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Abstract

Based on the theoretical literature, there are different and contradictory approaches about
the effect of shadow economy on per capita income. So, according to the importance of
this issue for proper policy-making, this study examines the effect of the shadow economy
on per capita income in the period 2005 to 2017 using the PARDL method in two groups
of developing and developed countries in the short and long term. According to the results
in the short run, the shadow economy has a significant and negative impact on per capita
income in both set of countries. In the long term, the effects of this variable on per capita
income in developed countries is insignificant, but in the developing countries have been
significant. The coefficient estimation also confirms the negative effects of the shadow
economy on per capita income for developing countries, assuming that the shadow
economy is endogenous. But for developed countries, this relationship has not been
significant under the assumption of endogenousness.
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