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The Role of Islamic Banking Finance in Enhancing Financial Inclusion

in the Kingdom of Saudi Arabia :
Evidence from the Period 2014Q1-2023Q4

Abstract :

This study aims to explore the Islamic financial industry by identifying Islamic
banking finance in the Kingdom of Saudi Arabia as a globally leading model and
its role in promoting financial inclusion. The study covers the period from the first
quarter of 2014 to the fourth quarter of 2023. To achieve this objective, the study
relies on a quantitative approach to examine the causal relationship between the
variables under investigation, particularly focusing on Islamic banking finance (as a
proxy for the Islamic financial industry) and financial inclusion (measured by the
number of commercial bank branches).by utilizing a set of econometric techniques
and statistical tools to test for stationarity and cointegration, and through applying
the VAR model based on the Toda-Yamamoto approach, the study seeks to
uncover the long-term causal relationship between the variables. The key findings

of the study are as follows.

There is a statistically significant long-term relationship between the Islamic
financial industry—represented by Islamic banking finance—and financial
inclusion, as measured by indicators such as the number of commercial bank
branches. Accordingly, it can be concluded that Islamic banking finance plays a

significant role in advancing financial inclusion in the Kingdom of Saudi Arabia.

Keywords: Islamic Banking finance; Financial inclusion; long-term causal

relationship; Toda-Yamamoto (1995)
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- 5 - -5.23228 1 0.3071 | -2.543006 | Trend & Intercept LGDP
¥t

(1 a8 Galall Jail) Eviews12 galin clajia e lalael LUl M) o 1 jaaal)
g e duhyall Clyaxia JS o Laad ¢(7) o) Galally el Joaall s e
«(LGDP=0.0007) %5 — J—3l i_gina (s5iwse i Jo¥) Gyl 22l 2 o,
sl dogail) day el ul (LBR=0.0005 ,LATMs=0.0032

5100 2005 ax (1 bl due S sl alall 201 S g JusDhand g bl 3 R (gl o i |
196 1o 2011 (1 b cld Jis cilindaly ol b)) Sl G b ¢ st £
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sale) cam ales ¢V GByall 38l aay Lt i o1l ((LMURABAHAH)
sl Joaall L Alan¥) dad DA e ShE) a3 2 Al 3ol Jaal Lady)

Al i

AU @A die duall cpiial Basgll jda jLAS) (8) B Jgaad

PP

o) 235ed) )
Prob | Adj.t-Stat T 5

;:’;’: - - 7.679343 Trend & Intercept | LMURABAHAH
(1 a8 Galdl ki) Eviews12 maliy cilajae e IS5 dUall el (a t jsaal)
LMURABAHAH Aayalls (Lisaill dapaa juiie off kel Joaall DA (e Lila oy
Lo 1aay U Gpall 2a] aay D 28 ¢ dla) dpaall dusail) o ny 5858
%5 e J ) LllaaY) dad 4d) i
s o) dedlall Auhiiad 38 saagll Hia HLadl shial aay Jodll (Sa ¢12%a
{1(2) S Balls 1(1) Is¥) Al o AphEad) (A maie duahal) Jae dialll Judldl
Aol L) 3D Ay Jal ey VAR laail) daie zigai o jai Ciga il
el ) &b 3l padly Jisall Jsaall . Toda yamamoto JaY!

Al Jae Aiajl) Judlaall i @il (9) A Jgaad)

LBR LMURABAHAH | LATMs LGDP el

I(1) i 12) A (N I(1) JolK iy

(8-7) a8y Jsaall e Bl AdUall slac) (e 1 jiuaall
Daa Hlas) e Lol dahal) clystie JSI A el Judladl £hyaay) las) elyal ax
vie AyhEnaVh e Al calyianad 4l Jedlad) Gl el 5,831 sda sassl
iyl Jae Laiadl Jedlad) e ainle sl Jlaal aa 1dag 1(2) ¢ (1) dibhide Dbl
Z3sail) o)) Lila ey ol 03a (e daaall Caaglly Al ciluyall 4l L (3399

Do) camy (s3llg 4l Jguagll adyall dadyall Caaa e canliny (531 JAY) alidl)
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sV daie #3543 545 Toda yamamoto Ja¥) dligh dudl A8 HladY 4
Josail) dapa) Lahyall clyitia o Lealadly S ad) 4800 CaiS Jal 5 VAR
(Sl Asall bl el dsill g9 58 210 ¢ V) Calyall Bgal dailyl
L bl ol e 1 2014 die Jo¥) o)) (e 55iaall 5538l Fpgacad) Lt jall ASLaal
.2023

:J¥) z3saill Toda-yamamoto (Ja¥) dligh ducud) A8l Ll gilis . LG

(leaY) aal) bl il gl g ase cdashall Jigaill dasa)

: ial) slady) i LEA) aaas .1

(7 3sall Hall caY) Aoy A e cang (I HlaadV) dnie zisas o syl U8
(e desana o alae¥) a3 elly o ol (JSS zigaill a3l shalall ) i )
t ) z3saill il oUall) 5 gy (gal) Jsand) ailas) sl
J¥) Zasalll il Al eUad) @ aaad yules (10) ad) Jgasd)

VAR Lag Order Selection Criteria

Endogenous variables: LMURBAHAH LBR LGDP
Exogenous variables: C

Date: 05/28/25 Time: 11:25

Sample: 201401 2022304

Included observations: 37

Lag LoglL LR FPE AIC sC HQ

104 7389 A 8.21e-07 -5499398 -5368783 -5453350
2854977 3224346 7.6d4e-11  -1478366 -1426120 -14.59947
306.0028 33.25158* 415e-11* -15.40556* -14.49125* -15.08322"
3126107 9.644017 4.85e-11 1527626 -13.97011 -14.81573

Eviews12 zaliy clasiae Glo HlS) adlall dae) ¢ 2 jhaal)
onbaal) A€ L iy JgY) z 3l (alaldl (10) o) Slel Joaadl Pla e
o sl P=2 ,alids,y ) i (LR, FPE, AIC, SC, HQ) dwal

¢ Sl SV Bual) G e Adliie iligisa die Bfine JY) z 3saill Ayl Jedlud)
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(JUI Jgadidly ALY 8 skl Jogaill oo A83Madl Bl il k| Aol yold) 1SN o))
Toda— Zagic & JaY) Absh Zuuad) Al 4 peal Lgaladinl ) Zagiall o8
il sy PR e VARSI jlaaiV) daia 73903 e 9 5all yamamoto

K=2, Dmax=2 _le Lliass ¢ palill da )05 duaill (o)

Qb..);u\ Ne z\J‘)LAj ‘(dmax=2) 2\1144‘)5\ D) O Jal&al) Z\AN).J Z\J‘)&A R
Lol Al HLER) V) S ((2P=) 1a () o) Jsanll Da o Al il yazaal i)

lsall Jsaall Toda —Yamamoto doagia (389 Jughll (saall 8 du)all fyuaie oy

JEIR C"‘@ﬁ
J¥) z3saill Test of VAR Granger causality jLid) gilii (11) a8y Jgas
Dependent variable: LMURABAHAH Dependent variable: LBR
Excluded | Chi-sq df Prob. Excluded Chi-sq Df Prob.
LBR | 1515677 | 2 | 04687 |LMURABAHAH |0669457| 2 | [0H9
LGDP |5174567 | 2 | (IS8 LGDP 0.000253 1 2 | 02488
All 19499879 1 4 | 0.0497 Al 1050020 | 4 | 0.0094

(2 a8y alall i) (Eviews12 galiy e 1S51 A sae) (p 1 jduaall

Tagie (35 JaY¥) dligh duud) A8l masall (1) a8y oDkl Joaal) Pl

:%J:a L el Toda Yamamoto
a il Jgal) i) ) (B mall Jpaill e o ey

Unidirectional causal aly oladl & (a4l dligh dnus A8ay Lasi ¢(LMURABAHAH
Jdosailld ale s ((LBR 4ylaall elgull 958 ae) (Ml Jgaddl juiia za relationship
(o SIS maing (LMURABAHAH causes LBR (Jlall Joaddl casnsy Dby (8 uadll
%1 die digiaa a9 (0.0079) o))ie Lo cualy Cua (P-Value dad DA
VAR z34 oMo jlas .2

s i e wSTW (2 (Todo & Yamamoto (1995) i 339 VAR 354 pais L3
Al S 0SS Y g Ll STl e 2350
rsl Z3sedl Sl Al s e uSTW) |l e :NoOrmality test camall agigd! jLas 1.2

Jarque-Bera jLasU pski o (k)

«Ju! Jgeiidly oY) § bl Jogetl c Aot | ABMaT) 4it 539 e




(JUI Jgodidly oSl & piall Jagomll cons 28Madl ol il Asalyotd) s SR i) e

o) a ) LA il (12) ) Jpee

Component Jarque-Bera Df Prob.
1 0.200965 2 0.9044

2 0.888716 2 0.6412

3 1.196538 2 0.5498
Joint 2.286219 6 0.8916

(4 o) @alal) i) (Eviews12 zalip e 1S5 LdUall dlacl (e 2 jduaal)
sy Edlaay) Alaa) Ladll of (12) o8y Slel Joaall e Baadlall e
Uy diag %5 Augine (g5iea e S| o8 0.8916 — jaE il Jarque-Bera
el sl a sl Aludes oL 5 g prall A d Joing bl G il
bl 2l A VAR #3ged Jlgr 18 Ul
iz dsall) IS il lad) 2.2

e Cra Baaaiall sdall Hlad) andi 7 3gail) Lyl sae (re aShll

Syal) Jals sganl) A ALY Hedal) Caglee (S 1A) Byie I JlaaiV) g led

Tisell JSCA paadl jlast (15) o3y JSCad)

Inverse Roots of AR Characteristic Polynorr

1.5

(a8 Galal) i) Eviews12 maliy e 151 Al sae) (re 2 joaal)
39aal) Gaua LIS it 2 agaill Hsia o) bla ey (15) a8y oSlel J<all Dl (e
iiesn z3gaill IS o Jsalls iy 3 5aY) e yal
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(JUI Jgadidly oDty 3 sl ] Jogratll cons 28O Falys) ilonal | Ayl 2 LT (il
;AU z3gall) Toda-yamamoto (Ja¥) dligh duuad) ABal) Lad) il . e

() iyl sigal sae el digail) dia)

Bl s iy g Mgl Jsaad) i) oUa) iy U881 paat
Y 7 agall) cpiial Lal) ol @b saad pulea (13) ad) Jgaad)

VAR Lag Order Selection Criteria
Endogenous variables: LMURBAHAH LATMS
Exogenous variables: C

Date: 05/28/25 Time: 12:43

Sample: 201401 202304

Included observations: 37

Lag LogL LR FPE AlC sC HQ

30.60987 MA 0.000730 -1.546479 -1.459403 -1.515781
2220081 3517590 291e-08 1167611 -11.41439 -11.538402
2373832 2659477 1.58e-08% -12.28099* -11.85560% -12.13749*
2413818 6484161  1.5%e-08 1229091 -11.68137 -12.07602

Eviews12 zaliy clajie e 1S3 40U dac) g 1 jauaall
albaall JS 0l iy Jo¥) 7 3saills palal (13) o) odlel Joaall Bla e
o sl P=2 ,alida,n ) i (LR, FPE, AIC, SC, HQ) il
¢ SBlly Jo¥) SRl (s e ddbide ligie i Sine Jo¥) g 3gaill dialll Judlud
Toda— dagie & Ja¥) dlish Gl A8 48 jnad Lgalrtin) aud) dngiall o8
Dbl day0 P e VAR S jlaaiV) dstie z3sa8 e g ll yamamoto
K=2, Dmax=2 _le Lliaxs ¢ palill dajag duiaill Jodial)
chalall sae Ldyrag o(dpgr=2) diell) dadball (s JalSall dayn Ldyaa am
L) ALY Lia) (V) S ((2P=) 1 aa () pdy Jsaadl Ds o Al clparaal i)
sl Jsaall Toda -Yamamoto dagie 34y dashll (saall & duhall clyuiia o
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(JUI Jgodidly oSl & piall Jagomll cons 28Madl ol il Asalyotd) s SR i) e

8! z35aill Test of VAR Granger causality jLid) il (14) ad) Jgaa

Dependent variable: LMURABAHAH Dependent variable: LATMs

Excluded 1 Chi-sq df Prob. Excluded Chi-sq 1 Df Prob.

LATMs | 02899731 2 | 08650 !LMURABAHAH 8841031} 2 | 0.0120
Al 102899731 2 1 0.8650 All 88410311 2 1 0.0120

(3 o) alall ) Eviews12 galiy o S5 ZdU dac) (ya 1 jdaall
dagie 38y JaY) Algh Gyl A8l xasal (14) a8y el Joaall Dla
t s Lozl Toda Yamamoto
el dgall A ) ) ) Jgall i o)
Unidirectional causal aaly slail (8 (saall dligh dus d8ay Jadiy) ¢ (LMURABAHAH
Lisaills ey ((LATMs V1 Gilyeal) seal a2e) Il Joaill e
Gy m vy (LMURABAHAH causes LATMs (lall Joadd) cania gu_u\;\ (&l

o

B relationship

%5 die digina 89 (0.0120) o)late Lo Cualy Cua (P-Value dad DA (1
VAR 35 i L 2

e (e 2SHI Cany (Todo&Yamamoto (1995) duagie (385 VAR zisal i 8
LAy i) ey s dawball JSLaall (e z3gail) gla
S A & Lol e A<t Jal oy :Normality test —awlall =il Jlaidl) 1.2

.Jarque-Bera [LIAL ag8) Cagu ¢ andall aygill o dgail)
bl sl sl mill (15) ad) Jgaa

Component Jarque-Bera Df Prob.
1 0.620710 0.7332

2 1.304012 2 0.5210
Joint 1.924722 4 0.7496

(5 o) Galall ) (Eviews12 galiy e 151 A dae) (g 1 jdaall
Jarque- jLsa¥ LileasV) Lullanl) 4wl o (15) a8, Del Jpaall (e Laadls

pral) doajh S5 diay %5 dogine (g5icen o S| 22 0.7496 — AE %_35\ Bera
c_\'.'\BVAR C.ijuﬁj_\u\ﬁ‘sluhj Lsa.\.\l:.d\ c_a”.d\ XX uﬁjﬂ\wub Ls—dﬁ
.&;a:\,\ﬂ\ t\)jﬂ\

«Ju! Jgeiidly oY) § bl Jogetl c Aot | ABMaT) 4it 539 e




(JUI Jgodidly oSl & piall Jagomll cons 28Madl ol il Asalyotd) s SR i) e

;zisalll J<a i) JLaa) 2.2

il el G Baneiall odall HLidl axdia g 3dgail) &hiial (sae (e 25Tl

Bl Jals agaall SESHAAAY) jedal Cislia (IS 13 Byie A lasiVl gLk

zisaill Al LAY Las) (16) a2, Jsi

Inverse Roots of AR Characteristic Polynomial

1.5

(a8 Galall i) (Eviews12 maliy e 151 A slae) (pe 1 jdaal)
Aapall agaal) s LS adi z3gaill Heda of Lila iy oSSlel JKaN DI (e

s 7 3salll U< o) Jally Linday (531 5

Toda-yamamoto Ja¥) dlishl) Al A8all dufis A (e gy €)3S8 5
dugadll o i) il Angiv any dotiail) Jeadbad) @liby aladials ¢ galy
o 4ai ety Auala) Anaes Ay Jasiy Aasyalls gall disas DY) (A paal)
Bgal aaey Al ol gg,8 aae) o soaall Alall Joadl) gal 303 ola
i)l (G () Gyl

Aleal) A Laladind) Auligail) dual) AS) yiay daspall ddsas Ayaall Jagail) o
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(U1 Jgadidls oSyl G pall gl o 8Nl Aualya) Aokl Al yod s L !
AT o3a olad) edlaad) B8 pasi ) il o3y Jipalll Alidaa B g L) (535
b (ra Lijlaal) gday Laa )81y Baial) ciluswal) 3206 A e (Jagal) (1
daay A1 13 cdslaall & QA JalS il dalide dadlas (ghlia A9 B £ 8
Adlal) clasdl) avan ) Ciagh AN Auygall Al 4<1all 2030 gy e
Lapdial) Jaal) )l clial) 8 (e Aald Lgal) Jgash Aggug dig e JiST Lglaag
Adgdly

) Al J gadidly Aashalls Jugall) ¢ dal) ABal) 3y Liad 33 Las

A dial) 4la Lgy Suati A Ldaadl) daglal) ) ) Cilpeal) Bigal 2aas Sliea
duigi e drally SO Jugaill caila B Aald A3 dand e 3
gy g daihally Jugalll diia b gl (Y ¢Bpanall aludly (SLually cbod)
Y b Loy 504 dasdd) (glaly dsadl) Latl) Al b Cijlaall Jb ca Lain)
lly cad) Gah e Allal) cilesdl) ) Jguasl Jguss A V) Cipall Bigal
dpl) Aslaal) B )l Joadl) poa ol Bl psil) 138 caDlaladly Jagailly
b pan clilua S D) 0L ) Cidgs Mg 2030 Ly e dod g

Bl ALl padd) el ) Jlarias
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Agaeal) LD 3283 calgla Ll Ly g Lalg o8l I3 (8 Apaged) Ay yal) ASLadl)
aie ya Sl Jsadll o Toda—yamamoto(1995) dumgie g Lol Ja¥) dbshl
Y G yadl) Jasally o (Y] Cilaall Bigal sacy dnlatll @yl g8 21e) o
Al il ) cliags Cua dahall draan 4o jue
dapad) ASlaal) 6 Lelasiad gaall ST e daddyall Jogaill dapea yies —
¢Aalyall 552l A0 gaaal)
Josaill ama Grn (o Lialle 28 2850 Lage el dupall ASLadd) Jias —
g lall cild 8 Ly (J¥15 ¢ 8 puadl
pale Lo sag cduhall 5% P 5raiiee 83y A Aoy dlaill @il aae —
¢ Sl Jgaddl yayan 8
b A bl Al Cijlaan day)) Lage ) Ayl ASkedl) o aalgy —
(Al 558 DA 138y (Byad) Cayany (D cela¥) (bl Ciyas)
(el Jpadll Gy yaall Jusaill Ol Cndsais Lol w2l PA e bags
Jsadll 3320 ) yuaall digaills dlias duadludy) ol deliall pla il
L A
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Nt Hypothesis: LGOP has a unit rock Mull Hypothesis: LMURBAHAH has a unit root
Exgenous: Constant Linear Trend Exogenous: Constant, Linear Trend
Bandwidih: 1 (Newey-West auftomatic) using Bardett kamel Bandwidth: 4 (Newey-West automatic) using Bartlett kernel

Adj. t-5tat

Philips-Pemon test statisfic 2543006 03074 Phillips-Perron test statistic -1.176544
Tesi citical valuss 1% level {71185 Test critical values: 1% level -4.211368
5% level -1509758 5% level -3.529758
10% level 1185411 10% level -3.196411

Null Hypothesis: LBR has & unft roct Null Hypothesis: LATMS has a unit root
Bxngenous: Consiant Linear Trend Exogenous: Constant, Linear Trend
Bandwidin: 3 (Newe-i¥zst automaic) using Barietf keme Bandwidth: 1 (Newey-West automatic) using Bartlett kernel

i S , Adi. ttat

Al Eok

2450445 QU3 Phillips-Perron test statistic -0.884276

Toot reitin : 0408 Test critical values: 1% level -4.211868
Test orifical values % fevel -4 211808

st orifical va I: e .:i*.q?:g 5% level -3.529758

e Ty 10% level -3.196411

10% ewe 3196411

Eviews 12 oz e HS5) QI slis) e 2 ykall
JoY B s Byt St pied 09 b Byl L) @il (02) o3y Jgudr!
Null Hypathesis: DILGDP) has a unit root Null Hypothesis: D{LMURBAHAH) has a unit root

Exogenous: Constant, Linear Trend Exogenous: Constant Linear Trend
Bandwidth: 2 (Newey-West automatic) using Bartlett kemnel Bandwidth: 1 (Newey-West automatic) using Bartlett kernel

Adj. t-5tat Adj. t-5tat

Phillips-Perran test statistic 5234228 Phillips-Perron test statistic -2 40606
Test critical values: 1% level -4.219126 Test critical values: 1% level -4.219126
5% level -3533083 % level -3.533083
10% level -3.198312 10% level -3.198312
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Null Hypomhesis: DILBR) has a unit root Null Hypothesis: D(LATMS) has a unit root
Exogenous: Constant Linear Trend Exogenous: Constant, Linear Trend
Bandwidh: 3 (Newsp-West automatic) using Barietl keme Bandwidth: 1 (Newey-West automatic) using Bartlett kernel

Adj. t-5tat

Philips-Pemon test siatistic 535745 Phillips-Perron test statistic -4.657873
Testenlical values: 4210120 Test critical values: 1% level -4.219126
5% |, 5% level -3533083

10% level 3198312

Eviews 12 oz 2 e H5SG) CI) slas) s 0 ydaalt
J91 B8t s Aulylt Ol i O gk Butmgll gl gl w6 (02) o3y Jgus!
Mull Hypothesis: DILMURBAHAH,2) has a unit root

Exogenous: Constant, Linear Trend
Bandwidth: 20 (Mewey-West automatic) using Bartlett kernel

Adj. t-Stat

Phillips-Perron test statistic -7.679343
Test critical values: 1% level -4 226815
5% level -3.536601
10% level -3.200320

Eviews 12 oz e HSG) LI slasl s 0 ydaall
Jod C:M Test of VAR Granger causality jlz1 i (2) o) gl

WAR Granger Causality'Block Exogeneity Wald Tests
Date: 05/29/25 Time: 14:33

Sample: 201401 202304

Included observations: 26

Dependent variable: LMURBAHAH

Excluded Chi-=q

LBR 1.515677F
LGOP 5174567

All 9.4992879

Dependent variable:

Excluded Chi-=q

LMURBAHAH 9.669457F
LGOP 2782583

Adl 12, 40835

Dependent variable

Excluded Chi-=q

LMURBAHAH 1.273236
LBR 2042646

Adl 2876921

Eviews 12 oz e HSG) CI) slas) s 0 ydaalt
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Wl z350ll Test of VAR Granger causality jle1 ot (3) oy gl

YAR Granger Causality/Block Exogeneity Wald Tests
Date: 05/29/25 Time: 14:42

Sample: 201401 202304

Included observations: 36

Cependent variable: LMURBAHAH

Excluded Chi-sq

LATMS 0289973

All 0289973

Cependent variable: LATMS

Excluded Chi-zq

LMURBAHAH 8.841031

All 8.841031

Eviews 12 wimz e IS5, Ll slasl e jibaall

JsY z3seill Jarque- Brea el ayysdl s gl (4) o3y goelll

Component Jarque-Bera Praob.

1 0.200965 0.9044
2 0.888716 0.6412
3 1.196538 0.5498

Joint 2286219 0.8916

*Approximate p-values do not account for coefficient
estimation

Eviews 12 oz e HSG) QI slas) e 2 ykall
Js¥ g3l Jarque— Brea ol aysdl jlas) il (4) oy 3l

Component Jarque-Bera df Prob.

1 0.620710 2 07332
2 1.304012 2 0.5210

Joint 1.924722 4 0.7496

*Approximate p-values do not account for coefficient
estimation

Eview 12 oz e B5ISG, CIa slast o 0yl
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