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Shadow Work, Shadow Lending, and Shadow Savings 
 

 

1 – Real growth has remained at 3% for eight quarters, despite the Fed’s hikes and this year’s negative fiscal impulse  
2– Self-employment tax collections suggest the gig economy is twice as large as Brazil’s GDP and is growing by 10% + 
3 – Private debt and direct lending have displaced banks: shadow lenders added another junk bond market    
4 – The everything rally has increased households’ wealth by the equivalent of half a century of savings since COVID 
 
 
 

“Of truth we know nothing, for truth is in a well” — Democritus  
“In the shadows, we find the truth.” — The Dark Knight 
 

 
Make bragging great again! I have been correct on three major out-of-consensus calls since COVID: 
 

• Predicting the great post-COVID inflation in April 2020 

• Realizing that the Fed’s 2022 rate hikes would cause a bear market, but no recession 

• Remaining bullish on nominal growth over the past two years and arguing that recessions have been canceled 
 

The first call was the most obvious. I still do not understand why investors thought that choking supply chains, locking 
workers at home, and sending them checks would be deflationary. The second one could be derived from Keynes: 
deficit spending has a clear and immediate effect on growth, while monetary policy primarily impacts assets prices.  
 
On the other hand, even a Keynesian economist would have expected a slowdown this year. Record tax collections 
reduced the federal deficit by $300 billion and states should cut spending by 6.2% this fiscal year. And yet, the 
economy is on track to post an eighth consecutive quarter of about 3% real growth. 
 
This report looks for the hidden causes of the US growth miracle. 
 
First, the gig economy. Self-employment tax collections should reach $1 trillion this year and are growing by nearly 
10%.  A large and booming BRIC-sized economy is hiding inside the US. Most gig economy platforms have grown by 
more than 20% annually since 2018, and YouTube paid creators $107 billion in the past three years. 
 
Second, shadow lending. Bank have tightened lending standards, but they are no longer the marginal lender to US 
consumers and businesses. Private debt has tripled to $1.7 trillion since 2018. Private lending has effectively added 
the equivalent of another junk bond market in six years. 
 
Third, the wealth effect bonanza: households’ net worth has increased by $44 trillion since COVID. The everything bull 
market generated the equivalent of half a century of personal savings. The growth boom will continue while the Fed’s 
economists keep arguing about “monetary policy’s long and variable lags” and “depleted excess savings”. 
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Shadow Work  
 
The US government collects taxes on three kinds of income: corporate income, withheld employment income, and 
self-employment income. All three sources have grown rapidly despite a 5.5% increase in tax brackets for income 
earned this year, which is more than inflation. 
 
Self-employment income has risen the most, with $828 billion collected between February 14 and November 41.  
Extrapolating taxes for the rest of the year and assuming a tax rate of 20% puts the size of the underlying self-
employment economy at around $5 trillion. My estimate is likely too conservative because the average income tax rate 
is around 15% and a large share of gig income is not reported to the IRS. 
 
Even with this conservative estimate, the self-employment economy would be twice the size of Brazil, and it is 
growing by almost 10% in real terms. A large booming BRIC-sized economy is hiding inside the US. 
 

 
 
Platforms’ rapid growth confirms that the gig economy has grown at a double-digit annual rate since COVID. The 
revenues of Doordash, Uber, and Airbnb have grown at annualized rates of 63%, 26% and 20%, respectively, in the past 
six years. Even niche platforms, such as Fiverr or Upwork, have 20% growth rates, and EBay’s revenues are still 
growing, despite the fact that Facebook Marketplace attracts 1.3 billion (!!!) users every month. 
 

 

 
1 The format of the Daily Treasury Statement changed on February 14, 2023 so full-year comparisons are not available for all line items 
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Because platforms do not report payments to creators and most of the gig economy happens in the shadows, we can 
only rely on anecdotal evidence, but these numbers are already gargantuan. For example, YouTube paid over $107 
billion to creators in the last three years via the YouTube Partner Program. That is about 0.3% of US GDP. 
 
According to tech industry-focused The Information, "Google reported that YouTube’s revenue from ads and 
subscriptions over the past four quarters crossed $50 billion for the first time, making YouTube bigger than Netflix by 
revenue."  
 
Hopper HQ’s Instagram Rich List estimates that sponsored posts by mega-influencers (accounts with more than one 
million followers) range between $5,000 to $25,000. About 0.8% of Instagram’s 1.6 billion users are mega influencers, 
which is the size of Belgium’s population.  
 
Privately held OnlyFans paid creators $6.6 billion in 2023, exceeding the combined outlay to all NBA players of $4.9 
billion.  
 
These anecdotal estimates dramatically understate creators’ actual earnings because most influencers leverage 
platforms to sell other goods and services, such as courses, digital products, clothing, affiliate marketing,  brand 
partnership, donations, tips, and to drive traffic towards one’s brand or website. 
 

 

Shadow Lending 
 
According to the FEDS Note, private credit or private debt investments are debt-like, non-publicly traded instruments 
provided by non-bank entities, such as private credit funds or business development companies, to fund private 
businesses. Private credit is typically extended to middle-market firms with annual revenues between $10 million and 
$1 billion but has grown rapidly in recent years to fund larger companies that were traditionally funded by leveraged 
loans. 
 
Total private credit has grown exponentially in recent years, reaching nearly $1.7 trillion, comparable to those of 
leveraged loans (roughly $1.4 trillion) and high-yield bond markets (about $1.3 trillion). Direct lending soared to  $800 
billion, or about one half of the total. There is also a growing amount of committed but uninvested in the industry, 
suggesting that the supply of private credit funding is outstripping demand. 
 

 
 
 

Source: Bloomberg 
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The popularity of these strategies can be explained by the 10% rate charged by banks on small business loans, which 
translates into a 15% return on equity for the largest private lenders. By contrast, the Bloomberg US Corporate High 
Yield Index pays 7.2% for a duration of 3.1 years. Most private loans are issued at a variable rate or reset rapidly, 
protecting investors from rising rates.     
 

 
 
Of course, it is entirely possible, and even likely, that private credit is experiencing a bubble, but recent trends in 
delinquencies as well as the vast amount of dry powder suggest that the bubble is still in its ascendancy phase. Ares 
Capital non-accrual rate, i.e., loans which do not pay, is still small and has declined recently.   
 

 
 
The rise of shadow banking is a major reason for the ineffectiveness “long and variable lags” of monetary policy. 
The Fed’s economists look at charts like the one below, which shows that rate hikes curbed bank credit and led to 
tightening lending standards. And yet, financial conditions remained loose, and real growth stayed a 3% plateau for 
eight consecutive quarters. 
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Lending is increasingly taking place outside of the banking sector and growth in bank credit does not capture the boom 
in private lending. It is true that many private lenders  borrow from banks, but lenders decide on credit standard and 
leverage. This intermediation allows banks to keep reporting strict lending standards, while ultimately financing 
increasingly risky and leveraged loans. Dodd-Frank and higher capital ratio requirements effectively moved credit risk 
management from banks’ balance sheets to bank-financed private lenders.  
 
The rise of the gig economy and shadow banking could explain the recent divergence between bank credit and 
deposits. US commercial banks’ deposits exceed credit by $222 billion, while bank credit exceeded deposits by $1.5 
trillion in early 2022. About $1.7 trillion of bank deposits has magically appeared in the past two years, without a 
corresponding increase in bank credit.     
 

 
 

Shadow Savings 
 
Last summer, Fed economists claimed that “the US excess savings stock is currently completely depleted, which 
contrasts with other advanced economies where households still hold a buffer of excess savings of about 3 to 5 % of 
GDP” . I immediately rebutted that claim in “Excess savings Have Not Just Disappeared” and the Bureau of economic 
Analysis eventually settled the debate, but most major banks had already spread the news that COVID savings were 
depleted. 
 
A year later, bank reserves have still not normalized from their post-COVID increase and money market funds assets 
have grown by another trillion to a record $6.6 trillion. However, these amounts are dwarfed by the $44 trillion spike  
in household net worth.  If gig work and platforms stealthily added at the equivalent large BRIC economy to US GDP, 
the post-COVID wealth shock handed households 50 years of personal savings! 
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The wealth effect may be even more stimulative than usual for two reasons. First, stock-based compensation at 
Nasdaq 100 firms has been multiplied by seven in the past decade. Nasdaq 100 firm paid out $163 billion in stock-
options this past year, or about 1% of personal disposable income.  
 
Second, the bull market in cryptocurrencies created gains of about $1.1 trillion in the past six months. NBER 
economists found that the marginal propensity to spend capital gains on cryptocurrency was much higher than on 
traditional assets. Based on their estimates, the unfolding crypto bull market should boost consumption by close to 
$100 billion. 

 

 
 
Investors can see the effect of the wealth miracle, the private lending boom, and the soaring gig economy on 
anecdotal indicators such as cruise line bookings, dinner reservations, same-store retail sales, and travellers crossing at 
TSA checkpoints.  
 
The consumption boom will likely accelerate after the red sweep at the election, which further increased asset prices, 
will likely remove regulatory hurdle on bank lending and deal-making, and  caused a confidence shock among 
Republican voters.  
 
Stay long US nominal growth and buckle up for a second wave inflation ! 
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 Disclaimer 
 

The authors responsible for the preparation of this commentary hereby certify that all the views expressed herein accurately 
reflect their personal views only.  The author also certifies that no part of their compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or views expressed in this report. 
 

This commentary may not be distributed to the investing public and is intended for Institutional and Investment Professional 
Use Only in the United States of America, for Institutional Investors, Accredited Investors and Expert Investors only in 
Singapore, for Professional Investors only in Hong Kong and Japan, and for Wholesale Investors only in Australia. 
 

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior 
written consent of StoneX Group Inc. The views are current only through the date stated and are subject to change at any time 
based upon market or other conditions, and StoneX Group Inc. disclaims any responsibility to update such views. 
 

This material represents an assessment of the market and economic environment at a specific point in time and is not 
intended to be a forecast of future events, or a guarantee of future results. Forward-looking statements are subject to certain 
risks and uncertainties.  Actual results, performance, or achievements may differ materially from those expressed or implied.  
Information is based on data gathered from what we believe are reliable sources. Past performance does not guarantee future 
results. 
 

The StoneX Group Inc. group of companies provides financial services worldwide through its subsidiaries, including physical 
commodities, securities, exchange-traded and over-the-counter derivatives, risk management, global payments and foreign 
exchange products in accordance with applicable law in the jurisdictions where services are provided. 
 

This document is not a research report or research material.  It is intended for general circulation only and is not made with 
regard to the specific investment objectives, financial situation and the particular needs of any person who may receive this 
document.  This document is distributed in Singapore by StoneX Financial Pte Ltd (Co. Reg. No 201130598R) which is regulated 
by the Monetary Authority of Singapore (“MAS”) and holds an MAS Capital Markets Services Licence (for Dealing in Capital 
Market Products), is an MAS Exempt Financial Adviser (for Advising on Investment Products, and Issuing or Promulgating 
Analyses/ Reports on Investment Products) and holds a MAS Major Payment Institution Licence.  This commentary is 
distributed in Hong Kong by StoneX Financial (HK) Limited (CE No.: BCQ152) which is registered with the Hong Kong Securities 
and Futures Commission to carry on Type 1 (Dealing in Securities) and Type 2 (Dealing in Futures Contracts).  The contents of 
this document have not been reviewed by any regulatory authority in Hong Kong.  This document is distributed in Australia by 
StoneX Financial Pty Ltd (“SFA”) (ACN: 141 774 727) which is regulated by the Australian Securities and Investments 
Commission and holds an Australia Financial Service Licence. This document is distributed in Japan by StoneX Securities Co., 
Ltd. (“SSJ”) (Co. Reg. No 010401047199) which is regulated by the Japanese Financial Services Agency as a Type-I Financial 
Instruments Business Operator (Kanto Local Finance Bureau (FIBO)No.291’), is a member of the Financial Futures Association 
of Japan for dealing and broking FX and FX Option transactions, and is a member of the Japan Securities Dealers Association for 
dealing and broking stock indices and option transactions. 
 

Indices are unmanaged and investors cannot invest directly in an index. Unless otherwise noted, performance of indices does 
not account for any fees, commissions or other expenses that would be incurred.  Returns do not include reinvested dividends. 
 

The Nasdaq 100 Index is a stock market index composed of the 100 largest non-financial companies listed on the Nasdaq Stock 
Market, primarily representing the technology industry. It is a popular benchmark for investors seeking exposure to growth-
oriented companies. 
 
The Bloomberg US Corporate High Yield Index measures the performance of US dollar-denominated, non-investment grade, 
fixed-rate corporate bonds, offering exposure to riskier corporate debt with potentially higher yields. 
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