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ABSTRACT

This literature study examines FinTech's development and impact on financial inclusion in rural
Indonesia. Using a descriptive qualitative approach, the research analyses how FinTech can
effectively improve financial inclusion while identifying existing challenges and opportunities. The
findings reveal FinTech's dual impact on rural communities. It has significantly enhanced financial
inclusion by providing wider access to formal financial services for villagers across all social levels,
including those in remote areas. Key services include digital payment systems and peer-to-peer (P2P)
lending, which connects MSMEs needing financial resources with potential investors. Online
investment platforms have further expanded financial services' reach in rural Indonesia. However,
challenges persist, including digital access disparities and the need for stronger consumer protection.
The study recommends strengthening the regulatory framework governing P2P lending and
promoting collaboration between FinTech companies and conventional financial institutions. This
partnership aims to leverage financial technology's potential to provide underserved rural
communities with better access to financial services. The research contributes valuable insights into
FinTech’s role in promoting financial inclusion while highlighting the importance of addressing
regulatory and infrastructure challenges for sustainable development.

Keywords: Financial Technology (FinTech), Financial Inclusion, Rural Communities, Peer-to-Peer
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INTRODUCTION

The digital era has revolutionized various aspects of life, including the financial sector. The
emergence of recent technologies such as fintech, cryptocurrency, and blockchain have opened
new opportunities to increase financial access, efficiency, and inclusion. For example, digital
wallet services such as GoPay and OVO have made it possible for people who do not have bank
accounts to make financial transactions easily. Financial Technology (FinTech) is a major
factor in the development of the global financial sector, one of which is in Indonesia. The
increasing use of digital technology in the financial services sector provides an opportunity for
FinTech providers to reach consumers who were previously not served by conventional
financial institutions. Financial Technology is about financial access and convenience of
transactions and can combine speed and flexibility that spreads throughout the world, (Nicoletti,
2018). includes various innovations such as digital payments, online loans, online investments,
and digital insurance offering easier access and higher efficiency compared to traditional
services (Deloitte, 2022). to support the growth of the FinTech industry, cooperation is needed
between regulators and industry players to create a regulatory framework that supports
innovation, while still protecting consumers and maintaining market integrity (MCSchmitz,
2023). The development of FinTech in Indonesia is driven by the high rate of internet
penetration and smartphone usage, coupled with government support through more responsive
regulations (Bank Indonesia, 2020). Although many studies have been conducted on the role of
FinTech in increasing financial inclusion, there are still some gaps that need to be fixed. Most
studies emphasize the technical aspects and economic benefits of FinTech but pay less attention
to its impact on various community groups, especially those living in rural or isolated areas
(Gomber et al., 2018) also have special attention. In addition, research on how government
regulations and decisions specifically affect the growth and distribution of FinTech services in
Indonesia is still limited.

In existing research, there are various theories used in analyzing the development of FinTech
and financial inclusion, such as the theory of technological innovation and the theory of
technology adoption. However, there are still shortcomings in integrating these theories with
the context specifically in Indonesia, which has unique characteristics in terms of
demographics, economy, and technological infrastructure (Liu & Li, 2019). This study aims
to address these shortcomings by developing a theoretical framework that combines local and
global aspects in assessing the impact of FinTech on financial inclusion in rural communities
in Indonesia.

Financial Technology (Fintech) has numerous services and products that can be utilized by the
community. Fintech classification based on Bank Indonesia, is divided into four types (Maulida,
2019), namely:

1. Peerto peer (P2P) Lending and Crownfunding, Fintech is like a financial marketplace. The
advantage of this platform is that it can bring together parties who need funds with parties
who can provide funds as capital or investment. This can be interpreted as a loan service
that comes from the community itself or from the company that developed the platform.

2. Investment Risk Management. This type of fintech is used to monitor financial conditions
and plan finances in an easier and more practical way. This type of investment risk
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management is regularly available and accessible via smartphone, where users only need to
provide the data needed to manage finances.

3. Payment, Clearing, and Settlement. For this type of fintech, there are several startups that
provide services such as payment gateways or digital wallets. Fintech payment gateways
connect e-commerce businesses with various banks, so that sellers and buyers can transact
products more easily.

4. Market aggregator. Fintech refers to a portal that collects several types of information
related to the financial sector to its users. Usually has a scope of information related to
finance, tips, credit cards, and other financial investments.

Financial inclusion is a critical issue both globally and nationally. One step to encourage
economic growth and reduce poverty is to implement an inclusive financial program, which
aims to create a financial system that is easily accessible to the public. Financial inclusion can
be understood as a process that ensures accessibility, availability, and use of the formal financial
system by all economic actors. In this context, there are various financial services such as
savings, loans, insurance, and payments that are offered at affordable prices for all economic
actors, especially those with low incomes (Okaro, 2016). According to Bank Indonesia,
financial inclusion is an effort to eliminate barriers that prevent people from accessing financial
services that utilize formal financial institutions or banking. The goal of financial inclusion is
to achieve economic growth through income equality, poverty reduction, and financial system
stability (Awanti, 2017). Meanwhile, according to the Reserve Bank of India (Anwar & Amri,
2017), financial inclusion is a process that ensures access to financial products and services
needed by all levels of society, including vulnerable groups such as low-income communities,
in a fair and transparent manner. From this definition, it can be concluded that financial
inclusion is a condition in which every individual could access and use financial products or
services according to their needs.

According to Financial Services Authority Regulation Number 76/POJK.07/2016, there are
four main criteria in financial inclusion. First, to expand public access to financial products,
institutions, or services. Second, to offer a variety of financial products or services from PUJK
(Financial Services Business Actors). Third, to improve financial products or services that can
be adjusted to the abilities and needs of the community in general. Fourth, to improve the quality
of financial products and services. Meanwhile, the benefits of financial inclusion according to
Bank Indonesia include:

1. Increase economic efficiency.

Supporting financial system stability.

Reducing the risk of shadow banking or irresponsible finance.

Supporting financial market deepening

Providing new market potential for banking.

Encourage the increase in Indonesia's Human Development Index (HDI).

Making a positive contribution to sustainable local and national economic growth.
Reducing the level of inequality and rigidity of the low-income trap, to increase
community welfare which ultimately reduces poverty levels.

NGk WDN

Thus, the purpose of this study is expected to provide a significant contribution in understanding
how FinTech can be applied effectively to improve financial inclusion in rural communities in
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Indonesia, as well as identifying existing challenges and opportunities. Through a literature
study approach, this study will present a comprehensive analysis that can be a guide for policy
makers, practitioners, and academics in formulating better strategies to advance the digital
financial sector among rural communities in Indonesia, which based on the phenomena that
occur, the author conducted a study entitled "The Development and Impact of Financial
Technology (FinTech) on Financial Inclusion in Rural Communities in Indonesia: A Literature
Study.'

RESEARCH METHODS

The method applied in this study is a literature review. This method is commonly used to
collect, analyze, and synthesize previously published information related to the research
topic, to obtain results that provide an explanation of the background of the research. A
literature review is a research approach that involves searching for references based on
theoretical foundations that are relevant to the case or problem being studied, using sources
of various types such as books, journals, research report articles, and online sources on the
internet (Hayati, R., 2021). According to Setiawan (2019) a literature review is any effort
that is being made by researchers to obtain relevant and up-to-date information on the topic
or problem being studied. According to Fink (2014) emphasizes the importance of
conducting a comprehensive literature search by utilizing various sources, such as academic
databases, scientific journals, books, and online sources. This stage must meet the related
keywords so that all significant literature can be considered. The journals used are available
in PDF format.

RESULTS AND DISCUSSION
Financial Technology (FinTech)

Financial Technology or FinTech is One of the innovations in financial services that is
increasingly in demand in the current digital era is technology with the concept of digitalization
of payments, which is one of the most developing sectors in the FinTech industry in Indonesia.
According to Anastasios Kouis (2020), FinTech provides innovations that enable better cost
efficiency and accessibility, especially in financing small and medium enterprises. In this
context, the FinTech sector is highly expected by the government and society to encourage and
increase the number of individuals who have access to financial services (Muzdalifa, Rahma,
& Novalia, 2018). According to N. Cary (2019), FinTech has the potential to increase financial
inclusion, enabling access to financial services for people who are not served by banks. This
includes numerous services such as digital payments, loans between individuals, online
investments, and various other digital-based financial services. In addition, Gomber et al.
(2017) explained that FinTech utilizes mobile and internet technology to reach populations
previously unserved by the traditional financial system. This approach enables financial service
providers to reduce transaction costs and increase operational efficiency, so they can offer
financial products and services in a more cost-effective and faster manner.

Sophie Guibaud (2023) argues that sustainability and social responsibility are becoming more
important in FinTech, with many companies focusing on positive impacts on society and the
environment. According to Ron Shevlin (2018) FinTech can strengthen the relationship
between banks and customers, helping financial institutions better understand and meet user
needs. In this case, FinTech is not only changing the way financial services are provided, but
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also expanding access to these services, especially for populations that previously did not have
access to conventional banking services.

The development of FinTech in Indonesia has been driven by increasing internet penetration and
the use of mobile devices, which allows people, including those in remote areas, to access
financial services. The Financial Services Authority (OJK) reported that by 2024, there will
be160 entities organizing fintech peer to peer lending or fintech lending, digital payments, and
other financial services that have obtained permits from the OJK (OJK, 2024).

Financial Inclusion

Financial inclusion is the availability of access to the use of affordable, quality, and sustainable
products and/or services from financial sector business actors according to the needs and
abilities of the community to improve the financial welfare of the community, such as banking,
loans, insurance, and investment. The main objective of financial inclusion is to ensure that all
individuals, especially those from underserved or vulnerable groups, can use financial services
that are safe, affordable, and appropriate to their needs.

Financial inclusion is more defined as the utilization of financial services by individuals and
companies. In other words, financial inclusion is not only related to access to financial services
and account ownership, but also includes the use of useful and affordable financial services to
meet community needs such as transactions, payments, savings, credit, and insurance, which
are provided responsibly and sustainably (World Bank, 2023).

M. S Zinsstag (2019), defines financial inclusion as the process of providing access to
individuals and companies to affordable and quality financial services.

Barajas et al., (2020) stated that financial inclusion includes the use of financial services by
individuals and companies. This includes access to financial resources, accountancy ownership,
and use of these financial services. The growth of account ownership globally has increased
significantly, although its use is still limited.

Sari, R. (2021). This article discusses how financial technology (fintech) contributes to
increasing financial inclusion in Indonesia, especially in underserved areas.

Zinsou (2021) states that financial inclusion is a process that ensures that everyone, especially
vulnerable groups, can obtain quality financial services without discrimination.

Khan (2022), in his analysis, stated that financial inclusion is a crucial step in reducing poverty
and increasing economic development, by providing access to wider financial services.

Setiawan, A., & Prabowo, H. (2022). " This study analyzes numerous factors that influence the
level of financial inclusion in Indonesia, including education, accessibility of financial services,
and use of technology.

The Financial Inclusion Global Initiative (FIGI) emphasizes the importance of digital financial
inclusion, which uses digital technology to provide financial services to groups of people who
are currently financially marginalized. Digital financial inclusion includes the use of digital
money services that have been implemented in more than ninety-eight countries. This
technology allows millions of customers who previously could only make cash transactions to
switch to formal financial services using mobile phones or other digital devices (UNCTAD,
2021).
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Development of Financial Technology in Indonesia

The development of financial technology (FinTech) in Indonesia has made significant progress
in recent years. This increase is driven by increased internet access, wider smartphone use, and
government support for innovation in the financial sector. Based on information from the
Financial Services Authority (OJK), the number of FinTech companies in Indonesia has
increased drastically from only 29 in 2017 to more than 100 in 2022. One of the fastest growing
sub-sectors is digital payment services. Digital wallets such as GoPay, OVO, and Dana have
now become common payment methods, both in big cities and in rural areas. Innovations in
these payment services have made everyday transactions easier and increased overall economic
efficiency. In addition, peer-to-peer (P2P) lending platforms are also growing rapidly, offering
alternative financing for individuals and small and medium enterprises (SMEs) who often have
difficulty getting loans from traditional banks. The National Survey of Financial Literacy and
Inclusion (SNLIK) was conducted by OJK and has been conducted 5 (five) times, namely 2013,
2016, 2019, 2022, and 2024. The 2024 SNLIK is the first time that the Central Statistics Agency
(BPS) in collaboration with the Financial Services Authority (OJK) has conducted a special
survey with the aim of measuring the level of financial literacy and inclusion of the Indonesian
people. As a form of evaluation and mapping of the condition of financial literacy and inclusion
of the Indonesian people. SNLIK has become a concern for all stakeholders, especially the
Government. This can be seen from the inclusion of Financial Literacy and Inclusion in the
National Medium-Term Development Plan (RPJMN) (OJK, 2024)

The results of the 2024 National Survey of Financial Literacy and Inclusion show that the
financial literacy index of the Indonesian population is 65.43 percent, meaning that out of one
hundred people aged 15-79 years, only sixty-five people are financially literate (Well Literate).
Furthermore, Indonesia's conventional literacy index is 65.08%, while the sharia financial
literacy index of the Indonesian population is 39.11%, based on Figure 1.
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Figure 1. Financial Inclusion Index, 2024 (source: www.0jK.go.id)

Meanwhile, the financial inclusion index is 75.02%, meaning that out of one hundred people
aged 15-79 years, only seventy-five people are financially included. Furthermore, Indonesia's
conventional financial inclusion index is 73.55% and the sharia financial literacy index is
12.88%. The 2024 SNLIK also measures the level of sharia financial literacy and inclusion.
(OJK, 2023).
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Figure 2. Financial IncKIusion Index, 2023 (Source: www.0jK.go.id)

The financial inclusion index according to the Village classification shows that access and use
of financial services in urban areas is higher compared to rural areas, with a composite inclusion
index of 78.41% and 70.13% respectively, a conventional inclusion index of 77.21% and
68.28% respectively, and a sharia inclusion index that is still relatively lower at 14.73% and
10.20% respectively.
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Figure 3. Financial Inclusion Index by village classification, 2023 (Source: www.ojk.go.id)

Financial Technology (FinTech) has played a crucial role in expanding financial inclusion in
Indonesia. Based on the explanation from the World Bank (2018), financial inclusion refers to
the ability of individuals and businesses to access useful and affordable financial products and
services, meeting their needs such as transactions, payments, savings, credit, and insurance,
with a responsible and sustainable approach.

This literature study shows that FinTech could reach communities that were previously
unserved by formal financial institutions, especially in remote areas. A report by Demirguc-
Kunt et al. (2017) shows that digital financial services, such as mobile banking and e-wallets,
have provided access to basic financial services for the unbanked population. FinTech also
offers innovative solutions tailored to local market needs. For example, digital payment
applications that do not require extensive physical infrastructure are well suited to rural areas.
In addition, the peer-to-peer (P2P) lending business model provides access to credit without
complicated terms, which are often a barrier to traditional banks.

Challenges and Opportunities

The rise of financial technology (FinTech) has had a significant impact on financial inclusion
in Indonesia. The provision of financial services through digital platforms has increased access
for the community, especially for rural communities who previously did not have access to
formal financial institutions. However, there are several problems that need to be resolved,
namely:
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1.  Security and Regulation: One of the main obstacles in the development of FinTech is
regulation, while too loose restrictions can harm customers and the financial system as a
whole, laws that are too strict can hinder innovation, in this case the OJK in Indonesia
has worked to achieve a balance between consumer protection and innovation promotion
(OJK, 2019). Other issues related to user privacy and data protection, with the increase in
digital transactions, cybersecurity is becoming increasingly important, to anticipate cyber
attacks, data theft, and digital fraud that can erode consumer trust in financial technology
(Sandriana et al., 2022)

2. Limited Infrastructure for Technology Digital: Although FinTech has expanded its
access, there are still other challenges related to the digital divide. Several rural areas in
Indonesia do not yet have adequate internet access, which is a primary requirement to be
able to enjoy digital financial services. Another major problem is the uneven distribution
of digital technology infrastructure in Indonesia. Although internet penetration is
increasing, many remote areas still do not have adequate internet connectivity (APJII,
2020) (Rahayu et al., 2022). Improving digital infrastructure is a crucial step in addressing
this problem.

3. Consumer Protection: All FinTech services must follow strict consumer protection
regulations set by the government, which must include fee transparency, data security,
and protection against unfair business practices. With the growth of the FinTech industry,
consumer protection is becoming increasingly crucial. Effective regulation is needed to
protect consumers from the risks of fraud, data breaches, and unethical business practices.
Arner et al. (2017) emphasizes the importance of adaptive and collaborative regulation
between the government and industry players to build a safe and innovative ecosystem.

4.  Competition and Collaboration with Conventional Financial Institutions: FinTech
also faces challenges from established financial institutions, such as banks. Although
FinTech offers efficiency and innovation, traditional financial institutions have abundant
resources and a large customer base. As a result, with more large banks innovating and
developing their own digital services, the industry is becoming increasingly competitive
(Karmeli et al., 2021) (Gomber, Koch, & Siering, 2017). To stay competitive, FinTech
needs to continue to innovate and provide significant added value to customers.
Collaboration between conventional financial institutions to support each other in
increasing financial inclusion. Conventional banks can utilize this fintech to improve
operational efficiency and expand customer reach. In addition, this collaboration can also
produce more innovative and inclusive financial products.

5. Policy monitoring and evaluation. To ensure that policies are designed to promote
financial inclusion, the government must continuously monitor and evaluate them. To
obtain comprehensive and relevant input for this assessment, various stakeholders, such
as FinTech companies, conventional financial institutions, and civil society, can be
involved. The findings from this evaluation can be used to modify plans and policies and
identify areas that need improvement.

CONCLUSION

The development of Financial Technology (Fintech) in Indonesia has had a significant impact
on increasing financial inclusion. One of them is increasing access to financial services, in this
case FinTech has succeeded in bridging the gap in access to financial services for rural
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communities that were previously not served by conventional banks, through technological
innovations such as digital payment systems and peer-to-peer (P2P) lending, people can now
access financial products easily and quickly, especially in rural areas. Fintech provides
innovative solutions for Micro, Small and Medium Enterprises (MSMES) in rural areas by
providing easier access to financing. The results of the study show that the development of
Fintech has a significant positive impact on financial inclusion in rural communities in
Indonesia. However, to maximize the potential of Fintech, challenges such as the digital divide
between urban and rural areas, as well as the need for stronger regulations to protect consumers
from the risk of fraud and data misuse, must be addressed through appropriate regulations and
collaboration between various stakeholders. With a holistic approach, Fintech can be the main
driver in improving the welfare of rural communities and national economic growth.

SUGGESTION

1.  Optimizing the benefits of financial technology (Financial Technology) in increasing
financial inclusion, especially in rural communities in Indonesia, to overcome current
obstacles and accelerate the adoption of the Financial Technology industry.

2.  The government and related financial institutions need to strengthen digital and financial
literacy programs, especially in remote rural areas, so that people can easily utilize
financial technology services safely and efficiently.

3. The Financial Services Authority (OJK) and Bank Indonesia must consistently update
regulations governing the Fintech sector to ensure consumer protection and maintain the
stability of the financial system.

4.  Partnership cooperation between Fintech companies and conventional banks needs to be
strengthened to utilize each other's strengths in offering more inclusive financial services.

5. Infrastructure investment in technology. Development of digital infrastructure, especially
in remote areas, to address existing technological infrastructure constraints, including
Cellular Tower Development, increased broadband internet connectivity, and offering
affordable devices to low-income areas.
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