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Abstract

The aim of this study is that the role of small and medium-sized businesses in the economic life of society is very
important: it contributes to economic growth in the country, raises the level of employment, creates healthy
competition, promotes the development of innovations, and solves many social problems. Many Georgian or
International organizations regularly publish their research, but there is still much to investigate and learn more
about small and medium-sized business development trends in crisis conditions. The article analyzes the
development trends of small and medium businesses in Georgia in conditions of external shocks. The analysis of
the dynamics of small and medium business development indicators in the country in 2017-2022 is presented. It
is of great importance that small and medium-sized businesses fully absorb the support and incentive programs
planned in Georgia and use the significant opportunities that these programs create, as a result of which the
country's economic growth and development will be accelerated, the living standards of the population will rise,

and the country's competitiveness will increase.
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I.INTRODUCTION

It is impossible to achieve a high level of competitiveness in the country without ensuring the effective
operation of small and medium-sized businesses, which represent one of the mass sectors of the economy in
many countries of the world and contribute to the creation of a significant number of jobs. Small and medium-
sized businesses, in the conditions of today's high level of uncertainty and turbulence of the external
environment, respond quickly to changes in market conditions, which contributes to the rapid adaptation and
restructuring of the national economy in crisis conditions. The development of the small business sector and
maintaining a high level of competition is the main step in ensuring the sustainable and predictable development
of the national economy.

A unique characteristic and advantage of small and medium-sized enterprises is their mobility and high
speed of response to changing market conditions. However, these characteristics of small and medium-sized
businesses can also be a weakness for companies in times of economic crisis, leading to a sharp drop in
consumer demand.

The purpose of the article is to assess the performance of small and medium-sized enterprises in crisis
conditions, to analyze state support measures, and also to substantiate the possibility of using international
experience in supporting small businesses in crisis situations. The topicality of the topic is due to the sharply
increased pressure on small businesses in Georgia in the world, especially due to the ongoing processes in the
region, as a result of which the risk of bankruptcy of small enterprises and leaving the market has increased.

The scientific novelty of the article lies in the fact that we investigated the main challenges of small and
medium-sized businesses in Georgia and determined the support mechanisms not only in relation to the specific
circumstances of the economic situation in the conditions of reduced demand and limited economic activity
during the pandemic but also in relation to the existing needs of small and medium-sized businesses, which were
aggravated in the crisis situation.

The working hypothesis can be formulated by using the results of the analysis of positive national and
international experiences in the implementation of measures to support small and medium enterprises in crisis
conditions, in this regard, defining challenges and setting perspectives.

I1.LITERATURE REVIEW

The development trends of small and medium businesses under the crisis conditions have been discussed
in his works by such governmental organizations as the Committee of Sectoral Economy and Economic Policy
of the Parliament of Georgia, the Ministry of Economy and Sustainable Development of Georgia, as well as non-
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governmental organizations working in this field. And on an international scale, in this regard, such
organizations regularly publish their research, for example, the Center for Entrepreneurship, Small and Medium
Business and Local Development of the Organization for Economic Cooperation and Development (OECD);
United Nations Conference on Trade and Development (UNCTAD) and World Economic Forum (WEF).

In this regard, recent works of such scientists as Celine Kauffmann's work From One Crisis to Another:
What Price for SMES?; John Woo Paper 5 Key Trends Small Businesses Should Jump On In 2022; Diaan-Yi
Lin and Karim Tadjeddine's Beyond Financials: Helping Small and Medium-size Enterprises Thrive; Madeleine
McCowage and Laura Nunn's The Current Climate for Small Business Finance, etc.

Although we got acquainted with all these works and other works as well, we developed our own
approaches for the research process, which allowed us to analyze the findings obtained from the research and to
develop conclusions based on them.

111.RESEARCH METHODOLOGY

In the work, the research methodology was determined based on the research objectives - to determine the
development trends of small and medium-sized businesses in crisis conditions and to collect and analyze the
necessary data in this regard, the following research methods were used: the method of abstract-logical analysis
in setting the goal and formulating the research problems; For the study of the modern state of small and
medium-sized business and the creation of favorable environmental conditions for it - comparative and structural
analysis, quantitative, statistical and graphic methods, as well as the method of expert evaluations.

IV.THE MODERN STATE OF SMALL AND MEDIUM ENTREPRENEURSHIP IN GEORGIA

In the conditions of the current economic crisis in the modern world, significant problems were created in
both the world and the Georgian economy, which made it necessary to create a new agenda. Since small and
medium business is an important indicator of sustainable development in the country, they faced many
challenges and difficulties. In the conditions of the current crisis, it is necessary to develop a state policy oriented
to modern conditions, it will help small and medium-sized enterprises to quickly adapt to newly emerging
challenges.

In Georgia, the main priority in terms of economic development is the development of small and medium
entrepreneurship, for its development, it is necessary to carry out systemic reforms in education and agriculture.
There is also a need to increase economic opportunities, the quality of education, and access to training, and to
create an environment where all stakeholders, including government, civil society, the private sector, and
citizens, are involved in the process of sustainable development.

Today, the share of small and medium-sized enterprises in Georgia is equal to 99.7% of the operating
enterprises, which clearly shows how important it is, from economic and social points of view. The development
of small and medium-sized businesses plays a big role in solving employment problems because it is from this
that the employment of the population and the increase in incomes are determined. It is worth noting the fiscal
effect of the development of small and medium entrepreneurship, which has a positive impact on the state budget
both in terms of income and expenditure. In particular, the development of small and medium-sized businesses
provides budgetary revenues in the form of taxes, which in turn reduces budgetary expenses, as the development
of small and medium-sized businesses increases the incomes of employees, which reduces the need to allocate
appropriate social transfers from the budget.

The backbone of the economy of both developed and developing countries of the modern world is small
and medium-sized businesses, through which diversification of the economy is carried out, additional jobs are
created and a large part of products are produced there. But small enterprises are not resistant to crises because
they do not have adequate resources.

According to the data of the National Statistical Service of Georgia, as of January 1, 2023, a total of
915,636 business entities are registered in the country, of which only 229,527 business entities are active, i.e.
25.1%. Among them, the number of large enterprises is 655 (0.3%), medium enterprises are 3033 (1.3%), small
enterprises are in 201582 (87.8%), and the size is unknown in the case of 24 257 (10.6%) business entities. (see
diagram 1).

The analysis of the indicators of the diagram shows the greatest importance that medium and small
businesses have for the development of the country's economy. In this regard, the turnover of active business
units, the number of employees, and labor costs are also visible indicators. All this gives a clear picture of the
role of small and medium businesses in the country's economy.
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Source: Compiled based on Geostat data
Figure 1. Business entities by enterprise size as of January 1, 2023

Thus, as we have already mentioned, the contribution of small businesses to the Georgian economy is
quite significant. This is confirmed by the fact that in 2021, 44.7% of the total turnover of enterprises comes
from small and medium-sized businesses, of which 18.5% of total turnover comes from small businesses, 53.1%
of released products, 52.5% of added value, 51.8% of employees, 56% of employees come from small and
medium-sized enterprises. % and 57.7% of the accrued profit. Therefore, promoting and encouraging the
development of small and medium-sized businesses is a very important and necessary component for the
development of the country (see diagram 2).

In recent years, the total turnover index has been increasing, the share of large enterprises in the total
turnover index is increasing every year, while the share of small and medium-sized enterprises in the total
turnover volume is decreasing. Which is a very noteworthy fact. Therefore, it is necessary to pay more attention
to encouraging the activities of small and medium enterprises. (see diagram 3).

H large ® Medium = Small

Source: Chart based on Geostat data.
Figure 2. Key indicators by enterprise size in 2021 (in %)
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Figure 3. Turnover by enterprise size 2017-2021 (in %)

In addition, it is significant that the current crisis has affected small and medium-sized businesses
according to the number of employees, while the number of employees in large businesses is characterized by an
increase compared to previous years. In particular, the number of employees in small businesses is characterized
by a decreasing trend compared to the previous year, the situation is slightly corrected in 2021. (see diagram 4).
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Source: Chart based on Geostat data

Figure 4. Increase/decrease in the number of employees compared to the previous year in 2017-2021 (in %)

Volumes of investments in fixed assets should be mentioned separately. The indicator started to decrease
in 2018, and in 2021 it almost returned to the indicator of 2017. There is no particular trend in the direction of
medium and small businesses, although there is a steady increase in the share of large businesses (see diagram

5).
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Figure 5. Investments in fixed assets 2015-2021 (in %)

Based on the analysis of the given statistical data, we can confidently say that small business is one of the
main components of the Georgian economy. Several organizations such as:
1. Run the existing program with the Ministry of Economy and Sustainable Development in Georgia;
2. Innovation and Technology Agency of Georgia under the Ministry of Economy and Sustainable
Development;
3. Business associations supporting small and medium entrepreneurship, such as:
e Chamber of Commerce and Industry;
e Association of Small and Medium Enterprises of Georgia;
¢ Association of employers.

V.THE MAIN PROBLEMS IN SMALL AND MEDIUM-SIZED BUSINESS ARE CRISIS CONDITIONS

In order to determine the main problems facing small and medium-sized businesses in the current global
crisis, we conducted a survey with the participation of 57 small and 24 medium-sized enterprise heads.

What problems did you encounter in the process of organizing the business? According to 35% of the
surveyed respondents, the biggest problem for them when starting a business was the lack of initial capital and
the difficulty of obtaining loan capital, according to 31%, the problem was a shortage of qualified personnel,
lack of access to state programs became a problem for 18% of respondents, and 4% There were no problems in
organizing the business (see diagram 6).

=i e
4% Financial difficulties

B Lack of qualified
personnel

Lack of knowledge in the
mentioned field

M Lack of access to state
programs

m No problems occurred

Source: The chart is based on the results of a survey of respondents
Figure 6. What problems did you encounter in the process of organizing the business?
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To the question, what are the main problems you face in the process of doing business? 46% of the
respondents stated that an important problem for them in the process of doing business is the rising prices of raw
materials in the crisis, the main problem for them is the high-interest rate of bank credit for 42.6%, and
according to 11.4%, the main problem is the lack of state support programs (see diagram). 7).

m High credit interest

| ack of state support
programs

1 Rising prices for raw
materials

Source: The chart is based on the results of a survey of respondents
Figure 7. What are the main problems you face in the process of doing business?

The answers to the following question were interesting: do you know about state support programs for
small and medium enterprises? The existence of such programs is known to 58.5% of respondents, but they need
more information to participate in them, 14.8% use these programs, and 26.7% of respondents have not heard
about such programs at all.

M It is known and | use it

M It is known, but it is
desirable to get more
information

i is not known

Source: The chart is based on the results of a survey of respondents
Figure 8. Are you aware of state support programs for small and medium enterprises?

When asked what kind of state support do they need the most? According to 38.9% of the surveyed
respondents, the most important thing for them is advisory support from the state, 28.5% think that financial
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support is the most important, including subsidies and tax benefits, 18.4% are in favor of expanding property
support from the state, and they put informational support in the first place. 14.2% of respondents (see diagram
8).

M financial support (subsidy,
tax benefits)

M Consulting support

i informational support

M Property support
(preferential rent, business
incubators and others)

Source: The chart is based on the results of a survey of respondents
Figure 9. What kind of state support do they need the most?

Thus, based on the analysis of the results of the survey of the respondents, it became clear that the main
problems in the process of business organization are the lack of initial capital, the difficulty of obtaining loan
capital, and the shortage of qualified personnel, while in the process of business production, the rising prices of
raw materials and the high percentage of bank credits. Despite the fact that the majority of respondents are aware
of the state support programs for small and medium-sized businesses, most of them suffer from a lack of
information and only 14.8% take advantage of these programs. Among the types of support provided by the
state, a significant majority of them considered consulting support and financial support to be the most
important.

VI.MAIN FINDINGS AND RECOMMENDATIONS OF RESEARCH

The sustainable development of small and medium entrepreneurship in the country was significantly
damaged first by the restrictions caused by the Covid pandemic, and at the modern stage by the economic crisis
in the world, including in Georgia. Despite the fact that many economic and political forecasts are made, it is
difficult to determine when a number of economic parameters, as well as the purchasing power of the population,
will return to their old level. It is particularly difficult to determine what the crisis will change in the structure of
the economy, how much the situation will change in the existing markets, and which new markets will be
formed.

For the development of small and medium-sized businesses, the implementation of such measures by the
state, which will help them to pass through the crisis period quickly and with fewer losses, and effectively use
the new opportunities created by post-crisis changes, is of particular importance.

It is necessary to single out the main factors that determine the implementation of measures for the
protection and promotion of small and medium entrepreneurship:

v/ Under the conditions of the past Covid pandemic and the current economic crisis, small and medium
entrepreneurship has been the most affected since the subjects of the mentioned sector do not have either
human, technical, or financial resources to quickly adapt to the newly emerging conditions.

v" Due to the fact that the small and medium production sector has a great influence on the level of
unemployment in the country, therefore it is necessary to carry out such measures that will contribute to
the preservation of jobs in the country and the creation of new ones.

v" An integral approach and coordination to the comprehensive support and encouragement of small and
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medium-sized businesses are important. It should be based on a balanced and coherent strategy. However,
since the SME support system is complex and includes: banks, government and financial policy
implementing agencies, donors, non-governmental organizations, and technical assistance providers, it is
necessary to mobilize this system in such a way that all of them mutually agree to support SMEs.

In general, the governments of the countries in crisis conditions make their main efforts on the short-term
survival of enterprises, i.e. improving liquidity, which they try to achieve by postponing taxes and loans,
allocating preferential credits and other measures, and do not think about their further development.
Therefore, although it is important to save small and medium-sized enterprises during the crisis, it is no
less important to develop and implement long-term survival and development programs.

Taking into account the current situation, international experience, and the analysis of the results of
interviews and surveys with representatives of small and medium-sized businesses, measures to support
and encourage them in the current crisis and post-crisis period should be based on four main principles,
namely:

Facilitating the access of small and medium-sized businesses to support programs so that as many
enterprises as possible can participate in them. It is important to shape the procedures in such a way as to
ensure a simple and understandable cycle for this sector. If we look at the experience of successful
countries in this regard, they offer small and medium businesses the principle of "one window". For
example, the Australian government has created a separate website for small and medium business
entities, where there is information about all the support programs implemented by the government, as
well as a hotline, where all the necessary procedures are explained to interested parties. But being
informed about what opportunities exist is not enough. Of particular note is the fact that fast and easy
access to most small and medium-sized business services. Small and medium business support programs
operating in Georgia offer them fairly simple and easily accessible forms and procedures. Despite this, a
part of the entrepreneurs does not know about these programs at all, and a large part knows but cannot use
them (see diagram 7). The reason for all this lies in the fact that access to the Internet is not available
everywhere (especially in the regions), as well as the low level of technical skills, the heads of the
enterprise have the insufficient financial knowledge and generally low level of working with
documentation. Therefore, even the simplest procedures for small entrepreneurs may turn out to be quite
difficult if there are no consulting centers and proper information support, which is requested by a large
number of managers of small and medium-sized enterprises (see diagram 8). It should also be noted that
information about all opportunities is available on the websites of the relevant organizations.

Addressing the needs of SMEs in a coordinated ecosystem. For the effectiveness of the response
measures carried out by the Government of Georgia to the current crisis, it is necessary to coordinate the
work of all interested entities, since it is necessary that the activities of all private, public and also
international entities are directed to the full fulfillment of the main goals, i.e. it is necessary to fully
activate the ecosystem. In this regard, the first and necessary step is to align the current and planned
programs with the interests of the interested subjects, as well as to identify their needs. And with such
coordinated activities and efforts, the support programs will be evaluated and the feedback will be
deepened with the small and medium business sector based on the analysis of the obtained results. In the
conditions of the current crisis, in most countries it is difficult to follow the uniform progress of the
implementation of support programs, and it is not possible to make timely corrections in the current
programs. That is why the full mobilization and full involvement of the interested subjects is an important
issue.

Sustainable development of the small and medium business sector and increasing competitiveness. In the
post-crisis period, the rate of recovery of the country's economy will depend on how quickly and
completely small and medium-sized businesses will be able to return to sustainable operation with the
help of support and stimulation measures. In this regard, it is necessary to improve three directions,
namely: increasing access to the local market, facilitating entry into the foreign market, and increasing
productivity, all of which will enable the small and medium business crisis to be overcome and
sustainable development. It is necessary for the government to increase the share of small and medium
enterprises in state procurement, and this will significantly increase their competitiveness. For example,
South Korea's Ministry of SMEs and Startups has developed and implemented measures to ease
administrative barriers to participation in public procurement. In countries with developed and established
markets, governments offer small and medium-sized businesses advance payments for goods and services
delivered. In this regard, the Georgian government still has a lot to do.

Planning for the "new reality" caused by the Covid pandemic and the current economic crisis. In this
regard, developers of state policies and support programs, in agreement with the representatives of the
small and medium business sector, should initially evaluate the current strategies, make adjustments if
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necessary and adapt to the established environment that was created under the crisis. It is also necessary to
make appropriate conclusions for the post-crisis period and develop a plan for coming out of the crisis. It
is important to strengthen support for enterprises that produce high-potential scientific and innovative
products, whose implementation of technical assistance programs that will promote product innovation,
the adoption of new technologies, digitalization, and the creation of modern business models will play an
important role in the cooperation of small and medium-sized businesses operating in various fields. in
development.

VII.CONCLUSION

Thus, the tasks of small and medium business development should be solved in the context of increasing
the scale of external and internal challenges facing Georgia, which requires further intensification of efforts to
solve the accumulated problems. In order to realize the entrepreneurial potential of the country, taking into
account the socio-economic and foreign economic conditions, the importance of the strategic coordination
mechanism for the development of small and medium-sized businesses is intensified.

Every crisis brings both problems and opportunities. Examples of such opportunities for small and
medium-sized businesses can be considered: the possibility of entering new sales markets, expanding the share
of non-commodity exports of small and medium-sized businesses, which will significantly increase their
competitiveness in regional and international markets; Incorporating emerging industries into value chains.

It is clear that small and medium-sized businesses are the basis and driving force for the development of
the post-crisis economy. Therefore, it is of great importance that small and medium-sized businesses fully absorb
the support and incentive programs planned in Georgia and use the significant opportunities that these programs
create, as a result of which the country's economic growth and development will be accelerated, the living
standards of the population will rise, and the country's competitiveness will increase.
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