Focus on FINANCE

GLOSSARY

Barriers to entry: Obstacles that make it
difficult for a producer to enter a market.
Examples might include control of a scarce
resource or high fixed or start-up costs.

Gig economy: Labor market that relies on
temporary and part-time workers who
are often independent contractors and
freelancers rather than full-time employees.

Two-sided market: A market where two
different groups, usually buyers and sellers,
need to be connected by an intermediary.
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How Does the Gig Economy Support
Entrepreneurship?

Scott Wolla, PhD, Economic Education Officer

“Not many jobs will allow a worker to just show up when they feel like it,
and work only for as long as they choose to.”
—Judith Chevalier, Economist’

Have you ever wondered where some of the most iconic American brands
came from? Think of products such as Coca-Cola or Nike athletic shoes. Or
think of convenient ways of doing business such as buying nearly anything
online from Amazon.com or managing your calendar, photo collection,
and media library using your iPhone. Well, many of these products and
companies started with an individual who had a great idea and a willingness
to work hard and take risks to turn that idea into reality. We call these
people entrepreneurs.

Entrepreneurship

Entrepreneurs develop new products and start new businesses. They
recognize opportunities and the prospect of financial rewards. They enjoy
working for themselves and will accept challenges. There are certainly risks
for entrepreneurial activity: Entrepreneurs often risk their own money or
borrow against their future earnings; they forgo other opportunities (say,
taking a job as an engineer, nurse, or accountant) to pursue their dreams.
Of course, chasing your dreams doesn’t always pay the bills. So how do
they make ends meet?

Enter the Gig Economy

For people who want to work for themselves, the gig economy provides
some exciting opportunities. It is made up of companies whose business
model usually involves a smartphone app that serves a key role in two-sided
markets, matching people who want and will pay for a service with those
who will provide a service for a fee. In fact, an app plays a key role in how
these businesses function; it can make launching a new business a little
easier because it takes care of many of the details that a small business
would often have to do on their own, such as attracting clients, collecting
fees, and compensating producers for the jobs they perform.
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Comparison of Uber Drivers to Workers in the American Time Use Survey (ATUS)
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SOURCE: Chen, M.K; Rossi, P.E.; Chevalier, J.A. and Oehlsen, E. “The Value of Flexible Work: Evidence from Uber Drivers.” Journal of
Political Economy, December 2019, 127(6), pp. 2735-94; https://doi.org/10.1086/702171.

App-based ride-hailing businesses such as Uber and Lyft
are some of the most widely known in the gig economy.
Ride-hailing apps offer low barriers to entry because
drivers use their own or rented cars to offer rides when-
ever they choose. These businesses offer workers true
flexibility; there are no minimum hour requirements, so
drivers can work however many hours they want to.

Making Ends Meet with Gigs

Entrepreneurs can both work in the gig economy and
establish a new business at the same time. This enables
them to smooth their income while they develop their
product and work to get their business up and running;
that is, they can supplement their income when their
new business is slow. In fact, the vast majority of Uber
drivers work only 8, 12, or maybe 15 hours a week driv-
ing,2 using these gigs to supplement their income from
their startup or another job. So how do entrepreneurs
balance working on their business venture and working
their gig job?

Balancing Gig Work and Entrepreneurship

Let’s again use Uber as an example. Research suggests
that an Uber driver’s willingness to work is related to
the driver’s reservation wage,3 which is the earnings
level below which the person will not work. For example,
if a worker’s reservation wage is $25 per hour, then the

worker will not accept work for less than that: Wages
above $25 per hour result in surplus, so the worker will
gladly take the work.

Consider an entrepreneur who just started a small busi-
ness but also wants to supplement income while the
product catches on, so she drives Uber when her schedule
allows. Her reservation wage might be very high during
hours in which her new business is open—say, $75 per
hour. But her reservation wage might be lower in the
evenings when she would otherwise be socializing or
relaxing—say, $10 per hour. In this case, an entrepreneur
would be less likely to drive Uber during regular business
hours (9 a.m.-5 p.m.) and more likely to drive in the eve-
nings and on weekends.

Data suggest the same pattern; that is, Uber drivers pro-
vide more rides outside of conventional business hours.
The figure shows the working habits of employed males
over 20 years of age surveyed in the American Time Use
Survey (darker areas) and the working habits of Uber
drivers (lighter areas). As suggested, Uber drivers put in
more hours in the early morning, in the evenings, and
on weekends.

Economist Judith Chevalier tells the story of being picked
up in a very nice, very large car on a recent business trip.

In addition to driving for Uber, the driver also ran a funeral
service. When Chevalier asked her about her reasons for
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driving, the driver said, “If nobody dies, | drive. If some-
body dies, | don't.”4 Her answer shows that she knew
her reservation rate and that she valued the extra work
and wages to help smooth her income over time.

Condlusion

The gig economy supports entrepreneurship by providing
entrepreneurs with opportunities to earn extra income.
In fact, researchers suggest that the gig economy sup-
ports and encourages more entrepreneurial activity,
finding an increase of 4-6% in new business registrations
following the arrival of the gig economy in a city.> In
short, the gig economy provides services that people
value, and it also has a spillover: It encourages entrepre-
neurial activity by supplementing and smoothing the
income of entrepreneurs. m
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After reading the article, answer the following questions:

1. What characteristics are true of entrepreneurs, according to the text?
a. Their aversion to taking risks
b. Their preference for stable employment
c. Their willingness to take risks and develop new products

d. Their reluctance to accept financial rewards

2. How do entrepreneurs benefit from participating in the gig economy, according to the text?
a. By avoiding financial risks
b. By receiving guaranteed income
¢. By smoothing their income while developing their businesses
d. By having a stable, fixed schedule

3. Whatis the “reservation wage,” as described in the text?
a. The amount a person is willing to pay for a service
b. The earnings level above which a person will not work
¢. The maximum wage a person can earn in a particular job

d. The earnings level below which a person will not work

4. According to the text, when are entrepreneurs more likely to provide Uber rides?
a. On weekdays from 9 a.m.-12 noon
b. On weekdays from 12 noon-5 p.m.
¢. On weekends

d. When surge pricing kicks in

5. What is the impact of the gig economy on entrepreneurial activity, as mentioned in the text?
a. It decreases entrepreneurial activity.
b. It has no significant impact.

c. ltdiscourages entrepreneurial activity.

Qo

It encourages more entrepreneurial activity.
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6. What role does the gig economy play in supporting entrepreneurs, based on the text?
a. ltrestricts their access to resources.
b. It provides opportunities to smooth or supplement income.
¢. ltdiscourages entrepreneurial risk-taking.

d. It ensures steady and guaranteed income for entrepreneurs.

7. How does the gig economy affect new business creation?
a. The gig economy competes with and forces closure of existing businesses.
b. The gig economy has no effect on new business formation.
¢. New business registrations increase after the arrival of the gig economy in a city.

d. New business registrations decrease after the arrival of the gig economy in a city.

8. Most Uber drivers drive hours per week.
a. 8-15
b. 15-25
c. 25-35

Qo

35-40



