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ZEW, the Centre for European Economic Research, Mannheim, and Erste Group Bank AG, Vienna, carry out a monthly survey for Central and
Eastern Europe, Austria, as well as the Eurozone, asking financial market experts for their assessments and expectations with regard to economic
and financial market data. The results of the current survey, conducted between March 29 and April 19, 2010, are published in the May 2010
issue of the “Financial Market Report CEE.” 74 financial market experts participated in this month’s survey.

Economic Expectations for CEE Remain

Positive despite Decreasing Indicator

The ZEW-Erste Group Bank Sentiment Indicator CEE decreases
by 9.3 points to 28.0 points in April. Thus, the overall economic
expectations for CEE on a six month time horizon remain
clearly positive despite the current decline. The majority of
financial market experts (48.0 percent) predict an unchanged
development of the business cycle on a six month time hori-
zon. The economic expectations for Austria and the Eurozone
improve slightly by 0.3 points to 27.6 points and by 3.0 points

to 29.6 points, respectively. The evaluation of the current eco-
nomic situation in the CEE region decreases slightly by 1.5
points to minus 24.5 points in April.

The polled experts predict higherinflation risks in the Eurozone
than in CEE for the next six months. The respective indicator
forthe Eurozone shows a value of 41.4 points. The CEE indica-
tor amounts to 14.2 points. Nearly 70 percent of the analysts
predict no change in the inflation rate for CEE.

Economic Outlook for the CEE Region, Austria and the Eurozone

The Economic Sentiment Indicator CEE which is conducted
monthly by the Centre for European Economic Research (ZEW),
Mannheim, with the support from the Erste Group Bank, Vien-
na, decreases by 9.3 points to 28.0 points in April. The decline
of the indicator in the current survey is significantly lower
thanits strongincrease in the previous month. The majority of
financial market experts (48.0 percent) foresee an unchanged
development of the business cycle on a six month time hori-
zon. 40 percent expect the CEE economy to improve and 12.0
percent the CEE economy to worsen. In this month’s survey,
the economic expectations for Austria and the Eurozone im-
prove slightly. The sentiment indicator for Austria improves
by 0.3 points to the 27.6 mark. The respective indicator for
the Eurozone increases by 3.0 points to 29.6 points.

After the significant improvement in the evaluation of the
current economic situation in CEE in March, the respective in-
dicator decreases slightly by 1.5 points to minus 24.5 points
in April. While the assessment of the current economic situa-
tion in Austria decreases as well, reaching minus 10.9 points,
the experts evaluate an improvement in the current conditions
in the Eurozone compared to the previous month. The respec-
tive indicator rises by 5.2 points to minus 23.3 points.

Nearly 70 percent of the financial market experts predict
no change in the inflation rate for the CEE-region within the
next six months. The respective indicator decreases by 4.5
points to 14.2 points. The polled experts predict higher infla-

tion risks in the Eurozone than in the CEE region for the next
six months. The indicator regarding the expectations of the
experts for the monetary policy of the ECB declines by 7.0
points to 42.9 points. 53.1 percent of the survey participants
predict unchanged short-term interest rates in the Eurozone.

According to the majority of financial market experts, the
stock market indices for the CEE region (NTX), Austria (ATX)
and the Eurostoxx 50 will rise within the next six months. The
respective indicators remain positive even though the bal-
ances decline. The discrepancy between the Eurostoxx and
the NTX is becoming more significant.

Indicators for CEE, Austria and the Eurozone (balances)
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Czech Republic, Poland and Slovakia:
Economic expectations remain positive

Indicators for the Czech Republic, Poland, and Slovakia
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Hungary and Romania: Further Cut
of the Interest Rates expected

Indicators for Croatia, Hungary, and Romania
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The indicators reflecting the economic expectations of
the financial market experts on a six months time horizon
remain positive for the Czech Republic, Poland and Slovakia
in April. The outlook for the Czech Republic improves by
0.8 points reaching 32.1 points. The economic expectations
for Slovakia remain nearly unchanged at 28.0 points. The
sentiment indicator for Poland exhibits the strongest decline
among all CEE countries by 15.0 points to 21.1 points.

The assessment of the current economic situation in
Poland decreases by 7.1 points to 10.0 points. However, the
polish indicator still remains the only one with a positive
value in this category. The respective indicator for Slovakia
improves marginally by 0.7 points reaching minus 18.8
points. The balance reflecting the current economic situation
for the Czech Republic declines by 1.8 points reaching the
minus 6.0 threshold. The Czech Republic exhibits the second
best balance among all the analysed CEE countries.

The expectations forthe development of the inflation rate
in the current survey present a strong disparity between the
Czech Republic, Slovakia and Poland. While the balances
reflecting the development of the inflation rate remain
fairly high despite the current decreases for the Czech Re-
public and Slovakia, namely at 32.0 points and at 40.9
points, the relevant indicator for Poland drops to 0.0 points.
This implies a higher expected inflation risk for the Czech
Republic and Croatia than for Poland. The majority of experts,
namely 52.0 percent, do not foresee an increasing inflation
rate for Poland.

According to the financial market experts, the Polish
Zloty and the Czech Koruna will appreciate against the Euro
within the next six months. Even though the respective indi-
cator for the Czech Republic declines by 3.4 points it still ex-
hibits the highest value compared to all the other analysed
CEE countries, namely 26.5 points. 49.0 percent of the polled
experts predict an appreciation of the Polish Zloty against
the Euro within the next six months.

The economic sentiment indicator for Hungary defends
its leading position among the analysed CEE countries in
April despite the decrease by 3.0 points to 40.1 points. The
economic outlook forRomania wins the second best position.
Afteradecline by 3.8 points the respective indicatorreaches
35.4 points. The highest increase regarding the economic
expectations within the next six months can be observed for
Croatia in the current survey. The respective indicator grows
by 3.5 points and reaches the 31.8 points mark.

The appraisal of the current economic situation in Hun-
gary, Romania and Croatia remains cautious as all the rele-
vant indicators remain negative. The balance reflecting the
assessment of the current business conditions in Hungary
improves by 1.5 points to minus 39.6 points. Even after an
increase by 10.6 points the respective indicator for Romania
exhibits the lowest value in country comparison, namely
minus 40.5 points. The evaluation of the current economic
situation in Croatia shows nearly no change at a value of
minus 36.1 points.

The predictions of decreasing inflation rates in Hungary
and Romania prevail over the predictions of increasing infla-
tion rates. Consequently, the respective balances for the
two countries are the only negative values in this category,
namely minus 44.0 points and minus 28.2 points. These re-
sults arein line with the forecasts of the two National Banks,
which do not see increasing inflation risks in the next months.
Therefore, the central banks of Hungary and Romania lowered
the key interest rates at the end of March in both countries.

As aresult of the monetary policy of the central banks the
percentage of experts who predict a decreasing short-term
interest rate within the next six months declines by 14.0 per-
centage points for Hungary and by 15.3 percentage points
for Romania. In spite of the fact, that in the current survey
fewer analysts expect that the central banks will lower the
interest rates again, the share of participants who predict
decreasing short-term interest rates still dominates.




Special Question: Exports and Imports in CEEin 2010

The importance of exports is increasing in the CEE region
as the domestic demand (especially household demand) re-
mains at a relatively low level. Considering the increasing
significance of trade in the CEE region we asked the financial
market experts to evaluate the development of exports and
imports in the CEE region for 2010.

The forecasts for the trade in the CEE region show an
overall growth compared to 2009. A very high percentage of
analysts, namely 77 percent, predict an increase in exports
to Western Europe for 2010. This could reflect an expected
recovery of the CEE economies combined with an expected
weak domestic demand. About the half of our surveyed par-
ticipants foresee an increase of imports from Western Europe.
More than one-third of the financial market experts believe
that the imports from Western Europe will remain at the level
of 2009. The majority of 54 percent of the polled analysts ex-
pect also anincrease in trade between the CEE countries.

In addition, we requested a cross country comparison of
all the CEE countries with regard to the highest export rate
(as percentage of GDP) and the lowest export rate in 2010.
36 percent of the polled experts predict that the Czech Re-
public will have the highest export rate in 2010. Slovakia
takes up the second place since 30 percent of the financial
market experts believe that Slovakia will have the highest ex-
port rate. Following the statistics of the International Monetary
Fund the two countries achieved the highest export rates al-
ready in 2009. Focusing on the countries with the lowest ex-
pected export rate, most of the survey participants believe
Bulgaria or Croatia to have the lowest export rates in 2010.
Bulgaria demonstrates the highest percentage, namely 32
percent, of the financial market experts who foresee the low-
est export rate to be in this country. For Croatia the respective
share amounts 25 percent of the analysts.

There are various factors such as the exchange rate, inter-
est rate, quality, innovation, production cost and transporta-
tion cost which determine how well a country exports into
foreign countries. In general, the majority of participants
evaluate all factors to be significant for the trade activity ex-
cept for the interest rates. Following the survey participants,
the production costs and the exchange rates are clearly the
most important factors affecting the export activity of the CEE
countries. More than 90 percent of the analysts consider
both factors as significant or even as very significant. The lat-
teropinion is shared by 41 percent of the experts for the pro-
duction costs and by 36 percent for the exchange rates. The
quality of the products and the relatively low transportation
costs compared to imports from Asia are the next two impor-
tant factors with 69 percent and 65 percent of the experts,
respectively, evaluating them as important. Furthermore, 58
percent of the analysts consider innovation as significant. In
contrast, only 32 percent of the polled analysts believe that
the interest rates are significant for the export activity. 17
percent of the participants even regard the interest rates to
be not significant.

Melissa Li
Mariela Borell

Figure A: Expectations regarding the development of
CEE exports and imports in 2010 compared to 2009
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Figure B: CEE countries with the highest/lowest
expected export rate (as % of GDP) in 2010
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Figure C: Assessment of the significance of the factors

with regard to the export activity in CEE

W very significant I neutral not significant at all

M significant 1 not significant _| no estimation
Transportation
portati 13% 5 2 4%
cost
Production
41% 51% ERLM0 | 4%
cost
Innovation 16% 42% 27% . 6%

Quality 23% 46% 24%

’ 4%
Interest
3% 32% 44% 4"!D 4%
rate
Exchange o
36% 55% S| 4%
rate

Source: ZEW

ZEW Financial Market Report CEE - May 2010 | 3 [y



4 | ZEW Financial Market Report CEE - May 2010

ZEW-Financial Market Survey: April 2010

Austria 87  (-52) 717 (+8.9) 196  (-3.7) 109  (-15)
Croatia 43 (-4. 6 ) 553  (+8.6) 40.4 (-4.0) -36.1 (-0.6)
Czech Republic 120 (-8 700 (+15.8) 180 (-7.0) 60 (-18)
Hungary 38 ( 4. 1 528  (+9.7) 434  (-56) 396 (+1.5)
Poland 240 (-10.1) 620 (+13.1) 140  (-3.0) 100  (-7.1)
Romania 106 (+1.7) 383  (+7.2) 511  (-8.9) 405 (+10.6)
Slovakia 83  (-48) 646 (+10.3) 271 (-55) 188  (+0.7)
CEE 38  (-9.7) 67.9 (+17.9) 283 (-82) 245 (-15)
Eurozone 53  (-29) 66.1  (+11.0) 286  (-81) 233  (+52)
Economic expectations improve no change worsen balance

Austria 425 (+1.6) 426 (-29) 149  (+1.3) 276 (+0.3)
Croatia 446  (+3.3) 426  (-31) 128  (-0.2) 318  (+35)
Czech Republic 453  (+36) 45 (-64) 132 (+28) 321 (+0.8)
Hungary 546  (+1.7) 309 (-64) 145  (+47) 401 (-3.0)
Poland 346 (-14.3) 519 (+13.6) 135  (+0.7) 211 (-15.0)
Romania 500 (-2.2) 354  (+0.6) 146 (+16) 354 (-38)
Slovakia 420 (+16) 440  (-28) 140 (+1.2) 280 (+0.4)
CEE 400  (-71) 480 (+4.9) 120 (+22) 280 (-93)
Eurozone 42.6 (-0.3) 44.4 (+3.6) 13.0 (-3.3) 29.6 (+3.0)
Inflation rate increase no change decrease balance

Austria 386 (-17.5) 523 (+15.7) 91  (+1.8) 295 (-19.3)
Croatia 370  (-25) 543  (+0.8) 87  (+1.7) 283 (-42)
Czech Republic 400 (-196) 520 (+18.0) 80 (+16) 320 (-21.2)
Hungary 10.0  (-12.4) 36.0 (+7.4) 540 (+5.0) 440 (-17.4)
Poland 240 (-10.8) 520 (+20) 240 (+88) 0.0 (-19.6)
Romania 109 (-21.0) 500 (+20.5) 391 (+0.5) 282 (-215)
Slovakia 470  (-6.3) 469  (+9.1) 6.1 (-2.8) 409 (-35)
CEE 224 (-88) 69.4 (+13.1) 82  (-43) 142  (-45)
Eurozone 471 (-40) 472  (+89) 57  (-4.9) 414 (+09)

Short-term interest rates i no change balance

[abs.]

Croatia 189 (-6.7) 114 (-0.7) 622 (+3.2) 543 (-124) . .5) ) 0.0 (-102) -229 (-138)
Czech Republic 293 (-195) 1341 (-3.1) 634 (+146) 553 (-123) 7.3 (+4.9) 316 (+154) 220 (-244) -185 (-185)
Hungary 116 (+2.3) 7.5 (+49) 326 (+11.7) 250 (+9.2) 558 (-140) 675 (-141) -442 (+163) -60.0 (+19.0)
Poland 364 (-65) 175 (-41) 545 (+45) 52.5 (+1.1) 9.1 (+2.0) 30.0 (+3.0) 273 (-85) -125 (-71)
Romania 128 (-0.1) 8.8 (-01) 410 (+154) 206 (+3.0) 462 (-153) 70.6 (-29) -334 (+152) -618 (+28)
Eurozone 44.9 (-7.3) 53.1 (+7.6) 2.0 (-0.3) 42.9 (-7.0)
Long-term interest rates i decrease balance

[abs.] [rel.]
Croatia 230 (-95) 114 (-86) 462 (+57) 400 (+3.3) 308 (+38) 486 (+5.3) -78 (-183) -37.2 (-13.9)
Czech Republic 558 (-6.1) 36.8 (+11.8) 419 (+133) 553 (+5.3) 23 (-7.2) 7.9 (-17.1) 535 (+1.1) 289 (+28.9)
Hungary 273 (+23) 17.9 (+25) 250 (+-0.0) 154 (+26) 477 (-23) 66.7 (-5.1) -204 (+46) -488 (+7.6)
Poland 404 (+29) 205 (-39) 548 (+123) 487 (+21.7) 48 (-152) 308 (-178) 356 (+18.1) -10.3 (+13.9)
Slovakia 488 (-8.7) 13.6 (-64) 488 (+113) 486 (-2.8) 2.4 (-26) 37.8 (+9.2) 464 (-61) -242 (-156)
Germany 624 (-74) 313 (+34) 6.3 (+4.0) 56.1 (-11.4)
Stock market indices increase no change decrease balance
EURO STOXX 50 419 (-4.8) 209 (-124) 372  (+17.2) 4.7 (-22.0)
ATX (Austria) 46.4 (-86) 19.5 (-0.5) 34.1 (+9.1) 123 (-17.7)
NTX (CEE) 50.0 (-85) 21.4 (+1.9) 28.6 (+6.6) 214 (-15.1)
CROBEX (Croatia) 48.9 (+0.1) 30.2 (-24) 20.9 (+2.3) 28.0 (-22)
PX 50 (Czech Rep.) 47.6 (-6.0) 26.2 (+1.8) 26.2 (+4.2) 214 (-10.2)
BUX (Hungary) 54.5 (-1.1) 18.2 (-4.0) 273 (+5.1) 272 (-6.2)
WIG (Poland) 51.2 (-36) 209 (+1.9) 27.9 (+1.7) 23.3 (-5.3)
BET (Romania) 50.0 (-10.0) 20.0 (+5.0) 30.0 (+5.0) 200 (-15.0)
SAX (Slovakia) 421 (+1.5) 26.3 (-8.8) 31.6 (+7.3) 10.5 (-5.8)
SBI 20 (Slovenia) 473 (+2.9) 211 (-6.7) 31.6 (+3.8) 15.7 (-0.9)
Exchange rates (vs. Euro) appreciate no change depreciate balance
Kuna (Croatia) 14.3 (-24) 57.1 (+7.1) 28.6 (-4.7) -143 (+23)
Koruna (Czech Rep.) 449 (-4.1) 36.7 (+4.8) 18.4 (-0.7) 26.5 (-3.4)
Forint (Hungary) 31.2 (-35) 417 (+0.9) 271 (+2.6) 4.1 (-6.1)
Zloty (Poland) 49.0 (-16.2) 26.5 (+9.1) 245 (+7.1) 245 (-233)
Lei (Romania) 256  (-14.4) 465  (+2.1) 279 (+123) 23 (-26.7)
US-Dollar 56.2 (+4.1) 18.8 (-2.0) 25.0 (-2.1) 31.2 (+6.2)

Note: 74 Financial experts participated in the April survey which was conducted during the period 03/29/10-04/19/10. 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 March in parentheses). Balances refer to the differences between positive and negative assessments.
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