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Objectives: This research was carried out to identify and explore the way in which the psychological contract impacts on operations in entrepreneurial small firms, which are undergoing change through growth and development and via new product and service development to meet customer needs.

Prior work: This paper reflects a body of work internationally on the psychological contract in larger organizations.  It also builds upon the authors’ previous work in small family-based firms, taking an exploratory approach to the relationships emerging in these companies and using their typology.  The typology is used to map organisational citizenship behaviour (OCB)

Approach: This qualitative study developed a set of ten case studies.  Data was collected via interviews and focus groups with both employers and employees, together with a review of available documentation.  Companies were selected to provide useful insights into the impacts of positive change on the psychological contract, given the emphasis on negative change in previous work internationally.  Results were analysed thematically and via discourse analysis to identify patterns and obtain insights into relationships.

Results: The study offers fresh views of the psychological contract, in particular the way in which relationships in small firms also need to accommodate the same gaps in communication reported in larger organisations and the impacts of change on employee and employer perceptions as seen in OCB. 

Implications: The implications of this paper relate to the perceptions of informality in small firm contexts.  Although often characterised as flexible and better equipped to respond to change, these firms seem less agile than previously reported, with support needed during periods of change, whether positive or negative.  This has impacts for both researchers and policymakers, given that recognising the need for relationship building and ongoing support during growth and innovation may be overlooked in favour of more tangible support such as finance and physical resources.  

Value: This paper offers a new perspective on the psychological contract and on OCB by its focus on small firms.  It takes a different approach not only in focusing on small entrepreneurial firms but also in electing to use qualitative means to study them rather than the more familiar metrics approach used in larger firms. This offers new insights into effective organizational change during growth and development. Further research into the interplay between entrepreneurship and the psychological contract and OCB is indicated, especially given the lack of focus on emotion as a key component in organisational life.

Introduction: the psychological contract and entrepreneurial small firms

This paper reports research carried out to identify and explore the way in which the psychological contract works in small firms, especially those going through the process of change related to growth and innovation. As part of a larger project funded by the European Union, in-depth case studies were developed with ten companies. The companies chosen were experiencing growth as a result of responding to customer needs or to perceived niche gaps in the market.  These companies were selected to provide useful insights into the impacts of current change and potential change on the psychological contract.  Given the emphasis in previous work on this topic relating to negative change, the paper offers a different view, that of the psychological contract in times of positive change.

As a context, the paper begins by exploring the body of literature on the psychological contract. This section includes definitions and the emphasis on studies in larger organisations along with perceptions of negative change often accompanying periods of trauma such as a decline in markets and downsizing. Much of this discussion is subsequently presented in the context of small and medium-sized firms. In exploring how the contract evolves in these firms organisational citizenship behaviour (OCB) was a focus to identify how positively employees viewed the rapid growth and development taking place in ‘their firm’.  This leads to a discussion of the methodology, offering new perspectives not only by focusing on small entrepreneurial firms but also by exploring the potential application of qualitative measures to study psychological contracts compared with the more familiar metrics approach used in studies of larger organisations.  

What is the psychological contract?

The psychological contract is defined in terms of work-based relationships, seen as those unspoken expectations held by employer and employees about mutual obligations and their entitlements (Cornelius, 2001; Rousseau, 2001, 1995). An employee view of the psychological contract is offered by Turnley et al. (2003; p 188, citing Robinson, Kraatz & Rousseau, 1994; Rousseau, 1989), defining this as “the obligations that employees believe their organization owes to them and those they owe to their organization in return”.  This combines what the employee will do for the employer with what they expect to receive in return (Janssens et al., 2002: 4-5).  Psychological contracts are composed of legal, social and economic aspects and include formal and informal processes and structures (Culiane and Dundon, 2006). 

Legal and economic aspects are mainly embedded in formal processes and structures and made explicit in documents such as contracts of employment or welcome manuals.  By contrast, the social aspects are based on more informal processes, which are difficult to define and make explicit, as they are embedded in reciprocity within the organisation and based on promises, perceived promises and obligations and the nature of relationships between employee and employer (Schein, 1978).
Perceptions of mutual obligation are not limited to tangible benefits of remuneration, they also relate to the employee’s company status, his or her relative participation in decision-making and ensuing activities. These all build up to levels of contribution and the degree to which these individuals are felt to be valued by the employer.  Such factors are based on motivation, trust, commitment and loyalty, formed by – and forming - personal and projected values, expectations and aspirations on both sides. 

The psychological contract: OCB and impacts on behaviour

The psychological contract is argued to promote positive behaviour, such as knowledge sharing, given that high levels of mutual trust are more likely to generate effective knowledge transfer within the organisation and between the individual and the organisation (Coyle-Shapiro, 2002; Brown & Woodland, 1999).  Similarly, positive behaviour includes ‘helping behaviour’ i.e., behaviour that is organisationally beneficial, but not formally required of the individual, termed organisational citizenship behaviour (OCB) (Organ, 1988; 1990).  OCB involves behaviour at the discretion of the individual, assisting co-workers, supervisors and the organisation thereby creating positive workplace norms and behaviours.  

This has been categorised as seven types of behaviour (Podsakoff et al., 2000):

· Helping behaviour - voluntarily helping others 

· Sportsmanship - carrying on with a positive attitude despite adversity and setting aside personal interests for the good of the group 

· Organisational loyalty - promoting the organisation externally; staying committed to it, although it may mean personal sacrifice 

· Organisational compliance - following organisational rules whether or not these are monitored 

· Individual initiative - demonstrating performance beyond what is expected as part of the job

· Civic virtue - interest in the whole organisation, in the same way that a loyal citizen would display towards their country 
· Self-development - improving your own knowledge, skills and abilities voluntarily to help the organisation.  

OCB can be directed mainly at individuals in the organisation (OCBI) and / or as helping the whole organisation (OCBO) (Williams & Anderson, 1991).  While traits such as courtesy and altruism benefit fellow employees, the organisation benefits from employee conscientiousness, sportsmanship, and civic virtue Van Dyne, Cummings & Parks, 1995; Williams & Anderson, 1991). Here OCB provides the basis for building internal organisational social capital, bringing significant intangible and practical benefits both internally and externally (Podsakoff, 1997). 

Given that individuals may feel obliged as part of their role to carry out activities as part of their psychological contract that is not in their legal agreement with the company,  ‘extra-role’ activities may be difficult to define (Graham, 1991).   However, our argument here is that OCB is embedded in the psychological contract and evidences how the individual views the work relationship during this period of change.   However, as with much work on organisational behaviour research, the field of OCB has been dominated by large-firm perspectives. This also reflects the context of the broader range of studies connected to the psychological contact – very little has emerged set within smaller organisations or in those managed and owned by families, despite their global prevalence

Small firms, change and owner-managers

Although change has featured as a topic in the literature on the small firms’ life cycle, the impacts of change on internal SME relationships is an under-researched area.  In terms of relationships, smaller firms are characterised as operating informally with more formal actions adopted only during or after breakdowns in communication or other pressures (Vinten, 1999).  Typically characterised as having an organic structure with loose and informal working relationships, a small firm is also likely to have key issues related to the owner manager and his or her attitudes and competences as it may be difficult to separate the owner’s profile from business operation and ethos (Davis, 1986). The owner-manager may resist the delegation of duties and responsibilities implied in formalisation because of a need to retain power and control themselves (Ghobadian and Gallear, 1997).    

This paper explores the owner-employer perspective.  Owner-managers are the bedrock for organisational culture, given their role in creating, shaping and developing the business. As the business develops, the owner-manager’s role in innovation and change relates to the inter-relationship between their own attributes, their dominance in decision-making and the characteristics of their small firm (Crant, 1996; Culkin and Smith, 2000; Darby, 1997). In established businesses, functional roles and decision-making emerge, requiring both delegation and decentralisation of authority. Hence owner-managers of established firms may be less autocratic but take a more formal approach to management, practising “greater delegation of authority”, with “a more formal approach towards strategic and operational planning”, where decision making is dictated by business objectives (Mukhtar, 2002).  This necessarily also implies flexibility on the employee’s part to cope effectively with changes in owner focus and management style.

 Change and the psychological contract

Change is embedded in the psychological contract, which is based on a dynamic relationship, reflecting changing needs on both sides (Roehling, 1997, Schein, 1965; Levinson et al., 1962).  The impact of negative change is recorded in much of the work on ‘breaches’ in the psychological contract and on the emergence of the ‘new’ transactional psychological contract, based on financial rewards, enhanced employability and short-term obligations.  

Whereas the old psychological relational contract was built on long term employment securities in return for life time commitment, the new transactional psychological contract is built on short-term contracts and measures to ensure enhanced employability (Rousseau, 2001, 1995; Robinson and Morrison, 2000; Guest, 2004; Robinson et al., 1994). These shifts reflect workplace trends to replace long term secure employment and working relationships with specific and potentially short-term work tasks and obligations. This is accompanied by a shift away from the previous conditions of lifelong employment, i.e., enduring loyalty and commitment to the same employer (Fisk, 2002; Stone, 2002).  Whether psychological contracts are old or new, beliefs and expectations are still maintained regarding promises made and the nature of the employer-employee relationship. This is also evident in the growing body of work on violation of the psychological contract. 

Where contracts are perceived to be broken this is likely to adversely impact job performance. There may be lack of faith in the company itself, its perceived values and activities, together with a loss of commitment to specific individual roles, responsibilities and work tasks (Schein, 1965).  If an employer and employee have differing perceptions about what the psychological contract actually constitutes then they are unlike to reach an understanding of relative positions and relationships. As a result promises may be felt to be broken and the contract felt to be violated (Robinson and Rousseau, 1994; Robinson, 1996; summarised in Robinson and Morrison, 2000).  

OCBs are likely to be particularly affected by such perceived breaches. If the company is perceived to break trust with the employee, via the actions of individual managers and supervisors, the response may be withdrawal of commitment enacted through reduced loyalty or action to undermine company activities (Martin et al., 2007). Some individuals may overcome their frustration at the breakdown of the contract to maintain their former levels of OCB illustrated by research in a group of small family-run businesses.  To test whether similar results were found in non-family firms, a similar methodology and analysis was used and the results compared.

Research Aims

This paper focuses on the psychological contract from the following perspectives:

1. A psychological contract exists in small firms based on intangible qualities and values attached to the relationship between employer and employee

2. The contract is not subject to perceptions of breach during periods of positive change

3. OCB is not affected by the changes occurring in these firms.
Methodology

An inductive approach was selected, to identify relevant areas and to present a framework for further research. This is in contrast to the more familiar etic perspectives gained from the use of large scale use of formal assessments via standardised scales to assess generalisable aspects.  Here emic measures are used, focussing on local and idiosyncratic content via ethnographic interviews. These explore the subjective experiences of workers and employers in order to gain a qualitative description of the idiosyncratic meaning ascribed to employment and working practice. This research was based on multiple case studies, with a focus on narrative generated from respondents during data collection, important given that the psychological contract represents the mental model held by employees about their workplace (Rousseau, 1989).  

Participants were encouraged to tell their story. Story-telling has been established as a route for insightful inquiry (De Bruin and Flint-Hartle, 2005, p.112), and in research into small firms and enterprise (citing Johansson, 2004).  Stories enable the creation and maintenance of organisational culture via the construction of shared meaning (Barge, 2004, citing Breuer, 1998 and Feldman, 1990) where stories reflect and reinforce organisational culture while providing the basis for future stories.  Stories provide a strong route for individuals to attribute meaning (Durrance, 1997), making sense of work life (Boyce, 1995; Hansen & Kahnweiler, 1993), coming to terms with organizational change (Barge, 2004), and facilitating managerial succession (Barge, 2004; Ashcraft, 1999).  
Sample
Four hundred companies were selected from the Companies House database, using comparative data to identify companies which had grown in turnover during the last two years of data available.  These were contacted to participate and from the 84 respondents, twenty were finally identified to participate.  After continued questioning and contacts, ten were identified to take part.  See Appendix 1 for background on the cases.

Methods

Through storytelling respondents made sense of their company, their role in it and the nature of both experienced and anticipated change.  The survey took place over an eight-month period and involved qualitative semi-structured interviews with ten owner-managers and twenty other staff.  Other staff included those identified as "key" to new technology adoption by owner-managers and subsequently by other personnel.  This was accompanied by focus groups with other staff and examination of records and documentation.  Although there were other areas for discussion, main topics were:

1. The business characteristics, its organisational history and context

2. The way things are done around here

3. The way change is occurring or has occurred in the company

4. The way change will occur in the company

5. What I feel about the company

6. What I think it feels about me

7. Changes for me personally as a result of organisational change

Once interviews had occurred, key themes were identified from stories and other responses by coding entries to look for patterns and themes and to filter and cross- tabulate as a way to find alternative analysis routes for the data, e.g., using discourse analysis techniques.  Transcriptions of interviews were explored to show patterns and repeated use of words and types of words to progress from considering not only what was said but also the way in which it was said, to reveal underlying meanings and practices.  Grant et al. (2005) comment upon the growing interest in exploring organisational discourse as a route to describe, analyse, theorise and enact, the processes, and practices constituting organisational change.  
Here key words from verbal interplay were identified within the text for each interview and were then related to the themes that had been identified earlier.  The research focused on the language used to describe processes, focusing not only on the content implied but also on the patterns of words used and the other meanings possible from the interviews and other discourse used by participants

A model for exploring psychological contract

The data in this paper was analysed through the application of a typology developed in an earlier study based on small family firms (Martin et al, 2007).  This previously developed typology was suggested by participant responses describing the relationships between employees and the owner manager within these firms. The participants participated in qualitative interviews with themes identified via discourse analysis. This led to identification of three groups, the good, the bad and the unregarded, as described by the owner and by the participants themselves 

As illustrated in Table 1, the good showed consistent extra commitment to the firm, no matter what, demonstrating both organisational and individual OCB.  The bad were prepared to ‘cause trouble’; to subvert or undermine business activities to gain retribution for perceived wrongs at home or at work. The unregarded were simply invisible in the general life of the firm. Their stories did not enter the organisational memory and their efforts went unseen.

This typology had arisen in family firms, which might be expected to have higher levels of loyalty and commitment given the ties of kinship and community (Janjuha-Jivraj, 2004). The study on which this paper is based features non-family firms so the researchers sought to evaluate whether internal relationships also mapped onto the typology in these companies.  While in family firms unrecognised family members were both male and female, if this category was found in non-family firms the researchers also wanted to see if this also held good or whether it would support earlier work on “invisible women” (Massey and Lewis, 2006; Hamilton, 2006; Ogbor, 2000; Baines & Wheelock, 1997).

	Table 1; Relationships in small family firms (Martin et al, 2007)

	The good (40% of participants)

	Peacekeepers – participants described ways in which they had managed to kept “the peace” or balance between different aspects of their lives - or different family members when conflicts arose
	Martyrs – participants described themselves sacrificing their needs for the good of the firm or the good of the family, accepting less rewards if it would help to grow the business, since there would be good results long term

	OCB evident, daily, with commitment to the organisation and to individual members clearly stated, recognised and valued by owner and other staff

	The Bad (30% of participants)

	Fighters– participants told stories of battles fought and of victories won, seeing the world in terms of confrontation, both at home and at work
	Fifth column - stories here showed how family members had got their own back at work for home-based conflicts, and vice versa

	OCB sometimes evident to individuals but not to organisation but unrecognised or unvalued
	OCB avoided; opposite behaviours displayed

	The Unregarded (30% of participants)

	Lack of recognition dogged their participation according to their stories of contributions made but not valued.  Here participants described themselves as “not seen” “invisible” 

	OCB evident, daily, with commitment to the organisation and to other individual members clearly stated but unrecognised or not regarded as having value


Findings

The findings are discussed in terms of the three propositions and the model evolved in the earlier study, i.e., that:

1. a psychological contract exists in these firms based on intangible qualities and values attached to the relationship between employer and employee;

2. the contract is not subject to perceptions of breach during periods of positive change;

3. OCB is not affected by the changes occurring in these firms.

1. The first proposition was explored via the views of participants about the organisation and their role.  It was supported in that participants described their work relationships entirely in terms of interpretations of a complex web of conversations, promises, etc seen from their own context and with no reference to documentation or formal requirements.  “What it says in your job description, its just a basic summary, you have to be flexible and go with what (the owner-manager) envisages; if you don’t you wont be here long”. “As long as you square things with him you get the freedom to do more interesting things – I don't think what I do bear much similarity to what’s on my job description.”  It was very important to “keep him sweet” “keep on the right side of him.” 

	Table 2 to show emergent themes via use of words and phrases, n=43

	Participants
	Words/phrases used

	Obligation (all participants used these phrases)

	In 60% of interviews, these phrases were used by participants to describe what they felt was owed to them by the owner/the management team


	“must” “should” “obligated”

“The number of times I have come through for them, they owe me / should be thanking me/should realise I can do more than I am doing” 

“in the past I’ve pulled their chestnuts out of the fire more times than I can remember – not that they can remember it now” “I’ve been loyal through thick and thin” “I’ve put in 200 per cent”

	In 50% of interviews, these phrases were used by participants to describe what they owed to the firm
	Personal commitment in return for good treatment / good faith

“quid pro quo” “tit for tat”

“give unto Caesar” 

“It’s what I have to do” “(the owner) recruited me and he ‘s looked after me well” “he’s kept faith with me” 

“I owe him for taking me on after failing at school/ failing in my own business/getting a conviction/showing he believed in me being old/ being a woman/ethnic minority member/young person”

Personal connection to owner/charisma or values attributed to him

“he’s  a good bloke” “he’s a real character” “he really believes in working together/ supporting the community/us/doing the right thing

	Promises 

	Promises that have been made to the individual in his/her view, 


	Personal gain

“when I came through during a major crisis last year he promised me I’d be on the board this year - still waiting now he’s got other people to bribe now we’re going through this upheaval”

Values

“it’s a good firm, the boss is really committed to quality and to the community; that makes a real difference to me”



	Promises I’ve made (comments made by participants about their employer)
	Practical action with perceived concrete benefits

“I gave a commitment to / not leave during the next 6 months/ see it through the developments / stand by them during the expansion of the workshop

Intangible actions due to perceived values

“I feel that we owe it to them/him to be loyal/to talk well of the company outside so people get the right impression/to trust them/him

Resulting OCB 

I promised myself I’d stick it out/I’d help as much as I can with the new staff/ I’d support some of the older staff to make the transition


Common threads were views about obligations and promises (see table 2).  There was also an understandable perception given that the company was not perceived as an entity but rather embodied in particular person or persons.  This was shown by the company being perceived as “Them” – as in “it’s all one way with them, they expect so much from you and get so little in return” - or “him” “I know that he’ll see me right we have an understanding” more often than “it” when asked about their perceptions about the organisation.  Participants related to the owner manager or the managing team who in their minds were the company.  This was matched by owner-manager perceptions – who also felt that they embodied the company.
As shown in table 2, stories related to obligations and promises, supporting the proposition that the employees had a psychological contract related to perceived promises and obligations not only made by them but also made to them.   Sub-themes emerged with some related to practical action in return for expected benefits and others related to intangible values attributed to the firm via the person of the owner-manager.  Here words like ‘trust’ and ‘faith’ were frequently used.   Perceptions of practical or intangible benefits were re-interpreted as a basis for action by the respondents, with ‘values’ most often cited as a reason for OCB, both those attributed to the owner and hence the organisation and those expressed by the individual about themselves.

2. The second proposition was that the contract is not subject to perceptions of breach during periods of positive change.  This was not supported.  

Employees recognised that organisations change “automatically changes the pecking order”, causing uncertainty and confusion.  “There are no guarantees any more – the work we put into getting (an existing customer) was “praised to the skies when we did it; now it’s all forgotten”.  , They felt that the organisational memory was short and their position in the workplace more vulnerable as a result.  Here changes occurring resulted in new employees, new work practices, new customers and suppliers.  This sometimes devalued existing employees, Knowledge, work practices, customers and suppliers.  

The knowledge accumulated over time about how to fix a particular problem, how to manage an existing customer's needs or how to motivate particular staff suddenly had lost its worth.  Sometimes staff remarked that it had ‘become redundant’ ‘obsolete’ ‘valueless’  This meant that staff needed to find new ways to develop unique knowledge to make the valuable to the company all over again.  Talking to owner-managers confirmed the same picture, with managers emphasising the need for employees to ‘grow to meet the challenge of change’ 

Changes were needed in the organisation, growth was good but “we’ve had to renegotiate really where we are in the business”.  This renegotiation was not so far matched by formal means but related to entirely to renegotiation of the psychological contract.  The owner would often pick up on employee dissatisfaction or angst via roundabout means, circular routes via fragments of conversation between employees until finally a story resulted which was told to the owner.  The stories told here related to the repeating of past mistakes and the lack of organisational leaning and memory (“We can’t seem to learn not to repeat our mistakes”; “round here the things we do wrong get repeated, faulty memories.” )

3. The third proposition was that OCB is not affected by the changes occurring in these firms.  This was not entirely supported.  Although changes occurring were positive and likely to support increased growth etc, the lack of stability identified by employees led to a reduction in OCB.  The effects on perceived values originally associated with the firm were a key aspect of this process.  When individuals “lost faith” in the owner and what was important to him, this had negative impacts on the level of OCB bring performed.  However, this was generally identified by participants about other participants rather than by the individuals themselves.

Very few identified that they had reduced OCB themselves but recurring stories appeared about the people who had “lost heart”, “given up trying” “stopped giving so much at work.”  They no longer collected and organised the Christmas party or the cricket match.  Newcomers were no longer ‘minded’; people had to ‘find their own way’.  Late evenings were discontinued except by those nervous about their employment prospects and their being able to hold onto key roles.  In terms of the different types of OCB behaviour, this meant that Helping behaviour was reduced. However, there was variation in some of the other aspects.  Sportsmanship - being able to carry on with a positive attitude in the face of adversity and being willing to set aside personal interests for the good of the group - was still demonstrated.  Individuals spoke of “carrying on regardless” and of “making the best of things.”  It is also difficult to identify whether the other types of OCB were present, so a more in-depth study of these aspects would help to determine this.

OCB was also evaluated using the model originally developed with small family firms, as shown in Table 3, were three quarters of respondents fitted the model, as ‘good’ ‘bad’ or ‘unregarded’.  The key differences emerged in behaviours demonstrated and the worth attributed to these actions.  While the good are valued and seen as ’going the extra mile’ for mentoring new staff without being asked to do so, for instance, the bad were actively discouraged from doing so ‘last thing we want is them learning bad habits from him – he’s just a troublemaker’.   Similarly, the unregarded carried out regular actions to support other workers and the organisation but they were not valued for doing so, their actions were not ‘worth’ as much in the eyes of the owner.  This did not prevent the ‘bad’ or the ‘unregarded’ from continuing to do so, however.

	Table 3; Relationships in small firms , applying the earlier typology

	The good (15% of participants) n=43

	Peacekeepers – participants described ways in which they keep “the peace” or balance between different members of the firm, keeping relationships smooth, avoiding conflict
	Martyrs – only 5% felt they sacrificed their needs for the good of the firm but felt that accepting less rewards would help to grow the business, since there would be good results long term and the owner ‘would see them straight’

	OCB evident, daily, with commitment to the organisation and to other individual members clearly stated, recognised and attributed value by owner and other staff

	The Bad (30% of participants)

	Fighters (10%) – fighting ‘lost battles’ and of 'battling against the trends' 'challenging authority, victories won, seeing the world in terms of confrontation 
	Fifth column (8%) – ready to ‘get their own back’ stories about perceived damage, insults, exclusion from decision-making etc, and actions taken to punish the perpetrators, again seen as synonymous with the firm

	OCB sometimes evident to individuals but not to the organisation but not regarded as having value
	OCB avoided/ derided

	The Unregarded (30% of participants)

	Lack of recognition dogged their participation according to their stories of contributions made but not valued.  Here participants described themselves as “not seen” “invisible” 

	OCB evident, daily, with commitment to the organisation and to other individual members clearly stated but unrecognised or not regarded as having value


Discussion 

Smaller workplaces are often viewed as organisations where relationships are more direct and informal, and therefore interpersonal communications are more effective.  However the much cited “small is beautiful" analogy has been found to be a misperception in such organisations with less than effective communications found within some earlier small firm studies (Martin, 1999; Ram and Halliday, 1993).  The smaller workplace therefore provides a valid but under-researched milieu for exploring both the psychological contract and organisational citizenship behaviour and this paper attempts to progress this process.

This research has generated the following findings:

i. A psychological contract exists in these firms based on intangible qualities and values attached to the relationship between employer and employee.  

Given the nature of small firm and the central position of owner managers, the contract may be seen as held with that person rather than “the company”. As a result all parties have a stronger emotional attachment to the intangible aspects of psychological contracts. This in turn leads to decisions that are more likely to be embedded in emotional responses on both sides. For both owner-manager and employees this relationship is likely to be regarded as the norm, due to the lack of detailed formalised contracts. As individuals call on favours based on personal relationships, the nature of psychological contract is likely to intensify 

ii. The contract may be subject to perceptions of breach during periods of positive change, 

Despite implied benefits for employees in the growing company, contracts were seen as being breached by employees and employers, building on earlier work related to negative change (Robinson and Morrison, 2000; Robinson and Rousseau, 1994).  The tightly-knit emotional nature of interaction and behaviour underpinning psychological contracts will affect responses to change. Individuals find their positions are embedded in a complex system influenced by formal and informal emotional behaviours and norms, leading to a culture of long-standing tradition. This approach creates emotional barriers to change as individuals become unsure of their rights due to a lack of transparency as a result of rapid organic growth within an organisation. 

iii. OCB is also affected by the changes occurring in these firms despite the closeness of ties across a small workforce. 

Such changes are likely to alter levels of OCB, although interestingly in this case respondents were more likely to project such shifts in OCB onto others rather than themselves. Close emotional ties in such organisations are likely to generate familial metaphors. The close emotional nature in smaller firms means there is a greater likelihood of individuals engaging in deferred gratification and loyalty all of which contribute to OCB. The close emotional proximity means individuals are more likely to see and directly experience the effects of OCB. In such close proximity this may lead to a virtuous circle reinforcing good citizenship behaviour. 
Implications and recommendations
In setting the context, the literature on the psychological contract and on OCB was explored.  In these firms, the definition of the psychological contract as beliefs about mutual reciprocity, based on implied obligations and promises (Turnley et al., 2003; Rousseau, 2001, 1995) is supported with participants expressing clearly their perceptions of implied promises and obligations.  The value of the study lies in its extension of these concepts to the small firm, helping to explore and define the nature of the employment relationship (Guest, 2004) and the demonstration of OCBs in this context (Organ, 1999). 

In practical terms it is clear that even during times of positive growth, perceived breach may occur and that relationships may need to be supported if firms are to innovate effectively and to grow consistently.  Those supporting businesses to carry forward growth, change, innovation and internationalisation may need to accommodate more intangible factors in their actions and encourage owners to incorporate these in their strategy.  The impacts of not doing so may be the negative behaviours demonstrated by some staff and the diminishing of organisational citizenship behaviour, with loss of organisational cohesion, as indicated in the literature on breach and OCBs (summarised in Robinson and Morrison, 2000).

In policy terms, initiatives to encourage innovation and to support wealth creation via small firm development should include the recognition of the role of human resources within the firm, not only to encourage managerial capacity but to support effective relationships for long term business health.  Policies and initiatives too often focus on technology and physical issues such as finance or equipment without tackling ‘soft skills’ issues.  This is understandable and important but ineffective without the right managerial capacities.  Here, these managerial capabilities include the owner being able to understand the importance of values to employees in encouraging organisational citizenship behaviour, loyalty, trust and ‘faith’. The implicit forms of behaviour underpin behaviour as much as formalised explicit norms. As the behaviour unravels this can create a serious challenge to the survival of business. From these case studies it would appear that even in times of plenty, such factors should not be ignored.

This is a small in-depth case study approach with insights in various aspects of small firm operation; however, we do not claim that it is readily generalisable without more research and development of these ideas.  The transfer of concepts such as the psychological contract and OCB to small firm contexts requires increased attention, together with the need to carry out further research into perceptual impacts on small firm operation, and the effects of characteristics such as age, ethnicity and gender on these issues.  In exploring these issues, we also recognise the need to apply other concepts such as organisational justice and organisational commitment to the data to test ideas and identify further links and themes.  However we believe that this study is a first step to establish links between the psychological contract, OCB and research in small firms. 
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	Appendix 1 – Selected cases for review

	
	Company Background
	Nature of change

	A- 14 year old manufacturing firm, making luxury boats 
	Owned by 2 brothers, 24 members of staff, challenge of sudden steep growth in activities and profits; needs to meet customer’s specific requirements, cross cultural differences
	Move into export markets – sudden success after a period of ‘dabbling’

	B- 11 year old  firm making niche components for aerospace
	Set up by engineering professional following redundancy, good growth to 11 employees, needs to grow workforce to meet increased volume and quality of components for 2 new large customers while retaining existing customers
	Secure new contracts for 5 years with two new customers requiring very increased supplies of components

	C- 10 year old food processing business
	Set up by 3 entrepreneurs-  high quality snacks, moved into health markets, selling via the net and health food stores,  8-17 other people, needs to grow  workforce to meet new  volumes and quality required, keep existing customers
	Secure new contract with major supermarket requiring higher volume, increased quality lower profit margin

	D- 17 year old computer software firm
	Set up by computer professional following redundancy, the company now employs 17 people and has customers across the UK and Ireland.  Needs to retain innovative approach, employ others to support increased requirements for innovation and deal with higher profits
	Secure new contracts with public sector customers requiring increased quality processes, innovative solutions but with a much higher profit margin

	E- 9 year old computer software firm
	Set up by experienced computer professional it faces the challenge of producing a consistent quality of service while ensuring that innovation and change are key parts of the service.  Employing 11 people with varies skills it needs to explore whether the workforce can rise to the challenge 
	Secure new contracts with public sector customers requiring increased quality processes, innovative solutions but with a much higher profit margin

	F-19 year old manufacturing firm tailored luxury cars
	Set up by 3 owners with a passion for cars, employs 8 and the business had a slow build up.  It was growing at a low rate until the publicity – threats to quality coupled with he need to professionalise aspects of the business are key issues 
	Key lifestyle figure purchased product leading to international coverage of the firm and its products – major serge in orders

	G-14 year old food processing firm –organic, fair trade products
	Set up and run by two owners with commitment to the organic movement and to encouraging CSR via fair trade.  After a slow start the company ahs been growing and gaining a good share of this emerging market; ‘how will the links with the supermarket affect values and beefs and what will lower profits mean?
	Secure new contract with major supermarket requiring higher volume, increased quality processes and at a lower profit margin

	H-11 year old management training consultancy
	The 4 member management team have built up a strong regional customer base but this is their first national contract and it is large scale, requiring considerable investment of resources to fulfil
	New public sector customers need new quality processes, new routes to develop, coach, assess, evaluate staff 

	I –12 year old specialist recruitment business 
	Set up by 2 friends who had worked for rival companies, pooled resources and wanted to be able to specialise on particular sectors and types of recruitment.  The company now employs 19 people but some being poached by rivals
	New financial services customers need increased quality processes, rapid turnaround and good candidates 

	J-14 year old specialist recruitment business
	Set up by 2 experienced recruitment colleagues who wanted to break the mould for the way recruitment works, the company has been growing rapidly since start up and now employs nearly 50 people.  The new contracts will require a step change in working practice for some staff, with ‘formality replacing funky’
	Secure new contracts with public sector customers requiring increased quality processes ,rapid turnaround and good quality candidates 
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