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ZEW, the Centre for European Economic Research, Mannheim, and Erste Group Bank AG, Vienna, carry out a monthly survey among approximately
160 financial market experts for Central and Eastern Europe (CEE), Austria, as well as the Eurozone. The experts are asked for their assessments
and expectations with regard to economic and financial market data. The March issue of the “Financial Market Report CEE” contains the results of
the current survey, conducted between January 28, 2014 and February 17, 2014, as well as an overview of the development of the indicators over
the last three months. The answers of all survey participants are included in the calculation of the indicators for the CEE region, the Eurozone and
Turkey. The answers of the Turkish participants are not considered for the calculation of the indicators for the individual CEE countries and Austria.

Economic Expectations for the CEE Region

Gradually Decline

Over the past three months (from December 2013 until Febru-
ary 2014) the economic expectations for Central and Eastern Eu-
rope have gradually declined. The ZEW-Erste Group Bank Econom-
ic Sentiment Indicator for the CEE region has decreased by overall
32.6 points and now stands at a level of 9.0 points — its lowest
level for more than ayear. To a large extent the decrease of the in-
dicator can be ascribed to the major drop of expectations for Tur-
key. The country has been in the spotlight since the end of 2013
when a corruption scandal triggered a political crisis forcing for-
eign investors to sell Turkish debt and the Lira to depreciate
(Source: Bloomberg). Blurred economic sentiments for Croatia
have also contributed to the decreased optimism for the CEE re-
gion. The economic sentiment indicator for Croatia has dropped
in February to its lowest level for more than a year. In contrast,
economic sentiments for Slovakia and Hungary have recorded his-
torical peaks over the last three months. Economic optimism for
Slovakia has reached its all-time peakin January 2014. In the same
survey the optimism for Hungary also rose to its historical second-
highest level. Among the other CEE countries sentiments have re-
mained rather stable and positive for both Poland and Romania.
The respective indicator for the Czech Republic has entered in De-

cember 2013 positive territory for the first time since July 2011
and since then has displayed a stable positive trend. The indica-
tor of experts’ assessment of the current situation in the CEE re-
gion has also declined gradually over the last three monthsin line
with the sentiment indicator for the region. The indicator has there-
by entered negative territory in January 2014 after previously re-
taining positive values for four consecutive months.

Economic sentiment for the Eurozone has also decreased
overthe last three months but continues to rank higher than the
respective sentiment indicator for the CEE region for the third
consecutive quarter. However, experts’ assessment of the cur-
rent economic situation in the Eurozone continues to improve.
In February 2014 the indicator has reached a level of minus 2.1
points — its highest level since April 2011.

The economic outlook of Austria has not changed significant-
ly over the past three months. After an increase in December the
indicator for economic expectations for Austria has gradually
dropped back to a level of 50.0 points. An opposite development
is recorded by experts’ assessment of the current economic sit-
uation n the country — the indicator ranks roughly as high as at
the end of the previous month in spite of a large drop in between.

Economic Expectations for CEE, Austria
and the Eurozone
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Czech Republic, Poland, and Slovakia:
Optimistic Economic Outlook

Ahead of the upcoming elections in Slovakia, experts’ assess-
ment of the current situation in the country has improved in Feb-
ruary by 8.5 points. However, experts have become less optimistic
on the economic prospects of the country in the next six months.
The relevant economic sentiment indicator has decreased by 14.3
points. This comes right after the sentiment indicator for the coun-
try reached its all-time peak at 71.4 points in January 2014. The
decline comes in spite of the announcement of the government to
strengthen its nation-wide program for employment of young peo-
ple. Positive news have also been announced by the Statistical
Office of the Slovak Republic in mid-February — GDP growth (yoy)
marks its highest rate since the third quarter of 2012.

The assessment of the current situation in the Czech Republic
has gradually improved over the last three months. The respec-
tive indicator has entered positive territory in February 2014 for
the first time since November 2011. Experts’ economic expecta-
tions have similarly recorded a positive trend over the last three
months. In February, the respective indicator has climbed to its
historical high of 78.8 points. The optimism of the survey respond-
entsisin line with the newly announced positive GDP figures. Ac-
cording to the Czech Statistical Office, the GDP has marked its
first expansion in two years by growing 0.8 per cent (yoy). Positive
macroeconomic figures and experts’ optimism for the country
sets the stage for the new centre-left coalition. The coalition agree-
ment marked the end of the recent political crisis in the Czech
Republic which started in mid-2013 when the former government
was forced to resign after a corruption scandal.

Economic expectations for Poland have remained roughly un-
changed over the past three months. The respective indicator is
currently at the second-highest level among all surveyed econo-
mies. The majority of 58.8 per cent of the survey participants as-
sert that the economic situation in the country will improve over
the next six months. Concerning the current situation in Poland,
the majority of 67.6 per cent of the experts describe it as normal
and the rest of the respondents already assess it as good. The
positive assessment is in line with the positive macroeconomic
figures announced in the end of February. The GDP in Poland has
recorded its largest expansion since the first quarter of 2012.

Indicators* for the Czech Republic, Poland and Slovakia
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Croatia, Hungary and Romania:
Economic Optimism Prevails

In February 2014, less than two months before the upcoming
parliamentary elections in Hungary on the 6th of April— the first
election conducted according to the new electoral law which was
enforced in January 2012 — experts’ sentiments for Hungary drop
significantly. In February 2014 the indicator of economic expecta-
tions drops by 13.5 points from its historical second-highest level
of 56.4 points. This comes in spite of the optimistic preliminary
GDP figures announced by the Hungarian Central Statistics Office
in mid-February, indicating the largest growth rate (yoy) since De-
cember 2006. In mid-January 2014 the country’s prime minister
Viktor Orban signed an agreement with Russian president Vladimir
Putin to increase Hungary’s nuclear power (Source: Reuters). Sub-
sequently, the government has pledged to cut gas prices for house-
holds. The deal itself has been met with criticism and is likely to
be in the spotlight for the pre-election debates. Experts’ assess-
ment of the current situation in Hungary has become less and less
negative over the last three months. Currently the indicator stands
at minus 20.6 points which is its highest level since April 2011.

Economic expectations for Romania linger on positive values
for the last three months. The majority of 66.7 to 53.4 per cent
of the survey respondents expect the situation in the country to
improve over the next six months. The experts’ assessment of
the current situation crossed the zero line four months ago after
remaining for more than six years in negative territory. The pos-
itive assessment of the financial market experts is in line with
the positive review of the International Monetary Fund and the
European Commission in the beginning of February. According
to the IMF and the EC, Romania has largely met the performance
criteria and structural benchmarks. At the end of January, the
Romanian president announced to expect the country to enter
the Eurozone within the next five years.

Both the assessment of the current situation in Croatia and
experts’ expectations on the economic development of the coun-
try over the next six months have gradually deteriorated over
the past three months. The indicator of experts’ assessment of
the current situation in Croatia has thereby dropped to its low-
est level since July 2009. Economic expectations for the country
record its lowest level since November 2012.

Indicators* for Croatia, Hungary and Romania
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Turkey: Political Instability Blurs Economic Outlook

Economic Expectations and Assessment of
Current Economic Situation in Turkey
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Both the indicator of experts’ assessment of the current situ-
ation and the indicator of economic expectations for Turkey have
plunged to reach its historical lowest levels during the past quar-
ter. As of February, the majority of 61.7 per cent of the expert
consider the current situation in the country as bad and 52.1
per cent also expect it to even worsen. This is in sharp contrast
to the large agreement as of the beginning of December 2013
that the situation in Turkey was normal and would remain this
way in the mid-term. The outlook has significantly blurred in the
January survey reflecting an increased uncertainty triggered by
the corruption scandal in Turkey starting at the end of 2013.
Sentiments for the Turkish stock markets show large disagree-
ment as of February 2014. Over the quarter the Turkish ISE-100
has decreased by roughly 15 per cent driving the sentiment in-
dicator down by overall 14.2 points over the past three months.

Special Question: Growth Prospects of the CEE Countries in 2014

The special question in February asks financial market ex-
perts to provide their assessment on the growth prospects of
the countries in the CEE region as well as the economic chal-
lenges the region faces. Experts are most optimistic for Poland,
the Czech Republic and Slovakia and least optimistic for the
growth prospects of Turkey and Croatia. The biggest challenges
for the entire CEE region are seen in the low levels of domestic
private consumption and the low levels of foreign investments.

The majority of survey participants are pessimistic about Tur-
key, as more than 65 per cent consider the growth prospects of
the country to be low or very low. This has likely been triggered
by the increased political uncertainty in the country. Survey par-
ticipants are also rather pessimistic about Croatia, as more than
60 per cent consider the growth prospects of the country to be
low or very low. Compared to experts’ assessment of the growth
prospects of the country last year, in January 2013, the pessi-
mistic view has even strengthened. In January 2013, 47 per cent

How do you assess the recovery/growth prospects of
the different CEE countries within the next year?

I very high M high average M low M very low
Turkey 17 52 13
Slovakia 49 | 3 |
Serbia 41
Romania 50
Poland 36 L8 |
Hungary 53 20 3
Czech Rep. 47 8 |
Croatia 28 53 8
Bulgaria IHENN 71
0% 20% 40% 60% 80% 100%
Source: ZEW

of the participants have assessed the growth prospects of Cro-
atia as below average.

According to the experts the most important challenges for
2014 are the low level of foreign direct investments and low
level of private consumption. A majority of roughly 67 per cent
assess the importance of these two challenges as high or very
high. Political uncertainty in the individual countries is also an
important burden for the economic growth of the region. The
majority of 59 per cent or the survey participants consider po-
litical uncertainty an important or very important challenge for
the development of the CEE region. Another 47 per cent of ex-
perts consider the low external demand an important challenge.
Although still a significant concern, experts appear less con-
cerned with the external demand than one year ago, in January
2013 (in January 2013 a large majority of 81 per cent of the ex-
perts saw external demand as a major burden for the economic
growth of the CEE region).

Daria Fomenko, Zwetelina Iliewa

Which will be the most important challenge for the CEE
region as a whole resulting from the weakness of all or
individual CEE countries?

M very important I important neutral [ slightly important M less important

Political uncertainty 25

Constrained access to finance IOV INNETEN 22

Low level of private consumption FIZE INETINEE 27 ¢ |

Low level of foreign direct investments 25
High inflationary risk BHEM 21 29 38

Low external (export) demand 32 16 5

Exchange rate weakness 28 17 5

Weak economic development 26

Consumer foreign exchange debt 37 | 8

High gross sovereign debt level 27 9 18
Large account deficit 38
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ancial Market Survey CEE: F

acceptable (normal) balance

Austria 185  (+1.9) 815  (+48) 0.0 (-6.7) 185  (+86)
Croatia 29 (+0.1) 257  (-76) 714 (+75) 685  (-74)
Czech Republic 89 (-4.6) 882 (+17.9) 29  (-133) 60  (+8.7)
Hungary 59  (-20) 676  (+123) 265  (-10.3) 206  (+83)
Poland 324 (+10) 676  (+47) 00 (-57) 324  (+67)
Romania 134 (-22) 833  (+114) 33 (-92) 101 (+7.0)
Slovakia 1.4 (-2.9) 886  (+14.3) 00 (-114) 14  (+85)
Turkey 43 (-4.1) 340  (-118) 617  (+15.9) 574  (-20.0)
CEE (incl. Turkey) 86  (-32) 774 (+36) 143 (-04) 57 (-28)
Eurozone 109  (-28) 761 (+114) 130  (-86) 21  (+58)
Economic q

" improve no change worsen balance
expectations
Austria 519  (+0.2) 48.1 (-0.2) 00  (x00) 519  (+0.2)
Croatia 172 (-152) 714 (+119) 14  (+33) 58  (-185)
Czech Republic 788  (+6.56) 212 (-66) 00  (£00) 788  (+66)
Hungary 4856 (-78) 457 (+21) 57  (+57) 429  (-135)
Poland 588  (+0.5) 412 (-05) 00  (x00) 588  (+0.5)
Romania 534  (-59) 433 (+89) 33 (-30) 50.1 (-29)
Slovakia 571 (-143) 429 (+14.3) 00 (£00) 571 (-14.3)
Turkey 146  (+2.1) 333 (-42) 521 (+2.1) 375  (£0.0)
CEE (incl. Turkey) 242 (-43) 606  (-23) 152  (+6.6) 9.0  (-10.9)
Eurozone 531  (+1.1) 426  (-14) 43 (+03) 488  (+08)
Inflation rate increase no change decrease balance
Austria 259  (+28) 741 (+12.6) 00  (-154) 259 (+182)
Croatia 257 (-9.6) 600  (+18.8) 143 (-9.2) 14 (-0.4)
Czech Republic 559  (+10.2) 412 (-17) 29 (-85) 530 (+18.7)
Hungary 546  (+3.1) 333 (+1.9) 12.1 (-5.0) 425  (+8.1)
Poland 697  (+52) 303  (+45) 00  (-97) 69.7  (+14.9)
Romania 449  (-5.1) 448  (+18.1) 103 (-13.0) 346  (+79)
Slovakia 382  (-29) 618  (+14.7) 00  (-11.8) 382  (+89)
Turkey 756  (+9.0) 200  (+33) 44 (123) 712 (+213)
CEE (incl. Turkey) 530  (+15) 41 (+7.7) 29 (-92) 5041 (+10.7)
Eurozone 256  (-57) 638  (+55) 106  (+02) 150  (-59)
Short-term increase no change decrease balance
interest rates [abs.] [rel.] [ELEA| [rel.] [rel.] [abs.] [rel.]
Croatia 258 (+7.0) 385 (+109) 645 (-1.1) 500 (-52) 97 (-5.9) 15 (-57) 161 (+12.9) 27.0 (+16.6)
Czech Republic 97 (-20) 108 (+39) 87.1 (+4.7) 821 (-76) 32 (-27) 74 (+37) 65 (+0.7) 37 (+02)
Hungary 219 (+29) 276 (+94) 406 (+55) 345 (+12) 375 (-84) 379 (-106) -156 (+113)  -10.3 (+20.0)
Poland 258 (+76) 333 (+185) 710 (+13) 630 (-111) 32 (-8.9) 37 (-74) 226 (+16.5) 296 (+25.9)
Romania 13.8 (-8.1) 19.2 (+14) 586 (+18.0) 50.0 (+10.7) 276 (-9.9) 30.8 (-12.1) -13.8 (+1.8) -116 (+13.5)
Turkey 558 (-12.9) 600 (-12.0) 372 (+10.1) 275 (+42) 70 (+28) 125 (+7.8) 488 (-15.7) 475 (-19.8)
Eurozone 13 (-63) 705 (-6.0) 182 (+12.3) 6.9 (-18.6)
Long-term increase no change decrease balance
interest rates [abs.] [rel.] [abs.] [rel.] [abs.] [rel.] [abs.] [rel]
Croatia 613 (+3.3) 500 (+67) 258 (-6.5) 346 (-154) 129 (+32) 154 (+87) 484 (+0.1) 346 (-2.0)
Czech Republic 56.7 (+10.3) 231 (+83) 400 (-10.0) 577 (-201) 33 (-03) 192 (+11.8) 534 (+10.6) 39 (-35)
Hungary 548 (-58) 408 (-29) 355 (+52) 333 (-11) 97 (+06) 259 (+40) 451 (-64) 149 (-6.9)
Poland 709 (+14.3) 445 (+134) 226 (-14.1) 444 (-142) 65 (-02) 111 (+08) 644 (+14.5) 334 (+12.6)
Slovakia 548 (+15) 179 (+3.7) 387 (-13) 714 (+35) 65 (-0.2) 107 (-72) 483 (+1.7) 7.2 (+10.9)
Turkey 610 (-124) 578 (-120) 317 (+95) 211 (+25) 73 (+29) 211 (+95) 537 (-153) 36.7 (-215)
Germany 417 (-138) 472 (+5.1) 1.1 (+85) 306 (-221)
Stock market
o increase no change decrease balance
indices
EURO STOXX 50 576  (-9.0) 212 (+45) 212 (+45) 364  (-135)
ATX (Austria) 625  (-16.1) 208  (+10.1) 167  (+6.0) 458  (-22.1)
NTX (CEE) 600  (-9.0) 200 (+6.2) 200  (+28) 400  (-118)
CROBEX (Croatia) 452 (-124) 419  (+86) 129 (+38) 323 (-16.2)
PX50 (Czech Rep.) 55.6 (-87) 222  (-28) 222 (+115) 334  (-202)
BUX (Hungary) 445  (-16.8) 333 (+75) 222 (+93) 223 (-26.1)
WIG (Poland) 57.1 (-85) 286  (+11.4) 14.3 (-29) 42.8 (-5.6)
BET (Romania) 654  (-12.4) 192 (+8.1) 154  (+43) 500  (-16.7)
SAX (Slovakia) 334 (-101) 458  (-20) 208  (+12.1) 126 (-222)
ISE-100 (Turkey) 400  (+3.0) 275  (+58) 325  (-88) 75  (+118)
(E::_h:l:]ie) ates appreciate no nge depreciate balance
Kuna (Croatia) 324  (+153) 441 (-188) 235  (+35) 89 (+11.8)
Koruna (Czech Rep.) 364  (+7.0) 515  (-103) 121 (+33) 243  (+37)
Forint (Hungary) 334 (+22.0) 333  (-15.3) 333 (-6.7) 01 (+287)
Zloty (Poland) 531  (+16.8) 313 (-172) 156  (+04) 375 (+16.4)
Lei (Romania) 241 (+16) 483 (-9.8) 276  (+82) 35 (-6.6)
Lira (Turkey) 256  (+4.7) 349  (+16) 395  (-6.3) 139 (+11.0)
US-Dollar 512 (-10.0) 244  (-01) 244 (+10.1) 268  (-20.1)

Note: 88 Financial market experts, 20 from which from Turkey, participated in the February survey which was conducted during the period of
1/28-2/17/2014. Analysts were asked about their expectations for the next 6 months. Numbers displayed are percentages (month-over-month
percentage point changes compared to the survey in January 2014 in parentheses). Balances refer to the differences between positive and
negative assessments.
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