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Introduction

The economic policy of Georgia is based on the principles of free market, where private sector is the
driving force of economic growth and core generator of workplaces . Accordingly, the country’s economic
policy is focused on supporting the development of private sector, especialy small and medium-sized
enterprises (SMEs) and creating favorable business environment for its further advancement. This is also
reflectedin the Governmental program for 2021-2024 “Towards Building an European State”.

Small and medium-sized enterprises, with their potential for employment growth andjob creation, aswell
as their contribution to the development of the economy and its growth, could be considered as the
backbone of any country's economy. A strong and well-developed SME sector plays a crucial role in raising
the overall welfare of the country. It supports significantly the export growth, innovation and the creation
of a modern entrepreneurial culture. In addition, SMEs can make significant contributions to the
improvement and application of new technologies due to their innovative and flexible structures.

In Georgia, asin many countries around the world, including the European Union, the development of
small and medium-sized enterprises is consedered as a key instrument of achieving the goals of "inclusive
growth" and "employment".

Approximately 26 million small and medium-sized enterprises operating in the EU provide for the
employment of 109 million people and consitute 2/3 of the Europe's Gross National Product (GNP).1 In
Georgia, the share of employees in SME sector is 65%, and its share in total value added equals 59%
(2019).2

The Government of Georgia (GoG) has developed the first SME Development Strategy of Georgia (2016-
2020) and the Action Plan, with the support of the European Union, in close cooperation with the
Organisation for Economic Co-operation and Development (OECD) and the Deutsche Gesellschaft fir
Internationale Zusammenarbeit (GIZ) GmbH. The GoG adopted the document in 2016. The strategy
implementation process brought together allthe key actorsin the field, that in turn ensured its successful
implementation. It is noteworthy that the target indicators defined by the strategy for 2016-2020 were
being successfully achieved from the very first year, thatis also reflected in the strategyimplementation
annual progress reports. 3

The last, 2020 year of the strategy implementation, coincided with the COVID 19 global pandemic and
crisis caused by it, that negatively affected all aspects of public life, damaged the business activity and
eventually threatened country’s economic growth.

Against this background, the elaboration of the new SME development strategy for 2021-2025,
determination of vision and priority directions, aswell as of relevant objectives and activitiesin this sector,
has gained particular significance. The urgency of the strategic vision for the further development of the
SME sector is reinforced by the EU-Georgia Association Agreement (the integral part of which is the Deep

! EuroStat. 2019. Statistics on SM Es. https://ec.europa.eu/eurostat/statistics-explained/index.php/Statis tics_on small and medium-
sized enterprises

2Data of Geostat, 2019, WWW.geostat. gov.ge

* Ministry of Economy and Sustainable Development of Georgia http://www.economy.ge/?page=economy&s=85
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and Comprehensive Free Trade Agreement (DCFTA) ), in the context of which raising of competitiveness
of SMEs and meeting the DCFTA requirements by private sector, especially by SMEs is of utmost
importance. The goal of the 2021-2025 SME Development Strategy of Georgia is to restore the positive
trends of pre-pandemic and to support further development of SME sector.

The current strategy is based on the main principles of the Small Business Act for Europe, including its
main pronciple “Think Small First”* and on the best practices of the EU counties regarding SME
development policy. It intends to increase the competitiveness of the SME sector, that ensures a way-
out of the pandemic crisis and will create an important foundation for an inclusive and sustainable
economic growth. Therefore, the main purpose for the development of the strategy based on the
abovementioned principle is to determine specific interests of the country related to SMEs, to fit relevant
policy with them taking into account the successful international practice and to respond effectively to
the challenges faced by SME sector through its implementtion.

The priorities, goals and objectives determined by the Strategy are in full compliance with the main
directions identified by the GoG Government Program. At the same time, the strategy sets target
indicators, that are foreseen to be achieved by year 2025. Itis also noteworthy, that the strategyincludes
and reflects upon the recommendations developed by the Organisation for Economic Co-operation and
Development (OECD)* in 2018, based on monitoring the implementation of the previous strategy, aswell
as the issues identified in the roadmap for Georgia by OECD in its “SME Policy Index 2020” study report®.

The SME Development Strategy of Georgia 2021-2025 and respective Action Plan have been developed
with the support of the European Union and German Government, in close cooperation with the OECD
and GIZ. In addition, the strategy was developed with the extensive involvement of Georgia’s state
institutions and the private sector The existing platform for strengthening public-private dialogue - the
"Private Sector Development Advisory Council"” (PSDAC), as well as,,Sub-committee under the PSDAC for
supporting Women Economic Strengthening” were actively utilized in the strategy development process8.

4, Think Small First”: A Small Business Act for Europe, 2008, https://ec.europa.eu/commission/presscorner/detail/en/IP_08 1003

® OECD ,,Monitoring Georgia’s SME Development Strategy 2016- 2020, 2018

® OECD, SME Policy Index: Eastern Partner Countries 2020, Assessing the implementation of the Small Business Act for Europe, “Georgia:
Roadmap for policy reforms”

7 Order #1-1/48, 03.02.2016 of the Minister of Economy and Sustainable Development of Georgia

8 http://www.economy.ge/?page=economy &s=84&lang=en
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1. Georgia Country Profile

Country Profile - Georgia (2019)

Population, number of people

(as of January 1st) 3,723,464 3,716,858
GDP Current Prices 49.3 Bln. GEL 49.4 Bln.GEL
GDP Per Capita (GEL) 13,239.4 GEL 13,292.7 GEL
GDP Real Growth (Annual %) 5.0% -6.2%
Unemployment Rate?? 17.6% 18.5%
Gini index! 0.37 0.36
Share of population below poverty rate, (%) 19.5% 21.3%

SME share in total operating enterprises (%) 99.7% 99.7%
SME share in totalemployment (%) 65.0% 59.3%
SME sharein totaloutput (%) 58.4% 58.0%
SME sharein totalturnover (%) 44.5% 40.8%
SME sharein totalvalue added (%) 59.3% -

1.1. Economic Development Trends

The country’s long-term economic development policy is based on free market principles, where the
private sector is the main driving force of the economy, that createsjobs. Accordingly, the economic policy
of the Government of Georgia is directed towards the development of an entrepreneurial and investment-
favorable environment, the promotion of business sector, including small and medium-sized enterprises
and the rapid development of the relevant infrastructure.

During recent years, an unified state policy has been established with the priorities and directions focused
on long-term, inclusive economic growth and sustainable development. However, the 2020 global

° Preliminary Data (Sum of quarters of 2020), GEOSTAT

%|naccordance to new standard: in 2019-2020 years, in the framework of project initiated by the EU and EuroStat, GEOSTAT with International
Labour Organization introduced fundamental changes in the methodology of Labor Force Statistics. Implementation of new standard considers
changes in defining self-employees. Namely based on the new standard persons who are not market-oriented and produce agricultural products
mainly (more than 50%) for their own consumption, will no longer be considered as a self-employed.

" Gini index (inequality index) represents deviation of dispersion of some parameters from their normal (equal) distribution line. At normal
(equal) distribution Gini coefficient equals to zero, at absolute inequality — 1.



pandemic, that turnedout tobe a significant threat and tough challenge to the global economy, brought
some changes into the GoG’s economic policy agenda.

As for the pre-pandemic condition, in 2019 Georgia’s economic growth has peaked to its highest level

5.0% during the last seven years.
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In 2019, the highest share of GDP falls on the trade sector and amounts to 14.3%. The second largest
sector in the structure of GDP is real estate activities, that equals to 11.5%, while manufacturing ranks

third with 10.1%.

Furthermore, in 2019, the highest GDP growth was recorded in the arts, entertainment and recreation
sector, with growth of 22.1%. Water supply, sewerage, waste management and remediation activities



sector grew by 21.5%, while the information and communication sector grew by 21.4% compared to the
previous year.

In 2019, the highest contribution to the formation of real GDP growth was made by the sectors of trade
(1.0 percentage point (p.p)), hotels and restaurants (0.7 pp) and the arts, entertainment and recriation

(0.6 pp).

The rate of Foreign Direct Investments (FDI) has been fluctuating in the years 2015 to 2019. Since the
historically high rate of 2017, when the share of foreign direct investment in GDP wasalso high at 12.2%,
the investments are characterized by a descending trend, mainly due to the completion of large
investment projects (including the Baku-Thilisi-Ceyhan oil pipeline project). Inparticular, in 2019, the rate
of foreign direct investment has reached 1.3 billion USD, which is 24.2% less than in 2015.

In 2019, the largest share of FDIs (68.4%) falls on the following five sectors: the financial sector, energy,
transport and communications, hotels and restaurants, and manufacturing industry. As for the countries,
the five largest investor countries in 2019, were: the United Kingdom, Turkey, Ireland, the USA and the
Netherlands (57.8% of totalinvestments).

Regarding the unemployment, 17.6% unemployment rate was recorded in 2019. However, it should also
be noted that since 2015, the overall number of unemployed as well as employed people has relatively
decreased, respectively, the amount of labor force has decreased.

In 2019, the absolute poverty rate in Georgia, which represents the share of the population below the
poverty line, decreased by 0.6 percentage points (in comparison with the same data of previous year)and
amounted to 19.5%. At the same time, it is noteworthy that poverty reduction was observed in all age
groups, as wellas by gender. In particular, absolute povertyin women decreased by 0.8 percentage points,
and in men - by 0.4 percentage points, amounting to 19.4% and 19.6%, respectively. A decrease was also
observed in relation to the Gini coefficient and it was equal to 0.36.

Accordingly, during recent years, the economic growth has become increasingly inclusive, fueled by
structural reforms implemented by the Georgian Government, state programs oriented towards
improvement the competitiveness of small and medium-sized businesses, and the expansion of the social
protection system, as well as equal access to economic opportunities and basic services.

Foreign Trade and Free Trade Agreements

Georgia has established a wide network of free trade agreements, among which the EU Association
Agreement (Association Agreement between the European Union and the European Atomic Energy
Community and their Member State, of the one part, and Georgia, of the other part), including a Deep and
Comprehensive Free Trade Area (DCFTA), free trade agreement with the European Free Trade Association
(EFTA), the free trade agreement with the Commonwealth of Independent States(CIS) and Turkey (since
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2008), free trade agreement with China and Hong-Kong, MFN (Most Favored Nation) with WTO member
countries, Generalized System of Preferences (GSP) with USA, Canada and Japan.

Association Agreement with the European Union stands out from the above-mentioned agreements, as
in addition to the development of trade and economic ties, it envisages the legislative and institutional
approximation of Georgia to the European Union. Accordingly, the mentioned agreement covers a wide
range of commitments in various areasthat should eventually make the Georgian market and institutions
more compatible with the EU single market and relevant institutions.

As for the trends of foreign trade in 2015-2019, Georgia’s foreign trade was characterized by a growing
tendency. In particular, during this period, foreign trade turnover increased 1.4 times, exports - 1.7 times,
and imports - 1.3 times. As a result, by 2019, foreign trade turnover reached 13.3 billion USD, of which
exports comprised 3.8 billion USD (including domestic export'2- 2.3 billion USD), and imports - 9.5 billion
USD. By the year 2019, the 5 largest export products were: vehicles, copper ores and concentrates,
ferroalloys, wine and medicines (54.8% of total exports), while the main export countries were:
Azerbaijan, Russia, Armenia, Bulgaria and Ukraine, that accounted for more than half of exports (52%).

As for imports, the main imported products are: vehicles, oil and oil products, copper ores and
concentrates, medicines and oil gases (33% of totalimports), while the mainimport countries are Turkey,
Russia, China, the USA and Azerbaijan (with 49.3% share of totalimports).

In 2019, Georgia's exports to the EU countries amounted to 819.2 million USD (21.6% of total exports),
which is an increase of 27% compared to 2015. As for imports, from the EU countries imports amounted
to 2.4 billion USD (25.3% of totalimports), which is an increase of 15.6% comparedto 2015.

1.2. Global Pandemicand Economic Consequences

The Coronavirus (COVID-19) turned out to be a significant threat and a tough challenge to the global
economy. The fast-growing number of infected people and the wide spread of the virus have had a
significant negative impact on the world, both in terms of social and economic perspectives.

The outburst of global pandemic acted as a significant drawback for the noticeable positive trends of
Georgia’s economic development of the previous years. The shock caused by the pandemic was binary
affecting both demand and supply chains. Most economic activitiesand bothinternaland external sources
of income in the country, have been greatly affected. In particular, vast damage was done to such sources
of foreign financing as tourism and exports. As for domestic economic activity, the pandemic has
challenged aggregate demandthat hasledtoa slowdown in economic activity. Asa result, unemployment
rates have risen.

2 Domestic exports include export of goods produced in the country, as well as imported from abroad, the value of which has significantly
changed as a result of domestic processing.
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In2021, according tothe forecast of the International Monetary Fund (April, 2021), the Georgian economy
will return to positive dynamics in 2021 and will have highest economic growth in the region as well as
amongst European countries.

As for economic parameters of the 2020, as a result of the global pandemic and the introduced
restrictions, according to preliminary data Georgia's GDPin 2020 decreased by 6.2%13.

Besides in 2020, exports fell by 12% (compared to the similar data of previous year) and imports fell by
15.6%. The decline in exports in 2020 was due to a decline in re-exports, however, domestic exports
increased by 3.5 percent, and despite the challenges associated with the coronavirus, the volume of
domestic exports in 2020 reached highest level - 2.406.9 million USD.

As for FDI, the decline here continued in 2020 and comprised 616.9 million USD according to 2020 data,
which is 52.9% less than the same indicator for 2019. In 2020, the share of foreign direct investment in
GDPalso decreased and amounted to 3.9%.

Decreased economic activity and economic decline have negatively affected on employment rates. In
2020, the unemployment rate increased by 0.9 p.p compared to the same period of previousyear and
amounted to 18.5%'4. Out of these, unemployment for men was 20.2% (up 1.3 percentage points) and
female unemployment was 16.2% (up 0.2 percentage points). However, the labor force participation rate
(economic activity rate)is higher in men than in women. In particular, in 2020, this figure was 40.4% for
women (decreased by 2.7 percentage points) and 62% for men (increased by 0.3 percentage points).

2. Economic Policy and Government Priorities

The main priority of the economic policy of the Government of Georgia is macroeconomic stability,
creation of a favorable entrepreneurial and investment environment, support of private sector
development, provision of appropriate infrastructure and improvement of access to international
markets. Furthermore, according to the main goals of Georgia’s economic development policy, a top
priority for GoG and at the same time, one of the main challenges of Georgia’seconomy is to increase the
competitiveness of SME sector and ensure employment growth.

2.1. Strategic Documents
Government Program 2021-2024 “Towards Building an European State”

The main goal of the government program is to overcome the negative effects caused by the COVID-19
pandemic, the rapid recovery and development of the country's economy.

3 preliminary data, Geostat

14 Data recalculated according to the newly approved standard of Geostat
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The key objectives for economic development in the government program is to support the post-crisis
rapid recovery and development of businesses, including small and medium-sized enterprises, thatinturn
would ensure job creationand overcoming extreme poverty.

In order further to promote the development of small and medium enterprises and to introduce
international best practices, the program emphasizes the importance of the presented strategy.

The EU-Georgia Association Agreement

Chapter 5 of Title VI of the Association Agreement "Industrial and Enterprise Policy and Mining"
emphasizes the implementation of SME policy in accordance with the principles of the European Small
Business Act. The implementation process will be monitored within the framework of the EU-Georgia
regular dialogue.

Furthermore, the Medium-Term (2021-2023) Action Plan for the Implementation of the Deep and
Comprehensive Free Trade Agreement (DCFTA) between Georgia and the European Union among its
objectives outlines the following measures for SME support:
e support for small and medium enterprises in terms of access to finance and/or technical support;
e increasing the export opportunities of small and medium-sized businesses through the training of
export managers;
e organizing meetingsfor small and medium-sized enterprises to train entrepreneursin the process
of approximation of Georgianlegislation with EU legislation and etc.

Agriculture and Rural Development Strategy of Georgia 2021-2027

The vision of the strategy is, diversification/ development of rural economic opportunities, overall
improvement of social conditions and living standards based on the sustainable development principles.

At the same time, with regardsto the socio-economic situation in rural areas, in the strategythe growing
productivity of small and medium enterprisesis identified as one of the strong points, which mainly
supported by the development of the non-agricultural sector.

Regional Development Program of Georgia 2018-2021
The program, that aims to promote the competitiveness of the country and its regions, balanced socio-
economic development and improvement of living standards, among other important priorities pays

special attention to support of small and medium enterprises, sectors with potential to grow and exports,
as well as to promotion of human capital development.
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Strategy on the Development of the High Mountainous Settlements of Georgia 2019-2023

The strategy aims to improve significantly the living standards of population inhabiting in mountainous
settlements and to mitigate the demographic situation there by 2023, taking into account the specific
needs of mountainous regions.

The strategy identifies 13 objectives, including support to entrepreneurship, increase access to public
services, support tourism development, environmental and natural resource management, access to
quality education and the introduction of innovative management/service systems.

National Waste Management Strategy 2016-2030

One of the main pillars of the green economy is waste management. Therefore, it is noteworthy that the
National Waste Management Strategy 2016 - 2030, aimsto harmonize the process of waste management
development in Georgia with the European waste management policy.

According to the strategy: "Georgia aspires to become a country focused on waste prevention and
recycling", which along with other important activities can be achieved through activities such as waste
prevention, reuse, recycling and recovery measures, ilntroduction of separation at the source of waste
generation, introduction of an extended producer responsibility (EPR). At the same time, given that most
waste-generating private companies do not have aclear idea on waste recycling and waste management
in general, combined with the low public awareness of the issue , the strategy considers raising awareness
as most important direction.

The Unified Strategy of Education and Science of Georgia 2017-2021

In “The Unified Strategy of Education and Science of Georgia 2017-2021” among other priority directions,
it is emphasized importance of ensuring the compliance of education programs with current and future
labour market demands, vocational training linked to employment opportunities, connection of higher
education, science, technology and innovation with sustainable development of the country's economy
and ensuring the development of entrepreneurial skills at every stage of academic ladder.

2.2.Economic and Institutional Reforms

During recent years, Georgia has implemented significant economic reforms with the main purpose to
promote the further development of the business and investment environment. Due to the liberal
legislation, reduced administrative barriers and tax burdens, improved public services and reduced
corruption, Georgia has become a regional leader in terms of one of the most favorable business
environment, which is enhancing year by year.
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2.2.1 Starting Business and Business Services

The reforms undertaken by Georgia led to the establishment of an effective business registration and
service system and turned Georgia into one of the leading countries in the world in terms of the ease of
starting business. This is also confirmed by international studies. In particular, according to the World
Bank 2019 study ("Doing Business 2020"), Georgia ranks 2" among 190 countries in the world in terms of
ease of starting business. The "one-stop shop" principle established by the LEPL "Public Services
Development Agency" is operational and available to everyone. Any interested party in registration
services can apply to the LEPL "Public Services Development Agency" and its territorial officies in the
regions of Georgia, houses of justice, community centers and other authorized users of the "Public
Registry". Additionally, in order further to support business sector, an unified e-portal of electronic
services was established in 2018 my.gov.ge, where all services necessary for business registration became
easily accessible, entrepreneurs can register a business without leaving home or office, make changes to
registered data, become value added tax payer etc. without visiting the Revenue Service, based on a one-
stop-shop principle.

Business-related procedures have been further simplified through introduction of an innovative e-
meeting service. The owners/partners of an Limited liability companies (LTD) were given the opportunity
to save time and organise e-meetings of governing bodies from anywhere in the world, to invite, conduct,
make decisions and submit electronically sighed documents for registration.

|Il

Since 2020, 184 services of public registry have been remotely available on the e-portal “my.gov.ge”. The
interested persons can make use of the following services without leaving their desk: real estate
registration (purchase, gift, mortgage, rent, etc.), economic activity (registration, prolongation and
termination of activity), public restrictions and all services of address registrations, request information
and copies of various documentation etc. Additionally, standard electronic forms/templates of the
docuemtnation to be submitted for registration are made available via the e-portal, that has simplified
the procedure for filling out the document and minimized the risk of errors when compiling the document.

Some of the remote services are also provided via e-mail.

Despite all the significant measures taken over the recent years to develop online services, including the
unified e-portal my.gov.ge, this direction still needs further refinement in order to make it more user-
friendly and widely accessible.

2.2.2 Obtaining Business License/Permit

As a result of the implemented reforms, the number of fields regulated by licenses and permits in the
country has been reduced by almost 85%. Only those activities or actions are subject to the licensing
policy that are relatedto an indefinite variety of people, are characterized by higher risk to human life or
health, are presenting particularly important state or public interests or are related to the consumption
of state resources. One law defines an exhaustive list of types of license and permits, furthermore, it is
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prohibited to introduce licenses and permits by another legislative or sub-legislative act for activities and
actions not defined in this law.

At the same time, the system of licenses and permits has been procedurally simplified as a result of the
reforms implemented in the country and is subject to the "one-stop shop” principle, which implies an
administrative procedure where the licensor or permit issuer provides additional licensing approval from
another administrative body. The system of licenses and permits in addition is based also on the principle
of "Silence implies consent", which means that the license/permit is considered to be issued if the decision
toissue or refuse to issue alicense has not been made within the established period.

Despite the above-mentioned reform of license/permit policy, it is important further to refine it, as well
as to increase and improve its electronic accessibility.

2.2.3 Taxation System

Over therecent years, Georgia hasimplemented significant reforms in the taxation system, asa result the
tax administration system has significantly modified and become more efficient. In particular, the
realization of tax obligation has been simplified by introducin of an electronic system and developing user
friendly online services.

According to a new model of the profit tax, non distributed profit have beenreleased from taxation. Also,
in accordance withthe Association Agreement, the VAT legislation have been fully approximated with the
EU legislation. A fully automatic VAT refund system has been introduced. Implemented reforms resulted
in significantly reduced time for tax accounting as well as the total tax burden, with a share of 9.9% in
total profits, that makes Georgia one of the global leaders.

Notwithstanding of the mentioned above, it is important to continue the reforms, including the process
of further digitization of the tax administration, as well as to continue reforms aiming atimplementation
of aneffective system for tax disputes resolution.

2.2.4 Fighting Corruption

As a result of reforms toward liberalization, democratic governance of state institutions and electronic
access to public services, the corruption indicators in the country have significantly decreased. According
to the Transparency International’s Corruption Perceptions Index, Georgia ranks 45t in the world, ahead
of some EU countries and is a leader in the region.

Despite of the achieved results, it is important to maintain the fight against corruption as a priority
direction and to continue reforms in this area, including increasing electronic access to public services

and further simplification of administrative procedures.
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2.3. Assessment of Entrepreneurial Environment in International Rankings

During the last 8 yearsthe GoG implementedimportant and comprehensive reforms for the improvement
of business environment and entrepreneurship promotion in the country. The reformsongoing in Georgia
are positively evaluated by the international research organizations and are of high interest of
international community. Exactly the successful and effective implementation of the systemic reforms
give rise tothe significant improvement of Georgia’s position in leading international rankings, that is also
positively reflected on the image of Georgia as a reformatory country.

In this respect it worth to mention the World Bank ,,Doing Business* ranking, where in 2020 Georgia
positions in top 10 most successful countries in improving the business environment, which consistently
have improved this indicator over several cycles in World Bank’s ranking.

Georgia ranks 7t among 190 countries worldwide, where starting a business and registering a property is
possible with only one single procedure in exactly one day; the tax burden is minimal and the ease of
administering the tax system and providing favorable environment for taxpayers, are the results of
numerous systemic reforms.

In the “Index of Economic Freedom” of the Heritage Foundation, Georgia ranks 12t in 2020 with the
status of ,Mostly Free” country. The index rates countries by the rule of law, the size of government, the
effectiveness of regulations, and the open market. It should be noted that according to the survey, the
Georgian economy continues its impressive 7-year growth in various areas of freedom, such as the
elimination of corruption, reduction of regulations and tax simplification. Numerous reforms
implemented by the GoG in recent years have contributed tothe improvement of the country's economic
freedom in all aspects.

Georgia ranked 8t out of 162 countries in the world in the Fraser institute's 2020 "World Economic
Freedom" rating. The improvement of country's position in the rating was resulted by the number of
factors, such as: the positive growth rate of the country's GDPin recent years, correct and target oriented
state policy of transfersand subsidies, decrease of government’sshare in total consumption, effective tax
reform carried out in the country, creation of favorable business environment for investors and legal
systemic reforms, implemented by the government.

The World Bank's ,,World Governance Indicators” evaluate 214 countries around the world in six areas of
governance, including: governance effectiveness, quality of regulations and other. It is worth to
mentioned, that in 2020, Georgia's score for the indicator of "governance efficiency" reached the
historical maximum and ranked 49t with 76.92 score. In the indicator of "Regulation Quality",
Georgia earned 82.69% of the 100% rating scale and ranked 37t in the world.

The,,Global Competitiveness Index“ (GCl) of the World Economic Forum assesses the competitiveness of
the country and analyzes the factors that play important role in shaping the business environment and

17



are contributing to the growth of productivity and competitiveness of the country. According tothe report
of GCl 2019, Georgia improved its scores in 6 indicators out of 12. Amongst the improved indicators are
financial system, business dynamism and innovative opportunities.

It should be mentioned also the ,SME Policy Index 2020“ - the research of Organisation for Economic Co-
operationand Developement (OECD), which evaluatesthe countries in light of compliance of SME support
policy with the European Small Business Act.

The OECD ,,SME Policy Index” evaluates Georgia inline with the other Eastern Partnership (EaP) countries
(Armenia, Azerbaijan, Belarus, Moldova, Ukraine) in terms of SME policy.

The ranking evaluates the Eastern Partnership countries according to 12 components, which then are
divided into 34 subcomponents. Countries are evaluated from 1 to 5 points in terms of SME policy.

In the ranking of 2020 Georgia has achieved unprecedented success. According to the report, Georgia's
rating and its score (compared to the previous 2016 rating)improved in 12 out of the all 12 components,
while in 9 out of 12 components, the country was rated with the highest scores among the Eastern
Partnership countries.

Diagram 3. SME Policy Index (OECD)
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According tothe OECD report, Georgia has made further progress and achieved significant success due to
better strategic approach to the development of small and medium-sized enterprises and the
implementation of relevant targeted initiatives. At the same time, the research underlines that Georgia
has taken particularly impressive steps in the areas of entrepreneurial learning, as well as for
improvement of the operating environment of SMEs. However, according to the report, there is room for
further improvement with regard to the areas like bankruptcy and second chance; SMEs in a green
economy; innovation and internationalisation of SMEs.
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In addition to the above mentioned, according to the OECD research - “Investment Policy Review of
Georgia” in the FDI Regulatory Restrictiveness Index, Georgia ranks 8" among more than 80 countries as
one of the most open economies in the world in terms of attracting foreigninvestment.

As regards gender equality, according to the World Economic Forum “Gender Gap” report Georgia has
achieved great progress and in 2021 ranked 49 out of 156 countries (compared to 2017, where Georgia
wasranked 95 out of 144 countries). On "Economic Participation and Opportunity” component , Georgia
was ranked 74 in 2017 and in 2021 been promoted by 10 positions ranked 64.

3. Small and Medium Entrepreneurship

In Georgia, as well as worldwide, the development of small and medium size entrepreneurship is one of
the main priorities in terms of economic development of the countryand represents a great challenge for
the government.

In General, for the development of entrepreneurship and particularly for SMEs, the most important issue
is macroeconomic stabilityin terms of formation of an attractive investment environment, thatin its turn,
represents the basis for creation of competitive environment and productivity growth.

Today the SME sector share is equals to 99% of all existing active enterprises in Georgia, that clearly shows
its importance, both in terms of economic and social point of view.

In a market economy, in terms of social impact, the greatest role for handling employment problems lies
on the development of SMEs, as they employ a major part of the population and ensures the growth of
their income.

Noteworthy is the fiscal effect of SME development, that has a positive impact on the state budget, both
on revenue as well as expenditure parts. SME development on the one hand, provides budget revenues
in the form of taxes, and on the other hand, helps to reduce budget expenditures, as the SMes increase
incomes of employees, as a result reduce the need for social transfers from the budget.

3.1 SME Definition and Criteria

Within the framework of the 2016-2020 SME Development Strategy of Georgia, the definition of small
and medium enterprises has been updated. The initial definition of SMEs was developed in 2002 and
according to the EU definition, was based on the turnover of enterprises and the average annual number
of employees. However, the established limits of the criteria did not comply with modern EU criteria.

Respectively, as a result of the analysis of the existing definition of small and medium enterprises, the
study of international practice and the discussions with stakeholders, new criteria for SMEs both in terms
of number of employees and turnover of enterprises were developed:
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N

Small Up to 50 employees Up to GEL 12 million

Medium From 50 up to 250 employees From GEL 12 million up to GEL 60 million

3.2 SME Statistics!>

During the years 2015-2019, significant progress was recorded in all parameters of entrepreneurial
activity in Georgia. In particular, the turnover of the business sector increased 1.9 times, the output - by
1.6 times, and the number of employees increased by 1.2 times.

In 2019 the turnover of the business sector in Georgia amounted GEL 109 billion, 90% of which is
generated from 5 sectors - industry, construction, trade, transport and logistics, art and recreational
industry. The SME turnover is also increasing, which amounted to GEL 48.5 billion in 2019, representing
44.5% of the totalturnover.

Diagram 4. SMESs turnover
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The share of SMEs in total output is different, particularly, in 2019 the output of Small and Medium sized
Enterprisess was GEL 27.7 billion and accounted 58% of total output. Output of Medium-sized enterprises
represented 26%, whereas of small enterprises accounted 32% of the whole business sector.

>Source: Geostat
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Diagram 5. SMEEs Output
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The value added generated in the business sector in 2019 amounted to GEL 23.3 billion. The share of
SMEs in the total value added was equal to 59%, in nominal terms- GEL 13.8 billion.

Diagram 6. SMEs value added
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The productivity of SMEs amounted to GEL 28,077 in 2019. The productivity of medium-sized enterprises
amounted to GEL 38,728 while the productivity of small enterprises amounted to GEL 23,287.
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Diagram 7. SMEs Productivity (GEL)'®
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In terms of employment in the business sector, one of the largest is small enterprises, where 339.2
thousand people were employed in 2019, which accounts for 44.8% of the total employment. The share
of employment in SMEs is equal to 65% in total.

Diagram 8. Number of Employed in SMEEs
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In 2019, the labor average monthly remuneration in the business sector amounted to GEL 1,161.7. The
labor average monthly remunerationin medium enterprises amounted to GEL 1,416.8, which exceedsthe

'8 productivity=value added / persons employed
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average rate of the business sector, as well as the labor remuneration of employees in large enterprises.
Remunerationin small enterprises amounted to GEL 893.5.

Diagram 9. Average Monthly Renumeration of Employeesin SMEs, Gel
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As for the 2020 data, global pandemic and the resulting constraints had significant impact on business
development. As a result in 202017, asignificant decreasein termsof turnover, output and employment
of SMEs wasrecorded. Inparticular, in 2020, the turnover of small and medium enterprises decreased by
8%, output - by 9%, and employment - by 22% compared to the same data of SMEs of the previous year.
Inaddition, according tothe quarterly data of 2020, the growth amongst mentioned indicators, compared
to the same period of the previous year, was observed only in terms of output (2.9%)and only in the first
quarter of 2020.

Diagram 10. Annual and Quarterly statistics of SMEs, 2020
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According toa PwC survey , Follow-up Survey of Georgian Business in the Face of the Covid-19 Pandemic”
(October 2020), the majority of businesses surveyed believe that decreased aggregate demand is the most
significant negative impact of the pandemic on all sectors.18 As a result of the negative impact of the
pandemic, 68% of companies surveyed, mention that their revenues have at least reduced by half since
May 2020. In sectoral terms, the biggest loss had the hotel and restaurant sector (84% of companies
mention halved revenues), followed by agriculture (halved revenues in 59% of companies), construction

18 http://ics.ge/_InvestorsCouncil ffiles/COVID-19%200CTOBER%20SURVEY%2 OENG.pdf
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(36% of companies) and trade (34% of companies). Noteworthy is that 75% of the companies surveyed
renewed their operations after the restrictions were removed.

This researchis very important, as the small and medium-sized businesses are more volnurable to crisis.

At the same time, according to the World Bank’s Enterprise Survey “Covid-19 Response” (Georgia 2020 -
2nd round), on average, 46% of companies in Georgia had to delay and reschedule payments for all types
of lenders (e.g., government, private suppliers, etc.) asa result of the Covid-19 crisis in Georgia. Thisfigure
has increased after the "first wave" of spring (32%). This indicator of the companies with problems,
reflects the severity of liquidity problems resulted by the pandemic in the private sector.

3.3 SME Support Institutions and Programs

3.3.1 State institutions

1. Enterprise Georgia

The Agency “Enterprise Georgia” (LEPL) was established in 2014 and represents the main state institution
for supporting entrepreneurship, in particular SME, in the country. The aim of the Agency is to increase
competitiveness of private sector, using the entrepreneurship support tools, as well as to support export
growth and to encourage foreign direct investments attraction. Following these aims, the agency has 3
key directions: 1) Business Development; 2) Export Support; 3) Attraction of investments.

Business development direction includes various mechanisms necessary for the development of
entrepreneurship in Georgia, among them programm - ,Produce in Georgia“ which considers the
following: Industrial component that includes co-financing of an interest rate on a loan approved by a
commercial bank or a leasing company; The direction of the hotel industry and tourism services, which
enables entrepreneurs to develop the hotel businesses and create new jobs; Technical assistance, within
the framework of which the beneficiaries are being reimbursed for the expenses occurred by information-
consulting services within the established limits; The micro and small grants program, aiming the
development of micro and small businesses, establishment of modern entrepreneurial culture and
creation of new jobs, provision of necessary financial support and technical assistance for starting a
business and / or re-equipping an existing one.

The credit guarantee scheme of the State Program “Produce in Georgia” isanother important component,
which aims to improve access to finance for SMEs that do not have the ability to meet their loan
requirements, to promote lending tothe economy andto ensure inclusive economic growth. Additionally,
the agency has developed new programs with the purpose of supporting particularly affected industries
by the pandemic.

25



In addition to abovementioned, for stimulation of export, for increase the country's export potential and
for popularization of Georgian products, the export direction of the agency permanently works on
identification of sectors with high export potential and further supports them.

With the organization and co-financing of the “Enterprise Georgia”, Georgian exporters participate in
international exhibitions and other export-promoting events every year. In addition, for the purpose of
business education, the Agency, together with the leading Georgian universities, has been conducting the
Export Managers Certification Course since 2015, which includes all important modules on export-related
operations.

The goal of the direction “Invest in Georgia” is the attraction, promotion and development of foreign
direct investments in Georgia. In the framework of this direction the agency pro-actively communicates
with the potential investor companies, in order to inform and interest them in investment opportunities
of the Country. Furthermore on the international level, it ensures awareness raising about Georgia's
investment potential. This direction plays a role of a mediator between foreign investors and the GoG in
terms of providing services based on "one stop shop" principle.

2. Georgia’s Innovationand Technology Agency (GITA)

Georgia’s Innovation and Technology Agency was established in 2014 and is the main state institution
supporting the development of knowledge and innovative technologies based economy. Among the
Agency’s goals are coordination of the process of creationand development of an innovative ecosystem
in the country, stimulation of innovation, modern technologies, research and development (R&D),
promotion of commercialization and application thereof, creation of innovative start-up companies and
increase of their competitiveness, etc.

To achieve the mentioned objectives, the agency has both components financial assistance and the
acquisition and delivery of relevant services for start-up innovative companies.

3.3.2 SME supporting Business Associations

1. Georgian Chamber of Commerce and Industry (GCCI)
The Chamber is established as a public law corporation and enjoys a high degree of independence. Its
main functions are the provision of informational and consulting services for businesses, promotion of
professional education and qualification raising of business entities, promotion of export and investment
activities, support of dispute resolution between business entities, through creation of alternative dispute
resolution tools etc. Chamber membershipis voluntary. Today, GCCl has 1536 members, 97% out of which
are SMEs. GCCI has eight regional offices.
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2. Georgian Smalland Medium Enterprises Association (GSMEA)
GeorgianSmall and Medium Enterprises Association is an independent organization with an objective to
protect the interests of SMEs and provide consulting, to establish active communication between small
and medium-sized businesses with state institutions, financial institutions and international organizations.
The association has 4,500 members currently.

3. Georgian Employers Association (GEA)
Employers association represents an independent organization with about 2000 members, 65% of which
are small and medium businesses. The association provides consulting services to entrepreneurs and
implements various programs for the development of entrepreneurial knowledge, entrepreneurial skills,
etc.

4. The Vision, Goal, Development Methodology and Main Priority
Directions of the Strategy

Vision of the Strategy
Ensuring inclusive and sustainable economic growth by promoting the SME development.

Goal of the Strategy
The main goal of the 2021-2025 SME Development Strategy of Georgia is to support further development
of SME sector and to restore the pre-pandemic positive trends.

Development Methodology of the Strategy

The active working process on elaboration of 2021-2025 SME Developmen Strategy hasbeen commenced
with the issueance of the Order of the Minister of Economy and Sustainable Development of Georgia on
the “Establishment of Steering Committee and respective Working Group for the elaboration of Georgia’s
SME development Strategy (2021-2025) and its Action Plan (2021-2022) (Ne1-1/38, 21.09.2020)".

Once the working group'® was established in accordance with the order, all members were provided a
training course on public policy analysis, planning, monitoring and evaluation, focusing on the newly
adopted regulations, which since 15tof January 2020 determined the unified procedures, standards and
methodology?° of developing state policy and strategic documents of GoG. The full cycle of strategy
development (policy planning) was carried out in accordance with the reccomendations of above-
mentioned regulations and the relevant guidelines.

The Economic Policy Department of the Ministry of Economy and Sustainable Development of Georgia
was identified as a coordinative mechanism for the Strategy development. The timeline of the entire
process was also developed.

The working process was agreedto be inclusive, with equal participation and sharing responsibilities from
all the partiesinvolved in the Working Group.

19 SME Strategy Working Group consists of the representatives of state institutions, civil society and business associations.
*° One of the main directions of Public Policy Reform in Georgia thatis based on the European model.
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Each member institution of the Working Group has worked on the situation analysis individually,
according to their respective sectoral perspectives. To facilitate the process, the members of the working
group were provided with international assessments and reports evaluating Georgia’s SME policy.
According to the decision of the working group, the members of the working group, from the civil society
and business associations, were asked to be involved in situation (problems) analysis and present their
view. Their feedback was duly incorporated in the situation analysis. The existing strategies, conceptsand
obligations under international treaties were also taken into consideration in the Strategy development
process, together with the national legislative and institutional framework. In addition, the OECD
Recommendations and a Roadmap presented in the “SME Policy Index 2020” served as a solid basis for
implementing best international practice.

In order to discuss the findings identified during the situation analysis stage and to draw up a logical
framework for the strategy, active working process was carried out remotely. According to the main
priorities identified during the situation analysis, the Economic Policy Department of the MeESD prepared
the template of the logical framework and disseminated among the working group member institutions,
that have individually filled out the logical framework.

Inaddition, the OECD, based on research and monitoring, conducted in accordance with a basic principles
of the European Small Business Act, identified the main priorities of the strategyand initiated them ata
meeting in the format of public-private dialogue (23.09.2020). The meeting was attended by the members
of the Steering Commette as well as of the working group set up by the abovementioned order of the
Minister of Economy and Sustainable Development of Georgia.

The main priorities of the strategyidentified by the working group and ones iniciated by the OECD, were
in full compliance with each other.

In order to discuss and reconcile the vision, goals, objectives and relevant indicators of the strategy, a
significant number of remote meetings were organised with the representatives of respective institutions
using multiple online platforms.

After the completion of the work on the logical framework (Annex N1 of the strategy), the text of the
strategic part of the policy document was drafted by the Working Group member intitutions, also other
parts of the strategy as defined by the abovementioned regulations on the development of policy
documents.

The draft SME Development Strategy was presented to the Delegation of European Union in Georgia,
OECD and GIZ. After a number of discussion rounds and exchange of feedback withinternational partners,
drafts of the Strategyand logical framework were evaluated positively by international partners.

As a next step, the draft Strategy was presented to an extended meeting of the Private Sector
Development Advisory Council (7.05.2021), after that the draft was disseminated for comments and
recommendations. The draft Strategy was also submitted to the GoG Administration. The received
recommendations have been reviewed in detail by the line ministries and some part of them have been
reflectedin the Strategy andlogical framework.
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Detailed information regarding the considering of the opinions and recommendations received as a result
of public consultations is presented in the summary report of the respective public consultation meeting
(Annex Ne 2 of the strategy).

The Main Priority Directions of Georgia’s SME Development Policy

The main Priority Directions of SME Development Strategy 2021-2025 are as follows:

1.

No ukw

Refining Legislation, institutional strengthening and improvement of the operational
environment for SMEs;

Promoting the development of entrepreneurial skills and raising the entrepreneurial culture of
SMEs;

Improving access to finance for SMEs;

Promoting the export growth, accessto market and internationalization of SMEs;

Promoting electronic communications, information technologies, innovation and R&D for SMEs;
Promoting the development of women entrepreneurship;

Promoting the development of Green Economy for SMEs.

Target Indicators

The target indicators to be achieved by 2025 as a result of the effective implementation of the SME
Development Strategyare (baseline — 2019):

1. SMEs value added grows by 20% in nominal terms.

2. The number of employees in SMEs increases by 10%.

3. SMEs productivity grows by 20%.
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5. Main Priority Directions

Priority 1: Refining Legislation, institutional strengthening and improvement of the
operational environment for SMEs

Situation Analysis

Despite of the favorable business and investment environment in Georgia, along witht he creation of a
favorable environment in recent years, particularly for small and medium enterprises, there is a number
of directions where further enhencment is needed for setting up a free and competitive operational space
for SMEs for their further growth and development.

Interms of refining legislation, attention should be paied to the Georgia-EU Association Agreement, which
considers the gradual approximation of Georgian legislation with the EU one, which is an ongoing dynamic
process and covers a variety of areas that have an impact on SMEs, including company law, customs
legislation, etc. In the process of development and implementation of mentioned legislation, it is crucial
to consider the principle - "Think Small First" of the European Small Business Act, so that the regulations
introduced by the new legislation do not put a disproportional heavy burden on SMEs and do not hinder
their development.

In relation to the abovementioned, the effective functioning of the Regulatory Impact Assessment (RIA)
system is particularly important. Even though the RIA system has developed in recent years, its scope is
still limited, as it does not include so-called “RIA SME Test” and covers only the government-initiated
changes in identified legislation.

As mentioned above, several state institutions supporting SMEs have been established in Georgia since
2014. In addition, different associations supporting SMEs have been operating in the country for years.
However, in the face of existing challenges, especially the challenges caused by Covid-19 pandemic,
existing supporting tools may not be sufficient toaddress the problems that entrepreneursare facing, and
more assistance might be needed through maintaining/strengthening existing tools and developing new
ones.

Besides, a comprehensive statistical record of the activities of SMEs is of crucial importance for the
development and implementation of effective public policy. Despite the significant steps taken towards
this direction during recent years, which primarily considers the change of the definition of SMEs and its
approximation to the international standards, as well as the segregation of SMEs in the production of
statistical data, there are still areaswhere producing of statistics is not carried out with consideration of
enterprise sizes. This significantly hinders the assessment of SMEs development dynamic and is
particularly relevant in assessment of the damage caused by Covid pandemic.
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In order to create a more competitive environment in Georgia, the legislative framework regulating
competition has been significantly enhanced in recent years and the mandate of the respctive authority
has been expanded. It should be underlined that in 2020, as a result of changes in the competition
framework legislation, the mandate of the Competition Agency and the relevant regulations for ensuring
more competitive environment inthe country were significantly strengthened. In particular, in September
2020, the Law of Georgia “On Competition” and related sub-legal acts were substantially amended
(enteredinto force on 4 November, 2020). As a result of the amendments, national competition legislation
was approximated to the fullest extent to the standards used in the EU. Amended legislation foresees
provisions on unforeseen on-site inspection, on the issuing of recommendations by Competition Agency,
etc., therefore, in order to ensure competitive environment for SMEs it is important how those new rules
and Agency’s powers will be enforced in practice. Respectively, the enforcement of the enhanced
legislation is very important. In this regard, the challenge is also the low awareness of SMEs regarding
competition law and practices.

Notwithstanding the favorable business environment, an effective resolution of commercial disputes
remains a significant challenge. In spite of the progress made in recent years, which is reflected in various
international assessments (e.g., Doing Business report, ranks Georgia 12t in the worldin terms of contract
enforcement), there are still number of problems (including protracted litigation, court qualifications for
commercial disputes and other.), which needs furtherimprovement.

In such situation, the effective use of alternative dispute resolution mechanisms (Mediation; Arbitration)
becomes particularly important. These mechanisms are available in Georgia, however, the application
ratesare still quite low as well as the awareness of entrepreneurs in this regard.

Itis also important to solve disputes effectively and timely between the private and public sectors. In this
regard, the important mechanism of mediation is Business Ombudsman institution, acting as “Business
Representative” between private companies and state institutions, when it concerns to disputes with
state or problematic issues existing in legislation/practice.

Georgiais one of the leading countries in the world in terms of accessability of electronic services, as for
property-related procedures, as well as for fulfilment of tax obligations, etc. During recent years
significant steps have been taken for providing access to even more public services online. The unified
web portal my.gov.ge is being developed further, however, the access to services for SMEs, especially in
the regions of Georgia, remainsa problem.

Even though the services of the Public Registry and Revenue Service of Georgia are more or less known
and available to entrepreneurs, the awareness and access to state financial support programsis lower
and requires appropriate action. In this regard, an important initiative is the program "The State is Your
Partner", which considers both the creation of a unified portal of state programs, aswell the development
of so-called "front offices" in the regions, at the regional Public Service Halls and community centers. It is
highly important to continue this process and become more comprehensive.
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The Insolvency and rehabilitation system have been a bottleneck of Georgia's business environment for
years. According to World Bank’s report “Ease of Doing Business”, Georgia has its weakest position in this
component and the country ranks 64t in the world. In this direction, the challenge is the effective
reimbursement of time and costs occurred, as well as the lack of an effective rehabilitation system for
viable enterprises, which hinders the so-called "second chance". Inthis regard, a significant step forward
is the new law on rehabilitation and collective satisfaction of creditors, adopted in September 2020. One
of the objectives of this law is the creation of stimulus for rehabilitation for the viable companies.
Therefore, effective enforcement of the new legislation would be very important.

An important challenge is availability of an effective mechanism of Public Private Dialogue (PPD), in terms
of involvement of businesses in the policy development process at an earlier stage. At present, PPDs are
conducted by Bussines-Ombudsman's Office, also by various public institutions (regarding legislative
changes, as well as for provision information on DCFTA requirements). In particular, Private Sector
Development Advisory Council (PSDAC), Trade Advisory Council and DCFTA Advisory Group have been
created. However, it is important to further strengthen/develop these platforms, as far as their effective
functioning is important in terms of sharing their views on regulations, aswell as for creating a stable and
predictable business environment and also for effective policy implementation.

Goal

Creation/Expansion of opportunities for establishing and functioning of SMEs oriented on sustainable
development.

Objectives

1.1 Refinement of legislative base towards SMEs in compliance with European and international best
practices

Within the framework of the obligations undertaken under the Georgia-EU Association Agreement, the
legislation of Georgia will be dynamically approximated with the legislation of the EU. In this process the
needs of SMEs will be taken into the consideration. Accordingly, the RIA SME Test will be implemented,
and the scope of RIA application will be expanded.

1.2 Ensuring sustainability and institutional strengthening of the SMEs’ supporting system

The strengthening and development of state institutions supporting SMEs will continue in order to
respond the growing challenges of SMEsin a better manner. Special attention will be paid to development
of capacity and skills of the staff of relevant state institutions as well as ensuring the sustainability of the
funding of the institutions itself. Furthermore, Impact assessment will be performed for selected state
support programs.

1.3 Improving the statistics of SMEs
Despite the progress achieved, it is important to continue the changes in this area, including the

production of short-term business statistics, improvement of the statistical business register, in terms of
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business statistics for SMEs by gender, ICT statistics for SMEs by size, production of statistics on export
traders, including the producing statistics on number of start-up exporters according to the size of
enterprises, etc.

1.4 Ensuring competitive environment for SMEs

Following the enhancment and development of competition law, it will be important to ensure its
effective enforcement in order to create a competitive environment in the country. The indicator of
effective enforcement of the legislation is the investigations conducted and the recommendations issued
by the National Competition Agency of Georgia, which serve to improve the competitive environment in
the country's commodity and service markets. The awareness raising among SMEs is also necessary, in
order that they have complete information on amended legal frameworkand the rules of the procedures.

1.5. Swift and effective business disputes'resolution

Intensive works will continue on the development of alternative mechanisms for business disputes and
promotion thereof among SMEs. In this respect, special attentionwill be payed to popularization of the
system and awareness raising on the one hand and, to the extension of the business ombudsman’s role
in resolving disputes between the state and the private sector, on the other. Attention also will be paid to
the reform of the tax dispute system.

1.6 Increase access to electronic public services

Access to public services will continue to increase, including via the unified portal my.gov.ge. Additionally,
the program "The state is your partner" will be strengthened, which will increase the availability of state
programs, especially in the regions. Attention will also be paid to further digitalizationand development
of taxservices.

1.7. Development of Insolvencyand rehabilitation system

The state will facilitate the development of a relevant system of new legislation, including the
development of a system of private executives and a system of rehabilitation, as well as raising the
awareness of companies about the capabilities of the new system.

1.8. Awareness raising of SMEs on changes ofregulations and development of Public-Private Dialogue

In light of the changing regulatory environment, in particular due to AA derived requirements, additional
activities will be conducted to increase the awareness of SMEs about both already adopted as well as
upcoming regulations. In addition, public-private dialogue platforms will be further strengthened
/developed.
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Priority 2: Promoting the development of entrepreneurial skills and raising the
entrepreneurial culture of SMEs

Situation Analysis

The development of human capital is one of the main priorities of the state, which is announced in the
government program for 2021-2024 , Towards Building an European State”. Access to qualified human
capital is especially important for the development of SMEs, as far as it saves entrepreneurs the costs
relatedto staff training, in terms of time and financial resources.

It should be mentioned that according to the 2019 World Bank’s Survey on enterprises, unskilled labor
force was identified by SMEs among the top-3 most problematicissues in terms of doing business.

In this regard, it is particularly important to provide a relatively rapid and short-term solution of this
problem, such as availability of relevant trainings, as well as more complex solution through the
development of vocational education. The development of vocational education based on dual education
is one of the announced governmental priorities. Vocational education can prepare quilified workforce
and give professional qualification or develop specific skills and competencies related to the profession
within the short-term training. In addition, it provides possibility of training and returntothe labor market
of those persons whose skills are outdated and no longer meet modern labor market requirements.

In recent years, a number of activities have been carried out to improve the quality of vocational
education and to increase its compliance with the requirements of the labor market. The reforms of
educational programs have started actively with involvement of employers in the process; Both external
andinternal quality assurance mechanisms have been enhanced; Human and material-technical resources
were developed; Practical training, including opportunities for Work Based Learning (WBL) was
strengthened; Training on entrepreneurship has become a mandatory component of educational
programs. It is noteworthy that the implemented reform had a positive impact on the employment and
self-employment rate of vocational program graduates. According to a study conducted in 201921, the
employment rate of vocational program graduates hasincreased by 20 percentage point compared tothe
same ratein 2014 (2014 - 42%; 2019 - 62%).

Nevertheless, there are still challenges in the vocational education system related to its geographical
availability and popularization of vocational education as well as in terms of the rapid response to labor
market demands.

Itis worth to mention that the COVID-19 pandemic put in the agenda the issue of providing students with
distance education services at all levels of education system, including vocational education. Due to the
specifics of vocational education, difficulties have been created in the component of practical training,
especially in case of those types of programs where the involvement of private sector was necessary. In
response to this, the analysis of professional programs, as well as of short-term training programs have

2! Tracer Study of 2018 VET Program Graduates, December 2019),
http://www.mes.gov.ge/content.php?id=5962&lang=geo
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been started and the components that can be taught in distance format have been identified. It should
be emphasized that the role of vocational education is extremely important in terms of overcoming the
economic difficulties created by the COVID-19 pandemic, in particular in terms of timely preparation of
the labor force to meet the new labor market requirements for the business sector.

Promoting the development of modern entrepreneurial culture and improving entrepreneurial skills is
also important for the SMEs growth and raising competitiveness thereof, which is still a problematic issue,
particularly for SMEs. The level of knowledge of business planning and development, marketing and other
skills necessary for successful entrepreneurship —is still low. Among other issues, one of the reasons for
the refusal of providing credits by commercial banks is the low quality of business plans submitted by
SMEs.

The imbalance in supply and demand andthe training/retraining of the labor force in accordance withthe
requirements of the labor market has been a problem of the Georgianlabor market over the years. In this
regard, it is important to regular surveys of labor market needs, that will help to reveal the changing
characteranddemands of the labor market.

In addition to the abovementioned, the Ministry of Internally Displaced Persons from the Occupied
Territories, Labor, Health and Social Affairs of Georgia has developed the National Strategy for Labor and
Employment Policy for 2019-2023, which defines 2 sectoral priorities - promoting employment and
ensuring efficient functioning of labor market. In addition to the priority areas, the strategy sets goals,
such as: reducing the mismatch between supply and demand in the labor market, strengthening active
labor market policies, by strengthening the labor market management information system, ets.
Mentioned priorities are important for the goals of the SME development strategy.

Moreover, a relatively new challenge is the issues of occupational safety, especially in the light of
amended labor legislation and, consequently created LEPL “Labor Inspection Service”. The knowledge and
qualifications of SMEs in this direction needs further development.

In addition, for the internationalization of SMEs, the introduction of Responsible Business Conduct (RBC)
principles in companies are important. This means responsible attitude towards the environment,
implementation of corporate social responsibility principles, development of modern business
relationships etc., that stimulates the private sector, to make more contribution to the sustainable and
inclusive development of the economy.

The Articles 231 and 352 of the Georgia-EU Association Agreement particularly emphasize the need of
encouragement of corporate social responsibility and responsible business conduct in accordance with
the standards of OECD and other guidelines.

As of today, knowledge about RBCin generalas wellas on its benefits is limited, therefore, it is important
to increase the knowledge of the private sectorin this respect.

Goal

Increase SMEs competitiveness through supporting development of their entrepreneurial skills and
culture.
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Objectives

2.1 Facilitation of evidence-based decision-making in the field of Labour Market

Constant monitoring of the situation in the labor market, including labor demand, skills required and
challenges, and the analysis of relevant information is important for the supporting evidence-based
decision-making. For this reason, periodic surveys will be carried out and labor market analysis will be
conducted.

2.2 Awareness raising of SMEs on needs for occupational safety

In order to adapt to the stricter requirements of legislation, entrepreneurs will be offered relevant
trainings on the Mandate of Labor Inspection Service and the requirements of the legislation. It will be
important to further strengthen the qualifications of entrepreneurs to adapt to the additional
requirements caused by the Covid-19 pandemic.

2.3 Strengthening entrepreneurial skills

Different types of trainings for entrepreneurs will be further offered by the relevant state institutions. It
is also possible to provide technical support to entrepreneurs for training of their staff. In response tothe
challenges caused by the Covid-19 Pandemic andto increase accessto training for different groups, more
trainings will be offered online.

2.4 Development of Vocational Education System oriented at entrepreneurship

The state will continue to develop an entrepreneurship-oriented vocational education system, including
through expanding and popularizing the vocational education network, offering multidisciplinary
programs and courses, introducing an entrepreneurial culture and raising awareness, introducing
mechanisms to support entrepreneurial ideas of professional students and graduatesas well as through
supporting the strengthening of cooperation between VET schools and SMEs, inter alia, through work-
based learning.

2.5 Development of labour market information system (LMIS), labour market management information
system (Worknet)and relevantservices

In order to raise public awareness on labor market trends, it is necessary further to develop the labor
market information system, which will envisage the addition of new functionalities and the perception of
digital information for the wider audience. Despite the researchand analysis carried out regarding labor
market issues, it remains as a challenge for the public to have an in-depth understanding of research
results and to apply them in practice. Effective visualization of digital information will help to solve the
existing difficulties. Accordingly, in order to reduce the existing disbalance in the labor market, the labor
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market information system will be developed, including the refinement of the relevant website, as well
as the development of the labor market management information system, professional orientation,
career planning and other relevant services.

2.6 Promotion of Responsible Business Conduct

In order to promote responsible business conduct, it is important to raise awareness about RBCasamong
SMEs as well as among business associations and state institutions. This will be implemented through
relevant trainings. Additionally, a handbook (on ESG - environment, social and corporate governance) for
SMEs will be developed and companies will be supported in the implementation of these standards.

2.7 Promoting the use of broadband-enabled digital services

Inthe framework of “Log-in Georgia” project, for the realization of the “National Broadband Development
Strategy (NBDS) and its implementation action plan for 2020-2025”, will be promoted digital use-cases of
broadband and will focus on elimination of barriers to the participation of individuals in the digital
economy. Project will help to boost the use of digitally enabled services through training and capacity
building programsacross the country. It will also promote development of digital financial services and e-
commerce, including popularisation of online e-government services. The Project will also help the
development of remote e-learning and telemedicine. At the same time, special activities will be carried
out inorder to boost the use of the internet and digital services by women, ethnic and social minorities,
and persons with disabilities in targeted settlements.

Priority 3: Improving access tofinance for SMEs

Situation Analysis
Access to finance is one of the major obstacles for the development of SMEs over the years.

The Georgianfinancial system is being dominated by the commercial banking system (more than 90% of
the whole financial system). Other directions of the financial market are less developed. In fact, well-
developed financial markets are vital for the development of enterprises, especially SMEs, which have
problems in accessing traditional banking capital due to high collateral requirements and other factors.

It should be noted that despite the growth of SME share in Georgia’s banking portfolio, the access to
finance is still identified among the main problems hindering business development. In particular,
according to the results of World Bank’s Enterprise Survey in 2019, access to finance, is indicated as the
second largest obstacle, after political instability.
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Diagram 11. Loans for SMEs
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According tothe World Bank’s Enterprise Survey 2019, enterprises mostly use internal resources to cover

investment costs (70% of investment costs), which is followed by bank credit. It should be emphasized
that this figure have not changed significantly since 2013, when the rate of application of own funds
ranged from 73% to 75%. According to the same survey, 38% of small enterprises and 48% of medium
enterprises have bank loans. Worth to note that the same figure in large enterprises, equals to 58%. In
addition collateral requirementsare still high. According tothe 2019 survey, this figure on average is 191%
of the loan amount for small enterprises and 195% for medium enterprises (on average, collateral
requirement for all types of enterprises is 194%).

The rate of bank credit denial is still high in relation to small enterprises. In particular, while in large
enterprises this figure is only 2.6%, in small enterprises it reaches 20.6%. According to the European
Investment Bank (EIB) “Bank Lending Survey” (2018), rejection to approve a loan is preconditioned by 4
main factors: 1) Insufficient collateral; 2) adverse credit history; 3) difficulty in predicting risks; and 4) low
quality business plan. However, the most common reason for credit denial to SMEs is highrisk. In addition,
mortgage problems are related to the lack of mortgage items registered by small and medium-sized
businesses. This issue is especially problematicin relationto land, toincrease agriculturallending. A large
part of the land in Georgia is still not officially registered, that hinders it being used as land mortgages.

As a result of all the abovementioned, 22.4% of small enterprises and 21% of medium enterprises still

indicate accessto finance as the main obstacle?2 (WB enterprise survey 2019). It is Important, that access
to alternative financing is also obstacled by the low level of financial education and skills of SMEs.

For the improvement of the accesstofinance, for attracting investmentsandinternationalization of SMEs,
well-ordered financial accounting and reporting system is crucial. This issue was a serious problem during
several years. Georgia has taken important steps in this direction. Georgia has undertaken the obligation
to regulate the accounting, reporting and auditing supervisory system under the Association Agreement
and has started fulfilling this obligation since 2016, once the law of Georgia on Accounting, Reporting and

22 WorldBank“Enterprise Survey”, 2019
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Auditing has been adopted and the subordinated entitiy under the Ministry of Finance - Service for
Accounting, Reporting and Auditing Supervision (SARAS) - was established.

SARAS along with other functions defined by law is obliged to introduce International Financial Reporting
and Auditing Standards. SARAS is also responsible for reviewing reports submitted by the entities on a
risk-based approach and further publication thereof.

Itis defined that the financial reporting for small and medium-sized enterprises (according to the law, the
third and second category enterprises) must be prepared in accordance with the IFRS for SMEs. The
medium-sized enterprises (the second category enterprises) are additionally required to submit audited
financial and management reports.

Respectively, since 2016 financial reporting and auditing reform has been implemented in Georgia. The
second category enterprises (medium-sized) started submitting financial reporting from 2018 and the
third category enterprises (smal-sized) - from 2019. The submission rate of annual reporting in 2018 and
201923 was quite high, amounted to 96% on average.

Despite the high submission rate, improving the quality of financial reporting of this category of
enterprises remains a challenge. Independent audit increases the credibility of financial statements
(except PIEs and the first category (large) enterprises, it is also mandatory for the second category
enterprises). Inits turn, the quality control system monitoring plays important role concerning the quality
assurance of the audit conducting.

As for VC and business angels ecosystem, acknowledging the current advancements in the development
of regulatory framework for venture funds, there is still scope for further approximation with the EU of
the legislation on venture investment types. Furthermore, higher involvement of VC actors in the
enhancement of legislative frameworkis needed, to foster the growth of SMEs operating in these fields.

Besides the mentioned above, the Covid-19 pandemic created significant challenges to financial condition
of business. In this situation particularly SMEs were significantly damaged. As it was mentioned above,
the Covid-19 pandemic and respective economic crisis has created serious problem of liquidity in business
sector. Accordingly, the state assistance towards the private sector was directed to mitigate liquidity
problem, both through canceling or postponing of tax obligation, as well as through providing direct
financial assistance. To this end, the state financial assistance programs were modified, namely deadlines
and limits of co-financing changed and the list of fields eligible for co-financing was expanded. Also new
instruments were added to existing once. Among them, it’s noteworthy the credit-guarantee scheme, for
which 330 miIn. GEL was allocated. In total, since the outbreak of pandemic several phases of the state
anti-crisis plan have been implemented, in itsframework whole support to business amounted to2,273.0
billion GEL. Out of it, 1.04 billion GEL was allocatedto the VAT refund program, 600 min. GEL - issuance of
obligations with the aimto increase liquidity in commercial banks and 633 min. GEL - tax preferences and
targeted support of various sectors.

2 The financial statements shallbe submitted no laterthan 9 months after the end of the reporting period.
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Goal

Increased application of financial market instruments by SMEs.
Objectives

3.1 Development of state financing programs

It is important to update periodically the existing state programs and constantly develop them in
accordance withthe market demand. State support programs should directly respond tothose challenges
existing in the market, that limit the access of SMEs to financial resources, their internationalization,
development etc. State support programs should be developed based on these goals and problems. The
challenges, that require special attention are the reducing cost of financing and collateral requirements
for SMEs, as well as expanding financing sources for innovative start-ups.

3.2 Development of alternative mechanisms of financing

The development of local capital marketsand creation of alternative sources of financing, also ones with
higher risk is very important, as the readiness of commercial banks for financing such projects is relatively
low. Such instruments as leasing and factoring either are not developed properly or not considered by
entrepreneursas a good, or in certain sircumstances as preferred alternative to bank credits. Accordingly,
on the one hand it is important to develop alternative financing instruments, including through refining
the legislative framework, and on the other hand to raise the awareness of entrepreneurs regarding the
advantages of the alternative financing instruments.

3.3 Furtherimprovement of financial literacy

Lack of financial knowledge and experience of SMEs is identified as one of the factors causing insufficient
access to finance. Along with the high risk and collateral problems, SMEs have challenges in terms of
development of business planand insufficient knowledge of financial processes. Therefore, it is important
to take steps for strengthening the financial education of entrepreneurs.

3.4 Expansion subject of pledging

The use of land as a subject of collateral has been a problem in Georgia for many years, particularly for
SMEs based in the regions of the country. The reason behind this problem is that the entrepreneurs do
not own formally their lands and have not registered their property. To conduct an effective land system
registration reform is very important for addressing this issue.

3.5 Increasing the transparencyand quality of SMEs’ Financial Information

For the growth and development of SMEes, it is important to have a well-functioning financial reporting
system, as well as to ensure the quality of the audit carried out in order to increase the reliability of
reporting, through monitoring of the quality control system. Trainingsand awarenessraising activities will
be carried out for SMEs.
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3.6 Further develop Venture Capital (VC)”24and business angels25 ecosystem

Development of national venture investors is a long-term task that includes encouragement of the
wealthycitizens (including increasing trust to national regulations) to make higher risk investments inside
the country as well as training very well educated and internationally practiced venture funds managers.
The medium-term task is to attract in Georgia the venture investments from abroad. This is needed to
equip the Georgian start-ups with an opportunity to get bigger funding for their development at erlier
stage while staying the residents of the country. To attract the foreign investors it is important to create
the clear and understandable rules, that would be the same or better than those in their home country
or in the other locations with comparable profit rate and supply of innovations. While making the decision
about the model regulations should take into account the best international practices, the terms and
definitions should be understandable to those countries, from which the investors are expected to be
attracted. Respectively, it is important further to approximate legislation on types of VC tothe EU.

Priority 4: Promoting the export growth, access to market and internationalization of SMEs
Situation Analysis

An important stage in the development of SMEs is the export and internationalization, which is preceded
by anincrease of competitiveness of enterprises.

According to 2019 data, SMEs account for 49% of total exports. However, it should be noted that this
figure has decreased from almost 60% of 2015. This is against the background that SMEs constitute 99.7%
of the enterprises registered in Georgia. Consequently, there s a significant potential for the development
of SMEs in export directions.

Diagram 12. Share of Enterprisesin Exports by Enterprise Size (%)
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24 Venture Capital - capital invested in a high risk business project for new venture or to expand an enterprise, typically in exchange for the transfer of a significant
share to an investor.

25 A business angel - a wealthy individual who invests personal capital in start-up companies, in development of higher risk business,in return for an equity stake.
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As mentioned above, Georgia has a wide network of free trade agreements, which gives businesses
operating in Georgia access to 1/3 of the global market. The Deep and Comprehensive Free Trade Area
(DCFTA) with the European Union is of particular importance among existing free trade agreements.
Unlike the markets of neighboring countries, the EU market is still less utilized and offers a wide range of
opportunities for Georgian businesses.

It should be noted that in order toraise awarenesson the DCFTA requirementsin various areas, meetings
of state officials are held regularly with representatives of both, the private sector and stakeholders. A
medium-term (2021-2023) action plan for the DCFTA implementation has been developed, with one of
the goals of awarenessraising of entrepreneurs. Also, more detailed annual plans are being developed. A
special website DCFTA.gov.ge has been developed, containing all the information related to the
implementation of this agreement, including a separate platform for entrepreneurs, where they can found
information about exports to the EU. Itis also worth noting that all drafts of DCFTA-related legislation are
uploaded on the website to allow stakeholders, including entrepreneurs, to provide comment, ensuring
transparencyand predictability of the process.

Despite the efforts, awarenessamong the entrepreneurs about the opportunities and potential of DCFTA
is still low. Existing companies are more focused on neighboring countries, which are more familiar and
accessible markets to them.

Besides the low public awareness, there are objective reasons of the abovementioned problems. the EU
market has a number of challenges along with the opportunities. Meeting the high standards and
requirementsis quite difficult and expensive, requires appropriate commercial connections, qualifications
and financial resources.

Accordingly, adapting to DCFTA requirementsis even more challenging for small and medium enterprises.

Access to information on export markets’ requirementsremains a challenge for Entrepreneurs, although
this information is available and consultations can be provided in number of state institutions, including
LEPL “Enterprise Georgia” and the National Wine Agency. Furthermore, a significant challenge for SMEs
is the implementation of international standards and the acquisition of relevant, quality certificates. Just
as problematic is the re-equipment of machinery, the effective marketing and the development of sales
channels. High costs of transportation and storage of goods were also identified as a barrier to exports by
the private sector. In many cases, SMEs do not have the necessary financial resources to ensure
independently their own participation in various targeted international exhibitions and events. In this
regard, the existence of co-financing mechanisms by state institutions, that contributes to the further
expansion and development of business, plays animportant role.

Internationalization of SMEs remains a challenge. Establishing links between SMEs and enterprises
created by foreign direct investments (FDI-SME linkages), in its turn, will support to involve SMEs in the
global value chain.

Inthis regard, it is possible to consider creating a structured database of entrepreneurs and suppliers, that
will help connect local small and medium-sized companies with large international companies operating
in Georgia.

42



“Enterprise Georgia” and GITAare partners of Enterprise Europe Network (EEN), that consolidate about
600 European and international organizations, including chambers of commerce & industry, technology
centres, development organizations. Participationin EEN will support estanlishing contact between local
and European companies. Despite the fact that Enterprise Georgia and GITA are involved in EEN since
2015, this opportunity not utilized fully so far and it is important to continue working in this direction by
supporting local SMEs to register on the platform.

Furthermore, the level of development of quality infrastructure within the country is of great importance
for adapting to the requirements of the export markets, especially the EU market, and for overcoming
technical barriers to trade. Georgia is successfully implementing national quality infrastructure reform in
accordance with the requirements of the DCFTA. This process is dynamic and should be continued, as well
as the the knowledge of private sector should be strengthen regarding the importance of quality
infrastructure and the benefits, that a well-developed quality infrastructure can create in terms of
international trade.

In addition to abovementioned, the Ministry of Economy and Sustainable Development and Enterprise
Georgia, in cooperation with the GIZ Clusters4Development Project, funded by the European Union and
the German Government, is currently elaborating a Cluster Development Framework of Georgia, which
will provide guidance for the scope of national cluster development programme, provide an outline for
an environment to engage and coordinate private and public stakeholders, propose cluster related
policies and supporting initiatives to increase the competitiveness of Georgian SMEs.

Goal

Improve the competitiveness of SMEs by promoting the exports, foreign market access and
internationalization.

Objectives
4.1 Promoting the use of export opportunities

Itis important toengage SMEsin international trade by supporting their export opportunities. Tothis end,
it is important to supoprt in adapting to existing requirements as well as to provide information on
requirements of export markets. It is also important to increase the export knowledge and qualifications
of entrepreneurs and increase their export potential by establishing links with companies operating in
export markets, as well as to improve enterpreneuers knowledge about market trends and potential
competitors, through market studies and otherinstruments.

4.2 Awareness raising on DCFTA requirements and opportunities

Relevant state institutions will continue to inform SMEs on the requirements and opportunities of the
DCFTAthrough training and informative meetings. Additionally, the state information campaign on DCFTA
will be continued.
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4.3 Development of National Quality Infrastructure, including relevant institutions (Accreditation,
Metrology, Standardization etc.) to further align with Internationaland/or European practices

Reform of the national quality infrastructure system will be carried out in order further to align it to
International and European standards, through improved level of participation in relevant International
and regional QI Institutions; Increased availability of International and/or European standards for
interested parties and increased range and/or field of metrological services, including internationally
recognized ones, offered to customers. It is of utmost importance also to expand the area of recognition
of conformity certificates or other relevant documents issued by CABs (Conformity Assessment Bodies),
through support of wider application of international/Euroepan standards by CABs.

4.4 Strengthening investment and SME links

In order to strengthen the links between SMEs and large international companies, information about
entrepreneurs and their products will be consolidated and based thereupon a database of small and
medium-sized entrepreneurswill be developed.

Priority 5: Promoting Electronic Communications, Information Technologies, Innovations
and Research and Development for SMEs

Situation Analysis

The development of an economy based on knowledge and innovation is one of the priorities of the GoG.
This is very important for increasing the competitiveness and productivity of companies. The low rate of
implementation of innovation and moderntechnologies in the business is one of the main factorsresulting
inefficiency of companies’ production and in low added value.

Despite various international rankings, acknowledging Georgia progressing in the field of innovation and
technology compnent, this issue remains a challenge and needs further development. In particular,
according to the 2019 Global Competitiveness Report, Georgia ranks 915t in terms of innovation
opportunity. Also, according to the INSEAD 2020 Global Innovation Index (Gll), Georgia ranks 63 out of
131 countries with 31.78 points and ranks 79t in the business technology level component.

The main challenge is the financing of innovative businesses. In this regard, funding provided by the state
programsis mainly available, while private funding or itsattracting mechanisms are virtually non-existent.
This problem is exacerbated by the underdeveloped capital market and mainly access only to bank
financing, which is limited for innovative start-up companies because of their high risk.

In addition, it is very important to provide businesses with broad access to electronic communications
means and information technology. In this regard, reforms already implemented in recent years as well
as the ongoing ones have contributed to the development of electronic communication networks and
facilities with modern technologies, introduction of modern services and increase application thereof by
state, general population and businesses.
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As of 2019, the revenue of authorized persons in the electronic communications sector was 1.2 billion.
GEL, which is 16.2% more thanin 2012. Furthermore, at the end of 2019, the number of fixed broadband
Internet subscribers reached 941,000, which is 94.7% more than in 2012. While in 2019, the density of
Internet subscribers per household was 80.8%. At the same time, the number of mobile Internet users
reaches 3.2 million, and its density is 93% of the population. The number of mobile operator subscribers
atthe end of 2019 was 5.38 million and the density per 100 inhabitants was 156%.

Despite the abovemention, there are still challenges in accessing broadband networks in the country. For
example, vulnerable groups, communities in rural or mountainous regions may not be connected to high-
bandwidth, high-quality Internet, just as they may not be connected to existing digital networks. It is the
responsibility of small and medium telecom operatorsto make a special contribution in overcoming these
challenges.

Furthermore, in the context of the Covid-19 pandemic, broadband Internet networks and their proper
functioning have acquired an even greater importance in terms of ensuring provision of critically
necessary services in the country. Also, the pandemic has identified the strong need to develop e-
commerce and increase the knowledge and capabilities of entrepreneurs in this regard, especially SMEs.

Goal

Increasing the competitiveness and productivity of SMEs by Promoting Electronic Communications,
Information Technologies, Innovations and Researchand Development for SMEs

Objectives
5.1 Development of Innovative financing

To increase the productivity of SMEs, as well as to increase the level of innovation in the country, it is
important to have access to appropriate financing instruments. Respectively, the support programs
offered by the state will continue and develop, at the same time it is necessary the development of
private financing instruments, including through the development of the capital market.

5.2 Supporting the development of e-commerce

In order to support the development of e-commerce in SMEs, relevant consultation services as well as
educational trainings will be conducted.

5.3 Acessibility of information technologies

In the modern world, access to high-speed Internet is of particular importance for the development of
SMEs. Towards Industry 4.0 the digital transformation of SMEs is essential to help them use digital
technologies and build stronger digital capabilities to seize growth opportunities in the digital economy.
To this end, on the one hand, itis necessary further to develop the relevant physical infrastructure and to
improve the legal framework of the policy to promote the development of broadband networks and
services. On the other hand, it is crucial to offer relevant trainings targeted at the development of digital
skills of entrepreneurs.
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5.4 Development of broadband infrastructure

In order to develop broadband infrastructure, a state program will be implemented and open access will
be given to services in those populated areas where the construction of broadband infrastructure by
private operators is not envisaged for the next 3 years. The fiber-optic Internet network created within
the program will meet the challenges of technological development and of the new generation of
broadband Internet services.

Furthermore, it is important to ensure access to Internet in those mountainous regions of the country
where the population is less than 200 and they are not part of the state program (also unprofitable for
the private sector).

5.5 Development of smalland medium telecomoperators

In order to determine the needs of small and medium telecom operators, it is important to hold working
meetings, followed by the planning of the activities to be implemented based on the identified needs
assessment.

5.6 Deepen research /industrylinkages

Business-science linkages in Georgia are weak, and commercialization of technological/scientific
knowledge virtually non-exists. Given the strong concentration of R&D spending and employment in the
public science sector, it is particularly important that the resulting new knowledge and technology be
transferred to the business sector, so that it could be used to create new or improved products, services
and production processes. Under the “Increasing Institutional Capacity for Innovation
Project“(EUR2.7min) Technology Transfer Pilot Program was a good start to support commercialization
of Georgianscientific results that respond to market needs. Technology Transfer Pilot is implemented by
Georgia’sInnovation and Technology Agency (GITA) with technical support of the World Bank Group. after
the piloting program, thereis a need toscale up the results to increase the effectiveness of the innovation
actors and narrowing the gap between the industry and science.

Priority 6: Promoting the Development of Women Entrepreneurship

Situation Analysis

The GoG acknowledges the rights, knowledge and potential of women in SMEs, as well as the challenge
of unequal access of women and men to business opportunities, including finances. Accordingly, withthe
objectives and activities of the given strategy, the Government will develop and implement special
measures to strengthenand make use of the entrepreneurial potential of women.

According to Geostat 2020 data, the participation rate (activity) of women in the labor force was only
40.4%, compared to 62% of men (the same indicators of 2015 are 46.2% for women and 66.3% for men).
The share of women in the total number of employed persons in Georgiais 44% (45.8% in 2015). At the
same time, as of 2020, 23.9% of employed women are self-employed (38.2% of men). This data in case of
women has decreased significantly since 2015 (31.4%in 2015), while it hasincreased in case of men (2015
- 36.3%). As for the percentage data of hired employees, notable, that in 2020, the gap between hired
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women and men was quite low in favor of men, in particular, share of hired women was 49%, while for
men the data was 51%. Though, in 2019, the data was in favor of women. In particular share of hired
women amounted to 50.3% (451 400 hired women), while the share of hired man comprised 49.7% (446
200 hired man).

With regard to the Poverty rate (Population under the Absolute Poverty Rate), the data for women and
men as of 2020 equals t020.9% and 21.7%, respectively.

Noteworthy the data, which refers to the gap reflected in the distribution of Economically Inactive
Population (population outside labour force) in terms of gender. This data for women is 64%, while for
men - 36%, in 2020. This indicator reveals the challenges regarding unutilized potential of women and
confirms a high importamce of strengthening and further developing the opportunities for active
involvement of women in country’s economic life.

With regard to wages, according to 2019 data, the average nominal monthlysalary of women is 869.1 GEL, and that
of men - 1361.8 GEL. Thesamedatafor 2015was 692.5 GELfor women and 1074.3 GELfor men. As for gender pay
gap,itis thefollowing:2015—-35.5%; 2016-34.5%; 2017-35.7%; 2018-35.8%; 2019-36.2%.

Gender gap is indicated not in generalterms, but in the field of business activity also. In particular, with
respect to the data for business sector as of 2019, share of women employed in business sector was 41%,
while the same data for men comprised 59%. With regard to the average nominal monthly salary, it was
864.7 GEL for women, while the data was 1380.5 GEL for men in 2019. Salary for women amounted to
63% of salary of men. Gender pay gap was 37%. It is important to note, that the pay gap is higher for
small enterprises being 43%, while for large enterprises it is 34%.

It is northworthy the statistics of business activity, in terms of gender. The owners of newly registered

enterprises are mostly men2¢ (almost as twice) and this trend has remained unchanged over the years.

Also, entrepreneurship is the main activity for 6.5% of men and 2.6% of women %/,

At the same time, the participation of women in state-funded projects is as follows: the share of female
beneficiaries in the "Produce in Georgia"?® micro and small business support programin 2018 was 45.1%.
As for agricultural programs, here the proportion of female and male beneficiaries is highly unequal in
favor of men. In particular, in 2014-2019, the share of female beneficiaries among the beneficiaries of the
preferential agro-credit program was only 7.6%.

Based on the available data, it is evident that women have significant unutilized entrepreneurial potential,
making use thereof is hampered by various cultural, social and economic factors.

Moreover, the crisis caused by the Covid-19 pandemic had a particular impact on female employees and
entrepreneurs, as far as female entrepreneurs dominate in industries, most affected by the crisis
(tourism, trade).

% GeoStat, data of 2019
% GEOSTAT, ADB, 2018 Pilot Study on Gender-Differentiated Data Colleaction, Asset Ownership and Entrepreneurhsip
% The aim is to support financial and technical capacities of SMEs in regions of Georgia
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It is noteworthy, that the GoG implemented several phases of anti-crises plan, which among others
involved direct money transfers as well as subsidized loans to affected entrepreneurs, self-employed and
even informal workers (e.g. babysitters). COVID Pandemic-driven negative consequences has particularly
reflected on women and in response to that, Government ensured significant and targeted supportive
measures invarious mechanisms for women in order to mitigate as much as possible the damaging impact
of pandemic crises on them. In particular, in total almost 175 000 women beneficiaries, who were hired
employees losting their job or having unpaied leave, among other supportive measures, received in total
about 128 million GEL targeted assisstacne. The number of female beneficiaries is 21% higher than the
number of male beneficiaries, which is 145 000, and the amount of financial assistance provided to
women is 23% higher thanthe one of male beneficiaries, which is 104 million. Furthermore, Government
provided the targeted assistance to the self-employed women also. Totally, about 198 000 women
beneficiaries (46% of total number) were supported with 60 million GEL.

In addition, the pandemic and the resulting constraints have affected the learning process, led to the
closure of kindergartens and schools, and raised the need for home care for children, which, given the
current situation, is disproportionately distributed between women and men.

In general, women's entrepreneurial activity is hindered by various cultural stereotypes, although
affected by the practical aspects as well. In particular, it is known that the indicator of real estate
ownership by women, including land, is significantly lower than the same indicator for men. More
specifically, only 16% of the documented owners of agriculturalland are women. ?° Consequently, when
it comes to accessto finance, where commercial banks dominate, and in the case of bank loans, the issue
of collateral is important, this significantly limits the access of women to financial resources. Therefore,
female entrepreneurs are forced to rely heavily on personal finances. This problem is especially acute in
the regions.

Accordingly, in the process of developing state support programs, it is important to identify specific
problems and peculiaritiesrelated to women entrepreneurship and to develop tailored methodology and
tools.

However, access to state support programs for women remains problematic, due to both the above
factors and the lack of certainskills, including digital skills. This is especially problematic for women living
in the regions.

Itis also important that the results of state programs are not analysed in a gender context, which would
allow the state to define an objective picture and on the basis of which appropriate policies and tools
would be developed.

Overcoming different types of stereotypes is still a problem. It is necessary to conduct an ongoing
awareness raising campaign and special trainings in this direction.

29 GEOSTAT, ADB, 2018 Pilot Study
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To overcome the above challenges, it is also important to strengthen the capacity to develop gender-
based approaches within the relevant state institutions, which will ensure that the state puts more
emphasis on the development of gender-sensitive programsand tools.

Goal

To harness the economic potential of women by further promoting the development of women
entrepreneurship.

Objectives
6.1 Popularisation of “Women Empowerment Principles” (WEPs)

To overcome different types of barriers and stereotypes, it is important for all relevant actors to
understand their role and take appropriate action. The state can promote "Women Empowerment
Principles" by raising awareness among its beneficiary entrepreneurs, especially in the regions. Digital
economy relys on workers with STEM skills. Without special interventions, women’s limited participation
in STEM will disadvantage them in the growing number of technical fields. It is crucial that barriers to
women entering STEM fields of research and employment in ‘non-traditional’ jobs be eliminated/reduced,
by changing mindsets, improving teacher training and providing girls with internships, role models and
mentors. It is also important to involve the non-governmental sector and international donors in the
process.

6.2 Improving gender-based statistics in state programs

In order to draw an objective picture of the status-quo, it is important to produce statistics on the results
of state programs considering the gender context. This will allow the GoG to make appropriate
adjustments in the planning and implementation of its policies in the future.

6.3 Encouraging women participation in state programs

There are several aspects to consider for encouraging women to participate in state programs. Among
them, it is important to take into account the specifics of women's participation while selection of
beneficiaries. As of today, this aspect is better envisaged in the “Produce in Georgia” grantscomponent.
In other programs, the consideration of this is limited or virtually non-existent. Inaddition, it is important
to consider all the practical barriers that female entrepreneurs face and to offer appropriate supporting
tools. Also noteworthy is the limited access of women entrepreneurs to information about state
programs, especially in the regions. The role of local self-government needs to be strengthened in this
process.
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6.4 Strengthening digital skills of women entrepreneurs

Strengthening digital skills is important toincrease female entrepreneurs' access tovarious governmental
programs and other information. It is important to provide appropriate support in this area, which will
allow women entrepreneurs to understand better the market demands and trends, to run their own
business and introduce e-commerce without leaving home in a pandemic.

6.5 Support capacity building of state institutions for the development of gender-based approaches

Inorder effectively to develop and implement gender-sensitive approachesand policies, it is important to
develop and strengthen relevant qualifications in the state institutions. To this end, trainings for civil
servants on Gender Impact Assessment (GlA) issues will be planned and implementedin cooperationwith
international organizations.

Priority 7: Promoting the Development of the Green Economy for SMEs

Situation Analysis

In recent years, the introduction of environmentally friendly measures in entrepreneurial activities in
Georgia gradually has begun, that should contribute to the strengthening of green development in the
economy and the widespread introduction of environmental standards.

According to the 301 Article of the EU-Georgia Association Agreement: "the Parties shall develop and
strengthen cooperation on environmental issues in order to promote sustainable development and the
long-term goal of a green economy."

This issue is an integral part of the national policy agenda. In 2016 the MoESD developed first outline of
the Green Growth Policy Document with the support and in cooperation with GIZ. The document
identified the possible directions for the development of the green economy. It is planned to develop a
greengrowth concept, strategyand action plan for 2021-2025.

Georgia hasa significant green growth potential in many areas. Furtehrmore, interms of the development
of SMEs, the potential of ecotourism can be highlighted particularly; Introduction of eco-production in
agriculture; Increase the productivity of agricultural lands and at the same time reduce the negative
impact on the environment.

It should be noted that the draft document of Georgia’s ecotourism strategy for 2021-2031 is being
developed. 3° The vision of the strategyis for Georgia to become the leading four seasons ecotourism
destination in the Caucasus region, taking into account its natural resources and high quality services. The
strategy combines 5 goalsand relevant measures: 1. Development of authentic, high quality, four season
tourism products and services; 2. Involvement of the local population in the development of ecotourism

30 National Tourism Administration, National Forest Agency and Protected Areas Agency in cooperation with GIZ are working on the document.
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and respectively increase their income; 3. Raising environmental awareness; 4. Preservation of the
country's diverse nature and rich living culture in the long run; 5. Ecotourism management at all levels.

The area of energy efficiency should also be highlighted. In this regard, work has begun with the Energy
Community on the adoption of an updated Energy Efficiency Directive, based on which the National
Energy and Climate Plan (NECP) will be developed, which in turn will includes measures for the Energy
Efficiency and Renewable Energy Action Plan.

Despite the above, Georgia does not yet have a high-level strategic vision for green growth. In spite of the
progress made in recent years both in terms of legislative framework and practicalimplementation, the
introduction of modern environmental standards in entrepreneurship remains an issue and Georgia still
has to take important steps in this direction, especially with regardsto awarenessraising activities.

Ingeneral, SMEscan play an important role in the development of the green economy and in the effective
implementation of modern environmental standards in Georgia. However, this process is slowed down by
a number of factors.

First of all, access to finance remains a challenge. Scarce availability of the long-term financial resources
prevents entrepreneurs from investing in resource-efficient technologies and developing a "green"
business.

Access to "green" finances in Georgia is quite limited. The commercial banks mainly use "green finances"
provided by various international financial institutions. Despite that international financial institutions
have allocated $ 400 million over the last decade for 8 commercial banks, this did not tackle effectively
the issue of access to resources for SMEs.

It should be noted that the main part of the abovementioned resources is directed to the financing of
renewable energy projects (hydropower plants, wind farms) and mainly goes to large companies and
projects. At the same time, the amount of loan offered is usually too large for SMEs.

SMEs mostly operate in lower value-added sectors such as trade. In such conditions, the entrepreneurs
have limited opportunities to contribute to the development of the greeneconomy.

Inaddition tothe abovementioned, awareness on the opportunities and benefits of the "green" economy
is still low among SMEs. Moreover, their knowledge of environmental legislation and practices already
implemented in Georgiais scarce. Therefore, itis necessary for the state to take appropriate measures in
this direction.

Goal

Promoting the Involvement of SMEs in Green Economy.
Objectives

7.1 Development of green growth strategy

An appropriate concept and strategy will be developed to define the government's vision for growthand
to identify relevant development measures. In the draft Green Growth concept, wich is a leading phase
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of Green growth strategy, will be determined possible directions (industry, tourism, transport,
construction, energy, agriculture, solid waste management, forest and biodiversity) of green economy
interference.

7.2 Popularisation of eco-innovative3! approach

Itis important to promote eco-innovation among SMEs, to inform andraise their awareness, aswell as to
promote the introduction of such approaches. At the same time, it is important to focus not only on the
commitments, but also to understand in detail the long-term benefits that accompany the
implementation of these directions in practice.

7.3 Development of green-funding mechanism

The state should support the increase access to"green" funding. To this end, it is possible tointegrate the
relevant components into state programs, as well as with the support of international financial
institutions, direct financial products in the private sector to finance SMEs.

Also, to improve access to finance, it is important to develop a certain framework that defines which
specific economic activity can be considered to be aimed at promoting a sustainable and green economy
development. This will support financial institutions, as well as entrepreneurs, foreign and local investors
to clearly define the key directions of their activities.

7.4 Development of legislative framework

Itis important to continue establishing and developing an effective legislative framework, including in the
field of energy efficiency. In2019-2020 yearsseveral laws have been adopted including the Law on Energy
Labelling, the law on Energy Efficiency and the law on Energy Efficiency of Buildings. Enforcement of
above mentioned laws requires elaboration and adoption of relevant secondary legislation.

7.5 Development of eco-tourism

Itis important to formulate a unified vision and state strategyin the area of ecotourism, as well as to put
it into practice through the development of ecotourism infrastructure as well as increasing protected
territories.

7.6 Awareness raising of SMEs on Environmental Protection Issues

One of important challenge is to raise the awareness of SMEs on environmental issues through various
meetings and trainings.

31 Eco-innovation is a new business approach that promotes sustainability throughout the whole product life-cycle as well as
increases company’s performaceandcompetitiveness.ltcanhelp SMEs access newandexpanded markets,increase productivity,
attract new investment, it will also increase profitability across the value chain and will support SMEs to fall behind regulations
and standards, especially environmentalregulaitons and standards.
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6. Implementation, Monitoring and Evaluation of the Strategy

6.1 Implementation

The implementation of the SME Development Strategyand Action Plan of Georgia for 2021-2025 will be
coordinated by the Steering Committee and the Working Group?32 established for this particular purpose
by the Order of the Minister of Economy and Sustainable Development of Georgia. Steering Committee
meets usually twice a year, and additionally, as needed.

The role of coordinating secretariat of the Steering Committee and of the Working Group will be ensured
by the Economic Policy Department of the Ministry33. The latter department successfully coordinated the
implementation of the country’s SME Development Strategy and Action Plan for 2016-2020.

The Ministry ensures the involvement of all relevant responsible state institutions in this process.
Government cooperation with the private sector and civil society is essential for the effective
implementation of the strategy and action plan, this will guarantee transparency and accountability.
Correspondingly, the involvement of all stakeholders in this process will be ensured. To this end meetings
with Private Sector Development Advisory Council (PSDAC) that is established under MOESD, will be used
as well.

The draft of the strategyis to be approved by the Steering Committee, which is recorded as protocol
decision and then submitted to the GoG for further approval. An integral part of the strategyis its logical
framework, which is N1 Annex to the strategy document.

The strategy will be implementedin accordance with the resolution N629 of GoG from December 20, 2019
on ,Rules for Development, Monitoring and Evaluation of Policy Documents“and on the principles of its
annexes.

The strategy will be implemented with state budget funding, as well as with the financial support of
international donor organizations and partner countries.

The main tools for implementation of the strategy are action plans. The strategy covers the years 2021-
2025, however the first action plan has been preparedfor the years 2021-2022. The estimated budget for
the implementation of this action plan is GEL 593,476,724.00. Furthermore, some activities are planned
within the administrative costs, and in some caseswith donor support. The action plan for following years
will be developed within framework of the above-mentioned steering committee and working group,
where a representative of the Government Administration Policy Planning Service will also participate.
Besides to working group member institutions, partner international and non-governmental

32 The relevant order of the Minister of Economy and Sustainable Devel opment of Georgia will beissued, after the
adoption of the Strategy and Action Planby GoG.

3 the frequency of the meetings of the Steering Committee/Working Group, as well as the functions thereof will
be determined by the same order of the Minister of Economyand Sustainable Devel opment of Georgia.
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organizations, aswell as other public institutions in case of necessity, will be involved in the development
and implementation of the action plan. In relation to some activities, the involvement of these
organizations in the implementation of the strategy will be reflected in the annual action plans, where,
together with the institution responsible for the implementation of the activity, a particular partner
organization will be indicated on the basis of prior consultations.

Amendments in the strategy andaction plan can be made in accordance with legislation in force.

In case of reorganization, liquidation and/or merging of the implementing institution with another
institution, the fulfilment of the relevant tasks of the strategy will be ensured by its successor.

In order to inform the stakeholders and the wider public, the strategy and relevant action plans will be
published on the website of the Ministry of Economy and Sustainable Development of Georgia after
approval: www.economy.gov.ge

6.2 Monitoring

In order to achieve the results of the tasks presented in the SME Development Strategy of Georgia for
2021-2025 and to determine the progress of the activities defined by the action plan, regular monitoring
of the Action Plan will be carried out by the Economic Policy Department of the Ministry of Economy and
Sustainable Development of Georgia.

It is to be noted that after launching of the Unified Governmental Electronic System for Policy Planning
and Coordination by the GoG Administration, the strategy monitoring process will be fully implemented
within the mentioned system.

The Economic Policy Department monitors the implementation of the action plan on semi-annual and
annual base. Economic Policy department requests semi-annual information regarding the progress of the
implementation of the activities to be implemented from the institutions responsible for the
implementation of the action plan activities and prepares so-called semi-annual progress report. The
levels of the implementation status of activities are defined according to the Annex 7 (Monitoring
Instruction) of the Policy Planning, Monitoring and Evaluation Guide. In addition, each strategy
implementing institution is required to identify a contact person(s) who will be fully informed about the
activities of the institution and will be responsible for providing information to the Economic Policy
Department on the implementation of the activities in timely manner.

Following the Semi-Annual Report, the Economic Policy Department requests annual information from
the responsible institutions about the fulfilment of planed activities and prepares an annual monitoring
report. The report will mainly include and present information on the results of activities of action plan
and progress of fulfilment of objectives. The annual action plan monitoring report is prepared within 60
calendar days after the end of the year from the start of implementation of the plan. The annual
monitoring report will be presented to the Steering Committee for discussion, after the approval of the
report by the Committee, the report will be sent to the GoG Administration. The annual report on the
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implementation of the Strategy Action Plan will be published on the website of the Ministry of Economy
and Sustainable Development of Georgia: www.economy.gov.ge in order to ensure the transparency of

the implementation of the strategy.

6.3 Evaluation

In order to observe and study the achievements of goals and objectives, as well as to identify the impact
on the development of the priority directions of the strategyand to identify gaps in the implementation
process, the SME Development Strategy of Georgia 2021-2025 will be evaluated.

The evaluation of the strategy will take place at the last stage of the policy cycle, but no later thanthe first
half of 2026.

The evaluation of the strategycan be carried out with internal resources, which will be implemented by
the Economic Policy Department of the MoESD, or performed with in combined method, when Economic
Policy Department might be supported by independent local or international experts as well as by
organizationsof relevant profile.

As a result of strategy evaluation, a report will be prepared, that, after conclusion with the implementing
institutions, will be presented to the Steering Committee. After the approval of the Steering Committee,
the report will be submitted to the GoG.

Strategy evaluation report will be published on the website of the Ministry of Economy and Sustainable
Development of Georgia: www.economy.gov.ge
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