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Abstract

The financial sector is traditionally viewed as an intermediary mechanism that facilitates the flow of funds
between savers and investors. However, its broader contribution to economic development extends
beyond financial intermediation. This perspective article argues that financial sector development should
be recognized as a form of economic infrastructure that supports investment, capital formation,
economic resilience, and long-term growth. Using financial statistics published by Indonesia's Financial
Services Authority (0JK), the article examines recent developments in banking, capital markets, financial
inclusion, and non-bank financial institutions. The analysis suggests that Indonesia's expanding financial
sector has contributed to increased economic participation, improved access to finance, and stronger
support for productive investment activities. Similar to physical infrastructure, financial institutions
create enabling conditions for economic transactions and resource allocation. The article proposes a
conceptual framework that positions financial sector development as economic infrastructure and
discusses its implications for sustainable economic development in Indonesia. The findings highlight the
importance of strengthening financial inclusion, digital financial services, institutional governance, and
financial resilience as strategic priorities for future economic transformation.
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1. Introduction

Economic development is commonly associated with investments in physical
infrastructure such as transportation systems, ports, power generation facilities, and
communication networks [8], [17], [18]. These infrastructures support economic activity by
reducing transaction costs, increasing productivity, and facilitating market integration. While the
importance of physical infrastructure has been extensively discussed in economic literature, less
attention has been devoted to financial infrastructure despite its critical role in supporting
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economic activities [17]-[20].

The financial sector plays a central role in modern economies by mobilizing savings,
allocating capital, facilitating investment, managing risks, and supporting economic transactions
[17], [18]. Through banks, capital markets, insurance institutions, pension funds, and other
financial intermediaries, financial systems connect surplus economic units with those requiring
capital for productive activities. Consequently, the effectiveness of financial institutions directly
influences economic performance and development outcomes [19], [20].

Indonesia has experienced significant growth in its financial sector over recent decades.
The expansion of banking assets, increasing credit distribution, growing participation in capital
markets, and wider access to financial services indicate a gradual strengthening of financial
infrastructure [1]-[4]. These developments have occurred alongside broader efforts to improve
financial inclusion, digital financial services, and regulatory governance [4], [6], [10].

This article argues that the financial sector should be viewed not merely as a collection of
financial institutions but as a form of economic infrastructure. Similar to roads that facilitate
physical movement, financial systems facilitate the movement of capital throughout the economy
[17], [18]. By supporting investment, improving resource allocation, strengthening economic
resilience, and promoting financial inclusion, financial sector development contributes directly to
sustainable economic growth [9], [10], [18].

2. Financial Sector Beyond Financial Intermediation

The role of the financial sector has traditionally been associated with financial
intermediation, namely the process of channeling funds from savers to borrowers [17], [18].
Through this mechanism, financial institutions facilitate economic transactions and support
investment activities. While this function remains essential, the contribution of the financial sector
to economic development extends far beyond its intermediary role [18], [19].

Recent developments in financial economics and institutional theory suggest that financial
systems should be understood not only as market intermediaries but also as foundational
structures that enable economic activities [17]-[20]. Similar to transportation networks, energy
systems, and digital infrastructure, financial institutions provide the mechanisms through which
economic resources circulate efficiently across sectors and regions.

From a development perspective, the financial sector contributes to economic performance
through multiple channels. It reduces transaction costs, improves information availability, supports
investment and capital formation, and strengthens economic resilience during periods of uncertainty
[9], [10], [12]. These functions indicate that financial systems perform enabling roles that are
comparable to those traditionally associated with physical infrastructure.

To better understand this broader contribution, the following sections discuss four
dimensions through which financial sector development functions as economic infrastructure: its
role as institutional infrastructure, its contribution to reducing transaction costs and information
asymmetry, its support for capital formation and investment, and its importance in enhancing
economic resilience [17]-[20].

2.1 Financial Sector as Institutional Infrastructure

Traditionally, financial institutions are viewed as intermediaries that transfer funds from savers
to borrowers [17], [18]. Banks collect deposits and provide loans, while capital markets facilitate the
issuance and trading of financial securities. Insurance companies, pension funds, and other financial
intermediaries also contribute by managing risks and mobilizing long-term savings [9], [12].

Contemporary development theories increasingly emphasize the importance of
institutions in shaping economic performance and long-term growth [17]-[20]. Economic
development is influenced not only by physical capital, labor, and technology but also by the

Y



Journal of Economic Growth and Development Review 31

quality of institutional arrangements that support economic interactions. Within this framework,
the financial sector functions as institutional infrastructure that supports the allocation of
resources and coordinates economic activities across different sectors of the economy.

Financial institutions create the conditions necessary for economic actors to undertake
productive activities. Businesses rely on financial services to access working capital, investment
financing, and risk management instruments. Households utilize financial institutions to save,
accumulate assets, obtain credit, and manage financial risks throughout their life cycles [10], [16].

From this perspective, financial sector development should be viewed not merely as a
financial phenomenon but as a fundamental component of economic infrastructure. By enabling
resource mobilization, supporting investment, reducing transaction costs, and improving economic
coordination, financial institutions contribute directly to productivity growth, economic resilience,
and sustainable development [17]-[20].

2.2 Reducing Transaction Costs and Information Asymmetry

One of the most important economic functions of financial institutions is reducing
transaction costs in economic exchange [17], [18]. In the absence of well-developed financial
systems, savers and investors must search for each other directly, evaluate risks independently,
and negotiate financial arrangements without sufficient information. Financial institutions reduce
these costs by providing structured mechanisms for deposit mobilization, credit distribution,
payment services, investment transactions, and risk assessment [9], [12].

Financial institutions also play a critical role in reducing information asymmetry between
lenders and borrowers [18], [19]. In many financial transactions, borrowers usually have more
information about their financial condition, business prospects, and repayment capacity than
lenders. Banks and other financial intermediaries help address this problem through credit
screening, monitoring, collateral assessment, financial reporting requirements, and regulatory
supervision [1], [6].

Lower transaction costs and reduced information asymmetry contribute directly to broader
economic efficiency. When financial institutions function effectively, firms can access capital at lower
costs, households can participate more easily in formal financial systems, and investors can allocate
funds to more productive opportunities [10], [16]. Consequently, financial sector development
contributes not only to the growth of financial institutions but also to improved capital allocation,
higher productivity, and stronger overall economic performance [17]-[20].

2.3 Supporting Capital Formation and Investment

Investment is one of the primary drivers of economic growth because it expands
productive capacity, creates employment opportunities, supports technological adoption, and
increases overall productivity [17]-[20]. Businesses require financial resources to purchase
machinery, develop infrastructure, improve production processes, and enter new markets.
Therefore, the availability of financing plays a critical role in supporting economic development
and long-term structural transformation.

The banking sector contributes directly to capital formation through credit distribution [1],
[9]. Loans provided to firms enable business expansion, working capital management, and
investment in productive assets. Credit to households can also support economic activity through
housing finance, education, and consumption that stimulates domestic demand. When credit is
allocated efficiently, the banking sector becomes an important channel through which savings are
transformed into productive investments [17], [18].

Capital markets provide another important mechanism for financing investment [2], [3].
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Through equity issuance, bond markets, and other financial instruments, companies can obtain
long-term funding beyond traditional bank loans. This is particularly important for large-scale
infrastructure projects, industrial expansion, and innovation-based business activities that
require substantial capital.

As financial institutions expand and become more sophisticated, the availability of
investment capital increases across sectors [9], [11]. This expansion allows productive industries,
small and medium enterprises, infrastructure projects, and innovative firms to access the financial
resources needed for growth. Consequently, financial infrastructure directly influences an
economy’s capacity to generate long-term growth [18]-[20].

2.4 Financial Sector and Economic Resilience

Economic systems are continuously exposed to various risks, including financial crises,
economic recessions, commodity price shocks, inflationary pressures, geopolitical uncertainty,
and unexpected disruptions such as pandemics or natural disasters [9], [12]. These risks can
weaken business activity, reduce household income, disrupt investment decisions, and create
instability in financial markets.

Banks, insurance companies, pension funds, and capital markets provide mechanisms for
risk diversification and financial stabilization [9], [12]. Banks support liquidity by providing credit
and payment services, while insurance institutions help households and businesses manage risks
associated with health, property, production, and business continuity. Capital markets also
provide alternative financing channels that allow firms and governments to access funds during
periods of uncertainty [2], [3].

Financial authorities also play a critical role in strengthening economic resilience
through regulation, supervision, and policy coordination [6], [9], [12]. Prudential regulation,
capital adequacy requirements, consumer protection, and financial market oversight help
maintain confidence in the financial system. When financial institutions are well-regulated and
trusted, economic actors are more likely to continue saving, investing, borrowing, and
conducting transactions.

Consequently, financial sector development contributes not only to economic growth but
also to long-term sustainability and resilience [10], [12], [18]. A strong financial sector enables
governments, businesses, and households to respond more effectively to economic shocks by
providing access to financing, risk management instruments, and stable financial services.

3. Indonesia's Financial Sector Performance

The argument that financial sector development functions as economic infrastructure can
be further illustrated through recent developments in Indonesia's financial system. As one of the
largest economies in Southeast Asia, Indonesia has experienced significant progress in
strengthening its financial institutions, expanding access to financial services, and improving
financial market participation [1]-[6]. These developments are reflected in various indicators
reported by the Financial Services Authority (OJK), including the growth of the banking sector, the
expansion of capital markets, and the increasing adoption of digital financial services.

Rather than viewing financial statistics solely as indicators of financial sector performance,
this perspective interprets them as manifestations of broader institutional and economic
transformation. The expansion of banking activities, increasing participation in capital markets,
and improvements in financial inclusion demonstrate how financial infrastructure supports
resource mobilization, investment, and economic participation [1]-[4].
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3.1 Banking Sector Development

Indonesia's banking sector remains the dominant component of the national financial
system because banks play a central role in mobilizing deposits, distributing credit, facilitating
payments, and supporting financial transactions [1], [5]. Growth in banking assets, deposits, and
credit distribution reflects the increasing capacity of the banking system to intermediate financial
resources across the economy.

The continued expansion of credit distribution indicates that financial institutions are
actively supporting productive economic activities [1], [7]. Bank credit provides working capital
and investment financing that can stimulate business expansion, increase production capacity, and
create employment opportunities. For micro, small, and medium enterprises, access to bank
financing is particularly important because it enables business continuity, market expansion, and
productivity improvement [10], [16].

Improvements in banking stability indicators also demonstrate the strengthening of
financial governance and risk management practices [1], [6], [9]. A sound banking system
requires adequate capital, prudent credit assessment, effective liquidity management, and
strong regulatory supervision. From an economic infrastructure perspective, a stable banking
sector provides the foundation for capital circulation, investment financing, and long-term
economic resilience [9], [12].

3.2 Capital Market Expansion

Indonesia's capital market has experienced substantial growth in recent years, reflected in
the increasing number of investors, listed companies, financial instruments, and market
capitalization [2], [3]. This development indicates broader participation of households,
corporations, and institutional investors in financial markets. The expansion of capital market
participation also shows that financial activities are becoming more diversified.

Capital markets contribute to economic development by providing long-term financing
alternatives for corporations, infrastructure projects, and strategic business expansion [2], [3],
[13]. Through equity issuance, corporate bonds, government securities, and other financial
instruments, firms and public institutions can access funding sources that may not be fully
available through banking channels.

The expansion of capital markets also supports wealth accumulation and investment
diversification for households and institutional investors [2], [3]. By providing access to various
investment instruments, capital markets allow savings to be transformed into productive financial
assets. Therefore, capital market expansion represents an important dimension of Indonesia's
financial infrastructure development [17]-[20].

3.3 Financial Inclusion and Digital Finance

Financial inclusion has become a central objective of financial sector development in
Indonesia because access to financial services is closely related to economic participation,
household resilience, and business development [4], [10], [16]. Increasing access to banking
services, savings products, credit facilities, insurance, digital payments, and financial technology
platforms has expanded participation in the formal financial system.

Digital financial services have accelerated financial inclusion by reducing geographical
barriers and transaction costs [10], [14], [15]. In an archipelagic country such as Indonesia,
physical access to financial institutions can be limited by distance, infrastructure constraints, and
regional disparities. Digital banking, mobile payments, electronic wallets, and fintech platforms
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help overcome these limitations by enabling users to access financial services without relying
entirely on physical bank branches.

The development of digital finance also creates new opportunities for micro, small, and
medium enterprises [10], [14], [15]. Digital payment systems can improve transaction efficiency,
expand market access, and support business formalization. Fintech lending and digital financial
platforms may also provide alternative financing channels for businesses that face difficulties
accessing conventional bank credit.

Improved financial inclusion contributes to economic empowerment, poverty reduction,
and inclusive growth [4], [10], [16]. When households and businesses have access to reliable
financial services, they are better able to manage income fluctuations, invest in education or
productive assets, and respond to unexpected economic shocks.

4. Financial Sector Development as Economic Infrastructure

The concept of infrastructure is commonly associated with physical assets that support
economic activities, such as transportation networks, energy systems, ports, telecommunications,
and digital connectivity [8], [17]. These infrastructures create enabling conditions that allow goods,
services, information, and people to move efficiently within an economy.

However, contemporary economic development increasingly depends not only on
physical infrastructure but also on institutional infrastructure [17]—[20]. Institutions establish
the rules, mechanisms, and systems that facilitate economic interactions and resource
allocation. Among these institutional components, the financial sector occupies a particularly
important position because it connects savings with investment, supports economic
transactions, manages risks, and promotes financial stability.

From this perspective, financial sector development should be understood as a form of
economic infrastructure that enables and supports productive economic activities [17], [18].
Similar to roads that facilitate the movement of goods or digital networks that facilitate the
exchange of information, financial systems facilitate the movement of capital throughout the
economy. The contribution of financial infrastructure can be observed through its ability to
mobilize resources, facilitate investment, manage risks, and support long-term economic
transformation [18]—[20].

4.1 Resource Mobilization Infrastructure

One of the most fundamental functions of the financial sector is mobilizing financial
resources from various segments of society and channeling them toward productive economic
activities [17], [18]. Households, businesses, and institutions generate savings that would
otherwise remain idle if appropriate financial mechanisms were unavailable. Financial institutions
provide a structured system through which these resources can be collected, managed, and
allocated efficiently.

Banks play a central role in this process by accepting deposits and transforming them into
loans for businesses, consumers, and governments [1], [9]. Similarly, capital markets mobilize long-
term funds through equity and debt instruments, allowing investors to participate in economic
development while earning financial returns [2], [3].

The mobilization of savings is particularly important for developing economies where
investment needs often exceed available public resources [10], [18]. Financial institutions help bridge
this gap by converting dispersed savings into concentrated pools of capital that can finance
infrastructure projects, industrial expansion, technological innovation, and entrepreneurial activities.
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From an economic infrastructure perspective, financial institutions perform a function
similar to transportation networks. Just as roads and ports connect producers with markets, financial
systems connect savers with investors [17], [18]. This intermediation process enables the efficient
circulation of financial resources and supports long-term economic development [19], [20].

4.2 Investment Facilitation Infrastructure

Investment is one of the most important determinants of economic growth because it
expands productive capacity, increases employment opportunities, and promotes technological
progress [17]-[20]. However, investment activities depend heavily on the availability of financing.
Without adequate access to capital, businesses may face difficulties expanding operations,
adopting new technologies, or entering new markets.

The financial sector facilitates investment by providing various financing channels tailored
to different economic needs [1]-[3]. Commercial banks provide working capital and investment
loans, while capital markets offer long-term financing through equity and bond issuance. Financial
technology platforms and non-bank financial institutions further expand financing opportunities,
particularly for small and medium-sized enterprises [10], [14].

By improving access to finance, financial institutions reduce barriers to investment and
encourage entrepreneurial activities [10], [16]. Firms are able to undertake projects that would
otherwise be postponed due to capital constraints. Households can also access financing for education,
housing, and business development, thereby contributing to broader economic participation.

Viewed as economic infrastructure, the financial sector creates the conditions necessary
for investment to occur efficiently [18]—[20]. The availability of diverse financing mechanisms
increases capital accessibility and supports capital formation across multiple sectors. As a result,
financial sector development contributes directly to sustainable economic growth and structural
economic advancement.

4.3 Risk Management Infrastructure

Economic activities inevitably involve risks arising from market fluctuations, business
uncertainty, natural disasters, financial instability, and unexpected external shocks [9], [12].
Effective risk management is therefore essential for maintaining economic stability and ensuring
continuity in productive activities. The financial sector provides important mechanisms through
which these risks can be identified, distributed, and managed.

Insurance companies, pension funds, and other financial institutions offer products that
protect individuals and businesses against financial losses [6], [9]. Through risk pooling and
diversification, these institutions reduce the economic impact of adverse events and enhance
financial security. Similarly, capital markets allow investors to diversify their portfolios across
different assets, sectors, and geographic regions [2], [3].

Financial regulation and supervision also play a critical role in risk management [6], [9],
[12]. Regulatory authorities establish prudential standards, capital requirements, and
governance frameworks designed to maintain financial system stability. Effective supervision
helps prevent excessive risk-taking and reduces the likelihood of systemic financial crises that
could disrupt economic activities.

From the perspective of economic infrastructure, risk management functions as a
protective layer that supports economic continuity [9], [12]. Just as physical infrastructure is
designed to withstand environmental challenges, financial infrastructure helps economies absorb
shocks and recover more effectively. Consequently, the risk management function of the financial
sector contributes not only to financial stability but also to long-term economic resilience.



Journal of Economic Growth and Development Review 36

4.4 Economic Transformation Infrastructure

Long-term economic development involves structural transformation, whereby economies
gradually shift from low-productivity activities toward higher-value-added sectors [17]—[20]. This
transformation often requires substantial investments in technology, innovation, human capital,
and industrial development. Financial systems play a crucial role in facilitating these transitions by
directing resources toward emerging and productive sectors.

Access to finance enables firms to adopt new technologies, improve production processes,
and expand into higher-value industries [18]—-[20]. Innovative enterprises, startups, and
technology-driven businesses frequently depend on external financing to develop new products
and compete in dynamic markets. Consequently, the availability of financial resources influences
the pace and direction of economic transformation.

Financial institutions also support economic diversification by allocating capital across
multiple sectors [17], [18]. Through credit provision, investment financing, and capital market
participation, financial systems encourage the growth of industries capable of generating higher
productivity and stronger economic returns. This process contributes to the evolution of economic
structures and enhances national competitiveness.

Therefore, the financial sector should be viewed not only as a facilitator of current
economic activities but also as an enabler of future development [19], [20]. By supporting
innovation, productivity enhancement, and structural transformation, financial systems contribute
to long-term economic modernization.

5. Policy Challenges and Future Directions

Despite significant progress, several challenges remain in strengthening financial sector
development as economic infrastructure [6], [9]. Financial inclusion gaps still persist across
regions, income groups, and demographic segments, particularly in remote and underserved areas
where access to formal financial services remains limited [4], [10], [16]. At the same time, digital
transformation presents both opportunities and risks. While digital financial services can reduce
geographical barriers and transaction costs, they also introduce new challenges related to
cybersecurity, consumer protection, data governance, and digital financial literacy [14], [15].

Future policy priorities should focus on building a more inclusive, resilient, and innovation-
oriented financial system. This requires expanding financial inclusion, strengthening digital
financial infrastructure, improving financial literacy, enhancing regulatory governance, and
promoting sustainable finance initiatives [4], [6], [14], [15]. Institutional coordination among
financial regulators, financial institutions, government agencies, and technology providers is
essential to ensure effective policy implementation. By addressing these challenges, Indonesia can
further strengthen its financial sector as economic infrastructure that supports investment, risk
management, economic participation, and long-term sustainable growth [9], [12], [18].

6. Conclusions

This perspective article argues that financial sector development should be recognized as a
form of economic infrastructure rather than merely a mechanism of financial intermediation [17],
[18]. Similar to transportation, energy, and digital infrastructure, financial institutions create
enabling conditions that support investment, productivity, and economic growth. Banks, capital
markets, insurance institutions, pension funds, and digital financial platforms do not only facilitate
financial transactions but also provide the institutional foundation through which capital can be
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mobilized, allocated, and transformed into productive economic activities [1]—[4].

The development of banking institutions, capital markets, financial inclusion programs,
and digital financial services demonstrates the expanding role of financial infrastructure in
Indonesia's economic transformation [1]-[6]. These developments contribute to resource
mobilization, investment facilitation, risk management, and economic resilience. From this
perspective, financial sector development supports not only the growth of financial institutions
themselves but also the broader objectives of inclusive growth, business expansion, household
financial security, and long-term economic stability [10], [12], [16].

As Indonesia continues pursuing long-term development goals, strengthening financial
infrastructure should remain a national priority. Investments in financial inclusion, digital finance,
institutional capacity, regulatory governance, financial literacy, consumer protection, and financial
resilience will be essential for supporting future economic transformation and maintaining long-
term competitiveness [4], [6], [14], [15]. Therefore, financial sector development should be
positioned as a strategic pillar of sustainable economic development and as an essential
foundation for building a more inclusive, resilient, and productive national economy [17]-[20].
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