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Abstract: This study explores the influence of psychological contracts on employee retention, expanding the focus from traditional, 

tangible elements such as compensation to include relational dynamics that foster long-term organizational loyalty. Psychological 

contracts, which are the unwritten, implicit expectations and obligations between employees and employers, are crucial in shaping 

employees' perceptions, attitudes, and behaviors regarding their relationship with the organization (Rousseau, 1989). While compensation, 

benefits, and job security have historically been the cornerstone of employee retention strategies, recent research emphasizes that relational 

elements—such as trust, career development, recognition, and work-life balance—play an equally crucial role in influencing employees' 

decision to remain with an organization (Shore & Tetrick, 1994; Coyle-Shapiro & Kessler, 2000). The study differentiates between 

transactional and relational psychological contracts. Transactional contracts involve short-term, tangible exchanges (e.g., salary and 

benefits), whereas relational contracts are rooted in long-term, emotional commitments based on mutual trust and respect (Rousseau, 

1995). By examining both transactional and relational aspects of psychological contracts, the research highlights how their fulfilment 

contributes to higher levels of job satisfaction, organizational commitment, and employee engagement, thereby reducing turnover 

intentions (Morrison & Robinson, 1997). Conversely, breaches in psychological contracts—such as unfulfilled promises related to career 

development, recognition, or organizational support—are shown to negatively impact employee satisfaction, commitment, and retention 

(Robinson & Morrison, 2000). This study also explores how breaches in these contracts erode organizational commitment and trust, 

providing organizations with insights on preventing or addressing contract violations. Through the development of a comprehensive 

conceptual model, the research offers actionable recommendations for human resource professionals to design effective retention 

strategies that align with both employees' transactional and relational expectations. The findings underscore the importance of nurturing 

a balanced and supportive organizational culture where both tangible and intangible employee expectations are consistently met, thereby 

promoting enhanced retention and long-term organizational success. 
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work-life balance. 

 

1. Introduction 
 

Employee retention has become a pivotal concern for 

organizations navigating an increasingly competitive labour 

market and rising turnover rates. While compensation and 

benefits have traditionally been the primary focus of retention 

strategies, recent research indicates that these tangible 

rewards are no longer sufficient to foster long-term 

commitment and loyalty among employees (Armstrong, 

2014). In this evolving context, the concept of psychological 

contracts—the unwritten, implicit expectations between 

employers and employees—has emerged as a critical factor 

influencing employee attitudes, behaviors, and retention 

decisions (Rousseau, 1989). 

 

Psychological contracts extend beyond formal employment 

agreements, encompassing the mutual beliefs, perceptions, 

and informal promises shared by employers and employees 

regarding their working relationship (Coyle-Shapiro & 

Kessler, 2000). While financial rewards, such as salaries and 

bonuses, remain essential, employees increasingly expect 

organizations to address broader needs, including career 

development opportunities, work-life balance, recognition, 

and organizational support (Guest, 2004). The fulfillment of 

these psychological contracts is believed to enhance 

employee satisfaction, engagement, and commitment, 

thereby promoting retention (Shore & Tetrick, 1994). 

 

In light of these shifting expectations, organizations must 

better understand the role of psychological contracts in 

shaping employee retention. This study aims to explore the 

impact of psychological contracts in fostering long-term 

employee commitment, suggesting that organizations that 

prioritize positive psychological contracts are more likely to 

retain valuable talent. Furthermore, the study examines the 

two distinct types of psychological contracts—transactional 

and relational—and their influence on employee attitudes and 

behaviors. 

 

By expanding the focus of employee retention beyond mere 

financial compensation, this research underscores the 

significance of a deeper and more meaningful employer-

employee relationship. The insights provided aim to inform 

human resource practitioners in designing more effective 

retention strategies that align with employees' evolving 

psychological needs and expectations. 

 

Definition of Psychological Contract 

The psychological contract refers to the unwritten, implicit set 

of expectations and beliefs that individuals hold regarding 

their reciprocal obligations and commitments within the 

employment relationship (Rousseau, 1989). Unlike formal, 

legal employment contracts that outline explicit, tangible 

terms such as salary and job responsibilities, the 

psychological contract encompasses more subjective, often 

intangible expectations that both employers and employees 

have regarding their mutual obligations. These expectations 

may include job security, opportunities for career 

development, recognition, work-life balance, and 

organizational support (Shore & Tetrick, 1994). The 

psychological contract evolves over time, shaped by personal 
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experiences, organizational culture, and changes in the work 

environment (Rousseau, 1995). 

 

Psychological contracts are generally categorized into two 

broad types: transactional and relational. Transactional 

psychological contracts are short-term and focus on specific, 

measurable exchanges, such as payment for work performed. 

In contrast, relational psychological contracts are long-term, 

involving less tangible exchanges rooted in mutual trust, 

loyalty, and emotional commitment (Coyle-Shapiro & 

Kessler, 2000). Both forms of psychological contracts 

significantly influence employees' attitudes and behaviors 

within organizations, particularly concerning their job 

satisfaction, organizational commitment, and retention 

intentions. 

 

When the psychological contract is breached—where an 

employee perceives that the organization has failed to meet 

its obligations—negative outcomes can occur. These include 

reduced organizational commitment, diminished job 

satisfaction, and heightened turnover intentions (Robinson & 

Morrison, 2000). Consequently, understanding the dynamics 

of the psychological contract is crucial for organizations 

striving to maintain positive employee relations and improve 

retention outcomes. 

 

2. Purpose of the Study 
 

The purpose of this conceptual study is to explore how 

psychological contracts influence employee retention, 

extending the analysis beyond the transactional elements such 

as salary and benefits to encompass relational factors such as 

trust, job satisfaction, and career development. While 

financial compensation has traditionally been regarded as the 

key driver of employee retention, there is increasing 

recognition that non-financial aspects—rooted in the 

psychological contract—also play a critical role in fostering 

long-term commitment and loyalty among employees 

(Rousseau, 1989). 

 

This study aims to achieve the following objectives: 

1) To explore the role of psychological contracts in 

shaping employee retention: This study will investigate 

how both transactional (economic exchange) and 

relational (trust, career growth, and emotional 

commitment) components of the psychological contract 

influence employees’ decisions to stay with their 

organization. By examining these implicit expectations, 

the study will highlight their impact on retention (Shore 

& Tetrick, 1994). 

2) To differentiate between transactional and relational 

psychological contracts: The study will distinguish 

between transactional psychological contracts, which 

focus on specific, measurable exchanges (e.g., pay for 

work performed), and relational psychological contracts, 

which involve long-term, trust-based exchanges (e.g., 

career development, organizational loyalty). This 

differentiation will provide a more nuanced 

understanding of how each type of contract affects 

employee retention (Coyle-Shapiro & Kessler, 2000). 

3) To analyze the impact of relational factors such as 

trust, job satisfaction, and career development: In 

addition to the transactional elements, this study will 

explore how relational factors—such as the fulfillment of 

employees' expectations for career advancement, 

recognition, and a supportive work environment—affect 

their sense of attachment to the organization. 

Understanding these relational dynamics is crucial for 

long-term employee retention (Robinson & Morrison, 

2000). 

4) To examine the consequences of psychological 

contract breach on employee retention: The study will 

investigate the negative outcomes associated with a 

perceived breach of the psychological contract, including 

diminished trust, reduced job satisfaction, and increased 

turnover intentions. This analysis will emphasize the 

importance of fulfilling relational expectations to 

maintain employee loyalty and retention (Morrison & 

Robinson, 1997). 

5) To provide actionable insights for human resource 

management: By understanding the role of 

psychological contracts—both transactional and 

relational—in employee retention, the study aims to offer 

practical recommendations for HR professionals. These 

insights will guide the design of retention strategies that 

address not only employees' financial needs but also their 

relational and career development expectations, thus 

fostering a more comprehensive approach to retention 

(Shore & Tetrick, 1994). 

 

This conceptual study will broaden the understanding of 

employee retention by emphasizing the importance of 

psychological contracts, particularly relational factors, in 

shaping long-term organizational loyalty. The research will 

shift the focus from a narrow, financially driven view of 

employee retention to a more comprehensive approach that 

integrates the psychological, emotional, and developmental 

needs of employees, ultimately contributing to the 

enhancement of employee engagement and retention 

strategies. 

 

Research Questions for the study 

This study seeks to examine how psychological contracts 

influence employee retention by addressing the key research 

questions.  

• How do psychological contracts influence employee 

perceptions of organizational support? 

• What role do psychological contracts play in long-term 

employee retention strategies? 

• How do breaches of psychological contracts impact 

organizational commitment? 

 

The first question explores how psychological contracts 

influence employees' perceptions of organizational support, 

which refers to employees' beliefs about whether the 

organization values their contributions and cares about their 

well-being (Eisenberger, Huntington, Hutchison, & Sowa, 

1986). When employees perceive that their expectations for 

support—such as career development, job security, and work-

life balance—are met, they are more likely to view the 

organization positively and feel valued, whereas a breach of 

these expectations diminishes this perception (Rousseau, 

1995). The second question investigates the role of 

psychological contracts in long-term employee retention 

strategies, acknowledging that, beyond traditional retention 

methods like salary and benefits, relational expectations such 
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as trust, respect, and opportunities for career growth play a 

significant role in fostering organizational loyalty (Shore & 

Tetrick, 1994). By focusing on nurturing psychological 

contracts, particularly relational aspects, organizations can 

deepen the connection with employees, enhancing 

commitment and reducing turnover. The third question 

examines how breaches of psychological contracts impact 

organizational commitment. A breach occurs when 

employees perceive that their employer has failed to meet 

implicit promises, which can lead to negative outcomes such 

as reduced trust, lower job satisfaction, and diminished 

organizational commitment (Robinson & Morrison, 2000; 

Morrison & Robinson, 1997). Understanding the effects of 

breaches on commitment offers valuable insights for 

organizations to manage and prevent breaches, thereby 

improving retention. 

 

Historical Background of the Study:  

The concept of psychological contracts in the workplace 

traces its origins to early studies in organizational behavior 

and human resource management. Initially, the employment 

relationship was primarily framed around formal, written 

contracts that explicitly specified terms such as pay, benefits, 

job responsibilities, and the duration of employment. 

However, as the field of organizational studies evolved, 

scholars recognized that these formal contracts did not fully 

capture the complexity of employer-employee relationships, 

particularly the unwritten, implicit expectations regarding 

mutual obligations (Rousseau, 1989). 

 

The term "psychological contract" was first introduced by 

organizational psychologist Chris Argyris (1960), who 

examined its role in employee motivation and job satisfaction. 

Argyris emphasized that employees hold certain expectations 

about their roles, rewards, and the organization’s treatment of 

them, which extend beyond the formal, written agreements. 

This idea was further developed by Denise Rousseau in the 

late 1980s, who provided a comprehensive theoretical 

framework for psychological contracts. Rousseau (1989) 

defined psychological contracts as the beliefs held by 

individuals regarding the terms of the exchange between 

themselves and their organization, which are not explicitly 

stated but are mutually understood and agreed upon. 

 

Over time, psychological contract theory evolved from a 

theoretical concept to a central framework for understanding 

employee behavior, especially in the areas of job satisfaction, 

organizational commitment, and retention. Researchers began 

to recognize that psychological contracts affect more than 

individual attitudes; they also have significant implications 

for organizational outcomes such as performance, motivation, 

and employee retention (Coyle-Shapiro & Kessler, 2000). 

 

3. Literature Review 
 

3.1 Psychological Contracts and Employee Retention 

 

Employee retention has been a major challenge in human 

resource management. Traditional retention strategies, which 

focus on financial rewards, benefits, and job security, have 

been increasingly supplemented by a growing understanding 

of the critical role psychological contracts play in influencing 

employees’ decisions to stay with or leave an organization. 

Shore and Tetrick (1994) suggested that when employees’ 

psychological contracts are fulfilled, they are more likely to 

experience positive work attitudes such as job satisfaction, 

organizational commitment, and a desire to remain with the 

organization. These relational components of the 

psychological contract—such as mutual trust, respect, and 

organizational support—are often more influential in 

employee retention than purely financial rewards (Coyle-

Shapiro & Kessler, 2000). 

 

Rousseau (1995) further explored how employees’ 

perceptions of their psychological contracts shape their 

behavior within organizations. Rousseau argued that 

employees’ expectations about their employer’s commitment 

influence their decisions to remain with the organization. 

When employees perceive that their psychological contract 

has been violated (e.g., unmet promises regarding career 

development, work-life balance, or organizational support), it 

often leads to reduced commitment, lower job satisfaction, 

and increased turnover intentions (Robinson & Morrison, 

2000). 

 

3.2 Transactional vs. Relational Psychological Contracts 

 

A significant contribution to the literature on psychological 

contracts is the distinction between transactional and 

relational psychological contracts, initially proposed by 

Rousseau (1995) and further developed by Coyle-Shapiro and 

Kessler (2000). Transactional contracts focus on specific, 

economic exchanges, with clearly defined terms such as pay, 

benefits, and job responsibilities. In contrast, relational 

contracts are based on broader, long-term relationships that 

emphasize trust, loyalty, and emotional commitment between 

the employee and employer. Transactional contracts tend to 

be short-term and contingent on immediate exchanges, while 

relational contracts foster a deeper, enduring commitment to 

the organization. 

 

In the context of employee retention, relational psychological 

contracts are particularly influential. Employees who 

perceive their relationship with the organization as a long-

term commitment, with a focus on mutual support and career 

development, are more likely to remain loyal and engaged. 

This is especially relevant in the modern work environment, 

where employees increasingly seek organizations that provide 

opportunities for growth, recognition, and work-life balance 

(Guest, 2004). 

 

3.3 Psychological Contract Breach and Its Consequences 

 

Psychological contract breach occurs when employees 

perceive that the organization has failed to fulfill its implicit 

promises or obligations (Robinson & Morrison, 2000). 

Breaches of the psychological contract can lead to feelings of 

betrayal and cause negative emotional reactions such as 

anger, frustration, and disappointment. These emotions can, 

in turn, have significant consequences for organizational 

commitment and retention. Employees who perceive a breach 

of their psychological contract are more likely to disengage 

from the organization, experience lower levels of 

organizational commitment, and show higher intentions to 

leave (Morrison & Robinson, 1997). 
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The impact of psychological contract breaches on retention is 

profound, as the resulting dissatisfaction can erode trust and 

loyalty. Morrison and Robinson (1997) noted that employees 

who perceive a breach may question the fairness of the 

organization, diminishing their desire to stay and contribute. 

Meyer and Allen (1991) highlighted that organizational 

commitment—the psychological attachment an employee 

feels toward their organization—declines when psychological 

contracts are violated, further increasing turnover intentions. 

 

3.4 Contemporary Perspectives on Psychological 

Contracts and Retention 

 

In recent years, researchers have begun to investigate how the 

changing nature of work, such as the rise of remote work and 

gig economy jobs, has affected psychological contracts and 

employee retention. As organizations move toward more 

flexible, decentralized work environments, the psychological 

contract may evolve to reflect new expectations regarding 

autonomy, flexibility, and work-life balance (Bal, Kooij, & 

De Lange, 2015). These shifts underscore the dynamic nature 

of the psychological contract and the necessity for 

organizations to adapt their retention strategies to meet the 

evolving expectations of employees. 

 

While traditional approaches focused primarily on financial 

compensation, the growing recognition of the importance of 

relational elements—such as trust, organizational support, 

career development, and work-life balance—has shifted 

retention strategies to a more holistic view. This conceptual 

study builds on the extensive body of literature that 

underscores the pivotal role psychological contracts play in 

shaping employee perceptions, attitudes, and behaviors, and 

ultimately, in influencing employee retention. 

 

4. Theoretical Frameworks for the Study 
 

To examine the relational, cognitive, and emotional dynamics 

between employees and employers, this study is anchored 

within several well-established theoretical frameworks. These 

frameworks will elucidate how the fulfillment or violation of 

psychological contracts influences employee perceptions, 

behaviors, and ultimately, retention. 

 

1) Social Exchange Theory (SET)  

Social Exchange Theory (SET) proposes that relationships 

are based on reciprocal exchanges where individuals seek to 

maximize benefits and minimize costs (Blau, 1964). This 

theory suggests that individuals engage in relationships—

whether social, personal, or professional—by giving and 

receiving resources, which can be either tangible (e.g., salary 

for labor) or intangible (e.g., emotional support or trust). 

 

In organizational contexts, SET implies that employees 

expect a fair exchange with their employer. They provide 

effort, skills, and loyalty, and in return, they expect financial 

rewards, job security, career growth, and recognition. SET 

emphasizes the importance of reciprocity, with employees 

being more likely to remain committed to the organization 

when they perceive that the organization is fulfilling its 

obligations (Coyle-Shapiro & Kessler, 2000). Conversely, if 

employees perceive breaches in the psychological contract, 

where the organization fails to uphold its side of the exchange, 

they may withdraw or leave the organization.  SET is directly 

related to employee retention as it explains why employees 

stay with an organization. When employees feel they are 

receiving fair and beneficial exchanges (e.g., career 

development opportunities, recognition, and work-life 

balance), they are more likely to remain loyal and committed, 

leading to higher retention. However, if the exchange is 

perceived as inequitable, retention rates may decline as 

employees feel their needs are unmet. 

 

2) Equity Theory 

Equity Theory, developed by Adams (1965), posits that 

individuals are motivated by fairness in social exchanges. 

According to this theory, people compare the ratio of their 

inputs (e.g., time, effort, skills) to the outcomes they receive 

(e.g., pay, benefits, recognition) and compare this ratio to 

others. Perceptions of inequity—whether under-reward or 

over-reward—lead to emotional responses and can affect 

future behaviors. 

 

In the workplace, Equity Theory suggests that employees 

assess fairness in their relationship with the organization. If 

employees believe they are putting in more effort than the 

rewards they receive, they may feel dissatisfied and 

undervalued, which can reduce motivation, lower job 

satisfaction, and increase turnover intentions. Conversely, 

employees may also feel uneasy with over-reward or 

inequitable comparisons, leading to behavioral changes such 

as increasing effort or reducing input. 

 

Equity Theory is closely linked to psychological contracts as 

it highlights why employees care about fairness in both 

tangible (e.g., pay) and intangible (e.g., recognition, career 

growth) exchanges. When employees perceive their 

psychological contract as being fulfilled equitably, they are 

likely to experience high satisfaction, organizational 

commitment, and retention. However, perceived inequity—

such as a breach in the psychological contract—can lead to 

frustration and a higher likelihood of turnover. 

 

3) Organizational Support Theory (OST) 

Organizational Support Theory (OST) suggests that 

employees develop perceptions about how much the 

organization values their contributions and cares about their 

well-being (Eisenberger et al., 1986). Employees who 

perceive high organizational support are more likely to 

exhibit positive attitudes such as high commitment and job 

satisfaction, which foster long-term retention. 

 

In OST, perceived organizational support plays a central role 

in shaping employees' job attitudes and behaviors. Employees 

who feel that the organization is supportive—through actions 

such as recognition, fairness, career development 

opportunities, and concern for their well-being—are more 

likely to feel emotionally connected and committed to the 

organization. Conversely, when employees perceive a lack of 

support, their job satisfaction and organizational commitment 

may diminish, leading to increased turnover intentions (Shore 

& Tetrick, 1994).  OST is closely related to psychological 

contracts, as the fulfillment of relational aspects—such as 

career development, support, and trust—leads to increased 

perceptions of organizational support. Employees who 

perceive high organizational support are more likely to stay 
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with the organization because they feel valued, supported, and 

recognized. A breach in the psychological contract, 

particularly in terms of support and recognition, can lead to 

decreased retention. 

 

4) Transactional vs. Relational Psychological Contracts 

Transactional and relational psychological contracts refer to 

the two broad types of implicit agreements between 

employers and employees. Transactional contracts are short-

term, explicit, and focus on economic exchanges (e.g., pay for 

work performed), while relational contracts are long-term, 

implicit, and based on trust, loyalty, and mutual respect 

(Rousseau, 1995). 

• Transactional Contracts: These are focused on 

immediate, economic exchanges between the employer 

and employee. They involve clear, measurable terms, 

such as salary, benefits, and job responsibilities. 

• Relational Contracts: These are based on long-term 

commitments and emphasize trust, career development, 

job satisfaction, and a sense of belonging to the 

organization. Employees with relational contracts are 

more likely to stay with the organization due to emotional 

attachment and long-term career aspirations. 

 

The distinction between transactional and relational contracts 

is vital in understanding employee retention. Transactional 

contracts may influence retention in the short term, primarily 

through financial compensation. However, relational 

contracts—based on trust, emotional commitment, and career 

development—are more likely to influence long-term 

retention. When employees perceive their relational 

psychological contract as fulfilled, they are more likely to 

exhibit high organizational commitment and low turnover 

intentions. 

 

5) Organizational Commitment Theory 

Organizational Commitment Theory, particularly the model 

developed by Meyer and Allen (1991), defines commitment 

as the psychological attachment an employee has to their 

organization. The model identifies three components of 

commitment: affective commitment (emotional attachment), 

continuance commitment (recognition of the costs of 

leaving), and normative commitment (sense of obligation to 

stay). 

• Affective Commitment: Employees stay with an 

organization because they emotionally feel attached and 

aligned with its values and goals. 

• Continuance Commitment: Employees stay because 

they perceive the costs of leaving (e.g., losing benefits or 

seniority) to be high. 

• Normative Commitment: Employees stay because they 

feel a moral obligation or sense of duty to remain with 

the organization. 

 

Affective commitment is the most significant driver of 

employee retention and is closely linked to the fulfillment of 

relational aspects of the psychological contract. Employees 

who perceive that their psychological contract has been 

fulfilled (through trust, career growth, recognition) are likely 

to develop higher affective commitment, which leads to 

stronger retention. Breaches in the psychological contract, 

particularly regarding relational aspects, can diminish 

affective commitment and increase the likelihood of turnover. 

The theories discussed above offer complementary 

perspectives on how psychological contracts affect employee 

retention. Social Exchange Theory (SET) and Equity Theory 

emphasize the importance of reciprocal fairness in the 

employee-employer relationship, highlighting that employees 

are more likely to stay when they perceive that the 

organization meets their expectations and provides a fair 

exchange. Organizational Support Theory (OST) focuses on 

how perceptions of organizational support contribute to job 

satisfaction and retention, suggesting that employees are more 

likely to stay in organizations that demonstrate care and 

concern for their well-being. The Transactional vs. Relational 

Psychological Contracts framework highlights the different 

types of employee expectations and their implications for 

retention, with relational contracts being a stronger predictor 

of long-term commitment. Finally, Organizational 

Commitment Theory explains how the fulfillment of 

psychological contracts, particularly relational contracts, 

fosters emotional attachment and increases retention. 

 

5. Employee Retention Factors 
 

Employee retention is a critical factor for organizational 

success, as high turnover rates can result in significant 

recruitment and training costs, training, and the loss of 

organizational knowledge. Retention is influenced by various 

factors ranging from compensation and career development 

to job satisfaction, organizational culture, leadership, and 

well-being. Organizations that prioritize employee 

engagement, recognition, work-life balance, and career 

growth are more likely to foster a loyal and committed 

workforce, reducing turnover and enhancing organizational 

success. 

 

1) Compensation and Benefits 

Compensation refers to the monetary rewards employees 

receive in exchange for their labor, such as salary, wages, 

bonuses, and profit-sharing. Benefits include non-monetary 

perks such as health insurance, retirement plans, paid time off 

(PTO), and other employee wellness programs. 

 

While financial rewards are often seen as the primary driver 

of employee retention, it is not solely about salary. A 

competitive and fair compensation package, aligned with 

industry standards and the employee's role, helps retain 

employees. Additionally, comprehensive benefits that address 

employees’ health, financial security, and work-life balance 

enhance job satisfaction, which is crucial for retention. 

Employees who feel adequately compensated are more likely 

to remain with the organization, whereas inadequate pay or 

lack of benefits can lead to dissatisfaction and high turnover 

rates (Cascio, 2006). 

 

2) Career Development and Advancement 

Opportunities 

Career development encompasses the programs and 

opportunities organizations provide to help employees grow 

professionally. This includes training, mentorship, 

promotions, job rotations, and opportunities to acquire new 

skills. 

 

Employees who perceive that their organization offers growth 

and advancement opportunities are more likely to stay. Career 
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development signals that the organization values the 

employee’s future and is invested in their long-term success. 

Conversely, a lack of professional development opportunities 

can result in stagnation, decreased motivation, and a higher 

likelihood of turnover (Harrison, 2005). Organizations that 

provide continuous learning opportunities and clear pathways 

for advancement tend to see higher retention rates, as 

employees are more engaged and motivated to contribute to 

the organization’s goals. 

 

3) Work-Life Balance 

Work-life balance refers to the ability of employees to 

effectively manage their work responsibilities while also 

maintaining personal time for family, hobbies, and other 

interests. 

 

Work-life balance is a significant factor in employee 

retention. With increasing pressures in the workplace, 

employees seek organizations that offer flexible working 

hours, remote work options, and generous leave policies. A 

healthy work-life balance reduces stress and burnout, 

improving job satisfaction. Organizations that prioritize 

work-life balance by providing flexibility and respecting 

employees’ personal time are more likely to retain top talent 

(Greenhaus & Allen, 2011). Lack of balance can lead to 

disengagement, high stress, and eventual attrition. 

 

4) Organizational Culture and Environment 

Organizational culture refers to the shared values, beliefs, and 

norms that guide the behaviors of employees within an 

organization. The work environment includes the physical 

and emotional climate within the organization, including 

communication, trust, and interpersonal relationships. 

 

A positive organizational culture fosters engagement, trust, 

and commitment. Employees are more likely to stay in an 

environment where they feel valued, included, and aligned 

with the company’s mission. A culture that promotes 

transparency, open communication, respect, and inclusivity is 

crucial for retention. On the other hand, a toxic culture 

marked by poor communication, favoritism, and lack of trust 

can lead to dissatisfaction and high turnover rates (Schein, 

2010). Organizations with strong, positive cultures where 

employees feel supported and respected experience higher 

levels of retention. 

 

5) Leadership and Management 

Leadership refers to the behavior and style of managers and 

executives in guiding, motivating, and influencing 

employees. Effective leadership involves providing direction, 

support, and feedback to foster employee success. 

 

Leadership plays a pivotal role in employee retention. 

Employees who perceive their leaders as supportive, fair, and 

trustworthy are more likely to be engaged and committed to 

the organization. Poor management practices, such as lack of 

feedback, unfair treatment, and micro-management, can 

create dissatisfaction, leading to higher turnover. Effective 

leaders who foster trust, communicate openly, provide 

recognition, and empower their teams can enhance employee 

loyalty and retention (Bass, 1990). A positive leadership style 

that demonstrates concern for employees' professional and 

personal growth fosters long-term commitment. 

6) Job Satisfaction 

Job satisfaction refers to the positive emotional response 

employees have toward their job and workplace. It is 

influenced by factors such as job role, recognition, work 

relationships, and achievement.  Job satisfaction is strongly 

correlated with retention. Employees who are satisfied with 

their job—whether through meaningful work, recognition, 

autonomy, or positive relationships with colleagues—are 

more likely to stay with the organization. Satisfaction is 

influenced by several factors, including the alignment of job 

roles with personal skills and interests, opportunities for 

achievement, and regular acknowledgment of efforts. When 

job satisfaction is high, employees are more motivated and 

less likely to leave (Locke, 1976). Dissatisfaction, however, 

especially when coupled with unaddressed concerns, can lead 

to disengagement and eventual turnover. 

 

7) Employee Engagement 

Employee engagement refers to the level of emotional 

commitment an employee has towards their organization and 

its goals. Engaged employees are motivated, enthusiastic, and 

actively contribute to the organization’s success.  Engagement 

is a key driver of retention. Engaged employees feel 

connected to their work and the organization, leading to 

higher job satisfaction, productivity, and commitment. 

Employees who are disengaged, on the other hand, often 

exhibit reduced productivity, lower morale, and a greater 

likelihood of leaving the organization. Fostering engagement 

requires creating meaningful work, recognition, opportunities 

for growth, and a culture of trust and respect. Organizations 

with high engagement levels tend to see lower turnover rates 

as employees feel a stronger bond to the company and its 

goals (Kahn, 1990). 

 

8) Recognition and Reward Systems 

Recognition and reward systems include formal and informal 

practices that acknowledge employee contributions, 

achievements, and efforts. This can involve financial rewards, 

public acknowledgment, awards, or non-monetary incentives.  

Employees value recognition for their efforts. Recognition 

and rewards not only boost job satisfaction but also reinforce 

organizational commitment. When employees feel 

appreciated, they are more likely to stay with the organization. 

Financial rewards, such as bonuses or raises, and non-

financial rewards, such as praise, certificates, or additional 

responsibilities, are key tools in retaining employees. Lack of 

recognition, conversely, can lead to feelings of 

undervaluation, which negatively impacts retention 

(Robinson, 2006). 

 

9) Job Security 

Job security refers to the assurance that employees will not 

lose their jobs due to downsizing, economic factors, or 

organizational changes. It is the perception of stability in 

one’s employment.  Job security is one of the most important 

factors for employee retention. Employees who feel their 

position is secure are less likely to seek employment 

elsewhere. When job security is threatened, employees may 

begin to feel anxious, disengaged, and more likely to leave, 

even if they are satisfied with other aspects of their job. 

Transparent communication about organizational changes 

and clear policies regarding job security help retain 
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employees, especially during uncertain times (De Witte, 

2005). 

 

10) Employee Well-being and Mental Health 

Employee well-being encompasses physical, mental, and 

emotional health, including stress management, mental health 

support, and overall work-life balance.  Organizations that 

prioritize employee well-being through health programs, 

mental health support, and stress management initiatives can 

significantly improve retention. Employees who feel that their 

physical and mental health is a priority are more likely to stay 

committed to the organization. When employees experience 

high stress or mental health challenges that are not addressed 

by the organization, it can lead to burnout and attrition (Warr, 

2002). 

 

The Proposed Conceptual Models for Psychological 

Contract Fulfillment and Employee Retention 

The proposed conceptual models provide a comprehensive 

framework for understanding how the fulfillment or breach of 

psychological contracts influences employee retention. These 

models emphasize the critical role that both transactional 

(e.g., compensation, benefits, job security) and relational 

(e.g., trust, recognition, career development, work-life 

balance) elements play in shaping employee attitudes, 

behaviors, and retention decisions. 

 

Key Insights from the Models: 

• Transactional Contract Fulfillment: The models 

highlight that fulfilling employees' expectations 

regarding pay, job security, and benefits significantly 

impacts job satisfaction and retention. When 

organizations meet these expectations, employees are 

more likely to stay and remain committed (Adams, 

1965). 

• Relational Contract Fulfillment: The fulfillment of 

relational aspects, such as trust, recognition, career 

development, and work-life balance, has a profound 

effect on organizational commitment and employee 

engagement. When these expectations are met, 

employees feel supported and valued, reducing turnover 

intentions (Coyle-Shapiro & Kessler, 2000; Greenhaus & 

Allen, 2011). 

• Psychological Contract Breach: A breach of either 

transactional or relational aspects of the psychological 

contract leads to a significant decline in employee 

satisfaction, commitment, and engagement. This, in turn, 

increases turnover intentions (Morrison & Robinson, 

1997). Understanding the causes and consequences of 

these breaches is essential for organizations to prevent 

dissatisfaction and retain employees. 

 

Implications for Organizational Strategy: 

These models suggest that organizations must address both 

the tangible and intangible aspects of the psychological 

contract to foster long-term retention. Best practices include: 

1) Regular Communication: Ensuring that employees’ 

expectations are managed and met through open 

communication about job roles, rewards, and career paths 

(Shore & Tetrick, 1994). 

2) Recognition and Engagement: Developing robust 

recognition programs and opportunities for meaningful 

work that align with employees’ relational contract 

expectations (Bass, 1990). 

3) Work-Life Balance: Offering flexible work arrangements 

and promoting work-life balance to fulfill employees’ 

relational needs (Greenhaus & Allen, 2011). 

 

By focusing on fulfilling both transactional and relational 

psychological contract elements, organizations can create an 

environment where employees are engaged, loyal, and 

committed, thereby reducing turnover and enhancing 

organizational stability. 

 

The Psychological Contract Fulfilment and Employee 

Retention Model 

 

Model Overview: 

This model explores the relationship between the fulfillment 

of psychological contracts (both transactional and relational) 

and employee retention. It emphasizes the critical role that 

both tangible (compensation, benefits) and intangible (trust, 

recognition, career growth) factors play in influencing 

employee job satisfaction, organizational commitment, and 

ultimately, retention. The model proposes that when 

psychological contracts are fulfilled, employees are more 

likely to experience satisfaction, engagement, and 

commitment, leading to reduced turnover intentions. 

 

1) Transactional Contract Fulfillment (Tangible 

Factors): 

• Pay & Benefits: Salary, bonuses, health insurance, 

retirement benefits. 

• Job Security: Stability of the role, clarity of job 

responsibilities. 

 

2) Relational Contract Fulfillment (Intangible Factors): 

• Trust & Respect: Mutual trust between employer and 

employee, fairness in decision-making. 

• Recognition & Feedback: Acknowledgment of 

contributions, performance appraisals, appreciation. 

• Career Development Opportunities: Training, mentorship, 

promotion prospects. 

• Work-Life Balance: Flexible work hours, remote work 

options, personal time off. 

 

3) Employee Satisfaction: 

• Job Satisfaction: A positive emotional response to one’s 

role, work environment, and job conditions. 

• Organizational Support: The perception that the 

organization values the employee’s contribution and 

supports their well-being. 

 

4) Employee Engagement: 

• Emotional Commitment: The level of emotional 

attachment employees feel toward the organization. 

• Work Motivation: Employees' drive to perform well in 

their roles. 

• Employee Retention: 

• Retention Intention: The likelihood that an employee 

will remain with the organization over the long term. 

• Turnover Intentions: The likelihood that an employee 

intends to leave the organization due to unmet 

expectations or dissatisfaction. 
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Model Flow: 

1) Psychological Contract Fulfillment: 

When employees perceive their transactional and relational 

contracts to be fulfilled (e.g., fair compensation, job security, 

trust, career development opportunities), they experience 

higher levels of job satisfaction and organizational support. 

 

2) Job Satisfaction & Organizational Support: 

Fulfillment of the psychological contract leads to increased 

job satisfaction and a greater perception of organizational 

support. Employees who feel their organization is meeting 

their needs are more satisfied with their roles and feel valued. 

 

3) Employee Engagement: 

Satisfied and supported employees are more likely to 

experience engagement. This engagement is reflected in 

emotional commitment to the organization and work 

motivation, which is vital for high performance and job 

dedication. 

 

4) Employee Retention: 

Higher levels of engagement and satisfaction translate into 

employee retention. Employees who are emotionally 

committed and satisfied with their job are less likely to have 

turnover intentions and are more likely to remain with the 

organization. 

 

5) Psychological Contract Breach: 

When there is a breach in the psychological contract (i.e., 

unmet expectations such as inadequate compensation, lack of 

career growth, or broken promises), employee satisfaction, 

engagement, and commitment decline, which increases the 

likelihood of turnover intentions and employee attrition. 

 

This conceptual model emphasizes the crucial role of 

fulfilling both transactional and relational aspects of 

psychological contracts in ensuring long-term employee 

retention. While competitive compensation and job security 

are foundational, it is equally important to address relational 

factors such as trust, recognition, career development, and 

work-life balance to enhance job satisfaction, organizational 

commitment, and retention. Organizations that neglect these 

relational expectations may risk disengaging employees, 

leading to increased turnover. By applying this model, 

organizations can proactively identify and address areas 

where psychological contracts are at risk of being breached or 

under-fulfilled, thus promoting higher employee retention 

and fostering a more committed workforce. The successful 

fulfillment of both transactional and relational contract 

elements is essential for nurturing positive employee 

attitudes, such as engagement and organizational 

commitment. Conversely, breaches—whether intentional or 

inadvertent—can result in dissatisfaction, disengagement, 

and higher turnover rates. 

 

Implications for Management and Human Resource 

Department 

The fulfillment of psychological contracts has far-reaching 

implications for management and human resource (HR) 

departments. Understanding how psychological contracts 

influence employee behavior, engagement, and retention can 

guide management practices, HR policies, and organizational 

strategies. By fulfilling both transactional and relational 

aspects of the psychological contract, management and HR 

departments can create a more satisfied, engaged, and 

committed workforce, reducing turnover and enhancing 

organizational success. Below are the key implications for 

both management and HR departments: 

1) Recruitment and Onboarding Strategies 

• Setting Realistic Expectations: One of the primary 

responsibilities of the HR department during recruitment 

is to clearly communicate the organization's values, 

culture, and expectations to potential employees. By 

setting realistic expectations during the hiring process, 

HR can prevent future misunderstandings regarding the 

psychological contract. If employees are misled about 

job roles, benefits, career progression opportunities, or 

work-life balance, breaches in the psychological contract 

are more likely to occur (Robinson, 1996). 

• Effective Onboarding: Onboarding is a critical period 

for establishing the psychological contract. HR should 

ensure that the onboarding process provides new hires 

with a comprehensive understanding of the 

organization's expectations and culture. This is an 

opportunity to lay the foundation for mutual 

understanding and trust, which can positively influence 

the relational aspect of the psychological contract. Proper 

onboarding also sets the tone for the fulfillment of 

expectations regarding job roles, career development, 

and organizational support. 

 

During onboarding, HR should emphasize the company's 

commitment to growth, work-life balance, and recognition, 

aligning with the relational aspects of the psychological 

contract to foster early commitment and trust. 

 

2) Employee Engagement and Retention 

• Focus on Engagement: HR should focus on cultivating 

high levels of employee engagement by creating an 

environment where employees feel their needs (both 

transactional and relational) are met. Engaged employees 

are less likely to leave and more likely to contribute 

meaningfully to the organization's success (Kahn, 1990). 

By fostering engagement through recognition, career 

development, and clear communication, HR can 

significantly reduce turnover rates. 

• Ongoing Communication: Regularly checking in with 

employees through feedback mechanisms, such as 

surveys or one-on-one meetings, can help HR identify 

whether employees feel their psychological contracts are 

being met. This allows HR to address any issues before 

they escalate into breaches that could lead to 

dissatisfaction and turnover. 

• Recognition and Support: HR should implement 

recognition programs to ensure that employees feel 

appreciated for their contributions. These programs, 

coupled with transparent feedback and support for career 

growth, can strengthen both the transactional and 

relational aspects of the psychological contract, 

enhancing retention. 

 

Develop a robust employee engagement strategy that includes 

regular feedback loops, clear career pathways, and a culture 

of recognition to ensure that employees' expectations are met 

and exceeded, ultimately boosting retention. 
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3) Performance Management and Development 

• Aligning Performance with Expectations: Effective 

performance management systems should align 

employees’ roles and responsibilities with the 

expectations set by the organization. HR and 

management must ensure that employees receive 

feedback, performance reviews, and career development 

support that reflect both the transactional and relational 

elements of the psychological contract (Coyle-Shapiro & 

Kessler, 2000). 

• Career Development Programs: Management and HR 

should focus on offering opportunities for growth, such 

as training, mentorship, and promotions. By fulfilling 

relational contract expectations regarding career 

development, HR can foster a sense of commitment and 

belonging, which leads to higher retention and 

motivation. 

• Feedback and Coaching: Employees need ongoing 

feedback and coaching to improve and align their 

performance with organizational expectations. Providing 

constructive feedback that aligns with career growth 

expectations helps employees see that their development 

is valued, which strengthens the relational contract. 

 

Implement performance management systems that not only 

evaluate performance but also emphasize career development 

opportunities, personalized coaching, and clear paths for 

advancement, thus fulfilling the relational aspects of the 

psychological contract. 

 

 

4) 4. Work-Life Balance and Employee Well-being 

• Support for Work-Life Balance: In today’s work 

environment, employees place significant value on work-

life balance. HR and management should strive to fulfill 

these expectations by offering flexible working hours, 

remote work options, and sufficient paid time off. By 

promoting work-life balance, management strengthens 

the relational aspect of the psychological contract and 

helps reduce burnout and dissatisfaction (Greenhaus & 

Allen, 2011). 

• Mental and Physical Well-being Programs: HR should 

provide programs that support employees’ overall well-

being, including mental health resources, stress 

management workshops, and wellness initiatives. By 

showing that the organization cares about employee 

health and well-being, management can create a 

supportive environment that enhances job satisfaction 

and organizational loyalty. 

 

Develop and implement work-life balance initiatives, such as 

flexible working arrangements, wellness programs, and 

mental health support, to fulfill employees' relational 

expectations and promote long-term retention. 

 

5) Organizational Culture and Leadership Development 

• Creating a Positive Organizational Culture: 

Management must actively work to create a culture that 

promotes transparency, trust, respect, and inclusivity. A 

strong organizational culture ensures that employees' 

expectations regarding how they will be treated are met. 

When employees feel that their organization fosters a 

positive culture, they are more likely to feel emotionally 

attached and committed (Shore & Tetrick, 1994). 

• Leadership Development: The leadership style within 

an organization significantly impacts the fulfillment of 

psychological contracts. HR and management must 

invest in leadership development programs to ensure that 

managers and supervisors are equipped to build trust, 

respect, and positive relationships with their teams. 

Effective leadership helps employees feel supported and 

valued, strengthening the relational contract. 

 

Invest in leadership development and foster a positive 

organizational culture that aligns with the values of trust, 

respect, and inclusivity, thereby fulfilling the relational 

psychological contract and encouraging retention. 

 

6) Addressing Psychological Contract Breaches 

• Handling Breaches Promptly: One of the most critical 

roles of management and HR is to address any breaches 

in the psychological contract. When employees perceive 

a breach, it can lead to dissatisfaction, disengagement, 

and turnover intentions (Robinson & Morrison, 2000). 

HR should develop a clear process for addressing 

complaints, providing resolution, and restoring trust with 

employees. 

• Open Communication: Transparent communication 

about organizational changes and decision-making 

processes can help prevent psychological contract 

breaches. HR and management should keep employees 

informed about changes that may affect their roles, 

benefits, or job security to prevent misunderstandings 

and unmet expectations. 

 

Implement clear processes for addressing contract breaches, 

including open communication, mediation, and conflict 

resolution, to restore trust and minimize turnover. 

 

7) Compensation Strategy and Market Competitiveness 

• Market-Competitive Compensation: Management and 

HR must regularly review and adjust compensation 

packages to ensure they remain competitive within the 

industry. An employee’s transactional contract is largely 

driven by the compensation and benefits provided, and 

failure to remain competitive may result in turnover 

(Cascio, 2006). 

• Bonuses and Incentive Programs: Offering 

performance-based incentives and bonuses can align 

employees' interests with organizational goals, fulfilling 

their transactional expectations and encouraging 

retention. 

 

Regularly benchmark compensation and benefits against 

industry standards and implement performance-based 

incentives to fulfill employees' expectations and strengthen 

their commitment to the organization. 

 

For management and HR, fulfilling the psychological contract 

is a strategic imperative for enhancing employee retention. By 

understanding the importance of both transactional and 

relational elements and ensuring they are consistently met, 

management can foster a committed, engaged, and loyal 

workforce. In doing so, organizations reduce turnover, 

improve employee satisfaction, and enhance overall 
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productivity, creating a positive and sustainable work 

environment. By aligning organizational strategies with 

employees' expectations, HR and management can create a 

culture of mutual trust and respect that benefits both the 

employee and the organization. 

 

Implications for Retention Strategies, Best Practices, and 

Preventing Contract Breach 

The fulfillment of psychological contracts has profound 

implications for employee retention strategies. By meeting 

both transactional (e.g., pay, benefits) and relational (e.g., 

trust, career development) expectations, organizations can 

improve employee satisfaction, engagement, commitment, 

and loyalty, ultimately reducing turnover rates. Below is a 

summary of the key implications for retention strategies, best 

practices, and preventing contract breaches. 

 

1) Retention Strategies 

• Comprehensive Compensation Packages: Ensure that 

compensation (salary, benefits, and job security) meets 

industry standards and employee expectations. This 

addresses transactional contract elements and is crucial 

for retaining employees (Adams, 1965). 

• Career Development Opportunities: Provide 

continuous learning, mentorship, and clear paths for 

career progression. Fulfilling relational aspects of the 

psychological contract by investing in employees’ 

growth fosters organizational commitment and enhances 

retention (Harrison, 2005). 

• Work-Life Balance: Offer flexible working hours, 

remote work options, and ample leave to meet 

employees' expectations for work-life balance, which 

strengthens relational bonds and reduces burnout 

(Greenhaus & Allen, 2011). 

• Employee Recognition: Establish robust recognition 

programs that regularly acknowledge employee 

contributions. This fulfills the relational contract by 

making employees feel valued and appreciated (Shore & 

Tetrick, 1994). 

 

Best Practices: 

• Regularly assess employee needs through surveys and 

feedback mechanisms to ensure compensation, career 

development, and work-life balance align with employee 

expectations. 

• Offer tailored career development programs, training 

opportunities, and clear promotion pathways to reinforce 

employee engagement. 

• Create a transparent, inclusive organizational culture that 

fosters trust, open communication, and respect for 

employees' values and work-life needs. 

 

2) Initiatives for Fulfilling Psychological Contracts 

• Clear Communication: Communicate clearly and 

consistently about job expectations, career growth, and 

compensation packages during the recruitment and 

onboarding process. Transparent communication ensures 

employees understand what they can expect from the 

organization (Robinson, 1996). 

• Employee Engagement Initiatives: Implement 

strategies to actively engage employees, such as offering 

meaningful work, fostering autonomy, and providing 

opportunities for skill enhancement. Engaged employees 

are less likely to feel disconnected and are more likely to 

stay (Kahn, 1990). 

• Leadership and Management: Invest in leadership 

development programs to ensure managers and leaders 

are equipped to meet both transactional and relational 

expectations. Effective leaders build trust, provide 

recognition, and foster an environment conducive to 

retention (Bass, 1990). 

• Flexible Work Options: Provide employees with 

options that allow them to balance their personal and 

professional lives, such as flexible working hours and 

remote work options, helping to meet their relational 

contract expectations (Greenhaus & Allen, 2011). 

 

Best Practices: 

• Conduct regular performance and feedback sessions to 

ensure employees’ expectations are being met and to 

address any potential concerns early. 

• Promote an inclusive and positive organizational culture 

that aligns with employees' values, reinforcing both their 

transactional and relational needs. 

• Align organizational policies with employees' needs and 

desires to ensure a holistic approach to retention that 

incorporates financial, emotional, and professional 

elements. 

 

3) Preventing Contract Breach 

• Early Identification of Breaches: Regularly monitor 

employee satisfaction and engagement levels to detect 

any signs of psychological contract breach. Address 

issues promptly before they escalate into dissatisfaction 

or turnover (Morrison & Robinson, 1997). 

• Open and Honest Communication: Foster a culture of 

transparency by providing regular updates about 

organizational changes, job roles, and expectations. 

Ensure employees are informed about decisions that 

might affect their roles to prevent misunderstandings 

(Robinson, 1996). 

• Responsiveness to Employee Concerns: Establish clear 

channels for employees to voice concerns or 

dissatisfaction. Actively listen to feedback and 

demonstrate responsiveness to employee issues to 

prevent disengagement and dissatisfaction (Shore & 

Tetrick, 1994). 

• Restoring Trust after Breaches: If a breach occurs, 

management should take immediate steps to 

acknowledge it, apologize, and rectify the situation. 

Restoring trust is crucial to maintaining employee 

commitment and loyalty (Morrison & Robinson, 1997). 

 

Best Practices: 

• Maintain regular communication between HR and 

employees through surveys, feedback sessions, and one-

on-one meetings to identify potential breaches early. 

• Provide a clear and accessible grievance mechanism 

where employees can report dissatisfaction without fear 

of retaliation. 

• Respond to employee concerns swiftly, acknowledge 

issues, and provide appropriate remedies, demonstrating 

the organization’s commitment to maintaining the 

psychological contract. 
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Effective retention strategies rely on fulfilling both 

transactional and relational elements of the psychological 

contract. By aligning compensation, career development, 

recognition, and work-life balance with employees’ 

expectations, organizations can enhance job satisfaction, 

engagement, and commitment. Preventing contract breaches 

involves clear communication, early detection of issues, and 

swift corrective action. Management and HR departments 

should adopt these best practices to foster a positive, trust-

based environment that promotes long-term retention and 

reduces turnover.   

 

6. Challenges and Limitations of the Study 
 

The study on the role of psychological contracts in employee 

retention presents valuable insights into the dynamics of 

employee-employer relationships. However, as with any 

research, there are several challenges and limitations that 

could influence the outcomes, generalizability, and 

implementation of findings. Below are key challenges and 

limitations to consider: 

 

1) Subjectivity of Psychological Contracts 

 

Challenge: 

Psychological contracts are inherently subjective and vary 

greatly between individuals. Each employee may have 

different expectations, interpretations, and experiences 

regarding the promises and obligations in the workplace. 

Unlike formal, written contracts, psychological contracts are 

based on personal perceptions, which can be difficult to 

measure consistently across a diverse workforce. 

 

Limitation: 

• Measurement Issues: Since psychological contracts are 

intangible and subjective, accurately measuring the 

extent to which they are perceived as fulfilled or 

breached can be challenging. Standardized measurement 

tools may not capture the nuanced expectations of 

individual employees (Morrison & Robinson, 1997). 

• Variation Across Employees: Employees from different 

backgrounds, job roles, or experiences may have varying 

interpretations of what constitutes a "fulfilled" contract, 

making it difficult to apply uniform conclusions. 

 

Mitigation Strategy: 

To address this challenge, the study could employ mixed-

methods research (qualitative and quantitative) to gather both 

subjective perceptions (through interviews or surveys) and 

objective data (through performance metrics or turnover 

rates). Qualitative approaches can capture the diversity of 

employee experiences. 

 

2) Complexity of Retention Factors 

Challenge: 

Employee retention is influenced by a multitude of factors 

beyond psychological contracts, including organizational 

culture, management style, job market conditions, and 

personal employee circumstances (e.g., career goals, family 

considerations). Isolating the specific impact of psychological 

contract fulfillment on retention while accounting for these 

other variables can be difficult. 

 

Limitation: 

• Multifactorial Nature of Retention: The study may not 

be able to account for all external and internal factors that 

contribute to employee retention, leading to potential 

oversimplification of the role of psychological contracts in 

retention decisions (Shore & Tetrick, 1994). 

• Causality vs. Correlation: While the study can establish 

correlations between psychological contract fulfillment 

and retention, proving causality may be difficult. Other 

factors, such as job satisfaction or organizational culture, 

may independently drive retention. 

 

Mitigation Strategy: 

The study can acknowledge the multifactorial nature of 

retention by controlling for other key variables (such as pay, 

work-life balance, and job satisfaction) in the analysis. 

Longitudinal studies could also help determine causality over 

time by tracking employee perceptions and retention 

decisions. 

 

3) Organizational and Cultural Differences 

 

Challenge: 

The role of psychological contracts may vary depending on 

the type of organization, industry, and national or cultural 

context. For example, the expectations of employees in a 

high-tech company may differ significantly from those in a 

traditional manufacturing firm. Additionally, cultural 

differences can affect how employees interpret psychological 

contracts. In some cultures, relational aspects such as trust 

and loyalty may play a more significant role than in others. 

 

Limitation: 

• Generalizability: The findings from this study may not 

be universally applicable across different industries, job 

roles, or cultural contexts. Organizations in different 

regions or sectors may face distinct challenges in 

fulfilling psychological contracts (De Witte, 2005). 

• Cultural Bias: If the study is conducted in a single 

cultural or organizational context, it may not fully 

capture the nuances of psychological contracts in a global 

workforce. Employees in different cultures may have 

different expectations about what constitutes a fulfilled 

or breached contract (Shore & Tetrick, 1994). 

 

Mitigation Strategy: 

To enhance generalizability, the study could examine multiple 

organizations across different industries or regions. 

Comparative cross-cultural studies could also provide 

insights into how cultural factors influence psychological 

contract fulfillment and employee retention. 

 

4) Reliance on Self-Reported Data 

Challenge: 

Much of the data on psychological contract fulfillment and 

employee retention is likely to be collected through surveys 

or interviews, which rely on self-reported data. Employees 

may not always provide accurate or unbiased responses due 

to social desirability bias (e.g., wanting to appear satisfied or 

committed) or a lack of self-awareness about their actual 

perceptions. 

 

Limitation: 
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• Bias in Responses: Employees may overstate their 

satisfaction or understate negative experiences related to 

psychological contracts due to fear of retaliation or a 

desire to align with the organizational narrative 

(Robinson, 1996). 

• Recall Bias: Employees might not accurately recall past 

experiences with their psychological contracts or how 

those experiences influenced their retention decisions, 

especially if the data collection occurs after a significant 

time has passed. 

 

Mitigation Strategy: 

Using a combination of self-reported data and objective 

measures (e.g., turnover rates, performance data) can help 

mitigate the bias. Additionally, ensuring anonymity and 

confidentiality in survey responses can help reduce social 

desirability bias. Triangulating data from multiple sources 

(e.g., employee interviews, HR records) can provide a more 

accurate picture. 

 

5) Time Frame and Longitudinal Effects 

Challenge: 

Psychological contracts and their impact on retention are 

dynamic and evolve over time. Employees’ expectations and 

perceptions of their contracts may change as their relationship 

with the organization deepens or as external circumstances 

(e.g., economic conditions, organizational changes) affect 

their priorities. Short-term studies may not fully capture the 

long-term effects of psychological contract fulfillment or 

breach. 

 

Limitation: 

• Snapshot Limitation: Cross-sectional studies provide 

only a snapshot of employee perceptions at a given time, 

potentially overlooking how contract fulfillment or breach 

influences long-term retention (Kahn, 1990). 

• Delayed Effects: The impact of psychological contract 

fulfillment or breach on retention may not be immediately 

observable, with effects unfolding over time. 

 

Mitigation Strategy: 

A longitudinal study design could help capture the long-term 

effects of psychological contract fulfillment on employee 

retention. Tracking employee perceptions over multiple time 

points can provide insights into how psychological contracts 

influence retention decisions over time. 

 

7. Ethical Considerations and Organizational 

Sensitivity 
 

Challenge: 

Discussing breaches of psychological contracts can be 

sensitive and may involve confidential or private information 

about employees' relationships with the organization. 

Employees may be reluctant to openly discuss perceived 

breaches, especially if they fear consequences for their 

careers. 

 

Limitation: 

• Employee Hesitancy: Employees may be hesitant to 

disclose information about breaches of psychological 

contracts for fear of retaliation or jeopardizing their 

career prospects (Morrison & Robinson, 1997). 

• Organizational Sensitivity: Organizations may be 

unwilling to participate in studies that involve discussing 

potential issues related to psychological contract 

fulfillment, particularly if these issues could reflect 

negatively on management practices. 

 

Mitigation Strategy: 

To address these concerns, the study must ensure 

confidentiality and anonymity for both employees and 

organizations. Clear ethical guidelines and informed consent 

processes should be in place to reassure participants that their 

responses will not be used against them. Additionally, the 

research should emphasize the value of the study in 

improving organizational practices and employee relations. 

 

While the study of psychological contracts and their role in 

employee retention offers valuable insights, it is important to 

recognize and address the challenges and limitations that may 

arise. These include the subjectivity of psychological 

contracts, the multifactorial nature of retention, 

organizational and cultural differences, reliance on self-

reported data, the temporal dynamics of psychological 

contracts, and ethical considerations. By acknowledging 

these challenges, the study can incorporate strategies to 

mitigate their impact and provide more robust, actionable 

insights for improving employee retention strategies. 

 

8. Conclusion 
 

This study has illuminated the crucial role of psychological 

contracts in shaping employee retention, moving beyond the 

traditional focus on tangible factors like compensation to 

encompass the relational dynamics that foster long-term 

organizational loyalty. Through the exploration of both 

transactional and relational contract elements, we have 

highlighted how the fulfillment of these expectations leads to 

heightened job satisfaction, organizational commitment, and 

ultimately, employee retention (Coyle-Shapiro & Kessler, 

2000; Shore & Tetrick, 1994). 

 

Psychological contracts, with their nuanced, subjective 

nature, offer a profound lens through which organizations can 

understand and address the underlying causes of employee 

turnover. By focusing on fulfilling both the tangible needs—

such as fair compensation and job security—and the 

intangible needs—such as trust, career development, and 

work-life balance—organizations can build stronger, more 

resilient relationships with their employees (Morrison & 

Robinson, 1997). These mutually beneficial relationships, 

based on respect, fairness, and growth, not only lead to a more 

satisfied and engaged workforce but also create a competitive 

advantage in the marketplace by reducing turnover and 

fostering a culture of loyalty and commitment (Harrison, 

2005; Robinson, 1996). 

 

While challenges such as the subjectivity of psychological 

contracts and the multifactorial nature of retention remain, the 

findings of this study underscore the importance of proactive, 

transparent, and supportive organizational practices. 

Management and human resources departments are pivotal in 

shaping the organizational environment that meets 

employees’ evolving expectations, reinforcing the 
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psychological contract, and ultimately reducing turnover 

intentions (Kahn, 1990). 

 

As organizations continue to adapt to the shifting dynamics 

of the modern workforce, the insights from this study offer 

valuable guidance for creating an environment where 

employees feel valued, supported, and motivated to 

contribute long-term. By prioritizing psychological contract 

fulfillment, organizations can not only retain their top talent 

but also cultivate a thriving, engaged workforce that drives 

both individual and organizational success (Shore & Tetrick, 

1994). 

 

Ultimately, the role of psychological contracts in employee 

retention is not just about meeting expectations—it is about 

creating a culture of mutual trust, respect, and growth, 

ensuring that employees remain invested in the success of the 

organization, now and into the future (De Witte, 2005). 
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