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MACRO UPDATE: UKRAINE, GERMAN CONSUMERS 

Berenberg Macro Flash 

 
UKRAINE: THE LINES ARE HARDENING … 

The battle lines between Russia and Ukraine are hardening, dashing hopes that the conflict could be defused after the tragic 

downing of MH17. With the Ukrainian transition government stepping down, the country is heading for new elections this 

autumn. These are likely to produce a much less Russia-friendly parliament, if the trends of the presidential elections are 

confirmed. Meanwhile, US intelligence reports of artillery having fired at Ukrainian positions from inside Russian borders 

highlight the risk that Russia’s covert involvement in Eastern Ukraine could become more open. If accurate, that could be 

another step on the slippery slope towards an open invasion of the Donbass by Russian regular troops. That would have a 

much more damaging effect on Eurozone confidence and would certainly lead to much tougher and thus economically 

more damaging sanctions. The conflict in Eastern Ukraine is currently the biggest risk to the Eurozone recovery and unlike-

ly to fade overnight. 

 

… BUT GERMAN CONSUMERS UNDETERRED SO FAR 

Whatever the geopolitical risks and whatever other indicators of the German economy say, one trend that has not stopped is 

the rise in German consumer confidence on the GfK measure. The measure for August rose to 9.0, its highest level since 

2006, against consensus and our expectation that the Ukraine crisis and the downing of the flight MH17 would take a toll 

and confidence would slip a little. Low unemployment, low inflation and less uncertainty from the Eurozone crisis have put 

households’ confidence on a firm upward trend since spring 2013. 

 

The detailed data for July reveals that the key driver of confidence was consumers’ expectation for income growth, which 

rose sharply from an already elevated balance of 47.2 to 54.7. The pending introduction of a national minimum wage and 

widespread support for substantial wage increases - even the Bundesbank spoke out in favour of higher wages – is raising 

hopes of more money flowing into families’ wallets. Germany’s current economic upswing is driven by domestic demand, 

and while a rebound in investment after years of decline during the global financial and euro crises may be the biggest swing 

factor, consumption is increasingly becoming another pillar of growth. Stronger German domestic demand is crucial, not 

just to offset the volatility in global demand, but also as a driver of the Eurozone’s recovery. More German consumption 

helps imports and thus the reform countries on Europe’s periphery to export their way out of trouble. However, an escala-

tion of the conflict in Eastern Ukraine could still have a dampening impact on German consumers as well. 

 

 

 

GfK Consumer Confidence 

 

 AUG JUL JUN MAY APR MAR  

Consumer Confidence  9.0 8.9 8.6 8.5 8.5 8.5 

 
Source: GfK 
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