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Indonesia’s digital economy has experienced rapid growth
in recent years, mainly driven by technology adoption,
increased internet penetration, and the impact of the
COVID-19 pandemic which accelerated the transition of
economic activities from offline to online. This research
aims to analyze the development of Indonesia’s digital
economy in a global and national context, by highlighting
the role of MSMEs, regulatory challenges, digital literacy,
and financial inclusion. Using a descriptive method with a
content analysis approach, this study collects secondary
data from journals, reports, and current policy documents
to describe the dynamics of Indonesia’s digital economy.
The results of the study show that digitalization opens up
significant opportunities for economic growth and
increased competitiveness, especially through
strengthening MSMEs and expanding fintech services.
However, there are challenges that still need to be
overcome, such as low digital literacy, regulations that are
not fully adaptive, the dominance of foreign companies in
the marketplace sector, and inequality of digital
infrastructure between regions. This study concludes that
an integrated and inclusive national strategy is needed to
ensure that the digital economy can develop sustainably
while providing broad benefits to the Indonesian people.
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1. Introduction

The digital economy is currently one of the biggest transformative forces in
the global economy. The shift in economic activity from the conventional offline-
based model to the online ecosystem has brought structural changes in various
sectors, ranging from trade, financial services, to tourism. This phenomenon was
accelerated by the COVID-19 pandemic which forced the public and business actors
to adapt to digital technology as the main means of transactions. According to
Wiliandri (2020), the pandemic has not only trigeered a surge in digital transactions,
but also accelerated the digitalization of MSMEs and encouraged the birth of
technology-based innovations. This is in line with the views of Salam et al. (2018)
who emphasize that digital transformation is a necessity in an effort to maintain a
country’s economic competitiveness in the era of globalization.

In the context of Southeast Asia, Indonesia occupies a strategic position as
the largest digital market in the region. Based on a report by Google, the value of
Indonesia’s digital economy or Gross Merchandise Value (GMV) reached more than
USD 77 billion and is projected to continue to increase to USD 130 billion. This
tigure shows the extraordinary potential that Indonesia has in developing the digital
economy, especially supported by a large population, wider internet penetration, and
high use of mobile devices. Sagara et al. (2021) added that MSMEs are the main
actors in the Indonesian economy, so the digitalization of this sector is key in
strengthening Indonesia’s position in the global arena.

The urgency of developing the digital economy in Indonesia can be seen from

three main dimensions. First, the digital economy can be a motor for national
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economic growth by creating efficiency, expanding market access, and increasing
productivity. Second, the digitalization of MSMEs encourages the creation of new
jobs that contribute to the absorption of labor, especially in the informal sector.
Third, strengthening the digital ecosystem will increase Indonesia’s competitiveness
at the global level. According to Nugraha (2021), the success of digital
transformation can provide a significant multiplier effect, ranging from increasing
GDP to expanding the consumer base. Therefore, the literature emphasizes the
importance of consistent policies and infrastructure support to strengthen the
foundations of the digital economy.

However, behind these great opportunities there are a number of actual
problems that need serious attention. First, digital literacy inequality is still an
obstacle, because most MSMEs are not fully able to take advantage of digital
platforms. Second, the dominance of foreign companies in the e-commerce sector
raises concerns about the sovereignty of Indonesia’s digital economy. Third,
regulatory challenges, including digital tax policies, consumer data protection, and
fintech governance, are still not fully resolved. Tambunan et al. (2021) highlight that
less adaptive regulations can hinder innovation and reduce the competitiveness of
local actors. In addition, the issue of financial inclusion is still an obstacle, because
some people are still unbanked and do not have access to digital financial services.

In the face of these complexities, the role of the supporting sector cannot be
ignored. MSMEs are the driving force of the digital economy that must continue to
strengthen their capacity to be able to compete. Digital marketing has a significant

role in developing the trade and tourism sectors through the use of information
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technology. Fintech and digital banking are important catalysts in driving financial
inclusion, while digital infrastructure such as 5G networks, Internet of Things (IoT),
Artificial Intelligence (Al), and blockchain are the technological foundations that will
determine the sustainability of Indonesia’s digital ecosystem. Saptono and Ayudia
(2020) emphasized that the success of the digital economy is highly determined by
the readiness of infrastructure, human resources, and an adaptive regulatory
tramework.

Although many studies have shed light on the potential of Indonesia’s digital
economy, there are a number of research gaps that still need to be answered. First,
the readiness of Indonesia’s human resources in facing digital transformation has
not been discussed in depth. Second, studies on the implementation of digital tax
policies are still limited, especially related to its impact on MSMEs and the wider
community. Third, the literature on strategies to accelerate the digital transformation
of MSME:s is still relatively minimal and does not provide a comprehensive picture.
Bonina et al. (2021) emphasized that further research is needed to formulate policy
strategies that are able to overcome these gaps. Based on this background, this study
aims to: explain the development of Indonesia’s digital economy in a global context;
analyze the main opportunities and challenges in digital transformation, especially
related to MSMEs, human resources, regulations, and financial inclusion; and
provide an overview of the role of digitalization in driving national economic
transformation. Thus, this research is expected to make an academic and practical
contribution to the development of an inclusive, competitive, and sustainable

Indonesian digital economy.
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2. Literature Review

2.1. Global Digital Economy and Indonesia’s Position

The digital economy is a global phenomenon that has changed the trading
landscape and driven innovation across various sectors. The shift in consumer
behavior to the online realm, which is accelerating after the COVID-19 pandemic,
has made digitalization the main engine of wotld economic growth. According to
Wiliandri (2020), the pandemic accelerated the transition to a digital ecosystem up
to five years earlier than originally estimated. In particular, Southeast Asia
experienced a significant surge in digital transactions, with Indonesia being the major
player with the largest Gross Merchandise Value (GMV) in the region. Salam et al.
(2018) emphasized that Indonesia’s position in ASEAN is very strategic because it
controls almost 40% of the total regional GMV, which shows great potential to
strengthen global competitiveness. However, Indonesia also faces a number of
challenges.

According to Sagara et al. (2021), there is a digital gap between regions that
causes uneven technology adoption. In addition, Nugraha (2021) highlighted that
Indonesia’s digital competitiveness has not been maximized due to limited
infrastructure and the quality of human resources (HR). Therefore, various
literatures, both from international and national sources, agree that to strengthen the
digital ecosystem, close synergy between the government, the private sector, and
society is needed. This effort is important to address existing challenges, ensure

equitable growth, and maximize the potential of Indonesia’s digital economy. With
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strong collaboration, Indonesia can leverage its strategic position to become a more

dominant digital economy power on the global stage.

2.2. MSMEs and Digital Transformation

Micro, Small, and Medium Enterprises (MSMEs) are key actors in the
Indonesian economy, with significant contributions to GDP and labor absorption.
The digital transformation of MSMEs is now a crucial issue because it can increase
market access, operational efficiency, and competitiveness in the global arena.
According to Tambunan et al. (2021), MSMEs that adopt digital platforms tend to
be more resilient in the face of economic crises and are able to expand their
consumer reach. Digital marketing is a must because this generation is often used,
whether consciously or not. Digital marketing applications that will be used include
websites, social media, online advertising, web forums, mobile applications.

However, many MSMEs still face serious obstacles in the digitalization
process. The limitations of digital literacy, lack of capital, and lack of trust in
technology are the main challenges. Bonina et al. (2021) highlight that low digital
literacy is a major obstacle for MSMEs to join e-commerce platforms. In line with
that, Saptono and Ayudia (2020) found that most MSMEs still have difficulty
utilizing digital financial technology to support operations. Furthermore, Salam et al.
(2018) state that government supportt is essential to accelerate this transformation,
through training, tax incentives, and access to technology-based financing. Research
by Nugraha (2021) also confirms that the gap between urban and rural MSMEs in

adopting digitalization is still a challenge that must be overcome. By overcoming
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these barriers, Indonesia can help MSMEs fully harness the potential of the digital

economy, thereby strengthening the foundations of the overall national economy.

3.2. Fintech, Regulation, and Financial Inclusion

Fintech has emerged as one of the most dynamic sectors in Indonesia’s digital
ecosystem. Its presence has provided solutions for people who are unbanked
through various services, such as digital payments, online loans, and application-
based investments. According to Sagara et al. (2021), fintech has succeeded in
increasing financial inclusion and opening up new opportunities for MSMEs to gain
access to capital. While it brings many benefits, the rapid development of fintech
also poses new risks, including consumer protection issues and potential data misuse.
Wiliandri (2020) highlight that fintech regulations in Indonesia are still in the
adjustment stage and often lag behind the pace of innovation. Saptono and Ayudia
(2020) added that digital tax policy faces a dilemma: on the one hand it is necessary
to expand the state revenue base, but on the other hand it has the potential to burden
MSME:s.

Bonina et al. (2021) emphasized the importance of stricter data protection
regulations to maintain consumer trust. In addition, Tambunan et al. (2021) note
that although the integration of fintech with e-commerce is able to strengthen the
digital ecosystem, this integration requires a clear legal framework so as not to harm
local actors. Thus, the existing literature consistently asserts that the success of
tintech depends not only on technological innovation, but also on a balanced
regulatory framework. Good regulation must be able to drive growth while ensuring

consumer protection and financial system stability. Synergy between innovation and
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regulation is key to ensuring that fintech can continue to grow sustainably in

Indonesia.

3. Methods

This study uses a descriptive method with a content analysis approach. The
descriptive method was chosen because it is suitable to provide an in-depth overview
of the phenomenon of digital economy development in Indonesia, especially in the
MSME sector, regulation, financial inclusion, and the role of new technologies. This
approach does not focus on hypothesis testing, but rather emphasizes on systematic,
factual, and accurate descriptions of the data obtained. Content analysis allows
researchers to examine various secondary sources such as scientific journals,
government reports, popular articles, books, and policy documents to find patterns,
trends, and challenges that arise in the development of the digital economy.

The research process was carried out by collecting secondary data from
academic databases, especially Google Scholar, as well as reports from relevant
national and international institutions. The data collected is then classified based on
the main themes, namely: the role of MSMEs in the digital economy, industrial
transformation through e-commerce and fintech, regulatory challenges such as
digital taxes and data protection, digital literacy and human resource readiness, and
digital financial inclusion. Each theme is analyzed using a content analysis technique,
which is to identify arguments, tendencies, and gaps found in the literature.

The strength of this method lies in its ability to combine multiple perspectives

and produce a comprehensive understanding of complex issues. As stated by
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Krippendorff (2018), content analysis allows researchers to interpret the meaning of
texts in a broader social context, thus contributing to the development of
development policies and strategies. In the context of this research, content analysis
is used to compile an overview of how the digital economy plays a role in Indonesia’s
development, as well as what challenges and opportunities must be anticipated. In
addition, this method also allows the identification of research gaps, namely research
areas that are still minimally studied, for example related to the readiness of digital
human resources in Indonesia and the implementation of fair digital tax regulations.
The results of this analysis are expected to make a conceptual contribution to the
development of digital economy literature as well as practical inputs for policymakers
and business actors. Thus, the descriptive method based on content analysis is very
relevant to answer the research objective, namely understanding the dynamics of

Indonesia’s digital economy in a global and national context.

4. Results

The development of the digital economy in Indonesia in the last five years
shows a very rapid and significant trend. Indonesia is seen as one of the countries
with the largest digital market in Southeast Asia, mainly due to its large population,
increased internet penetration, and high use of mobile devices. According to Salam
et al. (2018), the growth of digital business platforms has expanded the reach of
Indonesia’s economic sectors and created a new ecosystem that supports trade,
services, and financial activities. This not only has an impact on the transformation

of business models, but also changes people’s consumption patterns. Globally, the
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COVID-19 pandemic has triggered the acceleration of digitalization in various
sectors, including in Indonesia. Changes in people’s lifestyles that have shifted to
online activities have encouraged the growth of e-commerce, digital payment
services, and the adoption of technology in education and health.

Markis et al. (2019) said that digitalization strategies not only affect the
sustainability of global supply chains, but also open up opportunities for developing
countries to adapt faster. This condition is relevant for Indonesia, which has a
demographic bonus and a growing digital market. In this century the use of digital
money is inevitable and will even become one of the options in conducting financial
transactions, its participation will not be denied because the transition is increasingly
telt, especially during this pandemic, the convenience and transformation of current
transactions is increasingly strengthening the existence of digital money in this era
and in the future.

One of the determining factors for the success of the digital economy in
Indonesia is the contribution of Micro, Small, and Medium Enterprises (MSMEs).
MSMEs contribute more than 60% to the national GDP and are the largest
absorbers of the workforce. A workforce/human resources with special skills in the
tield of technology is also one of the important basic pillars, the innovation
ecosystem is also important to revive the digital economy, as well as public services,
the digital economy, and good digital governance and strategies. Wiliandri (2020)
emphasized that MSMEs are the driving force of the digital economy, although their
level of digital transformation is still uneven. Many MSMEs have taken advantage of

marketplaces to expand market reach, but most still face limitations in terms of
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digital literacy, capital, and infrastructure. This phenomenon reflects the gap between
the great potential of MSMEs and the reality of their limitations in accessing digital
technology.

In the context of digital literacy, Nugraha (2021) emphasized that there is still
considerable inequality among MSME actors, especially in rural areas. Low digital
capabilities make some MSMEs just follow trends without really being able to
maximize technology. This has an impact on their competitiveness in an increasingly
competitive global market. Therefore, digital literacy needs to be systematically
improved through training programs, workshops, and collaborations with
technology companies. In addition to MSMEs, the development of fintech is an
important element in strengthening Indonesia’s digital economy. Fintech is present
as a financial inclusion solution, especially for the unbanked community whose
number is still significant. Sagara et al. (2021) suggest that digital wallet services and
application-based lending platforms have increased financial access for groups of
people who were previously unreachable by conventional banking. This is in line
with research by Tambunan et al. (2021) which states that fintech and e-commerce
have become the main catalyst in accelerating the growth of digital MSMEs. The
existence of digital financial services facilitates transactions, accelerates capital
turnover, and opens up opportunities for cross-sector collaboration.

However, digital financial inclusion also faces serious challenges, such as low
digital financial literacy and data security risks. Bonina et al. (2021) highlight that
people are still vulnerable to online fraud, data misuse, and lack of understanding of

digital financial management. If not handled properly, this has the potential to hinder
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public trust in the rapidly growing digital financial system. In terms of regulation,
Indonesia is still at the stage of finding the best form to balance the interests of
economic growth and community protection. Digital tax policy has become a major
issue in recent years. Saptono and Ayudia (2020) show that the implementation of
digital taxes in Indonesia has two sides: on the one hand, this policy is needed to
increase state revenue; on the other hand, there is a risk that the policy can suppress
MSME actors who are just entering the digital realm. Therefore, regulations need to
be designed adaptively so as not to hinder innovation while still providing adequate
protection for consumers and local business actors.

The dominance of foreign companies in the marketplace is also a real
challenge. Most of Indonesia’s largest e-commerce platforms are owned by foreign
investors, which makes part of the digital economy’s profits flow abroad. According
to Bonina et al. (2021), this has implications for limited government control in
regulating the domestic digital ecosystem. To meet these challenges, Indonesia needs
to strengthen regulations that support local companies, expand digital infrastructure,
and provide incentives for domestic startups to compete. Digital infrastructure is an
important foundation for the growth of the digital economy. Equitable and stable
internet access is still a big homework for the government. Dai (2020) emphasized
that without adequate infrastructure support, MSME digitization efforts will not be
optimal. The digital divide between urban and rural areas is still quite high, so digital
transformation risks creating economic inequality. The development of 5G
networks, improving the quality of internet services, and the availability of affordable

devices are strategic steps to support digital inclusion nationwide.
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Furthermore, the development of new technologies such as the Internet of
Things (IoT), artificial intelligence (Al), and blockchain has also begun to affect
Indonesia’s digital economy landscape. According to Salam et al. (2018), the
adoption of this advanced technology is still limited to large companies, while
MSME:s are still focusing on the use of basic platforms such as social media and
marketplaces. This shows that there is a gap in the level of technology adoption that
needs to be bridged through capacity building programs and strategic partnerships.
The results of this study illustrate that Indonesia’s digital economy is on a promising
growth path, but faces a number of challenges that are quite complex. The great
potential of MSMEs, fintech, and technological developments can be the main
drivers of national economic transformation. However, the success of this
transformation will depend heavily on increasing digital literacy, adaptive regulatory
policies, and equitable infrastructure development. Without a comprehensive
strategy, the growth of the digital economy risks only being enjoyed by certain

groups, while some people remain lagging behind in the flow of digitalization.

5. Discussion

The results of this study show that Indonesia’s digital economy is growing
rapidly and has a central role in the transformation of the national economy.
However, these developments are inseparable from various challenges that need to
be handled seriously so that the benefits can be felt equally. The discussion in this
section examines in more depth three important aspects: MSMEs as a digital

economy engine, regulations and public policies, and financial inclusion through
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tintech. First, MSMEs have proven to be important actors in the digital economy
ecosystem. Their role is not only as an absorber of labor, but also as a driver of
growth through the use of e-commerce and digital platforms. The study of Wiliandri
(2020) confirms that MSMEs have a significant contribution to digitalization,
although the adoption rate is still limited. The main obstacle lies in low digital literacy
and limited access to technology. Therefore, government and private support is
needed, both in the form of digital skills training and the provision of supporting
infrastructure.

Second, regulatory challenges are quite complex issues. On the one hand,
digital tax regulations are expected to increase state revenue, but on the other hand,
these regulations have the potential to burden MSME actors who are just starting
digitalization. Saptono and Ayudia (2020) highlight that digital tax policy in
Indonesia still faces a dilemma between maintaining an investment climate and
protecting national interests. In addition, the issue of personal data protection and
the dominance of foreign companies in the marketplace also requires special
attention. Ovetly strict regulations can stifle innovation, but overly loose regulations
risk harming local consumers.

Third, financial inclusion is an important aspect in expanding the benefits of
the digital economy. Fintech has become a strategic instrument to reach groups of
people who previously did not have access to formal financial services. Sagara et al.
(2021) show that digital wallet services, app-based payments, and online lending have
helped expand financial access for the unbanked. However, Bonina et al. (2021)

reminded that digital financial inclusion still faces challenges related to financial
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literacy and the risk of data misuse. Therefore, a stronger education and consumer
protection strategy is needed.

In addition to these three main aspects, the development of digital
infrastructure must also be a priority. Inequality of internet access between regions,
especially between urban and rural, is still a major obstacle. According to Dai (2020),
the success of MSME digitalization is not only determined by the readiness of
business actors, but also the availability of a stable and equitable internet network.
This means that the government needs to accelerate the development of technology
infrastructure, including 5G networks, to support the equitable distribution of
digitalization throughout Indonesia. This discussion emphasized that Indonesia’s
digital economy has great potential to increase economic growth and global
competitiveness. However, challenges in the form of low digital literacy, regulations
that are not fully adaptive, and infrastructure inequality must be overcome
immediately. Collaboration between the government, the private sector, and the
community is urgently needed so that digital transformation is not only an
opportunity for growth, but also provides inclusive and sustainable benefits for all

levels of society.

6. Conclusion

This study confirms that the development of the digital economy in Indonesia
in the last five years has shown very significant growth. Digitalization has driven
structural transformation in the economy, ranging from consumption patterns,

business models, to payment systems. MSMEs are the main actors in supporting this
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growth, even though only about 30% of the total MSMEs are connected to the
digital ecosystem. This means that there is still a wide space to expand the adoption
of digital technology among MSMEs, which, if successful, will contribute greatly to
national economic growth. In addition to MSMEs, fintech and digital banking play
an important role in expanding financial inclusion. Digital payment services,
electronic wallets, and application-based loans have opened financial access for the
unbanked. However, low digital financial literacy is still a challenge, hence the need
for stronger policy interventions in the field of education.

In terms of regulation, the issue of digital tax, data protection, and the
dominance of foreign companies is still a crucial issue. The government needs to
develop adaptive policies so that innovation can develop without harming MSMEs
and local consumers. Uneven digital infrastructure, especially in rural areas, must
also be a priority so that the digital divide does not widen. Indonesia’s digital
economy has a great opportunity to become a driving force for national
development and increase global competitiveness. However, these achievements can
only be realized if there is an integrated strategy that combines infrastructure
development, digital literacy improvement, inclusive regulations, and close

collaboration between the government, the private sector, and the community.
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