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RUSSIAN RISKS AND THE IMPACT OF SANCTIONS 

While the people of Ukraine are the victims, Russia and its president are likely to be the ultimate losers of their covert war 

against Ukraine. The new round of Western sanctions on Russia drives homes this point, which we have made for the last 

five months. Upon discussing the economic impact, we have to distinguish between three separate issues. 

1. SANCTIONS 

The new EU/US sanctions are clever and asymmetric. The direct costs to Europe and the US are small as only a few sectors 

are directly affected, with an impact likely well below 0.1% of annual EU GDP. But Russia’s fragile economy, which is al-

ready suffering from capital flight, can be hit seriously by restricted access to finance. Ten days ago, we cut our forecast for 

Russian GDP this year from 0% to -1%. The risk that Russia may fall into a more serious recession soon looks significant.   

2. TRADE 

The impact of the conflict on trade go far beyond sanctions. Russia’s economy is weakening, Western businesses may hesi-

tate to deal with Russia. Exports of goods to Russia amount to 0.9% of EU28 and 1.4% of German GDP. Adding exports 

to Ukraine to that, the ratios rise to 1.1% for the EU28 and 1.6% for Germany. Assuming an import content of these ex-

ports of one third, a 25% drop in exports to these regions would subtract 0.18% from Eurozone and 0.27% from annual 

German GDP. That is no more than a modest hit that could be offset by more exports to the US and China.  

3. CONFIDENCE 

Confidence is the major driver of the business cycle. Fear and uncertainty can hold back business investment and hiring 

decisions. Consumers may delay big-ticket purchases. Of the major European countries, Germany is most exposed to the 

Russian risk. So far, we have seen a drop in the German Ifo business climate index from a peak of 111.2 in April to 108.0 in 

July. While the level remains far above the long-term average of 101.4 and is still compatible with above-trend growth for 

Germany, it does indicate some slowdown in business investment from the strong pace seen from early 2013 to early this 

year. Consumer confidence has not been affected much yet, with the GfK index even moving up from 8.5 in April to 9.0 for 

August, just shy of its December 2006 record of 9.1. The strength of Germany’s domestic economy and the strong recovery 

in Spain and other parts of the euro periphery mitigate the Putin damage somewhat. 

So far, the overall impact of Russia on European confidence has been noticeable but limited. It was the major reason why 

we cut our Eurozone GDP forecasts for 2014 from 1.2% to 1.0% in early July. The risks remain tilted to the downside. 

OUTLOOK: WHAT DOES PUTIN WANT? 

The question of what Putin may be up to has been the major issue for us to watch over the last five months. The key as-

sumption on which we base our European forecasts is that Putin will behave rationally, weighing the costs and benefits of 

his actions for Russia and himself and changing course if circumstances change. So far, that seems to have been largely the 

case. Despite Russia’s military superiority on the ground, he has chosen a covert rather than an overt aggression against 

Ukraine. That suggests he is trying to limit the Western backlash and the costs of that to the Russian economy.  

The downing of MH17 has badly tarnished Putin’s image around the world and put his behaviour under the global spotlight. 

So far, there seems to be no sign that such global scrutiny has led to any reduction in Russian support for the pro-Russian 

separatists who de facto hold parts of eastern Ukraine hostage. Face-saving ways out of the conflict are still available to him: 

some internal Ukrainian reforms with more local autonomy so that Russia could claim that it has secured a better deal for 

Russian speakers in Ukraine upon calling off its support for pro-Russian forces in Eastern Ukraine. But so far, Putin has 

declined to go for such a face saving way out.  

The more he gets himself into a tight corner with a tarnished global image and an expensive military campaign while the 

Russian economy and hence a part of his domestic power base are crumbling, the more we will have to ask whether his 

behaviour will remain rational. If he escalates the conflict further – which in military terms he could do at any time – the 

impact on the European economy would be larger than we have factored in so far. While the euro crisis is over, Russia 

poses by far the biggest tail risk to our European calls. It is a tail risk, but one we need to watch very closely. 
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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