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1. Executlve Summary

Pro;ect Objectlves
Smce the end of the 80‘s Armema has: been falhng to a deeper and -deeper economic

Crisis. The reasons are rnany and Include the dtsrupted tradmonal economic ties with the repubhcs i

“of former USSR, the blockade unposed by Azerbarjan the war in Karabakh and the energy crisis.
This situation ‘1s agg-ravated ‘by the absence .(or delay).of appropriate laws for regulatmg busmess-
act1v1t1es More and more companres are reducrng their operatlons or temporartly cIosmg down,

i being unable to cope wrth all the probiems However desplte thls overwhelmmg declme some

comparues not only survrve but even succeed Obvrously, these compames have managed to ﬁnd

some solutlons to overcome the economlc crisis. It could erther be the change in thelr strategles

‘;,(ﬁnanmal,' orgamzatr_onal, marketlng, ‘etc.), sources of raw’ matenal supply, rnarkets,_ or all of

i these.

The goal of thrs pro_]ect was to spot such successful compames among manufacturmg

g busmesses (both from the state and private sectors), to ldentlfy and explore the sources of

. their success, and develop the set of recommendations - to be used by mterested

organizations, both for scientific and business purposes.

~ Inorderto achieve the project's objectives, ‘the following steps have been undertaken:"

-« lIdentify the most successful Armenian manufacturlng compamnies.

. Investrgate these companies' activities and explore the ways and means by wh1ch they

managed to solve the problems resulting from the blockade and the energy crisis.

. Analyze and summarize the variety of ways by which these companies solved the similar

problems.

"« Elaborate the set of recommendations to be used by interested organizations (potential

investors, government agencies, manufacturing companies, entrepreneurs, etc.).




interviews (personal and/or wrltten questronnarre) development

: Fihdtngs .

1

'_taxation pollcy chosen by the government creates msurmountable barrrers

In the process of performmg the prOJect different methods were used such as:- tours, ;

of new ratios that reﬂect the'

_ critical aspects of business for Armema correlation analysrs graphtcal representanon of relat1ons ,

between different variables.

The current busmess env1r0nment in Armema is not favorable to running a busmess The

for the husmesses

'Those busrnessmen who run therr own busmesses hide therr proﬂts to be able to survwe The
| 1nﬂat10n rate 1s 1, OOO% per year whrch is a serious obstacle for the busrnesses This problem
'.,15 aggravated by an unstable rate of the domestic currency (ruble) compared with the 1r1ﬂat10n
rate. |

The successful company in Armenia is defined as 2 company that satisfies two requirements:

7 .a) ' Satisﬁes its employees' needs;_

b) Satlsﬁes the owner's requirements.

Not all the investigated companies appeared 1o be successful It primarily relates to the state-

~owned companics. According to the rating of the ten compames conducted by the team
members, the.state-owned companies got 5.08, whereas the private companies got 7.94
(using a 10 degree scale). | |

In order to survive the inflation and the taxation, the company must sell all its products by the

end of year (assuming all costs are paid ar the beginning of the year) for almost twenty times

more than the costs were. Accounting for inflation rate, we estimate that with the current tax

policy, the company's rate of return must be 100% (sales are twice more than the total costs).

The main success factors in Armenia are found to be:
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1.

L Exceptronal ability of the top management/ to operate int the current srtuatron
2. .Low level of dependency on raw materrals _
| 3. Lowlevel of dependency on energy.
4: Low level of dependency on requn‘ements to the technology used

5. Umqu_eness_(demand) of the productron in C_;IS (abroad).

 Recommendations

_ _It'is highly recomrnen(_ied to the new entrants to establi_s_h their husin_esses in those-industries,

that do not -require-a great deal-energy and do not greatly depend' on raw- materials that need

to be 1mported Slnce the Socialism Era, Armema has been a s01ent1ﬁc and cultural center, so,

_there is hlghly quahﬁed work force in Armenia which Imght be beneﬁcrally used. Therefore

new entrants would have more ofa chance to succeed if their businesses were in such areas as

- construetion, computer _s\oftware development, computer hardware assembling, production of.

high-tech electronic medical equipment, architect design, high-tech research and development,
etc. | o

The government should revise its taxation policy. The taxes must be brought down at least to
the US tax rate. As the experience of some developed countries shows, by decreasing taxes
the amount of collected taxes increases. As was mentioned, hiding profits has become chronic
in Armenia; the state has a stated budget deficit of 10 billion rubles, so the recommended

approach would improve this situation.
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However there are some companies that not only survwe but even manage to make a;‘ '2 3. Project Scope and Constraints

proﬁt Unfortunately, there is- not a correspondmg agency that could explore and generahze the

,‘; ~ positive ex enences accumulated by different successful ‘compa es, de l | ‘
{I- P p v, pani ve op a set Of 1. The geography of the mvestlganon was reduced to, the Yerevan and nearby regions due to the

(i R recommendau ns r 1tuatlo 51m11ar to the urrent.
o . _0 | Or.5 ns c one, and dlssemmate it among potennal | sharp mcrease in travel expenses (pnce of fuel durmg these rnonths tripled);

users. . : B B |
, - . 7 o o : 2. The pI"O_]GCt concentrated on manufacturmg cornpames onIy The team did not CGHSlder

S e

merchandlsmg busmesses Although this type of busmess currently earns the highest returns, .

i oy e

2.2, Project Goals. ' "[hlS 51tuat10n should be consrdered a temporal one - untrl the economy gets normahzed

- | l - ' o Armeman economy should be based on the manufacturlng mdustrles since Armenia
The goal of thlS prOJect was to 1dent1fy in Armenia the most successful companies among h1storlcally has been an industrial and SClEﬂtlﬁC center of the former USSR;
kB
rnanufactunng busrnesses from both the state and pnvate sectors 1o identify and explore the =~ 3 Since almost all Armeman cornpames hrde therr proﬁts to be able to survive the taxanon law,
factors of thelr success in strateglc management and develop a set of recommendattons to be ‘ ; ‘7 the team acknowledges that the compames ﬁnancral statements are inaccurate and
. used by interested orgamza’nons both for scrennﬁc and busmess purposes | under stands that it is impossible to rely on thém ..

The set of recommenda’nons was proposed to consist of adv1ce outlining how to organize

the act1v1t1es to be strong in crisis condmons The secondary goal of the project was to make

| ~ interested parties in the US familiar with the leadrng ‘Armenian companies and, if possible, to
| attract them to invest capital in the Armenian economy. o : 1

Durmg the process of performing the project, however, the goal of the project underwent
some changes. The fact is that after the selection of the companies , and in the process of the 7
collection and evaluation of the data, the team found out that, in realrty the success of some i
| companies recommended by corresponding ministries 'actually was exaggerated. The team .dec1ded

| not to drop them from the survey and instead compare those companies with successful ones n

”| order to develop the most critical success factors. As a result, unlike its previous intention to

investigate only the most successful companies, the team also surveyed unsuccessful ones.

)
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3 - Methodology.

‘ The pro;ect was divided into two major parts: gathermg and analyzmg the: data Then :

based on this key part of the pI’O_]eCt the team developed a set of recomrnendanons which
cons1sts of adv1ce explammg how to choose. an area of busmess wh1ch wrll be strong in crisis

condi-tions- The team use bramstormmg sessmns for idea generatlon There were four

A

' bramstormmg sessions with pro;ect adv1sors and four sessions’ with the Umversrtys faculty

members. . R - o

3.1. Gathering Information.

The necessary data. were gathered by visits to the investigatéd companies. The team

'members have visited and inveStigated 11 companies (six s_tate"and five private). They.'made 30
trips to the companies, spent } 14,810 rubles and'about_' 150 hours of the time budget in the field

work. The team decided to drop""Cavorr International" because of small capacity and small weight -

in the relevant industry. All the specific data about’ investigated companies are shown in
Appendix A. The field work was organized in the following way:
. by means of the questionnaire;

. by means of interview.

3.1 1. Questionnaire. A
Prior to the trips to the companies the team prepared a questionnaire. The main purpose of

the questionnaire was to get the companies' top management's approval for working at the

company and gathering all the information the team needed to complete the project. A copy of the

questionnaire is in Appendix D The questionnaire was submitted to the top management and
chiefs of different departments at the time of the first trip. Initially, it was expected that each
company would be visited two-three times. However, the team members made five or six trips to
each company. The matter is that the team faced bureaucratic attltude, absenteeism, and lack of

punctuality on the part of some companies’ staff’

13.1.2. Interviews,

Thrs tool was the mam source of mformahon The team used both structured and

;iunstructured types of conductmg 1nterv1ews The bas1c set of - interview questtons coincides w1th

-.,the questlons iri the questtonnalre Append1x D The team members 1nterv1ewed the compames

_‘top managers, as well as the chiefs and employees of dlfferent departments such as Marketmg,

i
.;-Fmance Accountmg, Energy supply, Raw materlals supply, etc One- of the reasons for

-‘Aconductmg mterv1ews wnth different levels of management was to make sure that the mformatron i}

f{glven at d:fferent levels s ‘consistent. Another reason was that the dlff'erent departments are

?respon51ble for different aspeets of the companys act1v1t1es SO it is qurte ImpOSSlble to get all the -

A mecessary mformatlon from a smgle source.

132 Data Arta]ysis,

:fln'order to conduct data analysis different teohniques lwere used.

i

:1 The gathered data were organlzed and brought to a form approprlate for quantttatrve and

l qualitative analys:s. [Appendlx Al

Q The quantitative data were analyzed using computer spreadsheet software.

|3 The ratios listed in Appendix B were calculated for each company (for which the team was
able to get data). | |

4 The team rated each company's success using a ten degree scale.

S Using the calculated ratios and the companies' ratings the dependency of success on the

factors reflected by the ratios was analyzed using correlation analysis.

o

Graphical representation of the mentioned dependencies was done by using computer based
graphics features.
Ihree brainstorming sessions were conducted for analyzing the qualitative data and finding

~out success factors for businesses in Armenia.

e oo




- 8. In process of fulﬁllmg the project the team 1nterv1ewed the AUA‘s faculty professors several

tlmes in. order to.get adv1ce on. drfferent problems (success factors in the developed world,

ﬁnancral analys1s etc.). .

As it was menttoned Armema is gettmg in deeper and deeper econorruc CFiSiS. ThlS can be _

| llustrated b}Lthe followmg quantltatwe data for 1992:[1], [21:

| i o ,In 1992, the GNP was at the 1975 level. Comparmg wrth 1991 it decreased by 42.8%.

The work force consrsted of 1,550,000 people which was 7. 3% less than in 1991 .

Each month on average of 70,000 people were idle due to lack of energy and raw
; materials. | |
- More than 10% of rmanufacturing companies Were'suﬁ’ering‘ ﬁnancial losses."

% . !
#]- - The budget deficit was 9,600 billion rubles..

i .~ _Dueto the blockade only 37% of requested cargoes were brought n to Armema

The manufacturmg industry got only 30% of its energy requirements.

Currently, the GNP is at the 1971 level, and is still decreasing,
The government has postponed privatization of industrial facilities. In addition, the

‘axation policy chosen makes insurmountable barriers for the businesses. Private businessmen who

un their own businesses hide their profits to be able to survive {section 4.1). Hiding profits has

J}iecome chronic in Armenia. The state-owned companies suffer government regulations, often
peaninnless As olne of the state-owned companies' presidents stated: "Today you can pick up any
xt the funcuoning companies' presidents and send him to prison without mvestrgatmg his
ICI ivities. If the company is functioning,- then the president has violated at least a dozen laws and

governmcm regulations.”




Due to the blockade the only way to procure raw matertals and to Shlp ﬁmshed goods is
by arr ThIS makes the cost of goods too high which is a serious drsadvantage for Armeman
businesses. In these condltrons the businesses that do not depend a great deal on raw materlals or
are backward mtegrated (that is, they produce components to be used in the final productton) do
not require a great deal of energy, and have access 10 a quahﬁed work force would have

. considerable advantages and much more of a chance to survrve and even succeed. These are

mamly R&D dompames computer soﬁware producers, archltect des1gn compames etc. However

there is a threat even for these companies.’ ‘This i isa htgh er‘rngratlon rate. People leave Armenia’

- due to the mabrhty of the government to provrde them w1th approprrate ltvmg conditions. The" 1

worst 1s that most emtgrants are those people with htgh professmnahsm 1eve1 who are sure that
they can get a.Job anywhere.

Busirress:es as well as indit/idua}s are leaving Armenia. They go mainly to Russia,
‘partlcularly to Moscow, which is called Hong-Kong because of its raprd pace of its development
In Moscow the busmessmen expect to get those things which are not available in Armema That
is:

- energy,

- information,

- huge market;

- problemless transportation issues;

- more developed financial market, etc.

For example, thousands of the Armenian shoe plants' former workers emigrate from Armenia to
Russia and establish there their own businesses. |

The inflation rate currently is 1,000% annually. The inflation itself is a serious obstacle 10
running a business. However, if it was stable with any hard currency, it would be possrbie 10
predict more or less precisely the future prices or even charge and pay in that currency. However,

the current situation in which the inflation has its usual rate and the dollar rate s deucasmo,_

akes ﬁnanclal conditions very. unstable What many busmesses are dorng 1s waiting until the -
dc ollar rate gets adjusted wrth the mﬂatron rate. |

Takmg into account aH these very few Western companles are mvestmg 1n the Armenian

‘ 2 What Does |t Mean to be a Successful Company‘?

It is obvmus that before Judgmg what are the success factors for manufacturrng companies

Different sources were used 1nc1udtng text books of various subjects and 1nterv1ews w1th AUA's
BM for deﬁnmg a successﬁJl company in general | |
Aﬁer summarizing ail these oplmons and surveys the team carne up with the following

eﬁmtlon ofa successful company

The next step was adjusting this definition for Armenia. For Armenia there must be some
usttﬁcattons concerning the domestic pecuiiarities. First, no Armenian manufacturing company 15

corporatton (there are few corporations in area of services). Therefore, the owner(s) should be

pentroned rather than the shareholders. Second, satisfaction of customers' needs cannot be.
itonsidered as appropriate for the definition of a successful company in Armenia due to the fact

iniat Armenia is currently in the Production Era; that is, everything produced will definitely be

s



sold. This means that the _custo_merswillbe__al-most satisfied by any product until Armenia_'comes 3.

:mto the Market Era.
Therefore the deﬁnrtlon of a successﬁrl company in Armema comes down to two

_condrtlons:

| 'I-.Iowever it. is not a cemplete definition yet. We should define what are the employees'
, needs and what are the owner s needs

. Stnce the hvrng standards are extremely low in Armenia and many people cannot-satisfy
their ba31c physmlogtcal needs we e will consrder the employees' needs satisfied if he gets as
much as 30, 000 rubles per famtly member monthly (official amount of the consumer bracket

)

Satisfaction of the owner's requirements can be brought down to the return the business
~ earns. Thus, the owner's needs are satisfied if the company's rate of return is not less than

the owner's required rate of return,

When the team started surveymg the ten compames it was faced with a necessrty to-
s clude not only successful companres but also unsuccessful ones to be able to compare ‘theém and
'-en dec1de what are the d1fferences between them and what are the success factors. However

urtng the process of mvestlgatton not all the surveyed companres appeared to ‘be successfut
though' aII of them were recommende‘d as such by the relevant mlmstrres). Some companres (for
ample Hayk) although forma y have profits concermng dlfference between the total- revenue '
d totaI cost, In. reality lose money since they do not take in account the 1nﬂatron in the- ﬁnanmal I'
'tatements Others (for example, Artashes Ltd. and Laser Techntque) really earn proﬁts that are,
‘llng re-1nvested in equipment and/or in R&D activities. |
; ::-In order to do some quant1tattve analysis the team needed quantitative expresstons of the_
rnpanres successt In. other words the team needed some grade for each 1nvest1gated company

course it would be appropnate to use such 4 measure as the company's rate of return. |
owever high rate of return does not necessartly mean that the company is successful. In
'd1t10n almost all Armeman' companies hide their real proﬁts and the team 1s sure that the
ificome statements, provrded by the investigated compames financial departments are 1naccurate
i

Y o
) it 1S 1mposs1ble to rely on them.
|
i

-

Evaluation of a company and deciding whether it is successful or not is a subjective issue.

eV s

hlS is due to the subjectlvrty of assessmg whether the employees' and the owners' needs are

1tlttsﬁed Although in section 4.2 we defined when the employees' and the owner's needs are

-

htlsﬁed the team could not get the relevant data. The companies refused to provide the team

‘ lﬁtth the rates of the employees' salaries, and, as it was mentioned the financial stalements were
1| .
Tl‘accurate

| All the team members are already quite familiar with the investigated companies.

_‘_herefore, the team decided to do an independent evaluation of the companies assigning a grade

| , 1
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'to each company that would reﬂect the person's opinion - about it; Each. team member did the -

evaluatron and these evaluations were summanzed by calculatmg means of the ass1gned grades N _ ?’tate Sectar.
The Delph1 approach was used that is aﬂer the first evaluauon the had a discussion of the results ‘_ | | - — Private Sector -
‘ and then another evaluauon was done by each team member separately However the results of. ‘ ' L = o ——
: = ' : . .
' the two.evaluations were a_l_most the same. Therefore, only the results of the second evaluation are T SR | : ————
ShOW“ | o L CEESESSSITERITITD
d the team members were, as follows 1 bein the least successful . Bl e | o
The gr‘ades a551gne by ! ‘( .g 7 . | -. - V
and 10 beln the most successful L ' ’ r T | I I | | I » |
® . - \ i 1 2 3 4 5 6 7 Q 9 10

Ara "~ Aram | Arcady | Hambartsum | Average LB

Hakopyan | Avakian Amirian | Chilingarian | Grade

“As'we can see riot all the state-owned companies are successful, as it was stated by the

levant ministries.

The' average grade for the private companies is 7.94, whereas for the stateLOWned

rnpames it is 5.08. The conclusion is that private compames are more likely to succeed than

ate-owned ones. This is natural since private companies are more flexible in terms of reactlng to

vironmental changes, and they are free from the government regutations, whereas state-owned -
Actashes Lid 10 0 - 10 9 9.75 gij‘ompanies are still (as they were in the former Soviet Union) regulated by the government.‘
ashes . o =L i _ ‘ . !
o .A . rOSP e ¢ 6 6 6.00 - 91 On the other hand, unsuccessful private companies, not being able to survive, close down,
Tivate rr- " a '
' ':i\’/hereas state-owned companies get subsidies from the government for a long time, even if the
. - B : ‘ y
Companies | gul s . ‘ F‘J fFer losses.
Kargevan Ltd. 7 _8 2 _ 8 8.00

That is why the list of state-owned enterprises might include unsuccessful companies,

hile the list of private companiées could not.

R et oeet

The following graph shows ranges of the assigned grades for each company.

Laser Technique is outstanding among the state companies. One of the main reasons is

at although the company formaily is still state-owned, almost all of its workshops (including

S

&D departments) are privatized, and in realty i is a private company, Excluding Laser

™2
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Techmque from the list of state compames and joining it to the private compames the average |

grade for state cornpames is 4 2, and the average grade for the prrvate companies is 8. 25

c usmns- B

On the other hand Armema has a heavy debt to Russia. Any money transaction from
‘- mema to Russ1a is captured by the Russaan Central Bank for repaymé, this debt regardiess of the
gamzatton that possesses this rnoney
*; Today it is easier to transfer money to a  western bank than to a Russian bank Therefore
-Tn.e of the ways to convert account rubles is to transfer them into a hard currency (e.g. dollars) to

et aecount dollars; to transfer them to a western (e g British) bank, to go there, to withdraw

poney from the account, and to brmg it to Armenia.

|hls service can be performed only in case of both the mediator and the client have accounts in

:uss1an banks. The mechamsms are different. For example, & client signs a contract w1th a
ﬂedtator for buymg either Spares or raw ‘materials. After’ few days the mediator ac{\nowledgjes

at he cannot perform the order. Now he must return the clienis money. But the return is done

However, there are companies that offer service of transferring account rubles to Russia. .

15




not in Armenia, but in Russra So now the chent gets money on hrs account m a Ru531an bank " ormous ‘amounts: of money, smce the person who possessed the mformauon would be able to’- _

The pnoe of such a servrce 1s 20% of the sum bemg transferred o ake MOney. on, arbttrage (exchangmg rubles wrth dollars and v1ce versa' when it 1s approprrate)

:-_._The current taxatlon pohcy in: Armema also creates drfﬁculttes for busmesses As it 1s' g

The followmg ﬁgure summartzes the possrble ways of transfemng account rubles into ;"

© cash.”

,':;own in Appendtx E in order to survrve the znﬂatton and taxes the company it sell the.'
at the end of year (assummg all costs are pa1d at the begmmng of the year) for almost 20
_ g es-more than the costs were. Taktng away. the mﬂatlon rate that is dmdmg it by IO we get
L AR R Cemnme "-l_at w1th the current taxes the companys rate of return must be 100% (sales are twice more than'
o - 20% ' L .
‘ Madiator's accourt . .. |Mediator's account. R :, o o ‘lB total COStS)
) _ in Russia” | inArmenia > | \ - - ‘ : : ] .
o e o Another ma_]or problem rs fuel the s1tuat10n w1th whrch in Armema is ternble Lack of fuel
0% o g .
Suptiers | [Contral Bamk of | Contrat Bank of k™| o =3I Doar Account 3| Account in a 1 reased- the prlce unbelrevably Currently pnce of gasohne in Armema is much h1gher than in
- Account A Russia Armenia ™~ Accotmt_ 1 i Western Bank | |
IR a i 'aoiyl AR R ny:countnes Tl’llS Is due to the fact that the whole fuel supply is, controlled by the Fuel maﬁa
© Cash r.l" -

The financial institutions cannot function appropnately due to unstable economic situation.

- The longest period one can get a loan for is six months The interest rate varies from 20% to 25%
for ruble Ioans, and up to 10% per month for dollar loans. B |

The instability is aggravated by the monetary reforms that the Russian government .

conducts periodically. Unfortunately, these refor_ms do not pursue economical issues, but often

reflect the political conflicts in the Russian government. Tt is the.second time when the Russian

sovernment unexpectedly declared a monetary reform and assigns time and sum constraints for tial precondrtlens for foreign investments. These are:

the people 10 exchange the old bank notes with the new ones. Since Armenia is stilt in the ruble § Despite of the war in Karabagh the political situation in Armenia is fairly stable.

zone, it suffers all the losses connected with the Russian government's unpredictable monetary g The government has accepted the law which allows free transferes of any currency across the

policy. The reform declared just recently resulted in enormous monetary losses, especially in the § Porder (both in and out).

private sector of business. Some of the Russian government officers, however, must have made Recently the government passed the law on private ownership. in which Armenian siaic

guarantees inviolability of private property including property rights of foregn citizens
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4 ;The domestrc market is in the Productlon Era that is there isa dommance of demand over

) .supply practtcally in all types of goods and servrces il "\:of{the t"p management to 0perate in’ the current s1tuatmn'.. o

5: =The level of competrtton is qurte low due to small number of the busmesses operatmg in -

! .- Armema Armema . |
. Of course . the team strongly recommends:to take _lnto _account'_so-me oreconditio'ns,-'c-.alled‘Fac'tors ] :"::LOW level Of dependency on energy i
- of-,S_uccess, in.order to ge_t-success in Arrn'enia. | S PR | 8 .Low level of dependency on requ:rements to the technologv u.sed B

o S S ; V_Umqueness (demand) on the productlon in’ CIS (abroad)

s

5.2, Factors of Success in Armenia. B

v

=_he most crucral factor 1s the ab:llty of the top management to ﬁnd constructtveand |

In the western busmess world there is developed set of factors called Key Success Factors ] A
o ectlv --vvays ‘of solvmg problems in thlS hard transrtronal penod Investlgatmg the state-ovmed .4

: (KSFS) [3] the major determmants of ﬁnancral and competmve success ina partlcular 1ndustrv“
-‘ Key Success Factors hrghhght the specrﬁc outcomes cruc1al to success m the market place and the
competencres ‘and capabllrnes with the most beanng on proﬁtabﬂrty Idenuﬁrmg KSFs is- a top— ;_
prtorrty strategtc cons1deration These factors vary from mdustry to 1ndustry, and even over tune

in the same’ mdustry, as dnvmg forces and compentwe condmons change. The most common :;
ypes Of key s i e those related . teChnOIOgyj manufacturmg’ distibation Zt meet this ieed. The owner has orgamzed the cornpanys activities in such a wa}’ that stable
marketing, skill, and organizationa capabiliy ‘ g . DfOitabie work and satrsfactron of the customers needs are guaranteed
However, the system of key success factors developed in the west, is not approprlate for L | ..l_]ye e e_ssen-nal factor for being successful is 2 l"}"’ “level of depl'ende'ncy of the
assessing Armenian companies under present condrtlons There 1s no - competltlve busmess SI_EZE:‘:;SZPZ.]IerS I)f rawl materlals: Du'e to the conditions imposed by the blockade and
cnv1ronment (in manufacturmg mdustrles) here Besides, the energy crisis, the blockade, and other  erial .'m acona suppl@rS, ltf Vltai_enh_e;r o ha'ye stable, functioning channels of raw
peculiarities of -Armemas economy have cieated a unique combination -of success factors Whlch n procuTement or o use domesttc raw materials. In this sense LaSél‘ Technique Company is
e o that of Geveloped courtries , _ € most Dreferable posmon its production process is backward integrated, that is, it produces
, : : , ig
In the process of performing the project and after the analyzing the results of the trips to J mOs; }\ et components of its products (for example CWStals used in laser devices).
the companies, the team found out the major factors of business success in Armenia, These are’ N uczio: dependency 'On energy is another important factor for being successful. There are
: ¢ processes which consume a limited quantity of electricity. Such companies are in a

erabl * Artashe ' | ' |
e position. Among them are: Artashes Ltd., Cognac Factory, etc. This is a vital factor

1 the current scarc e nd fuel. i ]
urrent scarcity of energy and fuel. The high-tech productions are in the worst condition
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-“'almost only half of the amou of productlon tt 1s supposed 10. Another company, Laser

Techmque cons_:rrnes huge amounts of electrrcrty in the process of growing artificial crystals
Besrdes m the tlrnes of a centrahzed economy, _r_nany teehnologlcal processes- were divided into

separate stages whrch were. performed in separate factones often. in ditferent regions of the

former USSR For example Yerevan, Relay Plant tﬂl now produces components for the military %

- mdustry, and nobody in the plant knows n whrch product these components will be used. So, the

cOmpames are fully dependent on_thelr.r,‘supphers. Nowaday‘s the Armenian companies are in the

terrible .conditiOns..because they have lost the ties with the historical suppliers of the components '_

used in technological processes and a new ones are not established yet.
"The last factor which the team encountered frequently is uniqueness of the production

in CIS or ab'roadand'the_ demand for it. There are goods being p't‘(}.duccd in Armema which are

unique in their nature and have huge demand not only in the CIS, but also abroad such as a

20
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The most cruc1al ratlos would be those whtch reﬂect the mentroned factors Unfortunately, _

t all factors can be expressed quantitatrvely Actually, only two of the ﬁve factors are presented

1 the hst of ratlos These are: the companys dependency on raw- matenals and the company's

ependency on the power supply As is shown in Appendlx C, there is a strong corre[at1on
tween the extent to whlch the companys demand in raw materlals sat1sfred and the company S
ceess, and between the extent, to which the companys dernand in energy s sattsﬁed and the

pany S success (0 70 and 0. 73 respectively).
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‘member. .the'state-owned compames got 5 08 whereas the prlvate compames got 7 94 (usmg

_.'In order to. survwe the mﬂatron and the taxation the company must sell the products at the

end of*year (assummg all costs are patd at the begmmng of the year) for almost 20 times more

‘taxes the companys rate of return must be 100 (sales are twice more than the total costs)
The marn success factors in the Armernan manufaeturmg mdustry were found to be: -
1. Ablhty of the top management to operate in the current situation. |

2 Low level of dependency on raw materua!s

.3. Low level of dependency on energy.

4. Low level of dependency on requirements to the technology used.

5. Uni‘quehess (demand) of the production in the CIS and abroad.

' than costsl Excludlng the 1nﬂat10n rate that is, drv:dmg 1t by 10 ‘we find that, with the current

L AT S ARk

nesses were in’ such areas as culture computer soﬁware development

an, 'hlgh tech des1gn etc

-nment 'should revrse lits faxation pohcy Thie taxes must be brought down to at least

eveis' aithough it would be better for the whole economy to have even less taxes than

SA due 0 the stage of development at Wthh Arrnenla currently is. In. add1t10n it

encourage western businesses to invest in the A.rrneman economy As the experience of ]

some developed eountrles shows, with decreasmg taxes the amount of the collected ‘taxes

'1ncreases [4]. As mentloned hiding proﬁts has become chronic in Armenia and this has

contrrbuted to the state's budg;,et deficit of 10 hillion rubles

. FUrth‘er Research: What is the Next Step?

The continuation of the project could be developing a technique that would automatically
alyze any Armenian company (existing or prospective} and predict whether it will be _su‘ocessful
not.

This nught be achieved by using as the source data the company's quantitative

2
4
kx|
o
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" This is one of the most successful private companigs. The compan‘jf produces different kinds of

preserved food (jams, juices, soft drinks, marmalades, stewed fruits etc.), and liquors. The

uniqueness of the company is that it a property of one person. This is one of the rare companies |

that has been fully priuat‘ize_d.
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Item Description - Data
VD ' N R A . Private ﬁ_"' L
Primary Product - - ':-.Preserves Jams hquors"
Number' éf:marizig e Ty
o . 5,000 tons|f -
5,000 tons
<+ 25,000 tons || |
~4,407 480 rubles’
130 kwt/hr ||
gy AT 130 kwt/hr f}
‘Energy: source of supply State]|

uppliers: actual number - 8

|l Time to produce 1 unit; actual 5 sec
|| Time to produce 1 unit: planned - 5 sec
i Price in Armenia (the most expensive prod.) 1,500 rubles/can
Price in Moscow (the same prod.) 1,400 rubles/can
Price of transportation of 1 kilo of cargo (air) 250 rubles/kilo
Total Cost (1992) 6,121,500 rubles
Capacity * 2,000,000 cans

| Actual output (1992) 2,000,000 cans
‘Weight of one unit of product ~ 0.6kilo
The market Armenia

‘S rv1ve for long per10d of ttme

Unpredlctabxhty of raw matermls supply: Since the company’s source of supply is

-lcultural farnis, and their output depends on dzftercnt unpred:ctable factors (weather, dlseases

i cts amount of crop) it is hard te plan the company's output and therefore, the future sales.

i - As 1t was mentloned the company was a state-owned one and then was bought by the
31dent (Arcashes Damel;an) Floure Al wmpams the uump(m\ s structure when it was state-

: ned and its current structure.

EAARRREAE R PR
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State

Vice-President”

Gerieral Affairs -

.Chief Engineef

Lasers amﬁmal crystals. o

346

L Components :

. Disbursement e

“Energy Dept.

1 '3.000 kg

. 3200 kel

! 'Procurement

. “Personngl -

‘7:: "'Aécouhtiné‘-_ :

Organizational Chart. 1993 -

3,000 kg

3,000,600 rubles

/3.6 mwi/yr;

4 mwt/yr

 Techinology, Dept,

.- State

Manager

‘Chief Engiheer _

’ ._L 10

.7 36days

2-8 .8 days

75,000,000 rubles

..-5,000,000 rubles

- 250 rubles/kilo

Accountant

10,568,800 rubles
25

20

Jamsand Soft:

Preserves _ : Drinks

Liquors

100 kg

Russia
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" The Company's Strengths:

lthough depen _mg on each other S produchon (used as components) or servlce ;

' Long Term Orlentatlon The company is trymg to invest m the Iong-term The approaches It

is usmg are mnovatlon - an attempt to 1mprove the exxstmg dev1ces and ﬁnd new areas of

economy or-science where lasers can be effectlvely used; new tharkets - an attempt to ﬁnd the

new markets (currently efforts are dlrected to Mlddle East) for laser devices.

» Personnel Orientation (Marketmg): The company is domg whatever po's's'ible to prevent SR

wrnover. Even when the rece1pts of accounts recelvable are delayed (due to poor bankmg

scrwces} the salanes of scientific personnel are paid on account of the sub51d1ary compames
However, many of highly qualified specialists [eave the company (because-of the deep
recession in Armenia) and go primarily to Russia. That 1s why the company is establiShihg a
branch in Russia to‘ keep under its control the high technical and sciehtiﬁo potential of it-s.

employees.
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5y Vice-president
* Scientific Support
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-
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. Hayk7 §E-o- - |

Titan-B SE

[Glass Fashien Surfacing.

|

" Aguits SE.

rystal Piocessing. .

: [ Transportation-Dept. | L

.Curtain Production .
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~
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‘ Obsidian Processing |
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.
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JV - joint venture,

Litd. - limited pa-rtnership




| Type of Company_-

- Joint Venture:

i PrimaryProduct’

floth.mg-for--women i

Number of rnanagement levels

_ '. .‘:;4'(;)"6”_
340,000 m2 |-

" 800:000- m2

340,000 m2:

18 700 000 «.rubles

.-State

‘ ___.-20_ my\_rt/yr.:f e

3

“15.min,

13 min.

Prtce in Armema (the most expenswe prod )

1,500 rubles

‘Price in Moscow. (the same prod.):

- 2,000 rubles.

250 rubles/kilo

s gwen ashxons and raw materlals and Slmply had to sew clothes The order was

'aml of fashlonable women's and g1rls summmer ¢l

othing.

rable Image Wlth Buyers. The company has

The: market

| Price of transportanon of 1 l(llO of cargo (alr)
Hl Total Cost. (1992) Tt r 32,137,000 rubles
| Capacity : 1,078,110 items
Actual output (1992) 840,048 items
‘Weight of one unit of product 0.35 kg

. Turkmenistan, UAE

. Armenia, Russia,

got a favorable image among the buyers,

ho are pnmarlly Wholesalers from Russ1a and some Arabic countries.

This is a part of an Armeﬁlall—llanianjoint'venture. The facility prodoces fasllion clothing (meinly :
for.Women). The Armenian party has invested the eQUipndent of the faci-lify, \&hereas the ll‘anian_ .
party was supposed to make financial i_nveslments. They partially did, but, as yet,‘ not as much as
was contlacted. T-he facility is renting its work space from TOSP state-owned sewing company,

hence the name Arir-TOSP). In addition, the part of the state company's store is rented to retail

the production.

'oi'n pany's Weaknesses:

'l 4 :
3 W materlals All the raw materials that are used by the company are 1mported from

broad
¥ mainly from Russ:a Of course, it is not the compcmvs fauk, but since Armenia is

5 uf‘f

§ ermg from a blockade the only viable transportation means is by air. The same holds true

. 1t

| h Shlppmg that portion of finished goods that should be exported. This makes the cost of -
Zood

i $ too high (compared for i mstance with the same type of Russian companies) which is
aturally a disadvantage. |




em Descnptlon

e of Company o

" Sae

Pnrnary ‘Product

er of fanagement levelsf

T Suits for men

400,600 m?

400,600 m2

3

" 36

2.5 min.

Hidnia: (the oSt expenswe prod) R R

8,000 rublos

'l;M.oscow (the .same prod )

12,000 mubles

250 rubles/kilo

" 37,676,000 rubles

- 115,000

Actual output ( 1 992) 46,000
-_Welght of one unit of produot ~ 2kg
The market ' Armenia,
* Turkmenistan

This .i.s a sewing company which produces suits for men. In the past it was called C l

-Fabrlcs Factory It consrsted of ten facilities located in drfferent districts of Armenia,

amalgeﬁlétion'has"colletpsed.l Some of facilities has been privatized,

, others either have closed

_down or formally exist bemg unable to operate in the current eondltlons The company's presrdent

has his.own point of view on how the production process in Armenia must be oroamzed

least with a steady power supply, with proper bankmg services, and supply of

Although he blames the government for not being able to provide the state-owned companies at

_ 26d ||

i oo Generator f) oo

ara Cetkm S ‘

Now, this

raw matenals, he is

(%)
~




"'sure that the company should not be- prlvauzed (and no st ‘te—owned company should be ‘ ‘.: g 5 Mas:s S

" State

Shoes for chxldren;_

980

| 1;144 tons il L

45500 tons || -

S115144 tons ||

141 103 ,900 rubles

16 kwt/day

- State
L 40

40

7 min.

LS min, ||

+ -600 ubles

05COW. (the same prod. )

1,200 rubles

250 rubles/kilo ||

] portatlon of 1 kilo of cargo (alr)
| 1992) i

201,577,000 rubles

: - 2,500,000
utp_ut '( 1992) ' 610,000
‘one unit of prodict 1 kg
et. Armenia, Russia, .
Turkmenistan

Raw matenals. Very s1m11ar to Ar1r TOSP oond1t1ons that is, ﬁlll dependency on Imported

raw materials

< Fi mancial Mana ement: The compan 's financial mana: ement is-poor, as illustrated b the ent unit, Masis is producing mainly children's shoes now.
g pany g p v Miasisis p g ,

‘foilowmg, faot The company has difficultles with sales, smce the price (set by the government) _jj

for which they should sell the products is too hlgh for the domestic customers (due tolow C_Oll'l'__an- 's Strengths:

llvmgD oondmons in Armema) Therefore the top management waits until the inflation makes

this pnce reasonable for the customers and then sells it. Formally, the company is successﬁil

and even earns a proﬁt However, it loses money (due to inflation) and needs a sub51dy from

the ¢ g,overnment

the leading shoe. producing company in Armenia. In the time of the former USSR, the

y included eight plants in different districts of Armenia. Now, each factory has become an

| Name: The only advantage of the company s its brand name. The shoes with the

] "Masis" labet are well known in many countries of the former USSR.




: - The Company's Weaknesses: . . = &

A.6: ArmenMotor

7,200 tons ||

42,000 tons || -+

~ 6,200 tons

650 mwilyr.

812 S5 mwt/yr

| OfSUPPlY

- State

"a'otua;l 'riurhber' -

15

10

< 20min ||

_ISmin (|

-ﬂArr'nenla (the OSE expensive prod )

50,000 rubles ||

- important marketing activities, ' e

L Moscow (the same prod.) .

50,000 rubles {|--

250 rubles/kilo

“transportation of 1 kilo of cargo (a1r)
-Cost (1992) L

© 1,080,000,000 rubles

pacity

1,200,000 items

ctual output (1992)

480,000 items ||

Weight of one unit of product

20 kg

The market

Russia

- com an 's Strengths

0

otor -was esitablished about. 50 years ago, as part of the centralized. machine-building
m _I—hfoughouf the former USSR. The mission of the company is to provide the machine-
| ames mamly in the Armema Ru551a and other countries of CIS with high quahw

£r motors of different scale (for lathes and other machines).

aw Mater:als Ant;mpatmg the current poor condition of the economy and i:ﬂ;cu

Onnected with reachmg the permanent supphers the top management of the company bought

State- et e
Electrlc motors:' E

: iy 3 13 ‘ )
2000|

576,000,000 fubles]|

i




. _' a huge amount of mventory and now has a a stock of raw materrals sufﬁc1ent for one Yearr Th' n. 19 thé"r@l;?v?{lt:iqd-us_t‘r.y drfﬁcult 1es(pr oblems wrthsh1pment ".(.j-f'_'ﬂgis.hed...“!._gq‘.(‘)‘,d_s"""‘ e

o ) IS why thts rs one . of the rare compames'whwh were able to functlon ‘w1thout ian in

l:ty‘-of --the Product:on' The quahty of the productton is hlgh riough-to, try

' 'pen, __ rate mto the Mtddle Eas Eastem Europe and Latm Amerr

i . 'VMa agement The management of aIl levels were’ ohanged -The new adrmmstratton of the

o :ﬂ".company new consrsts of young, energetlc well educated professxonals They do everythmg-_

.,cha e i the personnel not in the structure

The:r company uses mterestmg and‘ effectrve methods of advertrsmg_:-of the

_.':pro uction. Bes1des of ads in dlfferent newspapers and magazmes the company_makes 1ts‘

e promouon"hrough dlfferent TV programs Parttcularly, there IS' a? Game Show on Russ1an

-TV and ArmenMotor company s the sponsor of that show

The Company's Weaknesses:

« Technology: The company's equipment has depreciated and ‘the average age of the.
technology is 14.5 years. There i§ gap 'in 10 between the level of the company's‘technology:

and the modern western analogies.

«  Personnel; The main mistake of the new management is their Human Resource Management

policies. They somehow continue the policy of the old management in this sphere. They do
not have appropriate promotion and retirement policies. As a result, the workers are not
interested in the quality of the output. o

« Low output: There is a huge demand on the production of the company alt over the CIS:

However. the company is able to fulfill only 30% of its capacity (30,000 per monthr)‘ due to
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AT Butb Factory

| Xtem Description

TYPG OfCOmpany
*y Prlmary Product _ TENE P
| Nurtber of management lovels e e S
NUmber OfeIleoyees = R

" [{Raw materials: actual Supply
Nl Raiw aterials: demand -

© 120,000 ton| -
30,500 ton |

- || Raw materials- actual usage : 20,000 ton f]
|| Raw materials: cost - 2 600 000 ,000-ribles )| =
. {l Energy: actual suppIy 38 ;000 mwt/year |- L
1l Energy: 'demand - 60 000 mwt/hr | - o
Energy source of supply , : . ] State S
‘|| Suppliers: actuat’ mumber = . T T cie et sl
o Suppliers: contracted”~ . - RN I T R % B
Time to produce 1 unit: actiial . ' ' ' o 3sec]l
Time to produce T unit; planned - 25sec]l
Price i in Armenia(the.most expensive prod.) '35 rubles.
I Price in’ ‘Moscow (the same prod.) 50 rubles I}

Price of transportation of | krlo of cargo (arr)
Total Cost (1992)
Capacity

835,000,000 rubles ||

: 140,000,000 {}
Actual output (1992) 85,000,000 |}
Weight of one unit of product _02kg
The market Armenia, Russia,

Turkmemstan

The electnc hight ﬁxtures rndustry historically has been characterized by relatrvely lugh growth

~and attractive levels of profitability in Arrnema The 1ndustry was the leader in the productlon of

bulbs and hghtmg ﬁxtures in the former USSR and the countnes of the Mlddle East. The
representative of this industry is "Luis" enterprlse one of the largest compames of the mdustry in

" the former USSR. It consists of nine large plants in various districts of Armema The product lires

of the company are comprised of different types of sources of hght for domestic and mdustrlal |

use. car industry, heavy duty lighting (incandescent lamps, ﬂuorescent lamps, automoblle bulbs,

.44

CE R State; -
Electnc bulbs]| - T

5387

250 tubles/kilo { L

Productdafferentlatmn The company rs able to produce almost any type of bulbs mcludmg

=bulbs for ﬁnal consumer and mdustnal use

: _ngh entry barrlers for new entrants The expenses connected with estabhshmg bulb

: productlon are so hxgh that they make 1nsurmountable barriers for new entrants )

Monopoly The company isa monopohst in bulb productlon in a huge region mcludmg the
Middle East and South Russ1a

Absence of substltute products: There are no electrical substitutes for hulbs.

The Company's Weaknesses: - -

|+ Raw materials: The company-hardly depends on imported raw materials. No one component
is available in Armenia. 7
1 Technology: The company's equipment is fully depreciated. The average age of the

equipment is 16 years

Jllion rubles a.-nd,eutp'ut- 6%,?3'3 ;fﬁ;liibﬁ‘,qnits?whib ‘_l__rs-a_bpht VA,O%j‘O_f ;ii_ifek comp'é_ﬂ?'s Ca?a'fé'iwi g
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po goods (monetary raw rnaterrals transportatron fac:thttes) usmg hlS own connect1ons The present_'l

“"'pres1der1: however does not have these connectrons ye LS

ke to lack of att ‘the mentloned components The new pres1dent began changmg the managers on all‘v--_ 7

jlevels from top to bottem In splte of current te =r1ble s1tuat10n the new presrdent makes 1ts best-i" '

so the company is: almo

._.former presrdent was in charge durmg the last 20 years so he was: able to get all the necessary

' ':"to overcome the d:fﬁculhes and prowde the stable operatron of the company He is younger (53

-':f,".f'years old) and has a I'lCh managerlal experience

l 1
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ItemDescnpnon L e e

_|Data

“Privatef] -

" |Type of Company = 5
- {[Priméty Product ' iCrystal processtng- o
‘Number of, management levels L L

Number of employess

sl

' _100kg

|| Raw materials: actual supply
Raw materials: demand 100 ks
| Raw materials’ actual usage 100 kg

“. || Raw miaterials: cost :

' 'é--=--:?'-so,ooo rubles ] -

L 3 Energy ‘actual supply

"1'60 kwt/hr

;Energy demand

60 kwt/hr

Energy: source of supply

State [

: Supphers actual number

.2

{1 Suppliers: contracted:

2

Time to.produce:1 unit: actual -,

Smin |l

|| Time to produce 1 unit: planned o

. . 6 min.

{{Price in Armienia (the most expensive’ prod ) ~ 800 rubles
|| Priee in Moscow (the same prod.) 2,000 rubles
i Price of transportation of 1 kilo of cargo (arr) - 250rubles/kilo
Al Total Cost (1992) . ' - 13,440,000 rubles
Capacity ' " 24,000
Actual output (1992) - 24,000
Weight of one unit of product 04¢g

The market

Armenia, Russia

jewelry industry is highly d'eveloped.' .

" Thisisa subsidia'ry of Laser Technique company. The company is engaged in the business
of processing artificial crystals for jewelry producing companies. Although the company is quite

1. young (it was established in 1991), it is one of the most successful companies of the relevant

-

7| industry. The company's market is mainly the CIS countries. However. the top management is

* carrying out a strategy of penietrating into Western and Asian markets, i.e. to regions where the
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- The. Compaﬁv‘s 'S_t'i‘eﬁétl_isi L

licy. The conipany relies on its

48

_': Prlmary Product

' :7;";;‘ Energy: actual supply
: Energy demand

B N anaIyszs

- Kargevan .

| -Tyﬁ_é;o'fcga;pan'y.ﬁ

Private|[

B Med;cal equ1pment

_loff

“°1,800 toris

[ Raw materials: demand - . .-

3,000 tons ||

Raw matenals actual | usage o

" 1,800 tons

Raw materials: cost "

120 kwt/hr

nerwource of supply ;

~ State:

5

3

-8 hr-

7.4 hr

100,000 rubles

e in’ Armenia (the most expenswe prod. )
Price m'Moscow (the same prod.) - '

100,000 rubles

Price:of transportanon of 1 kllO of cargo (a1r)

250 rubles/kilo

I Total Cost (1992)

10,000,000 rubles.

L Capamty

300

| Actual- output ( 1 992)

180

8kg

Weight of one unit of product -
The market ' :

Russia

In the age of a rapidly. spreading AIDS virus and other infectious diseases it has a

| 'con31derable demand not only in the CIS but also all over the world.

‘| The Company's Strengths:

Monopoly: The company is the only producer ¢f scarificators in the CIS.

75,600,000 rubles ||
120 kwt/hr |

The company is one of Laser Technique's subsmhanes 1t is producing scarificators and other

8 electnc devices used in health care. The scarificators are used for getting blood for medical




Low dependency on- 1mported raw materlals and‘components There are producers of

10 Cognac Factory

Item Description © -

. State,

#f Number of management levels

‘Number of employees -

200

Raw: materials’ actual supﬁly P T s [ B

- || Raw-materials' démand -

50,000 tons )

. ) Raw materlals"":actual usage -
|| Raw-materials:cost T

Energy actial supply

2 IOO,@O0,000 tubles| + Y

"50'0 ‘kWt’/hri

|| Energy' demand. -

||Energy:‘source: of supp'l"yﬂ

State

_Supphers ‘actual number

15

‘Supphers ‘contracted .

gl

Timie to produce 1 unit: actual' e

-1 sec

A Time to produce 1 unit: pianned

0.5sec|| .

“ il price m ‘Armenia (the most expenswe prod )

".2_5,0,.000‘;],‘.(;)_1?1& SRR |

1,200 rubles’

: | Price in Moscow (the same prod.).

1,250 rubles

250 rubles/kilo || J

Price of transportatlon of 1 kﬂo of cargo (a1r)
Total Cost (1992) SRR SEE

'540,000,000 rubles

Capacity -

~ -40,000,000 bottles

Actual output (1992)

14,000,000 bottles || ~

Weight of one unit of product

0.8 kg

The market

CIS

B Yerevan Cognac Factory is one of the relatively stable functioning companies in Armenia today.
this company for Armenia. Production of the cognac has a reputation in the CIS countries and -

of the company is cognac of different brands (depending on the cognac's age). -

h ;"This i1s defined by the technological peculiarities and particularly by the strategic importance of

| abroad as high quality. Thus, this is a real source for Armenia to carn hard currency. The output.
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es. T e company IS contmues to use the old management style as it: d1d in

¢ 'example it passxvely wa:ts unt11 etther the govemment or

i anot er customer orders cognac -instead of actwely using strategic promottonal appr*o_aches. .
‘ For inst; lnce_ no ad has been 1ssued by the company o
. Lack‘of :bottles. The company in general uses recycled bottles collected from the populataon
X _'_‘Due to the low prlce of'the bottles, the population does not turn them in. The population
"'-prefers to sell the bottles to the private recycle centers, because the prices are more h1gher In
addltlon the capacity of the bottle producmg company in Arzni, Armenia is not sufﬁcient to
'sat1sfy the ¢ company s‘dernand. Therefore the company is forced to reduce the vo]ume of its
production. |
. Harm to the brand image caused by forgers: There are many big and small producers of

fake Armenian brandy operating both in Armenia and in Russia
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++ Description : -

Assessing - complexzty of thelfs o
"‘management system the less. S
| the betfer. . BRSNS IR

_7 _(A_ét-ual Supp'ly)r/(‘Qu_antity_“Dernanded)._' 5

Assessing . the - company s

satisfaction of demand inraw
. mate__nals the more the better. -

[ (Actual Dsage){Actual Supply),

" | Assessing-~ the - companys": |
: capablhty to use the’ supplied |
| faw’ matenals the ‘more: the '

better:

Actua SUPPI:Y_)/(Q.Uaﬁntity Demanc_igd)--ﬁf. A

"'Assessmg T the |

power suppIy the more the

2 . | better. . R

| ) company's | |
| satisfaction” of demand. .in |

0. [ (Actual # of Suppliers)/( of Suppliors Contracted)

better

| Assessing the_- n'umber of
| suppliers that are performing
- | the - contract; the “moré the

| (Actual time spent on | unit)/(Planned time on I unit)

Assessing actual ti'me Spent to

compared with the planned the
more the better, -

produce one unit of production |

- [Consumed Raw
" [Material Ratio

(Actual quantity spent)/(Scheduled quantity to spend)

Assessing actual usage of raw
materials  compared with
planned; the more the better (it

~might seem that the less is the
| better. However, in Armenia it

would mean that something, for

decreased - the  company's
capability to produce the
planned quantity). '

instance lack of electricity, has |

~Weight of Raw
E Materials in
- Finished Goods

{Cost of raw materials)/(Total Cost)

Assessing the extent of the
company's dependence on raw
materials: the less the better.

 Electricity Price
“Ratio

(State Price/kwt)/(Actual Priceflowt)

Assessing  the  company's
sources of power supply by
comparing the actual” and
minimal prices for electricity:

' the more the betfer.

33
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| Utilization Ratio. -'",(A_ct‘aai;,Qut’pu:t')/(capacity)_:-.,, "

-AsseSslng ut1112:at1on of ' th
f’fr'companys capamty the__\
the better. :

" '-1'1_'7_ Market Pnces '_[PA+CT wypo where:

PA ‘Market prlce of the-p-roduct n Armema

ratio is less, than ,
‘_s'hould -export its: -productio
, However in this case time and |
) risk will be involved in  the f
company'§ © ¢ activitie

‘Therefore, -the-higher this ratio

Evaluatmg whether - the
company should sell its product

The foliowmg denotatlons of the mvestlgated compames w1ll be used in- the followmg. S

5 graphlcal representatlons of relatlonshlps between success and some ratlos

the better off the company.

| company. The ‘ratio exféluates
| ‘expenses  connected  with|
;'i_-transportatlon means used by
~|:the company ‘regardless. of th
‘distance of travel: the less the

-Assess“mg “the - transportatlon: :
modes - being used_ by : the &

I better.
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B ; .‘Pi.rivéte :

| O state

L
“ - Success. .-

‘{Q"

; V-S'ti?_Liic-ture:‘ (# of managemient Iéxfél_s)/(# of employees)

Correlation with Success:

0.4688

Slope:
18.23

As we can see there 1S no dependency of the companys success on relation of the number

of management Ieveis to the total number of employees.

0 0.-_2.;-_--..5';9_4 T -.;_.\_'o'.a

Raw Matenal Supply (Supp[leemand)

‘Correlation with Success:

0.6974

Slope:
5.80

There is a considerable level of dependency of the company's success on exfgnd to which

its demand for raw materials is satisfied. The two outlayer companies that are taken in dotted area

materials.

'%;7 Private |

O state |

are Masis and Hayk, which means that the rcason of their low level of success is not raw




B - Private

1O st

Cori‘elation with Success: -

0.7328

Slopé:
7.74

The correlatibn of success with satisfaction of the power supply need is quite high. The
two outlayer companies taken in dotted area are Hayk and Cognac Factory, which means that
most likely the reason of their low success is not energy. For each additional increase in powler

supply ratio, success is expected to improve by 7.74 (slope).

“Time Ratio: (Acfﬁé.l Time of Prbduaing_ one-wunit)/(Planned Tité to Produce one unit) -

3 l:P_ri_\(ate ‘

Correlation with Success:

0.8035

‘Slope:
8.78

. . i . - L -5 Nl . . - . . . N
The time ratio has one of the highest correlations with success. As 1t is shown on the »

graph there é;re basically two tendencies: T1 and T2 The companies defining tendency T1 are o i
. Masis, Cognac Factory, and Laser Technique. [n general, it is expected that each additional

increase in time ratio will cause 8 78 point increase in success. . i.
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Prlvate 1

P e EE SR VR 06 f'..ol._s" S
o Welght ofRaw Materla!s in Flnlshed SO

Correlation with Success:

0.3509

' Sl'op;‘,:
.3.77

The slope is negative, which means that there is an adverse relationship between these two
values. This means that in order to achieve more success the productlon must be chosen such way
that cost -of raw materials constitutes small part of the total cost. However, there is no hlgh

dependency of success on - this ratio since - the . correlation i1s as small as -0.35.
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" Private

) - State o

'Uﬁ*i.zat_.!o" (OutpuﬂcaPaciity) o

* Correlation with Success: L b
. 0.8190 " L .
 Slope: | | S . ]

8.12 N | - o -

Among all ratios utilization ratio has the highest correlation with success, which means o

that among the quantitatlve 1ssues this is the most crucial for success ratio. The slope is also the

hrghest Each additional increase in utilization ratlo will cause increase in success by 8.12.




Private |

A+ TVW]/PO where : '
an "'PA ‘Market price of the product in Armema
Qe Quantxty sold, '
- CT < Cost of ‘transportation of one kllo of cargo:.
‘W - Weight of one unit of product
"PO - Market pncc of the product outside of Armerua

C_ori*ela_tidn with Success:

0.1619

Slope:
1.25

The least correlation with success. Actually this ratio is to indicate whether the company
should sefl its products in Armenia or abroad. If this ratio is less than one for a particular

company's particular product, the company should sell this product abroad.
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O 1990 |
O 1993

;"_QUESTIONNAIRE

o Amencan Umvers:tyofArmcma

APPENDIX D: Q

QUESTIONNAIRE

Thequantltyofraw rﬁ_atéria_is and energy necessary to meet the compahy_‘s full capagity . P

'Actual supply of raw materlals and energy for:

Personnel qualification: percentage of qualified managers, engineers and workers

O 198 o - | | | |
W} 1990 f!:
i

O 1993 :
[d . The technology end equlpment being used when the equipment is purchased and how - ‘
modern the technology is. i
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Channels of distribution. Who are the main members of the channels.

The main markets in: . -
] 1986
O 1990 , _ = AR

g 1993

-

) Transportation methods used for importing raw materials (if any) and exporting finished
goods.

{3 The company's full capacity.
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* APPENDIX E; Calculation
T InﬂatlonandTaxes

of thie Rate of Return to Survive the

v

.Here aref?sbmeizcal_fculations 'iqdigating'what:thej company's rate of return must be in-order _

-} to survive'if it does not hide its profits given the current economical conditions and fhé:Aﬁriérﬁ?n :

The calculations are made by solving an équati_on:

Net Profit _ Rate of Inflation,
Total Costs '

which indicates for how much the company should sell its products to meet the inflation rate.

The rate of inflation taken is 10 (1,000%) [2].
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'";.'To get net proﬁt we must subtract total costs and all the taxes frorn the total revenue So we

o should subtract frorn total revenue a) Value-Added Tax b) Total Costs c) Proﬁt Tax

I D’enotationS'

j__;?i_:. S Sales (totai revenue)

TC Total cost;

O CRM Cost 0£ raw materlals

raw. material;

‘.Proﬁt Tax = (S ValueAdded Tax TC)_ [S (S CRM) ><( 2) -TC] x( 3)

" We have the following equation:

S-(S~CRM)><(.2)-TC-[S-(S-CRM).><(.2)-TC]x(.3’) i
' TC -
Solving it we get N
S=(19.1)xTC+(. 46) x CRM.
That means in order to survrve the mﬂatlon and taxes the company must sell the products
at the end of vear (assuming all costs are paid at the beginning of the year) for almost twenty

times more than the  costs were. Taking away the inflation rate, that is dividing it by 10 we get

that with the current taxes the company's rate of return must be 100% (sales are twice more than

‘the total costs).
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