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Abstract:

This study investigates the influence of financing on the digital economy of small businesses in
Palestine. Through a combination of surveys and interviews with 50 Palestinian small business
owners, the research reveals a nuanced relationship between financial support and its economic
effects. The findings indicate that while some respondents experienced benefits such as enhanced
competitiveness and market expansion, others encountered difficulties, suggesting the need for
customized financial solutions. The study identifies prevalent financing mechanisms, including bank
loans and government grants, and emphasizes the importance of specialized support programs in
fostering entrepreneurship and generating employment. Job creation is highlighted as a significant
economic impact, corroborating existing research on the role of small businesses in reducing
unemployment and promoting economic stability. The study also addresses challenges related to
financing, such as regulatory hurdles and political issues with international stakeholders, as noted in
the literature. Overcoming these challenges is essential for maximizing the potential of small
businesses in Palestine. Recommendations from respondents include simplifying regulations and
enhancing collaboration between government bodies and financial institutions, offering practical
measures to improve financial accessibility for small enterprises. This research contributes to a deeper
understanding of how financing mechanisms can stimulate economic growth within the unique
context of Palestine.
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1. Introduction

Small businesses have become vital drivers of employment growth, economic resilience, and
community development. However, limited access to funding options often hinders these enterprises'
potential to contribute to the digital economy. In Palestine, small businesses frequently struggle to
secure financial support from banks, government programs, investors, and other sources due to
political instability and economic difficulties. Therefore, understanding how small business owners
obtain and utilize funds is essential for maximizing their economic growth potential. Financing these
small enterprises is crucial for their success and, consequently, their positive impact on the growth of
the Palestinian economy(Mesmeh & Jowah, 2020; Tabbaa, 2019; Karaki, 2021).

This study presents the model of the Palestinian case and the role and priorities of the
government in achieving the aspirations of citizens in the era of the digital economy, and the future
of small businesses, and indicates the high potential of the digital economy in Palestine, based on
World Bank reports issued in the years 2021 and 2022, which confirmed Palestine’s ability to digitally
transform within a group of necessary repairs, The digital economy is considered the most developed
economy in the world, with growth rates reaching five times that of the traditional economy.

This study seeks to examine the influence of the financing of small businesses on the digital
Palestinian economy by answering this research question: "What is the effect of small business
financing on the digital Palestinian economy?" To address this question, the investigation will focus
on various aspects of small business financing, including the types of financing available and their
effects on the local economy. The study follows a structured format to effectively convey its findings.
The Literature Review looks at recent studies on small business finance and its global economic
impact, with a focus on Palestine. The Data and Analysis section presents research data derived from
surveys and interviews, detailing respondent demographics and opinions on economic issues. The
analysis section employs SPSS software to uncover important insights related to the study. Finally,
the Conclusion provides a comprehensive explanation of the study’s findings, offering specific and
relevant advice for decision-makers, business owners, and other stakeholders.

2. Literature Review

This literature review explores the current body of knowledge and international case studies to
provide insights into how other countries have addressed small business financing challenges. We
have divided the review into relevant subheadings to fully understand this subject.

The role of private equity and private debt markets in small business finance is significant: Small
businesses are essential to national economies, significantly contributing to job creation and
economic stability (Althalathini et al., 2021). However, access to financing remains a fundamental
challenge for small businesses in many countries, including Palestine (Mehrotra & Jaladi, 2022).
Understanding the impact of financing on these businesses, and consequently, on the digital economy,
is critical (Zarrouk et al., 2021). Mehrotra and Jaladi (2022) reveal that angel investors contribute
around 3.59% of total global financing investments, while venture capitalists account for
approximately 1.85%. Although these figures represent a small portion of total financing, they
underscore the importance of external equity markets (Althalathini et al., 2021). Private equity
markets can provide vital financing for small businesses, leading to substantial growth and job
creation (Chen et al., 2021). For example, in the United States, private equity has been pivotal in the
success of numerous small businesses (Gompers & Lerner, 2001). Examining these international
experiences can offer valuable insights for Palestine. Private debt markets, such as loans from non-
bank lenders in Albania, present another financing avenue (Bardoscia et al., 2021). Countries like the
United States, with well-developed private debt markets, use mechanisms like the Small Business

31



Mohammed Bayyoud, Sadi The Impact of Small Business Financing on The Digital Palestinian
Irzigat, Mohanad Rezeq Economy

Administration (SBA) to guarantee loans and encourage lending to small enterprises (Yigezu
Wendimu, 2021). It is critical to investigate the effectiveness of these markets and their potential
adoption in Palestine.

The future of small business in Palestine: Supporting small and medium enterprises working in the
field of artificial intelligence and virtual reality Augmented reality is used in several fields, including
education, medicine, entertainment, in another aspect, the study confirmed that the digital economy
plays a major role in raising the rate of acceleration and growth for small and medium-sized
companies, especially in light of the current circumstances in Palestine. (Amjad Ghanem 2023), The
process of transformation is characterized by digitalization, It is imperative to cooperate between the
components of society, led by the government, to achieve this change.

The vulnerability of small business finance to the macroeconomic environment is a matter of
concern: The macroeconomic environment significantly affects small business financing in Asian
countries (Singh et al., 2023). Economic stability, inflation, and interest rates can impact the
availability and cost of financing for small businesses in Saudi Arabia (Ayadi & Forouheshfar, 2023).
Understanding how these macroeconomic conditions influence financing options is crucial for
mitigating risks for Palestinian small businesses. Yigezu Wendimu's empirical study (2021)
highlights two key implications for the investment world, particularly regarding bank lending
globally. The second credit channel mechanism, which includes balance sheets and financial
accelerators, tightens monetary policies due to high interest rates caused by global inflation.
Approximately 90% of total loans worldwide experience adverse effects on business balance sheets
in the first year, leading to funding shortages and significant losses (Dancausa Millan et al., 2021).
International Cases and Solutions: Examining international cases and solutions is imperative to gain
a comprehensive understanding of small business financing. Several countries have effectively
addressed small business financing challenges. For instance, the United Kingdom's British Business
Bank supports small businesses (Aljuwaiber, 2021), while Canada’s Business Development Bank of
Canada (BDC) provides financial solutions (Block et al., 2021). These examples offer valuable
lessons and potential strategies for enhancing small business financing in Palestine. Government
policies significantly shape the landscape of small business financing in Southeast Asia (Dancausa
Milléan et al., 2021). Countries like Singapore have implemented comprehensive policies, including
loan guarantee schemes and venture capital programs, to support small businesses (Andriamahery &
Qamruzzaman, 2022). Evaluating the success of such actions and their applicability to the Palestinian
context can clarify the government's role in assisting small business finance. Collaboration between
governments, financial institutions, and international organizations has improved small business
financing in many countries (Kpognon et al., 2022). Global partnerships supported by organizations
like the World Bank can offer proven strategies to enhance Palestinian small business access to credit
(Mugedi et al., 2023). This comprehensive literature review explores various aspects of small
business financing and its impact on the global economy. By analyzing international cases, private
equity and debt markets, macroeconomic influences, government policies, and collaborative
international efforts, this study aims to shed light on effective strategies for leveraging capital to
promote economic growth worldwide.

3. Research Methods

To explore these issues, our research will employ a mixed-methods strategy that includes surveys and
interviews. The survey questionnaire will consist of four components.
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Section 1: Demographics: Information about respondents’ sexes, ages, levels of education, types of
businesses, and number of years in operation is collected here.

Section 2: Impact on the digital Palestinian Economy: Examining respondents’ experiences with
financing, the forms of funding they received, and their opinions on how financing has affected their
company’s contribution to the Palestinian economy and job creation.

Frequency Analysis

The information was obtained from a large sample of 50 Palestinian small company owners in order
to present a comprehensive picture of the link between finance and economic effects in this
environment. We display the responses to the research questions below, using a frequency distribution

analysis in SPSS.
Table (1): Characteristics of the Sample by Gender

Gender Frequency Percent Valid Percent Cumulative Percent
Valid Male 24 48.0 48.0 48.0
Female 26 52.0 52.0 100.0
Total 50 100.0 100.0

The survey result showed that 48% of the respondents were men, while women represented 52%.
This gender balance exemplifies the diversity of Palestinian small business entrepreneurs.

Age

[ Under 25
W2535
W36-45
[P

56 and ahove

Figure (1): Distribution of the Sample by Gender
The demographic study reveals the age distribution of respondents: 205 are under the age of
25 years, 18% belong to the age range of 25 to 35 years, and 44% belong to the age range of 36 to 55
years. The rest are more than 56 years old.
Educational Level

Ecducational Level

EHigh Schoal or Less
W Bachelor's Degree
M Master's Degree
[EPhD or Equivalent

Figure (2): Distribution of the Sample by Educational Level
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The questions related to education level that have been asked of respondents showed that the
educational background of respondents has a lot of diversity because almost 22% of respondents had
a high school education or less, while 14% held a bachelor’s degree, almost 38% had a master’s
degree (representing the majority), and 26% represented themselves as a Ph.D. or equivalent
qualification holder.

Type of Business

Type of Business

E Manufacturing
Retail

M Senices
[ Other

Figure (3): Distribution of the Sample by Type of Business
The question “types of businesses” asked of the respondents showed varied results: 38% of
respondents were involved in manufacturing, 24% were in retail, 28% were engaged in providing
services, and 10% specified their business as ‘Other,” demonstrating the diversity of enterprises in
Palestine.
Years in Business

Years in Business

Hoto1 year
W1t 5 years
M6 t0 10 years
10 years or more

Figure (4): Distribution of the Sample by Years in Business

The distribution of years in business indicates a range of experience levels among respondents,
as 26% had been in business for up to a year, 24% had experience of 1 year to 5 years, 28% had
experience of 5 years to 10 years, and 22% had experience of 10 years or more.
Section 3: Business Growth and Economic Impact: This section examines how funding affects
business development and success as well as its broader economic ramifications for the digital
Palestinian economy.
Section 4: Challenges and Recommendations: Identifying the challenges that small businesses have
when trying to get finance and asking seasoned business people for recommendations on how to
improve access to capital for small enterprises.
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4. Finding and Discussion
Have you received financing for your small business in Palestine?

Have you received financing for your small business in Palestine?

Figure (5): Distribution of Sample Responses on the Possibility of Obtaining Project Financing
The above-mentioned pie chart pertains to the question of receiving financing for small
businesses in Palestine. In response to this, 52% of respondents reported that they had received
financing, while 48% indicated that they had not received any financing for their business.
In your opinion, how has the financing you received affected your business’s contribution to the

digital Palestinian economy?
Table (2): Distribution of Sample Responses on the Impact of Financing on the Palestinian Digital Economy

Frequency Percent Valid Percent Cumulative
Percent
Valid  Significantly Negative 9 18.0 18.0 18.0
Somewhat Negative 12 24.0 24.0 42.0
No Impact 9 18.0 18.0 60.0
Somewhat Positive 11 22.0 22.0 82.0
Significantly Positive 9 18.0 18.0 100.0

Total 50 100.0 100.0

Regarding the impact of financing on their businesses’ contribution to the digital Palestinian
economy, respondents expressed diverse opinions, with almost 24% describing it as somewhat
negative and 22% describing it as somewhat positive.

In your opinion, how has the financing you received affected your business’s contribution to the Palestinian
economy?

[ significantly Nagative

Wl Somewhat Negative

Mo Impact

[ somewhat Pasitive

DS\gmﬂ:anﬂy Paositive

Figure (6): Distribution of Sample Responses on the Impact of Financing on the Palestinian Digital Economy
The survey reveals that among those who received financing for their small business, the types
of financing they received did not belong to any specific type (said by 48% of respondents), while
others said that they received government grants and investor funding.
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If yes, please specify the type of financing you received.

Ho

M Bank Loan

M Government Grant
[ investor Funding
Oothers

Figure (7): Distribution of Sample Responses by Type of Funding Source
The question related to job creation has been asked of respondents, and almost 48% of
respondents believed that they had observed changes in job creation, while 52% believed there were
no observed changes in their business.

How do you believe job creation in your small business affects the overall Palestinian economy?
[ significantly Negative
M Somewhat Negative

W No Impact

[H Somewhat Positive

O significantly Positive

Figure (8): Distribution of Sample Responses on the Potential of Financing to Create Job Opportunities

Responses regarding the impact of job creation on the digital Palestinian economy varied from
14% who believed that there was no significant impact to 26% who believed that the impact was
somewhat negative and significantly positive.

Has financing enabled your business to expand or grow in any way?

Eves
H o

Figure (9): Distribution of Sample Responses on the Impact of Job Creation on the Palestinian Digital Economy
For the question related to whether financing enabled business growth or not, we have found
that almost 48% of respondents believed that financing had enabled their businesses to expand, while
52% believed that no such growth or expansion resulted from financing.
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Please explain how financing has impacted the development and success of your company?
Responses to this question provide valuable insights into the direct relationship between financing
and business development. Respondents who reported positive impacts likely used financing to invest
In expansion, acquire assets, or hire more employees. These investments contribute to increased
production capacity, market reach, and competitiveness. On the other hand, those who indicated
challenges may have faced issues related to repayment, interest rates, or inadequate financial
planning.

How do you think the advent of start-ups like yours contributes to Palestine’s economic growth?
Answers to this question reflect respondents’ perceptions of the broader economic impact of start-
ups. Positive responses likely emphasize how start-ups introduce innovation, create job opportunities,
and attract investment, ultimately contributing to economic diversification and growth. These insights
underscore the potential of start-ups as drivers of economic resilience.

What challenges have you faced while trying to raise funds for your small business?

This question uncovers the challenges faced by entrepreneurs when seeking financing. Common
issues may include navigating complex regulatory procedures, securing collateral, or encountering
reluctance from financial institutions due to the perceived risk in the Palestinian context. Responses
can inform policymakers and financial institutions about the barriers small businesses encounter and
drive reforms to facilitate access to finance.

By using your experience, what will you recommend to the small businesses in Palestine to improve
their finances, which will ultimately help boost the digital economy of the country?

Responses to this question provide valuable recommendations based on first-hand experiences.
Recommendations may include simplifying regulations, creating financial literacy programs,
establishing dedicated support centers for entrepreneurs, and fostering collaboration between
government agencies and financial institutions. These suggestions can serve as actionable steps to
enhance the financial landscape for small businesses in Palestine and, consequently, contribute to
economic growth.

Reliability Analysis

Based on standardized items, there is a significant concern regarding the internal consistency of the
questionnaire items. With a Cronbach’s alpha of only 0.131 and a slightly improved value of 0.146
when considering standardized items, the study’s items do not exhibit strong correlation or
agreement.among themselves. This suggests that the survey questions employed in the study may not
effectively measure the same underlying construct in a consistent manner.

Correlation Analysis

The study's correlation analysis reveals a variety of relationships among the variables. Notably, age
is positively correlated with variables such as “type of business” and “years in business,” suggesting
that older individuals tend to have more experience in specific business types and longer durations in
business. “Receiving Financing” exhibits a strong negative correlation with “Specifying the Type of
Financing,” which is logical, as specifying the type is relevant only if financing was received.
Additionally, gender, business type, and beliefs about job creation moderately correlate with
perceptions about the impact of financing on business contributions to the digital Palestinian
economy. Furthermore, beliefs about the impact of job creation on the overall Palestinian economy
strongly correlate with the observation of changes in job creation due to financing.

Regression Analysis

The study conducted a regression analysis to investigate the factors that influence the likelihood of
receiving financing for small businesses in Palestine. With an R-squared value of 0.740, the model
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demonstrates a reasonably strong fit, explaining approximately 74% of the variance in financing. The
ANOVA results confirm the overall significance of the regression model.

When examining the individual predictor variables, it becomes evident that “If yes, please
specify the type of financing you received” has the most substantial negative impact, with a beta
coefficient of -0.842, suggesting that specifying the type of financing received significantly reduces
the likelihood of receiving financing. Meanwhile, “gender” exhibits a positive impact with a beta
coefficient of 0.175, implying that being of a certain gender slightly increases the likelihood of
receiving financing. Other variables, such as age, educational level, type of business, years in
business, perceptions about the impact of financing on business contribution to the digital Palestinian
economy, and beliefs about job creation’s effect on the overall Palestinian economy, do not appear
to have statistically significant effects on receiving financing.

Model Summary
Table (2): Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 0.860? 0.740 0.673 0.289
ANOVA
Table (3): ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression 9.229 10 0.923 11.072 0.000P
1 Residual 3.251 39 0.083
Total 12.480 49

Coefficients
Table (4): Coefficients

Unstandardized Standardized
Model Coefficients Coefficients t Sig.
B Std. Error Beta

(Constant) 1.788 .307 5.827  0.000
Gender 0.175 .087 175 1.999  0.053
Age -0.006 .033 -.017 -0.185  0.855
Educational Level 0.009 .039 .019 0.220 0.827
Type of Business 0.063 .044 128 1429 0.161
Years in Business -0.049 .041 -.107 -1.179  0.245

If yes, please specify the type of financing you -0.287 .029 -.842 -9.746  0.000

received.

In your opinion, how has the financing you received -0.042 .033 -.115 -1.261  0.215

affected your business’s contribution to the

Palestinian economy?

Have you noticed any changes in job creation within 0.023 .096 0.023 0.240 0.811
your business or community as a result of the

financing you received?

How do you believe job creation in your small -0.020 .032 -.059 -0.630 0.532
business affects the overall Palestinian economy?
Has financing enabled your business to expand or -0.052 .090 -.052 -0.573  0.570

grow in any way?
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Analysis

The survey findings that have been conducted in Palestine by Palestinian small business owners shed
light on the multifaceted relationship between financing and its impact on the Palestinian economy,
which led to the discussion that explores these findings in depth, drawing on both the survey results
and relevant literature.

The impact of financing on small businesses and the Palestinian economy is significant.

The effect of finance on the contribution of respondents’ businesses to the digital Palestinian economy
varies. Significantly more than 40% of respondents (combined somewhat and significantly positive)
said that funding had a favorable impact on the economic contribution of their companies. Greater
production capacity, market reach, and competitiveness were the key benefits emphasized. This is in
line with the findings of the study, which indicate a positive correlation between funding and business
growth (Zarrouk et al., 2021).

However, it is critical to address the worries of the 42% of respondents who observed either
marginally unpleasant or very undesirable consequences of money. These figures suggest that not all
Palestinian small businesses are profiting from financing, which might be due to a number of
variables including the type of financing obtained, interest rates, and financial planning in order to
optimize the positive effects of finance. It is essential to address these issues and tailor financial
solutions to the particular needs of small enterprises.

Types of Financing and Their Implications

Here, we have seen that the majority of respondents, such as 48% of the 100% respondents, said that
there is a need for a greater degree of transparency and clarity in the financing process, as these
respondents said that they received money but did not specify what kind. However, almost 14% of
them replied that they received bank loans, while 16% replied that they received government grants.
These were regarded as the most common types of financing. Government grants, in particular, play
a vital role in supporting small businesses, especially in sectors deemed essential for Palestinian
economic growth. These findings underscore the significance of targeted financial support programs
to foster entrepreneurship and job creation.

Job creation and economic impact

Job creation is a pivotal economic impact of small businesses, as affirmed by 48% of respondents
who reported observing changes in job creation due to financing. This aligns with existing research
highlighting the role of small businesses in reducing unemployment rates and fostering economic
stability (Kpognon et al., 2022). It is clear that financing not only sustains and grows businesses, but
also has a cascading effect on the digital Palestinian economy through employment opportunities.
Small Businesses Face Challenges

The survey results echo the challenges outlined in the literature. Regulatory complexities, limited
access to collateral, and political instability are significant barriers faced by small businesses in
obtaining financing (Andriamahery & Qamruzzaman, 2022). These challenges hinder many small
enterprises from accessing the funds they need to thrive. Addressing these obstacles should be a
priority for policymakers and financial institutions in Palestine. Simplifying regulatory procedures,
offering specialized financial products, and fostering a supportive ecosystem for entrepreneurship are
key recommendations supported by both our survey respondents and the literature (Yigezu Wendimu,
2021; Mugedi et al., 2023).

Role of Start-ups in Economic Growth

Start-up enterprises are emerging as dynamic contributors to Palestine’s economic growth. They
introduce innovation, create jobs, and promote competitiveness. Respondents acknowledged the
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potential of start-ups to diversify the Palestinian economy. Therefore, supporting and nurturing the
start-up ecosystem is critical for the long-term economic resilience of Palestine.
Recommendations for small businesses
Respondents provided valuable recommendations for small businesses in Palestine. These
recommendations emphasize the importance of simplifying regulations, establishing financial literacy
programs, and fostering collaboration between government agencies and financial institutions. These
actionable steps align with the broader literature and can help improve financial access for small
enterprises, ultimately boosting the digital Palestinian economy.
5. Conclusion
This research delves into the intricate relationship between financing small businesses and its effects
on the digital Palestinian economy. The findings show a mixed landscape, with financing having both
positive and negative impacts on businesses. Common forms of financing include bank loans and
government grants, emphasizing the importance of tailored support programs. Job creation emerges
as a crucial outcome for small businesses, aligning with their role in reducing unemployment and
promoting stability. However, challenges like regulatory complexities and political instability persist,
hindering small businesses from realizing their full potential. Recognizing the potential of start-ups
to drive innovation and economic growth is essential. Recommendations from respondents, such as
simplifying regulations and enhancing financial literacy, offer practical steps to improve financial
access for small enterprises in Palestine.
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