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Abstract

The OIC's state tax revenue is still underneath the global ave@e, as is the matter with the issue of
financial inclusion. There is still limited research that reveals the effect of financial inclusion on tax
revenue, especially in empirical studies in the area of Islamic finance while Islamic finance is seen as
Elosely related to its alignment with the real sector. These limitations make the author try to reveal it.
This study aims to examiahe effect of Islamic banking financial inclusion on tax revenue in eleven
member countries of §B§ Organization of Islamic Cooperation (OIC) consisting of Indonesia, Jordan,
Kazakhstan, Kuwait, Malay Nigeria, Oman, Pakistan, Saudi Arabia, Turkey, and the United Arab
Emirates in the period 2013-2019. The analysis used in this study is panel data regression. By using the
fixed effect model., the results of this study sho at Islamic banking financial inclusion in terms of
financial access and financial usage has not had a significant effect on tax revenue. It is hoped that this
study can be one of the empirical studies in optimizing Islamic financial inclusion in contributing to
increasing tax revenue.
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INTRODUCTION B

Financial inclusion refers to conditions of asc of access, availability and use of the
formal financial system for all economic ac%q (Sarma & Pais, 2008). Based on 2017 Financial
Inclusion Index Database data, there is an increase in the number of adults in the world who
already have accounts at financial institutions by 69%, whereas in the 2011 Financial Inclusion
Index Database data, it is still at 519% (Oleschak, 2021). The amount of financial inclusion in
the formal financial system increases opportunities and facilitates investment so that increased
business leads to more tax revenues and supports economic growth (Al-Own & Bani-Khalid,
2021). Therefore, financial inclusion can be an opportunity for a country to take advantage of
financial progress as one of the potentials in increasing state revenues from taxes. As an
instrument of revenue receipts for the state, taxes are the main source of income from the public
sector received from both companies and individuals (Bayar & Karamelikli, 2017).
Furthermore, taxes are collected from the government based on tax subjects and income levels,
both of which can be affected by financial inclusion (Maherali, 2017).

The role of taxes for a country is as an instrument in order to provide financing for
development in that country. An effective tax system can mobilize the revenue needed for
development, achieve distributive justice, and promote sustainable development (Ezenagu,
2021). Unfortunately, the pﬁﬁrmance of state revenues from taxes has not been optiaal. This
can be seen from the small ratio of tax revenue to gross domestic product in several countries
that are members of the Organization of Islamic Cooperation (OIC). According to World Bank
data from 2008 to 2019, the average Tax Revenue in percent of GDP (TXR) in the world was
13.39% while the average for OIC countr'&i was only 11.54% as can be observed in graph 1
which reveals comparative data between the average Tax Revenue in percent of world GDP
and OIC countries.

Figure 1. Comparison of OIC and World Tax Revenue
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On the other hand, in general, financial inclusion in OIC countries is also lower when

compared to the growing trend of financial inclusion in developing and developed countries.
Asrevealed by Kamalu & Wan Ibrahim (2021) that based on 2017 Global Financial Index data,
the financial inclusion of the population aged over 15 years in OIC member countries is only
around 45.3% which means that the remaining 54.7% are still excluded, while the average
financial inclusion rate for people over 15 in the world is 69%. Although the level of ﬁlﬁcial
inclusion in the OIC countries is still low, there is a glimmer of hope in terms of the
velopment of Islamic banking progress in OIC member countries where from 2013 to 2019
based on the Statistical, Economic and Social Research and Training Center for Islamic Data
countries (SESCRIC). Islamic banking assets continue to experience an upward trend with an
average of 13.8% for 7 years. Outstanding financing and deposits in Islamic banking over the
t 7 years also showed a positive trend of 13% and 16.8%, respectively, which is an indication
that Islamic banking as an intermediary institution that has an important role in driving the real
sector continues to grow.
Several previous studies have discussed the effect of financial inclusion on ta)ﬁvenue.
Utilizing data from the Global Financial Index Database, Oz-Yalaman (2019) found a positive
and significant effect on tax revenue. In addition, Al-Own & Bani-Khalid (2021) also found
that high financial inclusion was able %ﬂigniﬁcantly increase tax revenue in Europe.
However, research that reveals the effect of financial inclusion on tax revenue has not
been widely carried out. This makes the authors interested in studying it, especially in His

study we provide a different and more specific scope of study compared to the research of Oz-

Yalaman (2019) and Al-Own & Bani-Khalid (2021) where we examine the financial inclusion




of Islamic banking in order to determine its effect on tawvenucs in OIC member countries,
because Islamic banking is considered to have a strong role in promoting financial inclusion
(Kabiru & Wan Ibrahim, 2020) by providing financial instruments that are in accordance with
religious principles as a unique feature that conventional banking does not have (Léon & Weil,
2018).

Based on ti&reality, it becomes an impetus for us to examine the association between
Islamic banking financial inclusion and tax revenues in OIC member countries. Financial
inclusion of Islamic banking has a broader meaning because of the position of Islamic banking
as a financial institution that seeks to apply Islamic principles in banking intermediation
activities, especially according to Gani & Bahari (2021) Islamic banking is qeﬁ as more
connected to real economic activities than conventional banking. Therefore, the objective of
our research is to ascertain whether the financial inclusion of Islamic banking also has an
influence on tax revenues in OIC countries, because Islamic banking is closer to the real sector
and has the potential to encourage economic growth (Mohd. Yusof & Bahlous, 2013) and
increasing welfare (Suzuki et al., 2019) which has an impact on increasing tax revenues by the
state.

The contribution of this research is to provide an empir'&l study to policy makers who
handle taxation and the financial services industry whether the development of Islamic banking
has an impact on state revenue in the form of tax revenue so that Islamic banking financial
inclusion needs to be encouraged and supported because it provides benefits to the state in
terms of revenue. taxes or vice versa. Financial inclusion in this study refers to two dimensions,
namely access which is proxied by the number of sharia banking branch offices and usage
which is proxied by the amount of distribution of financing funds and the amount of fund
raising carried out by Islamic banking bﬁ]bscrving eleven OIC member countries namely
Indonesia, Jordan, Kazakhstan, Kuwait, Malaysia, Nigeria, Oman, Pakistan, Saudi Arabia,
Turkey, and the United Arab Emirates in the period by analysis using panel data regression. To
avoid bias in thg estimation results, we embed control variables, namely income per capita,

manufacturing share to GDP, industry share to GDP, and trade share to GDP.

LITERATURE REVIEW
Tax Revenue and State Revenue in Islamic Perspective
There are several definitions in understanding the mcaniﬁof tax revenue. Referring to

Carnahan (2015) tax revenue can be interpreted as tax revenue paid by commercial, industrial,




agricultural and scrvicc&mpanics, companies and institutions other than individuals in a
legally binding manner to the state in sequence to assiséhe country's economic and social
development. Meanwhile, the IMF (2001) stated that Tax Revenue is the largest part of
government revenue which consists of mandatory transferséthe government sector. On the
other hand, the Organization for Economic Cooperation and Development (OECD) defines tax
revenue as income gathered from taxes on income, profits, social security, goods and services
taxes, taxes on property ownersw, and other taxes. As for Arvin et al., (2021) defines tax
revenue as general revenue and revenue from taxes on international trade, import duties
and other import duties. Furthermore, in the state financial indicators released by the Statistical,
Economic and Social Research and Training Center for Islamic Countries (SESCRIC), tax
revenue is defined as mandatory transfe&aimed at the central government aimed at the public
interest, excluding certain mandatory transfers such as fines. , penalties, and most social
security contributions. From several elaborations on the definition of tax revenue, it can be
concluded that tax revenue is a source of state revenue originating from mandatory individual
or cm@rate transfers used by the state for the public interest.

Tax revenue is the largest public revenue obtained by sovereign countries based on the
power they have (Durmus & ErdenﬁOZO) and has an important position for a country as staﬁ
by Dhia Prawati et al., (2021) that tax revenue is one of the things that it is very important for
the government to carry out state development, poverty alleviation, and as much as possible
for the welfare of the com&mity. The position of tax revenue in a country is very crucial
(Grabowski, 2014) because tax revenue is an crucial source of income for various governments
around the world (Obaid & Udin, 2020) in order to meet important expenditures required by a
country (Anh & Thinh, 2018) .

Although today's state revenue emphasizes tax revenue as a support for the state in
carrying out fiscal policy, when referring to the beginning of Islamic civilization, Islam actually
also has a concaion of fiscal revenues and expenditures. In a conventional perspective as is
the case today, tax revenue is one of the most important pillars in supporting a country's fiscal
resilience. Tax in the conventional point of view is an instrument that is the mainstay in seeking
to obtain state revenue in the context of carrying out the running of the government. However,
there are contrasting differences between tax revenue as the main source of state revenue from
a conventional and Islamic point of view.

In the Islamic perspective, state revenues come from various sources. Tax is one of the
instruments in state revenue but its position is as a supporter of funds collected from zakat

(Setianingrum et al., 2018). In the Islamic fiscal framework, the preferred public levy is zakat




because it is a payment that must be carried out by Muslims as demanded in the pillars of Islam
(Shoviaty et al., 2019). At the beginning of the Islamic government until the caliphate of
khulafaur rasyidin public levies other than zakat which had similar characteristics such as taxes
consisted of kharaj, khums, ushr, and jizyah because they had regulatory provisions (Irkhami,
2019).Kharaj is a levy on land obtained from non-Muslims who remain subject to Islamic rule
(Muchsin & Manan,2019), khums is a levy collected by the state imposed on 20% of ghanimah
and income derived from net profits from productive activities sourced from Bumi
(Rahmawati, 2016), ushr is a levy levied by the state for traders who carry out export-import
transactions or are domiciled as customs (Hidayati, 2018), and jizyah is a levy levied by the

state imposed on non-Muslims to ensure their security (Abdel Haleem, 2012).

Financial Inclusion and Islamic Perspective

There are various definitions in interpreting financial inclusion. Patwardhan (2018)
relates financial inclusion to individual account ownaship in financial institutions, especially
in banking. While Yoshino & Morgan (2016) define financial inclusion broadly as Eferring to
the level of access of households and companies to financial services. Meanwhile, Demirguc-
Kuntet al., (2017) describe financial inclusion as something that includes access to credit from
formal financial institutions that enable adults to invest and the use of insurance products to
manage financial risk. In other words, financial inclus'@n refers to people's ability to have
accounts with financial institutions at affordable prices, which allows account holders to save,
use payment services for purchases and borrow funds (Khmous & Besim, 2020).

Several literatures explain that financial inclusion is seen as having positive implicﬁ)ns
for the socio-economic life of the community because financial inclusion is considered a key
factor to prorwe social development, inclusive growth, equal opportunity, and human
development (Kebede et al., 2021). In addition, financial inclusion is important in driving
development (Bostedt et al., 2021) because if implemented properly it can generate economic
growth and development (Offiong et al., 2021). Financial inclusion can also function as a
bridge to overcome the wide differences in socio-economic conditions with the help of
financﬂ intermediaries such as banking institutions (Kanungo & Gupta, 2021).

Financial inclusion is not only limited to providing financial access to conventional
financial institutions. Sharia financial inclusion should also be promoted and encouraged in
order to support and encourage the progress of sharia finance that is committed to
implementing financial practices in accordance with sharia principles (Tahiri Jouti, 2018). The

specific difference of Islamic financial inclusion compared to financial inclusion is in the




general perspective that Islamic financial inclusion offers financial practices that do not violate
Islamic law such as avoiding the practice of usury, gharar, maysir and haram. Hadji Latif (2021)
revealed that Islamic banking is one of the entities of Islamic financial institutions that can
deliver financial inclusion for Muslims, especially those who avoid conventional banking
services and products for religious basis. In addit'w, Islamic banking can optimize the
inclusion of Islamic finance in order to improve the socio-economic situation of the Muslim

More broadly, the understanding of financial inclusion in the perspective of Islamic

community.

finance is actually not only limited to access to Islamic financial institutions but also how zakat,
qardhul hassan alms, and waqf as Islamic social financial instruments also paﬁipate in the
socio-economic community (Zauro et al. al., 2020). This is where the important role of Islamic
banking is as the main channel of Islamic financial inclusion for the Ummah (Nawaz, 2018),
especially studies show that Muslims around the world have less access to the formal financial
system than non-Islamic ones (Brekke, 2018) amid growth in the financial sector in many
countries. In Muslim countries over the last few decades, many individuals and companies have

not fully experienced financial inclusion and are still financially excluded (Zulkhibri, 2016).

Hypothesis
Several prior studies have examined the relationship within financial development and
revenue, but there are still few studies that focus on financial inclusion. For instance, Taha
etal. (2013) examined the ef@t of financial system activities on tax revenue in Malaysia. The
findings indicate that there is a unidirectional causality between the stock market and direct tax
revenues, where an increasg in activity in the stock market can increase direct tax revenues.
However, the relationship 1s acatcr in the short term than in the long term. Furthermore,
Gnangnon (2019) inspect the effect of financial development on non-resource tax revenues
arough international trade and economic growth. The results show that financial development
has a positive and significant effect on non-resource tax revenues.

Research that specifically toyches on the effect of financial inclusion on tax revenue is
the research of Maherali (2017), Oz-Yalaman (2019), Al-Own & Bani-Khalid (2021), and
Oleschak (2021) although each of these studies has dimensions There are different variables in
determining the representation of financial inclusion variables, as revealed by Kabiru & Wan
Ibrahim (ﬁO) that there is no one variable that can definitely be the right proxy that can
represent financial inc%ion. Using the Global Findex Database from 2011 to 2017, Oz-

Yalaman (2019) found a positive and significant effect between financial inclusion and proxy




bank accounts (% age 15+) and credit card ownership (% age 15+) on tax revenue. Al-Own &

Bani-Khalid (2021) also researched by taking Global Findex data in 2011-2017 but_psing a
sample of countries in Europe. The results showed that finar&ﬂl inclusion proxied by bank
accounts (% age 15+) and credit card ownership (% age 15+) had a significant positive eftect
on tax revenue. Maherali (2017) uses 2011 and 2014 data from Global Findex and adds
forecasts to 2020. The results show that financial inclusion and digital finance are able to
increase tax revenue to $4.1 Trillion globally and it is projected that in 2020 it will increase to
$12 Trillion. . Oleschak (2021) examines financial inclusion and technology on monetary and
fiscal aspects. Meanwhile, Tax Revenue is one of the dependent variables asurccl by
Oleschak (2021) and results in the finding that financ&inclusion as proxied by ownership of
transaction accounts at a financial institution shows a positive and significant effect on Tax
Revenue. In this study, the dimensions of financial inclusion refer to access and usage.

The access dimension is reflected by the number of sharia bank branch offices per
number of sharia banking entities in the country, while the representation of the usage
dimension is reflected in the percentage of f'ﬁncing fund distribution and the amount of fund
raising conducted by Islamic banking on domestic product growth. The more number of
Islamic banking branch offices provide opportunities for the public to be able to reach Islamic
financial services provided by Islamic banking, with the increasing number of branch offices,
the greater the opportunity for financial inclusion is possible. On the other hand, by using the
financial services provided by Islamic banking as an intermediary institution that has a function
as an institution to collect surplus public funds and channel funds to people who need funds,
Islamic banking intermediation becomes one of the components that contribute to spurring
economic activity which then encourages tax revenue.

In order to avoid biased estimation results, we use control variables consisting of r
capita income, manufacturing share to GDP, industry share to GDP, and &de share to GDP.
When the economic growth of a country is high which, when associated with high per capita
income, the collection of taxes collected by the state will be high (Minh Ha et al., 2022). The
manufacturing sector is considered to have arole in tax collection, because from raw goods to
finished goods through many supply chains which to reach consumers will be taxed through
value added tax (Amoh & Adom, 2017) especially Eltony (2002) revealed that the
manufacturing sector can encourage greater tax collection than the agricultural sector. On the
other hand, the imposition of taxes in the agricultural sector is pRre difficult than in other
economic sectors (Rajaraman, 2004 ) so that the imposition of taxes on the manufacturing sector

and the industrial sector is easy to collect taxes (Angclcs Castro & Ramirez Camarillo, 2014).




The industrial sector is an important sector for the economy of a country because the progress
of the industrial sector is considered to be able to increase a decent standard of living because
of its abili%to produce high quality goods and services so as to encourage employment,
encourage economic growth which has an impact on the increasing tax collection required. can
be collected cumulatively (Kitessa & Jewaria, 2018). In the era of globalization, all countries
are interconnected and depend on each other (Surugiu & Surugiu, 2015) including in terms of
international trade where each country transacts with each other on goods produced and offered
in the international market. International trade has two sides to tax revenues, with higher trade
activities, the potential to increase a country's tax revenues, but on the other hand it can also
reduce tax revenues due to openness factors and reduced tariffs (Baunsgaard & Keen, 2010),
(Gnalﬁon, 2022) .

There are a number of studies that reveal &le influence of each control variable in this
study on tax revenue. Studies show that income per capita has a positive effect on tax revenue
in Sub-Saharan African countries in 1990-1995 (Stotsky & WoldeMariam, 1997), 11 Asian
countries in the period 1990-2004 (Profeta & Scabrosetti, 2010), 34 countries OECD member
countries from 2001 to 2011 (Angclcs Castro & Ramirez Camarillo, 2014), and 120 developing
countries in the world from 1990 to 2012 (Yohou et al., 2016). However, different findings
were obtained by Bird (2009) in 110 developing countries in the period 1990-1999 and Imam
& Jacobs QM) in 12 Middle Eastern countries during 1990 to 2003 who found that income
per capita had a negative cf‘fectﬁ tax revenue.

Manufacturing share on GDP has a positive effect on tax revenue in Ethiopia during
1975-2013 (Ayenew, 2016), Southeast Asian countries for the period 2000-2016 (Minh Ha et
al., 2022), Ghana in the period 1975 to 2015 ( Amoh & Adom, 2017), and in 25 countries in
1998-2008 (Ahmed & Mohammed, 2010), although the study of Stotsky & Wolchﬁlm
(1997) found no effect. The study of Agbeyegbe et al., QOG) shows that the industry's share
of GDP has a positive influence on tax revenue in 22 Sub-Saharan African countries in the
1980-1996 time period, similar results were als und in 34 OECD countries in 2001-2011
(Angeles Castro & Ramirez Camarillo, 2014), 25 developing countries from 1990 to 2005
(Ajaz & Ahmad, 2010) and Southeast Asia region countries from 2006 to 2015 (Anh & Thinh,
2018). Meanwhile, studies bhOz-Yalaman (2019) and Yohou et al., (2016) show different
results that industry share per GDP has a negative effect on tax revenue.

Our last control variable is share Trade on GDP, where share trade has a positive effect
on tax revenue in 117 countries with an observation period of 32 years from 1975 to 2006

(Baunsgaard & Keen, 2010), Southeast Asian countries during 2006 to 2015 (Anh & Thinh,




2018), 59 developed and developing countries during 1996-2015 (Baunsgaard & Keen, 2010)
and Malaysia from 1970-2017 (Loganathan et al., 2020) while different findings were found
that share trade per GDP negative effect on tax (Bird, 2009), (Oz-Yalaman, 2019), (Cagé &
Gadenne, 2018), and (Khattry, 2003).

Based on previous studies, we formulate the following hypotheses:

e HI1: Number of Sharia Bank Branch Offices has a Positive and Significant Effect
on Tax Revenue.

e H2: Distribution of Islamic Bank Financing Funds has a Positive and Significant
Effect on Tax Revenue.

e H3: Islamic Bank Funds have a Positive and Significant Effect on Tax Revenue

e H4: Income per Capita has a Positive and %m’ﬁcant effect on Tax Revenue.

e HS5: Manufacturing Share per GDP has a Positive and Significant Effect on Tax
Revenue.

e H6: Industry Share per GDP has a Positive and Significant Effect on Tax
Revenue.

e H7: Share Trade per GDP has a Positive and Significant Effect on Tax Revenue.

DATA and METHOD

Data

In this study, we empirically tested the effect o‘anancial inclusion on tax revenue using
a purposive sampling technique by observing eleven member countries of the Organization of
I[slamic Coopcrat (OIC), namely Indonesia, Jordan, Kazakhstan, Kuwait, Malaysia, Nigeria,
Oman, Pakistan, Saudi Arabia, Turkey, and the United Arab Emirates for a period of 7 years
from 2013 to 2019. The reasons for choosing 2013 as the initial year of observation ﬁl 2019
as the final year of observation and the selection of the eleven sample countries were based on
the limited availability of data in revealing the research objectives.
Variable

The exogenous &'iable in our study is Islamic banking financial inclusion. We were
inspired by Immurana et al., (2021) in determining the selection of financial inclusion variables
based gn financial access indicators consisting of Automated Teller Machines (ATM) as well

as the number of commercial bank branches and financial usage which includes the number of

borrowers, and outstanding deposits. Due to the lack of availability of data that we can use as




a presentation OEC financial inclusion variable of Islamic banking by referring to the data
available at the Statistical, Economic and Social Research and Training Center for Islamic
Countries (SESCRIC), we make modifications while maintaining the essence of financial
access and financial usage.

The indicator of Islamic banking financial access in our research is proxied by the number
of sharia banking branch offices per number of sharia banking entities, while the total share of
sharia banking financing distribution per GDP and the total share of sharia banking third party
fund collection per GDP are indicators of financial usage'. As an effort to avoid biased results,
we added a control variable, namely economic development as a proxy for per capita income
growth by including the contribution of each economic sector per share of GDP from each
sector which includes the manufacturi% industry, and international trade sectors. Data
collection for all control variables comes from the World Devclopmenﬁdicator (WDI) of the
World Bank. Tax revenue as an endogenous variable refers to the International Monetary
Fund's World Revenue Longitudinal Data (WoRLD) which is proxied by tax revenue to the

percentage of gross domestic product as presented in table .

Table I. Operational Variables

Variable Notation Unit of Souce
Measurement
Tax Revenue TXR % of GDP WoRLD
Number of Islamic Banking Branch / )
Number of Islamic Banking IBB Natural Logarithm | SESCRIC
SESCRIC
Islamic Banking Deposit IBD % of GDP and Author
Calculation

1 The calculation of the total share of Islamic banking financing distribution per GDP and the total share of Islamic
banking third party fund collection per GDP as a proxy variable usage is obtained by dividing each of the total
value of financing distribution and the total collection by the data obtained from SESCRIC with the GDP of each
country.




SESCRIC

Islamic Banking Financing IBF % of GDP and Author
Calculation

Growth Gross Domistic Product per

Capita GDPC % WDI

Manufacturing / MANU % of GDP WDI

Industry INDS % of GDP WDI

Trade TRDE % of GDP WDI

Econometric Method: Panel Data ression

In general, the equations of the panel data regression econometric model in this study
can be explained as follows:

TAXi =1 + p2IBBi + f3IBDy + pd BFy + fsGDPCy + fsMANU; + f7INDS; + fsTRDE;
+ &ir

TAX; notation indicates endogenous variables where, i: 1,2,3....n, refers to the number
of individuals in the observation, while #: 1,2,3,.....n, shows the time series from year to year.
year. IBBir, IBDii, IBFir, GDPCi, MAN Uir, INDSit, TRDE;;, show exogenous variables from the
i as individual and the ¢ as time unit. The f; is the intercept coefficient. The notation 2 — Bs
shows the slope coefficient of each exogenous variable (Baltagi, 2005).

In the use of panel data, the best model test is selected by conducting tests based op the
Hausman test, Chow test, and Langrange multiplier test to identify whether the model is fixed
effect, random effect, and common effect (Herawati & Angger, 2018). We also perform
diagnostic tests through multicollinearity, serial-correlation, and heteroskedastic tests.

VIF value is less than 10 then it is free from multicollinearity problems (Al-Own & Bani-

Multicollinearities testing is based on the Variance Inflation Factor (VIF) where if the

Khalid, 2021). The serial-correlation test is an important test in panel data, in this test the
correlation will provide information clues that there is a correlation between entities (Soondram
et al., 2022) so that misleading results do not occur (Muhammad et al., 2021). based on the
Cross-Section Dependence Test based on CD Pesaran because the N in the study is more than
T (Bui, 2019) and has been widely applied because it is robust in many&\deling specifications
(Baltagi et al., 2016) and the heteroskedastic test using the glajser test was carried out by
regressing the results of the residuals generated from the original equation in the form of

absolute values for exogenous variables (DeBoer, 1985) (Wang et al., 2020). The model is free




from heteroskedastic when there is no significant variable on the absolute value of the residue

(Mohd. Shariff et al., 2022).

RESULT and DISCUSSION

Descriptive Statistics and Correlation

Tables 11 and 1II show descriptive statistics and correlations for each variable. It can be
observed that on average the tax revenues of the eleven OIC countries that were sampled in
this study had a figure of 10.46% which provides evideﬁe and arguments that tax revenues
in the OIC countries are still below the world average. On the other hand, the average share
of total Islamic banking financing per GDP and the total collection of Islamic banking third
party funds per GDP are 13.81% and 15.34%, respectively, but the standard deviation of the
two is quite high compared to the respective variables of 17, 26 and 20,14 indicate that there
are various distribution and utilization data that the use of Islamic banking in each country is

not the same.

Table I1. Description of tisl:ics

Variable Mean Median | Maximum | Minimum | Std. Dev. | Skewness | Kurtosis
TXR 10.47623 | 11.93303 22 0875014 | 5.955587 | -0.13457 | 1.775946
IBB 3.513647 | 3.590439 | 5.507362 | 0.916291 | 1.290884 | -040902 | 2.442214
IBD 15.34875 | 5.378562 | 76.09338 | 0.020198 | 20.13505 | 1.526674 | 4.393408
IBF 13.81504 | 3.405768 | 56.00813 | 0.011737 | 17.25681 | 1.041908 | 2.647693
GDPC 1.015921 | 1449523 | 6.664884 | -7.0435 | 2.897055 | -046361 | 2.544869
INDS 38.08803 | 38.29143 | 73.09873 | 17.80431 | 13.76577 | 0.437456 | 2.409112
MANU 13.39982 | 12.08076 | 22.87393 | 5542412 | 5.109454 | 041462 | 1.768071
TRDE 79.69476 | 66.68677 | 176.7476 | 2072252 | 42.68602 | 0.66921 | 2.620127

The difference in the distribution of data from the value of the standard deviation is the
largest in the share of the trade sector of 42.67 which indicates that there are countries that are
very active in conducting international trade but some are more passive in international trade
even though in general the average share of the trade sector is the highest compared to other

sectors with the share of the manufacturing sector being the sector with the lowest average.

Table III. Variables Correlation

Correlation | TXR IBB IBD IBF GDPC INDS MANU TRDE
TXR 1




IBB 0.170163 | 1

IBD 0.166858 | 0.222529 | 1

IBF 0.301598 | 0.392652 | 0.901131 | 1

GDPC 0.639376 | 0.230754 | 0.286489 | 0.344946 | 1

INDS -0.52267 | -0.11381 | -0.38764 | -046001 | -041674 | 1

MANU 054825 | 0.179384 | 0.459579 | 0.495465 | 0.627342 | -0.38388 | 1

TRDE 0.137396 | -0.05141 | 0.083694 | -0.02672 | 0032559 | 0512147 | -0.0618 1

The positive correlation between access and usage of Islamic banking to low tax revenue
is an early indication tha%c relationship between the two, although in the same direction, is
not strong. In contrast to per capita income, which has a high positive correlation value to tax
revenue, which is a sign that per capita income has a strong relationsi% and is in the same
direction as tax revenue. The correlation with the smallest value in tax revenue is in the
relationship between trade and tax revenue.

Panel Data Modeling

Once compared, the fixed efff&modcl is a better model than the common effect model
because based on the chow test the cross-section F and Cross-section Chi-square ﬁlues have
a probability value of < 0.05. The next test is the hausman test to establish the best model
between the fixed effect model and the random effect model. The test results found that the
random effect model is nothing more than the fixed effect model because tECross-scction
random shows a probability value of <0.05. The results of the chow test and hausman test are
embedded in table I'V.

Table 1V. Best Model Selection Test

Chow Test
Effects E:st Statistic d.f. Prob.
Cross-section F 17.778069 (10.59) 0.0000
Cross-section Chi-square 106.998961 10 0.0000

Hausman Test

Test Summary Chi-Sq. Statistic Chi-Sq.df Prob.
Cross-section random 29.658737 7 0.0001

Estimation Results
94
Table V shows the results of the estimated fixed effect model. Although all variables of
Islamic banking financial inclusion are not significant to endogenous variables, when viewed

from the coefficient results, only IBD has a negative coefficient against endogenous variables,




while IBB and IBF have positive coefficients. This indicates tlﬁthc number of Islamic banking
offices and the total distribution of Islamic banking financing have a unidirectional relationship

ith tax revenue while the total collection of Islamic banking funding has an inverse
relationship with tax revenue although the influence of these three variables is not significant
in affecting tax revenue.

Based on this study, it is empirical evidence that financial inclusion has not significantly
affected tax revenues in the eleven OIC member countries sampled in this study. In addition,
from this study, although it is not significant, it can be seen that the collection of funds carried
out by Islamic banks actually has a negative relationship direction which can be an indication
that with money stored in banks can actually reduce tax revenue. It is our estimaﬁhat with the
money stored in the bank, then the money becomes precipitated and not spent. This finding is
in line with the publication of the Economic Outlook released by the OIC in 2019 that the level
of investment in OIC countries is still low so that OIC countries must find ways so that idle
funds from savings that have been collected can be channeled in encouraging investment
activities (SESRIC, 2019).

Meanwhile, the contrasting results are shown by the distribution of Islamic banking
financing which has a positive relationship direction which can be an indication that the
financing disbursed can rotate the economy so as to encourage tax revenue even though until
this study was made the results have not significantly affected tax revenues. In addition, the
large number of Islamic banking branch offices that have a positive relationship with tax
revenues can provide an indication that access to Islamic banking is also involved in increasing
tax reve%s even though the effect has not been significant. From this research, it can be said
that the financial inclusion of Islamic banking in terms of access and usage has not been
maximized by the eleven OIC Counﬁ:s to collect taxes from these channels.

Table V. Fixed Effect Model Estimation

Variable Coetficient Std. Error t-Statistic Prob.
IBB 0.943992 0.766333 1.231831 0.2229
IBD -0.196899 0.152733 -1.289177 0.2024
IBF 0.162678 0.170134 0.956178 0.3429
GDPC 0.435397 0.119411 3.646204 0.0006
INDS 0.179662 0.065538 2.741366 0.0081
MANU 0.350586 0323330 1.084298 0.2826
TRDE -0.065627 0041141 -1.595190 0.1160

C 1.181163 6.102743 0.193546 0.8472




R-Squared 0.940718

Adjusted R-Squared 0923637
F-statistic 5507298
Prob(F-statistic) 0.000000
Mean VIF 4701582

Pesaran CD -0.429170
Prob(Pesaran CD) 0.667800

Of the four control variables, there are two variables that affect tax revenue, namely per
capita income growth and the industrial sector. These results can be seen that %h per capita
growth will add to the government's tax collection that can be done so that our findings are in
line with the findings of Stotsky & WoldeMariam (1997), Profeta & Scabrosetti (2010),
Angeles Castro & Ramirez Camarillo (2014), Yohou et al. (2016). Our research reinforces the
findings of Agbeyegbe et al. (2006), Angeles Castro & Ramirez Camarillo (2014), Ajaz &
Ahmad (2010), Anh & Thinh (2018) that the industrial sector is proven to contribute to the
increasing amount of tax that can be collected by the state.

Diagnostic Testing

Multicollinearity, Serial-Correlation, Heteroskedasticity

Based on table V, the mean value of VIF is 4. 701582 which means that the model has no
issue of multicollinearity due to the cut off of multicollinearity when the mean value of VIF is
above 10 (Ali & Puah, 2019). In order to avoid serial-correlation, we conducted testing using
CD Rotation. Our estimation model is free from serial-correlation as in table V, that the CD
Percentage value is above 0.05.

Glejser Test

After extracting the absolute residual value of the fixed effect model estimate, we then

ressed with the exogenous variable and found that none of the exogenous variables had a
significant effect at the level of 5% on the absolute value ofﬁ recid which is a sign that there
is no heteroscedastic in our equation. Table VI displays the results of the Glejser Test that we
carried out.

CONCLUSI%\I and IMPLICATIONS

The focus of this study is to study the effect of Islamic bankiafinancial inclusion in
terms of financial access and financial usage on the tax revenues of member cguntries of the
Organization of Islamic Cooperation (OIC) for the 2013-2019 period. Using the fixed effect

model panel, the results showed that only islamic banking financial inclusion both in terms of




financial usage and financial access did not have a significant influence on tax re\auc. Of the

eleven OIC countries that sampled our research, only the industrial sectgrhad an effect on tax
revenue, while the manufacturing sectorénd international trade had no effect on tax revenue.
Our findings contradict the research of Oz-Yalaman (2019), Al-Own & Bani-Khalid (2021)
which resulted in a positive and significant influence between financial inclusion and tax
revenue. Based on the results of this study, Islamic banking financial inclusion still needs to be
promoted tﬁhe eleven countries that we observe as one of the potential channels in an effort
to increase tax revenue.

The implication of this study is t(ﬁmvidc support and policy encouragement to OIC
countries to encourage optimization of financial inclusion as a means to increase state tax
revenues because the ease of accessing and using formal financial services can stimulate
economy so as to contribute to tax revenue. States can use financial inclusion as a source of
data access to track potential new individual taxpayers. On the other hand, Islamic banks must
also continue to innovate in product development to spur investment in the real sector to avoid
potential idle funds.

Unfortunately, this study only sampled eleven OIC members due to the limited
availability of data in the period 2013-2019 although in general OIC countries have an average
tax revenue below the global average so that suggestions for further research can exploit more
samples used mainly to countries that experience a downward tre%in tax revenue and
accommodate the operationalization of Islamic baﬁi ng in that country. Further research is also
expected to be able to examine islamic banking financial inclusion and tax revenue after the
emergence of the COVID-19 pandemic in 2020 where at this time the use of digitalization is

an important need as a consequence of limiting direct interaction.
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