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Abstract 
This study assesses the impact of digital transformation and advancements in 
the financial sector on economic growth in the ASEAN area, with institutional 
quality acting as a moderating variable. The methodology employed is dynamic 
panel data analysis utilizing the System-Generated Method of Moments (SYS-
GMM) and Moderated Regression Analysis (MRA). The estimation results 
indicate that the impacts of digital transformation and financial development 
on economic growth are not consistently direct and significant. Nonetheless, 
institutional quality generally enhances this association, although the effect is 
not uniform across all sampled nations. The results demonstrate that the 
impacts of digitalization and the financial sector on growth are not consistently 
straightforward, but are significantly influenced by the efficacy of governance 
in each nation. This emphasizes that technology advancement must be paired 
with the enhancement of supporting institutions to facilitate optimal economic 
growth. 
Keywords: digital transformation, financial development, economic growth, 
institutional quality, ASEAN 

Introduction 

In ASEAN nations, the digitalization of the economy and the 
advancement of the financial sector have become two interdependent topics in 
discussions about the expansion of the digital economy. In recent decades, 
ASEAN nations have experienced swift digitalization, encompassing the 
proliferation of the internet, e-commerce platforms, and fintech services, which 
have become essential to daily life. Digitalization has transcended technology, 
evolving into a fundamental component of strategies aimed at increasing 
national production, improving economic efficiency, and broadening market 
access. Numerous studies demonstrate that digitization, facilitated by enhanced 
internet access, positively correlates with ASEAN's economic growth, 
augmenting market efficiency and regional economic integration (Novianti 
2025). The financial industry in the Association of Southeast Asian Nations 
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(ASEAN) region has experienced substantial advancement due to enhanced 
loan accessibility, augmented investment, and the proliferation of financial 
markets (Haini 2020). The region is simultaneously seeing swift digital 
transition, driven by technological progress and enhancements in 
telecommunications infrastructure (Ha and Chuah 2026). In certain nations, 
financial expansion and digital transformation are propelling economic 
advancement and social progress (Ali et al. 2019; Kraus et al. 2021).    

An institution is anticipated to integrate these concepts into its strategic 
and operational agendas to confront urgent global concerns, including 
significant social inequality, resource limitations, and the intensification of 
global warming. Furthermore, swift advancements in digital technologies, such 
the Internet of Things (IoT), blockchain, and artificial intelligence (AI), are 
demonstrating the potential to convert economic systems into more sustainable 
models in practice (Elisha Eliken Kofi Senoo; Lia Anggraini; Jacqueline Asor 
Kumi; Luna Bunga Karolina 2025; Ijomah 2024). The deep integration of 
digital technology across various economic sectors has emerged not only as an 
accelerator for operational efficiency and innovation but also as a potential 
driver of ESG performance a phenomenon known as digital transformation (Li 
and Zhao 2024). Digital transformation can enhance operational efficiency, 
promote sustainable practices, and optimize resource utilization (Ou 2023). 
However, digital transformation also presents challenges, such as increased 
electronic waste, rising data center energy consumption, and limitations in 
digital access that can exacerbate inequality (Singh 2022; Verdolini 2023).   

Digital transformation and financial development exert significant and 
intricate effects on the environment (Tarigan and Muharam 2025). Beyond 
guaranteeing economic stability, the stability of the financial system can also 
promote economic growth (Katircioglu 2012). Several publications investigate 
the relationship between the financial industry and economic growth. (Patrick 
1966) elucidates that, initially, financial development can stimulate economic 
growth; but, this effect wanes over time. Conversely, economic growth may 
also affect the relationship between the two. Financial development exerts a 
dual influence on economic growth. An advanced domestic financial market 
can enhance capital accumulation efficiency and thus elevate GDP (Id et al. 
2021; Jose De Gregorio 1995). Consistent with research by Goldsmith (1959) 
research, a positive correlation exists between financial development and 
economic growth.  

Financial development is intimately associated with economic progress. 
Orji et al.(2023) illustrate that financial development, via the human capital 
channel, can stimulate economic growth. In debates of economic growth, 
external factors such as the quality of governance and institutions, together with 
strong political stability, are essential components. This remains valid even 
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when institutional elements are deemed to have an indirect impact on economic 
growth. Appiah & Li (2020) discovered in their study that the efficacy of 
governance can enhance the influence of financial development on economic 
growth in emerging markets. In accordance with Olofin (2023) research, 
technical digitalization exerts a greater economic impact in nations with 
superior governance rankings. 

Good governability, a steady political climate, and effective 
governability contribute to creating a well-coordinated environment, which is 
vital for the productive economic sector and can drive economic growth 
(Abaidoo and Agyapong 2026). Countries with weak institutions, unstable 
politics, and inadequate regulatory frameworks may exhibit weak growth 
(Amal and Wibowo 2024; Ogbuabor et al. 2020). Furthermore, various studies 
indicate that the quality of governance can influence economic performance 
(Ariff 2024; Ghardallou and Sridi 2019; Rizki and Didenko 2025). 

This study utilizes the Endogenous Growth Theory as its principal 
framework, highlighting that technological innovation (digital transformation) 
is central to its analysis. Additionally, it incorporates institutional theory, which 
identifies institutional quality as a moderating variable that influences the 
efficacy of digital transformation and financial development on economic 
growth. The endogenous growth theory elucidates the financial sector's 
contribution to economic growth. An advanced financial system can stimulate 
heightened investment in productive industries, such as research and 
innovation. In this environment, financial development directly influences 
economic growth and simultaneously augments technological capacity. 

Research conducted by Olczyk and Kuc-Czarnecka (2022) demonstrates 
that technological revolution positively and significantly influences economic 
growth by enhancing productivity and efficiency within the industrial sector. 
Le (2025) using Generalized Least Squares (GLS) and (Tram 2025) utilizing 
the ARDL panel methodology, elucidate that technology transformation is 
crucial in enhancing ASEAN economic integration, hence fostering sustainable 
economic performance. Consistent with Mili (2025), who discovered that 
governance quality and financial development exert a large and favorable 
impact on economic growth through the Cross-Sectionally Augmented 
Autoregressive Distributed Lag (CS-ARDL) model. The finance-led growth 
hypothesis elucidates how an advanced financial system can enhance resource 
allocation and bolster productive investment, hence fostering economic 
growth. 

Yang et al. (2023) contend that an advanced financial system fosters an 
atmosphere conducive to innovation and beneficial economic endeavors. 
Farah, Nor, and Musse (2026) elucidate that financial inclusion contributes to 
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economic growth by enhancing access to finance and fostering investment in 
productive areas. A study by Hasan, Ibrahim, and Salim (2026) demonstrates 
that financial development and inclusion substantially enhance economic 
growth in emerging nations. Kurnia (2025) found that the financial sector can 
favorably and considerably stimulate economic growth in the ASEAN area. 
Bajwa et al. (2025) who examined digital financial inclusion in ASEAN 
utilizing GMM, discovered that it can enhance economic growth. According 
to Zhou, Zhang, and Id (2024), the use of System GMM revealed that digital 
financial inclusion considerably enhances economic growth.. 

Technology Diffusion Theory posits that innovation must undergo a 
process of diffusion and adoption before yielding economic effects. In other 
words, digital transformation will influence financial development only when 
the technology is widely adopted within the economic system. A study Li, Li, 
and Ahmad (2024) indicated that the spread of ICT has a significant impact on 
the financial sector’s development, particularly through improved operational 
efficiency and financial service innovation. Tan, Cheng, and Liu (2024) also 
emphasize that technology evolves through mechanisms of economic and 
financial interaction. In fact, the digital financial sector plays an active role in 
accelerating technology diffusion through financing, investment, and market 
integration. Wu and Peng (2024) find that the perceived usefulness and 
convenience of financial technology are key factors in accelerating its adoption 
among the public. This theory explains that the impact of digitalization occurs 
through mechanisms of adoption, knowledge, and the integration of 
technology into economic activities. Digital transformation does not directly 
enhance financial development, but rather operates through a process of 
technology diffusion that determines how widely and effectively the technology 
is integrated into the financial sector.   

Institutional theory emphasizes that economic activity does not occur in 
a neutral space, but is influenced by a set of formal and informal rules that shape 
the behavior of economic actors. These institutions include the quality of 
regulation, the effectiveness of governance, law enforcement, and the level of 
control over corruption. Institutions serve as a framework governing the 
interaction between technology, the financial sector, and broader economic 
activities. Digital transformation and institutional quality are key determinants 
in optimizing the benefits of technology (Alfikri and Riofita 2025). Hung (2025) 
states that the efficacy of transformation is highly linked to institutional quality. 
In other words, institutions not only act as enabling factors but also as 
mechanisms that can amplify or diminish the impact of transformation on 
economic growth. Ramzan (2026) demonstrates that institutional quality serves 
as a catalyst that determines the ability of fiscal policy to support sustainable 
growth. 
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Correa and Esquivias (2025) discovered that digitalization and 
institutional quality positively influence economic growth. This research is 
corroborated by Kai et al. (2026) indicating that nations with superior quality 
may utilize digitalization more efficiently to enhance economic performance. 
The quality of institutions influences the relationship between financial 
development and economic growth, indicating that the efficacy of the financial 
sector is significantly contingent upon a nation's institutional framework (Islam 
and Alhamad 2022). institutional quality can enhance economic growth 
through the GMM system in SADC nations. In the context of emerging 
ASEAN nations, the significance of institutions becomes progressively vital. 
This suggests that the effectiveness of digital transformation and financial 
development is influenced not only by the degree of adoption but also by the 
quality of the supporting institutional conditions. “Consequently, the utilization 
of Institutional Theory in this research offers a robust conceptual framework 
for elucidating the institution's moderating influence on the interplay between 
digital transformation, financial development, and economic growth. 

Based on the research gaps outlined, this study aims to provide a more 
comprehensive empirical contribution by analyzing how digital transformation 
and financial development influence economic growth across ten ASEAN 
countries. This study is expected to provide relevant policy implications, 
particularly for ASEAN countries, regarding the simultaneous digitalization 
and strengthening of the financial sector. Additionally, this study is expected to 
serve as concrete input for policymakers within the context of the ASEAN 
Digital Master Plan 2025 and the ASEAN Digital Economy Framework 
Agreement (DEFA), as digital infrastructure and financial sector deepening 
remain insufficient in ASEAN countries that are still in the development stage.  

Methods  

The study examines ASEAN nations, considering the region's rather 
diverse attributes. The disparities in digital development, financial sector 
capabilities, and institutional quality among countries render ASEAN a 
pertinent empirical setting for examining the correlation between digital 
transformation and economic growth  (Novianti 2025). The digital divide in 
this region is substantial and may hinder the efficacy of digitalization in 
promoting economic progress.  

This research utilizes a dynamic panel data model employing the 
Generalized Method of Moments (GMM) technique established by Arellano 
and Bond (1991) dan Blundell and Bond (1998). e choice of this strategy is 
predicated on the understanding that economic growth is inherently dynamic, 
with prior conditions impacting present circumstances. This corresponds with 
endogenous growth theory, which highlights the significance of internal forces 
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in the economic growth process. Moreover, GMM can effectively tackle 
potential endogeneity concerns that often emerge in panel models (Putri and 
Huruta 2025). This study analyzes the relationship between financial 
development, institutional quality, and economic growth by modeling the 
direct effects of financial development and institutional quality on economic 
growth, adjusted for time-invariant effects (Lisbinski and Burnquist 2024). This 
study formulates the following by specifying the following dynamic panel 
regression: 

GDP݅ݐ= αGDP݅, ₁‒ݐ+β₁DT݅ݐ+β2FD݅ݐ+β3ݐ݅ߝ+݅ߤ + ݐ݅ܳܫ  

Notes:  
GDP݅ݐ   = Economic growth (GDP growth rate) 
αGDP݅, ₁‒ݐ = Lagged GDP growth 
DT݅ݐ   = Digital Transformation 
FD݅ݐ  = Financial Development 
 Institutional Quality =  ݐ݅ܳܫ
  Control variables =  ݐ݅ܺ
 Fixed effects =  ݅ߤ
  Error term =  ݐ݅ߝ

 As an additional analysis, Moderated Regression Analysis (MRA) was 
employed to explicitly investigate moderation effects and compute marginal 
effects on panel data (cross-section/pooled) (Memon et al. 2019). This study 
posits that the variable of institutional quality may enhance or diminish the 
impact of digital transformation and financial development on economic 
growth.  The preliminary phase commenced with an assessment to ascertain 
the direct impacts of digital transformation and financial development on 
economic growth, alongside the direct influence of institutional quality as a 
moderating element. Subsequently, interaction terms are created by 
multiplying each independent variable by the moderating variable, specifically 
the interactions between digital transformation and institutional quality, as well 
as between financial development and institutional quality. This methodology 
is anticipated to offer a comprehensive analysis of the significance of 
institutional quality as a pivotal element influencing the efficacy of digital 
transformation and financial sector advancement on economic growth, 
especially within the ASEAN area. To evaluate the moderating influence of 
institutional quality: 

GDP݅ݐ= αGDP݅, ₁‒ݐ+β₁DT݅ݐ+β2FD݅ݐ + β3ݐ݅ܳܫ+ β4(DT݅ݐ݅ܳܫ ×ݐ) + β5(FT݅ݐ݅ܳܫ ×ݐ) + 
 ݐ݅ߝ + ݅ߤ

Notes: 
i = ASEAN-10 countries 
t = time period  
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The secondary data in this study consists of a combination of time-series 
and cross-sectional data. The ASEAN-10 comprises Indonesia, Malaysia, 
Thailand, Laos, Brunei Darussalam, Myanmar, the Philippines, Singapore, 
and Vietnam. This study uses the economic growth variable (Y) proxied by 
GDP growth (annual %), digital transformation (X1) proxied by Individuals 
using the Internet (% of population), financial development (X2) proxied by 
Domestic credit to private sector (% of GDP), and institutional quality (Z) 
proxied by regulatory quality.  

Table 1.  
Grouping of variables 

Variable Data Sources 
Economic Growth (Y) World Development Indicators 
Transformation Digitalization (X1) World Development Indicators 
Financial Development Index (X2) World Development Indicators  
Institutional Quality (Z) World Governance Indicators (WGI) 

Result and Discussion   

Generalized Method of Moment (GMM) 

Table 2.  
Result of the GMM Estimation 

 

 

 

 

 

 

 

 

 

 

 

Source: STATA 14 (processed), 2026 

                                                                              
       _cons    -.3625632   15.96196    -0.02   0.982    -36.47103    35.74591
       FD_IQ    -.0006357   .0007503    -0.85   0.419     -.002333    .0010616
       DT_IQ     .0001916   .0026232     0.07   0.943    -.0057425    .0061256
          IQ     .0506376   .2363608     0.21   0.835    -.4840478    .5853229
          FD     .0332961   .0448052     0.74   0.476    -.0680604    .1346526
          DT    -.0258763   .1463169    -0.18   0.864    -.3568681    .3051155
              
         L1.     .8099306   .7766412     1.04   0.324    -.9469538    2.566815
          EG  
                                                                              
          EG   Coefficient  std. err.      t    P>|t|     [95% conf. interval]
                            Corrected
                                                                              
Prob > F      =     0.000                                      max =        10
F(6, 9)       =   1098.56                                      avg =     10.00
Number of instruments = 13                      Obs per group: min =        10
Time variable : Tahun                           Number of groups   =        10
Group variable: id                              Number of obs      =       100
                                                                              
Dynamic panel-data estimation, two-step system GMM

    Difference (null H = exogenous): chi2(3)    =  -0.37  Prob > chi2 =  1.000
    Hansen test excluding group:     chi2(3)    =   6.79  Prob > chi2 =  0.079
  iv(IQ DT_IQ FD_IQ)
    Difference (null H = exogenous): chi2(3)    =   0.15  Prob > chi2 =  0.985
    Hansen test excluding group:     chi2(3)    =   6.27  Prob > chi2 =  0.099
  GMM instruments for levels
Difference-in-Hansen tests of exogeneity of instrument subsets:

  (Robust, but weakened by many instruments.)
Hansen test of overid. restrictions: chi2(6)    =   6.43  Prob > chi2 =  0.377
  (Not robust, but not weakened by many instruments.)
Sargan test of overid. restrictions: chi2(6)    =   2.46  Prob > chi2 =  0.873
                                                                              
Arellano-Bond test for AR(2) in first differences: z =   0.16  Pr > z =  0.876
Arellano-Bond test for AR(1) in first differences: z =  -1.14  Pr > z =  0.253
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The AR(2) value and the Hansen Test result are above 0.05. This means 
that the model is free of autocorrelation and the instruments used are valid (not 
over-identified). This study covers 10 ASEAN countries. However, such 
extreme variation often renders the average coefficient insignificant because the 
number of instruments used exceeds the number of country groups (10). 
Therefore, it is necessary to perform a natural logarithmic (Ln) transformation 
combined with instrument reduction:  

Table 3.  
GMM Results after Ln 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

Source: STATA 14 (processed), 2026 

Based on the results in Table 3, the following findings were obtained. 
The coefficient for the economic growth variable (Y) is 0.971. This means that 
ASEAN’s economic growth is highly persistent, such that a 1% increase in last 
year’s growth contributes to a 0.97% increase in this year’s growth. Although 
the p-value of 0.113 indicates a strong trend economically. The coefficient of 
the DT & IQ variable (lnDT_IQ) is 2.63, indicating that institutional quality 
tends to amplify the impact of digitalization on the economy, although it is not 
yet statistically significant (P>|t| = 0.513) and The coefficient of the FD & IQ 
variable (lnFD_IQ) is 2.22. Thus, there is a tendency that institutional quality 
helps the financial sector drive economic growth.   

       _cons     70.51157    86.9425     0.81   0.438     -126.166    267.1892
     lnFD_IQ     2.229947   2.751414     0.81   0.439    -3.994185    8.454079
     lnDT_IQ     2.638165   3.869735     0.68   0.513    -6.115783    11.39211
       ln_IQ    -18.96103   23.51669    -0.81   0.441    -72.15948    34.23742
       ln_FD    -7.792475   9.507813    -0.82   0.434    -29.30064    13.71569
       ln_DT    -10.57343   15.07096    -0.70   0.501    -44.66631    23.51945
              
         L1.     .9718131   .5539784     1.75   0.113    -.2813731    2.224999
       ln_EG  
                                                                              
       ln_EG   Coefficient  std. err.      t    P>|t|     [95% conf. interval]
                            Corrected
                                                                              
Prob > F      =     0.000                                      max =        10
F(6, 9)       =     98.48                                      avg =     10.00
Number of instruments = 10                      Obs per group: min =        10
Time variable : Tahun                           Number of groups   =        10
Group variable: id                              Number of obs      =       100
                                                                              
Dynamic panel-data estimation, two-step system GMM

    Difference (null H = exogenous): chi2(3)    =   3.94  Prob > chi2 =  0.268
    Hansen test excluding group:     chi2(0)    =   0.00  Prob > chi2 =      .
  iv(ln_IQ lnDT_IQ lnFD_IQ)
    Difference (null H = exogenous): chi2(3)    =   3.94  Prob > chi2 =  0.268
    Hansen test excluding group:     chi2(0)    =   0.00  Prob > chi2 =      .
  GMM instruments for levels
Difference-in-Hansen tests of exogeneity of instrument subsets:

  (Robust, but weakened by many instruments.)
Hansen test of overid. restrictions: chi2(3)    =   3.94  Prob > chi2 =  0.268
  (Not robust, but not weakened by many instruments.)
Sargan test of overid. restrictions: chi2(3)    =   1.27  Prob > chi2 =  0.735
                                                                              
Arellano-Bond test for AR(2) in first differences: z =   0.81  Pr > z =  0.418
Arellano-Bond test for AR(1) in first differences: z =  -1.40  Pr > z =  0.162
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Technically, the System GMM model has met the criteria for 
instrumental validity and parameter consistency. Although the IQ variable 
shows a positive coefficient direction consistent with theory (amplifying the 
impact). However, it is not yet statistically significant at the 5% level, indicating 
that in the ASEAN region, the role of institutions in optimizing the digital and 
financial economy still faces the challenge of high heterogeneity among 
countries. This necessitates an adjustment by excluding two countries from the 
study to ensure the resulting data is more optimal. 

Table 4.  
GMM Results After Correction 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: STATA 14 (processed), 2026 

Based on Table 4, the results show that; 1) The variable L1.ln_EG has a 
positive and significant p-value regarding economic growth (P>|t| = 0.002). 
The coefficient of 0.992 indicates that economic growth in ASEAN-8 increases 
by 1%. Every 1% increase in last year’s growth contributes to a 0.92% increase 
in this year’s growth. 2) The coefficient of the DT & IQ variable (lnDT_IQ) is 
2.57 with a p-value of 0.626. This supports the theory that institutional quality 
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tends to amplify the positive impact on economic growth. 3) The coefficient of 
the variable FD & IQ (lnFD_IQ) is 3.02 with a p-value of 0.696, indicating that 
in the developing ASEAN-8 countries, the role of institutions is more crucial in 
overseeing the financial sector to drive economic growth. 

Moderated Multiple Regression Analysis (MRA) 

Table 5.  
MRA Interaction Variables 

 

 

Source: Stata14 (processed), 2026 

 

The purpose of including an interaction term in moderation regression 
analysis is to determine the conditional effect of a variable. To reduce 
interpretation issues and multicollinearity, the recommended solution for panel 
data is to mean-center the variables in the panel data (Fixed Effects) to ensure 
accurate interpretation. The interaction term is intended to allow the 
moderation hypothesis to be statistically tested (Memon et al. 2019).  

Test of Classical Assumptions 

Multicollinearity Test 

Table 6.  
Results of the Multicollinearity Test 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Stata14 (processed), 2026 
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The results of the multicollinearity test show that all variables have a 
Variance Inflation Factor (VIF) below the threshold of 10, with the highest VIF 
value being 3.14 and the mean VIF being 1.95. This indicates that there are no 
serious multicollinearity issues in the regression model because the mean-
centering process was effective in minimizing the correlation between the 
independent variables and the interaction terms. Thus, this research model is 
deemed to satisfy the classical assumptions and is suitable for use in further 
analysis.  

Autocorelation 

Table 7.  
Autocorrelation Test Results 

 

 

    

 

 

 

 

 

 

Source: Stata14 (processed), 2026 

The estimation findings in Table 7, employing the Driscoll-Kraay fixed-
effects method with standard errors, demonstrate that the overall model is 
significant at the 1% level (Prob > F = 0.0000). The R-squared score of 0.2099 
signifies that about 20.99% of the variation in economic resilience and growth 
(EG) is elucidated by the model's variables, with the balance attributable to 
external causes.  

Digital transformation (DT) demonstrates a negative and statistically 
significant coefficient at the 5% level (β = -0.023; p = 0.014). This outcome 
indicates that enhanced digital transformation has not yet completely resulted 
in improved economic resilience. Simultaneously, financial development (FD) 
has a negative coefficient, significant only at the 10% level (β = -0.035; p = 
0.098), indicating its effect is rather moderate and lacks consistency at a more 
stringent significance threshold. Conversely, institutional quality (IQ) does not 
exhibit a significant direct impact on economic growth (EG) (β = 0.052; p = 
0.201). Nonetheless, when incorporated as a moderating variable, its function 
becomes more evident. The interaction of DT and IQ (DT×IQ) has a positive 
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and significant effect (β = 0.00089; p = 0.032), whereas the interaction of FD 
and IQ (FD×IQ) demonstrates a negative and significant effect (β = -0.00099; 
p = 0.028).  

These results affirm that statistical inferences derived from panel data 
are contingent upon the selection of standard error correction techniques. The 
application of the Driscoll–Kraay technique enhances the robustness of this 
study's findings by efficiently addressing heteroscedasticity, autocorrelation, 
and cross-sectional dependence, which are prevalent in cross-country panel 
data.” As a result, the estimation outcomes exhibit more stability and reliability 
in comparison to the clustered standard errors method. This work is consistent 
with Driscoll and Kraay (1998), who advocate for the application of the 
Driscoll–Kraay correction in research utilizing cross-country macroeconomic 
data.  

Conclusion  

This study seeks to analyze the influence of digital transformation and 
financial development on economic growth in eight ASEAN nations, while 
investigating the potential moderating effect of institutional quality on this 
relationship. Utilizing System GMM and Moderated Regression Analysis 
(MRA) estimations with the Driscoll–Kraay standard errors methodology, 
numerous findings merit consideration. Initially, digital transformation does 
not inherently result in substantial economic development across all sampled 
nations. This analysis corroborates the findings of (Olczyk and Kuc-Czarnecka 
2022), which indicate that the advantages of digitalization are varied and 
significantly contingent upon each nation's ability to assimilate technology. 
This further substantiates the perspective of (Zghidi and Trabelsi 2025) who 
discovered that the influence of digitalization on economic development differs 
between developed and developing nations, a dynamic clearly illustrated by the 
varied conditions within ASEAN, from Singapore at one extreme to Cambodia 
and Myanmar at the other. 

Secondly, financial development demonstrates an inconsistent impact 
on economic growth among countries. These results refute the optimism of 
(Patrick 1966) regarding finance-led growth theory, while aligning with the 
more measured viewpoint of (Jose De Gregorio 1995), who posits that financial 
development propels growth mostly through enhanced efficiency in capital 
accumulation rather than solely through credit expansion. The significance lies 
not in the magnitude of the financial sector's expansion, but in the productivity 
of the capital circulating within it. Third, institutional quality was identified as 
a moderating factor in the relationship between digital transformation and 
financial development concerning economic growth, but the effect varied 
among the sample countries. This study substantiates the institutional 
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hypothesis posited by (Alfikri and Riofita 2025), which asserts that institutions 
are not just supplementary but essential for the proper operation of technical 
innovation and financial intermediation. Empirically, this corresponds with the 
findings of (Michael Appiah, Fanglin Li 2020), who determined that 
institutional quality significantly enhances the influence of financial 
development on economic growth in emerging markets, and with (Olofin 
2023) , who contends that digitalization exerts a more pronounced economic 
impact in nations with superior governance ratings. This study parallels (Haini 
2020) research inside the ASEAN framework, demonstrating that institutional 
quality affects the financial sector's capacity to stimulate growth.  

The variability of the moderating impact among the sample countries 
does not undermine the findings; instead, it accurately represents the regional 
reality. ASEAN is not a uniform region; disparities in governance quality, rule 
of law, and corruption control among its member states are significant. This 
circumstance amplifies the moderating influence of institutions in nations with 
a robust institutional framework, while exerting a comparatively weaker effect 
in countries undergoing transformation. (Žugić 2026) asserts in a study on 
digitalization in Southeast Asia that the deficiency in institutional capacity is 
the principal impediment to the equitable distribution of digital advantages in 
the region. This study theoretically supports the relevance of the three 
frameworks: endogenous growth theory, finance-led growth theory, and 
institutional theory. Digital technology and the financial sector provide 
significant development potential, as posited by (Patrick 1966) but this potential 
is completely actualized only when the governing framework is robust enough 
to establish suitable incentives, enforce contracts, and mitigate rent-seeking 
behavior (Hung 2025).  

This study has several limitations. First, the use of a single proxy for 
each main variable may not fully capture the true breadth of the concept. 
Second, this analysis has not explicitly distinguished between short-term and 
long-term effects. An ARDL Panel approach or an Error Correction Model 
(ECM) could be considered for future research to capture the temporal 
dynamics that may differ between the immediate effects and the long-term 
structural effects of digital transformation on economic growth. Third, the 
limited sample scope to eight ASEAN countries means that generalizations to 
other regions must be made with caution. Expanding the sample to South Asian 
or Sub-Saharan African countries with similar development characteristics 
could be an interesting agenda for future comparative research. 
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