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The changing landscape of financial services driven by customer 
expectations, financial technologies, regulations, and competition 

has made digital transformation a strategic priority for banks. 
This study examines whether transformational leadership 
facilitates digital transformation in Pakistan’s Islamic banking 
sector and whether employee engagement explains this 
relationship. Based on the Transformational Leadership Theory 
and the Social Exchange Theory, the researchers suggest that 

leaders who present a clear vision, catalyze thinking, show caring 
behavior, and provide personalized attention can increase 
employees' commitment to and involvement in technology-
mediated organizational change. The study adopted a 
quantitative, cross sectional survey design and the data were 
collected from employees of Islamic banking institutions in 
Pakistan. The collected data was analyzed using partial least 

squares structural equation modeling (PLS-SEM) in Smart-PLS 4 
by employing bootstrapping for testing direct and indirect effects. 

The findings show that transformational leadership has a positive 
and significant effect on employee engagement (β = 0.569, p < 
0.001) and digital transformation (β = 0.354, p < 0.001). The 
indirect effect of transformational leadership on digital 
transformation through employee engagement is also positive 

and significant (β = 0.276, p = 0.004), indicating that employee 
engagement represents an important mechanism through which 
leadership contributes to digital change. The model explains 
32.3% of the variance in employee engagement and 17.3% of 
the variance in digital transformation. The findings of the study 
contribute to the literature by combining leadership, engagement, 

and digital transformation in a not well-studied context of Islamic 
banking, and it emphasizes that banks should go beyond 
investing in technologies to ensure that leadership development, 
employee engagement, communication, learning opportunities, 
and organizational support are all in place throughout a digital 

transformation journey. 
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1. Introduction 
 

The journey of digital transformation is no longer just about technology; it has 

become an organizational priority in the global banking sector. Digital banking with mobile 

apps, AI, data analytics, financial technology, digital payment systems, and cloud-based 

services are transforming customer interactions, internal operations, information 
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management, and value creation in the banking industry. Digital transformation thus goes 

beyond implementing individual technologies and entails profound changes in organizational 

strategy, structure, processes, capabilities, and culture (Vial, 2019; Verhoef et al., 2021). 

For financial institutions, in particular, the more expansive view is true – digital initiatives 

could include changing the customer experience, business operations, employee 

capabilities, decision making and even the way the organization operates. Thus, digital 

transformation is not just about technology investment, it's about shifting people and 

influencing employee behaviors to achieve digital outcomes. 

 

This transformation is especially significant in Pakistan's booming Islamic banking 

industry. According to the Pakistan Economic Survey 2025–26, the total assets of Islamic 

Banking Institutions increased to PKR 14.467 trillion by the end of December 2025, while 

deposits reached PKR 11.037 trillion. Islamic banking was, therefore, 22.9% of the total 

assets of banking sector and 27.8% of total deposits (Government of Pakistan, 2026). 

Meanwhile, the State Bank of Pakistan (SBP) has been actively pushing for digitalization of 

financial services by launching initiatives to encourage Raast-based transactions, 

onboarding digital merchants, and enhancing self-service banking facilities (State Bank of 

Pakistan, 2025). Due to the growth of Islamic banking and the speed at which the financial 

system is digitalizing in Pakistan, Islamic banks are going under pressure to adapt to the 

disruption of technology, customers' increasing expectations, the toughening competition, 

regulators' requirements, and the need to upskill their workforce to function effectively in 

the new digital financial system. 

 

While there has been significant investment in digital platforms and technologies, 

organizational transformation often proves challenging as digital transformation is as much 

a human as it is technological process. New digital goals will require employees to learn 

new skills, change existing work habits, work collaboratively across organizational 

structures, and be willing to try new and unknown technologies. However, organizational 

resistance, lack of communication, lack of employee participation and poor strategic 

alignment can impact the success of otherwise technically successful digital efforts 

(Cortellazzo et al., 2019; Vial, 2019). This shows that leadership is a key organizational 

competency that enables banks to convert investments in technology into employee 

behavior and organizational process changes. 

 

Transformational leadership is especially relevant in this context because it involves 

a leader developing a vision, offering individualized consideration to followers, stimulating 

followers to think in new ways, and inspiring followers to transcend conventional thinking 

(Bass & Riggio, 2006). These practices are especially well suited to the requirements of 

digital transformation. Leaders need to communicate the need for digital change, minimise 

uncertainty around new technologies, challenge employees to think and question existing 

routines, and foster an environment where learning and experimentation are welcomed. 

The key role of leadership in fostering digital culture and aligning people, technology, and 

organizational strategy is underscored in a systematic review conducted by Cortellazzo et 

al. (2019). Similarly, Ly (2024) demonstrates the role of transformational types of 

leadership in supporting organizational digital transformation and improving organizational 

capabilities to adapt to technological changes. Leadership is therefore a key organisational 

process by which digital projects can transition from technology purchases to organisational 

change. 

 

However, the impact of leadership on digital transformation is not necessarily first 

order. Employee engagement is a psychological and behavioral process that plays a crucial 

role in the transformational leadership's ability to create organizational change. Employee 

engagement is a measure of how much employees put into their work in terms of energy, 

commitment, attention and involvement. When employees are engaged, they are more 

likely to give discretionary effort, acquire new skills, join in with organisational initiatives 

and respond positively to change. This engagement can be enhanced by the 

transformational leaders through communicating an inspiring vision, recognizing employee 

contributions, giving employees autonomy and creativity, and giving individual development 

support. A consistent relationship between transformational leadership and work 

engagement has been reported in various studies (Bakker et al., 2023; Tims, Bakker, & 

Derks, 2011). Similarly, in digital environments, Hooi and Chan (2023) also show the 

positive role of transformational leadership as a precursor of employee engagement; 
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Winasis et al. (2021) reveal that the positive relationship between transformational 

leadership climate and employee engagement in the banking sector during a digital 

transformation process. 

 

Employee engagement can then support the process of digital transformation; the 

more employees are engaged, the more likely they are to be engaged in technology-driven 

organizational change. Digital transformation often involves employees giving up 

established habits, mastering new systems, sharing knowledge, working with different tech 

teams, and sharing ideas for how to make digitally supported processes better. These 

behaviours must go above and beyond the formal compliance. Hizam et al. (2023) 

highlights the role of workforce engagement within the digital transformation of the 

organization, and organizations should hire employees who are both psychologically willing 

and behaviorally active in digital change. Hence, employee engagement may be a missing 

link between employees' transformational leaders' behaviors and how much digital 

transformation is embedded in organizational practices. 

 

The research on Digital transformation, Leadership, and employee engagement has 

grown significantly but there are significant gaps. First, the focus of many of the studies on 

digital transformation is on technological capabilities, digital strategies, organisational 

agility, or innovation outcomes, while much less research has focused on the mechanism at 

the level of the employee that makes leadership a part of digital transformation. Second, 

there are several studies that explore the relationship between transformational leadership 

and employee engagement as well as the relationship between leadership and digital 

transformation separately. Further empirical study is thus needed to examine the integrated 

pathway through which transformational leadership stimulates employee engagement to 

improve digital transformation. Third, there is still a high context dependence in relevant 

empirical evidence. For example, Winasis et al. (2021) examine leadership and engagement 

during digital transformation in the Indonesian banking industry, while Hooi and Chan 

(2023) investigate workplace digitalization and employee engagement among Malaysian 

organizations. The findings of the study are helpful, but they are not necessarily 

transferable to the Islamic banking industry in Pakistan because of differences in the 

financial, regulatory, institutional and organizational environment. 

 

The contextual gap is important because the development of Islamic banking in 

Pakistan continues to advance and the ability of banks to align Technological Development 

with workforce readiness is critical. However, little empirical study has focused on the 

impact of leadership styles on employee engagement in digital transformation in Islamic 

banks in Pakistan. This study of the relationship can be used as a chance to step beyond 

technology-driven narratives of digital transformation and explore the human and 

leadership-oriented processes used to enact transformation. 

 

Hence, this study explores the impact of transformational leadership on digital 

transformation in the Islamic banking sector of Pakistan and studies the role of employee 

engagement as a mediator. The concept of this study is mainly based on Transformational 

Leadership Theory (Bass, 1985) and Social Exchange Theory (Blau, 1964). According to 

Transformational Leadership Theory, leaders can motivate their employees by conveying an 

inspiring vision, showing concern for the individual, fostering innovative thinking, and 

exemplifying conduct to be emulated. Social Exchange Theory adds to this theory by 

suggesting that employees who feel supported, recognised, and invested in by their leaders 

are more likely to respond by engaging and behaving constructively in their organisation. 

These perspectives provide a parsimonious theory-based explanation, which posits that 

transformational leadership can influence employee engagement to greater involvement in 

digital transformation. 

 

This study makes three significant contributions. Theoretically, it brings together the 

notions of transformational leadership and Social Exchange Theory to explain the process of 

a behaviour through which leadership enables digital transformation, which is not to say 

that leadership is the cause of digital transformation. Empirically, it explores how employee 

engagement is the link between the constructs of transformational leadership and digital-

transformation, thereby connecting the previously scattered studies of leadership, employee 

engagement and digital-transformation. In this context, the study adds to this literature by 
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focusing on the growing Islamic banking industry in Pakistan, where the leadership–

employee–digital change dynamics are still relatively under-researched. The study also 

offers a managerial perspective on the digital transformation strategies, indicating that it is 

not only about acquiring technology. Leadership development, employee involvement, 

communication, learning opportunities, and organizational support are important 

contributors in the process of transformation and can add value to digital investments for 

Islamic banks. 

 

2. Literature Review 
 

This section clarifies the basic concepts that anchor the study transformational 

leadership (TL), digital transformation (DT) and employee engagement (EE) explains how 

they interrelate in the Islamic Banking Sector in Pakistan. Each concept summarizes main 

evidence and then presents the theoretical framework and hypotheses that guide the 

analysis. 
 

2.1. Transformational leadership (TL)  
 

Transformational leadership (TL) is a type of leadership that “inspires followers to 

exceed routine expectations by appealing to higher order needs and a shared vision (Bass & 

Riggio, 2006; Prabowo et al., 2018)”. The model includes 04 dimensions: inspirational 

motivation, idealized influence, individualized consideration and intellectual stimulation. 

 

Idealized influence involves the ethical role models that leaders become, gaining the 

trust and respect of their followers and encouraging them to follow the leader's example 

and accept the collective mission (Gomes, 2014).  Intellectual stimulation involves 

improving employees to “question assumptions, reframe problems, and experiment with 

new approaches, thereby enhancing problem-solving and creativity (Cahyono, 2024; Khan 

& Khan, 2019; Yusuf et al., 2023)”. Inspirational motivation is defined as “the ability of 

leaders to communicate an energizing vision, coupled with meaningful expectations, which 

are critical in public organizations where work must be connected to the positive outcomes 

in society (Al Dari et al., 2018; Salas-Vallina et al., 2020)”. Individualized consideration 

involves "coaching, mentoring and paying attention to each employee's needs and 

development, which strengthens the leader–follower bond and which supports sustained 

performance (Bass & Riggio, 2006)”. 

 

Collectively, these behaviors position leaders as catalysts for change, including 

large-scale reforms such as digital transformation (DT) (Sihite et al., 2020; Yukl et al., 

2019). However, in public sector contexts, constraints such as rigid procedures, 

bureaucratic cultures, and resource limitations can hinder the consistent enactment of TL 

(Boukamcha, 2023; Irianto & Basbeth, 2021; Mishra et al., 2023). We thus view our study 

through the prism of pragmatism and consider how TL functions within real-world 

conditions, namely, in the context of DT. 
 

2.1.1. Transformational leadership (TL) in the Islamic Banking Sector in 

Pakistan 
 

In Islamic Banking Sector, TL is viewed as vital for improving public sector 

effectiveness by aligning employees with a clear vision, enhancing motivation, and 

encouraging innovation (Harb & Sidani, 2019; Tanović, 2023). The four TL dimensions have 

been related to stronger commitment (Alamri, 2023; Bhatti et al., 2021), more innovative 

behavior (Yusuf et al., 2023), and better performance (Cahyono, 2024; Moynihan, 2013). 

In addition, TL can be used to address resistance to change, create a shared vision of the 

future (Harb & Sidani, 2019; Sihite et al., 2020), and facilitate digital governance efforts 

(Dema et al., 2023; Mulyani, 2024), which helps to achieve the engagement and 

transformation outcomes (Bentaleb, 2024; Saadah, 2024). 

 

Meanwhile, Islamic Banking Sector has established bureaucratic norms, resistance to 

change and limited resources, which can hinder the impact of TL (Nugroho & Muslim, 

2024). There may be a negative effect of hierarchical structures on autonomy and bottom-

up initiative. In this context, effective TL should then not only inspire, but also be agile, 

move through institutional barriers and adapt practices to local contexts. 
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2.2. Digital transformation (DT)  
 

There are three related but distinct terms that are frequently confused: digitization, 

digitalization, and digital transformation (DT). Digitization is the conversion of analog 

information into digital form. Digitalization means applying digital technologies to enhance 

processes and service models. Digital transformation (DT) goes further, entailing a 

fundamental redesign of strategies, processes, and culture to fully leverage digital 

capabilities across the organization (Gradillas & Thomas, 2023; Onesi-Ozigagun et al., 

2024). 

 

Digital transformation (DT) aims to enhance effectiveness, efficiency, transparency, 

and citizen experience through e government platforms, data-driven decision-making, and 

automation (Kattel & Mergel, 2019; Wirtz & Daiser, 2018). It also involves the need for a 

new culture of agility and lifelong learning (Kattel & Mergel, 2019). Implementation issues 

include the ability to obtain qualified leadership, ensuring stakeholder buy-in, and 

determining organizational readiness (Dahlström et al., 2017), in addition to managing 

employee work and interaction changes (Meske et al., 2020). International examples (e.g., 

Estonia, Singapore) show how vision and coherent policy lead to large scale digital 

government (Joo, 2023; Kattel & Mergel, 2019). 
 

2.2.1. Digital transformation (DT) in Islamic Banking Sector in Pakistan 
 

Digital transformation (DT) in the Islamic Banking Sector in Pakistan is viewed as a 

multi-dimensional transformation aimed at enhancing the public value, optimizing the 

operations, and creating innovation (Bouaziz, 2020; Mkrtchyan & Melkumyan, 2023; 

Nurfadilah & Haliah, 2024). The main objectives of the national strategies include 

expanding e government, bridging the digital divide and promoting entrepreneurship (Nabi, 

2019). However, there are still implementation gaps, and there are concerns about 

inclusion, especially for marginalized groups (Arman, 2023; Ikwuanusi et al., 2024; 

Nurfadilah & Haliah, 2024). The introduction of digital vaccination solutions and the 

development of new digital payment systems illustrate advancements, while initiatives like 

Gov Tech aim to enhance equitable, user-centric service delivery (Youssef, 2024). Scalable 

solutions, cloud computing, data analytics, and automation play a crucial role in enhancing 

productivity and accountability, as noted by Ikwuanusi et al. (2024). Overall, Islamic 

Banking Sector progress will depend on closing implementation gaps and ensuring inclusive, 

effective rollout (Mkrtchyan & Melkumyan, 2023; Nurfadilah & Haliah, 2024). 

 

2.3. Employee Engagement (EE) 
 

Employee engagement (EE) as defined by Bakker et al. (2023) is the extent that an 

employee feels emotionally and cognitively connected to their organization and work, and is 

willing to put in discretionary effort toward shared goals, as supported by Swarnalatha and 

Prasanna (2012); Shaik and Makhecha (2019); Alagarsamy et al. (2023). Broader 

engagement relates to higher quality of work life, improved performance, and more 

effective delivery of public services (Rahmadani et al., 2025). A widely used 

conceptualization includes t dimensions: vigor (energy and resilience), dedication 

(significance, enthusiasm, pride), and absorption (deep concentration) (Nikolova et al., 

2019). 

 

There is a strong relationship between engagement and performance and job 

satisfaction (Bussin & Nienaber, 2015). Transformational leadership (TL) tends to stimulate 

engagement more effectively than transactional approaches (Al-Hawari et al., 2016). Job 

characteristics (such as autonomy, task variety, adequate resources) also play a role 

(Trivellas et al., 2017). Public service motivation also reinforces engagement, with public-

service-motivated employees exhibiting more commitment (Kim & Vandenabeele, 2010). In 

post bureaucratic settings, the “public interest” ethos underscores how public servants’ 

commitment differs from private-sector motivations centered on economic gain; ethical and 

social considerations play a larger role (Kouadio, 2023). From a social exchange 

perspective, engagement can be seen as a reciprocal response to perceived leader support 

and investment (Sabekti & Setiawan, 2023). 
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2.3.1. Employee engagement (EE) in Islamic Banking Sector in Pakistan 
 

In Islamic Banking Sector, engagement is a vital driver of performance and 

motivation. Job autonomy and social support are positively correlated to engagement 

(Fletcher, 2016; Sabekti & Setiawan, 2023). Engagement also mediates the effects of 

training and rewards on performance, underscoring its role in improving service delivery 

(Sabekti & Setiawan, 2023). Meanwhile, engagement can be decreased by hierarchical and 

bureaucratic cultures (Alnaqbi et al., 2025). A supportive culture and transformational 

leadership (TL) are therefore crucial enablers of successful digital transformation (DT) 

(Walter, 2024). The management that supports public service motivation (Dahmani, 2021), 

job satisfaction (Arifin, 2024), and career adaptability (Handayani et al., 2023) can facilitate 

conditions for innovation and a continuous improvement process (Lidman et al., 2023). 

 

2.4. Theoretical Foundation 
 

This study is based mainly on two theories, namely Transformational Leadership 

Theory (Bass, 1985) and Social Exchange Theory (Blau, 1964). Transformational Leadership 

Theory is one that explains the idealized influence, inspirational motivation, intellectual 

stimulation and individualized consideration a leader utilizes to affect the followers. These 

behaviours are especially pertinent in the context of digital transformation, as technological 

shifts bring uncertainty, a need to develop new skills, and often disrupt established 

routines. In this context, transformational leaders can contribute, doing so by 

communicating a vision of digital transformation, enabling experimentation, offering 

learning opportunities for their people, and demonstrating a commitment to change (Bass & 

Riggio, 2006; Cortellazzo et al., 2019). 

 

Social Exchange Theory is the main theory that explains the engagement of an 

employee as a mediator. The theory suggests that relationships are formed through the 

exchange of people and organizations (Blau, 1964). Employees who feel that leaders are 

interested in their growth, acknowledge their efforts and are willing to share and help them 

take part in change are more likely to return that support and to put in more cognitive, 

emotional and behavioral energy into their work. Employee engagement therefore can be 

crucial behaviour associated with transformational leadership. In the context of digital 

transformation, that engagement can mean the difference between buying from staff to 

new digital skills, new technologies, changed work practices, and proactive participation in a 

digital program. Thus, the integration of the theories provides a succinct explanation for the 

sequence proposed in this study: employees' strong commitment (mediated by 

transformational leadership) results in digital change. 
 

2.5. Transformational Leadership and Employee Engagement 
 

Transformational leadership can improve employee engagement by providing 

meaningfulness, psychological support, and employee development opportunities. 

Inspirational motivation provides direction and purpose for employees, and the 

individualized consideration provides communication that employees and their development 

are valued. Idealized influence builds trust in leadership and intellectual stimulation fosters 

employee ideas and alternative ways of problem solving. These behaviors can all help to get 

workers involved with their work and make them more willing to put in the effort. 

 

This relationship is supported by previous research. This is in line with recent 

evidence, which shows that transformational leadership is linked to positive employee 

attitudes and engagement-related outcomes, as Tims, Bakker and Xanthopoulou (2011) 

found that transformational leadership has a positive impact on followers' daily work 

engagement. According to Hooi and Chan (2023), transformational leadership is a positive 

direct influence on employee engagement in the context of the digital workplace. In the 

banking sector, Winasis et al. (2021) show that the leadership climate is transformational, 

and if it is, it has a positive impact on employee engagement in digital transformation. 

Based on these arguments, the relationship between transformational leadership and 

employees' active participation in organizational activities seems possible. 
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H1: There is a positive relationship between transformational leadership and employee 

engagement. 

 

2.6. Transformational Leadership and Digital Transformation 
 

Digital transformation requires more than the acquisition of digital technologies. It 

requires organizational changes in strategy, structures, processes, culture, capabilities, and 

value creation activities (Vial, 2019). Therefore, leadership is important as senior and 

middle managers are responsible for creating strategic alignment between digital 

technologies and organizational goals. Leaders also must manage uncertainty, respond to 

resistance, allocate resources, foster co-operation and create an environment receptive to 

innovation. 

 

In such circumstances, the leadership style should be transformed. Inspirational 

motivation can assist leadership in effectively communicating the future function of digital 

technologies in the organisation. Intellectual stimulation gives employees the room to think 

outside the box and recognize opportunities for improvement with technology. 

Individualized consideration helps those employees who need new skills, while idealized 

influence contributes to confidence in the transformation process. According to Cortellazzo 

et al. (2019), leaders are key actors for building digital culture and for aligning 

organizational stakeholders in the process of digitalization; Ly (2024) illustrates the 

importance of transformational approaches to leadership in organizational digital 

transformation. Finally, transformational leadership should enhance an organization's ability 

to provide substantive digital transformation. 

 

H2: Digital transformation is positively influenced by transformational leadership. 
 

2.7. Employee Engagement and Digital Transformation 
 

Employees play a critical role in digital transformation, as technological systems 

have no value for the organization unless they are accepted, used, adapted and integrated 

into work processes. Transformation means that employees must learn new systems, 

change old processes, work across functions and participate in ongoing process 

improvement. This is because people who are more involved at work are more willing to 

expend the cognitive, emotional and behavioural resources required to perform these 

activities. 

 

When people are engaged, they are more proactive, more determined and willing to 

accept the organization's goals. These characteristics are particularly useful when ambiguity 

is created through transformation and/or when there is a greater requirement for short 

term learning. Hizam et al. (2023) highlight that workforce engagement is a critical factor in 

understanding employee reactions to digital transformation. Similarly, evidence of 

workplace digitalization suggests that there is a strong positive relationship between 

positive employee engagement and adapting to digitally enabled workplaces (Hooi & Chan, 

2023). Therefore, engagement can enable us to translate technological opportunities into 

real organizational practices. 
 

H3: There is a positive relationship between employee engagement and digital 

transformation. 
 

2.8. Mediating Role of Employee Engagement 
 

While transformational leadership can directly contribute to digital transformation, 

leadership alone cannot drive the many behavior changes needed across an organisation. 

Employees ultimately interact with new digital systems, redesign working practices, acquire 

new knowledge, and implement digitally enabled processes. Employee engagement thus 

offers a reasonable linkage between leadership and transformation outcomes. 

 

Social Exchange Theory suggests that transformational leadership offers employees 

support, recognition, development, and a vision or goal of the organization. These positive 

transactions are likely to encourage employees to return the gesture with greater 
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involvement and discretionary effort. This increased engagement can manifest as readiness 

to acquire the technologies, participate in change initiatives, exchange knowledge, and 

participate in process innovations in the context of digital transformation. As a result, 

transformational leadership can directly and indirectly affect digital transformation through 

employee engagement. Moreover, this mediation argument extends prior banking studies 

linking transformational leadership to engagement in the context of technological change 

(Winasis et al., 2021) and examines if engagement leads to transformational leadership's 

impact on broader digital transformation. 
 

H4: Employee engagement mediates the positive relationship between transformational 

leadership and digital transformation. 

 

3. Research Model & Framework 
3.1. Theoretical Underpinnings 

 

The research model is based on three theories, Digital Transformation Theory (Matt 

et al., 2015; Vial, 2019), which sees DT as a strategic organizational response to digital 

disruption; (02) Technology Adoption Theory (TAT) (Bass & Moore, 2011; Rogers, 2003), 

which serves as a basis for explaining how new technology is adopted; and (03) Innovation 

Culture (IC) (Damanik & Yuyu, 2019; West, 2004), which addresses the importance of 

culture in shaping innovation. Transformational Leadership Theory (Bass, 1985; Burns, 

1978) which is composed of four behavioral components, namely, individualized 

consideration, inspirational motivation, idealized influence and intellectual stimulation that 

facilitate the transformation of followers and Employee Engagement Theory (Kahn, 1990; 

Schaufeli & Bakker, 2004) which conceptualizes engagement as a positive, fulfilling work-

related state comprising vigor, dedication and absorption. 

 

These frameworks are integrated drawing on Social Exchange Theory (Blau, 1964) 

which assumes that employees will reciprocate positive behaviors, such as the use of digital 

tools and processes, by being more engaged and exhibiting greater organizational 

citizenship behaviors. Conservation of Resources Theory (Hobfoll, 1989) also clarifies why 

transformational leaders provide followers with personal and organizational resources: 

motivation, capability and psychological safety, which energize their digital change 

behaviors. 

 

3.2. Conceptual Model Variables 
Table 1 

Research Model Variables, Dimensions, and Hypotheses 
Variable Type Construct Dimensions Hypothesis Direction 

Independent 
Variable (IV) 

Transformational 
Leadership (TL) 

• Idealized Influence 
• Inspirational Motivation 
• Intellectual Stimulation 
• Individualized Consideration 

H1, H2 TL → EE → TL → DT 

Mediating 

Variable (MV) 

Employee 

Engagement (EE) 

• Cognitive Engagement 

 • Emotional Engagement  
• Behavioral Engagement 

H3 EE → DT 

Dependent 
Variable (DV) 

Digital 
Transformation (DT) 

• Technology Adoption 
• Process Digitization 

• Innovation Culture 
• Data-Driven Decision 

H4 (mediation) TL→EE→DT (indirect) 

Control Variables Contextual Factors • Org. size 

• Sector type 
• Years in service 
• Education level 

    - Controlled in regression 

 

3.3. Model Pathways and Rationale 
 

Transformational leaders inspire followers through shared vision, establishing role 

model behavior, stimulating creativity and providing individualized support. These 

behaviours reflects the three conditions of meaningfulness, safety, and psychological 

availability, which are required for employee engagement, as outlined by Kahn (1990). The 

relationship between transformational leadership (TL) and employee engagement (EE) has 
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been confirmed by many studies as significant e.g., (Alamri, 2023; Nugroho & Muslim, 

2024; Tanović, 2023; Tims, Bakker, & Xanthopoulou, 2011). 

 

Transformational leaders in Islamic Banking Sector change, build a shared vision for 

digitization and create an environment for technology adoption. These leaders help to 

create a culture of innovation, lessen resistance to change, and promote knowledge 

sharing, thereby directly influencing digital transformation readiness and progress 

(Cortellazzo et al., 2019; Mihardjo et al., 2019). 

 

Employees who are cognitively, emotionally and behaviorally engaged are more 

likely to be willing to learn new digital skills, experiment with new technologies and 

participate in process innovation. High engagement is related to organizational proactivity, 

adaptability, and innovation (Saks, 2006), all of which are essential for successful digital 

transformation. 

 

According to the indirect path model, the impact of transformational leadership (TL) 

on digital transformation (DT) is largely mediated by employee engagement (EE). Leaders 

who inspire and engage their employees effectively create a digitally ready workforce that 

proactively drives transformation initiatives. This mediation model is consistent with the Job 

Demands Resources (JDR) framework and Social Information Processing Philosophy and is 

the central theoretical contribution of this study. 

 

 
Figure 1: Conceptual Research Model and Mediation Framework 
 

4. Research Methodology 
 

The study used a quantitative cross-sectional survey design to explore the structural 

relationship between transformational leadership, employee engagement and digital 

transformation. This research design is suitable for analysing relationships between latent 

constructs and is commonly used in the study of leadership and organisational 

transformation (Creswell & Creswell, 2018; Hair et al., 2019). Employees of the Islamic 

Banking Sector of Pakistan with different organisational levels and banking institutions were 

targeted as a target group. To achieve answers from employees at various levels in the 

hierarchy, of various functions and from various organizational settings, a convenience 

sampling technique was adopted. The sample size was set at 150 respondents, following 

the guidelines of structural equation modeling (SEM) (Hair et al., 2019). The study 
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constructs were measured using established and validated instruments. Transformational 

leadership was assessed by means of the Multifactor Leadership Questionnaire (MLQ-5X) 

created by Bass and Avolio (1995), which consisted of 20 items across four subscales: 

idealized influence, inspirational motivation, intellectual stimulation, and individualized 

consideration. Employee engagement was measured with the Utrecht Work Engagement 

Scale (UWES-17) designed by Schaufeli and Bakker (2004) and consisting of 17 items 

measuring vigor, dedication, and absorption. Digital transformation was measured by 16 

adapted items based on Vial (2019) and Kattel and Mergel (2019) corresponding to the 

technology adoption, process digitization, data-driven decision making, and innovation 

culture. A five-point Likert scale was used to measure all the study variables. 

 

Demographic and control variables included age, gender, education, organizational 

tenure and organizational size. To ensure linguistic equivalence and clarity of the 

questionnaire, the measurement items were translated and subsequently back translated 

before the main data collection. A pilot study was also carried out to assess the clarity, 

reliability and content validity of the instrument, which included 30 respondents, and 

Cronbach’s alpha value of > 0.70 was used to determine acceptable internal consistency. 

Ethical issues have been considered during the research. Data collection was approved by 

the institutional ethics committee and participation was completely voluntary. Respondents 

were informed about the purpose of the study and were assured that their participation was 

anonymous and confidential. Informed consent was obtained from all participants before 

completing the questionnaire. The collected information was securely maintained and used 

exclusively for academic and research purposes. 
 

5. Data Analysis and Results 

5.1. Descriptive Analysis of the Sample 
 

Demographic characteristics of the respondents were examined to provide overview 

of study sample. 59.0% of the respondents were male while 41.0% were female. As far as 

age is concerned, about 73% of the respondents were less than 45 years old, indicating 

that a significant proportion of the respondents were drawn from the relatively young and 

middle-aged work force groups. As for the level of education, 65% of the respondents had 

16 years of schooling. Overall, the demographic profile suggests that the study was able to 

capture the responses from the professional educated workforce which was relevant to the 

study of transformational leadership (TL), employee engagement (EE), and digital 

transformation (DT) in the Islamic banking sector of Pakistan. 

 

5.2. Preliminary and Exploratory Analysis 
 

Before examining structural relationships, the measurement items were evaluated 

for the examination of the representation of the items to their respective constructs. The 

exploratory assessment was performed to determine the pattern of relationships between 

the indicators and to verify the association of all measurement items with the three factors: 

transformational leadership, employee engagement and digital transformation. The partial 

least squares structural equation modelling (PLS-SEM) software, SmartPLS 4, was then 

used to evaluate the proposed measurement and structural models. 

 

5.3. Measurement Model Assessment 
 

The measurement model was evaluated prior to the testing of the hypothesized 

structural relationships. The evaluation of reflectively measured constructs consisted of 

indicator reliability, internal consistency reliability, convergent validity, and discriminant 

validity as recommended in the PLS-SEM approach (Hair & Alamer, 2022; Hair et al., 2016; 

Henseler et al., 2009). Outer loadings were used to consider the reliability of indicators, and 

internal consistency was tested with Cronbach's alpha and composite reliability (CR) 

Average variance extracted (AVE) was used to establish convergent validity. 

 

The outer loadings reported varied from 0.614 to 0.923. While loadings around 

0.708 are preferred, indicators with loadings in the 0.40 to 0.70 range might be left in the 

composite if their exclusion does not significantly reduce composite reliability or AVE and if 

it is plausible to do so on theoretical grounds. Therefore, the relatively low loadings of Ab-1 

(0.614), DT-1 (0.659), and IS-2 (0.691) would not necessarily be considered as 
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measurement failure. Their retention, however, should be justified in terms of reliability of 

the construct, convergent validity and theoretical relevance. The composite reliability values 

showed that the values were above the desired 0.7 as recommended by Hair and Alamer 

(2022) while the AVE values presented were greater than 0.5 which served as an indicator 

of internal consistency and convergent validity. Finally, Cronbach's alpha should be 

interpreted as per the generally accepted criterion of around 0.70, and not 0.50. 

 

The heterotrait-monotrait ratio of correlations (HTMT) as proposed by Henseler et al. 

(2009) was used to check for discriminant validity. All the HTMT values were below the 

conservative 0.90 threshold level as indicated in Table 3. The highest correlation was 

between transformational leadership and employee engagement (0.783), followed by 

(0.536) between employee engagement and digital transformation, (0.438) between 

transformational leadership and digital transformation. The results show that the three 

constructs have good empirical distinctiveness. 
 

Table 3 

Heterotrait-Monotrait Ratio (HTMT) 
Construct Digital 

Transformation (DT) 

Employee 

Engagement (EE) 

Transformational 

Leadership (TL) 

Digital Transformation 

(DT) 

— 
  

Employee Engagement 
(EE) 

0.536 — 
 

Transformational 
Leadership (TL) 

0.438 0.783 — 

Note: HTMT values below 0.90 indicate adequate discriminant validity. 
Source: Authors' calculations using SmartPLS 4. 

 

The following measurement-model issue needs to be discussed prior to final 

submission: Currently the manuscript represents transformational leadership and employee 

engagement as reflective constructs, and digital transformation as a formative construct. If 

digital transformation is indeed identified as a formative construct in SmartPLS, then the 

measure quality is more dependent on the collinearity of indicators, outer weights and 

theoretical considerations for indicators, rather than Cronbach's alpha, composite reliability 

and AVE and HTMT. Therefore, it is important that the final manuscript ensures the 

evaluation procedure described in the manuscript is in line with the evaluation procedure 

described in the SmartPLS model. 

 

5.4. Collinearity and Indicator Assessment 
 

Variance inflation factor (VIF) was used to investigate collinearity. The outer loadings 

and VIF values for the indicators selected are presented in Table 4. Most of the VIF values 

were less than 3.0 which showed that there was no problem of collinearity.  

 

Table 4 

Indicator Loadings and Variance Inflation Factors 
Construct Indicator Outer Loading VIF 

Transformational Leadership (TL) IC-2 0.773 1.6  
IS-1 0.752 2.1  
IS-2 0.691 2.3 

Employee Engagement (EE) Ab-1 0.614 3.7  
Vi-1 0.923 1.4  
Vi-2 0.891 1.5 

Digital Transformation (DT) DT-1 0.659 2.9  
DT-2 0.803 1.9  
DT-3 0.757 2.5  
DT-4 0.812 1.9  
DT-5 0.825 1.7 

Source: Authors' calculations using SmartPLS 4. 

 

The VIF value of Ab-1 was 3.7, however. Therefore, it is not suggested that all the 

VIF values were less than 3.0. Even so, this VIF, 3.7, is below the liberal cut-off of 5.0 and 

is not indicative of serious collinearity problems. However, Ab-1 should be further explored 
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regarding potential overlap with other measures of employee engagement, in the context of 

a lower cut-off, which could approximate 3.0-3.3. 

 

Overall results indicate that the retained items have satisfactory measurement 

properties. The relatively lower loadings of Ab-1, IS-2 and DT-1, however, does not mean 

that they can be deleted and should be theoretically justified. For example, if indicators are 

deleted due to the statistical value alone, the contents' validity of the construct may be 

impacted. Thus, statistical considerations and conceptual domain represented by each item 

should be considered when deciding to keep or remove an indicator. 

 

5.5. Effect-Size Analysis 
 

To determine the relative contribution of each predictor to the variance of its 

corresponding endogenous construct, effect size (f²) was assessed. By following Cohen 

(1988), f2 values of around 0.02, 0.15 and 0.35 can be considered small, medium and 

large effects respectively. The results are shown in Table 5. 

 

Table 5 

Effect-Size Analysis 
Structural Relationship f² Effect Size 

Transformational Leadership → Employee Engagement 0.370 Large 
Employee Engagement → Digital Transformation 0.170 Medium 

Transformational Leadership → Digital Transformation 0.030 Small 

Source: Authors' calculations using SmartPLS 4. 

 

Results indicate that transformational leadership is a large effect on employee 

engagement (f² = 0.370) because the amount of variance of the leadership behavior is an 

important contribution to the variance in employee engagement. For the dimension of the 

impact of employee engagement on digital transformation (f² = 0.170), the involvement, 

commitment and readiness for employees to contribute to digital transformation is in the 

medium range. In comparison, the direct effect of transformational leadership on the digital 

transformation is small (f² = 0.030). This pattern suggests that transformational leadership 

not only plays a direct role in digital transformation but that a significant part of its impact 

might be through employee pathways, specifically employee engagement. 

 

It should be noted that the f² results by itself does not constitute mediation. The 

direct and indirect effects should be assessed based on the magnitude of the indirect effect 

obtained by bootstrapping. The mediation effect of employee engagement is, therefore, 

tested in structural-model analysis. 

 

5.6. Structural Model Assessment and Hypothesis Testing 
 

After measuring model satisfactory assessment, the structural model was tested to 

investigate the posited relationships between TL, EE, and DT. The PLS-SEM procedure was 

followed in the assessment of the structural models by considering collinearity, path 

coefficients, effect sizes, coefficient of determination (R2) and the predictive relevance and 

the statistical significance of direct and indirect relationships. The significance of the 

hypothesized paths (Hair Jr et al., 2017) was determined by bootstrapping in Smart-PLS 4. 

 

Results of hypothesis testing can be found in Table 6. When considering the 

relationship between transformational leadership and employee engagement, H1 was 

supported as the analysis revealed that transformational leadership had a positive and 

statistically significant effect on employee engagement (β = 0.569, t = 7.205, p < 0.001). 

For H2, direct and positive impact of digital transformation was also a statistically significant 

path coefficient (β = 0.354, t = 4.190, p< 0.001). Moreover, there was a positive and 

statistically significant mediation effect of employee engagement in the relationship 

between transformational leadership and digital transformation (β = 0.276; t = 2.942; p = 

0.004). 

 

The findings thus indicate that there is a positive relationship between 

transformational leadership and employee engagement as well as digital transformation in 

the Islamic banking industry of Pakistan. The considerable indirect effect additionally 
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suggests that employee engagement is a relevant mechanism that through which 

transformational leadership plays a role in digital transformation. When leaders 

communicate an inspiring vision, inspire innovation and provide individual employee 

support, they can create employee engagement, which can ultimately increase their 

technology readiness to change a business. 

 

Table 6 

Structural Model and Hypothesis Testing 
Hypothesis Structural Relationship β t-value p-value Decision 

H1 TL → EE 0.569 7.205 < 0.001 Supported 
H2 TL → DT 0.354 4.190 < 0.001 Supported 
H3* TL → EE → DT 0.276 2.942 0.004 Supported 

Note: β = standardized path coefficient. For the mediation relationship, β represents the specific 
indirect effect. 
Source: Authors' calculations using SmartPLS 4. 

 

The simultaneous effects of the direct path (transformational leadership → digital 

transformation) and indirect path (transformational leadership → employee engagement → 

digital transformation) are consistent with a partial mediation, if the path (employee 

engagement → digital transformation) is also statistically significant in the estimated 

structural model. So, direct and indirect, transformational leadership appears to be playing 

a role in digital transformation. 

 

Verification of Structural Model Quality 
 

The quality of the structural model is determined according to the following criteria: 

R-square, the coefficient of determination (R2) and predictive relevance (Q2) 

 

Table 7 

Model Diagnostics 
 R-square R-square adjusted Q2  predict 

DT 0.173 0.169 0.085 

EE 0.323 0.318 0.258 

 

To evaluate the explanatory power of the structural model the coefficient of 

determination (R²) was examined. The R2 value on 0.323 shows that TL explains 32.3% of 

the variance of EE as shown in Table 7. Variance obtained implies that the transformational 

leadership is meaningful in explaining the difference in the employee’s engagement in 

Islamic banking sector of Pakistan. Similarly, R2 value of digital transformation (DT) is 

0.173 indicating that the predictors in the structural model accounted for 17.3% of the 

variance in digital transformation. The value is considered to have a relatively low degree of 

explanatory power, but still has strong significance, because digital transformation is a 

multi-dimensional phenomenon, which would also include other factors not included in this 

current model (technological readiness, organisational culture, digital competencies, 

financial resources, regulatory environment, innovation orientation, etc.) (Hair et al., 2019). 

 

It then becomes important to understand that the relatively low value of the R² of 

the model of digital transformation does not necessarily indicate a weak model but the 

phenomenon under study. Digital transformation is a complex process in terms of 

organization; it is not just about leadership and employee related factors. However, the 

statistically significant relationship between transformational leadership, employee 

engagement and digital transformation suggests a relevant link between these constructs 

and the organizational mechanisms that play a role in the process of digital transformation 

in the context of Islamic banking in Pakistan. Employee engagement showed a higher 

explanatory power, revealing that transformational leadership is an important antecedent to 

the involvement and commitment of employees; while digital transformation might span 

across a larger range of organizational, technological and environmental dimensions. Not 

only that, but the results also corroborate with the proposed theoretical relationships; 

moreover, it indicates that some other factors determining the digital transformation might 

require further study. 
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The predictive relevance of the model was assessed using Q² values as well. In 

accordance with the literature of PLS-SEM, Q² values > 0 indicate that the model is 

predictive regarding the respective endogenous constructs (Hair & Alamer, 2022). As shown 

in Table 7, the endogenous constructs, namely digital transformation (Q2 = 0.085) and 

employee engagement (Q2 = 0.258) have positive Q2 values. The higher value of Q2 for EE 

as compared to the digital transformation construct indicates that EE construct is more 

predispositive. The overall proposed model is found to be of acceptable explanatory and 

predictive relevance as revealed by the positive value of Q² and statistically significant 

structural relationships and reported R2 value in the context of Islamic banking sector of 

Pakistan. 

 

5.7. Discussion 
 

The findings of the study provide some valuable insights related to the relationship 

between transformational leadership (TL), employee engagement (EE) and digital 

transformation (DT) in the Islamic banking context in Pakistan. Overall, the results suggest 

that transformational leadership is an important factor in the enhancement of employee 

engagement and digital transformation. This finding underscores the importance of 

managing digital transformation as a process of organizational and behavioral 

transformation, not only technological change, but to do so effectively requires adequate 

leadership and employee engagement. Transformational leaders can help this change 

happen by establishing a clear vision, asking employees to consider new ways of doing 

things, offering personalized support, and establishing a climate where employees are 

confident to use new technologies. The positive correlation between transformational 

leadership and employee engagement confirms the findings of earlier studies that showed 

that positive leadership styles like supportive, inspirational and empowering behaviors, 

have a positive effect on employees' cognitive, emotional and behavioral engagement with 

their work (Kwarteng et al., 2024; Van der Voet & Steijn, 2021; Yao et al., 2023). Similarly, 

the positive relationship between transformational leadership and digital transformation is 

consistent with the idea that leadership is crucial in setting the stage for technological 

transformation in organizations (Ly, 2024). 

 

The positive influence of transformational leadership towards digital transformation 

can be understood based on the four dimensions of transformational leadership. Idealized 

influence helps leaders become credible and trusted, which can minimize uncertainty about 

the technological changes, and induce employees to accept the changes of the organization 

(Bass & Riggio, 2006). Intellectual stimulation helps staff to question existing practice, think 

creatively and try out new ways of working using technology (Gilmore et al., 2013; Khan & 

Khan, 2019). Inspirational motivation helps leaders to share an inspiring vision on how 

digital technologies can bring better banking operations, service, efficiency and 

competitiveness (Al Dari et al., 2018). Furthermore, by utilizing individualized 

consideration, managers can recognize that employees may have different technological 

competencies and provide them with the appropriate type of mentoring, training, and 

development (Bass & Riggio, 2006; Yukl et al., 2019). When combined, the leadership 

attributes can help establish a culture where employees are more likely to embrace and 

support digital transformations. 

 

The mediation role of employee engagement between transformational leadership 

and digital transformation is one of the main findings of this study. The finding shows that 

while digital transformation is not exclusively driven by transformational leadership, it is 

also driven by the employees psychological and behavioural engagement, to an extent. 

Transformational leaders who know how to recognize the employees' contribution, give 

opportunities for development, clearly communicate organizational objectives and involve 

employees in decision making can strengthen the relationship between the employees and 

the organization by employees' sense of value and attachment to the organization. In turn, 

committed employees are better equipped to acquire new digital competencies, adjust to 

new job demands, try new technology and proactively contribute to organizational change. 

This is consistent with the results of studies, which emphasized the importance of employee 

flexibility, capabilities, and engagement during times of technological change (Ly, 2024). It 

also highlights the significance of technology infrastructure as well as motivational and 

behavioural factors affecting how much employees will be willing to implement new 

technology in organisations that wish to embark on the journey of digital transformation. 
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The Social Exchange Theory is a useful conceptual framework to explain this 

intervening process. According to the theory, if there are positive interactions between an 

employee and their organisation, then there will be a mutual commitment. By fostering a 

sense of support, recognition, development, and fairness, employees are more inclined to 

reciprocate with commitment and work engagement. In the digital transformation context, 

this can manifest itself in employee's readiness to engage in digital transformation 

initiatives, learn new skills, share knowledge and put in extra energy to support the 

adoption of digital systems. Thus, the results confirmed that employee engagement is a 

crucial behavioral mechanism whereby transformational leadership contributes to the digital 

transformation. The study reveals that the quality of leadership does not always result in 

change in the organization, but it is significant to understand how a person responds to a 

leader and how he/she responds in terms of transformation. 

 

These results have important implications for Islamic banks' managers in several 

respects. First, leadership development must be included in the digital-transformation 

efforts. Banks need to build managers' skills to effectively share a digital vision, promote 

staff learning, foster innovative thinking, and engage staff in decisions around 

transformation. More leadership-development programmes, mentoring, coaching and 

ongoing managerial training may be needed to reinforce these skills. Second, employee 

engagement needs to be actively managed throughout the digital-transformation process. 

Structured mechanisms can be established in Islamic banks for their employees to give 

their feedback on digital systems, take part in the redesign of work processes, offer 

innovative solutions, and voice any problems they encounter when they are using digital 

systems. Performance systems and award programs should also include employees who 

help positively contribute to digital efforts. These can help to build staff engagement and 

minimize resistance to the new technology. 

 

Islamic banks should make a change in HR, organizational culture and technological. 

Digital transformation should not be only the responsibility of information technology units 

but should be coordinated between various departments as well. By bringing together cross 

functional teams of employees from operations, customer services, human resources, 

compliance, finance and technology, digital solutions that reflect the actual needs in 

operations can be achieved and knowledge sharing can be enabled. There should also be a 

steady progression of digital skills to make sure that employees are at ease with the new 

technology in banking. On an organizational level, banks should foster experimentation, 

share knowledge, collaboration, and continuous learning and invest in robust digital 

infrastructure, data-management capacities and cybersecurity. Leaders must ensure that 

technological investments are clearly related to the organizational goal, and the staff 

understand the connection between digital investments and quality of service, operational 

efficiency, innovations and long-term competitiveness. Progress in transformation can also 

be monitored using performance indicators, and a list of what needs more managing or 

staffing can be identified. 

 

Theoretically, the study contributes to existing literature by integrating the 

Transformational Leadership Theory (TLT) and Social Exchange Theory (SET) in the field of 

digital transformation. Much of the traditional transformational literature has focused on 

employee performance, commitment, innovation and organizational citizenship behavior. 

The current results add to this view by providing evidence of the transformational 

leadership in the context of technology-initiated transformation in organizations. The study 

also contributes by introducing employee engagement as an explanatory mechanism in 

between leadership and digital transformation. This offers a more in-depth theoretical 

account of the connection between transformational leadership and organizational results. 

Transformational leaders may not only change the direction of the organisation but also 

have an impact on employees' attitudes and behaviours, consequently affecting the success 

of organisational change. 

 

The study also adds to the growing literature on leadership for digital transformation 

in organizations by showing that the well-known transformational leadership behaviors are 

still relevant in the context of technology-intensive organizations. Idealized influence can 

help to build trust during uncertain times, inspirational motivation can foster a shared 
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commitment to a digital vision, individualized consideration can facilitate employees' 

acquisition of the skills needed for technologically evolving workplaces, and intellectual 

stimulation can inspire experimentation and innovation. Importantly, these dimensions are 

not intended to be a special type of “digital leadership,” but rather leadership behaviours 

that are very applicable in a digital-transformation context. The study makes two 

contributions to literature: it extends the Transformational Leadership Theory by providing 

insights on how transformational leadership is indirectly related to digital transformation 

through employee engagement and it provides a foundation for future research on other 

psychological and organizational mechanisms through which transformational leadership is 

indirectly related to digital transformation. The findings are of great importance for the 

Islamic Banking Sector of Pakistan, as they would require being further digitalized, where 

the investment in technology, employees' preparedness, organizational learning and 

workforce engagement become key. 

 

6. Conclusion 
 

The present study aimed to explore the relationship between transformational 

leadership (TL) and digital transformation (DT) based on the mediating role of employee 

engagement (EE) in Islamic banking sector in Pakistan. The results support the positive role 

of the transformational leadership in digital transformation and that employee engagement 

is one of the important channels to convey this effect. Transformational leaders who 

embody idealized influence, inspirational motivation, intellectual stimulation, and 

individualized consideration can foster increased employee engagement in organizational 

change, a greater openness to new technologies, and active engagement in digital 

initiatives. Thus, employee engagement is a significant mediator and indicates that 

successful digital transformation is not only about technological investments but also about 

the willingness, motivation, and engagement of employees. In this sense, the study 

emphasizes the need to establish leadership behaviors and practices that motivate 

employees, drive learning, decrease resistance to change, and foster a workplace that 

empowers employees to embrace digital transformation efforts. 

 

Theoretically, the study adds to the literature by aligning the concepts of 

Transformational Leadership Theory and Social Exchange Theory to understand how 

leadership behavior can create a digital transformation via employee engagement. Social 

Exchange Theory also suggests that when employees feel supported, recognised, guided 

and developed by their leaders, they in turn will be more motivated to respond by being 

more committed and involved in their work. Thus, transformational leadership can foster a 

positive relationship between the leader and employee which can in turn lead to employees 

putting in more effort to change the organization and adopt new technology. The study thus 

advances leadership literature in that it highlights the transformational leadership can have 

on digital transformation not only directly, but also indirectly via employees’ psychological 

and behavioural involvement. In the light of the digital transformation in the Islamic 

banking sector of Pakistan, where technological readiness is constantly growing, the current 

contribution becomes significant as it underscores the importance of aligning the technology 

with employee readiness, organizational learning, and supportive leadership. 

 

The results also have practical implications in the context of Islamic banking and 

how it can enhance its digital transformation. Bank managers need to invest in leadership 

development initiatives that enhance managers' skills in articulating digital vision, fostering 

innovation, offering a personal touch, and engaging staff in organizational transformation. 

Meanwhile, Islamic banks should facilitate the engagement of their employees through 

training, recognition, including in digital projects, ongoing communication, and training in 

digital skills. The relatively modest variance explained in the case of digital transformation 

(R² = 17.3%) suggests that there are other factors of the organization, technology and 

environment that can impact the results of digital transformation. Study is also restricted 

with only a few Islamic Banks of Pakistan and has adopted cross-sectional quantitative 

design. It is therefore recommended that further research should be conducted in order to 

explore other aspects like digital readiness, organizational culture, technological capability, 

digital leadership, innovation climate and resistance to change. Comparative studies 

between Islamic and conventional banks, different regions, or different countries also would 

increase the generalizability of the findings. Longitudinal, qualitative and mixed-method 
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studies are also recommended to gain deeper insight into the impact of transformational 

leadership and employee engagement on digital transformation over time. 
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