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International Finance Market Data: Assessments and Expectations
ZEW Economic Sentiment Indicator for Central and Eastern Europe, Supported by Erste Group Bank AG

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 eco-
nomic and financial market data. The results of the current survey, conducted between July 4, 2011 and July 18, 2011, are published in the
August 2011 issue of the “Financial Market Report CEE.” 74 financial market experts participated in this month’s survey. 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 Stabilise

The economic expectations for Central and Eastern Europe
including Turkey (CEE region) on a six-month time horizon have
slightly decreased inuly. The respective indicator has worsened
by 2.5 points and thus remains in the negative range, at minus
5.0 points. In contrast, the evalution of the current economic
situation in the CEE region has improved this month. The respec-
tive indicator has increased by 8.2 points to 12.9 points. The

economic expectations for the Eurozone and Austria within the
next six months have significantly dropped by 10.3 points and
12.4 points respectively and thus continue the negative trend.
The assessment of the current economic situation in the Eurozone
has dropped by further 10.0 points in this month’ survey and has
reached a value of minus 24.6 points. The respective indicator
for Austria has improved by 8.8 points to 28.2 points.

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 calculated as the balance of positive and negative assess-
ments of the economic development on a six-month time
horizon, has slightly decreased by 2.5 points to a level of
minus 5.0 points in July. In comparison to last month’s major
decrease, the current slight decrease rather displays a stabi-
lisation in experts’ expectations. Furthermore, more than half
of the experts (53.8 per cent) do not expect any changes in the
economic developmentin the CEE region on a six-month basis.
The economic expectations for Austria and the Eurozone, in
contrast, retain a negative trend. The respective indicator for
the Eurozone has decreased by 10.3 points to a level of minus
25.1 points this month. After a decrease by 12.4 points the
respective indicator for Austria has crossed the 0.0 mark as
the indicators for the Eurozone and CEE did last month. The
indicator of economic expectations for Austria has reached
a level of minus 9.1 points. The indicator of experts’ assess-
ment of the current economic situation in the CEE region has
improved by 8.2 points to a level of 12.9 points. Similarly, the
respective indicator for Austria has increased 8.8 points and
reached a level of 28.2 points — the second highest among all
surveyed economies. The assessment of the current situation
for the Eurozone has retained a negative trend. The respec-
tive indicator has dropped by 10.0 points to a level of minus
24.6 points in July.

The indicator of inflation expectations for Austria has dis-
played a major decrease by 26.6 points to a level of 12.1 points
this month. This is the largest decrease in inflation expectations
among all surveyed economies. The respective indicators for
CEE and the Eurozone have also decreased by 11.8 points and
12.8 points to 30.7 points and 14.3 points respectively. A revi-
sion of experts’ bullish expectations to neutral has caused the
indicators for stock market indices Euro Stoxx 50, ATX and NTX
to drop by 11.6 points, 7.8 points and 14.0 points respectively.

Indicators for CEE, Austria and the Eurozone (balances)
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Czech Republic, Poland, and Slovakia:
Inflation Concerns Relaxed

Indicators for the Czech Republic, Poland, and Slovakia
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Financial Market Survey CEE Source: ZEW

The economic expectations for the Czech Republic, Po-
land and Slovakia have worsened in this month’s survey. The
respective indicators for the Czech Republic and Slovakia
have dropped by 14.9 points and 14.8 points respectively
and approach the 0.0 mark for the first time for two years.
Thereby, the indicator of experts’ expectations for Poland
has displayed a comparably moderate decrease by 6.7 points
and remains positive at a level of 5.7 points. The assessment
of the current economic situation has slightly improved this
month for the Czech Republic and Slovakia. The respective
indicators have increased by 4.9 points and 8.0 points respec-
tively to 24.3 points and 19.4 points respectively. In contrast,
the indicator of experts’ assessment of the current situation
for Poland has slightly decreased by 4.3 points to a level of
25.1 points this month.

Experts’ inflation concerns have significantly dropped for
allthree countries in this month’s survey. The respective indi-
cator for Slovakia has dropped by 24.2 points — the second-
largest decrease among all surveyed economies. For the third
consecutive month experts are expecting a decrease in the
inflation rates in Slovakia. For the Czech Republic and Poland
the majority of experts (51.4 per cent and 45.7 per cent re-
spectively) rather expect no changes in the inflation rates in
the next six months. This is in line with the expectations on
the development of the short-term interest rates in Poland
as 21.1 per cent of the experts have changed expectations
compared to last month’s survey and rather expect no further
changes in the short-term interest rates in Poland.

Concerning experts’ stock market expectations, roughly
10 per cent of the experts have revised their bullish expec-
tations on the Czech PX 50 and the Polish WIG. A larger re-
vision is observed for the Slovakian SAX as 17.2 per cent of
last month’s optimists have revised their expectations in July.
The expectations for the Czech Koruna and the Polish Zloty
remain stable. The indicators have dropped only moderately
by 1.0 point and 2.8 points respectively.

Croatia, Hungary and Romania:
Bullish Sentiments Revised

Indicators for Croatia, Hungary, and Romania
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The indicator of economic expectations has further de-
creased this month for Croatia, Hungary and Romania. The
largest decrease among all surveyed economies is observed for
Hungary — 20.4 points. The respective indicators for Croatia and
Romania have also decreased by 12.2 points and 4.6 points re-
spectively. Nevertheless, the indicators of economic sentiment
forthe three countries - Croatia, Hungary and Romania, remain
atthe highest levels amongall surveyed economies. The high-
estvalue of the indicatoris observed forRomania —21.2 points.
In contrast, the assessment of the current economic situation
in the three countries remains at the lowest levels among all
surveyed economies. The respective indicators for Croatia, Hun-
gary and Romania have dropped this month moderately by 0.3
points, 1.7 points and 2.3 points respectively to minus 14.8
points, minus 33.4 points and minus 28.1 points respectively.

Theindicators of inflation expectations on a six-month basis
have slightly decreased for Croatia and Hungary by 1.9 points
and 2.7 points this month. The respective indicator for Hungary
thus reaches the second smallest value among all surveyed
economies — 0.1 points. This month’s responses record double
digit decrease ininflation concerns in Romania. The indicator of
inflation rate expectations has dropped by 20.4 points to a level
of minus 28.8 points. This is by far the lowest level of concerns
among all surveyed economies. A majority of 81.3 per cent of
the experts would not expect the inflation rate in Romania to
increase in the next six months. The result may be due to the
recent decrease in the Romanian consumer price index (CPI) in
June, which was the first decrease for the last two years.

The indicator of experts’ expectations regarding the devel-
opment of the stock market indices in Croatia, Hungary and
Romania have shifted from bullish to neutral this month. For
the Croatian CROBEX 20.5 per cent of last month’s optimists
have revised their expectations. For the Hungarian BUX and
the Romanian BET this percentage is smaller but still signifi-
cant — 14.3 per cent and 11.0 per cent of the respondents
have revised their former bullish expectations.



ZEW Financial Market Report CEE - August 2011 | 3

Turkey: Inflation Concerns Slowly Ease

Indicators for Turkey
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Both the assessment of the current situation and the economic expec-
tations for Turkey have improved in this month’s survey. The economic
expectations for Turkey have slightly improved by 3.0 points to a level of
minus 15.0 points. The indicator of the assessment of the current economic
situation has increased by 9.8 points to a level of 35.8 points. The indicator
of experts’ assessment of the current situation thus remains at the highest
levelamong all surveyed economies. The decrease of the inflation concerns
for Turkey has continued in July. The indicator has dropped by 10.6 points
to 40.4 points. In line with this result, more than 60 per cent of the survey
participants expectincreasing interest rates in Turkey on a six-month time
horizon. Nevertheless, the indicator of inflation expectations for Turkey
displays the highest levelamongall considered economies. The indicator
reflecting the expected stock market development has remained almost
unchanged. Almost half of the respondents (48 per cent) have anticipated
an improvement in the ISE-100 within the next six months.

Special Topic: Experts’ Sentiments and the CEE Stock Markets

Figure A: Importance of stock market measures

Which of the following measures do you regularly look at
on the stock market?

never sometimes M often M everyday
Index level 296109 N A —
Daily return 5% 7%
Trading volume 3% 23% 40% 33%
Sentiment indicators ~ 12% 32%
High-low spread 21% 30% 30% 19%
Realized volatility 19% 42% 26% 12%
Implied volatility 25% 44% 21% 11%
Top/Flop ratio 40% 42%
Source: ZEW

Figure B+C: Economic Sentiments for the CEE Region
and Stock Market Volatility
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Within the scope of the financial market survey we monthly provide
a snapshot of the development of experts’ economic and stock market
expectations - their sentiments. Therefore this month we take a look at
the importance of sentiment indicators — do they attract the attention of
market participants atalland why is it so? In orderto gain insights on the
use and importance of sentiment indicators we asked financial market
experts what measures do they regularly track on the stock market. There-
by we asked the participants to focus on stock market indices they most
closely track. Not surprisingly, the majority of our experts (69.1 per cent)
most frequently get informed about CEE stock market indices. Beside the
basicindex measures —index level and daily return, experts acknowledge
the importance of being informed about trading volumes and sentiment
indicators. More than half of the experts reveal that they often oreven on
a daily basis keep up to date on the development of sentiment indica-
tors. Aminority of 11.9 per centignores sentiment indicators for the stock
market. For comparison, indicators such as realised volatility orimplied
volatility are often or daily tracked by roughly one-third of the experts.
Why is it that market participants and research analysts pay attention
on sentimentindicators? The question is frequently addressed in academ-
ic literature as academic scholars as well as practitioners acknowledge
that financial markets are made out of people, so subjective expectations
inevitably play an important role for the market development. Studies
across international stock markets for instance repeatedly evidence a
significant reaction of stock market returns on announcement of senti-
ment indicators. Sentiments are not only argued to have an impact on
excess stock market returns but also on volatility of returns. Empirical
evidence across international stock markets shows that in times, when
optimistic (bullish) expectations prevail, market returns stabilize. In con-
trast, in times of pessimistic (bearish) stock market expectations returns
seem to get more volatile. The finding is illustrated for the case of the CEE
stock market on Figure B+C. Although itis still debatable whetheritis the
bearish sentiments which cause high volatility orthe high volatility which
makes experts pessimistic, getting informed about investors’ sentiments
isthefirst step in understanding theirreactions. Inthe end itis investors’
reactions which trigger price development.
Zwetelina lliewa
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ZEW | Erste Group Bank - Financial Market Survey CEE: July 2011

Current economic situation acceptable (normal) balance
Austria 31,3 (+87) 65,6 (-8,6) 3.1 (-0,1) 282 (+88)
Croatia 117 (+56) 61,8 (-10,9) 265 (+53) -148  (+0,3)
Czech Republic 270 (+48) 703 (-47) 27 (-0.1) 243  (+49)
Hungary 55  (+0,1) 556  (+1,5) 389 (-16) 334 (+1,7)
Poland 334 (-1,9) 58,3 (-05) 8,3 (+24) 251 (-43)
Romania 94  (-03) 531  (-1,7) 375 (+20) 281 (-23)
Slovakia 250 (+50) 69,4 (-2,0) 5,6 (-3.0) 194  (+8,0)
Turkey 415  (+35) 528  (+28) 57  (-63) 358 (+9,8)
CEE (incl. Turkey) 180  (+4,0) 769  (+0.2) 51 (-42) 129 (+82)
Eurozone 8,1 (-0,2) 592  (-96) 327  (+98) 246 (-10,0)
Economic expectations improve no change worsen balance
Austria 212 (-88) 485  (+52) 303 (+36) 91 (-12,4)
Croatia 30,3 (-152) 51,56 (+18,2) 18,2 (-3,0) 121 (-122)
Czech Republic 264 (-11,9) 471 (+8,9) 265 (+3,0) 01 (-14,9)
Hungary 334 (-181) 472 (+158) 194 (+23) 14,0 (-204)
Poland 314 (+02) 429  (-71) 257  (+6,9) 57  (-67)
Romania 42,4 (-9.2) 364 (+13,8) 21,2 (-46) 21,2 (-46)
Slovakia 222 (-16,1) 556 (+17.4) 222 (-13) 00 (-148)
Turkey 20,8 (+0,8) 43,4 (+1.4) 35,8 (-22) -150 (+3,0)
CEE (incl. Turkey) 206 (-44) 538 (+63) 256  (-1,9) 50  (-25)
Eurozone 166  (-26) 417 (-51) 41,7 (+7.7) 251  (-10,3)
Inflation rate increase no change decrease balance
Austria 333 (-18,3) 455  (+10,0) 212 (+8,3) 121 (-266)
Croatia 454  (-4,6) 455  (+7,3) 9.1 (-2.7) 363  (-1,9)
Czech Republic 372 (-72) 51,4  (+14) 11,4  (+58) 258  (-13,0)
Hungary 271 (-27) 459  (+27) 27,0 (+-00) 0,1 (-2,7)
Poland 314 (-157) 457  (+16,3) 229 (-06) 85 (-151)
Romania 187 (-156) 438  (+94) 375 (+62) 18,8  (-218)
Slovakia 46,0 (-8,2) 351  (-7.8) 189 (+16,0) 271 (-24,2)
Turkey 500 (-11,2) 404 (+11,8) 9.6 (-06) 404  (-10,6)
CEE (incl. Turkey) 410  (-90) 487  (+6,2) 103 (+2,8) 30,7 (-11,8)
Eurozone 286 (-11,0) 571 (+9,2) 143 (+18) 14,3 (-12,8)
Short-term interest rates increase no change
[abs.] b [abs.] h q [rel.] [abs.]
Croatia 250 (-269) 292 (+125) 67,9 (+272) 458 (-125) 71  (-03) 250 (+-00) 17,9 (-266) 42 (+125)
Czech Republic 76,7 (-07) 334 (+48) 200 (+0,6) 407 (-9.3) 33 (+01) 259 (+45) 734 (-08) 7,5 (+0,3)
Hungary 187 (-156) 13,8 (+3,8) 688 (+125) 276 (-124) 125 (+31) 586 (+86) 62 (-187) -448 (-48)
Poland 60,0 (-21,3) 260 (+46) 367 (+21,1) 407 (-200) 33 (+02) 333 (+154) 56,7 (-215) -73 (-10,8)
Romania 423 (-149) 261 (-19) 462 (+105) 348 (-92) 115 (+44) 391 (+11,1) 308 (-193) -130 (-13,0)
Turkey 652 (-76) 465 (-23) 326 (+04) 419 (+163) 22 (-23) 116 (-140) 63,0 (-53) 349 (+117)
Eurozone 734  (-6,6) 222 (+4,4) 44 (+2,2) 690 (-88)
Long-term interest rates increase no change balance
[abs.] [abs.] . [rel.] [abs.] [rel.]
Croatia 308 (-13,2) 269 (-91) 423 (-17) 346 (-54) 269 (+149) 385 (+145) 39 (-281) -11,6 (-236)
Czech Republic 786 (+12,0) 321 (+21) 143 (-124) 536 (-64) 71 (+04) 143 (+43) 715 (+116) 178 (-22)
Hungary 323 (+56) 290 (+124) 290 (-10) 226 (-41) 387 (-46) 484 (-83) 64 (+102) -194 (+207)
Poland 60,0 (+33) 414 (+114) 233 (-100) 31,0 (-57) 167 (+6,7) 276 (-57) 433 (-34) 13,8 (+17,1)
Slovakia 379 (-17,3) 276 (+26) 27,6 (+-00) 241 (-188) 345 (+17,3) 483 (+162) 34 (-346) -207 (-136)
Turkey 652 (+4,8) 591 (+0,1) 239 (-87) 273 (+94) 109 (+39) 136 (-95) 543 (+09) 455 (+96)
Germany 69,4 (+11,8) 250 (-8,3) 56  (-35) 63,8 (+153)
Stock market indices increase no change decrease balance
EURO STOXX 50 395 (-10,5) 31,6 (+9,4) 289 (+1,1) 106 (-116)
ATX (Austria) 449  (-87) 310  (+96) 241 (-09) 208  (-7.8)
NTX (CEE) 428 (-135) 28,6 (+13,0) 286 (+0,5) 142  (-140)
CROBEX (Croatia) 343  (-205) 438 (+21,2) 219 (-07) 124 (-198)
PX 50 (Czech Rep.) 46,6 (-10,1) 267 (+67) 26,7 (+34) 199 (-135)
BUX (Hungary) 46,9 (-14,3) 281 (+8,7) 250 (+56) 21,9  (-199)
WIG (Poland) 516 (-10,5) 226 (+54) 258  (+51) 258 (-15,6)
BET (Romania) 483  (-11,0) 310 (+88) 207 (+22) 276  (-13,2)
SAX (Slovakia) 345 (-17,2) 414  (+13,8) 241 (+34) 10,4 (-206)
ISE-100 (Turkey) 480 (-52) 320 (+129) 200 (-7.7) 280 (+25)
Exchange rates (vs. Euro) appreciate no change depreciate balance
Kuna (Croatia) 18,8  (+-0,0) 406 (-250) 406 (+250) 21,8 (-250)
Koruna (Czech Rep.) 528  (+43) 333 (-96) 139  (+53) 389  (-1,0)
Forint (Hungary) 36,1 (+83) 389 (-13,9) 250 (+56) 111 (+27)
Zloty (Poland) 639 (-08) 194 (-12) 16,7 (+2,0) 472 (-28)
Lei (Romania) 534 (+134) 233 (-16,7) 233 (+33) 30,1 (+10,1)
Lira (Turkey) 314 (-19) 353 (+4.2) 333  (-23) 1,9 (+04)
US-Dollar 36,0 (-183) 340 (+144) 30,0 (+39) 6,0 (-222)

Note: 74 Financial market experts, 22 from which from Turkey, participated in the July survey which was conducted during the period 07/04/11-07/18/11. 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 June 2011 in parentheses). Balances refer to the differences between positive and negative
assessments.
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