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GEORGIA'S TAX REFORM AND ECONOMI GROWTH
GURCISTAN'DA VERGI REFORMU VE EKONOMIK GELiSME EGIiLIMLERI

HAJIOT'OBAS PE@OPMA I'PY3UU U TEHJAEHIINU DKOHOMHNYECKOI'O
POCTA

Roin Tateshvili®

ABSTRACT

The theme of the topic is about developing economic conditions of the country
without commerce, production and financial institutions, is impossible.

Small business is the basis of the economy of many states, due to its obvious
advantages over other structural units of business.

The development of Small and medium sized enterprises in developed countries is
underway at a high rate, with the government providing substantial assistance because small
and medium businesses are the basis for the middle class formation of the population that
constitute the stable development of the country's economy.

The main topic of research is to determine the factors affecting the economic
development of the country. The objective of the research is the reforms carried out by the
Georgian goverment. The aim and objective of the research is to reform the tax system in
Georgia and state program "Produce in Georgia"

Analysis has been made to create a favorable environment for doing business, for
direct foreign investment, liberalization of economy, reduction of administrative barriers and
tax cargo, and improving public services.

The objective necessity of small and medium business support in Georgia and
development of practical proposals is presented.

What is the role of entrepreneurial culture development, stimulating development of
new enterprises and facilitating expansion of existing enterprises, how reform promotes the
effectiveness of small and medium business functioning and how it reacts to the growth rate of
GDP.

The strong and well-developed small and medium enterprises sector greatly
contributes to exporting, innovations, as well as the potential for employment growth and job
creation, and at the same time plays a special role in raising the welfare of the country.
Key words: Small business, tax reform, state program, economic growth, regional
development.

0Z

Giiniimiizde bir iilkenin ekonomik gelismesinin iiretim ticari ve mali kurumlari
olmadan gergeklesmesinin imkansiz olmasi, bu arastirmanin giincel oldugunun bir
gostergesidir. Kiigiik  olgekli  girisimcilik, girisimciligin ~ diger yapisal birimleriyle
karsilastirilinca  kendisinin  agik {stiinliigiiyle birgok devletin ekonomik temelini
olusturmaktadir. Geligmis tilkelerde kiiciik ve orta 6lgekli girisimcilik hizla ilerliyor.

Iktidarlar, onu énemli 6lgiide destekliyor ciinkii kiigiik ve orta dlgekli girisimeilik, bir
ilkenin ekonomisinin istikrarli bir sekilde gelismesinde esas olan orta diregi
olusturur. Arastirmanin konusu, bu iilkenin gelismesini etkileyen faktorlerin belirlenmesi ve
Giircistan hiikkimetinin yaptig1 ekonomik ve vergi reformlaridir.

Arastrmanin  amaci, Giircistan’da vergi sisteminde gergeklestirilen reformlarin
neticeleri ve “Giircistan’da Uret” adli devlet programinin kiiciik ve orta dlgekli girisimcilik
iizerine tesirinin incelenmesidir. Ayni zamanda bu reformun, girisimcilik kiltlirtiniin
gelismesine, yeni isletmelerin kurulmasina, mevcut olan isletmelerin gelistirilmesine, kiigiik
ve orta Olgekli girisimciligin tiretimdeki etkinliligine ve biitiin bunlarin gayrisafi milli hasilanin
yiikselis hizina nasil tesir ettigi incelemektir.

* . ORCID: 0000-0003-2274-6703 TATESHVILI., R. Prof. Dr. Samtskhe-Javakheti State University,
Akhaltsikhe, Georgia; rointateshvili@gmail.com
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Ozel sektor tarafindan yapilan yatirimlar baglaminda girisimci faaliyetlerin
yayginlastirilmasi, {ilke ekonomisini serbest hale getirmek, idari engelleri ve vergileri
azaltmakla kamu hizmetlerini gelistirmek i¢in gerekli analiz yapilmistir. Giircistan'daki
kiiciik ve orta olgekli isletmeleri destekleme konusundaki nesnel bir ihtiyac ile pratik
amaglar i¢in oneriler gelistirilmistir.

Giiglii ve iyi geligmis kiigiik ve orta dlgekli girisimcilik sektorii, ihracat sahalari ve
yeniligi biiyiik 6l¢lide destekleyip istihdamin ve yeni igyerleri agilma potansiyelinin artmasi
yaninda iilkenin refah diizeyinin yiikselisinde de en énemli rol oynamaktadir.

Anahtar Kelimeler: Kiiciik isletmeler, Vergi Reformu, Devlet Programi, Ekonomik
Biiyiime, Bolgesel Kalkinma.

AHHOTAIUSA

AKTyaJbHOCTh TEMBI 3aKJIOYaeTcd B TOM, YTO B COBPEMEHHBIX YCIIOBHAX
HEBO3MOXHO Pa3BUTHE SKOHOMHMKH CTpaHbl 0€3 TOPTOBJIH, NMPOHM3BOACTBA M (PUHAHCOBBIX
HWHCTUTYTOB.

Maunpiii Ou3HEC SBJISIETCS OCHOBOM 3KOHOMUKM MHOTHX TOCYIapcTB, Omaromaps
CBOMM OYEBHUJIHBIM IPEUMYIECTBAM Mepe]] IPYrMMHU CTPYKTYpPHBIMH €IMHHMIIAMH Ou3Heca,
pa3BUTHE MaJIOro M CPEIHETrO MPEANPUHUMATENBCTBA B PAa3BUTHIX CTPaHaX MJET OBICTPHIMH
TeMIIaMHU, IIPH 3TOM MIPABUTEIBLCTBO OKA3bIBAET CYLIECTBEHHYIO IIOMOIIb, IOCKOJIBKY MabIi U
CpeIHui OM3HEC SABIAIOTCS OCHOBOH Ui ()OPMHUPOBAHUA CPERHEr0 Kjlacca HACENEHHUS, YTO
COCTaBJIIET YCTOMUUBOE Pa3BUTHE SIKOHOMUKHU CTPAHBI.

[lpenmeroM wuccienoBaHMsl SIBJISETCS ONpelelieHne (akTopoB, BIMAIONIMX Ha
SKOHOMHUYECKOE pa3BUTHE CTpaHbl. OOBEKTOM K€ HCCIENOBaHUS SBISAIOTCA pedopMmbl,
IIPOBOJUMBIE MIPABUTENBLCTBOM [ 'py3un.

Llenblo 1 3amaueil uccienoBaHus ABIAETC pe)OPMUPOBAHNE HAJIOTOBOH CHCTEMBI B
I'py3un u rocynapcreennas nporpamma «lIponsBoau B I'py3um»: KakoBa poib Pa3BUTHUS
MIPEANPUHIMATEIBCKOH KYNbTYpbl, CTUMYIUPOBAHUS PAa3BUTHSL HOBBIX MPENNPHUITUH U
COAEHCTBHS DPACIIMPEHHIO CYIIECTBYIOIIMX MPENNpHUATHH, Kak pedopma CHOCOOCTBYET
3¢ PeKTUBHOCTH (PYHKIIMOHUPOBAHHS MAJIOTO M CpelHero OM3Heca M Kak OHAa pearupyer Ha
TeMIibl pocta BBIT.

Bbin npoBeneH aHanus, ¢ LEIbI0 COACHCTBUS NPEAIPUHAMATENBCKON AEATEIbHOCTH
B YCIIOBHMSIX WHBECTHLUH CO CTOPOHBI YaCTHOTO CEKTOpa, JHOepalu3alul SKOHOMHKH,
CHIDKCHUSI aJMHHHCTPATHBHBIX OapbepoB M HAJIOrOB M YIYYIIEHUS TOCYAApCTBEHHBIX
CEpPBUCOB. YKa3bIBaeTCsi Ha OOBEKTUBHYIO HEOOXOOMMOCTh A MOMAEPKKH Majoro H
cpenHero ousHeca B I'py3un M pa3paboTKy MPEATIOKEHUH NIPaKTHYECKOT O Ha3HAYCHUS

CWIBHBIA M XOpOIIO Pa3BUTHIA CEKTOp MAaNbIX W CPEOHUX MPEANPHITHH BHOCUT
3HAYUTEIbHBIN BKJIA/ B KCIIOPT, HHHOBALIUY, a TAKXKe B MOTEHIIMAI IJIsI POCTa 3aHATOCTH U
co3maHusl pabodymx MeCT, M B TO JK€ BpeMs HIpaeT O0coOyl0 pOib B IOBBILEHHH
0J1aroCOCTOSIHUS CTPAHBI.

KnroueBble cioBa: Manblii Ou3Hec, HamoroBas pedopma, rocyaapcTBEHHas
IporpamMma, 3KOHOMHUUECKHH POCT, pETHOHAIBHOE Pa3BUTHE.

Introduction
Above mentioned problem is actual today. . Nowadays, it is impossible to develop the
country's economic development without commerce, production and financial institutions.
Business relations, which arise in this field, are called business, where small and medium
business plays a important role.

Small business, as a result of its obvious advantages, is the basis for the economy of
many states, not just from economic perspective but in many ways. First of all, because a small
business is very sensitive and can quickly adapt to market demands. Secondly, it is much more
mobile than large enterprises and can quickly rearrange new, modern technologies and
technologies. Third - small business requires less capital to start and develop. Fourth and most
important - small business employs an important part of the economically active population
and creates the so-called " The "third layer" (middle class), which is a social-economic and
political point of view for achieving the economic stability of the country.

The development of small and medium business in developed countries is underway
at a high pace, and the government attaches great importance to such enterprises and provides
substantial assistance because small and medium businesses are the basis of the middle class
formation of the population, which is the stable development base of the country's economy.

The subject of research is to determine the factors affecting the economic
development of the country. The objective of the survey is the reforms carried out by the
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Georgian authorities as the reforms implemented in the tax system as well as for the purpose
of promoting small business.

The aim and objective of the research is to reform the tax system in Georgia and
state program "Produce in Georgia"

What is the role of entrepreneurial culture development, stimulating development of
new enterprises and facilitating expansion of existing enterprises, how reform promotes the
effectiveness of small and medium business functioning and how it reacts to the growth rate of
GDP.

Methods
Research Methodology and Basic Study Issues are studied by Georgian and foreign scientists
and practitioners of researchers in many ways. However, the development of small and medium
business in many labor issues and the effectiveness of efficiency is mainly discussed in general
context. The research process uses systemic analysis, synthesis, comparative and economic-
statistical methods.

The use of these methods has been made possible to demonstrate the functioning
and development of small and medium business, which has become the precondition for
developing a set of measures for supporting this sector. Problems of theoretical,
methodological and practical issues, regulation and promotion have been developed in
Georgia.

Outcome

» Comparative analysis of small and medium business situation in Georgia and in
developed countries;

* Analyzing government supports of small and medium business state programs in
Georgia;

* Analysis of improvement of public services, creation of flexible environment for
making business by using foreign investments, liberalization of economy, reduction of
administrative barriers and tax cargo;

* Presentation of the objective necessity of small and medium business support in
Georgia and development of practical purpose proposals.

Discussion

Entrepreneurial sector, especially small and medium enterprises, play an important role
in the development of the economy, it also distinguishes employment growth and job creation,
strong and well developed small and medium entrepreneurship sector significantly promotes
export, innovation and at the same time plays a special role Increasing the level of affluence.

In developed countries (including the EU countries), small and medium enterprises
have a large share of operating enterprises, creating more than 50% of the total turnover of the
entrepreneurial sector and two out of every three jobs in the private sector. In the Organization
for Economic Cooperation and Development (OECD), more than 99% of companies represent
small and medium enterprises and average 2/3 of Gross Domestic Product (GDP). In emerging
and transitional economies, small and medium enterprises represent more than 90% of the total
number of enterprises, but their share in GDP is generally low - often less than 20%
(sakhartvelos mtsire da sashualo metsarmeobis ganvitarebis strategia,, 2016-2020 : 4).

On the basis of analysis the current situation of small and medium business
development is determined and the objective necessity of development of this sector in
Georgia.

The population of Georgia is about 3,729.6 thousand (according to the data of 2018),
of which 58.31% (2,174.8 thousand people) live in the city and 41.69% (1,554.8 thousand
people) in the village.

According to the demographic situation published by the National Statistics Office
of Georgia in 2018, 65.4% of the total population of Georgia is from 15 to 64 years. In the
beginning of 2018, 31% of the population live in Thilisi, 13.6% in Imereti, 11.6% in Kvemo
Kartli, 9.3% in Adjara, 8.4% in Kakheti and 26.1% in the rest of Georgia. The country's
economic center will be diverted to Thilisi, which unfortunately proves to be uneven for
regional development (www.geostat.ge).

In recent years, Georgia has implemented significant economic reforms, the main
purpose of which is to create a favorable environment for doing business and direct foreign
investment, liberalization of economy, reduction of administrative barriers and tax cargo,
improvement of public services,

In modern conditions, the main vector of state support for small and medium
business was directed towards regulating tax administration. Tax administration and a system
of payment are a crucial issue.
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As a result of the reform of the tax system in Georgia, the liberal tax system has
been created as a result of the improvement of administrative mechanisms for successful
investors and functioning of the state and taxpayers' unified electronic database. As a result of
early and ongoing reforms, it is very easy to start business in the World Bank business doing
index, Georgia's leading positions indicate that Georgia's economy has a very good index in all
major areas. In spite of external risks, Georgia continues to maintain high levels of economic
growth and the country is ranked 6th on the simplicity of doing business with the data of 190
countries, based on the World Bank and the International Finance Organization's 2019
'‘Business Doing Survey (www.doingbusiness.org). -

Nevertheless, economic growth in Georgia is not as quick. GDP growth rate is the
most reliable and popular indicator of economic development in the country.If we look at the
country's economic situation, Georgia's Gross Domestic Product (GDP) was dynamically
rising until 2011, after 2011, when the country's GDP growth -7.2% reached, its dynamics
began to decrease in 2012 to 6.4% Growth in 2013 increased 3.4%, GDP growth was 4.6% and
in 2015- 2.9% and in 2016 - 2.8%. In 2017 gross domestic product growth reached 4.8%.

In the GDP, the largest share of trade (17.1%) and industry (16.7%) belongs to the
sector, followed by transport and communications (10.1%), construction (9.8%), state
administration (8.5%), agriculture, forestry Fishing (8.0%), Real Estate, Lease and Customer
Service (7.0%) and Health and Social Assistance (5.8%). Other sectors (16.9%) include:
education; Social and personal services; Financial activity; Electricity, gas and water supply;
Lease of their own home and hotels and restaurants.

For the purpose of determining the living conditions of the population and
comparing it with different countries, it is often used for the GDP per capita per year, which is
calculated in dollars. Georgia's GDP per capita is much lower than the average GDP per capita,
which means that the level of living in Georgia is lower than the average global standard

The Georgian government, which was conditioned by the state support policy of the
business environment, decided to make a tax reform to accelerate GDP growth rate.

It should be noted that Georgia's tax legislation discusses the size of business size
differently. Specifically, a number of changes have been made to tax legislation that define
special taxation for taxpayers - micro business and small business status for individuals. It can
be said that this was a kind of supportive, stimulating measure for entrepreneurial entities with
this status or seeker (Tateshvili , 2014:31)

The named modes are considered as an alternative to income tax. Micro business
status may be granted to a natural person who does not employ employed persons and
independently performs economic activity, from which the total gross revenue earned by him
does not exceed 30,000 GEL during the calendar year. Besides, it is prohibited to carry out the
types of individual activities, the list of which is determined by the Government of Georgia in
agreement with the Finance and Budget Committee of the Parliament of Georgia.

Micro business status is voluntary. For this purpose, a physical person should apply
to the relevant tax authority, which will issue a micro business certificate. The physical entity
with micro business status is exempt from income taxes; From current payments. It is not
obliged to pay taxes at the source of payment, in case of reimbursement of services. Individuals
with micro business status are exempt from the obligation to use cash registers.

It should be noted that the choice of special regimes for taxation of small
entrepreneurs, except for a substantial reduction (or indefinite) of taxes, may result in revenue
and expenditure tax code and avoid necessity of accounting in accordance with accounting
standards.

In regard to the special regime of taxation tax, we think new problems are in terms
of tax administration. The controls for the marginal lending limit for micro and small
businesses are unclear when small and micro business professionals are exhausted from
accounting documents and a large holder of micro business status is also exempt from the use
of cash machines.

Since January 2018, the tax code has also come into force, "the Estonian model" of
profit tax. The objective of the legislative innovation is to create favorable conditions for
starting and developing business together with accelerating economic growth. However, the
novelty is accompanied by some important questions, including whether the Estonian model
will encourage GDP growth and what new challenges the country faces (sakhartvelos
sagadasaxado kodekhsi).

In response to these questions, we analyzed the changes in the budgetary revenues
of the country as defined by the new model, as the object of taxing the income tax, the dividend
that is distributed by the enterprise in the form of a dividend, in cash or non-monetary form.
Distributed profit divided into 4 parts:

1. Distributed profit;
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2. Costs incurred or other payments that are not related to economic activity;

3. Delivery of goods / services and / or transfer of cash;

4. Representative expenses incurred in the amount exceeding the amounts set by the
Tax Code.

Reform does not refer to organizations (LEPLs, NNPs) and financial companies
such as commercial banks, microfinance organizations, insurance companies, Lombards. The
financial sector is planned to move from 2020 to the tax regime.

I think LEPLs and NNPs should not be united with the financial sector, especially
the higher education institutions, whose "profit" is the actual cost of the next year. They are
based on the state and are not distributing dividends.

In our opinion, it is necessary to select small and medium entrepreneurs, regardless
of the legal form, which will not be created in the country without the development of the
middle class.

An important issue of supporting small and medium businesses can be an attempt to
establish the principle of mediation. According to this institution, the final result of tax
inspection will not be sent directly to the taxpayer, who was forced to challenge the Income
Service, then the Ministry of Finance and finally in court.

The payer can take the first stage of the mediation in the Audit Department, ie the
ordinary auditor who inspects the project, after the project goes to the Mediation Board so that
the decision is not in force. The Special Council of the Audit Department reads both sides as a
concrete auditor and a taxpayer's reasoning. It must first create a healthy environment for the
taxpayers, they should be convinced that they are looking at their problems objectively, they
are also listening to arguments, and in case of impartiality, even consideration. In recent times,
this system has had a positive impact on taxpayers and trusts as well as the absence of
subjective approaches.

It is also noteworthy that strengthening prevention against tax violations, which
provides consultation, providing information, introduction of innovations and
recommendations for entrepreneurs. At the same time, the entrepreneur is determined to fix the
defect in which the problem should be solved

Among the numerous instruments of state regulation, priority is given to regional
economic policy, regulating revenues of regional budgets and implementing equitable transfer
policy, as well as the state targeted programs, state orders and state investments in the region.

Analysis of the world's advanced experience in regional economic policy shows that
there is still not a single common method of formation, each country pursues its own regional
policy, based on its state interests and resources. The main leverage for realization of regional
economic policy for almost all countries is the distribution of financial resources from the
center of the regions, while its forms and principles are essentially different from each other.

Georgian government has started to promote the development of micro and small
entrepreneurship in Georgia in the program "Produce Georgia" in order to increase economic
activity in regions.

Micro and Small Entrepreneurship Promotion Program facilitates the activation of
the regional population by promoting or promoting their business. With the help of financial
assistance, the residents of the region will be able to start their own business, while the
consulting component is provided to increase the knowledge of interested individuals in terms
of doing business.

State program for micro and small enterprises within the framework of the grant
competition is allowed as a business entity, the program had not received funding, and for the
first time take part in it, as well - the businessman / entrepreneurs who had once been in the
program for micro and small enterprises of the Forbord oba.

Participants must take several steps before financing:

* Fill up the online application

* Business Competition: To identify the authors of the best business community and
train them to write business plans

* Business plan writing training: Authors of the best business do business trainings

* Competition for Business Plans: Winner participants identified as a result of
competitive business plans will receive co-financing

+ Co-financing - not more than 20 000 GEL

According to 2015-2018, within the framework of the "Produce Georgia" Agency,
5 313 projects have been supported, total volume of which is 50 million GEL and 22 949 474
GEL was issued as co-financing, with 8 412 beneficiaries participating.

Funded projects were distributed according to regions : (programa “atsarmoe sakhartveloshi”
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, 2018:10)
# | Region Project Quantity | Output investment  value
Total investment
1 | Adjar 596 4832633 6256936
2 | Guria 316 2527951 3422332
3 | Samegrelo / Zemo | 914 7033116 9174301
Svaneti
4 | Racha-Lechkhumi /| 702 4103081 5277779
Kvemo Svaneti
5 | Imereti 463 3530653 4723596
6 | Samtskhe-Javakheti 800 5703692 7620421
7 | Shida Kartli 463 3530653 4723596
8 | Mtskheta Tianeti 438 3442570 4474629
9 | Kvemo Kartli 481 3990020 5205367
10 | Kakheti 632 5622237 7477204

Assess the results of access to technical support and finances of the program "Produce Georgia"
in 2018.

In order to evaluate the effect of the program, one of the ways of analyzing is to
consider the total revenue and value added, the revenues received by beneficiaries, based on
their place of registration, amounted to 1,309 million GEL, and analysis shows that the GDP
In spite of this, he is growing. However, this increase can not be considered as a result of
subsidies issued only. GDP depends on different factors, and only subsidy can not affect the
economy, if other economic indicators do not contribute to the growth of social welfare.
The state support of small and medium enterprises should be involved in the process of state
procurement, and we believe that tax benefits can be of some assistance at the initial stage but
the stimulus task should be defined after the expiration of time such business is developing and
switching to the overall mode In the artificial way, there is no limit to circulation.

Together with the establishment of an institutional framework, the most important
task is to improve and develop credit financial mechanisms for free entrepreneurship support.
There are many reasons for today in Georgia, which makes it less accessible for the real sector
of the economy, especially for small enterprises, financial resources. These are the reasons:
lack of credits to the credits; High rate of loan interest; And so forth;

Competition promotes the growth of the country's economy, as the free competition
favors the quality of goods and services as well as price regulation issues. It promotes
innovations, product improvement and economic well-being of society

Georgia's trade balance is negative, meaning that the import of the country exceeds
its exports. This indicates that it is difficult to replace imported products in certain sectors.

Small and medium enterprise policy and strategic directions in Georgia for
strengthening small and medium enterprises and local and international markets for its
competitiveness should be clearly defined strategic directions, despite the legislative and in
general, improve the business environment, small and medium businesses in Sep. Two still
faces difficulties in a number of areas, which negatively affects their competitiveness.
Although there are already small and medium enterprises supporting institutions in Georgia,
they need strengthening. It is advisable to further strengthen the newly established
Entrepreneurship Development Agency for business purposes
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