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Tax Havens and Tourism: The Impact of
the Panama Papers and the Crowding
Out of Tourism by Financial Services
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Abstract
Tax havens are often connected to growth in tourism, as finance and tourism conveniently share infrastructural prerequisites.
This paper addresses the detrimental impacts of a tax haven development strategy adopted by small open economies in rela-
tion to the development of their tourism industry. Utilizing the synthetic control method, we find that since the 2016 Panama
Papers scandal, Panama’s tourism exports have fallen relative to an estimated counterfactual level that would have otherwise
been attained. Moreover, based on an analysis of panel data drawn from 20 small open economies, we find that in the long
run, the growth of the financial industry crowds out the tourism industry. Our findings warn tourism practitioners, based in
tax havens, that they face an additional risk linked to potential tax scandals. Furthermore, the tourism industry may suffer
reputational harm due to tax haven blacklisting and the crowding out of productive resources by the financial industry.
JEL classifications: F43, H26, O57, Z32
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Introduction

In April 2016, millions of documents containing informa-
tion on over 200,000 offshore entities were taken from
Mossack Fonseca, a law firm based in Panama, and leaked
to the world media via the International Consortium of
Investigative Journalists (ICIJ). Those documents, which
were subsequently dubbed the ‘‘Panama Papers,’’ gar-
nered widespread media attention and showed that count-
less shell corporations had been set up and used for illegal
purposes such as tax evasion, fraud, the evasion of inter-
national sanctions and money laundering. The initial
response of Panama’s President at the time, Juan Carlos
Varela, was to pronounce that the leak addressed tax eva-
sion in general and not specifically Panama per se.
However, commentators and politicians became con-
cerned that Panama’s reputation as a tax haven could tar-
nish its impressive economic performance.

Along with Panama, the leak brought a group of small
open economies (typically small islands) into the spotlight
as jurisdictions used by Mossack Fonseca to set up these
complex financial structures. Geographically, these loca-
tions, which are mostly concentrated in the Caribbean and
Pacific regions, are generally characterized as small (in

terms of population and land mass), remote, insular, and
vulnerable to external shocks (United Nations, 2014). Quite
often, they also possess substantial tourism assets thanks to
their unique biodiversity and cultural richness (UNWTO,
2014). Consequently, many of them are categorized as
‘‘highly tourism developed’’ according to the Tourism
Penetration Index (TPI) constructed by Mcelroy (2003) and
are ranked high in the World Economic Forum’s (2022)
league table of Travel & Tourism Development Index.

Figure 1 shows the relative importance of the tourism
and financial services industries in some of the countries
that were used by Mossack Fonseca (International
Consortium of Investigative Journalists [ICIJ], 2021) or
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listed as tax havens by the European Union (European
Commission, 2021). As of 2019, tourism and financial ser-
vices jointly accounted for a significant proportion of
total service exports for these countries, ranging from
23.5% to 83.2%. At the same time, the economic out-
comes of the dominance of tourism and financial services
have been remarkable, as many rank among the high-
income or upper-middle-income categories, as per the
The World Bank’s (2022) income level classification.

The release of the Panama Papers represented a signifi-
cant media event with unprecedented international cover-
age. The scandal led to the resignation of Iceland’s Prime
Minister and implicated the heads of state and govern-
ment leaders from Argentina, Saudi Arabia, Ukraine, and
the UAE. Hence, from the standpoint of the tourism
industry, which is prone to risk factors linked to media
events (Brown, 2015; Liu et al., 2021), it is valid and vital
to ask what repercussions the scandal had, particularly
for a small open economy such as Panama.

In this paper, we present our investigation of whether
this concern, with respect to Panama’s tourism exports, is
observed by the economic data. Methodologically, we
adopt the synthetic control method (SCM), where we
compare the tourism variables of Panama with those of
an artificially constructed control unit. Abadie et al.

(2015) argue that this methodology ‘‘provides a systematic
way to choose comparison units in comparative studies.’’

More fundamentally, we question the development strat-
egy underpinning the Panama Papers scandal—that is, the
country’s reliance on the offshore finance industry for eco-
nomic development. A possible scenario is that the growth
of this industry has subjugated other pre-existing industries,
such as tourism, by competing for productive resources. In
the extant literature, numerous studies have explored this
‘‘Dutch disease’’ phenomena caused by the tourism
industry—that is, its de-industrialization consequences (see,
e.g., Copeland, 1991; Inchausti-Sintes, 2015; Nowak &
Sahli, 2007). In contrast, this paper adds a fresh perspective
to this strand of literature by examining the reverse direc-
tion of the Dutch disease. That is, the crowding out of tour-
ism by a booming industry (financial services), a topic that
has hitherto been scantly addressed in the literature (see,
e.g., Dwyer et al., 2016; Forsyth et al., 2014).

To summarize, this paper addresses the detrimental
repercussions of the tax haven development strategy
adopted by small open economies on their tourism indus-
tries from the perspectives of (1) a one-off tax scandal, in
relation to the extent to which the Panama Papers scandal
negatively affected Panama’s tourism exports; and (2) the
long-run crowding-out effect, whereby the thriving

Figure 1. Tourism and financial services as percentages (%) of service exports, 2019.
Source. Authors’ calculation based on the Balance of Payments Statistics, IMF.
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financial industries of small open economies may hinder
growth in tourism.

Our paper makes three key contributions. Firstly, on
methodological grounds, it is among only a few tourism
studies that have applied the SCM to measure the impact
of a major world event. In doing so, we demonstrate its
relevance to the assessment of the impact on tourism and
exemplify its potential for future application. Secondly,
our findings enrich the tourism risk literature by high-
lighting the importance of the reputational risk a country
may face if it chooses a development model predomi-
nantly based on financial secrecy. Thirdly, this paper con-
tributes to a stream of research on tourism and ‘‘Dutch
disease’’ by analyzing a distinct context in which services
account for the majority of exports and examining the
crowding-out effect of financial services on tourism. This
is unlike past studies, which have focused on countries
with well-established manufacturing sectors and tourism-
induced de-industrialization.

The remainder of this paper is set out as follows.
Section 2 provides a timeline of the Panama Papers and
its subsequent impact. Section 3 outlines the theories
underlying the repercussions of a country adopting a tax
haven development strategy on tourism. Section 4
describes our methodology and outlines the data. Section
5 reports our results for both the SCM and the panel data
analysis. Finally, Section 6 concludes and discusses future
research directions.

The Panama Papers Scandal

Prior to the 2008 global financial crisis (GFC), the use of
tax havens by multinational enterprises (MNEs) and
wealthy individuals was not a salient issue. Although tax
havens had been around for many years, their use was
deemed a minor issue with respect to international busi-
ness (IB). For example, IB scholars had typically focused
on the four FDI motives (Cuervo-Cazurra & Narula,
2015; Dunning, 1993; Dunning & Lundan, 2008) resource
seeking, market seeking, efficiency seeking, and strategic
asset seeking FDI; whereas a possible fifth motive, identi-
fied by Dunning (1993), linked to escape FDI—a motive
typically associated with the use of tax havens—has been
somewhat neglected.

This all changed with the onset of the GFC, as the eco-
nomic shock placed significant pressure on the public
finances of several OECD and emerging market coun-
tries. For example, in the US, the Debt to GDP ratio grew
from 62.6% in 2007 to 105.5% in 2018. Given the state of
the public finances and the economic fallout that followed
the GFC, the role played by tax havens in the global
economy began to receive much greater media attention
across the world. Furthermore, high-profile cases impli-
cating some of the world’s biggest multinational

companies—such as Amazon, Google, and Starbucks—
generated significant global media attention. Recent esti-
mates by Zucman (2015) show that around 55% of the
foreign profits of US firms are located in tax havens. The
Tax Justice Network estimates that around 25% of US
firms’ global profits are shifted out of jurisdictions in
which real economic activity takes place, resulting in a
global revenue loss of around US$130 billion a year
(Cobham et al., 2015). Furthermore, tax evasion fortifies
inequality, as affluent households benefit disproportion-
ally by hiding large sums of wealth in tax havens (Ahrens
& Bothner, 2020).

The last major tax evasion and avoidance scandal prior
to that of the Panama Papers hit the headlines in 2014.
The so-called Luxembourg Leaks or ‘‘Lux Leaks,’’
revealed by the ICIJ, implicated over 300 companies with
operations in Luxemburg that had reduced their tax bills
by shifting profits around their corporate groups and, with
the help of the big accounting firms, had secured favorable
tax rulings (see Huesecken et al., 2018). But although this
scandal started to put the issue of tax avoidance at the
front and center of the political debate, it was not until the
release of the Panama papers in 2016 that the world media
really started to generate significant interest.

The Panama Papers leak scandal broke in April 2016,
and it caused a global media sensation. The director of
the ICIJ called the leak ‘‘probably the biggest blow the off-
shore world has ever taken because of the extent of the doc-
uments’’ (Bilton, 2016). The leak encompassed 40 years of
data from a powerful Panama-based law firm called
Mossack Fonseca, which also had offices in over 35 loca-
tions across the world.Mossack Fonseca specialized in the
creation of shell companies that enabled individuals and
firms to create corporate structures suited to hide their ben-
eficial ownership of assets. This enabled individuals and
firms to shift capital among corporate groups and into low-
tax locations to avoid taxes and to benefit from a veil of
secrecy. In total, the leak involved 11.5 million documents
detailing financial and attorney-client information pertain-
ing to more than 214,488 offshore entities. Furthermore,
the ICIJ created a public database, allowing anyone to
access and use it to investigate personal and corporate tax
abuse. Using this database, Dominguez et al. (2020) map
the network that linked interrelated individuals and compa-
nies monoscopically, at the level of countries and geogra-
phical regions. They find that the most prevalent offshore
jurisdictions were the British Virgin Islands (VGB), Hong
Kong (HKG), Singapore (SGP), Indonesia (IDN), the
Cook Islands (COK), and Samoa (WSM).

In contrast to the Lux Leaks scandal, the Panama
Papers placed a greater emphasis on the individuals who
used complex tax avoidance schemes, rather than on the
MNEs who also engage in tax avoidance. However,
O’Donovan et al. (2019) find that the leak erased US$174
billion in market capitalization among implicated firms.
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Further scandals, such as the Paradise Papers and the
Mauritius Leaks, have emerged since. However, the
Panama Papers have undoubtedly had the biggest impact
in generating widespread awareness of the scale and
nature of the tax avoidance perpetrated by high net-worth
individuals and MNEs.

Literature Review

This paper presents an examination of the detrimental
impact of a tax haven development strategy adopted by
small open economies on their tourism industry. In
essence, this is a multifaceted topic. For tourism practi-
tioners, the growth of offshore finance brings about repu-
tational risk to the destination, rendering its tourism
industry susceptible to one-off shocks. Furthermore, over
the long run, the growth of the financial services industry
in resource-constrained economies depresses and may
even crowd out any growth opportunities for the tourism
industry. To delineate these issues as thoroughly as possi-
ble, we draw from several strands of literature concerning
Dutch disease, tourism risk, and impact assessment.

Tourism and Offshore Finance: Complementary or
Competing?

The economic development of a tax haven appears to
relate to a growth in tourism. Tourism and offshore
finance conveniently share similar prerequisites, such as a
favorable location, good transport links, and advanced
information and communications technology (ICT)
(Hampton & Christensen, 2007). Given the need for face-
to-face meetings between offshore service providers and
the wealthy clientele they aim to attract, the offshore
finance industry requires the local economy to provide
high-end recreational facilities, such as luxury hotels,
spas, and golf courses. These enable wealthy individuals
to make repeated visits, stay for extended periods, and
even establish residence (Barber, 2015; Hampton &
Christensen, 2002). In this sense, tourism and offshore
finance would appear to complement one another.

From a historical perspective, the early tourism devel-
opment of many islands has often been linked to the
transformation of their economies (to shift away from
traditional exports, such as sugar and copra, and toward
mass tourism) and to their uptake as playgrounds of the
rich (i.e., the ‘‘pleasure periphery’’) (Hampton &
Christensen, 2007; Mcelroy, 2003). Once settled, this first
wave creates demand for a ‘‘pinstripe infrastructure’’ of
specialist legal and financial services firms. This demand
is met by bankers and tax accountants who are attracted
to the islands by the climate and lifestyle (Hampton &
Christensen, 2002), creating a skill pool for the subse-
quent development of offshore financial services. At the

same time, many islands are encouraged by powerful
financial institutions to diversify into non-traditional
activities, such as offshore finance, as a development
strategy and a means to capitalize upon the benefits asso-
ciated with the capture of highly mobile capital (Barber,
2014; Mcelroy, 2003). The synergy between the needs of
the wealthy for both an exotic playground and a sophisti-
cated financial infrastructure generates a virtuous circle
that strengthens the growth of the local economy through
a positive feedback loop (Hampton & Christensen, 2007).

However, akin to the Dutch disease model developed
by Corden and Neary (1982) and Copeland (1991), an
alternative scenario is conceivable whereby the financial
industry gradually ‘‘crowds out’’ the tourism industry, as
they compete for scarce factors of production (this is the
resource movement effect described in Corden & Neary,
1982; Forsyth et al., 2014). Generically, Dutch disease
posits that a booming sector in an economy attracts fac-
tors of production from other sectors (i.e., lagging and
non-tradable segments), generates foreign exchange earn-
ings, and leads to a real appreciation in the exchange rate,
eroding the external competitiveness of traditional
exports (the lagging sector); meanwhile, to the disadvan-
tage of the lagging sector, the income generated in the
expanding sector increases domestic demand for non-
tradable goods and, accordingly, increases the derived
demand for factors of production, further shifting
resources away from the lagging sector (Inchausti-Sintes,
2015). Hampton and Christensen (2007) explore the pos-
sibility of the crowding-out effect on tourism in the con-
text of the British Channel Island of Jersey. They argue
that one mechanism whereby the effect unfolds is through
inter-industry wage differentials, whereby the high costs
of human resources (caused by the generously paid finan-
cial industry) crowd out the scope for the development of
tourism. Another mechanism is affected through the soar-
ing prices of land (and of the housing market) brought
about by its limited supply, which exacerbates the prob-
lem of retaining local labor in lower-paid industries, given
the differentials between the purchasing power of finan-
cial industry workers and tourism employees.
Notwithstanding, a further mechanism is linked to access
to capital. Early in their development, investment in both
industries is drawn mainly from local capital resources.
As they both grow, there tends to be an increasing con-
centration of capital. This requires international capital
to play a more prominent role that leads it to dominate
the political economy of particular islands.

The extant literature on tourism and Dutch disease is
predominantly centered on tourism-induced de-industria-
lization—that is, the crowding-out effect of tourism on the
manufacturing sector (see Zhang & Yang, 2019). Notable
exceptions to this literature investigate this issue in reverse.
Dwyer et al. (2016) and Forsyth et al. (2014), estimate the
effect of Australia’s mining boom on its tourism industry
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using a Computable General Equilibrium (CGE) modeling
framework. In their study, a legacy of the mining boom
saw the leisure and tourism industries face not only supply-
side issues (attracting and retaining skilled labor, attracting
sufficient capital/investment to meet the industries’ future
growth and a contraction in the availability of airline seats
and beds for tourists as they became fully occupied by min-
ing workers), but also demand-side issues in relation to a
reduction in inbound tourism and a rise in outbound tour-
ism due to an appreciation in the Australian dollar.
However, the literature has not investigated the Dutch-dis-
ease effects of finance (particularly illicit finance) on tour-
ism, a gap this current study sets out to fill.

The Impact of Risks on Tourism in Tax Havens

The perception of risk is recognized as one of the main
factors influencing tourist decision-making (Slevitch &
Sharma, 2008; Williams & Baláž, 2015). Risks in tourism
can be associated with natural disasters, disease, pollu-
tion, corruption, crime, riots, terrorist attacks, and even
wars (Cao, 2022). Faced with a certain level of perceived
risk, tourists (as consumers) adopt a range of strategies
aimed at reducing such risk to tolerable levels (Fuchs &
Reichel, 2006; Slevitch & Sharma, 2008). At the aggregate
level, any changes in tourists’ travel intentions and beha-
viors in response to a rise in perceived risk can detrimen-
tally impact the effective aggregate tourism demand for a
destination.

A growing body of literature in tourism research exam-
ines the effect of country-level risk on aggregate tourism
demand, especially from the perspective of institutional
quality and political risk. One strand of such literature
argues that good governance/institutions and a favorable
political environment are crucial determinants in attract-
ing international tourists (Ghalia et al., 2019).
Accordingly, social unrest/protests, civil wars, perceived
violations of human rights, or the perceived likelihood of
these situations are all examples of instances that deter
tourists. Conversely, another strand of literature argues
that, under certain circumstances, lower institutional
quality can be beneficial to tourism (Ghalia et al., 2019).
Hence, there is ambiguity. For example, corruption can
help facilitate business activity and increase the speed of
transactions that lie outside of regulatory frameworks. In
this respect, corruption may have a positive side effect of
enabling tourists to enjoy goods and services that would
have otherwise been unavailable. Unsurprisingly, this
type of tourism is often associated with illicit or criminal
activities.

Empirical evidence indicates that low levels of political
risk (e.g., political stability) and high-quality institutions
(e.g., low corruption, government effectiveness, and regu-
latory quality) are beneficial to the operation of tourism
businesses and the inflow of tourists (Ghalia et al., 2019;

Saha & Yap, 2014; Tang, 2018). However, as Lee and
Chen (2021) do in a quantile regression framework, other
kinds such as economic and financial risks can have a
more salient effect than political ones, especially on those
countries with high levels of tourist arrivals.

For small open economies, success in both tourism
and offshore finance depends on external perceptions of
political stability. Negative risk perceptions affect both
tourism demand and the wealthy’s willingness to use an
island as a tax haven (Hampton & Christensen, 2007). As
Hampton and Christensen (2002) note, many tax haven
governments have gone to great lengths to promote the
growth of the offshore financial industry, often without
properly considering the adverse impact (e.g., reputa-
tional effect, crowding-out effect) on other industries.
Capó et al. (2007) make a similar point that over-reliance
on an emerging, tradable sector can make the economy
extremely vulnerable to external disturbances. Following
this line of thought, we add quantitative evidence to the
literature on tourism risk by demonstrating an additional
risk factor not touched upon previously, that is, the repu-
tational risk that a country may face should it opt for a
development strategy predominantly based on financial
secrecy.

Impact Assessment of Negative Events

The negative risk perceptions of a destination may be
prompted by a variety of factors or sudden events, rang-
ing from natural disasters, disease, social unrest, and ter-
rorist attacks to a deterioration in the terms of trade and
a rapid increase in commodity prices. Negative events cre-
ate a negative image that decreases tourism demand and
causes economic loss. Drawing from the Awareness-
Perceived Egregiousness-Boycott (AEB) framework
(Klein et al., 2004), Su et al. (2022) argue that the man-
agement of a tourism destination may lack ability or
ethics, causing all stakeholders to suffer negative and
harmful consequences. Through three experimental stud-
ies, they find that negative moral events (i.e., failures to
meet quality/moral standards) produce stronger percep-
tions of betrayal and a greater propensity for tourism
boycott than negative competence events (i.e., failures to
fulfill the functional needs of stakeholders) would do. In
the case of a negative moral event, tourists form a nega-
tive view of any wrong behavior that has occurred in a
tourism destination and then judge the egregiousness of
such behavior based on its possible consequences, which
leads to a negative emotional shift. Furthermore, as Su
et al. (2022) explain using the image-imagery duality
model, individuals may associate any memories of nega-
tive events with a destination to form a negative percep-
tion that impacts such destination’s image as well as their
own emotional and cognitive responses.
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Empirical studies have investigated the effects of a wide
range of negative events. For instance, Song, Gartner,
and Tasci (2012) examined the effect of stricter visa
restrictions in China in 1989 and 2008 and found there to
be a 7% to 33% reduction in tourist arrivals across vari-
ous source markets. In respect of terrorist attacks, Araña
and León (2008) found that the 9/11 attacks in New York
caused a significant decrease in the utility of tourists plan-
ning to travel to Mediterranean destinations and the
Canary Islands; consequently, there had been an approxi-
mately 25% decline in the willingness to pay for an aver-
age holiday package. Wang (2009) investigated a series of
crisis events that had taken place in Taiwan and found
that the decline in tourist inflows had been greatest during
the outbreak of a severe acute respiratory syndrome
(SARS) pandemic, followed by the 1999 earthquake and
the September 11, 2001 attacks, whereas the impact of the
Asian financial crisis had been relatively mild.

Methodologically, the literature that investigates tour-
ism impact assessment is commonly conducted by means
of the input-output (I-O) and computable general equili-
brium (CGE) methods, which are suited to estimate the
economy-wide impact of any demand shocks (Li & Song,
2013; Song, Dwyer et al., 2012). Further, time series
econometric methods, such as the autoregressive distribu-
ted lag (ARDL) models (e.g., Smeral, 2010; Song & Lin,
2010), are also adopted to delineate economic impact. A
recent methodological development in impact assessment
is the synthetic control method (SCM), developed by
Abadie and Gardeazabal (2003) and Abadie et al. (2010)
for policy analysis. This method is rarely applied in tour-
ism research, with the exceptions of Biagi et al. (2017) and
Albalate et al. (2022).

A tax scandal like the Panama Papers leak, which has
attracted widespread global media coverage, is likely to
affect Panama’s image negatively and is expected to
diminish the country’s tourism activities. Cognitive
appraisal theory (Lazarus, 1991) posits that an individu-
al’s reaction to an event follows a cognition-emotion-beha-
vior sequence. Tourists’ first impression of a destination is
likely to originate from the media, which, by packaging
news in ways that promote a particular understanding of
reality, ignite particular feelings and can influence tour-
ists’ travel intentions (Brown, 2015). In the wake of an
unethical incident, Breitsohl and Garrod (2016) found
that tourists’ first reaction will be to engage in cognitive
evaluations, including their perceptions of the degree of
severity of the incident, the image that is publicized by the
destination and on whom they place the blame.
Subsequently, an emotional response occurs. Tourists will
likely develop hostile feelings (such as anger, contempt
and disgust) toward the destination and opt to either
avoid the destination on emotional grounds or even
spread negative views of it. Therefore, once an unethical
incident occurs, the subsequent tourism crisis harms not

only the destination’s image but also the sustainable
development of its tourism industry (Liu et al., 2021).

No studies appear to have hitherto specifically focused
on unethical events in tax havens, and none have quanti-
fied Panama’s exposure following the huge data breach.
Our research contributes to the literature on tourism
impact assessment by providing evidence of the impact of
a major tax scandal. Specifically, it demonstrates the suit-
ability and relevance of SCM as a valuable additional tool
for tourism impact studies.

Methodology

In this research, we perform two sets of analyses. The first
involves the SCM, a tractable data-driven procedure
designed to assess the impact of events and policy
interventions—for example, that of terrorism in the
Basque country (Abadie & Gardeazabal, 2003) and that
of the introduction of a city tax on tourism demand in
Italy (Biagi et al., 2017). As the Panama Papers scandal
was a major world news event, we use the SCM to mea-
sure the extent to which it caused Panama to deviate from
its original development trajectory. The second set of
analysis utilizes panel data drawn from a sample of 20
small open economies over a period of 19 years to deter-
mine whether a booming financial industry crowds out
growth opportunities for the tourism industry. Our panel
data analysis enables us to determine whether this pattern
is observed across several small open economies.

The Synthetic Control Method

In studying the effects of historical events and policy
interventions on aggregate units, researchers often com-
pare the outcomes of the unit affected by the event or
intervention (i.e., the treated unit) with those of the unaf-
fected units (i.e., the control units). The SCM involves a
data-driven procedure that constructs a counterfactual
synthetic control unit by taking the weighted average of a
pool of control units, such that the synthetic control unit
closely proxies the treated unit in terms of their economic
profiles (characterized by outcome variables and relevant
covariates) in the pre-intervention period. Henceforth, the
values of the outcome variables of the synthetic control
unit inferred for the post-intervention period represent
the counterfactual values that the treated unit would have
otherwise exhibited in the absence of the event or inter-
vention. Accordingly, one can measure the effect of the
event or intervention by calculating the difference between
the outcome variables of the treated unit and the synthetic
control unit for the post-intervention period.

Following Abadie et al. (2010, 2011), suppose we have
observations for j + 1 units (j=1, 2, .J + 1) for time
periods t=1, 2, ., T. We assume that j=1 is the treated
unit and j=2, 3, .J + 1 the control units. The pool of
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control units is termed the donor pool. The intervention
occurs at period T0 + 1. Hence, t=1, 2, .T0 are the
pre-intervention periods and T0 + 1, T0 + 2, .T the
post-intervention periods.

Define Yjt as the observed outcome variable for unit j,
YN

jt the counterfactual outcome that would be observed
for j at time t in the absence of the event or intervention.
Then, for t . T0, define

a1t =Y1t � YN
1t ð1Þ

where a1t is the effect of the event or intervention on the
treated unit j=1.

Consider that YN
jt is given by a factor model,

YN
jt = dt + utZj + ltmj + ejt ð2Þ

where dt is an unknown common factor with constant fac-
tor loadings across units, Zj is an r3 1 vector of observed
covariates, ut is a 13 r vector of unknown parameters, mj

is an F3 1 vector of unobserved common factors, lt is a
13F vector of unknown factor loadings, and the error
term ejt are unobserved transitory shocks with zero mean.

Define a J3 1 vector of weights W = (w2, ., wJ+1)’
such that wj ø 0 for j=2, ., J + 1 and
w2 + ��� + wJ+1=1. Abadie et al. (2010) show how to
calculate a set of weights W = (w2, ., wJ+1)’ and

derive a synthetic control unit such that
PJ+1

j=2

w�jZj =Z1

and
PJ+1

j=2

w�j mj =m1. The synthetic control unit provides

an unbiased estimator of YN
1t and â1t =Y1t �

PJ+1

j=2

w�j Yjt

yields an estimator of a1t for periods T0 + 1, T0 + 2, .,
T.

In the implementation of SCM, let K = (k1, .kT0)’, a
T03 1 vector, denote a linear combination of pre-

intervention outcomes: �YK
j =

PT0

s=1

ksYjs. �YK
j is used to

control for unobserved common factors whose effects
vary over time. K is not unique. It is possible to find as
many as M linearly independent combinations of pre-

intervention outcomes (with M4T0), �YK1

i , ., �YKM

i . The

construction of the synthetic control unit relies on finding
a set of weights allocated to the control units in the donor
pool. Among all possible values of W, the weights W* =
(w2

*, ., wJ+1
* )’ are chosen such that the resulting syn-

thetic control unit best approximates the treated unit with
respect to the predictors Zj and the M linear combina-

tions of pre-intervention outcomes �YK1

i , ., �YKM

i . A for-

mal, detailed derivation of W* is discussed in Abadie
et al. (2010).

For our study, we chose Panama, the country at the
epicenter of the scandal, as the treated unit. To construct

the synthetic control unit, we assembled a donor pool of
control units each of which met at least one of the follow-
ing criteria:

(i) The country was located in the Central America
region (as defined by UNWTO, 2018) or neigh-
bored Panama.

(ii) The country had at some point been on the
European Union’s (EU) black and gray lists of
non-cooperative tax jurisdictions (European
Commission, 2021).

(iii) The country was mentioned in the Panama Papers
(ICIJ, 2021) as one of the jurisdictions used by the
compromisedMossack Fonseca law firm.

The control units, therefore, resemble Panama in terms
of geography, level of economic development, and depen-
dence on tourism and offshore financial services. The
above criteria resulted in 20 countries being included in
the donor pool. They were: Australia, Colombia, Costa
Rica, Cyprus, Ecuador, El Salvador, Guatemala, Hong
Kong, Jordan, South Korea, Malta, Mongolia, New
Zealand, Nicaragua, Peru, Singapore, Thailand, Turkey,
the United Kingdom, and Uruguay.

Regarding the estimation, we implemented the SCM
on real tourism exports, the outcome variable (Yjt). For
the observed covariates (Zj), which are predictors of the
outcome variable, we considered a number of aggregate-
level economic variables—such as the industrial produc-
tion index, consumer price index (CPI), exchange rate,
real interest rate, trade openness, and country risk
index—that were suggested by the extant literature (see
Wu et al., 2017) as relevant predictors of tourism.
However, our preliminary analysis suggested that only
CPI and country risk index would be useful in our models.
Hence, we kept these two as the covariates Zj, while dis-
carding the others.

We collected quarterly data for Yjt and Zj from inter-
national databases, including the IMF’s International
Financial Statistics, the IMF’s Balance of Payments
Statistics, and the PRS Group’s International Country
Risk Guide (ICRG). Our sample period is from 2012Q1
to 2019Q4. The details of the variables, such as definition
and measurement, can be found in Table A1 in the appen-
dix. Moreover, descriptive statistics are reported in
Table A2. We implemented the SCM through the
‘‘Synth’’ R statistical software package (Abadie et al.,
2011).

Panel Data Analysis

We approach the crowding-out effect by estimating the
causal effect of financial services exports on tourism. The
export volumes of economies dependent on international
trade provide a good indication of the size of the relevant
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industries. Given the absence of any readily available data
directly linked to the scale of offshore financial services or
illicit financial flows, we opted to use financial services
exports as a proxy for offshore financial services. The vol-
ume of the financial services exports of tax havens embo-
dies both the development of their financial industry and
their ability to handle financial flows, including illicit ones.

Our sample includes many small open economies
with dominant tourism industries, considerable offshore
financial activities, or both. To identify those economies
in which offshore financial activities were highly active,
we referred to the EU’s black and gray lists of non-
cooperative tax jurisdictions (European Commission,
2021) and the Panama Papers (ICIJ, 2021). Initially, we
identified 40 such economies; however, we then had to dis-
card 20 of them due to the unavailability of key data, leav-
ing the following in the final sample: Australia, Botswana,
Colombia, Costa Rica, Guatemala, Hong Kong, Jamaica,
Jordan, Korea, Malta, Mongolia, Namibia, New Zealand,
Panama, Peru, Singapore, Thailand, Trinidad and Tobago,
the United Kingdom, and Uruguay.

To model the causal relationship, we follow the line of
empirical research, reviewed in section 3.2, that examines
the effects of macroeconomic variables and country risk
on tourism (e.g., Ghalia et al., 2019; Lee & Chen, 2021;
Tang, 2018) and thus specify our panel data model as the
following equation:

Real tourism exportsit =b0 +b1Real GDP indexit

+b2Price levelit +

b3Real financial services exportsit +b4Trade opennessit

+b5Country riskit +

b6Tax haven blacklist dummyð Þit
+b7Tax haven grey list dummyð Þit + ci + st + uit

ð3Þ

where bi i=0, 1, 2 . . . 7ð Þ are the coefficients to be esti-
mated; ci is an unobserved term specific to country i; st is
an unobserved term specific to period t; uit is a random
disturbance term with a mean of zero. The two dummy
variables denote an economy’s status on the European
Union’s tax haven list (i.e., 1=on the tax haven list,
0=not on the list).

Considering the possibility of reverse causality running
from real tourism exports to real financial services exports
(hence, real financial services exports potentially being an
endogenous variable), we use automated teller machines
(ATMs) per 100,000 adults as an instrumental variable
(IV) for the estimation. This variable satisfies the validity
requirements for an IV:

(i) instrument exogeneity Cov(IV, u) =0: the number
of ATMs in a country does not directly impact its

tourism development, as the variable does not con-
stitute a pull factor that attracts overseas tourists;

(ii) instrument relevance Cov(IV, x) 6¼0: the number of
ATMs in a country reflects the ease of access to
banking services and can serve as an indicator of
the development of the financial industry.

For the variables in the model, we collected annual data
from international databases: the IMF’s International
Financial Statistics, the IMF’s Balance of Payments
Statistics, the World Bank’s World Development
Indicators, and the PRS Group’s International Country
Risk Guide (ICRG). The sample period is 2001 to 2019.
The details of the variables, such as definitions and mea-
surements, can be found in Table A1 in the appendix.
Moreover, the descriptive statistics are reported in
Table A2.

Results and Discussion

The Impact of the Panama Papers

Tourism is one of Panama’s pillar industries, contributing
14.5% of the country’s GDP and 14.4% of the country’s
total employment in 2018 (WTTC, 2020). Panama
attracts tourists because of its extraordinary landscapes,
vast biodiversity, and rich cultural heritage; it is also a
center of coastal, cultural, health, and eco-tourism
(Klytchnikova & Dorosh, 2012). Compared with other
tradeable goods industries, tourism has the highest multi-
plier effect on Panama’s economy (Klytchnikova &
Dorosh, 2012).

As per the SCM procedure, we constructed a synthetic
control unit by taking the weighted average of the control
units in our donor pool. Table A3 in the appendix reports
the weight allocated to each control unit. In carrying out
our estimation, we chose 2016Q2 as the timing of the
event T0 + 1, given that the first news stories pertaining
to the scandal had been published at the beginning of
April 2016. Accordingly, our sample’s pre-intervention
period is 2012Q1 to 2016Q1, and the post-intervention is
2016Q2-2019Q4. Table A4 in the appendix provides a
comparison between the treated unit (Panama) and the
synthetic control unit. The closeness between their mean
values, together with the small MSPE, indicates that our
synthetic control unit is a good approximation for
Panama.

The effect of the Panama Papers scandal on the coun-
try’s tourism exports is visually captured in Figure 2,
where the gap between the solid line (for Panama) and the
dashed line (for the synthetic control unit) represents the
unrealized tourism exports.

As seen in Figure 2, in the wake of the release of the
Panama Papers, Panama’s actual tourism exports trend
(solid line) was still positive, gradually rising from US$
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0.85 billion (in real terms) in 2016Q2 to US$ 0.94 billion
(in real terms) in 2018Q1 and reaching a plateau
thereafter.

Despite the scandal, the push and pull factors of tour-
ism in Panama have not significantly changed. The splen-
did landscapes, the rich cultural heritage and improved
infrastructure still make the country a prime destination,
with tourists keen to take advantage of those resources
continuing to visit. Moreover, as Pizam and Smith (2000)
discuss in the context of terrorism—as another type of
negative event—travel arrangements may have been pre-
paid before an event and may be non-refundable. Hence,
a considerable visitation volume may still be observed.
Consequently, the tourism exports of a country may not
immediately decline.

Nevertheless, compared with the synthetic control unit
(dashed line), the actual values of Panama’s tourism
exports (solid line) have been negatively affected, being
0.8%, 7.4%, 5.9%, and 10.7% lower than those observed
for the synthetic control unit in 2016, 2017, 2018, and
2019, respectively. This suggests that, had the Panama
Papers not been released, Panama’s tourism exports
would have grown at a much faster pace. This finding
corroborates the conjecture—presented in Section 3.3—
that the Panama Papers scandal had negatively affected
Panama’s tourism.

As noted in section 3.2, tourism is vulnerable to a vari-
ety of risks, with the extant literature tending to focus on
those associated with natural disasters, diseases, terrorist

attacks, and social unrest. The SCM results above con-

firm that a tax scandal constitutes an extra layer of risk to

the tourism industry, one that is inherent to tax havens.

The image of tax havens in the popular mind is largely

associated with their role in facilitating tax evasion by

individuals (Dharmapala, 2008). A tax scandal like the

Panama Papers reinforces the popular perception of tax

havens being unethical. Following the cognition-emotion-

behavior mechanism (Breitsohl & Garrod, 2016; Su et al.,

2022) described in section 3.3, it can be argued that, when

faced with a tax scandal in a destination, some tourists

may form a negative perception and change their travel

decisions accordingly—for example, by postponing or

canceling their visits—especially at times when public

awareness of illicit activities (e.g., tax evasion and money

laundering) is heightened and those activities are under

strict scrutiny. Furthermore, some tourists may develop

hostile emotions toward a destination (Van Fossen, 2003)

or simply avoid any unnecessary visits, eventually dam-

pening that destination’s tourism exports. In section 5.2,

Table 1, we also present evidence of such a dampening

effect. All in all, the SCM results corroborate Breitsohl

and Garrod’s (2016) and Su et al.’s (2022) findings about

tourists’ reactions toward an unethical destination inci-

dent, a largely underexplored issue.

To further confirm our findings illustrated in Figure 2,
we conducted a series of placebo tests where we reassigned
the intervention to the control units in the donor pool,
effectively measuring the equivalent effect of the scandal
on their economies. We carried out these tests by itera-
tively replacing Panama with each economy in the donor
pool (excluding Panama), one at a time, and re-estimating
the SCM model to generate the placebo effect, which we
calculated as the gap between the placebo and its corre-
sponding synthetic control unit. We then compared the
effect on each placebo with that of Panama. Ideally, the
former should be trivial, whereas the latter should be much
larger, so that we can be confident that the effect observed
on Panama had not been driven by random chance.

Figure 3 presents the placebo effects (gray lines) and
that of Panama (black line). Each line captures the gap
between each economy and its synthetic counterpart, the
wider the gap, the larger the effect of the event. For
Panama, the absolute value of the gap since 2016 was
found to be discernibly greater than zero, indicating a
causal effect from the scandal. For most of the control
units (as placebos), the gaps were found to fluctuate
closely around zero, suggesting an absence of any effect
from the scandal. We did however find that, in the case of
Peru, the line peaked in 2016, before sharply declining to
below 20.1 in 2018; a gap as large as that of Panama.
This shows that the scandal may have had a spillover
effect. Interestingly, like Panama, Peru is both a promi-
nent tourism destination (for its landscape and cultural
heritage) and a tax haven identified in the EU’s lists
between 2016 and 2019 (the period over which the pla-
cebo effect was examined). In contrast, the placebo tests
did not yield a dampening effect on the tourism exports
of those countries in the proximity of Panama but not on

Figure 2. Growth path of tourism exports: Panama versus
synthetic control unit.
Note. The solid line shows the actual values of Panama’s real tourism

exports, whereas the dashed line represents the counterfactual values of

the same in the absence of the intervention.
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the tax haven list—such as Costa Rica, Nicaragua, and
Ecuador. Therefore, the spillover effect seems more likely
to have been transmitted to other regional tax haven loca-
tions, in this case Peru, rather than non-havens.

The Crowding Out of Tourism by Financial Services

Having found that the Panama Papers scandal ham-
pered the growth path of Panama’s tourism, in our sec-
ond piece of analysis we address the more fundamental
question of whether the tax haven development model is
detrimental to other pre-existing industries in small
open economies.

Table 1 presents the results from the panel data analy-
sis performed on 20 small open economies across the
world for the 2001 to 2019 period. The dependent vari-
able, real tourism exports, can be interpreted as an indica-
tor of both inbound tourism demand and tourism
development. The estimated coefficients were found to be
generally consistent across the four models. Between
Models 1 and 2, the Hausman test (x2=3.5178, df=6,
p-value= .7416) was found to suggest the appropriate-
ness of Model 2 (the random effects model). For Models
3 and 4, the Hausman test (x2=15.481, df=7, p-
value= .0303) was found to be less clear-cut. If we used a
significance level of 0.01, the null hypothesis that the ran-
dom effect model—Model 4—is preferred was found to
be accepted; if we used 0.05, the null hypothesis was
found to be rejected. Considering that both models were
found to report similar results, we mainly refer to Model
4 in the interpretation provided below.

Among the independent variables, the real GDP index,
price level, and trade openness were found to be highly sta-
tistically significant. In particular, the real GDP index (a
proxy for the level of economic development) and trade
openness were found to be a positive influence on tourism

Table 1. Panel Data Analysis of Tourism Exports.

Dependent variable:

Real tourism exports

(1) (2) (3) (4)

Real GDP index 1.416*** (0.122) 1.409*** (0.120) 1.935*** (0.105) 1.793*** (0.148)
Price level 20.531*** (0.143) 20.527*** (0.141) 20.722*** (0.112) 20.662*** (0.129)
Real financial service exports 20.217*** (0.020) 20.172*** (0.034)
Trade openness 0.297*** (0.083) 0.296*** (0.080) 0.366*** (0.127) 0.370*** (0.080)
Country risk 20.133 (0.376) 20.119 (0.331) 20.281 (0.476) 20.171 (0.348)
Tax haven blacklist (dummy) 20.114** (0.049) 20.144* (0.087) 20.014 (0.048) 20.188 (0.195)
Tax haven gray list (dummy) 20.126* (0.072) 20.136* (0.072) 20.043 (0.054) 20.121* (0.069)
Constant 23.723*** (0.980) 25.295*** (1.373)
Model FE RE FE RE
Effect Country Country Country Country
IV estimation No No Yes Yes
Observations 380 380 380 380
R2 0.509 0.497 0.364 0.337
Adjusted R2 0.475 0.489 0.317 0.325
F Statistic 61.265*** 368.905*** 263.439*** 254.215***

Note. Driscoll-Kraay standard errors in parentheses. FE = fixed effect; RE = random effect. Both the dependent and explanatory variables are log-

transformed, except for dummies. The IV estimation uses Automated Teller Machines per 100,000 adults (log-transformed) as the instrumental

variable.*p \ .1. **p \ .05. ***p \ .01.

Figure 3. Gaps in tourism exports between the treated unit and
the synthetic control unit.
Note. (1) Each line in the diagram captures the size of the gap between a

treated unit and its synthetic control one. That is, whether the intervention

event had caused deviations of the outcome variable from its normally

expected growth path. A gap value close to zero means little/no impact;

otherwise, there is an impact. (2) The dark solid line shows the impact of

the intervention event (i.e., the Panama Papers scandal) on Panama; the gray

solid lines show its impact on the control units in the donor pool.
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exports, while the general price level was found to have a
negative effect. These findings are consistent with those in
the existing literature (for the latest review, see Rosselló
Nadal & Santana Gallego, 2022).

The coefficients on country risk were found to be statis-
tically insignificant. A possible explanation for this is
that, as reviewed in section 3.2, the effect of country-level
risk (especially with respect to institutional quality and
political risk) is ambivalent at the very least. Good institu-
tions and a stable political environment improve a desti-
nation’s image and attract more tourists. However, in
those instances in which the nature of the visit is suspi-
cious due to the possible involvement of illicit or criminal
activities, higher institutional quality may not be favor-
able. In the extant literature—for example, Ghalia et al.
(2019) and Lee and Chen (2021)—country risk-related
variables are also observed not to be unequivocally
significant.

In terms of the ways in which being a tax haven affects
tourism, the two dummies tax haven blacklist and tax
haven gray list provide an indication. The coefficients for
both variables were all found to be negative—albeit not
necessarily significant—across the four models. Being
identified as a non-cooperative jurisdiction signifies that a
destination’s economy has yet to comply with interna-
tional tax standards and lacking good tax governance. In
this respect, even though tourists may not be overly sensi-
tive to wider institutional quality, as captured by the
country risk variable, some may still be averse to being
associated with unethical tax practices. Consequently, as
suggested by the estimated coefficients, once a destination
is recognized as a tax haven, it will experience a drop in
its tourism exports of up to 14.4% below what could be
otherwise expected. This finding is consistent with those
found in the preprint by DePaul et al. (2022), who ascribe
the reductions in tourism activities in the tax havens
included in the EU’s lists to the reputational costs of such
blacklisting.

As a destination continues to grow its financial indus-
try to serve its wealthy clientele, resources will be diverted
to this burgeoning sector, hindering the growth of others.
Model (4) suggests that, across our 20 small open econo-
mies and over the 19-year sample period, a 1% rise in real
financial services exports can cause a 0.172% decline in
real tourism exports. This finding supports the hypothesis,
made by Hampton and Christensen (2007, p.1013), that
the process of ‘‘financial capital establishing itself as the
political hegemon reinforces the process of crowding-out
pre-existing competitor industries such as tourism’’ by vir-
tue of the resource movement effect reviewed in section
3.1. Moreover, in the literature on Dutch disease, another
mechanism underpinned by the spending effect is also
noted (see Corden & Neary, 1982; Forsyth et al., 2014). A
booming financial industry’s higher factor payments (e.g.,
wages, interests, rents, and profits) lead to a rise in real

income and aggregate demand and, ultimately, in a real
appreciation of the exchange rate, which reduces tourism
exports.

An interesting observation we draw from the results
presented in Table 1 is that the tax havens dummies
appeared to lose their statistical significance when the real
financial service exports variable was added to the model,
which prompted our suspicion of potential multicollinear-
ity issues. To check for such issues, we calculated the var-
iance inflation factor (VIF). We found the VIF values for
real financial service exports, tax haven blacklist, and tax
haven gray list to be 1.202, 1.506, and 1.396, respectively.
Similarly, we found the VIF values for other variables to
also fall below the threshold level of 5. All this suggests
an absence of any multicollinearity in the regression mod-
els. One possible alternative explanation for the observed
phenomenon is that the crowding-out effect captured by
the real financial service exports variable is common
across all small open economies, not only tax havens.
Hence, this variable serves as a stronger (statistically sig-
nificant) factor than the tax haven dummies in terms of
explaining the tourism exports of small open economies.

To supplement our static analysis in Table 1, we esti-
mated additional dynamic panel data models, which aug-
mented the static model of Equation (3) by including
lagged dependent and independent variables. We followed
the practice reviewed in Gallego et al. (2019) and used the
system-GMM estimator,

1

which is considered to improve
efficiency over other estimators such as the difference-
GMM. The results are presented in AppendixTable A5.
The Sargan test and the Arellano–Bond AR(2) test sug-
gest acceptance of their respective null hypothesis, mean-
ing there is no concern over overidentification and
autocorrelation. A notable pattern is that the first lag of
the dependent variable, Real tourism exports t21, is statis-
tically significant across all model specifications, whereas
the independent variables recede into having smaller coef-
ficients (in absolute values) and becoming less significant,
or even insignificant; their lags also tend to be statistically
insignificant. It is documented and discussed at length by
Achen (2000) that the inclusion of lagged dependent vari-
ables often suppresses the original sensible substantive
effects of other variables. This downward bias is common
in time series applications in social sciences.
Unfortunately, there is no definitive answer as to whether
the significant lagged dependent variables have real expla-
natory power in this instance.

Nonetheless, the coefficients generally have the
expected signs consistent with those obtained from the
static models. The negative sign on the real financial ser-
vice exports and the tax haven dummies variables indicates
the possibility that the growth of financial services could
crowd out tourism growth and the tax haven blacklisting
could cause reputational harm. These effects are, how-
ever, not statistically significant from the short-run
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dynamic point of view; they are much stronger over the
long-term horizon (as captured by the static models). A
probable explanation could be that it takes time for the
crowding out and the reputational costs to take effect.
This resonates with our findings in section 5.1 from the
SCM analysis, where we found that the harm to Panama
caused by the Panama Papers was relatively small in the
first 3 years and much bigger in the fourth year. Given that
our aim is to establish the long-term interplay between
financial services and tourism, we rely on the static models
in Table 1 to draw conclusions and use Table A5 as a sup-
plementary reference to gain additional insights.

The finding pertaining to the crowding-out effect of
financial services on tourism offers a new perspective for
the study of Dutch disease. As noted in section 3.1, the
extant tourism literature tends to focus on the classic
example of tourism-induced de-industrialization in a two-
sector (manufacturing and tourism/services) or three-
sector (agriculture, manufacturing, and tourism/services)
model framework. Those studies were based on the impli-
cit assumption that the economies they investigated had
well-developed manufacturing sectors. However, our
sample of tax havens constitutes a distinct context where
there is an absence of a prominent and competitive manu-
facturing sector. Hence, our results make it worth consid-
ering the Dutch disease effects in a setting where services
dominate.

Conclusions

The leak of the Panama Papers caused a global media
sensation with far-reaching implications on the economic,
political, and even cultural spheres of Panama. In our
study, we address the repercussions of a tax haven devel-
opment strategy adopted by small open economies on
their tourism development from the perspectives of (1) a
one-off tax scandal, investigating the extent to which the
Panama Papers scandal had negatively affected Panama’s
tourism exports; and (2) the long-run crowding-out effect,
to determine whether a booming financial industry in
small open economies hinders the growth of tourism
exports.

In our study, we make several original contributions to
the literature. First, to measure the impact of a media
scandal, we applied the SCM—which is increasingly being
used in the economics and social sciences literature—as a
valuable addition to the set of tools for assessing the
impact of tourism. Second, we analyzed the aftermath of
the Panama papers scandal and found evidence of a nega-
tive reputational impact on the tourism exports of
Panama. This finding adds to the literature on tourism
risk factors by confirming that a major tax scandal can
constitute an additional risk factor faced by countries that
choose a development strategy linked to illicit financial

flows. Finally, by analyzing the crowding-out effect of
financial services on tourism, we bring a fresh perspective
to the literature on tourism and Dutch disease. In con-
trast to the tourism-manufacturing settings adopted by
the extant tourism literature, tax havens offer a distinct
context for the study of the Dutch disease in service-based
economies. We hope that our study will stimulate further
discussions about the development strategy and inter-
industry relations of small open economies.

Panama’s tourism exports grew sluggishly in the wake
of the scandal. By using the SCM, we found that, com-
pared with levels that could otherwise have been expected
to be achieved, Panama’s tourism exports for 2016, 2017,
2018, and 2019 were lower by 0.8%, 7.4%, 5.9%, and
10.7%, respectively. The tax scandal caused some tourists
to change their travel decisions by either postponing or
canceling their visits to Panama; they may have done so
due to the formation of a negative perception of the desti-
nation and a reluctance to be associated with unethical
incidents, especially during a time when public awareness
of illicit activities was heightened, and those activities
were under tighter scrutiny.

Furthermore, the results of our panel data analysis of
a sample of 20 small open economies over 19 years pro-
vide evidence that being identified as a tax haven (e.g.,
due to being in the EU’s black/gray list) entails reputa-
tional costs, lowering a country’s tourism exports by up
to 14.4% over the long run, compared with the normal
level it would have otherwise achieved. More fundamen-
tally, our findings question the effectiveness of using a tax
haven development strategy with an over-reliance on off-
shore finance as a pillar of the economy. Our panel data
analysis confirms the crowding-out effect of a growing
financial industry on other industries, such as tourism.
We found that, for small open economies, a 1% rise in
real financial services exports generally causes a 0.172%
fall in real tourism exports.

Our findings highlight how a government’s prudential
risk management can reduce the turbulence potentially
experienced by the country’s tourism industry. The tour-
ism industries of those economies profiting from financial
secrecy could face additional risks in terms of unethical
incidents and scandals, which entail reputational damage
and even increased macroeconomic instability. The pre-
liminary work by DePaul et al. (2022) also highlights a
similar danger of being named and shamed by the black-
lists of international organizations, which can hurt a
country’s tourism exports. The COVID pandemic has yet
again reminded us that economies (especially small open
ones, as examined in Gounder & Cox, 2022) are con-
stantly subject to vulnerabilities. As small open economies
strive to revive their tourism industry in the post-COVID
world, it is vital for tourism practitioners to assess the risk
factors that they may face on their path to a full recovery
and to consider the reputational risk inherent to their
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economic development models. Tourism businesses and
destination management organizations (DMOs) should
plan to mitigate any reputational costs by conducting
marketing campaigns that raise tourists’ awareness of the
attractiveness of the destinations.

Following this study, future research could investigate
whether the governments of tax havens enforce stronger
property rights protection and offshore financial secrecy
activity, or reduce their reliance on offshore finance in order
to minimize their exposure to the risk of future media scan-
dals. Policymakers should rethink the long-run sustainabil-
ity of their pillar industries. As governments across the
world are set to ramp up their efforts to crack down on tax
evasion and money laundering, any over-dependence on
offshore financial services for economic development will
likely continue to bring about reputational damage. To alle-
viate the risks linked to tax haven development strategies,
policymakers should strive to encourage industrial diversifi-
cation and facilitate the shift of productive resources (e.g.,
land, labor, and capital) to other industries.

Another aspect that future research may wish to
address is the potential spillover effect of the Panama

Papers and other similar tax scandals on locations other
than the epicenter. As found in section 5.1, the Panama
Papers scandal may have damaged not only Panama’s
tourism industry but also other tax havens (such as Peru).
Future research could employ spatial econometric tech-
niques to investigate spillover effects from tax scandals
and whether those effects are confined to regional loca-
tions or extend globally.

In relation to the crowding-out effect, future research
could resort to a different modeling framework (e.g.,
CGE) to examine in greater detail the consequences of
offshore finance at individual country levels—for exam-
ple, rising labor costs, widening income disparity, chronic
labor shortages, and severe pressure on both land and
capital. Such investigations can be extended to incorpo-
rate dynamic elements in the models. Besides, researchers
could continue to investigate this effect in a service econ-
omy context other than the usual tourism/manufacturing
one. This new perspective resonates with the contempo-
rary trend that sees many countries shifting toward ser-
vice or knowledge-based economies, which entails new
inter-industry dynamics.

Appendix

Table A1. Summary of Data Sources.

Variable Measurement Frequency Source

Real tourism exports Travel credits (billions of US dollars,
constant 2010 prices)

Annual; quarterly Balance of Payments Statistics,
IMF

Real financial services exports Financial services credits (billions of
US dollars, constant 2010 prices)

Annual Balance of Payments Statistics,
IMF

Real GDP index Index (2010 = 100). Calculated as
GDP (constant 2010 US$)
normalized to range 0 to 100

Annual World Development Indicators,
World Bank

Price level (adjusted
by exchange rate)

Index (2010 = 100). Calculated as
consumer price index/exchange rate
index 3 100

Annual; quarterly International Financial Statistics,
IMF

Trade openness Percentage. Calculated as (nominal
total exports + nominal total
imports)/nominal GDP 3 100

Annual World Development Indicators,
World Bank

Country risk Composite Risk Index (ranged
0–100)

Annual International Country Risk
Guide, The PRS Group

Automated teller
machines (ATMs)

Number per 100,000 adults Annual World Development Indicators,
World Bank

Note. (1) Kalman smoothing and state space models were used to impute the missing values in the data set and the X-13 seasonal adjustment was

performed to remove the seasonality of quarterly tourism exports. (2) The annual data for all the above variables were used in the panel data models,

while the quarterly data were used in the synthetic control models.
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Table A2. Descriptive Statistics of Data.

Variable Unit Frequency N Min Max Median Mean Std dev.

Real tourism exports Billions of US$ Annual 380 0.12 60.34 2.55 9.07 13.36
Quarterly 672 0.03 15.20 0.87 3.05 3.89

Real financial services exports Billions of US$ Annual 380 0.00 93.69 0.10 5.69 17.13
Real GDP index Index (0–100) Annual 380 54.95 195.26 100.00 101.74 23.88
Price level Index (0–100) Annual 380 31.50 178.41 92.64 93.42 28.75

Quarterly 672 55.76 150.47 111.08 109.65 13.91
Trade openness Percentage (%) Annual 380 30.44 442.62 86.21 116.70 97.28
Country risk Index (0–100) Annual 380 46.57 90.75 73.53 73.68 7.43
ATMs Number per 100,000 adults Annual 380 2.69 288.59 43.15 62.83 57.75

Table A3. Weight Allocation for the Construction of the
Synthetic Control Unit.

Donor pool Weight

Australia 0.7%
Colombia 0.6%
Costa Rica 50.8%
Cyprus -
Ecuador 0.1%
El Salvador 0.5%
Guatemala -
Hong Kong -
Jordan 0.7%
Korea 1.1%
Malta 0.6%
Mongolia 37.7%
New Zealand 1.3%
Nicaragua 0.5%
Peru 0.6%
Singapore 2.9%
Thailand 0.7%
Turkey 0.6%
United Kingdom 0.7%
Uruguay -
Total 100%

Table A4. Mean Values of the Outcome Variable and Predictors
in the Pre-Intervention Periods.

Panama Synthetic control unit

Outcome variable
Real tourism exports 0.762 0.762

Predictors
Price level 116.359 116.353
Country risk 72.652 70.881

MSPE 0.0004

Note. MSPE is the mean squared prediction error. Here, it refers to the

squared deviations between the outcomes for the treated unit and the

synthetic control one, summed over the pre-intervention period.
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Note

1. We also estimated the dynamic models using the difference-
GMM estimator. Both estimators have yielded very similar
results. We left out the difference-GMM results to save
space, but they are available upon request.
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