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Opinion Article

DESCRIPTION

Conventional financial development refers to the growth and evolution of
financial systems based on traditional economic models and practices. This
encompasses the development of financial institutions, markets and
instruments that facilitate the efficient allocation of resources in an economy.
The fundamentals of conventional financial development lie in ensuring
financial stability, assisting economic growth and promoting wealth
distribution through well-regulated mechanisms such as banking,
investments and insurance.

Key elements of financial development

Banking system: At the core of any conventional financial system is a robust
banking network that intermediates savings and investments. Banks mobilize
deposits from individuals and institutions and lend these resources to
businesses and governments for productive uses. A well-functioning banking
sector is vital for economic development, as it supports entrepreneurship, job
creation and industrial growth.

Capital markets: Capital markets, including stock and bond markets, play an
important role in financial development by providing a platform for raising
capital. Companies can issue shares or bonds to finance expansion,
innovation and infrastructure development. For investors, these markets offer
opportunities to grow wealth by investing in productive sectors of the
economy. A well-regulated capital market is essential for ensuring investor

confidence and long-term economic stability.
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Insurance and risk management: Another key element of conventional financial development is the insurance sector,
which helps individuals and businesses mitigate risk. Insurance products cover a wide range of areas such as health,
life, property and business risks. By transferring risk from individuals to institutions, insurance promotes economic

stability and encourages investment in higher-risk but higher-reward ventures.

Monetary policy and central banking: Central banks are analytical to the functioning of conventional financial
systems. They manage the money supply, interest rates and inflation through monetary policies. By regulating
inflation and interest rates, central banks ensure economic stability and help prevent financial crises. Central banking
institutions also act as lenders of last resort, providing liquidity to banks in times of financial stress and ensuring the

smooth operation of the financial system.

Regulatory framework: An effective regulatory framework is a fundamental pillar of financial development. Well-
enforced laws and regulations ensure transparency, protect investors and prevent market manipulation. Regulatory
institutions such as securities commissions and central banks work to maintain trust in the financial system by
ensuring that financial institutions adhere to prudent practices. Sound regulation helps prevent financial instability

and promotes sustainable economic growth.
The role of financial development in economic growth

Conventional financial development is closely linked to economic growth. A well-developed financial system facilitates
the efficient allocation of resources, reduces transaction costs and enhances the productivity of investments. By
connecting savers with borrowers, financial systems ensure that capital is channeled to sectors where it can generate

the highest returns. This process drives innovation, productivity and long-term economic expansion.

Moreover, financial development contributes to poverty reduction by increasing access to financial services,
especially in underserved or rural areas. Microfinance institutions, for example, provide small loans to individuals
who might not have access to traditional banking services, enabling them to start small businesses and improve their

livelihoods.

Traditional financial systems are prone to crises, as seen in the 2008 global financial crisis, which was fueled by
excessive risk-taking, poor regulation and market speculation. Such crises have profound negative effects on
economies, resulting in unemployment, poverty and slow economic recovery. Ensuring the stability of financial

systems through better regulation and risk management is an ongoing concern.

RRJSS| Volume 10 | Issue 3 | September, 2024 21



