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Abstract  

This study examines the contribution of the Financial Services and Insurance Sector to regional 

economic development across six major island groups in Indonesia using an Inter-Regional Input-

Output (IRIO) framework. The 2016 IRIO table from Statistics Indonesia (BPS), covering 17 sectors 

across six island groups, was analyzed using Forward and Backward Linkage indices derived from 

the Leontief inverse matrix. Results show that Java accounts for approximately 75% of national 

financial sector output, while most input-output flows remain within originating islands. Despite this 

concentration, the sector demonstrates strong linkages across all regions, with Forward Linkage 

indices exceeding 1.91 and Backward Linkage indices exceeding 1.12. The Electricity and Gas 

Supply Sector consistently emerges as the primary downstream beneficiary of financial sector 

activity. These findings indicate that the Financial Services and Insurance Sector occupies a 

strategically important position in Indonesia’s economic structure, but its contribution to balanced 

regional development remains constrained by spatial concentration and limited interregional 

integration, as reflected in the relatively low inter-island export share of 6.41%. The findings 

highlight the importance of strengthening equitable access to financial services, promoting 

interregional financial integration, and directing financial intermediation toward productive sectors 

and infrastructure-related activities to support more balanced regional development across 

Indonesia. 

 

Keywords: Financial sector, inter-regional input-output, forward linkage, backward linkage, 

regional development, Indonesia. 

1. INTRODUCTION  

The financial services and insurance sector plays an important role in supporting 

economic development by mobilizing savings, allocating financial resources, facilitating 

investment, and providing financial services to households and businesses. A well-

functioning financial sector can improve the efficiency of resource allocation and support 

productive economic activities. This role is consistent with the supply-leading hypothesis 

proposed by Patrick (1966), which argues that financial development can precede and 

stimulate economic growth by providing financial services to emerging sectors. Levine 

(2005) and Beck et al. (2000) further emphasize that financial development contributes to 

economic growth through improved resource allocation, investment, and productivity\y. 
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In Indonesia, the importance of the financial sector has increased alongside structural 

transformation and technological development. The expansion of banking services, financial 

technology, Islamic finance, capital markets, insurance, and other financial institutions has 

broadened the role of financial intermediation in the economy. According to Bank Indonesia 

(2022), the financial system consists of several major components, including conventional 

and Islamic banking, insurance, pension funds, financing institutions, capital markets, and 

financial technology. The Financial Services and Insurance Sector also recorded sustained 

growth over the past decade, as illustrated in figure: 
 

Figure 1. Gross Domestic Product of the Financial Services and Insurance Sector at 2010 

Constant Prices by Economic Activity (Trillion Rupiah) 

     Source: BPS Indonesia 2014-2024, (Proceed Data, 2026) 

  

 As shown in Figure 1, the output of the Financial Services and Insurance Sector at 

constant 2010 prices increased from IDR 319.83 trillion in 2014 to IDR 519.74 trillion in 

2024, representing an increase of approximately 62.5%. The sector also maintained 

relatively stable performance during the COVID-19 pandemic, indicating its continued 

importance within the national economy. However, aggregate national growth does not 

necessarily imply an equal contribution across regions. 

Indonesia has substantial geographical and economic disparities among its major island 

groups, with economic activity remaining highly concentrated in Java. The 2016 Inter-

Regional Input-Output (IRIO) data used in this study show that Java accounts for 

approximately 74.93% of the national output of the Financial Services and Insurance Sector, 

while Sumatra contributes 11.50%, Sulawesi 4.98%, Kalimantan 4.23%, Bali-Nusa 

Tenggara 3.11%, and Maluku-Papua only 1.24%. This concentration raises an important 

question concerning whether the economic benefits generated by the financial sector are 

effectively transmitted across regions or remain largely concentrated within the regions 

where financial activity originates. 

Understanding these regional transmission mechanisms requires an analytical 

framework that captures both inter-sectoral and interregional relationships. The input-output 
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model developed by Leontief (1936) provides a framework for examining the 

interdependence of economic sectors through the flow of inputs and outputs. The Leontief 

inverse matrix can be used to identify the direct and indirect effects generated by changes in 

final demand. Miller & Blair (2022) explain that input-output analysis can be extended to 

examine production linkages and multiplier effects across sectors. At the regional level, the 

Inter-Regional Input-Output (IRIO) framework developed from the interregional input-

output approach of Isard (1951) enables the analysis of economic interactions between 

sectors and regions, including interregional trade, spillover effects, and feedback 

mechanisms. 

Within this framework, forward and backward linkages provide important indicators 

of the strategic position of a sector in the production system. Forward linkage measures the 

extent to which the output of a sector is used as an input by other sectors, while backward 

linkage measures the extent to which a sector depends on inputs from other sectors. A linkage 

index greater than one indicates a relatively strong linkage compared with the average 

linkage of the economy. Therefore, examining both indicators can reveal whether the 

Financial Services and Insurance Sector primarily functions as a supplier of services to other 

sectors or as a significant demander of intermediate inputs. 

Previous empirical studies have demonstrated the importance of the financial sector 

for economic growth. Sutrisno & Nuryadin (2024), using a Bayesian Vector Autoregression 

(BVAR) approach, found that the financial sector contributes to economic growth with a lag 

of approximately two quarters. Indrakusuma (2020), using an Error Correction Model 

(ECM), also found a positive long-run relationship between financial sector variables and 

economic growth. These studies provide evidence of the macroeconomic importance of 

financial development, but their econometric approaches primarily examine relationships 

over time rather than the inter-sectoral and interregional transmission of economic effects. 

Meanwhile, previous input-output studies have generally focused on sectors such as 

agriculture, mining, and manufacturing. Dimas Gadang (2010) examined sectoral linkages 

and found stronger forward linkages in agriculture, while Syaputra et al. (2023) identified 

mining as a sector with strong backward linkages. Other studies have applied input-output 

and regional approaches to investigate sectoral linkages, regional impacts, and economic 

structures, including Suryani (2013), Freytag & Fricke (2017), Norbu et al. (2021), Sargento 

et al. (2024), and Torój (2024). Nevertheless, relatively limited research has specifically 

examined the Financial Services and Insurance Sector using an IRIO framework to identify 

its inter-sectoral and interregional linkages across Indonesia's major island groups. 

This gap is important because the financial sector does not generate economic effects 

only through its own output. Its services can support production, investment, trade, and other 

economic activities in multiple sectors. If financial services are highly concentrated 

geographically and their transactions remain predominantly within the originating region, 

their potential contribution to balanced regional development may be constrained. 

Conversely, stronger interregional linkages could allow financial resources and services 

generated in economically advanced regions to support productive activities in less-

developed regions. 

Therefore, this study examines the role of the Financial Services and Insurance Sector 

in regional economic development across six major island groups of Indonesia using the 
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2016 Inter-Regional Input-Output (IRIO) framework published by Statistics Indonesia 

(BPS). Specifically, the study analyzes the distribution of inputs and outputs, as well as the 

forward and backward linkages of the Financial Services and Insurance Sector across the six 

island groups. By combining sectoral and regional perspectives, this study seeks to provide 

a more comprehensive understanding of the position of the financial sector within 

Indonesia's interregional economic structure and its potential contribution to more balanced 

regional development. 

  

2. RESEARCH METHOD 

This study employs a descriptive quantitative approach, which presents data in 

numerical form. The data are analyzed and described to reveal the relationships among 

variables (Arindi et al., 2025). This approach is applied to describe the input-output 

distribution structure and to analyze the forward and backward linkages of the Financial 

Services and Insurance Sector across six island groups in Indonesia.  

The study utilizes secondary data in the form of Indonesia's Interregional Input-

Output table for domestic transactions at producer prices (ADHP), disaggregated by six 

island groups and 17 economic sectors for the year 2016 (in million rupiah), published by 

Statistics Indonesia (BPS).  

The 2016 Inter-Regional Input-Output (IRIO) table is used as the baseline dataset 

because it provides a consistent representation of interregional and intersectoral transactions 

across six major island groups and 17 economic sectors. For the official Inter-Regional 

Input-Output table disaggregated into six major island groups, the 2016 IRIO table is the 

most recent version officially published by Statistics Indonesia (BPS). Therefore, the use of 

the 2016 IRIO table is methodologically appropriate for examining the structural linkages 

and distribution patterns of the Financial Services and Insurance Sector during the reference 

period. However, the findings should be interpreted within the temporal scope of the dataset. 

As the IRIO table represents the economic structure of 2016, the results do not necessarily 

reflect the current structure of Indonesia's economy, particularly given subsequent changes 

in financial services, infrastructure development, regional economic structures, and 

interregional connectivity. Therefore, this study is intended to identify structural patterns 

and interregional linkages based on the 2016 baseline rather than to provide a direct 

representation of current economic conditions. Future research may extend the analysis 

using more recent interregional input-output data when available. 

The analytical method employed in this study is Interregional Input-Output (IRIO) 

analysis. Input-output analysis describes the relationships among sectors. This system is 

constructed based on certain assumptions regarding economic behavior, which serve to 

simplify the framework for assessing the flow of inputs and outputs across economic 

activities within a given region (Amaliya Nur Rahmah, 2024). According to Heriawan, this 

method enables the identification of the mechanism through which sectoral output flows to 

other sectors, as well as the mechanism through which a given sector receives the inputs it 

requires from other sectors (Syaputra et al., 2023). 

The analysis was processed using Microsoft Excel and encompasses an examination 

of the input structure, output structure, forward linkages, and backward linkages. Forward 

and backward linkages serve as analytical instruments used to identify the extent to which a 
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given sector is interconnected with other sectors within the economy.  

To examine both forward and backward linkages, an analysis of the output 

distribution structure is employed by summing across all sectors (n sectors), in which sector 

i distributes output xi within a given period. This distribution is disaggregated into 

intermediate demand (zi) and final demand (fi) (Arindi et al., 2025), which can be formulated 

as follows:  

𝐷𝑂𝑖𝑗 =
𝑥𝑖𝑗

𝑋𝑖
× 100% 

The larger the value of the output distribution, the greater the proportion of sector i’s 

output utilized by sector j. 

Meanwhile, the input distribution structure shows the sources of inputs used by a 

sector in its production process. 

𝐷𝐼𝑖𝑗 =
𝑥𝑖𝑗

𝑋𝑗
× 100% 

Thus, the larger the value of the input distribution, the greater the dependence of sector 

j on inputs from sector i. 

 The backward linkages of a sector can be expressed by the following formula: 

𝐵𝐿𝑗 =
∑ 𝑏𝑖𝑗
𝑛
𝑖=1

1
𝑛
∑ ∑ 𝑏𝑖𝑗

𝑛
𝑗=1

𝑛
𝑖=1

 

Definitions: 

BLj = backward linkages of sector j 

Bij = element of the Leontief inverse matrix (I-A)-1 

n = number of sectors 

Interpretation: 

BL > 1 = the sector has high backward linkages, meaning it relies heavily on inputs from 

other sectors.   

 Forward linkages are calculated as the inverse of backward linkages using the 

formula: 

𝐹𝐿𝑖 =
∑ 𝑏𝑖𝑗
𝑛
𝑗=1

1
𝑛
∑ ∑ 𝑏𝑖𝑗

𝑛
𝑗=1

𝑛
𝑖=1

 

Definitions: 

FLj = forward link value of sector i 

Bij = element of the Leontief inverse matrix (I-A)-1 

n = number of sectors 

Interpretation: 
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FL > 1 = the sector has high forward linkages, or the sector’s output is widely used 

as input by other sectors.  

 

3. RESULTS AND DISCUSSION 

The structure of input-output flows, forward linkages, and backward linkages 

generated by the financial sector on the six Indonesian islands listed in the table below:   

3.1. Output distribution structure 
Tabel 1. Output distribution of the Financial and Insurance Services sector  (2016 IRIO, % of national total) 

Islands 

Intermediary Demand Final Demand 

Total % 
Within the 

region 

Inter-island 

exports 

Domestic 

exports 

Exports to 

other 

countries 

Sumatra  46,557,580.58 7,883,614.50 27,190,125.00 229,942.22 81,861,262.30 11.50% 

Jawa 318,888,270.90 25,545,190.06 183,538,527.57 5,236,808.14 533,208,796.67 74.93% 
Bali dan 

Nusa 

Tenggara 11,974,034.35 2,137,793.82 7,971,157.69 80,099.40 22,163,085.25 3.11% 

Kalimantan 15,238,269.57 5,417,600.94 9,331,366.97 92,737.56 30,079,975.03 4.23% 

Sulawesi 20,152,896.08 3,472,720.47 11,737,899.61 61,736.91 35,425,253.07 4.98% 
Maluku dan 

Papua 3,367,046.98 1,179,695.39 4,272,636.51 18,081.96 8,837,460.84 1.24% 

Total 
416,178,098.45 45,636,615.19 244,041,713.35 5,719,406.18 711,575,833.17 100% 

58.49% 6.41% 34.30% 0.80% 100.00%  
Source: Authors’ calculations based on BPS IRIO 2016 (Processed Data, 2026) 

Table 1 reveals a pronounced geographic concentration: Java accounts for approximately 

75% of the Financial and Insurance Services sector’s national output. Combined with Sumatra 

11,5%, the two islands account for 86,5% of Western Indonesia’s contribution. Expanding this to 

include Kalimantan 3,11%, Western Indonesia collectively captures approximately 89,6% of national 

output, leaving Eastern Indonesia with only 10,4%. This polarization reflects deep structural 

inequalities in financial infrastructure and access. 

A further 64.9% of total sector output is utilized as intermediate demand, of which 58.49% 

remains within the originating island, confirming highly localized financial circulation. Inter-island 

exports constitute only 6.41% of total output, confirming limited cross-regional financial market 

integration. This inward orientation of financial flows constrains the sector’s potential to serve as a 

catalyst for balanced national development. 

3.2. Input distribution structure 

Table 2 summarizes the key characteristics of the sector’s input structure. 

Table 2. Key characteristics of the input structure of the Financial and Insurance Services sector (2016 IRIO) 

Input Component Share / Value Import Value Export Value Notes 

Primary Inputs 

(wages, GOS, net 

taxes) 

73.43% – – 
Labor & capital 

intensive 
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  Source: Authors’ calculations based on BPS IRIO 2016 (Proceed Data, 2026) 

The input structure is dominated by primary inputs (wages, gross operating surplus, 

and net production taxes) at 73.43%, characterizing the sector as both labor and capital 

intensive with a high value-added profile. The sector exhibits a significant international trade 

deficit: service exports amount to IDR 5,719.4 trillion against imports of IDR 22,578.2 

trillion (a ratio of approximately 1:4), indicating substantial dependence on foreign financial 

services and considerable scope for improving export competitiveness. Java dominates as 

the primary input source at 74.93%, consistent with the geographic concentration 

documented in the output analysis. 

 

3.3. Forward and backward linkages: Western Indonesia 

Table 3 presents the forward linkage (FL) and backward linkage (BL) indices for 

Sumatra, Java, and Kalimantan. 

Tabel 3. Forward-Backward Pulau Sumatera, Jawa, Kalimantan (2016 IRIO) 

Sectors 
Sumatra Jawa Kalimantan 

FL BL FL BL FL BL 

Agriculture, Forestry, 

and Fisheries 2.08 1.6 1.95 1.33 2.23 1.5 

Mining and Quarrying 2.53 1.67 2.64 1.23 1.82 3.18 

Processing Industry 1.66 4.71 1.69 7.59 1.89 3.09 

Electricity and Gas 

Procurement 2.92 2.55 3.17 3.83 3.04 2.13 

Water Supply, Waste 

Management, 

Wastewater, and 

Recycling 1.67 1.04 1.36 1.06 1.46 1.06 

Construction 1.12 3 1.12 3.49 1.24 1.9 

Wholesale and Retail 

Trade; Auto and 

Motorcycle Repair 1.73 2.37 1.79 2.37 1.73 1.83 

Intermediate 

Inputs – Own 

Island 

58.49% – – 
Intra-island 

oriented 

Inter-Island 

Imports 
6.41% – – 

Limited cross-

region flow 

Foreign Imports – 
Rp 

22,578.2T 

Rp 

5,719.4T 

High import 

dependency 

Java's share of 

national input 
74.93% – – 

Dominant input 

source 
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Transportation and 

Warehousing 1.86 1.91 1.79 2.16 1.98 1.86 

Provision of 

Accommodations and 

Meals 1.3 1.33 1.22 1.9 1.42 1.25 

Information and 

Communication 1.86 1.41 1.95 1.7 2.16 1.36 

Financial Services and 

Insurance 2.17 1.17 2.13 1.44 2.28 1.17 

Real Estate 1.5 1.19 1.43 1.37 1.37 1.12 

Business Services 2.48 1.19 2.31 1.6 2.61 1.18 

Public Administration, 

Defense, and Mandatory 

Social Security 1.15 1.48 1.17 1.56 1.11 1.52 

Education Services 1.04 1.31 1.08 1.39 1.04 1.2 

Health Care and Social 

Services 1.11 1.21 1.19 1.29 1.11 1.12 

Other Services 1.33 1.26 1.32 1.46 1.41 1.19 
Source: Authors’ calculations based on BPS IRIO 2016 data. FL = Forward Linkage index; BL = Backward 

Linkage index. Bold = Financial and Insurance Services sector (Proceed Data, 2026) 

In Sumatra, the Financial and Insurance Services sector records a forward linkage 

index of 2.17, indicating that increases in final demand generate downstream spillover 

effects more than twice the direct impact. Key downstream beneficiaries include Electricity 

and Gas Supply (FL = 2.92), Mining and Quarrying (FL = 2.53), and Business Services (FL 

= 2.48). The backward linkage index is 1.17; however, the sector is significantly supported 

by the Manufacturing Industry (BL = 4.71) and Construction (BL = 3.00), reflecting high 

operational dependency on physical and technological infrastructure. 

In Java, the Financial and Insurance Services sector records FL = 2.13. The most 

pronounced downstream beneficiary is Electricity and Gas Supply (FL = 3.17), consistent 

with the energy and technology demands of modern banking and insurance. BL = 1.44, yet 

Manufacturing Industry (BL = 7.59), Electricity and Gas Supply (BL = 3.83), and 

Construction (BL = 3.49) receive substantial upstream stimuli, indicating that financial 

sector expansion in Java strongly activates manufacturing and infrastructure chains. 

In Kalimantan, FL = 2.28—the highest among the three western islands—with 

Electricity and Gas Supply as the primary downstream beneficiary (FL = 3.04). BL = 1.17, 

with Mining and Quarrying (BL = 3.18), Manufacturing Industry (BL = 3.09), and Electricity 

and Gas Supply (BL = 2.13) constituting the principal upstream sectors. Given that mining, 

manufacturing, and energy form Kalimantan’s economic base, the financial sector functions 

as a critical catalyst for strengthening the regional economic structure. 

3.4. Forward and backward linkages: Eastern Indonesia 

Table 4 presents the forward linkage (FL) and backward linkage (BL) indices for Bali-

Nusa Tenggara, Sulawesi, and Maluku-Papua. 
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Tabel 4. Forward-Backward linkage indices: Bali-Nusa Tenggara, Sulawesi, and Maluku-Papua 

(2016 IRIO) 

Sectors 
Bali-Nusra Sulawesi Maluku & Papua 

FL BL FL BL FL BL 

Agriculture, 

Forestry, and 

Fisheries 1.76 1.35 1.84 1.37 1.67 1.33 

Mining and 

Quarrying 1.36 1.33 2.36 1.37 2.16 1.6 

Processing 

Industry 1.45 1.76 1.58 2.77 1.68 1.85 

Electricity and 

Gas Procurement 3.18 2.4 2.87 2.13 2.99 2.15 

Water Supply, 

Waste 

Management, 

Wastewater, and 

Recycling 1.41 1.04 1.53 1.04 1.54 1.03 

Construction 1.1 2.08 1.07 2.63 1.08 1.75 

Wholesale and 

Retail Trade; 

Auto and 

Motorcycle 

Repair 1.64 1.7 1.69 1.84 1.66 1.64 

Transportation 

and Warehousing 1.59 2.02 1.74 2.05 1.78 2.06 

Provision of 

Accommodations 

and Meals 1.29 2.03 1.36 1.27 1.56 1.17 

Information and 

Communication 1.93 1.46 1.98 1.39 2.2 1.35 

Financial 

Services and 

Insurance 2.05 1.18 2.11 1.21 1.91 1.12 

Real Estate 1.47 1.23 1.38 1.12 1.3 1.1 

Business 

Services 2.27 1.17 2.44 1.13 2.31 1.08 

Public 

Administration, 

Defense, and 

Mandatory 

Social Security 1.05 1.44 1.07 1.62 1.08 2.39 

Education 

Services 1.05 1.29 1.04 1.33 1.03 1.3 
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Health Care and 

Social Services 1.08 1.17 1.13 1.18 1.05 1.18 

Other Services 1.31 1.32 1.56 1.22 1.29 1.2 
    Source: Authors’ calculations based on BPS IRIO 2016 data. FL = Forward Linkage index; BL = Backward 

Linkage index. Bold = Financial and Insurance Services sector (Proceed Data, 2026) 

 

In Bali–Nusa Tenggara, FL = 2.05, with Electricity and Gas Supply as the primary 

beneficiary (FL = 3.18). BL = 1.18, reflecting the relatively underdeveloped upstream capacity of 

the region. In Sulawesi, FL = 2.11, again channeling the largest downstream benefits to Electricity 

and Gas Supply (FL = 2.87). In terms of backward linkages, Manufacturing Industry (BL = 2.77), 

Construction (BL = 2.63), and Electricity and Gas Supply (BL = 2.13) are the primary upstream 

sectors. 

In Maluku and Papua, FL = 1.91 and BL = 1.12. Despite accounting for only approximately 1.2% of 

national output, the sector maintains positive linkage effects. Electricity and Gas Supply is again the 

primary downstream beneficiary (FL = 2.99), while Government Administration, Defense, and 

Compulsory Social Security (BL = 2.39) and Electricity and Gas Supply (BL = 2.15) are the primary 

upstream sectors. This pattern reflects the heavy dependence of Eastern Indonesia’s financial 

activities on government-driven investment and the critical need for basic infrastructure in the region. 

 

4. CONCLUSION 

Key Findings  

This study examines the role of the Financial Services and Insurance Sector in regional economic 

development across six major island groups in Indonesia using the 2016 Inter-Regional Input-Output 

(IRIO) framework. The findings show that the sector has strong intersectoral linkages across all 

regions, with Forward Linkage indices ranging from 1.91 to 2.28 and Backward Linkage indices 

ranging from 1.12 to 1.44. The consistently higher Forward Linkage values indicate that the sector 

primarily functions as a supplier of financial services to other economic activities rather than as a 

major user of intermediate inputs. This finding is consistent with the supply-leading hypothesis 

proposed by Patrick (1966) and the financial development–growth nexus discussed by Levine (2005) 

and Beck et al. (2000). 

Despite its strong linkage effects, the contribution of the Financial Services and Insurance Sector 

remains spatially concentrated. Java accounts for approximately 74.93% of the sector’s national 

output, while the contribution of the eastern regions remains considerably smaller. Furthermore, 

58.49% of intermediate transactions remain within the originating island, whereas only 6.41% are 

distributed through inter-island exports. These patterns indicate that strong sectoral linkages do not 

automatically translate into broad interregional spillovers. The Electricity and Gas Supply Sector 

consistently emerges as the primary downstream beneficiary of financial sector activity across all six 

island groups, highlighting the potential importance of financial intermediation in supporting 

infrastructure-related economic activities. 

 

Policy Recommendation 

1.  Strengthening equitable access to financial services across regions 

The financial services sector’s output is concentrated in Java at 74.93%, while Maluku and 

Papua account for only 1.24%, indicating a spatial disparity in financial activity. This situation 

highlights the need for financial inclusion policies that are more specifically targeted at regions 

with relatively low access to and activity in the financial sector, particularly in Eastern 
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Indonesia. Findings by Erlando et al. (2020), show that financial inclusion is linked to 

economic growth and poverty reduction in Eastern Indonesia, while Razak et al. (2020) found 

that banking development contributes to regional economic growth, particularly in relatively 

underdeveloped provinces. 

2.  Directing financial intermediation toward sectors with high economic linkages. 

The high level of forward and backward linkages in the financial services sector indicates 

that this sector plays a strategic role in supporting the activities of other sectors. Therefore, the 

allocation of financing needs to be more directed toward sectors with strong linkages, such as 

manufacturing, construction, mining, and electricity and gas, so that financial intermediation 

can generate a broader economic impact. This policy direction is consistent with Levine 

(2005), who shows that a developed financial system can reduce firms’ external financing 

constraints and support economic growth. 

3.  Promoting interregional financial integration. 

The fact that the financial services sector’s output is predominantly absorbed within its 

region of origin indicates that interregional economic flows can still be strengthened. 

Therefore, policies need to promote financial intermediation and connectivity that enable the 

mobilization of funds from regions with higher financial capacity to regions with greater 

productive financing needs. This approach is important to ensure that the development of the 

financial sector does not further reinforce economic concentration but instead serves as a link 

between regional growth center. Theoretically, strengthening the functions of financial 

intermediation and financial markets can expand access to financing and support productive 

economic activities Levine (2005). 

 

4.3. Limitations of the Study  

This study has several limitations that should be considered when interpreting the findings. First, 

the analysis is based on the 2016 Inter-Regional Input-Output (IRIO) table, which is the most recent 

officially published IRIO dataset from Statistics Indonesia (BPS) that is disaggregated into six major 

island groups. Although the dataset provides a consistent baseline for examining interregional and 

intersectoral linkages, it represents the economic structure of 2016 and therefore may not fully 

capture subsequent structural changes in Indonesia’s economy, including developments in financial 

technology, infrastructure, regional economic structures, and interregional connectivity. Second, the 

IRIO framework is primarily designed to identify intersectoral and interregional linkages and does 

not directly establish causal relationships between financial sector activity and regional economic 

development. Therefore, the linkage results should be interpreted as evidence of structural 

relationships rather than direct causal effects on economic growth or development. Third, the 

aggregation of economic activities into six major island groups and 17 sectors may limit the ability 

of the analysis to capture differences across individual provinces and more detailed economic 

subsectors. Future research may address these limitations by utilizing more recent IRIO data when 

available, incorporating provincial-level analysis, and combining input-output analysis with 

complementary econometric approaches to examine the relationship between financial sector 

development and regional economic outcomes. 
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