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1. INTRODUCTION

Micro, small, and medium enterprises (MSMESs) constitute the backbone of economic development in emerging markets,
contributing significantly to employment generation, income distribution, and regional gross domestic product. In
Indonesia, MSMESs account for 99.99% of all business units and absorb 97% of the national workforce, yet their access
to formal financing remains severely constrained [1]. This financing gap is particularly acute in North Sumatera Province,
where MSMESs contribute 57.8% to regional GDP but face persistent capital access barriers that limit their growth
potential and economic competitiveness [2]. Recent empirical evidence highlights the severity of this challenge. Pasaribu
and Butar Butar (2025) document that only 15.2% of MSMEs in North Sumatera successfully obtain bank loans, with the
majority citing collateral requirements, high interest rates, and information asymmetry as primary obstacles [2]. This
financing constraint has tangible economic consequences: MSMEs with improved capital access demonstrate
significantly higher income growth, while those relying solely on internal funds or informal sources remain trapped in
subsistence-level operations [2]. The regional MSME financing gap represents not merely a microeconomic challenge
but a structural impediment to North Sumatera's economic competitiveness in the national and ASEAN contexts.

1.1 The Limitations of Current Digital Financing Models

The emergence of financial technology (fintech) platforms particularly peer-to-peer (P2P) lending and securities
crowdfunding has been widely promoted as a solution to MSME financing constraints. Indonesia's Financial Services
Authority (OJK) has established regulatory frameworks for both P2P lending (POJK 77/2016) and equity crowdfunding
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(POJK 57/2020), facilitating rapid platform growth. However, empirical evidence and theoretical analysis reveal
fundamental limitations in these pure-model approaches. P2P Lending Limitations: Pure debt-based P2P lending
platforms face three critical challenges. First, information asymmetry between lenders and MSME borrowers remains
high, as platforms often lack robust verification mechanisms and standardized disclosure requirements [3]. This opacity
increases adverse selection risk and drives up default rates, particularly for early-stage enterprises without established
credit histories. Second, the fixed repayment structure of debt financing imposes cash flow pressures on MSMEs with
volatile or seasonal revenue patterns, increasing financial distress risk. Third, P2P lending does not provide the patient
capital or strategic support that growth-stage MSMESs require, limiting its effectiveness beyond working capital needs.
Equity Crowdfunding Limitations: Pure equity-based crowdfunding addresses some debt-related constraints but
introduces distinct problems. First, valuation challenges are severe for early-stage MSMEs without audited financial
statements or comparable market transactions, leading to either excessive dilution for entrepreneurs or inadequate returns
for investors [4]. Second, equity crowdfunding imposes high information and monitoring costs on dispersed retail
investors who lack the expertise to evaluate business models or exercise governance rights effectively. Third, the absence
of secondary markets for crowd-equity creates liquidity constraints that deter investor participation, particularly in regions
with limited financial market development.

1.2 Research Gap and Contribution
Despite the documented limitations of pure debt and pure equity models, existing literature lacks systematic frameworks
for hybrid debt-equity collaboration in MSME financing. While recent reviews acknowledge the potential for platform-
bank cooperation and blended instruments [5], [6], empirical research on hybrid model design, theoretical foundations,
and implementation mechanisms remains scarce. This gap is particularly pronounced in emerging market contexts where
institutional infrastructure, regulatory frameworks, and investor sophistication differ markedly from developed
economies. This study addresses three specific research gaps:
1. Theoretical gap
Existing crowdfunding literature lacks integrated theoretical frameworks that explain how hybrid debt-equity
structures mitigate information asymmetry, optimize capital structure, and reduce agency costs simultaneously.
2. Comparative gap
No systematic comparative analysis exists demonstrating the theoretical and practical superiority of hybrid
models over pure debt or pure equity approaches across key performance dimensions (cost, risk allocation,
information efficiency, lifecycle suitability).
3. Implementation gap
Practical frameworks for designing, regulating, and operationalizing hybrid funding platforms in emerging
markets are absent, limiting policy translation and platform innovation.

1.3 Why North Sumatera as a Critical Testing Ground

North Sumatera Province presents an ideal context for developing and testing hybrid funding innovations for five
compelling reasons. First, substantial MSME sector with documented financing constraints. With 1.2 million MSMEs
contributing 57.8% to regional GDP, North Sumatera has a large potential beneficiary population [2]. The documented
low bank loan penetration rate (15.2%) and significant positive impact of capital access on MSME income growth
establish both the need and potential impact of alternative financing mechanisms [2]. Second, diverse MSME ecosystem
across sectors and stages. North Sumatera's MSME landscape spans agriculture, manufacturing, trade, and services
sectors, with enterprises at various lifecycle stages from startup to growth. This diversity enables testing of hybrid model
flexibility in matching financing instruments to heterogencous firm needs. Third, supportive regulatory
environment. Indonesia's OJK has established progressive fintech regulations (POJK 77/2016 for P2P lending; POJK
57/2020 for equity crowdfunding) that provide legal foundations for platform operations while maintaining investor
protection standards. North Sumatera's provincial government has demonstrated commitment to MSME development
through training programs and digital adoption initiatives [2]. Fourth, digital infrastructure readiness. Internet adoption
among North Sumatera MSMESs has increased significantly, with positive impacts on income growth documented
empirically [2]. This digital readiness reduces barriers to platform-based financing and enables cost-effective information
dissemination and monitoring. Fifth, replicability to other Indonesian provinces and ASEAN markets. North Sumatera's
economic structure, institutional environment, and MSME challenges are representative of many Indonesian provinces
and Southeast Asian regions, making it an appropriate pilot context with high external validity for scaling successful
models.

1.4 Research Objectives and Structure
This conceptual paper aims to:
1. Develop a theoretically grounded hybrid debt-equity funding model that addresses the documented limitations
of pure P2P lending and pure equity crowdfunding for MSME financing,.
2. Establish the theoretical superiority of hybrid models through integrated application of Capital Structure Theory,
Financial Intermediation Theory, Information Asymmetry frameworks, and Agency Theory.
3. Provide a systematic comparative analysis demonstrating how hybrid structures outperform pure debt and pure
equity models across key dimensions.
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4. Present a conceptual model linking theoretical foundations to operational mechanisms and expected outcomes.
5. Develop an implementation roadmap with regulatory, platform governance, and policy recommendations
tailored to the North Sumatera context.
The remainder of this paper is structured as follows. Section 2 reviews relevant theoretical foundations and empirical
literature. Section 3 presents the conceptual development of the hybrid funding model, including theoretical integration
and comparative framework. Section 4 describes the policy analysis methodology. Section 5 presents the hybrid model
design, conceptual framework, and comparative performance analysis. Section 6 discusses implementation requirements,
regulatory considerations, and limitations. Section 7 concludes with policy implications and future research directions.

2. METHODS

This study employs a conceptual development methodology combined with policy analysis to construct a theoretically
grounded hybrid funding model for MSME financing. Conceptual research is appropriate when the objective is to develop
new frameworks, integrate existing theories, or propose innovative solutions to complex problems where empirical data
is limited or context-specific [13]. Given the nascent state of hybrid crowdfunding models in emerging markets and the
absence of operational examples in North Sumatera, a conceptual approach enables systematic theory-driven design
before empirical implementation. The conceptual development follows a structured four-stage process:

Stage 1: Problem Definition and Context Analysis
1. Systematic review of MSME financing constraints in North Sumatera based on recent empirical studies [2] and
regional economic data.
2. Identification of specific limitations in existing P2P lending and equity crowdfunding models through literature
synthesis [3], [4], [5], [6], [7]-
3. Establishment of design requirements for a hybrid model that addresses documented gaps.
Stage 2: Theoretical Integration
1. Selection of relevant financial theories (Capital Structure, Information Asymmetry, Agency, Financial
Intermediation) based on their explanatory power for MSME financing frictions.
2. Systematic mapping of theoretical mechanisms to specific hybrid model features (e.g., how staged funding
reduces adverse selection; how dual monitoring reduces agency costs).
3. Development of theoretical propositions linking hybrid structure characteristics to expected outcomes.
Stage 3: Model Architecture Design
1. Specification of hybrid model components: platform infrastructure, financing instruments, stakeholder roles,
information flows, and governance mechanisms.
2. Design of operational processes: MSME application and screening, investor matching, funding execution,
monitoring and reporting, exit mechanisms.
3. Development of a conceptual model diagram illustrating relationships among theoretical foundations, model
components, and expected outcomes.
Stage 4: Comparative Analysis and Validation
1. Construction of a systematic comparison framework evaluating pure debt, pure equity, and hybrid models across
key dimensions (cost, risk, information, lifecycle fit).
2. Theoretical validation through consistency checks: ensuring model features align with theoretical predictions
and address identified limitations.
3. Contextual validation: assessing model feasibility given North Sumatera's institutional environment, regulatory
framework, and MSME characteristics.

2.1 Policy Analysis Methodology
The policy analysis component examines regulatory requirements, implementation barriers, and governance mechanisms
necessary for hybrid model operationalization. This analysis draws on:
Regulatory Framework Review:
1. Analysis of Indonesia's existing fintech regulations (OJK POJK 77/2016 for P2P lending; POJK 57/2020 for
equity crowdfunding) to identify enabling provisions and regulatory gaps for hybrid models.
2. Comparative review of international regulatory approaches to hybrid crowdfunding (UK FCA, US SEC, EU
crowdfunding regulation) to extract best practices.
3. Stakeholder Analysis:
4. Identification of key stakeholders (MSMEs, retail investors, institutional investors, platforms, banks, regulators)
and their interests, incentives, and constraints.
5. Analysis of coordination mechanisms required to align stakeholder incentives and enable platform-bank
partnerships.
Implementation Roadmap Development:
1. Specification of platform governance requirements (licensing, verification standards, disclosure rules, investor
protections).
2. Design of risk management mechanisms (credit enhancement, diversification requirements, investor limits).
3. Proposal of policy interventions to address implementation barriers (data infrastructure, investor education, legal
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clarifications).

2.2 Data Sources
The conceptual development and policy analysis draw on multiple data sources:

1. Empirical studies: Pasaribu and Butar Butar (2025) provide quantitative evidence on North Sumatera MSME
financing constraints, capital access impacts, and digital adoption effects [2].

2. Regulatory documents: OJK regulations, Bank Indonesia policy reports, and Ministry of Cooperatives and SMEs
data establish the institutional and policy context.

3. Theoretical literature: Seminal works on capital structure [8], [9], information asymmetry [10], agency
theory [11], and financial intermediation [12] provide theoretical foundations.

4. Crowdfunding literature: Systematic reviews and empirical studies on P2P lending and equity
crowdfunding [3], [4], [5], [6], [7] identify model limitations and emerging hybrid approaches.

5. Regional economic data: North Sumatera MSME statistics on sector composition, GDP contribution,
employment, and financing patterns contextualize the model design.

2.3 Model Overview and Core Architecture

The proposed hybrid debt-equity funding model integrates complementary financing instruments through a digital
platform that connects MSMEs with diverse investor types while partnering with traditional financial institutions for
credit enhancement and liquidity provision. The model's core architecture comprises five interconnected components:
Component 1: Multi-Instrument Platform Infrastructure A technology platform that facilitates three financing pathways:

1.
2.

3.

Debt pathway: P2P lending for working capital and short-term needs (6-24 month terms).

Equity pathway: Securities crowdfunding for growth capital and long-term investment (minority equity stakes,
typically 5-20%).

Hybrid pathway: Convertible notes or revenue-sharing agreements that combine debt-like cash flows with equity-
like upside participation.

Component 2: Differentiated Investor Segments

1.

2.

3.

Retail debt investors: Individuals seeking fixed returns with lower risk tolerance (minimum investment IDR 1-5
million).

Retail equity investors: Individuals willing to accept higher risk for growth potential (minimum investment IDR 5-
10 million).

Institutional partners: Banks, impact funds, or corporate investors providing credit enhancement, co-investment, or
secondary liquidity.

Component 3: Staged Financing and Information Revelation

1.

2.

3.

Stage 1 (Validation): MSMEs access small debt facilities (IDR 50-100 million) with platform verification and basic
disclosure.

Stage 2 (Growth): Successful Stage 1 borrowers qualify for larger debt or equity rounds (IDR 100-500 million) with
enhanced disclosure and institutional co-investment.

Stage 3 (Scale): Proven MSMEs access hybrid instruments or syndicated facilities (IDR 500 million+) with full
financial transparency and bank partnership.

Component 4: Dual Monitoring and Governance

1.

2.

3.

Debt monitoring: Automated cash flow tracking, covenant compliance alerts, and early warning systems for
repayment risk.

Equity monitoring: Investor representative on advisory board, quarterly reporting requirements, and milestone-based
performance reviews.

Platform oversight: Continuous verification of MSME operations, financial health scoring, and intervention protocols
for distressed cases.

Component 5: Risk Management and Credit Enhancement

1.

2.

3.

4.

Diversification requirements: Investor portfolio limits (maximum 10% in single MSME; maximum 30% in single
sector).

First-loss guarantees: Platform or institutional partner absorbs initial losses (e.g., first 5-10% of defaults) to protect
retail investors.

Reserve funds: Mandatory platform reserves (e.g., 2-3% of outstanding principal) to cover operational failures or
fraud.

Secondary market mechanisms: Institutional buyback facilities or peer-to-peer trading to provide liquidity for equity
mvestors.

2.4 Theoretical Mechanisms and Expected Outcomes
The hybrid model operationalizes theoretical principles through specific design features, as illustrated in Table 1.
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Table 1. Theoretical Foundations and Operational Mechanisms

Theory Key Mechanism Hybrid Model Feature Expected Outcome

Capital Structure
(MM, Pecking

Optimal debt-equity mix
balances tax benefits,

Multi-instrument platform enables
dynamic capital structure tailored

Lower weighted average
cost of capital; reduced

Order) flexibility, and costs to firm stage and cash flow financial distress risk
Information Adverse selection and Staged financing with progressive  Reduced information costs;
Asymmetry moral hazard cause credit disclosure; platform verification;  improved credit allocation;
(Stiglitz-Weiss) rationing social validation lower default rates

Agency Theory Conflicts between Dual monitoring (debt and Aligned incentives; efficient

investors and
entrepreneurs create
monitoring and bonding
costs

(Jensen-Meckling) equity); differentiated control

rights; milestone-based funding

monitoring; reduced agency
costs

Financial Delegated monitoring Platform aggregates information; ~ Lower investor due
Intermediation and risk transformation institutional partners provide diligence costs; improved
(Diamond) reduce transaction costs credit enhancement and liquidity ~ risk-return profiles;

enhanced liquidity

2.5 Comparative Performance Analysis
Table 2 presents a systematic comparison of pure debt, pure equity, and hybrid models across eight critical dimensions,
demonstrating the theoretical superiority of the hybrid approach.

Table 2. Comparative Framework Pure Debt vs. Pure Equity vs. Hybrid Models

Dimension Pure Debt (P2P Pure Equity Hybrid Debt-Equity
Lending) (Crowdfunding)
Cost of Lower explicit cost if Higher due to dilution and Optimized through instrument mix;
Capital creditworthy; high for return expectations; valuation  debt for low-cost base; equity for
risky MSMEs due to uncertainty increases cost growth premium
credit rationing
Information High screening needed;  High valuation and due Staged disclosure reduces asymmetry;
Burden credit rationing due to diligence needs; dispersed dual monitoring shares information
asymmetry; limited investors face monitoring costs
disclosure incentives challenges
Risk Lenders bear default Investors absorb full Risk split matches preferences: debt for
Allocation risk; collateral pressures  downside and upside; high downside protection; equity for upside
on MSME:s; no upside volatility for retail investors
participation
Cash Flow Fixed obligations strain ~ No fixed obligations; flexible Balanced: debt for stable operations;
Impact volatile cash flows; for uncertain cash flows equity for growth investments
increases financial
distress probability
Lifecycle Best for mature Best for high-growth startups ~ Accommodates all stages: debt for
Suitability MSMEs with stable, with uncertain but high working capital; equity for growth;
predictable cash flows potential hybrids for transitions
Investor Moderate: fixed Low: no secondary markets; Enhanced: institutional partners
Liquidity maturity provides exit; long holding periods; exit provide buyback or secondary trading
secondary markets depends on MSME sale or facilities
limited IPO
Governance Limited: covenants High: equity holders have Differentiated: debt holders monitor

and Control

Scalability

provide negative
control (restrictions) but
no strategic input
Limited by credit
rationing and default
risk concentration

voting rights and board
representation

Limited by valuation
challenges and investor
liquidity constraints

compliance; equity holders guide
strategy

Higher: institutional partnerships
enable larger tickets and credit
enhancement

2.6 Conceptual Model Diagram
Figure 1 presents a conceptual model linking theoretical foundations, hybrid model components, operational mechanisms,
and expected outcomes for MSME financing in North Sumatera.
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THEORETICAL FOUNDATIONS
Capital Structure Theory
Information Asymmetry Theory
Agency Theory
Financial Intermediation Theory

!

MSME FINANCING CONSTRAINTS

Limited access to formal credit
High collateral requirements
High cost of capital and information opacity

1!

LIMITATIONS OF EXISTING MODELS

Pure debt: rigid repayment and default risk
Pure equity: ownership dilution and governance issues

1

HYBRID DEBT-EQUITY FUNDING MODEL

Integrated debt and equity instruments
Differentiated investor risk preferences
Staged financing and risk-sharing mechanism

Il

OPERATIONAL MECHANISMS

MSME screening and due diligence
Investor matching and funding execution
Menitoring, reporting, and exit mechanism

EXPECTED OUTCOMES
Reduced cost of capital for MSMEs
Improved access to financing
Better investor risk allocation
Financial inclusion and regional economic growth

Figure 1. Conceptual Framework

The model operates through four interconnected layers:

1.

Theoretical Foundations (Top Layer)

Four core theories provide the explanatory framework for why hybrid structures outperform pure models. Each
theory addresses specific market failures (information asymmetry, agency costs, intermediation gaps) that
constrain MSME financing.

Hybrid Model Components (Second Layer)

Five architectural components operationalize theoretical principles. The multi-instrument platform enables
capital structure optimization; differentiated investor segments facilitate risk-return matching; staged financing
reduces information asymmetry; dual monitoring addresses agency costs; and risk management with institutional
partnerships provides intermediation benefits.

Operational Mechanisms (Third Layer)

Five process flows translate model components into concrete activities. These mechanisms ensure that
theoretical benefits are realized through systematic screening, matching, execution, monitoring, and exit
procedures.

Expected Outcomes (Bottom Layer)

The model generates benefits at three levels. MSME-level outcomes include increased access and lower costs
(addressing the documented 15.2% bank loan penetration problem [2]). Investor-level outcomes include
improved risk-return profiles and liquidity. Regional-level outcomes include bridging the financing gap and
enhancing North Sumatera's economic competitiveness through MSME growth.

3. RESULT AND DISCUSSION

Successful implementation of the hybrid funding model requires a supportive regulatory framework that balances
innovation with investor protection. Indonesia's existing fintech regulations provide a foundation, but specific adaptations
are necessary.

3.1 Current Regulatory Landscape
Indonesia's Financial Services Authority (OJK) has established two relevant regulatory frameworks:

1.

POJK 77/2016 (P2P Lending)

Governs peer-to-peer lending platforms, requiring licensing, minimum capital (IDR 1 billion initially; IDR 2.5
billion after 1 year), risk management systems, and borrower/lender limits. Platforms must register with OJK
and comply with consumer protection, data security, and reporting requirements.

POJK 57/2020 (Equity Crowdfunding)

Regulates securities crowdfunding, permitting MSME:s to raise up to IDR 10 billion per year through registered
platforms. Requires platform licensing, issuer disclosure standards, investor limits (IDR 5 million per project for
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retail investors), and ongoing reporting obligations.
These regulations enable separate debt and equity platforms but do not explicitly address hybrid models that integrate
both instruments on a single platform.

3.2 Regulatory Gaps and Required Adaptations
To enable hybrid funding models, regulatory clarifications and adaptations are needed in four areas:
Gap 1: Integrated Platform Licensing
a. Current limitation
Separate licenses required for P2P lending and equity crowdfunding, preventing single-platform hybrid
offerings.
b. Recommendation
OJK should introduce a "Hybrid Crowdfunding Platform" license category that permits integrated debt and
equity offerings under unified governance, capital, and risk management requirements. Minimum capital should
be higher (e.g., IDR 5 billion) to reflect increased complexity.
Gap 2: Convertible and Hybrid Instruments
a. Current limitation
Regulatory treatment of convertible notes, revenue-sharing agreements, and other hybrid instruments is unclear.
b. Recommendation
OJK should issue guidance clarifying that hybrid instruments combining debt and equity features are permissible,
specifying disclosure requirements, conversion mechanics, and investor protection standards. Instruments should
be classified based on predominant characteristics (debt-like vs. equity-like) for regulatory purposes.
Gap 3: Platform-Bank Partnerships
a. Current limitation
Regulations do not explicitly address co-investment, credit enhancement, or secondary market arrangements
between platforms and banks.
b. Recommendation
OJK and Bank Indonesia should jointly issue guidelines permitting and governing platform-bank partnerships,
including:
a. Co-investment structures where banks participate alongside crowd investors.
b. Credit enhancement mechanisms (guarantees, first-loss facilities) provided by banks or institutional
partners.
c. Secondary market or buyback arrangements to improve investor liquidity.
d. Information sharing protocols that comply with data protection and banking secrecy laws.
Gap 4: Investor Segmentation and Limits
a. Current limitation
Investor limits are uniform across risk profiles; no differentiation between retail and sophisticated investors.
b. Recommendation
Introduce tiered investor categories:
a. Tier 1 (Basic Retail): Maximum IDR 5 million per MSME; IDR 50 million annual aggregate; limited
to debt or low-risk hybrid instruments.
b. Tier 2 (Qualified Retail): Maximum IDR 20 million per MSME; IDR 200 million annual aggregate;
access to all instruments; requires financial literacy certification.
c. Tier 3 (Institutional/Accredited): No limits; full access; subject to institutional investor regulations.

3.3 Enabling Policy Interventions
Beyond regulatory adaptations, several policy interventions would accelerate hybrid model adoption:
Intervention 1: Credit Bureau Integration

a. Objective: Reduce information asymmetry by enabling platforms to access formal credit histories.

b. Mechanism: Mandate integration between hybrid platforms and Indonesia's Financial Information Service
System (SLIK) operated by Bank Indonesia, allowing platforms to query borrower credit histories and report
repayment performance.

Intervention 2: Digital Identity and Verification Infrastructure

a. Objective: Lower platform verification costs and improve fraud prevention.

b. Mechanism: Leverage Indonesia's national digital identity system (e-KTP) and integrate with platform KYC
processes, enabling automated identity verification and reducing manual due diligence burdens.

Intervention 3: Investor Education and Financial Literacy Programs

a. Objective: Increase investor sophistication and reduce behavioral biases that lead to poor investment decisions.

b. Mechanism: OJK and provincial governments should fund financial literacy programs targeting potential
crowdfunding investors, covering risk assessment, portfolio diversification, and platform evaluation. Platforms
should be required to provide standardized risk disclosures and educational materials.

Intervention 4: Tax Incentives for MSME Crowdfunding
a. Objective: Stimulate investor participation and reduce MSME cost of capital.
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b. Mechanism: Introduce tax credits (e.g., 20% of investment amount, capped at IDR 10 million annually) for
individuals investing in registered MSME crowdfunding platforms, similar to UK's Enterprise Investment
Scheme (EIS). Alternatively, exempt crowdfunding returns from capital gains tax up to specified thresholds.
Effective platform governance is critical to building investor trust, ensuring MSME quality, and managing systemic risks.
The following standards should be implemented:

3.4 Verification and Due Diligence Standards
Platforms must implement multi-layered verification combining automated and manual processes [3]:
Tier 1 (Automated Verification):
1. Digital identity verification via e-KTP integration.
2. Business registration verification via Ministry of Law and Human Rights database.
3. Tax compliance verification via Directorate General of Taxes integration.
4. Credit history check via SLIK integration.
Tier 2 (Manual Due Diligence):
1. Financial statement review (minimum 2 years for established MSMEs; projections for startups).
2. Business model assessment and market validation.
3. Management interview and capability evaluation.
4. Site visit or virtual inspection of operations.
Tier 3 (Ongoing Monitoring):
1. Quarterly financial reporting requirements.
2. Automated cash flow monitoring for debt facilities.
3. Milestone tracking for equity investments.
4. Early warning system for financial distress indicators.

3.5 Disclosure and Transparency Requirements

Platforms must provide standardized, comparable information to investors:

MSME Disclosure Requirements.

Business description, sector, and competitive positioning.

Financial statements (balance sheet, income statement, cash flow) for past 2 years.
Funding purpose and use of proceeds breakdown.

Risk factors specific to the business and sector.

Management background and ownership structure.

Existing debt obligations and capital structure.

Platform Disclosure Requirements:

1. Historical default rates by MSME stage, sector, and instrument type.
Platform fee structure and total cost to MSMEs and investors.
Conlflict of interest policies and related-party transactions.

Risk management and credit enhancement mechanisms.
Investor complaint and dispute resolution procedures.

ANl

Nk

3.6 Risk Management and Investor Protection
Platforms must implement comprehensive risk management systems:
1. Diversification Requirements:
a. Mandatory investor portfolio limits (maximum 10% in single MSME; maximum 30% in single sector).
b. Platform-level concentration limits (maximum 5% of total platform volume in single MSME).
2. Credit Enhancement Mechanisms:
a. Platform or institutional partner first-loss guarantee (5-10% of principal).
b. Mandatory reserve fund (2-3% of outstanding principal) for operational failures.
c. Insurance partnerships for fraud or platform insolvency protection.
3. Investor Suitability and Limits:
a. Risk tolerance assessment before first investment.
b. Investment limits based on investor tier (see Section 5.1.2).
c. Cooling-off period (7 days) for first-time investors to cancel commitments.
4. Dispute Resolution:
a. Internal complaint handling mechanism with 14-day response requirement.
b. Escalation to OJK's Alternative Dispute Resolution facility for unresolved cases.
c. Mandatory arbitration clause for investor-platform disputes.

3.7 Implementation Roadmap for North Sumatera

A phased implementation approach is recommended to manage risks, build institutional capacity, and demonstrate proof-
of-concept before scaling.

Phase 1 (Months 1-6): Foundation and Pilot Preparation



C.

d.
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Regulatory engagement: Platform operators engage OJK to clarify hybrid model regulatory treatment and obtain
necessary licenses or waivers for pilot.

Platform development: Build technology infrastructure integrating debt, equity, and hybrid instrument
capabilities; implement verification and monitoring systems.

Institutional partnerships: Establish partnerships with at least one regional bank and one impact fund for co-
investment and credit enhancement.

MSME pipeline development: Conduct outreach to North Sumatera MSME associations, cooperatives, and
government programs to build initial pipeline of 50-100 potential borrowers/issuers.

Phase 2 (Months 7-18): Pilot Implementation

a.

C.

d.

Limited launch: Onboard 20-30 MSMEs across diverse sectors and stages; target total funding volume IDR 5-
10 billion.

Instrument mix: 50% pure debt, 30% pure equity, 20% hybrid instruments to test all pathways.

Investor recruitment: Target 500-1,000 retail investors and 3-5 institutional partners; conduct financial literacy
workshops.

Monitoring and learning: Collect detailed data on application quality, funding success rates, default rates,
investor behavior, and operational challenges.

Phase 3 (Months 19-36): Scaling and Refinement

a.
b.

C.

d.

Expansion: Increase MSME onboarding to 100-200 annually; target funding volume IDR 50-100 billion.
Product refinement: Adjust instrument terms, pricing, and structures based on pilot learnings; introduce
secondary market mechanisms.

Geographic expansion: Extend platform access to neighboring provinces (Aceh, Riau) while maintaining North
Sumatera focus.

Regulatory formalization: Work with OJK to formalize hybrid platform regulations based on pilot evidence.

Phase 4 (Years 3-5): Institutionalization and Impact Assessment

a.
b.

C.

d.

Full-scale operations: Target 500+ MSMEs annually; IDR 200-500 billion funding volume.

Institutional integration: Expand bank partnerships; explore linkages with government MSME programs and
guarantee schemes.

Impact evaluation: Conduct rigorous impact assessment comparing funded MSMEs to control group on
employment, revenue growth, survival rates, and regional economic contribution.

Policy advocacy: Use evidence to advocate for national scaling and regulatory reforms.

3.8 Success Metrics and Monitoring Framework
To assess model effectiveness, the following metrics should be tracked:

MSME Access Metrics:
a. Number of MSMEs funded (target: 500+ by Year 5).
b. Percentage of applicants successfully funded (target: 40-50%).
c. Average funding amount and time from application to disbursement.
d. Sectoral and geographic distribution of funded MSMEs.
Financial Performance Metrics:
a. Default rates by instrument type, MSME stage, and sector (target: <10% for debt; <20% for equity).
b. Investor returns (target: 12-18% for debt; 20-30% for equity).
c.  MSME cost of capital compared to bank loans and informal sources.
d. Platform financial sustainability (revenue vs. operating costs).

Impact Metrics:

a.

Revenue growth of funded MSMEs vs. control group (target: 20-30% higher).

b. Employment creation by funded MSMEs.

C.

Survival rates of funded MSMEs (target: 80%+ after 3 years).

d. Contribution to North Sumatera MSME financing gap closure (target: increase access from 15.2% to 30-40%).
Governance and Risk Metrics:

a.

Investor complaints per 1,000 transactions (target: <5).

b. Fraud incidents and losses (target: <0.1% of volume).

C.

Regulatory compliance audit results.

d. Platform operational uptime and system reliability.

3.9 Discussion

This study makes three primary theoretical contributions to the MSME financing and crowdfunding literature: First,
integrated theoretical framework for hybrid funding. While existing literature applies individual theories (capital
structure, information asymmetry, agency) to crowdfunding [6], [7], this study is among the first to systematically
integrate multiple theoretical perspectives to explain hybrid debt-equity models. By demonstrating how hybrid structures
simultaneously address capital structure optimization, information frictions, agency costs, and intermediation gaps, the
framework provides a comprehensive theoretical rationale for model superiority over pure approaches. Second,
comparative theoretical analysis. The systematic comparison of pure debt, pure equity, and hybrid models across eight
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dimensions (Table 2) advances understanding of when and why different financing structures are optimal for MSMEs.
This comparative framework can guide both platform design decisions and MSME financing choices based on firm
characteristics, lifecycle stage, and market conditions. Third, context-specific theory application. By grounding the
theoretical framework in North Sumatera's specific institutional environment, MSME characteristics, and regulatory
context, the study demonstrates how general financial theories must be adapted to emerging market realities. This
contextualization addresses calls for more emerging market-focused crowdfunding research [5], [6].

3.10 Practical Implications

1. For Platform Operators
The hybrid model architecture and operational mechanisms provide a blueprint for platform design that balances
innovation with risk management. Key practical insights include: (1) the value of staged financing to manage
information asymmetry and build MSME track records; (2) the importance of institutional partnerships for credit
enhancement and liquidity provision; (3) the need for differentiated investor segments to match risk preferences
with appropriate instruments; and (4) the critical role of robust verification and monitoring systems in building
investor trust.

2. For Policymakers
The regulatory analysis and implementation roadmap offer concrete guidance for enabling hybrid crowdfunding
while maintaining investor protection. Priority policy actions include: (1) introducing integrated platform
licensing to permit hybrid offerings; (2) clarifying regulatory treatment of convertible and hybrid instruments;
(3) facilitating platform-bank partnerships through joint OJK-Bank Indonesia guidelines; (4) investing in credit
bureau integration and digital identity infrastructure; and (5) implementing investor education programs and tax
incentives to stimulate market development.

3. For MSMEs
The model provides MSMEs with expanded financing options tailored to their specific needs and lifecycle
stages. Practical benefits include: (1) access to working capital (debt) and growth capital (equity) through a
single platform; (2) lower cost of capital through optimized instrument mix and institutional partnerships; (3)
reduced collateral requirements compared to bank loans; and (4) value-added services such as investor
mentorship and network access that pure debt models do not provide.

4. For Investors
The hybrid model offers improved risk-return profiles and portfolio diversification opportunities. Key
advantages include: (1) ability to match risk preferences to appropriate instruments (debt for conservative
investors; equity for growth-oriented investors); (2) enhanced liquidity through secondary market mechanisms
and institutional buyback facilities; (3) reduced information costs through platform verification and standardized
disclosure; and (4) investor protection mechanisms (diversification limits, first-loss guarantees, reserve funds)
that mitigate downside risks.

4. CONCLUSION

This study has developed a theoretically grounded hybrid debt-equity funding model to address persistent MSME
financing constraints in North Sumatera. The model integrates complementary financing instruments through a digital
platform that connects MSMEs with diverse investor types while partnering with traditional financial institutions for
credit enhancement and liquidity provision. Four core theoretical frameworks Capital Structure Theory, Information
Asymmetry Theory, Agency Theory, and Financial Intermediation Theory provide the foundation for demonstrating the
hybrid model's superiority over pure debt (P2P lending) and pure equity (crowdfunding) approaches. The systematic
comparative analysis reveals that hybrid structures optimize cost of capital, reduce information frictions, match risk
allocation to investor preferences, accommodate MSME lifecycle needs, and enable institutional integration in ways that
single-instrument models cannot achieve. North Sumatera provides a critical testing ground due to its substantial MSME
sector (1.2 million enterprises contributing 57.8% to regional GDP), documented capital access barriers (only 15.2%
receive bank loans), significant positive impact of capital access on MSME income growth, increasing digital adoption,
and supportive regulatory environment. The province's characteristics are representative of many emerging market
contexts, enhancing the model's replicability and policy relevance.
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