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Answers 

What is the gig economy? 
Jon Guest 

This resource provides answers to the questions posed in the article on the gig economy, 
featured in the September 2019 issue of ECONOMIC REVIEW. 

Question 1 
What factors might help to explain the growth in the gig economy in recent years? 

• The growth in online shopping by consumers. This increases the demand for home delivery 
services — a sector where the gig economy has grown very quickly, e.g. Deliveroo, Uber 
Eats, Just Eat 

• Incentives created by the tax system. Self-employed workers pay lower rates of National 
Insurance than those employed by an organisation. Employers can also avoid paying National 
Insurance contributions if they classify workers as self-employed contractors.  

• The growth in two-sided technology platform companies that help to facilitate transactions 
between consumers and producers, e.g. Uber, Airbnb. These platforms help self-employed 
individuals to trade with potential buyers. In particular, they (a) reduce the search costs of 
finding potential sellers, (b) make it easier to make online payments and (c) provide 
information on the reliability of potential buyers and sellers through the provision of online 
reviews. 
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Question 2 
If the gig economy increases the monopsony power of employers, what impact will it have on 
wages and levels of employment? 

Monopsony theory in economics predicts that the more difficult it is for workers to move from one job 
to another the lower the wages and levels of employment compared to a perfectly competitive labour 
market. The wage setting power of firms in monopsony markets enables them to restrict employment 
and pay wages below the worker’s marginal product. 

 

Question 3 
What is the wage elasticity of labour supply to a firm? How will it differ for a firm in a perfectly 
competitive labour market compared with a firm that has monopsony power? 

The wage elasticity of labour supply to a firm measures how responsive the number of people who 
want to work for a particular company or organisation is, to the wages it pays. It is measured by using 
the following formula. 

 

The percentage change in the number of people who want to work for the firm 

The percentage change in the wages offered by the firm. 

 

In a perfectly competitive labour market, the wage elasticity of labour supply to a firm is infinite. If one 
company slightly reduces wages, all of its workers leave to work for another organisation. If a firm has 
monopsony power, labour supply is imperfectly elastic with respect to the wage rate. If it reduces its 
wages, it does not lose all of its employees. A recent study of online labour markets estimated an 
employer labour supply elasticity of close to 0.1. This figure means that if the firm reduces its wage by 
10% only 1% of its employees would leave. This suggests the firm has significant monopsony power. 
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