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ABSTRACT

This study aims to test whether the adoption of fintech by banks is able to strengthen the
influence of MSME financing and IT investment on company performance. This study
uses the Moderating Regression Analysis method. The objects of this study are banks
listed on the Indonesia Stock Exchange for the 2017 — 2021 study period. The sample
selection is based on the classification of bank groupings carried out by the Financial
Services Authority (OJK). The findings of this study indicate that fintech adoption can
significantly strengthen the positive influence of MSME financing on company
performance. On the other hand, fintech adoption can significantly amplify the negative
effect of IT investment on company performance. The implications of these findings can
be interesting input for investors and banking institutions that the adoption of fintech
has a varied impact on company performance so that careful consideration is needed in
developing fintech.
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INTRODUCTION

The presence of fintech that can enter into people’s lives can threaten the existence of
banking, which has always been a funding solution for the community. The development of
FinTech is now able to change lifestyles and transform them into new needs, as well as
encourage the development of mobile start-up payments and improve people's lives
(Alimirruchi, & Kiswara, 2017).

Emerging FinTech innovations in many aspects of finance, such as investment
management, retail finance, insurance, wholesale payments, raising equity capital, and
providing credit, do not only promote bank innovation and transformation in traditional
services (Luo et al., 2022; Murinde et al., 2022) but also compete with them (An & Rau,
2021; Panos & Wilson, 2020). FinTech offers new value-added and makes it possible to
provide services at a lower cost than previously. Existing financial institutions must develop
their businesses in step with the financial regulations of the country they operate in. Banks
in particular tend to be conservative, and lacking in customer service (Takeda & Ito, 2021).

Indonesia is a fintech market share that has the potential to continue to grow every
year. This is in line with the rapid penetration of digital finance in the country. This finding
is in line with the findings of the Indonesian Fintech Association (2021) fintech funding that
is realized for the people of Indonesia, which in 2021 jumped sharply by 68.8% compared
to 2020. This means that people are starting to choose alternative financing to fintech
compared to banking. This can have a negative impact on banking performance, because the
main revenue center for banks is in lending, which is now a more promising option for
fintech.

People who have difficulty obtaining funding from banks will turn to fintech
companies. The portion of financing disbursement in the MSME sector has fluctuated and
tends to be inconsistent, even to the point of decreasing, which has resulted in problems for
MSMEs in Indonesia which are still lacking in capital financing, lack of managerial skills,
operational skills in managing, and limited marketing as well as unhealthy competition as
well as pressure economy (Nuraeni et al., 2022). This phenomenon forces banks to change
and even collaborate with fintech companies. Fintech has the advantage of flexibility, on the
other hand banking has the advantage of stronger regulation and capital.

Banks need to invest in IT to be able to collaborate with technology that has been
developed by fintech. According to Houge et al. (2019), IT investment can improve service
delivery through increased production and timely service. Recently, the appropriate
contribution of IT investment to company performance has become a clear tool for
organizations to gain competitive advantage and survive in a dynamic business environment
(Bernama, 2019; Kusuma et al., 2020). IT investments have attracted a lot of attention in
academic circles because of their consequential effects on company performance (Benitez et
al., 2018; Chen & Yang, 2018; Khristianto et al., 2021; Park et al., 2015; Taouab & Issor,
2019).

Our research has a novelty that enhances the academic literature. First, this study
applies the Fintech Adoption Index developed by Ernst Young (2019), which to the best of
the researcher's knowledge, there has been no other study that has implemented this index in
Indonesia. Second, the literature discussing the impact of fintech development as well as IT
investment on company performance is still very limited. Not many studies have examined
the effect of IT investment on company performance in developing countries like Indonesia.
It was noted that only Al-Matari et al. (2022) and (Putri et al., 2019) linked fintech
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developments to company performance. Third, this study develops the literature on MSME
funding by banks by examining the impact of using technology.

METHOD
This study examines the effect of MSME financing and IT investment on company
performance. The object of this research is banking listed on the Indonesia Stock Exchange
(IDX), because it will examine bank financing provided to MSMEs. The population of this
study is all banks listed on the IDX. The sample for this study uses banking grouping
conducted by the Financial Services Authority (OJK). The sample selection can be seen in
Table 1, where the OJK grouping divides into banks that are already digital and banks that
are in the process of going on-digital, as well as other criteria. The research period used is
2017-2021.
Table 1. Sample Criteria
Criteria Firms
Digital’s bank Bank Jago
Bank Jenius BTPN
Bank Bukopin
Bank UOB
Bank proses on-digital Bank Neo Commerce
Bank Capital
Bank QNB
KEB HanaBank
Best Bank in digital-service CIMB Niaga
Bank Mandiri
BRI
BNI
Best Bank in Financial Performance Bank Mega
Bank Danamon
BCA
Total sample 15 firms
Source:Author’s compilation, 2023

The test in this study used a random effect model regression analysis. This study
minimizes the occurrence of heteroscedasticity problems by implementing a robust standard
error using GMM. The choice of analysis method was confirmed after the Hausman Test
and Breush and Pagan Lagrangian testing. The statistical analysis tool used was STATA 17.
In testing the hypothesis using moderating regression analysis (MRA). The following is the
regression equation of this study:

CPit : a + B1MSME;; + B2ITit + BsROAi+ + PBsFSIZEi+ + PsROEit + PeLEVit +

B7FAGEit + BsGROWi; + BoBSIZEix + B1oBINDit + B1aMSMEi*FINT;; +
Bral Ti*FINTi

CP=corporate performance; MSME=micro small medium enterprise financing; IT= IT
investment; FINT = fintech adoption; ROA= return on asset; FSIZE= firm size; ROE=
return on equity; LEV= leverage; FAGE= firm age; GROW= sales growth; BSIZE= board
size; BIND= board independent

CP is measured using Tobin-Q, and Fintech is measured using the Global Fintech
Adoption Index (2019), where the two variables follow Al-Matari et al. (2022). IT
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investment is measured using IT investment issued by the company, following Alghorbany
et al. (2022), Moch-Noor (2017), Kauffman et al. (2015). MSME is measured using the
amount of working capital financing provided by banks to MSMEs, following (Nuraeni et
al. (2022). This study also uses a control variable following Alghorbany et al. (2022) and
Al-Matari et al. (2022), to minimize bias due to not many variables involved in the research
which can affect the accuracy of the research findings.

RESULT AND DISCUSSION

Table 2 illustrates the variable descriptive statistics used in this study. Data were
collected from 15 companies consisting of 75 observation samples. The mean CP shows a
value of 3.16, where CP is measured using Tobin-Q which means that the average company
is successful in managing company assets, because the value is above 1 (Dzahabiyya et al.,
2020). The Fintech score owned by banks based on the Fintech Adoption Index (EY, 2019)
averages 3.95 points, which means that there are still many criteria that have not been
implemented by banks in Indonesia, with a maximum Fintech score obtained of 11.

Table 2. Descriptive Statistics

Indicators Min Max Mean Std. Dev
CP 1.153533 4.42e+08 3.16e+07 1.09e+08
MSME 360737 2.36e+12 1.86e+11 5.42e+11
IT 0 9.79e+10 2.07e+09 1.24e+10
FINT 0 11 3.953846 3.938713
ROA -.0923246 .0313434 .003488 .0287154
FSIZE 11.31809 30.05916 19.07141 4.056521
ROE -.3920919 1774798 .026989 1310541
LEV .0042212 14.74845 5.179245 2.954217
FAGE 19 108 49.69231 2251175
GROW -1.93e+11 2.73e+11 4.25e+09 4.61e+10
BSIZE 2 13 7.784615 3.314232
BIND 0 2 .2153846 4504271

Source:Author’s compilation, 2023

Table 3 shows the results of hypothesis testing using the GMM estimator and
robustness to bind the research error standard. There are two research hypotheses, both of
which seek to prove the ability to apply fintech applied by banks to strengthen the influence
of the relationship between independent variables on company performance. The findings of
this study accept H1 and H2, which from Table 3, indicate that the significance value of the
Fintech interaction variable has a significance value below 0.05, which means that the
application of fintech can strengthen the influence of MSME financing and IT investment
on company performance.
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Table 3. Multiple Linear Regression Results

Indicators Coefficient SE Significant
MSME .000164 .0000281 0.000™"
IT -.0080499 .0070815 0.256
ROA 2.68e+09 3.57e+08 0.000™"
FSIZE -3.22e+07 4259854 0.000""
ROE -2.09e+08 6.96e+07 0.003™
LEV -1.05e+07 2716954 0.000""
FAGE -87655.56 267090.1 0.743
GROW -.0000533 .0000929 0.566
BSIZE 5296363 2456866 0.031"
BIND -5.42e+07 1.53e+07 0.000""
MSME*FINT .0015695 .0007327 0.032"
IT*FINT -.0000364 5.10e-06 0.000™"

***p<0.01; **p<0.05; *p<0.1
The multicollinearity problem is solved by using the ivregress GMM estimator.
Source: Processed Data, 2023

DISCUSSION
Explanation of Hypothesis 1

Table 3 shows that the significance of the interaction of fintech moderation and
MSME financing shows a value of 0.032, which is below the significance of 0.05, meaning
that H1 is accepted. Fintech adoption is able to strengthen the influence of MSME financing
on financial performance. MSME financing provided by banks is able to increase banking
performance, because basically lending is one of the main indicators of banking performance
and quality. Financing needs to be done by the Bank because financing is a source of income
for the Bank so that it can still carry out its operational activities (Al-Zaugi & Setiawan,
2020). This finding is contrary to the findings of Nuraeni et al. (2022) and Rahmah et al.,
(2022), but is in accordance with the findings of Al-Zaugi & Setiawan (2020). These findings
show that banks comply with Bank Indonesia Regulation Number 17/12/PBI1/2015 which
during the course of the research the regulation was changed to Bank Indonesia Regulation
Number 23/13/PBI1/2021. Banks are required to meet a macroprudential inclusive financing
ratio of at least 20% of total financing by 2022.

These regulations cause banks to be able to balance the distribution of financing to
various customer groups. To achieve a balanced financing target, especially for MSMEs,
banks are required to provide easy access to capital and more innovative offers. The presence
of fintech which is able to provide easy funding means that banks must collaborate with
fintech if they do not want their share of the financing market to be eroded.

The massive adoption of fintech has begun to be implemented by banks in Indonesia,
proving that the presence of fintech is able to attract MSMES to obtain financing from banks
that cooperate with fintech. Fintech implementation applied by banks can increase public
trust. Fintech has the power to lower financial intermediation costs, expand the availability
of finance, and promote financial inclusion across all industry sectors. One of the reasons
for this efficiency-enhancing role is the ability to help resolve information asymmetry, which
is the foundation of the banking sector (Al-Matari et al., 2022). Banks must provide value to
stakeholders through new procedures and services if they want to remain competitive and
achieve consistent success in the banking business. Apart from having the potential to
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increase profitability for Islamic Commercial Banks, MSME financing can also help the
Indonesian economy because MSMEs are a very important part of the Indonesian economy
(Al-Zaugi & Setiawan, 2020).

Fintech can enhance conventional business models by lowering bank operating costs,
increasing customer service efficacy, strengthening risk management skills, and developing
more client-focused business models for clients, thereby increasing overall competitiveness
(Momaya, 2019; Panchal & Krishnamoorthy, 2021). FinTech innovation can be a smart
solution to increase their profitability (Putri et al., 2019). This finding dismisses the concerns
of (Puschmann (2017) which defines fintech as an innovation that disrupts the financial
ecosystem. FinTech innovations are generally aimed at changing or contributing to the
existing financial system, as well as technology-based innovations that cannot be separated
from the banking sector and the financial services industry (Gomber et al., 2017). With the
collaboration between banks and fintech, it is also easier for the community, especially
MSMEs, to obtain more affordable funding. As a result, banks have become more fluent in
channeling working capital financing to MSMEs, thereby increasing banking performance.

Explanation of Hypothesis 2

Table 3 shows the interaction variable between IT investment and fintech has a
significance value of 0.000, which means it has a significant effect, and H2 is accepted.
What's interesting about this finding is the negative direction of the coefficient, which means
that IT investments made by banks will further reduce banking performance when banks
adopt fintech. Information Technology (IT) is the force that drives the world towards an
innovative technology-based economy (Eze et al., 2018; Khan et al., 2020; Rastogi et al.,
2021; Taouab & Issor, 2019). Eze et al. (2018) rightly noted that technology is an integral
part of business operations, and it plays a significant role in helping, changing, and
improving firms' performance.

The problem that is often encountered is that IT investment is a long-term
investment, in which the impact of the effectiveness of IT investment cannot be felt
immediately in the same year, meaning that it takes several years for the bank to feel the
benefits of the IT investment that has been made. For example, Chae et al. (2018) and
Kauffman et al. (2015) detailed that technology investment is negatively associated with the
performance of the corporation. the agency problem is associated with the success or failure
of IT investment (Chae et al., 2018; Houge et al., 2019). Managers can choose IT investment
projects that are personally profitable and do not pay attention to the benefits for the
company's operations. IT investments may not contribute to company productivity or
performance as expected. Although companies continue to increase IT investment, such a
large investment may not improve company performance (Strassmann, 2002). So it is
important for banks to have IT governance to ensure that IT investments made by companies
are aligned with business needs. Excessive IT investment often causes serious financial
conditions, this phenomenon is called the IT paradox (Ryu et al., 2015).

IT investments can change work processes and organizational structures but do not
change cost efficiency in companies (Lapavitsas & Dos Santos, 2008). It is believed that
once banking institutions have observable differences in their ability to deploy and
incorporate IT resources in their operational settings, the resulting effects of these
deployments will also vary. In industries where such resources are not unique, it is likely
that their deployment will yield economic benefits, which will erode over time as more firms
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duplicate them. This emphasizes the need for consistent IT investment, technological
innovation, and capacity building (Owusu Kwateng et al., 2019). Fintech technology
determines confidence in the effectiveness of commercial banks. The use of digital
technology has made significant strides in the fields of insurance, loans, payment systems,
and financial counselling (Al-Matari et al., 2022).

One form of IT investment made by banks is developing their own financial
technology or collaborating with existing fintech. Fintech's main goal is to help businesses
streamline their operations and provide more competitive goods and services. However, if
the bank focuses on developing its fintech platform, it will result in its banking performance
declining in that year. This finding is very interesting, considering that on the one hand the
adoption of fintech can increase financing to MSMEs but on the other hand it also reduces
banking performance when IT investments are focused on developing fintech platforms.

IMPLICATIONS

The research findings provide several academic and practical contributions.
Academically, this study supports the findings of previous studies which state that IT
investments made by banks will reduce company performance. This finding is important
considering that there are still differences of opinion regarding the impact of IT investment
on company performance. This research also supports the findings of previous research
which states that financing to MSMEs will improve company performance, which will be
stronger when MSME financing is elaborated with the application of fintech.

Practically, this finding can be of particular concern to banks because this research
shows that when IT investments are made for fintech development, in that year banks must
realize that the impact on banking performance cannot be seen in that year. On the other
hand, the adoption of fintech is able to increase the impact of financing provided to MSMEs
on banking performance so this shows that with the existence of fintech, banks can more
easily reach the public and MSMEs.

CONCLUSION

This study aims to prove empirically whether the adoption of fintech can strengthen
the influence of MSME financing and IT investment on company performance. This research
examines banks listed on the IDX with a research period of 2017 — 2021. This research finds
interesting findings which on the one hand adopting fintech can strengthen financing to
MSMEs which will ultimately improve company performance. On the other hand, fintech
adoption takes time and its impact cannot be felt in the year the bank invests in IT for fintech
development. The limitation of this research is not considering the lag time because the
impact of IT investment cannot be felt directly, which causes the research to produce these
findings. Subsequent research can carry out additional tests by taking into account the time
lag of the research year. Another limitation is the adoption of the Fintech Adoption Index
which is being applied for the first time in the Indonesian context where there may be some
indicators in the index that are not in accordance with the banking business environment in
Indonesia, so further research is suggested to try to modify the Fintech Adoption Index so
that it can be more in line with banking conditions in Indonesia.
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