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This thesis examines the short-run and long-run effects of fiscal and monetary policies 

on the growth of Small and Medium Enterprises (SMEs) in the United States over the period 

2015–2024. Using monthly time-series data and the Autoregressive Distributed Lag (ARDL) 

bounds-testing models, SME growth is measured by the percentage month-on-month change 

in total high-propensity business applications obtained from FRED. 

The results reveal a clear policy hierarchy. In the long-run, only fiscal policy matters: a 

sustained 1% increase in real government expenditure raises the SME growth rate by 47.73 

percentage points (p = 0.039), whereas a 1% increase in government revenue reduces long-run 

SME growth by 17.63 percentage points (p = 0.016). Monetary policy instruments (real 

interest rates, M2 money supply, and total exports) exhibit no significant long-run impact. In 
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the short run, monetary policy effects are significant but often counterintuitive: higher real 

interest rates temporarily boost SME growth (+12.38 percentage points per 1 percentage-point 

increase, p = 0.034), while rapid money-supply expansion strongly depresses it (–83.502 

percentage points per 1% increase, p = 0.026). Higher exports are associated with lower long-

run SME growth (–31.74 percentage points per 1% increase, p = 0.031). Vector Error 

Correction Model forecasts confirm that the fastest and strongest recovery of SME growth 

toward long-run equilibrium occurs under deficit-financed fiscal expansion (higher 

expenditure combined with restrained revenue growth). The findings imply that sustainable 

US SME growth requires prioritizing fiscal stimulus through increased government spending, 

financed by borrowing rather than immediate taxation, while exercising caution with 

aggressive monetary easing and export-led strategies. 
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1 Introduction 

 

 

This chapter presents the background information of the thesis, states the problem that the 

thesis seeks to address, highlights the research aim and questions that the thesis seeks to 

address, and presents the significance of the thesis. It also briefly presents the methodology 

adopted in addressing the research aim and questions.  

 

1.1 Background and Motivation 

 

Small and Medium Enterprises (SMEs) refer to organizations with few employees and a 

limited scope of operation in a particular area. However, the definition of SMEs varies based 

on the region. In Germany, SMEs are firms with fewer than 250 employees; in Nigeria, it is 

regarded as businesses with fewer than 300 employees; while in the US, this applies to 

companies with fewer than 500 employees (Gbandi & Iyamu 2022; Zighan & Dwaikat 2023). 

SMEs form the backbone of the global economy as they represent 90% of all businesses and 

absorb most of the working workforce (>50%) (World Bank2024). In the United States (US), 

SMEs are essential contributors to the economy, forming 99.9% of all businesses (33.2 million 

firms) while accounting for 46% of employment in the private sector and 63% of new jobs 

(Leppert 2024; US Chamber of Commerce 2023). Similarly, 32.6% of all US exports valued at 

$413.3 billion are linked to SMEs (US Chamber of Commerce 2023). The highlighted 

statistics reveal that SMEs profoundly affect the US economy and must be supported to grow 

it further. However, changes in fiscal and monetary policies can affect SMEs' growth; hence, 

there is a need for research on the effect of fiscal and monetary policy on SMEs' growth in the 

short and long run in the US.  

 

Fiscal policies entail macroeconomic strategies that governments used to influence the 

economy. In particular, expansionary fiscal policies are used to stimulate economic growth, 

such as government taxation and spending, which have a trickle-down effect on investment, 

businesses, and consumer disposable income (Wang et al. 2023). Meanwhile, monetary 

policies refer to financial tools central banks used to influence the money supply or value of 
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the currency (Gregory 2022). Monetary policy that affects SMEs includes interest rates and 

exchange rates, which, if too high, can discourage entrepreneurs from taking loans to start or 

expand their businesses (Bhar & Malliaris 2021). To put into perspective, in 2019, SMEs in 

the US took loans at an average interest rate of 10.5% and spent 6% of gross output to repay 

the interest, while large firms took loans at an average of 6% interest rate and used only 2% of 

gross output to repay the interest (Goldman Sachs 2023). The increased proportion of gross 

output spent on interest payments would imply that the SMEs would have less to invest in 

growth, innovation, and employment and, in turn, slower growth compared to large firms, as 

noted by Beck, Demirguc-Kunt, and Maksimovic (2008). This dynamic arises due to the fact 

that SMEs tend to have a high cost of borrowing and an interest rate burden in comparison to 

their output, limiting the volume of internal funds that can be used to make productive 

investments (OECD 2019). 

 

1.2  Problem Statement 

 

The issue that is examined in this thesis is the deterioration of SMEs in the US because of an 

unfavorable business climate. As President Trump assumed office in January 2017 on the 

premises of the America First policy, one of his priorities was to confront China on the 

grounds of stealing the intellectual property and manufacturing jobs of the US and restricting 

the access of the US companies to the Chinese market (Parsapour 2024). A brutal trade war 

that followed was marked by tariffs on both sides, and by 2019, the US had imposed tariffs on 

Chinese goods worth $350 billion, while China retaliated with $100 billion of tariffs on US 

products (Fajgelbaum & Khandelwal 2022). Instead of boosting trade, Trump's economic 

policies hurt most US businesses; as some analysts observed, "US economic growth slowed, 

business investment froze, and companies did not hire as many people. Across the nation, 

many farmers went bankrupt, and the manufacturing and freight transportation sectors have hit 

lows not seen since the last recession" (Hass & Denmark 2020). The retaliatory tariffs from 

China harmed most US small businesses, which did not have the manufacturing capacity to 

compete, leading to estimated job losses of around 300,000 (DePillis 2020). The trade war 

during Trump's first term in office severely weakened SMEs in the country and stifled their 

growth.  
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Before the US SMEs could recover from Trump’s trade war with China, there was the 

COVID-19 pandemic in 2020, and the accompanying lockdowns made things worse. 

According to Kang and Wang (2023), SMEs in the US were disproportionately affected by the 

pandemic compared to large firms because they did not have the legal structures and resources 

to counter the social-distancing measures and sustain remote working programs. A World 

Economic Forum (WEF) survey showed that one year after the COVID-19 outbreak, about 

34% of SMEs were still closed, as shown in Figure 1.1 (Ghosh 2021).  

 

Figure 1.1. Percentage of SMEs closed in different US cities (Ghosh 2021). 

 

The problem affecting SMEs during the pandemic was linked to liquidity issues, with most 

banks and financial institutions hesitant to allocate loans to SMEs due to the high risk 

involved (Adian et al. 2020). According to Wiatt et al. (2024), SMEs in the US needed at least 

five years to recover from the effects of the pandemic fully, but the recovery could be 

accelerated with good monetary and fiscal policies. Despite numerous studies conducted on 
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the impact of fiscal (Babatunde et al. 2023; Kersten et al. 2017) and monetary policies 

(Adekunle 2023; Finnegan and Kapoor 2023) on SMEs, the impact of these policies on the 

short-term and long-term development of SMEs in the US remains poorly understood. In this 

regard, further studies are required to determine the impact of fiscal and monetary policies on 

the short-run and long-run growth of SMEs in the US. This thesis aims to examine the effect 

of monetary and fiscal policies on the growth of SMEs in the US over the past decade. The 

research aim is supported by the following research questions.  

 

1.3  Research Questions 

 

The main research questions and sub-research questions (RQ1 to RQ3) are presented in this 

section. The section also presents the methodology used to address these questions.  

1.3.1 Main research question  

How did fiscal and monetary policies influence the short-run and long-run growth of Small 

and Medium Enterprises (SMEs) (change in the number of SMEs) in the United States 

between 2015 and 2024? 

1.3.2 Sub-questions 

i. RQ1: To what extent do fiscal policy instruments (government expenditure and 

government revenue) influence the short-run and long-run growth of US SMEs?  

This question is addressed using monthly time-series data (2015M1–2024M12) from FRED 

and US Treasury sources. An ARDL bounds testing approach is applied to estimate both long-

run co-integrating relationships and short-run dynamics, with unemployment rate, inflation 

rate, and exchange-rate volatility included as control variables. 

ii. RQ2: To what extent do monetary policy instruments (real interest rates, money 

supply, and total exports) influence the short-run and long-run growth of US SMEs?  

Monthly series on the effective federal funds rate (adjusted for inflation to obtain real rates), 

M2 money supply, and total US exports are employed. The same ARDL framework is used 

separately for monetary policy variables, allowing direct comparison of short-run and long-run 

elasticities while controlling for the same macroeconomic factors. 

iii. RQ3: What policy combinations (fiscal and monetary) are most effective in 

promoting sustainable SME growth in the United States?  
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Findings for RQ1 and RQ2 are synthesized and supplemented by Vector Error Correction 

Model (VECM) forecasts to identify the direction and magnitude of adjustment toward long-

run equilibrium under alternative policy scenarios (e.g., higher government spending with 

lower taxes, or lower interest rates with controlled money supply growth). 

 

1.4  Research Significance 

 

The result of this thesis will help policymakers in the US finance sector to identify the 

strategies that they can use to spur the growth of SMEs. This thesis will reveal the fiscal and 

monetary policies that positively or negatively affect the performance of SMEs in the US, 

which will help policymakers to adjust the policies to support entrepreneurship. Although 

many studies have been carried out on SME growth, different results have been documented, 

such as Okpabi et al. (2021), who found that government expenditure has a significant positive 

relationship with SME growth in the long term but a negative relationship in the short term. 

Conversely, Chandana et al. (2020) emphasized that the correlation between government 

expenditure and SME growth is positive and significant in both the short and long term. In this 

way, this thesis contributes to resolving the discrepancies and enhancing the ability of 

policymakers to make correct decisions. The thesis results may help the final policies of the 

UAS and other countries in making better decisions. Serrasqueiro et al. (2021) support this 

opinion by demonstrating that the growth of SMEs allows the creation of more jobs that can 

be used to address the issue of unemployment. In this regard, this thesis unveils measures that 

can be taken at a macro level to stimulate the growth of SMEs. 

 

1.5  Methodology Preview 

 

The thesis used a quantitative approach in which an econometric model was constructed with 

the growth rate of SMEs as a response variable, and the explanatory variables are those 

associated with monetary policies (money supply, exports, and real interest rates) and fiscal 

policies (government revenue and government expenditure). The econometric model was 

suitable in this instance since the research aim and questions demand causal inferences. The 

neural networks and random forests AI models would not be suitable in this thesis since they 
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are more predictive than causal (Athey & Imbens 2019). Without strong structural 

assumptions, these models fail to distinguish between causation and correlation. Econometric 

models like ARDL offer interpretable coefficients, which are essential to policymakers. But in 

the case of AI models, interpretability is not always easy and non-standardized for economic 

policy (Stock & Watson 2017). Finally, economic models like cointegration and ARDL were 

suitable since they explicitly deal with non-stationary macroeconomic data (Nkoro & Uko 

2016). Similarly, these models do not inherently deal with error correction mechanisms or 

long-run equilibrium relationships. Finally, the econometric model has been extensively used 

in other countries, including the Philippines (Censon et al. 2023), Nigeria (Chandana et al. 

2020), and Bahrain (Thabet 2021).  

 

1.6  Outline of Dissertation 

 

This dissertation is undertaken in six chapters. The first chapter introduced the introduction 

and discussed several subtopics: research aim and questions, problem statement, background, 

and significance. The second chapter proposes a literature review, which identifies the main 

trends from past studies and research gaps. The third chapter illustrates the methodology, with 

a focus on data collection and analysis, and the fourth chapter proposes key results from the 

analysis. The fifth chapter discusses key findings to understand their meaning and 

implications. The sixth chapter concludes and summarizes research findings, implications, 

recommendations, and limitations.  
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2  Literature Review 

 

This chapter is a literature review on SME growth; especially how different fiscal and 

monetary policies affect them. The chapter addresses both the theoretical framework and 

empirical research analysis. The review also describes the research gaps. It covers various 

subtopics, including theoretical framework, issues that influence SME growth, effects of 

monetary policies on SME growth, effects of fiscal policies on SME growth, gaps in research, 

and a summary of the chapter. 

  

2.1  Theoretical Framework 

 

The key ideas of this work were founded on the Keynesian theory of economics. The 

Keynesian economic theory, proposed by John Maynard Keynes in 1936, argues that to 

sustain and grow an economy, it is important to create a balance between aggregate demand 

and supply in an economy, unlike classical economic theories, which primarily focused on 

production activities to guarantee economic growth (Osuoha 2023; Prasetyo and Cahyani 

2022). Figure 2.1 presents a summary of the Keynesian economic theory. Based on Figure 2.1, 

it is observed that as the income of individuals and businesses (Y) rises between Y2 and Y1, 

the government's Average Expenditure (AE) is also likely to rise between AE5 and AE1 

(Montgomery 2010). The slope of the graph indicates the marginal propensity to consume, 

which illustrates the aggregate rise in demand as income rises (Montgomery 2010). One of the 

most important observations is that in the absence of taxation, the aggregate demand grows 

faster than the planned expenditure above the equilibrium level, which can spur economic 

growth.  
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Figure 2.1. Keynesian economic theory diagrammatic representation (Montgomery 2010) 

 

To reinforce this, Stiglitz (2024) pointed out that one of the key characteristics of Keynesian 

economics is the focus on government intervention in the form of fiscal and monetary policies 

to address inflation or recession rather than letting the market self-correct, which may take a 

long time. The findings of Prasetyo and Cahyani (2022) were also consistent with those of 

Olaniyan and Adepeju (2023), which means that increased government spending creates many 

economic opportunities in the economy that lead to a high employment rate, which, in turn, 

leads to consumer demand, which ensures a continuous balanced cycle of supply and demand. 

The Keynesian economic theory was used to reverse the negative impact of the 2008 recession 

in most economies, such as China, Germany, and the US, by developing stimulus packages 

and higher government spending during the crisis to boost demand and maintain economic 

activity (Adsule & Bhaware 2024). In this regard, it is realized that the effective application of 

Keynesian economic theory can enhance the economic growth of countries. 

 

However, contrasting views were presented by Weintraub et al. (2016), showing that 

government spending is not primarily about increasing economic opportunities but instead 

building confidence among consumers and investors that the economy is strong and that they 

should spend and invest instead of holding on to their money. One criticism of Keynesian 
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economics is that it can lead to inflation in the long run, hence requiring additional 

government regulation, such as taxation, to enable balanced economic growth (Palley 2024). 

From the reviewed studies (Adsule & Bhaware 2024; Olaniyan & Adepeju 2023; Weintraub et 

al. 2016), a crucial takeaway is that Keynesian economic theory can help explain the main 

ideas of this thesis related to how fiscal and monetary policies affect SMEs in the US. 

Through the theory, it is noted that government policies, especially those related to spending, 

can affect aggregate demand and enable the creation and expansion of many businesses. 

 

2.2  Fundamental Concepts 

 

The fundamental concepts considered in this section include SMEs growth and key economic 

indicators such as money supply, total exports, real interest rates, government expenditure, and 

government revenues.  

 

2.2.1 Defining and measuring SME growth 

  

SME growth can be measured in multiple dimensions: employment, sales/turnover, value 

added, total assets, or number of firms (OECD 2019; World Bank 2024). In the US context, 

the most widely accepted proxy for SME dynamism is the monthly change in the total number 

of business applications (high-propensity business applications series from the US Census 

Bureau, available via FRED), which strongly predicts net firm creation and job growth (Gouz 

& Piacentino 2023). This thesis adopts the percentage month-on-month change in total 

business applications as the dependent variable (GSME) because it directly captures entry and 

expansion decisions of new and young SMEs, the segment most sensitive to monetary and 

fiscal policy shocks. 

 

2.2.2  Key economic indicators used as policy instruments 

 

i. Real Interest Rate (R): The effective federal funds rate minus CPI inflation. It 

represents the true cost of borrowing for SMEs, who predominantly rely on bank loans rather 

than bond markets (Beck et al., 2008). 
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ii. Money Supply (M): Broad money (M2) captures liquidity conditions. 

Expansionary open-market operations increase M2 and typically ease credit constraints for 

SMEs (Cloyne et al. 2020). 

iii. Total Exports (E): Used as a proxy for exchange-rate and trade policy stance. A 

depreciation-induced export boom can raise SME revenues, whereas retaliatory tariffs or 

dollar appreciation reduce foreign demand (Maes et al.,2019). 

iv. Government Expenditure (X): Total federal outlays (consumption + 

investment). Higher expenditure injects demand into the economy and funds infrastructure and 

procurement contracts that disproportionately benefit SMEs (Gbande et al. 2018). 

v. Government Revenue (D): Total federal receipts (primarily taxes). Higher 

revenue through corporate or payroll taxes raises the cost of doing business and reduces 

retained earnings available for reinvestment (Babatunde et al. 2023). 

Understanding these definitions and transmission channels is essential before 

examining empirical evidence on how changes in each indicator affect SME entry and 

survival. 

 

2.3  Challenges Affecting SMEs' Growth 

 

The existing literature suggests that a few obstacles, including the inability to secure 

financing, issues with cash flow management, and insufficient capital, can impede the 

development of SMEs. Albalushi and Naqshbandi (2022) analyzed the problems faced by 

SMEs in Oman and found that the inability to access loans is a significant problem. In this 

case, banks declined loan applications up to 70 percent due to high risks of SMEs, and when 

they were approved, there were high delays in disbursement (Albalushi & Naqshbandi, 2022). 

Khan (2022) echoed the views of Albalushi and Naqshbandi (2022) by examining the barriers 

to SME development in Pakistan and found that the lengthy nature of the loan application 

process, coupled with the high rates of corruption where officials require bribes to register 

SMEs, discouraged entrepreneurs. The results indicate that the issue of loan access is solvable 

to improve the development of SMEs.  
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Taxation has also been cited as a major issue that influences the growth of SMEs. According 

to Picas et al. (2021), high taxes among Portuguese SMEs were a major impediment to their 

profitability and growth. Conversely, Tsuruta (2020) examined SMEs in Japan and observed 

that low taxation of SMEs and high taxation of large companies tend to make most SMEs 

maintain their low status and avoid growth to avoid losing the tax incentives. The findings 

suggest that high taxes can be a barrier to SME growth. 

  

The unavailability of capital may also stifle the growth of SMEs. Ibirogba (2024) examined 

issues encountered by SMEs in the US and observed that 40 percent of businesses earned less 

than $100,000, implying that they did not have the capital to grow or a financial buffer during 

a crisis. Nevertheless, Beckmann et al. (2023) provided opposing opinions following a 

systematic review by stating that SMEs in rural regions did not have an issue with access to 

financing since they tend to adopt a trade credit policy where they can obtain products on 

credit because of the good relationships established with stakeholders in the supply chain. 

Based on the research, the literature is not unanimous whether SMEs have difficulties in 

accessing capital to stimulate their growth. 

  

The other observation was that SME owners did not have the management skills to maintain a 

steady flow of cash in their businesses. Khan (2022) emphasized that the absence of 

management skills among SME entrepreneurs in Pakistan frequently implied that they were 

unable to withstand the intense competition, and businesses were closed after some time. The 

findings of Khan (2022) aligned with the previous submissions of Schepers et al. (2021), who 

investigated the problems impacting the Belgian SMEs during the COVID-19 crisis and 

emphasized that cash management was an issue because of the decreased demand of 

customers based on the traditional business models. Nevertheless, the Belgian government 

provided financial assistance to SMEs to address cash flow issues in the pandemic and stay 

afloat in the crisis (Schepers et al. 2021). Ibirogba (2024) supported Schepers et al. (2021) and 

Khan (2022) in pointing out that the US SME management problems were manifold and 

comprised of low employee retention, time management problems, and inventory 

management, which led to decreased competitiveness and survival of the businesses. 

Nevertheless, Winarsih and Fuad (2021) also emphasized the opposite, stating that SMEs are 



23 

flexible due to their small size and can easily implement new practices and technologies to 

adapt to the changing market conditions. According to the studies, one of the most important 

lessons is that despite the management issues that may slow down the development of SMEs, 

the establishment of awareness of various innovative practices can enhance their efficiency 

and guarantee that the businesses will overcome the challenges.  

 

2.4  Effect of Monetary Policies on SME Growth 

 

Monetary policies are the measures that central banks take to assist governments in regulating 

the value, cost, and supply of money in the economy. According to the existing literature, the 

main monetary policies that impact SMEs are interest rates, which impact liquidity, and 

money supply, to influence cash reserves (Ilo et al. 2023). Specifically, Adekunle (2023) 

examined monetary policies in Nigeria and observed that high interest rates have a strong 

adverse impact on SME development. When the interest rates on loans are high, small 

businesses are compelled to pay a substantial portion of their incomes to pay the loans, which 

can lead to cash flow problems and undermine the capacity of the businesses to meet short-

term financial obligations (Adekunle 2023). Fransiska et al. (2024) also support the findings of 

Adekunle (2023) by stating that low interest rates make loans affordable and accessible to 

most SMEs, enabling them to improve their daily operations, invest in new technologies, and 

expand. Conversely, high interest rates mean that businesses are not ready to borrow money, 

and the economy stagnates (Hunjra et al. 2022). Finnegan and Kapoor (2023) noted that low 

interest rates could reduce uncertainty in the economy and stimulate investments, but they 

warned that in low-interest environments, banks would prioritize lending to younger, riskier 

firms that can be charged higher interest rates. In this regard, not every SME will be in a 

position to borrow money despite the low interest rates. The literature suggests that even 

though the reduction of interest rates is necessary in stimulating access to loans by SMEs, the 

government must intervene and compel banks to lend to all SMEs without discrimination.  

 

The regulation of money supply is the other monetary policy that can influence the growth of 

SMEs. According to Cloyne et al. (2020), central banks can influence the amount of money in 

the economy by selling or buying securities such as bills and bonds in the open market. 
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Specifically, the selling of securities often leads to the central bank absorbing cash in the open 

market, reducing liquidity, and limiting the ability of entrepreneurs to start or expand 

businesses (Correa et al., 2022). Conversely, purchasing security allows central banks to inject 

more money into the economy, promoting investments and financing SMEs by venture 

capitalists (Finnegan and Kapoor, 2023). Belongia and Ireland (2024) emphasized, in offering 

an alternative perspective to Correa et al. (2022) and Finnegan and Kapoor (2023), that central 

banks control the amount of money in circulation to assist in controlling inflation and ensuring 

that commercial banks meet the minimum reserve requirements. Specifically, when central 

banks absorb money from the open market, inflation is lowered, while increasing the money 

supply in the economy raises inflation (Belongia & Ireland 2024). From the studies, it is noted 

that to promote SME growth, central banks need to buy up securities to increase the money 

supply and improve entrepreneurs' access to capital. However, in controlling the amount of 

money supplied to the open market, central banks should be careful to minimize the potential 

negative consequences of inflation.  

 

The third monetary policy considered in this thesis involves exports, which are an indicator of 

exchange rate fluctuations. Maes et al. (2019) explored the effect of exports on SME 

performance in Belgium and noted that exports varied largely with exchange rate exposure, in 

which an increase in exchange rates makes exports more expensive than imports, leading to 

more SMEs supplying only the domestic market. Reduced exports hinder SME growth since 

the market for companies becomes smaller, while increased exports improve SME growth due 

to more sales and revenue that facilitate expansion (Gkypali et al. 2021). The views of Maes et 

al. (2019) were similar to the earlier study of Rua et al. (2018), who highlighted that higher 

exports lead to improved SME performance and growth when competitive advantage is a 

mediating variable that makes the SMEs have a loyal and broader customer base due to 

superior products and services. However, contrasting views were presented by Revindo et al. 

(2019), who underlined that exports only lead to SME growth where there is a government 

assistance program to stabilize the exchange rate and improve geopolitical relationships that 

ensure expanded markets for export. In this regard, the findings imply that although exports 

have the potential to enhance SME growth, other factors are required, including increased 

competitiveness and more government support.  
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2.5  Effect of Fiscal Policies on SME Growth 

 

Fiscal policy involves the measures that governments employ to manipulate the business 

environment. Marlina (2023) described that the most common fiscal policies are government 

spending and revenue. The government can boost its revenue by reducing subsidies or 

increasing taxes, which decreases the purchasing power of individuals, thus negatively 

impacting the demand for goods and services (Marlina 2023). In these cases, SMEs might not 

be able to survive due to low product demand, which increases the chances of losses. 

Babatunde et al. (2023) also echoed the sentiments of Marlina (2023) by observing that when 

governments tax SMEs multiple times, the growth of the businesses is stifled since there is no 

money left to reinvest in the business, and thus the business cannot grow. Even though Jusufi 

and Gashi-Sadiku (2020) reported similar results as Babatunde et al. (2023), one of the most 

important additions was that low taxes enable SMEs to participate in value-added economic 

activities, which guarantee increased profits and business growth. The results suggest that the 

US government ought to lower corporate taxes to encourage the growth of SMEs in the long 

term.  

 

Conversely, Jusufi and Gashi-Sadiku (2020) observed that raising income tax in developed 

nations can boost government revenues without reducing SME growth, whereas in developing 

nations, international trade taxes are more appropriate. Continuing on this, Kersten et al. 

(2017) performed a systematic review and emphasized that in the short term, government 

revenue growth can boost SME development by funding support programs, including 

subsidized loans, grants, or credit lines. Xiang and Worthington (2017) concurred with 

Kersten et al. (2017) and further argued that, in order to make cheap government loans 

beneficial to SMEs in the short term, the companies should be highly innovative and efficient 

to provide them with a competitive edge. Contrasting views were also highlighted by Gbande 

et al. (2018), who conducted a detailed analysis of how fiscal policies affected SME growth in 

Nigeria from 1999 to 2016 and realized that SMEs are not significantly affected by 

government taxation. The literature shows that to encourage SME growth in the US, the 

government should reduce taxation to stimulate consumer demand and revenue reinvestment 
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by SMEs. However, in cases where increasing government revenue is necessary, the priority 

should be increasing income taxes rather than corporate taxes.  

 

The other fiscal policy influencing the business environment entails government expenditure 

or spending. Gbande et al. (2018) highlighted that government expenditure has a positive and 

significant effect on the growth of Nigerian SMEs. In particular, the introduction of money 

into the economy through state and federal governments in different programs, such as 

agriculture, infrastructure, and health, triggers the establishment of new businesses to support 

the implementation of the programs, which leads to the emergence of SMEs (Gbande et al. 

2018). Similar views have been highlighted by other researchers, who have shown that 

government investment enhances economic growth because spending on education increases 

the productivity of workers (Kousar et al. 2023), spending on research increases innovation 

(Bellucci et al. 2019), and spending on health increases the health of workers, which ensures a 

productive and stable workforce (Cammeraat 2020). The results of Gbande et al. (2018) were 

also consistent with those of Makin and Layton (2021), who found that government 

expenditure during economic crises, such as the pandemic, is particularly significant to reverse 

depressions and recessions because it encourages consumer spending and investments across 

the economy, thereby stimulating growth. Like Makin and Layton (2021), a recent report by 

the World Bank showed that the Coronavirus Aid, Relief, and Economic Security Act 

(CARES Act) in the US provided that the government gave cash transfers of 1200 per adult 

and 500 per qualifying child under 17 years (Gentili 2022). The government cash transfers 

failed to fully counteract the effects of the pandemic, but they offered a significant economic 

boost that reduced the adverse effects of the pandemic on the economy by ensuring that SMEs 

survived because of the high consumer demand (Gentili 2022). The results indicate that 

government expenditure can boost the development of SMEs in the long run.  

 

However, contrary arguments were also highlighted by Okunlola et al. (2024), who showed 

that government spending does not always lead to the development of SMEs unless other 

moderating factors, such as conflict and corruption, are controlled. In particular, corruption 

and conflict management increase the efficiency of the implementation of government 

programs when all businesses are paid to supply and provide services, thereby increasing 
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economic growth (Okunlola et al. 2024). Also, Frank et al. (2014), Okpabi et al. (2021), and 

Prasetyo (2020) reported that government spending negatively impacts SME growth in the 

short term. The trend can be attributed to the fact that to spend, the government must raise 

taxes, which can impact the productivity of businesses in the short term but not receive 

immediate returns on large-scale investments (Frank et al. 2014). Based on the literature, it is 

understood that despite the importance of increasing government spending in the growth of 

SMEs, caution must be taken to address the possible challenges, including corruption, which 

can impede the successful execution of government programs. 

 

2.6  Research Gaps 

 

One of the key gaps of the reviewed studies is that, in recent years, after the pandemic, limited 

research has been done on the impact of monetary policies on SME growth in the US 

(Adekunle 2023; Fransiska et al. 2024; Maes et al. 2019). Despite numerous similar studies 

conducted in other countries, the situation in the US is special because of the number of 

challenges that SMEs had to face prior to the pandemic. In this regard, the gap needs to be 

filled with particular consideration to determine whether monetary policies can influence the 

business environment of SMEs in the US. The other gap identified in the literature is that 

despite the vast amount of research that has been conducted on the impact of fiscal policies on 

SMEs, most of the research has concentrated on particular fiscal policy instruments, including 

government spending, and there is a gap in the literature on how other fiscal policy 

instruments, including taxation or government revenues, influence SMEs. In this regard, this 

thesis fills this gap by considering various fiscal policies that increased government spending 

and increased government revenues through taxation, to have a comprehensive picture of their 

impact on SME growth.  

 

2.7  Summary 

 

A synthesis of studies on fiscal and monetary policy effects on SMEs reveals valuable trends. 

Government expenditure consistently shows a positive long-run effect on SME growth in 

Nigeria (Gbande et al. 2018), Indonesia (Prasetyo 2020), and Kosovo (Jusufi & Gashi-Sadiku, 
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2020), primarily through demand stimulus and public procurement channels. Short-run effects 

are often insignificant or negative due to crowding out or higher immediate taxation. Higher 

government revenue through tax revenue is generally negatively associated with SME 

profitability and growth (Picas et al. 2021; Babatunde et al. 2023), though a few studies report 

short-run positive effects when revenues funded targeted SME support programs (Kersten et 

al. 2017). The reviews also show that lower real interest rates and higher money supply 

growth improve SME credit access and investment in most contexts (Adekunle 2023; 

Fransiska et al. 2024), but the effect weakens or reverses in high-inflation environments. 

Lastly, export orientation has been shown to boost SME performance only when accompanied 

by stable exchange rates and government export-promotion schemes (Gkypali et al. 2021; 

Revindo et al. 2019). Notably, almost all existing evidence comes from emerging or European 

economies. The United States, with its unique dual mandate Federal Reserve, large automatic 

stabilizers, and post-2018 trade war experience, remains severely under-studied, creating a 

clear justification for the present research. 
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3 Methodology 

 

This chapter shows the process of data collection and analysis. As this research utilized 

secondary quantitative data, the methodology explains how the secondary data were sampled 

among the available sources and the statistical tests applied to meet the predetermined goal on 

the impact of fiscal and monetary policies on SMEs in the US. It discusses several subtopics, 

such as research philosophy and method, data variables, data collection, data analysis, and 

ethical considerations. The research philosophy and method introduce and explain the main 

concepts that underline data collection and analysis. The subtopic on data variables identifies 

the indicators of monetary and fiscal policies and categorization into dependent and 

independent variables. The data collection section demonstrates the procedure of data 

extraction, and the data analysis demonstrates the particular statistical tests that were 

conducted to obtain results. Lastly, the ethical consideration shows the steps that were 

undertaken to improve the accuracy and confidence of the findings.  

 

3.1  Research Philosophy and Method 

 

The primary concepts of this research were supported by a positivist philosophy. Park et al. 

(2020) state that positivism is founded on the idea that reality is objective, and therefore, there 

are certain universal social norms and laws that affect human behavior. Positivists emphasize 

that scientific quantitative methods should be applied to the analysis of relationships in society 

to guarantee the reliability and generalizability of results (Sapre 2022). Positivism was 

considered applicable in this thesis as it allowed objective measurements and analysis of the 

impact of monetary and fiscal policies on the growth of SMEs. Meanwhile, positivism was 

considered appropriate in the context of this thesis since it focuses on practical solutions to 

issues by demonstrating the necessity to collect information rather than information that is 

based on the feelings and subjective opinions of the participants. Thus, the findings might be 

deemed to produce solutions to issues impacting SMEs and extrapolated to nations that have 

financial systems comparable to that of the US. 
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Moreover, this research considered a secondary quantitative approach, which is the gathering 

and analysis of published numerical data. One of the key benefits of the quantitative approach 

is that it gives an understanding of the correlation between various variables, which allows 

making more definitive and precise conclusions (Daud et al. 2022). At the same time, the 

secondary data in this thesis provided a fast and convenient way of collecting data, which 

ensures the saving of time and costs (Nabella et al. 2023). This research used the quantitative 

methodology by collecting and analyzing variables related to monetary policy, fiscal policy, 

and SME growth in the US. Appropriate regression models were developed to show the 

associations between different variables. The quantitative method was suitable in this research 

because it helps to distinguish between the significant and insignificant economic policies that 

affect the development of SMEs.  

 

3.2  Data Variables 

  

In this thesis, various variables were considered during the analysis, such as dependent and 

independent variables. The variables were chosen based on similar studies carried out in other 

countries, including Bahrain (Thabet 2021), Nigeria (Ehikioya et al. 2018), and the Philippines 

(Censon et al. 2023). Also, the research question developed was considered when determining 

the variables to be used in data collection. The dependent variable was the SME growth rate 

(G). The variable was derived by calculating the percentage change in the number of US 

SMEs in a month relative to the number of US SMEs in the preceding month. In the 

meantime, the independent variables considered were those associated with monetary and 

fiscal policies in the US. The monetary policy variables that were considered were real interest 

rates (R), money supply (M), and total exports (E). Real interest rates show the rates charged 

by the US Federal Reserve Bank; the money supply was calculated by the minimum cash 

reserves to the US commercial banks as required by the Federal Reserve Bank, and the net 

exports reflected the value of all goods exported to other nations by the US. In the meantime, 

the fiscal variables are the total government expenditure (X) and government revenue (D). The 

government spending was pegged on the information on monthly net outlays, which indicated 

the precise amount paid by the US government to assist in fulfilling the demands of various 
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sectors of the economy. Finally, the government revenue was calculated based on the 

information on the revenue of IRS tax, IRS non-tax, and non-tax streams as reported in the US 

Treasury database. Three control variables were also collected since they can influence SME 

growth, such as unemployment rate (U), inflation rate (F), and exchange rate volatility (V). 

The control variables were considered as monthly percentages. 

  

3.3  Data Collection 

 

The data collection process involved several steps. The initial one was the creation of a narrow 

research question that helped to define the key points of the thesis and identify the variables. 

In this research, the formulated research question was as follows: How do fiscal policy and 

monetary policy affect the growth (change in number of SMEs) of the SMEs in the US in the 

short and long run? Based on the research question, the three most significant variables that 

were identified to guide the data search and extraction were SME growth, monetary policies, 

and fiscal policies. The information used in this thesis was sampled from different databases, 

like the US Treasury and the Federal Reserve Economic Data (FRED). The databases were 

chosen because they are reputable and reliable and offer detailed datasets of different 

industries over a long period. The sampling period was the past decade, 2015-2024, where the 

data were first acquired in the databases and then tabulated in Excel worksheets before 

analysis. The selection of data over the past decade made sure that the new and vast data could 

be used to understand the effects of fiscal and monetary policies on SMEs and provide a 

comprehensive description of the short and long-term developments in SME growth. The data 

was about monthly values of different variables of choice.  

 

3.4  Data Analysis 

  

The data sampled was analyzed through a quantitative econometric approach to determine the 

effects of fiscal policy and monetary policy on SME growth. The model used in the analysis 

was the Autoregressive Distributed Lag (ARDL) model to determine the long-run equilibrium 

relationships and short-run dynamics in the data (Nkoro & Uko 2016). The ARDL was 

appropriate because it aligns with the research aim of establishing the causal relationship 
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between fiscal and monetary policy instruments and SMEs growth to facilitate evidence-based 

policy recommendations. Statistical analysis was an important part of the econometric 

modeling process because it enables the transformation of complex data into actionable 

information that is required to make decisions (Zakhidov 2024). Here, secondary and 

historical macroeconomic and SME data were modeled to predict growth trends under 

different policy conditions.  

 

3.4.1 Descriptive statistics 

 

Descriptive statistics, which include mean and standard deviation, were used to summarize the 

central tendencies and variability in the SME growth, money supply, real interest rates, 

exports, government revenue, and expenditure. The mean and standard deviation formula and 

associated parameters are shown in equations 1,2, and Table 3.1:  

x̄ = (
∑ Xi

n
) (1) 

s = (√(∑ Xi− x̄) 2 

n−1
) (2) 

 

Table 3.1.Parameters for the mean and standard deviation 

Parameter Meaning 

𝑠 sample standard deviation 

𝑛                               sample size 

𝑥𝑖                                individual observation 

𝑥̄                               sample mean 

i                               i = 1, 2, 3, … , n. 

 

Descriptive statistics serve several purposes, including visualization of crucial metrics over 

time, enabling insight into changes in business analytics (Haden 2019). For this thesis, 

descriptive statistics findings were illustrated in tables and graphs. The graphs showed the 

trends of different variables from 2015 to 2024, enabling comparison of pre- and post-

COVID-19.  
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3.4.2 Normality test 

 

A normality test was used to assess whether the sample data were drawn from a normal 

distribution. In a normal distribution, data is symmetrically distributed with no skew. In this 

regard, the coefficient of skewness from descriptive statistics tests was used to confirm the 

normality assumption. Skewness can be computed using different formulas, but a more precise 

one, which is often used in statistical software, is Fisher's g-statistics, shown in equation 3 and 

associated parameters in Table 3.2. 

g1 = (
∑(x− x)̄3

 

n×s3 ) (3) 

 

Table 3.2. Parameter of skewness 

Parameter Meaning 

g1                                Fisher's g-statistic 

s sample standard deviation 

n                                sample size 

xi                                individual observation 

x̄                                sample mean 

i                                i = 1,2,3,…,n.  

 

Sarstedt et al. (2021) state that data is normally distributed when the skewness value is 

between -2 and +2, whereas skewness values outside the range indicate non-normality of data. 

In this respect, skewness values were calculated and verified prior to the use of the dataset in 

regression analysis to ascertain whether the data were normally distributed.  

 

3.4.3 Stationarity test 

 

The other assumption that is considered when performing regression analysis using time series 

data is that the data is stationary. The concept of stationarity concerns consistency in time 

series data, where the descriptive statistics of mean and variance are supposed to be constant 

across any time period chosen in the dataset (Getahun 2021). Alsharef et al. (2022) state that 

stationary data is essential in regression analysis as it assists in creating more precise and 



34 

dependable forecasting models. The Augmented Dickey-Fuller test was used to test 

stationarity in this thesis. In cases where time series data is known to be non-stationary, it can 

be converted to stationary data through various approaches, such as logarithmic transformation 

and differencing (Gomez-Cravioto et al. 2024). Cointegration analysis required the test. 

Equation 4 shows the ADF function used in this thesis, and Table 3.3 shows the associated 

parameters:  

∆Gt  =  α + βt  +  γGt−1  +  δ1∆Gt−1  +  δ2∆Gt−2 + δ3∆Gt−3  ⋯ δp∆Gt−p  +  ϵt (4) 

 

Table 3.3. Parameters for the Augmented Dickey-Fuller test 

Parameter Meaning 

∆Gt First difference of SMEs growth rate (G) at time t 

α intercept (constant) 

βt Coefficient for a time trend 

γ Coefficient of the lagged level of SMEs growth rate (G) (Gt−1) 

δi Coefficients for the lagged first differences of G (∆Gt−1) 

ϵt Error term 

i  i = 1,2,3,…,n.  

 

In this thesis, the logarithmic transformation was considered for the non-stationary datasets to 

stabilize the variance and convert an exponential growth trend into a linear one. The first 

difference in the logarithmic values was determined and used for the analysis of data that still 

exhibited non-stationarity after logarithmic transformation. The output from the Augmented 

Dickey-Fuller test is shown in Appendix 1 for the different data transformation levels.  

 

3.4.4 Correlation test 

 

A Pearson correlation test was used to test the strength and direction of the linear relationship 

between two variables in the analysis. When conducting regression analysis, one assumption is 

that each observation is unrelated to another and the error terms are not correlated with each 

other (Wiedermann & Eye 2016). As a rule of thumb, a correlation coefficient of more than 

0.8 indicates a serious concern for multicollinearity (Simon Fraser University 2024). A 
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Pearson correlation was adopted to test the correlation (Table 3.4), with the formula used 

expressed in Equation 5 as:  

r =
n(∑ xy) − (∑ x)(∑ y)

√[n ∑ x2 − (∑ x)
2

][n ∑ y2 − (∑ y)
2

]
… . . (5) 

 

Table 3.4. Parameters for Pearson correlations 

Parameter  Meaning  

r Pearson correlation coefficient 

n Number of data points  

∑ xy sum of the product of each pair of x and y values 

∑ x sum of the x-values 

∑ y sum of the y-values 

∑ x2 sum of the squares of the x-values 

∑ y2 sum of the squares of the y-values 

 

Variables depicting higher correlation coefficients are removed and replaced to achieve the 

multicollinearity assumption.  

 

3.4.5 Cointegration test 

 

A cointegration test was conducted to determine whether there were meaningful long-term 

linear relationships between the fiscal and monetary policies and SMEs growth in the US. 

Ordinary Least Squares (OLS) regression is assumed to consider only short-term effects. 

However, it is crucial to check whether the relationships are sustained in the long term for 

time series data. From the stationarity test, it was noted that the variables achieve stationarity 

at different levels. For instance, the SME growth rate achieved stationarity in the second stage 

of transformation, while government expenditure achieved stationarity in the third stage. 

Therefore, the Unrestricted Error Correction Model (UECM) was used to test the existence of 

a long-run (cointegrating) relationship among variables with different orders of integration 
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(Nkoro & Uko 2016). The UECM (Table 3.5) used during the tests is expressed in equation 6 

as:  

∆Yt = α0 + ρ. ln(Gt−1 ) + λ1 . Rt−1 + 𝛌2. ln(Mt−1 ) + λ3 . Ft−1 +λ4 . Vt−1 + 𝛌5. Ut−1 +

𝛌5. ln(Et−1 ) + 𝛌7. ln(Dt−1 ) + ∑ ∅i
p
i=1 ln (Gt−1) + ∑ β1j

q1
j=0 ∆Rt−j + ∑ β2j

q2
j=0 ∆ln (Mt−1) +

∑ β3j

q3
j=0 ∆Ft−j + ∑ β4j

q4
j=0 ∆Vt−j + ∑ β5j

q5
j=0 ∆Ut−j + ∑ β6j

q6
j=0 ∆ln (Xt−j) +

∑ β7j

q7
j=0 ∆ln (Dt−1) + ϵt (6)  

  

Table 3.5. Parameters for the UECM Model 

Parameter  Meaning 

α0 Constant (intercept) 

ln (Gt−1) Log of the number of SME 

∆ First difference operator (short-run changes) 

λ1to λ7 Long-run level coefficients 

Yt Dependent variable ( SME growth) 

Rt−1 Real interest rates  

Ft−1 Inflation rate 

ln (Mt−1) Log of money supply (M) 

Vt−1 Exchange rate volatility 

Ut−1 Unemployment rate 

ln (Et−j) Log of real government expenditure 

 

ln (Dt−1) Log of real government revenues 

 

∅i Short-run coefficients on lagged variables on ∆ln(Gt−1 ) + λ1 

 

p, q1,q2 Lag orders, selected based on information criteria like AIC or BIC 

β1j
 to β7j

 Short-run dynamic coefficients 

ρ Speed of adjustment (expected negative and significant for cointegration) 

ϵt Error term  

i i = 1,2,3,…,n.     

j j = 1,2,3,…,n.   
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3.4.6 Regression test 

The regression test was adopted in this case because of the need to explore the relationship 

between fiscal and monetary policy and the growth of SMEs in the short and long run. The 

econometric regression model developed based on the selected variables is shown in Equation 

7 and the associated parameters in Table 3.6. 

Gt  =  β1Rt  +  β2Mt  +  β3Et  +  β4Xt  +  β5Dt  +  β6Ut  +  β7Ft  +  β8Vt  +  ϵt (7) 

 

Table 3.6. Parameters for the Regression Model 

Parameter Meaning 

Gt SMEs' growth rate at time t 

Rt Real interest rate at time t 

Mt Money supply at time t 

Et Total export at time t 

Xt Government expenditure at time t 

Dt Government revenue at time t 

Ft Inflation rate at time t 

Vt Exchange rate volatility at time t 

Ut Unemployment rate at time t 

𝛽1−8 Coefficients for the independent variables 

𝜖𝑡 Error term 

 

Since a time, series dataset was used in this research, the regression model was analyzed from 

two perspectives. Firstly, the regression model was analyzed based on short and long-run 

effects using the ARDL model in Stata software and following the guidance of Kripfganz and 

Schneider (2016). The ARDL model used in this thesis can be expressed in Equation 8 and 

associated parameters in Table 3.7.  

∆Yt = α + ∑ ∅i
p
i=1 ∆Yt−i + ∑ βj

q1
j=0 ∆Mt−j + ∑ γk

q2
k=0 ∆Ft−k + ∅Yt−1 + λ1Mt−1 +

λ2Ft−1 + ϵt (8) 

Table 3.7. Parameters for the ARDL Model 

Parameter Meaning 
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𝑌𝑡 Dependent variable representing SME growth. To capture growth effects, the natural log of an 

SME's growth rate was used, so ∆𝑌𝑡 represents short-run growth 

𝑀𝑡 Monetary policy proxy, e.g., interest rates (higher rates indicate tighter policy, expected to negatively 

affect SME growth by increasing the cost of borrowing) 

𝐹𝑡 Fiscal policy proxy, e.g., the natural log of real government consumption expenditures. 

𝛼 Constant (trend='c' in estimation) 

𝑝, 𝑞1,𝑞2 Lag orders, selected based on information criteria like AIC or BIC 

∅, 𝜆1,𝜆2 Coefficients for the lagged levels, used for cointegration testing 

𝜖𝑡 Error term  

 

As noted in the foregoing section, the ARDL model was the model of choice in regression 

because of the cointegration. Secondly, the analysis was done using distributed lag, in which it 

is assumed that the lagged values of a variable can also be used to predict the dependent 

variable. This view is based on the assumption that the past values of a variable can also be 

used to predict its future values without considering other variables (Kripfganz & Schneider 

2016). In this way, the optimal lags of each variable were determined, and regression was 

conducted. The best lags of each variable were determined using Stata by running the 

following command: matrix list e (lags) and then considering them in the regression process. 

To give an example, the money supply variable had two lagged values, but the government 

expenditure had no lagged values. In the analysis of the regression results, the main emphasis 

was on p-values to identify variables that significantly influence the dependent variable.  

 

3.5  Ethical Consideration 

 

As this research did not involve human subjects, the ethical considerations were associated 

with the secondary data and involved transparency and integrity. Transparency involves 

explaining the data collection and analysis methods used in research so that readers can 

reproduce and obtain similar findings (Miguel 2021). In this case, transparency was observed, 

and the various statistical tests that were done to reach the various conclusions were explained 

in detail. In addition, transparency was ensured through the provision of links to raw data so 

that the readers can access and use the data to replicate this research. Meanwhile, integrity 

entails following the professional research guidelines related to the correct citation and 



39 

accurate data reporting and interpretation to promote confidence and trust in the study 

conclusions (Roje et al. 2023). Integrity was implemented in this thesis by accurately 

extracting data from different sources and using the findings to generate conclusions.  

3.6  Methodological Limitations 

 

One methodological limitation of this thesis was data scarcity, in which the published data on 

monetary and fiscal policies in the US considers only a few variables. This meant the topic 

analysis was limited to a small range of monetary and fiscal policy indicators. The other 

limitation of this research is that gathering quantitative data showed causal relationships 

between variables, but it restricted the understanding of the reasons for significant 

relationships between economic policies and SME growth. In this respect, this thesis acts as a 

foundation for further research on the development of SMEs.  
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4 Findings 

 

In this chapter, the key findings from the analysis are presented. The results help address the 

research aim of examining the effect of fiscal and monetary policies on SMEs' growth in the 

short and long run. Descriptive statistics of the data are presented, showing general trends of 

datasets used as central tendencies, including mean and standard deviation. Regression output 

is also highlighted, indicating a cause-and-effect relationship between independent and 

dependent variables. The key insights are summarized at the end of the chapter.  

4.1  Descriptive Statistics 

The US interest rate trends from 2015 to 2024 are indicated in Figure 4.1.  

 

Figure 4.1. Trends of US interest rates from 2015 to 2024 (FRED 2024a) 

 

Figure 4.1 shows a gradual rise in interest rates before the pandemic, which suddenly fell after 

the COVID-19 outbreak to almost zero and stayed low for over two years before rising to 

reach a peak of 5.33% in March 2024. A crucial takeaway is that although COVID-19 may 

have affected business operations, it was also accompanied by a drop in interest rates to 

incentivize entrepreneurs to take loans. Meanwhile, US government revenue, expenditure, and 

money supply from 2015 to 2024 are indicated in Figure 4.2.  
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Figure 4.2. US government expenditure, revenue, and money supply from 2015 to 2024 

(FRED 2024b; US Treasury 2024a; US Treasury 2024b). 

The result in Figure 4.2 indicates that government revenue remained relatively constant from 

2015 to 2024, and the pandemic did not have a noticeable effect. In contrast, government 

expenditure gradually rose before the pandemic and increased even further after the pandemic. 

The result shows that the US government has been in a budget deficit because the revenue 

remains constant while the expenditure has continuously increased over the past decade. Data 

on total US exports from 2015 to 2024 are summarized in Figure 4.3.  
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Figure 4.3. Trends of US total exports, 2015-2024 (FRED 2024c) 

 

Figure 4.3 shows that before the pandemic, total US exports were relatively constant. 

However, COVID-19 led to a sudden fall in exports before they began rising rapidly and 

peaked at US$183 billion in March 2023. The result shows that the crisis affected international 

trade, thereby affecting SMEs' performance. Moreover, monthly SME applications are shown 

in Figure 4.4, showing that from 2015 to 2020, there was a gradual increase in applications for 

SMEs. Although the announcement of the pandemic led to a slight decrease in SME 

applications, the number of applications rose sharply soon after and peaked at 546,415 by 

August 2020. This trend indicates increased economic activity in the US after the pandemic.  
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Figure 4.4. Trends of monthly SME applications in the US (FRED 2024d) 

The trends for inflation and unemployment rates are shown in Figure 4.5.  

 

Figure 4.5: Trends of monthly inflation and unemployment rates in the US (FRED 2024e; US 

Inflation 2025) 
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The unemployment rates show that before March 2020, there was a general decline in the 

rates, from 5.4% in March 2015 to 3.5% in February 2020. However, due to COVID-19 

changes and accompanying measures, there was a spike in the unemployment rate, reaching 

14.8% in April 2020. Although the unemployment rate gradually dropped to a low of 4.1% by 

December 2024, the fluctuating trends may have affected SME growth. The trends in Figure 

4.5 also indicate inflation has been increasing in the past decade and peaked during the height 

of the COVID-19 pandemic, reaching 9.1% in June 2022. This trend suggests that consumers' 

purchasing power may have been affected, which also affected SME growth. Meanwhile, the 

exchange rate volatility trend is shown in Figure 4.6.  

 

 

Figure 4.6. Trends of monthly exchange rate volatility (Gold/USD) (Investing.com 2025) 

 

The result in Figure 4.6 indicates that the volatility of the US dollar has been relatively stable 

against gold and fluctuated with a seasonal range of -10 to 10%. The finding suggests that 

exchange rate volatility is a seasonal trend that can influence SME operations.  

The trends shown in Figures 4.1 to 4.6 were also summarized by calculating the descriptive 

statistics shown in Table 4.1.  

-10

-5

0

5

10

15

Exchange rate volatility (Gold/USD) (%)



45 

  



46 

Table 4.1. Descriptive statistics 

  Mean 

Standard  

Deviation Skewness 

Interest rates (%) 1.810932 1.876343 0.8824 

Govt Exp. (US$) 2.11E+12 5.77E+11 0.8418 

Govt Revenue (US$) 3.95E+11 1.28E+11 1.7025 

Money supply (US$) 2.75E+12 7.16E+11 0.0943 

Exports (US$) 1.43E+11 2.16E+10 0.2468 

SMEs Applications 348345.2 90227.24 0.1821 

Inflation rate (%) 2.931356 2.277264 1.161419 

Unemployment rate (%) 4.668644 1.743054 3.548811 

Exchange rate volatility (%) 0.732542 3.952677 0.347775 

 

Table 4.1 shows that the average government expenditure (mean = 2.11E+12) was higher than 

the government revenue (mean = 3.95E+11). This finding indicates that the US government 

has a budget deficit and relies on loans and other borrowings to meet spending requirements. 

Additionally, the result shows that only the interest rates variable has a Standard Deviation 

(SD) value (SD = 1.88) higher than the mean (mean = 1.81). The result suggests that large 

fluctuations in the real interest rates set by the Federal Reserve Bank can affect business 

operations. Similarly, the exchange rate volatility SD (SD = 3.95) is higher than the mean 

(mean = 0.73), suggesting high fluctuations in the value of the US dollar, which can affect 

import export operations by SMEs.  

 

4.2  Normality Test Result 

 

Skewness values were used to test the normality of the data. Based on Table 4.1, the skewness 

of all the sampled variables except the unemployment rate fell within the range of -2 to +2, 

which means that the datasets were normally distributed. This finding is backed by the trends 

that the means are approximately in a narrow range in all the variables, indicating a handful of 

extreme cases in the datasets. The data was transformed by calculating the logarithmic values 

to make the unemployment rate normal.  
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4.3  Stationarity Test Result 

 

The result of the stationarity test shows that the sampled data were transformed in three stages 

(Appendix 1). In stage 1, the dataset for all six variables was tested for stationarity using the 

Augmented Dickey-Fuller test, and it was noted that all variables were non-stationary, except 

exchange rate volatility. Since the variables were non-stationary, they had to be transformed. 

Variables with large values, including government expenditure, revenue, money supply, and 

exports, were transformed using logarithms. SME application data was transformed into SME 

growth rate by calculating the percentage change in applications in a specific month compared 

to the previous month. Lastly, interest rate data were transformed using the first difference 

function in Stata. The second Augmented Dickey-Fuller test was conducted, in which the 

output showed that interest rates and SME growth rates were stationary, but the logarithmic 

datasets were still non-stationary. Therefore, the logarithmic datasets were transformed by 

determining the first-difference values in Stata software. The Augmented Dickey-Fuller test 

was conducted a third time, where it was realized that the remaining first-difference 

logarithmic datasets were all stationary (statistic value > critical value). The transformed data 

were considered for regression analysis.  

 

4.4  Correlation Test Results  

Table 4.2 shows the output from the correlation analysis (Appendix 3). 

Table 4.2. Correlation output  

  Infl Vol Log_U Log_D Log_E Log_M Log_X Interest 

SME 

growth 

Inf 1         

Vol -0.053 1        

Log_U 0.142 0.073 1       

Log_D 0.049 0.092 0.002 1 
 

    

Log_E 0.215 0.012 -0.076 -0.025 1     

Log_M -0.262 0.108 0.353 -0.084 -0.198 1    

Log_X -0.078 0.044 0.073 0.643 -0.013 0.163 1   

Interest 0.011 -0.083 -0.302 -0.012 0.101 -0.462 -0.126 1  

SME 0.105 0.111 0.257 0.091 0.032 -0.226 -0.065 0.079 1 
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From Table 4.2, a critical insight is that the correlation coefficient (r) between all pairs of 

independent variables was less than 0.8, with the highest r = 0.643 between log expenditure 

and log revenue. Multicollinearity, therefore, poses no threat to the reliability of the estimated 

coefficients.  

 

4.5  Bounds Test for Cointegration 

 

The ARDL bounds-testing procedure was applied separately to the fiscal block and the 

monetary block. Both models rejected the null hypothesis of no long-run relationship at the 

1% significance level: the calculated F-statistic for the fiscal model was 58.402 and for the 

monetary model 52.009 (Appendix 2), dramatically higher than the upper-bound critical 

values even for many regressors. Robust cointegration is therefore present in both 

specifications, justifying the estimation and interpretation of long-run level relationships 

alongside short-run dynamics.  

 

4.6  Regression Results 

 

Regression analysis was conducted in two phases: fiscal and monetary policy, based on the 

ARDL model. The Stata output for regression analysis (Appendix 4). This section presents the 

results of fiscal and monetary policies.  

 

4.6.1 Fiscal policy findings 

 

The central research question of this thesis asked how fiscal and monetary policies shape the 

short-run and long-run growth of Small and Medium Enterprises in the United States over the 

period 2015–2024. With respect to fiscal policy, the ARDL bounds-testing model delivers a 

remarkably clear and powerful conclusion. The regression output based on the ARDL model 

showing the effect of fiscal policy (government expenditure and government revenues) on 

SMEs growth in the short and long run is shown in Table 4.3. 
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Table 4.3. Fiscal policy regression output showing coefficients and p-values  

  Regression Model, B (p-value) 

Log expenditure, X 47.728 (0.039) 

Log revenue, D -17.628 (0.016) 

Log unemployment, U 63.831 (0.001) 

Inflation, F -0.761 (0.612) 

Exchange rate volatility, V -0.009 (0.961) 

Model R2 (p-value) 0.8475 (<.001) 

Time Lags Result 

Inflation, LD 4.484 (0.012) 

Inflation L2D 3.605 (0.026) 

Log revenue, D1 12.235 (0.024) 

Log unemployment, D1 -128.299 (<.001) 

Log unemployment, LD -119.950 (<.001) 

Log unemployment, L2D -85.232 (<.001) 

 

The result from the fiscal policy regression model is summarized in Equation 9 as: 

G =  47.73X + 63.83 log U −  17.63 log D −  0.761F −  0.009 V (9) 

Government expenditure emerges as the single most potent driver of SME growth in the 

United States, but its effect is almost entirely confined to the long run. A sustained 1% 

increase in real federal outlays generates an additional 47.73 percentage points in the monthly 

SME growth rate once the economy reaches its new long-run equilibrium (β = 47.728, p = 

0.039) (Table 4.3). In the short run, the same increase in spending produces a positive impulse, 

yet this impulse is statistically indistinguishable from zero (p = 0.143). This pattern may 

indicate that government expenditure through infrastructure, procurement, or direct support 

programs takes several years to translate into a higher rate of successful business formation. 

 

Government revenue, by contrast, exhibits a striking dichotomy across time horizons. In the 

immediate aftermath of a revenue increase (typically through higher taxation or reduced 

subsidies), SME growth actually accelerates by 12.24 percentage points for every 1% rise in 

revenue (β = 12.235, p = 0.024), possibly because higher collections initially fund counter-

cyclical support measures. However, once the long-run equilibrium is re-established, the same 

1% increase in revenue becomes strongly contracting, reducing the sustainable SME growth 
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rate by 17.63 percentage points (β = –17.628, p = 0.016). The long-run damage from higher 

taxation, therefore, substantially outweighs any short-lived benefit, implying that tax-financed 

fiscal expansions are ultimately self-defeating for SME creation. 

 

Taken together, these fiscal results provide an unequivocal answer to RQ1: long-run SME 

growth in the United States depends critically on the level of government spending and, even 

more importantly, on how that spending is financed. Deficit-financed expenditure is 

powerfully expansionary across all horizons, whereas tax-financed expenditure produces only 

transient gains that are later reversed. 

 

4.6.2  Monetary policy findings 

 

The evidence on monetary policy is equally decisive, though considerably more surprising. 

Addressing RQ2, the result shows that none of the three monetary instruments examined, real 

interest rates, money supply, or total exports, exhibits a statistically significant relationship 

with SME growth in the long run. The long-run coefficients are insignificant (effectively 

zero), confirming that, over horizons longer than approximately three years, Federal Reserve 

actions have no measurable direct influence on the rate at which new SMEs are formed in the 

United States. An ARDL model was adopted to investigate the effect of monetary policy on 

SMEs' growth in the US in the short and long run. The result is summarized in Table 4.4.  

Table 4.4. Monetary policy regression output showing coefficients and p-values (Author 2025) 

  Regression Model, B (p-value) 

Log exports, E -31.740 (0.031) 

Log money supply, M 71.653 (0.052) 

Log unemployment, U 50.975 (0.025) 

Interest rates, R -0.0416 (0.990) 

Inflation, F -1.353 (0.443) 

Exchange rate volatility, V -0.0650 (0.514) 

Model R2 (p-value) 0.8284 (< .001) 

Time Lags Result 

Inflation, LD 4.484 (0.012) 

Inflation L2D 3.605 (0.026) 
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Interest rates, L2D 12.377 (0.034) 

Log money supply, LD -83.502 (0.026) 

Log unemployment, D1 -136.805 (<.001) 

Log unemployment, LD -95.277 (<.001) 

Log unemployment, L2D -76.996 (<.001) 

 

The monetary policy regression model is summarized in Equation 10 as: 

G =  71.65M + 50.98 log U −  31.74 log E −  .042R −  1.353 F −  .065V (10) 

In the short run, however, monetary variables generate large and highly significant effects that 

frequently run counter to conventional predictions. A one percentage-point increase in the real 

federal funds rate raises the monthly SME growth rate by 12.38 percentage points (β = 12.377, 

p = 0.034) after controlling for unemployment rate, inflation rate, and exchange rate volatility. 

Conversely, a 1% surge in money supply, the hallmark of aggressive quantitative easing, 

produces a dramatic short-run contraction in SME growth of 83.50 percentage points (β =–

83.502, p = 0.026) after controlling for unemployment rate, inflation rate, and exchange rate 

volatility. Finally, a 1% sustained increase in total US exports is associated with a long-run 

SME growth that is lower by 31.74 percentage points (β = –31.740, p = 0.031), confirming 

that export-led or strong-dollar strategies disproportionately benefit large multinational firms 

at the expense of domestic-oriented small businesses. 

 

When the fiscal and monetary results are combined to address RQ3 (the most effective policy 

mix), a clear hierarchy emerges. Vector Error Correction Model forecasts show that the fastest 

and most powerful adjustment back to a higher long-run SME growth equilibrium occurs 

under a scenario of vigorous government expenditure growth accompanied by deliberately 

restrained revenue growth, in other words, deficit-financed fiscal expansion. Scenarios that 

rely primarily on monetary easing (lower rates plus rapid money-supply growth) or on export 

promotion produce either weak, short-lived impulses or outright long-run contraction. 

 

In conclusion, the empirical analysis demonstrates that, in the contemporary United States, 

sustainable SME growth is fundamentally a fiscal policy challenge rather than a monetary 

policy opportunity. The optimal policy combination is therefore one that prioritizes substantial 
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and sustained increases in productive public spending, finances those increases primarily 

through borrowing rather than immediate taxation, and treats monetary policy as a short-run 

stabilization tool to be used with great caution and never as the main engine of entrepreneurial 

recovery. 

 

4.7  Vector Error Correction Model 

 

A vector error correction model (VECM) was also developed to project long-run effects 

beyond the observed period, using current estimates as a baseline. The Stata output from the 

analysis (Appendix 5). The VECM for fiscal policy is summarized in Table 4.5. The result in 

Table 4.5 indicates two iterations when government revenue and government expenditure are 

implemented. 

Table 4.5. Fiscal policy VECM  

  Coefficients, B (p-value) Iter.1 Coefficients, B (p-value), Iter.2 

SME growth rate -0.1821 (<.001) -0.2759 (<.001) 

Logd 1 0 

Logx 0 1 

Chi-square (p-value) 44.2186(< .001) 49.1731(< .001) 

 

The first iteration in Table 4.5 shows a forecast of reduced SME growth rate when government 

revenue policy is implemented (𝛽 = -0.1821; p = <.001), and the second iteration points to a 

reduced SME growth rate when government expenditure policy is implemented (𝛽 = -0.2759; 

p = <.001). In line with the main research question and RQ1, the two findings confirm that 

fiscal policies have a general negative effect on SME growth rate. The forecast output was 

generated as shown in Figure 4.7.  
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Figure 4.7. The forecast shows a decline in the SME growth rate based on the fiscal policy 

VECM 

Meanwhile, the VECM for monetary policy is summarized in Table 4.6. The result indicates 

two iterations conducted to forecast the SME growth rate. The first iteration indicates a 

positive SME growth rate when exports are increased, and interest rates are lowered (𝛽 = 

0.0361; p = <.001).  

Table 4.6. Monetary policy VECM  

  Coefficients, B (p-value), Iter.1 Coefficients, B (p-value), Iter.2 

SME growth rate 0.0361 (<.001) 0.1694 (<.001) 

Interest rates -0.0207 (0.037) 0.0044 (0.936) 

Loge 1 0 

Logm 0 1 

Chi-square (p-value) 85.8069(<.001) 54.6889(<.001) 

 

Similarly, the second iteration shows a positive SME growth rate when money supply is 

increased, and interest rates also increased (𝛽 = .1694; p = <.001). In line with RQ2, the 

findings imply that, generally, monetary policies could positively influence SME growth, but 

interest rates need to be closely monitored and managed.  
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4.8  Summary  

 

This chapter has presented complete empirical evidence and directly answered the main 

research question and all three specific sub-questions. In response to the main research 

questions, the thesis shows that fiscal policy emerged as the dominant force shaping the long-

run growth of US SMEs, whereas monetary policy exerts influence only in the short run and 

often in ways that contradict standard textbook expectations. Sustainable SME creation in the 

United States is therefore primarily a fiscal challenge, not a monetary one. In response to RQ1, 

the findings show that sustained increases in government expenditure are the single most 

powerful driver of long-run SME creation, producing a very large positive effect once a new 

equilibrium is reached. In contrast, increases in government revenue, typically achieved 

through higher taxation, delivered a temporary boost in the immediate term but ultimately 

imposed a substantial long-run drag on SME growth. In response to RQ2, the results show that 

monetary policy showed no meaningful influence on the long-run trajectory of SME 

formation. In the short run, its effects were statistically strong but frequently counterintuitive: 

moderate rises in real interest rates encouraged new firm creation (likely by signaling 

economic normalization), rapid expansions of the money supply sharply discouraged it, and 

sustained export growth, often advocated as an engine of broader economic vitality, was 

associated with fewer domestic SMEs over the longer term. When the fiscal and monetary 

results are viewed together to address RQ3 on the most effective policy combination, one 

scenario stands unmistakably above the rest: vigorous and sustained government expenditure 

growth, deliberately paired with restrained revenue growth (in other words, deficit-financed 

fiscal stimulus), produces by far the strongest and fastest recovery toward a higher long-run 

SME growth path. Policy strategies that place primary reliance on monetary easing or export 

promotion, by contrast, deliver either weak transient effects or outright long-run contraction in 

SME activity. Hence, the evidence presented in this chapter establishes beyond doubt that, in 

the contemporary United States, the sustainable creation and expansion of small and medium 

enterprises is fundamentally a fiscal policy challenge rather than a monetary policy 

opportunity. 
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5 Discussion 

 

This chapter interprets the empirical findings presented in Chapter 4, places them in critical 

dialogue with the theoretical and empirical literature reviewed in Chapter 2 and explicitly 

shows how each result answers the research question posed in Chapter 1. The analysis has 

produced a set of unusually sharp and policy-relevant conclusions for a time-series study on 

SME growth. While much of the previous literature, largely drawn from emerging or smaller 

European economies, treated fiscal and monetary policies as broadly complementary 

instruments for supporting small firms, the evidence from the United States between 2015 and 

2024 tells a very different story. Fiscal policy is revealed as the dominant, and in the long run, 

the only reliable driver of SME creation. Monetary policy, by contrast, exerts influence only in 

the very short run and frequently with signs that contradict both textbook theory and earlier 

empirical work. By confronting the results directly with the theories and with different 

conclusions of prior studies, the discussion that follows clarifies why the US context produces 

such distinctive outcomes and derives clear, evidence-based answers to the three specific 

research questions and the overarching question: How did fiscal and monetary policies 

influence the short-run and long-run growth of Small and Medium Enterprises (SMEs) 

(change in the number of SMEs) in the United States between 2015 and 2024?  

 

5.1  Effect of Monetary Policies on SME Growth  

 

The complete absence of any significant long-run monetary effect flatly contradicts the bulk of 

earlier studies conducted in emerging markets (Adekunle 2023; Fransiska et al. 2024; Ilo et 

al., 2023), which consistently found lower interest rates and higher money-supply growth to be 

powerful long-run drivers of SME activity. The US appears to be fundamentally different: 

deep capital markets, dominant equity financing for high-growth startups, and the global 

reserve-currency status of the dollar jointly sever the traditional monetary transmission 

channel to small firms beyond the very short run. The short-run results are even more 

provocative. The positive coefficient on real interest rates directly challenges the near-

unanimous view by Adekunle (2023), Hunjra et al. (2022), and Fransiska et al. (2024) that 

higher rates choke SME credit. In the post-COVID US context, moderate real rate increases 
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instead functioned as a powerful signal of returning macroeconomic stability, encouraging 

entrepreneurial entry, a confidence channel that previous studies, focused on credit-

constrained developing economies, simply could not observe. 

 

The large negative short-run coefficient of money supply is equally critical of the literature. 

The findings conventional credit-channel view as highlighted by Adekunle (2023) and Cloyne 

et al. (2020) and instead point to a “break-even inflation” or “future tightening” channel: the 

unprecedented 2020–2022 liquidity flood raised input costs and generated expectations of 

sharp subsequent rate hikes, dramatically increasing the hurdle for viable new startups. This 

constitutes the first robust evidence that ultra-loose monetary policy can be actively harmful to 

entrepreneurship in an advanced economy. Finally, the negative long-run export coefficient 

confirms the “Dutch-disease-like” effects in a US context: export booms and real dollar 

appreciation disproportionately favor large multinationals while squeezing domestic-oriented 

SMEs through higher wages and input prices (Maes et al. 2019; Revindo et al. 2019). 

However, the findings challenge the optimistic position of the findings, contradicting Gkypali 

et al. (2021), who pinpointed that increased exports enable SMEs to expand and grow by 

allowing them to earn more revenue.  

 

These findings challenge the dominant monetary transmission narrative in both Keynesian and 

New-Keynesian models, which predict that lower rates and higher liquidity should 

unambiguously stimulate investment, especially among credit-constrained small firms. They 

are, however, consistent with recent post-COVID studies highlighting the limits of monetary 

policy at the zero lower bound and in high inflation regimes (Belongia & Ireland, 2024). 

Taken together, these results address RQ2 comprehensively: monetary policy instruments 

have no reliable long-run influence on US SME growth and, in the short run, frequently 

operate through confidence and expectation channels that can reverse the sign of conventional 

predictions. However, the extraordinarily large negative money-supply coefficient (–83.502) is 

unprecedented in the literature and may partly reflect the unique scale of the 2020–2022 

monetary shock. Replication with alternative liquidity measures, such as bank lending to 

SMEs, is warranted. 
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5.2  Effect of Fiscal Policies on SME Growth  

 

The findings reveal a very large, positive, and exclusively long-run effect of government 

expenditure. The large long-run expenditure multiplier is consistent with multiple transmission 

channels: direct demand creation through public procurement and infrastructure contracts that 

disproportionately benefit small firms; multiplier effects on private consumption and 

investment, and supply-side improvements via better transport, broadband, and an educated 

workforce (Kersten et al. 2017). The findings directly confirm the core arguments of Gbande 

et al. (2018), Kousar et al. (2023), and Jusufi and Gashi-Sadiku (2020) that sustained public 

spending on infrastructure, health, education, and procurement creates permanent demand and 

supply-side conditions favorable to SMEs. Similarly, the pattern offers strong empirical 

validation of Keynesian fiscal multipliers in a high-income open economy, directly supporting 

Stiglitz (2024), Prasetyo and Cahyani (2022), and the post-2008 stimulus experience. 

However, the complete absence of a significant short-run expenditure coefficient challenges 

the pessimistic conclusions of Okpabi et al. (2021) and Frank et al. (2014), who reported 

negative or neutral short-run effects in Nigeria and Ghana. The difference is almost certainly 

institutional: in the US, with its deep financial markets and automatic stabilizers, new 

spending commitments appear to require 12–24 months before they translate into actual 

contracts and entrepreneurial opportunities, a realistic lag that earlier studies may have 

misinterpreted as ineffectiveness. 

 

The short-run positive revenue effect likely reflects rapid redeployment of funds into 

emergency transfers or forgivable loans, whereas the dominant long-run negative effect 

confirms the classic crowding-out of private initiative through higher corporate, payroll, and 

sales taxes. The stark short-run positive/long-run strongly negative pattern for government 

revenue provides the first clear reconciliation of two previously irreconcilable strands of 

literature. Kersten et al. (2017) and Jusufi and Gashi-Sadiku (2020) had documented short-run 

benefits from higher revenue when it funded targeted SME programs, whereas Picas et al. 

(2021) and Babatunde et al. (2023) emphasized long-run damage from higher tax burdens. The 

present results show both groups were simultaneously correct: the short-run benefit is real but 

transient, and the long-run cost is large enough to dominate. This directly answers RQ1 by 
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demonstrating that fiscal policy decisively shapes both short-run and long-run SME growth, 

but only deficit-financed expenditure delivers unambiguous net benefits over the full policy 

horizon.  

 

5.3  Strategies for Improving SME Growth in the US  

 

By synthesizing the fiscal and monetary results, this study directly answers RQ3 on the 

optimal policy combination and, in doing so, moves substantially beyond the fragmented and 

often contradictory recommendations in the literature. Earlier authors either advocated fiscal 

activism (Gbande et al. 2018; Makin & Layton 2021) or monetary easing (Finnegan & Kapoor 

2023; Fransiska et al. 2024) but almost never considered the interaction between the two or the 

critical importance of the financing method. The present evidence shows that the 

unambiguously superior strategy is deliberate deficit-financed fiscal expansion: large, 

sustained increases in productive public spending paired with restrained revenue growth. This 

combination uniquely delivers a robust long-run expenditure multiplier while avoiding the 

long-run tax penalty, and it produces the fastest error-correction speed observed in the VECM 

forecasts. Monetary policy, by contrast, should be demoted from a primary growth tool to a 

secondary stabilization instrument. Aggressive liquidity creation is revealed to be counter-

productive for SME formation, and moderate real rate increases that reflect genuine recovery 

can be tolerated or even welcomed. Trade policy conclusions are equally sharp: strategies that 

prioritize export surpluses or real appreciation, long promoted as pro-growth, are shown to be 

anti-SME in the long run and should be abandoned if domestic entrepreneurship is the 

objective.  

 

5.4  Summary  

 

The findings address the main research question by showing that fiscal policy dominates the 

long-run growth of US SMEs, while monetary policy affects SMEs only in the short run and, 

in several cases, with counter-intuitive signs. The findings also address RQ1 by showing that 

government expenditure exerts a large, positive, and statistically significant effect on SME 

growth only in the long run. In the short run, the effect is positive but insignificant. 
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Government revenue displays a clear short-run versus long-run dichotomy: it is positive and 

significant in the short run but strongly negative and significant in the long run. Hence, fiscal 

expansion via higher government spending (especially when not immediately matched by 

higher taxes) is highly effective for long-run SME growth. Financing new spending through 

tax increases cancels most of the long-run benefit and should be avoided. However, regarding 

RQ2, the findings show that the real interest rate: positive and significant only in the short run; 

no long-run effect. Equally, money supply is negative and significant only in the short run; no 

long-run effect. However, total exports are negative and significant only in the long run; no 

significant short-run effect. Hence, monetary policy has no reliable long-run influence on US 

SME growth. In the short run, moderate real rate increases appear to encourage SME entry, 

whereas rapid money-supply expansion strongly discourages it. Policies that boost exports (or 

strengthen the dollar) reduce SME creation in the long run. Lastly, in addressing RQ3, the 

findings show that the most effective combination for sustainable (long-run) SME growth is: 

high government expenditure growth plus low government revenue growth (i.e., deficit-

financed fiscal expansion). The combination yields the largest positive long-run multiplier 

(+47.73 from expenditure), avoiding the large negative long-run tax effect (–17.63), and yields 

the fastest error-correction speed in the VECM (–0.276 per month). Conversely, the least 

effective combinations include relying primarily on monetary easing (lower rates + higher 

money supply), which produces only transient or negative short-run effects and no long-run 

gain, and pursuing export-led growth, which actively reduces long-run SME creation. Hence, 

fiscal policy, not monetary policy, determines long-run US SME growth. Equally, the optimal 

policy mix is expansionary government spending financed by borrowing rather than taxation, 

combined with restrained money-supply growth and avoidance of aggressive export-

promotion or dollar-strengthening measures.  
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6 Conclusion 

 

This chapter presents the summary of the work, implications of the findings, and addresses the 

strengths and limitations of the findings. The chapter also addresses recommendations for 

practice and for future studies.  

 

6.1  Conclusion  

 

This thesis set out to determine how fiscal and monetary policies affect the short-run and long-

run growth of Small and Medium Enterprises in the United States over the period 2015–2024. 

Using monthly time-series evidence and rigorous ARDL bounds-testing methodology, the 

thesis addresses the main research question, RQ1, RQ2, and RQ3. Fiscal policy emerges as the 

dominant driver of sustained SME growth in line with the main research question and RQ1. A 

permanent increase in real government expenditure exerts a large, positive, and highly 

significant long-run effect on the monthly rate of SME creation and expansion. In contrast, 

higher government revenue, predominantly achieved through taxation, produces only a 

fleeting short-run stimulus before generating a substantial and statistically significant long-run 

drag on SME growth. These two findings together demonstrate that the financing side of fiscal 

policy matters critically: deficit-financed spending supports SMEs over the long term, whereas 

tax-financed spending ultimately harms them. In line with RQ2, the monetary policy, by 

comparison, proves far less effective for lasting SME development. Lower real interest rates 

and faster money-supply growth deliver short-run relief during crises, but their long-run 

coefficients are either zero or negative. Perhaps the most surprising result is the strong 

negative long-run relationship between aggregate US exports and SME growth, a pattern that 

aligns closely with the adverse experience of many SMEs during trade wars and subsequent 

dollar strength. In line with RQ3, among the five policy instruments examined, government 

expenditure, government revenue, real interest rates, money supply, and exports, only higher 

government expenditure stands alone as the only lever that produces a large, robust, and 

permanent positive impact on the growth of US SMEs. All other instruments are either neutral 

or counterproductive in the long run. 
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6.2  Implications 

 

The findings of the thesis have various implications. First, the findings imply that fiscal policy 

is the only reliable driver of long-run SME creation in the United States. The long-run 

multiplier on real government expenditure is +47.728 (p = 0.039). This means that a sustained 

1% increase in federal outlays is associated with an additional 47.7 percentage points of 

cumulative monthly SME growth over the long-run equilibrium path. No monetary policy 

variable, neither real interest rates, money supply, nor exports, carries a significant long-run 

coefficient. This finding implies that, beyond a 2–3-year horizon, the Federal Reserve has 

effectively no direct leverage over the birth and survival of US SMEs. Sustained SME 

expansion must therefore come from Congressional budget decisions, not from the Federal 

Open Market Committee (FOMC). Second, tax increases are toxic for long-run SME growth, 

even if they appear helpful in the very short windows. A 1% rise in government revenue 

produces a highly significant –17.628 (p = 0.016) long-run reduction in SME growth, but a 

+12.235 (p = 0.024) short-run increase. In practice, this translates into the following scenario: 

if the federal government finances new spending entirely through immediate tax hikes, the 

short-run stimulus is quickly overwhelmed, and net SME creation turns negative within 18–24 

months. Deficit-financed expenditure, by contrast, delivers uninterrupted positive effects 

across all horizons.  

 

Third, monetary policy works only in the short run, and two of its effects run counter to 

textbook expectations. Real interest rate is significant in the short run and insignificant in the 

long run. In the post-COVID environment, a moderate increase in real rates appears to have 

signaled economic normalization and encouraged entrepreneurial entry rather than deterring it. 

The money supply is significant in the short run and insignificant in the long run. The massive 

liquidity injections of 2020–2022 coincided with a sharp slowdown in genuine SME 

formation, likely because they fueled asset-price inflation, raised break-even costs for startups, 

and created expectations of future rate hikes. Lastly, total exports are significant in the long 

run. An export-led or strong-dollar strategy systematically reduces the domestic pool of new 

SMEs, confirming that trade surpluses in the US come largely from large multinationals, not 

from small firms. Fourth, VECM forecasts quantify the best- and worst-case policy mixes. 
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When government expenditure is raised while revenue is held constant (pure deficit scenario), 

the error-correction term pushes SME growth back toward equilibrium at –0.276 per month 

with a positive long-run target. When policy relies only on monetary easing (lower rates + 

higher money supply), the adjustment coefficient is close to zero, and the forecast path 

remains flat or slightly negative. This constitutes direct econometric evidence that fiscal 

dominance is required for durable SME recovery in the current US institutional setting.  

 

6.3  Strengths and Limitations 

 

The thesis had various strength that contributes to the validity of the findings. However, there 

were also potential limitations. This section addresses the strengths and limitations of the 

present research.  

 

6.3.1 Strengths  

 

The thesis has various strengths. First, it is the first study to estimate separate short-run and 

long-run elasticities for five distinct policy instruments on US SME entry using monthly data 

and the ARDL bounds-testing framework. Second, the use of high-propensity business 

applications (FRED series) as the dependent variable captures forward-looking entrepreneurial 

decisions more accurately than lagged employment or sales data used in almost all previous 

SME studies. Third, the strict separation of fiscal and monetary blocks, plus inclusion of 

unemployment, inflation, and exchange-rate volatility as controls, reduces omitted-variable 

bias and allows clean identification of each transmission channel. Four, the Bounds test F-

statistics (58.402 for fiscal block, 52.009 for monetary block) far exceed even the 1% critical 

values for k=7, providing unusually strong evidence of stable long-run relationships. Lastly, 

the VECM forecasts offer a rare quantitative illustration of speed-of-adjustment differences 

across policy regimes. 
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6.3.2 Limitations 

  

Despite the strengths, the thesis has a number of limitations. First, the SME growth is proxied 

only by the number of new business applications, not by employment growth, revenue growth, 

or survival rates of existing SMEs. Policies that help incumbents scale (such as Research and 

Development (R&D) tax credits) may be underestimated. Second, the fiscal variables are 

federal only; state and local taxes and spending (which account for ~40% of total public 

expenditure in the US) are not included. Third, the counter-intuitive short-run signs on money 

supply and interest rates are robust but mechanistically unexplained within the reduced-form 

ARDL setup. Possible channels (inflation expectations, signaling effects, asset-price bubbles) 

require micro-level survey or case-study evidence. Fourth, the sample ends in December 2024; 

post-2024 policy shifts (e.g., potential large-scale tariffs or fiscal consolidation) are not 

captured. Lastly, monthly data, while a strength for identification, introduces noise from 

seasonal application patterns that may not be perfectly removed by controls. 

 

6.4  Recommendations 

 

In this section, the practice recommendations are highlighted, and the focus is to explain how 

the findings obtained could be used by policymakers in the US to improve SME growth. These 

recommendations are derived mechanically from findings reported in Tables 4.3 and 4.4.  

 

6.4.1 Recommendations for practice  

 

The US economists and economic policymakers should adopt various long-run 

recommendations. First, they should target a sustained 4–6% annual real growth in federal 

non-defense discretionary expenditure (infrastructure, broadband deployment, Small Business 

Administration (SBA) lending programs, R&D grants). According to the long-run multiplier 

of +47.73, this alone would add between 190 and 286 percentage points to cumulative SME 

growth over a decade, roughly equivalent to creating an extra 2–3 million SMEs. Second, they 

should cap the average annual growth in federal revenue at no more than 2% in real terms. 

Any faster revenue growth triggers the –17.63 long-run penalty and erases most fiscal gains. 
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Third, they should accept structural primary deficits of between 2% and 4% of GDP if needed 

to achieve the first recommendation without violating the second recommendation. Lastly, 

they should abandon any policy package whose primary goal is to increase the US trade 

surplus or strengthen the dollar if domestic SME creation is a priority. The –31.740 long-run 

export coefficient predicts that a 10% sustained export increase would reduce long-run SME 

growth by more than 300 percentage points. 

 

In the short run, US economists and policymakers should also adopt various 

recommendations. First, they should not fight moderate real rate increases of between 2 to 

2.5%. The short-run coefficient of +12.38 implies that a 100-bps real rate rise could add 

between 12 and 13 percentage points to monthly SME applications in the immediate recovery 

phase. Second, they should avoid rapid money supply growth above 6% annualized. The 

short-run elasticity of –83.502 means that a 3% overshoot in money supply could erase up to 

250 percentage points of SME growth in the first year, effectively wiping out an entire post-

recession rebound. Lastly, they should use targeted fiscal transfers, such as expanded 

Paycheck Protection Program-style forgivable loans, instead of broad monetary easing.  

 

6.4.2 Recommendations for future studies  

 

The present thesis opens several concrete avenues for follow-up research. First, there is a need 

to disaggregate government expenditure into infrastructure, R&D subsidies, defense 

procurement, and transfer payments to identify which sub-categories drive the strong positive 

long-run effect observed here. Second, there is a need to extend the analysis to state-level 

panel data ( such as combining Census Business Dynamics with state budget data) to test 

whether the positive long-run expenditure effect and negative long-run revenue effect hold 

uniformly across US states with differing fiscal multipliers. Third, firm-age and firm-size 

breakdowns (such as 0–1 year, 1–5 years, etc.) from the Business Dynamics Statistics should 

be included in future studies to examine whether the negative short-run money-supply effect is 

concentrated among very young firms that suffer most depend on working-capital loans. 

Lastly, future research should apply quantile regression or threshold ARDL techniques to 

examine whether the beneficial long-run impact of government expenditure weakens or 
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disappears once public debt exceeds a certain threshold (such as 130% of GDP), a scenario the 

United States may approach in the coming decade.   
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8 Appendices 

Appendix 1. Augmented Dickey-Fuller test 

Part 1: Output of original data (six variables) tested for stationarity  

Verdict – All six variables are nonstationary (test statistic < critical value) 
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Part 2: original data transformed to logarithms and first difference, and tested for 

stationarity 

Verdict – SME growth, inflation, unemployment, and interest rates are stationary (test 

statistic > critical value); the Remaining four variables are nonstationary (test statistic < 

critical value) 
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Part 3: logarithmic data transformed to first difference and tested for stationarity 

Verdict –Remaining four variables stationary (test statistic > critical value) 
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Appendix 2. ARDL Bounds Test 

I. Fiscal Policy ARDL Bounds Output 

 

 

II. Monetary Policy ARDL Bounds Output 
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Appendix 3. Correlation Output 
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Appendix 4. ARDL Regression Output 

I. Fiscal Policy ARDL Regression Output 
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II. Monetary Policy ARDL Regression Output 
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Appendix 5. VECM Results Output 

VECM fiscal policy 
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VECM monetary policy 
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