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Abstract: An entrepreneurial ecosystem can be defined as a national or international network of public and private organizations that 

combine efforts to create new companies and ensure their success by offering them access to knowledge, capital, markets and resources. This 

motivates companies to invest their profits in the same ecosystem, which in turn creates economic wealth and develops industries. In addition 

to creating more competitive and efficient markets and improving the user experience, entrepreneurial ecosystems in information and 

communication technologies are mainly focused on innovation, the creation of new business models, products and services. 

The EU4Digital program has developed a framework to establish and strengthen ICT entrepreneurial ecosystems in the six Eastern 

Partnership countries (Armenia, Azerbaijan, Belarus, Georgia, the Republic of Moldova and Ukraine); this will be done through a roadmap 

that assesses the technological readiness of each country and provides recommendations for ecosystem development for these countries. 

The Georgian ecosystem has undergone significant and rapid changes in recent years. One of its main directions is the startup ecosystem. 

The current situation can be characterized by great attention and interest in startups and the development of the startup ecosystem. 

Even though Georgia’s development processes are transforming in the right way, there are a number of challenges that have to be overcome 

in order to build up a world-class startup ecosystem. 

The paper uses the results of the research conducted by one of the co-authors in this direction, in which was formulated the definition of a 

spatial innovative entrepreneurial ecosystem, and was determined the role of the institutional environment in ensuring its sustainable 

development. 

KEY WORDS: ECOSYSTEM, ENTREPRENEURIAL ECOSYSTEM, INNOVATION, STARTUP ECOSYSTEM, INSTITUTIONAL 

ENVIRONMENT. 

 

1. Introduction 

      The institutional environment is an important component of 

business operations and industrial development and has a major 

impact on the strategic behavior and performance of an enterprise. 
The institutional environment includes: 

 Formal institutions: laws, regulations, policies, 

intellectual property rights, tax systems, and educational 

institutions. 

 Informal institutions: cultural norms, trust, social 

networks, and attitudes toward risk and failure. 

     The institutional environment refers to the series of legal 

systems, government governance, economic and social 

environments that serve to establish the basis for production, 

exchange and distribution. It combines the factors that affect the 

formal and informal institutions of the region's economy. There are 

different ways to classify the institutional environment, and this 

paper has its own focus. Which in this case is the impact of 

government intervention and financial development on 

entrepreneurial innovation. 

          Innovation plays a crucial role in the economic well-being of 

countries. It is one of the main sources of economic growth in 

developed countries and in many cases economic progress and 

development depend on it. Innovation is of particular importance 

for the development of the business sector. It promotes high 

competitiveness, which in turn contributes to the development of 

business and ultimately the economy. Various studies show that 

where innovation is developed, the standard of living of society is 

high. This is a clear indicator of a developed economy. 

        The most important “pull factor” in the attractiveness of a 

national innovation ecosystem is the existing institutional 

environment. It determines the existing organizational and 

governance mechanisms, as well as the legal, institutional and, to a 

large extent, financial framework within which innovation 

ecosystems function at all levels. The institutional frameworks of 

national innovations generally correspond to the general historical, 

socio-political, and economic orientation of the country where they 

are used, with variations - of course - due to long-standing internal 

government-market relations or relations and interactions with other 

countries or regions. 

 

 

 

2. The Innovative Entrepreneurial Ecosystems  

Entrepreneurial ecosystems are the set of factors that help stimulate 

productive entrepreneurship. They include a set of interconnected 

institutions (both formal and informal), infrastructures, 

organizations, policies, and regulations that together determine the 

conditions in which new businesses are created and grow. The 

success of entrepreneurial ecosystems in stimulating productive 

entrepreneurial activity is determined by a range of elements, such 

as a culture conducive to entrepreneurship, strong business 

networks, access to finance, and attractiveness to talented people. 

Each entrepreneurial ecosystem is different and has different 

strengths and weaknesses. Diagnostic work is needed to identify 

enablers and barriers in each ecosystem and to develop policy 

recommendations and action plans [1]. 
     It is important to analyze regional entrepreneurial ecosystems to 

identify enabling factors and barriers, as well as appropriate policy 

responses, although there are often common problems across 

regions, such as a lack of entrepreneurial culture, lack of access to 

venture capital, and weak knowledge exchange networks. The more 

transparent, predictable, and supportive the institutional 

environment is, the greater the likelihood of developing an 

innovation-oriented entrepreneurial ecosystem. For many 
innovation sectors, globalization and the increasingly international 
market for many innovation-related products and services have 

increased the scale and diversity of “systemic innovation,” 

emphasizing the blurring of forms and the shift toward mixed or 

hybrid types of innovation ecosystem organization and governance.  

          In recent years, the Georgian startup ecosystem has undergone 

significant and rapid changes. The current situation can be 

described as a period of great attention and interest in the 

development of startups, the startup ecosystem, and many 

stakeholders focused on building a vibrant society. The Association 

Agreement with the EU (came into force in 2016) and a preferential 

trade regime, Deep and Comprehensive Free Trade Area (DCFTA) 

have given a big push to these changes. As a consequence EU best 

practices can be used in the Georgian innovation ecosystem. 

Georgia’s ecosystem is transforming in the right way and is starting 

to resemble ecosystems in the EU. The establishment of many 

specialized government bodies, institutions also served the 

development.  
       The most significant and well-known of these organizations is 

GITA. Since the creation of GITA in 2014, there have been 

significant efforts to develop the digital ecosystem in Georgia. The 

agency is formally in charge of innovation policy elaboration and 

implementation. Georgia’s Innovation and Technology Agency’s 

mission is a formation of an ecosystem which improves all kinds of 

innovations and technologies in Georgia, to promote a 
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commercialization of knowledge and innovations, to stimulate using 

them in all fields of economy, to create an environment for the 

growth of innovations and high-tech products and developing high-

speed internet nationwide. The whole structure of the public 

institutions and other stakeholders fostering innovation can be seen 

in the following figure (Figure 1.) 

 

Figure 1. The map of the Georgian public policy stakeholders 

affecting innovation. Source: European Commission–Kantor 

Management Consultants. 

Today, the Georgia National Innovation Ecosystem (GENIE) 

Project (IBRD $23.5 million) is helping develop innovative start-

ups, deepen financial and capital markets, improve corporate 

governance, and strengthen investment promotion. 

         The Georgian private sector is dominated by services which 

provide 44.5% of jobs. This sector is boosted by the hotel, 

restaurant, transport, and telecommunications industries. Whilst 

agriculture employs 41.3% of the working population it only 

accounts for 6.22% of GDP. The SME Development Strategy has 

been adopted, improving legislation, institutional and regulatory 

frameworks, and the operational environment, widening access to 

finance, developing entrepreneurial skills, broadening 

internationalization, and supporting innovation activities. SMEs still 

face challenges in terms of funding for innovation and attracting 

and retaining digital talent. 

       Despite of functioning governmental bodies, it still lacks private 

sector actors involved in the startup ecosystem. Even though 

Georgia’s development processes are transforming in the right way, 

there are a number of challenges that have to be overcome in order 

to build up a world-class startup ecosystem.  

The most important challenges are listed below: 

- small size of the market, 

- tools with key importance for commerce (such as PayPal) are not 

available, 

- e-commerce/fulfillment is still in infancy, existing tools are not 

well known, 

- low quality of higher education and scientific research institutions. 

- weak links between researchers and businesses, 

- lack of qualified labour force, especially coders and IT experts, 

- lack of specialized funding for early-phase startups, there are no 

existing and active angel networks (however, their establishment 

and development is in progress), 

- in the absence of a developed startup ecosystem, there are not 

many knowledge sharing possibilities, collaborations and startup 

events, and no immediate access to peers or professional services 

like graphic design, tax, accounting, legal advice, or targeted e-

solutions. 

The Georgian Agency for Innovation and Technology’s goal is to 

create an effective system in Georgia whereby innovation and 

technology can be developed, as well as to promote the 

commercialization of innovative knowledge in order to incorporate 

the latest technologies into all economic sectors and to create the 

necessary platform for innovative development.  
     To achieve said goals, the agency endeavors to use its 

infrastructure in order to develop both innovation and technology, 

to focus on making the commercialization of Georgia’s innovation 

and technology development a priority, facilitate the growth of 

investment capital and encourage the participation of private 

businesses to increase research into the commercialization of 

innovations, and to establish effective processes needed to increase 

competitiveness, especially by promoting the use of distance 

learning.  

       In order to complete its goals effectively, the Agency prioritizes 

investing in the development of the infrastructure needed for 

innovation, which has been demonstrated by the opening of 

technoparks, innovation centers and industrial laboratories. It also 

continuously strives to develop tools to support the 

commercialization of innovation and technology, to achieve a high 

rate of internet access across the country, to provide high quality 

training, and to provide incentives to encourage innovation and 

technology development [1].  
      Since 2020 the Georgian Government has made several attempts 

to adopt a new national innovation strategy; however, none have 

been published due to leadership changes in responsible institutions 

and changing policy priorities. In Georgia, the public sector plays 

an essential role in supporting the ecosystem and is well connected 

to other stakeholders. It was clear GITA, as the implementation 

agency, is very active in the ecosystem, and actors were aware of 

GITA programs and initiatives. However, for the ecosystem to 

develop, stakeholders felt that GITA should no longer be the main 

player and it was time for the private sector to take the lead. 

The following components have been adopted worldwide for the 

implementation and development of entrepreneurial ecosystems, the 

development of which is the main goal and task of the country's 

institutional organizations: 

1. Regulatory Framework 

 Clear and supportive legal and regulatory structures 

reduce barriers to entry for startups. 

 Efficient processes for registering businesses, obtaining 

licenses, and protecting IP encourage entrepreneurship. 

 Investor-friendly policies (e.g., tax incentives, ease of 

doing business) help attract funding. 

2. Access to Resources 

 Institutions like universities, research centers, and 

development agencies provide access to talent, 

knowledge, and innovation. 

 Government agencies and development banks can offer 

grants, subsidies, or seed funding to stimulate startup 

activity. 

3. Infrastructure Development 

 Public investment in digital infrastructure, transport, 

energy, and communication supports the logistical needs 

of startups. 

 Innovation hubs, accelerators, and co-working spaces 

often emerge with government or institutional backing. 

4. Cultural Influence 

 Informal institutions shape entrepreneurial mindset and 

risk tolerance. 

 Societies with high tolerance for failure and high value on 

innovation are more conducive to entrepreneurship. 

5. Education and Skills Development 

 A strong institutional focus on STEM education, 

entrepreneurship programs, and vocational training 

builds a capable workforce. 

 Universities often serve as innovation incubators and 

spin-off hubs for research-based startups. 

6. Network Building 

 Institutions can facilitate collaboration among 

stakeholders (entrepreneurs, investors, academia, and 

government). 
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 Platforms for interaction such as conferences, expos, and 

trade associations strengthen ecosystem ties. 

The three main ecosystems essential to Georgia’s digital 

transformation journey are: the national innovation ecosystem [1];  
the ecosystem of entrepreneurs [2]; and  the technological 

ecosystem [3]. These three ecosystems are closely linked to form 

Georgia's innovation landscape, from ideation to market. There are 

challenges and opportunities that each ecosystem currently faces, 

but which also impacts all three. The following section contains a 

direct analysis of each ecosystem and ends with a macro overview 

of the challenges and opportunities facing the three ecosystems.  
       So we can conclude that revolutionary innovation happens more 

easily in ecosystems that are fueled by private capital and not 

overburdened by government regulations and oversight. Programs 

could target existing tech professionals and encourage them to 

better integrate into the startup ecosystem [4]. An entrepreneurial 

and technologically creative mindset can be cultivated through 

government programs, universities, international academic 

partnerships, and collaboration with international donors [5]. It is 

important to incorporate technology competence, practical project- 

based learning, and entrepreneurial education into the education 

system to develop interest and knowledge among young people 

throughout the country, especially outside of capital.  

Programs should be inclusive to ensure equal access—and 

targeted initiatives—based on age, gender, location, and other 

criteria. Communication between the public and private sectors is of 

great importance for the formation of an entrepreneurial ecosystem, 

facilitating effective dialogue between representatives of education, 

science, business, and local government.
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