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What is the Psychological Contract? 

The term 'Psychological Contract' (PC) is normally associated with employer and employee 
contracts. Over and above the explicit expectations outlined within a formal written contract – 
the PC is more implicit and frames the perceptions of two parties as to what their mutual 
obligations are towards each other. It is the PC that effectively tells employees what they are 
required to do in order to meet their obligations in working for the organisation and what they 
can expect from their job. It may not – and most usually will not - be strictly enforceable, 
though legally, there are implications in the manner that the PC pertains to the underlying 
relationship between employer and employee. 

The PC describes the perception of the business relationship between two parties and has 
become a point of interest in leadership today. The contract, usually thought of between 
employees and their employer, refers to the mutual expectations people have of one 
another, and how these implicit expectations impact and change our behaviour. For all 
leaders, an understanding of the psychological contract can help to measure the factors that 
impact performance and growth in the workplace. 

These are the essential aspects of the PC: 

• It is covert, imprecise and implicit: often expectations are not directly communicated 
and verbalised. 

• It is unstable: the PC is always potentially unstable because it is based on hidden 
expectations and assumptions feeding into how situations are perceived. 

• It is unwritten: there is no written agreement, such as a legally binding employment 
contract. 

• It is dynamic: expectations shift over time and change constantly, such as when new 
colleagues join the team. This also shapes the PC as new situations might require 
reconsidering the employee-employer relationship. 

Why is it Important for the Work Relationship? 

The problem with the PC is that leaders think that their expectations are generally accepted 
and agreed upon with their staff. The so-called breach of the PC simply means that these 
expectations are not fulfilled. Often what we say is not what we think, specifically in the 
context of work. This leads to hidden assumptions on both sides - for the leader and the staff 
member - and results in a breach of the PC. 

The true scope of the PC only becomes apparent when it is broken, employees lose trust in 
their leader, organisation or both and adjust the PC according to their personal experiences. 
Possible consequences of a breach of the PC include higher staff turnover, absenteeism, 
counterproductive behaviours, reduced organisational citizenship behaviours, or worsened 
in-role performance (Zhao et al., 2007). A significant consequence to the coach of a breach 
of the PC with the coachee is blocked learning. On the other hand, when employees feel that 
the PC has been fulfilled and that the employer is ‘sticking to their part of the deal,’ the 
results are increased performance, job satisfaction, and loyalty towards the organization. 

For example, if one employee puts in extra hours each day and ‘goes the extra mile’ to 
provide excellent customer service, he or she might feel that they should be first in line for a 
promotion. If another colleague gets promoted before him or her, the PC is violated as the 
expectation remains unfulfilled. It’s likely that the manager wasn’t aware of this expectation 
and could expect someone who wants to be promoted to mention this during performance 
appraisals. This demonstrates an expectations gap between employee and employer, and 



Author: Andy Maggs and incudes input from the  HR Exchange, 2019 

could result in the employee showing lower effort in the workplace because he or she 
assumes that his or her discretionary effort not been recognised nor rewarded. 

One practical solution is putting mutual expectations in writing at the beginning of an 
employment or at performance review milestones and openly discussing the ‘terms of the 
business relationship’. This could entail sections as ‘What we expect from the employee’ and 
‘What employees can expect from us as a company in return’. Similarly, employees could 
articulate their thoughts in sections like ‘What I expect from my employer’ and ‘What I am 
willing to put in’. Be as specific as possible and give specific examples and incentives 
(monetary and also non-monetary!), as this increases the likelihood of fulfilment of the 
contract on both sides. The PC should also be in line with the organization’s values and 
philosophy as this demonstrates cohesiveness and integrity, and carries out a positive 
organizational culture. 

This ‘written agreement’ could become part of your internal talent management or 
succession planning process. Performance reviews and formal one to ones offer the 
appropriate time and format to discuss the PC. It also enables new employees to achieve 
desired performance standards much faster as everyone knows what is expected of them in 
order to be rewarded. But keep in mind: this contract changes constantly, is always 
potentially unstable, and needs to be reviewed and redefined on a regular basis,  

When the PC is applied in an appropriate manner, organizations are more likely to increase 
their overall performance and reduce turnover rate of their staff. This makes the contract an 
effective tool for the management of your organization. Try it out and keep in mind: What you 
put in is what you get out! 

Psychological contracting in coaching and mentoring 

In effective coaching and mentoring we must be cognisant of the importance and active 
application of the PC in formal and informal coaching conversations. In parallel to the 
workplace, when a coachee feels that the PC is being fulfilled with their coach it results in a 
safer relationship, satisfaction and increased impact.  

Contracting is defined as the collaborative determination of the framework of the coaching 
engagement, including the goals, roles and responsibilities of each party (Gettman et al, 
2019). It is an explicit way to position and clarify the professional aspect of coaching in 
boundary setting and understanding what is acceptable and what is not. These aspects are 
essential as they give direction, engagement and align the coach and coachee’s perceptions 
which also creates buy-in, reduces ambiguity and eases concerns regarding confidentiality 
(Gettman et al, 2019). It is also suggested that strong contracting behaviours impact on the 
coachee’s perception of the coach’s expertise, which in turn affects the coaching relationship 
(Gettman et al, 2019). The literature suggests that contracting can have positive effects on 
the bond and trust in the coaching relationship and as Ardito & Rabellino (2011) suggest, if a 
positive relationship is not developed in the first few sessions it may derail the whole 
process. 

The contracting session is possibly the most important meeting that you will have with your 
Coaching client. Within it, the boundaries in which the coaching relationship operates will be 
established and the mutual expectations under which both Coach and Coachee will operate 
will be set. As importantly, but perhaps more intangibly, it will set the ‘tone’ for future 
meetings and the professional basis on which future meetings will be held. The contracting 
session does not need to be exhaustive, nor does it need to cover every possible 
eventuality, but it does need clarity for a number of issues: 
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• The Objectives of the Coaching  

• The Psychological Contract between you – mutual expectations of how you will work 
together 

• The Logistics and Process under which conversation will take place 

 

THE OBJECTIVES OF THE COACHING PROGRAMME 

It is of fundamental importance to ensure that there is clear mutual understanding of the 
goals and objectives for the Coaching engagement. The identification of these goals will on 
occasion form the basis of future Coaching sessions, but an initial guide as to what these are 
can guide the future course and success of any Coaching intervention. This contracting 
phase will also explain that these goals remain ‘private’ and completely confidential between 
the Coach and the Coachee. 

Coaches should also be aware that a significant amount of work may need to be undertaken 
to identify what ‘success’ in the future will look like for the Coachee and the ‘milestones’ that 
will give both the Coach and the Coachee some indication of how they are progressing 
towards their objectives. 

While the above process can be reasonably straightforward if the Coachee is also the ‘client’ 
or the person paying for the programme, a new dimension of the contracting phase arises 
when the Coaching is being paid for by an organisation for which the Coachee works. In 
such a situation, Coachee and the client are in fact two different entities. 

In this case, it is important for the organisation to identify an internal ‘Sponsor’ for the 
Coaching programme. The Sponsor – is most appropriately the organisational representative 
who can clearly articulate to the Coachee the reasons that the organisation wants to invest 
in them by providing Coaching support. The sponsor will also know how the organisation will 
measure the success of the Coaching programme. The Coach will often facilitate a three 
way ‘triangular contracting’ discussion where the goals that the organisation want to see 
from the Coaching intervention will be discussed and agreed to by all parties. These goals, 
while not openly discussed outside of the coaching relationship are seen as ‘public’ goals. 
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THE PSYCHOLOGICAL CONTRACT IN COACHING 

The ‘psychological’ contract can be thought of as the expectations and sense of engagement 
that both Coach and Coachee ‘expect’ from the other person within a Coaching relationship. 

It is informative to a Coaching relationship in that it looks at the reality of the situation as 
perceived by the Coach and the Coachee as two engaging parties. It may be more influential 
than any formal contract in affecting how the relationship between Coach and Coachee is 
established and develops, facilitating a conversation that will enable rapport and trust to 
grow. 

 

 

LOGISTICS AND PROCESS 

Finally, there is a need to examine and explain the logistics, under which the Coaching 
programme will operate, from the number of sessions to their duration, spacing, venue, 
notice time for cancellation/movement of sessions etc.  

Here there is an opportunity for the coach to be explicit with the coachee on the way they 
work and the types of interventions they may use. For example; “From time to time I may 
offer you feedback on what I’m feeling during our coaching conversations”. 

In the case of working with an individual within an organisation, there may be a requirement 
to have appropriate boundaries with both the Coachee and the organisational ‘sponsor’. It is 
essential that the Coachee is clear on what is being asked of them by the organisation and 
that there is no sense of a ‘hidden’ agenda or of being forced into a position where they feel 
they must ‘undergo’ Coaching. Such unexplored feelings may jeopardise the integrity of the 
Coaching relationship between Coach and Coachee – and the Coachee’s ability to actively 
engage in a process of reflection and change. Here again the three-way meeting between 
coachee, sponsor and coach can provide clarity and avoid any ambiguity 
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The European Mentoring and Coaching Council (EMCC), like other professional 
organisations, recognise the potential power, that coaches hold and have developed a 
comprehensive Global Code of Ethics* as well as best practice guidance for internal 
coaches **.   

 

SUMMARY 

The Psychological Contract is an often unseen and unmentioned piece “office furniture” 
which can help or hinder the development of employees in the modern working environment. 
Coaches can best serve their coachees organisations, their coachees and themselves as 
coaches. By paying particular attention to the PC, making it explicit with the coachee and 
revisiting it to refine throughout the coaching relationship develops more trust and effective 
learning.  
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