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About the SME Development Reform

Assessing the progress of the SME Development reform (henceforth "SME reform™) relates to the activities
that have been implemented and are planned in accordance with the SME Development Strategy of
Georgia 2021-2025. The strategy aims to restore positive trends that were present prior to the onset of
the pandemic and to support the continued growth of small and medium-sized enterprises.

The strategy covers the following seven priority directions:

Improving legislative, institutional, and entrepreneurial environment;
Promoting the development of entrepreneurial skills and raising the entrepreneurial culture of
SMEs;

3. Improving access to finance for SMEs;
Promoting export growth, access to markets and internationalization of SMEs;

5. Promoting electronic communications, information technologies, innovation and Research &
Development for SMEs;

6. Promoting the development of women entrepreneurship;

7. Promoting the development of Green Economy for SMEs.

In collaboration with the Ministry of Economy and Sustainable Development of Georgia (MoESD), various
key entities play important roles in the effective implementation of the Small and Medium-sized
Enterprises (SME) Development Strategy. These entities include Enterprise Georgia, Georgia’s Innovation
and Technology Agency (GITA), Rural Development Agency, Georgian Chamber of Commerce and Industry,
the Ministry of Education and Science of Georgia, the Office of the Business Ombudsman of Georgia,
Georgian National Competition Agency (GNCA), National Bank of Georgia (NBG), National Statistics Office
of Georgia (Geostat), and several other relevant agencies.

Reformeter Methodology
Under the ReforMeter project, reform assessment is conducted through three distinct tools:

1. Government survey evaluates government’s progress in reform implementation across four
domains: legal framework; infrastructure and budget; institutional setup, and capacity
development. The survey measures the government’s progress in achieving the stated reform
objectives on a scale from 0% to 100%.

2. Stakeholder survey is used to assess the reform implementation progress across four dimensions:
reform content and adequacy; current performance; reform progress, and expected outcomes.
The stakeholder survey sets scores on a scale from 1 to 10 for each dimension (the stakeholder
questionnaire is attached as Annex |).

3. Reform-specific economic indicators, used as a proxy for reform effectiveness, are designed to
track the reform progress.

1 Eng. Small and medium-sized enterprise (SME)
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The assessment of the SME Development reform encompasses the aforementioned three aspects. The
government survey relies on the progress of activities outlined in the action plans of the strategy for 2021-
2022 and 2023-2025.

On November 17, 2023, the first public-private dialogue (PPD) was held regarding the evaluation of the
SME Development reform.

The economic indicators used for assessing the expected outcomes of the reform are determined in
accordance with the impact and target indicators specified in the strategy. Additionally, the assessment
incorporates other indicators relevant to the sector's development.

Assessment of the Reform Implementation

To evaluate the progress of the reform, the activities implemented and planned within the scope of the
reform were identified based on the action plans of the SME Development Strategy. The reform's activities
are divided into 7 priority directions and 42 tasks.

Based on the activities outlined in the Action Plans for 2021-2022 and 2023-2025 a total of 188 activities
have been identified to evaluate the reform's progress. These activities fall into the following categories:
institutional setup, capacity development, infrastructure and budget and legal framework. The reform's
progress is assessed based on the implementation reports of the 2021 and 2022 Action Plans and the
assessment of the strategy's implementation by representatives of the implementing agencies.

The status of implementation for the activities categorized under the four domains of government survey
is summarized in the table below.

Table 1. SME Development Reform Progress

Impl
Government survey mp e-m.e.nted Ongoing activities | Planned activities Total
component activities

Legal framework 5 13 3 21
Institutional Setup 15 19 9 43
Infrastructure  and

27 41
Budget > ?
Capacity 18 35 30 83
Development

* Ongoing activities include activities that are carried out on an annual basis, such as the "Enterprise Georgia"
programs, as well as those that have commenced but are not yet completed.

The reform progress assessment revealed that the SME Development reform is being executed on time
and in accordance with the activities outlined in the Action Plan.

Under the legal framework component, the following ongoing and implemented activities are noteworthy:

e Systematic land registration reform was implemented to promote the extension of the subject of
pledge;

e The National Bank of Georgia adopted sustainable finance taxonomy and the regulation on loan
classification and reporting according to the taxonomy;
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e The following laws have been approved to approximate the Georgian legislation with EU legislation:
Law of Georgia on Energy Labeling, Law of Georgia on Promoting the Generation and Consumption of
Energy from Renewable Sources, and Law of Georgia on Energy Efficiency. Furthermore, by-laws have
been developed in accordance with the aforementioned legislation.

e Several regulatory documents are under development to establish alternative financing mechanisms
for small and medium-sized enterprises (SMEs). These documents include a Draft Law on Factoring,
mechanisms of private and venture capital funds, a legal framework for secured transactions reform,
legislative changes pertaining to leasing, and a legal framework for crowdfunding.

The second part of the government survey focuses on the institutional setup. This involves initiatives like
reinforcing SME support institutions, updating state funding programs, engaging the private sector in
policy development, improving statistical accounting, expanding vocational education systems, and
enhancing labor markets. Noteworthy ongoing and implemented activities include the following:

e Enterprise Georgia developed a new export support program in 2022, and three previous programs
were also updated;

e Enterprise Georgia developed an impact assessment framework that served as the foundation for
conducting the impact assessment of its programs;

e Sectoral analysis of labor market needs was conducted by the Ministry of Economy and Sustainable
Development of Georgia to examine the present and prospective demand for labor force and skills;

e To identify the extent to which businesses require human capital, a Survey of Business Demand on
Skills was conducted;

e Ministry of Education and Science of Georgia developed the 2021-2025 draft strategy for the
development of the professional orientation, counseling, and career planning system;

e At vocational educational institutions, a pilot of the Entrepreneurial Culture Introduction Model, as
well as dual vocational education programs are underway;

e A suitable framework has been established to facilitate the development of the Regulatory Impact
Assessment (RIA) SME test. Piloting the RIA SME test is planned to take place throughout the
normative act development process.

The third component unifies the activities conducted within the budget and infrastructure component.
Considering that the budget and infrastructure component includes the implementation of SME funding
programs outlined in the reform, it constitutes a primary direction of the reform. Several support programs
initiated in 2021-2022 are expected to continue during 2023-2025. In this regard, it is significant to
mention:

e Enterprise Georgia’s initiatives including Interest Rate/leasing co-financing, credit-guarantee
schemes, micro and small business support, and export promotion grant programs;

e The programs of the Rural Development Agency that benefited its recipients, such as the Co-financing
of Processing and Storage Enterprises; the Tea Plantations Rehabilitation Program; Interest Rate Co-
financing of Agriculture Loans; Plant the Future; Agroinsurance, and project technical assistance.
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e The Innovation and Technology Agency of Georgia’s various programs, including 650 000 GEL
Innovation Matching Grants, 150,000 GEL co-financing grants for start-ups, and small grants of up to
15,000 GEL.

Capacity development measures comprise the fourth element of the government survey assessing the
progress of the SME development reform. These measures consist of the following:

e Training course for export managers by Enterprise Georgia;

e Training of 3000 IT Specialists;

e  Financial Education Survey of Micro, Small and Medium Entrepreneurs;

e The assessment of digital needs of the population and enterprises in target regions;

e Private sector trainings on a range of topics, including labor safety, e-commerce, and competition;
e Capacity development of employees of SME supporting agencies.

The government study concluded that 49.7% of the proposed reform activities have been executed. The
institutional setup component exhibited the highest rate of implementation, standing at 56.8%. Progress
indicators for activities aimed at establishing the legal framework, infrastructure, and budget were also
positively assessed. The indicator associated with capacity building exhibited a comparatively low level of
performance.

Figure 1. Government survey results?
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Stakeholder Survey

Based on an anonymous stakeholder survey (excluding state agencies implementing the reform),
conducted at the public-private dialogue on SME development reform, the reform was rated 6.76 out of
10 points, indicating a positive assessment of the reform's progress by participants.

2 Appropriate scores have been assigned to the four domains of reform progress assessment, with consideration given to the
guantity and complexity of activities encompassed within each domain. Distribution of scores for each component was as
follows: Legal framework - 20%; Institutional setup - 25%; Infrastructure and budget - 35%; Capacity development- 20%.
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Figure 2 presents the results of the stakeholder survey, according to which the content and adequacy of
the reform, the progress of the reform, and the expected outcomes were positively evaluated. In relation
to the current performance, a moderate outcome was observed.

Figure 2. Results of stakeholder survey on SME Development reform evaluation

Overall
Content and Current Progress Expected
Adequacy Performance Qutcome
0 10 ,

7.2 5.64 6.95
6.76 Ahead On Track Ahead 7,5\;3;{17

Public-Private Dialogue

On November 17, 2023, the first private-public dialogue on the SME Development reform was held. The
event was attended by the representatives of the Ministry of Economy and Sustainable Development of
Georgia, Enterprise Georgia, Geostat, the Skills Agency of Georgia, the Parliament of Georgia, Georgian
Parliamentary Research Center, the Office of the Business Ombudsman of Georgia, the Rural Development
Agency, the Ministry of Environmental Protection and Agriculture of Georgia, Small and Medium
Enterprises Development Association (SMEDA), Georgian Hotel, Restaurant and Cafe Federation, Banking
Association of Georgia, Crystal, UNDP, B2C.ge, PMCG, USAID Financial Innovation Program and USAID
Economic Governance Program.

Following the introductory speeches, Tsisnami Sabadze, the Head of the Economic Policy Department at
the Ministry of Economy and Sustainable Development provided an overview of the implementation
progress of the Georgian SME Development Strategy for 2021-2025. She focused on important initiatives
implemented in 2021-2022, such as the development of the RIA SME test instrument, establishment of
dispute resolution mechanisms, development of services on the unified portal my.gov.ge, legislative
changes to the insolvency system, conducting survey on business demand on skills, development of a
professional guidance, counseling, and career planning strategy, establishment of the new export support
program under Enterprise Georgia, improvement of existing programs, development of broadband
infrastructure and other relevant initiatives.

The Reformeter team presented ongoing and planned activities and progress assessment indicators.

The representative of the agency Enterprise Georgia discussed the outcomes of the impact assessment of
the agency's supporting programs. The speaker provided insights into the outcomes of various initiatives,
including the Micro and Small Business Support Program, the Interest Rate Subsidy Program, the Credit
Guarantee Mechanism, and the Export Assistance Program. The assessment of the impact of micro and
small grants program on its grantees revealed that there was an average increase of 43% in the number of
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employees, an 85% survival rate, and a 19% increase in the productivity of the beneficiaries. Turning to
the Loan Interest Subsidy program, it was found that for every 1 GEL co-financed by the agency,
beneficiaries, on average, generated an additional 14 GEL in income. Moreover, the contribution of 1 GEL
to the gross domestic product was calculated to be 4.2 GEL. To underscore the impact of the Credit
Guarantee Mechanism, the speaker discussed the different performance between SMEs and the Agency’s
beneficiaries. The results indicated higher revenue and asset growth, as well as a higher EBITDA margin
and total-debt-to-total-assets ratio among program beneficiaries. Finally, the findings of the Export
Support Program disclosed that that the financing received by the beneficiary companies resulted in a 30
percent increase in their export volume. Moreover, the speaker emphasized that there are plans for a
comprehensive assessment of the export promotion program and analysis of international best practices.

Stakeholders of the SME development reform discussed the current situation in the sector, carried out and
planned activities within the framework of the reform, as well as ways of improving the assessment of the
outcomes of the reform. This section of the report provides a summary of the opinions shared at the PPD
event:

e Giga Phaikidze, Executive Director of SMEDA, expressed concerns regarding the definition of SMEs,
specifically emphasizing the need to review the criteria related to company turnover. Currently, the
existing definition categorizes enterprises with a turnover under 12 million Gel as small, while
medium-sized enterprises fall within the turnover range of 12 million Gel to 60 million Gel. According
to the speaker, the private sector perceives these criteria as excessively high and considers it essential
to revise them. He has proposed adopting SARAS's definition in this regard. The aim of this change is
to reveal the real difference between the economic performance and development of SMEs and large
enterprises. In addition, private sector representatives highlighted that the usage of different
definitions of Small and Medium Enterprises across the banking sector, the National Statistics Office
of Georgia, and SARAS, could lead to misunderstanding while looking at official statistics and target
indicators and once again suggested harmonizing the definitions for everyone. However, according to
the Ministry of Economy and Sustainable Development, the official national definition of SMEs
currently used by Geostat was developed in 2017, in accordance with the Eurostat methodology and
the new methodology will not be adopted at least until 2027.

e Anadditional topic discussed by the participants of the PPD event referred to indicators used to assess
the progress of small and medium-sized enterprise (SME) development. ReforMeter's presentation
brought attention to the inconsistency in defining target indicators using nominal values. Notably, the
current targets for 2025 in SME value added and productivity have already been achieved, prompting
discussions among participants about the necessity of considering the real growth of SMEs' value
added, turnover, and productivity. Emphasis was placed on the importance of accounting for inflation
during the assessment period. A shared acknowledgment of this issue led to a discussion on the
possibility of revising the methodology for calculating economic performance indicators. In addition,
participants agreed on the need for more ambitious targets, recognizing that the existing benchmarks
may not fully capture the performance of the SME sector. In the context of the need for more bold
targets, the Ministry of Economy and Sustainable Development (MoESD) explained that selecting
2019 as the baseline year was an ambitious decision, considering the adverse impact of COVID-19 in

8
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2020. Additionally, it was clarified that, for now, no further development or change is planned in this
regard.

e Regarding the results of the impact assessment of the Enterprise Georgia programs, the attendees
underscored the need to analyze the outcomes separately for micro, small, and medium-sized
enterprises. Participants have suggested further enhancements to the assessment of SME
development in Georgia. This includes the calculation of the impact of ineffective investments and the
challenges associated with the business processes of companies, as well as the consideration of
business survival rates.

o Arepresentative from Crystal highlighted the necessity for further development of leasing component
within the Enterprise Georgia programs. The parties agreed that even though leasing is financed under
the Interest Rate/leasing co-financing program, the share of leasing component is significantly lower
compared to the loans, and this can be a further opportunity for discussion and improvement.

e In addition, the discussions focused on the effectiveness of Vocational Education and Training (VET)
development. It was underscored that the conducted trainings and meetings might not be sufficient
to advance this field in Georgia. There was an emphasis on the necessity for effective measures,
particularly in the context of developing entrepreneurial skills. The PPD participant suggested that, in
addition to reporting the numbers of the training and capacity building activities provided under the
SME reform, it might be beneficial to measure their effectiveness as well.

e The suggestion was addressed by the representative of the Vocational Skills Agency of Georgia, who
mentioned that the improvement of skills among professionals in various sectors is one of the key
roles of the Skills Agency. The Agency facilitates the cooperation between government authorities and
the private sector to understand their needs and plan skills improvement trainings tailored to the
businesses’ labor demands. Since 2021, the Agency has established sectoral skills organizations for 10
selected industries, which unites professional associations and other key stakeholders. Speaker
discussed the endeavors undertaken by the organization regarding the advancement of dual
education program initiatives.

e Additionally, the importance of a more active dialogue between the public and private sectors has
been highlighted by stakeholders. Davit Rusia, a representative of the Banking Association of Georgia,
emphasized the need of organizing a joint working meeting involving representatives from
commercial banks, government authorities, and CSOs dedicated to SME development. The aim is to
facilitate knowledge sharing and ensure the effective participation of the private sector.

e SME reform Stakeholders had several recommendations on improving the reform progress
assessment process. It was suggested to consider the productivity of SMEs on a regional level in the
reform progress indicators, to identify the regional differences in SME performance throughout
Georgia. In addition, Nika Kapanadze, representative from PMCG, highlighted the importance of
establishing regional Growth Hubs. The speaker underlined that this initiative responds significantly
to the objectives of the reform and should be incorporated into the evaluation of the strategy's
outcomes.
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Reform Tracking Indicators

The ReforMeter team has chosen various indicators to assess the progress of the SME development
reform. The information required to track the reform's progress indicators was obtained from the National
Bank and the National Statistics Office of Georgia. The initial segment of the indicators includes the target
indicators that are specified in the strategy. The subsequent segment comprises the impact indicators that
have been identified to assess the effectiveness of the relevant priority directions outlined in the strategy
action plans. Lastly, the third segment provides supplementary indicators of the progress made in the
sector selected by the ReforMeter team.

For the purpose of assessing the efficacy of the small and medium entrepreneurship development policy's
implementation, the strategy specifies the target indicators that must be attained by 2025, with 2019
being the reference year. The analysis of the economic indicators for the period 2019-2022 showed that
the value added generated by SMEs has increased by 32%, productivity by 39%, and turnover by 29%
(Table 2).

Indicators of the economic development trends of small and medium-sized enterprises are presented in
nominal terms in accordance with the strategy. The GDP Deflator, an indicator of price change utilized to
estimate real growth, is also included in the table. As per the results of the GDP Deflator, inflation reached
29%, suggesting that economic indicators experienced slow real growth throughout this timeframe.

Table 2. A statistical overview of small and medium-sized enterprises

Indicator Detected change 2019-2022
Value Added 32%

Productivity 39%

Turnover 29%

Inflation (GDP deflator, 2019) 29%

Employment Rate 5%

Furthermore, it is crucial to emphasize that several of the strategy's target indicators for 2025 have been
achieved, suggesting the possibility of establishing even more ambitious objectives. The selection of target
indicators that are comparatively modest can probably be attributed to uncertainties associated with the
effects of COVID-19. It should be noted that the pandemic and the subsequent restrictions have had a
negative impact on business development. In 2020, the employment rate, turnover, and output of small
and medium-sized enterprises all decreased by 10%, 2%, and 1% respectively, in comparison to the year
before.

10
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1. Target Indicators

The target indicators of SME development, which include an analysis of the trends in the SME value added,
number of employees, and productivity from 2015 to 2022, are discussed in this section of the report.

Indicators of the value added generated by small and medium-sized enterprises are illustrated in Graph 1.
The business sector generated 23.3 billion GEL in 2019, while small and medium enterprises contributed
13.8 billion GEL in nominal value. As of 2019, the share of the SME value added in total business sector
was 59%. The nominal value added by SMEs rose to 18.2 billion by 2022, while the sector's share in total
value added fell to 50 percent, as a result of the business sector's increased value creation to 36.1 billion.

The target indicator established by the strategy aims to achieve the 20% growth in SMEs value added by
the year 2025. This indicator, equivalent to 16.6 billion GEL in nominal value, has already been reached.

Despite comprising much of the business sector, SMEs operate in lower value-added sectors, such as trade
or services. This is reflected in the relatively low share of the SMEs in total value added.

Graph 1. SMEs Value Added (Min. GEL)

58% 58% 62% 60% 59% 61%
>3% 50%
16,566
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Source: GEOSTAT

The second target indicator assesses the growth of small and medium-sized enterprise employment rates.
Unlike other indicators of the SME sector, small enterprises constitute a significant portion of the
employment within the business sector. As indicated by Graph 2, small enterprises accounted for 339
thousand jobs in 2019, representing 45 percent of the total employment. As of 2022, this number declined
by 8 percent, reaching a total of 310 thousand individuals. The number of individuals employed by
medium-sized enterprises experienced a 4% growth from 152,000 in 2019 to 158 thousand in 2022. The
period from 2019 to 2022 shows the most substantial growth, 17 percent, among large enterprises.

According to the strategy, the goal is to achieve a 10 percent increase in the employment rate by 2025
compared to the 2019 level. However, this objective has not been met so far. There has been a 5 percent
decrease in the number of employed individuals in SMEs between 2019 and 2022. Notably, the proportion
of total employment attributed to SMEs has declined from 65% to 60%. Employment rate in SMEs took a
negative turn in 2020 due to the pandemic, with a 10 percent decrease compared to 2019. It is crucial to
recognize that the number of employes in small enterprises have not recovered from 2019 to 2022.

11
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Graph 2. Number of Employed persons in SMEs
B00000  68%  67%  67%  67%  65%  63% 6%  gou
700,000 > 56%  57%
600,000 40.583
500,000 - T T T """ - - - - ~-"T-"-"-"=-"="="-"=-"=-"=-=-=
400,000
300000 ge95  46%  46% D% 45% 4105 42%  40% 350, 36%
200,000

100,000
’ 22% 21% 21% 22% 20% 22% 20% 20% 21% 21%

2015 2016 2017 2018 2019 2020 2021 2022 20231 20231
. Vedium Small = = Target 2025 SME Share %

Source: GEOSTAT

An additional indicator of the progress of small and medium-sized enterprises is their productivity.
Enterprise productivity is calculated by dividing the sector's value added by the number of employees.

The productivity of small, medium, and large enterprises is shown in Graph 3. Based on the data, it is
evident that the productivity for large and medium enterprises is notably greater than for small
enterprises. Additionally, it is worth noting that the productivity of large enterprises has increased by 61
percent from 2019 to 2022, while that of small and medium-sized enterprises has increased by 36 and 37
percent, respectively.

Graph 3. Productivity by enterprise size
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Source: GEOSTAT

Between 2019 and 2022, the productivity of SMEs rose from 28,000 GEL to 39,000 GEL, with small
enterprises reaching nearly 32,000 GEL and medium-sized enterprises reaching 53,000 GEL. After a
decrease in the growth rate from 2020 to 2021, there was a 22 percent increase in 2022 compared to the
previous year (Graph 4).

According to the strategy, the goal for 2025 is a 20% increase in the productivity of small and medium
enterprises compared to the 2019 level. Due to the 39% increase in SME productivity between 2019 and
2022, the sector has surpassed its target in 2022.

12
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Graph 4. SMEs Productivity
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2. Impact Indicators

In accordance with the seven priority directions outlined in Georgia's 2021-2025 SME Development
Strategy, seven impact indicators are established. This section explores the developmental trends of these
indicators. An evaluation of the impact indicators pertaining to the first, third, fourth, and sixth priority
directions was conducted using accessible Geostat data. The impact indicator for the second priority
direction is derived from the insights of the Tracer Study, focusing on graduates of vocational educational
programs, which was published in 2023. The impact indicators for the fifth and seventh priority directions
were assessed based on the SME Policy Index conducted by the OECD. An update of these statistics will be
possible following the release of the new OECD report.

As outlined in the action plans of the strategy, the output of SMEs is identified as the impact indicator for
the first priority direction, which focuses on enhancing the legislative, institutional, and entrepreneurial
environment.

The share of total output accounted for by small and medium enterprises has declined from 58% in 2019
to 51% by 2022, as illustrated in Graph 5. Furthermore, it is noteworthy to mention that the SME sector
generated 36.9 billion GEL in 2022, reflecting a 33 percent growth rate compared to 2019.

The strategy sets a target for a 20 percent increase in output by 2025, and this objective has been achieved
as of 2022. However, it's crucial to consider real growth in evaluating these outcomes, as in other cases.

13
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Graph 5. Output of SMEs (million GEL)
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The employment rate among graduates of vocational education programs is selected as the impact
indicator for the second priority direction of the strategy - promoting the development of entrepreneurial
skills and raising the entrepreneurial culture of SMEs. The indicator is based on the results of the Tracer
Study report of graduates of vocational educational programs implemented by the Ministry of Education
and Science of Georgia.

It is anticipated that the implementation of the strategy's diverse initiatives, which seek to increase
compliance with labor market requirements and enhance the quality of vocational education, will
positively influence the employment prospects of graduates of VET programs. Based on the findings of
the Tracer study, the employment rate of VET graduates stood at 49 percent in 2019. This figure
experienced a substantial increase of 25 percentage points, reaching 74 percent for graduates in 2021.As
per the Strategy Action Plan, an employment target rate of 65 percent has been established.

Graph 6. Employment Rate of VET Graduates
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The third priority of the strategy aims to enhance access to finance, and a relevant indicator identified for
this purpose is investments in fixed assets of small and medium-sized enterprises.

14
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In 2022, investments in fixed assets within the business sector totaled 5.9 billion GEL, with small and
medium-sized enterprises accounting for 48% of this amount. Following a 12 percent decrease in 2020, a
positive trend has been observed in 2021-2022. Furthermore, the volume of investments made by small
and medium-sized enterprises experienced a 12 percent growth from 2019 to 2022, reaching a total of 2.8
billion GEL, out of which small enterprises contributed 1.5 billion, while medium enterprises contributed
1.3 billion.

According to the Action Plan of the strategy, a target of a 15-percent increase in investments in fixed assets
has been established, aiming to reach the threshold of 2.9 billion by 2025.

Graph 7. SME Investment in Fixed Assets (Min. GEL)
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The exports of SMEs serve as the impact indicator for the fourth priority direction, which addresses the
promotion of export growth, market access, and internationalization. According to the 2022 data, small
and medium enterprises contribute to 33 percent of the total exports. This reflects a decline of 5
percentage points compared to the 2019 figures. The corresponding shares of small and medium-sized
enterprises in 2022 were 16% and 17%, respectively.

In 2019, the export value of small and medium enterprises was 889 million US dollars and 540 million US
dollars, respectively. The export volume of small enterprises showed negligible growth, reaching 899
million US dollars, while the export of medium enterprises experienced a significant surge, reaching 938
million US dollars by 2022.

The data presented in Graph 8 indicates a notable 15% decline in exports during the period from 2019 to
2020. However, by 2022, the situation has been rectified. Over the span of 2019 to 2022, the exports of
small and medium-sized enterprises increased by an average of 29%.

Based on the Strategy the target indicator is 40 percent growth and reaching 2 billion US dollars by 2025.
Currently, the value of exports generated by small and medium enterprises stands at 1.8 billion US dollars.
To accomplish the target rate by 2025, SME exports must increase by 9 percent.
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Graph 8. Exports of small and medium enterprises (Min. USD)
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According to the SME development strategy action plans the impact indicator for the sixth priority
direction, focuseimg on promoting the development of women entrepreneurship, is the share of women
among the founders of business entities. Considering the data availability, the ReforMeter team used
information on the share of female owners among the newly registered enterprises. The gender
distribution of new enterprise owners is depicted in Graph 9. It is important to note that the assessment
does not include enterprises whose owners' gender is not specified. Despite a 34% increase in the number
of female founders between 2019 and 2022, their share in newly registered enterprises declined from 34%
to 30%. Additionally, it should be noted that the same indicator for males has experienced a 68% increase
from 2019 to 2022. The number of new enterprises owned by women in 2022 was 19,288 compared to
45,862 for males.

The strategy sets a goal of achieving a 40 percent representation of women in the ownership of existing
business entities. However, considering the percentage of women in newly established enterprises, an
unfavorable trend has been observed for this indicator.

Graph 9. Newly Established Enterprises by Sex of Owner
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Indicators measuring the impact of the fifth and seventh strategic priority directions were determined
based on the OECD SME Policy Index. Given that the index's evaluation criteria are considered indicative
of progress in accomplishing the tasks outlined in the action plans, the upcoming section of the report will
scrutinize each component of the index. Due to the absence of a new OECD report during the first PPD
event, the ReforMeter team plans to assess advancements during the next PPD.

In the 2020 SME policy index, Georgia secured the top position in the region based on performance
indicators. According to the report, Georgia demonstrated improvement in evaluation and scores across
all 12 components of the rating compared to the previous 2016 assessment. Furthermore, the country
was ranked as the leader among the Eastern Partnership states in nine out of the twelve components
assessed. The OECD assessment highlights significant progress in Georgia concerning entrepreneurial
learning and the improvement of the operational environment for small and medium-sized enterprises.
The report suggests that further development opportunities are present, particularly in the areas of
bankruptcy and second chances, the green economy, innovation, and the internationalization of SMEs.

According to the strategy, the maintenance/enhancement of Georgia's rating in the SME Innovation Policy
component of the OECD SME Policy Index is identified as an impact indicator for the fifth priority direction.
This direction encompasses the facilitation of electronic communications, information technologies,
innovation, research, and development. Georgia's current rating in this OECD component stands at 3.27
points.

Additionally, the impact indicator for the seventh priority direction, which focuses on promoting the
development of the green economy, is the maintenance/improvement of Georgia's assessment in the SME
Policy Index component related to SMEs in the green economy. One of the goals of promoting green
economy development is to encourage SMEs' participation in this sector. The OECD study assigns a score
of 3.05 to the Green Economy component, one of the three domains identified with substantial potential
for improvement and challenges. This underscores the need for a targeted approach and the
implementation of supportive policies to achieve further progress in this area.

Graph 10. OECD “SME Policy Index”, Assessment of Georgia
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3. SME Development Reform Progress Indicators

The ReforMeter team has identified three additional indicators to monitor progress in SME development.

The first indicator focuses on the average monthly wages of employees in SMEs. With various employment
promotion initiatives implemented within the strategy, it is crucial to measure the impact not only in terms
of the number of employees but also in their compensation.

According to the data presented in Graph 11, the average wages in the business sector for the year 2019
were 1,161.7 GEL. Medium-sized enterprise salaries stood at 1,416.8 GEL, surpassing both the business

sector average and the salaries paid to employees in large enterprises. However, small businesses recorded
the lowest pay rate at 893.5 GEL.

Compensation in the business sector exhibited a 38% increase from 2019 to 2022, with a 31% increase in
medium-sized enterprises and a 33% increase in small enterprises. Notably, large enterprises experienced
the highest growth rate, reaching 40% during this period.

It is essential to emphasize the growing wage disparity among employees in small and medium-sized

enterprises. For instance, the wage gap in 2019 was 523 GEL, and by the second quarter of 2023, it had
expanded to 612 GEL.

Graph 11. Monthly incomes of employees of small and medium-sized enterprises
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Given that limited access to finance has consistently posed a significant challenge for SME development
over the years, it is crucial to consider indicators related to the SME share in Georgia's banking portfolio
when evaluating the reform's progress. Thus, evaluating the advancement of the SME Development
reform involves examining both the SME shares in business loans and the interest rates on issued loans,
serving as the second and third indicators, respectively.

As of December 2019, the loans given to SMEs amounted to 7 billion GEL, as illustrated in Graph 12. By
September 2023, this figure had increased by 43%, reaching a total of 10 billion GEL. Notwithstanding the
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surge in the quantity of loans given to small and medium enterprises, their proportion of overall business
loans declined from 40 percent to 36 percent between 2019 and 2023.

Graph 12. SMEs Share in Business Loans
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In addition to assessing the proportion of business loans allocated to SMEs, it is pertinent to compare the
interest rates applied to SMEs and large enterprise loans. Graph 13 illustrates the average interest rates
for loans granted by commercial banks to small, medium, and large enterprises from 2019 to 2023.

It is noteworthy that between January 2019 and September 2023, the interest rate on loans provided to
large enterprises denominated in the national currency increased from 10.51 percent to 13.47 percent.
Conversely, the interest rate for small and medium-sized enterprises receiving loans in the national
currency declined from 15.8 percent in January 2019 to 13.59 percent by September 2023. This resulted
in the equalization of average interest rates on business loans denominated in the domestic currency over
the specified period, due to the reduction in rates for SMEs and the increase for large enterprises.

Additionally, it should be noted that between 2019 and 2023, there were slight variations in the interest
rates on loans extended to SMEs and large enterprises when denominated in foreign currency. In 2019,
there was a 0.6 percent disparity in interest rates between large enterprises and SMEs (with rates of 7.85
percent for large enterprises and 7.23 percent for SMEs). As of 2023, the gap has further decreased. The
loan interest rates for large enterprises stand at 9 percent, while those for small and medium enterprises
have slightly reduced to 8.95 percent.
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Graph 13. Interest rates on loans granted to SMEs
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Annex 1. Stakeholder Survey Questionnaire

Please assess reform for each dimension listed below on a scale from 1 (poor performance) to 10 (strong
performance):

Content and Adequacy

1. Do the reform-related policy objectives align with the sector's challenges?

1 2 3 4 5 6 7 8 9 10

2. Is the policy-making and legal-drafting process conducted in an inclusive manner that enables the
active participation of stakeholders?

L1 2 3 EEEE 6 7 8 E [10 |

Progress

3. How would you assess the current measures implemented within the framework of the SME
development reform?

1 2 3 4 5 6 7 8 9 10

4. To what extent do the implemented and planned measures within the framework of the strategy
contribute to overcoming SME development's limiting factors?

1 |2 |3 | 4 |5 I |7 8 9 10

Current Performance

5. How would you evaluate the present state of the SME sector?

1 B 3 4 5 6 7 8 9 10

Expected Outcomes

6. Will the reform reach its targets?

1 2 | 3 | 4 IE IE | 7 8 9 10

7. Does the reform propose efficient measures to reach its targets?

1 | 2 3 |4 IE IE |7 8 9 10
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Annex 2. SME Development Reform PPD Event Presentations
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About ReforMeter

ReforMeter aims to track the progress of selected economic reforms, facilitate dialogue among reform
stakeholders, and support the implementing agencies in increasing awareness and efficiency of these
reforms.

e The first phase of the project: 2015-20109.
* The new phase of the project: 2021-2024.

Selected reforms:
Insolvency reform
Capital market development reform

Water resources management reform

Tourism reform

o
o

o

o E-commerce reform
o

o Regulatory impact assessment (RIA) institutionalization
o

SME Development reform
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ReforMeter Methodology

1. Government surveys: The responsible governmental institutions evaluate the reform implementation
process.

2. Stakeholder surveys: Reform stakeholders assess the progress of the reforms.

3. Economic indicators: The ReforMeter project team identifies economic indicators to track the progress and
results of the reforms.
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SME Development Reform Progress — Government Survey Results
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SME Development Reform Progress

Legal Framework - 21 activities

Implemented

Adoption of the new customs
code and relevant by-laws

Adoption of sustainable finance
taxonomy

€3 USAID

Ongoing

Development of regulatory framework for
venture funds

Development of the legal framework on
Factoring

Adoption of the framework on
Crowdfunding

Harmonization of Georgian legislation with
EU legislation
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SME Development Reform Progress

Institutional setup - 43 activities

Implemented Ongoing

Development of RIA SME test * Assessment of the impact of the state support
concept programs

* Promotion of Dual vocational education programs
Elaboration of impact assessment ®* Conducting Studies on Labor Market Trends and

framework for state programs Enterprise Skill Demands
* Creation of a Macroeconomic Skills Forecasting
Model .

* Introduction of the new “Enterprise Georgia”
support programs
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Future

Expansion of European Accreditation in
management and audit fields

Calculation of innovation activity by size
of Enterprises

Development of the new concept for
Imis.gov.ge
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SME Development Reform Progress ,,f’ B
Infrastructure and budget - 41 activities e = =

49.1%

J
Implemented Ongoing Future
« Establishment of the New export ~ * Implementation of SME support programs » Renewal of innovation co-financing
support program of “Enterprise program
Georgia”

* [ntroduction of SAFE instrument
* Implementation of GEL 650,000

co-financing grant program and * Support of small and medium telecom
innovation grant program in pilot operators in infrastructure construction
region
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SME Development Reform Progress y
Capacity development - 83 activities bemead

> SV
Implemented Ongoing Future

 Study on the Financial Literacy of MSMEs:  * Conducting training courses for * Implementation of RIA SME test pilot
e Study on digital needs of population and export managers

enterprises in targeted regions * Conducting retraining program for * Implementation of European
* Private sector trainings on competition, 5000 IT specialists entrepreneurial competencies framework

labor safety, e-commerce and other * Capacity building of SME supporting

issues agencies * Retraining of VET teachers

* Conducting study on the enterprises
supported to participate international
exhibitions
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SME Development Reform Assessment Indicators

Target Indicators

e SMEs Value Added

* SMEs Productivity

* Number of Employed in SMEs

Impact Indicators

* SMEs Output

 Employment Rate of VET Graduates

e SMEs Investment in Fixed Assets

* SMEs Exports

e Share of Women in the owners of newly Established Enterprises
 OECD SME Policy Index

General SME reform Assessment Indicators

e Average Monthly Wages of Employees in SMEs
* SME Share in Business Loans

* |nterest Rates on Loans for SMEs
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SME Development Reform — Target Indicators

SME development trends

Indicator Change 2019-2022
Value Added 32%
Productivity 39%
Turnover 29%
Inflation (GDP deflator, 2019) 29%
Employment -5%
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SME Development Reform — Target Indicators

SMEs Value Added (MIn. GEL)
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SME Development Reform — Target Indicators

SMEs Productivity (GEL)
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SME Development Reform — Target Indicators

Number of Employed in SMEs
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SME Development Reform - Impact Indicators

1.1. SMEs Output (Min. GEL)
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SME Development Reform - Impact Indicators

2.1. Employment Rate of VET Graduates
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SME Development Reform - Impact Indicators

3.1. SME Investment in Fixed Assets
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SME Development Reform - Impact Indicators

4.1. Exports (Min. USD)
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SME Development Reform - Impact Indicators

6.1. Newly Established Enterprises by Sex of Owner
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General SME Reform Assessment Indicators

Average Monthly Wages of Employees in SMEs
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General SME Reform Assessment Indicators

SMEs Share in Business Loans
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General SME Reform Assessment Indicators

Interest Rates on Loans for SMEs
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