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UKRAINE SITUATION DETERIORATES FURTHER 

Berenberg Macro Flash 

 
Two days ago, we asked how far Russia would go (see our message from 26 August). The latest newsflow from Eastern 
Ukraine suggests an increased risk that Russian President Putin may go well beyond snatching Crimea and de-stabilising the 
pro-Western government in Kyiv. Instead, he is edging closer to an almost-invasion to occupy parts of southeastern 
Ukraine: 
  

• Ukrainian President Poroshenko said today that Russian troops “had been brought into Ukraine” (initially he had been 
quoted as saying an “open Russian invasion” had begun, highlighting how volatile statements and newsflow are). They 
and the separatists allegedly occupied villages and the town of Novoasovsk just across the Russian border on the Sea of 
Asov. The strategically important Ukrainian port city of Mariupol which lies on the way to Crimea is only 40km west of 
Novoasovsk. 

• Poroshenko has cancelled a trip to Turkey and called in the National Security and Defence Council to decide the next 
steps. Ukraine is sending reinforcements to Mariupol. 

• Nato officials say that more than 1000 Russian soldiers are on Ukrainian soil. Nato cancelled an on-record military 
briefing today, potentially suggesting hectic activity in the background. 

• In a further sign that the West may be reacting now to the escalating Russian incursions into Ukraine, Norbert Röttgen, 
chairman of the foreign policy committee of the German Bundestag has called for further sanctions on Russia. 

 
It remains difficult to judge the situation from afar. The separatists seem to have opened a new front on the shores of 
the Sea of Asov, with Russian support. Whether that support is still semi-covert or not remains unclear. The newsflow could 
still be consistent with an extended counter-offensive by the pro-Russian separatists, reinforced by Russian "volunteers". 
That would be a continued significant stepping up of the Cremlin’s semi-covert support for the separatists but not yet a full-
scale open invasion. 
 
It is becoming increasingly clear that Russia wants more than Crimea and autonomy for Eastern Ukraine. On Tues-
day, we had described Russia trying to connect Crimea to the Russian mainland by land as a tail risk. The occupation of 
Novoasovsk has brought that a lot closer. We might even be edging closer towards our worst case scenario of a full-scale 
Russian invasion. In response, Ukraine is likely to step up its military campaign, leading to a further escalation, which would 
probably trigger another sharp tightening of Western sanctions and Russian countersanctions.  
 
In August, economic sentiment in the Eurozone already dropped by the biggest margin since the heyday of the euro 
crisis in mid-2012. A further escalation would pose a serious risk of a renewed recession in the still-fragile economy. The 
likelihood that governments and the ECB would then react with stimulus programmes, including full-scale quantitative 
easing, is rising. 
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