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Abstract. In the modern world, innovative business is an opportunity to implement new ideas and
introduce innovation. The entrepreneurial sector contributes to the introduction and development of
modern business. Financing mechanisms are the most important obstacle to innovative activities in
small and medium-sized enterprises. The paper’'s main goal is to determine the possibilities of access
to finance, the ways of obtaining financing, and the challenges of innovative entrepreneurs. To eval-
uate the impact of private and state support programs in creating an innovative product. The work
discusses the essence of innovation and the subjects of innovative activity. It is about all the necessary
information an entrepreneur needs to create an innovative product. Attention is also focused on the
importance of private and state programs in financing. The work is also based on qualitative research,
identifying factors hindering access to finance.

The paper outlines ways and perspectives of access to finance. In the future, paying more attention
to both the private sector and the state is necessary. Because creating innovation is their common
interest. The government of Georgia needs the right policy and priority directions. In particular, the
establishment of tax benefits and preferential loan conditions. It is important to raise education and
awareness in society in the direction of entrepreneurship. The obtained results will allow us to measure
the effectiveness of the support programs. Conclusions on the optimization of innovative entrepre-
neurship are formulated.
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INTRODUCTION

In the modern world, innovative business is
an opportunity to implement new ideas and in-
troduce innovation. There is no recognized defi-
nition of the term “innovative entrepreneurship”
in the world today. But it means innovation, which
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depends on four main factors - new ideas, peo-
ple, transactions and institutional context. Inno-
vation is also defined as an experiment in market
changes. Which restructures markets and indus-
tries (Hansiorg Herr and others, 2019:11) [1]. At this
time, the entrepreneur searches for information,
creates an innovative idea, and identifies a market
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opportunity. Then, he tests the ideas to see if they
are appropriate or valuable. He thinks about how
he will create a product and service at the expense
of which he can get a large income in the future.
Also, the word “innovation” refers to technolog-
ical innovations and all the social and economic
values that innovative entrepreneurs create (Law
of Georgia on Innovations 2020) [2]. Today, there
is a boom in innovative entrepreneurship in the
world; new companies are being created, and new
services and products that have no analogues
appear. Often, they are financed by the founders
themselves, although there are companies for
which both the private sector and the state should
pay a lot of attention. Because creating innova-
tion is their common interest. Today, there are no
specific criteria for evaluating innovative projects
globally. His financial success happens without
any calculations. If a similar product appears on
the market, leading to a decrease in revenue and
profit, such a product cannot be called an innova-
tive product. That is why every entrepreneur’s first
concern is creating such goods and services that
will cause a “big bang” in the market.

MAIN PART

Developing small and medium entrepreneur-
ship with innovative products is one of the coun-
try’'s main priorities for economic development
and represents an important challenge for the
government.

The purpose of the research is to determine
the ways of obtaining financing, the possibilities
of access to finance, challenges, and relevant rec-
ommendations for small and medium business
development. The challenges of innovative entre-
preneurs ensure the growth of the population’s
incomes and solve the employment problem. The
goal is to evaluate the impact of state and private
support programs in the creation of a new inno-
vative product. The results obtained will allow us
to analyze the effectiveness of support programs
in terms of access to finance.

Methods - the paper is based on qualitative
research. During the research, the official website
of the Ministry of Economy and Sustainable De-
velopment of Georgia was used. Page materials.
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10 respondents - small and medium-sized enter-
prises — participated in our research. Georgians
are lovers of innovation. Due to the scale, many
startup ideas are created and developed, which
can bring regional and global success. The Min-
istry of Economy and Sustainable Development
(MOESD) is responsible for implementing the SME
policy in Georgia and two agencies supporting
small and medium businesses - “Make in Geor-
gia” and “Georgian Innovation and Technology
Agency” (GITA), which were established in 2014
(Strategy for the development of small and me-
dium entrepreneurship of Georgia 2021-2025:29)
[3]. They are responsible for the implementation
of SME support programs. Continuously carry out
important activities (business development, pro-
motion of exports and attraction of direct foreign
investments), promoting the country’s innovation
ecosystem.

Financial resources and access to them are
vital to any business. Financing and access to fi-
nance play the biggest role in the development
of entrepreneurship. The situation in Georgia in
this direction is as follows: in 2023, the share of
small and medium-sized enterprises is 51%, and
the budget financing of the entrepreneurship pro-
motion system is 521.7 million GEL. Among them,
the budget of LSI “Make in Georgia” agency pro-
grams amounted to 232.4 million GEL, and the
budget of the “Georgian Innovations and Tech-
nologies Agency” was equal to 28.2 million GEL.
Investments in fixed assets in the business sector
amounted to 4,350.1 million GEL (National Statis-
tical Service of Georgia, 2024) [4]. Analysis of stud-
ies of private and public programs showed that
access to finance can be improved by:

1) Leasing is an important component of the
financial market, which plays an important role in
the development of the local capital market and
the emergence of alternative sources of financ-
ing. It is the best financial instrument for financ-
ing small and medium business fixed assets. The
leased asset acts as collateral. In the last period,
the volume of the leasing portfolio reached 414
million amounted to GEL (Georgia Innovations
and Technologies Agency, 2024) [5].

2) It is important for entrepreneurs to raise
awareness for better business management; in
2021, the National Bank of Georgia prepared a
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training module and held a webinar for entre-
preneurs on the topic “How to assess the cred-
it potential of our business”. After the webinar,
participants filled out a questionnaire, and 100%
believed that the knowledge and skills they had
learned from the webinar would help them better
manage their company’s finances. From 2022, the
National Bank of Georgia started a series of live
engagements on the Facebook page of the finan-
cial education portal “Finedu” (21 Facebook live
engagements) “Conversations on Business”; with
this format, it became possible to provide infor-
mation to significantly more interested persons.
On the Facebook page, 16 entries were made in
the rubric “Conversations about business”, and
five inclusions were made in the rubric “Expert
Finedu”, where experts related to business and
finance discussed topics of interest to entrepre-
neurs (OECD-2022) [6].

3) A reporting portal was created at the initia-
tive of the Accounting, Reporting and Audit Super-
vision Service (SARAS), where enterprises submit
reports centrally, and the administration process
takes place through the mentioned system. From
2017, medium-sized enterprises must submit and
publish financial and management reports, and
small enterprises from 2018. In accordance with
the Law of Georgia on accounting, reporting and
auditing, in 2022, the rate of submission of reports
by enterprises in categories 1, 2, and 3 is 93%. As
a result, reports of about 75,000 enterprises were
made public, and 77% of 4" category enterpris-
es. As a result, more than 70,000 enterprise re-
ports were registered. 81% of submitted reports
are error-free. Due to non-compliance with the
requirements of the law and rules, the reporting
of about 200 enterprises was delayed. It should
be noted that compliance of the submitted state-
ments with the FSS standard has been improved
(Accounting, reporting and audit supervision ser-
vice 11.05.2022:84) [7]. Financial reporting rigour
will improve investment capital and access to fi-
nancial resources.

4) In small and medium-sized enterprises,
interest rates were reduced on loans granted to
businesses; this reduction was more significant
for loans issued in foreign currency. The SME loan
portfolio of commercial banks grew, reaching
21.4% annual growth in 2015-2019 (National Bank
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of Georgia 2019) [8]. In addition, the government
has started developing a market for various al-
ternative bank financing instruments. He intro-
duced measures for the development of the mi-
crofinance sector. In particular, the development
of regulations for startups and fundraising. Run
Georgia’s credit guarantee scheme increased to
330 million GEL (107 million USD) in 2020. The to-
tal credit portfolio reached 2 billion GEL, where
the guarantee of new loans is 90%, and 30% was
provided for restructuring. Firms have also ben-
efited from improved co-financing terms, e.g. by
extending the loan/leasing co-financing term to
36 months (Create an official page in Georgia2020)
[9]. Additional assistance was provided to some
sectors that were particularly affected.

5) In 2020, a new law, “On Investment Funds”,
was adopted, which defines the legal framework
for collective investment schemes and different
types of investment funds (Government of Geor-
gia 2020) [10]. However, the potential of alterna-
tive financing remains largely untapped. The rea-
son for this is that the practice of factoring is not
yet widespread, and venture capital remains at an
early stage of its development.

6) Digitization — such as online lending, fintech
and crowdfunding. It offers a new mechanism of
bank financing to small and medium-sized enter-
prises. For example, financing from partner en-
terprises or platform-based lending. Creating a
strong legal framework for alternative and digital
financial solutions will facilitate establishing and
expanding these practices. In this regard, Georgia
may consider introducing regulatory experimental
initiatives (EU4Digital 2020 [11]) (Attrey and others
2020:50 [12]). They are an effective tool to boost
innovation in fintech. For example, equity-based
crowdfunding.

7) 40 startups were financed within the co-fi-
nancing program of the “Georgian Innovations
and Technologies Agency”, and 27 beneficiaries
were financed within the framework of small
grants. As a result, startups have access to innova-
tive finance (Ministry of Economy and Sustainable
Development 2024) [13]. However, SMEs still face
difficulties accessing finance compared to large
enterprises, and 20.6% of small enterprises refuse
to grant loan applications. In contrast, in the case
of large enterprises, this figure is 2.6% (The con-
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clusion of the thematic research of the Parliament
of Georgia 2021) [14]. Some enterprises face the
risk of transitioning from liquidity to a solvency
crisis. While an unprecedented amount of govern-
ment support allowed many firms to overcome the
crisis. They require tailored policies. In particular,
the reopening of enterprises and the promotion
of new jobs. Loan guarantees should be provided
for viable but insolvent enterprises, as they need
more incentives to develop restructuring plans
(Blanchard and others, 2020:89) [15].

To better present the current situation in Geor-
gia, we conducted a study. Our goal was to include
small and medium-sized enterprises in the study
and find out what problems they faced in setting
up their business, whether the current promo-
tional programs in the country are sufficient, and
whether they would like more promotional activ-
ities. Due to its specificity, the issue is constantly
changing and needs constant re-research. It is im-
possible to study and investigate the issue fully.

Question 1. The first question of the research
was about the age of the respondent. Most of our
interviewees are young people aged 18-30. The
percentage of respondents according to gender
was distributed as follows: female — 60%, male
- 40%. 30% were medium-sized enterprises, and
70% were small-sized enterprises. Question 2.
What is the duration of the existence of small -
and medium-sized enterprises? According to the
results of the interviewees, 30% were enterprises
lasting one or less than one year, and 70% were
between 1-5 years. Question 3. The next question
was about how important is the role of innova-
tion in business development. 40% stated that it
is important and 60% very important. Question 4.
When asked what contributed to business devel-
opment from the side of each enterprise, the fol-
lowing answers were recorded: 1) We are currently
inthe process of development and expansion, one
of the important supporting forces is our knowl-
edge... 2) Simple regulations; 3) The need for a site
in Georgia contributed to the development of the
company; 4) Proper management, 5) Increased
demand for our product on the market; 6) Origi-
nal and quality product 7) The level of demand on
the market; 8) the originality of our products, 9)
Quality product and affordable price, 10) Original
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and creative product. Question 5. The next ques-
tion was about the problems they encountered
while implementing the startup idea. Among the
many named problems, the financing problem can
be seen as the source of our interest. 1) There are
many important problems, but we have everything
ahead of us, and we will overcome everything step
by step; 2) More technical problems; 3) Sorry, you
can't list them. 4) Financing problem; 5) Since
many unscrupulous businesses are in the mar-
ket, initially gaining trust was the most difficult.
However, we managed somewhat easily. The next
problem/difficulty was finding/renting the space
while meeting the increased demand; 6) Logistics
and finance; 7) Mainly the absence of a sales place
in shopping centres; 8) There are many problems,
but the main one is financing. 9) It's enough, it’s
not even worth listing. 10) Financial problems
were the biggest problem for our company. Ques-
tion 6. The survey also included questions such as
whether they intend to create an innovation. 80%
of respondents are ready to create an innovation,
and 20% are not. Question 7. The next question
was related to how they imagine the develop-
ment of innovative entrepreneurship in Georgia
and what perspectives they see about this issue.
Their answers are as follows: 1) The business of
the future does not exist and cannot exist without
innovation; the global technological environment
demonstrates this. Therefore, if we want to devel-
op national social, innovative entrepreneurship,
there is more to be done than what exists today.
2) More support for young and small businesses.
3) If everyone does their job, everything will be
fine. 4) | think that help is needed, even in the
form of a correct call for a project and an idea.
5) The development of innovative entrepreneur-
ship is possible everywhere nowadays. We live in
an era of globalization, so borders do not limit
our products. 6) less intervention by the state and
more freedom in legislation and taxes,7) Quite a
lot of funds are needed for this and experienced
personnel, which often represent a big problem to
find. 8) I think Georgia has great potential in this
regard. | believe that more support and attention
to startups will bring greater success. 9) The main
thing is the right action from both the state and
the private sector. 10) | think Georgia should use
the talents and ideas of young innovators. Ques-
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tion 8. “How innovative entrepreneurship is grow-
ing in Georgia” - the answers to this question are
as follows: 1) Modern innovative businesses are
the world’s tomorrow... especially for a country
with wealth like ours. 2) Will help strengthen the
economy, 3) Positively, of course. 4) More or less,
5) Positively, 6) Of course, positively. Starting any
new/innovative business contributes to the de-
velopment of the country. 7) Directly proportion-
ally, 8) Such innovations are so small that | don’t
think they play a big role, 9) Innovations directly
affect the country’s economy, therefore, the more
innovative products and services there are in the
country, the more profits Georgia will see. 10) The
creation of innovation has a direct impact on the
country’s economy. Question 9. 90% of respon-
dents stated that they would like and need more
incentive activities and events, while 10% stated
a negative answer. Also, it would be very interest-
ing if they know of any startup ideas that failed
due to insufficient support. It was found that it is
known to 75%, and not to 25%. Question 10. It was
interesting to hear their opinion on whether the
Georgian government encourages small and me-
dium-sized businesses to create and implement
innovations. 70% of the respondents believe it is
happening, and 30% evaluate it negatively. 90% of
respondents in the study think that our country’s
existing state or private programs are not enough
to develop innovative entrepreneurship, and 10%
consider it enough.

As a result of the conducted research, the
factors hindering access to finance for small and
medium-sized enterprises were identified: lack of
necessary market conditions, high loan interest
rates, lack of necessary credit security, and uncer-
tainty of business success in advance. According
to the majority of respondents, small and medi-
um-sized businesses are encouraged in Georgia,
although they think that this is not enough. There-
fore, it is necessary to respond to the given prob-
lem, and more support from the state is needed.
Conducting possible policies and implementing
necessary measures. So that they have access to
all the necessities that will help start an innova-
tive business.
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CONCLUSION

Today, the development of innovative entre-
preneurship in Georgia plays a major role in solv-
ing employment problems. By 2030, small and
medium-sized enterprises will have the opportu-
nity to employ up to 100,000 additional citizens,
increase productivity by 50 per cent, and contrib-
ute 60 per cent more to the added value created
in the economy (Development Strategy of Georgia
- Vision 2030) [16].

Financing mechanisms are the most important
obstacle to innovative activities in small and me-
dium-sized enterprises. The current state of the
world has made it even more difficult for innova-
tive enterprises to access finance. In the future,
it is necessary to pay more attention to both the
private sector and the state because the creation
of innovation is their common interest. The gov-
ernment of Georgia needs the right policy and pri-
ority directions. In particular, the establishment
of tax benefits and preferential loan conditions.
Educating and raising awareness about entre-
preneurship in society is important because the
country should have more innovators who will
create products and services that will bring great
success to the country.

The following conclusions are formulated in
the work:

1. 1) The country’s policy should ensure and
maximally support the creation of market
innovation, which will increase the popu-
lation’s involvement in economic develop-
ment.

2. 2) Allocate more sources of funding, which
will be distributed fairly and impartially to
implement various innovative ideas.

3. 3) It is necessary to regulate such condi-
tions that will help firms to enter the mar-
ket, and to improve their growth and de-
velopment.

4. 4) It is important for small and medi-
um-sized enterprises to prepare financial
statements according to international stan-
dards. The difficulty is important in terms
of finding international business partners.
Also, the difficulty of financial reporting will
improve access to financial resources and
investment capital.
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5.

5) Universities should promote the educa-
tion of students to better understand the
essence of innovation among young peo-
ple and to provide the necessary informa-
tion for starting a business;

6) More research is needed to explore the

cess to finance are the country’s most important
priorities. A strong and well-developed small and
medium entrepreneurship sector will significantly
contribute to exports, innovations, and the cre-
ation of a modern entrepreneurial culture. At the
same time, it will play a special role in raising the

innovation environment. country’s level of well-being.

Thus, improving the business environment,
promoting economic growth, and increasing ac-
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