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Abstract
The standard labour contract is no more. Increasingly it is replaced by flexible and diverse alternative work arrangements that can often be characterized as real options. In this paper we examine optimal labour contracts from the perspective of a competitive firm facing uncertainty concerning both the cost of production and demand for its product or service. We initially restrict the firm to offering ‘standard’ contracts then add various alternative flexibility enhancing contracts. We discuss the circumstances under which these alternative contracts are real options, interpret the strike, compare them to employment contracts currently found in the labour market, and assess the benefits and costs.
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