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INTRODUCTION

The family is a small society from integrity 

of which the security of human society depends on. 

Friedrich Adler, an Austrian philosopher

At all times the development of any society is judged by the status of family in it. Family

is the origin of society formation. The civilized society is built on family values. Family

well-being is a criterion of state development and progress. 

Armenians have a special attitude towards family values. Maintaining family traditions

and their transmission to the next generation is in the zone of responsibility of each gen-

eration. 

It can be stated that family is the axis of Armenian identity, which is reflected in lin-

guistic and cultural concept of Armenia. The concept of the ”hotbed” (fireplace) occupies

a special place in moral, psychological and religious perceptions of Armenians. It is

identified with the concept of ”family” and is the strong hold of it: eternal fire in hotbed

is the pledge of family well-being, and if the fire fades, the family will be destroyed.

The role of the family in Armenian reality gives a hope that effective management and

development of family business can become a strong hold of Armenia's economic sta-

bility. Therefore, reformulating the words of Friedrich Adler, it can be stated that family

businesses are the most important elements of economic system and that economic se-

curity and stability of the country is due to their success. 

FAMILY BUSINESSES IN ARMENIA
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FAMILY BUSINESSES: DEFINITIONS

There are many definitions of family business in professional literature. To reveal the

essence of family business a few of them can be observed. 

Family business is a company, in which at least 51% of shares (units) belongs to the

family, the majority of senior leadership are family members and the founder is respon-

sible for ongoing management of the company1.

Family business is a company, in which the members of the same family are owners or

managers of the company at a given moment or over a specific long period of time2.

Family business are those in which the family controls the business through involvement

in ownership and management positions. Family involvement in ownership (FIO) and

family involvement in management (FIM) is measured as the percentage of equity held

by family members and the percentage of a firm’s managers who are also family mem-

bers3. 

Family business is an enterprise, in which two or more family members participate in

the ownership of the company and commit themselves to ensure continuity of the com-

pany .

Family business is a business, which is managed by the vision of the family controlling

the business to ensure its stability and transmission from one generation to another .

A company, of any size, is a family business, if: 

 The majority of decision-making rights is in the possession of the individual who
established the company or in the possession of the individual who has acquired

the share capital (units) of the company, or in the possession of their spouses,

parents, children or direct heirs, 

 The majority of decision-making rights of the family are direct or indirect, 

 At least one member of the family is involved in the governance of the company,

 The person who established or acquired the company's shares (units) or his
spouses, parents, children or direct heirs possess at least 25% of shares (units)6.

1 Making a difference.The PricewaterhouseCoopers Family Business Survey 2007-2008.//http://pwc.com.
2 Miller, Le-Breton Miller, Lester, Canella, “Are Family Firms Really Superior Performers”. Journal of Corporate Finance, 

Vol. 13, Issue 5, 2007.
3 Sciascia and Mazzola, Family Business Review, Vol. 21, Issue 4, 2008.
4 http://www.ffi.org.
5 http://www.ffi.org.
6 European Union definition 2009.

FAMILY BUSINESSES IN ARMENIA



Family business is any company in which the family is a significant shareholder or can

have a decisive impact on company's strategy as a board member. Family and business

interests intersect in family businesses. Sensible management of these interests can be-

come a pledge of success and prevent potential risks. Therefore it is necessary to define

the priorities clearly and to determine which of these three positions is prior: company

(“Business First”), family (“Family First”), individual (“Me First”). It is possible to se-

lect any intermediate option but the family should be informed about that selection in

any case7. 

Family business is a company in which the majority of company's voting shares belongs

to the family controlling the company, including the founders who are planning to trans-

fer the business to their heirs. The synonymies of the concept of  “Family business” are

concepts of “family firm”, “family-owned business” and “family-controlled business”8.  

Family business can be presented both in a narrow and a broad sense. In a narrow sense

it is a company in which the employees are family members or their close relatives and

their impact in governance hierarchy depends on their position in the family. In a broad

sense family business is a company that is passed by inheritance from generation to gen-

eration and the owner of which is the extended family9. 

Family business is a variant of manifestation of family's business activity10. 

From these definitions the following characteristics of family business can be revealed: 

1. In a family business property and management functions are mainly carried out

by family members,

2. Family businesses have long-term development horizons due to commitment to

transmit family business from generation to generation, 

3. Family and business interests intersect in family companies, 

4. The status of family business is not determined by the company's size or scope

of its activity.

7 Guide de gouvernance pour les entreprises familiales.
8 http://www.ifc.org/ifcext/corporategovernance.nsf/Content/CGTools-FamilyFounderUnlisted.
9 Шнуровозова Т. Семейный бизнес по-русски. http://www.e-reading.ws.
10 http://www.fba.kz.
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FROM THE HISTORY OF FAMILY BUSINESSES

Family businesses have a long history. The formation of family businesses has launched

from ancient times when family and private property was formed, and people’s entre-

preneurship was developed into their own business, which means that the goods were

produced not only for the own family, but also to satisfy the need of other families. 

Initially there were no differences between family economy and business. The differ-

ences have arisen gradually based on monetary accounting in the Middle Ages… In

wealthy merchant families of Florence (such as the Medici family) family and business

expenses were registered in separate account books. First of all the family’s external

transactions were balanced and the balance was entered into family boiler11. 

The world’s oldest family business is the Japanese construction organization Kong

Gumi, which was founded in 578 and was specialized in construction of Buddhist tem-

ples. The company operates till now but it has been a part of Takamatsu concern since

199912.

The oldest American family company is Zildjian Cymbal Company of Armenian origin

which was founded in 1623 in Constantinople and has been moved to USA in 192913.

The company is currently governed by the 16th generation of the family. 

The companies that have 200 years of history and more have formed their own union

called Hénokiens14. Now it unites 40 organizations: 1 British, 12 Italian, 12 French, 4

German, 2 Poland, 5 Japanese, 2 Belgian and 2 Swiss companies. The criteria for being

a member of the union is not only 200 years of history, the family should also be the

significant owner of the company’s shares since its foundation, the company should be

financially sustainable, companies should have their contribution in innovative devel-

opment, maintaining their ancestral traditions. Union members are unified around the

concept of family business and there is exchange of ideas but not services. 

Nowadays among the most popular family brands are Ford Motor Company, Hilton,

Walmart, De Beers, Toyota, Red Bull, Swarovski, Lego, L'Oréal, Henkel, Barilla,

Beretta, Ferrero, FIAT, H&M, IKEA, Swatch and Heineken.

11 Вебер, М. Протестантская этика и дух капитализма. Избранные произведения. - М.: Прогресс, 2000, С. 56.
12 Календжян С. Волков Д. Семейное предпринимательство: анализ российской практики. Российский внешнеэкономический

вестник. 9 – 2011.
13 http://www.ffi.org.  http://zildjian.com. 
14 http://www.henokiens.com. 
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Family businesses are the basis of the global economic system. Now family businesses

create 70-90% of the global GDP. From global market perspective family businesses

comprise 80-90% of private sector and provide 40-50% of employment.

In 2011, 65% of family companies reported 34% sales growth compared to 2010. Sig-

nificant growth reported especially in Eastern Europe, Latin America and the Middle

East16. 

Family businesses tend to innovative solutions and it is more expressive in cases when

representatives of family’s various generations participate actively in company’s gov-

ernance processes. 

Lessons of the recent financial crisis show that family businesses are more sustainable.

During the crisis their losses were relatively low, explained by not high salary expecta-

tions of employees that were family members. 

Studies show that family businesses are more effective and profitable than others17. The

success of family businesses is explained by their competitive advantages or a family

factor that is expressed in:

 Long-term strategy,

 Identity of interests of shareholders and managers,

 Focus on core activities, 

 Possibility and ability to adopt non-traditional strategy,

 Making operative decisions in changing market situation, 

 Transmission of healthy and sustainable business to the next generation, etc.

According to analytical data of Citigroup Global Markets, investors are willing to pay

3% premium for investments in family businesses in developed countries, while they

tend to require 5-20% discount for those in developing and transition countries18. 

Development of family businesses is not only economically expedient, but it also has

social importance and promotes the improvement of demographic situation in the coun-

try, formation of middle class that is a pillar of stability in any country. Family businesses 

are rather sensitive to social and environmental  problems of the society as they do not

15 http://www.pwc.org.  
16 http://www.pwc.org. 
17 www.oecd.org. Chapter 5. Governance Challenges for Family-Owned Businesses.
18 Citigroup Global Markets. (2007). What investors want: how emerging market firms should respond to the global investor.
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separate themselves from the society and act on the scale of generations. Family busi-

nesses consider the measures aimed at corporate responsibility and charity as a way to

educate and nurture the next generations. Generally the ideology of family businesses

is in line with the concept of sustainable development. 

Concerning the future of family businesses, experts identify the following key tendencies

that will have decisive importance for development of family businesses: 

 Growth of respect towards family values, 

 Spread of concept of sustainable development, 

 Appreciation of quality of life, 

 High assessment of uniqueness and originality,

 Expediency of employee involvement in business processes, 

 Necessity of relations and communication management in business manage  
ment process19. 

ADVANTAGES AND DISADVANTAGES OF FAMILY 

BUSINESSES20

Family businesses are source of possibilities and danger due to their advantages and

disadvantages. 

The advantages of family businesses include: 

Trust environment: The trust is expressed in rational and emotional dimensions. In ra-

tional dimension it shows that the colleague is able to perform undertaken responsibil-

ities, and that conviction is justified by previous experience and behavior. In emotional

dimension the trust is based on general motives and values. If this formula is localized

on family business, then the guarantee of implementation of obligations by partners is

the fact of being a member of the same family which is reinforced by general system of

values.

Orientation for long-term development: If prospects for long-term planning in non-

family businesses are usually 5-10 years, in family businesses this period is measured

by generations as every founder of a company dreams to transfer his business to next

generations. Therefore family businesses are concerned not about short-term profits, but

about the increase of their material and non-material value and  transfer of healthy and 

19 Leonhard Fopp, President Swiss German Chapter of FBN, The Future of the Family Business in 2020 (FBN Scenario).13

http://www.ffi.org.  http://zildjian.com. 
20 IFC. http://www.ifc.org/ifcext/corporategovernance.nsf/Content/CGTools-FamilyFounderUnlisted. 

Исследование частного и семейного бизнеса – 2012, PwC. Ноябрь 2012 года. 

Календжян С. Волков Д. Семейное предпринимательство: анализ российской практики. Российский внешнеэкономический

вестник. 9 – 2011.



sustainable business to their descendants. Long-term economic behavior of family busi-

nesses is also a pledge of stability of economic system.

Loyalty and pride: The family's interests are identical with the interests of the company.

The motive to have successful family business pushes the family to devote entirely to

it. It can be expressed by non-standard working days, low remuneration and opportuni-

ties to re-invest profits in business. In addition, the name of the family is linked to the

products or services provided by it. The quality of products or services, relationships

with partners and customers can increase or decrease the family's reputation. Therefore,

the family does its best to keep its reputation through the products or services. Quality

products and services, loyal customers are source of sense of belonging to family and

pride. 

Knowledge transfer: The knowledge of previous generations is not lost in family busi-

ness. It is transferred to the next generations who develop it to transfer to their descen-

dants. Usually family members are involved to family business at an early age that

enables them to grasp the nuances of family business and its governance, to take initia-

tive and responsibility for family business. 

In addition to advantages family companies also have disadvantages that include:

Family relationships and feelings: In contrast to non-family companies, in family busi-

nesses the responsibility of family members is not limited only by company manage-

ment. They are also responsible for relationship in the family, as well as for management

of family-business interrelations. These relationships are interconnected: business prob-

lems are often complicated under the influence of family relationships and feelings, and

complex family relationships are deepened under the influence of business failures.

Non-formal relationships: In family businesses mainly dominate non-formal relation-

ships, which can affect negatively the company’s discipline. Non-formal relationships

put aside the issues of change of generations, hiring of family members, and involvement

of external professionals. These issues may be additional source of conflict along with

the company’s growth. 

9FAMILY BUSINESSES IN ARMENIA
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FAMILY BUSINESSES IN ARMENIAN REALITY

Family businesses are not innovation in Armenian reality. They developed rapidly in

pre-revolutionary period, however, outside the country's borders: in Middle East, Russia,

Baku, Tbilisi. It should be noted that in oil industry Armenian companies were compet-

ing with the Nobel and Rothschild companies. There were dozens of companies belong-

ing to Mirzoyan, Adamyan, Ghukazyan, Mantashyants, Gyulbenkyan, Tumanyants,

Krasilnikyan, Linosyan, Aramyants, Budaghyan, Hakhverdyan and other families. Ar-

menian family companies were funded and developed in oil industry as well as beyond

its borders. There can be mentioned fishing (Lianosyan) and water supply (P.

Ghukasyan’s “Caspian pipeline”, Ch. Shahgeldyan’s “Bibi-Heybat” plumbing and “Ara-

mazd’s”) companies, trading houses (Chitakhyan and Eminyan, Pridonyan and Shah-

nazaryan, Tsovianyan, "Bekkhanyan & Co.", "Ghazumyan & Co."), caviar production

(Arshakuni family), tobacco production (Mirzabekyants brothers, "S. M. Karakoz" com-

pany), chocolate production (Piliposyants brothers), natural fruit juice and mineral water

production companies (S. Melik-Ghulambaryants), "Masis" Steamboat Company

(Yesayi Pitoyan), etc. It should be noted that all these companies were in the top five in

their fields21.

Perhaps among the Armenian family companies Yerevan Brandy Company may be men-

tioned, that was built in 1887 by merchant Nerses Tairyan (Tairov). However in 1899

he leased the company out and then in 1900 sold it to Russian manufacturer Nikolay

Shoustov’s "Shoustov and Sons" company.

Family businesses are not specified as an object of special regulation in Armenian leg-

islation. Therefore there are no statistics available on such companies, including the sta-

tistics on their contribution to the economic life of the country. 

In Armenia companies are classified by size: small, medium-sized and large. 

21 Դադայան Խ.Զ.: «Հայերը և Բաքուն (1850-ական թթ. - 1920թ.)»: Երևան, «Նորավանք» ԳԿՀ, 2006թ.:  241 էջ:

According to the Law of RA “On State Support of Small and Medium Entre-

preneurship”, SME units in Armenia are classified into the following groups: 

1) micro: commercial organizations and sole entrepreneurs with up to 10 em-

ployees and with revenues from the previous year's activities or carrying

value of assets at the end of the previous year not exceeding AMD 100 mil-

lion. 

2) small: commercial organizations and sole entrepreneurs with up to 50 em-

ployees and with  revenues from the  previous year's  activitiesor carrying

value of assets at the end of the previous year not exceeding AMD 500 mil-

lion.
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However, based on typical features of family businesses mentioned above, it can be

stated that the majority of Armenian companies are family businesses regardless of their

organizational and legal status and size. This means that economic activity in Armenia

is conditioned on the activities of family businesses, and their sustainable development

can be a pledge of economic development of the country.

RESEARCH RESULTS

Taking into account the role of family companies in socio-economic life of the country,

the Corporate Governance Center with the support of the International Finance Corpo-

ration, a member of the World Bank Group, did a research on Armenian family busi-

nesses. 

The survey was conducted through a poll among 30 family businesses during the period

from April 15 to May 15, 2014. Standardized, multiple-choice questionnaire was used

during the survey. 

The tasks of the survey were to: 

 reveal the features of management and activities of Armenian family busi
nesses, 

 identify the impact of business environment on family businesses, 

 explore the impact of family on business, 

 study the features of generation change in family business and other issues re-    
lated to development of family business. 

3) medium: commercial organizations and sole entrepreneurs with up to 250

employees and with revenues from the previous year's activities or carrying

value of assets at the end of the previous year not exceeding AMD1,500

million and AMD1,000 million respectively. 

In terms of Law of RA “On Accounting”, an organization is considered large if

it complies at least one of the following indicators: 

a) revenues from the reporting year’s activities exceed one billion AMD. 

b) carrying value of assets exceeds one billion AMD at the end of the reporting

year. 
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FEATURES OF FAMILY BUSINESSES IN ARMENIA 

It is desirable to start the research of Armenian family businesses from the study of their

current state, possible problems, competitive advantages and export opportunities. 

As seen in Figure 1, the vast majority of Armenian companies have reported growth in

the last 12 months compared to the previous period, however with different qualitative

characteristics of growth rates. The growth has been accompanied by acceleration of

growth rates only in 15% of companies. In the majority of companies (59%) the growth

rates have been maintained on the same level, that is, no significant qualitative changes

were recorded in them. 

Figure 1. Growth rates of family businesses

In order to study the problems of family businesses, the latters have been conventionally

divided into two groups: external and internal problems. The survey results show that

the most significant external problem of family businesses is unfavorable market con-

jecture caused by decline in sustainable demand (48%). Family businesses have given

an equal importance to the tax burden and strict tax administration, as well as to the is-

sues related to external financing. The companies have mentioned the growth of prices

for raw materials and energy resources as a separate problem that is an issue of mutual

influence. It affects the sustainable demand on the one hand and the cost price of com-

pany’s products (services) on the other hand reducing their competitiveness (Figure 2).

The expected electricity price hike will most likely promote the increase of importance

of this issue.



Figure2. External problems of family businesses

The study of internal problems shows that companies are mostly concerned about the

profitability of businesses (67%). At the same time, the respondents also mentioned the

lack of qualified human resources (56%) as an internal problem. International studies

show22 that this problem is typical to almost all family businesses and it is explained by

financial restrictions of remuneration of qualified workforce. 44% of the companies

mentioned the issues of corporate governance as an internal problem, which refers to

unregulated activities of management bodies, the absence of internal control mechanisms

(Figure 3).

Figure 3. Internal problems of family businesses

22 Исследование частного и семейного бизнеса – 2012, PwC. Ноябрь 2012 года.

13FAMILY BUSINESSES IN ARMENIA
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By combining external and internal problems of family businesses we can conclude that

currently the most pressing problem of companies is the financing of businesses as the

representatives of family businesses are particularly concerned about alternative factors

having impact on financing, such as decline in sustainable demand, heavy tax burden,

insufficient level of profitability. It is also shown by the observation of companies' com-

petitive advantages, because financial sustainability, as a competitive advantage, is con-

cluding the list of advantages gathering only 15% of respondents' votes. 

The question naturally arises as to the availability of which sources currently provide

sustainability to the family businesses. The survey results show that the major sources

of financing for family businesses are loans of commercial banks of Armenia (78%), as

well as borrowings from the family (33%). The first source of financing is expensive

enough and it is impossible to provide expanded development of family businesses at

their expense. Regarding the second source, it is usually applied by the companies that

are interconnected with another business of the family and the significant shareholder

directs financial flows from one business to another to ensure the viability of businesses.

As a result, the companies refrain from applying the practice of dividend distribution in

order to re-invest the profits in the family business. 

The companies that receive financial resources through institutional investors’ ownership

and lending and the ones that attract financial resources from securities market are ex-

ceptions to general pattern. Currently corporate bonds are the main tool to attract finan-

cial resources from securities market – 4% (Figure 4). The problem of finding available

financial resources is directly related to the quality of companies’ management as both

institutional investors and securities market provide resources to the companies with ef-

fective corporate governance system.

Figure 4. External sources of financing for family businesses 



The respondent companies mentioned the product quality, brand awareness, own experience

of managing and knowledge of the market as their competitive advantages (Figure 5).

Figure 5. Competitive advantages of family businesses

In regards to the competitive advantages of competitors, the respondent companies ba-

sically explained the competitors’ success by the competitive price policy and marketing

activities (Figure 6).

Figure 6. Competitive advantages of competitors

15FAMILY BUSINESSES IN ARMENIA
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Having an idea about common problems of family businesses and their competitive ad-

vantages, the question naturally arises as in what sphere family businesses need addi-

tional investments. Taking the entirety of the highest priority assessments in respondent

companies’ responses, 3 interconnected spheres may be separated from the ones with

additional investments demand: expansion of sales market, marketing and customer re-

lationship improvement, as well as the increase in production volume (Figure 7). Going

back to the companies' internal problems (Figure 3) among which were included the

lack of qualified human resources and corporate governance, the companies do not give

prime importance to these when considering additional investments. It can be explained

by dominate nature of short-term management behavior of family companies. The dis-

tinctive feature of Armenian family businesses from foreign partners is their short-term

horizon. It should be noted that such a behavior is also typical to non-family business.

The explanation for the situation lies in the fact that long-term management model is

estimated to be risky and uncertain, while in case of short-term model the results of set-

ting goals become visible. 

Figure 7. Spheres where family businesses have 

additional investments demand

A possible way for sales market expansion is enhancement of the companies’ export po-

tential. Only 30% of respondent companies are engaged in export. The markets histor-

ically familiar to Armenian businessmen (Russian Federation, Georgia) have higher

weights among the export countries. Some of respondent companies managed to export

to USA, which is mainly conditioned by the existence of Armenian Diaspora and aware-

ness of the exported brands. The respondent companies highlighted the existence of a

reliable partner in the export country as a factor promoting the export. 



STATE AND FAMILY BUSINESSES

International practice shows that the state has a major role in promoting the development

of family businesses. Therefore, through the survey of family businesses it would be

logical to evaluate the impact of state policy on family businesses. 

As seen in Figure 8, only 15% of respondent companies noted that the state recognizes

the role of family business in sustainable development of the country and supports the

business development. 33% noted that the state has an indifferent attitude to the role of

business. One of the ways to express indifferent attitude is to realize the role of family

business but not to support it, and 52% of respondents voted for it. In general, it can be

concluded that the vast majority of respondents (58%) share the opinion that the state

has an indifferent attitude towards both family business and sustainable development

of the country.

Figure 8. The state’s attitude to family business

Naturally, the first thing the respondents noted as a mean to support family business was

the improvement of business environment (78%). The ways with the highest number of

respondents’ votes are interconnected and naturally derive from the problem of improve-

ment of business environment: easing the tax burden, transparent tax administration,

elimination of bureaucratic red tape, eradication of corruption (Figure 9).   

17FAMILY BUSINESSES IN ARMENIA
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Figure 9. The main ways of state support for family business

In forecasting the business environment (for 3 years), the share of respondents’ pes-

simistic expectations and uncertainty is high enough (Figure 10).

Figure 10. The attitude of family businesses to the changes 

in business environment in the next 3 years

Thus while the proponents of pessimistic approaches (the environment will deteriorate,

the environment will deteriorate significantly) constitute 30%, then 22% of participants

voted for environmental improvement, 22% refrained from making predictions and 26%

didn’t expect any changes. Taking into account that the majority of the companies men-

tioned the improvement of business environment as an issue of family business devel-

opment (Figure 9), then the votes of those who predicted deterioration of environment

can be added to the votes of those who didn’t expect changes. 



THE ROLE OF A FAMILY IN BUSINESS 

In contrast to an individual, a family business can live long enough. Family businesses

go through certain stages of development which can conventionally be divided in to the

stages of: 

1. Founder(s),

2. Direct or second-generation successors, 

3. Third-generation successors (family dynasty)23:

This separation is conventional, as not all companies are able to overcome the risk of

generation change. According to estimates by Family business institute, only 30% of

companies can overcome the risk of first generation change, 12% - the third and 3% -

the fourth and subsequent changes. 

Therefore one of the most important problems of family businesses is a generation

change: retention of position of the family both in capital and management system. Nur-

turing the culture of business management in descendants or successors, strengthening

of their interest in family business, transformation of family values into business ones

are the cornerstone that ensures the continuity of success story of family business. 

Hence, the owners of family businesses are mostly concerned about smooth transfer of

ownership and management functions to descendants, their preparation, resolution of

possible disagreements between family members and formation of certain relationship

culture. 

According to the survey results (Figure 11), Armenia is still a country of family compa-

nies of first generation or founders, which is natural because most of Armenian family

businesses have quite short history. “The oldest” companies are peers of the country,

which means that they have 20-year history. At the same time, as seen in the figure, the

founders’ direct descendants or the representatives of the second generation are also in-

volved in management system of 41% of the companies.

23 http://www.ifc.org/ifcext/corporategovernance.nsf/Content/CGTools-FamilyFounderUnlisted.
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Figure11. Generation involvement in family businesses

In connection with the features of corporate governance practice in Armenia, the founder

(shareholder or participant) have a decisive role in family businesses. The founding

shareholder is the chief executive officer in 63% of companies. It was mainly reported

in those companies that didn’t have established board of directors. In 15% of companies

all management levers are in the hands of a shareholder. Only in 4% of companies a

shareholder is not actually involved in management processes but it does not exclude

his or her indirect participation or impact on corporate decisions (Figure 12).

Figure 12. Status of the founder in family businesses



Family members may have different impact on a business. It may be due to both the in-

volvement of family members in the business and “neutral” position towards business.

In 56% of respondent companies, family members hold senior management positions

(Figure 13). Taking into account that in most of these companies the board of directors

has not been formed (according to RA legislation the formation of the board of directors

is mandatory for the companies that have more than 50 shareholders), then family mem-

bers are mainly involved in ongoing management processes. This situation is problem-

atic in terms of motivation of employees who are not family members, because the fact

of being the family member is the criteria to be appointed to a senior management po-

sition regardless of employee contribution and diligence. Therefore, attracting and re-

taining professionals has become a problem for companies. The way to overcome such

situations is the regulation of recruitment procedures for family members.

Figure 13. Family members' involvement in family business

Those, who are not shareholders and do not participate in management of the company,

constitute relatively large group (26%) among family members. International practice

shows that this group's possible demand from the company may be the awareness of

company's operations, main directions and problems in development. 

21FAMILY BUSINESSES IN ARMENIA



22 FAMILY BUSINESSES IN ARMENIA

Figure14. The future of family business

As any parent dreams that his or her children live long and happy, likewise the family
business founders dream their business maintains its vitality and continuity for a long
time. Family business unites these two dreams: children, being a continuation of their
parents, are also their business successors. 

In this matter Armenian companies are not an exception. 63% of respondents intend to
transfer the family business to the next generations, including 22% that have expressed
a desire to transfer the business to the next generation, involving professional managers
in ongoing management processes. 33% of respondent companies are still in uncertainty
about the future role of the family in business (Figure 14). 

The survey results suggest that Armenian companies don't pay proper attention to the
problem of generations. 100% of respondent companies don't have a generation strategy
in place. Only 4% of the companies plan to have such a strategy, which will spread over
both ownership and management systems. 

Succession planning is a primary problem for family businesses. The lack of succession
or generation planning in them is a risk in terms of ensuring business development and
continuity. It enables to change people in the company's management system in an evo-
lutionary way without drastic measures and incidents that could have devastating impact
on a business. Generation planning is a component of strategic planning. It includes is-
sues of planning of managers and owners (heritage). The best corporate governance
practice suggests that companies should have a clear methodology of generation plan-
ning for both planned and emergency situations. 

Among the possible deadlocks of generation changes are: 

 The choice of a worthy heir or successor, who will be able to ensure the quality
management of the family business. This problem is especially escalating when

a few people are interested in becoming a descendant, 



 The risk of incompetent management and trust when the company's governance
by family members can lead to unprofessional management on the one hand, and

the involvement of professional managers may be faced with the problem of trust

and be accepted by family members painfully enough on the other hand.

 Some owners are not ready and don't want to transfer management of their busi-
ness to the next generation. The enthusiasm that helped them to create their own

business impedes the process of generation change.

The problems and “institutional deadlocks” (high level of bureaucracy and corruption,

problems in business financing, lack of state support, etc.) of business environment in

Armenia have a crucial importance in putting aside the issue of generation change. They

not only hinder business development, but also “restrain” the founders from transferring

that “burden” to their children. 

Within the generation strategy it is also necessary to think about the education of future

generations and their ability to assume responsibility for property management. It means

that the main way to maintain and develop family business is to prepare descendants,

showing what they are capable of, arming with knowledge and love towards the work.

The practice of successful family businesses shows that the earlier the process of arousal

of growing generation’s interest towards family business starts, the earlier it integrates

in business processes, then the higher the level of its autonomy and efficiency in future

will be.

The survey results suggest (Figure 15) that the main way to transfer the interest towards

family business to the next generations is direct contact with family business founder

(74%), who serves as an example to his or her heirs by his or her personal experience.

37% of companies also stated that direct involvement in company’s operations is also a

way to add experience. Only 19% of companies highlighted the importance of education. 
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Figure 15. The ways to arouse interest in family business

Without diminishing importance of the two ways mentioned above, it should be men-
tioned, that each generation of family business must introduce new ideas, new ap-
proaches, “the new blood”, as the transition of family business to the next generation
tells about a new level of development. In addition, family businesses operate in condi-
tions of changing environment and only the persons that grasp the changes can ensure
the sustainability and continuity of family business. Therefore, the education has a more
significant role in preparing a successful generation than respondents consider. It can
be viewed as an additional investment direction, as the development of abilities and
skills of the founders’ successors is a source of increasing business value as well. Ac-
cording to another study that was carried out within the frameworks of a larger sample,
most respondents highlighted the role of education (28%), putting aside even the factor
of heritage (5%).

Figure 16. Which of the following will help your children to be in a better 
situation when they are your age?24 

24 Caucasus Barometer. Public Perceptions on Political, Social, and Economic issues in South Caucasus Countries. 2013 sample survey 

results.www.crrc.am. 



In the context of education, a logical question arises as what kind of education the rep-
resentatives of the family’s next generation have received. Taking into account that the
age groups of “up to 35” and “35-44” dominate (45%) among the family business
founders, then accordingly the share of schoolchildren and adolescents is high (41%).
The heirs outside this age groups got or are getting higher education, 44% in Armenia
and 34% abroad (Figure 17). The dominant is the field of economics, including market-
ing and management (66%). From the perspective of family companies only the fact of
getting education abroad gives cause for concern, as problems can arise related to adap-
tation to Armenian business reality in the future. 

Figure 17. Education of representatives of the founder’s next generation

In the meanwhile, the respondents expressed a desire that their descendants have basic
knowledge of business administration (52%), corporate governance and corporate fi-
nance (48%) and law (22%). Within the survey, it was interesting to know the opinion
of family companies’ representatives on family businesses’ drawbacks and advantages,
as well as on the impact of family nature of a business while overcoming the problems
of economic management. 

The respondents gave the maximum value (85%) to the identity of family and business
interests among advantages of family businesses, when family well-being depends on
business success and vice versa. As mentioned earlier, companies in Armenian business
reality mainly refrain from paying dividends and profits are used for financing invest-
ment projects of companies. Representatives of family businesses consider this feature
as an advantage (70%), taking into account the lack of access to other sources of financ-
ing. The respondents mentioned operational decision-making (63%) as the next impor-
tant advantage. It is natural at the current stage of development of family businesses
that the decisions are made by a single center that is the founder (Figure 18). 
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Figure 18. Respondents’ attitude towards the advantages of family businesses

The respondents highlighted the impact of family disagreements on business as the main
drawback of family businesses (63%), because in this type of business not only business
interests but also the relations between family members are at stake. The respondents
also mentioned the prevalence of informal relationships as a drawback of family busi-
nesses (56%). Some respondents noted that non-formal relationships are preferable in
business formation and they positively affect business results. However, business ex-
pansion, which can also lead to the involvement of non-family members in management
system, requires relationship formalization. “New rules of the game” may meet even
the family members’ resistance. 

Figure 19. Respondents’ attitude towards the drawbacks of family businesses

Taking into account that the respondents mentioned the impact of family disagreements
on business as a significant drawback of family business, it is expedient to consider their
probability, nature, as well as the ways to overcome them in Armenian family companies. 



The survey results suggest that there are almost no disagreements related to business
management. It is natural as the business is under the control and ownership of the fam-
ily’s first generation, and the voice of management of family business is unified in this
case. 

Figure 20. Sources of tension over company’s management

However, there are some issues that cause certain level of tensions among family mem-
bers (Figure 20). At the current stage of development of family businesses, the problems
that cause serious tensions are the separation of roles in business (7%), remuneration
(4%) and business strategy (4%). Although the ratio of issues that cause tension is quite
low, they should not be excluded in any case. 

As for the ways of resolving possible disagreements, the companies prefer informal
methods such as family meeting (56%) and oral communication (44%). Written agree-
ments, including contracts concluded between shareholders are applied in companies
that are financed by institutional investments. 

CONCLUSIONS

The survey results suggest that:

 The most significant external problem of family businesses is unfavorable market
conjuncture caused by decline in sustainable demand (48%). Family businesses

have given an equal importance to the tax burden and strict tax administration,

as well as to the issues related to external financing (44%). The companies men-

tioned the growth of prices for raw materials and energy resources as a separate

problem (41%).

 Among internal problems, the companies were mostly concerned about the prof-
itability of the business (67%). At the same time, the respondents also mentioned 
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the lack of qualified human resources (56%) and the issues of corporate gover-

nance (44%) as internal problems. 

 The major sources of financing for family businesses are loans of commercial
banks of Armenia (78%), as well as the borrowings form the family (33%). 

 The companies mentioned the product quality (78%), brand awareness in the
market (70%), own experience of managing and knowledge of the market (67%)

as their competitive advantages. The companies mentioned competitive price

policy (67%) and marketing activity (59%) among competitive advantages of

competitors. 

 The companies mentioned sales market expansion (92%), marketing activation
and customer relationship improvement (89%), as well as increase in production

volume (65%) among the spheres with additional investment demand.

 The vast majority of respondents (85%) expressed opinion that the state has an
indifferent attitude to the role of family business in sustainable development of

the country. 

 The respondents noted the improvement of business environment (78%) as a
mean to support family business. The ways with the highest number of respon-

dents’ votes are interconnected and naturally derive from the problem of im-

provement of business environment: easing the tax burden, transparent tax

administration, elimination of bureaucratic red tape, eradication of corruption.

 In forecasting the business environment (for 3 years) the share of respondents’
pessimistic expectations and uncertainty is quite high.

 Armenia is still a country of family businesses of first generation or founders.

 The founding shareholder is the chief executive officer in 63% of the companies.
It was mainly reported in the companies without formally established board of

directors. In 15% of companies all management levels are in the hands of a share-

holder. Only in 4% companies a shareholder is not actually involved in manage-

ment processes but it does not exclude his indirect participation or impact on

corporate decisions

 In 56% of respondent companies family members hold senior management po-
sitions. 

 63% of respondents intend to transfer the family business to the next generations, 



including 22% that have expressed a desire to transfer the business to the next
generation, engaging professional managers in ongoing management processes.

 Armenian companies do not pay proper attention to the problem of generations.
100% of respondent companies don't have generation strategy.

 The main way to transfer the interest towards family business to the next gener-
ations is the direct contact with family business founder (74%). 37% of compa-

nies also stated that direct involvement in company’s operations is also a way to

add experience. Only 19% of companies highlighted the importance of educa-

tion.

 The respondents expressed a desire that their descendants have basic knowledge
of business administration (52%), corporate governance and corporate finance

(48%) and law (22%). 

 The respondents gave the maximum value (85%) to the identity of family and
business interests among advantages of family companies. 

 Respondents highlighted the impact of family disagreements on business as a
main drawback of family businesses (63%). 

 There are almost no disagreements related to business management in companies.
However, there are some issues that cause certain level of tension among family.

At the current stage of development of family companies the problems that cause

serious tensions are: separation of roles in business (7%), remuneration (4%) and

business strategy (4%).

 Among the ways of resolving possible disagreements the companies prefer in-
formal methods: family meeting (56%), oral communication (44%). Written

agreements, including contracts concluded between shareholders are applied in

companies that are financed by institutional investments. 

INSTEAD OF CONCLUSION

According to the research results, family businesses in Armenia face both external and
internal issues. Recommendations presented in this report mainly refer to solving internal
problems. 

A possible way to overcome difficulties related to solving problems of family companies
is corporate governance. Companies often perceive it as a liability related merely to cer-
tain laws and regulations, but it is only one side of the issue. Surely corporate governance
is not a panacea, but good corporate governance  helps the companies to  achieve  their
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goals: to elaborate development strategy, to increase efficiency and competitiveness, to
ensure sustainable development and good risk management, to attract capital invest-
ments, etc. In modern conditions the perception that corporate governance applies only 
to companies with large and complex structure is wrong.

In case of family business the application of corporate governance is extremely impor-
tant based on complications of the issues related not only to business but also to family.
Many family companies around the world fail during the first generation change, as they
give minor importance to corporate governance or ignore the application of its principles. 
To perceive the necessity of corporate governance for family businesses, the owner must
be mentally rescinded from his company. It means that the owner must be able to observe
the operating system through an ”external gaze”. In this matter family businesses can
use the methodology developed by the International Finance Corporation, a member of
the World Bank Group for assessing corporate governance of companies including fam-
ily ones . The analysis and assessment of this diversified, inclusive and comprehensive
methodology enables to analyze the current state of the company’s corporate governance
system and outline the company’s strategic development directions, provide the com-
pany with mechanisms for self-development, promote corporate governance to become
the company’s management culture, style of activity, as well as to improve the com-
pany’s corporate governance system based on global best practices.

The assessment of family businesses’ corporate governance system includes an analysis
and assessment of issues such as: 

 Companies'  commitment  to  corporate  governance, including  detailed analy-

sis of companies’ corporate governance policies, schedule of corporate events,

corporate governance code, code of corporate conduct, plan of generation

change, compliance function, distribution of property in family, agreements be-

tween shareholders, preparation of successors and other issues. 

 The company's Board of Directors and its operations: consideration of issues

related to formation of the board of directors, its composition and structure, the

board members who are not family members, functions of the board of directors,

its operating procedures, relationships between the board and executive body,

board assessment, relationships between the board and family. 

 Control environment: consideration of issues related to internal control system,

competencies, functions and scope of responsibilities of internal auditor, risk

management, external audit, and coordination of the activities of external and

internal audit, compliance project. 

24 Caucasus Barometer. Public Perceptions on Political, Social, and Economic issues in South Caucasus Countries. 2013 sample survey re-
sults.www.crrc.am. 



 Transparency and information disclosure: consideration of channels for infor-

mation dissemination, accessibility of financial and non-financial reports to com-

pany's stakeholders. 

 Issues related to protection of rights of minority shareholders, if any. 

As mentioned before, the methodology allows assessing the current state of corporate

governance in the company, to identify the areas of improvement and to support the

companies in their implementation. This approach assumes development of internal doc-

uments, corporate policies, board of directors' activities, control and audit functions,

and risk management, mechanisms to ensure transparency and information disclosure

and support in their implementation. 

According to the survey results, corporate governance specific issues derive from general

ones. The problem of generation change in family businesses is one of them. Interna-

tional experience of family businesses shows that sooner or later it achieves actual sig-

nificance for any family business and in this matter the effective transfer of ownership

and management functions to the successors is determined by the preparedness level of

the family and business. 

This is possible, if the generation change process in the company is being planned. Ge-

neration change plan must answer the following key questions:

 Are possible successors ready and do they want to act as responsible owners and

run the business?

 Can the company work without the founder's control?

 How will the shares be circulated both in the family and out of it?

 Is it possible to involve professional managers and delegate the company's on-

going management to them?

 Can professional managers become shareholders and under what conditions?

 What problems might arise in family, company, among employees and business

partners during the transmission of business and other similar issues?

The plan of generation change reduces the risks of transfer of business. The planning of
generation change in the company is also important for companies' stakeholders. It en-
ables to evaluate the company's development prospects, to consider the company not as
a one-day player but as a subject that cares about its long-term development and conti-
nuity in the market, which serves to strengthen the company's reputation and to increase
brand value.
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The other important issue for family businesses is to involve and maintain qualified per-
sonnel. The lack of qualified specialists negatively affects business. The winners are the
companies that conduct competitive policy in this field, one of elements of which is the
hiring policy for family members. It is necessary to consider the expectations of all fam-
ily members in its elaboration. In some companies, family members are not allowed to
work in the company and in the others there are clear requirements for family members
(e.g., education, work experience, age limits, etc.). In any case, it is necessary to set the
balance between business and family interests as a starting point, while hiring family
members or banning them to work in the company. This policy should be based on the
principles of meritocracy, according to which no one can hold a position in the company
without the proper level of qualification and professionalism regardless of kinships. This
policy promotes formation of fair atmosphere in the company and increase of motivation
of employees who are not family members. 

In terms of strengthening of corporate governance principles in family businesses, the
formalization of family meetings (councils) is also highlighted as a tool for resolving
family disagreements, as well as the necessity to adopt family code/charter of conduct
regulating relationships between family and business.

In summary, it can be concluded, that family companies are source of both opportunities
and risks due to their advantages and disadvantages. This feature of family businesses
becomes manageable through the tools and mechanisms of corporate governance. The
implementation of corporate governance principles in family businesses allows focusing
the family's attention only on company's expansion and growth.

And in this regard the following recommendations to Armenian family businesses are:

 to identify the features of own corporate governance system through brief as-
sessment (analysis) of the system, 

 to balance the interests of family and business in decision-making process, 
 to form mechanisms for settlement of disagreements, transmission and preser-

vation of family values,
 to separate roles and functions clearly both in family and in business,
 to regulate the procedures of hiring and motivation for family members and for

those who are not family members, 
 to separate functions of government bodies (including the family council) clearly

and to regulate their activities, 
 to develop a strategy for generation change, 
 to cooperate with other family businesses for experience exchange, including the

development of family members' and successors' experience. 
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