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Avrticle Info ABSTRACT
Article type: Purpose: Over the past decade, alongside the development and expansion of
Research Article information and communication technology (ICT), the digital economy has

attracted the attention of policymakers as an efficient mechanism to control
and reduce the volume of transactions in the informal sector. This research
aims to investigate the threshold effect of the digital economy on the shadow

Article history: economy in Iran.

Received: 2026/03/20 Methodology: This study is applied in terms of its purpose and utilizes a

Received in revised form: documentary (library-based) data collection method. The geographical scope
2026/04/18 of the study is Iran, covering the period from 1990 to 2021. To construct the

Accepted: 2026/06/14 composite index of the digital economy, principal component analysis (PCA)

Published online: 2026/07/01  was employed using variables such as mobile cellular subscriptions, fixed
telephone subscriptions, and internet usage. A threshold regression approach
was applied to analyze the relationships among the variables.
Findings: The results indicate that the digital economy threshold is 6.7%.
Before reaching this threshold, the expansion of the digital economy leads to
an increase in the size of the shadow economy; however, once the threshold
is surpassed, it results in a decrease. This non-linear behavior can be explained
as follows: in the low regime, the digital economy reduces service exchange
costs through technological advancements, which initially boosts production
capacity and transaction volumes in the informal sector. Conversely, in the
high regime, the rapid development of the digital economy provides advanced
technologies and improves methods of goods and services production, thereby
enhancing technological adoption and public access to information. Since
formal sector firms possess a greater capacity to utilize these technologies
than informal enterprises, the digital economy ultimately reduces the size of
the shadow economy by increasing productivity in the formal sector and
strengthening government oversight of informal transactions.
Conclusion: The findings demonstrate that the digital economy exerts a
non-linear (ultimately negative) impact on Iran’'s shadow economy. Therefore,
it is recommended that the government promote ICT development, improve
public service productivity, and lower the costs for economic enterprises to
L access digital technologies. Concurrently, by monitoring financial
and Communication . ; .
Technology, Shadow transact_lons a_nql pre\_/entlng tax evasion, the goyernment can enhance
Economy, Threshold production efficiency in the formal sector and effectively reduce the size of

Regression Approach, Iran. the shadow economy.
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