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ABSTRACT 
Financing access through financial technology (FinTech P2P Lending) provides easy 
access to capital for Micro, Small, and Medium Enterprises (MSMEs), but also brings 
new financial risks in the form of potential default risk due to daily interest rates and 
tight repayment deadlines. Most previous literature focuses on quantitative 
approaches to statistical risk modeling, thus creating a gap in in-depth understanding 
of debt management dynamics at the operational level. This study aims to analyze 
default risk mitigation strategies and digital debt management mechanisms 
implemented by MSMEs to maintain business financial resilience. This study uses a 
qualitative approach with a multiple-case study design on six MSME owners using 
registered digital lending platforms who have experienced liquidity vulnerability. 
Data were collected through in-depth semi-structured interviews, daily transaction 
documentation, and field notes, then analyzed using the Thematic Analysis model of 
Miles, Huberman, and Saldana. Data validity was tested through triangulation of data 
sources and member checking. The results of the study revealed four main themes: (1) 
identification of default risk is based on intuitive operational indicators such as 
inventory turnover rate; (2) the implementation of a daily cash flow partitioning 
mechanism for debt repayment; (3) emergency mitigation strategies through stock 
efficiency, tenor negotiations, and the use of internal cash reserves; and (4) the high 
level of information asymmetry and the psychological pressure of digital debt 
collection. This study concludes that the financial resilience of MSMEs rests on 
disciplined daily cash allocation and resistance to chain debt schemes. The 
implications of this study emphasize the importance of digital contract transparency 
by regulators and education on healthy digital debt governance for micro-business 
owners. 
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INTRODUCTION 

Micro, Small, and Medium Enterprises (MSMEs) play a crucial role in 
supporting global economic growth, particularly in developing countries. As the 
backbone of the economy, this sector contributes significantly to employment and the 
formation of Gross Domestic Product (GDP). However, one of the main obstacles that 
continues to overshadow the sustainability of MSME operations is limited access to 
capital financing from formal financial institutions such as banks (credit crunch). Strict 
administrative requirements, the lack of adequate collateral, and complicated 
application procedures often place MSMEs at a disadvantage. In recent years, the 
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emergence of the financial technology ecosystem (FinTech P2P Lending) has provided 
an alternative digital financial solution that offers ease, speed, and flexibility in 
accessing financing without geographical boundaries or the complications of 
conventional bureaucracy. 

While this digital financing integration broadens financial inclusion for micro-
enterprises, this massive expansion of digital credit brings new consequences and 
potential vulnerabilities to the financial stability of MSMEs. Relatively higher daily or 
monthly interest rates compared to conventional bank loans, late fee structures, and 
stringent collection mechanisms create significant financial risks, particularly the risk 
of default. The volatile nature of MSME cash flows and their high susceptibility to 
market dynamics make digital debt management a highly complex challenge. When 
MSMEs lack sound financial planning, reliance on digital lending facilities can 
potentially trap them in a cycle of over-indebtedness, which can ultimately threaten 
business sustainability. 

In the financial management literature, the topic of credit risk and FinTech 
lending has been extensively researched by experts. However, most previous studies 
have been dominated by quantitative approaches focused on statistical modeling 
analysis, determinants of Non-Performing Loan (NPL) rates, technology adoption 
preferences, or credit scoring algorithms. There is a significant literature limitation 
and research gap regarding in-depth qualitative exploration of the actual behaviors, 
mental processes, and practical adaptation mechanisms employed by MSME owners 
in identifying, managing, and mitigating default risk at the daily operational level. 
Existing quantitative approaches often fail to capture the complex dynamics of 
financial decisions and human behavioral responses amid liquidity pressures. 

To address this literature gap, this study aims to in-depth investigate the 
default risk mitigation strategies and debt management mechanisms implemented by 
MSME owners in the digital lending ecosystem. Using a qualitative approach, this 
study focuses on exploring risk perceptions, cash flow management techniques under 
digital debt pressure, and adaptive measures taken to maintain business financial 
resilience. The novelty of this research lies in its narrative presentation of the internal 
dynamics of microfinance management, linking behavioral finance theory with 
operational realities within the digital FinTech ecosystem. 

The results of this study are expected to provide twofold contributions, both 
theoretically and practically. Academically, this research enriches the literature on 
micro-enterprise financial management by presenting a thematic framework for 
digital debt resilience. Practically, these findings can serve as strategic guidance for 
MSMEs in implementing sound digital debt governance. Furthermore, the 
implications of this research can provide valuable input for regulators and FinTech 
Lending platform operators in formulating fairer consumer protection policies and 
designing targeted risk literacy education. 
 
RESEARCH METHODS 

This research employed a qualitative approach with a multiple-case study 
design. This design was chosen because it allowed researchers to explore in-depth the 
complex phenomena of default risk mitigation strategies and digital debt 
management in a real-world context across several MSMEs. This approach allows for 
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a comprehensive understanding of the dynamics of business actors' financial behavior 
from the perspective of the informants' subjective experiences. 

Informants were selected through purposive sampling based on specific 
inclusion criteria to ensure a wealth of data relevant to the research focus. The main 
criteria for participant selection include: 

1. The main owner or manager of an MSME that is classified as a micro or small 
business. 

2. Have a history of actively using digital loan facilities (FinTech P2P Lending) 
officially registered with the Financial Services Authority (OJK) for at least the 
past year. 

3. Have experienced or managed a situation of vulnerability to default risk 
(liquidity pressure) in the operational cycle of his business. 
This study involved six MSME owners from various business sectors (culinary, 

retail, and services) to obtain a rich variety of data. To strengthen the principle of data 
validity through source triangulation, the study also involved two expert/supporting 
informants: a risk analyst from a financial technology association and an MSME field 
assistant. 

Primary and secondary data collection in this study was conducted through 
three main, complementary techniques. First, researchers conducted in-depth, semi-
structured interviews using a flexible interview guide. Each interview session lasted 
60 to 90 minutes and was recorded with the informant's written consent. Questions 
focused on perceptions of digital loan risks, cash allocation strategies, and emergency 
measures in the face of default. Second, documentation techniques were applied by 
collecting supplementary documents in the form of simple cash flow reports, daily 
transaction logs, digital loan history records, and the informant's payment deadline 
scheme. Third, researchers systematically compiled field notes to capture the 
informant's non-verbal responses and emotional context when describing the pressure 
of debt burdens, to enrich the depth of the narrative analysis. 

Qualitative data analysis was conducted interactively using a Thematic 
Analysis approach following the Miles, Huberman, and Saldana model through three 
main stages. The first stage began with data reduction, where researchers identified 
and transcribed verbatim interview recordings, then conducted initial coding on 
relevant data fragments. Next, in the data display stage, these initial codes were 
grouped into main categories and their relationship patterns were mapped using a 
thematic matrix. The final stage concluded with conclusion drawing and verification 
to formulate key themes that comprehensively illustrate risk mitigation mechanisms 
and digital debt management. 

To ensure the credibility and validity of the research results (rigor), this study 
applies four main qualitative criteria. The credibility aspect is achieved through source 
triangulation techniques by comparing narratives from MSME owners, data from 
expert informants, and transaction document evidence. This is reinforced by the 
implementation of member checking to reconfirm the draft analysis with key 
informants to ensure the appropriateness of data interpretation. Meanwhile, the 
transferability dimension is maintained by presenting rich and in-depth descriptions 
(thick descriptions) of the background of the business context, sample characteristics, 
and the FinTech ecosystem studied so that these findings can be understood and 
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applied to similar situations or contexts. The dependability and confirmability aspects 
are achieved through systematic documentation of all stages of data collection 
through to the coding process (audit trail) to ensure the consistency, reliability, and 
impartiality of the researcher's interpretations. 
 
RESULTS 

Qualitative analysis of interview transcripts, field notes, and financial 
documentation evidence from informants revealed four main themes that describe the 
dynamics, strategies, and resilience mechanisms of MSMEs in managing debt in the 
digital lending ecosystem. 
Subjective Identification and Evaluation of Default Risk 

The research results show that MSME owners identify default risk not through 
formal financial ratio calculations, but rather through intuitive operational indicators. 
Delays in receiving receivables from customers and a decrease in daily inventory 
turnover are key indicators of the threat of digital loan default. 
Business actors group digital lending risks into two basic categories: 
1. Structural Risk:Daily/monthly interest charges that accumulate quickly as well 

as upfront administration fees that reduce the net nominal amount received. 
2. Operational Risk:The due date is rigid and does not adapt to the daily sales cycle 

of micro-businesses. 
"We actually knew the interest rates were higher than banks. But because the process only took 
a few hours, we took it when we were short on raw materials. The problem arose when sales 
were low that week, and the application deadline couldn't be moved back at all."(Informant 2, 
Culinary Business Owner) 
3.2 Theme 2: Debt Management Mechanisms and Cash Flow Segmentation 
To maintain liquidity resilience, MSMEs that successfully manage their digital 
liabilities implement cash flow partitioning mechanisms. Debt management is carried 
out through the following practical strategies: 

• Automatic Daily Allocation:Set aside a certain percentage (10–20%) of daily 
turnover into a separate account specifically for digital loan installment 
payments. 

• Priority Scale of Obligations:Prioritize payments on FinTech platforms with 
the most aggressive late fee schemes before paying other non-digital 
obligations. 

• Expansion Delay:Temporarily suspend the purchase of additional inventory 
until short-term debt obligations are paid off. 

Management 
Strategy 

Forms of Real Action in 
MSMEs 

Impact on Cash Flow 
Stability 

Separation of 
Accounts 

Operational accounts are 
completely separated from 
installment reserve funds 

Prevent consumption of 
settlement funds for daily 
operational costs 

Priority of 
Repayment 

Pay the shortest tenor & 
highest daily interest early 

Minimize the snowball 
effect of accumulated fines 
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Management 
Strategy 

Forms of Real Action in 
MSMEs 

Impact on Cash Flow 
Stability 

Stock 
Efficiency 

Selling slow-moving 
inventory at a discount 

Generate instant liquidity 
(fast cash) for due date 
payments 

3.3 Theme 3: Emergency Mitigation Strategies and Adaptive Responses 
When in a state of emergency vulnerability to default, MSME owners implement three 
main mitigation strategy patterns to prevent aggressive collection and damage to 
digital credit scores: 

• Independent Restructuring Through Negotiation:Proactively contact FinTech 
platform customer support before the due date to request a tenor extension or 
penalty reduction. 

• Flash Income Diversification:Conduct clearance sales of merchandise or offer 
cash-in-advance schemes to loyal customers. 

• Internal Backup Usage:Utilize personal savings or family emergency funds as 
a last-ditch buffer instrument rather than taking out a new digital loan (digging 
a hole to cover a hole). 

"If it's just before the deadline and I'm running low on cash, I never want to take out a loan 
from another app to cover my old debt. I'd rather apply for a tenor extension through an official 
app or use my personal savings. If I use another app, my business will definitely 
collapse."(Informant 4, Retail Business Owner) 
3.4 Theme 4: Barriers to the Digital Financial Literacy and Ecosystem 
Research findings reveal that MSMEs' vulnerability to the risk of default is 
exacerbated by limited digital financial literacy. This limitation manifests itself in 
several forms of barriers: 

• Information Asymmetry:Business actors often do not fully understand the 
clauses in electronic contracts, especially regarding the financial impact of 
compound fine formulas. 

• Psychological Stress:Intensive digital billing procedures via text messages and 
phone calls create an emotional burden that disrupts the focus of daily business 
decision-making. 

• Access Dependencies:The ease of digital loan approvals creates a false safety 
net, which inadvertently increases the business debt ratio. 

 
Discussion 

This study provides in-depth insights into how MSMEs navigate the 
complexities of technology-based financing (FinTech Lending). The findings 
demonstrate that MSME financial resilience is not solely determined by capital 
availability but also relies heavily on behavioral flexibility and operational adaptation 
mechanisms in managing digital debt. 

4.1 Dialectics of Findings with Financial Management and Behavioral 
Theory 

The findings of this study confirm and expand the framework of Behavioral 
Finance Theory, particularly in the context of decision-making under stress. Unlike 
the assumptions of classical financial management theory, which assumes investment 
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and capital budgeting decisions are made rationally and calculatively based on 
Discounted Cash Flow (NPV), MSME owners tend to rely on heuristics and intuitive 
judgment. The use of daily operational indicators—such as inventory turnover—as 
early risk signals indicates that risk assessment in micro-businesses is dynamic and 
closely tied to real cash flow (cash-based mental accounting). 

The practice of cash flow partitioning found in Theme 2 aligns with Thaler's 
Mental Accounting Theory. MSMEs consciously create psychological and operational 
boundaries between "operational funds" and "debt repayment funds." This separation 
has proven effective in curbing consumptive business behavior and minimizing the 
risk of sudden liquidity crises. 

Furthermore, the finding that informants refused to engage in "digging a hole 
to cover a hole" (taking out a new loan to cover an old one) raises an important aspect 
of Risk Perception Theory. The experience of facing digital debt collection pressures 
led to a behavioral shift from being risk-seeking (when first applying for a quick loan) 
to being highly risk-averse (when managing debt repayment). 

4.2 Managerial Implications for MSMEs 
Practically, this study produces a digital debt risk mitigation framework that 

can be implemented by micro and small business managers: 
• Implementation of the Daily Sinking Fund System:MSMEs are advised not 

to rely on weekly or monthly repayments, but to allocate daily repayment 
funds from gross turnover. 

• Using a Simple Debt-to-Cash Flow Ratio:MSMEs need to set a safe limit for a 
maximum digital debt ratio of 20–30% of the average daily net cash flow to 
prevent getting caught in the problem of over-indebtedness. 

• Digital Multifinance Avoidance:Implement strict discipline to limit loan 
access to only one registered platform in a current period to avoid the burden 
of accumulating multiple fines. 
4.3 Policy Implications 
The findings related to ecosystem barriers and information asymmetry in 

Theme 4 provide strategic input for regulators (Financial Services Authority/OJK) 
and FinTech industry associations: 

• Standardization of Contract Transparency (Simplicity in 
Disclosure):Regulations need to encourage FinTech platforms to present 
simulations of total fees, daily interest, and cumulative fines in a one-page 
summary format (key fact statement) that is easy for lay business actors to 
understand. 

• Sector-Based Flexi-Tenor Feature Development:FinTech providers are 
advised to design flexible credit products with repayment schedules that can 
be adjusted to the harvest cycle or stock turnover cycle specific to the MSME 
sector (e.g., retail vs. culinary). 

• Strengthening Digital Billing Ethics:Stricter oversight of billing 
communication standards is needed to reduce excessive psychological stress 
that could potentially paralyze business owners' operational activities.. 

 
CONCLUSION 
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This study concludes that MSMEs' default risk mitigation strategies in the 
digital lending ecosystem rest on three main pillars: intuitive risk perception, 
disciplined daily cash flow segregation, and mitigation responses based on 
operational efficiency and internal cash buffers. The success of MSMEs in overcoming 
the threat of the digital financial crisis is largely determined by their level of risk 
literacy and their rejection of chain debt schemes. Regarding research limitations, this 
qualitative study has constraints in statistical generalizability because it focuses on six 
MSME cases in a specific geographic area. Furthermore, limited access to complete 
historical digital transaction data officially obtained from FinTech platforms means 
the analysis relies predominantly on informant narrative data and MSME internal 
records. To build upon these findings, future researchers are advised to develop a 
survey-based quantitative model using Structural Equation Modeling to test the 
causal relationship between the level of digital financial literacy, mental accounting, 
and MSME financing resilience. Additionally, conducting a cross-sector comparative 
study between MSMEs in the manufacturing and digital services sectors will provide 
deeper insights into how different industries respond to the risks of application-based 
loans. 
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