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General description of the dissertaion

Relevance of the topic

In the contemporary world, the economy has a profound influence on
the daily activities of individuals, that is why it is necessary to improve
the current pace of business development and constantly pursue
innovative solutions.

The evolution of Georgia's business sector has traversed a lengthy and
intricate trajectory, underscoring its growing significance for the nation's
welfare. It not only affects the state economy, but plays a major role in
improving the social conditions of the population. It's worth noting that
Georgia, as a post-Soviet country, lacks a long history of business
advancements, yet it was actively involved in global economic trends and
international business development in parallel with the transition to a
market-based economy. Our research delves deeper into the formation of
the business environment in Georgia, recognizing the country's status as
a prime investment destination. With sectors such as tourism, hospitality,
and agriculture, Georgia can attract substantial investment. Our research
is compelling given Georgia's status as a developing nation, with its
business environment in a constant state of adapting to emerging trends.
Hence, the relevance of our inquiry remains paramount.

The relevance of the chosen topic is underscored by both the "Covid"
pandemic and the potential of the Middle Corridor, alongside
cooperation with the European Union. The European Union (EU) plays a
major role in Georgia's economic development, acting as the main
partner in fostering growth, stability, and modernization. Through a
wide range of initiatives, agreements, the EU bolsters Georgia across
trade, investments, infrastructure development, and institutional
reforms.

The COVID-19 pandemic has significantly affected Georgia's economy,
presenting unprecedented challenges across multiple sectors. Strict

measures like curfews and travel restrictions aimed at holding the effects
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of the virus. The circumstances have particularly affected businesses in
the tourism, restaurant, and retail sectors. The sharp decline in tourism
revenues, a key economic driver for Georgia, has resulted in job losses
and diminished incomes, exacerbating socio-economic strains. In
response to these challenges, Georgia has taken decisive actions to
mitigate the pandemic's adverse effects and direct the economy towards
stability and growth. These efforts have heightened the significance of
our chosen topic, as these transformative forces become increasingly
crucial.

Georgia is actively engaged in transporting dry cargo along the "Middle
Corridor", a strategic transport route that links Central Asia to Europe via
the Caucasus. Despite the challenges posed by the pandemic, statistics
reveal a notable uptick in the volume of goods transported via
international rail transport, highlighting the competitiveness of the
Georgian corridor. This route holds a strategic significance for Georgia,
offering a shorter path for trade and transit between Europe and Asia.
The Trans-Caspian route enables our country to boost its role as a pivotal
transit hub facilitating the seamless movement of goods and energy
resources. Leveraging this route, the country can enhance economic ties
with neighboring nations and capitalize on its geostrategic location to
drive trade and foster infrastructure development initiatives.

Focus and Scope of Inquiry:

The focal point of our research revolves around the stages of the
business sector development in Georgia and juxtaposing them with the
European experience. Meanwhile, the subject of the research is the
overall business environment, along with the factors affecting business,
determining the country's competitiveness and optimizing country’s
potential utilization.

The aim and objectives of the research:

The main goal of the research outlined in the presented dissertation is

to explore the possibilities of improving the business environment for the
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growth of small and medium-sized businesses in Georgia through with
the cooperation of the European Union. The research objectives include
examining the evolution of the business environment of Georgia,
assessing the role of small and medium-sized businesses in economic
advancement and identifying challenges of business environment during
the pandemic and in its aftermath, thus, formulating recommendations
for future development.

Theoretical and methodological basis of the research:

In the research process the methods of dialectical, induction,
deduction, analysis and comperative analysis are used. Within the thesis,
tables, diagrams, and illustrations are used to delve into the analysis of
issues addressed by the research tasks.

Scientific novelty of the research:

The dissertation is an analytical research-based work on the trajectory
and trends of Georgia's business landscape and economic progress. The
scientific novelty of the paper is as follows:

+ The importance of collective influence of social, technological,
economic and political factors affecting the business environment along
with the government’s role is evaluated. It is proved that current
implementation of business support measures in the country, including
small and medium-sized businesses, is aligning with European standards;

* The main priorities of improving the business environment are
identified, with a focus on evaluating investment activities across
different sectors. The author's viewpoint shows the shortcomings of the
investment policies and strategies;

+ The country's transit potential is highlighted, emphasizing the
advantages of the "middle corridor" factors. The study delineates the
characteristics of the multifaceted connections between the transport
sector and the economic spheres;

* The significance of innovation and human capital as the main driving

force of the country's economic progress is justified;
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* Recommendations for facilitating the access to resources and
opportunities for engaging in business in the EU have been developed;

+ The benefits of the introduction and development of digital
technologies in business in the European Union are outlined, along with
suggestions for their implementation in Georgia;

+ Asserted propositions are put forth about the importance of loosening
monetary policies in business, which creates the possibility of cost
reducton, increased optimization, a positive environment attracting
additional investment resources;

* Specific recommendations have been developed to promote the
enhancement of corporate sustainability components within business,
aiming to increase the scope and target state support measures.

Approbation of the thesis:

The thesis received approval from the extended session of the
Department of Business Administration, Management, and Marketing
within the Faculty of Economics and Business at Shota Rustaveli State
University of Batumi. Its principal findings, recommendations, and
individual results are documented in scientific articles authored by the
researcher, as well as in materials presented at international scientific
conferences and published in internationally recognized, peer-reviewed
journals.

The structure of the thesis was formed as follows:

Chapter 1. Development stages of economic management and
regulation mechanisms

1.1 Entrepreneurial and labor relations

1.2 Tax and customs systems

1.3 Financial and credit relations

Chapter 2. Business environment and factors affecting its formation -
Foreign experience

2.1 External factors affecting the business environment

2.2 Internal factors affecting the business environment
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2.3 European experience in establishing an effective business
environment

Chapter 3. The main principles of effective business environment
formation in Georgia

3.1 Collaboration with the European Union in the formation of
business infrastructure

3.2 Challenges in creating an optimal business environment and the
effect of the Covid pandemic

3.3 Government economic policies and development strategies

Conclusions and recommendations

The main provisions of the paper

In the first chapter of the dissertation, the stages of development of
entrepreneurial, tax and financial-credit systems of Georgia are discussed,
which are directly related to the improvement of the country's economic
environment. Entrepreneurship and labor relations are crucial
components in driving a nation's economic growth. Entrepreneurs serve
as the driving force for innovation, job creation, and the generation of
wealth within the economy. According to the data of the Revenue
Service of Georgia, in total 362,740 enterprises are registered in Georgia,
of which 77,243 enterprises had active status as of 2023. The distibution

of operating enterprises is as follows:
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Graph 1

Enterprises operating in Georgia by size category
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Source: saras.gov.ge

Nevertheless, the turnover and number of employees of large
enterprises significantly exceed the totoal turnover and number of

employees of small and medium-sized enterprises.
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Graph 2

The breakdown of the share of turnover and
employees in enterprises for the year 2023
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Source: National Statistics Agency

While the European Union and Georgia may have a similar percentage
share of the number of enterprises, the significance of small and medium
enterprises (SMEs) in the economy differs substantially between these

two regions.

58



Graph 3

Enterprises by size in the EU
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Graoh 4
The breakdown of the share of turnover and employees
in EU enterprises for the year 2022/2023
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As it can be seen from the graphs, SMEs together make up more than
half of the EU's total turnover and employ almost 2/3*¢ of the total
number of employees. That is why the main direction of our research is
to bring the European model of effective business environment for small
and medium enterprises to Georgia, allowing the companies to become
the main driving force of the Georgian economy.

In recent years, a unified goverment policy has been formed, the
priorities and directions of which are focused on long-term, inclusive
economic growth. However, the pandemic of 2020, turned out to be a
significant threat and a challenge for the global economy. As for the
situation before the pandemic, in 2019, in the last seven years, the
economic growth of Georgia reached the highest level and amounted to
5.0%.

Nowadays, the private sector serves as the main source of employment
expansion in Georgia. Therefore, we deem, it is important for the further
growth of employment to susatin the activity of the private sector and
ensure high economic growth. From this point of view we pinpoint 2010
as a pivotal year for the economic growth of Georgia. It was from here
that investments began to flow into the country, the majority - more
than 70% - coming from private investments.

Furthermore, starting from 2017, as a result of the improvement of
external demand and mitigation of negative factors, the rate of economic
growth improved and the activity of the private sector increased, which
positively affected the employment rate during 2017. In 2022-2023, the
inflow of cash flows in the country strengthened the GEL (local
currency) and restrained inflation, which had a positive effect on the

debt level leading to its reduction.

60



Graph 5

Growth rate of Georgian economy
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Source: Forbes Georgia
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Graph 6

Comparison of investments and exchange rates
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It is notewothy that the enforcement of the revised Labor Code, started
the process of complaining with the legislation regulating labor relations.
This change has become a big challenge for companies, due to their lack
of experience in this regard in Georgian business practices. In order to
bring the labor relations in the business entity into compliance with the
legislation, in our opinion, it is important, first of all, to develop a legally
sound labor relations policy and procedures. Subsequently, establishing
permanent administration assuming responsibility for effective
management oversight.

The new Labor Code envisaged a fundamental revision of the tax policy
and had the following goals:

1. Promotion of economic growth - through reduced taxes and lower
rates.

2. Raising the tax culture with simplified administrative mechanisms;
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3. Stable investment environment - by establishing a solid legal base
and establishing liberal economic principles;

4. Legal business support - with stricter administrative mechanisms
against unscrupulous payers.

Upon analyzing the outcomes of the implemented code and evaluating
the trend of the change in the tax burden in the period 2005-2017, which
is shown in the 7th graph, we see that in 2006, compared to the previous
years, the tax burden decreased by 18.4%. It is due to the adopted new
tax code. Also, in 2009, the tax burden decreased from 38.6% to 15.3%,
which was again caused by the changes made in the tax code. It should
be noted that the ratio of tax revenues to GDP increased alongside with
the decrease in the tax burden ratio, which can be explained by the
elimination of corruption in the tax system, the regulation of the
settlement process with the budget, and the improvement of
administration. Since 2005, tax revenues in the state budget have
increased as a result of the reduction in the number and rates of taxes.
2004-2010 Tax collection increased three times, from 2.2 billion to 5.8
billion in GEL. Before 2005, tax payments made up 16% of GDP, after the

reform this indicator reached 23-24%.
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Graph 7

Tax burden - share of tax revenues with GDP (%)
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In 2022, the Revenue Service took important steps towards
strengthening compliance and tax risk management. The "2022-2023 Law
Compliance Improvement Plan", was based on the Service's strategy and
4 fundamental obligations of the taxpayer: registration, timely
declaration of tax obligations, correctness of declared data and timely
payment of due taxes.

In light of these changes, a total of 371,637 goods customs declarations
were signed, this number has shown 12% increase, which is directly
related to the simplification and digitization of the system.

In the meantime, the country introduced new financial instruments
and services to diversify the financial market and meet the needs of
businesses and individuals. This included the development of capital

markets, insurance services and non-bank financial institution:
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* A securities market has emerged, allowing companies to issue shares
and bonds to raise capital. This provided alternative sources of financing
other than traditional bank loans. To look at the recent past, in 2023, 18
issuences worth more than 1 billion GEL were carried out, which are
distributed over seven different sectors. The size of the corporate bond
market in 2023 was 1.8 billion GEL.

* Microfinance institutions have been established to provide small loans
and financial services to low-income individuals and micro-
entrepreneurs who did not have access to traditional banking services.
Microcredit programs are aimed at overcoming poverty and promoting
small-scale entrepreneurship.

* The insurance industry has expanded offering a wider range of
insurance products to the public. In 2023, the insurance premium
collected from direct insurance activities amounted to 818 million GEL.
According to the results of the same period, the insurance profit of
insurers was 190.9 million GEL, and the net profit was 63.5 million GEL.
In the same period of 2022, this figure was 35 million GEL.

* Introduction of online banking and electronic payment systems has
revolutionized convenient and safe financial transactions. These included
internet banking platforms, mobile banking applications and electronic
payment networks, which enhance the population's access to financial

services.
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Total loans issued
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The direct link between monetary policy and living standards is as
follows: Expansionary monetary policy is implemented by lowering
interest rates and requiring reserve ratios, expanding bank refinancing,
and buying securities in the open market. These measures lead to an
uptick in the money supply, which increases the credit resources of
commercial banks, stimulatitng the real sector of the economy,
decreasing interest rates, and increasing investment.

The second chapter of the dissertation focuses on the factors affecting
the business environment; European practices regarding the
encouragement of small and medium-sized businesses and the future
strategy for the development of important sectors of Georgia.

In general, the external business environment is a set of objective
conditions and factors existing outside the business organization and

affecting it both directly or indirectly.
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Among the factors that indirectly affect business, we distinguish the
following: political, legal, economic, scientific, technical and
technological, socio-cultural, demographic, natural and climatic and
ecological.

Political factors include current events in the political arena of the
country. Thus, the activity of economic entities is influenced by the level
of political stability and stability among the branches of government
along with the attitude of the state and judicial authorities towards
entrepreneurship.

For instance, in 2006, Georgia's democracy index was 4.9, and by 2022
(the latest data) it showed 5.2. In the same period, the country's credit
rating according to S&P increased from B+ to BB. The mentioned change
was proportionally reflected both on direct investments and on the
possibility of increasing the government debt, which in turn is the funds
released into the economy.

Graph 9

Government debt and investments
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Scientific and technological factors reflect the trends of scientific and
technological progress in the country, which play an important role in
stimulating entrepreneurship.

According to the results of the Global Innovation Index (GII) 2023,
Georgia is in 65th place with 29.9 points. This index evaluates up to 132
countries according to their innovative capabilities. In 2023, Georgia's
score improved in five components - level of market development,
human capital and research, market environment, knowledge and
technology, and creative products.

Graph 10
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External factors are also influenced by natural and climatic conditions.
The latter includes the natural and climatic conditions of entrepreneurs'
functioning, as well as the stocks of various natural resources and energy
carriers, their territorial distribution, the level of development in
entrepreneurial activity and the degree of their objective availability.

The last external factor affecting the business environment are socio-

cultural and demographic factors. Often, these two groups are combined
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into one because demographic factors are an integral part of social
factors. In our opinion, this approach has the full right to exist, since
from the sociological point of view, demographic conditions directly
affect the socio-cultural conditions of the nation's development and vice
versa.

A set of external factors affecting business

Figure 1
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The graph was made by the author

The business environment cannot be discussed without the internal
environment, which is an integral part of its structure. It consists of
elements that the entrepreneur can influence and control.

Due to the fact that the main factors of business activities are land,
labor, capital and entrepreneurial skills, they are differentiated in
practical activities. An important element of the business environment is
the entrepreneur himself, which makes the internal environment not

only objective, but also subjective, when the state of variables depends on
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the personal characteristics of the entrepreneur. Along with the course of
business, their quality and form changes. Internal factors have no less
influence on the business environment; They are determined by the
peculiarities of the internal organization encompassing factors such as:
strategy, structure, responsibility, technology, personnel, power and
organizational culture. Through these elements, the necessary changes in

the organization are carried out and the set objectives are achieved.
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The structure of the internal business environment

Figure 2
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The advancement of enterprises and the creation of a conductive
business climate are significantly influenced by a combination of internal
and external factors. These factors also play a pivotal role in shaping the
business environment and their success. It is important to highlight the
fact that small and medium-sized enterprises (SMEs), which have been
crucial to the progress of the European Union in recent decades, operate
in close cooperation with large corporations. As illustarted in Graph #3
and #4, SMEs in the EU collectively account for more than half of the
EU's total turnover and together employ almost 2/3rd of the total
workforce. These circumstances point out the need to further develop

the role and share of small and medium-sized enterprises in the economy
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of Georgia. In the global innovation index, where Georgia holds the 65th
position, 7 European countries rank in the top ten, highlighting the

significance of leveraging innovation for economic progress.

GLOBAL INNOVATION INDEX
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This chart illustrates the dominance of European countries over other
nations in important components such as innovation and technology
development. In this regard, the "Integrated Program for the Protection
of Small and Medium Enterprises" was adopted for faciliating Small and
Medium-sized enterprises in the EU. In addition, the "ADaPT" programs,
the "Leonardo” program and the technology research and development

program were developed in the European Union focusing on vocational
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training. Within these frameworks individuals and organizations are
retrained and their qualifications are enhanced.

An illustration of state support for small businesses in the technology
sector can be observed through Denmark's initiatives. The Danish
government's encouragement of innovation and small business growth is
reflected in the expansion of the "dialogue" between government
agencies and the manufacturing sector. The purpose of such a dialogue is
to improve the quality control of goods and services produced in
accordance with existing legal regulations.

An example of this phenomenon is the specialization of small and
medium-sized companies in the instrument manufacturing sector and the
medical electronics sector. Some of these firms have taken leading
positions among the world leaders in these domains, primarily due to the
achievement of high-quality services for national clinics and the national
healthcare system.

European Digital Innovation Hubs (EDIHs) are entities with expertise
that support enterprises, especially SMEs, in the digital transformation
and leveriging opportunities in the public sector. DIHs are not only
service providers, they can be considered as a platform for raising the
knowledge of entrepreneurs, assessing digital readiness, digital
transformation, integration, adaptation and modification of various
technologies. Its purpose is to bolster companies and startups, to increase
their competitiveness. DIHs aims to bring industry, business and their
administration together to create market-ready technologies (especially
involving the participation of startups and SMEs).

Alongside technological development, the growth of capital markets
and accessibility of financial resources for business hold importance. It
should be noted that across the EU, investments with an increased share
of risk (so-called venture capital) are surging, which indicates an uptick
in the use of risk capital by innovative enterprises. At the same time,

despite these growth trends and an increase in the share of small
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innovative enterprises, the number of small and medium-sized

enterprises that use venture capital remains practically unchanged.

Graph 12
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Establishing a condutive environment for SMEs has always been a
priority in the EU, but it has come with hudles. We have presented two,
in our opinion, the most important challenges and ways to solve them
along with our assessment, which can be taken into account in case of
similar issues arising in Georgia:

1. Access to finance: SMEs frequently face difficulties in securing
finances, especially bank loans and venture capital, due to strict lending
criteria. The global financial crisis has exacerbated these challenges,
leading to credit constraints and liquidity problems for SMEs. In
response, the European Investment Funds (EIF) offered guarantees and

risk capital to SMEs to facilitate access to finance for SMEs. These
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instruments reduced risks for financial institutions and facilitated their
lending to small and medium-sized businesses.

2. Technological advancments: Digital transformation presents
both opportunities and challenges for SMEs. Although digital
technologies offer new ways to innovate, increase productivity and
expand markets, many SMEs in the EU lacked the resources, expertise
and digital infrastructure to use these technologies effectively.
Adrdressing these barriers entails investment in digital skills and the
creation of supportive regulatory frameworks that support digital
innovation and entrepreneurship. EU Digital Innovation Hubs (DIH)
provide SMEs with access to technology infrastructure and funding to
support digital transformation initiatives. DIHs provide services such as
training workshops aiming to assist SMEs adopt digital technologies.

Leveraging European experience, Georgia can accelerate its economic
advancement, strengthen competitiveness and achieve its goals of
sustainable growth and job creation. Collaboration with the EU offers
significant opportunities for Georgia's learning, innovation and
integration into the global economy.

The third chapter of the dissertation mainly focuses on the impact of
the cooperation between Georgia and the EU regarding the formation of
the Georgian business environment. Also, it delves into addressing
consistency between the European and Georgian strategies in fighting
the economic problems caused by the "Covid" pandemic.

During the period of 2017-2020, when the Georgia-EU formal
association agenda was formally renewed, Georgia aligned with EU
standards. The agreement on the comprehensive free trade area with the
European Union had a significant impact on the business landscape of
Georgia. Through this agreement, Georgia gained access to the EU
internal market, which helped to liberalize trade in both goods and

services.
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In recent years, a noticeable increase in investments can be observed
compared to the corresponding periods of previous years. Specifically, in
the first quarter of 2023, the share capital increased by 17.0% compared
to the same period of the previous year, which is 60.5% of the total
foreign direct investments. Moreover, the figures for 2023 is significantly
higher than the data for 2020 and 2021. We attribute this trend to the
COVID-19 pandemic, which has led to a decline in investment

performance in the preceding years.
Graph 13
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The Deep and Comprehensive Free Trade Area (DCFTA) played a
crucial role in boosting trade growth between Georgia and the EU
countries by reducing tariffs, eliminating trade barriers and standardizing

regulations. Consequently, Georgian products gained access to the EU
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market, which contributed to the increase in turnover in the business

sector, as shown in Figure 14.
Graph 14
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The Middle Corridor project aiming to strengthen the connection
between the West and the East in a more efficient and reliable way,
should also be mentioned here. The Middle Corridor Initiative serves a
multifaceted purpose. Firstly, it focuses on creating logistics
infrastructure for shipping and transit across the entire corridor and
establishing high-quality coordination among participating states.

The advancement of the Middle Corridor project was greatly enhanced
by the withdrawal of Russia, a key player in the highly competitive
Northern Route, from the global economic landscape when it invaded
Ukraine. The negative impact of sanctions further compounded the
challenges for the southern route. In addition, the disrupted southern
route faced additional difficulties caused by the Taliban's presence in
Afghanistan. Consequently, all these factors hindered the transportation
of large volumes via the southern route to Europe, which ultimately gave
an additional advantage to the "Middle Corridor". This increased
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preference for the Middle Corridor can lead to a higher volume of cargo
passing through Georgia's transportation infrastructure, boosting trade
activity and economic growth in the country.

Graph 15
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Maintaining small and medium-sized enterprises requires much effort
even in stable economic conditions. Developing countries that dealt with
the challenges of the Covid-19 pandemic have been particularly
vulnerable, as SMEs tend to have less liquid assets and limited financial
resources, thus relying on banking institutions. This attitude, in our view,
contributed to the instability experienced during the pandemic. Realizing
the important economic role of these enterprises, the Government of
Georgia was forced to take appropriate measures to help them maintain
economic growth.

During pandemic, the EU supported our country by collaborating with
the local banks of Georgia to fight against the disruption of the economic
activities of small and medium-sized enterprises:
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- Access to interest subsidies for SMEs (on loans for six months). If the

loan was taken in Georgian lari, the state covered 80% of the interest,

and in the case of loans taken in foreign currency like US dollars and

euros, the state financed 70% of the interest.

- Small and medium-sized hotels with a room count ranging from 4 to

50, were eligable for loans granted before March 1, 2020 for the

construction, expansion, renovation or reconstruction of their own

property. The maximum allowable amount of the loan was 1,000,000

Georgian lari, 300,000 US dollars or 250,000 euro.

The COVID-19 pandemic has had a significant impact on our country's

fiscal revenue. In the context of 2023, it is clear that the public debt

remains at a high level, as shown in the table below.
Table 1. State debt situation as of 2023

Balance Repayment
payment Amount of the Interest expense
Thousand GEL Stating bal?nce End balarllce with the recAelved principal paid during the
at the period at the period . during the amount .
previous h . period
period during the
month N
period
State external
debt 22 528 457,80 22639 062,9 110 605,0 183 780,5 104 819,5 40 862,2
Inc.
Government 21 437 493,3 21540229,8 102 736,0 183 780,5 104 819,5 40 862,2
debt
State external
debt USD $ 8 568 560,0 $8452773,4 | $-115786,6 $69348,0 | $39721,6 $15491,0
Inc.
Government $8153618,3 $8042500,8 | $-111117,6 $ 69 348,0 $39721,6 $1722,5
debt USD
State internal
debt 8095 970,7 8065 011,4 -30 969,3 281 063,4 312032,7 17225
Inc.
GOVZr‘]‘;t“e"t 8180 667,2 8148 593,7 320734 2810634 | 3140094 183091
€|
Sum of state
debt 30 624 428,6 30 704 064,3 79 635,7 464 844,0 416 852,2 58 084,6
Inc.
g"“i’;’;‘em 296181605 | 296838235 70 663,0 4648440 | 4188289 591713

Source: https.//mof.ge/saxelmwifo valis statistika
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In 2020, a noticeable decrease in the volume of foreign investments was
observed in the country. The volume of direct foreign investments
amounted to 616.9 million US dollars, which decreased by 52.9%
compared to the previous year. The slowdown in economic activity had a
direct negative impact on employment rates, particularly the share of
employed women, which declined significantly. The COVID-19

pandemic affected the country's

economy, highlighting the need for government intervention and rapid
economic recovery. In 2021, the second year after the start of the
pandemic, more people found themselves unemployed, the
unemployment rate increased by 11% compared to the previous year,
leaving 20.6% of the population unemployed. In the current year,

unemployment has decreased again and is finally at a 6-year low.
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Graph 16
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While Georgia strives for accelerated economic development, as a
developing country, it faces challenges due to limited resources. To
enhance the effectiveness of innovation encouragement

the country needs to implement reforms such as improving business
laws and regulations, promoting access to finance, offering
entrepreneurship training and raising entrepreneurial knowledge
throughout society. In addition, we believe that there should be
initiatives to encourage businesses to engage in exporting their goods to
foreign markets, thereby increasing the share of exports in the economy.
Although Georgia has made progress in these areas, challenges remain,
particularly in relation to human capital, research and technological

advancement.
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The findings gleaned from the thesis, shed light on the important
challenges hindering the progress of the economy. Among these
challenges are the lack of competitiveness of the private sector,
underdeveloped human capital and limited access to financial resources.
Therefore, it is essential that the government fosters a conducive
environment for private sector growth, attracts foreign investment, and
creates a fair and low-risk business landscape. Moreover, encouraging
business expansion is paramount, which requires the development of
innovation and entrepreneurial openness among the population, along
with increasing access to finance, which is the basis of economic
progress.

Also, although the economic strategy of recent years has attracted
investments and boosted economic progress, it has failed to establish a
strong foundation for strengthening Georgia's economic competitiveness
and promoting sustainable long-term growth. In addition, it is obvious
that a large part of the population of Georgia remain stagnant, and the
indicators of unemployment and poverty have not decreased. Moving
forward, there is a pressing need to focus on initiatives supporting their
continued growth within the country:

1. Strengthening legislation and improving business climate for small
and medium businesses;

2. Promoting the growth of entrepreneurial opportunities within small
and medium-sized businesses and implementing a modern
entrepreneurial agenda;

3. Increasing the access to finance;

4. Stimulating the expansion of export, promoting market entry and
globalization of small and medium-sized enterprises;

5. Encouraging the adoption of digital communications, IT, innovation,
research and development for small and medium-sized businesses.

To affactively attract and stimulate investments, it is very important to

identify strategic sectors of national development and conduct scientific
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research within these areas. These studies should be completed with the
formulation of targeted investment proposals and projects. Increasing the
investor appeal and export volume. Exploring new markets requires
comprehensive market analysis, active promotion of Georgian products
and strategic image creation campaigns through international media
channels. Active participate in international exhibitions, trade shows and
product exhibitions are also crucial. Strengthening the country's visibility
involves hosting business forums, organizing product exhibitions and
promoting business networking events, along with active participation in
international conferences and fairs. Promotion of Georgian firms focused
on the export of goods requires the creation of an export information
center and the creation of small business development centers
throughout Georgia. These centers furnish essential information and
advisory services to help businesses expand and manage their operations
effectively.

In order to refine the business environment of Georgia as it progresses
as a developing country, we have highlighted several key industries,
which, in our opinion, have the greatest potential for growth and
innovation, in case of synthesis with European approaches and

experiences:

Technology and innovation

The technology sector includes software development, information
technology (IT) services, digital solutions and innovation-driven
industries. With the global shift towards Industry 4.0 technologies,
Georgia has significant potential to leverage its workforce to become a
regional center for technology and innovation.

Development Plan:

- Simplifying the regulatory environment for technology startups,
including simplified registration processes, tax incentives and intellectual

property protection.
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- Investing in digital infrastructure and improving access to digital
technologies. Establishment of technology parks, innovation hubs and
incubators.

- Financing research and development (R&D) initiatives, technology
transfer and commercialization of innovative solutions.

Agriculture

Agriculture is an important sector in Georgia, as our country is
distinguished by fertile land, favorable climatic conditions and rich
agricultural heritage. Agribusiness includes farming, food processing,
agro-technology and agricultural exports, providing opportunities for
value-added production, sustainable practices and market diversification.

Development Plan:

- Expanding agricultural services through training programs and access
to financing for farmers;

- focusing on the development of large farms;

- Promoting sustainable agricultural practices, including organic
farming, crop diversification and water resource management to increase
resilience to climate change.

- Introducing innovations and technologies in agriculture, such as
precision farming and agricultural drones, to increase productivity and
efficiency

Tourism

Tourism, in our opinion, is a vital sector for the economy of Georgia
due to its rich cultural heritage, diverse landscapes and historical
landmarks. The tourism and hospitality industry includes
accommodation, transportation, attractions and tourism services, which
collectively serve to create jobs, generate income and create
opportunities for economic growth.

Development Plan:
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- Improving tourism infrastructure, including hotels, airports, roads and
tourist attractions, to improve the visitor experience and attract more
international tourists.

- Introduction of new, mainly low-cost airlines to Georgia.

- Investing in marketing and advertising campaigns to raise awareness
of Georgia as a tourist destination.

- Human capital development in the tourism industry through
vocational training, language development and hospitality management
programs to improve service quality and professionalism.

Production

Manufacturing plays a key role in Georgia's economy, with
opportunities for export-oriented industries such as textiles, electronics,
and pharmaceuticals. Using its strategic location, skilled workforce and
preferential trade agreements, Georgia can attract foreign investment and
develop competitive manufacturing sectors.

Development Plan:

- Providing incentives for foreign direct investment (FDI) in
manufacturing, including tax and customs duty incentives.

- Supporting the development of industrial, Special Economic Zones
(SEZ) and Export Processing Zones (EPZs) to provide infrastructure and
logistical support for manufacturing activities.

- Strengthen supply chain links and transport networks to facilitate the
movement of goods and raw materials to and from production facilities.

Infrastructure

The country's infrastructure profoundly shapes the development of the
economy. The quality of roadways, railways, maritime and air transport
and communication networks develop and provide new opportunities for
business. The geographical location of Georgia lays the basis to serve as a
transport hub in the region. Yet, Georgian business faces challenges in
accessing the logistics chain that would export goods to lucrative markets

efficiently.
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Development Plan:

-Increasing the role of railway for freight and passenger services is
crucial to position Georgia as a transit country. The inauguration of the
Thilisi-Akhalkalaki-Kars railway was an importnatn milestone in this
regard;

- rehabilitation of the road infrastructure and connecting the regions of
the country with each other with different alternative transport routes;

- Renewal of the construction of the Anaklia deep-water port, which,
together with the East-West expressway, will allow the escalation of the
transit of goods from Central Asia and China through Azerbaijan.

- Initiation of governmental negotiations aimed to increase the

frequency of maritime traffic in the European Union.

Each of our proposed sectors utilizes Georgia's existing strengths and
resources. For example, the country's fertile land and favorable climatic
conditions, and Georgia's rich cultural heritage and diverse landscape
while in the field of infrastructure, the geographical location of the
country. In order to solve the strategic tasks to support small business
(creating optimal economic, social and legal conditions for its
development), in our opinion, the government should implement an
appropriate economic policy, which consists of fiscal, scientific and
technical, investment, monetary and credit programs, in the
implementation of which both direct (administrative) and indirect
(economic) methods will be used.

Based on the research, we formulated general conclusions and
recommendations for the development of the business environment:

1. In Georgia, as a developing nation, maziming opportunities for
mutually beneficial cooperation with countries of developed economies

remains relevant.
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2. A stable growth of the national economy remains a challenge for
Georgia, against the background of the need to accelerate social
development.

3. Georgia's advantageous geographical location gives it a strategic
transit function. It is necessary to make proper use of this function, to
build road infrastructure and a deep sea port. Through the "Middle
Corridor" project, the demand for freight traffic will increase
significantly..

4. The association agreement with the European Union has expanded
opportunities for Georgian business to export products. However, at this
stage, it is not entirely possible for businesses to find a suitable logistics
chain to bring their products to the EU market. One of the reasons for
this, in our opinion, is the lack of awareness of the transport
infrastructure and products. Among them, is the absence of the direct air
traffic between Georgia and Europe, difficulties in obtaining the
necessary documentation. The resolutions of the mentioned issue falls
under the governing authority accessing to as many services as possible.

5. Georgia needs to undertake a number of measures for the
development of the tourism sector. This includes implementing
infrastructural projects and promoting the country as one of the
interesting and diverse tourist destinations worldwide. Additionally, it is
important to attract international low-cost airlines to Georgia.

6. Innovative and technological knowledge and development are
indispensable for the effectiveness of the business environment.
Examples of EU countries show that state-supported enterprises have
introduced new technologies, resulting in their success globally. Thus,
the state should encourage new technologies and create guarantees for
the protection of intellectual property.

7. EU countries have fostered small and medium-sized enterprises by

providing new knowledge to businesses. The state, in addition to
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preferential credits, should implement training programs and provide
necessary skills to entrepreneurs.

8. One of the primary tools of business promotion in Georgia is
preferential credit, which means the co-financing of loan interest by the
state, as well as the start of loan principal payment after the 2-year grace
period. The experience of the European Union suggests that the grace
period can be extended up to 10 years depending on the sector. It is
advisible that the co-financing of the credit interest and the grace period
is determined according to the industry specifics taking into account its
complexity and profitability.

9. Accessing capital market remains a challenge in Georgia. Recently,
there has been some positive activities in the primary bond market,
although this change only caters to large companies. Therefore, one
(perhaps the only) viable way to obtain financing for small and medium-
sized businesses is from financial institutions, which often refrain from
lending to start-up businesses. It is recommended that the state create
opportunities for small and medium-sized enterprises to have access to
the securities market. Current legislation makes it almost impossible for
small businesses to issue securities due to their legal complexity and costs.
Therefore, new reforms would make it more feasible.

10. Georgia is in the process of harmonizing the legislation with the
legal acts of the European Union on the basis of the Association
Agreement. This process is dynamic and will span for several years. It
will have a positive impact on small and medium-sized enterprises,
including business and customs legislation. When implementing the
aforementioned changes, it is necessary to take into account the principle
of the European Small Business Act - "Think small first", so that the
regulations introduced by the new legislation do not put a heavy burden
on small and medium-sized enterprises and do not become the cause of

delay in their development.
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11. It is important to quickly resolve legal disputes or use alternative
resolution mechanisms like mediation and arbitration. It should be noted
that these directions are available in Georgia, however, they are seldom
utilized in practice, indicating the low awareness of entrepreneurs in this
regard. As for court disputes - they are prolonged for years, which in
most cases puts the entrepreneurs in a difficult situation, their assets can
be seized before the end of the dispute. Thus, hindering their ability to
manage them.

12. Implementation of an effective mechanism for dialogue between
the public and private sector remains an important obstacle in the
country. This implies the involvement of businesses in the development
of economic policy at an early stage. Currently, the dialogue between the
public and private sectors is conducted by the business ombudsman and
state agencies. In particular, a trade advisory council and a DCFTA
advisory group. However, the mentioned platforms should be developed,
more entrepreneurs should be involved, since their proper functioning
has an important role in creating a stable and predictable business
environment.

13. It is necessary to increase the participation of venture capital
entities in the process of refining the legal framework to promote the
growth of small and medium-sized enterprises operating in the
mentioned fields. This initiation will create the foundation for the
further development of venture capital and business angels ecosystem,
facilitating risky investments within the country. Attracting venture
investments from abroad to Georgia should be considered as a medium-
term task. This approach will give Georgian startups the opportunity to
receive more funding for their development at an early stage.

14. In the formation of an effective business environment, the state’s
regulatory and governance roles must adhere to the principles of the

formation of a sustainable economy, including geopolitical factors,
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economic conditions, environmental sustainability, technology and
artificial intelligence.

Indeed, Georgia is following the same path as the European Union to
create an effective business environment. Leveraging the European
experience allows Georgia to achieve its goals faster. Challenges of the
development of entrepreneurial skills, the lack of complete knowledge, as
well as the problem of access to finance for small and medium
entrepreneurs, persist to this day. Despite these obstacles, the state has an
appropriate regulatory framework and governance lever to inect
pertinent changes based on the experience of the European Union, to
strengthen the existing business environment in Georgia, optimize then
use of domestic and foreign resources, enhance international business
relations, stimulate employment, promote production and environmental

sustainability.

Main statements of disseration paper are described in our published

papers, like:

1. Kvatchantiradze B., Formation of Effective Business Environment
in Georgia with the assistance of EU. Innovative economy and
management, ISSN 2449-2418, chapter 11, publication 2, 2024;

2. Kvatchantiradze B., “Cooperation with the European Union as a
basis for economic growth”. Business and Legislation, ISSN 2960-
9801, publication 1, 2024;

3. Kvatchantiradze B., The impact of the Covid pandemic on the
business environment of Georgia and the strategies to fight against
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