
High assurance requirements are another serious problem faced by SMEs in Sukabumi City.
Because banks and financial institutions require collateral to reduce credit risk, SMEs often struggle
to meet the required collateral requirements. Limited collateral can make it difficult for SMEs to gain

access to financing needed to grow their business[34], [38].

2.8 Lack of Financial Literacy and Business Management Skills
The lack of financial literacy and business management skills is also a serious challenge faced
by SMEs in Sukabumi City. Many small business owners lack adequate financial knowledge and
business management skills to grow their business and access formal financial services[18], [19].
Financial literacy and training programs can help improve SMEs' financial knowledge and skills,
thereby enabling them to make informed financial decisions and improve their access to formal

financial services.

3. METHODS

The purpose of this study is to explore the challenges faced by UKM in Indonesia in
accessing financial services in Sukabumi City. This study will use a qualitative research approach to
understand in depth the challenges andbarriers faced by UKM in accessing financial services. This
section presents the research design and methods to be used in the study, including research
approaches, data collection methods, and data analysis.

This study focused on UKM operating in Sukabumi City, West Jawa. A total of 20 U KM
ownersparticipated in the study, with 12 male and 8 female participants. The age range of
participants was between 30 and 55 years, with an average age of 41 years. Most participants were
married and had completedat least secondary education. Participating UKMs come from a variety
of industries, including manufacturing, retail, and services.

The research approach for this study is qualitative research. Qualitative research is a
research method used to deeply understand a phenomenon. It is a flexible method that allows
researchers to collect and analyze data holistically. The qualitative approach is suitable for this study
because it allows researchers to explorethe challenges faced by U KM in accessing financial services
in Sukabumi City, Indonesia, from the point of view of U KM owners, financial institutions, and
other relevant stakeholders. The study will use two main data collection methods, including

interviews and focus group discussions.
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Interviews will be conducted with U KM owners, financial institutions, and other relevant
stakeholders. The purpose of the interview was to understand in depth the challenges andbarriers
faced by UKM in accessing financial services. The interview will be semi-structured, allowing
flexibility and spontaneity in the data collection process. The interview questions will be designed

to explore the following areas:

Challenges faced by UKM in accessing financial services
Types of financial services required by UKM
Factors affecting the ability of UKM women to access financial services

The Role of financial institutions in Supporting UKM Access to financial services

SO e

Unlucky potent solutions and recommendations to improve UKM access to financial

services.

Focus Group Discussion Focus group discussions will be conducted with SME owners in
Sukabumi City. The purpose of the focus group discussions is to gain a deeper understanding of the
challenges and barriers faced by SMEs in accessing financial services. Focus group discussions will
be semi-structured, allowing flexibility in the data collection process. Questions in focus group

discussions will be designed to explore the following areas:

Challenges faced by SMEs in accessing financial services
Types of financial services needed by SMEs
Factors affecting SMEs ability to access financial services

The Role of financial institutions in Supporting SMEs Access to financial services

SO

Potential solutions and recommendations to improve SMEs access to financial services

Data collected from interviews and focus group discussions will be analyzed using thematic
analysis. Thematic analysis is an analytical method that involves identifying patterns and themes in
qualitative data. The data will be transcribed and then encoded to identify patterns and themes. The
theme will be organized into categories and subcategories to provide a clear understanding of the
challenges and barriers faced by SMEs in accessing financial services. To ensure the validity and
reliability of the study, several measures will be taken. First, the research design and methods will
be reviewed by a group of experts to ensure suitability to the research question. Second, data
collection methods will be trialled to ensure effectiveness and suitability with studies. Third, the
research team will conduct a membership check to ensure that the data collected is in accordance
with the participants' perspectives. Finally, the data analysis process will be reviewed by a second

researcher to ensure the accuracy of the results.

4. RESULTS AND DISCUSSION
The purpose of this study is to explore the challenges faced by Indonesian SMEs in accessing
financial services in Sukabumi City. The study used a qualitative research approach and data was
collected through interviews and focus group discussions. This section presents the results and
solutions of the study. The results of this qualitative study highlight the significant challenges faced
by Indonesian SMEs in accessing financial services, especially in Sukabumi City, West Java. These

challenges include limited financial literacy and knowledge, limited access to formal financial
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services, high financial service costs, and limited availability of appropriate financial products[16],
[28], [29], [39]. The study proposes several potential solutions, including education and financial
literacy programs, lower assurance requirements, the introduction of financial service alternatives,

increased availability of financial products, and government support.

Limited financial literacy and knowledge is a significant challenge faced by Indonesian
SMEs in accessing financial services. Many SME owners lack the financial knowledge and skills
necessary to manage their finances effectively and make informed decisions about their business.
This lack of knowledge can hinder their ability to access financial services, such as loans, and may
limit their overall growth and development[3], [4], [10], [23] The study recommends that financial
education and literacy programs be introduced to help SME owners develop the skills and

knowledge necessary to effectively access and manage financial services.

Limited access to formal financial services is another significant challenge faced by
Indonesian SMEs. Many SMEs operate in rural areas where access to formal financial institutions,
such as banks, is limited. As a result, SMEs often turn to informal sources of finance, such as loan
sharks, which can be more expensive and less reliable. The study suggests that alternative financial
services, such as microfinance institutions and peer-to-peer lending platforms, be introduced to

provide SMEs access to formal financial services[34]-[36]

The high cost of financial services is also a challenge faced by UKM Indonesia. Banks and
other formal financial institutions often require collateral, whichis difficult for U KM to meet. These
guarantee terms may result in higher interest rates and other costs, making it more expensive for
UKM to access financial services. The study recommends that collateral requirements be reduced or
eliminated, especially for small loans, in order for financial services to become more accessible ([11],
[28], [34], [37]

The limited availability of suitable financial products is also asignificant challenge for UKM
Indonesia. Many financial products, such as loans and insurance, are designed for larger businesses
and are not suitable for UKM. The study suggests that financial institutions introduce
productsspecifically designed for Uof KM, such as microloans, to make financial services more
accessible to them[1], [2], [15], [18], [19].

Finally, this study highlights the importance of government support in overcoming the
challenges faced by UKM Indonesia in accessing financial services. The government can play an
important role in providing education and financial literacy programs, encouraging the
development of alternative financial services, and introducing policies to support the growth and
development of UKM[18], [40]-[43] The study recommends that governments play amore proactive

role in supporting KM, especially in rural areas where access to financial services is most limited.

This study highlights the significant challenges faced by UKM Indonesia in accessing
financial services, especially in Sukabumi City, West Java. The study recommends several potential
solutions, including education and financial literacy programs, reduced assurance requirements, the

introduction of alternative financial services, increased availability of financial products, and
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government support. Thesesolutions can help UKM Indonesia access the financial services they need

to grow and expand their business, contributing to the overall economic development of the country.

This qualitative study identifies some ofthe main challenges faced by KM U in Indonesia in
accessing financial services, especially in Sukabumi City, West Java. Some of these challenges include
limited financial literacy and knowledge, limited access to formal financial services, high costs of
financial services, and limited availability of appropriate financial products. To overcome these

challenges, several potential solutions can be implemented..

A. Financial Education and Literacy Program
One of the main solutions to overcome the lack of financial literacy and knowledgeamong
U KM ownersis to introduce education and financial literacy programs. These programs can be
organized by banks and other financial institutions or government agencies, providing training on
financial management, credit management, and investment. The purpose of these programs is to
improve the skills of U KM ownersin managing their finances effectively, making informed decisions

about their business, and accessing financial services[15], [16], [39], [44], [45].

B. Introduction to Alternative Financial Services
To overcome the limitations of access to formal financial services, the introduction of
alternative financial services could be a solution. Microfinance institutions, for example, canmake
small loans to UKM without the need for collateral, thereby reducing borrowing costs. Peer-to-peer
lending platforms can alsooffer funding access to UKM, connecting them with potential investors
willing to lend themselves. These alternatives can help improve access to formal financial services

and reduce dependence on informal financial sources[33], [41], [42], [46]-[49]

C. Reduction of Warranty Requirements
The high cost of financial services can be attributed to guarantee requirements set by banks
and other financial institutions. KMsoften lack the necessary collateral, such as property or assets, to
secure loans, thus making it more expensive for them to access financing. Reducing collateral
requirements or offering unsecured loans can help reduce loan costs, making financial services more
accessible to UKM[18], [19], [34]-[36].

D. Introduction of Products Designed Specifically for MSMEs
The limitations of the availability ofthe right financial products for U KM can be overcome
by introducing products specifically designed for them. For example, microloans can be offered to
small and medium-sized businesses, providing them with funding that suits their needs. Insurance
productsspecifically designed for UKM can also be introduced to protect their business from

unexpected events, such as natural disasters, and other risks[19], [28], [29].

E. Government Support
The government can play an important role in addressing the challenges faced by UKM
Indonesia in accessing financial services. Government support can take the form of tax incentives,

grants, and subsidies, providing UKM with the financial resources necessary to grow their business.
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The government can also work with financial institutions to develop education and financial literacy

programs and introduce policies that support the growth and development of UKM[43], [50].

Overall, this study has identified several challenges faced by UKM Indonesia in accessing
financial services, especially in Sukabumi City, West Java. To address these challenges, several
potential solutions can be implemented, including education and financial literacy programs, the
introduction of alternative financial services, lower assurance requirements, the introduction of
products specifically designed for UKM, and government support. These solutions can help
Indonesian SMEs access the financial services they need to grow and expand their businesses,
contributing to the overall development of the country's economy. By working together,
governments, financial institutions, and U KM ownerscan create an environment that promotes
growth and development, making it easier for UKM to access financial services and improve their

overall financial health.

5. CONCLUSION

In conclusion, this study identifies several challenges andbarriers faced by UKM in accessing
financial services in Sukabumi City. These challenges are primarily related to limited financial
literacy and knowledge, limited access to formal financial services, high cost of financial services,
and limited availability of appropriate financial products. The study also identifies several potential
solutions to improve financial services accessibility for U of Indonesia, including education and
financial literacy programs, decreased assurance requirements, introduction of alternative financial
services, increased availability of financial products, and government support. Solusi-solusi can help

UKM in Sukabumi City access the financial services they need to grow and develop their business.
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