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Abstract

This research aims to investigate the effects of shocks in financial development and
domestic credit on the shadow economy, conducted using the VAR auto-regression
model for country (Iran) from 1993 to 2016. Instantaneous response functions and
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variance analysis shows the effect of bank credit shocks on the shadow economy.

The analysis of the results suggests that financial development, the ratio of private
sector domestic credit to GDP and the ratio of financial sector domestic credit to
GDP in studied years, impose a long time negative and significant effect on the

country shadow economy.
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