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Abstract
The shadow economy arises as a response to high levels of government regulation and

unfavorable economic conditions, which encourage individuals to engage in informal or illegal
activities. The tourism sector, with its potential for foreign exchange earnings, job creation, and
wealth generation, is a key driver of economic growth and can play a leading role in reducing
poverty, particularly in developing economies. This study examines the effects of the
International Tourism Index on the shadow economy in 13 MENA countries and 18 G20
countries between 2007 and 2021. Estimates were conducted using panel data methods in Stata
17. The results indicate that, first, the development of the tourism industry in MENA countries
significantly reduces shadow economy activities, while no significant effect is observed for G20
countries. In addition, the cross-sectional effects show that tourism has a notable influence on
the shadow economy in most MENA countries, whereas in G20 countries, significant effects are
limited to only five cases.
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Introduction

A share of economic activity in many countries belongs to the shadow or informal economy,
defined as unregistered market-based activities. Such activities often involve tax evasion, avoidance
of business regulations, and the circumvention of social payments. In some cases, however, the
shadow economy includes legal and productive activities that would contribute to GDP if properly
registered.

In recent decades, the rapid growth of global tourism has attracted increasing attention from
researchers in tourism economics. According to the United Nations World Tourism Organization,
1.4 billion tourists traveled internationally in 2024, surpassing pre-pandemic levels. Tourism exports
reached $1.9 trillion that year, with international tourism revenues growing by 3% compared to 2023
and 4% compared to 2019 (adjusted for inflation and exchange rates). These figures underscore the
relative importance of tourism to the global economy.

Tourism contributes to economic growth through multiple channels: foreign exchange earnings,
international investment, tax revenues, and employment. It also plays a significant role in poverty
reduction, particularly in developing countries. However, the relationship between tourism and the
shadow economy is complex. Many tourism-related jobs—especially in accommodation,
restaurants, and related services—are based on self-employment or family businesses, which often
operate informally. This link highlights the need to explore the interaction between tourism
development and the shadow economy.

Although numerous studies examine the shadow economy, few have analyzed tourism’s role in
this context. To the best of our knowledge, no prior research has specifically evaluated the effects
of international tourism on the shadow economy. This study addresses that gap by investigating 13
MENA countries and 18 G20 countries during the period 2007-2021, using panel data methods in
Stata 17.

Methodology

The impact of tourism on the shadow economy was analyzed for MENA and G20 countries over
the period 2007-2021, using panel data techniques in Stata 17. The model builds on the frameworks
of Nguyen et al. (2023) and Schneider (2022):

SEy = o + .Bj Xit + 51Tth + &t (1)

SEy = Bo + BiTuy + B2Guy + PsFdiy + PaUry+PBsTri + 61 Pcic+ pe + & (2)
where i and t refer to country ii in year tt.

The dependent variable, SE, represents the shadow economy, with data obtained from Schneider
(2022). While the measurability of the shadow economy is debated, Schneider’s estimates are widely
recognized in the literature. The explanatory vector X includes per capita income, unemployment
rate, urbanization, trade openness, and foreign direct investment (FDI). Tourism development is
measured by the number of international arrivals (in millions). All variables were sourced from the
World Bank, ensuring consistency across countries and reducing the risk of computational errors.

Results and Discussion

The estimation results show that the development of tourism significantly reduces shadow
economy activities in MENA countries, while no meaningful effect is observed in G20 countries. In
the short term, tourism exerts a strong influence on the shadow economy in most MENA countries,
but within the G20, only five countries demonstrate significant effects.
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Conclusion

Tourism has emerged as one of the sectors with the strongest impact on economic activity,
contributing to job creation, exports, and overall prosperity. At the same time, the shadow economy
remains a critical issue in economic policy debates. This study analyzed the role of tourism in
shaping shadow economy dynamics in MENA and G20 countries between 2007 and 2021.

The results suggest that tourism reduces the shadow economy in MENA countries, whereas no
significant effects are observed in the G20. The unemployment rate is positively associated with the
shadow economy in both groups, with a stronger effect in MENA. FDI is negatively associated with
the shadow economy in both groups, but with greater impact in MENA. Trade openness and per
capita income also have negative effects on the shadow economy, with income showing stronger
effects in G20 countries. Urbanization was not found to be significant in either group.

Country-level estimates show that in MENA, only Lebanon had a positive and significant
tourism-shadow economy relationship, while Qatar showed no effect. In the remaining countries,
the relationship was negative, with Iran showing the largest impact (-3.86). In the G20 sample,
significant tourism effects were found in Argentina, Australia, Germany, Japan, and Mexico, with
only Germany showing a negative coefficient (-0.41).

These findings suggest that tourism development, particularly in MENA countries, can be an
effective policy tool for reducing informal economic activities. Policymakers are encouraged to
expand tourism infrastructure, formalize activities through tax incentives and banking support, and
promote digital oversight to curb cash-based transactions. Furthermore, given the negative impact
of FDI and trade openness on the shadow economy, governments should prioritize international
integration and economic liberalization, which can raise per capita income and further reduce
informal activity.
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