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EXECUTIVE SUMMARY
The idea behind this report is to crticially examine the sensititives and challenges faced by UK while doing business with Russia. The report evaluates in particular the economic, political and cultural challenges faced by UK. 
All three challenges faced by UK are interdpendant with polticial challenge being the strongest and having a direct impact on economic decision making and on the beliefs and values formed by the citizens of Russia. 
The report found that the biggest risk UK faces while enaging in business activities with Russia is the country’s level of corruption and ambigious economic policies. The judicial system is also weak and as a result measures to minimize corruption constantly fail. 
It was concluded that Russia needs to implement stricter laws in the legal system to irridicate foregin bribery and also needs to encourage fair competition in its economic sphere.
Hofstede comparative analysis included in the main findings also throws light on the significant cultural differences between UK and Russia and how they impact business activities between both the countries.
Suggestions on how UK, while bearing the risks and challenges in mind can take advantages of Russia’s large economy and well educated workforce when it comes to carrying out business activities between the two countries were made. 











1. [bookmark: _Toc6115]Introduction  
Large corporations around the world have been facing the impact of cross culturalism for many years now, but as the world continues to evolve and become more interconnected, it is imperative for businesses to understand that connecting with diverse customers and interacting with many different cultures requires patience and understanding (What is International Business, 2020). An article published by International Relations EDU highlights few key challenges faced by companies involved in international business and they are mainly economic, political, cultural and competitive in nature. A country’s economy form such as free market, mixed market or a central market has a direct impact on the way global business takes place and on health education and infrastructure of the country (What is International Business, 2020). The political scenario of international business mainly has to do with the equation shared by the state and the organization. Hence, companies dealing with international business engage with different types of governments, such as democratic, monarchies, dictatorships, et al. The environment pertaining to a nation’s culture involves shared values and beliefs pertaining to language, history, education, geographic location, and religion. Foreign firms thouroughly analyse the culture of the nation they are doing business with so as to get a better knowledge of these factors and how they impact the trade (What is International Business, 2020). This report will throw light on the challenges and sensitivities faced by UK in doing business with Russia. Both countries differ significantly in terms of culture, values, type of governance, business ethics, economic structure, et al. 

2. [bookmark: _Toc27908]Main Findings 
While international business can open new windows of opportunity between countries in terms of diversity, new markets, foreign investments, new talent etc., it still poses certain challenges to the government and organizations of respective countries. This section will discuss and critically evaluate the challenges and sensitivities from a British perspective of doing business with Russia.

[bookmark: _Toc9681]2.1 Economic sensitivities and challenges faced by UK
Ernst and Young’s 2013 attractiveness survey rated Russia as the world’s 9th biggest local consumer market and the 6th most appealing country to make investments in the world. The survey also rated the country second in Europe for jobs created through foreign direct investment (Ernst and Young, 2013).
Russia attracts foreign investors due to its vast reserves of natural resources like metals, oil, natural gas. What drives the country’s consumption spending are it’s continuously evolving retail market and middle class population along with the skilled and educated labour force the country consists of (Ernst and Young, 2013). 
Companies from the west have made investments in various economic sectors like the telecommunications, energy, finance and business services, consumer goods and automobiles (Ernst and Young, 2013). 
However, over the years the relation between the west and Russia have become hostile. After Russia annexed the Crimean Peninsula between February and March 2014, US and EU introduced sanctions against Russia several times that tightened restrictions on government of Russia’s organizations and banks (How far do EU-US sanctions on Russia go?, 2020).
The sanctions that were specifically announced by Europe aimed at Russia’s government finances, arms sector and energy. For example, according to BCC news Government banks in Russia were exempted from from putting forward long-term loans in European region, exports of twofold army equipment usage in Russia got banned, arms deals to be made in fture between Europe and Russia got banned and the Eu had refrained from exporting oil (How far do EU-US sanctions on Russia go?, 2020).
These sanctions by EU naturally had an effect on Russian economic structure, especially considering the fact that that the European Union does much more business with Russia than USA. In 2014, according to BCC news, Russia swayed back on the edge of recession. The economy had grown by approximately 1.25% in 2013 and did not report any growth between the months of April and June (How far do EU-US sanctions on Russia go?, 2020).
However, the article also suggested that the effects of the sanctions were faced by EU as well considering Russia had become an attractive market for the consumer goods of the west over the past. As a response to western sanctions, an immediate ban on trade  of agricultural products from USA, Europe, Norway, Canada caused food exporters to incur losses (How far do EU-US sanctions on Russia go?, 2020).
This was beneficial to Russian industries since the government was put under pressure to promote domestic business after the rising economic pressures as a result of the sanctions, the government showed preferences for regional producers over overseas organizations but it has over a period of time reduced market access for foreign companies (Navigating the Complexities of Doing Business in Russia, 2017)

[bookmark: _Toc3468]2.2 Political sensitivities and challenges faced by UK
According to the latest information updated on the GOV.UK website that provides information and services for citizens and businesses and government and policy structure of UK, Russia is one of the largest economies in the world when it comes to gross domestic product. according to estimates by IMF for 2019. The economy retrieved from recesson in 2015 and grew by approximately 2% in 2018 (Doing business in Russia and Ukraine: Sanctions latest, 2020).
However, corruption is widely distributed in Russia and is a matter of concern for UK businesses functioning there. The Russian government continues to claim that it’s taking measures to reduce corruption and other harmful practices but they still remains challenging. According to a global corruption index in 2018, Russia arrived at 138 between 180 countries (Doing business in Russia and Ukraine: Sanctions latest, 2020).
As per information provided by GAN Business Anti-Corruption Portal, increased level and trivial corruption is widespread pertaining to the legal system. The business scenario suffers from incoherent implementation of strong legal system and an absence of lucidity and accountability in the civil domain. The fact that Russia’s inefficient when it comes to regulating policies increases the overall cost of carrying out business activities and has a negative impact on the competition in the market (Russia Corruption Report, 2017).
The Russian Federal Anti-Corruption Law (in Russian) states that organizations should be proactive in implementing anti-corruption compliance programs although when it comes to practice, compliance with these provisions is falling behind. Russian law also criminalizes active and passive bribery, gifts, other benefits such as facilitation payments. However, successful imposition of anti-corruption legislation is compromised by a judicial system that is corrupt and politicized (Russia Corruption Report, 2017).
High-levels of political influence in the natural resources sector poses a risk for UK’s business activities in Russia. The country is among the biggest oil producers worldwide but because of faulty, defective government, ambivalent laws and an impaired legal system, there is a lack of authenticity when it comes to revenue and contract in the extractive industry (RGI 2013). The economy suffers from misusing of dollars worth billions in public gains that comes from sale of energy but the government shows little interest in fighting the problem and many a times acts as the heir (Democracy on the Defensive in Europe and Eurasia, 2015).
The public services sector in Russia also faces a high risk. According to BTI 2016, an index that assess the quality of political management in various countries including Russia a lack of funds, bureaucracy, corruption make public administration operations inconsistent in nature (BTI 2016). Since prominent corruption as the biggest hindrance for UK companies doing business in Russia, they are very often subjected to bribes and irregular payments when applying for public utilities (Global Competitiveness Report, 2015-2016, 2016). 
9 out of 10 entrepreneurs report that they have experienced bribery at least once, with the average bribe for all purposes being approximately 9000 USD (OECD 2015). Rather than actually engaging in administration compliance, foreign companies reported that bribery was so common in a few regions of the country that it was considered an easy alternative (OECD 2015). Even the Russian police is unreliable when it comes to protecting companies against crimes (Global Competitiveness Report, 2015-2016, 2016). 
Harvard Business Review also suggests that since agencies in Russia are facing decreased federal government funding, they are being motivated to pass regulations or impromptu policies to make more profits from foreign companies either through payment at customs or charging fines and taxes on the local operations of the business, which remains challenging  for UK’s business to flourish well in Russia. (Navigating the Complexities of Doing Business in Russia, 2020).
[bookmark: _Toc12257]2.3 Cultural sensitivities and challenges faced by UK
Business environment in Russia is evolving from citizens that were raised in the Soviet regime to citizens raised post-Soviet. This transition impacts both the culture and the economy simultaneously (Kuznetsov and Kuznetsova, 2005).
In modern Russia, the task of forming certain attitudes with respect to business culture remains a daunting challenge in itself. Firstly, a profound change of the economic set up of the country urges businesses and economic analysts to produce behaviours that are entirely new to them and these behaviours and responses have to be based on a new set of values and rational ideas which vary in comparison to those that were considered important before. Secondly, information that is coming from the economic environment of the country is likely to be confused, misinforming and distorted because of the inefficiency of the institutional set up of the country (Kuznetsov and Kuznetsova, 2005).
In modern Russia, the behavioural norms and experiences of the past carried over by entrepreneurs and managers have an impact on the present business set up with foreign partners. This has significant cultural and social outcomes as everything that was valued under the old system is now obsolete and irrelevant under the present scenario while certain patterns of behaviour that were seen invaluable require more importance (Kuznetsov and Kuznetsova, 2005).
Britain specifically faces a challenge in doing business with Russia when it comes to the values based on which both the countries differ. Britain follows the tradition of liberalism and democracy which is absent in Russia. London’s political and cultural values are more similar to Paris and Berlin than the capital city of Moscow (Britain and Russia are Europe’s odd couple, 2020).
But since the values of a nation are not solely driven by geopolitics, there are certain strategic interests and emotions involved as well (Kuznetsov and Kuznetsova, 2005).

According to insights shared by Hofstede, UK and Russia differ from each other based on 5 cultural values or factors: 
The values being, power distance, individualism, uncertainty avoidance, long term orientation and indulgence (Country Comparison - Hofstede Insights, 2020).
The first measure distance of power indicates the degree to which the institutions and organizations of a country that are less in power accept that there is unfair diffusion of power. Russia scoring high on this indicates that it is a nation where power dynamics are very obscure. The power is very centralized in the capital city, Moscow. Such regional inequalities along with the corrupt political climate is likely to make UK, a country with a low power distance, implying equality, take a step back while making Foreign Direct Investment in the country (Akgün, Hopoğlu and Künü, 2015).
[bookmark: _GoBack]The second measure individualism highlights the extent to which the members of a society are dependent on one another. In individualistic societies, people look after their own selves and their family members but a society that is collectivist in nature belongs in groups. From a business perspective, this mind set holds an advantage in obtaining information and carrying out negotiations effectively as Russia is high on collectivism. For UK being is an individualistic society, such cultural values of Russia might be a hindrance as there is a lack of autonomy in taking business decsions, most business activities in collectivist societies are carried out on the basis of what is considered acceptable by a group (Bergelson, 2003). 
Uncertainty of avoidance implies how a society has created certain beliefs and institutions in order to avoid the threats of uncertain and unknown situations. Russia has a high score on this measure while UK has a low score. Russia feels threatened by ambigious situations and constantly engages in detailed planning and briefing. UK’s practical approach that accepts change, proposes new decsions to adapt to change and risks, modifies laws and regulations with time (BBC, 2015) might turn out to be intimidating for Russia that has a behavioural tendency of following structure, procedures and rigid legal systems. 
Long term orientation indicates how societies take into consideration their own past while dealing with the current challenges. UK scores low here, while Russia has a high score. UK’s score indicates that it is is short term oriented, tends to solve problems on timely basis and focus on faster results. Russia on the other hand has a more realistic mindset, it focuses on saving and investing for the future. This mindset was common in Soviet Regime as well. (Country Comparison - Hofstede Insights, 2020).
Lastly, indulgence indicates the degree to which a society controls its people and let the young folks socialize. UK has a high score on this indicating a broad and open mind set. Russia on the other hand, scoring low puts light on the country’s restrained mind set. In contrast to UK, Russia does not give much importance to leisure time and controls the desires of its citizens through its social norms. Such a mindest can be challenging for a progressive society like UK that values autonomy, work life balance and openness to new ideas (Country Comparison - Hofstede Insights, 2020).

3. [bookmark: _Toc19584]Conclusion 
In conclusion, it can be said that the above three challenges influencing the business practices between UK and Russia are interdependent but the political challenge plays a stronger role as inadequacy in the political sphere directly effects the economic and the cultural factors. The way politics is played out in a country channels certain beliefs and thought processes in the citizens, it influences economic decision making and affects international relations. For business activities to go on smoothly between both the countries, the most important step Russia should take is to fight against corruption especially when it comes to international bribery as for many foreign companies Russia is considered to be a country with authoritarian government, a weak justice system and unclear economic structure. The Russian government’s efforts in implementing reforms to irradicate foreign bribery are not enough and strong law and order needs to be in place. 
In terms of the economic sphere, Russia needs to encourage a fair competition, a fair business environment and simplify administrative processes and taxation. 
Russia with a large economy and a well-educated workforce can open up opportunities for foreign companies if only the companies are able to handle its challenging environment. UK can build its team that handles government affairs in order to keep a track of any regulatory changes. Multinational companies based in UK can collaborate with their competitors that are both domestic and foreign to involve the government in policy decisions that have a direct impact on their customers and sector. 
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