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HOW FAR WILL PUTIN GO? 

Berenberg Macro Flash 

 

RUSSIA STEPS UP ITS SEMI-COVERT AGGRESSION 

How far will Putin go in his semi-covert war against Ukraine? Since March, this has been the key issue clouding the Europe-

an economic outlook. We do not know the final answer yet, and Putin himself may not have made up his mind yet. But the 

last few weeks have provided further clues. Some of them are worrying. 

 

So far, Putin has shied away from the full-scale open invasion of Ukraine to conquer the vast swathe of territory from Char-

kiw to Odessa that he once labelled “new Russia”. The blow to confidence from such a full-scale invasion could push the 

Eurozone into a temporary recession while crippling Russia’s fragile petro economy for a long time to come. 

 

But short of such full-scale invasion, Putin has gone to great lengths to prolong and escalate the conflict. A brief period of 

Russian hesitation after the downing of MH17 had allowed Ukrainian forces in early August to make serious gains against 

the Russian-sponsored separatists that are holding parts of the Donbass region hostage. But when Ukrainian forces were 

closing in on the rebel strongholds of Donetsk and Luhansk, Russia stepped up its support for the pro-Russian separatists 

significantly. Shortly after the eyewitness report of two British journalists about Russian armoured vehicles rolling into 

Ukraine on 14 August, Ukraine’s military advance stalled. Instead, the pro-Russian separatists have apparently retaken some 

territory and inflicted serious losses on the Ukrainian troops, with the direct Russian involvement now less camouflaged and 

more deadly than before.  

 

This may suggest that Putin wants to use Russia’s military might to force Ukraine to accept at least a stalemate, with Russia  

carving a Transnistria-style bandit fiefdom out of the Donbass region to maintain a permanent foothold in Ukraine beyond 

Crimea. It also presents a serious political challenge to Ukraine’s president Poroshenko, who has now called snap parliamen-

tary elections for 26 October. These elections could show a serious hardening of Ukrainian attitudes to Russia.  

 

Unconfirmed reports of Russian troops opening a new front yesterday, rolling across the southernmost part of the border 

towards Mariupol on the Sea of Asov, raise the additional worrying prospect that Russia may even want to conquer a sliver 

of land to connect Russian-occupied Crimea to Russia itself by land. That still looks more like a tail risk, but like other tail 

risks, it is worth watching. Beyond reporting further Russian tank incursions, Ukraine also says that it has now detained 

some Russian paratroopers on its territory.  

 

So far, the West has not (yet) reacted to Russia’s more overt aggression with a clear threat of further negative consequences 

for Russia. We have to see whether the overnight comments from US security advisor Rice, accusing Russia of a “serious 

escalation” of the conflict, may be the prelude to a firmer economic and political response from the West.  

 

Putin and Poroshenko are likely to meet today with EU representatives in Minsk. While diplomatic breakthroughs are al-

ways possible, it would be a surprise if Putin is ready to strike a genuine peace deal today, and then actually honour it after-

wards. To be acceptable to Kyiv, such a deal would have to include full Ukrainian control over its border with Russia, some-

thing which Russia has refused so far. 

 

THE ECONOMIC CONSEQUENCES 

Russia’s aggression against Ukraine, and the uncertainty how far Putin will go and how the West will react, weighs heavily on 

business sentiment and business investment in core Europe. As a result, the German and Eurozone economic upturn has 

largely stalled (see our forecast revision from 7 August), with the TV pictures about the conflicts in the Middle East possibly 

adding a little to the current climate of uncertainty. As long as the hot conflict rages in Ukraine, German and Eurozone 

growth will likely remain very subdued, with more private consumption and rising exports to the US, UK and China roughly 

offsetting weak business investment. If the West manages to stop Putin in the next month or two, growth would likely firm 
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again in late 2014, as we expect. As emphasised before, the risks to our calls remain to the downside. If the conflict drags on 

much longer, and/or if Putin escalates the conflict further, the temporary economic damage to Europe could be worse and 

more protracted. 

 

The Western debate about the economic consequences often looks skewed, in our view. The sanctions imposed so far are 

not very costly for the West. The decline in exports to Russia mostly reflects weaker Russian demand rather than the direct 

impact of sanctions. What hurts German business investment - and core European demand for German investment goods - 

is the fear factor: how far will Putin go, and how will the West react? More serious financial and economic sanctions on 

Russia would hurt the West a bit, yes. But if the West managed to stop Putin and hence defuse the conflict by a much firmer 

response, the positive confidence effect of that would probably far outweigh the costs of such sanctions.  

 

In the end, the heavily affected economies of Germany and Austria are strong enough to weather the current setback. The 

Euro periphery is much less affected. But as long as we do not know for sure how far Putin will go, the precise timing of the 

growth rebound in Germany and the Eurozone continues to look uncertain.  
 

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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