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ABSTRACT

In recent business world, there is an increasing demand for companies to be innovative in a virtual
world, but that innovation must come with ethical leadership. In addition to building trust,
transparency, and accountability within organizations, ethical leadership also helps to establish a
positive atmosphere for digital innovation adoption and implementation. This study emphasizes
ethical leadership and its relationship with digital innovations and their implications on the
organization's performance. The literature review is a comprehensive study of literature that
summarizes the important mechanisms by which ethical leadership can lead to increases in employee
engagement, the creation of an innovative culture, and technological adoption. A conceptual
framework is proposed that illustrates the role of ethical leadership as a catalyst for digital
transformation and its relationship to positive organizational outcomes, such as increased efficiency,
competitiveness and sustainable growth. The study brings both theoretical and practical knowledge of
the significance of combining ethics and digital innovation to managers and policymakers,
contributing to the understanding of modern management practices.

Keywords: Ethical Leadership; Digital Innovation; Organizational Performance; Digital
Transformation; Management Practices

INTRODUCTION

In today's business landscape, companies are facing a growing competitive, efficient, and customer
satisfaction challenge to innovate digitally (Hussein et al., 2024; Ly, 2023). The introduction of
technologies like Artificial Intelligence (Al), Cloud Computing, and the Internet of Things (10T) has
opened up avenues for companies to optimise operations, innovate with new products and services,
and engage with stakeholders in more effective ways ( Chen, Li & Shahid, 2024). The rate of digital
transformation, however, can sometimes raise ethical, social and managerial questions and issues that
can jeopardise the outcomes of the organisation unless they are well managed and led (Raju et al.,
2024; Qiao, Li & Hong, 2024). It is now recognized that organizations need leaders who will not only
spur innovation in technology, but also be responsible and ethical in the process of innovation
(Amankona et al., 2025).

Ethical leadership is defined as the ability to lead others by example and moral influence, being
personally honest and just (Abdi & Rahman, 2024). Employees may develop trust, accountability, and
commitment under the leadership of people who have strong ethical values and innovativeness may
be fostered in the workplace. (Alkhadra, Khawaldeh & Aldehayyat, 2022). Digital innovation is the
use of digital technologies to develop new business models, streamline processes and optimize
organization performance (Fatima & Masood, 2023). Ethical leadership and digital innovation can
work together to impact the outcomes of an organization, including employee engagement,
operational efficiency, market competitiveness, and sustainable growth (Chofifah & Syafnita, 2026).
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Human and technological aspects are impacting organizational performance more and more. Digital
innovation offers the means to optimize operations and increase value creation; however, ethical
leadership is crucial for ensuring that these innovations are adopted in an ethical manner, mitigating
risks of unethical practices, employee disengagement or misuse of technology (Fabisch et al., 2024).
Educating individuals to embody ethical leaders, along with digital innovation, can help organizations
navigate the intricacies of business environments and foster growth through innovation while ensuring
accountability and learning.Committing individuals to the behavior of ethical leaders, in combination
with digital innovation, can enable organizations to flourish in complex business environments that
promote accountability, ongoing learning, and innovation-driven growth (Fourie, 2024).

Although these factors have been acknowledged, there is limited research that has explored how these
two factors are interrelated and how they can be used to work synergistically towards improving
organizational performance. Most research so far has focused on either leadership ethics or digital
transformation on their own, with no one capturing the nexus of the two ideas in the modern business
context (Amankona et al., 2025; Chen, Li & Shahid, 2024). The purpose of this study is to fill this
void by conceptualizing a model that connects ethical leadership and digital innovation with
organizational performance, which offers theoretical understanding and practical implications for
managers working in complex digital contexts.

LITERATURE REVIEW
Ethical Leadership and Organizational Outcomes

Ethical leadership is crucial for influencing organizational outcomes, including trust building,
transparency, and increased employee engagement (Abdi & Rahman, 2024). When leaders
demonstrate ethical behaviour, they become role models who encourage fairness and accountability,
and influence their employees' decision-making and adherence to organisational values (Alkhadra,
Khawaldeh & Aldehayyat, 2022). Employee loyalty and performance were shown to be the results
that were crucially influenced by this mediating variable, which is trust in leadership (Abdi &
Rahman, 2024).

There is a growing body of evidence that ethical leadership positively contributes to organization
performance through the development of an organizational culture that promotes innovation and
knowledge sharing. Collaboration between the two of authors, namely Chofifah and Syafnita (2026)
states that organizations that have ethical leadership are more likely to have good corporate
governance practices and organizational performance will be better. Furthermore, ethical leaders
foster a learning culture and inspire employees to embrace innovative strategies while shielding them
from the risk of engaging in unethical behavior or facing consequences (Fabisch et al., 2024).

Table 1: Key Outcomes of Ethical Leadership

Outcome Description Key References

Employee Trust Confidence in leaders’ integrity and Abdi & Rahman, 2024;
fairness Alkhadra et al., 2022

Organizational Loyalty and willingness to contribute to Abdi & Rahman, 2024

Commitment organizational goals

Innovation Culture Encourages creativity and knowledge Chofifah & Syafnita, 2026
sharing

Governance & Structured decision-making and Fabisch et al., 2024
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Accountability transparency

Digital Innovation in Contemporary Organizations

Digital innovation means the use of new technologies including Artificial Intelligence (Al), Internet
of Things (10T), cloud computing, and digital platforms to create new products, services and business
processes ( Chen, Li & Shahid, 2024). Digital innovation helps organizations become operationally
efficient, enhance customer experience and be agile to market dynamics (Amankona et al., 2025).
Recent research has shown digital organizational culture, strategy and literacy to be important
mediators for the relationship between innovation initiatives and performance outcomes (Amankona
et al., 2025).

While digital innovation offers great benefits, it comes with integration and adoption challenges. Staff
may be opposed to change, lack digital skills or have ethical issues about technology use (Fatima &
Masood, 2023). These barriers can be bridged through effective leadership, notably ethical leadership,
which builds a culture of transparency, accountability, and an environment conducive to learning and
experimentation (Chofifah & Syafnita, 2026). Digital innovation, when introduced at the right time
and place, can transform the competitiveness, agility and sustainability ( Chen, Li & Shahid, 2024) of
a company.

Intersection of Ethical Leadership and Digital Innovation

Ethical Leadership and Digital Innovation go hand in hand to improve organizational results, ensuring
that the use of technology is aligned with ethical and strategic issues. Ethical leaders foster
responsible use of digital tools, ensuring transparency, fairness, and ethical decision-making in digital
initiatives (Fourie, 2024). Research shows that the relationships between ethical leadership and
innovation performance are mediated by digital culture and employee engagement (Amankona et al.,
2025; Fatima & Masood, 2023).

For example, companies that develop ethical leadership are significantly better accepted by employees
and have lower resistance to using Al-driven tools, which in turn promotes the adoption of innovation
(Chofifah & Syafnita, 2026). Likewise, the public sector organisations show that when the ethical
leadership is improved, it increases trust and motivation, which leads to the successful implementation
of digital solutions for service delivery (Abdi & Rahman, 2024). The study results indicate that there
is an interdependence between ethical leadership and digital innovation, where both are reinforcing
and influencing each other to positively affect the organizational performance (Alkhadra et al., 2022;
Fabisch et al., 2024).

Research Gap and Rationale for Study

Although there has been substantial research on ethical leadership and digital innovation separately,
research on how these two concepts work together to affect organizational performance in modern
business settings is lacking (Amankona et al., 2025; Chen, Li & Shahid, 2024). The existing literature
tends to concentrate on the outcomes of individual employees, including their motivation, innovation
and technological adoption, but fails to combine these with the concept of ethical leadership as a
mediator. This is a large gap for managers who want to create digital transformation in a responsible
way without compromising the performance. To close this gap, this study introduces a conceptual
framework linking ethical leadership with digital innovation and organizational performance and
offers insights for theory and practice.
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METHODOLOGY

The approach used is a theoretical and literature approach to examine the relationship between ethical
leadership, digital innovation, and organizational performance. However, in view of the exploratory
and theoretical nature of the study, empirical data collection was not done. Instead, the research
combines the insights gained from the latest peer-reviewed articles from the past five years for
relevance to the current business contexts (Hassan Danial Aslam et al., 2024; Hussein et al., 2024).

Data Sources: Literature search was done in Scopus, Web of Science, and Google Scholar. The
selection criteria focused on high quality studies that looked at ethical leadership, digital innovation,
digital/transformational leadership, and organizational performance. Research in technology intensive
and service-oriented industries was specifically highlighted, as these are current challenges in the
digital adoption era (Lin et al., 2020; Ly, 2023).

Inclusion/Exclusion Criteria: Articled were included if the article: (i) investigated ethical leadership in
the context of digital innovation and/or organizational performance, (ii) presented a framework or
model related to the relationship between leadership and technological adoption, and (iii) was
published during the period 2019-2026 in a peer-reviewed journal. Studies were excluded if they did
not have empirical rigor or were not in English or addressed only non-business contexts.

Data Analysis Technique: A thematic synthesis was used to ensure that the themes, linkages, and
mechanisms identified were consistent and repeatable. Trust-building, Employee Engagement,
Innovation Culture, and Responsible Technology Adoption are identified as key constructs (Shafique,
Ahmad & Kalyar, 2020; Qiao, Li & Hong, 2024). These themes have shaped a conceptual framework
which visually represents the synergy between ethical leadership and digital innovation and their
impact on organizational performance (Hassan Danial Aslam et al., 2024; Lin et al., 2020).

This methodology guarantees a theory-driven and comprehensive approach that can inform managers,
policy makers and researchers on how to improve performance using ethical and digital leadership
policies and strategies (Rialti & Filieri, 2024; Schiuma et al., 2024).

DISCUSSION / ANALYSIS
Ethical Leadership as a Driver of Organizational Performance

Ethical leadership has become one of the most essential factors that impact organizational
performance and creates trust, ethical culture and employee motivation (Abdi & Rahman, 2024;
Shafique, Ahmad & Kalyar, 2020). Leaders who exhibit integrity, fairness, and transparency inspire
employees to adhere to the organization's values and moral standards (Horta, 2024). This, in turn,
helps in improving employee engagement, loyalty, and openness to new ideas, ultimately improving
organizational results (Hassan Danial Aslam, et al., 2024).

Practical findings reveal that ethical leadership fosters good governance, minimizes misconduct and
creates accountability within the organization (Alkhadra, Khawaldeh & Aldehayyat, 2022; Lin et al.,
2020). Leaders' focus on digital and technological initiatives is grounded in ethical principles that are
embedded within decision making. For instance, in public service organizations, ethical leadership has
been shown to have a mediating effect between employee motivation and technological innovation
adoption, which in turn has been found to positively impact performance and sustainable outcomes
(Hassan Danial Aslam et al., 2024).
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Table 2: Mechanisms Linking Ethical Leadership to Organizational Performance

Mechanism Description References

Trust-Building Enhances employee confidence in Shafique et al., 2020
leadership

Ethical Culture Embeds values in decision-making and Horta, 2024
innovation

Employee Motivation Increases engagement and willingness to Hassan Danial Aslam et al.,
innovate 2024

Governance & Supports responsible implementation of Linet al., 2020

Accountability initiatives

Digital Innovation and Performance Improvement

Digital innovation can significantly boost the performance of the organization by streamlining
operations, facilitating knowledge management, and supporting a culture of continuous improvement
(Fatima & Masood, 2023; Ly, 2023). Al, cloud platforms and IoT technologies enhance operational
efficiency, lower costs and provide innovative possibilities for product and service development
(Hussein et al., 2024).

Research reveals that companies with robust digital leadership exhibit greater exploratory and
exploitative innovation, resulting in enhanced market responsiveness and competitiveness (Wang, Lin
& Sheng, 2022; Malik et al., 2024). The difficulties in adoption are resistance to change, lack of
digital literacy, and ethical issues regarding the use of technology. Leaders who are able to
successfully navigate these challenges are able to successfully implement digital transformation
strategies and foster organizational agility and sustainability (Raju et al., 2024; Qiao, Li & Hong,
2024).

The findings from the digital transformation in the hospitality and high-tech industries show that
organizations with digital innovation under ethically led management have better employee
performance, customer satisfaction, and long-term competitiveness (Hussein et al., 2024; Niu, Park &
Jung, 2022).

Synergy of Ethical Leadership and Digital Innovation

Ethical leadership and digital innovation have a synergic relationship that improves the organizational
performance. Ethical leadership promotes trust and engagement, and establishes a climate that
facilitates responsible use of digital tools (Rialti & Filieri, 2024; Schiuma et al., 2024). When leaders
practice fairness and transparency and are held morally responsible for digital transformation
initiatives, they are more likely to gain the acceptance of their employees (Hassan Danial Aslam et al.,
2024).

Ethical leadership and digital innovation come together and positively impact innovation
performance, employee engagement, and sustainable growth (Lin et al., 2020; Raju et al., 2024). For
example, companies that have ethical leadership and employee buy-in with the use of Al-driven
systems have higher success rates (Ly, 2023). In the same way, digital leadership based on the
incorporation of ESG principles and green absorptive capacities positively affects both the adoption of
technologies and corporate sustainability (Hussein et al., 2024).
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Implications for Managers and Policymakers

Ethical principles must be incorporated into digital transformation initiatives, with the adoption of
digital technology carefully aligned with the needs and desires of both the organization and the
employees (Malik et al., 2024; Niu, Park & Jung, 2022). Policies that encourage ethical responsibility,
digital literacy, and an innovation culture can help organizations adopt technologies responsibly and
enhance their performance (Rialti & Filieri, 2024; Schiuma et al., 2024).

CONCEPTUAL FRAMEWORK

A conceptual framework is suggested that demonstrates the interdependent relationship between
ethical leadership, digital innovation and organizational performance. Ethical leadership is a force that
contributes to responsible digital transformation, fosters trust, engagement and ethics. The
relationship between leadership and performance is mediated by digital innovation, which facilitates
process optimisation, knowledge sharing and competitiveness responsiveness (Hassan Danial Aslam
et al., 2024; Ly, 2023).

Figure 1: Conceptual Framework

This framework has the potential to enrich the knowledge of digital transformation and ethics
development in the digital transformation context, while also helping managers to apply the digital
transformation responsibly and boost the performance (Horta, 2024; Shafique et al., 2020).

CONCLUSION

The paper underscores the role of ethical leadership in driving digital innovation and improving
organisation's effectiveness in business today. Trust, transparency, and accountability are fostered by
ethical leadership, which sets the stage for the use of digital tools and innovative practices. With the
help of digital innovation, if managed ethically, organisations can optimize their operations, become
more competitive and sustain their growth.

There is a conceptual framework presented which outlines the potential positive and synergistic
interaction of ethical leadership and digital innovation to create organizational outcomes. By adopting
responsible digital transformation with ethical leadership, organizations can address issues of
adoption, boost employee engagement, and drive innovation for performance improvement.

Further studies are needed to validate the mechanisms that connect ethical leadership, digital
innovation, and performance in other industries and different cultural settings, using empirical
evidence. Managers and policymakers are identified as key players who need to focus on practical
implications, leadership development, ethical culture and digital literacy to achieve high performance
and sustainability. In conclusion, this study does not only add to management scholarship, but also
offers a comprehensive vision of leadership, ethics and digital transformation's significance for
attaining optimal organizational performance.
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