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Foreword

The Georgian Employers Association (GEA), in linighwits mandate to contribute to the developmenra of
conducive environment for enterprises in Georgies, ¢alled upon the ILO to assist the organisaticassess
the current business environment in the country taniientify areas for improvement. The informatio
gathered through the assessment enables ILO ea@rg8tto identify priorities for the promotion afssainable
enterprises and the transition to formality. Fd&AG the analysis of the enabling environment presi@n
entry points for the development of policy posigand structured and evidence-based advocacysffort

The assessment was conducted in line with the le@hadology on the Enabling Environment for Sustaliaa
Enterprises (EESE). This methodology assessesusiadss environment in terms of the economic, socia
political and environmental aspects of doing bussnd he EESE methodology was developed in resgonse
the June 2007 International Labour Conference (Ju®jch discussed the promotion of sustainablerprites
and which called for the strengthening of the tnsittns and governance systems which nurture ergesp
The conclusions reached at the 2007 ILC discusmiotine promotion of sustainable enterprises idiextif 7
pillars for an environment conducive to the promotof sustainable enterprises, which form the bafsthe
EESE methodology. The process of improvement of ghabling environment according to the EESE
methodology promotes social dialogue and enhanigestism as a means of consensus building, ecanomi
and social development, and good governance amli®dded entirely in the promotion of Decent Work.

Georgia has made excellent progress in the paatdemn regulation of business. This has been coedirby

a high score on for instance the Ease of Doingrigssi Rank with a 34position or a B position on starting

a business. We hope that this report supports tkenaplishments of further improvements in business
enabling environment to secure that this progress gccompanied of other necessary support measures
areas as education, access to finance and regulatio

This report provides an overview of the researodifigs of the EESE assessment. It identifies tlaive
strengths and weaknesses of the enabling enviranfoensustainable enterprises. The purpose of the
assessment is to stimulate debate and to provideidance base for policy reforms, leading to anrenment
that is more conducive to the promotion of sustamanterprises. The report reflects informatiothgeed
through a review of secondary data and throughiama opinion or perceptions survey comprised @d -
depth interviews, and several focus groups. Thientehas been written by external consultant M. églabvic,
under the coordination of ILO Moscow's Senior Eptése Specialist J. Bliek and with the support ehisr
Employers’ Specialist V. Curovic.

A complementary note (summary on key conclusion#i)be elaborated by GEA to be presented to prime
minister and ministries. This note will be basedtanfindings of this report and will ensure thelementation
of specific measures geared towards policy advoaadyreform.

Elgudjah, Meladze Dimitrina Dimitrova
Chairman GEA Director ILO Decent Work Technical Support
Thilisi, Georgia Team and Country Office for Eastern Europe

and Central Asia
Moscow, Russia
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Executive summary

The 96th session of the International Labour Canfee held in Geneva in 2007, adopted
conclusions for the promotion of sustainable emiseg and identified 17 elements of an enabling
environment for sustainable enterprises. An envitemt conducive to the creation and growth of
sustainable enterprises combines the legitimatstdae profit with the need for development that
respects human dignity, environmental sustainghdlitd decent work. In that context, Georgia is
one of the countries that implemented the EESEga®evhich was developed as the ILO flagship
programme following the conclusions of the ConfesenDuring this process, the Georgian
Employers Association (GEA) played the role of feading national partner for ILO in the
implementation of the assessment in Georgia.

During this process, GEA used the applied and deSEESE methodology — to collect and
analyse all the necessary data and to presenefwatron the findings. In accordance with the
methodology, focus groups to identify the most int@iat pillars for deeper analysis were organized.
With the support of external researchers and udirgeESE questionnaire, a survey among 300
companies throughout Georgia was conducted. Bas#teanethodology, there are 4 main segments
analysed in this report: political, economic, sbenad environmental elements. Four countries,
namely: Croatia, Macedonia, Latvia and Armenia,engsed as comparator countries for Georgia.

Political elements

Georgia started to build its relations with the EUJ1992. In 2014, Georgia signed an
Association Agreement (AA) and opened a new chapitexooperation with the EU. Within this
context, the Association Agreement with its Deed @omprehensive Free Trade Area (DCFTA)
has brought Georgia closer to Europe. This probassstrengthened the economy of the country
influencing the political situation and the govaroa of the country.

The fight against corruption is one of the key pties of Georgia. According to the EESE
survey 83.3% of respondents stated that briberyodimer forms of corrupt payments are not issues
that often consistently impact firms in the countmpich is highly positive. Based on the Palitical
stability and Absence of Violence Indicator, theigiion in Georgia has improved over the past years
but is not yet on a good level.

Government efficiency is another challenge relategdolitical elements. In 2014, the value
of this indicator was 0.48 and it is still far froperfect. As mentioned during the research, state
administration is not very business-oriented aretisdurther reforms, especially in terms of cagacit
building of employees. In addition to that, Geomg@mmpanies are not satisfied with the regulatory
framework, and in their opinion the regulatory feamork is not designed to encourage firms to
expand. As it will be elaborated in the report, idgulatory framework is not sufficiently prediciv
and some of the participants pointed out that tixene companies with privileges provided by the
Government. The work of inspectors is generallypugitively perceived and employers state that
not all companies in Georgia are equally subjedtednhspections control. In addition to that,
employers operating in the tourism sector compbéitne lack of quality control of operators in the
sector, resulting in unfair competition to thoseigting in accordance with standards.
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Economic elements

The recent past years can be described as a pdrpmsitive economic trends in Georgia.
After 2009 when Georgia underwent a negative trehds GDP, the period that followed was
characterized by positive economic developmentsthEtmore, according to projections, these
positive economic trends are likely to remain u@iL8. As a very open country, Georgia is highly
dependent on foreign direct investments and aaeglyithe Government made strong efforts
towards improving the business environment to etfratential investors. In 2014 the absolute value
of FDI was 1758.4 million USD. According to offitigDI projections for 2015, the value of FDI
recorded negative trends, namely 23% lower th&20id. The major foreign investors come from
the following countries: Azerbaijan, the United Kidom and the Netherlands. Georgia is also a large
importer of goods and services. In the past, bitbssof external trade had positive trends. But
imports of goods and services grew faster thanispim that context, it is necessary to strengthen
the Georgian economy to reduce the value of theentiraccount deficit. Georgia's main export
destinations in 2014 continued to be Azerbaijapr@senting 19% of Georgian exports), Armenia
(10%), the Russian Federation (almost 10%) andé&yu(8.4%).

In terms of the macroeconomic situation, the ifdlarate and currency exchange rate are
the greatest issues for doing business in Geodgizording to the EESE survey, 93% of companies
in Georgia think that the inflation rate has a #igant impact on the competitiveness of firms.
Furthermore, 92% of companies recognized currerclgange rate volatility as an important factor
in firms’ decision to export. Despite the fact tl&dorgia has positive economic trends, employers’
expectations about their operations in the nexndfth are not so positive. 24% of companies are
sure they will not improve their situation in thext 12 months while only 10% are sure that they
will improve operations. In this context, it is impant to state that companies are not considering
reducing the number of employees in the next 12thgaven though they do expect increases in
the average costs per unit. The largest obstasheptimving companies’ productivity is the shortage
of skills, as reported by 37.24% of companies.@mrimportant impediments for doing business are
the negative attitude of employees (for 31.38%ownhganies) followed by labour costs (for 15.52%
of companies).

Related to the regulatory framework, companieséor@ia say the Government has done a
lot in the process of reforms in the recent pedtidlough the crucial problems for employers still
remain. According to survey findings, companiesdbsee the regulatory framework as stable and
predictive and there is almost complete consermaighe regulatory framework in not equal for all.
Another problem identified in the survey is the iwapgping jurisdiction of different administrative
bodies. The tax burden along with tax administraioalso perceived as an obstacle to a favourable
business environment. The overall perception ofleyeps is that the Government and the employers
are not really fully on the same side so far adrietance positive actions towards enterprises and
SMEs are limited.

Trade is one of the fastest growing sectors of2bergian economy. It is expected that with
the signing of the Association Agreement with tHe &nd by cooperating with other countries,
Georgia will become an important player in tradéhie region. Georgia has the potential to become
a transit country of transportation for almostcallintries in the region.

Another important challenge for the Georgian econodentified by employers are the
existence of monopolistic practices and the infdre@nomy. Employers do not recognize the
political will to fight against monopolistic pracs. Some of the employers state that there iaino f
competition in Georgia. In this context, employtigk that government bodies are oriented towards
big companies and do not invest sufficient effttsupport SMEs.

Finally, another important barrier to doing busiés Georgia is the lack of adequate
financial products for companies in each stagepefation. Financial products are perceived as very
expensive and not affordable — particularly for SMESMEs consider the extensive collateral
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requirements as a big issue in this context. Oydiahncial products in Georgia are not adjusted t
the needs of companies. In addition to favouratiferest rates, companies recognize the lack of well
disseminated information about financial products.

Social elements

Public expenditure on education is on a very lovelén Georgia and presents just 1.98% of
GDP. The EESE survey recognized some problemsdieggthe education system of which the lack
of qualification and specialized programmes for s@®ctors are the most prominent. For example,
for tourism there is no specific education programwhich can provide adequate skills and
knowledge for needs of market. A total of 82.3%tleé interviewed companies state they don't
conduct ‘skills audits’, 7.7% of the companies dhiy rarely conduct ‘skills audits’ while just 363
performed ‘skills audits’ often. Skills shortagesgatively affect private sector business according
to more than 98% of companies. And for 41.1% sldlisrtage have very negative impact on the
business of firms in the private sector. Accordimgurvey findings skills shortages have negative
effects on new working practices, the introductidmew technologies and the development of new
products or services.

A total of 52 % of companies don’t have a departnoera person responsible for training
compared to only 0.7% that do. Regarding the filmanof trainings, 90.3% of companies do not
have a training budget compared to only 5.3% tbhaRegarding to position of women and men in
society, indicators still show an inequality inghegard.

Environmental elements

Georgia’s main ecosystems comprise forests (alfi#tef the land area), grasslands (26%),
wetlands (19%), and deserts and semi deserts (@¥%)Forest Area Indicator has been recording a
constant drop year by year. Based on available @sgargia records approximately 40% and when
compared with other countries in the comparativeeaech, it is in line with Macedonia while
performing better than Armenia and Croatia. Assitrécognized in the Regional Development
Programme of Georgia 2015-2017, air pollution leakiced dramatically in Georgia since 1990 due
to the closure of many large industrial enterpriieds however increasing in general.

Based on the Asia Development Bank Country ParneiStrategy: Georgia, 2014-2018,
the management of natural ecosystems has beemainadtby inconsistent environmental policies;
inappropriate governance systems for natural resgsuthe absence of a natural resource inventory
and reliable data; unsustainable operations an# {@@aenforcement; pollution in some rivers and
in the Black Sea, and unsustainable fishing, hgnt@amd poaching practices; low levels of public
participation in decision-making processes; andtdichpublic awareness. Georgia’s protected areas
play a significant role in biodiversity conservatiand catalysing socioeconomic development. The
management system for protected areas is not feetigt !

Assessment results and ways forward

After gaining independence in 1991, Georgia’s gamsestic product (GDP) fell by 50%
which triggered a variety of reforms in the counffyom that period onward, with the will to fight
against corruption, structural reform program tlsatught to liberalize trade, upgrades in
infrastructure, improvement of the business envirent, strengthened public financial management,
the Georgian economy reached very positive tredde;, Georgia is recognized as a very attractive

1 Source: Asia Development Bank: Country PartnerShiptegy: Georgia, 2014-2018.



country for foreign direct investments and a cogmtith large potential to become a leader in the
sectors of regional trade and transport.

Georgia is seen as stable in the Doing Businegsngin 2014 and 2015, with the rank 24.
In recent 2 years only, based on the DB reportr@adas made numerous reforms. Some of them
are: dealing with construction permits was madeeeds/ reducing the time needed for issuing
building permits, maximum duration of fixed-termntacts was reduced and a notice period for
redundancy dismissals introduced, credit infornmaigstem was improved by implementation of a
new Law on personal data protection etc.

Still, there is need and room for the improvemdrhe business environment in the coming
period. Based on employers’ responses, the mogirtant pillars that need to be improved in the
coming period are:

. good governance and some issues pertaining tacabktability
. sound and stable macroeconomic policy and good gesment of the economy

. trade and sustainable economic integration
. enabling legal and regulatory environment
. fair competition

. access to financial services

. education, training and lifelong learning.

According to both the primary and the secondarg tta¢ main barriers Georgian employers
face are: regulatory framework, access to finamfermal economy and existence of monopoly, a
mismatch between the education system and labotketaeeds and macroeconomic policies.




1. Introduction

The 2007 International Labour Conference adopted conclusions for the promotion of
sustainable enterprises and identified 17 conditions for an enabling environment. An
environment conducive to the creation and growth of sustainable enterprises combines the
legitimate quest for profit with the need for development that respects human dignity,
environmental sustainability and decent work.

The ILO in its aim to support employment has identified factors in the business
environment that influence the success of new or existing enterprises. For this purpose ILO
created the Enabling Environment for Sustainable Enterprises methodology. This tool and
methodology has been created in close coordination between ACT/EMP and the Enterprises
department of the ILO. The tool has been implemented in over 30 countries and currently ILO
Moscow coordinates and (with support of ILO Europe and Enterprises department) implements
EESE in several countries of Central Asia and the Caucasus.

The first step in the implementation of EESE methodology in Georgia was the
organization of focus groups in order to identify the priority pillars for Georgia to be deeper
analysed in the survey among the companies. On 20th and 21th of August 2015, 3 focus groups
were organized in various sectors in close cooperation with the Georgian Employers
Association.

Based on the outcomes of the focus groups the following pillars of EESE are identified
as the most relevant ones:

» Pillar 2. Good governance (including political stability from pillar 1);

* Pillar 6. Sound and stable macroeconomic policy and good management of the
economy (including Energy from pillar 12 subcategory Infrastructure);

* Pillar 7. Trade and sustainable economic integration;

* Pillar 8. Enabling legal and regulatory environment;

* Pillar 10. Fair competition;

e Pillar 11. Access to financial services;

* Pillar 14. Education, training and lifelong learning.

Following the focus groups meetings, the next step in the process was conducting an enterprise
survey among 300 companies in Georgia. The questionnaire was prepared according to EESE
methodology and interviews were conducted by an independent research company. The
representative sample of companies was created based on official statistical data provided by
the Statistical Office and GEA. The sector related outline of the sample is shown in graph 1.




Graph 1: Sector of interviewed compantes
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Out of 300 interviewed companies, 49.3% are snmatiganies with less than 5 employees,
38% of companies have 5-19 employees and 10.7%nopanies have 20-99 employees.

Graph 2: Number of employeés Graph 3: Type of comparty
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A total of 98% of the companies in the sample ainape companies, 0.3% belong to some
other type of the company while 1.7% are state-awmmpanies.

2 Source: Georgia EESE survey 2015.
3 lbid.
4 1bid.



Graph 4 shows the structure of the sample relatéldet ‘age’ of the companies surveyed.
The majority of companies (57%) exist more thareérg, 25% exist between 2 and 5 years and 4%
exist less than 1 year.

Graph 4: How long company exist$?
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Only 7.3% of the companies are part of a largerpaomg compared to most of the companies
in the sample (92.7%) that are not. Finally, asnshan the Graph 5, the majority of companies
operate on the local market — in the city wherey thee located (82.7%), 10.7% operate on the
national market— throughout the country, while ti@aining 6.7% operate on international level.

Graph 5:Main market of the compan%/?
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5 Source: Georgia EESE survey 2015.
5 1bid.




Enabling environment for sustainable enterprisesishbe a goal set by every government
in the world. Georgia has to continue with sucadssfforms of the business environment, as it is
the most important factor for creation of sustaleamnterprises. By undertaking further reforms,
Georgia will give positive signs to foreign invest@o invest more in the country and to recognize
Georgia as a stable country with great potentiattfe future.




2. Political elements

Indicators assessing political elements of an enabling environment for sustainable

enterprises*

=hre—Georgia Armenia

== Croatia

== Latvia Macedonia

Political Stability and
Absence of Violence

Corruptions Perception
Index

Voice and Accountability

Civil Liberties Index

Control of Corruption

Political Rights Index

Government Effectiveness

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in the

chapters.

. Relations between the European Union (EU)
and Georgia started in 1992 just after
Georgia regained its sovereignty in the wake
of the break-up of the Soviet Union.

e Georgia signed an Association Agreement
(AA) with the EU in June 2014.

. During the past period, the Government of
Georgia invested significant efforts in
fighting against corruption and Georgia as a
result is now a show case on how to deal
with corruption.

Government administration is still not as
effective as desired and hence needs further
reforms and capacity building.

Social dialogue exists and the Tripartite Social
Partnership  Commission  (TSPC) was
established in 2012.

The data presented indicate that, compared to
other countries, Georgia still lags behind in
almost all political elements except control of
corruption.




2.1. Peace and political stability

Relations between the European Union (EU) and Gaastgrted in 1992 just after Georgia
regained its sovereignty in the wake of the brgalofithe Soviet Union. The EU was one of the first
to assist Georgia in the difficult early years i nisition. The European Commission opened its
Delegation to Georgia in Thilisi in 1995. Relatioparticularly intensified after the 2003 "Rose
Revolution", when the EU reiterated its supporthte country’s commitment for economic, social
and political reforms. By signing the Associatiogréement (AA) in June 2014, relations between
the EU and Georgia were brought to a qualitativetglly new stage. The Association Agreement
with its Deep and Comprehensive Free Trade AreaFHDX} foresees far reaching political and
economic integration with the EU by significantlgepening political and economic ties, bringing
Georgia closer to Europe. The EU and Georgia hizeeaggreed an EU-Georgia Association Agenda,
which defines a set of priorities for the period 22016 with a view to implement the AA/DCFTA.

Graph 6: Political stability and absence of violefce

Political stability and absence of violence
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This indicator presents the likelihood that the &wwnent will be destabilized by
unconstitutional or violent means, including dorestiolence and terrorism and estimates
governance measured on a scale from approxima&iye 2.5 with higher values corresponding to
better governance. Based on this World Bank datadltear that the political situation in Georgia
still lags behind Croatia, Latvia and Macedonid, dso that the value of this indicator for Georgia
follows a very positive trend from year to year2@il4, the value of this indicator was -0.23 which
is almost the same like in Armenia, but the sameevin 2011 was -0.66 which indicates strong
growth of the indicator. However, considering b# facts, there is room for further improvement of
this indicator in the following period.

7 Source: World Bank, Worldwide Governance Indicsitor
http://info.worldbank.org/governance/wagi/index.aghbame




Key Indicators

Political Stability and Absence of

Violence 2008 2009 2010 2011 2012 2013
The likelihood that the Government will be | Georgia 091 094 -0.72 -066 -0.67 -0.46
destabilized by unconstitutional or violent | Croatia 0.55 0.59 0.58 0.60 0.58 0.61
{“ea”.s' including domestic violence and | o nia 002 023 003 -009 011 0.07
errorism. .

Source: World Bank, Governance Matters Cabils B B BEE B0 L i)
database. Macedonia -0.30 -0.29 -049 -058 -044 -0.37

Estimate of governance measured on a scale from approximately -2.5 to 2.5. Higher values
correspond to better governance.

2.2. Good governance
Good governance, the absence of corruption andciesifi institutions foster
entrepreneurship and promote private sector granthdevelopment. As shown in some of the
previous reports, corruption presents low busineksor companies looking to invest in Georgia.

Graph 7: Corruption Perception Ind&x
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The Corruption Perception Index measures the perddevels of public-sector corruption
as seen by business people and country analysigiwen country and is a composite index, drawing
on different expert and business surveys. The sa@meon a scale from zero (highly corrupt) to ten
(highly clean). Graph 8 indicates that accordinghis indicator the situation in Georgia is very
positive. Since 2004, Georgia had made tremendaggss in the clamp down on corruption and
reinstatement of good governance. The total diisolwf the corrupt traffic police in 2004 and the
establishment of the Anti-Corruption Interagencyu@al in 2008 were successful examples of the

8 Source: Transparency Internatiorfatp://www.transparency.org/research/cpi/




reform. Low-level corruption has been virtuallynaiihated in recent years. Both the OECD and the
World Bank praised Georgia’s unique success in @imd corruptior?.

Compared to other countries, Georgia made grear@se from 2007 to 2015 in terms of
CPI values. From the level 0.11 in 2007 Georgia ingsroved and currently the value of the
indicators is 0.48. Now Georgia performs bettemti@Gxoatia, Macedonia and Armenia lagging
behind Latvia only.

Secondary survey data are confirmed by the restifse survey among companies. In the
EESE survey, 83.3% of all respondents stated titzdy and other forms of corrupt payments were
not issues that often consistently impact firmghm country, which is highly positive.

Graph 8: Is bribery, and other forms of corrupt payments,issue that consistently impacts on
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On the other hand, 10% of all respondents say lihibery and other forms of corrupt
payments are issues that in some point consistanggct firms in the country which was again
confirmed by the secondary survey. When asked fibasfhave to make extra ‘speed’ payments or
illicit backhanders to receive a reasonable le¥edepvice?” approximately 90% of the companies
claimed they did not have to make speed paymenmicive reasonable level of service.

® Source: OECD and the World Bank.
10 Source: Georgia EESE survey 2015.



Graph @ Control of corruptiok

Control of corruption
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This indicator shows the extent to which public po¥s exercised for private gain, including
both petty and grand forms of corruption, as wsll“@apture” of the state by elites and private
interests. Estimates of governance are measuredszale from approximately -2.5 to 2.5 where
higher values correspond to better governance. dBas¢hat, it can be concluded that the Control of
Corruption indicator for Georgia is high when comguhto other countries subject to this report. This
indicator is high in Georgia and it was on the léz&4 in 2014. However, it is necessary to analyse
the trends of this indicator in Georgia to recognilae clear will of the country to fight against
corruption. According to data, as late as in 20@&7value of this indicator in Georgia was -0.25. It
was the first time in 2012 that this indicator teed positive values (0.25). Compared to other
countries in the report, Georgia is a leader imgeof this indicator. Georgia is followed by Latvia
with the result 0.34 while Armenia is far behindiwi0.44 score.

The majority of firms are not informed about théseence of effective and independent anti-
corruption institutions responsible for handlingrggaints made by the private sector. Only 7.7% of
enterprises are aware that such institutions egisipared to 60% of enterprises who are unaware of
the existence of such institutions. On the otheée,s26.3% of companies say that independent anti-
corruption institutions do not exist. These datapto the need for greater promotion and active
involvement of such institutions throughout thevpte sector in the country.

11 Source: World Bank, Worldwide Governance Indicgtor



Graph 1Q Do you think that there are corruption activitiss public services and public
procurements?
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About 64.7% of companies think there are no coroapactivities in public services and
public procurements and only 3.4% think the opgogtublic procurements are transparent for the
majority of companies and only 6% of the compathésk the opposite.

Graph 11 When tendering for public bids, are procurementgdures transpareht?
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The secondary data reflect improvements in recemirsy in regards to Government
efficiency in Georgia. The indicator “Governmenfdetiveness” measures the quality of public
services, the capacity of the civil service andnitiependence from political pressures, the quality
of policy formulation and implementation, and tmedibility of the Government’s commitment to
such policies.

12 Source: Georgia EESE survey 2015.
13 |bid.
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Graph 12 Government effectiveness
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In a range of values from -2.5 to 2.5 with highatues indicating better performance,
Georgia in 2014 recorded the value of 0.48. As se&raph 13, over the period 2007-12, the value
of this indicator in Georgia was improved from 01010.55 in 2012. However, over the last two
years, Georgia recorded a slight decrease of tlue wd the indicator.

Graph 13 Does the Government provide a regulatory framewioak encourages firms to expand
their operations, if the business case perniits?
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The survey shows almost the same results as foer@ment efficiency. Based on their
experience, 26.3% of companies think that the Guowent does not provide the regulatory
framework that encourages firms to expand theiratmns, if the business case permits. On the

14 Source: World Bank, Worldwide Governance Indicgtor
15 Source: Georgia EESE survey 2015.



other side, only 9.7% of the companies in the suraee totally satisfied with the regulatory
framework. The situation is similar with interpriéda of laws. 12% out of the total number of
companies in the survey said that interpretatidnaws and regulations affecting firms were not
consistent and predictable. Also it is mentionbd regulatory framework is not predictive and some
participants recognized there are companies thay @nivileges by the Government.

This is also confirmed by the focus groups. Namfegus groups participants recognized
the Government as a main problem because of tlkeofasupport to SMEs in Georgia and their
perception that regulations are not predictive eaaial for all.

Graph 14 Are interpretations of the laws and regulationfeaing firms both consistent and
predictable®
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One of the suggestions made by employers is tleatabvernment should include all
relevant stakeholders in the process of creatiorlegislation. This particularly stands for
involvement of social partners (employers and tradens) in the process of creation of legislation
related to labour market.

Regional instability is recognized by employersaa® of the problems that result in
decrease of regional trade in Georgia. For mone 7a7% of the interviewed companies, regional
instability caused significant decrease in regidrade. Only 18.3% of the companies thought that
this problem was not a factor of decrease in regjitade.

16 Source: Georgia EESE survey 2015.



Graph 15 Has rising regional instability caused a significdecrease in regional tradé?
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Based on the survey results, regional stabiliynigortant for current operational planning
by the private sector for 51% of companies in Gieorg

Key Indicators

Control of corruption 2008 2009 2010 2011 2012 2013
The extent to which public power is exercised for | Georgia -0.22 -0.22  -0.12 -0.02 025 036
private gain, including both petty and grand forms of | Croatia -0.04 -0.10 -0.03 001 -0.04 0.11

corruption, as well as “capture” of the state by elites

. ; Armenia -0.63 -0.56 -0.65 -0.60 -0.53 -0.47

and private interests.
Latvia 0.13 0.13 0.13 0.19 0.15 0.27
Macedonia -0.17 -0.10 -0.06 -0.04 0.02 0.02

Estimate of governance measured on a scale from approximately -2.5 to 2.5.
Higher values correspond to better governance.

Corruption Perceptions Index (CPI) 2009 2010 2011 2012 2013 2014

The Transparency International CPl measures the | Georgia 4.1 3.8 4.1 5.2 4.9 5.2
perceived levels of public-sector corruption as seen

) . . Croatia 4.1 4.1 4.0 4.6 4.8 4.8

by business people and country analysts in a given i
country and is a composite index, drawing on | Armenia 2.7 2.6 2.6 3.4 3.6 3.7
different expert and business surveys. Latvia 45 4.3 4.2 4.9 5.3 55
Macedonia 3.8 41 3.9 4.3 4.4 4.5

The scores are on a scale from zero (highly corrupt) to ten (highly clean).

17 Source: Georgia EESE survey 2015.



Government effectiveness

2009 2010 2011 2012 2013

The quality of public services, the capacity of the | Georgia 0.28 0.29 0.55 0.57 0.53

civil service and its independence from political Croatia 0.61 0.63 0.56 0.70 0.69

pressures, the quality of policy formulation and Armenia 002 017 20.10 -0.04 0.07
implementation, and the credibility of the .

government's commitment to such policies. Ll 0.63 L S 0.83 0.88

Macedonia  -0.09 -0.15 -0.11 -0.07 -0.06

Estimate of governance measured on a scale from approximately -2.5 to 2.5.
Higher values correspond to better governance.

Voice and accountability 2010 2011 2012 2013 2014 2501

The extent to which a country’s citizens are able to | Georgia -0.29 -0.22 -0.18 -0.21 -0.02 0.10

participate in selectln_g their government, as v_veI_I as | croatia 043 044 043  0.46 0.48 0.47

freedom of expression, freedom of association, i

and a free media. Armenia -0.86 -0.88 -0.85 -0.68 -0.57 -0.60
Latvia 0.75 0.84 0.77 0.71 0.74 0.74

Macedonia 0.18 0.15 0.09 -0.01 0.00 -0.04

Estimate of governance measured on a scale from approximately -2.5 to
2.5. Higher values correspond to better governance.

2.3. Social Dialogue

Social dialogue with freedom of association and tight to collective bargaining is
fundamental for the achievement of effective, eaplé and mutually beneficial outcomes for ILO
constituents and society at large.

The main social partners to the Government of Gaoage: the Georgian Employers
Association and Trade Unions Confederation. In @iegrthe Labour Code institutionalized the
Tripartite Social Partnership Commission (TSPC)irgltaby the prime minister and aimed at
promoting social partnership in the country andiadodialogue between social partners and the
government, while also having a mandate to formreufabposals and recommendations through
consensus on labour and other related issues.ifBhenieeting of the new Tripartite Commission
took place on May 1, 2014. However, to date, tludybfailed to meet on a regular basis, so its
effectiveness and results did not meet the expentat

The Commission consists of 18 members (six for geat) plus the chairperson. For the
government, The Ministries of Labour, of JusticEEconomy, of Regional Development and of
Education take part in the meetings. Other membegsappointed by the Prime Minister. The
employers are represented by the Georgian Emplofsssciation which occupy 2 seats and by the
Georgian Small and Medium Businesses Associatioa, Ihdustrial Women’s Association, the
Association of Development and Support of Microfioe Organizations of Georgia and the
Federation of Georgian Hotels and Restaurants widelke 1 seat each. For the trade unions, GTUC
President and Vice President have two seats inCimamission. Furthermore, the respective
presidents of the Adjarian Trade Unions, the Edonaind Science Workers Free Trade Union, the
Public Servants Trade Union of Georgia and the Metgy, Mining and Chemical Worker’'s Trade
Union, all member of the GTUC, have one seat éach.

18 Source: Francesco Bagnardi, 2015, The ChangirtgrRaif Social Dialogue in Europe and the Influeate
ILO and EU in Georgian Tripartisrhitp://openjournals.gela.org.ge/index.php/CSSRiaviiiew/1650




The Georgian Employers Association was establisirethe 1st of December 2000. The
Association is an independent, non-profit and ssdfalated association of business which operates
in accordance with needs of employers (manufactaed enterprise) and in accordance with the
International Labour Organization’s standards amtventions. As such, the Association is a social
partner to the government and trade unions. ThegeeoEmployer’'s Association is the association
which represents business interests of its memféms.association’s goal is to represent as its
members, large, small and middle sized companiéshwdperate in all sectors of the economy and
to support the development of enterprises in thentty; to reach more stability, socio-economic
development by creating new working places andblétworking condition¥

The country has ratified 3 of 6 ILO labour convens on social dialogue, where C135 on
the Workers’ Representatives Convention, C141 -aRorkers’ Organisations Convention and
C154 concerning the Promotion of Collective Bargajrare not yet ratifieé’

In 2015, the Government of Georgia, the Europeaiotjrand the International Labour
Organization (ILO) launched a project entitled “Piating Labour Relations and Social Dialogue in
Georgia”. The project promotes the dialogue betwiberGeorgian Government, business, and trade
unions at national, regional, and enterprise leUBtough this project, these three main actors will
improve their ability to carry out more efficienegotiations while addressing labour relations,
workers' rights and enterprises’ interedtSocial dialogue is vital, but also rather new and
occasionally complex process to align differengiasts.

The next indicator important for the social dialega “Cooperation in Labour-Employer
Relations”. This indicator determines whether labomployer relations are confrontational or
cooperative on a scale from 1 to 7 with higher galindicating more cooperation.

Graph 16: Cooperation in labour-employer relatiéhs
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19 Source: Georgian Employers Associatiosmw.employer.ge

20 JLO. (undated).Ratifications for GeorgiaNORMLEX — Information System on International loaip
Standards. Accessed 10 March 2016.

2! Sourcehttp://eeas.europa.eu/delegations/georgia/docuimemts/2015/20150202_01_en.pdf

22 Source: World Economic Forum Executive Opinionv@yr




Georgia performs comparatively average in this,areperforming Croatia and Macedonia,
and being behind Armenia and Latvia. The countmares well on a global scale, where in 2014
Georgia earned a score of 4.22 compared to annsatginally higher world mean of 4.3.

Key Indicator

Cooperation in labour-employer 2010/11  2011/12 2012/13 2013/14 2014/15
relations
The World Economic Forum (WEF) | Georgia 4.23 4.24 4.35 4.18 4.22

Survey asked business leaders to
provide their expert opinions on the | Croatia
following: “Labour-employer relations in . 45 4.62 4.78 4.79 4.67
your country are”. Armenia : : : ' '

Source: World Economic Forum Executive | Latvia 4.29 4.34 4.37 4.52 4.82
Opinion Survey.?

3.34 3.40 3.37 3.49 3.69

Macedonia

1 = generally confrontational, 7 = generally cooperative.

2.4. Respect for universal human rights and international labour standards

Respect for human rights and international labdandards are a distinctive feature of
societies that have successfully integrated susdity and decent work. Georgia adopted 8 of the
9 main human rights conventioffs.

Of the five countries used for comparison, all does have ratified the eight ILO core
conventions on freedom of association and colledb&rgaining, and the abolition of child labour,
forced labour and all forms of discrimination. Ftmore Georgia has ratified 17 technical
conventions. The human rights situation in Geocgia also be assessed considering the following
indicators:

The ‘Political Rights IndeX measures the level of freedom in the electoratess, political
pluralism and participation, and functioning of thevernment. In a range from 1 to 7, with 1
representing the most free and 7 representingehst ffree, Georgia has maintained the level 3
between 2012 and 2014 remaining in the middle ahtriees compared in report.

The ‘Civil Liberties Index?®* measures freedom of expression, assembly, assocatd
religion. On a scale from 1 to 7, with 1 represemtihe most free and 7 representing the least free,
Georgia performs relatively well with a stable scof 3 between 2010 and 2014. Before 2010, the
value of this indicator was 4. Georgia had the seateas Macedonia and it is better than Latvia and
Croatia. Armenia outperforms the countries of congpa with scores 2 and 3 of this indicator.

22 World Economic Forum Global Competitiveness report

%These are the International Convention on the Elidn of All Forms of Racial Discrimination, the
International Covenant on Civil and Political Righthe International Covenant on Economic, Soamw a
Cultural Rights, the Convention on the Eliminatioh All Forms of Discrimination against Women, the
Convention against Torture and Other Cruel, Inhuprabegrading Treatment or Punishment, the Conwanti
on the Rights of the Child, the International Camti@n on the Protection of the Rights of All Migtai'orkers
and Members of Their Families, and the Conventiothe Rights of Persons with Disabilities.

25 Source: http://www.freedomhouse.org/report-typestlom-world

26 Source: http://www.freedomhouse.org/




The indicators give an average result of the cquiatralmost all indicators, in relation to
other countries, on respect for universal humanmtsigon a technical level, the amount of ratificas
is still rather limited (17 out of 177 technicalnw@ntions).

Key Indicators

Ratification of Human Rights Conventions As of March 2016

It shows the status of human rights referring to ratification of | Georgia
following 9 conventions: Convention against Torture and Other
Cruel, Inhuman or Degrading Treatment or Punishment;
Convention on the Rights of the Child; Convention on the
Elimination of All Forms of Discrimination against Women;
International Convention on the Elimination of All Forms of | Latvia
Racial Discrimination; Convention on the Prevention and
Punishment of the Crime of Genocide; International Covenant
on Civil and Political Rights; International Covenant on
Economic, Social and Cultural Rights; International
Convention for the Protection of All Persons from Enforced
Disappearance; Convention on the Rights of Persons with
Disabilities.

Source: United Nations Treaty Collection Multilateral Treaties
Deposited with the Secretary General (UNTC).?’

Croatia

Armenia

o 0 © 0 o

Macedonia

Number of Conventions ratified out of 9.

Ratification of fundamental ILO Conventions As of March 2016

It shows the status of labour rights conventions. It refers to | Georgia
ratification of following 8 conventions: Freedom of association
and collective bargaining (C.87, C.98), Elimination of forced
and compulsory labour (C.29, C.105), Elimination of [ Armenia
discrimination in respect of employment and occupation
(C.100, C.111), Abolition of child labour (C.138, C.182). Latvia

Source: ILO?*

Croatia

0 © 0 o o

Macedonia

Number of Conventions ratified out of 8.

27 United Nations Treaties
281L0.




3. Economic elements

Indicators assessing economic elements of an enabling environment for sustainable

enterprises*

Macroeconomic Indicators

== Georgia

GDP Growth Rate

Export Propensity Index

Gross Domestic Savings ]

Armenia =fll=Croatia

Latvia Macedonia

Labour Force Participation Rate (%)

urrent Account Balance

Gross Capital Formation

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in the

chapters.

*  Weak competitiveness of the private sector,
weak development of human capital and limited
access to finances were identified as the critical
challenges hindering economic developrient

e Modest growth recovery in 2014: Georgia’s
growth, having fallen sharply in 2013, is
expected to pick up in 2014, driven by domestic
demand.

* On-going public and current account deficits:
Welfare spending is likely to rise as the
government has made commitments to improve
the health and education systems.

* The current account deficit is likely to remain
high in 2014. The same situation is in 2015

 FDI flows, impeded by an era of political
uncertainty since 2012, are likely to recover
only gradually. 2014 was a success year for FDI

but in 2015 FDI dropped by 23%. The biggest
share of FDI in Georgia comes from Azerbaijan.
The banking system, which is relatively well
capitalised and profitable, still suffers from a
high level of non-performing loans and strong
dollarization, which exposes it to exchange rate
risk. Expansion of credit is expected to boost
household consumption.

51% of Georgian companies think that the
inflation rate has very significant impact on
competitiveness of firms and 93% of the
surveyed companies in Georgia think that the
inflation rate has a significant impact on their
competitiveness.

Skills shortage constitutes the biggest obstacle
for improving the productivity of companies.
This is reported by 37.24% of companies. The
next big impediment for doing business is

2% Source: Government of Georgia: Social-economicelmpment Strategy of Georgia, “Georgia 2020™".



negative attitude of employees (for 31.38% of
companies) followed by labour cost (for 15.52%

of companies).

The economic policy of the Government of
Georgia is based on three main principles. The
first principle implies ensuring fast and efficient
economic growth driven by development of real ¢
(production) sector of the economy, which
create jobs and reduce poverty. The second
principle implies implementation of economic
policies that facilitate inclusive economic
growth — it envisages universal involvement of
the population in the economic development
process (including Diaspora, migrants, ethnic
minorities and other groups), prosperity for each
member of society through economic

growth, their social equality and improvement
of the living standards of population. The third
main principle is based on rational use of natural
resources, ensuring environmental safety and
sustainability and avoiding natural disasters
during the process of economic developniént.
The regulatory framework in Georgia is not
considered as stable and predictable and work of
inspectors is not perceived equal for all
companies.

Employers don’t feel the strong will of the
country to fight against monopolistic practices
and they don’'t see concrete activities in that
field.

30 Government of Georgia, Socio-Economic DevelopnStritegy Georgia 2020.



3.1. Sound and stable macroeconomic policy and good management of the
economy

Macroeconomic policies should guarantee stable fedictable economic conditions.
Sound economic management should combine the olgjecdf creating more and better jobs,
combating inflation, and implementing policies ardulations that stimulate long-term productive
investment. Based on official data, the Georgiaamemy has recorded positive trends concerning
GDP growth especially in the period from 2009-20B&ased on World Bank data, the Georgian
economy will slightly grow by 2.5% and accordingptmjections, these positive economic trends
are likely to remain until 2018. Before 2009 theo@gan economy recorded a strong GDP growth
(9.60% in 2005, 12.36 in 2007). However, in 2009 @eorgian economy recorded a negative trend
(-3.78%) to be followed by positive trends over tioening years. Georgia recorded the largest GDP
growth out of the compared countries in 2014.

Graph 17 GDP growth rat&
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Attraction of foreign direct investments is one thfe main goals of the Georgian
Government. The Government has established a mingeasures in order to develop the country's
economy: privatization of public companies, measucgiented to fight against corruption,
simplification of a process of companies establishintax regime, liberalisation of the market etc.
Based on available information, all activities implented in the past had significant effects on the
attraction of FDI. The highest growth of FDI wasaeded in 2007, where compared to 2005 FDI
grew by 350%. In 2014 the absolute value of FDI w@58.4 million USD. According to 2015
official projection of FDI, the value of FDI had gnetive trends and it was 23% lower than in 2014.
The share of FDI by major foreign investor courstrig allocated as follows: Azerbaijan (40 %),
United Kingdom (15 %) and the Netherlands (8%%).

31 Source: World Bank national accounts data (Wordéopment Indicators Online).
32 Sourcehttp://www.geostat.ge/cms/site_images/_files/ehdtisp/FDI_2015Q4-2015-ENG.pdf
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Graph 18 Current account balante
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There is wide agreement that a current accountitefi 8-10% of GDP is high, and the
higher the current account deficit, the highentblefor the overall economy. Currently, in Georgia
the share of imports is significantly higher thatp@t. In this context, it is necessary for the
country, firstly to continue with the free tradgirae and, on the other side, to do more to stremgth
domestic production with the purpose to increaggoex Georgia's main export destinations in
2014 continued to be Azerbaijan (taking 19% of @&or exports), Armenia (10%), the Russian
Federation (almost 10%) and Turkey (8.4%).

Graph 19 Inflation raté*
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33 Source: International Monetary Fund, World Ecoro@itlook Database, April 2014.
34 1bid.



The inflation rate in Georgia underwent many flation and changes over the last 10 years.
Based on recorded data, the greatest changesiinfldten rate in Georgia were from 2009 to 2012
when Georgia actually reached deflation in 20122018 respectively. Despite the fact that Georgia
had deflation in 2013, over the last 2 years thaatbn is almost back to the situation as in the
previous 10 years and the inflation rate along \alttits fluctuations is an important factor in dgi
business in Georgia. This is confirmed by the spresults, focus group meetings and also in direct
interviews with companies. According to the EESEvey findings, 51% of Georgian companies
think that the inflation rate has a very signific@mpact on the competitiveness of firms, while
merely 6% of Georgian companies were of a totghgasite opinion. Thus, in general according to
EESE findings, 93% of companies in Georgia thirdt the inflation rate has a significant impact on
the competitiveness of firms.

Graph 2Q Does the inflation rate have a significant impatthe competitiveness of firni§?
Don’t know I 1

Very Significant 51

Moderately Significant _ 26.7
Somewhat Significant _ 15.3
No, not Significant - 6
0 10 20 30 40 50 60

As shown in the previous graph, the inflation napresents one of the greatest issues for
the competitiveness of companies in Georgia. Ajpan that, Georgian companies recognize that
the inflation rate is a very significant factorexdfing companies’ plans to invest and export. For
44% this is a significant factor in the procesplahning and exporting. In total, 94.3% of Georgian
companies think this is an important factor forastment planning and export.

35 Source: Georgia EESE survey 2015.



Graph 21 Influence of inflation, interest and currency exobe rat&
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Similarly high interest rates negatively influertbe competitiveness of firms and their plans
to invest and export. According to the EESE surd@y1% of the companies think that interest rates
have a very significant impact on the competitivenef companies along with 29.4% that think this
impact is moderately significant. The findings amilar for the influence of interest rate on plans
to expand and invest where 36.5% think that thisvery significant factor. Only for 4.7% this does
not represent a factor that influences employdesipto invest and expand.

Finally, Georgian companies recognize exchange valiility as an important factor in
companies’ decision to export. Exchange rate Jitlati very bad signal for foreign investors in
Georgia. Almost half of the interviewed companié8%) recognize this factor as very important
and very significantly affecting the decision ofnis to export. In total, 92% of the Georgian
companies recognize this as an important factectffg the decisions of the companies. The graph
below shows that 25.3% of the companies think the@nges in commodity prices have a very
significant impact on the firms in their sector.

36 Source: Georgia EESE survey 2015.



Graph 22 In your opinion, have changes in commodity pridgaificantly impacted firms in your

sector?’
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Based on the EESE survey findings, a very smatigrgage of Georgian companies think
they will surely improve profitability over the ne2 months. This is the opinion of only 10% of
the companies in Georgia. Another 33% believe they will likely improve profitability in the
target period. On the contrary, 24% of companiesare of the opposite — that they will not improve
their profitability over the next 12 months.

Graph 23:Does your company expect profitability to improwepthe next 12 month¥?
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37 Source: Georgia EESE survey 2015.
38 |bid.




Graph 24 Opinion of companies about doing business in falhg yea?®
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As seen in the graph above, Georgian companiesepiacrease the average selling prices
over the next 12 months since they expect incrieeeseerage costs per unit. On the other hand, there
is a very positive economic trend indicated in toenpanies’ responses whereby the majority of
interviewed companies said they would not decréasaumber of employees in their companies.
This is very important because it indicates thabr@Gian companies will continue to work at this
level or even to improve their operations.

Graph 25 What is the single largest obstacle prohibitingdoictivity improvement for firms in your
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The greatest obstacle for improvement of produgtief the companies is skills shortage.
This is reported by 37.24% of companies. The nigxirpediment for doing business is the negative
attitude of employees (for 31.38% of companies)ofeéd by labour costs (for 15.52% of
companies).

Key Indicators

GDP growth rate (%) 2009 2010 2011 2012 2013 2014
Measures the annual percentage growth rates of all | Georgia -3.78 6.25 720 618 332 477
value added goods and services produced in the | croatia -7.38 -1.70 -0.28 -2.19 -0.94 -0.40
country. GDP is the_ sum of gross value added by all Armenia 14.15 220 470 7.20 350 3.40
resident producers in the economy plus any product

taxes and minus any subsidies not included in the | Latvia -1419 -287 500 483 423 236
value of the products. It is calculated without making | pmacedonia -0.36 3.36 234 -046 267 3.77
deductions for depreciation of fabricated assets or for

depletion and degradation of natural resources. Annual percentage growth rate of GDP.

. 2015 and 2016: *Forecast IMF World economic outlook 2015 database??
Source: World Bank national accounts data (World

Development Indicators Online).

Inflation, consumer prices (annual %) 2011 2012 2013 2014 2015 2016
Measures the annual percentage change in the cost to Georgia 7.11 8.54 -094 -051 3.06 3.04
the average consumer of acquiring a basket of goods . 1.04 226 3427 2192 -02 .0.88
and services that may be fixed or changed at specific | Croatia ' ' ' ' ' :
intervals, such as yearly. ¥ Armenia 7.27 7.65 2513 5788 311 6.4
Source: World Bank national accounts data (World | Latvia 1.22 4.22 2.285 0.011 0.69 0.5

Development Indicators Online).

2015 and 2016: *Forecast IMF World economic outlook 2015 database**

Labour force partICIpatlon rate (%) 2009 2010 2011 2012 2013
The labour force participation rate is the proportion of | Georgia 67.5 67.7 68.2 68.7 69.3
the population ages 15-64 that is economically active: | croatia 64.8 64.4 63.9 63.8 64.0
all people who supply labour for the production of | , . 62.7 65.8 67.0 66.7 67.3
goods and services during a specified period. The Latvia 73.8 73.0 731 74.6 75.2

labour force participation rate is calculated by
expressing the number of persons in the labour force
as a percentage of the working-age population. The | The labour force participation rate is calculated by expressing the number
labour force is the sum of the number of persons | of persons in the labour force as a percentage of the working-age
employed and the number of unemployed. The | population.

working-age population is the population above a
certain age, prescribed for the measurement of
economic characteristics.

Macedonia 63.9 64.2 64.2 63.9 64.2

“1World Bank. (2015). World Development Indicatd&®P growth (annual %), World Bank national accounts
data, and OECD National Accounts data files.

42 IMF. (2015). World Economic and Financial Surveyorld Economic Outlook Database.

43 World Bank. (2015). Wold Development Indicatonsfldtion, consumer prices (annual %), International
Monetary Fund, International Financial Statistind aata files.

44 IMF. (2015). World Economic and Financial Surveyorld Economic Outlook Database.



Current account balance/GDP, in percent 2011 2012 2013 2014 2015 2016

Current account balance (also called ‘current | G€0rgia -10.249  -12.751  -11.702  -5.737 -9.635 -11.474
account surplus/deficit’) is the sum of net exports of | Croatia -1.116  -0.806 -0.139 0.783 0.665 2.21
goods and services, net income, and net current | Armenia -14.235 -11.078 -11.085 -8.046 -9.233  -8.645
transfers. It is a record of a country’s transactions .

with the rest of the world. It shows whether a Cabils 2T ML 05 226l 2 S LR O
country is ‘living within its means’. If a country is | in percent of GDP.
spending more abroad than it earns from the rest
of the world then corrective action will be
necessary, e.g. to maintain the value of the
country’s currency in relation to other countries’
currency. The balance of payments is a double-
entry accounting system that shows all flows of
goods and services into and out of an economy. All
transactions are recorded twice - once as a credit
and once as a debit. In principle the net balance
should be zero, but in practice the accounts often
do not balance, requiring inclusion of a balancing
item, net errors and omissions. Positive current
account (surplus) balance is associated with
positive net exports. If the current account balance
is negative, it measures the portion of domestic
investment financed by foreigners’ savings.

3.2. Trade and sustainable economic integration

Trade integration can lead to positive economiccomies which can have positive
employment effects through efficiency gains. Howewas trade integration can also lead to job
dislocation, increased informality and growing imainequality, the employment and decent work
impact of trade policies must be carefully conssdeAccording to trade data, Georgia is improving
its situation in this sector year by year. Accogdio the World Trade Organization, Georgia’s
economy was hit by a combination of significanteewmtil shocks in early 2015: the Russia-Ukraine
crisis, the deepening recession in the Russianr&tale (both of which have created ripple-effects
through the region) and currency devaluationsaditrg partner countries. Because of these shocks,
in the first half of 2015 Georgia’s exports weréd@bwer than in the same period of the previous
year and remittances from Georgian workers abraaé wown by 23.3%. In 2014, Georgia signed
an Association Agreement (AA) with the EU, incluglia Deep and Comprehensive Free Trade Area
(DCFTA), which includes complete elimination ofitaand non-tariff barriers on nearly all goods
and substantial liberalization of services tradealy, Georgia is a member of the World Trade
Organization (WTO) since 2000.




Graph 26 Have firms in your country seen an increase inatineunt of product they expoft?

45

40.7 39.7
40
35
30
25
20
15 13.7
10
5.7
5
m -
0 —
Not Likely Some Have Most Have All Have Don’t know

The trade sector in Georgia has improved over éhedast years but still all stakeholders
try to put more efforts to further improve the stion. Based on the EESE survey findings, more
than 46% of companies in Georgia think that the warhof products they export has increased.

Graph 27 Trade/GDF®
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Trade is the sum of exports and imports of goodiss@nvices measured as a share of gross
domestic product. It takes values between 0 andlhe trade-to-GDP ratio refers to the sum of the
imports and exports and could therefore exceed 100%e analyse the countries used for
comparison, Georgia is in the middle. Results f@bh4, show that Georgia performs better than
Croatia and Armenia, but lags behind Macedonialatdia. It is also necessary to analyse why the
share of trade in GDP in Georgia is below 100%.

45 Source: Georgia EESE survey 2015.
46 Source: World Bank national accounts data (Worddopment Indicators Online).



Analysing the absolute value of export in Georgiarf 2010, according to National Statistics
of Georgia, exports have improved year by year.ipgest growth of exports was reached in 2010-
2011 when it was almost 31%. Exports continueddowgn 2011-2013. In the last two years — 2014
and 2015, exports slightly dropped. Similarly, imgohad fluctuation from 2010 until now. The
greatest imports growth was recorded in 2011, asing until 2015, when imports for the first time
recorded a drop in the absolute value

Graph 28 Do exporting firms benefit from government inceat such as tax breaks, et¢.?
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Many of the interviewed companies were not awatb@benefits arising from government
incentives such as tax breaks for exporting congsa(#9%). From the companies that knew about
these incentives, 13.3% thought that exporting c@ngs do not benefit from government incentives
such as tax breaks while only 1% said that all exupgp companies benefit from these incentives.
The situation is the same regarding the accesade finance and credit guarantees. The majority of
companies in the sample do not know about theendgst of such schemes but almost 50% of the
companies think that firms have access to creditajuees.

47 Source: National Statistic Office of Georgia ,phffpc-axis.geostat.ge/Table.aspx?rxid=c8ca8le%#282
4c5b-a46a-
€80202913531&px_db=Database&px_type=PX&px_languagé&px_tableid=Database%5cExternal+Trad
e%5cTrade+Balance%5cl_Georgian_Trade by ExportstefpalanceTurnover_and_Years.px&layout=tab
leViewLayoutl

48 Source: Georgia EESE survey 2015.



Graph 28 Enabling Trade IndéX
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The Enabling Trade Index measures the factorscipsliand services facilitating the free
flow of goods over borders and to destination. iflgex breaks the enablers into four overall issue
areas: (1) market access, (2) border administraf@rtransport and communications infrastructure
and (4) the business environment. Values are @ala from 1 to 7, a high score in the overall ETI
indicates that a country is relatively successfdrabling the free flow of trade. Data for Georgia
exist from 2010. Overall, Georgia preforms very hirelthis context and in 2014 the value of the
indicator was 4.5. In comparison to other countirethe report Georgia records the best result.

Table 1: Doing Business Report - Trading across bofders

Georgia 2008 2009 2010 2011 2012 2013 2014
Rank - - - - - 31 33
Costtoexport (USS 1390 1970 1329 1355 1355 1355 1355
per container)

Documentsto 8 4 4 4 4 4 4
export (number)

Documentsto 7 4 4 4 4 4 4
import (number)

Timeto export 12 10 10 10 9 9 9
(days)

Timetoimport 14 11 11 11 10 10 15
(days)

The Ease of Doing Business Index ranks economigs ir to 189 (2015), with first place
being the best. Based on the latest WB report Getsganked 33rd indicating that the situation is
pretty good in trading across borders. AccordintheoWB and compared to other countries taken

4% Source: World Economic Forum.
50 Source: International Finance Corporation.



into account in this report, the highest costsxumoet are recorded in Armenia and Georgia is in the
middle of the compared countries. If we look atdito export/import Georgia is very competitive

compared to other countries.

Graph 29 To what extent do you agree with the statememtn¥ithat rely exclusively on the
domestic market do so because they lack the cgpsziexport, i.e., dealing with licenses,

regulations, etc.®?
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EESE survey findings show that those relying exeilg on the domestic market do so
because they lack the capacity to export, i.e.inigaith licences, regulations, etc. Almost 49% of
the companies share this opinion with only 18.3%avhpanies thinking the opposite.

Graph 3Q Export Propensity Indék
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51 Source: Georgia EESE survey 2015.
52 Source: World Bank national accounts data, and DBE@&tional accounts data files (World Development
Indicators Online).



The Export Propensity Index looks at the sharexpb#gs of goods and services in GDP.
Exports of goods and services represent the vdlak goods and other market services provided to
the rest of the world. They include the value ofrchandise, freight, insurance, transport, travel,
royalties, license fees, and other services, sughc@mmunication, construction, financial,
information, business, personal, and governmentcgss. They exclude labour and property income
(formerly called factor services) as well as tranglayments. The value of this indicator rangesfro
0 to 100. Georgia performs in the middle and ih2the value of this indicator was 42.89. In this
context, Georgia is outperformed by almost all ¢oag, only Armenia is lagging behind.

For conducting trade in a country, it is neces$argmployers to have clear and up-to-date
information on trading procedures, tariffs, dutiasd taxes. 87.3% of interviewed companies think
there is sufficient information on trading proceshkias opposed to 8.7% who think that there is no
sufficient available information on trading proceek

Graph 31 In your view, do firms consider customs and tnadgilations to be a significant constraint
to trading across bordeps$?
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Employers in Georgia recognized that one of thennohistacles perceived is customs and
trade regulations for trading across borders. 18@%ompanies think that customs and trade
regulations are not a significant constraint fading across borders. On the contrary, 38.4% of
companies think those are a somewhat or modersitgiificant constraint for trade across borders.

Moreover, 37% of companies think that it is difficior firms to obtain certificates of origin
and other essential documentation for export initeedto 25.7% of companies that believe
government officials unnecessarily or arbitraribichup shipments.

53 Source: Georgia EESE survey 2015.



Graph 32 In your view, are illicit payments to governmerifimals necessary to speed up
procedures?
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When asked whether illicit payments to governmdfitials were necessary to speed up
procedures, 61.5% of the companies said they ditiange to provide illicit payment to government
officials to speed up procedures. This is repregiet of the overall presence of illicit paymenis i
the country.

Graph 33: Are firms able to submit documents electronic&fly?
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A very positive step in trade liberalization is fihgplementation of the electronical system
for submission of documents. This is recognizedHh®sy majority of employers as one of the best
services as it saves time.

54 Source: Georgia EESE survey 2015.
55 |bid.
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Overall, trade in Georgia has developed well over few recent years. According to
available data, it is clear that all interestedtiparin Georgia make large efforts to create aetrad
attractive environment. The resulting priorities f&eorgia in this domain should be the further
simplification of procedures for export/import ateé harmonization with EU standards.

Key Indicators

Trade (% of GDP) 2011 2012 2013 2014
Trade is the sum of exports and imports of goods and services | Georgia 91.02 95.95 102.33 103.28
measured as a share of gross domestic product (GDP).56 Croatia —_ —— — —_—
Please note that the trade-to-GDP ratio refers to the sum of ) ’ ' ' '
the imports and exports and could therefore exceed 100%. Armenia 71.11  73.92 75.04 82.44
Source: World Bank (World Development Indicators Online). Latvia

120.6 126.16 121.71 118.91

Macedonia 1931 11222  105.70 112.96
Trade share (%) in GDP.

Enabling Trade Index (ETI) 2010 2012 2014
The Enabling Trade Index measures the factors, policies and Georgia 4.6 4.6 4.5
services facilitating the free flow of goods over borders and to | Croatia 4.5 4.4 4.2
destinations. The index breaks the enablers into four overall | Armenia 4.2 4.2 4.3
drivers: market access, border administration, infrastructure :

and operating environment.>’ II;AatVIacli . &I e e
Source: World Economic Forum. WEF Global Trade Reports a_ce onia ‘_1"2 o 4.1 4.1
2010/2012/2014. Rating between 1-7 higher rating indicates better performance
FDI net inflow/GDP, in percent 2011 2012 2013 2014
Foreign direct investment are the net inflows of investment to | Georgia 7.51 5.25 5.93 7.71

acquire a lasting management interest (10 per cent or more of | croatia 2.00 237 1.02 :
voting stock) in an enterprise operating in an economy other .

than that of the investor. It is the sum of equity capital, | Armenia 6.44 491 3.55 3.52
reinvestment of earnings, other long-term capital, and short-

Latvia
term capital as shown in the balance of payments. This series 5.30 3.77 3.20 2.45
éhgl\;vs net inflows in the reporting economy and is divided by | Macedonia 4.84 3.41 3.84 1.12
Source: World Bank (World Development Indicators Online). FDI netinflow (in current US$ as % of GDP)
Equrt Propensny Index= exports of goods and 2011 2012 2013 2014
services/GDP, in percent
Exports of goods and services represent the value of all goods | Georgia 36.24 38.15 44.69 42.89

and other market services provided to the rest of the world. | croatia 4041 4157 42.94 45.73
They include the value of merchandise, freight, insurance, .

transport, travel, royalties, license fees, and other services, | Armenia 23.76  24.57 26.99 31.26
such as communication, construction, financial, information, | | atvia

business, personal, and government services. They exclude 57.83 60.87 59.40 58.02
labour and property income (formerly called factor services) as | Macedonia 47.12 45.37 43.79 47.86
well as transfer payments.
It ranges from O (with no exports) to 100 (with all domestic
production exported).

Trading Across Border Data 2011 2012 2013 2014
Georgia

56 World Bank. (2015). World Development Indicatdfsade (% of GDP), World Bank national accounts data
and OECD National Accounts data files.
57 World Economic Forum. (2010), (2012), (2014). Tiebal Enabling Trade Report. Geneva.



Ease of doing business index ranks
economies from 1 to 183, with first
place being the best. The cost to
export is the cost US$ per container.
The number of import and export
documents required to carry out an
international trade transaction. The
time to export and import is
measured in days.

- - 31
Rank
Cost to export (US$ per 1355 1355 1355
container)
4 4 4
Documents to export (number)
_ 4 4 4
Documents to import (number)
} 10 9 g
Time to export (days)
11 10 10
Time to import (days)
Croatia
Rank - - 88
Cost to export (US$ per
container) 1300 1300 1335
Documents to export (number) 6 6 6
Documents to import (number) 7 7 7
Time to export (days) 20 20 18
Time to import (days) 16 16 15
Armenia
Rank - - -
Cost to export (US$ per
container) 1735 1885 1885
Documents to export (number) 5 5 5
Documents to import (number) 8 8 8
Time to export (days) 16 16 16
Time to import (days) 18 18 18
Latvia
Rank - - 88
Cost to export (US$ per 1300 1300 1335
container)
Documents to export (number) 6 6 6
Documents to import (number) 7 7 7
Time to export (days) 20 20 18
Time to import (days) 16 16 15
Macedonia
Rank - - 83
Cost to export (US$ per
container) 1376 1376 1376
Documents to export (number) 6 6 6
Documents to import (number) 8 8 8
Time to export (days) 12 12 12
Time to import (days) 11 11 11

It ranges from O (with no exports) to 100 (with all domestic production exported).
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3.3. Enabling legal and regulatory environment

Well-designed and clear regulations, including éhttsat uphold labour and environmental
standards, are good for the promotion of startapd enterprise development. Concerning the
regulatory framework, focus groups participantsdsel that it is not primarily legislation itselfah
is problematic but rather its implementation. Fesafily changing regulations result in distrust by
companies and is perceived as lack of stabilitytfeumore, the time to adapt to new regulation is
said to be insufficient. All stakeholders share #ame concern that they are not included in the
process of creation and drafting of legislation.

Graph 34 Regulatory Quality IndeX

Regulatory Quality Index
14

1.2

——
1.0 *>— — —— o N

—/
o _—

0.2

!

0.0
2007 2008 2009 2010 2011 2012 2013 2014

—@=—Georgia Armenia ==@==(Croatia ==@=Latvia Macedonia

The Regulatory Quality Index measures the abilitth@ government to provide sound
policies and regulations that enable and promatafer sector development. Estimate of governance
is measured on a scale from approximately -2.5.30oa2th higher values corresponding to better
governance. Georgia performs somewhere in the midfdthis indicator. Since 2005, the value of
this indicator has improved in Georgia and fromegative value in 2005, the 2014 value of this
indicator was 0.9. Compared to other countries,r@amutperformed almost all countries except
Latvia. The indicator represents the state of leggty stability in the country with lower values
representing lower trust in the Government. Aftangreforms and legislative changes this indicator
in Georgia has improved and keeping this positieenentum should be a priority.

Regulation in Georgia is well created and has a ¢pase to be very effective and favourable
for companies. The implementation of regulatiohasvever problematic and is described as weak
and often unpredictable.

The Ease of Doing Business Index ranks economas fr to 189 (in 2015), with first
place being the best. A high ranking correspondhdaegulatory environment being assessed as
conducive to business operations. This index aesrtige country's percentile rankings on 10 topics
giving equal weight to each topic.

58 Source: World Bank, Worldwide Governance Indicgtor



Table 2: Ease of Doing Business Rahk

\ DB 2014 Report DB 2015 Report
Georgia 14 15
Croatia 67 65
Armenia 49 45
Latvia 21 23
Macedonia 31 30

The data show that Georgia performs very well in this context. Compared to the
comparator countries in the report, Georgia ranks the best; in 2015 it was 15" among 189
countries. Georgia outperforms Armenia at 45, Latvia at 23 and Macedonia at 30 and Croatia at
65.

The situation revealed by the secondary data is to a great extent confirmed by the EESE
survey responses from the firms. Nearly half of interviewed enterprises (42.7%) agree with the
statement: “The amount of overall management time firms spend dealing with the requirements
of government regulation is a major issue for firms.”

Graph 35 Do firms have to deal with overlapping regulatbodies?®
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The overlapping jurisdiction of regulatory bodiegé€ncies, inspections) is another major
problem undermining the business environment inr@aoThe above chart reflects the extent of
this problem, where 29.3% of respondents reporbttezlap to be a phenomenon in some cases,
and 10.7% says that it is the case in most or @vah cases. On the contrary, 29% of companies
responded that there were no regulatory bodies evieitlapping jurisdictions. In relation to this
issue, 33.7% of the companies say they have tcsppgrate cost to each regulatory body with
overlapping jurisdictions.

Apart from overlapping of the regulatory bodiess talministration and tax burden are
recognized as important obstacle in the busineggomment in Georgia. Based on the EESE
survey, the tax burden is not an obstacle for 17#ecompanies while for 67.3% of companies
in Georgia tax burden is problematic and impedaspamies’ daily operations. Along with the tax

59 Source: World Bank, Doing Business project.
80 Source: Georgia EESE survey 2015.



burden, employers recognize the work of the taxiaditnation as a constraint for doing business,
as perceived by 73.6% of the companies in the gurve

Graph 36 Opinion of firms about tax administration and taxder*
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Along with the size of the tax burden and tax adstiation, companies in Georgia identified
the big potential for simplifying the tax colleatiqorocess. This is the opinion of 86% of the
companies with only 4.3% of the companies in Geobgilieving there is no need for such action.

Graph 37 Do firms ever have unhelpful experiences wheretigrierence by inspectorates has
impacted unfairly on operatiorf$?
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One of the key concerns of focus group participamése inspections. The work of
inspections as seen by focus group participantgilisdeveloping and represents a significant

61 Source: Georgia EESE survey 2015.
62 | bid.



challenge for the country. Participants say therad specific control of quality of some kind of
services which influence the market, especiallythia tourism sector, where the quality of the
products is low. This was confirmed by the suniagihgs. 29% of respondents said companies had
unhelpful experiences whereby interference by ioswates had impacted unfairly on their
operations. Moreover, 33% of the interviewees thbubat labour administration services were
politically motivated. Only 34.7% thought the ogje.

Graph 38 To what extent do you agree with the statemenéral the amount of time involved in
complying with statutory worker entitlements is ajar issue for firms"®®
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Overall, the regulatory framework for the developinef sustainable enterprises in Georgia
is improving. Some major issues such as: the uigiedglity of and unequal implementation of
regulations, the selective work of inspections, tleed for improved communication between
Government and social partners in the process giklé&ion creation, the work of the tax
administration and the size of the tax burden raraad need to be addressed in the near future.

“Government is not a partner to employers and théation is too much like a one way street ”
- from the focus group discussion

83 Source: Georgia EESE survey 2015.



Key Indicators

Regulatory quality 2010 2011 2012 2013 2014
The ability of the Government to provide sound policies | Georgia 0.6 0.7 0.7 0.7 0.9
and regulations that enable and promote private sector
development. Estimate of governance measured on a | Croatia 0.6 0.5 e e e
scale from approximately -2.5 to 2.5. Higher values
correspond to better governance. Armenia 03 03 0.3 0.2 0.2

; 1.0 1.0 1.0 1.0 1.2

Latvia

Scale -2.5t0 +2.5
-2.5 =low control; Macedonia 03 03 0.3 0.3 0.5
+2.5 = high control Estimate of governance measured on a scale from approximately -
Source: World Bank Governance indicators 2015. 2.5 to 2.5. Higher values correspond to better governance.

3.4. Rule of law and secure property rights

A formal and effective legal system, which guaraste¢hat contracts are honoured and
upheld, the rule of law is respected, and propegtyts are secure, is a key condition for attragtin
investment, as well as for nurturing trust andmfeds in society. In many of the lower-middle income
CIS countries (Armenia, Georgia, the Kyrgyz RepublMoldova, Tajikistan, Ukraine and
Uzbekistan), the dominant problem is underdevelopestitutions of a market economy which
includes security of property rights.

According to secondary data, the rule of law stildlerperforms compared to other countries
in the report. The Rule of Law Index measures tterg to which agents have confidence in and
abide by the rules of society. This includes duaif contract enforcement and property rights, the
police, and the courts, as well as the likelihobdrime and violence. It is measured on a scalafro
-2.5 to 2.5 with higher values corresponding tadsegovernance. From 2009-2013 Georgia has
slightly improved on this index (-0.2 in 2009 an@ th 2013), but still underperforms with respect
to the countries of comparison as for instanceibatith 0.7 or Croatia with 0.2.

Another important indicator in this area is the pemty Rights Indicator by the World
Economic Forum. The World Economic Forum (WEF) ®yrasks business leaders to provide their
expert opinions on the following: “Property righitsyour country, including over financial assets,
are 1= poorly defined and not protected by law,|§arty defined and well protected by law”. In
2014 Georgia was at the level of 3.9 so it wasebdiian Croatia but lagging behind Armenia (4.2),
Macedonia and Latvia (4.6).

The related indicator on Intellectual Property Betibn is based on the World Economic
Forum (WEF) Survey where business leaders are ask@dovide their expert opinions on the
following: “Intellectual property protection andtaoounterfeiting measures in your country are 1=
weak and not enforced, 7=strong and enforced”. Gwetpto all other countries Georgia had the
worst result in 2014 when the value of this indicatras 3 which shows that intellectual property
protection is still weak in the country.



Key Indicators

Rule of Law Index 2009 2010 2011 2012 2013
The extent to which agents have confidence in and abide | Georgia -0.2 -0.2 -0.1 0.0 0.0
by the rules of society, including the quality of contract .
enforcement and property rights, the police and the courts, | Croatia 0.1 0.2 0.2 0.2 0.3
as well as the likelihood of crime and violence. Armenia 05 05 04 04 023
Source: World Bank, Governance Matters database.®*
Latvia 0.8 0.8 0.8 0.8 0.7
Macedonia -0.3 -0.3 -0.3 -0.2 -0.2

Estimate of governance measured on a scale from approximately
-2.5 to 2.5. Higher values correspond to better governance.

Other Useful Indicators

Property Rights 2010 2011 2012 2013 2014

The World Economic Forum (WEF) Survey asked the | Georgia 3.2 3.2 3.1 3.4 3.9

business leaders to provide their expert opinions on the .

following: “Property rights in your country, including over | Croatia 4.0 3.9 3.8 3.8 3.8

financial assets, are 1=poorly defined and not protected by | aArmenia 3.7 3.8 4.3 4.6 4.2

law, 7=clearly defined and well protected by law".

Source: World Economic Forum, The Global Competitiveness | Latvia 43 4.1 4.2 4.3 4.6

Report.% .

epor Macedonia 3.6 37 40 45 46

1=poorly defined and not protected by law, 7=clearly defined and
well protected by law.

Intellectual Property Protection 2011 2012 2013 2014

The World Economic Forum (WEF) Survey asked the | Georgia 2.8 2.6 2.7 3.0

business leaders to provide their expert opinions on the

following: “Intellectual property protection and anti- | Croatia 3.5 3.5 3.5 3.6
counterfeiting measures in your country are 1=weak and | aArmenia 3.0 34 36 35
not enforced, 7=strong and enforced”.
Source: World Economic Forum, The Global Competitiveness | Latvia 3.6 3.8 4.0 4.0
Report.5® .
Macedonia 3.1 3.5 3.9
4.0

1=weak and not enforced, 7=strong and enforced.

3.5. Fair competition

As a precondition for private sector and sustama&iterprises development and growth, it
is important to have competition rules, includifigpde ensuring respect for labour and social
standards. Additionally, anti-competitive practieéshe national level must be eliminated. All fecu
groups participants agree that fair competitionsdoet exist in Georgia and that is one of the major
issues for the country. Concrete examples of usfainpetition were presented for each sector. For

64 \World Bank World Governance Indicators.
65World Economic Forum Global Competitiveness report.
66 1bid.




instance, especially in the hospitality industmgulation does not prevent price dumping which
negatively affects competition among hotels.

Graph 39 Do monopolies or monopolistic practices exist aniysector?

= They existed
in the past

= They will
exist in the
near future

m Yes

= Don’t know

Based on the survey findings, 71% of companiesktttiat monopolies or monopolistic
practices do not exist in their sector while 24 82the companies say the opposite.

One of the indicators that measures competitiothésIntensity of Local Competition
Index. The Intensity of Local Competition Indexkiased on the survey data drawn from the
following questions: “Competition in the local matk is (1=limited in most industries and price-
cutting is rare, 7=intense in most industries asketdeadership)”. The available data show that
Georgia’s score was lower than average (4.6) id2@ich is the worst compared to the countries
analysed in the report.

7 Source: Georgia EESE survey 2015.



Graph 4Q Intensity of Local Competition Ind&k
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The previous graph shows that monopolistic prastitteexist in Georgia. An important tool
to deal with it is the existence of anti-trust Egtion. 48.3% of companies think that anti-trust
legislation is not effective compared to 38.3% ofmpanies believing that anti-trust legislation is
effective along with only 3.3% of them saying thati-trust legislation is very effective.

Graph 41 If so, how effective has anti-trust legislatiorebén breaking them uf??
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The survey results coincide with the secondary data. The Effectiveness of Anti-
Monopoly Policies Index is based on annual survey data. The respondents are asked to rate the
effectiveness of anti-monopoly policy in their country: “Antimonopoly policy in your country
is (1 = lax and not effective at promoting competition, 7= effective and promotes competition)”.

68 Source: World Economic Forum Executive Opinionv@yr the Global Competitiveness Report.
89 Source: Georgia EESE survey 2015.



According to this indicator, Georgia, in 2014, with a score of 3.3 still lags behind Armenia,
Croatia, Latvia and Macedonia. On the other hand, bearing in mind all the reforms and
improvements in the economy in other domains, little progress has been made in this domain if
compared to the 2008 score (the same score as in 2013). As only a small growth was achieved
in 2014, putting more efforts on Anti-Monopoly Policies measures is called for.

Graph 42 Effectiveness of Anti-Monopoly Policies indé&x
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Georgian companies are aware that the pressurerbgetitors forces firms to continuously
innovate. More than 88% of companies agree withahid only 6.7% have a different opinion. An
open economy that attracts foreign direct invespats greater pressure on domestic companies.
Still, the majority of Georgian companies did neduce prices of their main products in response to
price reductions by both domestic and foreign cditgrs. Only 7% of the companies reduced prices
very significantly due to the pressure of foreigmastments.

Graph 43 Has your firm significantly reduced the price tf main product in response to price
reductions by foreign/domestic competitdts?

Has your firm significantly reduced the price of its main
product in response to price reductions by foreign
competitors?

3.7
Has your firm significantly reduced the price of its main
product in response to price reductions by domestic _

competitors?

0 10 20 30 40 50 60 70 80 90 100

B No, not Significant ® Somewhat Significant ® Moderately Significant ™ Very Significant ®Don't know

70 Source: World Economic Forum Executive Opinionv@yr The Global Competitiveness Report.
"I Source: Georgia EESE survey 2015.



Although policies to decrease the level of infore@bnomy and monopolistic practices were
implemented, Georgia still needs further actionthis regard. Companies in Georgia also have big
concerns over some political factors that negatiirdfluence commercial activity. According to the
findings of the EESE survey, 57.7% of companieskthhat there are political factors at play that
negatively influence commercial activity.

Also, participants at focus groups meetings poimtetdthe existence of informal economy
and informal competitors in some sectors. Basesoome studies, the share of informal economy in
Georgia is approximately 20-30% of GDP. Such sibmgputs formal tax-paying companies into an
uneven playing field. This is partly confirmed thetsurvey where 25% of the companies consider
informal economy a major source of competition, paned to 57.3% of companies that do not.

Graph 44 Competition against unregistered or informal fi?fis

Are firms in the “informal economy” a major source of
competition?

Does your firm compete against unregistered or
informal firms?
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Only 5% of companies use informal suppliers or sab@ctors, whereas 95% of companies
do not use any informal suppliers or subcontracesisive factors for cooperation with informal
suppliers or subcontractors identified by respotglare price and quality level.

The available data reveal that Georgia still netedmake strong efforts to achieve fair
competition. The critical factors that are stilt malequately developed are anti-monopoly measures
and activities aimed at tackling the informal eamyoLegislation should be implemented in a way
to be non-selective and equally applied.

2 Source: Georgia EESE survey 2015.



Key Indicators

Intensity of local competition index 2010 2011 2012 2013 2014

Intensity of local competition index is based on survey data | Georgia 3.9 3.9 3.9 4.3 4.6

drawn from th_e_ following question: “Competition in the local | croatia 4.2 41 4.0 45 4.9

markets is (1=limited in most industries and price-cutting is .

rare, 7=intense in most industries as market leadership)”. Armenia 3.5 3.4 3.8 4.6 4.9
Latvia 4.6 4.7 4.9 54 56
Macedonia 45 42 41 48 54

1=limited in most industries and price-cutting is rare, 7=intense in
most industries as market leadership.

Effectiveness of anti-monopoly policies 2010 2011 2012 2013 2014

Effectiveness of anti-monopoly policy index is based on | Georgia 2.8 29 29 3.1 3.3

annual survey data. The respondents were asked to rate the. Croatia 3.6 3.7 38 38 3.7

effectiveness of anti-monopoly policy in their country: .

"Antimonopoly policy in your country is (1=lax and not | Armenia 2.6 2.8 35 38 3.6

effective at promoting competition, 7=effective and promotes | | 5tvia

competition)”. 3.9 4.0 41 41 4.2
Macedonia 3.7 36 37 40 42

1=lax and not effective at promoting competition, 7=effective and
promotes competition.

GC GC GC GC GC
2010/ 2011/ 2012/1 2013/ 201

Extent of market dominance index

Extent of market dominance index is based on annual survey 11 12 3 14 4/15
data. The respondents were asked to rate the corporate | Georgia 3.2 3.2 32 32 33
activity in their country: “Corporate activity in your country is Croatia ’ ’ i i i
(1=dominated by a few business groups, 7=spread among : 3.0 31 3.2 3.3 3.3
many firms)”. Armenia 2.8 2.7 3.4 37 35
Latvia 37 37 40 39 38
Macedonia 34 34 34 35 37
1=dominated by a few business groups, 7=spread among many
firms.

3.6. Information and communication technologies

With the continuing shift towards knowledge basedr®mies, the use of information and
communication technologies is fundamental to theelgpment of sustainable enterprises.
Affordable access to information technology (ICTihances competitiveness and innovation. All
countries that want to increase their competitigsran the market need to invest in ICT and foster
an ICT culture both at company and household leedlscrease the usage of ICT in all segments of
the community.




Graph 45 ICT Development IndéeX
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The ICT Development Index compares developmenigsformation and communication
technologies (ICT) in 154 countries over a six-ygariod from 2007 to 2015. The Index combines
11 indicators into a single measure that can beé ase benchmarking tool globally, regionally and
at the country level. These are related to ICT s&case and skills, such as households with a
computer, the number of Internet users and litelawsls. Measures of this indicator are on a scale
from 1 to 10, with lower scores reflecting lowerdmpment levels. The ICT Development Index in
Georgia records progress from year to year. Fro8222015 the value of the indicator grew from
2.13 to 5.25. Although the value of the indicatadlbeen improving from year to year, the state of
affairs is still far from satisfactory. Georgiaast-performed by all countries used for comparison.

One of the problems related to ICT development @oi@ia identified by focus groups
participants is that the quality of the servicesvited by operators does not correspond to the pric
paid by users. The employers’ opinion is that #mwises in this area are quite expensive. Also, the
coverage is quite a concern simply because ofabtietliat in some parts of the country Internet is
not available.

The Networked Readiness Index (NRI) measures tlggedeto which developed and
developing countries across the world leveragerinédion and communication technologies (ICT)
for enhanced competitiveness. The Index compriweg tsub-indices that measure the environment
for ICT, together with the main stakeholders’ regdis and usage, with a total of nine pillars and 71
variables.

73 Source: International Telecommunication Union.



Graph 48 Networked Readiness Indéx
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In relation to the Networked Readiness Index tlageeno substantial differences between
the compared countries, with Armenia and Georgiaeabottom of the list. The current value of this
indicator in Georgia is 4.2, the same in Armenihilevin Latvia it was 4.7.

The most important indicators for development oF I€a country are the number of Internet
users and the number of mobile and fixed-teleplsuscriptions. Georgia performs moderately in
almost all mentioned indicators. According to Wolatonomic Forum’s Global Information
Technology Report, approximately 48.9% of Georgfiaens use the internet.

Graph 47 Internet users (per 100 habitafits)
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74 Source: World Economic Forum, The Global InformatTechnology Report.
5 Source: International Telecommunication Union.



The Government of Georgia has set the followingniies in ICT development for the
following period: 1) the creation of new informatiand communication spaces through Georgia to
Europe and Asia; 2) the projection and construatioa digital broadcast network; 3) the creation of
both an ICT technology park and an ICT businesshiator; 4) the availability of high speed internet
for everyone; 5) the construction of a nationatasfructure super highway; 6) the creation of a
normative base; and 7) the development of a syBiesiectronic commerce.

Positive shifts in the development of the ICT seatdGeorgia are evident over the several
past years. But having in mind that ICT developnieed to be followed by the investments of
companies in research and development, Georgialcststive towards improvements in this
direction. Based on the EESE survey findings, 58%@spondents say that companies invest in
R&D. On the other hand, only a very small numberespondents think that all companies invest in
R&D (only 0.7%). In addition, 22% of the companas totally sure that companies in Georgia do
not invest in R&D, while 25.3% of companies sayréhies no specific government assistance for
firms willing to invest in research and developmédiris therefore recommended that in the following
period cooperation between the private sector, @onent and universities is improved for ICT
development to be intensified. The changing roléGdf can only be properly utilized through the
engagement of all stakeholders in the country.

Graph 48 Do firms engage in research and developniént?

= No, NoneDo =SomeDo = MostDo =AllDo = Don'tknow

Key Indicators

ICT Development Index (IDI) 2007 2008 2010 2011 2012 2013
IDI compares developments in information | Georgia 2.87 2.96 3.75 4.24 4.48 4.86
and communication technologies (ICT) in | croatia 4.95 543 554 614 670 690
154 countries over a five-year period from .

2002 to 2007. The Index combines 11 | Armenia 2.66 2.94 3.87 4.18 4.89 5.08
indicators into a single measure that can be | Latvia 4.95 5.31 5.80 6.00 6.84 7.03
used as a benchmarking tool globally, | macedonia 3.40 4.20 490  4.93 5.42 5.77
regionally and at the country level. These ] )

are related to ICT access, use and skills, Scale from 1 to 10, with lower scores reflecting lower development levels.

such as households with a computer the

number of Internet users; and literacy levels.

76 Source: Georgia EESE survey 2015.



Networked Readiness Index

The NRI measures the degree to which
developed and developing countries across

the world leverage information and
communication technologies (ICT) for
enhanced competitiveness. The Index

comprises three sub-indexes that measure
the environment for ICT, together with the
main stakeholders’ readiness and usage,
with a total of nine pillars and 71 variables.

2010
Georgia 3.38
Croatia 3.91
Armenia 3.20
Latvia 3.90
Macedonia 3.64

2011
3.45
3.91
3.24
3.93
3.79

2012
3.60
4.22
3.49
4.35
3.91

2013
3.93
4.17
3.76
4.43
3.89

2014
4.09
4.34
4.03
4.58
4.19

2015
4.2
4.3
4.2
4.7
4.4

Scale of 1 to 7, with higher scores reflecting a better readiness to utilize the opportunities

created by ICT.

Internet users (per 100 people)

2009 2010 2011 2012 2013 2014
The Internet is a linked global network of | Georgia 20.07 26.90 3152 36.94 43.30 48.90
computers in which users at one computer | croatia 50.58 56.55  57.79 61.94  66.75  68.57
get information from other computers in the .
network. Internet users are people with Armenia 15.30 25.00 32.00 37.50 41.90 46.30
access to the worldwide network. The total | Latvia 66.84 68.42 69.75 73.12 75.23 75.83
number of Internet users is divided by the | \acedonia 51.77 5190 56.70 57.45 6524  68.06
population and multiplied by 100.
Percentage of individuals using the internet.
Fixed-telephone subscriptions (per
100 inhabitants) 2009 2010 2011 2012 2013 2014
Fixed lines are telephone mainlines Georgia 14.09 25.34 30.65 29.27 27.65 25.39
connecting a customer's equipment to the | Croatia 42.74 43.01 42.74 40.48 38.89 36.72
public switched telephone network. Armenia 20.21 19.99  19.80 19.66  19.43  18.92
Latvia 26.59 25.45 2490 23.11 20.63 18.96
Macedonia 20.82 19.65 20.06 19.39 18.82 18.62
Number of subscribers per 100 people.
Mobb”e'_cf_”u'af te'eliggﬂeh itant 2009 2010 2011 2012 2013 2014
subscriptions (per inhabitants .
ptions (p )| Georgia 64.46  90.65  101.28  107.81 11503 124.94
MO?”; phft’nle ShUbSC“bebefef‘?é_to Uiers of | Croatia 107.47 11361 11830 11541 110.05 104.43
portable telephones subscribing to an .
automatic public mobile telephone service Armenia 73.83 130.43 108.34 111.91 112.42 115.92
using cellular technology that provides | Latvia 109.05 110.31 111.36 127.69 12476 124.20
accesskto the public switched telephone | Macedonia  92.51 10244 10520  106.17 106.17  109.10
network.
Number of subscribers per 100 people.
2009 2010 2011 2012 2013 2014
Fixed (wired)-broadband Georgia 3.41 4.16 5.68 10.62 11.91 12.15
subscriptions (per 100 inhabitants) Croatia 16.49 19.31 2065 21.34 2226  23.04
Broadband subscribers are the total number | Armenia - 3.16 5.42 7.14 8.17 9.13
of broadband subscribers with a digital .
subscriber line, cable modem, or other high- Latvia 2L LS e : 2l i
speed technologies. Macedonia 11.08 12.31 13.38 14.83 16.06 16.19

Number of subscribers per 100 people.

3.7.

Access to financial services

One of the key factors for the development of anemy and its companies is the existence
of good and affordable financial services. Thisfispecial importance for all kinds of companies,
regardless of their size or the sector they operat&he financial sector is important for the
promotion and encouragement of new companies battalsupport existing companies to increase
production and exports of their products and sessi&ources of financing are often one of the main
barriers for existing and potential entreprenennnost countries. A good financial system does not
only include affordable interest rates but othetdes as well, such as collateral and grace periods

just to name a few.




At focus groups meetings, access to financial sesvivas identified as one of the greatest
obstacles to the development of companies in Gaoggiurces of finance and sector-oriented credit
lines are the greatest concerns of companies ingized he banking sector provides very expensive
credit lines (with 15% to 36% annual interest ratAsother significant problem is that the loans ar
given in USD and not in local currency, becauséari instability, which in return results in the
value and expenses of credits to vary every dagusgroups participants recognized leasing as a
problem, too. Interest rates are high again.

Graph 49 Sources of financing?

do many firms use investment funds?

do many firms use individual investors?

do many firms cover working capital needs from
their own funds?

do many firms rely on self-financing?

0 20 40 60 80 100

B No,NoneDo MEWSomeDo ®EMostDo MAIIDo mDon'tknow

Based on survey findings, self-financing is the msdurce of finance for companies. In
total, 89.6% of respondents think that companiés aa self-financing in their daily operations,
whereby 11% of companies think that it is practibgdall companies while 47.3% think that most
companies do that. Half of the companies in Geosfite that the majority of companies cover
working capital needs from their own funds compame82.7% of companies believing that many
companies use individual investors’ funds for daiperations. The main sources of finance are
provided by banks (92%), credit unions (2.3%) aas$ing firms (2.7%).

This is confirmed by the indicator of Domestic Gteéd Private Sector (% of GDP). It refers
to financial resources provided to the private@esuch as loans, purchases of non-equity sexsiriti
and trade credits and other accounts receivablegitablish a claim for repayment.

"7 Source: Georgia EESE survey 2015.



Graph 50 Domestic credits to private secfor
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According to the latest available data, the sh&@omestic credit to the private sector as a
percentage of GDP is the highest in Armenia andaivest in Georgia, Latvia and Macedonia. This
indicator shows that credits to private sector lamgest in Georgia which indicates low level of
banking activities to the private sector in thisicty. This is not a favourable situation for ptva
sector development.

Graph 5 To what extent do you agree with the statemeribfination about financial services is
well disseminated among the business sector”?

= Disagree = Somewhat Agree = Agree = Completely Agree = Don't know

Based on information received at focus groups mgsti communication between the
financial sector and companies in Georgia is olessarinformation about financial products is not
well disseminated to companies in Georgia. Thishirligad to the conclusion that financial products
might be available but are currently unknown tcegmises.

8 Source: International Monetary Fund, Internatidfiaancial Statistics and data files, and World Band
OECD GDP estimates (World Development Indicatorér@h
7 Source: Georgia EESE survey 2015.
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The Credit Information Index measures rules affecthe scope, accessibility, and quality
of credit information available through public arvate credit registries. The index ranges froro O t
8, with higher values indicating the availability more credit information, from either a public
registry or a private bureau, to facilitate lenddegisions. Georgia scored 8 in 2014, meaning that
information about financial products was well disggated. This is also confirmed by the survey
findings whereby only 9% of surveyed companiesst#tat information about financial products is
not well disseminated among the business sector.

Graph 52 Interest rate spreéf
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The Interest Rate Spread (lending rate minus depats) is the interest rate charged by
banks on loans to prime customers minus the inteags paid by commercial or similar banks for
demand, time, or savings deposits. The value sfitisicator for Georgia is 3.48% and thus is lower
than in all other countries analysed in the report.

80 International Monetary Fund, International FinahcBtatistics and data files. (World Development
Indicators Online).



Graph 53 Have financial products been adapted to the nefeelsterprises of differing siz€8?
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As mentioned before, the interest rate is one efdteatest obstacles for companies in
Georgia. In addition, at focus groups meetings cmgs said that financial products were not
adapted to the needs of companies of differens siz&eorgia. Only 2.3% of companies think that
financial products are completely adapted to thexdaeof SMEs. Concerning the dissemination of
information about financial products, only 5% ohgmanies said that information was completely
well disseminated to SMEs.

Graph 54 Are there sufficient policy and regulatory incees to encourage financial institutions to
lend to SMEs%#
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81 Source: Georgia EESE survey 2015.
82 |bid.
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About 26% of companies think that there is no sidfit policy and regulatory incentives to
encourage financial institutions to lend to SMEsnpared to only 0.7% that think policy and
regulatory incentives to encourage financial in§itins to lend to SMEs are completely sufficient.

Graph 55 Are collateral share risk schemes available togi#?
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The majority of companies in Georgia do not knovwcdflateral share risk schemes are
available to firms (59.7%). 18.7% of the comparsiag that there is no collateral share risk schemes
available for companies and only 7.3% of compatfiesk that such schemes exist. On the other
side, most of the companies (52.7%) are confideitenterprises can use their positive credit histo
as ‘collateral’ to access loans at better ratessaet more competitive terms from different lending
institutions compared to 15.3% of companies thaktbppositely.

Graph 58 Are affordable financial products and servicedlabe that enterprises need at each stage
of their evolution?
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Overall, financial products in Georgia are not hamimed with the needs of all companies.
Other than the interest rate, companies concermasredated to the lack of well disseminated
information about financial products and the la€kimancial products in each stage of companies’
development.

Key Indicators

Domestic Credit to Private Sector 2009 2010 2011 2012 2013 2014
(% of GDP) .

Georgia 30.93 31.81 32.68 34.44 39.85 45.19
Domestic credit to private sector refers to | crgatia 66.71 68.44 74.72 70.56 69.87
financial resources provided to the private .
sector, such as through loans, purchases Armenia 24.85 28.45 35.37 42.72 45.18 52.28
of non-equity securities, and trade credits | Latvia 135.26 78.46 63.84 56.94 5041

and other accounts receivable, that| macedonia  43.46  44.22 4485  47.17 46.88  48.89
establish a claim for repayment. For some

countries these claims include credit to | Credit to private sector (% of GDP).
public enterprises.

2009 2010 2011 2012 2013 2014

Credit Depth of Information Index Georgia 6 6 6 6 8 8
Credit information index measures rules | Croatia 4 4 5 5 6 6
affecting the scope, accessibility, and | armenia 5 5 6 6 ) )
quality of credit information available .

through public or private credit registries. Latvia 4 4 4 4 5 5
The index ranges from 0 to 8, with higher | Macedonia 4 4 6 6 7 7
values indicating the availability of more 0O=less information to 8=more information.

credit information, from either a public

registry or a private bureau, to facilitate

lending decisions

Interest rate spread 2009 2010 2011 2012 2013 2014
Interest rate spread (lending rate minus | Georgia 7.06 5.78 3.46 4.10 3.87 3.48
deposit rate) is the interest rate charged | crgatia 8.35 8.62 7.99 7.60 7.73 _
by banks on loans to prime customers .

minus the interest rate paid by Armenia 10.11 10.25 8.51 7.66 5.83 5.98
commercial or similar banks for demand, | Latvia 8.19 7.69 5.88 5.15 5.80 -
time, or savings deposits. Macedonia ~ 3.03 242  2.96 3.41 3.62  3.76

Interest rate spread (lending rate minus deposit rate, %).

3.8. Physical infrastructure

The development of sustainable enterprises cijicepends on the quality and quantity of
the physical infrastructure available, such as iaysacilities and transportation systems but also
access to water and energy play a pivotal roleoftthese factors directly influence business iergv
country.

The Quality of Overall Infrastructure Index revealbether a country's infrastructure is
underdeveloped or extensive and efficient basealramge from 1 to 7 with higher values indicating
better performance. Since 2008, Georgia recordgiifigiant improvements in this area and the value
of this indicator was improved year by year. In 2@0e value of this indicator was 3.2 and in 2014
it was 4.6. Compared to other countries, Georgifopas better than Armenia and Macedonia but
is outperformed by Croatia and Latvia.



Graph 57 Quality of Overall Infrastructure Ind&x
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The Quality of Port Infrastructure Index refledte tevel of development of port facilities
and inland waterways on a range from 1 to 7 witghér values indicating better development.
According to latest available data from 2014, thkig of this indicator for Georgia was 4.2 and it
placed Georgia in the middle when compared to atbentries considered in this report.

Graph 58 Quality of Port Infrastructure Ind&x
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Along with overall infrastructure and specificaphprt infrastructure Georgia needs to have
a good road infrastructure in order to becomerssttaountry for the region. According to Georgian

85 Source: World Economic Forum, The Global Compatditess Report.
8 |bid.



employers, the condition of roads is quite good thete are some problems in the management
(maintenance) of the roads. This is recognizednasod the priorities of the Georgian Government
as well. Namely, Government priority measures fovgte sector development in this domain
include developing the infrastructure and fullyligag the country’s transit potenti&l According

to the Ministry of Development and Infrastructuread infrastructure is rapidly developing
throughout Georgia. The Government spent 501,226 A$D for the development of road
infrastructure in the last two years. In 2015, pkshexpenses for the same purpose were 267,190,476
USD. There are 1,500 km of international roads 20@00 km of other roads in Georgia. In 2013
and 2014 289,523,938 USD were spent for the casigiruof highways. In 2015 the expenditure is
planned to be 165,476,190 USD. In this respectkb2bf new east-west highway were constructed;
with another 100 km being an on-going proféct.

“There are some road taxes that increase price atle transportation through Georgia,
which is not good because of the fact that Georgéan be a transit country” — from the focus group
discussion.

Employers also mentioned problems in the energyosedhe high energy price is
considered the biggest problem in Georgia. Thia @gnificant factor in pricing other products.
Based on last available data, Electric Power Copsiom (kWh per capita) in Georgia was 1934.66
in 2012.

Key Indicators

Electric power consumption (kWh

per capita) 2007 2008 2009 2010 2011 2012

Electric power consumption measures the | Georgia 1609.70 1651.76 1585.16 1742.95 1917.99 1934.66

production of power plants and combined | croatia 3737.60 3878.00 371161 3813.68 3900.60 3819.28

heat and power plants less transmission, .

distribution, and transformation losses Armenia 1739.20 1630.23 1616.49 L676.06 1754.65 1837.94

and own use by heat and power plants. Latvia 3169.08 3213.12 3026.61 3229.95 3264.54 3588.42
Macedonia  3567.65 3621.17 3370.06 3520.57 3824.82 3626.09
kWh per capita.

Improved water source (% of

population with access) 2007 2008 2009 2010 2011 2012

Access to an improved water source | Georgia 94.9 95.7 96.5 97.3 98.1 98.7

refers to the percentage of the population | crgatia 985 985 985 985 985 98.6

with reasonable access to an adequate | . onia 967 973 980 986 99.2  99.8

amount of water from an improved source, )

such as a household connection, public | Latvia 98.4 984 984 984 984 98.4

standpipe, borehole, protected well or | Macedonia 99.3 994 99.4 99.4 99.4 99.4

spring, and rainwater collection. . . .

Unimproved sources include vendors, | % Of Population with access.

tanker trucks, and unprotected wells and

springs. Reasonable access is defined as

the availability of at least 20 liters a person

a day from a source within one kilometer

of the dwelling.

87 Source: Government of Georgia, Socio-Economic [greent Strategy of Georgia — Georgia 2020.
88 Source www.investingeorgia.org




Quality of Overall Infrastructure Index 2009/10 10/11 11/12 12/13 13/14 14/15
Electric power consumption measures the | Georgia 3.8 4.4 4.6 4.6 4.6 4.6
production of power plants and combined heat | crgatia 45 5.1 5.2 5.2 5.1 4.9
and power plants less transmission, .
distribution, and transformation losses and own | ATmenia 3.5 4.0 4.0 4.3 4.4 4.4
use by heat and power plants. Latvia 4.2 4.7 45 4.6 4.9 5.0
Macedonia 3.2 3.7 3.7 3.7 3.9 3.9
1 = underdeveloped, 7= as extensive and efficient as the world’s best.
Quality of Port Infrastructure Index 09/10 1011 1112 1213 13/14  14/15
Survey data: “Port facilities and inland | Georgia 3.9 4.0 4.0 4.2 4.3 4.2
waterways in - your  country  are: [SEFGSE 34 38 40 40 4.0 4.3
1=underdeveloped, 7= as developed as the .
world’s best. For landlocked countries this | ArMmenia 2.7 2.9 2.9 2.7 3.0 3.0
measures the ease of access to port facilities | Latvia 4.4 4.4 4.7 4.7 4.8 5.1
and inland waterways”. Macedonia 35 3.4 3.7 4.1 4.2 38

1 = underdeveloped, 7= as extensive and efficient as the world’s best.




4. Social Elements

Indicators assessing social elements of an enabling environment for sustainable

enterprises*

== Georgia Armenia

== Croatia

== |atvia Macedonia

New business density

Coverage by Health Care

(% of total health care

Public expenditure on
health (% of GDP)

Old Age Pension
Beneficiaries (% of,

Old Age Expenditure (% of
GDP)

Public Social Security
Expenditure (% of GDP)

Female Share of
Employment
Gender Inequality Inde

(Gn)

Education Index (2007)

Labour Productivity

Labour Skills

Firms Offering Formal
Training (% of firms)

Extent of staff training

iteracy Rate, youth total
(% of people ages 15+)

GINI Coefficient

Labour Force Participation

Rate

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in

the chapters.

«  Gender inequality has diverse manifestationss
in Georgia, being deeply embedded in social
and cultural attitudes and beliefs. It has been
extremely hard for women to be elected to
parliament, the supreme legislative body of -
Georgia.

- Despite some progress being made through
legislative initiatives, the number of women
in local self-governance bodies has been
decreasing with each successive election. In
many families, women have taken on the role
of breadwinners in spite of having to take on
low-paid jobs. This has given them a certain -
degree of empowerment through some
measure of economic independence, but this
new situation has done little to alter the
traditional gender division of labour and
women remain the primary care givers,
responsible for the housework and feeding
and caring for the children.

Georgia made significant progress with
business registration and in comparison with
189 countries it is on the §®lace regarding
the indicator of starting up a business.
Georgia faces three main labour market
issues: (a) underutilization of labour
resources, (b) earnings inequality, and (c)
skills mismatch. All three have a negative
impact on poverty as well as the
modernisation of the Georgian economy.
There is a mismatch between the demand for
highly educated workers and their supply.
Public spending on education is relatively
little and in 2014 it was only 1.98% of GDP.
Skills shortages negatively affect private
sector business according to more than 98%
of companies and 90.3% of the companies
don’'t have a budget reserved for training of
employees.



4.1. Entrepreneurial culture

One of the most important pillars for the developtmaf society is entrepreneurial culture.
Entrepreneurs make big contributions to GDP andany countries represents the main engine for
global economic development.

Based on focus group discussions, the processasfing a company in Georgia is very
simple and the costs of opening are not high. Fgcogp participants say that real problems start
after the registration of business because new ani@p do not have any additional support in the
initial years.

“To open a company is very easy, you can open iL@i15 minutes, but new companies
don’t have any support in the initial period of tiveoperations” — from focus group discussion

Graph 59 New business density
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This indicator shows the number of newly registdnaiited liability companies per 1,000
working-age people (15-64) in a particular year.eOthe past few years, Georgia improved
significantly in this area. From 1.4 in 2009, treue of this indicator increased to 5.7 in 2014isTh
shows the strong orientation towards a more opantey, attractive to foreign investors. Compared
to other countries in the report, Georgia perfobmer than Croatia, Armenia and Macedonia and
is outperformed only by Latvia.

The ease of establishing a business and promofi@mtoepreneurial culture in Georgia
started to reform in 2009 when the WB Doing Bussnegport recognized positive steps in this area.
In 2009 Georgia made starting a business easie@iyng the tax authority responsible for state and

89 Source: World Bank’s Entrepreneurship Survey (Wdaevelopment Indicators Online).



tax registration and eliminating the paid-in minimeapital requirement§.Later on Georgia made
the next positive step regarding the indicativeiteafor starting a business and introduced shorter
times for tax payment upon establishing a compahis is all recorded in the overall ranking and
in the indicator Starting a Business where Geargiked 4 out of 189 economies in 2015 aritl 6
in 2016.

Key Indicators

New business density 2007 2008 2009 2010 2011 2012
The number of newly registered limited liability | Georgia 2.32 2.86 258 364 455 4386
companies per 1,000 working-age people (those |SEFGaH 361 338 260 240 249 282
ages 15-64) in that year. .
Armenia 1.76 1.70 127 123 1.17 155
122 116
Latvia 7.76 5.87 473 7.94 2 3
Macedonia 6.37 6.59 545 451 402 3.60
The number of newly registered limited liability companies per 1,000 working-
age people.

4.2. Education, training and lifelong learning

The development of a skilled workforce and the espan of human capabilities through
high-quality systems of education, training andltihg learning are important for helping workers
to find good jobs and enterprises to find the skilworkers they require. A well-educated and well
skilled workforce is the main strength of every otvy. On the other hand, in reality, the lack of a
well-educated and skilled workforce is often onghef biggest challenges facing countries.

Graph 6Q Public spending on educatfn
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% Source: World Bank Doing Business Report -
http://www.doingbusiness.org/reforms/overview/econfgeorgia

91 Source: United Nations Educational, Scientifiaj &ultural Organization (UNESCO) Institute for $ttts
(World Development Indicators Online).




Public expenditure on education consists of cureamd capital public expenditure on
education plus subsidies to private education atpttimary, secondary, and tertiary levels. Last
available data for Georgia are from 2012 and nqgiasitive. Georgia is the only country from the
analysed that have public spending on educatioerdhan 2% of GDP. In 2012, this share was
1.98%.

The second important indicator is the Educatioreindt measures educational attainment.
The Education Index is measured by the adult literate and the combined primary, secondary,
and tertiary gross enrolment ratio. The adultditgrrate gives an indication of the ability to read
write, while the gross enrolment ratio gives aridgation of the level of education from kindergarten
to postgraduate education. It is a weighted aveodglee Adult Literacy Index (with two-thirds
weighting) and the combined primary, secondary, tewiary gross enrolment ratio (Gross
Enrolment Index [0, 100]) (with one-third weight)nd/leasure of this indicator is on a scale from 0
to 1 where higher values correspond to better pedace.

Graph 61 Education inde¥
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Based on available data, Georgia performs welhindontext of the Education Index. In
2014, the value of this indicator was 0.79. Comgidoeother countries, Georgia did better than
Macedonia, Armenia and Croatia and was outperforombg by Latvia.

At focus groups meetings, employers shared the s@in@n — that the education system is
not harmonized with the needs of employers i.eualnarket needs in Georgia. Participants spoke
about many problems of the education system buntyst important one is the lack of qualifications
and specialized programmes for some sectors. longhe, there is no specific education programme
which can provide adequate skills and knowledgetfertourism sector.

“One of the main issues in the education systenthie lack of communication and trust
between employers and universities as well as #uoé lof will by students to have practical
education in private companies” from focus groups discussion.

92 UNDP, Human Development Report.



Graph 62 Are school leavers generally equipped with theditg and numeracy skills required by
firms in the private sectot®

= No, not at all
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= Mostly

= Completely

= Don’t know

Focus group discussions and findings of variousntepare confirmed by survey findings.
18% of survey participants think that school leawae not generally equipped with the literacy and
numeracy skills required by firms in the privatetse. Only 12% of the companies said that school
leavers were completely equipped or mostly equigd8ébe) with the literacy and numeracy skills
required by firms in the private sector. The mayoof companies think that the average school leave
applying for work just somewhat meets the needsrok in the private sector (45.3%).

When asked do many firms have relationships, foranahformal, with local education
providers (at any level) 11% of the companies 8ztinone of the companies had such relations and
31.3% thought that only some companies had rekatidgth local education providers.

9 Source: Georgia EESE survey 2015.



Graph 63 Comparison between private and public educatiomiger$*
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Overall, there are no substantial differences mganies’ opinions regarding the quality of
labour market entrants from private or public edioca providers. By examining companies’
responses, a slight preference to private educptioviders can be noted, as they are perceived to
provide better quality by 36.7% of companies. Tikialso confirmed by focus groups discussions
where participants said that private education ideyg offered some kind of practical work in their
study programmes which was the most important issu&eorgian companies.

Regarding the companies’ needs the following skitks perceived to be the most important
for firms in the current climate:

1. Strong analytical skills for 31% of companies;

2. Strong communication skills for 27.3% of companies;
3. Sound academic Achievements for 22%

4. Strong interpersonal skills for 6% of companies etc

In relation to attributes of employees, the follogiare perceived to be the most important
for firms in the current climate:

Team player for 26.3% of companies;

Flexible ‘Can do’ attitude for 25% of companies;
Energy and enthusiasm for 23.7% of companies and
Self-motivated self-starter for 12.7% of companies.

PoDnE

% Source: Georgia EESE survey 2015.



Graph 64 Which of the following skills is the main missimpmpetency among school leavers

today?®
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Based on survey findings, the main missing competemmong school leavers today are
strong analytical and conceptual skills (33.3%)olwkd by sound academic achievements 24.7%
and communication skills (19%).

Graph 65 Which of the following competencies is the mairssimg to firms in the current climaté?

According to survey findings, companies identified following main missing competences:
basic science and technology competences (26%hematical competence (22.3%) and computer
literacy (26.7%).
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About 82.3% of the interviewed companies stateq tthen’t conduct ‘skills audits’, in
comparison to 7.7% of companies that say they yarehduct ‘skills audits’ while only 3.3%
performs ‘skills audits’ often.

9 Source: Georgia EESE survey 2015.
% |bid.



With the indicator Extent of Staff Training the VilbEconomic Forum (WEF) Survey asks
business leaders to provide their expert opinionsttee following: “The general approach of
companies in your country to human resources iss (& invest little in training and employee
development, 7 = to invest heavily to attract,rtyaind retain employees)”.

Graph 66 Extent of staff trainingf
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In regards to this indicator, Georgia recorded 3r62014. Compared to other countries,
Georgia does better than Armenia but is outperfdrimg other countries analyzed in the report.
25.3% of companies think that there is no governimerployment and training schemes available
that could assist companies with skills shortagé® opposite opinion was shared by 20.3% of
companies. It is the same with private employmaeunit taaining schemes available that could assist
with skills shortages whereby 30% companies belitvat they do exist in contrast to 22% that
believe the opposite.

Graph 67 Significant barriers to developing and maintainingroficient workforce in Georgi&?
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97 Source: World Economic Forum, The Global Compatditess Report.
% Source: Georgia EESE survey 2015.
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The majority of companies think that the lack afids for training is a significant barrier to
developing and maintaining a proficient workforeeaiddition to the lack of relevant courses and
unwillingness of staff to undertake trainings.

Graph 68 To what extent do the current skills shortagegatieely affect®
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Skills shortages negatively affect private sectositess according to more than 98% of
companies. Only 1.1% think it does not have negagffects on businesses in the private sector. For
41.1% skills shortage has a very negative impacthenbusiness of firms in the private sector.
According to survey findings skills shortages haegative effects on new working practices, the
introduction of new technologies and the developgmé&new products or services.

Graph 69 Is it difficult, in the current market, for firnte keep highly skilled employee§?
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9 Source: Georgia EESE survey 2015.
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Companies have divided opinions on whether itfigcdit to keep highly skilled employees
in the current market. Among them 50.3% think mag difficult while for 45.7% it is.

A total of 52 % of companies do not have a departroe a person responsible for training
compared to only 0.7% that do. Regarding the fimmanof trainings, 90.3% of companies do not
have a training budget compared to only 5.3% tlwatMiost of the companies do not undertake
regular training needs analysis (95%), 2.3% un#erthand 0.3% have plans for doing it in the
future. Ultimately, 87% of companies say that theeze no government-funded trainings available
to firms, in contrast to 7.7% that said such tragsiwere available. 3.7% believe such trainingk wil
be available in the future.

Graph 7Q Financing of the trainingt
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Key Indicators

Public expenditure on education 2008 2009 2010 2011 2012 2013

Public expenditure on education consists of current | Georgia 2.70 2.92 3.22 270 1.98

and capital public expenditure on education plus | crgatia 3.97 4.27 439 425 416

subsidies to private education at the primary, .

secondary, and tertiary levels. Armenia 3.02 3.17 384 325 314 3.28
Latvia 5.00 5.71 564 503 493 459
Macedonia 3.02 3.17 384 325 314 328

Public spending on education as share (%) of GDP

101 Source: Georgia EESE survey 2015.



Education Index 2008 2009 2010 2011 2012 2013
It measures the educational attainment. The | Georgia 0.77 0.76 0.77 077 0.77 0.77
Education Index is measured by the adult literacy | crgatia 0.73 0.74 074 0.76 077 0.77
rate and the combined primary, secondary, and .

tertiary gross enrolment ratio. The adult literacy rate Armenia 0.70 0.69 070 070 0.70 0.70
gives an indication of the ability to read and write, | Latvia 0.81 0.82 082 082 081 0.81
while the gross enrolment ratio gives an indication of | pacedonia 0.61 0.64 064 064 064 0.64

the level of education from kindergarten to
postgraduate education. It is a weighted average of On a scale from 0 to 1. Higher values correspond to better performance.
Adult literacy index (with two-thirds weighting) and
the combined primary, secondary, and tertiary gross
enrolment ratio (Gross enrolment index [0, 100])
(with one-third weighting).

Extent of staff training 2009 2010 2011 2012 2013 2014
The World Economic Forum (WEF) Survey asked the | Georgia 3.68 3.41 349 363 362 352
business leaders to provide their expert opinions on | croatia 3.41 3.14 317 316 332 3.22

the following: “The general approach of companies in

your country to human resources is: (1=to invest little | Armenia 3.24 332 349 364 356 340
in training and employee development, 7=to invest | Latvia 3.90 3.89 402 411 427 4.43
heavily to attract, train, and retain employees)”. Macedonia 3.45 3.30 321 310 366 391

1=to invest little in training and employee development, 7= to invest heavily
to attract, train, and retain employees.

Labour force participation rate, in percent 2008 2009 2010 2011 2012 2013
The labour force participation rate is the proportion of | Georgia 67.2 67.5 677 682 687 693
the population ages 15-64 that is economically | crgatia 65.2 64.8 644 639 638 64.0
active: all people who supply labour for the 63.9 62.7 658 67.0 66.7 67.3

production of goods and services during a specified | ATmenia

period. The labour force participation rate is | Latvia 74.4 73.8 730 731 746 752
calculated by expressing the number of persons in | pMacedonia 635 639 642 642 639 642
the labour force as a percentage of the working-age
population. The labour force is the sum of the number | The labour force participation rate is calculated by expressing the number of
of persons employed and the number of persons in the labour force as a percentage of the working-age population.
unemployed. The working-age population is the
population above a certain age, prescribed for the
measurement of economic characteristics.

4.3. Social justice and social inclusion

Inequality and discrimination hinder the creatiarmd agrowth of sustainable enterprises.
Explicit policies for social justice, social incloa and equality of opportunities for employmerg ar
needed.

The ‘GINI coefficient®? measures the extent to which the distributiorinaome (or, in
some cases, consumption expenditure) among indilgdw households within an economy deviates
from a perfectly equal distribution. A value ofdpresents absolute equality, a value of 100 alesolut
inequality. Georgia had a score of 41.35 in 201@ iarbetter than Armenia in this regard with a
score of 30.30.

In 2014, 11.6% of the population were under theepiyvthreshold, which represents
officially registered poverty. The latest data shawincrease in the proportion of the population
under poverty thresholds. In 2013 this percentage 37% compared to 6.4% in 2007.

102 hitp://databank.worldbank.org/data/home.aspx



Looking at the poverty rate, estimated using the&s®2y PPP measure, there has been
significant progress in poverty reduction and stigne@sperity in recent years. The poverty rate fell
from 46.7 percent in 2010 to 32.3 percent in 20dd the average consumption of the bottom 40
grew by 8.3% annually, exceeding the growth enjdyethe population overalf?

With regards to gender equality and the statusash@n in Georgia the following indicators
are relevant. The Gender Equality Ratifffassesses the extent to which the country hasladtal
institutions and programmes to enforce laws andtiesl that promote equal access for men and
women in education, health, the economy, and ptioteander law (1=low to 6=high). Georgia has
a stable and positive score of 4.5. Based on daterage salary, in 2015 men had higher salaries
than women in Georgia. On average, men’s montharisa were by 58% higher than women.

Finally, the Gender Inequality Ind¥&is a composite index measuring loss in achievesnent
in three dimensions of human development — reptodubealth, empowerment and labour market,
due to inequality between genders. On this indrd@emorgia scores relatively poor compared to other
countries with a score of 0.4 (values range frofpdifect equality) to 1 (total inequality). Croatia
scored 0.17 and Latvia and Macedonia 0.2. Bufs itl¢ar that the situation in the country has
improved in few recent years because the valuéisfindicator was only 0.6 in 2008. However,
Georgia had a Gll value of 0.382, ranking it 77 @ut55 countries in 2014.

In Georgia, 11.3% of parliamentary seats are hgld/dimen. 89.7% of adult women have
reached at least a secondary level of educatiopaed to 92.7 percent of their male counterparts.
41 women die from pregnancy related causes in eM@®y000 live births; and the adolescent birth
rate is 46.8 births per 1,000 women of ages 13-&fhale participation in the labour market is 56.5
percent compared to 75.1 for méh.

Key Indicators

GINI coefficient 2006 2008 2010 2012
The GINI index measures the extent to which the | Georgia 40.09 50.57 42.13 41.35
distribution of income (or, in some cases, | Croatia - 33.61 - =

consumption expenditure) among individuals or | Armenia 32.49 30.71 31.07 30.30

households within an economy deviates from a| | stvia 35.60 35.82 35.27
perfectly equal distribution. A value of O represents | \1acedonia 42.78 44.20 )
absolute equality, a value of 100 absolute inequality. ‘ ‘

Source: World Bank, Development Research Group. Data O=perfect equality, 100=perfect inequality.

are based on primary household survey data obtained from
government statistical agencies and World Bank country
departments. 108

103 Source: ILO, Second Programmatic Inclusive GrofO (DPO?2).

104 http://databank.worldbank.org/data/home.aspx

105 Source: GEOSTATttp://geostat.ge/cms/site_images/_files/englishii®@e%20Statistics.pdf
106 http://hdr.undp.org/en/data

107 Source: UNDP, Human develop Report 2015.

108\World Bank World Development Indicators.




Gender Inequality Index (GlI) 2008 2011 2012 2013
The Gender Inequality Index is a composite index Georqla 0.6 0.4 0.4 i

. ; : . . . Croatia 0.3 0.2 0.2 0.172
measuring loss in achievements in three dimensions A .
of human development — reproductive health, rmenia 0.6 0.3 0.3 0.3
empowerment and labour market, due to inequality | Latvia 0.3 0.2 0.2 0.2
between genders_ Macedonia - 0.2 0.2 0.2
Source: UNDP Human Development Report.%® Values range from 0 (perfect equality) to 1 (total inequality).

4.4. Adequate social protection

Providing citizens with access to key serviceshsag quality health care, unemployment
benefits, maternity protection, and a basic pens®rkey to improving productivity. Protecting
workers’ health and safety at the workplace is &l for sustainable enterprise development and
productivity gains. In general Georgia has a veny kexpenditure on heali and health care
compared to other countries, as seen in the giagibg.

Graph 71 Public expenditure on healtt
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Based on available data for 2013, public expenelittm health in Georgia was 2.03% of
GDP. This is quite a low percentage and in compangith other country it is only higher than in
Armenia (1.89%) but still far from Latvia (3.54% ) Croatia (5.84).

109 yNDP Human Development reports.
110 hitp://databank.worldbank.org/data/home.aspx
111 Source: World Bank data online




Graph 72 Coverage by health caté

Coverage by health care

100

= —i

80

40

60 ./“ +_.

20

— o, —

Percentage of total health care

2007 2008

2009 2010

2011

=& Georgia

== Croatia

Armenia

== Latvia

The expenditure on old age pensions which is 1.84%DP seems to be rather low
compared to other countries (Croatia 6.38%, Macedé:©8%) and the coverage (89.8% in 2011)
could be improved as well, although the latestlaisée data on both indicators are from 2013 and
2011 respectively. Still, further improvements @ard should be made to ensure adequate social

protection.

Key Indicators

Public expenditure on health (% of GDP) 2002 2009 2010 2011 2012 2013

Public expenditure on health as a percentage of [ Georgia 140 227 229 170 165 203

GDP—Public health expenditure consists of

recurrent and capital spending from | Croatia 5.02 7.06 7.16 5.72 5.82 5.84

government (central and local) budgets, . 1.36 2.01 1.92 1.94 1.88 1.89

external borrowings and grants (including | ATMeénia ' ' ' ' ' '

donations from international agencies and | | atvia 3.28 4.07 3.94 3.87 3.58 3.54

nongovernmental organizations), and social (or

compulsory) health insurance funds. Macedonia 550 450 432 431 450 444

Source: World Health Organization (WHO) % of GDP

WHOSIS133 and World Development Indicators CD- ’

ROM and UNDP Human Development Report.'13

Coverage by health care (% of total 2002 2007 2008 2009 2010 2011

health care)

Percentage of total (public and private) health [ Georgia 301 292 38 335 309 351

care expenditure not financed by private

household’s out of pocket payments (as a proxy | Croatia 82.8 88.1 85.5 85.5 85.4 85.4

indicator). i 36.5 518 482 475 449 426

Source: World Health Organization (WHO) Armenia

WHOSIS133.14 Latvia 52.4 59.1 66.2 64.7 62.8 62.8
Macedonia - - - - - -
Government expenditure, excluding military, as a % of GDP.

112 Source: World Health Organization WHOSIS
113\World Health Organization WHOSIS133.

4 1bid.



Environmental elements

Indicators assessing environmental elements of an enabling environment for

sustainable enterprises*

=—h— Georgia

Armenia =ll=Croatia

== Latvia Macedonia

Environmental
Performance Index (EPI)

X

Population exposure to

pollution levels
exceeding WHO guidelinex\
value

N
Exposure to pollution™"

X
Forest Area

f‘TotaI Ecological Footprint

CO2 Emissions

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in the

chapters.

«  Since 1990, Georgia started reforms in
the area of environmental protection.

- The main institutions engaged in
environmental protection in Georgia are
the Ministry of Environment and Natural
Resources Protection and the National
Environmental Agency.

- Georgia’s main ecosystems comprise
forests (about 40% of the land area),
grasslands (26%), wetlands (19%), and
deserts and semi deserts (6%).

«  Georgia suffered severe environmental
degradation during the Soviet period.
Significant amounts of agricultural lands
have been lost in land erosions. As a
legacy of these policies, Georgia now
suffers from serious pollution.

The biggest threat to the environment are
over 2,5 tons of hazardous chemicals that
have been buried at the Mt. lagluji, at the
depth of 20 meters, over 10 years, since the
mid-1970s.

The government has ratified international
environmental agreements pertaining to air
pollution, biodiversity, climate change,
ozone layer protection, ship pollution, and
wetlands.



5.1. Responsible stewardship of the environment

Sustainable enterprise development is intertwinéith esponsible stewardship of the
environment and requires appropriate regulatiomritives and public procurement policies that
promote consumption and production patterns cotblgativith a country’s environmental
sustainability.

Georgia’s main ecosystems comprise forests (alfi%tef the land area), grasslands (26%),
wetlands (19%), and deserts and semi deserts (6%).

The Environmental Performance Index (EPI) is camséd through the calculation and
aggregation of several indicators reflecting naldavel environmental data. These indicators are
combined into nine issue categories, each of whiicmder one of two overarching objectives. The
2008 Environmental Performance Index (EPI) rank& dduntries on 25 indicators tracked across
six established policy categories: Environmentalalde Air Pollution, Water Resources,
Biodiversity and Habitat, Productive Natural Resag;, and Climate Change. The EPI identifies
broadly-accepted targets for environmental perfoceaand measures how close each country
comes to these goals. Performance score from OGavhere the higher a country’s ESI score, the
better positioned it is to maintain favourable earimental conditions into the future.

Graph 73 Environmental Performance Index (Ef)

Environmental Performance Index (EPI)
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In regards to this indicator, Georgia is at thetdrat of the list of countries taken in
consideration for this report. Some progress wadenmia 2012 but results in 2014 show negative
trends still. The value of the indicator for Geargi 2014 was 47.52.

115 Source: Yale University’s Yale Center for Envirommtal Law and Policy (YCELP) and Columbia
University’s Center for International Earth Sciemaformation Network (CIESIN).



Graph 74 Forest are&!®

Forest area (% of land area)
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The Forest Area indicator has been recording ataohdrop year by year. The forest area
is the land under natural or planted stands oftodat least 5 meters in situ, whether produative
not, excluding tree stands in agricultural productsystems (for example, in fruit plantations and
agroforestry systems) and trees in urban parksgandens. Based on relevant data, Georgia is at
approximately 40% and it is in line with Macedoaral performing better than Armenia and Croatia.

As stated in the Regional Development Programm@aadrgia for 2015-2017, since 1990
air pollution has reduced dramatically in Georgige do the closure of many large industrial
enterprises. Moreover, in the last decade, degpi#egrowth of economic activity, industrial
emissions continued to reduce. There is no exdet @a air pollution caused by the construction
sector. However, overall air pollution is increagin Georgia’

Based on the Asia Development Bank Country PatieiStrategy: Georgia, 2014-2018,
the management of natural ecosystems has beemaiogestby inconsistent environmental policies;
inappropriate governance systems for natural ressuthe absence of a natural resource inventory
and reliable data; unsustainable operations andt l@@aenforcement; pollution in some rivers and
in the Black Sea, and unsustainable fishing, hgntamd poaching practices; low levels of public
participation in decision-making processes; anddichpublic awareness. Georgia’s protected areas
play a significant role in biodiversity conservatiand catalysing socioeconomic development. The
management system for protected areas is not festiet 118

Also Georgia, in its association agreement with Bue has committed to respecting the
principles of sustainable development, to protective environment and mitigating climate change,
to continuous improvement of environmental goveceamnd meeting environmental needs,
including cross- border cooperation and impleméotadf multilateral international agreements.

116 Source: Food and Agriculture Organization, eladtrdiles and web site.
117 Source: Government of Georgia Regional DeveloprReogramme of Georgia 2015-2017.
118 Source: Asia Development Bank: Country PartnerStiptegy: Georgia, 2014-2018.



Key Indicators

Environmental Performance Index (EPI)

The 2014 Environmental Performance Index
(EPI) is constructed through the calculation and
aggregation of 20 indicators reflecting national-
level environmental data. These indicators are
combined into nine issue categories, each of
which fit under one of two overarching objectives.
The 2008 Environmental Performance Index
(EPI) ranks 149 countries on 25 indicators
tracked across six established policy categories:
Environmental Health, Air Pollution, Water
Resources, Biodiversity and Habitat, Productive
Natural Resources, and Climate Change.

The EPI identifies broadly-accepted targets for

environmental performance and measures how
close each country comes to these goals.

2009 2010 2011

Georgia 4584 46.72 46.46
Croatia 62.49 63.00 62.15
Armenia 59.69 61.05 60.42
Latvia 63.43 63.49 63.68

Macedonia 49.70 51.40 50.17

2012
56.84

64.16
47.48
70.37
46.96

2013
47.23

62.23
61.67
64.05
50.41

2014
45.84

62.49
59.69
63.43
49.70

Performance score from 0 to 100. The higher a country’s ESI score, the better
positioned it is to maintain favourable environmental conditions into the future.

CO2 emissions (metric tons per capita)

2006 2007 2008 2009 2010 2011
Carbon dioxide emissions are those stemming | Georgia 1.40 1.46 1.46 1.42 1.47 1.77
from the burning of fossil fuels and the Croatia 5.22 5.50 5.27 4.87 4.73 4.80
manufacture of cement. They include carbon .
dioxide produced during consumption of solid, | Armenia 146 169 187 147 142 167
liquid, and gas fuels and gas flaring. Latvia 3.42 3.78 3.63 3.44 3.96 3.79
Macedonia 5.22 4.53 4.48 4.14 4.09 4.44
Metric tons of CO2 emitted per capita.
Forest area (% of land area) 2007 2008 2009 2010 2011 2012
Forest area is land under natural or planted | Georgia 39.57 3954 39.50 39.46 39.43 39.39
stands of trees of at least 5 meters in silU, | croatia 3413 3419 3425 3431 3437 3443
whether productive or not, and excludes tree .
stands in agricultural production systems (for | Armenia 9.65 950 935 920 9.06 891
example, in fruit plantations and agroforestry | Latvia 53.38 53.56 53.76 53.89 54.11 5431
systems) and trees in urban parks and gardens. | macedonia  39.01 39.19 39.39 3957  39.75 39.94

In percentage of land area.




6. Assessment results and ways forward

Georgia is one of the faster growing economiesareal of the most attractive countries for
foreign direct investments. Nevertheless, to imprahe situation and environment for the
development of sustainable enterprises, Georgids@erecognize its problems and to take concrete
steps forward and define a clear set of activitibgh will result in a more enabling environment fo
sustainable enterprises.

In 2015 and 2016, in the context of deep analyidiseobusiness environment in Georgia, with
the support of external experts and a professiBeabarch Company, GEA implemented the survey
using the EESE methodology. This methodology isiémented in a way that firstly GEA organized
3 focus group meetings in order to choose the ingsbrtant pillars for the deeper analyses through
the survey (direct interviews with 300 companies).

By realizing the three above mentioned focus graupbthe survey, various data about the
business environment in the country were colleciaksed on that and according to the EESE
methodology, the main pillars to be improved in @@are:

. good governance and some issues pertaining tacabtability;

. sound and stable macroeconomic policy and good gesment of the economy;
. trade and sustainable economic integration;

. enabling legal and regulatory environment;

. fair competition;

. access to financial services; and

. education, training and lifelong learning.

The collected data have shown the improvementseabtisiness environment in Georgia over
the past years. Still, according to reports an@das responses received by companies there is room
for further improvement in various fields contrilmgi to a better business climate.

The following table provides the list of main preivis under each pillar and concrete
improvement measures proposed to be taken in theggeriod:

CONDITION FOR DESIRED
ACTION RESULTS CONCRETE MEASURES
Good governance Better and effective -The mechanism of consultations between public andie
public administration, sector should be improved.

-Improve the efficiency of public administration dlwgh good
management, better organization and higher level of
responsibility;

- Improve control and monitoring over the publicoeses
spent by the state;

- Improve the usage of e-services especially forpames;

- Improve the work of inspectors and create worlpractice
to be equal for all;

- Change government administration mind-sets so ttey
become more business oriented and more supporive t
SMEs.



Education, training and - The funding of the educational system shouldliga@d with

lifelong learning results of research on labour market needs (moreeded fo

VET system);

- Implement national skills needs analyses;

- Have both employers and Government invest in filut &

training;

- Work on the promotion of university-business &nk the
fields of R&D and innovation;

- plan education in accordance to forecasted s&éds

- Incorporate a business skills component (entreargal

learning) in school curricula to equip studentshvegkills for

starting a businesses;

- Develop new training programmes that currentigklan

Georgia and employers need them;

- Improve practical component of educational pragrees in
schools and universities;

- There should be more support for private prodderat least
an even playing field.

- A concept for lifelong learning should be deveddased
on the joint work of the social partners;

- Create new and improve current communication and
cooperation between employers, universities anderoth
education providers;

- The education system should principally be areym
tripartite format;

- It is recommended to popularize the vocatiorthloation
and training system and to develop the concephiwfrinal
education;

- Make legislation more predictive and equal for ahd
improve its implementation;

- Improve the work of regulatory bodies and deczetiee
number of overlapping bodies;

- Improve the work of inspection so that each eryplds
treated equally;

- Reduce the tax burden and make the tax admiticsiranore
efficient and responsive to employers’ needs.

Enabling legal and Stable and predictive

regulatory environment regulatory framework
both for citizens and
companies;

Improved
implementation of
regulation in a way it is

equal for all; - The concept of property ownership should be &mth
developped by the government in order to clearlyliroa

Efficient tax rights of owners (public and private)

administration and - The legislative should be based on consultatiand

lowered tax burden assessents of private sector, for instance witkardsythe

security of domestic production.

- There is a necessity of a state analytical progrfar
regulations (REA) based on consultations with dquagners.
- Improve financial products so that they are aldé to all

Accessto financial Favourable loans for o h st fthei lution:
Services SMEs with reduced companies in each stage of their evolution; _
collateral - Adequate classification should be created forirtass e.g

small, medium etc.
Better dissemination of - Crant schemes for SMEs should be improved and the
information to SMEs legislation revised (R&D, GITA)
- Increase the access to long term capital soSMEESs can
improve their competitiveness;
- Create credit lines with more favourable intemage and
less demanding collateral;
- SMEs should be supported in finding other medresapital
as for instance venture capital
- Create Government policies for financial sectortisat it
become more affordable to private sector;
- Improve communication between real sector andniimal



- Broadening of the state program as ‘Produce iar@a’ is
recommended

Fair competition

Reduced informal
economic activities and
monopolistic practices

- Improve policies on formalization of the informedonomy;

- Analyse taxation policies to stimulate formalizatio

- Create policies and targeted actions against mdistipo
practices in certain sectors, especially in trade

- Improve knowledge and raise awareness of all setgman
society about informal economy;

- Improve the work of anti-monopoly bodies

- Improve the licencing system, especially the degté of
origin.
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