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Executive Summary

Within the work program of the UNIDO Regional Diiia - Europe and Central Asia, tiiseliminary
Needs Assessment for Georgigives an overview of the country’s economic stugetwith an analysis
of the industrial development issues and the aoéd$NIDO intervention with potential financial and
technical support of donor institutions. The set fndings are only preliminary and will be valieat
during the UNIDO programming mission. The final clusions and assessments’ results will be
integrated into theCountry Programming Framework for Inclusive and Sustainable Industrial
Developmentfor Georgia that will be developed in cooperatwith national counterparts as a result of
UNIDO’s programming activities in 2016.

The Needs Assessment is divided into four main tehap

Chapter | examines the national context with a focus onaerall macroeconomic and socioeconomic
profile of the country, the economic structure @edtoral analysis, the current industrial develamgme
trends and key challenges, SWOT analysis, as welbath and gender issues;

Chapter Il presents the Government'’s vision and strategicnitey for industrial development;
Chapter Il analyses the active donors and their prioritias; a
Chapter IV maps UNIDO current and future possible intervergiom the country.

This report was prepared by Mr. Giorgi Todua, UNIDMational Consultant in Georgia under the
supervision and guidance of the UNIDO Regional §ioan — Europe and Central Asia.



Chapter I: National Context of Georgia

Georgia is an upper middle income economy with G

per capita at PPP of USD 9,67%i2 2015. It is regarded + +
as a key country for stability and peace in thedaaus

region.

Georgia is one of the richest countries in termsvafer + +
resources and also has deposits of subsoil minguals

as manganese, silver-lead and zinc ores, etc. @tinim
Soviet period the country had a well-develop
industrial sector with a focus on heavy industryiti\V :
half of the population living in rural areas, agittaral : -
production was an important element of the economy :

and still remains so. Georgia experienced one ef th
largest economic downturns after the collapse ef th
Soviet Union caused by a civil unrest and sepdratis
conflicts. Georgia was one of the latest Formeri&olMnion (FSU) republics that started building a
peaceful state in 1995 with strong economic grovethsed by rapid privatization but slowing down rafte
the 1998 Russian financial crisis. After a peaceéyolution in 2003, the country experienced rapid
economic growth that averaged at 9.6% annuallyl 2@07 but deteriorated in 2008, because of the
military conflict with the Russian Federation in gust 2008 and the global economic recession which
occurred afterwards. The economy only started padla recover in 2010. Political uncertainty in 201
caused by changes of the Government led to a decreaeconomic activities, but afterwards the
economy showed growth trends. Despite the strongauic indicators and with an average annual GDP
growth of 6.2% between 2003 and 2014, and an increase in coimpatiss ranking, Georgia still did
not manage to reach its real GDP level of 1990.

D
o

As a transcontinental country located on the cozsds of Europe and Asia with a territory of 69, ke,
Georgia is a crucial corridor for energy and godéisorgia’s transport system is key for the conwndyti

of the One Belt One Road Initiative of the Chin€smvernment. The Anaklia Development Consortium
(ADC-joint venture between TBC Holding (Georgia)da@onti International (USA)) was awarded the
contract to build a USD 2.5 billion deep sea partAnaklia, which will turn it into a major hub on
China’s Maritime Silk Road by 2030. Upon completitime port will have the capacity to process 100
million tons of cargo per year, which could boosio®jia’s GDP by 0.5% In addition to the Anaklia
Port, ADC is developing a Free Industrial Zone 60 ®ectares of the 1000-hectare parcel of land. The
East-West highway is another project that will sfanm the country into a regional transport hubegeh
projects will improve access to markets and sesyiesd increase employment. However, Georgia’s
transportation system is obsolete and there isd teeimprove economic infrastructure, includingds,
electric power plants, and other important strieguto return to pre-crisis growth of 2007 and ferth
develop the economy. In addition, Georgia has drt@e highest inequality rates in the region anel th
gap is widening.

The signature and the full entry into force (aslafuly 2016) of the Association Agreement (AA),ttha
introduces a preferential trade regime known aspDaed Comprehensive Freed Trade Agreement

! World Development Indicators (WDI), GDP PRep://data.worldbank.org/indicator/NY.GDP.PCAP €B?locations=GE
2\WDI, Annual GDP growtthttp://data.worldbank.org/indicator/NY.GDP.MKTP.KIG
3 http://www.gtreview.com/news/asia/anaklia-deep-seg-to-put-georgia-on-new-silk-road/
4
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(DCFTA), brings new opportunities for Georgian podrs, especially as the EU is the main trade
partner with 32.6% of trade taking place with @lldwed by Turkey (17.2%) and Russia (8.1%)

1.2 Overall Macroeconomic Profile

Between 2004 and 2007 Georgia experienced robustoedc growth which remained in the 12-13%
range. In the post-crisis period growth was vaatdspecially during the political transition in130due

to changes in the Government and the introductionesv economic reforms that affected economic
activities and slowed the growth rate. However,neooic growth increased in the final quarter of 2013
after settling the political uncertainty which wasncluded with the presidential elections and the
appointment of a new Prime-Minister. In 2014-208 tecession in Russia and slower growth in other
trading partners impacted Georgia through loweroespand reduced remittances, particularly from
Russia and GreeteAs a result of strong external factors causing tlepreciation of the national
currency and instability in the region due to thecr@ase of oil prices that affected the main tigadin
partners, including oil producers such as Azerbadad Russia, economic growth decreased from 4.8%
in 2014 to 2.8% in 201FFigure 15.

Figure 1. GDP real growth (%)
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In 2015, on the supply side, growth was driven hgreases of 12.4% in construction and 13.7% in
mining that offset a 2.8% decline in manufacturihgdustry overall rose by 3.5%, and the services
expanded by 3.0%, reflecting strong performanciniance and tourism, and agriculture grew by 2.5%
(Figure 2§. On the demand side, domestic demand was the dniar, with private consumption rising
by an estimated 11.9%, and with weak external denaaxdl continued sluggishness in regional growth,
the net exports deficit worsened by 154%

5 http://ec.europa.eu/trade/policy/countries-andaesjcountries/georgia/

® http://pubdocs.worldbank.org/pubdocs/publicdoc/20M1601460152922821/Georgia-Shapshot-eng. pdf
"1d

8 http://www.geostat.ge/index.php?action=page&p_id&lang=eng

% Sector growth in 2015 is for the first 9 monthothe same period in 2014
http://www.adb.org/sites/default/files/publicati@82221/ado2016.pdf

10 Id




Figure 2: GDP growth by sectors
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In general, economic activity continues to be coteed around the service sector with a strong tirow
in tourism, while the agricultural sector continteslecline (Figure 3.

Figure 3: GDP composition by sector$%)
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Georgia’s export growth rates have been impressiwgell above 10% per year on average since 2000.
However, in 2015, the recession in Georgia’s madihg partners, including the Russian Federatiwh a
Ukraine, had seriously affected external trade. Theaent account deficit remained sizeable at an
estimated 10.5% of GDP, down slightly from 10.6%@2014, as a 20.9% drop in exports widened the
trade deficit. Exports to the Russian Federatiorpanticular fell by 40.7%, while vehicle re-exports
plunged by nearly 65% Meanwhile, exports to the European Union rose3B#6. Imports fell by
15.2%, as the GEL depreciated against some trgghntpers’ currencies (while appreciating by 11.0%
against the rublé). Georgia’s high current account deficit can berassied through a shift towards new,
export-oriented sources of growth.

In 2009, unemployment reached 16.9%, but has sjradually decreased to 12% in 2015% (Figuré 4)
However, the unemployment rate does not take intmunt the large number of people who live off
subsistence farming, work erratically in self-enymh@nt or live off other Government benefits.

11 http://data.worldbank.org/indicator/NV.IND.TOTL.Z@@w=chart

ﬁ http://www.adb.ora/sites/default/files/publicati®82221/ado2016.pdf
Id

1% hitp://www.geostat.ge/index.php?action=page&p_iB&llang=eng




According to the results of a February 2012 NatioDemocratic Institute survey the actual
unemployment rate was around 38%This data is especially relevant to the agricaltisector that
absorbs a significant proportion of the labor fo@® since 2003 the increase in productivity ant was
mostly concentrated on the non-tradable sectoraA®sult, despite the strong average growth, the
manufacturing transformation never happened foratirécultural sector. In general, the main reasufns
non-alignment between growth and reduction of ureympent are: (i) the substantial down-sizing of the
civil service; (ii) a foreign investment focus oartking and real estate, which created few jobs;(aind
modest growth by small and medium-sized enterprses agricultural enterprises due to productivity,
finance, and market access constraints

Figure 4: Unemplyment rate (%)
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Georgia outpaced FSU countries with a FDI net imnftate of 18.3% to GDP in 2007. This was one of
the highest rates in the world. In recent years|, &l tourism sector proceeds remained stable,hwhic
also helped increase employment by 20% and realesvdry 4.7% in 2018 However, in 2015
investment decreased by 27% compared to 2014, themecord growth in 2014 (Table'1)The main
sectors of interest for foreign investors includeansport and communication, construction,
manufacturing, energy, real estate and findhcEhe Georgian Government established the Georgian
National Investments Agency to promote and fa¢éifeDls.

Table 1: FDI by economic sectors (in million USD)
Sector/Year 2012 2013 2014 2015
Agriculture, fishing 16,119.3 11,857.4 12,290.3 28,7744
Mining 4,862.2 43,704.9 42,781.5 42,665.2
Manufacturing 167,906.5 99,765.1 205,417.4 90,708.6
Energy sector 179,402.6 244,745.1 189,945.0 89,8814
Construction 41,839.2 49,847.5 316,588.1 129,058.6

15 |d

16 http://www.adb.org/sites/default/files/linked-docents/cps-geo-2014-2018-pa.pdf

17 http://data.worldbank.org/indicator/BX.KLT.DINV.WED.ZS?page=1

18 http://pubdocs.worldbank.org/en/7416014601529228&fgia-Snapshot-eng.pdf

19 hitp://www.geostat.ge/index.php?action=page&p_id3&ldang=eng

20 hitp://www.keepeek.com/Digital-Asset-Manage mentddevelopment/sme-policy-index-eastern-partner-tries:
2016 9789264246249-en#.V6Se0jt96M8




Hotels and

17,652.3 -13,360.1 124,851.8 60,982.4
restaurants
Transport and 72,828.9 140,104.4 433,654.7 593,972.6
communication
Health and social 17.550.8 720.0 -9.507.6 66.366.1
work
Real Estate 52,805.6 42,294.6 138,654.8 47,840.1
Financial sector 162,552.2 166,386.3 115,322.6 191,207.0
Other sectors 178,044.8 155,837.4 188,424.2 9,596.5
Total 911,564.3 941,902.6 1,758,422.9 1,351,053.9

Since December 2013 the national currency depeztiay almost 30%. The National Bank of Georgia
(NBG) tightened the monetary policy and owing tw loil prices, it was possible to contain inflatiah
the rate of 4.9% in 2015. The floating exchange, inited interventions, and independence of tB&N
helped to achieve both nominal and real exchante remlignment and maintain scarce international
reserveS. Despite the economic challenges, the bankingosestiowed strong growth with record

profitability.

After major changes in 2004, Georgia became orbeoiost attractive tax systems in the world wlii t
number of taxes reduced from 21 to merely 6. Witralue added tax of 18%, income tax of 20%, and
corporate tax of 15%, Georgia is highly competiti@emong neighboring countries. In 2016 the
Government announced plans to adopt an Estoniaméadel in the area of corporate tax income. The
reason for this is to encourage the reinvestmentosporate profit with the intention of boosting
economic growth. According to the World Bank aneyshe impact on growth will come with a lag,
while tax revenues will go down immediately. As esult, in 2016 Georgia will require cuts in
expenditures, except for health and social experalihat is planned to increase, in order to cartfze

fiscal deficit at 3% of GDP.

Remittances play a significant role in the Georggaonomy as well, since a representative number of
Georgians have migrated internationally. The majoaf all remittances originate from the Russian
Federation, Greece and Italy. Personal remittameesjved as percentage of GDP, were 16°68:2015.

A gradual recovery in economic activity is expectedoegin in 2016 with some improvements in the
external environment. The industry is forecast xpamd by 2.1% in 2016 and 4.0% in 2017, as the
government is considering further tax measuresuppaert businesses, such as a zero tax on reinvested
profit®. Services are projected to grow by 2.6% in 2016 24% in 2017 due to a continued expansion
in tourisnf®. The agricultural sector is expected to grow mtgdsy 2.4% in 2016 and 3.4% in 2017,
assuming favorable weather and continued governmgmport’. Economic growth is projected at an
average of 5.5% per year over the medium term,chasegreater policy certainty, improved market
access, and strong structural reform implement&tioviedium-term growth prospects depend on a
number of factors, including improved economic tigth the EU and the robust reform program outlined
in the Government’s development strategy, which suipport growth in private investment.

led

22 hitp://data.worldbank.org/indicator/BX. TRF.PWKR.IED.ZS

23 hitp:/lwww.adb.org/sites/default/files/publicati@B2221/ado2016.pdf

24|d
25|d

28 http://www-

wds.worldbank.org/external/default/WDSContentSekESP/IB/2014/06/09/000442464 20140609092138/RaudtNDEX/

864360PGD0OP146010B0ox385226B000OUO090.txt




1.3 Socioeconomic Profile

In 2015 the population was equal to 3,729,500 meaylich is down from 4,371,008om the previous
general population census of 2002.48%.of the population live in urban areas and 42.6%ural areas,
with men constituting 47.7% and women — 5223%ue to the sharp increase of live births sinc@920
the population in the 0-4 age group grew, but tiggdst increase is associated with the 50-59 agepgr
that reflects the issue related to the aging pdioumaThe biggest decrease was observed in thed ldiyé

group.
The main reason for such a drastic drop in the patpulation is emigration. The emigration factoaege

from economic to political and personal. The chmaof Georgian emigration is predominantly a labor
one and is gender imbalanced, as the majoritybafrlenigrants are males.

In addition to economic migration, better opporties related to education stand out too. Georgia
compares well in the ECA region in terms of enrelim rates at basic education levels, despite a
relatively modest level of public expenditure apepximately 2.9% of GDP in 2038 However, the
comparatively high enrolment rate does not neciggaflect the quality of educatiolhe quality of
public secondary and tertiary education needs ingment.

According to UNECE, population ageing is advanaiagidly in Georgia. In 2010, more than 14% were
65 years and older and about one third were 5Gya@drand above; by 2030 these figures are expéated
grow to 21% and 40 % respectivély

Georgia is ranked 76in the UNDP Human Development Index (HDI) and tmuntry has been
improving its position over the last decades hilltlaggs behind countries with very high HDIs. Hoves,
Georgia did make some significant strides in pgvegtiuction, as poverty rates have fallen consilsten
over the past decade. In 2010 — 2014 extreme podertlined from 47% to 32%whereby wage and
social assistance were the most important contributvhile employment growth and agricultural ineom
played a much less significant role.

Despite the continuous decline in poverty observeer the past decade. large urban-rural disparities
persist. In 2014 the rural poverty rate of 41% wase than double the urban rate of 21%. The lack of
income opportunities in rural areas, where twodhiof the country's working poor are engaged inisem
subsistence farming, presents a major challengéo@s the high rate of urban unemployment, espgcial
among younger workers. To narrow rural-urban diipar the Government has adopted a more
proactive strategy to promote rural growth throumgyestment in agriculture and to make reform more
inclusive by targeting smallholder farmers and Btdal startups with concessional fuffds

According to the ADB, poverty in Georgia has fouajor causes: (i) lack of economic opportunity; (ii)
isolation; (iii) insufficient skills, capabilitiesand assets; and (iv)income shocks due to advexakhh
events or disasters. Further expansion of the ewpneith inclusive growth, development of human
resources, and protection of vulnerable househmhdisthe poor from economic shocks are the primary
ways to address poverty.

Inequality in Georgia is one of the highest in tlegion. High income earners benefitted most from
Georgia’'s recent economic growth which is refleatedn increase of income inequality. Since thdyear

00s the Gini coefficient has been slowly increasingring 2003-2009, the top 20% of the population
saw their income and consumption increase by nize 26%, while the bottom 20% saw theirs increase
by only 10%. For the bottom 20% of the populatioich of the gain occurred during 2007—2008 due to

27 hitp://www.geostat.ge/cms/site_images/_files/yeakhdearbook 2015.pdf

28 http://pubdocs.worldbank.org/pubdocs/publicdoc/28841601460152922821/Georgia-Snapshot-eng. pdf

2 http://www.unece.org/index.php?id=37439

%0 http://documents.worldbank.org/curated/en/73449986918817/pdf/101083-REVISED-Box394821B-PUBLIC-GEOR-

WEB-rev.pdf
3L hitp://www.adb.org/sites/default/files/publicati&82221/ado2016.pdf




the introduction of higher public pensions and myeased social assistance progfanHowever, the
situation started to improve gradually and inedudiell between 2010 and 2014, especially after the
introduction of higher public pensions and targetedial assistance, including a universal healthcar
system. Inequality in per capita consumption faltween 2010 and 2014, as measured by the Gini
coefficient, from 42.1 to 48, Observing the Gini by location (39.4 in rural@end 38 in urban areas)
that is lower than the national Gini indicates stng differences in the living standards betwesdian

and rural ared$

1.4Economic Structure and Sectoral Analysis
1.4.1 Industrial Sector

Back in 1991, 37.1% of the GDP was derived from thdustrial sector but the industry’s
contribution sharply dropped in the following fevears to almost 10%. The sector gradually
recovered and for the last 15 years it has remdméte range of 21-26% (including manufacturing)
of GDP. In 2015, out of 1,779,900 employed, apprately 109,000 persons were employed in the
industrial sector, which is a decline from 116,00@®014°. The food and metal industries provide
the largest industrial base for Georgia, while appdeverages, wood and chemicals are the fastest
growing industrie¥. Industrial production turnover reached GEL 918dgi in 2015, which is almost
1.9 times more than in 2008 with manufacturing stdas accounting for 69.1% of the total value of
industrial production in 2015, while mining and qyiang accounted for only 5.7%. In 2015, the
share of manufacturing production decreased by 3986mparison to 2014 and the share of mining
and quarrying increased by 51%. However, manufaglincreased by 44 % compared to 2008 and
mining and quarrying decreased by 8.1% indicatimat industrial production growth is mainly
driven by manufacturing, while mining and quarryiadgagging behind (Table ¥)

Table 2: Turnover by industrial subsectors (in milion GEL)

Subsector/Year 2008 | 2009 | 2010] 2011 2014 2018 204 2015
Mining and quarrying 585.0 196.6 243.7 313.8 283.8 2885 357.8 541.1
Manufacturing 2855.2| 2913.d 39188 51977 55506 5942.3085 64510
Sgicgragg;/""atera”d 1,197.4| 1,207.d 1,3770 17205 1,717.2 1,770.5331%9| 2,341.5
Total 4637.6| 44074 55398 7,2320 7,553.6 88419,000.2| 9,333.6

In 2014 the total turnover of the manufacturingteedncreased by 17.2% compared to 2012
including manufacturing of food products, beveragesl tobacco, manufacturing of transport
equipment, machinery with the highest growth ratewever, in 2015 total turnover decreased by
4% and previously leading manufacturing activitedso declined. Manufacturing of oil products,
paper, t(j;ag(tiles, leather, chemical minerals and-metallic mineral products continued to grow
(Table 3

Table 3: Turnover in manufacturing (in million GEL )

Activity/Year 2012 2013 2014 2015
food products, beverages and 2,303.4 2,724.9 3,136.4 2,944.5
32 Id

33 http://pubdocs.worldbank.org/pubdocs/publicdoc/28841601460152922821/Georgia-Snapshot-eng. pdf
34 |d

35 http://Iwww.geostat.gef/index.php?action=page&p_&#&ang=eng

36 http://www.investingeorgia.org/en/keysectors/mantifeing

57 http://www.geostat.ge/index.php?action=page&p_id4éng=eng
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tobacco products

Textiles and textile goods 100.4 96.4 1125 153.6
Leather, leather products and 11.3 14.6 17.4 19.5
footwear

Wood and products wood and cork| 94.2 74.0 81.4 73.3
Paper and publishing 2447 247.9 234.0 252.8
Oil products 1.7 14 4.1 20.6
Chemical products 483.9 457.5 504.2 557.9
Rubber and plastic products 169.1 164.7 246.3 235.8
Other non-metallic mineral 748.1 705.8 804.5 873.7
products

Basic metals and fabricated metal | 1,036.8 1,067.3 1,145.7 992.9
products

Machinery and equipment 71.2 83.1 101.3 53.8
Electrical machinery and optical 45.8 40.6 54.9 52.9
instruments

Transport equipment 136.5 187.2 106.7 93.1
Other activities 105.6 116.9 159.2 126.6
Total 5,552.6 5,982.3 6,708.5 6,451.0

In 2015, there were 6,740 industrial enterprise$s@orgia, of which 7% were large enterprises,
according to the national classification (Tabl&4Jhe great majority fall into the small enterprises
category. 90% of all enterprises are manufactuemggrprises and mining and quarrying represents
only a minor fraction. While the role of SMEs isadually increasing in the total turnover of indystr

in Georgia, the share of the SME sector in GDP msnane of the smallest in the region. Large
enterprises are still leading with approximately LGE billion** of turnover in comparison to
approximately only GEL 1 billion derived from SMEs.

Table 4: Number of active industrial enterprises bysizé" and branch

Total Large Medium Small
Total 6,740 467 521 5,752
Mining and quarrying 403 20 47 336
Manufacturing 6,337 447 474 5,416

In 2015, the share of Manufacturing Value Added @®JMo GDP was 12% with value added in
percentage in total MVA of 44% in food and bevemgE2% in basic metals, and 11% in non-

39 Id
40 http://geostat.ge/index.php?action=page&p_id=4648teng
1 At present, three size classes of enterprisedistiaguished by National Statistics Office:
« Large enterprises: enterprises with an average aunftil00 or more employees and an annual turnekieh exceeds
1.5 million GEL.
«  Medium size enterprises: enterprises with an awcaagual number of employees from 20 to 99 perandsan annual
turnover from 0.5 million to 1.5 million GEL.
«  Small size enterprises: enterprises with an avesageal number of employees of less than 20 pemwhsn annual
turnover of less than 0.5 million GEL




metallic mineral productd Share of MVA in GDP rose in the late 1990s, hagsated below 15%

in the last decade, implying that the manufactusegtor has languished in the past few years. In
terms of MVA per capita, in 2014 Georgia rankethatlower end in the region. In 2015 Georgia had
a MVA per capita of USD 397 which was ahead of Azerbaijan and Ukraine, bghiicantly
below that of the Russian Federation, KazakhstanBsarus. Georgia has significantly increased its
ranking in the Competitive Industrial Performanceldx (CIP) since the 1990s but during recent
years it did not make any significant changes witiosition of 94 out of 143 in 2015.

Georgian metallurgy started to develop since 1944 avgiant factory established in Rustavi - a key
industrial city as the largest metallurgical plartsment production and the chemical industries are
mostly situated there. Rustavi Metallurgical Pleanbne of Georgia’s largest industrial enterprises
that is manufacturing reinforcing bars, seamlesgegqi square billets, pig-iron castings etc.
Heiderberg Cement Georgia is the largest cememiugey in the South Caucasus running 4 cement
and 9 concrete plants in the country. Rustavi Agobne of the largest industrial enterprises in
Georgia and is a main supplier of nitric fertiligéin the South Caucasus countries. JSC RMG Copper
is Georgia’'s leading mining company focusing onpmrpand gold extraction. These are the main
heavy industries remaining from the Soviet era.yTls&ll underperform due to technological
backwardness and have made little progress in tefmsodernization. They also do not fully use
their capacities, with Heildelberg Cement Georgiing the exception to this. Although the
privatization of industrial enterprises offered @portunity to introduce cleaner technologies, many
industrial facilities continue to operate with catied technologies and low energy efficieficy

The role of construction has been increasing gidbat skyrocketed between 2010 and 2012 from
total turnover of GEL 1.7 billion to GEL 4.4 bilki®®, respectively. However, as with the rest of the
economy, it plunged in the post-election perio®012. But since late 2013, the construction sector
benefited from renewed public infrastructure prtgeand resumption in business related investments.

Georgia had a high quality textile industry durthg Soviet Union, however, the sector faced major
challenges in 1991. It has been rapidly growingesip004 due to the availability of a low-cost labor
force, preferential access to the EU market anddoergy costs. The textile sector now encompasses
about 200 companies, 95% of which are micro-enis#py while 5 large Turkish companies and 12
Georgian manufacturers employ respectively 3,0@D 3000 people. The main export markets are:
Turkey, CIS (including Russia) and the BUAjara Textile is one of the leading companies,
established with Turkish investments, and produaggsarel for internationally recognized brands
such as Puma and Ni¥eGeorgia has great potential in the textile seatat the DCFTA opens up
new frontiers for the textile industry, however thector requires strong support in value chain
development. In addition, Georgia has strong pdakrih silk textile production based on its
distinctive industrial heritage that was ruinedtia early 1990s.

Georgia is not a manufacturing goods export courthg export products are fairly unsophisticated:
copper ores, nuts, vehicles (re-export), ferroyallomedicaments vehicles (re-export), fertilizers,
scrap metal, gold. In January- June 2016, the sifaa# major export commodities was as follows:
copper ores- 16%, motor-cars — 8%, ferro-alloy86; 8uts 7% and medicaments — 5%.

In comparison to previous years, the Governmetatcigig a challenge of attracting FDI, especially in
the productive sector which has the potential tar $be economic growth and development. Recent
years’ investment in mining and quarrying remaihghee stable rate of approximately USD 43

“2 http://www.unido.org/Datal/IndStatBrief/Basic_Infioation.cfm?print=no&ttype=C1&Country=GEO&Grosp
43
Id
* http://www.unece.org/fileadmin/DAM/env/epr/epr_siegs)lECE_CEP_177.pdf
45 http://geostat.ge/index.php?action=page&p_id=46n&izeng
46 http://www.east-invest.eu/en/investment-promotieotgia-2/GE-textiles
7 http://www.investingeorgia.org/en/keysectors/susesiries/ajara-textilel.page
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million. In 2014, the investments in manufacturadgost doubled to USD 205 million compared to
2013. However, an investment influx in manufactgrdeclined in 2015 to USD 90 million following
the general trend of FDI's decline in the economgept for transport and communications, financial
sectors and agriculture and fishery that continieedrow, comprising 60% of total FDI. In 2015,
weak export demand and slower-than-expected adfmtrim imports caused a contraction in
manufacturing and relevant decrease of FDI. Howetlee Georgian government continues to
promote investments in the manufacturing sectoedaafly in the Free Industrial Zones with a
minimal tax burden.

1.4.2 Agricultural Sector

Agriculture has always been one the most imporsactors in the Georgian economy. During the
economic downturn of the early 1990s, agricultusatdbuted over 50%°f GDP but the share in
total GDP has declined significantly during thet ldscade from 12.8% in 2006 to only 9.3% in 2014.
However, it employs more than 50% of the labor domsgricultural production accounts for 45% of
rural households’ income and over 73% of the rpagdulation are entirely dependent on their farms
for subsistence. Georgia’s agricultural product®mliverse due to the different climatic zones and
natural resource endowment and includes viticultwereal production, and a wide range of
vegetables, fruits, and nuts, dairy, citrus and tea

Enormous structural changes occurred since thepss| of the Soviet Union which is reflected in the
decline of total production and the decline ofgated area from 386,000 hectares in 1988 to 25,000
hectares in 2013. Wine and mineral waters, nutsjsciand fruits are key drivers of agricultural
export growth. Agriculture is still recovering frotlhe 2006 Russian embargo which was followed by
the dismantling of public services and a low leg€linvestments in agricultural irrigation up to
2011°. The total volume of grapes produced has not gathred the pre-embargo period but total
production has been gradually increasing reachi?y®0 thousand tons in 2014Figure 55"
Georgia is a one of largest producers of nuts éenvibrld with approximately GEL 400 million per
year and with the Nut Production State Program@begernment intends to establish Georgian nuts
as a global brand.

Figure 5: Production Fruits, Grapes and Citrusegths. tons)

50 552 5219 5490

2007 2008 2009 2010 2011 2012 2013 2014

== Fruits =ll=Grapes Citruses

“8 http://data.worldbank.org/indicator/NV.AGR.TOTL.ZS®%e=4

“9 http://pubdocs.worldbank.org/pubdocs/publicdoc/20084371444139906969/Georgia-Snapshot.pdf
%0 http://geostat.ge/index.php?action=page&p_id=4288teng
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Georgia has strong comparative advantages in dignieubut domestically producers need to be
encouraged to move towards the production of hambheradded products rather than focusing only
on the export of raw fruits, nuts, or vegetables.

The agricultural productivity of Georgia is low dtee the very small family farms and the lack of
cooperative/clusters development, the low degreentriepreneurship, and the limited educational
opportunities (only 19% of the agricultural labarde have training in agriculture), as well as the
low use of agricultural inputsGeorgian agro-production is characterized by tagor-intensiveness
especially in Western Georgia while Production astérn Georgia tends to be more mechanized and
more commercially orientated, e.g. in terms of addialue.

Georgia is home to over 2000 mineral water sprangsseveral (Nabeglavi, Sairme, Borjomi, Rachis
Tsklebi, etc.) are bottled for domestic consumptiod export. Georgian carbonated soft drinks are
leading export products and the main export coestrare Russia Federation, Ukraine and
Azerbaijan. By far the most important exported cardity is shelled hazelnuts (USD 176 million),
followed by wines and mineral water (USD 82 milljoin 2015 wine export was approximately
USD 96 million, which is a significant decrease gamed to 2014 — USD 181 millizh In January-
April 2016, the value of exported wine amountedJ®D 28 million, which was 15% more than in
the same period of last year. According to the Gieor National Wine Agency, in the period of
January-April 2016 the main wine export markets eveRussia (5,925,933 bottles), Ukraine
(1,488,737 bottles) and Kazakhstan (1,282,1004®)ttThe development of a value chain approach
and clustering of small producers have emergednasetdiate priorities for technical assistance, as
Georgia is characterized with highly fragmented Iss@ale family holdings where more than 90%
of the production is concentrated.

1.4.3 Services and tourism sector

The role of services in the total GDP has increasigdificantly but remains below 70%. The
financial sector, healthcare and education, tramspod tourism are the leading economic drivers in
Georgia.

The Government regards tourism as one of the kegldement areas and has increased efforts to
promote the country as an attractive tourist dasbn. In 2010, the Georgian National Tourism
Administration (GNTA) was established to ensure tanable tourism development through
positioning Georgia as a unigue travel destinatiorthe international tourist map. Between 2013 and
2014, the total value added in the tourism sectoreiased by 10%, reaching GEL 1.5 billion. As a
result, tourism’s gross value added, as proportibGDP, increased to 6%. The additional value
added in the tourism industry in 2014 was mainiyeair by accommodation (+15%) and passenger
traffic (air transport +10%, other transport +3%As a result of strong private investment in hotel
industries, the number of hotels more than douliede 2008. The number of visitors increased
tenfold from 560,000 in 2005 to 5,900,000 in 201tw88% of the visitors coming from neighboring
countries: Turkey, Azerbaijan, Armenia and the Rars§ederation (Figure ) The cancellation of
visa requirements for citizens of the Russian Fadmr significantly increased the number of
inbound tourists. The number of inbound trips fidfastern and Northern Europe is growing as well.
In 2015, approximately 5% of international arrivadere from EU countries.

52 http:/lwww.unece.org/fileadmin/DAM/env/epr/epr_sie’lECE_CEP_177.pdf
53 http://www.beverages.tradewithgeorgia.com/uplo&efion-alcoholic_Beverages Catalogue.pdf
54 http://www.geostat.ge/index.php?action=page&p_id&&llang=eng
55
Id
56 hitp://gnta.ge/statistics/
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Figure 6: International arrivals by years
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Georgia has a unique setting of factors allowirggdbuntry to develop diverse types of recreational
tourism — cultural, nature-based, wine and foodrtspreligious, etc.

1.4.4 Energy and Environment

After a series of successful reforms, Georgia wds 8 develop a stable and reliable energy sector
that plays a critical role in the economy. Stilhst amounts of Georgia’s tremendous hydropower
resources (top five in per-capita water resourcetheé world) are underutilized. Among the total
installed generation capacity of 3,320 megawaitdrdpower generation currently accounts for 85%
of yearly energy output and the remaining 15% a@snfigas and oil-fired generatinThe country’s
hydropower potential is estimated at up to 80 tettvours (TWh) per year, of which 60 TWh is
economically feasibfé. Recent economic growth translated into a 3% as®ein the demand for
electricity in 2013, however, Georgia still relies seasonal electricity exchanges with neighboring
countries, which undermines the security of itspieg and poses a risk of seasonal electricity
shortages. Currently, 17 hydropower plants are uoolestruction, seven of them, with total installed
capacity of around 300 MW, started in 2815

The role of other renewable energy sources has ihesgasing over the past decade. Georgia has an
important wind energy potential, which is estimatede able to annually generate 4 billion kilowatt
hour$®. The construction of the first Wind Power Plant Georgia started in 2015 with first
generation expected to happen in September/Ocfildés. The total annual solar energy potential is
estimated to be 108 MW, which is equivalent to Bdusand tons of standard ftleGeothermal
energy as an affordable and sustainable solutiaedacing dependence on fossil fuels has strong
potential in Georgia. According to recent hydroiggical studies, the Georgian geothermal water
reserves reach 250 million®*mer year and at present there are more than 2t@ahand artificial
water channels where the average temperature tfigyeaal waters ranges from 30 to 1°0) while

the total debit is 160 000%per day and nigft

5; http://www.adb.ora/sites/default/files/linked-docemts/cps-geo-2014-2018-ssa-03.pdf
®1d

%9 http://www.investingeorgia.org/en/keysectors/energy

€0 http://www.energy.gov.ge/investor.php?id_pages=An&Eeng
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In 2013, industry consumed 325 millior? of water (35% of total water use), excluding hysraer
generation.

In Georgia, the major water pollution issues ineftid

» Discharge of untreated wastewater from the urbatecg

» Chiatura manganese mines: no treatment plan, \igty doncentrations of manganese and
the total suspended solids (TSSs);

» Copper (JSC RMG Copper) and gold mines: as goldemims on a closed cycle, no
discharges of contaminated water should occur, Wiewacidic water is the main source of
pollution;

» Coal mines at Tkibuli;

* Factories in Batumi and the Batumi refinery — npemtional since 1990's: hydrocarbons
present in the soil contaminate water, especialthé rainy season;

* The Black Sea: there is eutrophication and fishespurces have diminished

The major waste generators are considered to be ntiing industry (including coal
extraction/processing), oil processing industriasd the ferrous and nonferrous metallurgy and
manufacturing industriés The latter constitutes the largest number oftex<acilities and include,

for example, varnish and paint production, food ahihk factories and construction materials
processing. Waste from large industrial faciliieslisposed mainly on landfills at the industrigé s
itself or nearby, with a few legal/environmentajueements. Hazardous waste that was generated in
the past was not properly disposed. Hazardous veastebe found at practically every abandoned
factory. A systematic inventory of hazardous wagtkes has not yet been carried out in Georgia.

The industry sector is the third largest energyscomer in the country after residential and trarispor
accounting for 18.3% (645 Ktoe) of final energy semption (TFC) in 2018 The TFC by energy
source is dominated by oil and gas, followed byfusits and electricity in 20£1 In 2013 four
industrial sub-sectors including non-metallic madey iron and steel, construction, and food and
tobacco accounted for about 92% of total induséargy consumption (Table®5)

Table 5: TFC (Ktoe) by industrial sub-sector

Sector Sub-sector, totalShare of total industrial use, %
(Ktoe)
Iron and steel 142 22.04%
Chemical and petrochemical 28 4.34%
Non-metallic minerals 334 51.9%
Transport equipment 2 0.31%
Mining and quarrying 12 1.9%
Food and tobacco 51 7.91%
Paper pulp and print 2 0.31%
Construction 68 10.6%
Textile and leather 1 0.15

83 http://www.unece.org/fileadmin/DAM/env/epr/epr_siegs]lECE_CEP_177.pdf
64
Id
% |AE statistics, 2013
% |AE statistics, 2011
7 |AE statistics, 2013
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Non-specified (industry) 4 0.63%

There are no clear and reliable available figuresua the energy performance of the Georgian
industry. However, data is available for energgmsity that is partially helpful to understand gyer
efficiency as declines in energy-intensity are axprfor efficiency improvements. When compared
with similar countries, Georgia has one of the mesergy-intensive (the amount of energy
consumed per unit of GDP) economies and usesmdstmore energy per unit GDP production than
countries in the EU. This is despite the fact thabrgian companies face among the highest gas and
electricity tariffs. According to the Ministry of riergy, energy intensity TPES/GDP (PPP)
(toe/US$1,000 [2005] PPP) was 0.229 in 2012. Adogrdo the United States Energy Information
Administration data, Georgia experienced a steadyeahse in energy intensity from 1992 to 2006,
followed by a slight increase from 2006 to 201(c8i 2010, there has been some improvement in
energy intensity in Georgia, which could be exmdimy the influence of both structural changes in
the economy — such as a shift from industry towaelvices and within industry to less energy
intensive industries — and improvements in the eswl-energy efficiency — such as lower energy
consuming appliances or the use of insulation ildings.

Efficiency levels differ from one sector to anotlaerd significantly between companies of the same
sector. The average energy efficiency of Georgigrerises remains significantly below that of
Western Europe. This is a result of little progréssterms of technological development and
modernization in the industrial sector. Althougle trivatization of industrial enterprises offered a
opportunity to introduce cleaner technologies, mamustrial facilities continue to operate with
outdated technologies and low energy efficiency.

However, Georgia has strong potential in energynsmvespecially in manufacturing sect8rst is
estimated that energy efficiency measures can geawp to 20 % of energy saving in the country, in
particular up to 1 TWh of electricity, up to 250lion m® of natural gas and up to a million® rof
firewood®. Food, beverages, and tobacco could be the mtesesting and promising subsectors.
These sectors require relatively smaller investsant replace equipment compared to heavy
industrial sectors, and at the same time, paybamkogs are shorter — these sectors produce
consumable goods. Additionally, the country’'s lomatcreates an excellent opportunity for the
development of food and beverage sub-sectors: iememineral water bottling and tourism
infrastructure — all these are currently operatiniy outdated and inefficient technologies (witlvfe
exceptions).

In this context, it is important to discuss Greamd® gas (GHG) emissions. GHG emission data
available from national sources cover only the qeerirom 2008-2011. There is no data at all
available for hydrofluorocarbons (HFs), perfluocare (PFCs) and sulphur hexafluoride )SHn
2011, the highest share, 54%, of total GHG emissias generated by the energy sector. The
industrial sector emitted 19.98% and the agricalgector almost as much, 17.14%, while the waste
sector produced 8.35% of the total (Tablé’6)

Table 6: Main sector emissions, 2008-2011, thousatwhs of COx-equivalent
2008 2009 2010 2011

% The data on potential energy savings (table 8gis/ed from National Statistics Office of Georgihile data on industrial
sector TFC (table 2) from IAE. TFC data from StitsOffice slightly differs from IAE, thus estinat energy savings would be
different if calculated according to IAE statistidsttp://www.oe-eb.at/de/osn/DownloadCenter/Studierfy-Efficiency-
Finance-Georgien.pdf
32 http://www.unece.org/fileadmin/DAM/env/epr/epr_sies’lECE_CEP_177.pdf
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Total aggregated emissions without 13,126.8 12, 567.6 12,454.0 14,268.5

LULUCF

Energy 7,138.0 6,667.0 6,538.0 7,782.0
Energy industries 796.0 750.0 539.0 1,218.0
Manufact_uring industries and | 655.0 589.0 580.0 1,071.0
construction
Transport 2,183.0 2,440.0 2,419.0 2,331.0
Other sectors 1,647.0 1,483.0 1,525.0 1,641.0
Other 54.0 51.0 218.0 80.0
Fugitive emissions 1,803.0 1,354.0 1,257.0 1,441.0

Industry 2,350.7 2,198.9 2,351.0 2,850.4

Solvent and other product use - - - -

Agriculture 2,552.3 2,604.3 2,451.3 2,445.3

Land use, land use change and forestry - - - -

(LULUCF)

Waste 1,085.8 1,097.4 1,113.8 1,190.8

Emissions had been gradually decreasing until 200®e reason was the termination of operations
at several installations and the application ofsmmn abatement measures at other installations.
Since 2009, industrial activities have increaselileg to a subsequent increase in emissions. It is
interesting that in 2013 emissions drastically dased despite the industrial TFC remaining stable
since 2011, pointing at the introduction of eneefficient measures. However, no reliable data sxist
to support this statement.

The importance of economic growth prevailed oveviremmental concerns in the last decade with
excessive deregulation, resulting in unsustainaike of natural resources and environmental damage.
Some of the core sectors of the Georgian econoByergy, Tourism, Agriculture, Mining, and Forestry-
substantially depend on environmental protectiveasuees and waste considerate practices.
Environmental law-making since 2010 has been nairoscope and has not addressed gaps in major
policy areas. However, new laws were adofted2011 Law on the Creation and Management of
Javakheti Protected Area, 2012 Law on Nuclear aaid®ion Safety, 2014 Law on Genetically Modified
Organisms, 2014 Waste Management Code, etc.

Georgia is engaged in international processes gffrothe implementation of international
commitments that are a part of 34 internationatagrents, including conventions and their protocols
such as: Georgia is a non-Annex | party to Uniteatidhs Framework Convention on Climate
Change (UNFCCC) and its Kyoto Protocol, Georgiafieat the Stockholm Convention in 2006,
Paris Agreement, etc. The outlook for enhancingpibleey and regulatory framework improved with
the signing of the EU-Georgia Association Agreenard the recent institutional reforms. Currently,
with the support of EBRD the Georgian Governmenw@king on the development of its first
National Energy Efficiency Action Plan (NEEAP) thaill establish new standards in energy
efficiency and environmental practices.

1.45 Trade
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Georgia remains an import-oriented country withightrade imbalance. Georgia continues to have a
significant current account deficit (an estimates® of GDP in 2014) due to its heavy dependence
on manufacturing and energy imports and the confleeof the above external shotkdn 2015,
exports were USD 3,535 billion with major exporbgucts such as vehicles, ferro-alloys, fertilizers,
nuts, scrap metal, gold, copper ores. In the sasae, ymports were USD 7,466 billion with major
import products such as fuels, vehicles, machinand parts, grain, other foods, and
pharmaceutical§ Georgia has failed to diversify its exports aelies heavily on agriculture and low
value added resource exploration. Azerbaijan andkelju are the leading trading partners for
Georgia, especially after the 2006 Russian embiigoire 7 and Figure §)

Figure 7: Export partners in 2015 (%) Figure 8: Import partners in 2015 (%)

ijan

The Russian Federation was the largest trade pdbutestarted imposing economic sanctions in
December 2005 by restricting the export of agrigalt products and had already banned the import
of mineral waters and wine in 2006. In 2005, 87%af total wine exported from Georgia was

intended for the Russian market. However, aftereimbargo the Georgian Government supported
the private sector in discovering new markets. €hesw markets included the European Union,
Ukraine and Kazakhstan.

Substantial parts of the Association Agreement betwthe EU and Georgia have been provisionally
applied since 1 September 2014. In that time, Gaorgxports to the European Union increased by
16% in 2015 as a direct result of the DCFTA. Theig&the main trade partner of Georgia (32.6% of
its trade takes place with EU). EU trade with Geoagcounts for only 0.1% of its total trade with a
turnover of EUR 2.6 billion in 2015. Georgian imggofrom the EU amounted to EUR 1.84 billion
with key commodities such as mineral products, rimesk and appliances, chemical products and
transport equipment. The key agricultural expornowdities to the EU include kiwis, blueberries,
nuts, garlic and wine. Copper and petroleum oilehalso seen sizeable increases of exports to the
EU. Georgian exports to the EU amounted to EURr#lion in 2015°.

Trade with China has significantly increased irergcyears and the share of Chinese imports in the
total imports of the January-June 2016 period red2i7%. In the same period, Georgia exported
USD 89 million of value goods to China with wine aseading export product (1,580,000 exported

in the -January-June of 2016), followed by copperand other raw materials. To deepen trade and

73 http://www. keepeek.com/Digital-Asset-Managementéteevelopment/sme-policy-index-eastern-partner-tries:
2016 9789264246249-en#.V6Se0jt96M8

" https://www.cia.gov/library/publications/the-worfdetbook/geos/gg.html

7S http://geostat.ge/index.php?action=page&p_id=13ngteng

"8 http://ec.europa.eu/trade/policy/countries-andaesicountries/georgia/
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economic cooperation Georgia and China started tizigms on the conclusion of a free trade
agreement in December 2015 and plan to sign armgm in October 2016.

The Republic of Turkey continues to be one of #wding trading partners of Georgia. Turkey and
Georgia signed a free trade agreement in 2007 rézhteto force in 2008). In 2015, Georgia’s
exports amounted to USD 186 million that is USDn&iBlion less compared to 2014.

On 27 June 2016, Georgia and EFTA countries signéee trade agreement. Merchandise trade
between the EFTA States and Georgia has increasedaverage annual rate of 19 % between 2005
and 2015". In 2015, total merchandise trade between the EBTahes and Georgia was valued at
USD 53.3 million, with EFTA’s exports to Georgia aamting to USD 49.4 million and exports from
Georgia to the EFTA States reaching USD 3.9 miffloEFTA’s key exports to Georgia were
pharmaceuticals, fish and watches while EFTA’s ingpmainly consisted of apparel and hazelnuts.

The role of pharmaceutical exports is increasinghantotal exports with USD 141 million in 2015

compared to only USD 23 million in 2008 making itap 5 export product for Georgia. The re-

export of moto-cars was once a leading export codiyichowever its role in total export gradually

declined to only USD 180 million in 2015 comparedUSD 704 million in 2013. The reason is

changes of legislation and restriction of policesused cars in the main export markets including
Azerbaijan. Although the country has gradually déifeed its exports (main exports are metal and
metal products (30%), repaired and remanufactusddcles (20%), fertilizers, fruits and nuts, and
wines and beverages (20%)), still the export basm@tins unsophisticated.

According to the World Bank’s analy$isn the top 10 products in which Georgia exhibits&aled
Comparative Advantage (index comparing the valdeontry’s exports of a certain product to the
values of the world exports of the same produbse are:

+ Rail locomotives, electric

* Edible nuts

» Copper ores & concentrates; copper mate/cement
* Mineral or chemical fertilizers, nitrogenous

* Ferro-alloys

* Flours, meals & flakes of potatoes.

* Fruits & Vegetables

» Ships, boats and other vessels for breaking up
* Non-alcoholic beverages

* Sheep and goat (live)

* Waste and scrap metal of iron and steel

The same study also identifies products of higlemidl gain; however, it would be comparatively mor
difficult for Georgia to diversify into. The lissidominated by machinery and capital intensive yetsd

» Electrical machinery, apparatus and appliances

* Road vehicles

« Professional, scientific and controlling instrureeahd apparatus
« Photographic apparatus, equipment and suppliesptichl goods
* Miscellaneous manufactured articles

™ http://www.efta.int/Free-Trade/news/EF TA-Statesaskree-Trade-Agreement-Georgia-328686
78
Id
® http://www-
wds.worldbank.org/external/default/WDSContentSeSP/IB/2013/07/04/000356161 20130704114437/ReutdleDF/792
770ESWO0P14400x0377371B00PUBLICO.pdf
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1.5Private Sector Development and SMEs

Georgia moved from a command Soviet economic systemmarket economy two decades ago,
however, it is only since 2004 that significantpstdave been taken by the Government to improve
the business climate. Georgia has undergone extehsisiness friendly reforms by simplifying tax
codes, reducing the size of and scope for rentisgedctivities by civil services, abolishing
requirements for many business licenses and perritisralizing international trade, and by
implementing a large-scale privatization prograrhe3e improvements made the country a more
attractive destination for FDI and brought it glblb@cognition as a top reformer. This has been
reflected in international rankings including theilly Business ranking (in 2016 24osition,
however in 2014 it ranked in top 10 witH Positionf° and Index of Economic Freedom (in 2016
Georgia ranked 23out of 178 countrie&),

In 2013, Georgia had 557,379 registered businessgspnly 112,937 (20%) of them were active
and, of these, 87% were small, 7% were medium-sized 5% were lar§é The SME sector’s share

in GDP remains one of the smallest in the regidnickwin turn negatively affects future economic
recovery, job creation and prosperity growth. SMEsounted for 94% of registered businesses and
38 % of employment, but contribute less than 20%BP. Georgia's small businesses are largely
owner-operated, employing an average of 1.3 pgmgidirm. Just under 40% of SMEs operate in the
trade sector (including repair of vehicles), folexavby 12% in real estate. Merely 10% of SMEs are
active in manufacturing, a significant decreasenftic% in 201&. While globally the SME sector is
the mainsgource of private sector growth, innovgtiand jobs, in Georgia it remains a challéhge
(Figure 95°.

Figure 9: Innovative capability
60

50 48.1

% of Firms with Internationally % of Firms with Annual Financial
Recognized Quality Certification Statement Reviewd by External Auditor

m Georgia WECA Lower Middle Income

The concentration of SMEs in low value-added atigisi accounts for their weak performance in
terms of overall contribution to value added. Gepbically, half of all SMEs are located in Thilisi,
with the rest being concentrated in two major regjcAdjara (11%) and Imereti (11¥)Moreover,

80 hitp://www.doingbusiness.org/~/media/GIAWB/Doing¥RGiness/Documents/Annual-Reports/English/DB16-Full
Report.pdf

81 http://www.heritage.org/index/country/georgia

82 hitp://www.adb.org/sites/default/files/linked-docents/cps-geo-2014-2018-psa. pdf

8 http:/www. keepeek.com/Digital-Asset-Managementéteevelopment/sme-policy-index-eastern-partner-tries:
2016 9789264246249-en#.V6Se0jt96M8

8 http://pubdocs.worldbank.org/pubdocs/publicdoc/20084371444139906969/Georgia-Snapshot.pdf

8 http://www.enterprisesurveys.org/~/media/GIAWB/HptiseSurveys/Documents/Profiles/English/Georgia2pdf

86 hitp://www.keepeek.com/Digital-Asset-Manage mentddevelopment/sme-policy-index-eastern-partner-tries:
2016 9789264246249-en#.V6Se0jt96M8
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the relative weight of medium-sized enterprisedinithe SME sector has been reduced, suggesting
that businesses face problems in scalirfg. up

The growth of the SME sector is constrained by gapsssential infrastructure, limited access to
finance, skills mismatch, absence of export proomsupport, tax administration, and regulatory
frameworks and logistics, which is especially pevbétic for the hydropower and the agriculture
sector. The high cost and limited access to extémance is one of the main obstacles. The lending
situation has changed since 2010 but remains beyeach for specific economic activities and
smaller firms and, particularly, for rural areaghwonly 1% of lending going to agriculture. Another
constraint arises from the lack of managementssistarce knowledge of markets and products, and
skills mismatch in the labor market. The educatsystem reaches most of the population and
Georgia has one of the highest rates of individualk tertiary education. However, the quality of
education is relatively low and the subjects predidften do not address labor market needs and
businesses still find it hard to recruit people hwiindustry-relevant skills, particularly in
manufacturing. To address these problems, new ilhtnaining facilities have been established for
nurturing engineers and skilled technical stafff the quality still remains low. In general, the
productivity of Georgian firms, especially SMEsmans inadequate due to poor technological
preparedness and low business sophistication aodatiori® (Figure 10%.

Figure 10: Percentage of firms that have developed
new products in the past three years
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Since 2012, the government has broadened its agprmaSME development beyond horizontal
reforms by introducing targeted support measuras. plarticular, two new institutions,
Entrepreneurship Development Agency and Georgraievation and Technology Agency (GITA),
have been created to provide financial and techagsistance for entrepreneurship, innovation and
export promotioff. In addition, a TechPark was opened in Januang2@here learning centers,
laboratories, training centers and universal lajooies of industrial innovations are located inard
to promote innovative technologies, support in@naind implementation of innovative ideas.

The efforts of the Georgian Government are visiblethe SME Policy Index which has been
developed by OECD and is a benchmarking tool desigio assess SME policy frameworks.
Georgia’s 2016 SME Policy Ind&xscores reflect the continued improvement of tiséititional and
operational environment for SMEs; Georgia contintede the region’s best performer in these
areas. Significant progress has been made ondieiors for business support infrastructure, acces
to finance, technical barriers to trade and SMEErmtionalization. Areas for improvement include
SME greening and, despite considerable progremssyation. Progress has also been made in the

87
Id
83 http://pubdocs.worldbank.org/pubdocs/publicdoc/20084371444139906969/Georgia-Snapshot.pdf
8
Id
9 http://www.keepeek.com/Digital-Asset-Manage mentégevelopment/sme-policy-index-eastern-partner-tries:
2016 9789264246249-en#.V6Se0|jt96M8
91
Id

20



human capital dimension, although the score forrdpméneurial learning and women’s
entrepreneurship has decreased due to additiodedabors which have broadened the assessment
since 2012.

1.6 Cross-cutting Issues

1.6.1 Gender Policy

Georgia guarantees equal access to education Wtbsean equal number of male and female
graduates. There is also equal access to the baadtlsystem for women. Despite a fall in the
ranking of the World Economic Forum’s Global Gen@ap report from 54th in 2006 to 82th place
in 2015, (the reason is the increase in countrim® fL15 in 2006 to 145 in 2015) the score actually
slightly improved from 0.670 in 2006 to 0.687 in130 The United Nations Gender Inequality Index
(GIl) 2015 ranked Georgia 76th of 188 which is gn#icant improvement from 81st of 148
countries in 2012. It is reflected in the repreatah of women in the policy-making organs which
has been gradually improving as the proportion ofmen in Parliament increased from 6% in 2008
to 11% in 2012 and the gender voluntary quota as®d from 20% to 30%. The unemployment rate
among women was lower with 10.4% in 2014 compaceil40% in the male population. But the
labor market activity is 20% less for women thanrfen with 57.1%. According to the World Bank
Enterprise Survey, 32.1% of firms in Georgia havemaale in the top management.

The concept of equality and non-discrimination baen articulated in Georgia’s legal framework
and development strategies, but achievement ofegesqlality goals remains challenging mostly
due to the cultural perception of women'’s role atisty. Georgia ratified the Convention on the
Elimination of All forms of Discrimination againdtVomen in October 1994, and the Optional
Protocol on violence against women in August 2002 Parliament of Georgia adopted two key
legal documents such as the Law of Georgia on Bation of Domestic Violence, Protection and
Support of Victims of Domestic Violence and the @enEquality Law with a purpose to ensure that
there is no discrimination in any aspect of pulife; create proper conditions for realization glal
rights, freedoms and opportunities for men and wanpeevent and eliminate any discriminaffon
To ensure gender balance in political, economic sodal life, the Gender Equality Council was
established at the Parliament of Georgia in 200deuthe Speaker of the Parliament and after the
adoption of the Gender Equality Law, the Councitdree a permanent body for gender equality. In
May 2011, in order to implement the UN Security @al Resolution on “Women, Peace and
Security” the Parliament of Georgia approved théidwal Action Plan for 2012-2015, followed by
the National Action Plan on Gender Equality for 22D16. However, domestic violence continues
to be a persistent problem for women in Georgid, iarfrequently raised as a concern by women’s
organizations, together with reproductive and sexealth concern® The Ministry of Justice is
working on the protection of women and developintjgies to decrease violence so both men and
women would benefit equally from SDGs. Additionalilge “Istanbul Convention on preventing and
combating violence against women and domestic nagé will be submitted to Parliament for
ratification and amendments to the criminal cod# e introduced to punish the perpetrators of
domestic violence according to the successful exawipother countries.

The integration of gender equality perspectivestate programs for economic development and
poverty reduction, as well as in employment poligifl help with gender balance in the labor market
and especially in entrepreneurial activities. Eqaetess of women and men to fiscal, credit and
production resources is one of the mechanismsrfeate sector development and for the creation of
jobs.

9 https://matsne.gov.ge/en/document/view/91624
9 http://www.adb.org/sites/default/files/linked-docemts/cps-geo-2014-2018-ga.pdf
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1.6.2 Youth

Despite reform efforts and relatively strong ecorogrowth, youth unemployment is especially high,
having reached 30% in 2014. However, there is ®aifp Government program focusing on the issue of
youth unemployment. An unstructured approach intty@amployment, lack of access to finance, brain
drain, skills mismatch and non-existence of dimutl exclusive policy focusing on youth development
are the main existing challenges in this area.é&thgational system does not provide the skills eedxy

the industry. To reduce youth unemployment, vocati@ducation must be strengthened and tailored to
represent labor market needs. The Government ofgizedas not yet prioritized youth development
especially youth entrepreneurship and the creaifomew businesses is supported only through limited
financial and human resources. Under administratorgrol of the Ministry of Sport and Youth Affajrs
two LEPLS* Children and Youth Development Fund (budget: GELrillion) and Children and Youth
National Centers (budget: GEL 2.7 million) througtvolving funds and grant schemes are involved in
the support of youth entrepreneurial activities.

1.7 Summary of the Current Industrial Development Trends and Key Issues

As mentioned in the previous section, Georgia’s rmaiconomic sectors include agriculture,
manufacturing, retail/wholesale, construction, amahsportation. The main economic activities are
centered around cultivation of agricultural produstich as grapes, citrus fruits, and hazelnutsnmiof
manganese, copper, and gold; and output of a gmwistrial sector producing alcoholic and non-
alcoholic beverages, metals, machinery, and chésniBased on the discussion in the previous section
and the overview of major development strategiesGebrgia, the following key challenges can be
identified:

» Volatile growth: Since 2003, Georgia has seen strong real GDPthyravging real wages, a
declining fiscal deficit, and improved competitiess®. But in 2013 owing to the slowdown in
Russia and the subsequent reduction of remittaaeegell as the political transition period after
elections, growth rate sharply dropped. The ecooamowth is strongly dependent on external
factors.

» High unemployment, gender imbalanced migration, skis mismatch and poverty: Despite
solid economic growth, widespread poverty and Higfels of unemployment persist. Youth
unemployment is also very high for both men and @woim the 15-24 age group at 30%. Making
future growth more inclusive is a key developmedmdlienge. Georgia is also one of the poorest
countries in the region. As per the World Bank'sdfie and Central Asia poverty lines of USD
2.5 and USD 5 per day, Georgia’'s poverty rateschree to those of Armenia and Kyrgyzstan
despite considerable poverty reduction achievemebserved in recent years. Rural areas are
greatly affected by poverty and poverty rates dreost twice as large as in urban areas.
Persistent unemployment, together with poverty rhomtes to a significant migration wave,
estimated at one-quarter of the Georgian populafible majority of migrants are males looking
for work opportunities abroad. The result is anwameeconomic burden on women who are
unprepared to become breadwinners as traditiotiadly role is limited to household activities.
High unemployment is also caused by the existiriissgap. Although Georgia has a highly
educated labor force (more than 30% hold a unityedsgree), there is a lack of basic practical
skills needed by the private sector, a fact thathiadered many major international companies
from locating in the country. There is a strongthéar developing skills through practical and
vocational training and thus increasing the lew#lsneaningful and stable employment in the
country.

% Legal entity of public law
% http://www.adb.org/sites/default/files/institutidrdocument/153660/cps-geo-2014-2018.pdf
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* Low value added, highly labor intensive productionand low investment in R&D: According

to the World Economic Forum Global CompetitivenBsport 2014-2015, Georgia ranked 69th
out of 144 countries analyzed. The export basketnes fairly unsophisticated, with low value
added and high labor intensiveness. The insufficcempetitiveness of Georgian production
severely hampers exports. Industrial competitivenissalso constrained by the size of the
domestic market and the labor skills mismatch. Rupoor technological preparedness and low
business sophistication and innovation, the oveuedductivity of Georgian industrial sector
firms remains inadequate. R&D is not promoted amé aesult 90% of private enterprises have
not had any R&D expenditures in the past 5 yeagisdannot envisage such in the futlire

* Immature SME sector. The share of the SME sector in GDP remains orteetmallest in the
region. The growth of SMEs is constrained by limiigeccess to finance, poor skills match, low
technological preparedness, restricted accesdrasiructure, and underdeveloped value chains
and local suppliers’ markers. Currently, the lesfetooperation between industries is quite basic.
There are no clear examples of manufacturing dlsiste Georgia except food processing
industries including wine industries.

* Underdeveloped agricultural sector Although the share of agriculture in total GDPsha
gradually declined (from 12.8% in 2006 to 9.3% i012), it remains an important sector in
Georgia. Agriculture was not a public policy prigriuntil 2012, in spite of absorbing a
significant proportion of the labor force. As aukswhile the growth rates have been impressive
on average, there was no strong revival of labtmrisive manufacturing or productive
transformation of agriculture or agri-business. k.at access to capital and finance negatively
affects the development prospects of the agricllgector. One of the main issues is increasing
and controlling the quality of agriculture inputsdaoutputs so that Georgian agricultural products
can meet the stringent European market criteriddod safety and other international standards.
A properly functioning Gls protection system wilbdst the agriproducts demand on European
and international markets. Meanwhile, private itwvesnt in agriculture is impeded by weak land
markets and poor access to irrigation. Strong piatieexists in eco-tourism especially in wine
and food tourism.

* Reduced energy security, high energy intensities dna vast renewable energy potential:
Georgia still relies on seasonal electricity exgemwith neighboring countries and the country
needs to exploit its plentiful hydropower resourdes a sustainable way. According to
estimates, only 25% of Georgia's energy potensakexploited meaning that there is huge
untapped potential, mostly from hydro resourceg, dso from wind, solar, geothermal and
biomass sources as WéllCurrently several hydropower stations are beimstructed. Despite
limited resources and heavy reliance on imports ctiuntry uses 4.5 times more energy per unit
GDP production than countries in the EU. Georgipegienced a steady decrease in energy
intensity from 1992 to 2006, followed by a slightiease from 2006 to 2010. Since 2010, there
has been some improvement in energy intensity iar@a&, which could be explained by the
influence of both structural changes in the econoihyis estimated that energy efficiency
measures can provide up to 20% of energy savirigdrcountry, in particular up to 1 TWh of
electricity, up to 250 million fof natural gas and up to a millior? of firewood®.

* Poor environmental practices Some of the sectors of the Georgian economy dkpmsn
environmental protective measures and waste caasélpractices. For example, long-term crop
yields are at risk if incentives are not provided gromote limited pesticide and chemical
fertilizer use, biological pest control, soil conssion techniques, water use efficiency, food

% http://pubdocs.worldbank.org/pubdocs/publicdoc/20084371444139906969/Georgia-Snapshot.pdf
7 http://www.investingeorgia.org/en/keysectors/energy
%8 http://www.unece.org/fileadmin/DAM/env/epr/epr_sieslECE_CEP_177.pdf
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safety, crop rotation, and farm diversificationheTover-use of mineral fertilizers and pesticides
results in water contamination. In addition, léssnt 10% of industrial waste water is treated prior
to discharge. The last decade of environmentalreaking has been narrow in scope and did not
address gaps in major policies, ignored environalesafeguards and relevant procedures. The
most recent example was when the Government failezhact Environmental Code of Georgia
and created false expectations in addressing b iggpolicy areas. However, Georgia is part of
34 international agreements including most recethlly Paris Agreement. The outlook for
enhancing the policy and regulatory framework inmecbwith the entering into force of the EU-
Georgia Association Agreement and the recent utginal reforms.

Diversification in Georgia’s manufacturing is mdsasible in lighter manufacturing processes. Georgi
could take advantage of its high rate of labordondth tertiary education to develop labor intersight
manufacturing industries such as designer appatdiural artefacts, and wood furniture. Georgia’'s
average wage levels are currently low — however leages must be accompanied by acceptable
productivity levels and this is likely to requiretter workforce skills. One key point is that vooasl
training programs in Georgia should be focused rtighdly on the skills required by the private sect

1.8SWOT Analysis

Strengths Weaknesses

» Strong Government willingness for .
sustainable industrialization and
modernization .

* Liberal and free market oriented economic e
policy .

» Top reformer of the business environment «
and favorable tax environment .

* Notable progress in anticorruption efforts «

» Unique climatic conditions and fertile soil .

* Advantageous geographic location .

* Well-developed, integrated and multimodal
key transport infrastructure including East-
West highway and sea ports .

» Vast renewable energy sources including «
abundant of water resources

» Attractive business climate with leading
position in ease of doing business .

* Low taxation and low labor cost

» Perspective recreational tourism industry

» The entry into force of the Association .
Agreement with DCFTA as its integral part,
signing of free trade regime with EFTA and.
ongoing negotiations with China .

» Privileged geographical position as a
potential logistics and transportation hub

Low value added, low productivity and highly
labor-intensive production

Insufficient quantity and quality of tradable good
Weak agriculture and agribusiness developmen
Weak diversification of sectors

Low R&D

Lack of access to finance and capital

Skills mismatch

Poor environmental practices

Relatively low level of internationalization,
undiversified and unsophisticated exports, low
export survival rates

Import-oriented economy

Immature SME sector and limited attention to SI
greening with a few regulatory or financial
incentives

Gaps in statistical data availability that hampers
monitoring and evaluation of Government policie

Opportunities Threats

High dependence on external shocks including |
and remittances

Security challenges with two separatist regions
Potential overlaps between different policy pape
and no single strategic policy framework that
would define the directions of Georgian econom

(72)
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Chapter Il: Government Vision and Strategic Planning for Industrial Development

2.1 Regional and International Cooperation

Georgia is a member of various regional and intewnal organizations but the country regards
integration to the European Union as the main ityioAt the end of June 2014, an important
milestone in Georgian's efforts to become a recogphiEU partner was achieved with the signing of
an Association Agreement, which will deepen thatigal and economic relations between Georgia
and the EU and will gradually integrate Georgiaitite EU Internal Market. The core part of the
Agreement is the creation of a Deep and Comprebhefsiee Trade Area (DCFTA), which will offer
Georgia a framework for enhancing its trade inrttagority of goods and for economic growth by the
removal of customs tariffs and quotas, and by aprehrensive approximation of laws, norms and
regulations in various trade-related sectors. Gadrgs already a very liberal set of commitments fo
services in the WTO General Agreement on TradeeirviSes (GATS), which is further extended
under the DCFTA. The Ministry of Economy and Susthie Development elaborated tAetion
Plan for the Implementation of DCFTA for the period of 2014-201% to effectively coordinate
the commitments under the DCFTA. On 1 July 2016, Alssociation Agreement fully entered into
force.

China has gradually become an important tradingnpaifor Georgia and an increasing number of
Chinese companies are investing in Georgia. In 2€é& trade turnover with China reached USD
713 million (export USD 125 million and import USE87 million). To deepen trade and economic
cooperation, Georgia and China started negotiationghe conclusion of a free trade agreement in
December 2015 and planned to sign an agreemerdtob€r 2016.

Georgia signed a Free Trade Agreement with the faamo Free Trade Association (EFTA) on 27
June 2016. The Agreement comprises the followiegsirTrade in Goods, Rules of Origin, Trade in
Services, Establishment, Intellectual Property Riglbovernment Procurement, Competition, Trade
and Sustainable Development and Legal and Ingtitati Issues (including Dispute Settlement,
General and Final Provisiod®) The free trade agreement with the Republic ok@wrsigned in
2007 significantly eased trade barriers betweembases in both countries.

2.2  Development Strategies

To address the current economic constraints, thee@ment of Georgia implements the state

program “Produce in Georgia” that aims at develg@nd supporting entrepreneurship, encouraging
creation of new enterprises and increasing expoigrgial in the country. The program provides

support through access to finance and real propedytechnical assistance.

Two major investment funds (state-owned and prjvatere been established to support the private
initiatives and facilitate investment inflows. J®&@rtnership Fund (PF) was established on the basis
of consolidating the ownership of the largest Georgstate-owned enterprises operating in
transportation, energy and infrastructure sectarsline 2011 with two core functions of asset
management and investment activities.

The Government of Georgia has adopted severaln@tidevelopment strategies for the upcoming
period that include development priorities relatedlifferent spheres of UNIDO’s mandate and are
reflected in the following documents:

* Socio-Economic Development Strategy, referred tGesrgia 2020

% Draft Action Plan can be found on the followingKihttp://www.economy.ge/uploads/dcfta/DCFTA_Actiona®l ENG.pdf
190 http://georgiatoday.ge/news/3125/Georgia-to-Sigader Agreement-with-European-Free-Trade-Association
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» The Strategy for Agricultural Development in Gearg015-2020
» The Regional Development Program of Georgia for528017

* National Tourism Sector Development Strategy fak520025
 SME Development Strategy 2016-2020

* Rural Development Strategy (under development)

» Low Emissions Development Strategy (under develapjne

The overarching development strate@pcio-Economic Development Stratedy, referred to as
Georgia 2020,has been developed by the Ministry of Economy &uosdtainable Development and the
Ministry of Finance of Georgia, which commit toteosiger, more inclusive growth process. The Strateg
prioritizes an improved investment and businessirenment; development of innovations and new
technologies; export growth; infrastructure devetept and maximum utilization of the country’s trians
potential; human resource development accordinghéolabor market requirements; improved social
security system; better health care; and otherse Hlrategy envisages strengthening Georgia's
engagement towards the European Union.

The Strategy for Agricultural Development in Georga 2015-2020led by the Ministry of Agriculture
of Georgia, spells out a unified state policy ahe main medium-term strategic directions and sjecif
measures that ensure sustainable development afjtimiltural sector. It offers a strategic visfon the
overall rural development of the country, basedh@nprinciples of sustainable development, and &ms
create an environment that will enhance the cormpetiess of the agriculture sector, stimulate high-
guality production growth, and ensure lasting famturity and safety system which will ultimately
reduce rural povert?

The Regional Development Program of Georgia for 2@2017%'*is a medium-term document,
which determines the main principles, objectived tsks of the regional development policy of G&org
and defines favorable conditions for sustainableeligment of the country. It aims at creating the
relevant physical infrastructure network in suppafrteconomic and social activities; supporting loca
businesses, and increasing their competitivenessedisas employment opportunities in all Georgian
regions; modernizing Georgian agriculture and imprg the quality of life for the rural population;
achieving balanced distribution of resources betwHsilisi and other regions of Georgia; and offgra
viable livelihood for at least the core populatinrthe remote mountainous districts.

National Tourism Sector Development Strategy for 205-2025andAction Plan wasdeveloped by
the Georgian National Tourism Administration in pecation with the World Bank. It aims to set up a
national tourism marketing plan and tourism bramdthfie country. The Strategy defines the ways ef th
industry development for the next 10 years inclgdiBignificant increase of the receipts in the cect
(from today’s 1.8 billion USD to 5.5 billion USD)ncrease of the number of the international tragele
up to 11 million (doubling of the visitors from Gubtates, European and the USA); Increase the amoun
of FDI by 63% and attracting 8 billion USD into teector (2 billion USD - hotel and restaurants énd
billion USD - transport and communications); Inc@edhe number of the employees in the tourism secto
by 85%.

SME Development Strategy 2016-2028nd relevaniction Plan has been completed by the Ministry
of Economy and Sustainable Development in coopmratiith the OECD and the financial support of
EU. It aims to achieve by 2020: on average a 10Buanincrease in SMEs output, 15% increase in the

101 http:/Avww.adb.org/sites/default/files/linked-docemis/cps-geo-2014-2018-sd-01. pdf

102 \\\w.moa.gov.ge/Download/Files/92

103 http://static.mrdi.gov.ge/550c24ee0cf24147438b1816.

104 The starting point for the first stage of the Remg's development was the State Strategy for Redjibevelopment of
Georgia for 2010-2017. However, the circumstan@e® fsignificantly changed and evolved leading eodbvelopment of a new
Program that is in compliance with new realitiesl approximated more with the respective programnsitagndards of the
European Union.
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number employed in the SME sector, and productivityease by 7%. Five strategic directions havenbee
defined: (i) improvements in legislative, instituial and entrepreneurial environment, (ii) improeem

in financial accessibility, (iii) support in the widopment of entrepreneurial skills and culture) @xport
promotion and SMESs’ internationalization, and (upgort in innovation, research and development.

The other important documents are:

Professional Education Reform Strategy 2013-202@&laborated by the Ministry of Education and
Science, aims at the development of labor markented human resources, ensuring access to
vocational education, development of high qualiynpetences for the training of competitive cadres,
and others. The Strategy, for its effective implatagon, highlights the importance of social parsne
such as participation of the businesses in thesoecmaking process that is important for the
development of business-oriented human resources.

Green Economy of Georgiais an initiative led by the Ministry of Economy arfsustainable
Development of Georgia to streamline green growdh gustainable economic development. The
backbone of the vision is the goal of the Governmenachieve 100% generation of electricity from
renewables. It offers favorable conditions for tevelopment of clean energy-based manufacturing, as
well as clusters of clean energy industries. Healid recreational tourism is another priority fbe t
Government together with the development of suatdeagriculture with due emphasis on strengthening
agricultural processing chains.

Renewable Energy 2008s a Governmental program aimed at creating imvestcentives for the
increased use of hydro power. Georgia is increstaggeting the development of its substantiverbyd
power capacity estimated at 15000 MW annually. ®lerarching intention is to achieve full energy
independence and become a reliable net electagjtprter to all four neighboring countries.

Recently the Government of Georgia introduttesifour-pillar reform agenda:

1. Economic Development and Employmenfocusing on i) Entrepreneurship, SMEs & DCFTA
implementation; ii) Taxation; iii) Tourism and i®griculture.

2. Education and Human Capital Developmentoriented on competitive and self-realized
Georgian citizens and fixing the existing imbalarmween the demand and the supply of
workforce; improvement of the educational systerthmareas of VET and STEM; creating jobs
for young people and involving the private sectothe process of human capital development
through PPPs.

3. Development of Infrastructure and Decent Environmen for All Citizens focusing on
development of roads, transport and logistics stftecture, utilizing Georgia’s potential from the
“Silk Road” perspective; development of drinkingterasupply and sanitation, secondary roads,
irrigation, and distribution of gas and electricty over Georgia.

4. Open, Good Governance and the Rule of Lavas the prerequisite for stable and successful
development of the country.

Since June 2015, the Ministry of Energy of Geortiiigough the EBRD technical assistance project in
cooperation with line Ministries and relevant im@ional and local partners is working on the
development of the firdlational Energy Efficiency Action Plan (NEAAP). The Ministry of Energy
expressed a preference for the Energy Efficienagdiive (EED) based NEEAP both in terms of the
format and measures. The main obstacles towardsARE#Haboration are the lack of information and
data for residential buildings and industrial se@specially energy audits. The NEEAP will document
the plans for implementation of energy efficiencgasures which have significant mitigation potential
for the period before 2020 and beyond.

Since 2013, the Government has been preparingnaEmission Development Strategy (LEDSWwith
support from USAID. The objective of this consultgris to provide advisory services to assist th&Go
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to complete a draft LED Strategy and to help foteir commitment to its implementation. The stggte
will be available in September 2016.

As Georgia does not have a stand-alone rural deneaot policy framework, through ENPARD, the EU
is supporting the Georgian Government in the ektiomm and adoption of a neRural Development
Strategy that will assist the establishment of support paats in many rural areas of the country.

2.3 Nationalization of SDGs

The Government of Georgia has confirmed the impodaof the SDGs on various occasions and is
determined to drive the process of the implemestatf SDGs on a national level and become an
important contributor to the global agenda.

The Government has worked closely with society tedcivil sector to ensure their involvement in the
nationalization of SDGs. Georgia has undertakengtied-faith effort of mainstreaming the SDGs into
the country’s strategic documents and objectivelse Planning and Innovations Unit within the
Administration of the Government of Georgia draftédtional SDG Indicators covering the following
Goals:

Goal 1: End poverty in all its forms everywhere;

Goal 2: End hunger, achieve food security and improveditiart and promote sustainable

agriculture;

3. Goal 3: Ensure healthy lives and promote well-being fobaghll ages;

4. Goal 4: Ensure inclusive and equitable quality educatiod aromote lifelong learning
opportunities for all;

5. Goal 5: Achieve gender equality and empower all womengiris};

6. Goal 7: Ensure access to affordable, reliable, sustairaidenodern energy for all;

7. Goal 8 Promote sustained, inclusive and sustainableauoangrowth, full and productive
employment and decent work for all;

8. Goal 9: Build resilient infrastructure, promote inclusiemd sustainable industrialization
and foster innovation

9. Goal 10.Reduce inequality within and among countries;

10. Goal 11: Make cities inclusive, safe, resilient and susthie;

11. Goal 12: Ensure sustainable consumption and productioenmatt

12. Goal 13: Take urgent action to combat climate change anidnippacts;

13. Goal 15: Sustainably manage forests, combat desertificatialh and reverse land
degradation, halt biodiversity loss.

14. Goal 16: Promote peaceful and inclusive societies for snmtde development, provide

access to justice for all and build effective, astable and inclusive institutions at all

levels.

N

Following UNCT’s engagement with the Governmentniationalizing the SDGs, the Planning and
Innovations Unit together with the UN in Georgiaifidated the completion of Georgia's “baseline”
report to the Ministerial meeting of the High-lewdlitical Forum conducted under the auspices ef th
UN Economic and Social Council (ECOSOC) on 18-29 2016.
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Chapter Ill: Donor analysis

Georgia is traditionally supported by the interaasl donor community and the country is one of the
largest ODA recipients in the Europe and CentrabAgsgion. In 2014 Georgia received a gross total
ODA of USD 689 million, USD 37 million less than 2013 (Table 7>

In 2014, the allocations for social and economic
Table 7: Georgia, ODA in USD infrastructures were the highest with approximately
USD 213 million and USD 152 respectively (Figure

ODA 2013 2014 . . ) .
11)'%°. Humanitarian aid and production also received
ODA net total 647 563 significant support from the international commuinit
ODA gross total 726 689 EU institutions, United States, Japan and Germaay a
ODA net per capita 144.3 125.0 the leading donor countries in these two sectore T

top five donors of gross ODA for Georgia are the EU
institutions (USD 170 million), USA (USD 152 milliyp, ADB Special Funds (USD 118 million), Japan
(USD 60 million) and IDA (USD 52 million) have cutatively spent approximately USD 552 million in
2014 (Figure 12y". Germany, Sweden, Global Fund, UK and France k@ significant donors for
Georgia, especially in the social infrastructuret@ewith Germany and Sweden being the largest idono
after EU institutions and USA with USD 24 milliomé USD 16 million of gross ODA allocations
respectively.

Figure 11: Gross total ODA by main sectors and dormpUSD million in 2014
3
Multi-Sector 6lll6 3

2 1
Production 1079
1 12
Humanitarian Aid 29 7
4
1
Economic Infrastructure 48 51 11 s ) 3,
Social infrastructure 59 92 EEa s 4B 3
21 1
0 50 100 150 200 250
United States = EU Institutions m UK = Germany m Japan
m Netherlands Sweden Norway Switzerland Denmark
= Finland m Austria Czech Republic France

The charts and table above indicate gross disbansenof Official Development Assistance (ODA) in
2014 from DAC donors and multilateral organizations

105 http://www2.compareyourcountry.org/aid-statistiocs@92&crl=oecd&lg=en&page=1
106 http://vww2.compareyourcountry.org/aid-statistios®d 2&lg=en&page=31
107 hitp://wvww2.compareyourcountry.org/aid-statistiocsBd 2&lg=en&page=21
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Figure 12: Gross total ODA by top 5 donors and secpUSD million in 2014
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The Donors Coordination Unit within the Administoat of the Government of Georgia was established
in 2014 in order to increase donor support andcéffeness, and effectively coordinate foreign suppo
direction of donor efforts and resources to prjoissues, identified by the state strategy. Acaagdop the
2015 report on External Aid in Georgia, preparedhsy Donors Coordination Unit, the total volume of
ongoing aid from all sources combined (OECD DAC rherms, non-DAC providers and multilateral
agencies) is GEL 6.28 billion (USD 3.56 billioni. 2015, the largest donor countries by volume wieee
US, Germany and Sweden with over 90% of total dikdtaid (US Government — 36.5%, Germany —
34.9%, Sweden — 19%). Over 74% of total multildterd (excluding non-core contributions) continues
to concentrate on the ADB, World Bank and the EaewpUnion, which provide 34.1%, 22.6% and
18.1%, respectively, of total development-relatedding in Georgia. Economic growth and sustainable
use of natural resources are the two largest themidcations (Figure 15

Economic growth: Georgia’s economic agenda is based on the assumipiat structural reforms will
support growth in investment, employment, produttiand ensure realization of potential benefits
associated with the DCFTA in terms of higher expamd FDI. The Economic Growth thematic area is
the largest recipient of assistance from the iatiéonal donor community with a total active/ongoaid
portfolio of 2.34 billion GEL (1.34 billion USD) ahestimated total disbursement amounting to 887.4
million GEL (371.3 USD million USD) in 2015. Largedonors in the sector have been ADB, World
Bank and International Finance Corporation followby European Union, European Bank for
Reconstruction and Development (EBRD) and the US.

Sustainable Use of Natural ResourcesThe scope of the Sustainable Use of National Ressu
thematic area is defined to reflect national ptiesi, as well as the needs arising from the Elgnatton
process. The active/ongoing aid portfolio is abiv& billion GEL (1.2 billion USD) and estimated abt
disbursement amounted to 119.4 million GEL (50.4liom USD) in 2015. Largest donors in this
thematic area have been ADB, Germany and EBRD.

108 Administration of the Government of Georgia, Dan@oordination Unit, 2015 Report on External Aiddrorgia
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Figure 13: The share of ongoing assistance by theti@allocations

8%

= Economic growth = Sustainable Use of Natural Resources
Social welfare = Good governance
= Human Capital Development Rule of Law and Justice

= Other Aid Flows

Social Welfare: The Government’s overall economic policy callsgtandards of welfare to be increased
through measures to support the creation of emptoyrapportunities rather than through the provision
of social assistance, however, further improvenaérGeorgia’s social security net is important taaie
poor and most vulnerable groups and to contribléeeby to their empowerment and social inclusion
objectives. Total active/ongoing aid portfolio letarea comprises of 500.6 million GEL (258.3 mili
USD) and estimated total disbursement amounting8®m5 million GEL (119.8 million USD) in 2015.
Largest donors in the sector have been World BEakppean Union and Sweden.

Good governance:Promoting the development of democratic princiglad good governance are at the
core of the reform process in Georgia. Total adbwgoing aid portfolio is 491.8 million GEL (262.6
million USD) and estimated total disbursement aniognto 182.6 million GEL (92.9 million USD) in
2015. Largest donors in the area have been Eurdpei@an, Sweden and USA.

Human Capital Development: The development of human resources and the efficise of existing
human potential are two of the most important fectimntributing to comprehensive economic growth.
The total active/ongoing aid portfolio in this thatic area is 391.1 million GEL (232.7 million USB)d
estimated total disbursement amounting to 8.9 onillGEL (4.05 million USD) in 2015. Largest donors
in the sector have been USA, EU and Sweden.

Rule of Law and Justice:Strengthening the rule of law and justice is efiakfor the achievement of the
highest standards of democracy and decent livingsebrgian citizens. The total active/ongoing aid
portfolio is 289.9 million GEL (152.7 million USDgnd estimated total disbursement amounting to 15.7
million GEL (6.6 million USD) in 2015. Largest dorsoin the sector have been EU, USA and Sweden.

Other Aid Flows: Contributions that are not susceptible to allaatly the six thematic areas presented
above are reported as Other Aid Flows. Total volafether aid flows amounts 265 million GEL (148.5
million USD). A major part of the assistance acdsuior grants extended by multilateral and bildtera
donors — EU, Germany and Sweden.
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3.1Bilateral Donors (potential donor highlighted)

Bilateral Source of
Funding

Austria

Bulgaria

China®®

Czech Republic

Area of focus

The Austrian DevelopmentCooperation’s (ADC) strategy’ for Georgia has
the following priority areas:

» Agriculture and Forestry economy- regional priofigputhern border

region)

» Access to financial services

e Capacity building

* Local Government decentralization

* Prevention of civil conflicts

The Bulgarian Embassy is guided in GeorgiaitsyStrategic Program for
Development AssistanceBulgarian Embassy has two projects in the pigelin
for the year of 2016:
» A project co-funded with UNICEF to establish a Genif Excellence
for Health Care to Children with Disabilities
e A project co-funded with the US Department of Agiiare.
Bulgaria’'s support may also be potentially dirediethe areas of food
safety and energy sector.

Bulgaria’'s support may also be potentially directedhe areas of food safety
and energy sector.

Since 2005 the Chinese Government has allocated than USD 41 million
in grants to Georgia and USD 4.3 million as a 28ryaterest-free commodity
credit with a grace period of 10 years. China haslged to offer USD 4.8
million USD financial aid to Georgia to implementomomic and technical
projects in December 2014. The aid is allocategriority economic and
technical projects in Georgia, which have beencsetethrough consultations
between the Georgian and Chinese sides.

The Czech Development Agency (CzD/ has on-going projects in the
following sectors:

* Environmental sector

* Government and Civil Society Services

» Social infrastructure and Services

» Health sector

e Agricultural sector

* Education sector

109 hitp://www.entwicklung.at/fileadmin/user_upload/Dokente/Landesstrategien/CS_Georgia.pdf

10 hitp://agenda.ge/news/26797/eng

111 hitp:/;vww.czda.cz/czdalen_126/en_143.htm
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Denmark

Estonia**

France

Germany

Danish International Development Agency (DANIDA through the
Neighborhood Program 2013 -263*with 1 billion DKK, which is a bilateral
development program for EU’s neighboring countriesluding Georgia,
promotes:

* Human rights and democracy

» Sustainable and inclusive economic development

Government of Denmark developed the following progams™® specifically
for Georgia:

» Support to Energy Efficiency and Sustainable Enéng§eorgia with
focus on energy efficiency in the building sectod amplementation
(2015-2019, DKK 30 million)

e Agriculture Program (2011-2016, DKK 40 million)

* The Rule of Law Program (COE) (2013-2016, DKK 4.5)

According to the Strategy for Estonian DevelopmeZwoperation and
Humanitarian Aid 2016-2020, Georgia remains theorgyi country of
Estonia’s bilateral aid. The basis of cooperatin2016—2018 is the Estonian
development cooperation Country Strategy for Georfihe key areas include:

» Strengthening democratic state structures andragste

* Supporting economic development

* Improving the quality of education

Over the period 2012-2015 Estonia’s authorities matted EUR 3.33 million
to supporting Georgia including EUR 3.32 million r fadevelopment
cooperation actions and about EUR 0.01 million asndmnitarian aid.
More than 45 development cooperation projects waptemented during this
period.

Georgia is not a recipient of French ODA. The dasis targets:
* Mainly Human Capital Development (Up to EUR 100K fdaster
and Post-graduate programs)
» Through small grants support Rule of Law and Jastic

In 2015 France discussed an idea with GoG to éskahlGeorgian branch of
the Development Agency of France (AFD). The Embaskyrance also
considers the possibility to support small agrisat cooperatives starting in
mid-2016.
The priority areas of Deutsche Gesellschaft fuer Internationalle
Zusammenarbeit (GIZ)'* are:

» Sustainable economic development

» Democracy, municipal development and rule of law

* Environment and energy
Within these areas 6 regional programs are implémdemvhich focus on
private sector development, support for legal aniicjal reform, promotion of
municipal development, the sustainable managemeht biodiversity,
integrated erosion control in mountainous aread th@ management of public

112 http:/iwww.netpublikationer.dk/um/11205/pdf/strageweb.pdf

113 http://ukraine.um.dk/en/developmental-assistanceing-2/

114 http://vww.vm.ee/en/georgia

115 hitps:/iwww.giz.de/en/worldwide/359.html
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Japan

Lithuania

Netherlands

Norway

Poland

finance in South Caucasus.

KfW Development Bank'*® has been working in the energy sector since 1993
and has made great strides in this area. In additidhe energy sector, where
it is the largest donor, KfW covers the followingas as well:

* Financial Sector
e Urban Development
e Environment

The National Metrology Institute of Germany (PTB) has a number of
projects in Georgia.
Priority areas for thelapan International Cooperation Agency (JICA)
are:

* Improvement of Economic Infrastructures

o Stabilization of the people’s livelihood

117

Within the Development Cooperation and Democracgniétion Program,
Georgia is a priority country. Main recipients betLithuanian assistance are
Lithuanian and Georgian NGOs.

Lithuania has been focusing on Georgia’s suppaoeffectively implement AA
as well as DCFTA.

Netherlands funds the projects that support anéngthen cooperation
between the private sectors of two countries. i also available in the
area of capacity building or for the demonstratbimnovative approach&$.
The Norwegian Agency for Development Cooperation (NORAL is not
active in Georgia.

The Norwegian Refugee Council (NRC)provides humanitarian assistance
and protection to refugees and Internally Displa@edple.

The Norwegian Centre for International Cooperationin Education (SIU)
funded projects related to the education and pungadth.

The Multiannual Development Cooperation Program for 2016 — 202(**

lists ten priority countries including Georgia thest covered by Eastern
Partnership program. For Georgia, the developmeanitijies include:

* Good governance

*  Human capital

The ODA from Poland includes 48 completed projectsareas Good
Governance, Rule of Law and Justice, Economic Grpwiuman Capital
Development, Social Welfare and Sustainable Ud¢abfiral Resources.

18 hitps://www. kfw-entwicklungsbank.de/Internationaigncing/KfW-Development-Bank/Local-presence/EurGaorgia/

17 http:/lwww.jica.go.jp/georgia/english/index.html

118 hitp://georgia.nlembassy.org/organization/econoseiction

119 hitps://www.polskapomoc.gov.pl/Multiannual,Develagmh Cooperation,Programme, for,2016-2020,2085. htm|
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Romania

Slovakia

South Koreg'*

Sweden

Romania provides grants to Georgian and Romania@dNr development
assistance. Together with Moldova and Serbia, Gadlid% of development
aid, the rest is divided among the other two coesitris considered a priority
country for Romania. Romania’s priority area ofematst in Georgia is Good
Governance.

According to theMedium-Term Strategy for Developmen Cooperation of
the Slovak Republic for 2014-2018°, Georgia is included in thglovakAid
territorial priorities as part of the Eastern Parthip Program. The emphasis
is put on the application of the EU standards.
Georgia is a partner country in the following lelat! cooperation programs:

» Transformation Experience Sharing Program

* Government Scholarship Program

Currently there are two ongoing projéét¥?in Georgia.

South Korea is increasing its financial assistand@eorgiaKorea
International Cooperation Agency (KOICA) gifted Georgia's MFA
computer equipment worth USD 100,000 in Decembé&620

The priorities of theSwedish International Development Cooperatiol
Agency (Sida)for the EaP countries (Armenia, Azerbaijan, Beda@eorgia,
Moldova and Ukraine) for the period 2014-2020, et aut in the “Results
Strategy for Sweden’s Reform Cooperation with BasEurope, the Western
Balkans and Turkey® are:

e Enhanced economic integration with the EU and dmreknt of
market economy (incl. trade capacity building, cetitiveness with a
special focus on SMEs, agriculture, entrepreneprsproductivity
enhancement, with special focus on rural areasg/andg people)

e Strengthened democracy, greater respect for huights and a more
fully developed state under the rule of law

» Better environment, reduced climate impact and ecéd resilience to
environmental impact and climate change (incl. CSRaste
management, water and sewage, energy and resotficeney,
energy diversification)

Support to EaP countries during the strategy periodals about SEK 4.2
billion.

Demo Environment®® is a program that aims to promote sustainabilitg a
reduce poverty by developing partnerships and kedge about new and
innovative technical solutions. Demo Environmenalde to fund projects in
11 of Sida’s partner countries including Georgia.

Sweden also supports energy efficiency at the nipadidevel through the

120 hitp://pdc.ceu.hu/archive/00007077/01/MFEASR _Depelent-cooperation-strategy 2014-2018.pdf

121 hitp://slovakaid.sk/en/project/630-strengthen-pssewater

122 hitp://slovakaid.sk/en/project/302-promoting-traasmcy

123 http://agenda.ge/news/48389/eng

124 http://www.regeringen.se/contentassets/12a8918@Bafk823b6c6f18b6d86a/results-strategy-for-swedefosm-

cooperation-with-eastern-europe-the-western-batemasturkey-2014-2020

125

http://www.tillvaxtverket.se/download/18.51a78f4486055¢201425/1450262185369/DemoEnvironment_ Infiiomefor+app

licants Dec2015.pdf
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Switzerland

UK

USA

regional programEastern Europe Energy Efficiency and Environmeni
Partnership (E5P).

The Swiss Agency for Development and Cooperation’s (SD long-term
objective of Swiss Cooperation in the South Caugasuto contribute to a
peaceful transition towards democracy and inclusz@nomic development in
the region

Under theSwiss Cooperation Strategy South Caucasus 2013—-28£6SDC
identifies three priority domains:
 Economic development and employment (market dewedop of
agricultural value chains, skills development imi@gture, framework
conditions for agricultural sector)
e Governance and public services (local Governmepacities related
to economic development and DRR;
e Human security and protection (vulnerable and mhtuisasters
affected people)

UK launched a new multi-year program to provideagk@advice, training and
assistance to the Government of Ukraine, Georgialdda, Serbia and
Bosnia and Herzegovina through tB®od Governance Fund?’. The Fund
will provide up to GBP 20 million in the first yed2015-2016) to carry out
political and economic reforms.

GBP 1 billionConflict, Stability and Security Fund (CSSFj*® replaced the

Conflict Pool, which has supported the UK’s workaiddressing conflict and
fragility. In the South Caucasus region, it aimsréaluce the potential for
violent conflict by investing in upstream conflfmtevention and by creating an
environment that is more conducive to the resatutibconflicts?®.

The US is by far the biggest bilateral donor, dislng aid through two
implementing partners:U.S. Agency for International Development
(USAID) andMillennium Challenge Georgia

USAID's™® development programs in Georgia are:

» Strengthening democracy and governance

» Improving economic competitiveness and welfare

» Enhancing energy security and environmental managem
» Improving delivery of social services

Millennium Challenge Georgia® Compact Il (signed 2013, entered into
force July 2014) seeks to improve the quality oficadion in the science,
technology, engineering, and math (STEM) fields amtease the earning
potential of Georgians through strategic investmefmom the start of a
student’s general education to graduation fromrimeth training and advanced

126 hitps://www.eda.admin.ch/content/dam/deza/en/doatstiaender/cooperation-strategy-south-caucasupdEN.

127 https://www.gov. uk/government/news/new-uk-fundilghielp-build-stronger-and-more-democratic-natiamshie-eastern-

neighbourhood-and-balkans

128 http:/lwww.c-r.org/downloads/Joint%20SW_CR_IA%2@ing%200n%20CP%20CSSF%20BS0S%20-

%20FINAL0914.pdf

129 https://www.gov.uk/government/world-location-newsitation-to-tender--2

130 hitps://www.usaid.gov/georgia

131 hitps://www.mcc.gov/where-we-work/program/georgianpact-ii
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degree programs. Total amount of grant is USD 1diiom

3.2Multilateral Donors (potential donor highlighted)

Multilateral Source of
Funding

Area of focus

Asian Development The Country Operations Business Plan (COBF"* for 2015-2017 is aligned with

Bank

Asian Infrastructure
Investment Bank

Eastern Europe Energy
Efficiency and
Environment
Partnership (E5P)***

the Georgia Country Partnership Strategy 2014—-2€4e8 findings from the recent
Midterm Review of Strategy 2020, and the Socio-ecoic Development Strategy of
Georgia (Georgia 2020).
The COPB will support the Government to:
* Improve internal and regional market connectividlyenhance private sector
competitiveness and to broaden community accessaimomic opportunities;
 Make essential drinking water, sewerage, and d#mtaservices more
accessible and reliable, particularly in smallevrie and secondary cities that
are potential hubs for agribusiness and tourism;
 Improve the security and stability of power systenespecially for
communities in lagging regions;
e Strengthen public sector management for domestmuree mobilization and
investment in business and infrastructure;
* Increase access to finance and promote financthlision, particularly for
micro, small, and medium-sized enterprises.

The AlIB was recently created for the purpose avping loans for infrastructure

projects in developing countries in Asia with capif USD 100 billion. Georgia was

the 45th country to join the AlIB in June 2035 Government of Georgia considers
AlIB as an important counterpart to finance itgastructure projects, particularly in
the transport, logistics and energy sectors.

E5P is a EUR 168 million multi-donor fund that wagiated in 2009. It was initially
active in Ukraine and further expanded for othestBan Partnership countries.
EBRD, NIB, NEFCO, CEB, the World Bank and otherdfinial Institutions may act
as Implementing Agencies (IA) for the fund. The Alsvelop projects with E5P
grants intended to complement loan funding and niakestments financially viable.
The key objectives of the Fund are:

* Improvement of energy efficiency,

» Significant reduction of C&and

» Other Green House Gas emissions,

» Enhanced economic competitiveness and affordalofigssets maintenance.

Approximate amount of pledged contribution for Geomia is EUR 22 million.

132 hitp://www.adb.org/sites/default/files/institutidrgocument/151686/cobp-geo-2015-2017..pdf

133 hitp://agenda.ge/news/50658/eng

134 http://georgia.e5p.eu/
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European Bank for The EBRD Strategy for Georgia (201-2016"* envisages the following priority
Reconstruction and areas:
Development » Strengthening private sector investment (structtefdrm, governance, rule
of law, competition policies)
* Modernization of the energy sector (increased gnergduction, access to
export markets, regulatory framework)
» Support to regional and global economic integrafiofrastructure, logistics,
telecommunications, skill-transfers, value-chains)
European Investment The EIB’s activities in the Eastern Neighborhood &entral Asia (ENCA) aim at
Bank'*® supporting the goals set up by the EU’s Europedghierhood Policy.

The current EUR 4.8 billion mandate runs from 286642020 and covers Armenia,
Azerbaijan, Georgia, Moldova, Russia and Ukraine.

The main objectives of the EIB in ENCA are:
» Development of the local private sector, in patdcsupport to SMEs
» Development of social and economic infrastructure
» Climate action
European Unior™’ EU’s bilateral cooperation with Georgia contributesthe objectives of the Eastern
Partnership. Two key documents are as follows:

1. European Neighborhood Instrument (ENI) 2014-2025° (Indicative
allocation EUR 610,000,000 — EUR 746,000,000 and split into 2
periods)

2. Single Support Framework 2014-201'7° (SSF-£' period)

The SSF 2014-2017 indicative allocation is EUR 886,000 — EUR 410,000,000 is
set out in the. The three priority sectors are:

* Public Administration Reform (indicative 25%)
* Agriculture and Rural Development (30%)
» Justice Sector Reform (25%)

In addition, the remaining 20% of indicative allboa for the 1st period goes to
Complementary Support for Capacity Development@ivi Society

The European Neighborhood Partnership Agriculture and Rural Development
(ENPARD) is a five-year program (March 2013-March 2Gi8)Allocation for the
1st period goes to Complementary Support for Capdaevelopment and Civil
Society. The total budget of the programs is EURniRon with three phases:

» ENPARD I ends this year

« ENPARD II: Budget is allocated and will be signediear future

« ENPARD III is under development and implementingtpers have been
identified

EU funding mechanisms include:

135 http://www.ebrd.com/downloads/country/strateqy/ ggapdf

136 http://www.eib.org/projects/regions/eastern-neiginisf

137 http://ec.europa.eu/enlargement/neighbourhood/ci@sfgeorgia/index_en.htm

izzhttp://eeas.europa.eu/enp/pdf/financinq-the-enmtﬂe02014 2017_programming_document_en.pdf
Id

140 hitp://enpard.gelen/
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e ENPI (including TWINNING, TAIEX, SIGMA, Regional Bgrams, Cross
Border Cooperation)TWINNING is used to support the efforts of neighbor
countries to harmonize their regulations with Egidéation. Since 2007 over
EUR 15 million was allocated in the framework ofistiinstrument for
Georgid*.

e Thematic Programs

e Instruments for Stability (Ifs)

» Instrument contributing to the Peace and StaliltiS)

* European Instrument for Democracy and Human RigBHBHR)

* Macro Financial Assistance

* Food Security Program

e 7th Framework Program for Research and Technolbdizvelopment,
Horizon 2020. Georgia joinedHorizon 2020 and the researchers and
innovators from Georgia will now be able to papgate in Horizon 2020
under the same conditions as their counterparts #&) Member States and
other associated countri&s

* Education and Training programs

EU is working on the development of joint programgiwith EU Member states.
Needs Assessment was completed by May 2016 andnt rigsponse must be
developed in summer 2016. New joint programming eglver 2017-2020.

GEF'* GEF disbursed grants for 25 national projects itigaround USD 37 million in the
following areas:
» Biodiversity
e Land degradation
e Climate change
* International waters
e Persistent Organic Pollutants (POPSs)
* Multi-focal area

GEF 7 allocations for the period of 2017-2022 anpadrtant for funding potential
projects.

World Bank The Country Partnership Strategy (CPS) for 201-2017** has the objectives to
reduce poverty and promote inclusive growth focused job creation. These
objectives are supported through the following aweas of focus:

e Strengthening public service delivery to promotgurion and equity
 Promoting job creation and competitiveness to enghivate sector-led
inclusive growth.

The current portfolio consists of 13 active investin projects financed by IDA

141

http://eeas.europa.eu/delegations/georgia/eu_getadh_financial cooperation/instruments/twinnimiex_sigma/index_en.ht
m

142 hitp://europa.eu/rapid/press-release |P-16-1630tman.
Uhttps://www.thegef.org/gef/project_list?keyword=&odryCode=GE&focalAreaCode=all&agencyCode=all&puijeype=all
&fundingSource=all&approvalFYFrom=all&approvalFY Tal&ltgt=It&ItgtAmt=&op=Search&form_build_id=form-
XYTuJ1ldwlO1lYa8 IMsvxOOYs64BRGS8TYo-VSNogr-vw&form Sdrisearch searchfrm

144 htp://www-

wds.worldbank.org/external/default/WDSContentSeESP/IB/2014/04/17/000371432 20140417112902/RenutieDF/852
510CAS0P144080B0ox385177B000OUO090.pdf
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credits and IBRD loans for a total of USD 920 roiflj of which USD 200 million is
IDA. In addition to IDA/IBRD operations, there isaactive program of seven
recipient-executed trust fund operations of abdBDW8 milliort**.

IFC committed USD 291 million in 28 projects with 1feats making it IFC's
largest IDA country exposure in ECA region. Withihis Country Partnership
Strategy, IFC works {8
» Contribute to greater financial intermediation amcrease access to finance
for MSMEs through the provision of trade financeskr management
products, longer term senior and subordinated a@elot,equity
* Promote sustainable private sector-driven growtbutth increased trade and
increased competitiveness of local companies
* Help develop the country’s significant renewablergy potential
» Support improvements in productivity for agricutliprocessing and food
safety
* Foster the development of PPP.

Of direct relevance for UNIDO is the project GeargCompetitive Industries
Technical Assistané?, launched in February 2013 which aims to:

» enhance skills and innovation

» foster entrepreneurship

» advance the competitiveness

» and sophistication of Georgian exports, and

* promote the export of products and services wigihéi value added

In June 2016 UNIDO and World Bank signed cooperatin agreement that will
fully enter into force in 2017.

145 hitp://Avww.worldbank.org/en/country/georgia/ove w2
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http://www.ifc.org/wps/wcm/connect/region___ext aemifregions/europe+middle+east+and-+north+africsififeeurope+and+c
entral+asia/countries/georgia+country+landing+page

147 http://www-

wds.worldbank.org/external/default/WDSContentSeESP/IB/2013/07/04/000356161 20130704114437/ReutdleDF/792
770ESWO0P14400x0377371B00PUBLICO.pdf
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Chapter 1V: Mapping of UNIDO Interventions
4.1 Past and Ongoing Cooperation

4.1.1. Projects

Georgia has been a member of UNIDO since 1992 famadighout this period the organization has been
delivering technical assistance (TA) at the couatng regional level. Since 1994, UNIDO has complete
10 country level projects in Georgidth a budget of USD 801,228% in the UNIDO thematic areas of
energy and environment, and trade-capacity building

Georgia is a part of a regional level project Regional Resource Efficient and Cleaner Production
Demonstration Program for the European Union's E&sh Neighborhood (EaP) regionUNIDO in
collaboration with the OECD, lead partner, UNECHEI ddNEP is implementing a program entitled
“Greening Economies in the Eastern Neighborhood®(EREEN)”. It includes national and regional
activities to be implemented between 2013-2016acheof the six EaP countries, respectively Armenia,
Azerbaijan, Belarus, Georgia, Republic of MoldovadaUkraine. Core funding for the UNIDO
component of the RECP project (EUR 2,500,000) avipgled by the EU, with additional co-funding from
UNIDO, the Government of Slovenia and the Developniank of Austria (DBA). UNIDO plans to
continue the project beyond 2017, however, UNID@dseletters from the Ministry of Environment and
Natural Resources Protection and the Ministry adrieeny and Sustainable Development confirming the
project’s success. These letters will help UNID@é@b funding from relevant donors.

Since September 2016, UNIDO has been implementocwuatry level project oReducing Greenhouse
Gas (GHG) Emissions through Improved Energy Efficiey in the Industrial Sectowith a total budget

of EUR 1,700,000 (both cash and in-kind). This @cbjaims at reducing GHG emissions in the industria
sector of Georgia through the demonstration andedmnation support of selected industrial energy
efficiency best-available practices and technogseich as energy management systems; assistance fo
enhancing policy and institutional frameworks fodustrial energy efficiency, and promotion of ficah
mechanisms to incentivize and facilitate investreeiiihe project will be implemented in cooperation
with Austrian Energy Efficiency, Kommunalkredit Higb Consulting GmbH and the Ministry of
Economy and Sustainable Development of Georgia. filogect’'s technical assistance will translate
mainly in barrier-mitigation interventions at threeels:

* Policy and ingtitutions for IEE: raising the profile of industry within the EE polimaking and
institutional space and strengthening technicahciy

» Market demand and service offer for IEE: boosting adoption of and service offer for energy
management systems (in line with ISO 50001)

* Financing (including carbon financing) for and investment in IEE: increased mobilization of
financing from local and international financingtitutions.

UNIDO plans to implement the project dPCB-free Electricity Distribution in Georgiathat will
consolidate ongoing and planned activities in impdating Georgia’s obligations for PCB eliminatian a
required by the Stockholm Convention. In this phabke emphasis is put on ensuring that PCBs are
safely managed in the upgrade of the electricigyridiution networks. The total project cost is etpd to

be USD 21, 530,000 (GEF financing and co-financittg) foreseen that the main part of the asscgtan
for PCB disposal operations and de-contaminatiolh lvéi assisting State owned enterprises like JSC
“Georgian State Electro System” (GSE). The projgdivided in three components:

» Legal, institutional and capacity strengtheningvéteds, including laboratory testing capacities
* Management and disposal of equipment containiniy bamcentration PCB oils and
» Technology transfer and its piloting for long lasgticapacity in the power sector.

148 Based on information retrieved from UNIDO Infobase
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GEF has released the project preparatory granaaetevant expert to work on the baseline assedsmen
was hired.

4.1.2 United Nations Partnership for Sustainable Developrant (UNPSD) 2016-2020

The UNPSD 2016-2020 summarizes the Government offgiee and UN partnership for the priority
policy and program areas for a five-year periodcdntrast to the previous program cycle, the UNDAF
for 2011-2015, the current document emphasizesstiift from the “Development Assistance” to
“Partnership for Sustainable Development.” In lwéh the UN Delivering-as-One (DaO), the Paris
Declaration principles on Aid Effectiveness and vacé\genda for Action, the UNPSD encourages a
coordinated response of the UN family and otheerimdtional development partners to maximize
effectiveness of the program and operational sugpahe country. However, UNCT through extensive
internal discussions had agreed that full-scaldempntation of the DaO approach is not feasiblteat
current stage of UN operations in the country.

The five focus areas identified by the GovernménGeorgia and UN country team for the UNPSD
2016-2020 include:

0] Democratic Governance;

(i) Jobs, Livelihood and Social Protection;

(iii) Education;

(iv) Health;

(V) Human Security and Community Resilience.

UNIDO provided support via comments to the formiolatof the UNPSD and made a commitment to
contribute to the Outcome 8: Communities enjoy gmegaesilience through enhanced institutional and
legislative systems for environment protection tansible management of natural resources and eisast
risk reduction of fifth focus area approximate amoof USD 3 million.

4.2 Government Requests

Request By whom? On what occasion?
1. SMEs development *  Ministry of Economy UNIDO fact-finding mission to
2. Youth and women and Sustainable Georgia, 18-20 September 2013
entrepreneurship Development of Georgia
3. Export promotion and Ministry of Environment
trade facilitation and Natural Resources
4. Agro-business Protection of Georgia
development «  Ministry of Energy and
5. Green economy and Natural Resources of
green growth Georgia
6. Resource efficient and + Georgian Technical
cleaner production University
7. Sustainable energy
sources
GHG Emissions through Mr. llia Eloshvili, Deputy Formal letter, dated 17 January
Improved Energy Efficiency in  Minister of Energy 2014

the Industrial Sector
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Request to develop technical  Mr. Giorgi Kvirikashvili, Formal letter, dated 20 March
assistance projects and readineshlinister of Economy and 2014
expressed to cooperate with Sustainable Development and
UNIDO in funds mobilization Vice Prime Minister of Georgia.
Since December 2015, Mr.
Kvirikahsvili is Prime Minister
of Georgia

Request to provide information Mr. Besik Bolkvadze, Deputy  E-mail, dated 6 August 2014
about the programs and explore Minister of Finance and
possibilities of future cooperationEconomy of Adjara A.R

Potentials of project developmenir. Ana Gobechia, E-mail, dated 28 January 2015
on Geographical Indication (GI) Head International Affairs

and Project Management

Division of the National

Intellectual Property Center of

Georgia Sakpatenti
PCB-free electricity distribution Mr. Teimuraz Murgulia, First Formal letter, dated 24 February

project Deputy Minister of Environment 2015
and Natural Resources Protection
of Georgia
Request to assist in the Ms. Irma Kavtaradze, Deputy  Formal letter, dated 21 April
elaboration of the Industrial Minister of Economy and 2016
Development Strategy Sustainable Development of
Georgia

4.3 Possible UNIDO interventions

In view of Georgia’s national priority for sustabia industrial development, the Government of Gigorg
has recently expressed interest in deepening @gparation with UNIDO on a number of occasions (as
reflected in the above section). To follow-up oe tiven commitment, UNIDO organized a CPF fact-
finding mission to Georgia on 18-22 July 2016 tscdiss potential avenues of cooperation between
UNIDO and Georgia, and identify priority areas anddalities of joint work. CPF components with
relevant project ideas, subject to Government aditith are summarized below.

4.3.1 Industrial intelligence and governance

4.3.1.1 Project idea 1: Support to the Ministry of Econonayd Sustainable Development in the
elaboration and implementation of the Industrial elopment Strategy/Policy for Georgia

In the letter from Ms. Irma Kavtaradze, Deputy Nierr, Ministry of Economy and Sustainable
Development of Georgia, to Ms. Solomiya OmelyamgPam Officer, UNIDO, dated 21 April 20186,
the Ministry approached UNIDO to assist in the efabion and implementation of the Industrial
Development Strategy under CPF for ISID. The dpaffject concept oSupport to the Ministry of
Economy and Sustainable Development in the elabmatand implementation of the Industrial
Development Strategy for Georgisas prepared with an outcome to be the Industrealelpment
Policy document with enhanced policy and progranenfitamework for sustainable industrial
growth.

During the mission it was agreed to organize a emmice on the role of industrialization in
November/December 2016.
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Project objective and outcome

The central objective of this project is to supptre Ministry of Economy and Sustainable
Development of Georgia in the elaboration and immgetation of the Industrial Development
Strategy and Action Plan for its implementation.

The project outcome will be the Industrial DevelopmentPolicy documentwith enhanced policy
and programmatic framework for sustainable indakgrowth.

Scope of services

As standard practice, UNIDO will deliver requirezhdces through the technical cooperation project
in four components:

a) Review component

1. A desk-based assessment of geeformance of the Georgian manufacturing sectorin
the regional context and over the period 2000-20d4up to the latest official data).
Furthermore, the assessment will dwell on the keyeds of industrial performance
(finance, skills, investment, infrastructure andulation) and shed light on its inclusiveness
and environmental sustainability. Finally, the asseent will explore issues related to the
degree of diversification of the Georgian manufantusector and its risk exposure in terms
of markets and output concentration.

2. A desk-based review of and assessment of the gigatand policies currently implemented
in Georgia that impact upon the performance ofGe®rgian manufacturing sector and on
the drivers of its competitiveness.

3. ltis proposed that a complementary capacity-bogddutput is provided to the Ministry of
Economy and Sustainable Development for the cneatica monitoring unit equipped with
the tools and the dataset required to regularlyerevthe performance of the Georgian
manufacturing sector.

b) Industrial Strategy Formulation
The second component of the project includes swpporthe Ministry of Economy and
Sustainable Development toward formulation of théustrialization strategy of Georgia. The
Industrial Development Strategy will be formulaiacclose cooperation with the local Georgian
stakeholders.

¢) Industrial Policy
The third component of the project support involegpert support to the Government of Georgia
towards the preparation of a detailed industridicgancluding the choice of policy instruments
(especially fiscal incentives, access to financedources, regulation and skill development),
indicative timelines for the delivery of the expst results (closely related to the quantitative
KPIs of the revised strategy), resource requireméhoth financial and organizational), risk
management options and allocation of responsasliti

d) Monitoring and Evaluation
The establishment of a monitoring framework tHidves timely tracking on the results of the
implementation of the industrial policy as a paekag well as of its individual components.

Indicative budget

The overall net budget for the execution of ther falbove components (net of UNIDO 13% support
costs)is envisaged to bEUR 2,000,000 specifically, EUR 300,000 for the first componeBUR
400,000 forthe second component, EUR 800,000 for the thirdpmrant and EUR 500,000 for the
fourth. Indicativeco-financing sources include UNIDO, national goveemt (Ministry of Economy
and Sustainabl®evelopment of Georgia), donor organizations (EUZ,GJK, Friedrich Ebert
Foundation, etc.)

Duration
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24-36 months

4.3.2 Productive employment for rural communities and entepreneurship development

4.3.2.1 Project idea 1: Agro-industrial value chain develognt (fruits and vegetables, fishery,
aquaculture, tea, etc.)

Background
The following constraints exist at the primary pwotion, processing and marketing levels:

* Primary production level: Fruit and vegetable cpopduction in Georgia is mainly based on old
varieties introduced years ago. Noticeable absesfcenodern varieties which are grown
throughout the world in the agro-climatic condigoicomparable to those in Georgia is a
significant constraint. Furthermore, there is &lathigh quality planting stock (e.g. disease-free
certified nursery plants). Crop cultural practitesluding soil preparation, plant establishment,
irrigation methods, fertilization, pruning, and pesanagement need also to be significantly
improved. Improper postharvest care and practizesanother serious limitation. Postharvest
losses due to a lack of postharvest cooling, chldrcmaintenance, appropriate cleaning, waxing
as well as due to inadequate temperature/humiditygral, deficient packing process and poor
guality packaging materials, amount up to 15-35f%e harvest volume.

* Processing level: While there is a minimal amounagro-processing capacity for horticulture
crops in Georgia, modernization of agro-processiagilities is needed. Agro-processing
operations include several fruit juice processardruit and vegetable bottling canning plant,
several fruit preserving operations, and a smallt fblock-freezing operation. There is no
individual quick-freeze processor or fruit/vegetaliEhydrating plant.

* Marketing and exportation level: Marketing is arsfigant constraint for the development of the
horticulture sector in Georgia. Improved marketlligence and stronger producer-buyer links
are needed to obtain more profitable returns. Agroserious limitation, particularly for export, is
an absence of grade standards, which results ackadf product uniformity (e.g. uniformity in
size, shape, color). In addition, GlobalGAP cesdfion by producers and ISO/HACCP
certification by agro-processors is needed to a&cdegh-value horticulture product export
markets. Moreover, currently used poor quality [ragKi.e. wooden crates and sacks; newspaper
is commonly used for protection of fruits insidee tivooden crate) is another constraint for
export. All this impedes marketing for export.

Areas of intervention along value-chain may include:

» Provision of sufficient quantities of the agriculibinputs. Grapes and hazelnuts are the
only exception;

» Storage facilities are not sufficiently developéd a result, fruits and vegetables are
transported to Armenia for storage and importek baceorgia;

* Technology transfer is required for processing pses;

» The packaging sector is not developed and releactivities must be undertaken;

* Laboratories do not have enough capacity, equipnaeat experience to cover all
agricultural goods;

» Adoption and implementation of new standards apepsgive and the relevant support is
necessary to provide certification and guaranteeptiance with international standards;

» Trade and market access as the final componerailoé\chain is of critical importance
for the sector.

Objective
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The overall objective of the project is to imprabee quality of life of the rural population in seted
regions in Georgia. The regions are to be selediihg the preparatory assistance phase. More
precisely, the project will empower youth, womerd arulnerable communities in the selected regions
through applying measures for strengthening vahagncdevelopment thus helping small agro-processing
producers to attain higher efficiency in produciggality inputs and value added products and in
marketing their products effectively at the natipmegional and international (among others, Euaope
markets.

Expected target beneficiaries

« SME and households engaged in primary agricultpratluction, as well as in agro-processing,
marketing and other value chain support servicé® project will particularly target youth and
unemployed;

* Intermediate institutions (e.g. associated busewsand support institutions) which will be
strengthened in their role to promote sustainableebpment of the value chain;

* Consumers, as they will have better access totiouisi and safe products meeting their demand,
thanks to,inter alia, assuring the compliance with national and inteonal safety and quality
standards.

Indicative budget

The overall net budget for the execution of theggmbdepends on the exact scope of the envisaged
interventions. Potential donors include SIDA, Bdland, Czech Republic, China, etc.

Duration
3 years

4.3.2.2 Project idea 2: Youth/women employment amtrepreneurship
Objective

To assist the Government of Georgia in its effawtpromote the economic empowerment of women and
youth, through the creation of job opportunitieshia productive sectors of the economy and by
supporting entrepreneurship development.

Scope of services

To create an entrepreneurial ecosystem and actiiev@verall project objective, UNIDO will focus on
the following:

1. Promotion of entrepreneurial culture: UNIDO will support the promotion of an entreprerial
culture by raising awareness about the benefitsntfepreneurship, bringing together relevant
stakeholders, and encouraging the creation of gigebetween local entrepreneurs, as well as
national and international partners. Engagemertt Wity stakeholders will allow for the main
challenges to be identified and specific goals amakities to be set. The entrepreneurial culture
in the value chains selected in the inception pmakeéhereby be enhanced and entrepreneurship
development will be encouraged, with a special $oon youth and women. To that effect, the
regulatory requirements for starts-up will be exaai, hindrances for business start-ups will be
minimized, and confidence of entrepreneurs wilimproved.

2. Access to finance and training scheme&JNIDO'’s intervention will provide technical supgpor
to the selected value chains, financial and noar@ml institutions and the financial service
providers identified during the inception phasetlod project. The aim is to strengthen the
capacity of institutions in order to enhance thivdey of quality services and support to youth
and women-led SMEs in the agriculture and manufagjusector. The overall support provided
by the project will include training/coaching, caefing and advice, business innovation,
support in building business linkages and investnpeoamotion. The project will strengthen the
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capacities of financial and non-financial servigeviders in entrepreneurship development in
order for these to better support youth and wonmeiSME development, including services
relating to improve the credit worthiness of yoattd women, to financial education and business
literacy. This will result in improved opportunisidor youth and women, which will translate into
inclusive and sustainable economic and social deweént of Georgia.

3. SMEs promotion: The project also aims at promoting youth and woieednenterprises by
connecting them to national and international bessn networks and promoting quality
investment and export opportunities. This can beedbrough B2B networks and by reaching out
to the diaspora. The objective is to connect themhe local and international markets and
support their expansion/consolidation through padhips.

Indicative budget

The overall net budget for the execution of thggmbdepends on the exact scope of the envisaged
interventions. Potential donors include SIDA ahd EU. To increase odds of getting financial
support, the project could be developed in coofmratith UNFPA and UN Women.

Duration
4 years

4.3.2.3 Project idea 3: Development of tourism ¢krsand the support to the cultural and creative
industries in the tourism development of Georgia

Tourism is a potential driver of economic growthddras been growing rapidly over recent years.
The number of visitors increased from 560,000 i932@ 5,900,000 in 2015 with 88% visitors
coming from bordering countries. The tourism sebtms become an important source of job creation
but is mostly limited to seasonal employment. Geolgas become increasingly popular in terms of
cultural tourism with 12,000 historical monumentsree of which are included in the list of
UNESCO World Heritage sites. Remote communitie&avorgia stand out with unique handicrafts
that can be linked with tourism.

4.3.3 Competitiveness and market access

4.3.3.1 Project idea 1: Improving SME competitivesseand market access through origin consortia
development in Georgia (wine, greenery, nuts, etc.)

Background

The Georgian Government recognizes the mountireyast of consumers in typical products and pays
special attention to promote Georgian agricultpraducts internationally, especially wine, nuts ¢@Gga

is one of the largest producer in the world) andegery. At the same time customers on the global
markets are increasingly willing to pay a premiuon @inique products with a strong territorial link.
However, often the main concern of the stakeholdergiickly to obtain a geographical indication.tYe
all too often they ignore the fact that a geogreghindication only serves to identify and protect
product with special characteristics and thus eohats marketing. An origin consortium is a volugta
alliance of individual producers, companies or @afives in the same value chain that are invoimed
the production of the same traditional agro-foodisan product of regional origin. The main okijex

of the origin consortium is to increase the glofegdutation of the typical product on local and [iays
international markets.

1. Representatives of public and private support tutédns in Georgia working with SMEs,
cooperatives or producers that will be trained emathed to establish origin consortia.

2. SMEs, cooperatives and wine/handicraft producefGeanrgia that will be assisted in the process
of establishing an origin consortium.
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Objective

Enhance competitiveness of SME clusters and imptios® market access through development of
origin consortia in Georgia and brokering linkagéth local productive industries

Indicative budget

The overall net budget for the execution of theggmodepends on the exact scope of the envisaged
interventions.

Duration
24 months

4.3.3.2 Project idea 2: Establishment of functionahd effective protection system for Geographical
Indications (Gls)

Background

In order to effectively protect Gls, Georgia acatde the Lisbon Agreement for the Protection of
Appellations of Origin and their International Retgation. Another very important document in

force is the “Agreement between the European Unmind Georgia on Protection of Geographical
Indications of Agricultural Products and Food Ssuetting forth protection and cooperation

mechanisms for the successful implementation ofreement. The protection of the Gls under the
Agreement is fully in line with the general polio§ the Georgian Government in making Georgian
products increasingly competitive and availablettn European market. On the practical level a lot
of improvements are needed to achieve a high stdrmdgrotection.

Objective

To assist Georgia in establishing a functional aeftective protection system for Geographical
Indications (GlIs), in order to contribute to a betpositioning of Georgian quality products on ol
and international markets using distinctive signs.

Scope of services

UNIDO can provide technical assistance and wouldleased to cooperate in all four areas indicated
in your request, namely:

» Identification of potential geographical indicatsofGl) for their further registration; (this would
be done in cooperation with FAO, which has a spegitthodology)

» Strengthening cooperation with relevant structares involving stakeholders;

» Establishing control system over Gls and faciltatof its implementation;

* Increasing awareness on Gl protection among makekblders.

Indicative budget

The overall net budget for the execution of thggmbdepends on the exact scope of the envisaged
interventions. Potential donors include SIDA, Bdland, Czech Republic, China, etc.

Duration
2-3 years
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4.3.3.3 Project idea 3: Improving the competitivesiseof textile and clothing manufacturing (or any
other sector) through industrial modernization angpgrading (IUMP in Georgia)

Objective

Enhancement of the productivity and competitivenefsthe Georgian textile and clothing

manufacturing enterprises through identification refgional and international market access,
improvement of the technological circle and indastmodernization, introduction of innovative

marketing tools, and the formation of the natioegbertise in providing services to local entergise
on the sustainable basis.

4.3.3.4 Project idea 4: Trade facilitation and expg@romotion for Georgia
Background

In the context of the Association Agreement thdlyfantered into force on 1 July 2016, Georgia is
obliged to harmonize its standards and legislatigth the European Union that will guarantee
compliance with international and regional standanad promote export.

One of the project components may be focuseglamitary and phytosanitary (SPS) measures. Folpwin
the adoption of a food safety strategy in Decenfi#0 aiming at aligning this sector with EU and
international standards, Georgia adopted a new Badety, Veterinary and Plant Protection Code iryMa
2012. For the first time ever an animal registragiwogram was introduced and state-funded vacocimati
campaigns implemented and mouth disease and anilanax been run. Furthermore, Georgia aims at
approximating its law to two EU directives with egds to horizontal rules on the marketing of indakt
products. The EU provided technical assistancéénarea of SPS and TBT through the Comprehensive
Institution Building programs in 2011 and 2012. 2614, signed Financing Agreement in Brussels
launched a new program in support of the EU-Geohgigeements. Through this program, which will be
carried out over five years, the European Uniom®lto allocate up to EUR 19 million to various
Georgian institutions including National Food AggnGeorgian Agency for Standards and Metrology,
and Georgian Accreditation Centre. Strategy of égtural Development in Georgia 2015-2020
prioritizes food safety, veterinary and plant petiten. In this regard, implementation of SPS relate
reforms on the basis of the strategy shall be naetl. Animal disease surveillance needs continued
attention. The promotion of accredited certificatiamong SME is very important. Food Safety
Management System Standard — ISO 22000 — needs poonoted widely in the country and capacity
should be built through the training of ISO 2200@itors and consultants.

Objective

The objective of the project is to enable and prient@eorgian products on international markets tiinou
improving safety, integrity and marketability of s and services and removing TBT. It aims at
modernizing the quality of infrastructure and praimg quality of products produced by small and
medium enterprises.

Expected target beneficiaries
* Metrology laboratories
* Domestic small and medium enterprises
* Consumers

Indicative budget

The overall net budget for the execution of theggmodepends on the exact scope of the envisaged
interventions.
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Duration
3 years

4.3.3.5 Project idea 5: Support to the GovernmehGaorgia in the development of economic zone
Background

Anaklia Free Industrial Economic ZoneThe Anaklia Development Consortium (joint ventbetween
TBC Holding and Conti International) was awardeel ¢tntract to build a USD 2.5 billion deep sea port
in Anaklia becoming a major hub on China’s MaritiBigk Road by 202t°. Upon completion, the port
will have the capacity to process 100 million tofigargo per year, which could boost Georgia’'s GiyP
0.5%>°. In addition to the Anaklia Port, Anaklie Developm Consortium (ADC) is developing a Free
Industrial Zone on 600 hectares of the 1000-hegtareel of land. This will complement the Port by
positioning it for made-to-order order products Europe-Asia trade as well as direct access to Real
Estate and Tourism zones. ADC has plans to devk®following FIZ industry clusters:

« Light Industrial - will help strengthen the regidsagnificance of Anaklia Port

« Food and Beverage - will build upon the regionaladtural strength. This cluster has the
potential to evolve as a food manufacturing hulsegional exporter

« Logistics - will help Anaklia Port establish itsel§ a regional transshipment hub for a range of
exporting industries

« Tourism and Real Estate - will have access to tlastc proximity to national park, and may
contain a cultural center

« Training and Development - will help address reglamorkforce skills development objectives

« Financial Center - will aid business development

Techpark: As innovation and creativity is a necessary prettmmdfor the sustainable growth and
development of the country, Georgia’s Innovatiod dechnology Agency (GITAwas established
on 19 February 2014 in Georgia. Georgia's Innovatand Technology Agency promotes
implementation of the modern technologies and iations, commercialization of the researches,
development of applied studies, etc. Creation ofrGia National Innovation Ecosystem is planned
aiming to establish innovation infrastructure ire ttegions (through innovation centers, regional
innovation hubs, and internet-availability), deyekpecial skills and increase the accessibilitthef
financial resources (through grant programs). UnG&FA in the framework of this program,
TechPark was opened in January 2016, where leagenters, laboratories, training centers and
universal laboratories of industrial innovationse alocated in order to promote innovative
technologies, support invention and implementagibimnovative ideas.

Hualing Group is developing Free Economic Zone and Free TeclggoBark in Thilisi and
Industrial Park in Kutaisi municipality.

China may become the main donor for the project

4.3.4 Renewable energy, energy efficiency and environmeaatmanagement

4.3.4.1 Project idea 1: Second phase of Resourdeieht and Cleaner Production project
Background

Regional Resource Efficient and Cleaner Productiobemonstration Program for the European
Union's Eastern Neighborhood (EaP) regiois a regional level project. UNIDO in collaboratirith

149 hitp://wvww. gtreview.com/news/asia/anaklia-deepsed-to-put-georgia-on-new-silk-road/
150
Id
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the OECD, lead partner, UNECE and UNEP is implemgna program titled “Greening Economies in
the Eastern Neighborhood (EaP GREEN)". It includaonal and regional activities to be implemented
between 2013-2016 in each of the six EaP countéspectively Armenia, Azerbaijan, Belarus, Geqgrgia
Republic of Moldova and Ukraine. Core funding fbe tUNIDO component of RECP project (USD
2,500,000) is provided by EU, with additional cavfling from UNIDO, the Government of Slovenia and
the Development Bank of Austria (DBA).

Duration

From 2017 onwards (if the Georgian side is intex# the project’s extension)

4.3.4.2 Project idea 2: Scaling up the developmandl operationalizing power plants in Georgia
(hydro, wind, solar and geothermal)

Indicative budget

The overall net budget for the execution of thggubdepends on the exact scope of the envisaged
interventions. Potential donors include SIDA, Bdland, Czech Republic, China, etc.

4.3.4.3 Project idea 3: Environmental regime congice support and water/waste management
UNIDO approach

Implementation of multilateral environmental agreenments: UNIDO supports countries in meeting

their obligations under the major Multilateral Eronmental Agreements (MEA), such as the Montreal
Protocol, the Stockholm Convention, the Minamatanv@mtion on Mercury, and the United Nations
Framework Convention on Climate Change (UNFCCC).

Water management: UNIDO assists developing countries and countrigh wconomies in transition
with the transfer of best available environmentabund technologies and environmental practices to
improve water productivity in industry and prevetischarge of industrial effluents into internatibna
waters (rivers, lakes, wetlands and coastal ar¢fas)eby protecting water resources for future
generations. UNIDO supports through the followimggrams:

e Transfer of Environmentally Sound Technologies (TES support sound management of
resources use at priority industrial hot spots,nmimimize use, maximize productivity, and
promote zero discharge, through demonstration oft bgractices, application of clean
technologies, and capacity building.

* Mercury Program introduction of clean technologies and policy rafe to minimize the use
and discharges of mercury by promoting Best AvédlaBechnologies (BAT) and Best
Environmental Practices (BEP) through awarenessingi capacity building, and technology
transfer.

 Large Marine Ecosystems (LME): program supports the ecosystem approach through
demonstration of best practice strategies, capaeiigling, and strategic partnerships, to reduce
the degradation of transboundary river basins hadrarine and coastal environments.
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Chapter V: Conclusion

Despite the market oriented reforms, Georgia is ainfew FSU countries that did not reach its 1990s
GDP per capita rate. The country is still vulneeatnl exogenous shocks because of its heavy reliamce
foreign direct investment and remittance inflovesy ldomestic savings, large current account defait

a high level of dollarization'. Two-thirds of the GDP is derived from the serveetor but the majority

of the population is employed in the agriculturatter that has less than 10% contribution to GDRhé
agricultural sector, no strong revival of laboreinsive manufacturing or productive transformatigare
happened. The food and metal industries providddigest industrial base for Georgia, while apparel
beverages, wood and chemicals are the fastest mgawilustries. However, these industries are of low
value added and are highly labor intensive. Theffitsent competitiveness of Georgian production
severely hampers exports. Industrial competitivenssalso constrained by the size of the domestic
market, the labor skills mismatch and the lack &R

Georgia has undergone extensive business envirdnmeamms making the country a more attractive
destination for FDI and bringing it global recogmit as a top reformer. However, the growth of tMES
sector is constrained by gaps in essential iniresire, limited access to finance, skills mismatch,
absence of export promotion support, tax admirtistitaand regulatory frameworks and logistics, vihic
is especially problematic for the hydropower andicadfure sector. Vast amounts of Georgia's
tremendous hydropower resources are untapped. Bdsmavy reliance on imports, the country uses 4.5
times more energy per unit GDP production than treesmin the EU. An affordable and reliable energy
supply is essential for building a competitive gndductive economy.

In this regard, UNIDO can assist the Governmentlime with its mandate to achieve higher
competitiveness in priority industrial sectors,usttial diversification and upgrading, as well asliag
value to products and services. Additional measuresd to be undertaken to support knowledge
intensive, innovative and green industries withhieigvalue addition, foster private entrepreneursimig
job creation as well as enhance skills in growthaar create conditions for SME scaling up, and
contribute to sustainable and inclusive econonevgn.

UNIDO as a technical UN agency is not in the positto thoroughly finance the implementation of
technical assistance projects, and is strongly cateato work together with the Government of Geéarg
for raising funds and attracting other developngamtners for this undertaking.

151 hitp://www.adb.org/sites/default/files/institutidrdocument/153660/cps-geo-2014-2018.pdf
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