United International Journal of Multidisciplinary Research (UIJMR)
An International Peer-Reviewed and Refereed Multidisciplinary Journal
ISSN: 3048-6726,www.uijmr.in Impact Factor: 6.934 (SJIF) Vol-3, Special Issue-1,2026

Legal Ramifications of Employment Contract Breaches and
Termination

Vidya Srinivasan *
Abstract
In India employment contracts are legally binding documents which establish the
rights and obligations of the employers and employees. The unauthorized
resignation, misconduct, and breach of confidentiality are the examples of breaches
of the contract that may cause legal, financial, and reputation repercussions on the
part of the employee. Under Indian Contract Act, 1872, employers have the option
of bringing a civil action to reclaim damages or to demand specific performance.
Dismissal may be done immediately or with a notice depending on the magnitude of
the violation and the terms of the contract. Employee penalties may include the loss
of benefits, negative publicity, and troubles in finding a job. The reasons of
termination are expiry of contract, resignation, retirement, termination due to
layoffs and termination due to cause. Cause can entail wrongdoing, ineffectiveness,
criminal justice or desertion. The Retrenchment and lay-offs of workmen are
governed by the Industrial Disputes Act, 1947 which provides that there must be a
period of notice, payment (average number of days pay per year of completed
service) and the principle of last in, first out. Contract and state-specific Shops and
Establishments Acts apply to managerial employees, who have no statutory
protection against retrenchment. Massive layoffs must be pre-approved and adhered
to certified Standing Orders by the government. Severance payment depends on
circumstances i.e. a voluntary resignation/misconduct termination or closure and
comprises of unpaid wages, earned leaves, gratuity (under the Payment of Gratuity
Act, 1972) and contractual dues. Non-compete and confidentiality agreements are
examined by the courts on the reasonableness of the agreements, with the courts
frequently declaring excessive restrictions to be invalid. Since India does not
recognize the employment at-will, termination without prior notice is mostly illegal.
Employers should pay procedural fairness and legal candour whereas employees
should respect their contract duties to prevent lawsuits and reputation losses.
Separation agreements are used to present terms of exit and alleviate disputes.
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Introduction % In contemporary society, a job is not only a source of livelihood; it
is one of the main foundations of social stability, economic growth, and personal
dignity. The relationship between the employer and the employee is the foundation
of the industrial and commercial operation where it defines the productive capacity,
the harmony at the workplace and economic development. The centre of this
relationship is the employment contract that is legally binding and which outlines
the rights, responsibilities and expectations of both parties. In India, labour
relations, accountability, and dispute resolution are some of the key issues that
employment contracts govern. An employment contract creates a relationship, both
the employees promise to do their duties assigned to them efficiently, diligently, and
faithfully and the employees promise to pay wages, to ensure healthy working
conditions and maintenance of the statutory provisions. In case either of the parties
does not keep these commitments, legal implications arise in the event of a breach
of a contract. The breaches can be of several types, such as the wrongful
termination, wage non payment, breach of confidentiality, or the non-observance of
the requirements of the notice. Employment contract breaching and termination
cases have become more applicable in India following the rapid economic
transformation, globalization, the growth of the service and information technology
industries, and the mobility of the workforce. The employment relations have also
been made more difficult due to corporate restructuring, downsizing, mergers, and
the introduction of contractual and gig employment. The Indian labor law in this
respect has the difficult task of balancing between managerial freedom and social
justice and protection of the workers. There is no doctrine of employment at will in
India as is the case in a country like the United States. In India, the termination of
employment should meet substantive justification and procedural fairness.
Employees are not stripped of their means of living at random, which is safeguarded
by statutory provisions of the labour laws. The legal system of India has focused on
the values of equality and dignity of labour as the constitutional principles of
fairness, due process, and reasonableness. This article presents an in-depth
discussion of breaches of an employment contract and termination that are governed
by the Indian law. It analyses the character of employment contracts, legal
safeguards, remedies to aggrieved parties, judicial interpretations and the current
changing issues in contemporary employment relationships. The article attempts to

2 S.N. Mishra, Labour and Industrial Laws (Central Law Publications, 19th ed. 2023)
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combine the principles of contract, labor law and ethics to give a comprehensive
approach to the jurisprudence of the employment termination in India

Objectives of the Study

To examine the legal framework governing breaches of employment contracts and
termination of employment in India, with reference to statutory provisions,
contractual principles, and judicial interpretations.

To analyze the balance between managerial prerogative and employee protection in
employment termination, in light of constitutional values, labor welfare legislation,
and evolving employment patterns.

Hypotheses

Non-compliance with statutory and procedural safeguards in employment
termination leads to increased litigation and judicial intervention against employers.
Clear contractual drafting and adherence to principles of natural justice significantly
reduce disputes arising from employment termination.

Significance of the Study

This study is significant as it provides a comprehensive understanding of
employment contract breaches and termination under Indian law by integrating
contract law, labour legislation, and constitutional principles. It is useful to
employers, employees, legal practitioners, HR professionals, academicians, and
students by clarifying legal obligations, remedies, and best practices. The study also
gains relevance in the context of globalization, labor reforms, gig employment, and
changing workforce structures, where lawful and ethical termination practices are
crucial for industrial harmony and social justice.

Scope of the Study

The scope of the study is confined to the Indian legal framework governing
employment contracts and termination of employment. It covers statutory
provisions such as the Industrial Disputes Act, Shops and Establishments Acts,
Contract Act, and allied labour laws, along with judicial interpretations by Indian
courts. The study includes workmen and non-workmen, fixed-term employment,
probationary employment, retrenchment, layoffs, and mass termination.
Comparative international perspectives are referred to only where relevant to
highlight Indian legal principles.

Limitations of the Study

The study is limited to Indian employment laws and does not undertake a detailed
comparative analysis with foreign jurisdictions.

The research is doctrinal in nature and relies on secondary sources; empirical data
such as field surveys or interviews have not been undertaken.
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Research Methodology

The research adopts a doctrinal and analytical research methodology

Primary sources - statutes, labor codes, and judicial decisions of the Supreme Court
and High Courts

Secondary sources - textbooks, research articles, law journals

The Nature of Employment Contracts in India’

In India, the legal basis of the relationship between the employer and the employee
is based on employment contracts. Such contracts can be either written, oral,
express or implied based on the nature of employment and organizational practice.
Although the senior executives together with professionals are usually required to
sign elaborate written contracts, most of the workmen and other lower-ranking
employees work under appointment letters, standing orders, or implied contractual
conditions. The employment contract is a specialized service contract and is mainly
subject to the Indian Contract Act, 1872. Section 10 of the Act establishes
fundamental conditions of a valid contract such as the free consent, the lawful
consideration and the lawful object. When these preconditions are met, an
employment contract is legally binding, and it is subject to statutory labour
protection. Common provisions in an employment contract are name, job
description, salary, working hours, leave rights, probation terms, termination
aspects, notice, non-confidentiality, non-competition, disciplinary action measures,
dispute resolution and other methods. Company policies, service rules, and statutory
provisions can also be added to the terms of employment.

The two sidedness of employment contracts makes both sides oblige. The
employees are supposed to be honest in their duties, obey the rules of the
organization, keep the confidential information safe, and not have conflicts of
interests. Employers, in their turn, have to pay the wages punctually, offer working
conditions that are safe and do not damage human health, adhere to disciplinary
measures, and address the statutory rights. The breach of an employment contract
arises when either of the parties did not satisfy its contractual or statutory duties.
Such breaches by the employees may be characterized by unauthorized absence,
misconduct, breach of confidentiality, or early resignation. The breaches that may
be committed by the employer are wrongful termination, failure to pay wages and
benefits, or breach of labor law. Such breaches have different consequences that
depend on nature of employment, terms of the contract and relevant legislation.*

3 0.P. Malhotra & Indu Malhotra, The Law of Industrial Disputes (LexisNexis, 2014)
4 K.D. Srivastava, “Termination of Employment and Natural Justice,” (2010) 52 JILI 112
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Legal Framework Governing Employment Contracts in India®

The regime of the employment law in India can be described as an intricate and
multifaceted system of statutes that are created to apply to labour relations and
safeguard the rights of workers. The relevance of these laws is dependent on the
character of the establishment, the category of employees and the industry
themselves. The initial law that regulates industrial employment is the Industrial
Disputes Act, 1947 (IDA). It secures the protection of the workmen against unfair
labour practice, termination, retrenchment, and layoffs. The Act provides labour
courts, industrial tribunals and conciliation as a means of settling disputes. In the
case of non-industrial establishments, the Shops and Establishments Acts of the
states impose working conditions, termination, leave entitlements, and payment of
wage. These legislations are especially applicable to workers in the service sector
such as those in the IT, retail and offices. Other relevant laws that affect
employment contracts are: Payment of Wages Act, 1936, that provides the payment
of wages in time. Minimum Wages Act, 1948 that establishes minimum
remuneration. The Factories Act, 1948 that enforces the mandate of healthy, safe,
and welfare standards. Payment of Gratuity Act, 1972, that guarantees financial
security at the end of terminations. Provident Funds and Miscellaneous Provisions
Act of 1952, which guarantees social security benefits to the employees. The
standardization of service terms and disciplinary procedures is provided by the
Industrial Employment (Standing Orders) Act, 1946. All these laws together bring
about the fact that employment agreements work in an environment of social
welfare, industrial discipline and legal responsibility.

Breach of Employment Contract

Violation of an employment contract can be as a result of non-performance,
defective performance, or breach of express or implied terms. The effects of breach
vary with the breach being carried out by the employee or the employer.
Employee-Initiated Breach

Mostly used types of employee breach are abandonment of services, un-notified
resignation, being insubordinate, leaking of confidential information, and
involvement in competing businesses. Employers can react by refusing to pay
notice, starting disciplinary action, or asserting a claim in the contract law.
Employer-Initiated Breach

® Gujarat National Law University, Employment Law Project Report (2012)
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The wrongful termination, non-payment of wages or benefits, forced resignation or
violation of procedural safeguards are common employer breaches. These violations
can claim employees compensations like reinstatement, back wages or payment.
The Indian Contract Act 73 and 74 offer compensation on breach of contract. The
aim is to put the aggrieved party in the position that they would have occupied on
performance of the contract. Damages on mental agony are not usually awarded by
Indian courts on employment disputes unless a reputational loss is established.
Termination of Employment: Legal Principles and Procedures®

Termination for Cause

Dismissal on cause happens when an employee has been fired due to misbehaviour,
ineffectiveness, or even dishonesty. The Indian courts have always believed that the
termination should be in accordance with the provisions of natural justice, one of
which is the right to fair hearing and unbiased inquiry. Such misconduct that should
lead to termination involves fraud, insubordination, chronic absenteeism, violation
of the confidentiality, and those that are prejudicial to the organization. The
employer should ensure that they adhere to disciplinary measures, give charge
sheet, carry out domestic investigations, and give justified orders.

Termination with Notice

The majority of employment agreements include the periods of notice, and they are
usually one or three months. Unless gross misconduct is involved, the termination
without any notice is, as a rule, unlawful. The employers can make salary pay
instead of giving a notice provided such permission is presented in the contract or
law. Retrenchment and Layoffs Retrenchment is the abolishment of employment
due to other reasons other than discipline. The Industrial Disputes Act requires
notification, payment and intimation by the government (25F). In the last in, first
out principle, fairness in reducing workforce is promoted.

Voluntary Retirement and Superannuation

\Voluntary Retirement Schemes (VRS) are mutual termination programs which have
monetary rewards. Superannuation is a retirement after reaching a specified age.
They both are subject to statutory and contractual requirements.

Massive Firings and State Regulation

The high volume layoffs and closures come under closer examination of the
Industrial Disputes Act. Businesses that have more than 100 employees have to seek

& National Law School of India University, Bangalore, Labour Law Dissertation (2010).
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government permission before they are retrenched or closed. Failure to comply can
make the terminations invalid and lead to reinstatement orders.

Remedies and Mechanisms of Enforcement’

Wronged workers can go to the labour court or industrial tribunals or civil courts
depending on the position of employment. Reinstatement, back wages,
compensation and injunctions are some of the remedies. Courts are increasingly
imposing monetary damages as a substitute of reinstatement particularly in the
private employment. Courts of Law

Precedents and Trends

Indian courts have been critical in determining employment termination
jurisprudence. The Supreme Court underlined fairness and reasonableness in the
case of Workmen of Hindustan Steels Ltd. v. Hindustan Steels Ltd. ®The
reinstatement was granted in the case of Bharat Forge Co. Ltd. v. A.B. Zodge
because of the lapses in the process. Courts, in managerial employment, have a
contractual stance, where they enforce reasonable confidentiality and contractual
arbitration and quash excessive restraints. °

Non-Competition and Confidentiality

The clauses of confidentiality apply and can be enforced in case of the authentic
business interests. Section 27 of the Indian Contract act examines non-compete
clauses. Whereas constraints imposed on employees in their employment are valid,
restraints imposed after employment are absent unless restraints are strictly limited
to safeguard trade secrets.

The Statutory Benefits and severance

When the employee is terminated, he/she can be eligible to gratuity, provident fund,
encashment of leaves, bonus and notice pay. Failure to settle dues in time is illegal
and it can be subjected to penalties and interest. Alternative Dispute Resolution
Employment Disputes. There is faster and confidential dispute resolution in
arbitration and mediation. The Arbitration and Conciliation Act, 1996 promotes the
use of arbitration agreements in employment agreements especially with the high
profile employees.

The changing Labour Law and Labour Codes™

"TJILR, “Employment Contracts and Employer Control,” Indian Journal of Law & Research,
ijlr.iledu.in

81985 SCR (2) 428,

91996 SCC (4) 374

10 Damodaram Sanjivayya National Law University, Labour Law Seminar Paper (2025).
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The Wages code, industrial relations code and Code on Social Security are a major
consolidation of labour laws. These changes are supposed to streamline compliance,
acknowledge standard employment, and provide social insurance to gig and
platform employees.

Ethical and Practical Aspect of Dismissal

In addition to the legality, employment termination is also affected by ethics. Open
communication, procedural justice, and humane treatment improve the reputation of
organizations and minimize the risk of litigation.

Categorization of Employees and Implication on Right to termination™
Another important aspect of an employment termination controversy in India is the
categorization of employees. The Indian labour law, based on the Industrial
Disputes Act, 1947, distinguishes a strong difference between workmen and non-
workmen (managerial, supervisory, and administrative employees). Extensive
statutory protection is afforded to the workmen including protection against
retrenchment, unfair labour practices, and the unlawful dismissal. Non-workmen
especially those in management are mostly controlled by terms of contract,
company rules and regulations and general contract law. In the cases involving
managerial personnel, the remedies are normally limited to monetary compensation,
and a court remains slow to order reinstatement. Such categorization defines the
jurisdiction, remedies, and procedural necessity, which is a decisive element in
termination litigation. provision of probationary employment and termination.
Indian employment law of probationary employment takes a special status under
law. In most cases employers have more room in terminating a probationary
employee but discretion is not absolute.

Even when it comes to probationary termination courts have always found that it
has to be neither mala fide, arbitrary nor punitive. When the dismissal in the course
of probation is founded on the misconduct, it draws the necessity of disciplinary
investigation and natural justice standards. On the other hand, the dismissal due to
unsuitability or performance can be maintained but the dismissal should be bona
fide and it cannot be disguised as punitive measure. Court review will make sure
that probation is not abused to circumvent the statutory protection. Constructive
Dismissal and Forced Resignation.

The most recent development in Indian employment law is constructive dismissal
whereby an employee is forced to leave a job because of hostile working

1 Ministry of Labour & Employment, Second National Commission on Labour Report
(2002)
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environments made by the employer. Harassment, unwarranted demotion, work
overload, withholding of salaries or victimization at the workplace can be
considered forced resignation. Coercion, undue influence, and intimidation of
resignation are also becoming a problem that is not being seen as valid by the Indian
courts. The employer treats such resignations as termination and awards the
employees to suitable remedies. This change reinforces the protection of employees
against unobtrusive employee abuse by employers.

The Natural Justice as applied in Termination Proceedings. In India, natural justice
can be said to be the foundation of lawful termination through the principles of
natural justice, which are audi alteram partem (right to be heard) and nemo judex in
causa sua (rule against bias). Any termination which contains a stigma or penal
effect should be based on a fair and open process. Refusal to submit a charge sheet,
denial of the defense right, unfair investigation, and excessive punishment makes
the termination unlawful. Constitutional principles of fairness and due process have
been cemented in numerous decisions by courts that have stressed that procedural
fairness is just as significant as substantive justification.

Contractual Termination and Fixed-Term Employment™?

Employment relations have changed due to the growing adoption of contracts that
are fixed-term, particularly in the IT and service industries. The contracts of the
fixed-term automatically cease to exist after the expiry of the agreed term without
the need to attract the retrenchment benefits, as long as the statutory benefits are
paid. Nonetheless, early termination of contracts written in terms beyond the
specified period without any justifiable reason or warning is a breach of contract.
The courts are keen to look at whether the fixed-term arrangements are real or it is
just a tactic to deprive employees of statutory protection.

Effects of Globalization and MNEs employment patterns

Having globalization, MNCs in India tend to bring overseas employment practice.
Nevertheless, Indian courts have always ruled that the policies of foreign HR could
not be above the Indian labour laws. Firing should be in line with the domestic law
irrespective of the corporate headquarters or international agreements. The
employment disputes touching international borders, expatriates employment, and
offshore assignments present tricky jurisdictional challenges, which only emphasize
the necessity to harmonise the contractual terms with the Indian labour law
requirements.

Termination and Gender Sensitivity*®

12.0.P. Jindal Global University, Employment Termination Project (2014).
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The ideas of gender justice are becoming increasingly important in the analysis of
termination practices. It is very much restricted in the cases of termination
concerning pregnancy, maternity benefits as well as sexual harassment complaints.
The Maternity Benefit Act, 1961 and Sexual Harassment of Women at Workplace
Act, 2013 offer good protection. Any dismissal due to claims of statutory rights is
regarded as invalid and discriminatory. In response to the mandates of the
constitution to equality and dignity, courts have become very strong against forms
of victimization.

Labour Courts and Industrial Tribunals™

Industrial tribunals and labour courts are crucial in the dispute resolution in
employment. They may investigate the justice of domestic investigations, correct
the penalty, command of reinstatement, or compensation. Current judicial
tendencies indicate that the trend is towards compensatory, rather than automatic
reinstatement, particularly where long dislocation, loss of trust and the shutting
down of establishments render reinstatment impractical. This practicality is a way to
strike a balance between the industrial peace and the economy.

Employer Best practices, Compliance and Documentation

In a practical sense, employers have to keep precise documents, such as
appointment letters, service regulations, inquiry documentation, and termination
orders. Open HR practices and regular disciplinary action would go a long way in
mitigating litigation. To the employees, the knowledge of the provisions of the
contract, statutory rights and redressal mechanisms creates the awareness that the
employees can effectively oppose unlawful termination

Social-Economic Results of Illegal Dismissal

Other socio-economic impacts of unlawful termination are related to
unemployment, livelihood loss and the instability of the society. The Indian labour
jurisprudence recognises that the loss of a job does not only impact the individual
but also to the family and society. Therefore, labour laws are not only created to
serve as contractual protection but to be used as a social welfare system, which
serves to achieve economic justice and industrial peace.

Conclusion

13 CourseHero, “Termination Clauses in Employment Contracts
14 Indranil Chakraborty & Steven High, “Deindustrialization and Labour Adjudication,”
Indian Journal of Industrial Relations
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The intersection of the contract law, labour laws and constitutional values is the
level of employment contract breaches and termination in India. The Indian legal
system is focused on fairness, procedural propriety, and social justice that gives
employers flexibility in their operations. The lack of employment at will highlights
the Indian value of job security and the dignity of the workers. With the shift in
employment relations in the modern world where globalization, digitization, and
labour reforms influence the world, employers and employees have to be
knowledgeable about their rights and responsibilities. Industrial harmony should be
maintained by clear contracts, legal termination practices and ethical employment
practices. Finally, the Indian employment law aims at the establishment of trust,
economic stability, and respect towards labour that would make sure that the
employment relationships would have a positive impact on the livelihoods of
individuals and the development of the nation.

The Indian employment contract breaches and dismissal is a complicated
combination of the contract law, the labour welfare statutes, and the constitutional
principles. Indian legal system does not accept the absolute managerial discretion
doctrine, but fairness, accountability and social justice are upheld. Though
employers have the right in dealing with their businesses in an efficient manner, the
right is limited by law requirements and morals. With the employment relationships
further transforming with the aid of technological applications, gig economy
frameworks and labour reforms, the employers and the employees have to adjust to
the changing legal landscape. Industrial peace can only be maintained by clear
contractual drafting, both legal and lawful practices termination, effective dispute
resolution, and humane employment policy. Finally, the Indian employment law
aims at promoting the dignity of labour and at creating economic growth and
effectiveness of organizations.
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