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MAIN CHALLENGES OF SME DIGITALIZATION POLICY IN
GEORGIA

Abstract. In the modern world, small and medium-sized enterprises (SMEs) form the foundation for
economic development, job creation, and production growth. Digitalization of business processes plays a
critical role in increasing SMEs' productivity, optimization, efficiency, and market competitiveness. That
involves transforming traditional business processes using digital technologies and Createch (integrating
creativity and technology). Key challenges in boosting business productivity include decision-making based
on artificial intelligence in the digital environment, implementing cloud-based platforms and customer
relationship management (CRM) systems, and using e-commerce and digital marketing tools.

This paper analyzes the challenges of SME digitalization in Georgia. It evaluates the main directions and
development strategies of digitalization policy and offers recommendations to overcome existing challenges.

Key words: Small and Medium Sized Enterprises, Digitalization, Createch, Artificial Intelligence.

JEL classification: M1, M21, M38.
8O0 303LIsI30¢0
E-mail: giuligiguashvili@gu.edu.ge
36059660, kol bsbgerdponm #160396bodJBH0
30260, U3g95(9039¢72
orcid.org/0000-0001-5657-7544
050565 8535U5025830¢m0
E-mail: tamarmakasarashvili@gu.edu.ge
3605960, gamob bsbgerdfoge 16039660330
30260, U395(9039¢n2
orcid.org/0000-0003-0424-1816

33069 ©5 133YSEM BOBOILOL OYOEIWODIFOOL 3MErOE030L JOMOMSEO
3590393900 Logds®Mmgzgermdo

CC BY-NC 4.0 license
© Innovative Economics and Management, 2025 70


mailto:htpp://iem.ge
mailto:editor@iem.ge
https://www.aeaweb.org/econlit/jelCodes.php?view=jel&print
mailto:giuligiguashvili@gu.edu.ge
https://orcid.org/0000-0001-5657-7544
mailto:tamarmakasarashvili@gu.edu.ge
https://orcid.org/0000-0003-0424-1816

International Scientific Journal Innovative Economics and Management

} htpp://iem.ge; editor@iem.ge
E-1SSN:2449-2604 Vol 12 No2 2025

(b

m
=

38UAOSHHO: 05650906039 Fbergeromdo Jpotkg @5 bsdopserer 8obbgbo  [istdmswagbl
F299600b 932628030 856300056980, 5b5¢v0 bsdrdscr sog 090l dgddbobs s fsmdmgdolb kool
bsgedz9enb. dpotg ©s bsdwsenem 8obbgbols 3G Horgcrnmdols sGsmengdol, m3odobssool,
IRIIOIOB0LS ©5 Us85DEH 302637969969 7b65%05680L 35 bH@0b 36039680 356bs37900(9879¢m
Geaemls SbEGemg8b 8oBbl 3GHempgligdol ogodscrobosos - HMsororIcro dobbgb 363gbgdol
OOSbLRMGI305 30300 (H97602¢730980b 3500299698000 O3 ,,3(0905990 “ - AIFb2¢r830980bs5
@3 3095909 mB0b  06(9986000985. B0YbILboL 30%EGM a3s5t9dmdo byermzbatr 0bB e 99) B9
©oBI6IBIC0 33@PY39H09880L Gowgds, @OBrm356 Bgberermgogdby wsBdbgdero
3e3hR2-(50980L ©5 FrdbIs989¢r00s ©)50209(500028980b Js60030b Lobdgdgdol (CRM) ©s69(33s,
36939 9CP9IAOb9¢v0 3098963005 ©5 30%GI0 Fst3990630b 0bbBAGI96H900b 350996985
80bbgbol 3G H0rIer B0l BEHOL J05356) 350029390 Ps6dmsggbl.

65062ddo  3osbseroBgdryeros  Gpo®g s bsdserer  8obbgbol  ogodserobsgool

3500h393900  Usgsorz9¢rmdo.  G9isb9829cm0s  00g0Hscrobsgools  3eaerodo0l  dokooso
Jo0s60029m98980, 356300050980l  bH®3HJ30980 @5  Poddmagbocros (5930960330980

36b98:9¢m0 3s923939080L @sbsIeng35¢0.

bs3356002  boyggbo: Jdpotg s bosdopserer 8o0bbgbo,  ©0godsrobszos,  303905970;

bgerez62960 063 9dHO-
JEL gemsbogozsgos. M1, M21, M38.

Introduction. The modern world is actively engaged in a digital revolution. The Internet of Things
(1oT), cloud technologies, artificial intelligence, advanced robotics, and blockchain technologies are
examples of the driving forces behind this revolution. Business digitalization, primarily based on
competition, is gaining increasing importance in the civilized world. Companies use digital technologies to
create new digital services and business models, enhance strategies and management, and support change
(Makasarashvili et al, 2024). The success of SMEs depends on their ability to adopt advanced technologies.
The strategic integration of advanced technologies and management principles with artificial intelligence
(Al) and quantum computing (QC) technologies enables SMEs to adapt to new environments, implement,
use, and develop innovations, and succeed in the digital era (AbuShanab,2024)

Research confirms that digitally advanced companies exhibit higher productivity, faster growth
rates, and lower employee turnover (Baldwin et al, 2018). The digitalization of SMEs has also become a
key part of the agenda in EU countries. According to the objectives in the main strategic document “Path to
the Digital Decade,” by 2030, at least 90% of SMEs in EU member states should reach a basic level of
digital development.

Research objective and methodology. This study aims to analyze the digitalization process of SMEs
in Georgia, assess the economic effectiveness of digital transformation, and develop recommendations to
address current challenges. For an in-depth analysis of the SME digitalization process, statistical data,
scholarly works by Georgian and foreign researchers, economic policy documents, and national strategies
were examined.

Literature review. Developed countries play a significant role in implementing economically
effective digital transformation. They ensure support for research into the latest technologies. Monitoring
the digital competitiveness of EU member states and analyzing relevant indicators on Europe’s digital
performance are conducted through the Digital Economy and Society Index (DESI). The European
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Commission has been monitoring Member States’ digital progress through the Digital Economy and Society
Index (DESI) reports since 2014. As of 2023, and in line with the Digital Decade Policy Programme 2030,
DESI is now integrated into the State of the Digital Decade report and used to monitor progress towards the
digital targets (DESI, 2014-2023).

The Digital Economy and Society Index (DESI) is a composite index summarising relevant indicators
of Europe’s digital performance. It tracks the evolution of EU Member States across four primary
dimensions: Human capital, Connectivity, Integration of digital technology, and Digital public services
(DESI, 2022).

The results of DESI 2022 show that although most EU member states are progressing in digital
transformation, challenges remain in closing gaps related to digital skills, SME digital transformation, and
the deployment of advanced 5G networks. An insufficient level of digital skills, in turn, hinders the prospects
for future economic growth.

The EU has put on the table significant resources to support digital transformation. EUR 127 billion
is dedicated to digital-related reforms and investments in the national Recovery and Resilience Plans. That
is an unprecedented opportunity to accelerate digitalization, increase the Union’s resilience, and reduce
external dependencies with reforms and investments. Member States dedicated, on average, 26% of their
Recovery and Resilience Facility (RRF) allocation to the digital transformation, above the compulsory 20%
threshold. Member States that invest more than 30% of their RRF allocation to digital are Austria, Germany,
Luxembourg, Ireland, and Lithuania (DESI, 2022).

Figure 1

Digital Economy and Society Index (DESI) 2022
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Source: https://digital-strategy.ec.europa.eu/en/policies/desi

The U.S. Chamber of Commerce, in its 2024 report, emphasizes the role of Createch technologies,
particularly artificial intelligence, in increasing small business productivity. According to the report, 99%
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of small businesses use at least one digital technology platform, while 91% actively use artificial
intelligence. The report also notes that Createch solutions help small businesses improve their market access
and productivity (Jayalath et al, 2025).

Artificial intelligence has become an integral part of business, enabling small businesses to effectively
adapt to constantly changing market demands and helping business owners save time and costs (Giguashvili
et al, 2024). Artificial intelligence (Al) comes on board as an essential innovative tool for personalization
and customizing products to meet specific demands (Khrais, 2020).

The advantages of using Al in business include the ability to rapidly detect patterns in large datasets,
fast visualization and analytics, improved product design, and the capability to deliver detailed information.
These advantages lead to a new level of service, increased profits, and support business expansion (Soni et
al, 2020).

Implementing digital technologies is an effective method for companies to cope with economic crises.
Notably, productivity increases 5% to 10% faster in companies that invest in digital solutions such as data-
driven analytics (Julakidze et al, 2023).

However, digital transformation brings both opportunities and challenges. The risks associated with
implementing digital services are mainly related to information protection and cybersecurity. Developing
information security systems and mechanisms for defense against cyberattacks is critically important, but
without increasing digital literacy, their effectiveness will be limited (Makasarashvili & Giguashvili, 2024).

Discussion/Results. Establishing a strong position in the modern digital world is necessary to
enhance Georgia’s economic competitiveness and achieve broader prosperity. As in the rest of the world,
companies in Georgia are actively adopting digital technologies to become more competitive, improve
customer communication, and increase operational efficiency. Business digitalization is supported by the
growing spread of the internet, government-initiated digital projects, and an increasing number of tech-
savvy consumers.

Digitalization plays a particularly significant role in Georgia’s economy. According to the World
Bank, 38% of companies in Georgia have a declared, clear digital strategy.

The importance of business digitalization and Createch became especially evident during the COVID-
19 pandemic when many businesses began integrating digital technologies into daily operations due to social
distancing regulations. That primarily applied to functions of digital sales, marketing, and more. The process
has continued and has taken on an irreversible character, with the use of digital technologies in business
processes steadily increasing-making operations easier and more efficient (Giorgobiani, 2025).

New forms of digital interaction and information exchange present challenges for small and medium-
sized enterprises (SMEs), pushing them toward adopting various digital solutions. Businesses use artificial
intelligence (Al) to enhance efficiency, save time, and reduce costs. According to a Forbes Advisor survey,
businesses use Al in a wide range of applications. The most popular include customer service, with 56% of
respondents using Al. Cybersecurity and fraud management are also significant, recognized by 51% of
businesses (Makasarashvili et al, 2024). Other notable uses of Al are customer relationship management
(46%), digital personal assistants (47%), inventory management (40%), and content production (35%).
Businesses also leverage Al for product recommendations (33%), accounting (30%), supply chain
operations (30%), recruitment and talent sourcing (26%) and audience segmentation (24%) (Haan et al,
2023).
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Figure 2
Top Ways Business Owners Use Artificial Intelligence
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According to the Forbes Advisor survey, 73% of businesses use or plan to use Al-powered chatbots
for instant messaging. Moreover, 61% of companies use Al to optimize emails, while 55% deploy Al for
personalized services, such as product recommendations. [13]

With Al increasingly integrated into diverse customer interaction channels, the overall customer
experience is becoming more efficient and personalized.

Figure 3
Ways Al is Improving the Customer Experience
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Developing small and medium enterprises (SMEs) is a priority for Georgia’s economy.
Unfortunately, this vulnerable segment of the private sector in the country still has limited access to modern
technologies. It is worth noting that SMEs makeup 99.7% of all Georgian enterprises, account for 64% of
jobs in the business sector, and contribute 61% of the added value (Ministry of Economy, 2021). In Q4 of
2024, 67.6% of business sector turnover came from large enterprises, 14.9% from medium-sized, and 17.5%
from small businesses. Total product output: 43.8% came from large enterprises, 25.1% from medium, and
31.1% from small businesses. Regarding employment, 41.7% were employed in large enterprises, 21.5% in
medium, and 36.9% in small businesses. Therefore, supporting and encouraging SME development is a
critical and necessary component for the country's progress (geostat.ge, 2025).

Figure 4
BUSINESS SECTOR TURNOVER AND PRODUCTION VALUE BY SIZE OF ENTERPRISES,
IV QUARTER, 2024
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Georgia has the highest indicators in the region for market access and utilization of business
development services by SMEs. However, Georgian SMEs mainly operate in low-income sectors like
wholesale and retail trade, are not effectively integrated into global value chains, and show low productivity
growth (Akhvlediani, 2021).

Through the functioning of SMEs, the population can access goods and services not typically offered
by large enterprises, such as household services and small retail. Small businesses serve a vital service role,
while large enterprises are, to some extent, dependent on the activities of SMEs (Samchkuashvili et al,
2022).

To support SME development, Georgia has implemented the 2021-2025 strategy, which aims to
restore the positive trends that existed before the pandemic and enhance the competitiveness of the SME
sector. Several programs and organizations currently operate in Georgia to support SMEs:

1. Enterprise Georgia program under the Ministry of Economy and Sustainable Development;
2. Georgia’s Innovation and Technology Agency (GITA) under the same ministry;
3. Business associations supporting SMEs, including:

e The Chamber of Commerce and Industry;
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e The Association of Georgian Small and Medium Enterprises;
e The Employers Association.
The priority areas of SME development policy are:

> Refinement of legislation, institutional strengthening, and improvement of the operational
environment for SMEs;

» Development of SME skills and promotion of entrepreneurial culture;

> Improved access to finance;

» Promotion of exports, market access, and internationalization of SMEs;

» Support for electronic communications, information technologies, innovation, and R&D for SMEs;

» Promotion of women's entrepreneurship;

» Promotion of the green economy (Strategy 2021-2025).

Further actions for the development of the digital economy and information society are reflected in
the "Vision 2030 — Georgia’s Development Strategy," including the integration of Georgia’s digital market
with the EU Digital Single Market, the gradual reduction of international roaming tariffs among Eastern
Partnership countries, and the development of e-commerce platforms with EU countries (Vision 2030).

The Organisation for Economic Co-operation and Development (OECD) published the results of the
SME Policy Index 2024, according to which Georgia remains the undisputed leader among Eastern
Partnership countries (OECD/EBRD, 2023). The SME Policy Index 2024 evaluates the alignment of SME
support policies in Eastern Partnership (EaP) countries with the Small Business Act for Europe and best
international practices.
Figure 5
SME Policy Index 2024
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OECD conducts the SME Policy Index evaluation every four years, assessing countries across five
key areas: Responsible governance, Entrepreneurial human capital, access to finance, Market Access,
Innovation, and business support. In the 2024 review, Georgia scored highest in areas such as Institutional
and regulatory framework; Operational environment; Insolvency and second chance; Entrepreneurial
education and women’s entrepreneurship; SME skills; Access to finance; Public procurement; Standards
and technical regulations; SME internationalization; Business support services; Innovation policy.
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One of the leading priorities of Georgia’s economic policy is developing a knowledge- and
innovation-based economy. In the Innovation Policy component of the OECD SME Policy Index 2024,
Georgia’s score improved to 3.44, up from 3.27 in 2020 (OECD/EBRD, 2023).

It is noteworthy that between 2021 and 2024, through the co-financing grant program and Innovation
Grants for Regions initiated by Georgia’s Innovation and Technology Agency (GITA), 293 startups were
funded (including 82 startups in 2024 alone). Compared to the baseline year, the number of funded startups
increased by 79%, providing startups with access to innovative financing opportunities (GITA).

Despite the successful reform of the small and medium-sized enterprise (SME) sector, the low level
of digital skills among the population remains a significant challenge, which in turn hampers the
digitalization process of SMEs.

To improve the current situation and promote the development of information and communication
technology (ICT) skills among the Georgian population, the Georgian Innovation and Technology Agency
(GITA) has developed a Digital Economy Skills Development Program. This initiative aims to retrain and
certify citizens in the most in-demand digital skills (PMC Research, 2023).

Researchers from the ISET Policy Institute assess the level of digital development of SMEs in Georgia
across several aspects: fundamental digital intensity, integration of digital technologies, and e-commerce.
The level of fundamental digital intensity in Georgian SMEs is quite low. For instance, only 9% of Georgian
SMEs have a fully functional website, compared to 63% in the European Union. The gap is narrower with
fixed broadband high-speed internet access, available to 30% of Georgian SMEs versus 48% in the EU
(PMC Research, 2023).

The implementation of e-commerce models by enterprises in the country remains very limited. Only
2% of Georgian SMEs sell goods or services online, compared to 19% in the EU. This result is driven by
various institutional, policy, and financial challenges: on the one hand, Georgian SMEs wishing to engage
in online sales. On the other hand, Georgian consumers considering online purchases often face risks related
to personal data protection.

Georgia significantly lags behind the EU average across all main aspects of digital integration. For
example, only 4% of Georgian SMEs use two or more social media platforms, such as social networks,
business blogs or microblogs, multimedia content-sharing websites, and wiki-based knowledge-sharing
tools, compared to 28% in the EU.

The 2023 PMC study by the ISET Policy Institute confirms that the digital adoption rate among
Georgian SMEs is quite low. The main challenges to digitalization include a lack of ICT skills, limited
access to financial resources, and insufficient knowledge among SMEs about available digital technologies
and their benefits (PMC Research, 2023).To improve this reality, Georgia's Broadband Infrastructure
Development Strategy and its 2020-2025 Implementation Plan aims to ensure 4G broadband mobile internet
coverage in 99% of the country, 1 Gbps internet access for all institutional units, and fast broadband internet
access for every household. (Strategy 2020-2025).

Importantly, work has been completed on Georgia's National Strategy for the Development of the
Digital Economy and Information Society for 2025-2030 with its 2025-2027 Action Plan (Strategy 2025-
2030). These documents define the future vision and strategies for addressing challenges regarding
developing the digital economy and society. Key areas include broadband digital connectivity, digital
services and reliable infrastructure, digital entrepreneurship, digital transformation and innovation in
enterprises, digital financial services, digital skills development, digital inclusion, and creating an enabling
environment for digital economy development. The strategy emphasizes support for SMEs in the regions of
Georgia to learn and adopt digital technologies through digitalization training and consulting services,
encouraging public-private sector collaboration through various mechanisms.
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Conclusion. Thus, small and medium-sized businesses constitute a vital sector of the Georgian
economy and represent the most widespread, dynamic, and flexible form of economic activity. The
digitalization and integration of SMEs into the Createch (creative + technology) sector is essential for the
sustainable development of Georgia's economy. The development of digital entrepreneurship and innovation
and the facilitation of the digital transformation of enterprises are key national priorities.

To accelerate the digitalization of businesses and achieve the desired results, state support for SMEs
undergoing digital transformation must be strengthened. That includes the development of digitalization
support programs, the organization of training and consultation services, improving access to e-commerce
platforms, enabling outsourcing opportunities for private sector involvement in public digital services,
establishing research centers focused on cutting-edge digital and Createch technologies with appropriately
skilled personnel, and enhancing access to financing, global markets, and integration into the digital
economy for SMEs.
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