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Abstract

This study investigates the impact of transformational leadership on employee
engagement and performance in second-tier banks in East Kazakhstan. Guided by
research questions on how transformational leadership affects employee engagement
and performance, and the mediating role of engagement. Data from 36 valid
observations were analyzed using Partial Least Squares Structural Equation Modeling
(PLS-SEM).

The results show that transformational leadership significantly enhances
employee engagement, and higher employee engagement improves performance.
Unexpectedly, transformational leadership has a negative direct effect on performance.
Employee engagement fully mediates the relationship between transformational

leadership and performance.

This study contributes to the literature by elucidating the complex relationships
between leadership, engagement, and performance, and offers practical insights for
improving leadership practices in banks. Future research should explore larger, more

diverse samples and other contextual factor



CHAPTER |

INTRODUCTION

1.1 Introduction

Employee engagement is increasingly acknowledged as a crucial factor impacting
organizational success. Engaged employees are not only more efficient but also demonstrate
higher levels of commitment and loyalty to their organizations. As Baumuk (2004) stated,
“Engaged employees feel more connected to the business, its performance, and its

leadership”.

Transformational leadership, which inspires and motivates employees, is key to fostering
high engagement and performance. Transformational leaders can enhance employees'

commitment and reduce turnover.

This study examines the role of transformational leadership in driving employee
engagement and its impact on employee performance in second-tier banks in East
Kazakhstan. By exploring these relationships, the research aims to provide insights into

effective leadership strategies for improving organizational outcomes.

The following sections will present the background theories, research questions, and

specific objectives guiding this investigation.

1.2 Background Theories

This study is based on two key theoretical frameworks: transformational leadership

theory and employee engagement theory. These frameworks help explain how leadership
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behaviors influence employee attitudes and performance, addressing issues of staff turnover

and performance enhancement.

Transformational leadership, introduced by Burns (1978) and further refined by Bass
(1985), involves leaders who inspire and motivate employees to exceed their self-interests
for the benefit of the organization. This leadership style is characterized by leaders acting as
ethical role models, articulating a compelling vision that motivates employees, encouraging
innovation and creativity, and providing personalized support and development
opportunities. These behaviors collectively help create an environment that enhances

employee engagement and drives organizational success.

Employee engagement, introduced by Kahn (1990), refers to the emotional and
intellectual commitment of employees to their organization, resulting in higher performance.
This engagement is driven by the meaningfulness of the work, where employees find their
tasks significant; a sense of safety, where employees feel secure to express themselves; and
availability, where employees have the necessary resources to fully engage in their roles.

These factors collectively foster a committed and productive workforce.

Combining these theories provides a comprehensive framework for understanding how
transformational leadership influences employee engagement and performance.
Transformational leaders create conditions for high engagement, leading to improved

commitment, productivity, and reduced turnover.

This study aims to enhance theoretical understanding and offer practical insights for

organizations to improve employee retention and performance through effective leadership.

1.2Problem statement
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High staff turnover is a significant economic challenge that disrupts organizational
stability and incurs substantial costs. Retaining employees and enhancing their performance
is crucial for organizational success. Employee engagement is key to reducing turnover and

boosting performance, but its determinants need further exploration.

Transformational leadership is a potential driver of engagement. However, its impact on
employee engagement and performance, especially in second-tier banks in Kazakhstan, is
not well understood. This study investigates how transformational leadership influences
employee engagement and performance, aiming to provide insights to help organizations

retain talent and enhance performance, thereby addressing staff turnover.

1.4 Research Questions
The study is guided by the subsequent research questions:

1. Does transformational leadership impact employee engagement in second-tier banks
in Kazakhstan?

2. Does employee engagement impact employee performance in second-tier banks in
Kazakhstan?

3. Does transformational leadership impact employee performance in second-tier banks
in Kazakhstan?

4. Does employee engagement mediate the relationship between transformational

leadership and employee performance in second-tier banks in Kazakhstan?

1.5 Research Objectives
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The main goal of this research is to investigate how transformational leadership,
employee engagement, and employee performance interrelate among employees of second-
tier banks in East Kazakhstan. The specific objectives are formulated in accordance with the

research questions:

1. To investigate the impact of transformational leadership on employee engagement in
second-tier banks in Kazakhstan.

2. To investigate the impact of employee engagement on employee performance in
second-tier banks in Kazakhstan.

3. To investigate the impact of transformational leadership on employee performance in
second-tier banks in Kazakhstan.

4. Toinvestigate the mediating role of employee engagement in the relationship between

transformational leadership and employee performance.

1.6 Contributions

This research strives to offer substantial contributions both theoretically and practically.
On a theoretical level, it seeks to deepen the understanding of the impact of transformational
leadership on employee engagement and performance, with a specific focus on second-tier
banks in Kazakhstan. By integrating concepts from transformational leadership and
employee engagement theories, this research provides a comprehensive framework for

examining these relationships.

Practically, the discoveries of this research paper could be invaluable for bank managers
and chiefs in Kazakhstan and similar contexts. By understanding the pivotal role of
transformational leadership in enhancing employee engagement and performance,
practitioners can implement more effective leadership development programs. As a result,
this could enhance how well the organization performs and its competitive advantage.

13



In summary, through rigorous analysis and empirical investigation, this study hopes to

provide insights that are both academically robust and practically relevant.

14



CHAPTER I

LITERATURE REVIEW

2.1 Introduction

The literature review offers a thorough analysis of the primary theories and empirical
studies that are pertinent to the comprehension of transformational leadership, its influence

on employee performance, and its function as a determinant of employee engagement.

2.2 Employee engagement

According to research from the Harvard Business Review, high level of employee
engagement is the third most influential factor in business success. Over the past few
decades, researchers have come to conclusions that a high level of employee engagement
leads to employee and company productivity, increases investment in human capital and

reduces the cost of employee turnover.

Since there is no universal definition of employee engagement, authors have described
the term employee engagement differently. Kahn (1990) initially defined employee
engagement as the process of organization members fully involving themselves in their work
roles. He identified three primary dimensions necessary for achieving employee
engagement: psychological meaningfulness, psychological safety, and psychological

availability.

Meaningfulness indicates how well employees comprehend the impact of their work
on the organization's goals. Safety pertains to the degree of psychological safety employees
experience at work, including their freedom to voice opinions and ideas. Availability
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pertains to how prepared employees are to carry out their tasks, encompassing physical,

mental, and emotional readiness.

Employee engagement is often described as a profound emotional and intellectual
commitment to the organization (Baumruk, 2004; Richman, 2006), or as the voluntary extra
effort employees put into their work (Frank et al., 2004). Despite its multifaceted nature,

Truss et al. (2006) simply define employee engagement as a “passion for work™.

One of the issues of any organization knowing the significance of employee
engagement is measuring employee engagement. In the 1990-s, Gallup developed a survey,
a set of 12 questions called Q12. Gallup's extensive research over several decades has
consistently shown that a specific set of 12 items are the most effective survey questions for

measuring employee engagement.

2.3 Transformational leadership

Transformational leadership is described as a leadership style that reshapes
employees' norms and values, motivating them to exceed their performance expectations
(Yukl, 1989). This type of leadership emphasizes increasing the involvement of followers
in achieving organizational goals, thereby fostering long-term employee engagement (Bass,
1994). A crucial aspect of transformational leadership is the pursuit of change that benefits
both individuals and the organization. Leaders who promote change can persuade their

subordinates to embrace their vision and direction.

Transformational leadership functions as a conduit between leaders and followers,
enabling a comprehensive understanding of the followers' interests, values, and motivations
(Bass, 1994). It assists followers to attain their objectives within the organizational context
and encourages them to be adaptable and expressive in response to new and enhanced

practices and changes in their environment (Bycio et al., 1995).
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2.4 Employee performance

Employee performance is a central concern for organizations worldwide, as it directly
impacts productivity, efficiency, and ultimately, the achievement of organizational
objectives. In understanding the concept of employee performance, scholars have offered

various definitions and perspectives.

Robbins (2010) defines employee performance as the quality and quantity of work
produced by an employee in fulfilling their assigned responsibilities. This definition
emphasizes both the output (quality and quantity) and the alignment with assigned
responsibilities, highlighting the multifaceted nature of performance evaluation. Campbell
et al. (1993) elaborate on the notion of performance, stating that “Performance is what the

organization hires one to do, and do well”.

However, it is important to acknowledge that performance is influenced not just by
the actions taken but also by the processes of judgment and evaluation (llgen & Schneider,
1991; Motowidlo, Borman, & Schmit, 1997). These processes entail subjective assessments
of an individual's actions in relation to organizational goals and standards, highlighting the

subjective nature of performance appraisal.

Moreover, Campbell et al. (1993) highlight the importance of measurability in
defining performance, suggesting that only actions that can be scaled or measured are
considered to constitute performance. This emphasis on measurability underscores the need
for objective criteria and metrics in assessing employee performance, facilitating fair and
consistent evaluations across individuals and roles. Therefore, the assessment of
performance is essentially an objective and systematic process aimed at collecting,
analyzing, and utilizing data to determine the efficiency and effectiveness of employees'

responsibilities and achievement of goals.
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2.5 Relationship between transformational leadership, employee engagement

and employee performance

Transformational leadership, characterized by inspirational motivation, idealized
influence, intellectual stimulation, and individualized consideration, has been extensively
studied for its impact on various organizational outcomes. Research indicates that
transformational leaders significantly influence employee engagement by fostering a
supportive and motivating work environment. Bass and Riggio (2006) assert that
transformational leaders motivate and inspire employees by creating a compelling vision,
which enhances their level of engagement and commitment to organizational goals. Kark
and Shamir (2002) found that transformational leadership positively correlates with higher
levels of employee engagement, as leaders who exhibit transformational behaviors are likely

to cultivate a sense of purpose and belonging among employees.

Employee engagement is a critical factor influencing employee performance. Saks
(2006) highlighted that employee engagement is a strong predictor of organizational
performance, including productivity and profitability. The study by Harter, Schmidt, and
Hayes (2002) further supports this, demonstrating that high levels of employee engagement
are associated with superior employee performance outcomes, such as increased customer

satisfaction, reduced turnover, and enhanced operational efficiency.

Transformational leadership is also directly linked to employee performance. Leaders
who adopt a transformational approach tend to empower employees, encouraging innovation
and creativity, which can result in higher performance levels. Avolio, Walumbwa, and
Weber (2009) noted that transformational leaders positively impact employee performance
by promoting a culture of trust and collaboration. Studies by Wang, Oh, Courtright, and
Colbert (2011) have shown that transformational leadership is positively associated with

both individual and organizational performance, suggesting that transformational leaders
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can achieve superior performance outcomes. The review of literature on various

relationships leads to the formulation of the research hypothesis.

H1: Transformational leadership impacts employee engagement.
H2: Employee engagement impacts employee performance.

H3: Transformational leadership impacts employee performance.

2.6 The mediating role of employee engagement

The mediating role of employee engagement in the relationship between
transformational leadership and employee performance is a critical area of investigation.
Several studies suggest that the positive effects of transformational leadership on employee
performance are, in part, mediated by employee engagement. For instance, Breevaart et al.
(2014) discovered that transformational leadership enhances employee engagement, which
in turn, leads to improved performance outcomes. This mediating effect is supported by the
Job Demands-Resources (JD-R) model proposed by Bakker and Demerouti (2007), which
posits that job resources provided by transformational leaders, such as support and

autonomy, foster employee engagement, thereby enhancing performance.

In summary, the literature consistently demonstrates a significant interrelationship
between transformational leadership, employee engagement, and employee performance.
Transformational leaders enhance employee engagement by creating a motivating and
supportive work environment, which leads to higher levels of employee performance.
Furthermore, employee engagement serves as a crucial mediator in this relationship,
amplifying the positive impact of transformational leadership on performance. Thus the

fourth hypothesis is formulated:
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H4: Employee engagement mediates the relationship between transformational leadership

and employee performance.

Figure 1: Research Model

Employee
engagement
h1 h2
h3
Transformational i Employee
leadership ' performance

Source: computed by the author.
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CHAPTER I

RESEARCH METHODOLOGY

3.1 Research design

This study utilizes a quantitative methodological approach to provide a
comprehensive understanding of the interrelationships between transformational leadership,
employee engagement, and employee performance. SmartPLS software was employed to

analyze the data in our study.

Creswell (2005) explains that correlational designs enable researchers to forecast
scores and elucidate the relationships among variables through statistical tests that measure
the degree of association between two or more variables. Given the research objectives, a

correlational research design was considered suitable.

3.2 Sample and data collection

This study involves a population of employees working in second-tier banks in East
Kazakhstan. A non-probability sampling method, specifically convenience sampling, was
conducted due to its practicality and ease of access to participants. While convenience
sampling can introduce biases, it is often used when other sampling methods are impractical.

An effort was made to gather a sample that is as representative as possible of the population.

Primary data, according to Ochola (2007), is information gathered by the researcher
directly for the aim of the study. Primary data were chosen for use in our study, and data
were collected by administering a questionnaire (Appendix A), which is a common method

within survey research. This approach was selected to obtain detailed and specific responses
21



from employees working in second-tier banks in East Kazakhstan. The use of a questionnaire
allowed for the efficient gathering of quantitative data on various aspects of employee
engagement, leadership styles, and employee performance. By employing this method, we
aimed to ensure that the data collected were relevant and comprehensive, providing a solid

foundation for subsequent analysis.

The survey involved 50 employees from second-tier banks in Kazakhstan, with data
collected face-to-face to ensure higher response rates and accuracy. Out of the 50 surveyed
employees, 36 valid observations remained after data screening. The response rate for the
survey was calculated to be 72%, which is considered high for face-to-face data collection
methods. The data screening process involved checking for incomplete responses and

outliers that could skew the results.

Ethical considerations were addressed by ensuring confidentiality and anonymity of
the participants. All participants provided informed consent and were assured that their

responses would be used exclusively for academic purposes.

Despite the advantages of convenience sampling, it is important to know its
limitations. The findings from this sample may not be generalizable to all employees in
second-tier banks across Kazakhstan due to potential biases inherent in this sampling

method.

3.3 Data collection procedure

The data collection for this study involved administering a comprehensive
questionnaire in person to measure employee engagement, leadership style, and employee

performance among employees working in second-tier banks in East Kazakhstan. The
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questionnaire for employees was structured into three distinct sections to ensure clarity and

ease of response for participants.

The first section collected demographic and background information from the
respondents, including gender, marital status, age, and educational background. This
information was crucial for understanding the demographic profile of the sample and for

analyzing potential demographic influences on employee engagement and leadership style.

Employee engagement was measured using the Gallup Q12, a well-established tool
in organizational research. The Gallup Q12 consists of 12 questions that assess various
dimensions of employee engagement, such as job satisfaction, commitment, and
involvement. Participants indicated their level of agreement with each statement using a 5-
point Likert scale, which ranged from "strongly disagree" to "strongly agree. These
questions provided a reliable measure of how engaged employees were in their work and

with their organization.

The third section focused on measuring leadership style using the Multifactor
Leadership Questionnaire (MLQ). The MLQ evaluates different leadership behaviors,
particularly transformational and transactional leadership styles. This section included
questions that allowed employees to rate their perceptions of their leaders' behaviors and
leadership effectiveness. Participants assessed their agreement with each statement on a 5-
point Likert scale, spanning from "not at all" to "frequently, if not always". This provided a
comprehensive evaluation of leadership behaviors and their impact on employee

engagement.

Employee performance was assessed separately using an employee performance
questionnaire for employers constructed for second-tier banks. This questionnaire provided

quantifiable measures of various performance aspects, including productivity, goal
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attainment, and overall job performance. By using the questionnaire, the study aimed to

obtain objective performance data.

The questionnaire was administered in person to ensure high response rates and
immediate clarification of any questions. Prior to distribution, it was pre-tested with a small
group of employees to ensure clarity and make any necessary adjustments. Participation in
the survey was voluntary, with confidentiality assured to encourage honest and accurate

reporting.

In summary, the structured approach to data collection, using well-known and
validated instruments such as the Gallup Q12 and MLQ, along with a specifically designed
employee performance questionnaire, provided a comprehensive and reliable dataset for
analyzing the interrelationships among transformational leadership, employee engagement,

and employee performance.

3.4 Data analysis

The model evaluation in this investigation was conducted using SmartPLS 4.1.02
software (Ringle, Wende, & Will, 2005). Hair et al. (2014) used partial least squares
structural equation modeling (PLS-SEM) to analyze the quantitative data, a critical
instrument in business and social science research for effectively managing small sample
sizes and non-normal data. PLS-SEM was chosen over other analytical methods because of

its reliability with reduced sample sizes and its ability to handle complex models.

The analysis procedure of PLS-SEM is divided into two phases: the specification of the
measurement model and the evaluation of the structural model (Ringle et al., 2018; Wong,
2013). The measurement model specification guarantees that only constructs with composite
reliability (CR), discriminant validity, convergent validity, and robust indicator loadings are
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included in subsequent analyses. The path coefficients are evaluated and their significance
Is tested during the structural model assessment.

The subsequent procedures comprised the data analysis process:

1. Data Preparation: Initial data screening was performed to check for missing values
and outliers. Descriptive statistics were calculated to understand the basic
characteristics of the data.

2. Measurement model specification: Indicator reliability is assessed through factor
loadings, requiring loadings greater than 0.70. Cronbach's alpha or Composite
Reliability (CR) are employed to assess internal consistency reliability, both needing
values above 0.70. Convergent validity ensures indicators correlate well within a
construct, assessed by Average Variance Extracted (AVE) which should be 0.50 or
higher. The Heterotrait-Monotrait Ratio (HTMT) is employed to verify discriminant
validity, thereby guaranteeing that each construct is distinct from the others in the
model.

3. Structural Model Assessment: Path coefficients were calculated to evaluate the
relationships between constructs. The significance of these coefficients was

determined using the Bootstrap resampling method.

PLS-SEM is widely used for data analysis in empirical studies within the knowledge
management literature (Shujahat et al., 2018). The use of bootstrapping allows for robust
significance testing, providing confidence in the reliability of the path coefficients and their

respective t-values.
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CHAPTER IV

DATA ANALYSIS AND FINDINGS

4.1 Introduction

This chapter presents the data analysis, conclusions, and interpretations. It includes
the demographic information of the respondents and analyzes data based on the study's
research objectives. The analysis investigates the impact of transformational leadership on

employee performance, with employee engagement acting as a mediator.

4.2 Demographic profile of respondents

Gender. As shown in Table 1, the most of the respondents are female, making up

nearly 89% of the total respondents, while males constitute about 11%.

Age. The majority of respondents, accounting for 50%, are between the ages of 28
and 37 years. The next largest age group is 38 to 47 years (44.44%), with a small proportion
aged 47 years and older (5.56%).

Family status. A significant majority of the respondents are married (72.22%), while

the remaining 27.78% are single, as detailed in Table 1.

Education Degree. The predominant educational attainment among the respondents
is a bachelor's degree (83.33%), with smaller percentages having a college diploma
(11.11%) and a master's degree (5.56%).
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Position. Most respondents occupy specialist positions (94.44%), with only a few
holding managerial roles (5.56%).

Work Experience. Most of the respondents, 66.67%, have between 2 to 5 years of

work experience. Equal proportions of respondents have 6-9 years, more than 10 years, and
up to 1 year of experience, each constituting 11.11%.

Table 1. Demographic characteristic of respondents
Demographic ey Female — 32 (88.89%)
characteristic

Male — 4 (11.11%)

Age 28-37: 18 (50%)

38-47: 16 (44.44%)
47 years and older: 2 (5.56%0)

Family Status Married — 26 (72.22%)
Single — 10 (27.78%)

Education Degree Bachelor’s degree — 30 (83.33%)

Secondary special education (college) - 4 (11.11%)
Master’s degree — 2 (5.56%)

Position Specialist — 34 (94.44%)
Manager — 2 (5.56%0)

Work 2-by — 24 (66.67%)
Experience  6-9y —4 (11.11%)
More than 10y — 4 (11.11%)
Uptoly —4(11.11%)

Source: computed by the author.
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The typical respondent in this dataset is a female aged between 28 to 37 years,
married, with a bachelor's degree, working as a specialist, and having 2 to 5 years of work
experience. This profile represents the majority demographics across all measured variables

as presented in Table 1.

4.3 Measurement model assessment

The primary objective of the measurement model evaluation is to evaluate the
reliability and validity of the constructs involved in the study: transformational leadership,
employee engagement, and employee performance. This evaluation is crucial to ensure that

the constructs are measured accurately and consistently.

Indicator reliability is assessed through factor loadings (see Appendix B). Initially,
there were 39 indicators, but 12 were removed because their loadings were below the
suggested value of 0.70. Consequently, 27 indicators remained in the model. Among these,
two indicators—EE5 (0.575) and EP3 (0.628)—were retained despite being below the
threshold, as their inclusion is justified by the literature. All other factor loadings for each

latent variable exceeded the threshold of 0.70.

Convergent validity is the degree to which multiple items that are employed to assess
the same construct are consistent. As illustrated in Table 2, this is typically evaluated using
the Average Variance Extracted (AVE).

1. Transformational Leadership (TL): As illustrated in Table 2, the AVE for this
construct is 0.645, which is above the acceptable threshold of 0.5, confirming good

convergent validity.
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2. Employee Engagement (EE): The AVE for employee engagement is 0.669, suggesting
that a significant portion of the variance is captured by the construct, thus supporting
good convergent validity.

3. Employee Performance (EP): The AVE for employee performance is 0.675, indicating
that the construct captures a substantial amount of the variance in its items, thereby

affirming its convergent validity.

Table 2. Reliability and convergent validity.

o CR AVE
Transformational 0.954 0.959 0.645
Leadership
Employee 0.896 0.922 0.669
Engagement
Employee 0.930 0.943 0.675
Performance

Source: computed by the author.

Reliability assessment ensures that the measurement of the constructs is consistent and
free from random error. This is evaluated using Cronbach's Alpha (o) and Composite
Reliability (CR).

1. Transformational Leadership (TL): The Cronbach's Alpha for transformational
leadership is 0.954, and the Composite Reliability is 0.959, as shown in Table 2. Both
values exceed the recommended threshold of 0.7, indicating excellent reliability.

2. Employee Engagement (EE): The Cronbach's Alpha for employee engagement is
0.896, and the Composite Reliability is 0.922, both of which are well above 0.7,
signifying high reliability.
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3. Employee Performance (EP): The Cronbach's Alpha for employee performance is
0.930, and the Composite Reliability is 0.943. These high values confirm that the

construct is measured reliably.

Overall, the measurement model exhibits strong convergent validity and high reliability
across all constructs. This robust measurement model provides a strong basis for the
following structural model assessment, where the relationships between transformational

leadership, employee engagement, and employee performance will be analyzed.

The Heterotrait-Monotrait Ratio (HTMT) criterion was employed to evaluate the
discriminant validity of the constructs in our model. Discriminant validity ensures that
constructs which are supposed to be distinct from each other indeed measure different
concepts. According to Henseler, Ringle, and Sarstedt (2015), HTMT is a superior method
for assessing discriminant validity compared to the Fornell-Larcker criterion and cross-

loadings.

The HTMT values should ideally be below 0.90 to confirm that discriminant validity is
established. As shown in Table 3, all the HTMT values are below the threshold of 0.90,
indicating that each construct in the model is distinct from the others. Therefore, the
discriminant validity of the constructs is confirmed, suggesting that employee engagement,
employee performance, and transformational leadership are adequately distinct constructs

within our model.

Table 3. Heterotrait-Monotrait Ratio

Construct EE EP TL
EE
EP 0.545

30



TL 0.791 0.222

Source: computed by the author.

4.4 Structural model assessment

The relative effect sizes(f?2) of the predicting (exogenous) constructs were computed,
revealing that the exogenous variables have a substantial impact on the endogenous
variables, exceeding the threshold of 0.35 (Cohen, 1988; see Table 4). Specifically, the effect
sizes are as follows: TL's effect on EE (f2=1.374), EE's effect on EP (f2=2.122), and TL's
effect on EP (f2=1.302). These values indicate a very large effect according to Cohen's

guidelines.

Table 4. R? and f 2 values

Construct R? f?
EE 0.579 (Adj. 0.566) TL 1.374
EP 0.680 (Adj. 0.661) EE 2.122, TL 1.302

Source: computed by the author.

The Bootstrap resampling method was employed to evaluate the estimated standard
errors and the significance of the direct paths, with 5000 resamples (Ringle, Wende & Will
2005). The results of the hypotheses for direct relationships are presented in Table 5.
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H1: There is a statistically significant impact of transformational leadership on employee
engagement (fp = 0.761, t = 6.630, p < 0.05), indicating that transformational leadership

impacts employee engagement. This hypothesis is supported.

H2: There is a statistically significant impact of employee engagement on employee
performance (f = 1.270, t=5.779, p < 0.05), suggesting that higher employee engagement

impacts employee performance. This hypothesis is supported.

H3: There is a statistically significant impact of transformational leadership on employee
performance (B =-0.994, t =5.149, p < 0.05), indicating a direct negative effect, which might

require further investigation. This hypothesis is supported.

Table 5. Path coefficients

Hypotheses | Relationshi | SD t-Value p-Value | Decision
p

H1 TL-> EE 0.761 0.115 6.630 0.000 Supported

H2 EE - EP 1.270 0.220 5.779 0.000 Supported

H3 TL-> EP -0.994 0.193 5.149 0.000 Supported

Source: computed by the author.

The results showed R2 values of 0.579 and 0.680 for employee engagement and
employee performance respectively (see Table 4). The R2 values indicate strong in-sample
predictive power for the model (Sarstedt et al., 2014), as they exceed the minimum threshold
of 0.10 suggested by Falk and Miller (1992).

32



4.5 Mediation analysis

Lastly, H4 evaluates whether employee engagement mediates the relationship
between transformational leadership and employee performance. The mediation analysis

results presented in Table 6.

Table 6. Mediation results

Total effects

Relationship B t-Value

TL->EP 0.966 3.256

Direct effects

Relationship B t-Value

TL-> EP -0.029 0.153

Indirect effects

Hypotheses B t-Value p-Value

H4: TL - EE > EP 0.966 3.256 0.001

Source: computed by the author.

The total effect of transformational leadership (TL) on employee performance (EP) is
significant, as evidenced by a coefficient =0.966 and a t-value of 3.256. However, the direct
effect of TL on EP is not significant, as indicated by the coefficient f=0.029 and a t-value
of 0.153. This implies that there is no direct impact of transformational leadership on

employee performance.
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In contrast, the indirect effect of TL on EP through employee engagement (EE) is
significant, as evidenced by a coefficient f=0.966, a t-value of 3.256, and a p-value of 0.001.
This significant indirect effect supports the hypothesis that employee engagement mediates

the relationship between transformational leadership and employee performance.

To further validate the mediation effect, the VVariance Accounted For (VAF) analysis
was conducted. The VAF is calculated as the ratio of the indirect effect to the total effect:
VAF = (Indirect Effect / Total Effect). A VAF value of 1.0 indicates that 100% of the effect
of transformational leadership on employee performance is mediated by employee

engagement, confirming full mediation.

These findings indicate that employee engagement fully mediates the relationship
between transformational leadership and employee performance, thereby supporting
Hypothesis 4 (H4). The lack of a significant direct effect, combined with a significant
indirect effect, suggests that transformational leadership enhances employee performance

primarily by its impact on employee engagement.
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CHAPTER V

DISCUSSION AND CONCLUSION

5.1 Discussion

This study explored the impact of transformational leadership on employee
performance, with employee engagement acting as a mediator. Data collected from 50
employees in second-tier banks in East Kazakhstan were analyzed using Partial Least
Squares Structural Equation Modeling (PLS-SEM), resulting in 36 valid observations after
data screening. The structured questionnaire included sections on demographic information,

employee engagement, transformational leadership and employee performance.

Unexpectedly, the study found a negative relationship between transformational
leadership and employee performance, contrary to the anticipated positive relationship. This
result suggests several possible explanations. Firstly, transformational leadership might lead
to heightened expectations and demands on employees, potentially increasing stress and
reducing performance. Although transformational leaders aim to inspire high performance
and embrace change, this can sometimes exert pressure that some employees find difficult

to handle, leading to decreased performance.

Secondly, the context and environment in which transformational leadership is
practiced could significantly influence its effectiveness. In environments where resources
are limited or there is resistance to change, transformational leadership might inadvertently
cause frustration or burnout among employees, negating its positive effects and resulting in

a negative impact on performance.

Thirdly, the negative relationship could also be due to measurement or sample issues.
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The specific sample used in this study might have unique characteristics that influenced the
results. For instance, a high proportion of employees resistant to transformational leadership

styles could have skewed the results towards a negative relationship.

In contrast to the positive and significant relationships reported in previous research
between transformational leadership, employee engagement, and employee performance,
this study discovered a negative relationship between employee performance and
transformational leadership. This discrepancy implies that the outcomes of transformational
leadership can be substantially influenced by the specific organizational context and

individual employee characteristics.

In general, transformational leadership has been found to be positively associated with
both employee engagement and performance, and previous studies have consistently noted
the critical role of employee engagement in enhancing performance outcomes. The
unexpected negative direct relationship observed in this study suggests that transformational
leadership can simultaneously exert pressure that negatively impacts performance, despite
the potential to enhance employee engagement. This anomaly emphasizes the significance
of taking into account the distinctive contextual factors and employee characteristics that
may moderate these relationships. The mediation analysis demonstrated that employee
engagement fully mediates the relationship between transformational leadership and
employee performance. This means that while transformational leadership does not have a
direct impact on employee performance, it positively influences performance indirectly
through enhancing employee engagement. These findings underscore the crucial role of
employee engagement in leveraging the benefits of transformational leadership. Despite the
unexpected negative direct effect, the positive indirect effect through employee engagement

highlights the importance of fostering engagement to achieve improvements in performance.
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5.2 Conclusion

This study offers useful insights into the mechanisms by which transformational
leadership impacts employee performance. The results emphasize the crucial importance of
employee engagement as a mediator. Transformational leadership primarily improves

employee performance by fostering higher levels of employee engagement.

5.2.1 Theoretical contributions

This study enhances the existing literature by providing a deeper insight into the
impact of transformational leadership on employee engagement and performance,
specifically in the context of second-tier banks in Kazakhstan. By integrating concepts from
transformational leadership and employee engagement theories, this research provides a

comprehensive framework for examining these relationships.

5.2.2 Practical contributions

The study's practical implications are invaluable for bank managers and leaders in
Kazakhstan and similar contexts. By understanding the pivotal role of transformational
leadership in enhancing employee engagement and performance, practitioners can
implement more effective leadership development programs. This, in turn, could lead to

improved organizational performance and competitive advantage.

5.2.3 Limitations

Although this work has yielded interesting insights, it is important to acknowledge
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numerous limitations: Although this study offers interesting insights, it is important to

realize numerous limitations:

The limited sample size of 36 valid observations from employees in second-tier banks
in East Kazakhstan may restrict the capacity to apply the findings to a broader population.
Although PLS-SEM is appropriate for small sample sizes, the findings may not accurately
represent all employees in second-tier banks or other regions. Subsequent investigations
should take into account larger and more diverse samples in order to improve the

generalizability of the results.

Convenience sampling can lead to biases, as the sample may not fully represent the
wider population of bank employees. This constraint could impact the generalizability of the
study. Utilizing probability sampling approaches in future research could yield more

representative and generalizable outcomes.

The text discusses the impact of transformational leadership on employee
performance, namely through the mechanism of employee engagement. Although there is
an unanticipated negative correlation, the overall results confirm that engagement is an

important factor in driving performance outcomes.

5.2.4 Future research directions

Subsequent investigations should incorporate longitudinal designs to analyze the
enduring impacts of transformational leadership and employee engagement on performance.
Furthermore, conducting research on other mediators and moderators could yield a more
holistic comprehension of the relationship between leadership and performance. Examining
the contextual factors that could impact the connection between transformational leadership

and performance can also be beneficial.
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Overall, this study highlights the significance of transformational leadership in
organizational contexts and its indirect yet influential impact on employee performance via
employee engagement. Although there is an unanticipated negative direct association, the
overall data confirm that involvement is an important factor in driving performance

outcomes.
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Appendix-B: Item loadings

Survey questions A Survey questions

TL1 0.841 EE7 0.712
TL3 0.827 EES8 0.922
TLA4 0.814 EE11 0.829
TLS5 0.787 EE12 0.919
TL7 0.820 EP1 0.859
TL8 0.860 EP2 0.709
TL9 0.730 EP3 0.628
TL10 0.820 EPS 0.884
TL12 0.816 EP6 0.776
TL14 0.775 EP7 0.875
TL15 0.713 EP8 0.871
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TL16 0.757 EP9 0.928
TL17 0.863
EES 0.575
EEG 0.892
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