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Among the many volatile challenges weighing heavily on this dynamic and competitive 
labour market, employee retention is paramount, especially in sectors like health care, 
where fluctuation in turnover can remarkably affect service quality and operational 
efficiency. This paper discusses the implications of a psychological contract on 
employee retention strategies. It means, the psychological contracts have gained a lot 
of importance as they reflect the perceptions of employees regarding the commitment 
of the organization to provide them job security, career development, and work-life 
balance. This paper focuses on the health care sector as the psychological contracts 
particularly affect the aspects of job satisfaction, organizational commitment, and trust 
among nurses and management. This paper examines how the proper management of 
psychological contracts can help minimize turnover intentions by integrating employee 
expectations along with organizational objectives. For this purpose, a narrative review 
of the literature has been carried out, which was informed by recent studies dealing 
with employee retention, the theory of psychological contract, and human resource 
practices. Aspects related to perceived organizational support, career opportunities, 
recognition, and work environment have been analysed in the context of their 
potential to assist in the creation of mutual commitment and minimizing turnover. 
Finding indicated that psychological contract breaches, like breached expectations 
concerning career development or job security, significantly enhance turnover 
intentions. An organization found practicing active management of psychological 
contracts through addressing employee expectations and aligning them with 
organizational objectives realizes a more committed and satisfied workforce. This 
results in the situation of reciprocity in culture, where both employer and employee 
obligations are honoured, leading to lower turnover and long-term success for the 
organization. The paper consequently concludes that the integration of psychological 
contract management into broader employee retention strategies will be imperative 
in building a stable, loyal workforce. Indeed, addressing implicit employee needs and 
expectations, particularly in high-stress industries such as health care, allows 
organizations to facilitate improved retention, build loyalty, and ultimately enhance 
overall organizational performance. 
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The long-term health and success of any organization are closely tied to its ability to retain key 
employees. Employee retention, defined as the process of encouraging employees to stay with the 
organization for the maximum period or until the completion of specific projects, is critical for 
maintaining customer satisfaction, enhancing organizational performance, and ensuring effective 
succession planning [3]. High turnover rates can lead to increased costs associated with hiring and 
training new employees, a loss of valuable institutional knowledge, and reduced morale among 
remaining staff [4]. Because of this, many companies want to come up with smart ways to keep their 
employees from leaving. They think about money but also try to look at other bigger things that make 
people want to stick around and be happy. In the evolving landscape of work, psychological contracts 
(PC) unwritten, informal agreements between employees and employers have emerged as a crucial 
factor in employee retention. PC encompass employees' perceptions of the mutual obligations 
between themselves and their employers, including aspects such as job security, career development 
opportunities, work-life balance, and recognition [5]. When companies meet these expectations, 
workers tend to feel more connected to their jobs and less likely to leave. But if those expectations 
aren't met? That can cause problems. People might get unhappy or lose trust and that can lead to 
more folks quitting [6]. 

 

 
 

Fig. 1. Illustrative way to explain the 6 benefits of employee retention [7] 
 
Muhajiroh and his team recently found that managing the psychological contract (PC) really help 

keep valuable employees. It affects job happiness commitment to the organization, and trust 
between workers and their bosses [8]. When companies use strategies that include managing the PC, 
they often create a better work environment that meets workers' needs and expectations. This leads 
to better results for the organization [9]. This isn't just about keeping employees. It's also about 
holding on to their important skills and knowledge, which is super important for staying ahead of the 
competition. The goal of this study is to look into how PC helps improve strategies for keeping 
employees in organizations. By exploring different aspects of PC and how they affect commitment 
and retention, this paper aims to find the best ways to connect psychological contract management 
with larger company goals. 
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Understanding and managing these informal agreements gives organizations a strong tool to 
build a loyal and motivated workforce. This can help secure long-term success in a tough market. 
With good human resource management and strong leadership, companies can create an 
atmosphere that not only draws in talent but also keeps it by meeting the various needs and 
expectations of their workers [10]. 
 

 
 
Fig. 2. The publication trends of documents categorized as journal articles and news articles from 1988 to 
2024 sourced from Lens.org 

The Figure 2 displays the publication trends of documents categorized as journal articles and 
news articles from 1988 to 2024 sourced from Lens.org using key words "Psychological contracts, 
Employee retention, Turnover intentions, Job satisfaction, perceived organizational support, trust, 
Career development, ". This visual representation highlights the evolving academic and media 
interest in key themes related to psychological contracts, employee retention, turnover intentions, 
job satisfaction, perceived organizational support, trust, and career development. 

From the graph, there is a noticeable increase in the volume of publications starting from the 
early 2000s, peaking around 2008 and again in 2016, with document counts reaching up to 4 per 
year. This surge indicates a growing scholarly and public interest in understanding how psychological 
contracts influence employee retention and turnover intentions, particularly during periods marked 
by economic shifts or organizational changes. Notably, there is a consistent pattern of publications 
from 2000 onwards, emphasizing ongoing research and discourse in areas such as job satisfaction 
and perceived organizational support. These factors are crucial in fostering trust within the workplace 
and supporting career development, both of which are integral to maintaining a committed and 
satisfied workforce. The graph also shows fluctuations in publication frequency, with a decline in the 
late 2010s, potentially reflecting shifting research priorities or the emergence of new topics within 
the broader context of organizational behaviour. Nonetheless, the persistent presence of 
publications underscores the continued relevance of these themes in addressing critical workforce 
issues. Overall, the data from Lens.org underscores the sustained and significant scholarly 
engagement with topics central to the psychological well-being of employees and their impact on 
organizational dynamics. 
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2. Methodology 
2.1 Approach   
 

This paper utilizes a narrative literature review approach to explore the role of PC in enhancing 
employee retention strategies within organizations. The purpose of this review is to synthesize 
existing knowledge on PC and identify best practices for aligning their management with broader 
organizational goals 
 
2.2 Literature Research  
 

A broad literature search was conducted across multiple academic sources, including journal 
articles, books, and reputable online resources. The search focused on materials published in the last 
five years to ensure that the information reflects the most current understanding of PC and their 
impact on employee retention. Key search terms included “psychological contracts,” “employee 
retention,” “job satisfaction,” “organizational commitment,” “contract breaches,” and “employee-
employer expectations.” 
 
2.3 Selection Criteria  

 
The selection of literature was based on the relevance to the topic. The selected works included 

• Foundational theories and definitions of psychological contracts. 
• Empirical studies and case studies demonstrating the impact of psychological contracts on 
employee retention. 
• Reviews and articles that discuss the management of psychological contracts in organizational 
settings. 
• Publications that identify elements of psychological contracts, such as job security, career 
development, and work-life balance, which influence retention. 
 
2.5 Analysis and Synthesis 

 
The gathered literature was reviewed to identify key themes and insights relevant to the role of 

PC in employee retention. The analysis focused on: 
• Understanding how well-managed psychological contracts foster employee commitment and 
satisfaction. 
• Exploring the consequences of psychological contract breaches on retention. 
• Identifying strategies and best practices for managing psychological contracts to align with 
organizational goals. 

The findings from the reviewed literature were synthesized to provide a comprehensive overview 
of the current state of knowledge on PC and their practical implications for employee retention. 
 
3. Literature Review 
3.1 Psychological Contract 
  

The term "psychological contracts (PC)" was introduced by Rousseau [11] in 1995. It refers to the 
informal written agreements that exist between employers and employees. These contracts include 
the expectations, beliefs, and obligations that both sides hold towards each other. PC are not set in 
stone; they over time and depend on how individuals see things. This is different from formal 
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contracts, which are clear-cut and legally binding. You won't find these agreements written down 
anywhere. They grow through interactions, sharing ideas, and experiences at work. Because they can 
shift based on company rules and what workers expect, they're pretty flexible [12]. PC has two main 
parts: relational and transactional components. Relational contracts focus on the emotional side of 
the employer-employee relationship. This includes feelings like trust, job security, and loyalty [20]. 
Conversely, transactional contracts are less emotionally charged and less focused on long-term goals. 
Instead, they are more concerned with short-term, particular exchanges such as pay, perks, or task 
performance [13]. When everything fits well both relational and transactional aspects employees 
tend to stick around and feel good in their jobs. Psychological contracts matter a lot because they 
shape how employees think and act at work. If people believe their psychological contracts are being 
honoured that their employer is keeping promises they usually feel happier and more committed. 
This can lower turnover rates too [5,14]. Research shows that when companies manage these 
psychological contracts properly, they can create a positive atmosphere where employees’ needs are 
met which helps with retention [15] (figure 3). But if there's a breach and workers feel let down by 
their employer's unmet expectations, it can hurt motivation and trust. Job satisfaction may drop and 
attrition rates may rise too [16]. Psychological contracts cover areas of the employment relationship 
that formal contracts often miss like trust and shared value making them super important for keeping 
employees around. In summary: PC capture those important yet subtle pieces of the employment 
relationship that help explain why employees stay or go. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Fig. 3. The diagram illustrates a holistic framework for enhancing employee 

                               experience through six key dimensions [1] 
 

Equity Theory posits that individuals are motivated by fairness, and perceived imbalances in the 
employment relationship can lead to dissatisfaction and disengagement [17]. In line with this theory, 
demographic analysis, such as the visual representation of gender and age distributions in Figure 4, 
plays a critical role in understanding workforce composition and ensuring equitable treatment. The 
first chart illustrates an equal gender distribution among employees (50% male and 50% female), 
reflecting a balance that is essential for promoting workplace dynamics and equality, as emphasized 
by Goswami [2] who highlighted the importance of mutual expectations and obligations in 
employment settings. The second chart shows an age distribution with 55% of employees aged 20-
30 years and 45% aged 31-40 years, underscoring the diversity of experience and generational 
perspectives that can influence organizational culture and performance. Together, these 
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demographic insights underscore the need for organizations to address equity and fairness, as 
imbalances in these areas can impact overall employee satisfaction and engagement. 
 

 
 

Fig. 1. The visual representation of gender and age distributions [2] 

These theories underline the need of regulating psychological contracts to maintain a balanced 
and good connection between employees and employers. Organizations can effectively manage 
psychological contracts by communicating clearly, establishing reasonable expectations, and 
continuously keeping their end of the bargain with staff members. These agreements are significantly 
shaped by the relationships, encouragement, and corporate cultures that managers and leaders 
provide. Bringing psychological contract management into line with overarching corporate objectives 
helps foster a more devoted and stable workforce, which in turn improves organizational 
performance. 

 
3.2 Longitudinal Perspectives on Psychological Contracts 

Longitudinal studies show that the psychological contract is not a static concept but one that 
continually changes as employees switch jobs, responsibilities, and even their perceptions of 
organizational justice. One such study showed Leadership and organizational culture changes 
significantly influenced staff perceptions of psychological contract obligations, leading to shifts in 
their views on fairness and trust over time [18]. demonstrated how psychological contract breaches 
that occurred early in the course of employment accumulated over a period of time, with long-
term effects on dissatisfaction and organizational commitment [19]. Longitudinal research has also 
provided insight into the relationship between psychological contract evolution and employee 
retention. study found that when employees perceived a breach in their psychological contract, their 
likelihood of staying with the organization diminished over time. These findings emphasize the long-
term consequences of failing to manage psychological contracts effectively, particularly regarding 
employee turnover and performance [20].  For an example in the healthcare sector, psychological 
contracts for nurses changed because of organizational restructuring and increased workload. Over 
time, these changes led to altered expectations and feelings of mistrust, which impacted their 
commitment and intention to stay in the organization. This demonstrates the importance of 
longitudinal approaches in understanding how sector-specific challenges, like those seen in 
healthcare, can affect psychological contracts [18].   
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3.3 Psychological Contracts across Various Organizational Sectors 

The concept of psychological contracts has been widely studied across various sectors, 
highlighting significant differences in employee expectations and organizational commitments. 

 

Fig. 5. Psychological contract across sectors 

3.3.1 Healthcare sector   
 

The investigation in the health sector reveals that psychological contracts may be impacted by 
the high level of strain on the work environment. For example, studies have concluded that health 
professionals may tend to perceive job security and organizational support since working in a caring 
profession is emotionally challenging. Also, teamwork and collaboration dynamics in healthcare 
settings may foster stronger relational psychological contracts because employees often depend on 
one another for support [21]. 
 
3.3.2 Education sector 

 
In educational institutions, the factors constituting psychological contract include autonomy and 

professional development. Teachers and lecturers are reportedly motivated by achievement and 
acknowledgement of efforts, where career development becomes an important emphasis, further 
supported by supportive administration. This contrasts with health service provision where 
emotional and relational aspects were prominent, as opposed to professional development [22]. 

3.3.3 Corporate sector 

In organizational contexts, psychological contracts often reflect performance and outcome-based 
expectations. Accordingly, studies have found that for this industry, the psychological contracts are 
transactional type with a preponderance of financial rewards and career advancement; emphasis on 
outcome or result may breed a more competitive milieu often very different from the teamwork and 
collaboration found in health care and education [23]. 
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3.4 External Influences on Psychological Contracts 
 

Psychological contracts do not exist in a vacuum; they are influenced by factors internal to the 
organization, but also by much wider external ones. An understanding of how fluctuations in 
economic conditions and technologies may affect the psychological contract will support an 
organization's ability to modify the way it retains its employees in a dynamic environment. This will 
ensure that the expectations of the employer and employee remain aligned over time under 
continuous external pressures. 
 
3.4.1 Economic shifts and psychological contracts 
 

Economic fluctuations, such as recessions, inflation, and changes in the labour market, can have 
a significant impact on psychological contracts between employees and organizations. During periods 
of economic downturn, employees may prioritize job security over other benefits and adjust their 
expectations regarding promotions, bonuses, or salary increases. This shift can lead to a mismatch 
between the organization's promises and employees' expectations, potentially causing 
dissatisfaction if not managed effectively [24].  

For instance, during times of inflation or rising living costs, employees may raise their 
expectations for adequate compensation, which may trigger an evaluation of fairness and equity 
within the organization. If organizations are unable to meet these heightened financial expectations, 
employees may perceive a violation of the psychological contract, which could erode their loyalty 
and long-term commitment.  
 
3.4.2 Technological advancements and psychological contracts 
 

Technological innovations are reshaping psychological contracts, particularly in terms of job roles 
and the skills required for effective performance. Automation, artificial intelligence, and the 
increasing use of digital tools have led to changes in job responsibilities across various industries. As 
a result, employees are placing greater emphasis on the need for continuous development and 
training to keep pace with technological changes [25]. Employees expect organizations to invest in 
their professional growth and provide opportunities for upskilling. By offering training programs and 
promoting career development, organizations can strengthen the psychological contract by 
demonstrating their commitment to supporting employees' adaptability and long-term success in the 
evolving workplace. 

Moreover, technological advancements are also driving the widespread adoption of remote and 
hybrid work models. These changes influence employees' expectations regarding work-life balance, 
flexibility, and autonomy. Organizations that support flexible work arrangements are seen as 
responsive to these evolving expectations, which helps reinforce the psychological contract. On the 
other hand, resistance to flexible work options can be perceived as a breach of trust, potentially 
undermining employee satisfaction and retention [26]. 

 
3.5 Employee Retention  
 

Employee retention refers to the strategies and practices that organizations implement to 
encourage employees to remain with them for extended periods. It is crucial to sustain a stable and 
skilled workforce, particularly in sectors known for elevated employee turnover rates, such as 
hospitality and education [27]. Employee retention is heavily influenced by how well an organization 
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meets the unspoken expectations of its employees, often referred to as the psychological contract. 
When these expectations, such as career growth opportunities, recognition, and fair treatment, are 
met, employees are more likely to feel valued, satisfied, and committed to staying with the company.  

Conversely, unmet expectations can lead to dissatisfaction and turnover. Therefore, companies 
that focus on understanding and addressing these implicit needs can significantly improve retention 
rates, keeping employees engaged and loyal [28]. Perceived fairness, often referred to as 
organizational justice, is a key factor that influences the relationship between employees' views of 
psychological contracts and their satisfaction with retention strategies. When employees feel that 
their organization treats them fairly, they are more likely to be content with how retention measures 
are applied, thereby enhancing their overall satisfaction and commitment to staying with the 
organization [29]. A study focusing on private organizations in Abeokuta revealed that most 
employees were content with how their psychological contracts were fulfilled. This contentment had 
a notable impact on their commitment to their employers over the long term. The findings suggest 
that upholding these psychological commitments is crucial, as it can significantly enhance employee 
retention rates [6]. Psychological contracts significantly impact employees' decisions about whether 
to remain with or leave an organization, making them a key factor in retention strategies. This 
highlights the importance of aligning motivational approaches with the specific retention needs of 
employees to effectively keep them engaged and committed [30]. Psychological contracts are pivotal 
in employee retention, as they involve recognizing performance and meeting implicit expectations. 
This is crucial for tackling the challenges faced by modern companies within the evolving global 
context [31].  

According to study, when workers are happy in their positions, they are less likely to quit the 
company. This sense of completion frequently results from the accomplishment of knowledge and 
psychological contracts [32]. Conversely, when psychological contracts are breached where 
employees feel that the company has failed to meet its implicit promises negative outcomes can 
arise. These might include diminished job satisfaction, a loss of trust, and an elevated rate of 
employee turnover [33]. Breaches of psychological contracts can arise from  several factors, such as 
changes in job responsibilities, unmet expectations for career growth, insufficient recognition, or 
perceived unfair treatment. These breaches often lead to negative emotional reactions, including 
feelings of betrayal and disappointment, which may prompt employees to disengage or resign from 
the organization. Research has highlighted key aspects of psychological contracts that are crucial for 
employee retention, including expectations about job security, opportunities for career progression, 
work-life balance, and the perceived support from the organization [34]. Table 1 describes key 
elements of psychological contract and its impact on retention. 
 



Semarak Advanced Research in Organizational Behaviour 
Volume 3, Issue 1 (2024) 1-20 

 

 
 

10 

Table 1 
Key elements of psychological contract and its impact on retention 

 

 

 

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

3.6 Employee Retention, Employee Satisfaction and Employee Turnover Model 
 

One significant obstacle that employees face nowadays is the retention of hired personnel within 
their organisation. In the era of intense rivalry, every organisation strives to provide optimal facilities 
to its personnel. Meeting the demands of human resources is a challenging task that many 
organisations confront today. Comprehending and grasping the workings of the human mind is 
exceedingly challenging. In addition, there are several opportunities for highly qualified and talented 
individuals, making it increasingly challenging for employers to meet their needs and retain them. 
There is no universal strategy or retention plan that can meet the needs of every employee in an 
organisation. There is no universal strategy or retention plan that can meet the needs of every 
employee in an organisation. Due to our distinct personalities, we possess varying wants and 
expectations from the organisation. Study found that and concluded that factors such as age, job 
satisfaction, tenure, job image, met expectations, and organisational commitment are consistently 
associated with turnover intentions and actual turnover [40]. Research by Rumpoko and co-worker 
Analysed the several factors that influence the likelihood of quitting a job and found that emotional 
weariness, reduced levels of innate job satisfaction, and unhappiness with income and promotional 
chances were the primary predictors [41]. Study found a strong association between job satisfaction 
and turnover intentions. This suggests that when job satisfaction is higher, individuals are less likely 
to have the desire to quit their job [42]. The model bellow in Figure 5 clearly illustrates that employee 
retention characteristics are directly correlated with work satisfaction. If these factors are present 
within the organisation, the inclination to resign or transition to another job is diminished. Job 
satisfaction and employee turnover are consistently inversely associated. The model demonstrates 

Elements of PC Description Impact 
on Retention 

Supporting 
Evidence References 

Career 
Development 

Opportunities for 
growth, promotions, 
and skill 
enhancement  

Enhances job 
satisfaction and 
reduces turnover 
intentions. 

Studies show a 
positive 
correlation with 
retention.  

[35] 

Work-Life Balance 

Ability to balance 
work responsibilities 
with personal life. 

Increases job 
satisfaction and 
lowers turnover 
rates. 

Research 
highlights its 
significance for 
retention. 

[36] 

Job Security 

Perception of 
stability and 
assurance against 
layoffs. 

Improves 
organizational 
commitment and 
reduces turnover 

Evidence links job 
security to lower 
turnover. [37] 

Recognition and 
Reward 

Acknowledgment 
and rewards for 
contributions and 
achievements. 

Boosts job 
satisfaction and 
reduces likelihood 
of leaving the 
organization 

Recognition is 
crucial for 
employee 
retention. 

[38] 

Work Environment 

Quality of the work 
environment, 
including 
relationships with 
colleagues and 
supervisors. 

A positive 
environment 
promotes 
retention and job 
satisfaction. 

A supportive work 
environment is 
linked to retention [39] 
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that the presence of the indicated variables in the organisation would not only facilitate the 
attraction of new employees, but also contribute to the retention of existing employees. 

 

Fig. 6. The employee retention and job satisfaction model [43] 
 
3.7 Aligning Psychological Contract Management with Organizational Goals 
 

Organizations must ensure that their psychological contracts reflect the strategic priorities and 
values of the company. For example, if an organization prioritizes innovation, the psychological 
contract should include commitments to employee development, creativity, and providing resources 
for continuous learning. This alignment helps employees feel their roles and contributions are valued 
and integral to the organization's success [18]. Clear and consistent communication about 
organizational goals and how employees roles contribute to achieving them is key to managing 
psychological contracts [44]. When employees understand how their work aligns with the company's 
mission and goals, they are more likely to feel committed and less likely to leave. This clarity reduces 
the risk of psychological contract breaches, which occur when there is a discrepancy between what 
the organization promises and what it delivers Performance management systems should be aligned 
with psychological contracts by recognizing and rewarding behaviours that support organizational 
goals. For instance, if collaboration is a key organizational goal, rewards and recognition should be 
tied to team performance and cooperative behaviours [45]. This approach reinforces the 
psychological contract by meeting employees' expectations for fair treatment and recognition, 
thereby enhancing retention. In order to match organizational objectives with psychological 
contracts, leadership is essential. One of the main components of successful psychological contracts 
is trust, which is developed by leaders who are open, encouraging, and skilled communicators[46]. 
Employees who have faith in the leadership are more devoted to the organization's mission and feel 
safe in their positions, which lowers the likelihood that they would leave [47]. Organizations should 
regularly review and adapt their psychological contracts in response to changes in organizational 
goals or the external environment. This includes seeking feedback from employees to ensure that 
their expectations are met and that any misalignments are promptly addressed [48]. An adaptable 
approach to psychological contract management ensures that the contracts remain relevant and 
supportive of both employee needs and organizational objectives. By aligning employee contribution 
with organizational goals, companies can create a cohesive work environment where employees 
understand their role in the larger picture, feel valued, and are motivated to stay. This alignment not 
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only strengthens the psychological contract but also contributes to achieving long-term 
organizational success through enhanced employee retention and engagement [49] (figure 6). 
 

 
 

Fig. 7. The diagram illustrates the concept of the psychological contract, highlighting the mutual exchange 
between employee contributions and organizational offerings 
 
3.8 Negative Consequences of Psychological Contract Breaches and Mismanagement on Retention 
 

Negative Consequences of Psychological Contract Breaches and Mismanagement on Retention 
As illustrated in the figure 8 below, psychological contract breaches lead to several detrimental 
outcomes that directly affect employee retention. These include the erosion of trust, increased 
turnover intentions, negative work behaviour, and diminished employee well-being. When these 
breaches are not properly managed, the cumulative effect can significantly harm the organization’s 
ability to retain its workforce and maintain high performance. 
 

 
 

Fig. 8. Consequences of breaches of psychological contract 
 

Breaches of the PC have a major consequence on employee retention, affecting intentions to 
leave and the dynamics of the workplace. Comprehending these breaches is essential for companies 
hoping to keep their workforce competent. When psychological contracts are breached, employees 
perceive that their expectations are unmet, leading them to explore alternative job opportunities. 
This dissatisfaction heightens their intention to leave the organization [50]. Contract violations often 
lead to decreased employee performance, exacerbating retention issues. Discontented employees, 
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feeling undervalued, are less likely to remain with the company, further compounding the challenge 
of keeping them [51]. Violations of psychological contracts, especially among proactive employees, 
can lead to detrimental behaviours such as vocalizing grievances and expressing intentions to quit.  

These responses negatively impact employee retention [52]. When psychological contracts are 
violated, it can lead to adverse effects such as increased intentions to leave and diminished job 
satisfaction. This underscores the importance for businesses to actively manage and uphold these 
agreements to maintain employee loyalty [53]. The fulfilment of psychological contracts can give 
great impetus toward better employee retention and satisfaction. However, the outcomes of 
breaches and mismanagement can be deep, often leading to destructive results from both the 
employee and organizational viewpoints [54]. One-way breaches occur when employees perceive 
that their organization has failed to meet the implicit promises or expectations embedded in the 
psychological contract through unmet career development opportunities, lack of job security, and/or 
lack of adequate recognition. Whereas mismanagement, or organizational failure to actively foster 
or maintain such informal agreements, leads to disengagement and heightened turnover [55]. One 
of the immediate effects of a psychological contract breach is the erosion of trust between 
employees and the organization. Feelings of betrayal among employees may reduce their 
organizational commitment when employees perceive a violation of expectations by the employer.  

This usually expresses itself in the form of lower job satisfaction with reduced motivation to 
perform[56]. Accordingly, employees who felt a violation of their psychological contracts were much 
more likely to reduce their efforts and commitment to the organization and, hence, more likely to 
increase their intentions to leave the organization [57]. The impact of psychological contract 
breaches on retention is particularly evident in employees’ heightened turnover intentions. When 
employees believe that their employer has not upheld its side of the psychological contract, they are 
more likely to seek employment elsewhere [58]. Studies have shown that psychological contract 
violations contribute to higher attrition rates as employees become disengaged and disillusioned 
with the organization and this turnover can be especially costly for organizations, leading to the loss 
of talent, institutional knowledge, and increased recruitment and training expenses [59]. Study found 
that employees for whom psychological contract breaches have occurred are more likely to exhibit 
disengagement and a decline in performance because the sense of investment in the success of the 
organization is no longer present [60]. 
 
3.9 Best Practices for Managing Psychological Contracts 
 

Effectively managing psychological contracts (PCs) is crucial for boosting employee retention and 
aligning individual goals with organizational objectives. Psychological contracts, which consist of the 
implicit expectations and beliefs shared between employees and employers, have a significant 
impact on employee behaviour, satisfaction, and commitment. By applying best practices in 
managing these contracts, organizations can create a more positive work environment, decrease 
turnover intentions, and enhance overall performance. 

To increase commitment, job satisfaction, and overall organizational success, it’s vital for both 
employers and employees to manage their psychological contracts effectively. Addressing breaches 
in these contracts can be achieved through several best practices, as illustrated in Figure7. These 
practices include fostering a supportive environment, reiterating the psychological contract, and 
providing necessary tools and assistance. Building trust and aligning with organizational goals are 
supported by open communication, transparency, and involving employees in decision-making. 
Addressing fairness issues, providing feedback, and making necessary adjustments ensure that 
expectations are met on both sides, which reduces turnover risk and promotes a more cohesive 
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workplace. Implementing these strategies can help align organizational and individual goals, bridge 
gaps in hidden expectations, and lay the foundation for long-term success. 
 

 
 

Fig. 9. Fixing a broken [61] 
 
3.9.1 Clear communication of expectations 

 
In order to effectively manage psychological contracts, communication is essential. It improves 

overall happiness and performance by fostering mutual knowledge of expectations, lowering 
perceived breaches, and bringing employee expectations into line with corporate realities  [62]. As 
soon as the employment relationship begins, organizations should establish reasonable and 
attainable expectations. This entails being open and honest about the work-life balance, professional 
advancement, and job security that the business can provide.  
 
3.9.2 Foster a culture of trust and transparency 
 

Through unambiguous expectations throughout the hiring and onboarding procedures, 
employers can avoid misconceptions that may result in breaches of the psychological contract [63]. 
Psychological contracts can be strengthened by an environment at work that values mutual respect, 
trust, and appreciation. Employers ought to concentrate on developing a welcoming workplace 
where staff members feel respected and valued. A positive work culture is mostly influenced by 
offering chances for professional progress, encouraging a healthy work-life balance, and recognizing 
and rewarding employee achievements. 
 
 3.9.3 Align organizational goals with employee expectations 
 

 To effectively manage psychological contracts, business goals and employee expectations must 
be in line. Employee participation in decision-making procedures, frequent performance reviews, and 
coordinating individual goals with company objectives can all help accomplish this alignment [31]. 
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Table 2  
Practical examples of successful psychological contract management in different organizations 

 
 
 
 
 
 

Organization Actions Taken Outcomes Source 

IT industry 

Clear Communication, Employee 
Empowerment, Recognition and 
Reward Systems, Supportive Work 
Environment, Regular Feedback 
Mechanisms 

Increased Employee Engagement, 
Reduced Turnover Intentions, 
Enhanced Organizational 
Performance, Stronger Employee-
Employer Relationships, Better 
Adaptability to change. 

[66] 

Health care 

Manager Support and Leadership, 
Recognition of Skills, Training for 
Managers, Understanding Dynamics 
of the Psychological Contract 

Enhanced Motivation, Improved Job 
Satisfaction, Stronger Employee-
Employer Relationships, Quality of 
Patient Care, Reduced Incidence of 
Breach 

[67] 

Company 

Fulfilment of Obligations, Addressing 
Violations, Focus on Justice 

 and Fairness, Human Resource 
Management Practices, Monitoring 
Job Insecurity 

 

Increased Organizational 
Commitment, Improved Job 
Satisfaction, Reduced Turnover 
Intentions, Enhanced Performance, 
Better Employee Well-being, Positive 
Organizational Citizenship Behaviour 

[57] 

Academic 

Performance Evaluations, 
Encouraging Open Communication, 
Supporting Employee Development, 
Recognizing Contributions: 

Increased Employee Satisfaction, 
Enhanced Employee Productivity, 
Organizational Citizenship Behaviour, 
Reduced Turnover Intentions, 
Stronger Employee-Employer 
Relationships 

[68] 

15 
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3.9.4 Regular feedback and performance reviews 
 
 Organizations can reinforce psychological contracts by making sure that workers perceive a 

direct link between their responsibilities and the overarching objective of the company. Keeping 
psychological contracts under control requires regular performance evaluations and comments. They 
give employers and workers a chance to communicate expectations and address any differences. 
Feedback needs to be continuous, constructive, and geared toward assisting staff members in 
developing and achieving their professional goals. This strategy not only deals with possible violations 
but also strengthens the psychological contract by demonstrating to staff members that the company 
cares about their advancement [64]. 
 
3.9.5 Support career development and learning opportunities 
 

Career development is often a central component of psychological contracts. Organizations that 
invest in employee development through training, mentorship, and clear career progression 
opportunities demonstrate a commitment to their workforce [65]. By supporting continuous learning 
and providing pathways for advancement, employers can fulfil a key expectation of many 
psychological contracts, thereby enhancing retention. 
 
3.9.6 Address psychological contract breaches promptly 

 
When there are breaches, it's critical to respond to them quickly and skilfully. Rebuilding trust 

can be facilitated by admitting the violation, comprehending how it affected the employee, and 
acting to make things right. Employers should be alert to possible violations, such as unfulfilled job 
role changes or promotions, and should seek to establish solutions that satisfy both sides [49]. 
 
3.9.7 Promote work-life balance 
 

Another best practice for managing psychological contracts is to support work-life balance. For 
many employees, providing flexible work schedules, honouring personal time, and encouraging a 
positive work-life balance are crucial components of the psychological contract. Organizations can 
improve employee happiness and loyalty by meeting these criteria [60]. 
 
3.9.8 Recognition and rewards 
 

Managing psychological contracts is significantly influenced by rewards and recognition. Formal 
and informal recognition of an employee's accomplishments aids in fulfilling the shared 
responsibilities that form the basis of the psychological contract  [57] A non-monetary incentives, 
competitive pay, and recognition programs can all serve to reinforce a commitment to positive 
conduct. 
  
4. Limitations of the Study 
 

As a narrative review, this paper does not employ a systematic or exhaustive search strategy. The 
findings are based on a selective sampling of the literature and may not encompass all available 
research on PC. Additionally, the review reflects the subjective interpretation of the author, which 
could introduce biases in the selection and synthesis of the literature. 
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5. Conclusions  
 

This research emphasises the crucial significance of psychological contracts (PC) in improving 
employee retention methods. Organisations may greatly enhance job happiness, organisational 
commitment, and trust, which are crucial for minimising turnover intentions, by recognising and 
effectively handling the implicit expectations and obligations between employees and employers. 
The investigation demonstrates that effectively managed psychological contracts cultivate a feeling 
of reciprocity and mutual dedication, which are crucial in establishing a supportive work environment 
that matches with the requirements of employees and the aims of the organisation. 

The key findings suggest that factors such as job security, career advancement prospects, work-
life equilibrium, and acknowledgement play a vital role in influencing employees' choices to remain 
with or go from an organisation. Efficiently managing these factors, by means of transparent 
communication, synchronisation with organisational objectives, and timely resolution of breaches, 
can reduce the adverse effects linked to violations of the psychological contract. Moreover, the 
research emphasises the significance of effective leadership and open communication in 
strengthening favourable psychological agreements, ultimately leading to a more dedicated and 
devoted staff. 

To summarise, including psychological contract management into wider employee retention 
initiatives is a potent tool for organisations seeking to cultivate a more committed and secure staff. 
Organisations can achieve sustained long-term success by actively identifying and addressing the 
implicit agreements that influence employee behaviour. This can be done by enhancing retention 
efforts, fostering a culture of trust and fairness. 
 
6. Future Direction  
 

Future research should prioritise conducting longitudinal studies to monitor the evolution of 
psychological contracts over time and their reactions to organisational and external fluctuations. 
Furthermore, it is imperative to analyse the influence of digital transformation on psychological 
contracts, specifically the consequences of remote work and digital communication. This analysis will 
be essential for adjusting retention methods in the contemporary workplace. 

An important aspect to consider is the examination of diversity, equity, and inclusion in 
psychological contracts. This analysis can assist in customising retention methods to effectively 
address the specific requirements of various employee groups. Studying solutions for handling 
breaches in the psychological contract, such as methods for regaining trust, can offer significant 
insights on reducing negative effects on employee retention. 

Examining the impact of various leadership styles on meeting psychological contracts would 
deepen our comprehension of how leadership affects employee retention. Conducting comparative 
studies across different sectors and cultures will offer a more comprehensive understanding of the 
global functioning of psychological contracts. Integrating AI and data analytics to track psychological 
contract fulfilment can provide novel, data-driven methods for enhancing retention tactics, enabling 
organisations to proactively tackle issues before they result in turnover. 
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