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Abstract

This research examines the way in which traditional banks are competing against the 
emerging fintech startups. This study identifies driving factors and uniqueness that 
illustrate the peculiar characteristics of incumbents, analyzes their internal readiness 
and capabilities, and examines their strategic response against fintech startups. In do-
ing so, this paper examines Small Town Bank (STB)1, a regional bank in Indonesia, 
regarding its ability to innovate. Data are obtained from primary sources through in-
ternal and external questionnaires, as well as secondary data. The results of the study 
indicate that, in general, the bank already has a reasonably good innovation readiness, 
but there are several aspects that need to be noted, namely: optimization of current 
services, consolidation, and internal restructuration. Concurrently, while fintech has a 
very broad and massive technical and managerial impact, it does not mean that incum-
bent banks and traditional financial services cannot compete.
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INTRODUCTION

1 For confidentiality reasons, this is a fictitious name.

Fintech, or1 financial technology, is something new. However, it has 
and continues to grow very significantly. It also gives a disruptive ef-
fect not only in the banking and financial services sector, but also in 
other sectors. Moreover, this sector is not only dominated by incum-
bent banks and traditional financial institutions, but also technolo-
gy-based start-up companies that are very keen to enter and dominate 
this niche (Gomber et al., 2017).

The terminology of “fintech” or “financial technology” had emerged 
since the 1990s when Citigroup initiated a project titled “Financial 
Services Technology Consortium”, which aims to facilitate technolog-
ical collaboration in the financial services industry. The “new” fintech 
terminology has emerged since 2014 and attracted public attention. 
Since then, fintech has been used extensively to describe the massive 
influx of technology, platforms, and ecosystems that make services 
and products in the financial industry more accessible, more efficient, 
and affordable for more people.

Throughout its history, the financial industry has been the most signif-
icant technology user in the service sector after the telecommunica-
tions industry itself (Iman, 2014). Compared to other service sectors, 
the financial sector is always at the forefront of technology-based in-
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novation. However, this industry is also locked in by strict regulations, both at national, regional, and 
international levels. On the other hand, fintech is known as one of the critical innovations that comes 
at high speed and is driven by information technology and regulatory relaxation (Lee & Shin, 2018). It 
offers a promise to change the banking and financial services industry through cutting significant costs, 
increasingly diverse services, and more stable industrial and market landscape (The Economist, 2015).

In contrast to the wave of innovations that colored the banking industry and financial services before, 
technological changes that accompanied the presence of fintech were far more diverse: infrastructure, big 
data, data analytics, and artificial intelligence (Iman, 2018). Not surprisingly, PricewaterhouseCoopers 
(2016) stated that 83 percent of financial institutions were threatened by fintech. The biggest advances in 
the fintech industry are in the United States and China. KPMG (2015) stated that 100 fintech companies 
exist in both countries, 25 of them are engaged in payment and transactions, 22 in lending, 14 in wealth 
management, and 7 in the insurance sector. Disruptive changes brought by fintech not only directly af-
fect the conventional banking industry, but also other industries that are not even directly related to 
banking (Wonglimpiyarat, 2017). This has a very broad and massive technical and managerial impact.

Compared to other technology-based innovations that have been occurring in the financial sector, the 
technological changes brought by fintech this time do not refer to just one thing. Fintech penetrated var-
ious fields and subfields such as payment, funding, financing, investment, asset management, banking 
services, insurance, cryptocurrency (Iman, 2018). It is not surprising that fintech attracted the attention 
of many actors, not only banks and regulators, but also non-financial industries, start-up companies, 
and venture capital (Wonglimpiyarat, 2017).

This research attempts to find insights that are useful for industry players and policymakers by focusing 
on two central questions: 

1. What is the dynamics of the fintech industry in Indonesia today?
2. What kind of response should be taken by STB to respond to this dynamics? 

In so doing, this paper is organized into the following structure. The next part discusses the concep-
tual framework used to map fintech and banking in the literature. It then is followed by a review of the 
methodology used in this research. The results and discussion in this study will be outlined in the next 
sections, while the last section contains suggestions, as well as concluding remarks.

1. THEORETICAL REVIEW

In order to address the aforementioned concerns, 
this study borrows the diffusion of innovations 
(DOI) theory and the service quality (SERVQUAL) 
framework to describe the dynamics of the fintech 
industry landscape in Indonesia, as well as the or-
ganizational information technology/systems in-
novation models (OITIM), a strategic orientation 
toward service innovation (SOSI), and enabling 
mechanism for service innovation (EMSI). A brief 
description of the conceptual theorem and frame-
work will be elaborated as follows.

First, the conceptual framework of diffusion of in-
novation (Rogers, 1995) is useful to help us see the 

effect of the tipping point when a trend spreads 
exponentially in society. The diffusion process is 
created through a communication mechanism for 
an innovation that is disseminated through vari-
ous channels and members in the social commu-
nity. In general, the process can be categorized in 
the following stages: 

(1) knowledge; 
(2) persuasion; 
(3) decisions; 
(4) implementation; and 
(5) confirmation. 

The diffusion process will follow the S curve, where 
a small portion will become early innovators and 
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adopters. Along the way, innovation will be adopt-
ed by most early majority, until almost all adopt 
(late majority) and followed by those laggards.

As one of the technology products, fintech is also 
suspected of demonstrating a similar pattern as 
expressed by Rogers (1995). Consumers will first 
look for information (knowledge) regarding fin-
tech products and services. They will go through 
the stage of persuasion, which is usually influ-
enced by their environment and media or adver-
tising. They then decide to use fintech products 
daily, while carrying out a confirmation process 
with the surrounding environment. The domi-
nant structure of fintech can be obtained from the 
process of communication and significance, on 
the one hand, and the process of sanctions and 
legitimacy, on the other hand. This combination 
of structures is increasingly relevant considering 
that fintech does not only involve relationships be-
tween providers of fintech products and services, 
but also government and regulators, venture capi-
tal and investors, and industry associations.

Second, it is important for us to understand how 
far the existing fintech products and services have 
met the expectations of its users. The gap can 
be analyzed using the SERVQUAL framework 
(Parasuraman et al., 1988), a multi-scale meas-
urement instrument that can be used to measure 
customer perceptions of the services provided. 
Customers will assess whether the services they 
have obtained have not or have exceeded their ex-
pectations. By comparing these indicators, we can 
conclude how high the current level of customer 
satisfaction is. The measurement is divided into 
five service qualities and 22 questions that include 
tangibles, reliability, responsiveness, assurance, 
and empathy.

Finally, and most importantly, the framework of 
organizational information technology/systems 
innovation model (OITIM), a strategic orienta-
tion toward service innovation (SOSI), and ena-
bling mechanism for service innovation (EMSI). 
OITIM looks at the readiness of innovation in an 
organization through several factors: organiza-
tional values and goals, resources, organization-
al processes, operations, technology, personnel 
and skills, and knowledge (Snyder-Halpern, 2001). 
SOSI assesses organizational readiness from two 

dimensions: strategic investment and risk toler-
ance, while EMSI measures organizational readi-
ness from four dimensions: superior service inno-
vation, collaboration in organizations, innovation 
experience, and information technology experi-
ence (Yen et al., 2012). These aspects become mul-
tidimensional constructs that are accurate enough 
to measure the organization’s internal readiness in 
developing innovations such as fintech.

2. METHODS

To ensure the research objectives are achieved, 
and the research questions are answered thor-
oughly, the right methodology is necessary 
(Creswell, 2003). For this reason, this study was 
designed using a set of approaches and analysis 
that were felt to be most appropriate to answer 
research questions (Bell et al., 2018). In addition, 
this study also involved various primary and sec-
ondary data sources in obtaining an accurate and 
comprehensive picture of the phenomena (Miles 
& Huberman, 1984).

In general, this research activity was designed as a 
descriptive-exploratory research (Creswell, 2003). 
It is directed at exploring information and pro-
viding an explanation of the dynamics of fintech 
occurring in Indonesia. The data and information 
used are qualitative and quantitative. All data and 
information obtained will go through the trian-
gulation phase to verify and match existing phe-
nomena and reality (Denzin, 1989). The data were  
gathered through desk research, interviews with 
key informants at STB, as well as a direct observa-
tion with fintech users in Indonesia (see Table 1).

Table 1. External and internal analysis 

instruments

Instrument Sources

Desk research
Secondary literature, journals, magazines, 

newspapers, etc.

Interviews
Fintech players, policy makers, industrial 

associations

Survey and 

observations
Users of fintech applications and STB 
customers

Survey and 

interviews
Supervisors, managers, and executives of STB

Internal FGD Managers, directors, and executives of STB

Reflective 
workshop

Directors and executives of STB
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Several questionnaires were distributed to the gen-
eral public to get an overview of the process of 
adopting and diffusing fintech products and servic-
es in Indonesia. The questionnaire was developed 
by adopting the conceptual framework of diffusion 
of innovation (Rogers, 1995) and the SERVQUAL 
framework (Parasuraman et al., 1988). The question-
naire then be analyzed and interpreted further to an-
swer research questions and formulate appropriate 
conclusions (Bell et al., 2018).

The selection of samples of fintech users is done using 
snowball sampling. Respondents were asked to fill 
out questionnaires on fintech products and services 
that they were currently using and the level of satis-
faction they felt. Demographic information such as 
age, gender, level of education, income, etc. are also 
collated for further analysis. The study also distrib-
uted questionnaires to STB customers spread across 
cities and regencies for further analysis. Before being 
distributed, the questionnaire was pilot tested to see 
the validity and reliability of the instrument.

Meanwhile, to analyze the internal conditions and 
innovation capabilities of STB, several question-
naires were distributed to employees at STB, both 
those involved in the IT division and those in non-IT 
divisions. This study uses the conceptual framework 
of OITIM (Snyder-Halpern, 2001). Before being dis-
tributed, the questionnaire was discussed with the 
STB research team to ensure compliance and con-
fidentiality. Next, the questionnaire was distributed 
online and offline by the author along with the STB 
research team. Through this process of discussion 
and workshop, it is expected that more comprehen-
sive information will be obtained to develop strategic 
recommendations for STB, as well as other incum-
bent banks. To minimize bias, reduce “spectator’s ac-
count”, and improve the quality of research, this ac-
tivity follows structured research protocols (Creswell, 
2003; Schoefield, 1990). The focus of this research is 
to get a deep, comprehensive, specific, and relevant 
understanding of the research goals and objectives.

3. ANALYSIS OF THE 

FINDINGS

The “new” fintech was developed so fast in 
Indonesia since the 2010s as a result of the devel-
opment of very massive information and com-

munication technology. This condition shows 
that Indonesia is quite a digital country. Together 
with China and India, Indonesia is an innovator 
in technology development (PWC, 2016). There 
are various types of fintech business, according to 
the central bank (Bank Indonesia). The classifica-
tion of fintech in Indonesia is divided into 4 (four), 
namely: 

(1) crowdfunding and peer to peer (P2P) lending; 
(2) market aggregator; 
(3) risk and investment management; and
(4) payment, clearing and settlement.

Unfortunately, fintech’s role in financial inclusion, 
as expected by many parties, seems not to be ful-
ly implemented, since most of those fintech start-
ups are headquartered in Jakarta (Iman, 2018). 
However, despite its criticism, payment trans-
actions and financing transactions through fin-
tech in Indonesia show a very significant growth 
rate. For example, fintech payment transactions 
per 2015 were  only USD 12.0 billion, but in 2017, 
they have reached USD 18.6 billion and are ex-
pected to break the USD 36.6 billion mark in 2021. 
Meanwhile, fintech financing transactions in 
2015 were only worth USD 12.0 billion, but grew 
to USD 18.6 billion in 2017 and are estimated to 
reach USD 37.1 billion in 2021.

3.1. External environmental analysis

Of all questionnaires being distributed, 316 ques-
tionnaires were damaged, empty, incomplete, and 
cannot be analyzed further. Thus, the usable and 
verified questionnaires for further analysis totaled 
521. In general, the respondents’ demographics 
from the research can be seen in Table 2. 51.2% 
of the respondents were men, while the remain-
ing 48.8% were women. The majority of respond-
ents were married (68.5%) and aged 26-30 years 
old (32.9%), followed by those aged 31-35 years old 
(17.9%) and 21-25 years old (16.8%). The respond-
ents are mostly state/regional enterprise employ-
ees (27.4%), private employees (26.5%), and civil 
servants (24.7%).

Most of the respondents have an undergradu-
ate degree (64.7%). Thus, it can be assumed that 
the majority of respondents already have a back-
ground in banking knowledge, an understanding 
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of technology products, and some sort of knowl-
edge in English, which is commonly used in fin-
tech products and services. Respondents also 
widely spread in various regions in the province. 
Therefore, the sample obtained from this research 
can be considered to be quite representative and 
normally distributed. The majority also claimed 
to spend monthly electricity costs between Rp 
50,000 to Rp 200,000, or 48.9 percent2. This is also 
in line with their daily expenditure, the majority 
of which ranges from Rp 50,000 to Rp 150,000, or 
55.3%. Most respondents also claimed to use the 
internet quite intensely. This is also confirmed 
by their monthly data expenditures: Rp 75,000 – 
Rp 100,000 (27.9%) and Rp 100,000 – Rp 125,000 
(20.9%) (see Table 3).

As can be seen, most respondents are familiar 
with fintech products and services, but are still 
focused on products and services offered by on-
line transportation service providers (Grabpay, 
Gopay, Ovo) and e-commerce services (Tokopedia, 
Bukadompet). They use fintech products and ser-
vices for payment purposes (76.4%) with varying 
intensity (starting from every day to several times 
a month). The majority of transactions carried 
out amounted from Rp 100,000 to Rp 500,000 per 
transaction (47.9%).

Respondents in this survey claimed to have 
known fintech from the Internet (32.1%), followed 
by social media (28.7%), and friends and family 
(19.4%). The power of advertising is not too strong, 
because it only contributes 18.4%. This is in line 
with the diffusion innovation theorem (Rogers, 
1995), which states that the social environment 
has a strong influence in determining and form-
ing patterns of adoption of technology products 
such as fintech.

Furthermore, the majority of respondents claimed 
to be satisfied with the fintech products and servic-
es they are currently using (99.4%). Besides being 
a customer of STB (46.4%), they also become cus-
tomers at other banks such as BRI (18.1%), Bank 
Mandiri (12.4%), and BCA (11.3%). This indicates 
that the customer may not be too loyal to one par-
ticular product and thus tends to have more than 
one account in a different bank.

2  Rp 50,000 equals to about USD 3.55. As of June 2019, 1 US Dollar equals to about Rp 14,070 (Indonesian Rupiah).

Table 2. Respondent demographic profile
Variable Item Percentage

Gender
Male 51.2

Female 48.8

Marital status
Married 68.5

Other 31.5

Age

< 15 0.3

16-20 3.8

21-25 16.8

26-30 32.9

31-35 17.9

36-40 8.2

41-45 9.1

46-60 10.3

> 60 0.6

Employment status

Private employee 26.5

Regional government 

employee
27.4

Civil servant 24.7

Police and military 2.1

Entrepreneur 9.7

Students 6.5

Not working 3.2

Educational 
background

Elementary school 0.3

Junior high school 0.6

Senior high school 17.4

Diploma (D1/D3) 8.2

Undergraduate 64.7

Postgraduate 8.2

Doctorate 0.6

Residency

City A 4.1

City B 3.5

City C 3.8

City D 0.3

City E 2.9

City F 3.8

City G 1.8

City H 2.9

City I 1.5

City J 3.8

City K 5.6

City L 1.5

City M 2.9

City N 1.5

City O 2.6

City P 0.3

City Q 4.1

City R 1.2

City S 2.4

City T 2.4

City U 4.4

City V 1.2

City W 3.5

City X 2.4

City Y 1.8

City Z 2.9

City 1 2.9

City 2 3.5

City 3 2.4

City 4 0.6

City 5 0.3

City 6 5.3

City 7 6.5

City 8 2.4

City 9 2.1

City 10 4.4

City 11 0.6
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Table 3. Respondent demographic profile

Variable Item Percentage

Monthly electricity bills

< Rp 50,000 6.8

Rp 50,000-100,000 16.8

Rp 100,000-150,000 14.7

Rp 150,000-200,000 17.4

Rp 200,000-250,000 10.0

Rp 250,000-300,000 7.4

Rp 300,000-350,000 4.7

Rp 350,000-400,000 6.5

Rp 400,000-450,000 1.8

Rp 450,000-500,000 5.0

> Rp 500,000 9.1

Average daily expenditures

< Rp 50,000 7.4

Rp 50,000-100,000 34.1

Rp 100,000-150,000 21.2

Rp 150,000-200,000 11.5

Rp 200,000-250,000 5.3

Rp 250,000-300,000 2.6

Rp 300,000-350,000 3.2

Rp 350,000-400,000 2.4

Rp 400,000-450,000 1.8

Rp 450,000-500,000 1.8

> Rp 500,000 8.8

The use of Internet

Rarely 4.4

Adequate 10.3

Often 42.4

Very often 42.9

Monthly internet data expenditures

< Rp 25,000 1.2

Rp 25,000-50,000 5.9

Rp 50,000-75,000 17.9

Rp 75,000-100,000 27.9

Rp 100,000-125,000 20.9

Rp 125,000-150,000 7.6

Rp 150,000-175,000 4.1

Rp 175,000-200,000 5.0

> Rp 200,000 9.4

Name of fintech products/services 
being use

Amartha 0.3

Artajasa 0.4

Bareksa 0.1

Bukadompet 10.3

Crowdo 0.3

Doku 0.9

Gopay 30.5

Grabpay 17.2

Investree 0.1

Ipaymu 0.3

Kartuku 0.7

Koinworks 0.1

Midtrans 0.1

Modalku 0.1

Ovo 11.7

Pinjam.co.id 0.1

Rintis Sejahtera (Prima) 0.1

Tokopedia 21.9

Uangku 0.3

Others (Shopee, Dana, Internet Banking, SMS Banking, Lazada, 
PayFazz, PayLater, Apps24, Olk, Zilingo, Sepulsa, Bli-Bli, Akulaku) 4.3
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Table 3 (cont.). Respondent demographic profile

Variable Item Percentage

Category of fintech products/services being use

Lending 7.7

Payment 76.4

Point of sales 2.6

Crowdfunding 1.0

Investment 6.9

Asset management 1.3

Insurance 3.6

Others 0.5

Intensity of using fintech

Everyday 16.8

Several times a week 33.5

Once in a week 4.7

Several times a month 28.2

Once in a month 6.5

Once in several months 10.3

Average value of fintech transactions

< Rp 100,000/transactions 37.9

Rp 100,000-500,000/transactions 47.9

Rp 500,000-1,000,000/transactions 10.0

Rp 1,000,000-5,000,000/transactions 2.9

> Rp 5,000,000/transactions 1.2

How the respondents know about fintech

Advertisement 18.4

Friends/family 19.4

Internet 32.1

Social media 28.7

Magazines/newspapers 1.5

Are the respondents satisfied with fintech
Yes 99.4

No 0.6

What bank customers are the respondents

Bank Rakyat Indonesia 18.1

Bank Mandiri 12.4

STB 46.8

Bank Negara Indonesia 9.4

CIMB Niaga 0.9

Bank Central Asia 11.3

Muamalat 0.0

Other 1.1

I analyze the data in more depth (see Table 4). The 
majority of customers already have savings prod-
ucts from STB (68.1%). They have been custom-
ers for more than five years (37.4%) and access 
STB’s products and services through branch of-
fices (30.2%). This indicates that STB customers 
are quite loyal and respect physical and personal 
interactions. Confidence and trust factors may be 
one important factor for STB customers in obtain-
ing financial services.

Another thing that is quite interesting is that 
STB customers who are using internet banking 
are 17.1%. The fact that Internet banking at STB 
has just been launched since 2018 shows that its 
growth cannot be underestimated. This also indi-
cates that STB customers are ready to use technol-
ogy-based services such as Internet banking and 
fintech, although not all STB customers are young 
or highly educated indeed.

Furthermore, I conduct a more specific analysis 
of the pattern of adoption and diffusion of fintech 
products and services. Borrowing from the diffu-
sion theory of innovation (Rogers, 1995), I divide 
these factors into 4 (four) things: 

(1) superiority over other products and services 
(relative advantage/compatibility); 

(2) simplicity of products and services (complexity/
simplicity); 

(3) trialability; and 

(4) ease of seeing features and benefits offered 
(observability).

Table 5 shows the analysis of the results of the cor-
relation using the Principal Component Analysis 
and Varimax rotation method using Kaiser 
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Table 4. Demographic profile of STB customer respondents

Variable Item Percentage

STB’s products being use

Giro 4.4

Saving accounts 68.1

Time deposits 9.2

Credits for business 3.5

Credits for personal consumption 13.1

Other 1.7

How long have been a STB’s customer

Less than a year 14.6

Between 1 and 3 years 26.2

Between 3 and 5 years 21.8

More than 5 years 37.4

How to access and obtain STB products and services

Branch office 30.2

Sub-branch office 10.3

Cash office 8.2

Payment point 2.2

ATM 25.9

CDM 0.7

Cash mobile 5.5

Internet banking 17.1

Table 5. Rotated component matrix

Statement
Factor 1: relative 

advantage/compatibility
Factor 2: complexity/

simplicity
Factor 3: 

trialability
Factor 4:  

observability
PB1 0.735 0.187 0.084 0.077

PB2 0.673 0.168 0.228 0.185

PB3 0.764 0.077 0.062 0.279

PB4 0.736 0.114 0.210 0.126

PB5 0.654 0.166 0.280 0.232

PB6 0.656 0.199 0.171 0.209

PB7 0.702 0.246 0.068 0.177

PB8 0.444 0.299 0.464 0.131

PB9 0.690 0.070 0.175 0.258

PB10 0.618 0.239 0.300 0.145

PB11 0.230 0.687 0.188 0.109

PB12 0.169 0.768 0.197 0.126

PB13 0.188 0.723 0.143 0.252

PB14 0.164 0.806 0.191 0.124

PB15 0.120 0.809 0.193 0.088

PB17 0.170 0.781 0.205 0.173

PB18 0.139 0.792 0.204 0.173

PB19 0.208 0.400 0.666 0.092

PB20 0.210 0.411 0.666 0.108

PB21 0.331 0.111 0.560 0.300

PB22 0.183 0.190 0.679 0.273

PB23 0.177 0.304 0.699 0.231

PB24 0.179 0.141 0.211 0.707

PB25 0.463 0.040 –0.006 0.586

PB26 0.234 0.304 0.332 0.537

PB27 0.151 0.475 0.343 0.528

PB28 0.509 0.141 0.141 0.569

PB29 0.344 0.241 0.152 0.651

PB30 0.238 0.253 0.304 0.618

Mean 3.50 3.88 3.73 3.54

Standard deviation 0.92 0.84 0.85 0.86

Cronbach alpha 0.911 0.922 0.846 0.865

Note: extraction method: Principal Component Analysis. Rotation method: Varimax with Kaiser Normalization. Rotation 
converged in 6 iterations.
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Normalization. The PB16 statement is excluded 
from the analysis, because the factor loading val-
ue is less than 0.4, while other statements met the 
methodological criteria.

From Table 5, it can be seen that the largest aver-
age score is the product simplicity of 3.88, followed 
by the trialability of 3.73. This number supports 
the findings above, which imply that fintech prod-
ucts and services are expected to be easy to under-
stand and can be tried first by prospective users. 
Correspondingly, it is clear that the correlation be-
tween the factors driving the adoption of fintech 
products and services is positive and quite signif-
icant (Table 6). The strongest factor that supports 

user perceptions is the relative advantage of 0.882, 
followed by the observability of 0.868. These two 
factors are closely related and considered to be a key 
factor in the development of fintech innovations.

To get a more detailed picture, I then examine 
in depth the respondents who have used fintech 
products and services. I am interested in seeing 
how the gap occurs between expectations and per-
ceptions of the fintech products and services they 
use (see Table 7). A positive gap means that exist-
ing products and services have been able to meet 
expectations. Conversely, a negative gap means 
consumers or users are not satisfied with the fin-
tech products and services they use.

Table 6. Correlation matrix

Correlation Relative advantage/ 
compatibility

Complexity/
simplicity Trialability Observability Perceived benefits 

of adopting fintech
Relative advantage/ 
compatibility 1 0.506** 0.613** 0.713** 0.882**

Complexity/ simplicity – 1 0.631** 0.568** 0.786**

Trialability – – 1 0.659** 0.822**

Observability – – – 1 0.868**

Perceived benefits of 
adopting fintech – – – – 1

Note: ** correlation is significant at 0.01 level (2-tailed).

Table 7. Gap analysis between expectations and perceptions

Factors Expectation Perception Gap Average dimension 
score

Tangibility

4.10 3.90 –0.20

–0.1032
3.94 3.86 –0.08

3.74 3.71 –0.02

4.02 3.91 –0.11

Reliability

3.90 3.85 –0.06

–0.1678

3.96 3.76 –0.20

4.02 3.82 –0.21

4.04 3.86 –0.18

4.02 3.82 –0.19

Responsiveness

3.99 3.79 –0.20

–0.2025
4.07 3.89 –0.18

4.11 3.86 –0.25

3.90 3.72 –0.18

Assurance

4.04 3.77 –0.27

–0.2538
4.12 3.92 –0.20

4.11 3.87 –0.24

4.14 3.83 –0.30

Empathy

3.98 3.69 –0.28

–0.2407

4.00 3.81 –0.20

3.90 3.70 –0.20

4.05 3.80 –0.24

4.00 3.72 –0.28

Average unweighted score –0.1936
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As shown in Table 7, all gaps are negative. The 
biggest negative contributing factor is assurance 
(–0.2538), indicating that fintech users do not 
feel safe and confident for what they are current-
ly using. This number is also correlated with the 
empathy factor (–0.2407) and the responsiveness 
factor (–0.2020). It indicates that the current fin-
tech providers are perceived as unable to answer 
the needs of users in an empathic and responsive 
manner. The weighted average gap is also quite 
large (–3.805) with the highest contributing fac-
tors being assurance (–4.71), followed by respon-
siveness (–4.33) and empathy (–4.26). It is safe 
to say that fintech users have not been satisfied 
with the assurance, responsiveness, and empa-
thy level.

Table 8. Gap analysis between expectations and 
weighted perceptions

Factors

Average 
dimension 

score

Dimension 

weight
Weighted 

score

Tangibility –0.1032 21.388 –2.21

Reliability –0.1678 20.960 –3.52

Responsiveness –0.2025 21.393 –4.33

Assurance –0.2538 18.539 –4.71

Empathy –0.2407 17.720 –4.26

Average 

weighted score
–3.805

If STB wants to develop its fintech products and 
services, it would be good to focus on the dimen-
sional factors mentioned above (tangibility, reli-
ability, responsiveness, assurance, and empathy). 
As an initial reference, STB can see the dimensions 
level from the most important to the least impor-
tant according to the dimension weight (Table 
8). The description above can help to understand 
what dimensions should be the top priority of STB 
in order to build a competitive fintech business 
that is in line with the expectations in the market.

3.2. Internal capability analysis

STB is a regional bank that is committed to im-
prove the local economy. STB was established 
in 1963, pioneered by the regional government 

3 Bank Indonesia classifies commercial banks operating in the country into four categories according to the size of their core capital: Bank 
Umum Kegiatan Usaha (BUKU) or Commercial Banks Business Activities Category I, II, III, and IV. BUKU-III is a bank with core capital 
between Rp 5 trillion and Rp 30 trillion.

along with community leaders and private busi-
ness leaders based on the need for a financial in-
stitution, which specifically assisted the govern-
ment in implementing development plan in the 
region. STB also has services that are widespread 
in many areas (see Table 9). Overall, STB has 37 
conventional branches and four sharia branch-
es. The existence of STB is also supported by 
sub-branch offices, cash offices, payment points, 
ATMs, CDM, and many mobile cash cars. This 
is evidenced by the award achieved by STB as 
the top bank within BUKU-III category in 20183. 
STB was also selected as the best bank among 55 
public banks in the BUKU-III category, which 
was launched by Info Bank magazine.

Furthermore, I analyze the internal readiness 
of STB staff in carrying out technology-based 
innovations such as fintech. More specifically, I 
was interested in testing STB’s internal readiness 
in responding to this technology-based innova-
tion. By borrowing the OITIM theorem (Snyder-
Halpern, 2001), online questionnaires were com-
piled and distributed internally for further anal-
ysis. Filling out questionnaires involves all STB 
employees, both those related to IT and non-IT 
(see Table 10).

As shown in Table 11, in general, STB’s internal 
employees feel quite ready and confident with 
fintech innovation. The biggest score is in ad-
ministrative support and values or goals of 5.1, 
while the lowest score is in the knowledge aspect 
(4.5). Obviously, this has to be the central atten-
tion of STB in improving its internal capabilities.

Referring to the OITIM scale (1 to 7), it can be 
seen that the scores obtained indicate that STB’s 
internal employees already have a high level of 
innovation readiness (4.9). Indeed, the knowl-
edge factor that has the lowest score needs more 
attention to realize STB’s innovation potential. 
Thus, in order to get a more comprehensive pic-
ture, I conducted an in-depth analysis by sepa-
rating respondents from information technology 
(IT) backgrounds and those who are not from IT 
divisions. The results of the cluster analysis are 
shown in Table 12 and Table 13.
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Table 9. Number of STB networks (September 2018)
Source: STB internal documents.

No. Type Conventional Sharia Total

1 Branch office 37 4 41

2 Sub-branch office 123 11 134

3 Cash office 155 10 165

4 Payment point 298 2 300

5 ATM 706 0 706

6 CDM 7 0 7

7 Cash mobile + ATM 35 4 39

Table 10. Descriptive information of STB internal
Variable Item Number

Gender
Male 77

Female 23

Age

< 25 5

25-34 40

35-45 28

> 45 27

Educational background
Diploma 2

Undergraduate 77

Postgraduate 21

Length of employment at STB
1-5 years 40

5-10 years 16

> 10 years 44

Experience in IT

None 49

Low 6

Adequate 35

High 6

Very high 4

Work unit 

Technology and information systems 30

Network and services 4

Business development and planning 8

Treasury and international 7

General affairs 7

Human resources 7

Sharia 5

Marketing – consumer retail 5

Consumer banking and retail business 5

Marketing – corporate account 5

Corporate and commercial banking 5

Risk management 5

Corporate secretary 4

Training 3

Type of work
Non-IT related 66

IT related 34

Table 11. Internal readiness analysis

Factors Standard deviation Mean “Do not know”, %

Resources 1.69 4.9 9

End users 1.71 5.0 6

Technology 1.71 4.6 9

Knowledge 1.65 4.5 12

Process 1.84 5.0 4

Values and goals 1.75 5.1 2

Management structure 1.66 4.8 8

Administrative support 1.51 5.1 10

Total 4.9
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As shown in Tables 12 and 13, there are significant 
differences between IT employees and non-IT em-
ployees at STB. It becomes clear that if STB is real-
ly serious about developing its innovation compe-
tencies, corresponding factors such as knowledge 
and administrative support need to be given the 
most attention since these factors show a signifi-
cant mean of “do not know”. There is also a huge 
gap between IT employees and non-IT employees 
on these two factors. Furthermore, while not dan-
gerously alarming, management structure and 
technology are also worth highlighting.

Discussions and workshops were then conducted 
to confirm and to explore more detailed infor-
mation about the internal conditions of STB. The 
discussion and workshop confirmed the results 
of the survey that had previously been conduct-
ed. The most important thing that needs to be not-
ed is that there is a very striking gap between IT 
staff and non-IT staff related to their knowledge. 
This needs to be a top priority for STB in mak-
ing improvements. In addition, the “do not know” 
findings regarding administrative support factors 
were also well confirmed. This indicates that inter-
nal consolidation, especially between IT and non-
IT divisions, is also of immediate interest (Iman, 
2014).

4. CONCLUDING REMARKS 

AND IMPLICATIONS

In responding to the current dynamics of fintech, 
several suggestions and recommendations can be 
implemented, such as: 

(1) optimization of existing mobile and inter-
net-based services;

(2) internal consolidation and restructuration;
(3) the initiation of fintech payment services; and 
(4) the initiation of fintech lending services. 

Based on the fact that the growth of Internet bank-
ing services at STB is quite exponential, it needs to be 
optimized to reach the critical mass. The rationale of 
this strategy is to cut operating costs, expand market 
coverage, and, more importantly, increase customer 
readiness for more diverse and sophisticated tech-
nology-based services. Thus, adding features can be 
juxtaposed with a massive marketing campaign to 
achieve strong network externalities (Rogers, 1995).

Second, the fact that the internal gap is still visible, es-
pecially between the IT division and the non-IT divi-
sion, shows that there is an internal need for improve-
ment. The first thing that is necessary is the change in 
key performance indicator (KPI) to promote collab-

Table 12. Analysis of mean internal readiness

Factors
Mean

(non-IT, n = 66)

Mean 

(IT, n = 34)

Mean  

difference
Mean total  

(n = 100)

Resources 4.8 5.1 0.3 4.9

End users 5.1 4.8 0.3 5.0

Technology 4.6 4.6 0.0 4.6

Knowledge 4.5 4.7 0.2 4.5

Process 5.0 4.8 0.2 5.0

Values and goals 5.2 4.9 0.3 5.1

Management structure 4.9 4.6 0.3 4.8

Administrative support 5.1 5.2 0.1 5.1

Table 13. Analysis of “Do not know” internal readiness

Factors
“Do not know”  

(non-IT), %

“Do not know”  

(IT-related), %

“Do not know” 

(Total), %

Mean total  

(n = 100)

Resources 11 5 9 4.9

End Users 6 5 6 5.0

Technology 10 6 9 4.6

Knowledge 15 5 12 4.5

Process 4 3 4 5.0

Values and goals 2 3 2 5.1

Management structure 9 6 8 4.8

Administrative support 12 6 10 5.1
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oration and innovation. Furthermore, rotation and 
distribution are also needed so that the knowledge 
held by IT division staff can be disseminated to other 
divisions (non-IT) as well. Another agenda that could 
be initiated is how incumbent banks can incorporate 
agility and digital mindset into the internal capabili-
ties of their employees (Iman, 2014).

Third, if incumbent banks want to enter the fintech 
industry, the most feasible choice is perhaps through 
the payment sector. This is not only emphasized by 
data, but also the fact that the largest fintech service 
in Indonesia is still dominated by the payment sector 
(Iman, 2018). On the other hand, the investment and 
internal capabilities needed to enter this sector are 
not as challenging as others. This is also highlight-
ed by the fact that STB has quite a lot of branches in 
the province, becoming a cash register for regional 
government, and has the potential to control trans-
actions of any assets owned by the local government. 
Similarly, STB can also combine several regional po-
tentials in the area such as tourism, toll roads, park-
ing and retribution, as well as other local activities.

Furthermore, there are several sub-sectors that can 
be initiated by STB; for example, by becoming a cus-
todian bank, STB has the potential to earn revenue 
from the floating fund. STB can also open up such 
payment acceptance services. Working closely with 
other payment gateways, the bank has the potential 
to get a share of fee-based income per transaction 
that occurs. Another thing that can be done is be-
coming an e-money issuer. It may, however, require 

extra preparation, because regulations are still re-
stricted only for banks in the BUKU-IV category.

Fourth, other potential fintech subsectors that can be 
initiated by incumbent banks are financing or lend-
ing services. This is also in line with the second larg-
est market share after the payment subsector. This 
sub-sector can also be strategically executed without 
cannibalizing the existing STB’s products and ser-
vices. As a first step, banks can conduct strategic co-
operation together with the existing fintech service 
providers. Bankable customers can be channeled 
through existing financing products and services, 
while unbankable customers such as MSMEs, aspir-
ing entrepreneurs, and individuals with no track re-
cord can be directed through STB’s affiliated fintech 
products and services.

As for future studies, it is suggested that multilevel re-
search through the aggregation process could be per-
formed to analyze the different level of readiness in a 
various level/layer of organizations. Moreover, indi-
vidual variables, such as the way in which individual 
performance and behavior influence organizational 
collective innovation capability, will be of interest. 
Another relevant and promising studies are compar-
ing several firms or organizations that share similar 
characteristics. Last but not least, bridging the quan-
titative-qualitative gap is also highly encouraged. In 
other words, the quantitative approach like this can 
be accompanied by qualitative interviewing to ana-
lyze the challenges and contributing factors that af-
fect organizational innovation capability.

CONCLUSION 

All in all, as this research suggests, the development of the fintech industry is generally very massive 
and broad in scope (Iman, 2018). In Indonesia, the development of fintech, in particular, is also very 
significant, especially payment and financing subsectors. However, fintech types and business models in 
Indonesia are actually very diverse, ranging from payments, financing (lending), investment, crowdfund-
ing, to back-office. Thus, the potential clash between incumbent banks and emerging fintech startups is 
quite eminent. This article not only analyzes the development of fintech in the country, but also looks at 
different scenarios and explores the possible strategies that can be developed by incumbent banks.

Using the case of STB, this study shows that the impact of fintech startups towards incumbent banks does 
exist. The financing subsector (lending), for example, can be considered to be the real competitor for banks. 
The payment sector is also influential, especially for technology start-up companies targeting the payment 
business (techfin), such as Go-Jek, Grab, Traveloka, and so on. The impact of such fintech’s business on bank-
ing business in general and STB, in particular, is very diverse. Fintech makes the business competition mar-
ket more competitive. This competition makes innovation continue to grow in the sectors (Lee & Shin, 2018).
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In the case of STB, it becomes clear that in order to exploit the opportunities, internal capabilities of 
incumbent banks should be developed further. Such strategic roadmap is also needed by incumbent 
banks so that they have clear direction in responding to the challenge. It should also be supported by 
a more agile organizational structure and more flexible decision-making patterns (Iman, 2014). This is 
necessary so that incumbent banks can quickly develop new products and services so that it can attract 
customers’ faster (time to market) without losing any futile momentum (Wonglimpiyarat, 2018).

Indeed, competing against new fintech startups is not the only way out. There is also equal possibilities 
to collaborate and partner with them. In order to ensure smooth sailing cooperation, however, focusing 
on each core capabilities is particularly important. Moreover, incumbent banks should find the middle 
ground between partnering with fintech startups versus investing or building their technology inter-
nally. Last but not least, fintech will be greatly influenced by the existing regulatory regime. When reg-
ulation tends to lean towards fintech rather than conventional banking, then the detrimental effect for 
incumbent banks will be increasingly felt. Thus, maintaining close relationships with central authority 
body should not be neglected indeed.
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