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ABSTRACT

Small and medium-sized enterprises (SMEs) play a key role in shaping a dem-
ocratic society. The author discusses the essence of micro-enterprises and
the role they play in the life of society. His main goal is to present both the pos-
itive and negative aspects of small businesses to highlight their importance in
a democratic state.

B THE ESSENCE OF SMALL AND MEDIUM BUSINESSES

Small businesses are among the oldest and most common types of entrepre-
neurial activity, widely recognized in economics and social science. The leading
states of the modern era have demonstrated through experience the importance
of having highly developed and successful small and medium-sized enterprises
(SMEs) in any economy under a democratic state. Therefore, the economic
and social development of the society is heavily dependent on this sector of
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the economy. In several countries, the revenue from SMEs accounts for more
than 50% of the GDP. In the United States and Germany, small businesses ac-
count for 50-52% of GDP; in Japan, 52-55%; in France, 55-62%; in Great Brit-
ain, 50-53%; in Italy, 57-60%; and in the EU countries, 63-67%. Small business
are the cornerstone of the market economy and foster social growth.

B THREE MAIN FUNCTIONS OF SMEs

A major part of the socioeconomic development is played by small enterprises.
Small enterprises carries out several crucial tasks, including:

1. A social role. Small enterprises serve a sizeable number of consumers
and manufacture goods and services in response to the quickly shifting market
demands. A substantial portion of small business owners (middle class) who
independently provide for their own well-being and a comfortable standard of
living are formed as a result of small business development. The middle class
serves as the cornerstone of socioeconomic changes, a safety net for political
stability, and a force for the advancement of democracy in society.

2. A political role. Small businesses stand out in the socio-economic and
political growth of society because they uphold the values of democracy, eco-
nomic freedom, and political stability. When property is threatened, the middle
class the middle class tends to become more actively involved and protective of
their interests. Unlike medium and big business owners, small business entre-
preneurs frequently rely only on their property for survival and as their primary
form of self-expression.

3. Economic function. A sizeable portion of the economically active popu-
lation is engaged in small business activities. Small businesses are vital contrib-
utors to the GDP. Small firms are characterized by their high working capital
turnover and and their capacity to facilitate rapid investment growth. However,
small enterprises often face challenges such as limited access to capital, diffi-
culties in implementing new technologies, and increased exposure to market
fluctuations.' In Georgia, the growth of small and medium-sized businesses

1 https://alley-science.ru/domains_data/files/318 April18/ROL%20MALOGO%20
PREDPRINIMATELSTVA%20V%20EKONOMKE%20ROSSILpdf, 2018; access date:
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is vital for driving economic transformation and sustainable development.
The success and sustainability of this sector depend on strong market presence,
high competitiveness, and robust job creation. Small firms exhibit flexibility
and vitality by swiftly adapting to market demands, leveraging specialized
expertise, and effectively mobilizing resources. Thus, to support sustainable
economic development, SMEs in Georgia must not only accelerate their growth
and expansion but also enhance their operational efficiencies and resilience.
By swiftly reacting to consumer needs, small businesses provide competition
that helps prevent monopolistic dominance. Small businesses play a key role
in developing a responsive and reliable market by filling niche demands and
offering tailored customer experience. SMEs are pivotal drivers of the market
system. Small and medium-sized enterprises (SMEs) have a significant impact
on economic growth rates. They contribute substantially to the composition of
GDP and foster employment growth and play a crucial role in the development
and distribution of new goods and services.

According to the World Trade Organization (WTO, 2016), SMEs repre-
sent over 90% of the business population, 60-70% of employment and 55%
of GDP in developed economies. SMEs play a crucial role in achieving key
economic goals. They serve as the main drivers of economic development and
are the backbone of socio-economic progress.” Traditional SMEs often reflect
the strengths and weaknesses of their leaders and their human resource capac-
ities, typically relying on the founders’ courage and talent. These enterprises
are often characterized by leaders who risk their personal assets and capital
to sustain and grow the businesses.” There are two types of SMEs: the small
traditional enterprises that make goods inherited from past generations and
the modern enterprises that use high technology and search for new markets
to maximize their efficiency. In developed countries, 20% of new SMEs survive
no more than one year, 20% last only two years, and 50% do not exceed five
years of operation. Consequently, only 10% of SMEs manage to survive beyond
five years. The success of an economy largely depends on the number, dynam-
ics, and market performance of its SMEs. They are a source of entrepreneurial
skills, innovation, and employment. Additionally, they stimulate competition

12.03.2023.
2 PF.Druker, Innovation and Entrepreneurship, New York: Harper Collins 2009.
3 S. Vaduva, Entrepreneurship, Bucharest: Economica 2004.
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in terms of prices, product design, and efficiency. If there are no SMEs, big en-
terprises become monopolies. SMEs also help big enterprises such as supplying
raw materials and parts and distributing products made by them. A study from
the US showed SMEs make four times higher profit for a dollar invested than
big companies.”

SMEs play a major role in achieving more inclusive globalization and
growth. They are leading actors in the economy and within the vast ecosystem
of companies. SMEs have an important role in achieving the Sustainable De-
velopment Goals (SDGs), and promoting inclusive and sustainable economic
growth, employment, fostering innovation and decreasing income inequali-
ties around the world. SMEs in many countries still face the prolonged effects
the prolonged effects of the 2007-08 global crisis, which struck new and small
firms. Economic policy strategies should anticipate the changes in regulations,
markets and technologies that happen internationally which may influence
the SMEs’ opportunities and behavior.

SME development can assist to economic diversification and flexibility,
particularly important for resource-rich countries that are vulnerable to com-
modity price variations. The contribution of SMEs to innovation dynamics has
increased in recent decades due to the knowledge-based economy. SMEs’ role
in the transformation to highly sustainable patterns of production and con-
sumption is decisive for the greening of the economic development. In many
OECD countries, innovative SMEs play a key role in eco-industry and clean-
tech markets. Trade and investment openness, protection of intellectual prop-
erty, infrastructure, and institutional quality are important factors for SMEs’
commitment to global markets. Impoverished physical and ICT infrastructure
hinders SMEs to operate efficiently and to access global markets with compet-
itive costs. Government policies should consider upgrading workforce skills in
SMEs, assisting SMEs in acquiring ICT and embracing the digital revolution,
ensuring that the national R&'D policy includes SMEs, and fostering an effective

and inclusive federal innovation system.’

4 P.Neagu, The importance and role of small and medium-sized businesses, “Theoretical
and Applied Economics” 2016, vol. XXIII, no. 3 (608), Autumn, p. 331-338.

5 The Importance Of SMEs On World Economies 2019, https://www.avekon.org/pa-
pers/2265.pdf, access date: 12.03.2023.
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B THE PROS AND CONS OF SMEs

“There is no question that small businesses are responsible for a significant por-
tion of the job creation in our economy”, said William J. Dennis, report author
and senior fellow at the NFIB Research Foundation. “Impediments to growth
may not be easily overcome, but if we are ever to bridge the gap between desired
and actual growth, government officials must look at the problems small busi-
nesses face. Understanding the challenges should help with the formulation of
policies that would help them to thrive.” Small business owners face numerous
challenges that can impede their ability to grow and thrive. These challenges
include, but are not limited to:

lack of market or market demand;

lack of finance;

lack of skilled employees;

lack of a strong management or advisory team;

lack of market or political certainty;

lack of clear legal or regulatory guidelines;

lack of support in balancing family and business responsibilities;

lack of access to necessary technology.’®

Despite this number of disadvantages SMEs have more positive factors in
democratic society.

» SMEs have the remarkable ability to fuel economic growth. They create
many new job opportunities, drive innovation, and expand the tax base.

» SME:s also increase competition and stimulate the market. This contin-
uous drive for excellence brings out the best in a business, creating a win-win
situation for both providers and consumers. Moreover, this enhances aggregate
productivity and overall economic efficiency.

» New entrepreneurs bring innovations, ideas, and skills. In recent years,
SMEs have registered a higher growth rate than the global industrial sector.
The chief advantage of the SME sector is its potential to generate employment
with relatively low capital investment.

» Economic growth in many Asian countries, such as Korea, Taiwan, and
Japan, is closely linked to the increase in SME activities. SMEs play a significant

6 https://primepay.com/blog/top-challenges-hindering-small-business-growth (May
18, 2012); access date: 13.03.2023.
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role in the rapid industrialization and development of China, where approx-
imately 99% of businesses are SMEs. These SMEs produce around 60% of
the industrial output and approximately 40% of the profits and taxes generated
by various industries in China. In the US, SMEs generate more than half of
the Gross Domestic Product (GDP).

» SMEs act as a cushion against recession by adapting and innovating in
response to changing circumstances. There is a significant connection between
the economic well-being of society, including levels of poverty and hunger, and
the condition of SMEs in the country.

» In almost every country, SMEs make up a large proportion of all busi-
nesses. In most developing and developed economies, SMEs account for over
90% of all businesses and significantly impact employment rates. When big
industries downsize and cut jobs, SMEs continue to develop and create more
jobs.

» SMEs quickly adapt to the dynamic business world by adopting e-com-
merce and online transactions for goods and services. Advances in technol-
ogy have not only simplified the process of buying and selling but also helped
entrepreneurs cut costs on advertising and marketing. Various e-commerce
platforms make life easier for SMEs.

» SMEs play a vital role as service providers and traders to the primary
industry.

» They produce both finished goods and services and contribute signifi-
cantly to the development of sectors such as manufacturing, agriculture, and
ICT services.

» There is a reciprocal relationship between SMEs and the economy. Eco-
nomic development ensures the creation of more SMEs, and the creation of
more SMEs, in turn, boosts the economy.”

» SMEs thus have benefits and drawbacks. The government can effectively
promote entrepreneurship by establishing business-friendly regulations and
providing simple funding options. Liberal policies enable aspiring business-
people to take risks and ultimately add value for both themselves and society.
SMEs have the potential to significantly increase opportunities, income, and

7 https://www.iqualifyuk.com/library/business-management-section/the-impact-
of-smes-in-the-global-economy/#:~:text=Advantages,heat%2oup%:2othe%2omar-
ket%20scenario, 2020; access date: 13.03.2023.
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GDP over the long run. In addition to creating more jobs, new businesses will
flourish in an environment that supports them, expanding the range of goods
and services available to customers.

B CONCLUSION

In conclusion, I would like to emphasize the importance of developing small
and medium-sized businesses in Georgia and around the world. The state
should fully support their development, as this will bring significant benefits to
the country’s economy, increase motivation for start-up businesses, and make
society more active, development-oriented, and more involved in the economy
and democratic processes.
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Znaczenie rozwoju matych i $rednich przedsigbiorstw
w ksztattowaniu spoteczefistwa demokratycznego

Abstrakt

Mate i $rednie przedsigbiorstwa (MSP) odgrywaja kluczowa role w ksztattowaniu
spoteczenstwa demokratycznego. Autor omawia istotg sektora matych i $rednich
przedsigbiorstw oraz rolg, jaka odgrywaja one w zyciu spoteczenstwa. Jego gtow-
nym celem jest przedstawienie zaréwno pozytywnych, jak i negatywnych aspektow
MSP, aby podkresli¢ ich znaczenie w panstwie demokratycznym.
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