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MACRO UPDATE: JAPAN, UK INFLATION, UKRAINE TALKS 

Berenberg Macro Flash 

 
JAPAN: EXPORTS START POSITIVELY INTO Q3 

After Japan’s sharp output contraction in Q2 (GDP shrank by 6.8% on an annualised basis) the first hard data for the third 

quarter point to a positive start. Export growth rebounded to 3.9% yoy in July after two successive negative rates in May 

and June. The improvement could be an indication that important markets like China and the US are picking up, helping 

Japanese companies to capitalise on the weak Yen, which is roughly 25% lower against the dollar than before the start of 

Abenomics in late 2012. Import growth slowed from 8.4% yoy to 2.3% in July. That could point to a positive contribution 

from net exports. But weaker import growth, if sustained, could also be a sign of subdued domestic demand. We expect the 

momentum of the monetary and fiscal stimulus to tide the economy over the impact of the tax increase in April and tempo-

rarily sluggish export markets. But the impact will fade and could end as an expensive flash in a pan, if the government does 

not implement serious structural reforms to boost the long-term growth potential. 

 

UK: INFLATION DROP ON DISCOUNTS 

British consumer price inflation dropped to 1.6% yoy in July, a steeper drop than we and consensus had expected. The 

decline was largely driven by clothing discounts which occurred a bit later than usual, meaning that inflation was a bit higher 

in June (1.9%) and lower in July. The average inflation rate over the two months was in line with the average rate we expect 

for this year (1.7%). Inflation is likely to stay at the current level for a while as any upward pressure from the strong domes-

tic economy is offset by stronger sterling and lower food and energy prices. Below-target inflation – along with weak wage 

growth and external uncertainties - may grant the Bank of England a bit more time to keep rates at the present very low 

levels. We now only see a 30% chance for a first rate hike still this year and a 70% chance that it will occur in February 2015. 

 

UKRAINE: POLITICAL TALKS RESUME 

The conflict in Eastern Ukraine remains the biggest short-term risk to the Eurozone recovery. The deadly battle between 

the Ukrainian forces and pro-Russian separatists in Donetsk and Luhansk rages on and the sanctions and counter-sanctions 

between Russia and the West may be stepped up further. Most importantly, any evidence of a Russian invasion of the Don-

bass and open battle with the Ukrainians would seriously undermine economic sentiment in Europe as the sharp market 

reaction to reports of a Russian armoured convoy being partly destroyed on Ukrainian soil highlighted last Friday. But at last 

diplomatic efforts seem to be making some limited progress. After a meeting between the foreign ministers of Ukraine and 

Russia in Berlin last weekend, Presidents Putin and Poroshenko are set to meet in Minsk next week. A political solution is 

still very distant. Even if Russia would accept a solution based on more autonomy for the Russian speaking Donbass, 

Ukraine might not agree with its forces seemingly gaining the upper hand militarily at the moment. However, the ever wors-

ening economic situation in both countries and Western stick-and-carrot could still prepare the ground for a compromise. If 

the crisis did de-escalate sustainably, European economic indicators could rebound quickly, in particular in Germany. 
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