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ECONOMIC POLICY FOR BEGINNER ENTREPRENEURS IN GEORGIA
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ABSTRACT

Existing Policy for beginner entrepreneurs i Georgra, is
described in the article. Also there are provided descriptions
of current governmental programs. Conducted survey showed
what reasons hinder the most, launching and development of
entrepreneurship. Based on survey these are the reasons. ligh
lax rates, msecurity of market fiom falsified and poor quality

products, government is not protecting interest ot businesses,
difficult accessibility of credit resources. There are provide
recommendations, conclusions and concrete measures (o

solve the problems.
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The term startup is gaining more and more popularity
in Georgia. Startups are associated to beginner entrepre-
neurs in modern society, which are dreaming about big
future and are innovators. Startups, in Georgia, are con-
sidered as beginner entrepreneurs, which are not innova-
tive and do not have ambition to become big corporation.
But Georgian economy needs such startups that stimulate
economic growth.

Beginner entrepreneurs are economic parties, which
form economic, social and even political environment in
the country. In many developed country, their contribution
in creation of GDP, is too high.

In Georgia there are several governmental programs,
which support beginner entrepreneurs: Enterprise in Geor-
gia, ENPRD with cooperation to Ministry of Agriculture,
Georgian Innovations and Technology Agency, Startup
Georgia.

Governmental program Enterprise in Georgia was es-
tablished in 2014. The aim pf the program is support of
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Georgian enterprises, increase of their incomes and com-
petitiveness. The program consist of three element: acces-
sibility on financial resources, accessibility on real estate,
technical support.

The program is very popular, by the end of 2015
was implemented 133 project, expected total investment
reached 355.6 million GEL and created 6,759 new jobs.
For 20 companies was implemented business administra-
tion mini project, export manager courses, agency sup-
ported Georgian companies to involve in “Fir for Part-
nership with Germany” and etc. [1]. Investment amount,
compared to previous year, was increased in 2016 and
reached 385 million GEL, number of employees exceeded
15,000 [2]. By the results of 2017 - was implemented 323
projects, total amount of investment was 786 million GEL
and was created 13,000 new jobs [3].

Efficiency of the mentioned governmental program can
be assessed as positive, because during last three years was
created 30,000 new jobs. But the program has some defi-
ciencies too, for example high level of bureaucracy, which
is related to obtaining loan and several permits, it’s unclear
how monitoring is conducted and efficiency evaluated.

Deficiencies of the program are not the only hindering
factors for entrepreneurs. In 2016, Association of Young
Georgian Economist conducted monitoring and evaluation
of the Enterprise in Georgia program. According to evalu-
ation, entrepreneurs revealed several actual problems:

e Instable economic environment, unpredictable ex-
change rate;

e Legislative changes — especially towards the tax re-
duction;

e Deficit of qualified work force.

Mentioned problems emphasize poor development of
the country’s economy and one governmental program is
not able to resolve them [4].

During discussion startup entrepreneurs we should
emphasize role of agriculture sector. Georgian Govern-
ment developed document — Georgian Agriculture Devel-
opment Strategy 2015 — 2020. The aim of the strategy is
development of agriculture sector, by empowering small
farmers and support to production. In development of ag-
riculture sector vital role plays support from EU, which
has implemented ENPARD program in the sector.

ENPARD program started in 2013 and aim of it is re-
duction of poverty in rural areas. Program helps Georgian
Government, local communities and non-governmental
sector. EU support, within the ENPARD project, covers
following main topics:

e Improve efficiency of agriculture institutions and
helping them to reform agriculture sector;

e By development of small farm cooperatives and
provision accessibility to resources, increase rural
employment and standards of living; In addition,
skeptical attitude towards cooperatives is felt in the
decision making processes in the banks. Raising the
lower limit of the loans in case of cooperation will
serve as a motivation for enlargement. Improving
the availability of financing will, in turn, reveal the
importance of cooperation and encourage banks to
make affirmative decisions with respect to coopera-
tives. In addition, it is essential to identify financial
and non-financial needs of development of coopera-
tives based on the research [5].

e  Diversification of social and economic opportuni-
ties, especially involvement of women and youth,
protection environment and cultural heritage.

ENPARD budget for 2013 — 2022 is 179.5 million eu-
ros [6].

The aim of the program is development efficiency
of agricultural institutions, cooperation of small farmers,
performance improvement of small farmers, rise of em-
ployment and standards of living in villages.

It’s worth to mention following results achieved with-
in the program: Long term agriculture development strat-
egy was developed; personal involved in agriculture were
trained; 59 consulting centers were opened across Geor-
gia; more than 1600 cooperatives were created; modern
laboratories were built; the law about cooperatives was
adopted.

Georgian Innovations and Technology Agency sup-
ports commercialization of innovations and stimulates use
of innovations. Increase in innovations’ potential directly
relates to the development of startup entrepreneurs. The
agency established Technology Park, which consist of
small incubators for businesses, study centers and labora-
tories, shared working spaces, recreational zone.

By the decree of Georgian Government, from June
2016 venture investment program — Startup Georgia - was
established, which is part of government plan. State pro-
ject provided financial support to startup business ides,
which covered several components: financing, simplify-
ing law and tax procedures and also support to relevant
education.

Project coordinators are Partnership Fund and Geor-
gian Innovations and Technology Agency. Agency pro-
vides financing for unique high-tech innovative ideas,
Partnership Fund — for innovative ideas. For the first phase
of the project 11 million GEL was provided, which was
increased to 35 million GEL.
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In case of high-tech projects, Georgian Innovations
and Technology Agency stays as a partner in enterprise
for 7 years and does not interfere in management. Innova-
tive and high-tech startups got financing without property
pledge and collateral. Collateral was set only for assets
created within the project.

Venture investment projects are intended for high-tech
filed startups, like are: aerospace production, automotive,
artificial intelligence, biotechnology, bioinformatics, com-
puter engineering, computer science, information technol-
ogy, nanotechnology, nuclear physics, electromagnetic
radiation, robotics, semiconductors and telecommunica-
tions.

Diagram 1: Survey results

Next comes insecurity of the market from false and
cheap products — 30.8%, government iis not lobbying the
businesses — 15.4%, difficult access to the credit resourc-
es7.6%. Majority of entrepreneurs think that, reformed tax
system did not change the situation. Entrepreneurs con-
sider system instability and lack of regulation, as the main
deficiency for tax system. Often there are law changes
during the financial year.

World Bank index — Doing Business is published
every year and based on 10 indicators the index assesses
regulations that supports or hampers business activities.
According to this index Georgia is on 9" position out of
190 countries (2018 data) [8].

There are some rating about Georgia according to sev-
eral other indexes:

Global Competitiveness Index (GCI), which is defined
by World Economic Forum, measures quality of macro-
economics environment, condition of public sector and
level of technology development of the countries [9]. Ac-
cording to 2017-2018 data of the index, Georgia holds 67"
place out of 137 country, compared to previous year, the
position has decreased by 8.

Global Entrepreneurial Monitoring (GEM), first time
the research program was initiated in 1997 to study the

For entreprencurial system development one of the
main factors is tax environment. From2005, January 1,
new tax code was enforced. By old tax code there were 13
state taxes, 6 local and 1 cusoms tax, which was regulat-
ed by customs code, total of 20 taxes. From 2011, again,
new tax code was adopted, according to code 6 taxes were
defined — 5 of them are state taxes: Revenue Tax, Income
Tax, VAT, Excise and Import Tax [7].

Although number of taxes were reduced, interviewed
entrepreneurs give the first place to the high tax rates
46.2%, from factors that are hampering entrepreneurial

development, see diagram 1.

@ High tax rates
@ !nsecurity of the market from false and
cheap produts

Government is not lobbying businesses

@ Difficult access to the credit resources

role of entrepreneurial activity in the economic growth.
This index gives us opportunity to compare entrepreneuri-
al activity level of different countries, which entrepreneur-
ial activity defines economic growth of the country, identi-
fies the factors which support or interrupts entrepreneurial
development. In 2014 the research about Georgia was
published for the first time [10]. The data was obtained
from different sources from population, from experts and
other international institutions.

GEM studies activity level of Entreprencurship ac-
cording to three characteristics: society values, individual
characteristics and level of entrepreneurial activity.

Mentioned study covers existing society values related
to entrepreneurial activity in Georgia and is compared to
other countries (see table 1)

The data from Georgia by all three parameters are
higher than averages of EU. We can conclude that social
culture supports start of Entrepreneurship.

As for individual parameters Georgia has more than
average in case of three ones, out of four. Georgian pop-
ulation compared to EU citizens are not self-confident in
their own possibilities.

The situation in Georgia is not so good when we study
entrepreneurial activity. Georgian entrepreneurship sys-
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Table 1:

COMPARISON OF ENTREPRENEURIAL ACTIVITY [10]

tem needs support exactly in this component. Government
and other institutions should try improve financial acces-
sibility, legislative base, tax benefits and second chance
policies.

High tax rates and insecurity of business interests are
directly responsibility of the state policy, which need lot of
work for improvement. Insecurity of the market from false
products — under the DCFTA agreement Georgia has
an obligation of solving this problem. Difficult access to
the credit resources was mentioned as the lowest problem,
but this survey was done before Credit-Guarantee reform.

Credit-Guarantee reform means, that commercial
banks don’t have right to issue a credit without guarantee.
This step can be considered as hampering/disturbing fac-
tor for small and startup businesses. But government plans
to create credit-guarantee fund that will be guarantors for
entrepreneurs. Creation of relevant entity is also planned.
Mentioned practice is appropriated in many countries, 1/3
of the fund will be financed by government, 1/3 by banks
and 1/3 by international financial institutions. At this mo-

ment it’s hard to say what kind of results will have the
reform.

In modern era existence of startups and innovative
initiatives have crucial role, because innovation is what
directly defines competitiveness of the country.

In order to start such kind of activities in the country,
firstly, government should support popularization of edu-
cation in technology sphere. No less importance has also
private initiatives. Financial institution should be more ac-
tively involved in financing startups, they should provide
relevant credit packages for startups. This will decrease
burden on the government.

As for situation in Georgia, there are several popular
programs and support policies. But we think that this is
not enough. Problem starts from educational system and
continues in tax policy, non-existence of standards creates
feelings of insecurity, from false/falsified products. There
are resources to increase number sustainable small entre-
preneurs, but it need creation and proper management of
relevant system.
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