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Abstract

For Georgia, as a country of transitional economy, in contrast with the
developed economies of other countries where the focus has been shifted to a
market system development and the improvement of the relevant mechanisms, the
primary task is the development of market based system, creation of large-sized
enterprises and their restructuring, their adaptation with market and the growth of
competitiveness, economic transformation as a result of created surplus labor force
employment, political, providing solution for economic and social balance. These
objectives can be achieved through the development of small and medium size
businesses (SMB).

Process of formation of small and medium enterprises (SME) in Georgia is
a complex process of contradictory character, which is due to many reasons: the
market imperfections, low level of investment and credit attractiveness, pressure
from the monopolistic enterprises, lack of private savings, low skills, and so on. As
a result, Georgia has a small and medium fraction of SME, constituting only a
quarter of the gross domestic product. The share of people employed in SME is
very low. There is a imbalance between field and regional structures of SME. SME
cannot perform the desired fiscal role. The added value created by the cumulative
amount does not exceed the rate of 20 %. SME are lagging behind in terms of
capital and the level of labor productivity.

As evidenced by the experience of countries with developed market
economy, development of SMB will not possible without the support and
implementation of measures to create powerful systems.

For the purpose of developing SMB an appropriate institutional
framework shall be developed by the state. The measures and methods of
supporting the development of SME, as well as basic principles forms of this
support shall be defined on the official regulatory level. The relevant, special
governmental body shall be established, which will coordinate the activities in
support of SME, promote the development and implementation of programs.

Our suggestion of the institutional arrangement in support of the SME
development shall be based on the following organizational structure: it is
recommended, to set up the consultative body under the Prime Minister, which
can be panel of producers, which together with the Prime Minister, responsible for
the SME will develop proposals - Business development Strategic Directions.

It is necessary to create the SMB development coordinating body, which
will support the process of implementing programs and coordinating them.

The State Strategy for supporting the SME shall be developed and adopted
by the government, which will include:

-Provision of enterprises with credit resources in a relatively favorable
terms then the banking system (non-small loans, bank warranty; subsidies of bank
loan interest rates; leasing services);

-Special measures for supporting the farmers;
-Information and consulting services;
-Regional development of SMB;
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-Development of innovative entrepreneurship;
-Creation of national institutions and infrastructure for supporting the
entrepreneurship.

In the thesis it is proposed to establish a guarantee fund for SME financial
support. The Fund will be responsible for credits to encourage the establishment of
Small and Medium industrial enterprises and organizations. Herewith, it would be
important to establish the cooperative (union) supporting the SME through credits.

Special attention in the regional programs will be paid to local resources,
including the efficient use of labor resources, support to new enterprises in
establishing new technologies and innovations.

In the realization of state policy in support of SME the participation of the
SMB support unit, should be emphasized in the financing of the regional and
municipal programs.

The system of SMB support shall be established, which will include
regional and municipal funds, agencies, media—consulting and training centers,
business-incubators, techno-parks, leasing companies and others. It is possible to
establish them with the state funds. Through this fund significant regional
programs and entrepreneurial projects shall be funded.

The cooperation between the center and the regions should be based on
the funding rules of state support unit to entrepreneurship, regional administration
and regional fund. Agreement defines efficient use of resources for supporting
SMB through state and regional budgets.

Center shall be equipped with the function of attracting the financial
resources and their allocation. The regional administration shall assume the major
risks associated with the allocated funds. The Fund will implement the programs
and projects under the direct control. Based on the agreement, the regional
administration guarantee will be signed, according to which it assumes
responsibility for the proper use of financial resources.

The thesis devotes special emphasis on the establishment of state support
system to farmers. It is proposed to set up a special institution, which will carry out
two main types of credit service:

-Agricultural loans and loans for agricultural products;
-Loans to business and industry.
Agricultural Loan Program is intended to provide financial assistance to
households farming and cooperatives. These loans are:
-Credits to purchase farms;
-Farming credit programs;
-Loans to farmers with limited resources;
-Specialized loans, for example, the for developing aquaculture;
-Loans for special economic situations;
-Loans in case of natural disasters;
-Credits for re-cultivation of lands and waters.

Terms and conditions of these loans differ, however, their common

characteristic is that the administration guarantees the loans allocated by local
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credit institutions. The administrations supporting the farmers guarantee these
loans within 90% of the amount. These loans should be used for agricultural
production purposes and for the related business.

Loans to business and industry: The administration supporting farmers
should play an active role in guaranteeing loans, which are issued by commercial
banks for expansion of industrial activities in the scarcely inhabited, mountainous,
and depressed municipalities.

The loan applicant shall take into account a number of limitations related
to the loan. Loans cannot be directed at any of the following purposes:

-Inputs into co-owned capital;

-Implementation of agricultural projects;

-In order to transfer ownership rights to other businesses, except for the
cases when the transfer is for the purpose of sustaining the business and saving
jobs places;

-Guarantee for lease payments;

-Funding for TV tower installation or related service;

-For guaranteeing the loans, which are issued by other government
agencies (for example, the federal body of SMB development);

-For implementation of such projects, which cost more than 1 million
people, or which employees more than 50 employees, or where such projects will
cause a significant change in employment structure and will affect human
resources or on the demand on existing markets;

Guarantees on loans will be issued on the following types of businesses:

-Buildings and land acquisition;

-Building restoration or new construction;

-Purchase of machinery and equipment;

-Acquisition of capital to buy stock and satisfy demand on the cash flows.

In selecting the loan applicant essential criteria shall be its reliability and
level of security.

The loan interest rate shall be determined by local credit institutions and
the administration supporting farmers. It should exceed the rates of Treasury
bonds with similar payment terms. The rate may be fixed or variable, according to
the nature of participation of commercial creditor.

It is noteworthy that in many rural regions opportunity of receiving loans
will be a significant financial incentive for the development of business and
industry and creation of new jobs and capital investment.
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