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Foreword

We are pleased to present this fourth edition of the SME Policy Index: Eastern Partner countries 2024.

This Policy Index offers the latest findings on SME development and related policies in five partner
countries (Armenia, Azerbaijan, Georgia, Republic of Moldova, Ukraine), and it also presents regional
trends and country-specific analysis and recommendations.

This year’s report arrives in a particular context, given the economic consequences of the COVID-19
pandemic and Russia’s war of aggression against Ukraine, as well as the EU Membership applications in
2022 by Ukraine, the Republic of Moldova and Georgia. Small and medium-sized enterprises (SMEs) make
a critical contribution to the economies and societies in the European Union and Eastern Partnership (EaP)
countries. Across the Member countries of the OECD, SMEs account for more than 99% of firms, over
60% of employment and most of the value-added in the business sector. While SMEs significantly shape
job market dynamics and influence economic growth, they are also a key source of innovation. Indeed, a
thriving SME sector is critical for a competitive, diversified and resilient economy — one that can quickly
adapt to major global trends such as demographic shifts, digitalisation, and the green transition.

Due to their more limited resources and their vulnerability to crisis, SMEs require clearly defined policy
support in order to ensure their resilience to any future shocks and to unlock their full productive potential.
This is particularly true for the EaP countries, given their greater exposure to the effects of Russia’s
invasion of Ukraine, coming on the back of the economic and social consequences of the COVID-19
pandemic. SMEs across the EaP countries represent over 98% of all firms and 60-80% of employment,
yet they generate around half of the total value added of the business sector.

The SME Policy Index, which was first created in 2012, is applied to the EaP countries every four years.
The Index is structured around the ten principles of the EU’s Small Business Act for Europe (SBA) and
incorporates the priorities laid out in the EU’s SME Strategy for a Sustainable and Digital Europe and the
OECD Recommendation on SME and Entrepreneurship Policy. As such, it is an important tool encouraging
domestic economic reforms in countries wishing to integrate further with the European Union in the context
of the EU enlargement policy. The methodology applied helps in assessing and monitoring progress, as
well as identifying reform priorities for more effective, efficient and coherent SME policies by benchmarking
against EU and OECD standards. A new pillar was added to the methodology in 2024, which analyses
policies in support of the digital transformation.

Altogether, the SME Policy Index: Eastern Partner countries 2024 concludes that the EaP governments
have continued to demonstrate their commitment to supporting SMEs through the introduction of various
reforms conducive to stable and strong business environments. Partner countries have built on the
recommendations presented in the 2020 edition to improve their policy settings, albeit at different speeds
and in the context of very specific challenges over the last four years. All five governments have taken
important steps to provide more and better e-government services, while entrepreneurial learning is
becoming increasingly common in school curricula. Opportunities to strengthen SME skills have also
greatly improved. Some countries have developed dedicated programmes for the digital and green
transition of the SME sector.
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While significant improvements are evident, more remains to be done.

First, regulatory frameworks should be updated regularly, including through new approaches to industrial
policy and through the adoption of emerging digital, environmental, social and governance standards.
Conclusions from the new methodological pillar on the digital economy for SMEs point to a substantial
need for support as, for example, only 57% of small firms in the EaP region have a company website
versus 84% of large firms. Meanwhile, just 32% use social media, compared with 70% of larger firms.
Environmental, social and governance considerations are increasingly seen as important, but they rarely
feature on any occasion of information sharing.

Second, to allow more ambitious technological adoption and boost innovation, policies must go further in
enabling access to finance for SMEs, helping diversify sources of finance, reducing dependence on debt,
capitalising on emerging digital trends that could broaden financial access — and working to boost financial
skills in SMEs. In the EaP region, the estimated financing gap for SMEs is substantial, as a 200% increase
in lending would be needed to meet the needs of SMEs fully.

Third, monitoring and evaluation practices remain limited in EaP countries, and better data collection
frameworks will be needed to capture the impact of policies on firms.

Finally, more targeted measures supporting the ability of SMEs to trade and integrate into global value
chains could greatly benefit EaP countries, given their relatively small domestic market sizes.

We commend the governments of Armenia, Azerbaijan, Georgia, the Republic of Moldova and Ukraine for
their determination to improve the policy environment for SMEs, and we look forward to continuing our joint
effort in designing and implementing better policies that foster a successful transition to more productive,
sustainable and inclusive business environments in Eastern Partnership countries. This will boost
investments and economic development and benefit the people of the region.

The close involvement of EaP governments throughout greatly improved the report, which is the result of
a collaborative effort by the Organisation for Economic Co-operation and Development (OECD) and the
European Bank for Reconstruction and Development (EBRD), with the support of the European
Commission (EC), the European Training Foundation (ETF), and the United Nations Economic
Commission for Europe (UNECE). The views of a wide range of stakeholders, including SMEs themselves,
were sought and are reflected throughout the publication

..—.-.____,_.—-——
Mathias Cormann Olivér Varhelyi Odile Renaud-Basso
OECD Secretary-General Member of the European President,
Commission, European European Bank for
neighbourhood and enlargement Reconstruction and

Development
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Abbreviations and acronyms

ARMSTANDARD
ASAN
BDS
CA
CAERC
CM
DigComp
EaP
EBRD
EEPO
EIF
FDI
GNI
GVC
HEI
HPSU
IAF
ICA
ICT
IDDA
ILAC
KOBIA
KPI
M&E
MoHTI
MoJ
MoU
MSMEs
ODA
PPD

National Body for Standards and Metrology (Armenia)
Azerbaijani Service and Assessment Network

business development services

conformity assessment

Center for the Analysis of Economic Reforms and Communications
comparable methodology

EU Digital Competence Framework

Eastern Partnership

European Bank for Reconstruction and Development
Entrepreneurship and Export Promotion Office (Ukraine)
Enterprise Incubator Foundation

foreign direct investment

gross national income

global value chain

higher education institution

high-potential start-up (Ireland)

International Accreditation Forum

Investment Council of Armenia

information and communications technology

Innovation and Digital Development Agency

International Laboratory Accreditation Cooperation

Kicik va Orta Biznesin inkisafi Agentliyina, or SME Development Agency (Azerbaijan)
key performance indicator

monitoring and evaluation

Ministry of High-Tech Industry (Armenia)

Ministry of Justice

memorandum of understanding

micro, small and medium-sized enterprises

Organisation for the Development of Entrepreneurship (Moldova)

public-private dialogue
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PPL Public Procurement Law

R&D research and development

RIA regulatory impact assessment

SEDS Socio-economic Development Strategy of the Republic of Azerbaijan 2022-2026
SMEs small and medium-size enterprises

STEM science, technology, engineering and mathematics

VET vocational education and training

y-on-y year on year
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Executive summary

Over the last four years, the five countries of the Eastern Partnership (EaP) — Armenia, Azerbaijan,
Georgia, the Republic of Moldova and Ukraine — have experienced major socio-economic and political
shocks, above all the COVID-19 pandemic and Russia’s war of aggression against Ukraine. The outbreak
of the pandemic in early 2020 caused an unprecedented health crisis, with a spike in mortality estimated
at close to 320 thousand excess deaths across the region. EaP governments issued stay-at-home orders,
restricting mobility, social interactions and economic activities to contain the spread of the virus and rolled
out important fiscal stimulus measures to mitigate the economic impact of the pandemic on households
and businesses. Nevertheless, a large economic contraction occurred across the region, with EaP
economies contracting between -3.8% and -7.2% of GDP in 2020.

As EaP economies rebounded, the war in Ukraine put the region at the epicentre of another shock in
February 2022, which caused a significant slowdown in global growth and severely challenged the
trajectory of economic recovery in the region. For Ukraine, the war represents a human tragedy on a scale
not seen in Europe in decades, with tens of thousands dead and millions of refugees escaping or being
internally displaced. Ukraine’s productive capacity and trade relations have been devastated, causing GDP
to fall by around 29% in 2022. Direct spillovers from the war also affected Moldova heavily via a large influx
of refugees, an energy crisis and soaring inflation. By contrast, economies in the South Caucasus have
performed better than expected in 2022, due to high prices and global demand for hydrocarbons
(Azerbaijan), and a significant influx of mostly skilled labour from Russia providing a short-term boost to
domestic consumption and workforce development (Armenia, Georgia).

Against this challenging backdrop, supporting the development of small and medium-sized enterprises
(SMEs) has become more important than ever to building more resilient and sustainable EaP economies.
Crucial job creators, flexible innovators and the largest group of business entities, SMEs can serve as
engines of economic transformation and a major channel through which the local socio-economic fabric
adapts to global trends. In EaP countries, SMEs represent over 98% of enterprises, 60-80% of employment
(except for Azerbaijan) and around half of total value added. However, most SMEs in the region are
subsistence micro-entrepreneurs operating in low-value-added sectors and with limited propensity to
export, so their potential to act as agents of growth and innovation remains largely untapped and calls for
renewed efforts to create a better policy environment for new business creation, growth, innovation, and
internationalisation.

This edition of the SME Policy Index shows how SME policy frameworks have evolved across the EaP
region since the beginning of 2020. It provides an updated assessment of progress along twelve policy
dimensions, as well as a description of country-specific challenges and recommendations for further
reform. For the first time, the assessment includes an analysis of policies for the digital transformation of
SMEs, which is vital to building a stronger and more resilient SME sector, especially since the COVID
pandemic pushed many firms online for the first time to experience first-hand the value of digital
technologies.

While country-specific challenges and suggested reforms are outlined in detail in the following chapters,
this report identifies some key recommendations that are relevant across the EaP region:
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e Further enable and support the digital transformation of SMEs. Business digitalisation requires
governments to work both on broad, fundamental enabling factors for the development of the digital
economy, as well as on providing specific support measures for SMEs. On the former, EaP
countries should prioritise enhancing broadband connectivity to address remaining digital divides
across individuals and firms, and step-up their efforts to build digitally literate societies by promoting
the development of digital skills at all education levels and as part of lifelong learning. On the latter,
EaP governments should design dedicated initiatives to support SME digitalisation, encompassing
both the adoption of digital technologies and the development of a digital culture inside firms, while
also raising awareness for the importance of digital security.

e Continuously update the institutional setting for SME policies, taking into consideration
each country’s specificities. Medium-term strategic frameworks for SME policy, developed in
consultation with a multitude of stakeholders, offer governments an important compass to identify
emerging challenges for SMEs and to design targeted solutions to address them. Regularly
updated action plans with clearly identified costs and implementation responsibilities empower
institutional actors and provide certainty about the resources available. Different models can
emerge for SME agencies to manage the delivery of support services for SMEs: smaller countries
with a relatively limited community of support service providers may choose to have a strong role
in the direct management and delivery of support programmes, while larger countries with a vibrant
community of non-governmental service providers could opt for a more decentralised approach,
acting as a platform and leveraging the capabilities of other actors in the ecosystem.

e Ensure that SMEs have access to key resources to start, develop and grow their
businesses. As access to finance remains a challenge for SMEs, EaP governments should work
to ensure that smaller firms are not disproportionally penalised by their size-related factors. This
entails, for instance, improving enforcement conditions for secured transactions to lower the overall
risk and cost of lending and enforcement processes, or establishing support mechanisms for
developing growth stage funding for start-ups, since the venture capital industry in the region is still
in its infancy. Similarly, EaP countries should encourage the development of an entrepreneurial
mindset throughout society, creating conditions in which individuals are more likely to start a
business based on an identified opportunity than because of a lack of alternative employment
options. Embedding entrepreneurship in school curricula and deepening the co-operation between
schools and SMEs could help, as would complementary efforts to help SMEs enhance the skills of
their managers and employees in response to changing labour market needs. Finally, EaP
governments could promote SME access to and participation in public procurement by improving
e-procurement options and building the skillset of procurement officers in contracting authorities.

¢ Develop regulations in an SME-friendly and competitive manner, responding to emerging
trends. Legislative simplification should remain a priority and regulatory policy should be mindful
of the potential impact of new regulations on SMEs. To this end, EaP countries should prioritise
the implementation of regulatory impact assessment procedures with the adoption of “SME tests”
specifically conceived to evaluate the likely consequences of new policies on smaller firms. This is
key to design effective regulatory environments, ranging from taxation to environmental
regulations. Similarly, the emergence of a new set of digital financial services calls for a regulatory
and supervisory approach based on multi-stakeholder consultations, as well as dedicated skills
and resources (e.g., sandboxes, innovation offices) to address the related challenges.

e Sustain SME competitiveness through the entire life cycle of the business. Governments in
EaP countries have done much to simplify the operational environment for SMEs, in particular
when it comes to opening a business and offering e-government services. Entrepreneurial risk-
taking could be further encouraged by creating more efficient and predictable insolvency and
second chance frameworks allowing honest entrepreneurs who have gone bankrupt a fresh start.
Productivity levels, however, remain generally low and demand a constant improvement of the
human and technological capital employed by firms. For SMEs, often constrained by lack of

SME POLICY INDEX: EASTERN PARTNER COUNTRIES 2024 © OECD/EBRD 2023



18 |

knowledge, time, and resources, EaP governments should further refine their support programmes
aimed at increasing their access to training opportunities, managerial advice, as well as dedicated
financial tools to invest in new equipment, experiment with new technologies, and sustain the extra
costs to enter new markets. This is particularly relevant to ensuring that SMEs are not left behind
in the transition to more digitalised and greener economies.

Consolidate monitoring and evaluation frameworks for more robust evidence-based policy
making. While governments in EaP countries have embraced regular monitoring practices of their
broad SME policy documents and initiatives, rigorous evaluations of their impact on actual SMEs’
economic performance remain very rare. As a first step, embedding clear and measurable key
performance indicators in the policy cycle through publicly available policy documents would allow
for a transparent reporting of governments’ activities against their own targets. Furthermore,
detailed analyses using more granular, firm-level data comparing beneficiaries’ performance
against valid control groups would allow to gauge the impact of the support provided on the
performance of participating companies. The information thus generated would also be key to
estimating the economic additionality of the specific support programmes and could feed back as
an important input for their future adjustments. Finally, nationwide outcome-oriented statistical
indicators, regularly produced by the statistical offices, would also offer a broader view of how
public policies are impacting different thematic dimensions of the performance of the business
sector (e.g., innovation, environmental, internationalisation).
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1 Policy framework, structure of the
report and assessment process

Policy frameworks underpinning the SME Policy Index

The SME Policy Index is a benchmarking tool for assessing and monitoring progress in the design and
implementation of policies for small and medium-sized enterprises (SMEs). The index was developed in
2006 by the OECD in partnership with the European Commission, the European Bank for Reconstruction
and Development (EBRD) and the European Training Foundation (ETF). Since then, it has been
implemented across a growing geographical area that now covers almost 40 economies in 5 regions: the
Eastern Partnership (EaP), the Western Balkans and Turkey, the Middle East and North Africa, the
Association of Southeast Asian Nations (ASEAN), and Latin America and the Caribbean.

For the Eastern Partner countries,” this edition of the SME Policy Index draws on the guiding principles
identified by the OECD’s Recommendation on SME and Entrepreneurship Policy, notably with regards to
its principle 5 on the Digital transformation of SMEs (OECD, 2022;1)). It also embraces the priorities laid
out in the EU’'s SME Strategy for a Sustainable and Digital Europe and is structured around the ten
principles of the EU’s Small Business Act for Europe (SBA), which provides a policy framework to improve
SME competitiveness and promote entrepreneurship (Box 1.1).

While there are a number of other assessments of the business environment in EaP countries, the SME
Policy Index adds value through its holistic approach to SME development policies, providing policy makers
with a single window through which to observe progress in their specific areas of interest. Over the years,
the SME Policy Index has established itself as a change management tool used by participating national
governments to identify priorities and obtain references for policy reform and development.

The SME Policy Index is implemented within the EU4Business initiative. EU4Business is an umbrella
initiative that covers all EU support for SMEs in the Eastern Partnership region. It breaks down barriers
SMEs face in their progress — such as limited access to finance, burdensome legislation and difficulties
entering new markets — using finance, support and training to help them realise their full potential.
EU4Business support is delivered together with other organisations such as the EBRD and the European
Investment Bank (EIB).
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Box 1.1. The Small Business Act and the SME Strategy: key policy tools for EU Member States

The Small Business Act for Europe (SBA)

Adopted in June 2008, the SBA reflects the EC’s recognition of the central role of SMEs in the EU
economy. It aims to improve the approach to entrepreneurship in Europe, simplify the regulatory and
policy environment for SMEs, permanently anchor the “Think Small First” principle in policy making, and
remove the remaining barriers to SME development. Built around ten principles and several concrete
policy actions to implement them, the SBA invites both the EC and the EU Member States to tackle the
obstacles that hamper SMEs’ potential to grow and create jobs.

The SME Strategy for a sustainable and digital Europe

Presented in March 2020, the “SME Strategy for a sustainable and digital Europe” aims to contribute to
the objectives of the European Green Deal, the Digital Decade, and other EU actions launched in the
context of the twin digital and green transition, namely achieving a climate-neutral, resource-efficient,
and agile digital economy by mobilising the potential of SMEs. To do so, the strategy puts forward
actions based on the following three pillars: i) Capacity-building and support for the transition to
sustainability and digitalisation; ii) Reducing regulatory burden and improving market access; and iii)
Improving access to financing.

The strategy builds on the very strong foundations of the EU’s existing SME policy framework and
support programmes, notably the 2008 Small Business Act, the 2016 Start-up and Scale-up Initiative,
the programme for the Competitiveness for Enterprises and SMEs (COSME), and SME support actions
funded under the Horizon 2020 programme and the European Structural Investment Funds.

The SME performance review

The SME Performance Review is one of the main tools used by the European Commission to monitor
and assess countries’ progress in implementing the SBA. The review brings in comprehensive
information on the performance of SMEs in EU Member States and other countries participating in the
EU's dedicated programme for SMEs — COSME. It consists of two parts: an annual report on European
SMEs, and SME country fact sheets. The SME fact sheets present an assessment of the progress in
the implementation of the EU SME Strategy and the SBA at national level. They focus on key
performance indicators and national policy developments related to SME policy.

Source: (European Commission, 20082)); (European Commission, 20203); (European Commission, 2023)).

Building on the strengths of the Index and in order to address some of its weaknesses (Table 1.1) and
increase its impact, this 2024 edition goes beyond the analysis of areas covered by the SBA to capture
emerging economic and policy trends and priorities (i.e. digitalisation), strengthen the link between policies
and economic outcomes, and finally safeguard comparability with previous SBA assessments (see Annex
A, “Methodology for the Small Business Act assessment”, for more information on the 2024 methodology
update). Thus, the 2024 SME Policy Index includes:

e anew pillar assessing selected framework conditions for the digital transformation
e extended and amended sub-dimensions to collect relevant information

e increased focus on countries’ ability to collect statistical information on outcome-oriented
indicators.
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Table 1.1. SME Policy Index strengths and weaknesses

Strengths

Weaknesses

Focuses on a specific region where shared history, culture and
geography allow for more relevant benchmarking between countries.
Takes a participatory approach to evaluation and measurement that
brings together government stakeholders, the private sector and
partner organisations.

Independent and rigorous assessment enables it to benchmark the
performance of EaP countries against EU and OECD standards.
Comprehensively evaluates the SME policy environment around the ten
key principles of the Small Business Act for Europe.

Uses country context and broader factors affecting SMEs and policy
developments to complement the analysis reflected in the scores.

Provides guidance on how to improve policy frameworks through good-
practice examples and country-level policy recommendations.

Within-country differences (e.g. differences in the level of SME activity
in capitals and regions) may not be adequately captured in the analysis.
As the same set of indicators and weights is applied to all countries of
the region, certain country-specific characteristics might not be given
full consideration in the scoring.

The weighting system for the sub-dimension scoring is based on expert
opinion and therefore involves subjectivity.

Ensuring effective measurement of implementation and outcomes of
government policy remains a challenge despite continuous work on
methodology to address this issue.*

Remaining gaps in national statistics on SMEs in the EaP region and
some divergence in definitions of SMEs undermine the comparability of
data across countries.

* See Annex A for more information on the 2024 methodology update.

The 2024 assessment framework and structure of the report

The SME Policy Index links the 10 SBA principles to 12 measurable dimensions, which are further broken
down into sub-dimensions and thematic blocks, each of which captures a number of indicators (Figure 1.1).
The results of the SBA assessment are structured around five thematic pillars, as well as an additional
pillar on selected framework conditions for the digital transformation specifically introduced for this round
of assessment. Each pillar deals with core questions worthy of governments’ attention when designing

policies conducive to SME development:

¢ Responsive government: Is the overall operational environment conducive to business creation
and risk-taking? Is the framework for SME policy responding to the needs of small and medium

entrepreneurs?

e Entrepreneurial human capital: Are the formation of entrepreneurship key competence and the
development of SME skills part of the public policy setting? Are they approached in a gender-
sensitive way, supporting women’s entrepreneurship?

e Access to finance: How available is external financing for start-ups and SMEs? Have specific
policy instruments been introduced to make it easier and cheaper for small businesses to obtain

funds to start and grow their businesses?

e Access to markets: Are SMEs able to sell their products and services to clients in domestic and
foreign markets? Can public policies make it easier for small businesses to enter new markets?

¢ Innovation and business support: Can SMEs obtain advice and technology to remain
competitive and increase their productivity? Is the government fostering a more innovative SME

sector?
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Figure 1.1. Structure of the SME Policy Index 2024

Original SBA principles...

...are translated into
measurable dimensions...

Create an environment in which
entrepreneurs can thrive

Entrepreneurial learning /
women'’s entrepreneurship

Ensure that honest entrepreneurs who
faced bankruptcy get a second chance

Design rules according to the “think
small first” principle

Make public administration responsive
to SMEs

Adapt public policy tools to SME needs

Facilitate SME access to finance

Help SMEs to benefit from the
opportunities of the Single Market

Bankruptcy and second chance
Institutional framework
Operational environment

Standards and regulations
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Public procurement

Promote the upgrading of skills and all

SME skills |
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Enable SMEs to turn environmental
challenges into opportunities

Encourage and support SMEs to
benefit from growth markets

Internationalisation

...and grouped in five (+1) pillars for
the SME Policy Index 2024
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Innovation and
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These 12 policy dimensions are further broken down into 37 sub-dimensions capturing the pivotal policy

elements in each area (Table 1.2).

Table 1.2. Detailed SBA assessment framework and its link to the Small Business Act principles

Small Business Act principle

SME Policy Index dimension

Related sub-dimensions

1. Create an environment in which
entrepreneurs and family businesses can
thrive and entrepreneurship is rewarded

2. Ensure that honest entrepreneurs who have
faced bankruptcy quickly get a second chance

3. Design rules according to the “think small
first” principle

4. Make public administrations responsive to
the needs of SMEs

5. Adapt public policy tools to SMES’ needs:
facilitate SMEs’ participation in public
procurement and better use State aid
possibilities for SMEs

1. Entrepreneurial learning and
women’s entrepreneurship

2. Bankruptcy and second chance for
SMEs

3. Institutional and regulatory framework
for SME policy

4. Operational environment for SMEs

5a. Business development services

5b. Public procurement

Entrepreneurial learning
Women'’s entrepreneurship

Preventive measures

Survival and bankruptcy procedures
Promoting second chance

Institutional framework

Legislative simplification and regulatory impact
analysis (RIA)

Public-private consultations

Institutional settings for SME digitalisation
E-government services

Business licensing

Company registration

Tax compliance procedures for SMEs
Support services provided by the government

Government initiatives to stimulate private business
support services

Business support services for the digital
transformation of SMEs

Public procurement
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Small Business Act principle

SME Policy Index dimension

Related sub-dimensions

6. Facilitate SMEs’ access to finance and
develop a legal and business environment
supportive of timely payments in commercial
transactions

7. Help SMEs to benefit more from the
opportunities offered by the EU’s single
market

8. Promote the upgrading of skills in SMEs
and all forms of innovation

9. Enable SMEs to turn environmental
challenges into opportunities

10. Encourage and support SMEs to benefit
from growth of markets

6. Access to finance for SMEs

Legal and regulatory framework
Source of external finance — bank financing

Source of external finance — non-banking financing

Venture capital ecosystem

Financial literacy

Digital financial services

7. Standards and technical regulations Overall co-ordination and general measures
Harmonisation with the EU acquis
SMEs access to standardisation

Digitalisation of standards and technical regulations

8a. SME skills SME skills
8b. Innovation policy

innovative SMEs

Policy framework for SME innovation
Government institutional support services for

Government financial support for innovative SMEs

9. SMEs in a green economy
targeting SMEs

Incentives and instruments

10. Internationalisation of SMEs Export promotion

Integration of SMEs into global value chains
OECD Trade Facilitation Indicators
SME use of e-commerce

Framework for green and environmental policies

Source: (European Commission, 2008p2)).

To capture the growing importance of the digital economy, as well as all policy efforts made by EaP
governments to support the digital transformation of SMEs, this report complements the SBA assessment
with an analysis of selected framework conditions for the digital transformation (see the “Digital Economy
for SMEs” chapter)?. The pillar on selected framework conditions for the digital transformation delves into
i) the existence of a National Digital Strategy and its provisions for SMEs; ii) incentives and policies for

increasing broadband connectivity; and iii) the promotion of digital skills across the population.

Table 1.3. Assessment framework for the pillar on selected framework conditions for the digital

transformation

Components

Elements of analysis

National Digital Strategy

Broadband connectivity

Digital skills

Existence of national digital strategies or equivalent documents
SME consideration within the policy document

Co-ordination mechanisms between stakeholders

Investment in high-speed broadband infrastructures

Incentives for households, businesses and broadband providers
5G provisions

Data collection and assessment of digital divides

Policy documents for digital skills development

Involvement and co-ordination of relevant stakeholders
Inclusion of digital competence in school curricula

Lifelong learning initiatives

Data availability and monitoring

This report is divided into two parts. Part | provides a comprehensive presentation of the assessment
results categorised by thematic areas, with each chapter being dedicated to one thematic pillar. Part I
presents individual country chapters, delving deeper into the assessment outcomes for each EaP country.
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While this report is organised around the 12 SBA assessment dimensions, it is important to recognise that
these dimensions are not stand-alone elements, as they interact with and complement one another in
many ways. For instance, the Access to finance dimension is inherently interconnected to many of the
other dimensions, as it serves as the fundamental prerequisite for SME development. Easy access to
finance equips SMEs with the necessary resources to invest in Entrepreneurial learning and SME skills,
as well as Innovation and access to Business development services. These inputs can enable enterprises
to increase productivity and introduce innovation-oriented practices, which are crucial to their
competitiveness and expansion into new markets through Public procurement and Internationalisation of
their businesses. Nevertheless, access to new markets can be achieved only if businesses are given the
opportunity to grow and thrive, which depends on a solid and effective Institutional and regulatory
framework contributing to a well-functioning Operational environment.

The tight interconnection among all the pillars and dimensions underscores the necessity for policy makers
to adopt a holistic perspective. Focusing on achieving results in a single dimension or area is therefore
insufficient. Reform efforts in one area should be underpinned by progress and a solid foundation in all
other dimensions, mutually working toward the success of SME support initiatives.

The 2024 SBA assessment process

The SME Policy Index is based on the results of two parallel assessments. The five governments of the
EaP countries conducted a self-assessment by completing a questionnaire and providing relevant
evidence. In addition, the OECD and its partner organisations conducted an independent assessment that
included inputs from a team of local experts, who collected data and information and conducted interviews
with key stakeholders and private sector representatives?®.

The final scores are the result of the consolidation of these two assessments, enhanced by further research
by the OECD and EBRD, as well as consultations with government and private sector representatives
during country missions.

The 2024 SBA assessment was carried out between January 2022 and November 2023 in three phases:

¢ Review of methodology and framework (January 2022 — June 2022). The methodology and
assessment framework were updated in consultation with all partner organisations, notably the
European Commission, EBRD and ETF. SBA co-ordinators designated by EaP governments and
relevant stakeholders in EaP countries were also consulted during three online stakeholders’
meetings held between May and June 2022.

o Data collection, verification and evaluation (July 2022 — June 2023). During the data collection
period, EaP countries carried out a self-evaluation of their policy frameworks via the assessment
questionnaire. Kick-off country missions were held throughout September to November 2022 to
provide an overview of the assessment process and timeline and offer a platform for an initial
discussion of the main policy improvements since the previous assessment. Upon the receipt of
countries’ self-assessments, the OECD and EBRD conducted an independent assessment via
extensive desk research and follow-up with relevant stakeholders in order to fill information gaps
and resolve inconsistencies in findings. The assessment also benefitted from inputs by a team of
local experts. In-country reconciliation meetings were held from March to May 2023 to discuss and
verify the SBA assessment findings by presenting them to key SME policy stakeholders, including
representatives of ministries and government agencies, international donors, civil society,
academia, NGOs and business associations. On these occasions, focus group meetings with
private sector representatives were conducted to gather further information.

e Drafting, review and publication (May 2023 — November 2023). The OECD and EBRD drafted
country chapters that were sent to countries in June 2023, in advance of a regional SBA
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stakeholders’ meeting held in Paris on 19 June 2023, to share and discuss initial findings of the
SBA assessment by thematic pillar and present countries’ preliminary scores. Following
discussions and comments provided during the regional SBA stakeholders’ meeting and in bilateral
consultations over the following months, both country profiles and thematic chapters were updated.
The draft report — SME Policy Index: Eastern Partner Countries 2024 — was then reviewed
extensively by OECD staff and partner organisations, before being officially launched at OECD
Eurasia Week in December 2023. The publication will also be launched in the five EaP countries
with dedicated dissemination events in the first half of 2024.
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Notes

! Following Belarus’s involvement in Russia’s war of aggression against Ukraine, co-operation with Belarus
has been suspended. Therefore, the 2024 assessment does not cover Belarus and any mention of the
Eastern Partner countries throughout the report refers exclusively to Armenia, Azerbaijan, Georgia, the
Republic of Moldova, and Ukraine.

2 For more information on the relevance of digitalisation for SMEs in EaP countries and on the rationale
for broadening the assessment by covering this topic, please refer to the chapters on “Economic context”
“Digital Economy for SMEs” and to Annex A, “Methodology for the Small Business Act assessment”.

3 A cut-off date of 30 June 2023 was established for the assessment. Only policy developments and
reforms implemented by that date were taken into account for the calculation of the SME Policy Index
scores. Reforms and policy developments that have taken place after that date (by September 2023) are
reflected in the text.
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Z Overview: 2024 SME Policy Index
scores and key findings

Overview of 2024 key findings for Eastern Partner countries

This section provides an overview of key findings of the 2024 Small Business Act for Europe (SBA)
assessment for all Eastern Partner (EaP) countries across the dimensions of the five thematic pillars and
the selected framework conditions for the digital transformation, as well as key findings for each country.
A detailed analysis and cross-country comparison of each pillar and dimension is presented in Part | of
this report, while Part Il contains full country profiles. Complete scores per dimension, sub-dimension, and
thematic block found in Table 2.22 at the end of this chapter. The scoring methodology is presented in
Annex A.

Key findings by pillar

Digital Economy for SMEs

Because of the increasing and strategic importance of the topic, this new round of the SBA assessment
entails a new section dedicated to the digital transformation. A pillar on selected framework conditions for
the digital transformation has been added, assessing national digital strategies and measures for
broadband connectivity and digital skills, while pre-existing pillars contain digitalisation-oriented sub-
dimensions. The OECD calculated a weighted average of the scores for each of these aspects, resulting
in overall composite scores for SME digitalisation policies (Figure 2.1).

Figure 2.1. Composite scores for SME digitalisation policies in EaP countries, by component
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Note: See the “Policy framework, structure of the report and assessment process” chapter and Annex A for information on the assessment
methodology.

StatLink Sa=r hitps://stat.link/q08492

SME POLICY INDEX: EASTERN PARTNER COUNTRIES 2024 © OECD/EBRD 2023


https://stat.link/q08492

28 |

Table 2.1. Performance in selected framework conditions for the digital transformation

Selected framework Armenia Azerbaijan Georgia Moldova Ukraine EaP average
conditions for the
digital transformation
2024 scores 3.92 2.96 4.02 3.22 3.93 3.61

Note: See the “Policy framework, structure of the report and assessment process” chapter and Annex A for information on the assessment
methodology.

The section below summarises the main findings of the assessment of selected framework conditions for
the digital transformation, examining i) the overall policy framework for the digital transformation, including
the national digital strategy or its equivalent; ii) broadband connectivity; and iii) digital skills.

National Digital Strategy

National digital strategies allow governments to outline their approaches to a topic by listing their policy
priorities and objectives in this regard. These strategies can help countries accelerate the digital
transformation of their economies and societies by ensuring a comprehensive policy approach and
facilitating co-ordination among various stakeholders (Gierten and Lesher, 2022;1;).

EaP countries have prioritised the integration of digitalisation into their policies and have been developing
policy frameworks to achieve this, although these differ in nature and scope. Among them, Armenia stands
as the only country in the region to have already adopted a National Digital Strategy (NDS), the
Digitalisation Strategy of Armenia for 2021-25. Meanwhile, Azerbaijan, Georgia and Moldova have
formulated similar multi-year strategies, but these are awaiting approval and are expected to be adopted
by the end of 2023. Policy objectives related to digitalisation are currently dispersed across different policy
documents, including overarching country strategies like in Azerbaijan and Georgia, or an innovation
strategy for Moldova. Georgia has also incorporated digitalisation-related provisions in its ongoing
broadband and SME strategies. Finally, Ukraine has embedded its strategic vision for digital transformation
in several governmental documents’, including the National Economic Strategy 2030.

However, the current policy documents for the digital transformation allocate limited attention to the
digitalisation of SMEs in non-IT sectors. Armenia’s NDS includes provisions to expedite SME digitalisation,
particularly by raising the private sector’'s awareness about digital tools, promoting businesses’ use of new
technologies, and further advancing e-commerce and innovative solutions. Other EaP countries have
outlined a few measures in these strategies, yet these remain limited and often revolve around digital skills.

Regarding policy governance, all EaP countries have put forth efforts to establish multi-stakeholder
approaches. The formulation of strategic policy documents for digitalisation has benefitted from
contributions from various actors. Typically, this involves the establishment of dedicated working groups
comprised of ministries, public agencies, international experts (consulting firms and/or international
organisations), and sometimes businesses and business associations. These mechanisms, along with the
clear designation of leading stakeholders for the NDS, have facilitated co-ordination among these actors.

One of the main weaknesses for most EaP countries remains the deficiency in data collection related to
digital transformation, which impedes monitoring and evaluation practices. Besides insights on broadband
connectivity, statistical offices only collect a limited number of indicators, and this rarely covers businesses’
adoption and use of digital tools. In this context, Georgia and Ukraine appear as frontrunners and
Azerbaijan has recently made substantial progress. Nonetheless, more could be done to align with OECD
and EU databases and methodologies. Current policy documents lack quantifiable targets to assess
progress, such as advancements in digital skills development and SME digitalisation.

EaP countries could strengthen their policy frameworks for the digital transformation by:
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e Consolidating policy approaches to digitalisation and ensuring co-ordination throughout
implementation: EaP countries should adopt comprehensive NDSs that outline clear objectives,
measurable targets, and budgets. Successful implementation will require the involvement and co-
ordination of all relevant public and private stakeholders.

e Promoting inclusive SME digitalisation: Policymakers must include provisions for digitalisation
in small non-IT businesses, fostering both technology adoption and digital culture.

o Ensuring effective monitoring and evaluation: Countries should collect more data on the digital
transformation to foster evidence-based policymaking and efficient impact evaluation.

Broadband connectivity

A crucial prerequisite for economies and societies to harness the potential of digital transformation lies in
securing Internet access that is efficient, affordable and dependable. Not only do some OECD countries
acknowledge this as a fundamental right, but it is also listed as one of the United Nations Sustainable
Development Goals (SDGs).

Over the past years, broadband adoption has been steadily increasing in EaP countries, although
significant disparities remain. Georgia stands out as the most connected EaP country, while Ukraine has
demonstrated significant progress, witnessing a remarkable increase of 52% in fixed subscriptions and
254% in active mobile subscriptions between 2016 and 2021. However, despite this advancement,
connectivity levels in the EaP region still fall short of the benchmarks set by both the OECD and the EU.

The quality of broadband is another critical factor for enabling individuals and businesses across the EaP
region to fully benefit from digitalisation. However, recent data underscores persisting regional disparities.
For example, while Moldova and Ukraine benefit from a good connection speed — one that is comparable
to OECD and EU levels — Azerbaijan grapples with Internet speed challenges.

Moreover, affordability remains a concern. Although ICT prices are among the cheapest in the world in
absolute terms, a comparison of tariffs as a percentage of gross national income (GNI) per capita reveals
that Internet access remains relatively less affordable in the EaP region than in OECD and EU countries,
particularly for fixed broadband. In 2021, Armenia, Georgia and Moldova still exceeded the ITU’s 2%
threshold.? This affordability challenge can hinder business uptake, especially in conducting online
operations that require robust, fast and dependable connections, a demand which fixed broadband is better
suited to meet.

Data remains scarce across EaP countries regarding broadband uptake among businesses. Only Georgia
and Ukraine have collected such indicators, revealing that firms’ connectivity in their territories lags behind
that of OECD and EU countries. The gap in connectivity between SMEs and large enterprises is also more
pronounced: For instance, in Ukraine, 84.5% of small firms have access to the Internet compared to 96%
in the OECD. Similarly, most small Georgian companies do not have access to high-speed Internet
(Geostat, 2022/2)).

Policymakers across the EaP region have been taking measures to tackle these digital divides. Georgia
has prioritised the development of high-speed Internet by formulating a dedicated broadband strategy
aimed at increasing competitive pressure, attracting investments, and building digital skills and demand.
Armenia and Ukraine have been developing their broadband plans, although they are yet to be finalised
and adopted. Current national broadband policies in EaP countries prioritise the expansion of fibre and/or
5G technology and investment in infrastructure development. However, broadband policies could benefit
from more regular consultations with relevant stakeholders. A sustained multi-stakeholder dialogue
involving consumers, network operators, local governments and regulatory could help ensure that the
opinions of all parties are adequately considered (OECD, 20213)).

Moving forward, key recommendations for policymakers include:
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¢ Fostering competition, e.g. by promoting co-investment, infrastructure sharing, and adequate
legal and regulatory frameworks. The latter should undergo regular reviews to ensure their
continued adequacy. Making multistakeholder consultations on Internet connectivity a more
integral part of policy formulation is highly important in this regard.

¢ Increase demand for quality broadband by fostering digital literacy among citizens and firms,
addressing information asymmetries and providing open and reliable data on subscriptions,
coverage and quality of service.

Digital skills

Digital skills are an absolute pre-requisite for a successful digital transformation. Economies and societies
indeed need both digital-savvy citizens to tap into the potential of new technologies in everyday life, and
IT specialists to meet increasing labour market demand.

All EaP countries have made good progress in including digital competence in their education curricula.
Armenia and Moldova have included it as a key competence for all education levels, while Georgia has
focused its formal education efforts on vocational education and training (VET). In most of them, teacher
training in digital fields has also been on the rise. Lifelong learning opportunities in digital skills for citizens
have widened, considerably fostered by private sector stakeholders across the region. On the other hand,
support for digital skills development among small firms remains limited. In general, Ukraine appears at
the forefront of digital literacy measures: the country has implemented a wide range of initiatives and tools,
including a self-assessment test for individuals to evaluate their digital skills and a digital competence
framework based on the EU’s Digital Competence Framework for Citizens (DigComp) to serve as a
common reference.

Nevertheless, digital skills levels across the region have not yet reached OECD and EU levels. Data
collection on digital literacy remains an important issue, with few insights being available, especially on
firms. While EaP countries have included digital skills provisions in overall policy initiatives for digitalisation,
the lack of available indicators impedes monitoring and evaluation. Skills assessment and anticipation
exercises are also still at a nascent stage in all EaP countries, with only Georgia having developed a
systemic approach. Indeed, most tools, such as surveys and/or sectoral studies, are conducted on an ad
hoc basis by donors/development partners. Labour market forecasts, when available, do not delve into
digital skills aspects.

Finally, while several ministries and governmental agencies are involved in the elaboration of digital skills
policies, the latter could benefit from a stronger involvement of certain stakeholders — such as ministries
of labour and national employment agencies, but also teachers and private sector representatives.

Going forward, policymakers could complement their existing policy approaches by:

¢ Strengthening multi-stakeholder approaches to digital skills development
¢ Implementing digital skills as a key competence at all education levels

e Adopting a framework for digital competences to serve as a common reference, following
the example of DigComp 2.1

o Developing digital skills assessment and anticipation tools
e Stepping up support for digital skills development among firms, especially small ones.

Pillar A: Responsive Government

To adeptly navigate the intricate interplay between SME policy and other domains of policymaking,
governments must establish a clear vision for SME policy that is backed by strategic guidelines. They must
foster a broad consensus amongst all stakeholders, including the business community, SME associations,
non-governmental organisations (NGOs), and relevant partner organisations. Pillar A, which iscentred on
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responsive government, assesses the progress achieved by EaP countries since 2020 regarding the
institutional and regulatory framework for SME policy, the operational environment for SMEs, and
bankruptcy and second chance.

Institutional and regulatory framework for SME policy

Creating robust and transparent institutional and regulatory framework is pivotal in promoting
entrepreneurship and bolstering SME growth. This includes defining clear parameters to identify SMEs;
identifying institutions responsible for SME policy design, delivery, monitoring and evaluation; and devising
mechanisms for policy discussion and alignment.

The EaP region has made incremental progress in this dimension since 2020 (see Table 2.2). All the
countries, except for Armenia and Ukraine, reported gradual improvements across most of the sub-
dimensions, with Georgia confirming its position as a frontrunner. These results demonstrate the region’s
commitment to SME support and business environment reforms during a particularly challenging period,
characterised by a series of negative events that have disrupted policymaking, including the COVID-19
pandemic and Russia’s full-scale invasion of Ukraine. Nevertheless, all the countries have aligned their
national SME definitions with that of the EU in terms of employment criteria, though other parameters still
differ. Almost all EaP governments have developed medium-term SME strategies, with variations in
structure and evaluation practices.

However, sectoral gaps persist. By the end of June 2023, Georgia was the only country implementing a
dedicated strategy covering the period 2021-2025. SME development agencies have expanded beyond
entrepreneurship promotion to offer targeted business services supporting enterprise growth and
digitalisation; and in Armenia, Georgia and Moldova they also provide credit guarantees to SMEs.
Azerbaijan, Georgia, Moldova and Ukraine enhanced their agencies’ capacities during the pandemic.
Nevertheless, legislative and regulatory simplification, including RIAs, witnessed a setback due to
pandemic-related disruptions.

Some progress has been made. Moldova stands out as a leader in systematic RIA application. EaP
governments have made strides regarding public-private consultations, reflecting improved online
practices and greater SME involvement. Finally, all countries have started taking SME digitalisation into
consideration in their institutional and policy frameworks for SMEs, with the establishment of electronic
platforms, strategic directions, agency roles, and monitoring across the region. In fact, Armenia,
Azerbaijan, Georgia and Ukraine have displayed a strong commitment to SME digital transformation,
having allocated resources to relevant agencies.

Looking forward, policymakers should focus on:
e Securing implementation through shorter-term action plans and creating synergies between SME
development strategies and sector/activity-oriented development plans.

e Developing more advanced instruments of policy co-ordination with other sets of strategies (local
development, skill development and digitalisation) and the broader national economic development
plans.

e Systematically applying RIA to all new legislative and regulatory acts that are expected to have a
significant impact on the business sector and introducing RIA SME tests.

e Upgrading the governance mechanisms of SME agencies, following the recent example of
Moldova.

e Broaden the involvement in public private consultation (PPC) including by expanding the use of
digital platforms and involving businesses operating in new emerging sectors (i.e., ICT, agri-bio
enterprises, small tourist operators and logistics).
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e Strengthen policy and institutional frameworks for the digital transformation of SMEs in non-IT
sectors.

Table 2.2. Progress in the institutional and regulatory framework dimension

Institutional Armenia Azerbaijan Georgia Moldova Ukraine EaP average
and regulatory

framework
2024 scores 3.24 3.69 4.37 3.93 3.68 3.78
2024 scores (CM) 3.29 349 4.19 3.82 3.80 3.72
2020 scores (CM) 3.68 3.36 3.69 3.68 3.64 3.61

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Operational environment for SMEs

The operational environment for SMEs is essential for fostering business growth without undue
bureaucratic barriers. This dimension evaluates the extent to which public administrations have undertaken
efforts to simplify regulations, reduce costs and alleviate administrative burdens on SMEs.

Since 2020, the operational environment for SMEs in the EaP region has improved overall. All EaP
countries have made significant progress by increasing their provision of e-government services. Ukraine’s
Diia initiative is seen as the most advanced tool in this regard, providing a wide range of e-services
accessible throughout the country. Digital government platforms are also operational in Armenia, Georgia,
and Moldova.

However, data collection on SME e-government services usage remains limited. All EaP countries offer
company registration procedures that are relatively simple, fast and inexpensive; Georgia and Armenia
have confirmed their position as leaders in this area. Business licensing has also advanced, as all EaP
countries have streamlined procedures and established online portals to handle applications. Moldova’s
one-stop-shop platform and Georgia’s provision of online services serve as good examples on this matter.
Tax compliance procedures have evolved, most notably because the COVID-19 pandemic prompted
temporary tax measures for economic recovery. In fact, since 2020, EaP countries have introduced
simplified tax regimes, and efforts to ease tax declaration and payment procedures have continued.

EaP countries should maintain this momentum in policymaking by focusing on the following:
e Collecting data on the use of e-government services by different categories of SME (by size, type
of ownership and location) to improve their design.

e Regularly gathering indicators on online registration and monitor the performance of registration
agencies across the countries.

e Calculating the effective tax rate applied to different categories of SMEs and evaluating the impact
of special tax regimes and tax incentives on individual entrepreneurs and small enterprises to avoid
distorting effects.

e Implementing an automatic VAT-refund system and minimising the potential for fraud and misuse
by applying risk-assessment technics.
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Table 2.3. Progress in the operational environment dimension

Operational Armenia Azerbaijan Georgia Moldova Ukraine EaP average

environment

framework
2024 scores 3.99 4.25 4.51 4.34 411 4.24
2024 scores (CM) 4.05 4.28 4.65 450 4.36 437
2020 scores (CM) 2.92 4.44 433 3.48 3.70 3.77

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Bankruptcy and second chance

Efficient insolvency regimes are essential for ensuring a healthy market since well-structured laws enhance
capital allocation, increase productivity and boost cross-border investment. More specifically, timely
detection of financial distress, early warning mechanisms, advisory services, well-designed bankruptcy
procedures, and second-chance initiatives are crucial in supporting SMEs. This dimension assesses the
extent to which EaP countries are facilitating market exit and re-entry by adopting effective and efficient
frameworks to prevent and face insolvency, as well as to re-start a business after bankruptcy.

The EaP region’s progress in the areas of bankruptcy and second chance has been uneven. All countries,
except Armenia, have demonstrated some improvement since the 2020 assessment. However, overall,
this dimension remains one of the weakest performance areas, explained by insufficient preventive
measures and second chance promotion initiatives. All EaP countries show significant room for
improvement in their measures to identify financial distress and prevent insolvency. While in all the
countries (except Armenia) businesses in financial distress can access information on available
government support, information on tools and support for SMEs often lacks visibility and accessibility.
Moreover, all the countries except Georgia have yet to develop systems to monitor existing measures to
prevent insolvency.

Regarding survival procedures, EaP countries prove to have well-designed bankruptcy frameworks.
However, average scores were negatively affected by changes to the assessment methodology.
Somewhat positive results emerged from the EBRD Business Reorganisation Assessment, which showed
that, on average, EaP countries perform at the same level as other assessed countries. In addition, since
2020, all countries except Ukraine have amended their legislative framework for bankruptcy, bringing
important improvements. However, more comprehensive data collection and monitoring efforts are
needed. Promoting second chance appears as the weakest sub-dimension since none of the EaP
countries have comprehensive policies or strategies promoting a fresh start for entrepreneurs’ post-
bankruptcy.

Moving forward, EaP countries should:
e Establish comprehensive early-warning systems to prevent bankruptcy.
¢ Introduce simplified insolvency proceedings for small cases or SMEs.
e Adopt proactive second-chance strategies, facilitating fresh starts for honest entrepreneurs.
e Develop monitoring mechanisms for insolvency procedures and programmes.
e Collect systematic data on SME insolvency for informed policies.
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Table 2.4. Progress in the bankruptcy and second chance dimension

Bankruptcy Armenia Azerbaijan Georgia Moldova Ukraine EaP average
and second
chance
2024 scores 1.97 1.91 3.36 2.00 2.52 2.35
2024 scores (CM) 2.35 3.10 3.49 2.79 3.75 3.10
2020 scores (CM) 2.66 2.76 3.06 2.63 3.24 2.87

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Pillar B: Entrepreneurial Human Capital

Entrepreneurial human capital is essential for economic growth, competitiveness, job creation and
wellbeing. This pillar assesses the policy design, implementation and monitoring of the policies in the
following areas, which are key for human capital development:

e Entrepreneurial learning — development of entrepreneurship key competence as a combination of
knowledge, skills and attitudes people should possess for successful career and personal
development;

o Women's entrepreneurship — the creation of a policy environment in which women can engage on
equal terms with men in entrepreneurship, the creation of new jobs, and generation of new value
for the national economies and internationally; and

e  Skills for SMEs — the development of specific, occupational skills for successful entrepreneurship.

Entrepreneurial learning and women’s entrepreneurship

Entrepreneurial learning, which is a central theme of Principle 1 of the SBA, fosters essential competencies
and mindsets for economic growth. It transforms societal views, driving innovative human capital.

Since 2020, EaP countries have worked to advance policies and develop frameworks supporting
entrepreneurial learning. The EaP average score for this dimension is 3.64, with Georgia and Moldova
leading the way. Ukraine has integrated entrepreneurial learning into its overarching economic strategy,
while most countries have incorporated it into their education strategies and, in the case of Armenia and
Georgia, into their SME strategies. However, not all countries have established formal policy partnerships
on entrepreneurial learning.

Significant progress has been made in embedding entrepreneurship as a key competence in national
curricula. Armenia and Azerbaijan have made notable strides by updating their curricula to highlight
entrepreneurial mindset and skills, with the latter launching new VET infrastructure and career guidance
services. Georgia has made efforts to align with the Entrepreneurship Competence (EntreComp)
Framework. Online learning solutions, catalysed by the COVID-19 pandemic, have paved the way for the
development of innovative teaching methods. Azerbaijan's tehsilim.edu.az and Ukraine's All-Ukrainian
Online School are good examples of the creation of dedicated online platforms. There has been additional
progress on teacher training across most countries, with major progress being achieved in Georgia with
the establishment of a Skills Agency.

In addition, EaP countries have been making efforts towards developing non-formal learning opportunities
on entrepreneurship. Azerbaijan, Moldova and Ukraine have introduced normative-legal frameworks to
allow for the certification of competencies acquired in informal ways.
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Finally, collaboration between higher education institutions and businesses has been growing across the
region, often with donor support, promoting innovative practices. However, co-operation between general
schools and SMEs on entrepreneurial learning remains underdeveloped.

Overall, while strong achievements have been shown, the monitoring and evaluation of policies — including
learning outcomes, teacher competencies, and students’ labour market results — need to be enhanced to
ensure policy impact.

Women's Entrepreneurship

This dimension is embedded within Principle 1 of the SBA, which addresses gender disparities in business
ownership. It highlights the need for comprehensive policies, collaborative approaches and disaggregated
data to bridge gender gaps and empower women’s engagement in business.

EaP countries have sustained efforts to support women entrepreneurs. Georgia and Moldova maintain
strong performances across all thematic blocks, averaging 4.90 and 4.40, respectively, while Ukraine has
made impressive progress, reaching 4.21. Armenia’s approach remains consistent, addressing the topic
in policy documents. All the countries have implemented a range of support measures for women
entrepreneurs, albeit to a varying extent. Most of these initiatives are promoted online, primarily through
the official websites of SME agencies and/or business associations at the national level. Ukraine stands
out as the only country to have created a comprehensive one-stop-shop, Diia.Business, offering a
consolidated view of the available support measures. In addition, territorial coverage has broadened, with
the establishment of several regional initiatives and/or support centres to assist women entrepreneurs.
Efforts to bridge the gender gap in STEM fields have progressed, focusing on awareness-raising and IT
skills training. Private sector involvement and international donor support continue to bolster women's
entrepreneurship initiatives. However, formal policy partnerships and comprehensive action plans are
lacking, notably in Azerbaijan.

While data on women's entrepreneurship remains limited, available insights do shed light on persisting
challenges, despite notable improvements. Barriers include access to finance and networks, as well as
gender stereotypes, which were exacerbated by the COVID-19 pandemic, as the containment measures
increased time spent on domestic tasks. Addressing these issues requires better data. While there are
studies assessing barriers to women’s entrepreneurship in these countries, apart from Ukraine, these are
not conducted annually.

EaP countries have made noteworthy progress in entrepreneurial learning and women's entrepreneurship.
Nevertheless, to advance, EaP countries should consider:

e Strengthening policy frameworks for entrepreneurial learning, including introducing
entrepreneurship as a key competence at all education levels.

e Stepping up efforts on teacher training.

e Enhancing co-operation between schools and SMEs to offer practical experiences for students.

e Improving monitoring and evaluation practices for entrepreneurial learning outcomes.

e Ensuring co-ordination among stakeholders involved in women's entrepreneurship policies and
programmes.

e Collecting more comprehensive data on gender-related issues and assessing the impact of existing
programmes.

e Extending support measures beyond early-stage entrepreneurship to aid women entrepreneurs in
scaling up.

e Addressing gender stereotypes and promoting women's participation in higher value-added
sectors.

e Developing incentives to reduce women's participation in the informal economy.
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Table 2.5. Progress in the Entrepreneurial learning and Women'’s entrepreneurship dimensions

Entrepreneurial
learning and Armenia Azerbaijan Georgia Moldova Ukraine EaP average
women'’s
entrepreneurship
2024 scores 2.91 3.07 417 4.09 3.95 3.64
2024 scores (CM) 3.35 3.70 474 474 456 422
2020 scores (CM) 2.60 3.89 4.45 4.29 3.83 3.81

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

SME skills

Principle 8 of the SBA emphasises the significance of enterprise skills in unlocking SMEs' potential and
fostering national economic growth. This SME skills dimension is focused on two main themes, namely
the provision of training services for SMEs and skills intelligence and its use for policy and practice.

All EaP countries have made progress in this area since the previous assessment. Notable advancements
were observed in Moldova and Ukraine, which have been catching up with Georgia, while institutional
changes disrupted improvements in Armenia. SME training services have been made available in all EaP
countries and opportunities continue to be expanded. Azerbaijan and Ukraine have made noteworthy
progress in this regard with the creation of a network of operators by KOBIA in the former and the launch
of Diia.Business for entrepreneurial knowledge and consulting in the latter. All the countries have made
efforts to develop courses covering different skills, notably digital and green ones. Moldova is a leader in
this domain, with its SME Agency, ODA, having implemented several full-fledged programmes. Georgia
has been actively working towards expanding its support, notably for the digital transformation of small
firms in non-IT sectors. Meanwhile, Armenia’s approach differs, with most of its SME/start-up skills
development programmes being delivered by NGOs.

Online training has also become increasingly available in EaP countries. However, its implementation
across the region is uneven. Moreover, the learning outcomes and overall impact of the materials launched
thus far could be made more interactive. Georgia, Moldova and Ukraine are enhancing smart specialisation
strategies for growth, but further measures such as targeted training are needed to fully engage SMEs in
prioritised areas.

On SME skills intelligence, most EaP countries have enhanced their frameworks, gathering sex-
disaggregated training statistics and feedback helping to inform new course development. However,
assessing the tangible impact of training on skills and SME performance remains infrequent. National
frameworks for SME skill data collection and analysis have been strengthened, with Georgia leading
through annual surveys and sector-specific studies, and Azerbaijan making notable progress since 2020.
Armenia and Ukraine have yet to fully implement such practices.

Finally, skills assessment and anticipation tools in the EaP region are early in their development.
Moving forward, EaP countries could strengthen their approaches to SME skills development by:

e Raising awareness of available training provisions for SMEs.
e Developing online training opportunities by introducing innovative and digital learning methods.

e Capturing the impact of training on skills development and SME performance to improve monitoring
and evaluation practices.

¢ Introducing certification of the skills acquired, to help ensure the quality of training.
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e Strengthening systemic approaches to data collection on SME skills, training, and barriers to
participation in training.

e Implementing skills anticipation tools.

e Offering courses to SMEs in the priority areas identified for smart specialisation.

Table 2.6. Progress in the SME skills dimension

SME skills Armenia Azerbaijan Georgia Moldova Ukraine EaP average
2024 scores 2.37 3.59 412 3.89 3.91 3.57
2024 scores (CM) 213 3.80 443 4.40 412 3.78
2020 scores (CM) 1.80 2.80 4.00 3.30 297 297

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Pillar C: Access to Finance

Access to finance can be regarded as the prime accelerator for an SME’s economic growth. However, it
remains, in the EaP region as elsewhere, a challenge for SMEs. In EaP countries, the financing gap is
estimated to be about USD 44 billion (18% of the countries’ GDP), meaning that, for SMEs’ needs to be
fully met, current lending amounts would need to increase by 200%.

This pillar covers six dimensions linked to access to finance: (i) the legal and regulatory framework for
bank financing, (ii) the provision of bank financing, (iii) the conditions for non-bank financing, (iv) the
ecosystem for venture capital, (v) financial literacy and (vi) digital financial services. The last dimension
constitutes an innovation with respect to previous assessments.

Access to finance

Since 2020, many governments have put in place new or larger support mechanisms for access to finance,
enacted legal reforms to simplify SMEs’ use of non-bank financing solutions, and conducted more regular
assessments on financial literacy. All economies in the region have a reasonably developed legal
framework for secured transactions in place, but effective enforcement remains a challenge. Cadastres
exist in all countries and are available online and to all stakeholders, and there has been no major change
in that regard since the last assessment. Registers for movable assets are also in place across the region
and all financial institutions can access them. In Ukraine, online access was restricted after Russia’s
invasion and access must be specifically requested. All central banks in the region have a credit register,
and private credit bureaus have been further developing. In terms of coverage, most credit bureaus go
beyond collecting information from financial institutions, but sources of credit information could be
expanded further in some countries, e.g. Moldova and Ukraine. Countries have made progress with the
implementation of Basel Ill requirements — Moldova has now followed Georgia’s lead in fully implementing
all requirements, while Armenia, Azerbaijan and Ukraine have made progress on implementation, although
Ukraine relaxed some prudential requirements after Russia’s invasion. Loan dollarisation levels remain
high in all EaP economies. All central banks, except Ukraine’s, have enacted certain conditionalities to
encourage local currency lending, e.g. higher risk weights and mandatory disclosure of foreign exchange
risk to borrowers.

The inclusion of ESG indicators in banks’ reporting obligations is not yet widespread. The National Bank
of Georgia is the only financial authority in the region that has already developed a green taxonomy to
simplify green financing instruments’ charting, and banks need to systematically report on these aspects.
With regard to capital markets, none of them in the region are sufficiently developed to be seen as a
realistic funding option as local stock exchanges suffer from all-too-limited investor bases.
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All economies in the EaP region have implemented credit guarantee schemes. These programmes are
increasingly supplemented by consultancy and advisory services for business development. Strengthening
private participation in the schemes could bring benefits, especially in Armenia and Azerbaijan. Except for
Georgia, none of the schemes are subject to proper impact evaluations.

While microfinance is widely available across the EaP region, leasing and factoring are still underused
compared to countries of similar size, notably due to inadequate legal frameworks and lack of
entrepreneurs’ awareness and available data. Ukraine still does not have a dedicated legal framework for
microfinance. Venture capital is at an early stage and the lack of funding beyond the seed stage constitutes
a serious drawback for start-ups.

All countries in the region conduct financial literacy assessments, usually led by national oversight bodies,
and in some cases supported by international donors (e.g. Ukraine). There has also been notable progress
on digital financial services among a few outsiders (Armenia, Georgia and Ukraine). All EaP countries
monitor data protection and sharing, and all authorities, except for Armenia’s, require institutions to share
data amidst certain circumstances. An operational resilience framework for financial service providers is
also in place everywhere, but only Armenia, Georgia and Moldova regulate outsourcing in the financial
services sector. Nevertheless, none of the countries in the region have implemented a multi-stakeholder
approach to digital finance supervision so far.

Table 2.7. Progress in the Access to finance dimension

Access to Armenia Azerbaijan Georgia Moldova Ukraine EaP average
finance
2024 scores 3.54 3.31 4.07 3.48 3.40 3.56
2024 scores (CM) 3.87 3.74 430 3.94 3.63 3.90
2020 scores (CM) 3.86 3.32 3.85 3.78 3.54 367

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Moving forward, EaP countries could:

e Improve enforcement frameworks for secured transactions.

e Ensure adequate monitoring and evaluation mechanisms for financial support programmes, by
going beyond the collection of basic usage data.

e Improve availability and collection of statistics in the financial sector, by displaying an inclusive
approach towards non-bank financing sources.

e Establish support mechanisms for developing growth-stage funding for start-ups, e.g. via
government participation in specific venture capital (VC) funds, or the establishment of a fund of
funds.

e Develop strategic directions for digital financial service regulation and regularly consult both public
and private stakeholders.

Pillar D: Access to Markets

SMEs in the EaP region have substantial opportunities in international markets and public procurement.
Involvement in public procurement not only drives business growth but also promotes competition,
enhances value for money and fosters innovative solutions. Similarly, global trade offers chances to join
value chains and enhance innovation and productivity. However, SMEs face challenges accessing these
markets due to information gaps, incompatible quality standards, complex procedures and limited
resources. Targeted policies are essential to overcome these barriers and expand market opportunities.
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This pillar assesses EaP reforms in public procurement, standards and technical regulations, and SME
internationalisation.

Public procurement

SME involvement in public procurement offers mutual benefits to both businesses and the public. Such
participation is crucial for economic recovery, acting as a shield during crises. However, challenges such
as complex procedures, resource constraints, and stringent qualification requirements hinder SMEs’ entry
into the markets. This dimension evaluates EaP countries’ efforts to foster a more inclusive public
procurement market for SMEs.

The results of the SBA assessment in public procurement indicate a noticeable change in the trajectory of
EaP countries’ performance. While some countries show progress in policy implementation and monitoring
of public procurement (Azerbaijan, Moldova and Ukraine), all countries exhibit a deterioration of the
regulatory framework.

Standard public procurement procedures have been put aside in favour of less competitive alternatives to
face urgent needs resulting from the COVID-19 pandemic and the war in Ukraine, which have also brought
delays in approval and implementation of strategic initiatives. Since 2020, public procurement laws have
only been slightly amended and medium-term strategic frameworks have seen limited progress, while
harmonisation between public procurement strategies and strategies in related fields is lacking. Institutions
in charge of public procurement are affected by capacity and skills gaps and conflicts in decision-making
roles. E-procurement systems exist but are underutilised, although some progress has been made in the
provision of public access to data on procurement activities.

Table 2.8. Progress in the public procurement dimension

Public Armenia Azerbaijan Georgia Moldova Ukraine EaP average
procurement
2024 scores 2.80 2.55 3.61 3.16 3.61 3.15
2024 scores (CM) 2.92 2.70 344 3.35 3.25 313
2020 scores (CM) 3.83 2.66 4.26 3.98 3.22 3.59

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and
Annex A for information on the assessment methodology.

Going further, policymakers should:

e Expand and improve regulations facilitating SME participation in public procurement.

e Strengthen the capacity of central institutions by providing training, reviewing complaints, and
implementing a monitoring system.

e Ameliorate the sequencing of e-procurement and exploit it for generating and using data.

e Encourage SME participation by leveraging centralised purchasing and framework agreements
and providing training to improve SMEs’ trust and participation.

¢ Raise the status of procurement officers and improve their knowledge and skills, in order to avoid
corruption.

Standards and technical regulations

Technical regulations establish essential criteria for products before their market introduction, while
standards promote interoperability and fair competition, thereby fostering innovation and trade. SMEs,
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often challenged by foreign standards and costly procedures, need accessible information and support for
compliance. This dimension examines quality infrastructure alignment.

All EaP countries have made progress regarding standards and technical regulations, with the EaP
average score increasing from 3.67 in 2020 to 3.98 in 2024 using comparable methodology. Georgia
remains the leader of this dimension, having reached a score of 4.37. Each country has a designated
government body responsible for the overall co-ordination of technical regulations and quality infrastructure
(Ql). Georgia has established an independent Market Surveillance Agency (MSA), while Ukraine has
progressed in its negotiations with the EU on Agreements on Conformity Assessment and Acceptance of
Industrial Products (ACAA), and Moldova has aligned its legislation to bring technical regulation in line with
the provisions of the World Trade Organization (WTO) Agreement on Technical Barriers to Trade (TBT).

All the EaP countries have adopted measures to ensure their technical regulations and standardisation
laws harmonise with the EU acquis. Armenia, Georgia, Moldova and Ukraine have an action plan or a
similar document on transposing EU sectoral legislation in priority sectors. Georgia’s, Moldova’s and
Ukraine’s standards bodies were granted a CEN and CENELEC Affiliate status, which was approved in
2022 and entered into force in January 2023. Except for Azerbaijan, the adoption rate of EU standards is
at least 50% in priority sectors. All countries have accreditation bodies, although only those of Georgia and
Moldova have been completely positively assessed by the European Co-operation for Accreditation (EA)
or by peer organisations. Azerbaijan does not have legislation on conformity assessment in line with the
acquis. Likewise, Armenia’s legislation is not totally in line with the acquis, which also influences its specific
conformity assessment activities. Conformity assessment bodies in line with EU requirements exist in
Ukraine’s priority sectors. Georgia and Moldova have such bodies in most priority sectors. All five countries
have an operational metrology body, although only Armenia, Georgia and Ukraine also have a strategy for
metrology. Most of the five countries have legislation on metrology in line with the acquis, while Azerbaijan
is preparing a proposal for such legislation. Market surveillance is more advanced in Georgia and Ukraine,
while Armenia, Azerbaijan and Moldova lag behind.

All countries have implemented measures for SME awareness and developed mentoring programmes.
Concerning digitalisation, on average, countries demonstrate relatively low scores. Most of them offer
support to SMEs for their integration into the EU Digital Single Market. Additionally, most have a strategy
for the digitalisation of processes within the authorities responsible for technical regulation. However, there
is room for improvement.

Moving forward, EaP countries could implement the following recommendations:

e Enhance market surveillance quality infrastructure and intensify its understanding.

e Seek international recognition for quality infrastructure.

e Develop standards education strategies with SME-specific considerations.

e Establish financial measures to further support SME participation in standardisation.

e Improve the digital maturity of the technical regulation system and quality infrastructure, particularly
in conformity assessment.

e Create export platforms tailored for SMEs trading with the EU where absent.

e Improve the regular evaluation of the technical regulation system and quality infrastructure,
considering areas with and without regular assessment.

e Continue with good practice from Twinning projects after their completion.
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Table 2.9. Progress in the standards and regulations dimension

Standards and Armenia Azerbaijan Georgia Moldova Ukraine EaP average
regulations

2024 scores 3.60 3.20 437 413 3.86 3.83

2024 scores (CM) 3.96 3.34 447 4.21 391 3.98

2020 scores (CM) 2.80 3.23 463 3.95 3.75 3.67

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

SME Internationalisation

Given the relatively small size of most EaP countries’ domestic markets, SMESs’ success relies heavily on
their ability to reach foreign markets. Unfortunately, obstacles including unequal access to information,
financial constraints, and insufficient expertise can hinder SMEs’ participation in international trade. This
dimension assesses governments’ support for SMEs with export-oriented endeavours.

Since the 2020 assessment, all EaP countries except for Armenia have improved their performance in this
area. These efforts are reflected by the adoption of export promotion programmes, mainly facilitated by
SME agencies, investment promotion agencies, and dedicated departments within Ministries of Economy.
While currently there are no active export strategies in any of the EaP countries, most of them have
adopted other relevant strategic policy documents. Common forms of support include the facilitation of
trade missions, participation in trade fairs, and consultancy and advisory services. Moreover, all
governments provide some form of financial support to exporting companies, although these measures
differ in each country.

Overall, EaP governments need to establish more comprehensive monitoring and evaluation systems to
enhance the effectiveness of export promotion programmes. Georgia is a leader in this regard, as it has a
well-designed framework to monitor and evaluate the impacts of its services. Policy frameworks for SME
integration into global value chains (GVCs) are in the early stages in most EaP countries. In Armenia,
Moldova and Ukraine, although no systematic support is provided, proposals in this direction have been
presented. In Azerbaijan, to support cluster development, eligible SMEs can apply to obtain substantial
exemptions from different types of taxes for seven years. Again, Georgia at the forefront in this area, with
established cluster policies and proactive assessments of changing GVCs.

The OECD Trade Facilitation Indicators indicate that the implementation of measures to facilitate EaP
countries’ business access to foreign markets has improved over time. However, while all EaP countries
have enhanced their performance across the assessed areas, there are still performance gaps with OECD
countries, specifically in areas related to documents, border agency co-operation, and procedures'
automation.

All EaP countries have implemented a basic regulatory framework focused on policies to encourage e-
commerce use by SMEs. However, alignment with EU frameworks could be improved, especially in regard
to regulations on terms and conditions for accessing e-commerce platforms, on parcel delivery, and on
consumer protection. Moreover, while all governments have designed measures to promote SMEs’ use of
e-commerce, the degree of their implementation varies. All countries, except Georgia, lack any form of a
monitoring mechanism to assess the effectiveness of these measures.

Thus, moving forward, EaP countries should:

e Strengthen support for SME integration into GVCs by regularly assessing evolving GVCs,
facilitating SME-MNC linkages, and incentivising foreign direct investment (FDI) to foster
technology and financial transfers.
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e Expand the regulatory framework by introducing provisions on consumer protection and
regulations for paid advertisement in e-commerce.

e Automate and streamline trade-related procedures, including harmonising documents in line with
international standards and improving internal and external border agency co-operation.

e Establish or enhance effective and transparent monitoring and evaluation mechanisms across all
sub-dimensions to ensure continued efficiency and effectiveness.

Table 2.10. Progress in the internationalisation dimension

Internationalisation Armenia Azerbaijan Georgia Moldova Ukraine EaP average
2024 scores 2.91 3.25 4.52 3.45 3.77 3.58
2024 scores (CM) 2.82 3.33 4.66 3.70 3.60 3.62
2020 scores (CM) 298 3.20 3.76 2.87 2.75 31

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Pillar E: Innovation and Business Support

SMEs often fall behind larger companies in terms of productivity, with relatively more pronounced gaps in
the manufacturing sector. At the firm level, drivers of productivity performance relate to managerial and
workforce skills and the adoption rate of innovations. SMEs can struggle in this regard, considering that
they often face difficulties in obtaining information, offering training to their employees, accessing advanced
consulting services and introducing new technologies. Innovation is also at the heart of the transition to a
cleaner global environment, as improved processes and new technologies can make manufacturing more
sustainable, reduce pollution and increase resource efficiency. Pillar E assesses policies promoting
productivity, innovation and green practices in SMEs.

Business development services

Business development services (BDS) cater to various topics, including information provision, training,
consultancies and mentoring. They enhance competitiveness, efficiency and profitability by allowing
entrepreneurs to start and operate businesses and by helping SMEs enter and explore new markets.
However, these services need to adapt to evolving market conditions, technological advancements, and
digitalisation trends. This dimension evaluates government initiatives designed to ensure that SMEs can
access quality BDS and to address related market failures, with a sub-dimension focused on digital
transformation support for SMEs.

The assessment for the BDS dimension results in a score of 3.57. On a comparable basis with the previous
SBA assessment, this reflects an overall positive trend to enhance SME development services across the
EaP region. Apart from Armenia, all countries bolstered their SME support agencies and expanded their
services. Smaller countries, such as Moldova and Georgia, tend to manage support programmes directly
through their SME agencies, whereas larger ones like Ukraine are opting for a more decentralised model
leveraging external actors in the ecosystem for business support. The trend of countries strengthening
SME support agencies is evident except in Armenia, where the government’s overall capacity to assist
SMEs has been reduced. Performance concerning the increasing role of private BDS providers has
improved slightly across the EaP region, with Azerbaijan and Moldova demonstrating significant
developments. Governments employ different strategies to engage private BDS providers, including
outsourcing the provision of certain services to selected expert advisors (as in the case of Azerbaijan) or
co-financing specialised consultancy costs (e.g. Georgia and Moldova). The EBRD’s “Advice for Small
Business” programme co-finances SME advisory projects and empowers local consultants through
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training. According to the EBRD’s data, most participating SMEs in EaP countries saw significant gains,
including job creation and higher turnover rates.

Finally, regarding digital transformation, training in digital skills is the most common form of support
provided by national SME agencies, although tailored analyses by specialised consultants of SMEs’ digital
needs are still missing. Some countries have started introducing full-fledged programmes for SME
digitalisation (e.g. Moldova and Georgia), and potential partnerships with non-governmental actors should
be explored to further SME digitalisation.

As EaP countries update their policy approaches to design and implement BDS for SMEs, the following
recommendations could be taken into consideration:
¢ Include dedicated measures to deliver BDS for SMEs in governments’ strategic documents.
e Ensure the sustainability of regional offices of SME agencies through strong quality-control
mechanisms and cost/benefit analysis.

e Embed single information portals with information on all actors in the BDS ecosystem on SME
agencies’ websites, including donor-led initiatives and private quality-assured consultants.

e Develop a more market-based provision of BDS to SMEs by outsourcing support services to private
BDS providers and increasing the offer of co-financing mechanisms to SMEs.

e Develop dedicated support programmes for SME digitalisation, including elements to enhance
digital skills, company-specific digitalisation roadmaps, and financial tools to facilitate technology
adoption.

e Improve the evaluation of business support programmes to assess the impact of BDS on various
measures of SME performance.

e Monitor SME digitalisation by expanding the collection of statistical indicators on the adoption of
digital technologies in the business sector.

Table 2.11. Progress in the business development services dimension

Business Armenia Azerbaijan Georgia Moldova Ukraine EaP average
development
services
2024 scores 3.06 3.33 4.22 3.69 3.57 3.57
2024 scores (CM) 3.27 3.81 4.35 4.01 3.27 3.74
2020 scores (CM) 4.10 312 4.30 3.70 2.80 3.61

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Innovation policy

Although SMEs are crucial actors for generating and spreading innovations, their size may limit their
capacity for sustained innovation. This dimension evaluates EaP governments’ efforts to encourage SME
innovation.

EaP countries show a slight improvement in this dimension compared to the previous assessment,
achieving an average score of 3.09. The focus has shifted towards diversified financial support for
innovative SMEs, notably in Ukraine. However, overarching policy frameworks for innovation, especially
those tailored for SMEs, remain underdeveloped. While Moldova and Ukraine have dedicated national
strategies, most countries incorporate innovation elements in broader documents. This deficiency is
compensated by efforts to boost innovation in other ways, as observed in Armenia and Georgia's socio-
economic strategies. Despite positive institutional shifts towards supporting business innovation, there is

SME POLICY INDEX: EASTERN PARTNER COUNTRIES 2024 © OECD/EBRD 2023



44 |

large variation in the effectiveness of innovation agencies, with a notable scarcity of SME-specific initiatives
and impact evaluations. Regarding institutional support, the expansion of in-kind services is apparent, often
favouring the digital and IT sectors. Incubators and accelerators are widely present across the region,
driven by both public and private entities. Science-industry linkages and technology transfer have gained
some traction, as exemplified by Georgia and Ukraine, but their potential remains overall underutilised
across the region. Government financial support for innovative SMEs has improved, mainly due to
advancements in Armenia and Ukraine. However, the focus remains skewed towards the IT sector and
start-ups. Grants are the primary direct financial support mechanism, varying in objectives and risk-sharing
features. Despite EU funding programs being available, their engagement, particularly by SMEs, remains
limited, and indirect financial incentives are scarce.

While renewing their policies to build a more innovative SME sector, EaP countries should focus on the
following reform priorities:
e Highlight the role of SME innovation in strategic documents.

e Strengthen co-ordination and implementation capacity by identifying bodies tasked with supporting
SME innovation and building staff capacity for dedicated programmes.

e Build the skills of agencies tasked with technology transfer and intensify co-operation between
academia and the private sector to foster science-business linkages.

e Extend support beyond start-ups to mature SMEs and consider services to support technology
absorption in more mature SMEs.

e Ensure that a matching component is required when awarding grants/soft loans, to share risks with
beneficiaries of financial instruments for innovation.

¢ Introduce more flexible and market-based indirect financial incentives for innovation that are less
prone to distortions and broaden the set of potential beneficiaries of support programmes.

e Strengthen the capacity of national statistical offices to collect information about SME innovation
performance.

Table 2.12. Progress in the innovation policy dimension

Innovation Armenia Azerbaijan Georgia Moldova Ukraine EaP average
2024 scores 3.00 2.85 3.44 3.1 3.03 3.09
2024 scores (CM) 2.39 2.22 2.73 2.59 242 247
2020 scores (CM) 248 2.25 2.38 241 2.01 2.31

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Green economy

Facilitating green SME practices can not only help in this regard, but can also boost competitiveness by
reducing costs, enhancing market access and promoting technology adoption. This dimension evaluates
government backing for greener SME practices using regulatory, financial and informational tools.

EaP countries have seen a slight increase in this dimension, achieving an average score of 2.81, with more
pronounced improvements since the previous SBA assessment when comparing scores computed with
comparable methodologies. However, environmental policies in most EaP countries policies rarely
consider the specific needs of SMEs and financial incentives for green practices are not widespread.
Moldova stands out as the leading performer in this dimension, due to its SME-focused environmental
policies and its dedicated financial support programmes for greening SMEs. While all EaP countries
acknowledge the importance of green initiatives for SMEs, concrete provisions in high-level planning
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documents are limited. Moldova, Georgia, and to a lesser extent, Armenia, have provisions for SMEs in
their strategic policies. Other countries lack specific targets, potentially overlooking SME-specific barriers
to improved environmental performance. Implementation-wise, SME agencies rarely promote green
initiatives. Moldova is an exception, with its local SME agency (ODA) playing a prominent role in promoting
greening practices directly to entrepreneurs. Financial support for SME greening is often reliant on donor
funding. Progress has been observed across all EaP countries regarding the availability of tools and
instruments supporting SMEs in adopting green practices. Environmental regulations are evolving, such
as Armenia's risk-based environmental impact assessments. Moldova employs deterrents like tax
measures and environmental pollution charges. While environmental management systems are being
promoted, there is only limited financial support for SMEs (except in Moldova). Green public procurement
exists, but its impact on SMEs is uncertain.

To advance their policy frameworks for supporting greener SMEs, EaP governments could consider the
following reform priorities:
e Adapting national green economy policies and targets to SMEs.

e Enhancing institutional capacity to provide guidance and support to SMEs — which, in turn, will
raise awareness and assist SMEs in their transition toward environmentally friendly practices.

e Emphasising the business case for improving environmental performance. Government agencies
could leverage a diversity of intermediaries to enhance outreach to SMEs.

e Facilitating partnerships and best-practice sharing among businesses to support SME greening
activities.

e Creating a demand for greener products, services, and production processes, ensuring that public
procurement policies adopt green/sustainable assessment criteria in their tenders.

¢ Increasing the availability of financing instruments for investing in greener equipment and
processes.

e Improving the statistical production of environmental indicators to strengthen tools to evaluate the
impact of SME greening policies, certification and support programmes on actual SME
environmental performance.

Table 2.13. Progress in the green economy dimension

Green Armenia Azerbaijan Georgia Moldova Ukraine EaP average
economy
2024 scores 251 2.54 3.08 3.38 2.56 281
2024 scores (CM) 2.80 2.52 327 3.74 2.61 2.99
2020 scores (CM) 243 2.15 2.74 3.16 249 259

Note: CM stands for Comparable Methodology. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Key findings for each country

Armenia, despite challenges, experienced remarkable economic growth. In 2022, the country’s GDP
surged by 12.6%, primarily fuelled by investment, domestic consumption and the tertiary sector. The large
influx of businesses and individuals from Russia contributed substantially to the economic growth. Exports
of goods grew by 75% in 2022, driven by shifts in regional supply chains. The importance of industry and
agriculture in Armenia’s economy has been steadily decreasing, while the ICT sector has recently been
expanding, including because of an influx of skilled labour from Russia. As of 2021, SMEs accounted for
nearly 99.9% of all businesses in the economy, with micro-enterprises making up 94.7% (Armstat, 20224)).
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In 2021, SMEs contributed 69.6% to overall business employment and generated up to 63% of the value
added in the business sector.

Table 2.14. Overview of Armenia’s key reforms since 2020 and recommendations

Key reforms
Adopted an SME Development Strategy for 2020-2024 and a National
Digitalisation Strategy for 2021-2025
Provided training from 2021-2022 for teachers in general education on
technology and entrepreneurship
Launched an Economic Modernisation Program for interest rate subsidies
on loans and leases to purchase modern (new) equipment
Improved services on standardisation, metrology and conformity
assessment
Made the use of e-procurement mandatory
Introduced a pilot project to collect data on SME adoption of digital
technologies and created a programme to help start-ups

Key recommendations
Ensure and monitor implementation of the National Digitalisation
Strategy
Improve tax compliance, accelerate regulatory reforms and enhance
RIA application
Streamline bankruptcy procedures, introduce out-of-court debt
restructuring options, and promote a second chance policy
Collect data on SME skills and women'’s entrepreneurship, and
improve co-ordination among support providers
Encourage bank lending to SMEs by streamlining enforcement
processes and enhancing their efficiency
Identify a co-ordinating agency for SME services, focus on policy
coherence, and consolidate innovation support
Develop a comprehensive strategy to promote green practices
among SMEs

Azerbaijan, a major hydrocarbon exporter, saw its GDP grow by 4.7% in 2022, benefiting from rising oil
and gas prices driven by Russia's invasion of Ukraine. This bolstered the country’s post-COVID-19
recovery, despite inflation reaching nearly 14% in 2022. The mining and quarrying sector continues to
dominate, with the extraction of crude petroleum and natural gas accounting for 45% of value added in
2022, while agriculture employed over a third of the workforce but contributed only 4.8% of value added in
2022. The economic potential of SMEs remains largely untapped: in 2021, they generated 16.4% of value
added and accounted for 41.8% of total employment (SSCRA, 20225). Azerbaijan has the potential to
harness digital transformation to diversify its economy.

Table 2.15. Overview of Azerbaijan’s key reforms since 2020 and recommendations

Key reforms

Key recommendations

Included SME measures in the Socio-economic Development Strategy
2022-2026 and amended the Insolvency Law

Established women resource centres in regions

Developed a framework to collect and analyse data on SME skills and a
network of operators to step up training provisions

Implemented Basel Ill principles

Established an online sales platform to support SME exports

Outreach and financial support to SMEs ensured through KOBIA's
network of sub-structures

Ensure that the upcoming NDS adopts a comprehensive approach for
digital transformation in non-IT sectors

Complement the National Socio-economic Development Strategy with
a comprehensive SME strategy

Incorporate entrepreneurship as a key competence across education
levels

Improve the legal framework for secure transactions and promote non-
bank financing options for SMEs

Introduce financial support mechanisms to support exporting SMEs

and provide trade insurance services
Improve monitoring practices by assessing the impact of selected
support programmes on beneficiaries’ performance

Georgia’'s economy remained resilient despite short-term disruptions caused by Russia's invasion of
Ukraine. The country’s GDP grew by 10.1% in 2022, supported by an influx of skilled migrant workers,
business relocations from Russia, and increased transportation flows. Inflation, which had been high since
2021, decreased to 0.6% in June 2023 due to effective policy measures. Georgia’s foreign trade turnover
increased by 33.4% in 2022, with a focus on exports like copper ores, cars and wine. The ICT sector
contributed 4.7% to GDP and grew by 49.9% in 2022. In 2021, small businesses represented 98.2% of the
business population, whereas medium-sized enterprises accounted for 1.5%. Although SMEs’
employment levels are still lower than pre-pandemic levels, they represent 61.8% of the business sector
workforce. SMEs’ value added has increased over 2015-2021, but their share of total business sector value
added has remained between 53% and 61% over that period, falling to 53% in 2021.
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Table 2.16. Overview of Georgia’s key reforms since 2020 and recommendations

Key reforms Key recommendations
Adopted an SME Development Strategy for 2021-2025, with new priorities ~ Adopt a National Digital Strategy
for women’s entrepreneurship and the green economy Explore initiatives to promote a second chance for bankrupt
Created a Skills Agency, notably launching teacher networks to stimulate  entrepreneurs, including incentives and dedicated programmes
VET partnerships Integrate entrepreneurship into education at all education levels,
Expanded the national credit guarantee scheme following the pandemic enhance teacher training, and improve monitoring and evaluation.

Export assistance programme and growth hubs launched by Enterprise = Implement collateral/factoring reforms and larger-scale start-up
Georgia to support SMEs with training, services and financing, along with ~ funding

significant improvements in monitoring and evaluation Revise the e-procurement system to align with EU directives and
Established an independent Market Surveillance Agency improve data quality
Consider indirect financial incentives for innovation and research and
development (R&D)

Develop reporting requirements on firm size within ESG reporting
frameworks to monitor impact of green finance policies on SMEs

Moldova has faced several crises in recent years, including the COVID-19 pandemic and severe droughts
in 2020, which resulted in recession. Although the country rebounded with 13.9% growth in 2021, Russia's
war of aggression against Ukraine in 2022 brought new challenges — including trade disruptions, a
significant influx of refugees, and high inflation — which resulted in a contraction of the economy of 5.6%.
Moldova, seeking to reduce its dependence on Russian gas, witnessed soaring energy prices, contributing
to inflation levels of up to 34% in 2022. SMEs accounted for 59% of business sector employment and 38%
of turnover in 2021. Their share in low-value-added sectors, albeit predominant, has been decreasing,
while the country has the second-highest share of SMEs in the ICT sector among EaP countries (5% of
total SMEs in 2021). Fostering SME growth and promoting a competitive market will help address the
challenges posed by rising costs and labour shortages.

Table 2.17. Overview of Moldova’s key reforms since 2020 and recommendations

Key reforms Key recommendations
Developed the National Programme for Promoting Entrepreneurship and =~ Ensure implementation and effective monitoring and evaluation
Increasing Competitiveness 2022-26 (PACC) (M&E) of the new National Digital Strategy
Efforts to align Education Code with European key competences and  Introduce SME-focused RIA test
progress in non-formal learning Enhance skills assessment and anticipation by collecting data on
Launch of the Investment incentive programme “373” SME skills, needs, and in-house training, sharing results on an
Adopted a State Programme for SME growth and internationalisation online database

Successful launch and implementation of new comprehensive programmes ~ Promote alternative financing, explore VC sector options, and

to support the digital transformation of SMEs as well as digital Innovations ~ improve financial literacy of entrepreneurs

and technological start-ups Update MTender and raise user skills to better align with regulatory
requirements and options
Enhance SME access to external advisors, introduce incentives for
R&D and innovation investment, encourage green practices among
SMEs and enhance data collection on their environmental and
greening performance

Ukraine has faced severe challenges in recent years, including a 3.8% GDP decline in 2020 due to COVID-
19 and a 29.1% GDP contraction caused by Russia’s war of aggression in 2022. Despite this, the country’s
economy has shown resilience, with 2023 growth estimated at 2-3% in mid-2023. Exports have dropped
by around 43%, with transport issues posing major challenges to businesses. While Ukraine's banking
system has remained resilient, non-performing loans have grown to 38%. International aid has played a
crucial role, with financial assistance needs estimated at USD 36-48 billion in 2023. SMEs, which
constituted 99.98% of all enterprises in the business sector in 2021, accounted for 81.6% of the total
business employment in Ukraine and generated 70.2% of value added at factor cost in the business sector
that year (State Statistics Service of Ukraine, 20236)). The digitalisation process, already a policy priority
before the war, has advanced, and the IT sector has been showing impressive resilience in wartime.
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Table 2.18. Overview of Ukraine’s key reforms since 2020 and recommendations

Key reforms

Key recommendations

Launched the Diia.Business web-portal, thereby helping SMEs and
entrepreneurs

Public and private training opportunities for SMEs enhanced, including for
women entrepreneurs

SMEs’ access to finance enhanced through the government's “5-7-9%”
loans programme

Order No. 285 of Ukraine’s National Standardization Body “On the package
adoption of the CEN-CENELEC European regulatory documents by
Ukraine” to adopt 20,268 European CEN/CENELEC normative documents
as national normative documents by December 31, 2023

Established a Ukrainian Startup Fund and developed a network of
Diia.Business support centres

Align the post-war SME strategy with reconstruction plans,
streamline regulations, and prioritise deregulation

Establish a systematic approach to skills assessment and
anticipation, improving data collection and labour market analyses
Strengthen non-bank financing by updating the legal framework for
factoring and encouraging VC

Enhance public procurement for SMEs

Introduce grants for facilitating access to private BDS providers
and refine evaluation of support schemes

Implement measures to stimulate business innovation, adjusting
existing incentives to the needs of SMEs

Develop a dedicated SME greening strategy and reinforce

environmental policies for sustainable growth

Overview of regional performance

Figure 2.2. Progress towards SME supportive policies in EaP countries, 2020 and 2024

— 2024 2020 comparable methodology 2024 comparable methodology

A - Institutional and regulatory framework
5

E - Green economy

V.

E - Support services 1

A - Operational environment

A - Bankruptcy and

E - Innovation policy second chance
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B - Entrepreneurial learning /
Women's entrepreneurship

D - Internationalisation B - SME skills

C - Access to finance

D - Standards and regulations

D - Public procurement

Note: Overall dimension scores are calculated based on five levels of policy reform, with 1 being the weakest and 5 being the strongest.
Methodological changes have been introduced to the 2024 assessment based on lessons learnt from previous SBA assessments and to capture
important changes and emerging trends in the business and policy environment. Only scores calculated according to a comparable methodology
should be compared to identify trends over time. See the “Policy framework, structure of the report and assessment process” chapter and Annex
A for information on the assessment methodology.

Since the last SBA assessment in 2020, EaP countries’ performance has improved across all dimensions
(except public procurement), particularly with regard to the operational environment and to SME skills.
These results show the governments’ commitment to reducing the burden on businesses by providing
efficient government services and reducing the cost of administrative procedures and regulatory
requirements, as well as their efforts directed at addressing skills shortages and mismatches (Table 2.19)
provides an overview of the region’s progress for each SBA dimension since the assessment conducted
in 2020.
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Table 2.19. Summary of regional progress in SME policy development

Pillar  Dimension 2024 EaP 2024 CM 2020 CM Change
Average EaP Average EaP Average  2020-24 (CM)

Institutional and regulatory framework 3.78 3.72 3.61 +0.11

A Operational environment 4.24 4.37 3.77
Bankruptcy and second chance 2.35 3.10 2.87 +0.23

e i varers
SME skills 3.57 3.78 297

c Access to finance 3.56 3.90 3.67 +0.23
Public procurement 3.15 3.13 3.59 -0.46

D Standards and regulations 3.83 3.98 3.67 +0.31
Internationalisation 3.58 3.62 3.1
Business development services 3.57 3.74 3.61 +0.13

E Innovation policy 3.09 247 2.31 +0.16
Green economy 2.81 2.99 2.59 040

Note: CM = Comparable methodology. Darker blue colouring denotes a higher rate of change during 2020-24. Methodological changes have
been introduced to the 2024 assessment based on lessons learnt from previous SBA assessments and to capture important changes and
emerging trends in the business and policy environment. See the “Policy framework, structure of the report and assessment process” chapter
and Annex A for information on the assessment methodology.

Developments in the EaP region’s SME environment have been diverse. Overall, progress in Pillar B,
Entrepreneurial human capital, is the highest on average, reflecting EaP countries’ efforts to help citizens
acquire and develop entrepreneurial skills and competences. Significant improvements have also been
achieved in Pillar A, Responsive government, where, as mentioned above, the increase in average scores
has been driven mostly by improvements in the operational environment for SME. On the other hand, the
weakest advancements can be observed in Pillar D, Access to markets, where the major improvements in
support to SME internationalisation are counterbalanced by significant setbacks in public procurement. In
fact, while all EaP countries recognise the importance of SME internationalisation and have adopted a
strategic approach to export promotion and the use of e-commerce, the results of the assessment show a
deterioration in the regulatory framework for public procurement. Figure 2.3 shows, for each country, the
number of dimensions where the scores have improved since the 2020 assessment.

Figure 2.3. Improvements by number of dimensions by EaP country

12

10

Armenia Azerbaijan Georgia Moldova Ukraine

Note: To calculate the number of dimensions where the scores have improved since 2020, scores calculated using comparable methodology
were considered. See the “Policy framework, structure of the report and assessment process” chapter and Annex A for information on the
assessment methodology.
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Despite extremely difficult circumstances — due initially to the COVID-19 pandemic and then, more
significantly, to Russia’s full-scale invasion in February 2022 — Ukraine confirmed its top position as best
reformer among EaP countries, having improved across all 12 dimensions of the assessment. Moldova
followed suit, displaying improvements in 11 dimensions.

Table 2.20 indicates for each country the areas of best performance and the areas with the biggest margin
for improvement.

Table 2.20. Summary of each country’s progress and main areas for improvement

Stronger performance Score Main areas for improvement Score

Country

Armenia Pillar A - Operational environment 3.99 Pillar A - Bankruptcy and second chance 1.97
Pillar D - Standards and regulations 3.60 Pillar B - SME skills 2.37
Pillar C - Access to finance 3.54 Pillar E - Green economy 2.51

Azerbaijan Pillar A - Operational environment 4.25 Pillar A - Bankruptcy and second chance 1.91
Pillar A - Institutional framework 3.69 Pillar E - Green economy 2.54
Pillar B - SME skills 3.59 Pillar D - Public procurement 2.55

Georgia Pillar D - Internationalisation 452 Pillar E - Green economy 3.08
Pillar A - Operational environment 451 Pillar A - Bankruptcy and second chance 3.36
Pillar A - Institutional framework 437 Pillar E - Innovation policy 3.44

Moldova Pillar A - Operational environment 434 Pillar A - Bankruptcy and second chance 2.00
Pillar D - Standards and regulations 413 Pillar E - Innovation policy 3N
Pillar B - Entrepreneurial learning / women’s 4.09 Pillar D - Public procurement 3.16
entrepreneurship

Ukraine Pillar A - Operational environment 411 Pillar A - Bankruptcy and second chance 2.52
Pillar B - Entrepreneurial learning / women’s 3.95 Pillar E - Green economy 2.56
entrepreneurship
Pillar B - SME skills 3.91 Pillar E - Innovation policy 3.03

Note: See the “Policy framework, structure of the report and assessment process” chapter and Annex A for information on the assessment
methodology.

2024 SME Policy Index scores for Eastern Partner countries

Table 2.22 shows the 2024 SME Policy Index scores for each EaP country, with Box 2.1 summarising the
scoring methodology.

The SME Policy Index aims at providing governments with guidance on evaluating policies targeting SME
development. The index identifies strengths and weaknesses in policy design, implementation, monitoring
and evaluation; allows for comparison across countries; and measures convergence towards good SME
policy practices promoted by the EU and the OECD. It assists governments in setting targets for SME
policy development and strategic priorities to further improve their business environments. It also fosters
governments’ policy dialogue, including with the private sector, and facilitates peer exchanges across the
region and with partner organisations.
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Box 2.1. Scoring SME policy development

The SME Policy Index is calculated considering both qualitative information and quantitative outcome-
oriented indicators. The qualitative indicators assess the policy development path in a certain area,
such as the establishment of a regulatory impact assessment or a credit guarantee scheme. The
outcome-oriented indicators are collected to strengthen the link between policies and outcomes. The
analysis was also enriched by evidence gathered through private sector focus groups organised in the
framework of this fourth assessment round.

Scores between 1 and 5 are used to assess the level of policy reform for each sub-dimension and
dimension, with 1 being the weakest level and 5 being the strongest. For qualitative indicators, the
scores typically correspond to the levels of policy development shown in Table 2.21.

Table 2.21. Policy development scale

Level 1 Level 2 Level 3 Level 4 Level 5

There is no law, There is a draft law, A solid legal and/or ~ Level 3 Level 4
institution, tool or institution, tool or institutional framework is complemented by some complemented by
(information) service in (information) service and in place for this specific concrete indications of significant evidence of
place for the area there are some signs of policy area, tool or effective policy concrete and effective
concerned. government activity to (information) service. implementation of the policy implementation of
address the area law, institution or tool.  the law, institution, tool or
concerned. service. This level comes
closest to good practice
identified for the OECD
countries.

A detailed description of the policy framework and process underpinning the assessment is provided in
the chapter “Policy framework, structure of the report and assessment process”. The scoring
methodology is provided in Annex A.

Table 2.22. 2024 SME Policy Index scores in the EaP countries

EaP
Armenia  Azerbaijan = Georgia Moldova Ukraine average = Weight

Digital economy for SMEs

Composite score for SME digitalisation 3.44 3.14 3.96 3.40 3.77 3.54

Selected framework conditions for the digital 3.92 2.96 4.02 3.22 3.93 3.61
transformation

Pilar A-Responsive government || |

Institutional and regulatory framework 3.24 3.69 4.37 3.93 3.68 3.78
Institutional setting 3.02 4.14 4.62 3.83 3.70 3.86 40%
Planning and design 347 4.07 473 4.00 4.05 4.06 35%
Implementation 2.63 4.52 4.7 3.71 3.38 3.79 45%
Monitoring and evaluation 3.13 3.40 4.20 3.80 3.80 3.67 20%
Legislative simplification and RIA 3.03 2.90 3.50 3.35 3.27 321 25%
Planning and design 413 340 453 4.00 420 4.05 35%
Implementation 213 222 2.15 2.24 2.14 2.18 45%
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EaP

Armenia  Azerbaijan  Georgia Moldova Ukraine average = Weight
Monitoring and evaluation 313 353 473 473 4.20 4.07 20%
Public-private consultations 4.16 3.40 4.65 4.27 4.26 415 15%
Frequency and transparency of PPCs 4.33 3.11 4.67 4.50 4.42 4.20 40%
Private sector involvement in PPCs 4.07 3.40 4.96 3.67 473 4.16 40%
Monitoring and evaluation 4.00 4.00 4.00 5.00 3.00 4.00 20%
Institutional framework for SME digitalisation 3.50 4.05 4.54 4.20 4.40 414 10%
Outcome-oriented indicators 3.00 4.00 5.00 5.00 3.00 4.00 10%
Operational environment 3.99 4.25 4.51 4.34 411 424
E-government services 4.00 4.25 4.29 4.34 4.66 4.31 35%
Strategy, planning and design 3.93 4.30 4.92 4.82 4.56 4.51 35%
Implementation 4.21 4.33 4.36 442 4.88 4.44 45%
Monitoring and evaluation 3.67 4.00 3.00 3.33 4.33 3.67 20%
Business licenses 3.66 3.96 5.00 4.69 4.40 4.34 10%
Licence procedures 414 443 5.00 443 4.83 4.57 40%
Monitoring and streamlining of licence systems 3.33 3.64 5.00 487 411 419 60%
Company registration 4.88 4.52 5.00 4.74 4.52 4.73 25%
Design and implementation 4.80 4.20 5.00 4.90 4.20 4.62 60%
Monitoring and evaluation 5.00 5.00 5.00 4.50 5.00 4.90 40%
Tax compliance procedures 2.73 3.70 4.26 3.78 2.73 3.44 20%
Tax compliance and simplification procedures 3.12 3.59 453 3.35 3.12 3.54 60%
Monitoring and evaluation of SME-specific tax 2.14 3.86 3.86 443 2.14 3.29 40%
measures
Outcome-oriented indicators 4.56 5.00 411 411 3.67 4.29 10%
Bankruptcy and second chance 1.97 1.91 3.36 2.00 2.52 2.35
Preventive measures 1.34 1.69 3.24 1.46 1.75 1.90 30%
Design and implementation 1.86 2.71 3.60 2.14 2.89 2.64 40%
Performance, monitoring and evaluation 1.00 1.00 3.00 1.00 1.00 1.40 60%
Survival and bankruptcy procedures 2.74 215 413 2.72 3.39 3.03 40%
Design and implementation 3.35 3.88 433 3.80 3.96 3.87 40%
Performance, monitoring and evaluation 2.33 1.00 4.00 2.00 3.00 247 60%
Promoting second chance 1.00 1.33 2.33 1.00 1.83 1.50 20%
Outcome-oriented indicators 2.711 2.1 2.71 2.71 2.1 2.1 10%

I S S S S S

Entrepreneurial learning/women’s
entrepreneurship

Entrepreneurial learning 3.10 2.88 3.87 414 4.01 3.60 55%
Planning and design 3.87 3.53 433 5.00 453 425 30%
Implementation 2.90 2.73 3.64 3.91 4.05 3.45 50%
Monitoring and evaluation 247 2.26 3.76 3.40 3.10 3.00 20%
Women’s entrepreneurship 2.50 .M 4.90 4.40 4.21 3.94 35%
Planning and design 443 3.57 5.00 5.00 4.14 443 30%
Implementation 1.53 3.80 5.00 4.20 433 3.77 50%
Monitoring and evaluation 2.00 3.70 450 4.00 4.00 3.64 20%
Outcome-oriented indicators 3.29 1.86 3.29 2.1 2.1 2.77 10%
SME skills 2.37 3.59 412 3.89 3.91 3.57

SME skills 2.41 3.76 4.25 410 4.01 3N 90%
Planning and design 1.67 3.13 449 4.69 3.39 3.47 30%
Implementation 2.75 4.00 3.80 4.00 4.75 3.86 50%
Monitoring and evaluation 2.67 411 5.00 3.44 3N 3.67 20%
Outcome-oriented indicators 2.00 2.00 3.00 2.00 3.00 2.40 10%
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EaP

Armenia  Azerbaija Georgia Moldova Ukraine average = Weight
Access to finance 3.54 3.31 4.07 3.48 3.40 3.56
Legal and regulatory framework 4.03 413 4.31 4.33 3.70 410 35%
Creditor rights 3.20 410 4.10 5.00 3.20 3.92 24%
Register 4.86 4.91 5.00 4.81 4.90 4.90 24%
Credit information bureau 4.32 4.32 4.32 4.32 4.32 4.32 24%
Banking regulations 3.40 290 4.09 3.00 1.26 293 14%
Capital market 416 3.71 3.71 3.7 3.89 3.84 14%
Sources of external finance - bank financing 2.30 2.34 3.74 2,67 2.54 272 25%
Banking lending practices and conditions 2.66 2.32 3.31 2.66 250 2.69 60%
Credit guarantee schemes 1.78 2.38 4.38 2.70 2.61 2.77 40%
Sources of external finance — non-bank 4.56 3.61 3.7 4.04 4.22 4.03 15%
financing
Microfinance institutions 440 4.08 5.00 4.64 4.60 4.54 33%
Leasing 4.71 3.51 5.00 4.71 5.00 4.59 33%
Factoring 4.70 3.35 1.25 2.90 3.20 3.08 33%
Venture capital ecosystem 3.34 2.04 3.56 2.32 2.52 2.75 5%
Legal framework 3.78 3.44 411 3.44 3.44 3.64 35%
Design and implementation of government 3.75 1.40 3.67 2.04 247 2.66 45%
activities
Monitoring and evaluation 1.67 1.00 2.33 1.00 1.00 1.40 20%
Financial literacy 4.53 3.27 4.80 2.94 3.94 3.90 5%
Planning, design and implementation 4.75 3.50 4.75 3.10 3.94 4.01 80%
Monitoring and evaluation 3.67 2.33 5.00 2.33 3.93 3.45 20%
Digital financial services 3.52 3.05 3.94 3.02 3.81 3.47 5%
Regulatory frameworks for digital financial 3.74 3.60 437 3.55 4.11 3.87 50%
services
Supervisory framework for digital financial 3.30 2.50 3.50 2.50 3.50 3.06 50%
services

PilarD-Accesstomarkets | | | | | | | ]

Public procurement 2.80 2.55 3.61 3.16 3.61 3.15
Public procurement 3.00 2.72 3.68 3.40 3.58 3.28 90%
Policy and regulatory framework 2.75 243 3.09 3.75 3.42 3.09 35%
Implementation 4.09 283 443 4.20 3.51 3.81 45%
Monitoring and evaluation 1.00 3.00 3.00 1.00 4.00 240 20%
Outcome-oriented indicators 1.00 1.00 3.00 1.00 3.86 1.97 10%
Standards and regulations 3.60 3.20 4.37 413 3.86 3.83
Overall co-ordination and general measures 5.00 3.23 5.00 433 5.00 451 10%
Harmonisation with EU acquis 3.58 3.30 4.42 3.94 4.40 3.93 40%
Technical regulations 410 3.14 4.36 410 442 402 | 16.7%
Standardisation 4.25 3.30 449 4.05 3.67 395  16.7%
Accreditation 3.61 3.84 4.36 4.36 4.80 419  16.7%
Conformity assessment 2.76 3.40 419 4.29 4.68 387 16.7%
Metrology 478 3.35 447 3.80 473 423  16.7%
Market surveillance 1.94 2.76 460 3.00 4.04 327  16.7%
SME access to standardisation 3.85 3.25 413 4.55 2.83 3.72 30%
Awareness raising and information 4.33 417 4.25 4.83 3.92 4.30 30%
SMES’ participation in developing standards 4.50 4.00 4.50 5.00 3.50 4.30 30%
Financial support to SMEs 3.00 2.00 3.75 4.00 1.50 2.85 40%
Digitalisation of standards and regulations 1.50 213 3.63 250 2.50 2.45 10%
Outcome-oriented indicators 3.67 3.67 5.00 5.00 5.00 447 10%
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EaP

Armenia  Azerbaijan  Georgia Moldova Ukraine average = Weight
SME internationalisation 291 3.25 4.52 3.45 3.77 3.58
Export promotion 3.57 3.67 4.84 4.28 4.30 413 40%
Planning and design 3.90 4.50 4.75 4.75 4.80 4.54 35%
Implementation 3.62 3.92 485 3.92 3.77 4.02 45%
Monitoring and evaluation 2.89 1.64 5.00 427 4.64 3.69 20%
Integration into global value chains 1.23 2.16 4.80 2.77 3.76 2,94 20%
Planning and design 1.65 2.22 4.63 2.19 4.69 3.08 35%
Implementation 1.00 2.33 4.83 2.83 3.67 2.93 45%
Monitoring and evaluation 1.00 1.67 5.00 3.67 2.33 273 20%
OECD Trade Facilitation Indicators 3.88 3.60 4.22 3.22 3.15 3.62 10%
Use of e-commerce 2.25 3.44 4.00 3.3 2.89 3.18 20%
Planning and design 3.70 3.83 4.00 443 4.10 4.01 35%
Implementation 1.67 4.00 4.00 347 2.33 3.09 45%
Monitoring and evaluation 1.00 1.50 4.00 1.00 2.00 1.90 20%
Outcome-oriented indicators 4.00 3.00 4.00 2.00 4.00 3.40 10%

Pilar £ novationand businesssupport || | | ]

Business development services 3.06 3.33 4.22 3.69 3.57 3.57
Services provided by government 3.38 3.96 4.51 417 4.08 4.02 40%
Planning and design 3.55 3.55 5.00 427 4.27 413 35%
Implementation 3.33 4.39 4.39 4.28 4.50 4.18 45%
Monitoring and evaluation 3.18 373 3.91 3.73 2.82 347 20%
Initiatives to stimulate private BDS 3.14 3.19 410 3.72 3.20 3.47 40%
Planning and design 3.00 2.60 3.93 4.20 3.33 341 35%
Implementation 3.31 3.44 433 3.67 3.49 3.65 45%
Monitoring and evaluation 3.00 3.67 3.89 3.00 2.33 3.18 20%
BDS for SME digital transformation 3.1 2.91 3.59 3.51 3.53 3.33 10%
Design and implementation 3.22 3.04 3.51 347 3.51 3.35 70%
Monitoring and evaluation 2.85 2.60 3.76 3.60 3.58 3.28 30%
Outcome-oriented indicators 1.40 1.80 4.20 1.80 3.00 2.44 10%
Innovation policy for SMEs 3.00 2.85 3.44 3.1 3.03 3.09
Policy framework for innovation 3.06 31 3.50 2.99 2.72 3.07 40%
Planning and design 3.56 3.03 3.08 3.13 3.40 3.24 35%
Implementation 3.27 3.58 3.93 3.04 247 3.26 45%
Monitoring and evaluation 1.70 2.20 3.25 2.60 210 2.37 20%
Government institutional support 2.77 2.88 3.26 3.33 3.1 3.07 25%
Planning and design 3.00 3.00 3.70 3.70 3.30 3.34 35%
Implementation 3.08 317 3.33 3.33 3.00 3.18 45%
Monitoring and evaluation 1.67 2.00 233 2.67 3.00 233 20%
Government financial support 3.62 2.82 3.56 3.28 2.67 3.19 25%
Planning and design 3.55 3.00 3.55 3.55 3.18 3.36 35%
Implementation 3.86 3.00 3.86 3.29 2.71 3.34 45%
Monitoring and evaluation 3.22 211 291 2.78 1.67 2.54 20%
Outcome-oriented indicators 1.80 1.80 3.40 2.60 5.00 2,92 10%
Green economy policies for SMEs 2.51 2.54 3.08 3.38 2.56 2.81
Environmental policies 2.89 2.82 3.57 3.70 244 3.08 35%
Planning and design 3.00 3.00 4.32 3.40 3.62 3.47 35%
Implementation 3.00 3.16 3.16 4.00 1.83 3.03 45%
Monitoring and evaluation 245 1.73 3.18 3.55 1.73 253 20%
Incentives and instruments 2.54 2.40 3.14 3.60 2.92 2,92 55%
Planning and design 3.61 2.39 3.50 4.39 3.55 3.49 35%
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EaP
Armenia  Azerbaijan  Georgia Moldova Ukraine average = Weight
Implementation 2.39 2.58 3.36 2.82 2.85 2.80 45%
Monitoring and evaluation 1.00 2.00 2.00 4.00 2.00 2.20 20%
Outcome-oriented indicators 1.00 2.33 1.00 1.00 1.00 1.27 10%

Note: Dimension scores are presented based on the five levels of policy reform (see Table 2.21). Methodological changes have been introduced
to the 2024 assessment based on lessons learnt from previous SBA assessments and to capture important changes and emerging trends in the
business and policy environment. For more information about the scoring methodology, please refer to Annex A.
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g Economic context

Russia’s invasion of Ukraine affects economic development in the EaP region

EaP countries hit by multiple shocks

The four years since the previous SBA assessment have been marked by major socioeconomic and
geopolitical shocks, above all the COVID-19 pandemic and Russia’s war of aggression against Ukraine.

The outbreak of the COVID-19 pandemic in early 2020 caused an unprecedented health crisis for all
countries around the world, with a spike in mortality due to COVID-19 estimated at close to 25 million
excess deaths as of late July 2023, 320 000 of which occurred in EaP countries' (The Economist, 20231).
Governments across the world issued stay-at-home orders and restricted mobility, social interactions and
economic activities to contain the spread of the virus, especially until effective vaccines became widely
available in late 2020. To combat the pandemic and minimise its impact on households and businesses,
governments also rolled out large fiscal stimulus measures, equivalent to over 15% of GDP for advanced
economies and in the range of 1.4% to 7.1% for EaP countries? (IMF, 2021(2).

The pandemic led to the sharpest economic contraction in the world economy (-3.1%) since World War |l
(Bolt and van Zanden, 2020;3) (IMF, 20234;). EaP countries were no exception, with a large reduction in
output due to the slowdown in economic activity and the restrictive measures introduced to contain the
pandemic. The contraction was most pronounced in Armenia and Georgia, where the services sector, and
tourism in particular, plays a relatively more important role; and in Moldova, where the pandemic’s impact
on the economy was made worse by one of the most severe droughts of the past two decades, causing
cereal production to drop to half of its previous five-year average value (FAO, 2021s)).

In 2021, the relaxation of COVID-19 restrictions and the resumption of international tourism, trade and
investment flows sustained an economic rebound across the EaP region; GDP growth reached double
digits in Georgia and Moldova, buoyed in particular by an increase in private consumption, public
investment and exports in case of the former, and record-high cereal production in case of the latter
(Figure 3.1).
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Figure 3.1. Annual percentage change in GDP growth in EaP countries (2018-23)
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Source: (IMF, 2023y)).

StatLink = https:/stat.link/610s57

The war in Ukraine put the EaP region at the epicentre of another global shock in February 2022, which
caused a significant slowdown in global growth and severely challenged the trajectory of economic
recovery in EaP countries. In addition to the human and economic tragedy for the Ukrainian people, the
economic effects of the war reverberated across the entire world. Supply chains were disrupted as a result
of export bans, the threat to shipping in the Black Sea, and international sanctions, all of which made it
harder to get goods in and out of Russia and Ukraine. Because the two countries play a key role in the
global supply of food and energy, this caused huge volatility in commodity markets, with prices of essential
grains, energy and metals increasing dramatically after the invasion began (OECD, 2023)).

This exacerbated pre-existing inflationary pressures across the EaP region, with annual consumer price
increases reaching double digits for all countries and peaking at 35% in the case of Moldova in late 2022
(Figure 3.2). On average, households across the EaP region allocate 59% of their total expenditure to
basic goods® (vs. 39% in the EU), so an increase in the price of these goods can seriously affect their
purchasing power, with a disproportionate impact on the lowest income groups (Eurostat, 20237;) (OECD,
20236)). Governments and central banks in the EaP region reacted with appropriate fiscal policy and
successive rounds of monetary tightening, which helped bring inflation back to pre-war levels — and, in the
case of Armenia and Georgia, below the national target rates — by mid-2023.
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Figure 3.2. Inflation in EaP countries (2021-23)

Annual inflation (CPI percentage change over corresponding month of previous year)
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Source: Central banks of EaP countries.
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The heterogeneous impact of the war on EaP countries

While all EaP countries have dealt with the global consequences of Russia’s invasion of Ukraine,
macroeconomic performance at the country level has largely reflected country-specific factors, such as
their proximity to the belligerent countries, trade flows, migration patterns and resource endowments.

First and foremost, for Ukraine the war represents a human tragedy on a scale not seen in decades in
Europe, with tens of thousands dying and millions of refugees escaping or being internally displaced
(OHCHR, 2023j5) (UNHCR, 2023p). Ukraine’s productive capacity and trade relations have been
devastated, causing GDP to fall by around 29% in 2022. In the first months of the war, manufacturing in
the south and in the east completely stopped or was drastically reduced, and agricultural production was
severely compromised due to destruction of farmland, limited availability of fertiliser and reallocation of
labour from agriculture to the war effort. In 2022, the volume of exports of goods and services from Ukraine
dropped by around 43%, while imports declined by 28% compared to 2021, owing to reduced output and
blocked transport routes (IMF, 20234)). The direct damage to physical infrastructure amounted to nearly
USD 150 billion as of April 2023 (KSE, 2023107), and some estimates suggest it will take at least a decade
for the Ukrainian economy to recover to pre-war levels (EIU, 2022[11)).

Direct spillovers from the war heavily affected Moldova’s economy, which in 2022 contracted by 5.6%.
Soaring energy prices raised input costs for manufacturers, and high inflation challenged investment and
economic growth. External trade initially suffered from sluggish growth in Moldova's EU trading partners
and major disruptions, in particular Russia’s blockade of Ukrainian ports on the Black Sea (only partially
offset by the Black Sea Grain Initiative*). Furthermore, proximity to Ukraine meant that in the first months
of the war Moldova faced the extra challenge of welcoming and providing assistance to a large inflow of
refugees from Ukraine — more than 115 000 as of July 2023, making Moldova the largest receiver of
Ukrainian refugees as a proportion of domestic population. This has put additional stress on the country’s
administrative machine and public finances (UNHCR, 2023g)).
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By contrast, defying initial forecasts, economies in the South Caucasus performed better than expected in
2022. In the case of Azerbaijan, where hydrocarbons typically account for over 90% of exports, high energy
prices and increases in global oil demand boosted export receipts and pushed economic growth to 4.6%.
The EU’s desire to step up gas imports from Azerbaijan (in its efforts to reduce its dependence on Russian
hydrocarbons) will also create an opportunity for more investment in the country’s energy sector — although
its reliance on hydrocarbons poses risks to long-term growth due to declining oil production, oil price
volatility and the global transition away from fossil fuels (EC, 2022;12;). Recently, however, a rebound of
private consumption to pre-pandemic levels and an increase in public investment should support economic
growth (IMF, 20234).

Armenia and Georgia experienced an even larger positive macroeconomic shock in 2022, with GDP
growing by 12.6% and 10.1%, respectively (IMF, 20234;). Both countries received a significant influx of
people relocating from Russia (primarily) and Belarus, concentrated in two key periods: immediately after
the start of the war and during the wave of military mobilisation in Russia in the fall of 2022. By the end of
2022, it is estimated that approximately 55 000 Russian citizens had moved to Armenia and 100 000
Russian and Belarusian citizens had moved to Georgia, corresponding to 1.8% and 2.5% of the local
populations, respectively (GET, 202313)). Primarily employed in the IT sector and earning above-average
salaries, this new type of migrants provided a short-term boost to domestic consumption, in particular in
the services and construction sector, and contributed to a substantial inflow of capital as they transferred
their savings to their new countries of residence. Net exports for both Armenia and Georgia, boosted by
increased demand from their main trading partners (e.g. China, Bulgaria) and high commodity prices (e.g.
copper), contributed to strong local currency appreciation in both countries and in turn helped to keep
imported inflationary pressure under control compared to other EaP countries (Figure 3.2).

Box 3.1. New migration patterns in the South Caucasus

The effects of international sanctions, fear of political turmoil, the risk of conscription and a deterioration
in economic conditions and prospects at home are prompting many Russian citizens to move to
Armenia and Georgia. Between the start of the war and the end of 2022, approximately 100 000
Russians and Belarussians relocated to Georgia and 55 000 to Armenia, respectively. Most of them
have settled in the capitals, Tbilisi and Yerevan. While it is not yet possible to determine how
“‘permanent” these relocations will be, surveys suggest that the latter show a more long-term
perspective to stay in Armenia in comparison to staying in Georgia. This might be driven by the high
number of ethnic Armenians living in Russia.

A significant proportion of these emigrants seem to have entrepreneurial ambitions, with many working
in the IT sector, as this is a more mobile industry and thus offers an easier option to work internationally.
Nevertheless, local employers are also benefitting from the influx of skilled workers. Especially in
Armenia, relocated Russians are often employed in local companies.

EaP countries have an opportunity to capitalise on this inflow of human capital and technological skill.
Armenia and Georgia, which already have growing IT sectors, could bolster their tech industries and
diffuse more digital knowledge into their labour market. The creation of new IT companies in the two
countries could also provide additional services for firms looking to digitalise, thereby assisting with
broader ambitions for digitalisation in the EaP region.

Source: (OECD, 2023g); (GET, 202313)).
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Despite the mixed results outlined above, important vulnerabilities remain for all economies in the EaP
region, related to both the evolution of the war in Ukraine and its local and global consequences (described
below) but also to each country’s long-term structural issues (described in the next section).

While Ukraine has demonstrated strong signs of economic resilience (e.g. the relocation of businesses to
safer parts of the country, an advanced and growing IT sector, the establishment of new export routes),
the socio-economic outlook for the country will remain highly uncertain as long as the war continues and
until the reconstruction effort can take place undeterred by the constant threat of military attack.

For the other EaP countries, long-standing commercial and financial ties with the economies of Russia and
Ukraine, both experiencing the worst recession seen in decades, represent a source of potential
vulnerability (via a reduction in exports, investment and remittances) that can only partially be offset in the
short-term with product and market diversification efforts, especially for the sectors traditionally most
exposed to Russian demand (e.g. wine, spirits, ferro-silico-manganese). This is in addition to each
country’s specific exposure to the renewed risks of high global prices of energy and food commodities, as
all EaP countries are net importers of energy (except Azerbaijan) and rely heavily on imports of wheat
(except Moldova), a key food staple in the region, from Russia and Ukraine (OECD, 2023g)).

Specifically for the countries in the South Caucasus, the positive macroeconomic trends described earlier
are likely to be driven by one-off factors which may reverse or at least fade out in the near term. For
Azerbaijan’s economy, exposure to oil price volatility represents a source of uncertainty which should
incentivise the country to diversify its productive structure and look for alternative sources of growth. For
Armenia and Georgia, the inflow of Russian citizens, which in 2022 propelled the two economies to double-
digit growth, is very unlikely to continue at the same pace in the coming years. On the contrary, while it
appears that many have moved to the two countries with the intention of staying at least in the medium
term, there is a possibility that a substantial share may decide to return to Russia if conditions at home
improve or to move on to a third country if their prospects in Armenia and Georgia do not meet their
expectations.

A diverse region with an evolving economic structure

EaP countries are well located to facilitate engagement with important economic partners. While Moldova
and Ukraine both share a border with the EU, the South Caucasus is an important transit region for the
Middle Corridor connecting Central Asia with Europe. Nevertheless, the EaP region is heterogeneous, with
great variation in population, land size, and natural resource endowments. These differences influence
each country’s economic structure as well as determine their evolution.
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Box 3.2. Economic Snapshots

Armenia

Armenia, a landlocked and mountainous country, is the smallest of the five EaP countries. Its economy
is driven mainly by the service sector, which accounted for 55.3% of the value added in 2022. The most
exported goods are ores, slag and ash, with a collective share of 30% of total exports. However, the
overall trade balance is negative. Exports to Russia have been increasing slowly but steadily and have
exceeded exports to the EU since 2019. The country also has the highest inward direct investment from
Russia as well as the lowest from the EU among the five EaP countries (IMF, 202114;). The share of
SMEs has been constantly rising in the economy and now makes up 99.85%. Their value added shows
the same trend but remains much lower due to a prevailing productivity gap in comparison to large
enterprises.

Azerbaijan

Azerbaijan’s economy is dominated by mining and quarrying activities, which accounted for 45% of the
value added in 2022. The oil and gas industry plays an especially important role, as Azerbaijan
produces substantially more energy than it consumes (IEA, 2021151). As a result, most of its oil and gas
is exported, accounting for around 92% of export revenues in 2022 and contributing to a large positive
trade balance (Ministry of Energy of the Republic of Azerbaijan, 202316)). SMESs’ contribution to the
economy is the lowest among EaP countries even though they account for 99.7% of enterprises.
Consequently, Azerbaijan also has the largest productivity gap between SMEs and large enterprises.

Georgia

Georgia’s economy has the biggest value added of the service sector among all five EaP countries,
with almost 60% in 2022. Exports to the EU decreased in 2020 due to the pandemic but rebounded to
pre-pandemic levels in 2022, with the single market representing the first export destination for
Georgian products. Exports to Russia have also rebounded to above pre-pandemic levels but remain
substantially lower than to the EU. The country’s large infrastructure project on the Anaklia Deep Sea
Port was revived in December 2022 after being put on hold for almost two years (Dzamukashvili,
2023177). Upon completion, it is expected to turn Georgia into a logistics and transport hub promoting
the Middle Corridor and offering an alternative to the transport route through Russia. SMEs’ contribution
to the economy has remained rather stable relative to larger firms in recent years.

Moldova

Moldova exhibits the highest share of rural population among the EaP countries (56%). It is also heavily
reliant on the exports of agricultural products, with Russia being an important partner. GDP growth
suffered from the consequences of the war in Ukraine (-5.6% in 2022), although in 2021 it had grown
strongly (13.9%) after declining by 8% the year before. In general, Moldova’s economy is historically
highly dependent on personal remittances, equivalent to 14% of GDP in 2022. Stability remains at risk
due to Russia’s war of aggression in neighbouring Ukraine. Inflation levels in Moldova have
continuously been the highest among the EaP countries since the beginning of 2022, peaking at 35%.
Moldova’s share of SMEs was at 98% in 2021, but their contribution to the economy is slowly
decreasing.

Ukraine

Ukraine’s economy has been severely damaged by Russia’s military aggression, which caused GDP
to shrink by 29% and inflation to surge to 26% in 2022. It is the largest economy among the EaP
countries and receives the highest inward direct investment from the EU (32% of GDP in 2021) (IMF,
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20211147). Russian direct investment, on the other hand, has been continuously low at around 1% in the
past years. The country possesses 30% of the world’s black soil, which is extremely fertile, giving its
agricultural industry an important advantage. Thus, the primary sector accounted for 10.6% of value
added in 2021 and cereals made up about 20% of the total export volume of Ukraine in the previous
three years. However, due to Russia’s invasion, both export volume and value added significantly
declined in 2022. Before the war, SMESs’ contribution in the economy showed an increasing trend and
their share of value added was the highest among EaP countries in 2021.

Note: Data from World Development Indicators and National Statistical Offices unless indicated otherwise.

With the exception of Azerbaijan, the EaP countries have limited natural resource endowments. Moldova
and Georgia exploit very low natural resource rents (less than 1.5% of GDP in 2021). By contrast, Armenia
and Ukraine experienced a jump in such rents from less than 2.4% and 1.1% in 2020 to around 7.1% and
7.5%, respectively, in 2021. Azerbaijan, which is rich in oil and natural gas, has the highest natural resource
rents among EaP countries, at almost 30% of GDP in 2021, owing to the jumps in the price of and global
demand for energy that followed the global recession in 2020 (World Bank, n.d.j1g)).

With the exception of Georgia, the share of arable land among EaP countries in 2021 is higher than the
OECD average. In Moldova and Ukraine, arable land makes up more than half of the total territory due to
a high endowment of extremely fertile black soil, which gives agricultural activity a competitive edge.
Moldova also has a high share of rural population (56% in 2022), whereas rural dwellings in the other EaP
countries constitute only between 30% and 43% of the population (World Bank, n.d.;1s;)). These are still
significantly higher than the OECD or EU averages, with important implications for the design and
implementation of national SME policies.

Rural areas face several disadvantages with respect to urban areas, especially when it comes to
entrepreneurship. There is less access to young talent, skilled workers and financial resources. However,
fostering entrepreneurship among rural populations can be an important source of job creation and a driver
of formalisation of economic activities (European Regional Development Fund, 2020y19)).

With the exception of Moldova, all EaP countries are experiencing a declining share of agriculture in GDP
(Figure 3.3). However, the contraction in Ukraine’s agricultural sector stems mainly from the impact of the
war. Conversely, the services sector is gaining importance in most countries and represents the biggest
contributor to GDP across the EaP region, with the exception of Azerbaijan. Due to Azerbaijan's significant
endowments of natural resources, industry still plays the most important role in the country, especially
because global natural resource prices have risen and many countries are imposing sanctions on and
diversifying away from Russia’s supply of natural resources. The relatively large size of the service sectors
in Armenia and Georgia also reflects the importance in their economies of tourism — which, despite being
subject to a high degree of seasonality, has increased substantially in recent years (Geostat, 202320)).
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Figure 3.3. GDP composition in EaP countries
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EaP economies depend greatly on trade and thus are highly exposed to macroeconomic shocks. Most
EaP countries run trade and current account deficits with the biggest negative trade balance in 2022 being
recorded by Moldova, followed by Ukraine (Figure 3.4). In contrast, Azerbaijan has a high positive trade
balance due to its hydrocarbon exports. Imports and exports in the EaP region were significantly affected
by the COVID-19 pandemic, when border closures and restriction of movement caused the disruption of
trade flows and supply chains (OECD, 2020p1;). Consequently, COVID-19 caused a contraction in trade
openness (the sum of imports and exports as a percentage of GDP) of almost 20 percentage points on
average in the EaP region in 2020. In 2021-22, imports and exports increased again surpassing pre-
pandemic levels except in Ukraine. Due to the war, Ukrainian exports dropped sharply by 30% in
comparison to 2021.
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Figure 3.4. Exports and imports in EaP countries and peers (% of GDP)
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Box 3.3. EaP countries and their shifting role in global value chains

Global value chains (GVCs) have emerged as a defining feature of the world economy over the last 40
years. The international organisation of production enabled by (ICTs), declining trade costs, the
integration into world trade of emerging economies in eastern Europe and Asia, and the rise of
multinational enterprises have all contributed to an increase in countries’ participation in GVCs.

When production is fragmented across multiple countries and intermediate goods cross multiple
borders before reaching consumers, traditional measures of gross exports can be subject to double
counting. To address this issue, the international community of trade researchers has developed the
concept of “trade in value added” in an effort to map GVCs and better reflect where value added is
produced — effectively distinguishing in a country’s exports the portion of value added created
domestically from the portion of value added of foreign origin, imported as intermediate inputs.

Two indicators can thus be considered for the analysis of participation in GVCs:

e Backward participation: foreign value added embodied in a country's exports

e Forward participation: domestic value added of a country embodied in other countries’ exports
Participation in GVCs enables countries to specialise in areas of comparative advantage, enhancing
productivity growth and supporting wages and incomes. Over the last few decades, EaP countries have

experienced significant shifts in their respective degrees of GVC participation, reflecting the changing
structure of their economies (Figure 3.5).

Figure 3.5. EaP countries’ participation in GVCs
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While increasing for Georgia and Ukraine, levels of backward participation in GVCs are still lower than
in OECD economies such as Poland or Germany. This is partly due to the lesser sophistication of their
exported manufacturing output, which requires foreign components as intermediate inputs. The low
values of exports for Armenia and Azerbaijan in the early 1990s help to explain the evolution in both
backward and forward linkages for the two countries: increasing exports of commodities extracted
locally have reduced the relative contribution of foreign value added, while they have caused their
forward participation to jump since energy and minerals (e.g., copper) serve as inputs in partner
countries’ production.

Source: (Cigna, Gunnella and Quaglietti, 2022122)); (Casella et al., 201923)).
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EaP economies are also vulnerable because of their limited product diversification (Figure 3.6). They are
all characterized by a high concentration of exported products, which exposes them to volatile commodity
prices. Since 2014, product diversification has increased in Armenia and Georgia but declined slightly in
Azerbaijan, Moldova and Ukraine. The EU and OECD averages indicate highly diversified export baskets
that differ significantly from the EaP average.

Figure 3.6. Product diversification index in EaP countries and peers
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Source: (UNCTAD, n.d.j24).
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When it comes to trade partners’ market concentration, EaP countries are equally vulnerable. Markets are
especially concentrated in Azerbaijan and Armenia, while Ukraine had the lowest indicator of market
concentration in the EaP region and among regional peers in 2021 (Figure 3.7). In fact, all EaP countries
except Ukraine and Georgia transitioned to higher levels of market concentration between 2014 and 2021,
whereas almost all peers moved towards lower concentration. A less diversified set of trade partners
exposes the economy to higher risks in case of macroeconomic shocks, as established bilateral supply
chains cannot be redefined in the very short term.
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Figure 3.7. Market concentration in EaP countries and peers
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With the exception of Ukraine, EaP countries still rely heavily on Russia as a trading partner. Armenia, in
particular, exhibits a massive dependence, with 30% of imports and 45% of exports coming from, and
going to, Russia (Table 3.1). In light of the current sanctions against Russia, as well as Russia’s uncertain
economic outlook, greater diversification of trade partners will reduce vulnerabilities of EaP economies.
Goods exported from the EaP region are mainly raw materials. Whereas in the South Caucasus natural
resources like copper ores, oil, and gas are important export goods, Eastern Europe focuses on agricultural
goods. Motor cars (most of which are then re-exported) and refined oils consistently rank at the top of the
list of goods imported by EaP countries (Table 3.1).

Table 3.1. Structure of imports and exports in EaP countries in 2022

Top three imported and exported goods at HS-2 level

Top three imported goods

Main sources of imports

Top three exported goods

Main export destinations

Armenia Motor cars and vehicles (7%) Russia (30%) Copper ores and concentrates Russia (47%)
Petroleum oils (7%) China (15%) (13%) United Arab Emirates
Petroleum gases (6%) Iran (7%) Gold (8%) (10%)

Diamonds (7%) China (7%)

Azerbaijan ~ Motor cars and vehicles (6%) Russia (19%) Crude ail (51%) Italy (47%)
Petroleum oils (5%) Tiirkiye (16%) Gas (39%) Turkiye (9%)
Medicaments (3%) China (14%) Refined oils (1%) Israel (4%)

Georgia Motor cars and vehicles (13%) Tiirkiye (18%) Copper ores and concentrates China (19%)
Petroleum oils (10%) Russia (14%) (28%) Russia (14%)
Copper ores and concentrates China (8%) Ferroalloys (12%) Bulgaria (11%)
(6%) Fertilisers (8%)

Moldova Petroleum oils (16%) Romania (18%) Insulated wire, cable and other Romania (34%)
Petroleum gases (9%) Russia (12%) electric conductors (14%) Tiirkiye (8%)
Motor cars and vehicles (4%) China (10%) Seed oils (12%) ltaly (6%)
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Top three imported goods Main sources of imports Top three exported goods Main export destinations
Maize (11%)
Ukraine Petroleum oils (16%) China (16%) Maize (13%) Poland (15%)
Motor cars and vehicles (5%) Poland (10%) Seed oils (12%) Romania (9%)
Unspecified commaodities (4%) Germany (8%) Iron ores and concentrates (7%) Turkiye (7%)

Note: Table does not include trade in services. Exports refer to domestic exports except for Ukraine and Azerbaijan. Imports include re-imports.
Source: UN Comtrade Database.

StatLink Sa=r https://stat.link/92I5ca

Remittance inflows remain high in most EaP countries. While they have been steadily rising in Georgia,
which recorded the highest remittances received in 2022 (as share of GDP), a decreasing trend can be
observed in Moldova and Armenia (Figure 3.8). Ukraine and Azerbaijan experienced a reversal of the
decreasing trend in 2021-22, with a jump in remittance inflows of about 2 percentage points. As recent
research shows, the high dependence on remittance income exposes EaP economies to potential shocks
(e.g. economic contraction, currency depreciation) in the countries where labour migrants generate their
income (Meduza, 20232¢))

Figure 3.8. Personal remittances received in EaP countries (percentage of GDP)
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Source: World Development Indicators (World Bank, n.d.1)).
StatLink Sa=r https:/stat.link/heqku8

Untapped potential of SMEs in EaP countries

Competitive and diversified economies require a dynamic SME sector in order to seize emerging market
opportunities, create new jobs and innovate. As such, SMEs and entrepreneurs also play a crucial role in
the adaptation of societies to major global trends — including digitalisation, globalisation, demographic
shifts, labour market transformations and the transition to more sustainable business practices.

At the same time, the SME and entrepreneur population is very diverse with respect to their size, sector,
age, location, background, capacities and aspirations, as well as their ability to overcome inefficiencies in
the business environment and policy sphere.
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Across the EaP region, SMEs make up over 98% of total enterprises and between 60% and 80% of
employment (except in Azerbaijan), while their contribution to value added is much smaller (Table 3.2).

Table 3.2. Business demography indicators in EaP countries (2021 or latest available)

Armenia Azerbaijan Georgia Moldova Ukraine
Number Share Number Share Number Share Number Share Number Share
Enterprises
Micro 85,150 94.7% 346,171 97.0% - - 51,335 85.1% 1,880,858 96.1%
Small 3,994 4.4% 6,856 1.9% 201,582 98.2% 6,579 10.9% 56,969 2.9%
Medium 687 0.8% 2,879 0.8% 3,033 1.5% 1,443 2.4% 17,811 0.9%
Large 133 0.15% 1.059 0.3% 655 0.3% 965 1.6% 610 0.03%
SMEs 89,831 99.9% 355,906 99.7% 205,270 99.7% 59,357 98.4% 1,955,638 99.9%
Employment
Micro 96,837 28.0% 40,909 4.8% - - 104,703 19.7% 3,127,387 35.0%
Small 74,712 21.6% 102,180 11.9% 313,125 42.1% 114,369 21.5% 1,160,337 13.0%
Medium 69,107 19.9% 214,751 25.1% 146,950 19.7% 95,853 18.0% = 2,999,712 33.6%
Large 105,231 304% 499,328 58.2% 284,181 38.2% 217,943 40.9% 1,648,692 18.4%

SMEs 240,656 69.6% 357,840 41.8% 460,075 61.8% 314,925 59.2% = 7,287,436 81.6%
Value added (local currency)

Micro 787,702 25.8% 5,791 6.8% - - 50,106 10.3% - 18.7%
Small 556,638 18.3% 2,384 2.8% 8,050 28.90% 76,340 15.6% | - 15.0%
Medium 588,105 19.3% 5,781 6.8% 6,641 23.9% 57,124 M7% - 36.5%
Large 1,115,312 36.6% - 83.6% 13,153 47.2% 304,648 624% - 29.8%
SMEs 1,932,444 63.4% 13,956 16.4% 14,691 52.8% 183,570 376% - 70.2%

Note: Value added for Ukraine refers to 2020. Moldova’s value added reflects turnover. Percentages may not sum to 100% due to rounding.
Source: National Statistical Offices.

StatLink = https://stat.link/h6brop

Despite the high share of SMEs in EaP economies, they still exhibit a significant productivity gap in
comparison to large firms (Figure 3.9). This is unsurprising — not only because capital-intensive
manufacturing generates increasing return to scale, but also because (i) SMEs in the EaP region are
concentrated in low-value-added services sectors (wholesale and retail trade); and (ii) the professional,
scientific and technical activities (legal and consulting services) in which SMEs can outperform larger firms
in more advanced economies are still at a very nascent stage.

Allowing entrepreneurs to take risks, easily start new business ventures, grow and better integrate into
global value chains would result in greater diversification, higher-quality job creation, and ultimately a more
modern and productive SME sector in EaP countries.
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Figure 3.9. SME productivity gap
Value added per person employed, as share of large enterprises, 2021
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Note: Productivity is measured by value added per person employed. For Moldova, “Profits before taxation” were used because data on value
added are not available. Data for Ukraine are from 2020.
Source: Statistical offices of EaP countries

StatLink = https:/stat.link/viewos

Digitalisation as a strategic policy priority to modernise EaP economies

EaP countries’ efforts to modernise their emerging economies represent a long-term process that will
require implementing a wide range of structural reforms. These include building and maintaining a
competitive environment, investing in education for a skilled labour force, and fostering private
entrepreneurship and innovation so that firms can engage in higher value-added activities and manufacture
higher-complexity products to diversify exports.

While progressing at different speeds, EaP countries have come a long way since their regained
independence after the fall of the Soviet Union. In relative terms, sizeable improvements have occurred in
the last decade — in particular in Armenia, Georgia and Moldova (Figure 3.10). However, overall
productivity levels remain far below those of EU-13 and OECD Members.
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Figure 3.10. Labour productivity in EaP, EU-13 and OECD (2012-21)
Output per worker, constant 2017 international $ at PPP
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Note: EU-13 refers to Bulgaria, Croatia, Cyprus, Czechia, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic
and Slovenia.
Source: (International Labour Organization, n.d.j27)).

StatLink Si=r hitps://stat.link/3f9swq

In this low-productivity context, the adoption of both established digital tools and emerging digital
technologies® represents an opportunity for businesses in EaP countries to transform the way they produce
goods and services, innovate and interact with other firms, workers, consumers and governments. This
“digital transformation” can bring a wide range of benefits to a company’s operations and, ultimately,
promises a vast potential to enhance firm productivity.

While the full impact on productivity of emerging “general purpose” technologies such as artificial
intelligence has yet to materialise, the literature has already described the existence of positive links
between the adoption of established digital tools and firm productivity. For example, one recent estimate
based on firm-level data from EU countries suggests that a 10-percentage-point increase in the share of
firms using cloud computing in a given industry is associated with a 2.3% increase in productivity for the
average firm in the same industry after three years (Gal, Nicoletti and Timiliotis, 2019/2g)).

For SMEs, in particular, increased digitalisation represents a necessary condition to prevent the
productivity gap with large enterprises from widening. Diffusion rates of digital technologies are consistently
lower among SMEs compared to large firms across all technologies for which data are available; even
within the SME sector, smaller firms have a lower likelihood of adopting digital tools than medium-size
ones (OECD, 202129)).

However, three trends suggest that the time is ripe for embracing the digital transformation of SMEs as a
strategic policy priority for EaP countries. First, the COVID-19 pandemic pushed many firms online for the
first time, in many cases as a necessary measure to continue business operations. A large proportion of
SMEs experienced first-hand the value of online marketing, e-commerce and remote working — and thus
discovered new ways of doing business which have now been integrated into their operations in the post-
pandemic environment (Figure 3.11).
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Figure 3.11. Increased digitalisation during the COVID-19 pandemic

Percentage of firms that started or increased online business activity in response to COVID-19
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Note: EU-13 refers to Bulgaria, Croatia, Cyprus, Czechia, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic
and Slovenia.
Source: World Bank Enterprise Survey (World Bank, n.d.iso).

StatLink = hitps:/stat.link/9h0wdy

Second, the ICT industry has been expanding quickly in most EaP countries, contributing to the growth of
the higher value-added services sector and export diversification (Figure 3.12). A growing pool of IT
professionals not only can supply locally-developed digital solutions for SMEs in EaP countries, but also
represents an important resource for SME managers looking to recruit skilled human capital who can drive
the digital transformation from within the firm.
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Figure 3.12. Growing relevance of ICT sector in EaP economies
Share of information and communication economic activities in country’s GDP, from 2016 to the latest year available
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Note: Data shown correspond to section J of the NACE Rev.2 classification of economic activities, which includes publishing activities; motion
picture, video and television programme production; sound recording and music publishing activities; programming and broadcasting activities;
telecommunications; computer programming; consultancy and related activities; and information service activities. Latest year available is 2021
for Moldova and Ukraine and 2022 for Armenia, Azerbaijan and Georgia.

Source: National Statistical Offices of EaP countries.

StatLink Sz https://stat.link/t6v940

Third, EaP countries have already made great strides in digitalising their government services, leveraging
existing and emerging digital technologies to improve the quality, efficiency and effectiveness of the
services they provide to citizens and businesses. Specifically for businesses, dedicated platforms have
been set up to help SMEs and entrepreneurs liaise with the public administration and cut red tape. These
“single digital portals” or “digital one-stop shops” serve as single entry points for accessing digital
government services, reducing redundancy in public administration requests (OECD, forthcomingis1). As
documented in several parts of this report, all EaP countries have advanced in this area — in some cases,
such as Ukraine’s Diia e-government ecosystem, setting new global standards and inspiring other
governments to rethink how they digitalise their services (USAID, 202332)).

Altogether, the trends presented above describe a fertile environment in EaP countries for increasing the
digitalisation of the private sector, and of SMEs in particular. To achieve this, policy makers should adopt
a comprehensive approach to designing and implementing policies for SME digitalisation, starting with a
continuous improvement of the broad “framework conditions” enabling the digital transformation of
economies and societies (e.g., broadband infrastructure, national digital strategies, digital skills). Further,
governments should reflect on the widespread impact of digitalisation on the many facets of SME policy,
staying up-to-date with technological developments and mainstreaming digitalisation concerns and
opportunities in all policy dimensions. Lastly, it will be important to directly address the needs of SMEs by
designing specific support programmes to stimulate SMEs’ digital transformation.

The updated methodology underpinning this edition of the SME Policy Index aims to incorporate the
progress made by EaP governments in supporting the digital transformation of SMEs as part of its broader
assessment. As such, it will serve as a reference to continuously improve national SME policies,
incorporating analysis and best practices focused on policy approaches and instruments supporting SME
digitalisation. The results of the assessment and its recommendations are presented in the following
chapters.
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Notes

' The standard method of tracking changes in total mortality is “excess deaths”. This number is the gap
between how many people died in a given region during a given time period, regardless of cause, and how
many deaths would have been expected if a particular circumstance (such as a natural disaster or disease
outbreak) had not occurred.

2 Key fiscal measures announced or taken by governments in response to the COVID-19 pandemic as of
27 September 2021.

3 Defined as food; housing; water; electricity; and gas and other fuels.

4 Designated to counter the rise in world food prices and the threat of famine in lower-income countries,
the Black Sea Grain Initiative is a UN-brokered agreement between Turkiye, the Russian Federation and
Ukraine to safely export grain and fertilizer from three key Ukrainian ports in the Black Sea — Odesa,
Chornomorsk and Yuzhny/Pivdennyi. While the Initiative allowed the safe export of nearly 33 million tonnes
of grain and foodstuffs to 45 countries by over 1 000 vessels from July 2022 to July 2023, at the time of
writing, the Initiative had not been renewed after its third term, which expired on 17 July 2023.

5 Examples of “established” digital technologies, with proven applications and known value for businesses,
are enterprise resource planning systems, customer relationship management and supply-chain
management software, social media, e-commerce and electronic invoicing. Examples of “emerging” digital
technologies underpinning the fourth industrial revolution are: 5G connectivity, the Internet of Things, big-
data analytics, cloud computing and artificial intelligence. (OECD, 202129))
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Digital Economy for SMEs

While digitalisation has proven to be a tool for resilience, notably during the
COVID-19 crisis, SMEs still have not fully tapped into its potential. The 2024
SBA assessment therefore introduces a new section dedicated to the digital
transformation of SMEs. This chapter measures EaP countries’ progress in
supporting SME digitalisation, looking at 1) selected framework conditions
for the digital transformation — policy frameworks, such as national digital
strategies; broadband connectivity; and digital skills — and 2) specific policy
instruments to support SME digitalisation. It presents resulting composite
scores for SME digitalisation policies. It depicts the region’s advancement
regarding the selected framework conditions, formulating recommendations
for each of these aspects to address remaining challenges and bridge digital
divides. In addition, this chapter summarises of the key findings reported for
digitalisation-oriented sub-dimensions across other thematic chapters,
assessing the presence and implementation of instruments that support SME
digitalisation in all five EaP countries.
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Introduction

The process of digitalisation and the digital economy are closely intertwined, as they work in synergy,
driving each other's growth. Digitalisation involves “the use of digital technologies, data and
interconnectedness that result in new activities or existing ones” (OECD, 20211). Adopting digital
technologies enables companies to operate more efficiently, reach wider audiences, and offer more
innovative digital products and services, fuelling the growth of the digital economy (OECD, 20222)). In turn,
the digital economy accelerates digitalisation by creating the right incentives for businesses to further
embrace digital technologies to stay competitive and capitalise on the digital market’s potential.

The outbreak of the COVID-19 crisis increased the stakes around digital access and engagement,
reinforcing the importance of communications infrastructure and the use of digital technologies to enhance
small and medium-sized enterprises’ (SMEs) resilience (OECD, 20203;). Embracing digital technologies
brings several benefits to SMEs, offsetting some size-related structural limitations and improving firm
performance in terms of growth, innovation, and internationalisation, as well as competitiveness:

o Digitalisation enables SMEs to expand their customer reach and access global markets
through e-commerce platforms, reducing transport costs and making services internationally
tradeable (OECD, 20214). This leads to increased customer bases, revenues, and productivity
and lowers marginal costs.

o Digital technologies allow SMEs access to strategic resources, such as financing through
peer-to-peer lending and borrowing platforms (OECD, 20214;). They also allow SMEs to broaden
their recruitment channels and facilitate access to online training and digital government services.

o Digital platforms help SMEs capitalise on network effects by outsourcing business functions,
enhancing collaboration, information sharing and communication within and between organisations
(OECD, 2021)).

o Digital technologies enhance decision making by providing real-time data and predictive
analytics (Devops, 20215). Using digital tools, such as predictive modelling software and
dashboards, allows for data-driven decision making, experimentation and further innovation.

o Digital tools increase agility and resilience, enabling businesses to gain a competitive
advantage and better weather crises. As products continuously evolve and customer demands
shift while reliable revenue streams diminish, businesses that have adopted digital technologies
can swiftly adapt.

Despite this potential, SMEs in the Eastern Partner (EaP) region have yet to fully harness the benefits
offered by digital solutions and, as in other regions, lag behind large firms in this regard. However,
governments across the region have been working on addressing this issue and fostering further
digitalisation. To support this impetus, the OECD has developed an encompassing analytical framework
for supporting the digital transformation of SMEs, considering both technology adoption and digital culture
(OECD, 20211). The framework consists of a twofold approach, focusing on i) improving framework
conditions for the digital economy and ii) implementing specific policy instruments to support SME
digitalisation.

On the one hand, the framework conditions correspond to the prerequisites for a successful digital
transformation — notably, broadband connectivity and physical infrastructure, as well as digital literacy
across citizens. Indeed, ensuring an accessible, affordable and dependable Internet connection is vital to
promoting the broader participation of individuals and businesses in the digital economy and preventing
digital divides between urban and rural areas, as well as between SMEs and larger firms. As for digital
literacy, enabling the acquisition of digital skills at all stages of life — through well-designed school curricula
and lifelong learning opportunities for adult skills development — is necessary to equip both present and
future employees with the skills required to embark on digital transformation, create tech-savvy consumers
and develop a talent pool of IT specialists.
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On the other hand, beyond these fundamental enablers, SMEs also need targeted policy measures to
encourage them in their digitalisation journey, for example, through specific business support services,
digital financial services, and help to tap into the potential of e-commerce.

Considering the increasing and strategic importance of the topic, this new round of the Small Business Act
(SBA) assessment grants particular attention to digitalisation, reflecting the OECD’s twofold approach in
its analysis: a pillar on selected framework conditions for the digital transformation has been added,
assessing national digital strategies, measures for broadband connectivity and digital skills, while new sub-
dimensions have been incorporated to pre-existing pillars to provide for an in-depth study of SME
digitalisation policies. The OECD calculated a weighted average of the scores from the pillar on selected
framework conditions for the digital transformation and cross-cutting sub-dimensions in other parts of the
SME Policy Index, resulting in overall composite scores for SME digitalisation policies (Figure 4.1,
Table 4.1)

Figure 4.1. Composite scores for SME digitalisation policies in EaP countries
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Note: See the “Policy framework, structure of the report and assessment process” chapter and Annex A for information on the assessment
methodology.
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Table 4.1. Policy frameworks for SME digitalisation, scores by component

Armenia  Azerbaijan = Georgia Moldova Ukraine EaP
average
Composite scores for SME digitalisation policies 3.44 3.14 3.96 3.40 3.77 3.54
Selected framework conditions for the digital transformation 3.92 2.96 4.02 3.22 3.93 3.61
3.4 Institutional framework for SME digitalisation 3.50 4.05 4.54 4.20 4.40 4.14
4.1 E-government services 4.00 425 429 4.34 4.66 431
5a.3 Support services for digital transformation of SMEs 3 2.91 3.59 3.51 3.53 3.33
6.6 Digital financial services 3.52 3.05 3.94 3.02 3.81 347
7.4 Digitalisation of standards and technical regulations 1.50 213 3.63 2.50 2.50 245
10.4 Use of e-commerce 2.25 3.44 4.00 3.31 2.89 3.18

Note: See the “Policy framework, structure of the report and assessment process” chapter and Annex A for information on the assessment
methodology.
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Assessment framework

The composite scores for the SME digitalisation policies presented above reflect the assessment of
selected framework conditions for the digital transformation and cross-cutting, digitalisation-oriented sub-
dimensions integrated into other pillars of the SME Policy Index.

Selected framework conditions for the digital transformation

This new pillar assesses the state of selected framework conditions for the digital transformation in EaP
countries, looking at i) the overall policy framework (the national digital strategy or equivalent), ii)
broadband connectivity and iii) digital skills.

As a result, the assessment framework is composed of the following elements:

National digital strategy looks at the existence of a national digital strategy and/or other policy
document designed to accelerate the digital transformation. It considers the measures planned,
including for SMEs; budget, targets and monitoring practices; and the co-ordination mechanisms
introduced among public and private bodies/actors for policy design and implementation.

Broadband connectivity takes stock of efforts to increase access to high-speed Internet across
individuals and firms, including dedicated policies; government investment in infrastructure;
incentives for households, businesses, and broadband providers; and 5G provisions. Emphasis is
also placed on data collection and an assessment of digital divides.

The section on digital skills focuses on policies to help citizens of all ages become digitally literate.
It assesses policy documents, the involvement and co-ordination of relevant stakeholders, and
measures to both include digital competence in school curricula and introduce lifelong learning
opportunities for digital skills development. It also pays particular attention to data collection on
digital skills levels, monitoring and evaluation, skills anticipation exercises, and steps taken to
respond to the European Union’s (EU) digital competence framework (DigComp).

The section on outcome-oriented indicators considers countries’ ability to regularly collect
statistical information about the following indicators: i) fixed broadband subscriptions per 100
inhabitants; ii) mobile broadband subscriptions per 100 inhabitants; iii) share of households with
broadband connections; iv) share of businesses with broadband contracted speed of 30 Mbps or
more; v) disparity in broadband uptake between urban and rural households; vi) share of individuals
using the internet to interact with public authorities; vii) new tertiary graduates in science,
technology, engineering and mathematics, as a percentage of new graduates; viii) ICT skills (basic,
standard, advanced); and ix) students’ (15-year -old) performance in reading, mathematics, and
science.
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Figure 4.2. Assessment framework — selected framework conditions for the digital transformation

Selected framework conditions for the digital transformation
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Note: NDS: National digital strategy. M&E: monitoring and evaluation.

Digitalisation-oriented sub-dimensions

Beyond these selected framework conditions, the composite scores for SME digitalisation policies also
include results from digitalisation-oriented sub-dimensions included in other parts of the SBA assessment,
namely:

e The Institutional framework for SME digitalisation sub-dimension analyses whether and how
support for SME digitalisation is embedded in SME policies. For more information, see the Pillar A
chapter.

e The E-government services sub-dimension assesses governments’ strategy for providing e-
services, the range of services provided, the level of interoperability among the different data banks
run by the public administration, and action taken to implement an open data approach. For more
information, see the Pillar A chapter.

e The Business support services for the digital transformation of SMEs sub-dimension looks at
government-led initiatives to support the digital transformation of SMEs — e.g. information support,
training, financial instruments and advisory services to better understand company needs, procure
digital technologies and develop tailored digital roadmaps. For more information, see the Pillar E
chapter.

e The Digital financial services sub-dimension covers the existence of a regulatory and supervisory
framework for a range of digital financial services. For more information, see the Pillar C chapter.

e The Digitalisation of standards and technical regulations sub-dimension evaluates support
and training offered to SMEs on standards and technical regulations for their integration into the
EU Digital Single Market; the digitalisation of processes within authorities responsible for technical
regulation, national standards and accreditation bodies, metrology institutes and market
surveillance authorities; and the introduction by accreditation bodies, conformity assessment
bodies and surveillance authorities of remote audit and inspection activities. For more information,
see the Pillar D chapter.
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e The Use of e-commerce sub-dimension investigates efforts to encourage more widespread use
of e-commerce as a sales channel by SMEs, considering both regulatory aspects and government
policies to promote SMEs’ access to digital platforms and the provision of support services to
remove barriers that prevent SMEs from benefitting from growing trade digitalisation. For more
information, see the Pillar D chapter.

The following sections outline the main findings and policy options for selected framework conditions for
the digital transformation, followed by a summary of the assessment of the digitalisation-oriented sub-
dimensions. A detailed analysis of the sub-dimensions can be found in the respective pillars.

Selected framework conditions for the digital transformation

National digital strategy

National digital strategies appear as a key tool for countries to accelerate the digital transformation of their
economy and society. They usually appear as a comprehensive tool outlining the government’s overall
approach to the topic, entailing the main policy priorities and objectives in this regard, and facilitating
coherence and stakeholder co-ordination (Gierten and Lesher, 2022).

Analysis

All EaP countries have made digitalisation a policy priority. They have been developing policy frameworks
to this end, although these differ in nature and scope: so far, Armenia is the only country in the region to
have adopted a national digital strategy (NDS), the Digitalisation Strategy of Armenia for 2021-2025, which
aims at ensuring a data-driven public administration, modernising the economy and increasing
competitiveness through digital solutions, and fostering digital skills development. Azerbaijan, Georgia and
Moldova have prepared multi-year strategies that are currently awaiting approval and should be adopted
by the end of 2023. Policy objectives are currently scattered across different policy documents, whether
they be overarching country strategies as in Azerbaijan and Georgia, or innovation strategy as in Moldova.
Georgia also has digitalisation-related provisions in its ongoing broadband and SME strategies. In the case
of Ukraine, the country’s strategic vision for the digital transformation has been embedded in several
government documents’, including the National Economic Strategy 2030, and further plans to step up
policy efforts for post-war recovery are reflected in the Draft Recovery Plan.

However, existing policy documents for the digital transformation pay only limited attention to the
digitalisation of SMEs in non-IT sectors. Armenia’s NDS includes provisions to accelerate SME
digitalisation, notably by raising private sector awareness of digital tools, increasing businesses’ use of
new technologies, and further developing e-commerce and innovative solutions. Other EaP countries have
planned a few measures in their strategies, but these remain scarcer and often limited to digital skills.
However, implementation has sometimes happened outside policy strategies — Georgia and Moldova, for
instance, have launched dedicated programmes to support SME digitalisation (for the first time in 2023
and 2020, respectively), although these are not part of ongoing policy documents?.

In terms of policy governance, all EaP countries have been working to develop multi-stakeholder
approaches. The design of strategic policy documents for digitalisation has benefitted from the involvement
and contributions of a wide range of actors, most often through the establishment of dedicated working
groups encompassing ministries, public agencies, international experts (consulting firms and/or
international organisations) and sometimes businesses and business associations. These mechanisms,
along with the clear mandates given to one stakeholder to lead the NDS, have also allowed for co-
ordination among actors. Moving forward, countries should pursue a continued multi-stakeholder approach
to policy implementation, which is not yet systematic across the region. While some countries, such as
Armenia and Moldova, have taken steps in that direction with their digitalisation councils and public-private
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working groups planned for specific topics in their respective ongoing and draft NDSs, policy makers across
the region should ensure that all concerned parties are involved- including Ministries of Labour and
employment agencies, actors that may be newer to digitalisation policies (such as tax offices), and the
business community. These are essential for the comprehensiveness and successful implementation of
the NDS (Gierten and Lesher, 2022)).

One of the main weaknesses for most EaP countries remains data collection on the digital transformation,
which is essential for monitoring and evaluation. Apart from insights into broadband connectivity (further
detailed in the following section national statistical offices collect only a limited number of indicators, and
rarely on businesses’ uptake and use of digital tools. Georgia and Ukraine appear as frontrunners in this
regard, while Azerbaijan has recently achieved considerable progress, but more could be done to align
with OECD and EU methodologies. As a result, current policy documents lack targets to assess progress,
e.g. on digital skills development and SME digitalisation.

The way forward

Moving forward, EaP countries could complement and strengthen their policy frameworks for the digital
transformation by:

e Consolidating policy approaches to digitalisation and ensuring co-ordination throughout
strategy implementation; Each EaP country should adopt a comprehensive NDS encompassing
all relevant domains for the digital transformation, setting clear objectives associated with
measurable targets, and a corresponding budget. The involvement and co-ordination of all
concerned public and private stakeholders should be ensured throughout implementation to allow
for successful execution and feedback. The OECD recently published a methodology for assessing
NDSs and their governance across member countries, based on the OECD Going Digital
Integrated Policy Framework, which can serve as a useful reference (Box 4.1).

¢ Including provisions for SME digitalisation in overarching policy documents: More attention
should be paid to the digital transformation of small businesses in non-IT sectors. Policy makers
should adopt a comprehensive approach to foster this transition, considering both technology
adoption and digital culture.

¢ Improving monitoring and evaluation by setting result-oriented key performance indicators
and collecting internationally comparable data: Countries should make further efforts to collect
data on the digital transformation, including that of businesses, by size, in line with OECD/EU
methodologies. Table 4.2 provides an overview of the key indicators underpinning the OECD Going
Integrated Policy Digital Framework. The OECD database on ICT Access and Usage by
Businesses, as well as the EU Digital Economy and Society Index (DESI), offer additional useful
references for firms’ digitalisation specifically.
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Box 4.1. OECD methodology for assessing national digital strategies and their governance

The OECD Going Digital Integrated Policy Framework assists governments in developing coherent and
resilient policies to realise the potential of digital transformation and address its challenges. The
Framework evaluates NDS comprehensiveness across 38 policy domains, organised into seven
overarching dimensions that collectively enhance growth and well-being:

e Access to communications infrastructures, services, and data
e Effective use of digital technologies and data

o Data-driven and digital innovation

e Good jobs for all

e Social prosperity and inclusion

e Trust in digital environments

e Market openness in digital business.

Policy makers can gain valuable insights by assessing their NDS strengths and weaknesses and
understanding the comprehensiveness of other countries’ NDSs to help identify policies for enhancing
their own strategy. Successful NDS development and implementation requires effective governance.
While governance is often country-specific and shaped by domestic factors, several aspects help
distinguish different types of approaches and identify respective strengths:

Strategy responsibilities

A comprehensive NDS involves various stakeholders, both within and outside the government, requiring
effective co-ordination. Strategic responsibility should be assigned to a high-level body or a dedicated
Ministry for Digital Affairs to ensure success.

Co-ordination arrangements

Effective NDS co-ordination involves two main arrangements: 1) co-ordination groups/committees
involving government actors during strategy development and implementation; and 2) one-off
consultations with multiple stakeholders, often online, to address specific co-ordination tasks, especially
during strategy development.

Funding implementation

NDS implementation requires funding, either explicitly attached or obtained from decentralised sources.
An attached budget aids co-ordination and oversight for greater success of the strategy. Decentralised
funding may impact accountability and the effectiveness of the strategy. In countries with an explicitly
attached budget, strategic co-ordination is often allocated to a high-level body or a ministry dedicated
to digital affairs.

Monitoring implementation

To oversee the progress of an NDS, countries must monitor its implementation by setting measurable
targets, collecting data and using relevant indicators. Monitoring is typically carried out by the body
responsible for NDS development, especially in countries with a dedicated Ministry for Digital Affairs.
Alternatively, a co-ordination group of key actors involved in implementation may also oversee
monitoring. Some countries integrate specific policy measures with indicators to measure their
implementation and effects.

Source: (Gierten and Lesher, 20225)).
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Table 4.2. Key indicators underpinning the OECD Going Digital’s seven policy dimensions

Policy Indicator 2022 OECD values
dimension
Access Fixed broadband subscriptions per 100 inhabitants 349
M2M (machine-to-machine) SIM cards per 100 inhabitants 36.1
Mobile broadband subscriptions per 100 inhabitants 127.9
Share of households with broadband connections 90.8%
Share of businesses with broadband contracted speed of 30Mbps or more 79.3%
Share of the population covered by at least a 4G mobile network 98.2%
Disparity in broadband uptake between urban and rural households 3.83pp
Use Internet users as a share of individuals 91.4%
Share of individuals using the Internet to interact with public authorities 60%
Share of Internet users who have purchased online 72%
Share of small businesses making e-commerce sales 26.1%
Share of businesses with a web presence 78.1%
Share of businesses purchasing cloud services 45%
Average monthly mobile data usage per mobile broadband subscriptions 10.4Gb
Share of adults proficient at problem solving in technology-rich environments 30.6%
Innovation ICT investment as a share of GDP 2.37%
Business R&D expenditure in information industries as a share of GDP 0.433%
Venture capital investment in the ICT sector as a share of GDP 0.09406%
Start-up firms (up to 2 years old) in information industries as a share of all businesses 24.4%
Top 10% most-cited documents in computer science, as a share of the top 10% ranked documents in all fields 6.52%
Patents in ICT technologies, as a share of total IP5 patent families 31%
Jobs Share of ICT task-intensive jobs 13.9%
Digital-intensive sectors’ share in total employment 49.4%
Workers receiving employment-based training as a share of total employment 59.2%
Share of individuals who use digital equipment at work that telework from home once a week or more 26.4%
New tertiary graduates in science, technology, engineering, and mathematics as a share of new graduates 234%
Public spending on active labour market policies as a share of GDP 0.832%
Society Share of individuals aged 55-74 years using the Internet 78.8%
Share of individuals who live in households with income in the lowest quintile who use the Internet 83.6%
Women as a share of all 16-24-year-olds who can program 29.7%
Disparity in Intemet use between men and women 0.43pp
Top-performing 15-16-year-old students in science, mathematics and reading 15.3%
OECD Digital Government Index 0.51
E-waste generated per capita 17.286kg
Trust Share of Internet users experiencing abuse of personal information or privacy violations 3.99%
Share of Internet users not buying online due to payment security concemns 22.5%
Share of Internet users not buying online due to concerns about returning products 5.49%
Share of enterprises in which own employees carry out ICT security related activities 42.8%
Health data sharing intensity 65.2%
Market Share of businesses making e-commerce sales that sell across borders 40.1%
openness Digitally deliverable services as a share of commercial services trade 37.5%
ICT goods and services as a share of international trade 12.2%
Digital-intensive services value added embodied in manufacturing exports as a share of manufacturing export 23.6%
value
OECD Digital Services Trade Restrictiveness Index 0.14
OECD Foreign Direct Investment Regulatory Restrictiveness Index 0.06

Notes: Mbps: megabits per second; GDP: gross domestic product; R&D: research and development; pp: percentage point; Gb: gigabyte; kg:
kilogramme; IP5: patents filed in at least two offices worldwide, including one of the five largest IP offices. OECD values refer to the average for
OECD countries for which data is available. Data is provided for 2022 or the most recent year available.

Source: (OECD, 2022y7)).
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Broadband connectivity

Guaranteeing efficient, affordable and reliable access to the Internet is a pre-requisite for economies and
societies to tap into the potential of the digital transformation. Some OECD countries recognise it as a
basic right, while “providing universal and affordable access to the Internet” is listed among the
United Nations Sustainable Development Goals (SDGs).

Analysis

Broadband uptake has been steadily increasing in EaP countries over recent years, although significant
disparities remain between countries. Georgia appears as the most connected EaP state, while Ukraine
registers the fastest progress, with the number of fixed and active mobile subscriptions increasing by 52%
and 254%, respectively, between 2016 and 2021. However, despite these advances, connectivity levels
in the EaP region still lag OECD and EU values (Figure 4.3).

Figure 4.3. Broadband uptake in Eastern Partner, OECD and European Union countries, 2011-21
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Source: Based on (ITU, 2022;g)).

StatLink Sa=m https:/stat.link/fwjsm6

Beyond uptake, access to quality broadband at affordable prices is essential for individuals and firms to
reap the benefits of digitalisation. Recent data highlight persistent regional disparities across the EaP
region: while almost all fixed broadband subscriptions in Moldova and Ukraine benefit from a good
connection speed — i.e. above 10 Mbps, similar to OECD and EU levels — Internet speed still poses a
challenge in Azerbaijan (Figure 4.4). Moreover, all countries have been working to foster equal access to
the Internet across their respective territories, but digital divides remain, especially in Georgia, Moldova,
and Ukraine. Overall, broadband uptake is challenged by prices: although ICT prices appear among the
cheapest worldwide in absolute terms, tariffs expressed as a percentage of gross national income per
capita show that Internet remains less affordable in the EaP region than in OECD and EU countries —
especially for fixed broadband. Armenia and Georgia were still above the International Telecommunication
Union’s target of 2% of monthly GNI per capita in 2022, while Moldova, after considerable improvements
in recent years, reached 2%. This can hamper firms’ uptake, as businesses require strong, fast and reliable
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connections to conduct online operations — a demand better matched by fixed broadband, which often
offers a higher speed, e.g. for running software.

Figure 4.4. Broadband quality, coverage, and affordability in Eastern Partner, OECD and EU
countries
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Source: OECD calculations based on (ITU, 2022jg)).
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With regard to businesses’ broadband uptake and speed, data remain scarce across EaP countries. Only
Georgia and Ukraine collect such size-disaggregated indicators, which show that firms’ connectivity lags
behind that of OECD and EU countries. The gap between SMEs and large firms is also more significant:
in Ukraine, for instance, 84.5% of small firms have access to the Internet (10 percentage points [p.p.]
Internet compared to larger firms), vs. 96% in the OECD (-3 p.p. compared to larger firms). Moreover, most
small Georgian companies do not have access to high-speed Internet (Geostat, 2022(9)).

Policymakers across the EaP region have taken measures to address these remaining challenges and
tackle digital divides. Georgia has made the development of high-speed Internet a priority, fostering it
through a dedicated broadband strategy aiming at increasing competitive pressure, attracting investments,
and building digital skills and demand. Armenia and Ukraine have been developing their own broadband
plans, though they are yet to be finalised and adopted. Current national broadband policies in EaP

countries most often include provisions to develop fibre and/or 5G and to further invest in infrastructure
development.

However, broadband policies could benefit from more regular consultations with relevant stakeholders in
some countries. Indeed, continued multi-stakeholder dialogue involving consumers, network operators,
local governments and regulatory authorities can help to ensure that all parties’ opinions are adequately
taken into account (OECD, 2021j10)).

The way forward

Moving forward, EaP countries could further enhance broadband connectivity across their respective
territories and address remaining digital divides across individuals and firms, notably the affordability of
fixed broadband. This could be promoted by:

e Fostering competition, for example by promoting co-investment, infrastructure sharing, and
adequate legal and regulatory frameworks. The legal and regulatory frameworks should be
reviewed regularly to ensure their continued adequacy. To this end, EaP countries should conduct
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regular multi-stakeholder consultations on Internet connectivity, to provide for evidence-based
policy making.

¢ Increasing demand for quality broadband by fostering digital literacy among citizens and
firms. Countries could, inter alia, strengthen consumer rights and choice by eliminating information
asymmetries and providing open and reliable data on subscriptions, coverage and quality of
service, thereby helping consumers take informed decisions while incentivising Internet providers
to enhance network quality.

Overall, EaP countries can refer to the OECD’s Recommendation of the Council on Broadband
Connectivity for further guidance (OECD, 20211q)).

Digital skills

Digital skills are at the core of the digital transformation. The swift development of digital technologies has
been triggering changes in labour markets, with some skills becoming redundant due to automation while
digital skills are increasingly in demand. Therefore, providing relevant education, along with lifelong
learning opportunities is essential to help individuals meet evolving labour market requirements. Equipping
employees with digital competences is also crucial for firms, as the availability of a digitally literate
workforce and investment in skills training are associated with higher adoption levels of digital
technologies.

The present analysis considers the three main categories of digital skills as outlined in previous OECD
work® — 1) ICT generic skills (i.e. the capacity for any working-age individual to make use of new
technologies), 2) ICT advanced skills (i.e. the competences acquired by IT specialists), and 3) ICT
complementary skills (“softer” skills, e.g. problem-solving, information processing, and communication).

Analysis

Digital skills are embedded in policy documents related to digitalisation across the EaP region. All countries
have made good progress in including digital competence in education systems. It is now part of national
education curricula, at least for one level of education. Armenia and Moldova have included it as a key
competence for all education levels, with a core course on digital education/informatics and additional,
optional modules on specific topics. Georgia has focused its digital literacy efforts in formal education on
vocational education and training (VET) so far. Moreover, the COVID-19 pandemic has accelerated the
development of online education for pupils and students, as containment measures forced educational
institutions to move classes to dedicated web platforms. These measures have been accompanied in most
countries by some teacher training.

EaP countries have also been working towards providing their citizens an increasing number of lifelong
learning opportunities on digital skills development. Several projects have been carried out to this end,
such as the Digital Academy and IT Hubs in Azerbaijan, or the wide range of online courses offered by
Georgia’s Innovation and Technology Agency. As a common feature appearing across the region, the
active involvement of the private sector has been enhancing these training opportunities. Tekwill, for
instance, is the flagship private initiative in Moldova in this regard (see Box 13.2 in the Moldova country
chapter), while Armenia benefits from a growing number of educational centres and programmes, such as
the TUMO Centre for Creative Technologies and the Armath educational programme (Box 4.2). However,
support for digital skills development among small firms specifically remains limited across the region.
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Box 4.2. Selected digital skills initiatives in Armenia

TUMO Centre for Creative Technologies

Armenia’s TUMO Centre for Creative Technologies is a non-profit organisation providing free education
in diverse creative and technological disciplines to youth aged 12-18. The TUMO programme employs
a combination of guided self-learning and project-based learning, fostering real-world experiences for
students and offering companies access to a pool of emerging talent. Sub-programmes include:

e TUMO Labs focuses on delivering advanced and in-depth training in technology, creative
industries, and entrepreneurship. It nurtures young talent, offering resources, mentorship and
real-world exposure in collaboration with industry professionals and companies.

e The EU TUMO Convergence Centre caters to university students and emerging professionals,
fostering a collaborative environment and bringing together students, partners, local
businesses, and universities to maximise opportunities for all stakeholders in the region.

e 42 Yerevan is a tuition-free programming school for students over 18 that offers guided self-
learning programmes in technology, applied science and engineering. It boasts a 95% job
placement success rate for graduates.

In addition to offering free access to quality education, TUMO implements several good practices in its
education approach, encompassing:

e project-based learning and interdisciplinary approach, with TUMO’s curriculum revolving around
hands-on projects; enriching students’ skills across diverse disciplines; and encouraging the
exploration and integration of programming, design, animation, robotics and more

e digital and creative skills, with the programme nurturing digital literacy and creativity to meet the
demands of the digital era and creative industries

o state-of-the-art facilities with cutting-edge technology for innovative learning environments
o professional mentorship, with industry experts guiding students’ learning and development
e collaboration with industry, offering real-world projects and career pathways

e social and cultural activities as TUMO facilitates community-building and collaboration

o lifelong learning, encouraging students to remain curious beyond their time at the centre.

Armath educational programme

Launched in 2014, Armath aims to promote science, technology, engineering and mathematics (STEM)
education among schoolchildren, thereby cultivating a new generation of innovators in Armenia. The
programme has yielded a range of significant outcomes by:

e stimulating technological education across the country

e promoting regional development and improving conditions in borderline communities

o fostering an entrepreneurial culture and boosting economic activity in high-tech sectors
strengthening the bond between the education system, the labour market and the universities. The
Armath Engineering Laboratories programme had demonstrated promising outcomes by 2022, with

45% of Armath students admitted to regional and 3% to international universities, 11% finding
employment in the IT sector and 1% founding start-ups.

Source: (TUMO Center for Creative Technologies, 202311)), (TUMO Labs, 202312, (Armath, 202313)).
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Overall, Ukraine comes out as the EaP leader in the field, having developed the most comprehensive
policy approach to digital skills development. It has implemented a wide range of initiatives and tools to
this end, most often in line with EU practices. It notably appears as the only country in the region to have
implemented a self-assessment tool for individuals to evaluate their digital skills, as well as a digital
competence framework to serve as a reference, following the example of EU’s DigComp 2.1. Based on
this framework, the online platform Diia.Digital Education offers a wide range of free digital literacy courses
for citizens, and the National Online School for Entrepreneurs provides additional resources for small
businesses.

Nevertheless, digital skills levels across the region remain below OECD and EU levels (Figure 4.5).
Overall, data on digital literacy appears to be quite scarce — Armenia and Moldova do not collect such
insights, and data on digital skills among firms are still very limited. This poses an issue for monitoring and
evaluation purposes, and evidence-based policy making in general. Beyond data collection, skills
assessment and anticipation exercises remain nascent in EaP countries: apart from Georgia, countries do
not yet have a systemic approach. Labour market forecasts, when implemented, do not entail digital skills
aspects — e.g. in Moldova. By and large, digital skills assessment and anticipation practices, such as
surveys and/or sectoral studies, are most often conducted on an ad hoc basis, by donors/development
partners.

Finally, while several ministries and governmental agencies are involved in elaborating digital skills
policies, the policies would benefit from greater involvement of certain relevant yet often overlooked
stakeholders: Ministries of Labour, national employment agencies, but also teachers and private sector
representatives.

Figure 4.5. Individuals with ICT skills in Eastern Partner, OECD and European Union countries
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Note: Data not available for Armenia and Azerbaijan. Data on advanced skills for Georgia refer to 2020, as 2021 data are not available. Data on
advanced skills for Azerbaijan not available. OECD and EU values refer to the median values of countries for which 2021 data is available. Basic
skills correspond to copying or moving a file or folder, using copy and paste tools, sending e-mails with attached files, and transferring files
between a computer and other devices; standard skills to using basic arithmetic formula in a spreadsheet; connecting and installing new devices;
creating electronic presentations with presentation software; and finding, downloading, installing and configuring software; and advanced skills
to writing a computer program using a specialised programming language.

Source: Based on (ITU, 20225)).

StatLink Su=P hitps://stat.link/a0c96n
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The way forward

Moving forward, EaP countries could step up their efforts towards building digitally literate societies by:

Strengthening multi-stakeholder approaches to digital skills development by ensuring the
participation of all relevant stakeholders in the policy making and implementation processes.
Implementing national digital skills and jobs coalitions could be helpful in this regard.

Implementing digital skills as a key competence at all education levels to ensure all citizens
acquire ICT generic skills as part of their education. This should be accompanied by an assessment
of learning outcomes.

Adopting a framework for digital competences to serve as a common reference, following
the example of DigComp 2.1 (Box 4.3). Such a framework will help the assessment and certification
of the digital competences acquired while building a common understanding of digital skills across
countries.

Developing digital skills assessment and anticipation tools — e.g., improving data collection
on levels of digital skills among the population and in firms; introducing self-assessment tools for
individuals to evaluate their competences and identify their training needs; and conducting
anticipation exercises to inform future policies and training — in line with EU methodology to ensure
comparability.

Stepping up support for digital skills development among firms, especially small ones.
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Box 4.3. The Digital Competence Framework for Citizens (DigComp)

In response to the rapid technology advancements and the ever-growing significance of digital skills,
the European Commission has introduced DigComp — a framework designed to shape and assess
individuals’ digital competences. It fosters digital literacy and empowers citizens to engage proficiently
and responsibly in various contexts, including education, workforce training and policy development.
DigComp is a comprehensive roadmap for assessing and developing digital competencies in individuals
across age groups and professions. It surpasses technical expertise, embracing crucial abilities and
attitudes for the effective use of digital tools in the complexities of the digital era.

The DigComp framework consists of 5 areas of digital competence, with 21 specific competences.

1. Information and data literacy

This area equips individuals to find, evaluate and manage digital information responsibly. Key aspects
include information retrieval, evaluation, data management, privacy and copyright. It enables informed
decision making and active digital participation while safeguarding privacy and digital identity.

2. Communication and collaboration

This competence area focuses on developing individuals' proficiency in using digital tools and platforms
to effectively communicate, share information and collaborate with others. It emphasises clear and
meaningful digital interactions, enabling collaborative and productive exchanges across various
contexts and platforms.

3. Digital content creation

The DigComp's digital content creation is designed to empower individuals with the skills to proficiently
produce, edit and share digital content across various formats, including text, images, audio, and video.
It plays a pivotal role in enabling the effective expression of ideas and fostering valuable contributions
to the digital landscape with professionalism and creativity.

4. Safety

The safety competence area encompasses the acquisition of essential knowledge and skills that enable
individuals to ensure their security and privacy in the digital environment. This entails a comprehensive
understanding of digital security measures, proficiently safeguarding personal data and adopting
responsible online practices to effectively mitigate potential risks and threats.

5. Problem solving

Problem solving encompasses the acquisition of adept skills in analysing and resolving challenges
proficiently via the use of digital tools and technologies. This proficiency enables individuals to identify
issues, devise innovative solutions and take informed decisions in the digital landscape.

DigComp facilitates the development of essential digital skills, enhancing individuals’ employability in a
technologically driven job market. It promotes digital inclusion and bridging the digital divide and fosters
responsible digital citizenship. The framework aids policy makers in designing effective digital literacy
initiatives and policies, fostering a competent and productive society.

Source: (European Commission, 2023(14)).
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Digitalisation-oriented sub-dimensions

With regard to the digitalisation-oriented sub-dimensions, EaP countries have been advancing at different
paces. They register strong performance in terms of e-government services, which have been steadily
expanding in recent years and the institutional framework for SME digitalisation has been strengthened.
Despite some welcome efforts, more could be done to develop targeted business support services for SME
digitalisation, digital financial services, and e-commerce. The digitalisation of standards and technical
regulations appears as the weakest area of the assessment.

Table 4.3 summarises the main findings and recommendations at the regional level for each of the sub-
dimensions included in the composite scores for SME digitalisation policies. The detailed analysis for each
of them, as well as country-level details, can be found in the relevant chapters.

Table 4.3. Summary of key findings - digitalisation-oriented sub-dimensions

Sub-dimension EaP Main achievements Shortcomings Policy recommendations
average

3.4 Institutional 4.14 SME digitalisation mentioned in ARM, The process is still in - Increase the human and financial

framework for SME AZE and GEO strategic documents for ~ an early phase and the  resources allocated to programs for

digitalisation SMEs resources EaP supporting the digital transformation of
Development of dedicated actors, e.g. countries allocate to SMEs and make sure that the SME
UKR's Ministry of Digital SME digitalisation are Development Agencies have the
Transformation and the effective Diia relatively limited. necessary competencies to manage
platform, while AZE established a those programmes

dedicated agency under the Ministry of
Digitalization and Transport.

4.1 E-government 4.31 EaP countries have significantly Progress has been - Systematically collect data on the use

services expanded e-government services, limited in monitoring of e-government services by different
simplified accessibility and improved e-  and evaluation due to categories of SME (by size, type of
governance. scarce data on e- ownership and location) to identify the
All countries have approved multi-year  government service use  type of enterprises that encounter more
strategic documents to guide furthere- by SMEs based on difficulties in accessing and using e-
government service expansion. enterprise typology and  government services and map e-

location. government service utilisation by SMEs.

- Improving data availability could lead to
more targeted information campaigns
and SME training, enhancing e-
government utilization rates.

5a.3 Business 3.33 Prioritisation of trainings on Trainings do not fully - Include dedicated measures for
support services digitalisation-related topics varies cater to individual SME  business development services (BDS)
for the digital among EaP countries; Georgia and needs, necessitating delivery in strategic documents.
transformation of Moldova are pioneers in developing specialised consultant - Ensure regional office sustainability.
SMEs SME digitalisation programmes, services for tailored - Embed single information portals with
offering individualised assessments, analysis and BDS ecosystem actors on SME
company-specific digitalisation recommendations. agencies' websites.
r(_Ja_dmaps, and f?nancial sup_pon for - Develop dedicated SME support
digital technologies and advisory programs with focus on digital skills,
Services. roadmaps & financial aid for tech
adoption.

- Improve evaluation of support
programs' impact on SME performance.
- Expand collection of statistical
indicators on tech adoption among firms.

6.6 Digital financial = 3.47 All financial authorities have a Regulatory frameworks - Develop strategic directions for digital
services department with a dedicated mandate still at a nascent stage.  financial service regulation and
to cover digital financial services. supervision and adopt a multi-disciplinary
Lack of specific approach. First steps would be to adopt
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Sub-dimension EaP Main achievements Shortcomings Policy recommendations
average
The topic is starting to be addressedin  provisions for big tech a strategy document and equip
policy documents (dedicated digital solutions. regulators with the necessary human
finance strategy in Ukraine, part of capital and tools to address looming
Georgia's central bank's strategy, No systematic challenges. Part of this process is a new,
digital payment strategy in Azerbaijan).  jmplementation of a more open, approach to regulation in
All countries have regulation in place multi-disciplinary which both public and private
around data protection and sharing as approach to digital stakeholders are regularly consulted.
well as an operational resilience finance supervision.
framework for financial service
providers. Only Georgia has
started working towards
developing regulatory
sandboxes.
7.4 Digitalisation of =~ 2.45 Most countries offer support and Performance in this - Improve market surveillance and
standards and training to SMEs on standards and sub-dimension is differentiate it from inspection.
technical technical regulations and have a overall relatively weak. - Seek international recognition for the
regulations strategy for digitalising processes within = Designated staff or quality infrastructure.
the authorities responsible for technical  special working groups - Develop SME-specific standards for
regulation. for the digitalisation of education strategies.
Remote participation in standardisation, = processes and activities - |mplement financial measures to
audit and inspection is possible, except  within the area of support SME participation in
in Armenia and Azerbaijan. technical regulation are  standardisation.
missing, except in - Enhance digital maturity in technical
GEO. . regulation and conformity assessment.
No country provides - Establish export platforms for SMEs.
.remotelaudn apd . - Improve the regular evaluation of the
|nspectllonl for frst-time technical regulation system and quality
accreditation. The ;
e infrastructure.
digitalisation of market ) . -
surveillance is sl - antlnue good practpes from Twmnmg
underdeveloped in the projects even after their completion.
region except in
Georgia.
10.4 Use of e- 3.18 All EaP countries improved e- EaP countries still do — Improve monitoring and evaluation for
commerce commerce policies, with basic not align with EU export promotion agencies.

regulatory frameworks for e-commerce
being put in place, including provisions
on hybrid retail, e-signatures, and
electronic payments. Azerbaijan,
Moldova and Ukraine adopted a
regulatory framework on the
commercial practices of paid
advertisement.

frameworks in cross-
border e-commerce.
Issues remain in the e-
commerce ecosystem,
legal framework and
standardisation
aspects.

Need for further
strengthening of
legislative frameworks
related to platforms,
parcel delivery and
consumer protection.
All countries except
Georgia lack a
monitoring mechanism
and e-commerce
Trustmark certification
schemes.

— Support SME integration into global
value chains through assessment,
linkages with multinational corporations
and foreign direct investment incentives.
— Enhance the e-commerce regulatory
framework and introduce Trustmark
certification.

— Simplify and automate trade
procedures, improve broader agency co-
operation, and harmonise trade-related
documents.

Note: For more information, please see Pillar A for 3.4 Institutional framework for SME digitalisation and 4.1 Digital government for SMEs; Pillar
C for 6.6 Digital financial services; Pillar D for 7.4 Digitalisation of Standards and Technical Regulations and 10.4 Use of E-commerce; and Pillar
E for 5a.3 Business Support Services for the Digital Transformation of SMEs.
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Notes

' These documents are listed and detailed in the Ukraine country profile.

2 These programmes are further detailed and analysed under Pillar E, business development services
dimension.

3 See, for instance, (Grundke et al., 201815)).
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Pillar A — Responsive Government

A robust SME policy hinges upon a well-structured framework integrating
policy, institutions, and regulations, supported by streamlined administrative
procedures and effective insolvency systems. This chapter examines the
responsiveness of EaP governments to SME requirements across three key
dimensions. Firstly, it evaluates the state of the institutional and regulatory
framework governing SME policies, encompassing progress in the
institutional setting, legislative simplification and RIA, public-private
consultations, and the regulatory framework for SME digitalisation.
Subsequently, the chapter analyses SMEs’ operational environment,
exploring aspects such as e-government services, business licensing,
company registration, and tax compliance procedures for SMEs. Lastly, the
chapter delves into bankruptcy and second chance provisions with a focus
on preventive measures, survival and bankruptcy procedures, and second
chance promotion. For each of the three dimensions, this chapter offers
policy recommendations for the EaP region.
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Introduction

Entrepreneurs in both developed and emerging economies must navigate a complex structure of
government regulations, standards and procedures. However, while regulations governing business
operations are essential, their implementation can sometimes be subject to difficult and costly mandatory
requirements, thereby hindering entrepreneurship and discouraging entrepreneurial activity (OECD,
2020p)). In addition, navigating the legal environment and complying with regulations can be cumbersome
for SMEs, as the associated fixed costs disproportionally affect them as a result of limited operational
capacity and other size-related constraints (OECD, 2022;; European Commission, 2008(3). As a result,
SMEs often perceive government authorities as a source of bureaucracy and complex, heavy-handed
regulation.

Establishing clear and transparent institutional and regulatory settings is therefore critical to guide
entrepreneurial activity and prevent lack of transparency, unpredictability of regulation, and corruption from
undermining the business environment and creating obstacles to entrepreneurship. Therefore, an effective
and efficient institutional and regulatory framework is an essential prerequisite for promoting
entrepreneurial risk-taking, encouraging investment and innovation, reducing informality and corruption,
and ensuring fair competition among businesses of all sizes (OECD, 20174)).

An effective and transparent regulatory environment is key to fostering entrepreneurship and supporting
SME development at all stages of the business cycle, including entry, investment and expansion, transfer,
and exit. Crafting an effective SME policy that comprehensively addresses these aspects is a complex
task due to the highly diversified nature of the SME population and the intersection of SME policy with
multiple domains of policy making. To navigate this complexity successfully, governments must establish
a clear and strategic vision for SME policy, while building a broad consensus amongst all stakeholders,
including the business community and SME associations, NGOs, experts, and relevant partner
organisations.

The “Responsive Government” pillar investigates recent reforms across EaP countries through an
assessment of three policy dimensions: 1) the institutional and regulatory framework for SME policy, 2) the
operational environment for SMEs, and 3) bankruptcy and second chance. Table 5.1 presents the progress
achieved by EaP countries in these areas since 2020.

Table 5.1. Pillar A: Country scores by dimension and sub-dimension (2024)

Armenia = Azerbaijan = Georgia Moldova = Ukraine EaP EaP EaP
average average = average

2024 2024
(CM) (CM)
Institutional and regulatory framework for 3.24 3.69 437 3.93 3.68 3.78 3.72 3.61
SME policy
Institutional setting 3.02 414 4.62 3.83 3.70 3.86 3.90 4.06
Legislative simplification and RIA 3.03 2.90 3.50 3.35 3.27 3.21 3.16 3.13
Public-private consultations 416 3.40 4.65 427 4.26 415 4.03 3.49
Institutional framework for SME digitalisation 3.50 4.05 454 4.20 4.40 414 - -
Outcome-oriented indicators 3.00 4.00 5.00 5.00 3.00 4.00 - -
Operational environment 3.99 4.25 4.51 4.34 4.1 4.24 4.37 377
E-government services 4.00 425 4.29 434 4.66 4.31 4.49 3.76
Business licenses 3.66 3.96 5.00 469 4.40 4.34 4.33 3.99
Company registration 4.88 4.52 5.00 474 4.52 473 4.80 3.94
Tax compliance procedures 2.73 3.70 4.26 3.78 2.73 3.44 3.50 3.44
Outcome-oriented indicators 4.56 5.00 411 411 3.67 4.29 - -
Bankruptcy and second chance 1.97 1.91 3.36 2.00 2.52 2.35 3.10 2.87
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Armenia = Azerbaijan =~ Georgia = Moldova = Ukraine EaP EaP EaP
average = average = average

2024 2024

(CM) (CM)
Preventive measures 1.34 1.69 3.24 1.46 1.75 1.90 3.02 2.28
Survival and bankruptcy procedures 2.74 2.15 413 2.72 3.39 3.03 4.04 3.74

Promoting second chance 1.00 1.33 2.33 1.00 1.83 1.50 1.50 2.00
Outcome-oriented indicators 2.71 2.71 2.71 2.1 2.71 2.71 - -

Note: CM = comparable methodology; RIA = regulatory impact assessment. See the “Policy framework, structure of the report and assessment
process” chapter and Annex A for information on the assessment methodology.

Institutional and regulatory framework for SME policy

This dimension measures progress in establishing a well-functioning institutional and regulatory framework
for SME policy making based on the “Think Small First”! principle, the application of regulatory impact
analysis (RIA) for business-related legislation, and the organisation of effective public-private
consultations.

The application of the “Think Small First” principle, as presented in the EU Small Business Act, encourages
policy makers to give due consideration to the impact that policy change will have on SMEs. To be able to
take SME needs into consideration at an early stage of policy development, governments would benefit
from devising comprehensive SME strategies, based on a clear and consistent SME definition and data
collection goals, as