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ABSTRACT

Indonesia is dominated by MSMEs at the micro business level which need assistance,
especially in capital. The existence of Credit Unions really helps MSMEs, especially in providing
capital. Until now, Credit Unions are still subject to Law Number 25 of 1992 concerning
Cooperatives. This is because there are no specific regulations governing Credit Unions, so their
existence is considered to fall within the criteria for savings and loan cooperatives.

The problem in this research is how to evaluate the regulatory position of Credit Union
legal entities in increasing MSME capital. Several things that are taken into consideration in the
evaluation include the name of the legal entity of the Credit Union in Indonesia, organizational
structure, form of savings, activities, educational activities, and capital. This evaluation will
formulate new regulations that specifically regulate the position of Credit Union legal entities,
so that Credit Unions can be more effective in assisting capital for MSMEs. This research is also
expected to find improvements in Credit Union legal entity regulations that are more
appropriate for MSMEs in improving the Indonesian economy.

This research is descriptive analysis using an empirical normative juridical approach.
Primary data through interviews with Credit Union managers, employees of the Cooperative
and UMKM Service, savings and loan cooperative employees, banking employees and MSME

players. Secondary data was obtained from library materials.

Keywords: Credit Union, Legal Entity, Capital, MSMEs
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1. Introduction

Post-pandemic economic development must be able to provide motivation and
encourage active community participation. Linkages and cooperation between actors in the
context of economic activity, such as the government, private entities and all components of
the state, must be maximized to achieve economic stability and growth. The private sector is
one of the components of the country's economy and has a large role. The roles given by the
private sector in the Indonesian economy include; increasing national production, creating
new opportunities and jobs, reducing unemployment, increasing the country's foreign
exchange sources, increasing state income through taxes, and achieving national prosperity.
One component of the private sector that has a big influence is Micro, Small and Medium
Enterprises (MSMEs). MSMEs are businesses carried out by individuals, households or business
entities on a small scale. MSMEs can be classified based on the turnover received during the
year, the amount of wealth and the amount of labor absorbed. MSMEs will be able to exist
in the country's economy and be able to act as stabilizers and economic drivers, if MSMEs
have strong and stable cash flow.

Based on data from the Indonesian Ministry of Cooperatives, Small and Medium
Enterprises in 2023, the number of micro businesses in Indonesia is 62,106,900 businesses,
which are divided into small businesses totaling 757,090 businesses, medium businesses
totaling 58,627 businesses, and large businesses totaling 5,460 businesses. So far, MSMEs are
considered capable of supporting 80% of domestic consumption (Melisa Siska Juminto, 2020).
MSMEs dominate the economy in Indonesia, but these MSMEs need a lot of capital assistance
to develop their businesses. One way the Indonesian government helps capitalize MSMEs is
by providing capital through the banking sector by providing credit to MSMEs. Credit given to
MSMEs has a special credit interest rate so that it does not burden MSMEs. But in reality,
capital loans provided from the banking sector have not been able to help and are less
effective for MSMEs. Several contributing factors include the large amount of trauma and
experience of several banks in handling problematic loans, the existence of very strict Bank
Indonesia regulations regarding providing credit to MSMEs, and several large banks having no
experience in providing microcredit (Ashari, 2006).

Achieving a socially just economic system cannot be completely dependent on the
market. Apart from that, we cannot completely depend on the government's efforts to deal
with the helplessness and injustice that occurs in the business market (Michell Eko Hardian,
2013). In the current unstable market conditions, the most appropriate government effort is
to make non-formal financial institutions more effective, in the form of Microfinance
Institutions  (LKM). Microfinance Institutions consist of two types, namely non-bank
Microfinance Institutions and Bank Microfinance Institutions (Setyo Budiantoro, 2006).
Examples of bank microfinance institutions (LKM) are BRI (Bank Rakyat Indonesia Village Unit),
BPR (People's Credit Bank), and (BPD) Village Credit Agency. Meanwhile, examples of Non-Bank
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Microfinance Institutions (LKM) include Baitul Mal Wattanwil, Savings and Loans Cooperatives,
Credit Unions, and other financial institutions.

On the other hand, the growth of cooperatives to date is dominated by savings and
loan cooperatives and real sector cooperatives. But the growth of cooperatives cannot
produce significant additional value for the Indonesian economy. This is due to the
cooperative's poor image in the eyes of the community. Many cooperatives are just
nameplates but do not play a role in making MSMEs prosperous. The rise of fake cooperatives
is very detrimental to society, resulting in an increase in bad credit. or fail to repay the loan.
Savings and loan cooperatives, which are expected to charge lower interest rates than other
financial institutions, actually charge high loan interest rates. Cooperatives are no longer
helping MSMEs but trapping MSMEs with high interest rates.

Credit Union (CU) is a microfinance institution for distributing loans to the community.
Credit Unions are increasingly developing because they are in great demand by the Indonesian
people. Based on 2021 data, there are 800 credit unions in Indonesia, 6 pre-credit cooperative
centers, and 31 credit cooperative centers with a total membership of 3,000,000 people (Adji
Gutomo, 2018). Meanwhile, the total assets of Credit Unions up to 2017 were 30.65 trillion
rupiah. The number of Credit Unions is estimated to increase by three trillion rupiah every
year, so that the estimated number of Credit Unions in 2023 will reach 48.65 trillion rupiah
(Cuco Indonesia, 2021). The existence of Credit Unions really helps business actors, especially
in providing capital for MSMEs. The importance of the presence of Credit Unions and the rapid
development with the increasing number of members joining, means that clearer regulations
are needed.

Currently, Credit Union regulations are contained in Law Number 25 of 1992 concerning
Cooperatives. This is because there are no specific regulations governing Credit Unions, so their
existence is considered to fall within the criteria for savings and loan cooperatives. The fact is
that credit unions and savings and loan cooperatives have differences, especially in the aspect
of capital. Savings and loan cooperatives still receive assistance from the Government, while
Credit Unions do not receive assistance from the Government or are independent. Apart from
that, there are differences in the regulation of Credit Unions and Savings and Loans
Cooperatives in terms of their legal entity form. Even though there are many differences
between savings and loan cooperatives and Credit Unions, the rules for implementing Credit
Unions are still the same rules as Savings and Loans Cooperatives, namely government
regulation no. 9 of 1995. The Indonesian government should draft regulations regarding Credit
Unions separately in accordance with the Model Law for Credit Unions. The Model Law for
Credit Union is one of the international laws stipulated by the World Council of Credit Union
(WOCCU) where Indonesia is a member of WOCCU. The existence of a Model Law for Credit

Unions will make the legal entity status of Credit Unions legal and clear.
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Based on the description above regarding the lack of clarity regarding Credit Union
legal entities as financial institutions that provide capital for Micro, Small and Medium
Enterprises (MSMEs), it is necessary to evaluate the rules governing the position of Credit Union
legal entities in increasing capital for Micro, Small and Medium Enterprises in Indonesia. It is
hoped that the research results from the evaluation of regulations on the legal status of Credit
Union legal entities will provide material input to the Indonesian government in formulating

special regulations regarding Credit Unions, especially providing capital to MSMEs.

Objective of the Study
The objective of this research is expected to be to find improvements in Credit Union
legal entity regulations that are more appropriate to be implemented in Indonesia, so that

the development of MSMEs increases and national economic stability can be achieved.

2. Literature Reviews

Credit cooperatives are an important segment of financial institution industry. One part
of a credit cooperative is a credit union. Credit unions are important financial intermediaries
and are non-profit organizations because only union members can provide loans or borrow
funds. Credit Unions use a balanced approach, which means that Credit Unions are created
to benefit both groups, namely the lending group and the loan recipient group. If the two
groups try to optimize the interest rates of each group, then the credit union will experience
pressure on interest rates so that operational costs will be kept to a minimum (Bauer, 2008).
Credit unions as a nation's economic scale are an important determinant of government
economic performance. Because the size of the loans distributed to the community by Credit
Unions shows the development of the performance of micro, small and medium enterprises
- MSMEs (Lu and Swisher, 2020).

Most people consider that Credit Unions are the same as other financial institutions
such as banks, namely financial institutions which are an important means for saving and
borrowing. But Credit Unions are different from banks, especially the unique characteristic of
Credit Unions, namely maximizing benefits for their members. There are two distinct
characteristics that differentiate credit unions from commercial banks. First, Credit union
members must have a common bond as a form of affiliation to something groups both
geographically. Second, the Credit Union is a tax-free financial institution. Because the
members of the credit union act as owners because own shares or deposits in a credit union.
In theory, tax exemptions help credit union members receive higher interest rates for owner
shares and lower interest rates on loans for other members. These two characteristics of a
Credit Union will increase efficiency and high competitiveness because it uses less non-interest

income and focuses more on providing loans. (Stevenson, 2020).
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Credit unions are democratically controlled institutions, because the directors and
owners of the credit union are appointed and elected by its members. But concerns have
been raised if members fail to exercise control over the credit union. Because credit union
members can influencing organizational policies where each member has the same voting
rights, making it difficult to find agreement between Credit Union members (Unda et.al, 2019).
Credit Union is a savings and loan cooperative empowering its members through capital loans
for the development of its members' businesses. But Credit Unions often have difficulty
assessing the financial performance of their members who want to borrow for additional
business capital ( Wardani et.al, 2023). Credit Union is a financial institution in the savings and
loans sector or usually in known as a savings and loan cooperative. Credit Union business
activities are collecting funds from members cooperatives by creating credit sources from and
for members at relatively low interest rates. The aim is to help the community improve the
economy and progress of its members' businesses through providing business capital (Beni
et.al, 2022).

The definition of micro, small and medium enterprises (MSMEs) varies in each country.
European countries define medium-sized businesses as having fewer than 250 employees and
a maximum annual revenue of 50 million euros. Meanwhile, small businesses have less than
50 employees and a maximum annual income of 10 million euros. Lastly, micro businesses
are defined as companies which employs less than 10 people and has a maximum revenue
of 2 million euros (Dambiski Gomes de Carvalho et.al, 2021). MSMEs according to the Ministry
of Cooperatives and Small and Medium Enterprises of the Republic of Indonesia in Law
Number 9 year 1995 is an entity businesses that have wealth or assets of 200 million rupiah.
The criteria for MSMEs according to government regulation PP Number 7 of 2021 include,
among others, Micro Businesses having a maximum business capital of one billion rupiah,
Small Businesses. Small businesses have business capital between one billion rupiah to five
billion rupiah and Medium Enterprises have business capital between five billion rupiah to 10
billion rupiah (Indika and Marliza, 2019).

Micro, Small and Medium Enterprises (MSMEs) in the Indonesian economy have
strategic role in building national economic productivity. The business world developing
requires MSME players to be able to contribute actively ineconomy. MSMEs have a role in
economic growth and absorption labor. In order to strengthen this business sector, the
Indonesian government issued Law Number 20 of 2008 concerning Micro, Small and Medium
Enterprises (MSMEs) and refined with Government Regulation Number 7 of 2021 concerning
Criteria MSMEs (Ferdian, 2023). MSMEs are businesses owned by individuals who are expected
to earn money improve the country's economy. The supporting factors for the success and
development of MSMEs include internet mastery, working capital, information financial and
marketing strategy. Apart from that, factors inhibiting the development of MSMEs include

capital, human resources, knowledge and competitiveness (Febriani and Harmain, 2023)
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3. Materials and Methods

This research is a descriptive analysis, because it specifically aims to provide an
overview and evaluation of the regulations on the position of Credit Union legal entities in
assisting MSME capital. The approach method used in this research is an empirical normative
juridical approach, where this research is carried out by examining applicable legal provisions
and what happens in reality. This research looks at how this policy can be effective or not in
providing financial solutions to MSMEs. Apart from that, it also examines the problems that
occur in the field, which are related to this policy.

Researchers use purposive sampling, where the sample is part of the population
(Sugiyono, 2012). This research uses primary data and secondary data. What is meant by
primary data is data directly obtained in the field, through direct interviews with Credit Union
managers, employees of the Cooperatives and MSMEs Department, employees of savings and
loan cooperatives, banking employees and MSMEs. Data obtained directly from the public is
called primary data (or basic data), while that obtained from library materials is usually called

secondary data (Soekanto and Mamudii, 2011)

4. Empirical Results

Etymologically, credit union comes from the two words credit and union
(Poerwodarminta, 1986). The word credit in Latin is credere which means mutual trust, while
the word union (unio-unus) means group. So a Credit Union is a group of people who trust
each other in a unifying bond who agree to save money, create joint capital, to be used (in
the form of loans) among fellow members for productive purposes and mutual prosperity.
The World Council of Credit Union emphasizes that credit unions are essentially "not for profit,
cooperative institutions" namely cooperative institutions whose main purpose is not solely to
seek profit, but to work together to achieve prosperity in living together. In fact, this has been
further emphasized as "Credit Union not for profit, not for charity, but for service” (Lilik Agung,
2012).

The Credit Union movement was first initiated by Hermann Schulze-Delitzsch and
Friedrich Raiffeisen in Germany (Johanes Tuwuh Saputro, 2014). Initially the Credit Union was
founded with the background of overcoming the economic crisis that occurred in Germany,
the impact of the harvest failure in 1846-1847 has now spread throughout the world. In
Indonesia itself, this institution officially entered after the formation of the Credit Union
Counseling Office (CUCO) or what is known as the Indonesian Credit Cooperative Coordinating
Board (BK3l) in early January 1970 (Yogi Pusa, 2023). Nationally, Credit Unions in Indonesia are
now no longer just financial institutions, but have become economic movement because of
the magnitude and breadth of the impact it produces. The increasingly dominant existence of
credit unions has now become a serious threat to the banking world. The Credit Union

movement entered Indonesia in 1950, brought by several volunteers, including Karim Arbie
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and friends who had set up savings and loan businesses according to the principles of F.W.
Raiffeisen. The Indonesian government also ran credit cooperatives using the same system
from 1955 to 1959. In the early 1960s, a disaster occurred where inflationary turmoil hit
Indonesia. Many businesses operating in the savings and loans sector have become helpless,
because they cannot fight the increasingly rapid inflation. Many cooperatives have turned
around to become consumer cooperatives. Money is a medium that is used for speculation.
Then F.W. style cooperatives. This Raiffeisen is not heard of again. In 1967, the economic
drivers of society began to think about an economic concept that was suitable for the lower
middle class. In this case, credit cooperatives are considered the most suitable to be
implemented in Indonesia. Then the WOCCU (World Council of Credit Union) or World Council
of Credit Cooperatives was invited to Indonesia, and in the meeting the possibility of
developing the idea of Credit Unions in Indonesia was discussed as a means and vehicle for
alleviating marginalized communities. As a follow-up, several people held periodic study
cycles in Jakarta. Finally they agreed to form a forum called the Credit Union Counseling Office
(CUCO) in early January 1970 led by K. Albrecth Karim Arbie, SJ., to lead its operational
activities. In 1971 Drs. Robby Tulus was appointed as Managing Director.

In 1981, the National Conference on Indonesian Credit Cooperatives was held, where
a new organization was formed called the Indonesian Credit Cooperative Coordinating Board
(BK3L), with chairman Drs. Robby Sincere. Since then there has been a change in the name
and nature of the organization. The Credit Cooperative Consultation Bureau (BK3) or Credit
Union Counseling Office (CUCO) became the Indonesian Credit Cooperative Coordinating Body
(BK3L) or Credit Union Coordination of Indonesia (CUCO Indonesia) and for regions it became
BK3D (Regional Credit Cooperative Coordinating Body). CUCO's role is as the forerunner to the
development of Credit Unions in various regions in Indonesia. CUCO provides many trainings
in various regions to develop the Credit Union idea. Currently BK3D has changed its name to
BKCU and BK3l has changed to Inkopdit. The first credit union established in Indonesia was
the Kemuning Credit Union in Bandung, on December 7 1970. And ten months later the
Swapada Credit Union was established, as the first credit union in Jakarta.

Article 33 of the 1945 Constitution (UUD) is the legal basis used in running the Credit
Union. Meanwhile, Law Number 25 of 1992 concerning Cooperatives and Government
Regulation Number 09 of 1995 regulates the Implementation of Savings and Loans Business
Activities by Cooperatives as well as Minister of Cooperatives Regulation Number 11 of 2018
which regulates Savings and Loans Business Licensing. by the Cooperative. However, credit
unions are not actually identical to savings and loan cooperatives or cooperatives in general.
The Credit Union has the following principles: Self-help, Loyal friends, Education and
awareness (Johanes Tuwuh Saputro. 2014). Credit Unions do not obtain capital from other
institutions, but rather collect their funds through member savings and only provide loans to

members with good character. In this case, the survival of the Credit Union is determined by
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the members. Without the spirit of self-reliance, a Credit Union will not be able to survive for
long. Many Credit Union members feel real benefits, both in rural and urban areas. Credit
Unions can be institutions/institutions that encourage the democratization of material,
intellectual and institutional capital. Lukas E. Sukoco.2014 The credit union concept is very
different from other financial institutions. One of the differences is the credit value, where the
Credit Union actually converts the credit value into assets and into capital called shares
(Petrus, 2004).

Based on the large Indonesian dictionary, the word evaluation means assessment.
Evaluation is a work process that produces information about how far an activity has been
achieved, and how the achievement of this activity differs from certain standards. Apart from
that, the purpose of evaluation is to determine whether there are differences in the
achievement of activities with certain standards that have been set. The purpose of the
evaluation is also to determine the benefits that have been obtained from the activity
compared to the expected benefit targets. In today's modern law, the requirements to be
included in the category of legal entity are as follows: assets that are not mixed or separated
from the assets of other legal subjects, have elements of ideal goals and are in accordance
with applicable laws and regulations, have interests itself in legal traffic, has an orderly
management organization based on internal regulations and applicable laws and regulations,
and is included in the list as a legal entity according to applicable regulations.

A state founded on law has four main principles, namely: the principle of legal certainty
(het rechtszekerheidsbeginsel), the principle of equality (het gelijkeheidsbeginsel), the
principle of democracy (het democratischebeginsel), and the principle that the government is
formed to provide services to the community (het beginsal van de dienende overhead,
governance for the people) (Edi Hudiata, 2017). Indonesia as a rule of law country is obliged
to implement the principle of legal certainty. The principle of legal certainty is a principle in
a legal state that prioritizes the basis of statutory regulations, propriety and justice in every
policy of state administrators. Specifically, the principle of legal certainty can be interpreted
as normative law based on applicable laws and regulations. The principle of legal certainty
does not give rise to doubt (multiple interpretations) and is logical in the sense of being a
system of norms with other norms so that they do not clash or give rise to norm conflicts
resulting from uncertainty.

An effective law cannot be separated from analyzing the characteristics of two related
variables, namely the characteristics or dimensions of the target object used (Barda Nawawi
Arief, 2013). Legal effectiveness is a legal condition that is capable of realizing the
circumstances or conditions expected by the law (W. Yudho and H. Tjandrasari,1987). So that
Credit Unions can be more effective in assisting capital for MSMEs, evaluation is needed,
including the establishment of special regulations that can provide a clear position as a legal

entity. The evaluation in question is of course based on the ideal foundation of Pancasila, the
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structural foundation of the 1945 Constitution, the mental foundation of loyalty to friends
and personal awareness, as well as the operational basis. The operational basis of Credit
Unions in Indonesia is Article 33 of the 1945 Constitution. The fundamental difference between
Credit Unions and other financial institutions lies in their "spirit". Some of the basic differences
are that credit unions prioritize building communities, while other financial institutions
prioritize building the financial sector. In a credit union, the main asset is considered to be
people, while in other financial institutions the main asset is money. Credit Union members
are essentially the owners of the Credit Union, while in financial institutions outside the Credit
Union, members are referred to as customers. The following are the differences between a
Credit Union and a Savings and Loans Cooperative, so that it can be used as a basis for
evaluation for creating regulations that provide legal entity status for Credit Unions. Some

things that need further evaluation are as follows:

a. Name of the legal entity of the Credit Union in Indonesia

Credit Unions in Indonesia still use the name "Credit Union". According to Law Number
25 of 1992, there are no regulations regarding the name that must be used. However, if the
name "cooperative" is not included then confusion will arise regarding the form of business
entity of the Credit Union. For this reason, clarity regarding the name is needed, so that the
public can understand it more clearly. Government Regulation Number 9 of 1995 concerning
the Implementation of Savings and Loans Business Activities by Cooperatives clearly does not
regulate Credit Unions. This regulation only regulates the form of savings and loan
cooperatives and the form of cooperatives in which savings and loan activities are carried out.
The Credit Union has fulfilled the requirements as a legal entity, in line with Molengraaf's
opinion, a legal entity is basically a collective obligation and right of all its members, in which
there are assets (Jimly Asshiddigie, 2006).

b. Organizational structure

Savings and loan cooperatives are under the supervision of the Department of
Cooperatives and MSMEs, while Credit Unions are under the supervision and coordination of
an international organization called WOCCU. This shows that the organizational structure of

savings and loan cooperatives is different from Credit Unions.

c. Form of savings

The forms of savings in savings and loan cooperatives are: principal savings and
mandatory savings, while the forms of savings in Credit Unions are: principal savings,
mandatory savings and special savings; namely, there is a combination of the system used by

the cooperative and the banking system. This savings functions for members' special needs,
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for example for property needs, and others. Where deposits in the form of savings will receive

compensation from a financial system such as that in the banking system.

d. Activity
The activities of savings and loan cooperatives are only limited to savings and loan
activities carried out by their members, whereas credit unions, apart from savings and loan

activities, also have product and protection programs for members.

e. Educational activities

The Credit Union has routine educational activities in stages for its members, including
Basic Education (Diksar), Financial Education, and so on. Prospective Credit Union members,
before being designated as members, must complete basic education first. Meanwhile, in

savings and loan cooperatives there are no educational activities aimed at their members.

f. Capital

In savings and loan cooperatives, capital consists of own capital and loan capital, and
it is even possible to receive grants or assistance from outside parties. While Credit Unions are
not allowed to receive assistance from outside parties, capital strength is obtained from their
own capital. It is hoped that through evaluating the regulations on the legal status of credit
unions, it will have a better impact. Because with clearer regulations, the Credit Union will be
established as a legal entity that will be able to develop its functions and benefits, especially

in providing capital for MSMEs.

5. Conclusion

5.1 Results Finding

Credit Unions have a very important role in providing capital for MSMEs. In reality,
credit unions are not the same as savings and loan cooperatives or cooperatives in general,
but credit unions in Indonesia are identified with cooperatives. Article 33 of the 1945
Constitution of the Republic of Indonesia is the legal basis used in running Credit Unions in
Indonesia. Apart from the 1945 Constitution, the legal basis for implementing Credit Unions is
also regulated in Law Number 25 of 1992 concerning Cooperatives and Government Regulation
Number 09 of 1995 concerning the Implementation of Savings and Loans Business Activities
by Cooperatives, and Minister of Cooperatives Regulation Number 11 of 2018 concerning
Business Licensing Savings and Loans by Cooperatives. To be more effective and efficient, it is
necessary to evaluate the regulations governing the position of Credit Union legal entities.
Several things that can be taken into consideration for evaluation include name of legal entity,

organizational structure, form of savings, activities, educational activities, and capital.
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5.2 Suggestions for Use in This Research
The government should immediately make regulations regarding the legal entity
position of Credit Unions. Because effective laws will produce better economic conditions. If
the Credit Union already has a clear position as a legal entity, then the Credit Union's
membership will continue to grow, which of course will make capital turnover for MSMEs even

greater.

5.3 Further Research
This research only uses a sample of micro, small and medium enterprises (MSMEs) in
Indonesia. Apart from that, this research only evaluates credit union regulations in Indonesia.
Future research can evaluate credit union regulations in other Southeast Asian countries such
as Thailand, Malaysia, the Philippines. Samples for further research can use micro, small and

medium enterprises (MSMEs) in Malaysia, Thailand and the Philippines.
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