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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 East-
ern 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 26, 2012 and April 16, 2012, are published in the May
2012 issue of the “Financial Market Report CEE.” 77 financial market experts participated in this month’s survey. The answers of all survey par-
ticipants 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 Reversed

The economic expectations for Central and Eastern Europe in-
cluding Turkey (CEE region) on a six-month time horizon have wors-
ened in April. The respective indicator has dropped by 11.2 points
to 5.4 points. This constitutes a partly reversal of the indicators
major increase displayed in the previous month (March 2012: up
36.1 points). The evaluation of the current economic situation in
the CEE region remained almost unchanged at a level of 5.5 points
after a decreased by 2.9 points. The economic expectations for

the Eurozone within the next six months have slightly improved
2.1 points to 6.7 points. The assessment of the current business
cycle in the Eurozone has dropped by 7.3 points and reached a
value of minus 43.6 points. The indicator reflecting the economic
expectations for Austria within the next six months has slightly
worsened by 6.4 points but remains in the positive territory at 3.2
points. The evaluation of the current economic situation in Austria
has improved by 10.1 points up from the 0.0 mark.

Economic Outlook for the CEE Region, Austria and the Eurozone

The ZEW-Erste Group Bank Economic Sentiment Indicator for
Central and Eastern Europe including Turkey (CEE), which is cal-
culated as the balance of positive and negative assessments
of the economic development on a six-month time horizon,
has decreased by 11.2 points to 5.4 points in April. This consti-
tutes a partly reversal of the indicators majorincrease displayed
in the previous month (March 2012: up 36.1 points). Similarly,
the indicator for Austria has dropped by 6.4 points to a level of
3.2 points.

Economic sentiments for the Eurozone have remained almost
unchanged after an increase of the respective indicator by 2.1
points to a level of 6.7 points. The indicator of experts’ assess-
ment on the current economic situation in the CEE region has
remained stable at a rather balanced level of 5.5 points after
a slight decrease by 2.9 points. The respective indicator for
the Eurozone has decreased by 7.3 points to a level of minus
43.6 points —the second lowest level among all surveyed econ-
omies. The respective indicator for Austria, in contrast, has im-
proved by 10.1 points and has thereby moved upwards from the
0.0 mark.

Inflation concerns have worsened this month for all countries
included in the survey. The overall indicator of expectations for
the CEE region has increased by 13.3 points to a level of 13.2
points. A similarincrease is further displayed by the respective
indicator for the Eurozone — increase by 13.6 points to a level
of 8.9 points. Thereby the majority of expert expects for both
the CEE region (50.0 per cent) and the Eurozone (46.7 per cent)
rather stable inflation figures for the next six months. The indi-

cator of experts’ expectations on the short-term interest rates
in the Eurozone has increased significantly by 34.3 points in the
current survey. In spite of the large revision of the indicator, the
majority of 66.7 per cent of the surveyed participants would not
expect any changes in the European short-term rates in the next
six months.

Large disagreement arises with respect to the development
of the European stock market index EUROSTOXX 50. Compared
to the previous survey a significant bearish revision is obtained.
The respective indicator has dropped by 36.6 points to an al-
most balanced level of 2.8 points.

Indicators for CEE, Austria and the Eurozone (balances)
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Czech Republic, Poland, and Slovakia:
Positive Current Situation

Indicators for the Czech Republic, Poland, and Slovakia
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Economic expectations for the Czech Republic and Poland
have worsened in April. The respective indicators have fallen by
9.2 points and 11.3 points respectively to levels of 15.8 points
and 2.7 points respectively. In contrast, the sentiment indicator
for Slovakia has slightly increased by 2.0 points to a level of 10.8
points. The assessment of the current economic situation has
improved for all three countries — the Czech Republic, Poland
and Slovakia. The indicators for the Czech Republic and Slova-
kia have increased by 10.2 points and 17.5 points respectively
and have thereby reached positive territory at levels of 7.6 points
and 5.5 points respectively. Current economic situation in Po-
land has displayed the largest improvement among all surveyed
economies. The respective indicator has increased by 18.9
points to 37.8 points — the highest levelin this month’s survey.

Inflation concerns have worsened significantly for all three
countries. The indicators of inflation rate expectations for Po-
land and Slovakia have increased by 27.8 points and 32.4 points
respectively to levels of 13.9 points and 11.1 points respective-
ly. The respective indicator for the Czech Republic has risen by
35.0 points after two consecutive double digit decreases in the
previous months. In line with this, the indicator of expectations
on the nominal short-term interest rates for the Czech Republic
has increased by 23.1 points to a level of 20.0 points — the high-
est level among all surveyed countries.

Stock market expectations on the Czech PX 50, the Polish
WIG and the Slovakian SAX have displayed a bearish revision
this month. The indicator of expectations on the Czech PX 50
has fallen massively by 41.3 points to a level of 14.3 points. For
Poland and Slovakia the respective stock market sentiment in-
dicators have dropped by 27.7 points and 24.0 points to 17.2
points and 4.0 points respectively.

The indicator of exchange rate expectations for the Polish Zloty
against the Euro has decreased by 21.1 points. Despite the drop,
the indicator remains with 38.8 points at the highest levelamong
all CEE countries. The respective indicator for the Czech Republic
has dropped by 17.8 points. The majority of experts (48.7 per cent)
would expect no changes in the next six months.

Croatia, Hungary and Romania:
Rising Inflation Concerns

Indicators for Croatia, Hungary, and Romania

Croatia M Romania M Hungary
i -42,9
Current economic 429, E—
situation o
71,9
q 16,7
S —_—
p -10,6 m=m
47,2
Inflation rate I 42,5
I 35,0
Short-term 6.4
interest rates m 34
2,81
Long-term 22,6
interest rates -2,91m
3,3
Stock market 23,1
;)
Exchange rate y 8,9
E 0,1
vs. Euro 2,80

-100 -80 -60 -40 -20 0 20 40 60 80

Balance of positive and negative assessment category chosen by respondents of the
Financial Market Survey CEE Source: ZEW

Economic outlook on a six-month time horizon has worsened
for all three countries — Croatia, Hungary and Romania. The re-
spective indicators for Croatia and Romania have thereby
dropped only slightly by 4.4 points and 0.2 points respectively.
The indicator for Hungary, however, has decreased by 13.7
points. The Hungarian indicator displays with minus 10.6 points
the lowest value among all surveyed economies. Similarly, the
indicator of experts’ assessment of the current situation in Hun-
gary displays the by far lowest level of minus 71.9 points.

Inflation concerns for all three economies have worsened in
this month’s survey. After a major revision of 38.2 points and
32.9 points respectively, the indicators for Hungary and Roma-
nia have reached levels of 35.2 and 42.5 points. The increase
of the indicator for Romanian might be a result of the fact, that
the Romanian Central Bank has cut the key interest rate for the
fourth consecutive time to an all-time low of 5.25 per cent last
month. A majority of 50 per cent of the respondent expect no
further changes in the interest rates of Romania in the next six
months. The highest level of the indicator of inflation concerns
is displayed by the indicator for Croatia — 47.2 points. Well over
50 per cent of the financial experts foresee inflation to increase
for all three countries.

Stock market expectations decreased significantly for all
three countries this month. The respective indicators for Croa-
tia, Hungary and Romania have fallen by 42.8 points, 19.9 points
and 24.8 points to levels of 3.3 points, 17.2 points and 23.1
points respectively. In spite of the large decrease, the indicator
for Romania still displays the highest value among all surveyed
economies. Half of the financial market experts expect the Ro-
manian stock market index BET to increase within the next six
months.

Exchange rate expectations for Romania break the positive
trend of the last four months. The respective indicator has fallen
by 33.5 points to a level of minus 0.1 points. The indicator of
experts’ exchange rate expectations for Hungary have decreased
slightly by 2.8 points to a value of 2.8 points — the lowest level
among all surveyed countries.
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Turkey: Bearish Revision of Stock Market Sentiments

Indicators for Turkey
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Economic expectations for Turkey have remained almost un-
changed at a level of 4.0 points after a slight drop by 0.5 points.
The indicator of experts’ assessment of the current economic
situation in Turkey has slightly improved by 1.4 points to a level
of 12.7 points. Inflation concerns have increased in April by 9.5
points. Nevertheless, Turkey remains the only country in the pan-
el with a negative balance of inflation expectations at minus 8.3
points. The majority of participants (45.2 per cent) would not ex-
pect the short-term interest rates in Turkey to change in the next
sixmonths. The indicator of expectations on the Turkish ISE-100
displays a bearish revision. The indicator has decreased by 28.9
points to a level of 18.6 points. Nevertheless, a majority of 46.5
per cent of the surveyed expert expect a rather bullish develop-
ment on the Turkish stock market. Half of the experts expect the
Lira to appreciate against the Euro in the next six months.

Special Question: Growth and Recovery Prospects for the CEE countries

How do you assess the recovery/growth prospects of the
different CEE countries within the next year?
(1 - very high; 2 - high; 3 — average; 4 — low; 5 — very low))

M very high high average o low M very low

Turkey 38%
Slovakia 50%
Serbia 38%
Romania 40%
Poland 48%
Hungary 13%
Czech Republic 43%
Croatia 36% 38% 14%]
Bulgaria 35%
Source: ZEW

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

((1 - very important, to 3 —neutral, to 5 — less important)

M very high high average M low W very low

Constrained access to finance 28% B
Low level of private consumption 35% ]
Low level of foreign direct investments 22%
High inflationary risk B 43%

Low external (export) demand 21% A4
Exchange rate weakness 42%

Weak economic development 19%
Consumer foreign exchange debt 28%
High gross sovereign debt level 13%
Large account deficit 31% % 6 %)

Source: ZEW

This month’s special question targets experts’ assessment on
the growth or recovery prospects of the individual CEE countries on
a one year time horizon and especially their insights on the most
important challenges to economic growth in the CEE countries.

The majority of experts (49 per cent) assess the growth prospect
of Turkey to be high or very high. The responses for Turkey indicate
the highest agreement among experts on positive growth prospects
among all surveyed economies. A slightly lower percentage of experts
(39 per cent) are also optimistic about the growth prospects of Po-
land. Compared to the responses in January 2011 on a similar ques-
tion, experts’ sentiment on Poland have remained largely unchanged
and positive (January 2011: 49 per cent indicate that growth prospects
of Poland are high or very high) An optimistic view is further held for
Slovakia by 33 per cent of the survey responses, whereas growth ex-
pectations on the Czech Republic are rather balanced. An improve-
ment compared to the responses in 2011 is observed for Romania.
In the current survey round one-third of the financial market experts
are optimistic on the economic prospects of Romania, whereas the
percentage was significantly lower in January 2011 (January 2011:
13 per cent of the respondents assessed the growth prospects of Ro-
mania as high orvery high). A by far highest agreement on pessimis-
tic sentiments is observed for Hungary. A large majority of 76 per cent
of the experts assess the recovery prospects of the country as low or
very low. For Croatia and Bulgaria a negative view is also shared by
52 per cent and 49 per cent of the experts respectively.

Financial market analysts were also asked about the challeng-
es faced by the countries in the CEE region. The highest impor-
tance is ascribed to low external export demand as 42 per cent
of the participants assess it as a very important challenge and
additional 30 per cent assess it as an important challenge for the
countries in the region. As further challenges are pointed out the
weak economic development (by 73 per cent of the experts), the
low level of foreign direct investments (by 67 per cent of the ex-
perts) and the constrained access to finance (by 66 per cent of
the surveyed participants). In contrast, the weakness of the do-
mestic exchange rates and the risk of inflation are not considered

an important challenge on average.  Zwetelina lliewa, Astrid Kiekert
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ZEW | Erste Group Bank - Financial Market Survey CEE: April 2012

Austria 134  (+37) 833 (+27) 33 (-64) 10,1 (+10,1)
Croatia 0,0 (-6,0) 57,1 (-0,5) 429  (+65) -429  (-125)
Czech Republic 17,9 (+21) 71,8 (+6,0) 10,3 (-8,1) 76  (+10,2)
Hungary 2,5 (-0,3) 23,1 (+0,9) 74,4 (-0,6) -71,9  (+0,3)
Poland 37,8 (+10,8) 62,2 (-2,7) 0,0 (-8,1) 37,8 (+18,9)
Romania 9,7 (-28) 51,6 (+11,0) 38,7 (-82) -29,0 (+54)
Slovakia 11,1 (-1.1) 833 (+19,7) 5,6 (-18,6) 55 (+17,5)
Turkey 19,1 (-36) 745  (+8,6) 6,4 (-5,0) 127 (+14)
CEE (incl. Turkey) 11,1 (-56) 833 (+83) 5,6 (-2,7) 5,5 (-29)
Eurozone 2,1 (-25) 52,2 (-23) 457  (+4.8) -436  (-7,3)
Economic expectations improve no change worsen balance
Austria 25,8 (-3.2) 51,6 (+/-0,0) 226 (+3,2) 3,2 (-6,4)
Croatia 389 (+26) 38,9 (-9.6) 222 (+7,0) 16,7 (-44)
Czech Republic 34,2 (-4.7) 474 (+02) 184  (+4)5) 15,8 (-9.2)
Hungary 210 (-154) 474 (+171) 31,6 (-1,7) -10,6  (-13,7)
Poland 30,5 (-29) 41,7 (-55) 27,8  (+84) 2,7 (-11,3)
Romania 364 (+21) 39,4 (-44) 242  (+23) 12,2 (-0,2)
Slovakia 29,7  (+0,3) 514  (+1.4) 18,9 (-1.7) 10,8  (+2,0)
Turkey 22,4 (-43) 59,2  (+8,1) 18,4 (-3.8) 4,0 (-0,5)
CEE (incl. Turkey) 27,0 (-63) 514  (+1.4) 21,6 (+4,9) 54 (-11,2)
Eurozone 289 (+1,0) 489  (+0,1) 22,2 (-1.1) 6,7 (+2,1)
Inflation rate increase no change decrease balance
Austria 42,0 (+9,7) 419 (+/-0,0) 16,1 (-9.7) 259 (+194)
Croatia 583 (+52) 30,6 (-3.8) 11,1 (-1.4) 472  (+66)
Czech Republic 29,7 (+10,7) 51,4 (+136) 18,9  (-243) 10,8  (+35,0)
Hungary 51,4 (+22,0) 32,4 (-5,8) 16,2 (-16,2) 352 (+382)
Poland 36,1 (+11,1) 417  (+56) 222 (-16,7) 13,9 (+27.8)
Romania 54,6 (+256) 333 (-183) 12,1 (-7.3) 425 (+329)
Slovakia 36,1 (+21,0) 38,9 (-9.6) 250 (-114) 11,1 (+324)
Turkey 271 (+4.9) 37,5 (-0,3) 354 (-46) -8,3 (+9,5)
CEE (incl. Turkey) 316 (+88) 50,0 (-4.3) 18,4 (-45) 13,2 (+133)
Eurozone 31,1 (+0,9) 46,7 (+11,8) 222 (-127) 89 (+136)
Short-term interest rates increase no change
[abs.] [abs.]
Croatia 16,1 (-24) 214 (-16,7) 742 (+75) 643 (+16,7) 97 (-5,1) 14,3  (+-00) 64 (+27) 71 (-16,7)
Czech Republic 257 (+22,7) 219 (-103) 686 (-223) 656 (+85) 57 (-0,4) 125 (+1,8) 200 (+23,1) 94 (-12,1)
Hungary 250 (-7,3) 281 (-142) 472 (+182) 375 (+183) 278 (-109) 344 (-41) -28 (+36) 63 (-10,1)
Poland 28,5 (+224) 291 (+4,1) 429 (-207) 419 (-45) 286 (-1.7) 290 (+04) -01 (+241) 01 (+3,7)
Romania 26,7 (+1,7) 269 (-253) 500 (-7,1) 423 (+11,9) 233 (+54) 308 (+134) 34 (-3,7) -39  (-387)
Turkey 238 (+33) 300 (-72) 452 (-35) 35,0 (-21) 310 (+02) 350 (+93) -72 (+31) -50 (-165)
Eurozone 238 (+13,8) 66,7 (+6,7) 95 (-205) 14,3 (+343)
Long-term interest rates increase no change decrease
[abs.] [rel.] [abs.]
Croatia 387 (+87) 276 (+76) 452 (+19) 448 (+08) 16,1 (-106) 276 (-84) 226 (+193) 0 (+16,0)
Czech Republic 371  (+38) 182 (+10,8) 486 (-29) 424 (-95) 143 (-09) 39,4 (-1,3) 228 (+47) -212 (+121)
Hungary 371 (-53) 343 (+128) 229 (+71,7) 9,4 (-12,0) 400 (-24) 56,3 (-08) 29 (-29) 22 (+136)
Poland 429 (+86) 243 (+11,0) 371 (-86) 424 (-43) 200 (+-00) 333 (-67) 229 (+86) -9 (+17,7)
Slovakia 441 (+8,7) 188 (-92) 441  (-11) 531 (+13,1) 11,8 (-76) 281 (-39) 323 (+163) -93 (-5.3)
Turkey 286 (+56) 271 (+42) 333 (-129) 324 (-133) 381 (+7,3) 405 (+91) -95 (-1,7) -134 (-49)
Germany 583 (+9,9) 389 (-66) 2,8 (-33) 55,5 (+13,2)
Stock market indices increase no change decrease balance
EURO STOXX 50 36,1 (-215) 306 (+6,4) 333 (+151) 2,8 (-36,6)
ATX (Austria) 423  (-154) 231 (-7.7) 346 (+23,1) 7.7 (-38,5)
NTX (CEE) 354 (-246) 323 (+9,0) 323 (+1586) 3,1 (-40,2)
CROBEX (Croatia) 323  (-29.2) 38,7 (+156) 29,0 (+136) 33 (-42,8)
PX 50 (Czech Rep.) 393  (-274) 357 (+13,5) 250 (+13,9) 14,3 (-413)
BUX (Hungary) 44,8 (-71) 27,6 (-5,7) 276 (+128) 17,2 (-19.9)
WIG (Poland) 448  (-17,3) 276  (+6,9) 27,6 (+104) 17,2 (-27,7)
BET (Romania) 50,0 (-10,9) 231 (-3,0) 26,9 (+13,9) 231 (-248)
SAX (Slovakia) 28,0 (-12,0) 48,0 (+/-0,0) 24,0 (+12,0) 4,0 (-24,0)
ISE-100 (Turkey) 46,5 (-16,0) 256  (+3,1) 27,9 (+129) 186  (-289)
Exchange rates (vs. Euro) appreciate no change depreciate LEIETY
Kuna (Croatia) 26,5 (-35) 559  (+26) 176 (+0,9) 8,9 (-44)
Koruna (Czech Rep.) 359 (-112) 487  (+46) 154  (+6,6) 205 (-17,8)
Forint (Hungary) 36,1 (+5,8) 250 (-144) 389 (+86) -2,8 (-28)
Zloty (Poland) 555 (-13,0) 27,8 (+4,9) 16,7  (+8,1) 388 (-21,1)
Lei (Romania) 266 (-253) 46,7 (+17,1) 267 (+82) -0,1  (-33,5)
Lira (Turkey) 50,0 (+/-0,0) 27,3 (-6,9) 22,7  (+6,9) 27,3 (-6,9)
US-Dollar 56,5 (+16,1) 326 (+4,0) 10,9  (-20,1) 456  (+36,2)
Note: 77 Financial market experts, 19 from which from Turkey, participated in the April survey which was conducted during the period 03/26/12-04/16/12. Analysts were asked about their expectations for the next 6
months. displayed are per (month-over-month percentage point changes compared to the survey in March 2012 in parentheses). Balances refer to the differences between positive and negative
assessments.
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