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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 October 1, 2012 and October 16, 2012, are published in the
November 2012 issue of the “Financial Market Report CEE.” 75 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 par-

ticipants are not considered for the calculation of the indicators for the individual CEE countries and Austria.

Rising Optimism in the CEE Region

The economic expectations for Central and Eastern Europe
including Turkey (CEE region) on a six-month time horizon have
improved in October. The respective indicator has increased
by 20.1 points to 5.5 points. The evaluation of the current eco-
nomic situation in the CEE region remained almost unchanged
at a balanced level of 0.1 points after a decrease by 2.6 points.
The economic expectations for the Eurozone within the next six
months have also improved significantly. The respective indi-

cator has increased by 17.2 points to a level of 2.3 points. The
assessment of the current business cycle in the Eurozone has
slightly improved by 3.9 points and reached a value of minus
62.8 points. The indicator reflecting the economic expecta-
tions for Austria within the next six months has increased by 9.4
points but remains in the negative territory at minus 3.1 points.
The evaluation of the current economic situation in Austria has
slightly worsened by 6.5 points to a level of minus 9.6 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 cal-
culated as the balance of positive and negative assessments of
the economic development on a six-month time horizon, in-
creased by 20.1 points to a level of 5.5 points in October. Fur-
thermore, rising optimism can be seen in all of the surveyed
countries. The economic outlook for each country included in
the survey is brightening up in October.

Experts are most optimistic for Croatia where economic ex-
pectations have augmented by 28.2 points. Economic expecta-
tions for the Eurozone display a double digit increase in October.
The respective indicator has risen by 17.2 points to a level of
2.3 points. An increase by 9.4 points is further observed for the
indicator of economic sentiments for Austria.

The indicator, however, remains in negative territory at a lev-
el of minus 3.1 points. The assessment of the current economic
situation for the CEE region has remained almost unchanged in
October. The respective indicator has declined slightly by 2.6
points to a level of 0.1 points. Experts’ assessment of the cur-
rent economic situation in the Eurozone has improved slightly
in this month’s survey. The respective indicator has increased
by 3.9 points to a value of minus 62.8 points. In contrast, the
respective indicator for Austria has slightly decreased by 6.5
points to a level of minus 9.6 points.

Inflation concerns have decreased for the CEE region. The re-
spective indicator has decreased by 17.6 points to a level of
minus 11.9 points in October. Inflation expectations for the Eu-
rozone have also decreased this month as the respective indi-

cator displayed a decrease by 9.9 points to a level of minus 10.0
points. In contrast, experts have raised their inflation concerns
for Austria. The respective indicator has increased by 16.7 points
and has thereby reached positive territory and settled at a level
of 3.3 points.

Stock market expectations display a bearish revision of sen-
timents on the Austrian stock market index ATX. The respective
indicator has decreased by 15.0 points to a still positive level
of 16.0 points. A slight bearish revision is also observed in the
sentiments on the EUROSTOXX 50 (Eurozone).

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

Indicators for the Czech Republic, Poland, and Slovakia

Slovakia M Poland B Czech Republic
C i -3.0
urrent economic — 0.6
situation -37.7 —
Economic 2.7 0.0
expectations 138
. -18.1
Inflation rate 29.4 wm—
-41.2
Short-term
interest rates -62.5 m———
33.3 I
e 31.0
. Long term - 64
interest rates S 41.8
12.0

Stock market

Exchange rate
vs. Euro 0.1

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

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

Economic sentiments for all three countries — the Czech Re-
public, Poland and Slovakia, have improved significantly in Oc-
tober. The respective indicators have increased by 13.9 points
(Czech Republic), 22.2 points (Poland) and 18.8 points (Slova-
kia). The indicator for Poland and Slovakia thereby reach rather
balanced levels of 0.0 points (Poland) and minus 2.7 points
(Slovakia), whereas the sentiments for the Czech Republic set-
tle at a clearly positive 13.8 points level. Experts’ assessment
of the current economic situation in the Czech Republic has di-
minished by 9.5 points to a level of minus 37.7 points. The as-
sessment of the current business cycle in Poland and Slovakia
displays a slight change of 2.7 points (Poland) and a minus 3.0
points (Slovakia).

Inflation concerns have been relaxed for the Czech Republic
and Poland. The respective indicators have decreased by 8.9
points and 10.0 points respectively to levels of minus 41.2 (Czech
Republic) and minus 29.4 (Poland). The indicator reflecting in-
flation expectations for the Czech Republic displays the by far
lowest level among all surveyed economies. The respective indi-
cator for Slovakia has remained almost unchanged at a level of
minus 18.1 points after an increase by 1.8 points. The indicator
of short-term interest rate expectations for Poland has increased
by 12.5 points. In line with falling inflation concerns, experts
have revised their expectations on the short-term interest rates
aswellresulting in an indicator decrease by 23.1 points. Rough-
ly two-thirds of the survey participants expect the key interest
rates to decrease within the next six months. The indicator of
short-term interest rate expectations for the Czech Republic has
remained almost unchanged at a level of minus 33.3 points.

Stock market expectations have remained almost unchanged
in October for all three stock market indices — the Czech PX50,
the Polish WIG and the Slovakian SAX. The majority of survey
participants thereby expect an uptrend in the Czech PX 50 and
the Polish WIG, whereas the Slovakian SAX is rather anticipated
to move sideways. A double digit downside revision is displayed
by the indicator of experts’ expectations on the Czech Koruna.
The respective indicator has decreased by 19.6 points.

Croatia, Hungary and Romania:
Revision of Stock Market Sentiments

Indicators for Croatia, Hungary, and Romania
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Economic expectations have displayed a majorimprovement
in all three countries — Croatia, Hungary and Romania. The re-
spective indicators have increased by 28.2 points (Croatia), 14.1
points (Hungary) and 21.2 points (Romania). In contrast to the
balances in September, the indicators display positive values
in October — 22.8 points (Croatia), 11.2 points (Hungary) and
9.1 points (Romania). Experts’ assessment on the current eco-
nomic situation in Croatia remains rather unchanged at a level
of minus 49.9 points. A slight improvement is displayed by the
respective indicator of Hungary. Nevertheless the indicator dis-
plays a value of minus 70.3 points, which is by far the lowest
value among all surveyed economies. The indicator of the cur-
rent business cycle in Romania has decreased by 3.1 points to
a level of minus 42.5 points this month.

Experts’ inflation expectations for Croatia have been largely
relaxed in October. This is reflected by a decrease of the respec-
tive indicator by 27.6 points this month. The indicator has cur-
rently reached the almost balanced 0.1 points mark. Experts’
expectations are almost perfectly split between the three re-
sponse categories indicating large disagreement and uncertain-
ty about the development of the inflation rate in the next six
months. The respective indicator for Hungary has remained al-
most unchanged at a level of minus 8.2 points. A slightincrease
of inflation concerns for Romania is observed in this month’s
responses. The respective indicator has increased by 3.3 points
to a level of 19.3 points.

Stock market sentiments display a bearish revision for the
Croatian stock market index CROBEX. The respective indicator
has decreased by 11.2 points to a level of 15.2 points this
month. In contrast, a bullish revision is displayed by experts’
sentiments on the Romanian BET. The respective indicator has
increased by 19.2 points to a level of 41.7 points in October.
The indicator of stock market sentiments for the Hungarian stock
market index BET has decreased by 9.4 points and currently dis-
plays a level of 14.9 points. Experts’ expectations on the Hun-
garian Forint and the Romanian Lei have been revised by minus
13.1 points and 10.4 points respectively.
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Turkey: Bearish Revision of Stock Market Expectations

Indicators for Turkey
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Economic sentiments for Turkey have increased by 10.3
points in October. The respective indicator thereby moves from
the 0.0 mark where it stood last month. Experts’ assessment on
the current business cycle has decreased in October. The respec-
tive indicator has dropped by 4.7 points to a level of 14.5 points.
Inflation expectations have remained roughly unchanged in Oc-
tober. The respective indicator displays a level of minus 17.1
points after a decrease by 1.6 points. Experts’ expectations on
the short-term interest rates have increased by 9.5 points. The
interest differential between the short-term rates in Turkey and
Eurozone is also expected to broaden. Stock market expecta-
tions on the Turkish ISE-100 display a bearish revision. The re-
spective indicator has decreased by 10.2 points. Sentiments on
the Turkish Lira have also experienced a revision towards de-
preciation. The respective indicator has decreased by 14.6
points to a level of 9.2 points this month.

Special Question: Inflation and Interest Rate Expectations

1. How do you assess the development of the inflationary risks
in the CEE countries since the beginning of 2012?
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2. How do you expect the inflationary risks in the CEE countries
to develop in the next quarter (until the end of 2012)?
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3. Do you expect the Central Banks to meet decisions on the
key interest rates and if so when?

No M Yes, increase Yes, decrease
Turkey 64% 39 33%
Romania 75% 4 21%
Poland 25% X 72%
Hungary 35% 59%
Czech Republic 60% 40%
Croatia 85% 15%
Bulgaria 77% 23%
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Within the scope of this month’s special question financial
market experts were asked about their assessment on the the
development of the inflationary risks in the CEE countries since
the beginning of 2012 and their expectations for the develop-
ment until the end of the year.

There is generally large disagreement in experts’ assessment
on the development of the inflationary risk since the beginning
of the year. Anincrease in the inflationary risk is perceived main-
ly for Hungary, Romania and Turkey by 64 per cent (Hungary), 59
per cent (Romania) and 52 per cent (Turkey) of the participants
respectively. Roughly half of the experts assess the inflationary
risk in Bulgaria and Croatia to have increased as well. For Slova-
kia the Czech Republic the majority of the participants - 45 per
centand 40 per cent respectively, assert that the inflationary risk
has remained unchanged for the last nine months. Asked about
their expectation about the development of the inflationary risks
in the next three months experts share rather neutral expecta-
tions regarding most of the CEE countries. This is not surprising
considering the short forecasting horizon. More than half of the
surveyed participants do not expect the inflation rate to change
in the next quarterin Croatia, the Czech Republic and Slovakia.
A slightly lower majority shares the same opinion concerning
the inflationary risk in Poland and Turkey. In contrast, the ma-
jority of experts anticipate high inflationary pressure in Romania
(47 per cent), Hungary (44 per cent) and Bulgaria (44 per cent).

The experts were further asked on their expectations about the
reaction of the national Central Banks on the anticipated inflation-
ary pressure, whether they expect the Central Banks to meet deci-
sions on the key interest rates. The high anticipated pressure for
Hungary is expected to result in a decision of the Hungarian Central
Bankto decrease the key interest rates. Survey respondents expect
this to happen within the next one to six months. On average finan-
cial market experts expect the decision to be made in four months.
Alarge majority of 72 per cent of the experts also expect the Polish
Central bank to decrease the key interest rates. For all other CEE
countries the majority of experts claim that there are no anticipat-

ed Central Bank decisions in sight Zwetelina lliewa, Astrid Kiekert
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acceptable (normal) [ EIELT

Austria 65 (-29) 774 (-0.7) 161 (+3.6) 96  (-65)
Croatia 30 (-24) 441 (+3.6) 529 (-12) -49.9 (-1.2)
Czech Republic 82 (+05) 459  (-10.5) 459  (+10.0) 37.7 (-9.5)
Hungary 27 (-27) 243 (+10.8) 73.0 (-8.1) 703 (+54)
Poland 265  (+0.9) 676  (+0.9) 59 (-1.8) 206  (+2.7)
Romania 30 (-6.1) 515  (+9.1) 455  (-3.0) 425 (-3.1)
Slovakia 9.1 (-9.8) 788  (+16.6) 12.1 (-6.8) -3.0 (-3.0)
Turkey 208  (-9.0) 729 (+133) 63 (-43) 145 (-4.7)
CEE (incl. Turkey) 84  (-24) 833  (+22) 83  (+02) 0.1 (-2.6)
Eurozone 23 (+23) 326 (-0.7) 65.1 (-16) 628  (+39)
Economic n

5 improve no change worsen balance
expectations
Austria 219  (+6.3) 53.1 (-3.2) 25.0 (-3.1) -3.1 (+9.4)
Croatia 314  (+98) 600  (+86) 86  (-184) 228  (+282)
Czech Republic 305 (+95) 52.8 (-5.1) 16.7 (-4.4) 138  (+13.9)
Hungary 334  (+57) 444 (+27) 222 (-84) 12 (+14.1)
Poland 200 (+33) 600  (+15.6) 200  (-18.9) 00 (+222)
Romania 273 (+6.1) 545  (+9.0) 182  (-15.1) 91  (+212)
Slovakia 167 (+04) 639  (+18.0) 194  (-184) 27  (+188)
Turkey 270  (+48) 563  (+0.7) 16.7 (-5.5) 103 (+10.3)
CEE (incl. Turkey) 222 (+5.1) 61.1 (+9.9) 167  (-15.0) 55  (+20.1)
Eurozone 273 (+39) 477 (+94) 250  (-133) 23 (+172)
Inflation rate increase no change decrease balance
Austria 20.0 (+6.7) 63.3 (+3.3) 16.7 (-10.0) 33 (+16.7)
Croatia 315  (-12.9) 37.1 (-1.8) 314 (+14.7) 01 (-27.6)
Czech Republic 147 (+11) 294 (-11.1) 559  (+10.0) 412 (-8.9)
Hungary 362  (+3.9) 194 (-7.1) 444  (+32) 82  (+0.7)
Poland 147 (-20) 412 (-6.0) 441 (+80) 294  (-10.0)
Romania 419  (+65) 355 (-9.7) 226  (+32) 193 (+3.3)
Slovakia 152 (+3.7) 515 (-5.6) 333 (+19) 181 (+18)
Turkey 276  (-13) 277 (+1.0) 447  (+03) 1741 (-1.6)
CEE (incl. Turkey) 205  (-13.8) 474 (+10.0) 324 (+38) 119 (-17.6)
Eurozone 175 (-97) 550  (+95) 275  (+02) -10.0 (-9.9)
Short-term increase no change decrease [ EIELT
interest rates [abs.] [rel.] [abs.] [rel.] [abs.] [rel.] [abs.] [rel.]
Croatia 182 (+2.1) 276 (+69) 576 (-3.7) 483 (-103) 242 (+16) 241 (+34) 60 (+05) 35 (+3.5)
Czech Republic 0.0 (-15.6) 103 (-58) 667 (+32.3) 483 (-33) 333 (-16.7) 414 (+91) -333 (+1.1) 311 (-14.9)
Hungary 114 (-14.4) 187 (-7.1) 200 (+06) 125 (-133) 686 (+13.8) 68.8 (+204) -57.2 (282)  -50.1 (-27.5)
Poland 00 (-9.1) 34 (-9.1) 375 (-49) 33.3 (-13.6) 62.5 (+14.0) 63.3 (+22.7) -62.5 (-23.1) -59.9 (-31.8)
Romania 16.7 (-5.5) 259 (-126) 533 (+14) 519 (+96) 300 (+4.1) 222 (+30) -133 (-96) 37 (-15.6)
Turkey 14.3 (£0.0) 190 (+65) 476 (+9.5) 432 (-18) 381 (-95) 378 (-47) -238 (+95) -18.8 (+11.2)
Eurozone 26 (-7.4) 816 (+4.1) 158 (+33) -13.2 (-10.7)

Long-term

increase

no change

decrease

balance

interest rates [abs.] [rel.] [ELER| [rel] |ELEN| [rel] [abs.] [rel.]
Croatia 515 (+3.0) 387 (+08) 303 (-3.0) 452 (+38) 182 (£0.0) 161 (-46) 333 (+3.0) 226 (+54)
Czech Republic 483 (-4.8) 250 (-26) 452 (+13.9) 571 (+19) 65 (-9.1) 179 (+07) 418 (+43) 74 (-33)
Hungary 39.4 (+28) 322 (+14) 242 (+75) 226 (+34) 364 (-10.3) 452 (-48) 30 (+13.1) 130 (+6.2)
Poland 290 (-43) 107 (-134) 484 (+21.1) 536 (+122) 226 (-16.8) 357 (+12) 6.4 (+12.5) 250 (-14.6)
Slovakia 448 (-10.4) 259 (-112) 414 (+6.9) 556 (+75) 138 (+3.5) 185 (+3.7) 310 (-13.9) 74 (-149)
Turkey 175 (-2.0) 117 (-100) 525 (+37) 559 (+127) 300 (-17) 324 (-27) -125 (-03) 207 (-7.3)
Germany 354 (-46) 581 (+6.7) 65 (-2.1) 289 (-25)

Stock market q

indices increase no change decrease [EIELTT

EURO STOXX 50 425  (+08) 242 (-9.1) 333  (+83) 92 (-7.5)

ATX (Austria) 440  (-77) 280  (+04) 280  (+73) 160  (-15.0)

NTX (CEE) 500 (+15) 250  (+2.1) 250 (-3.6) 250  (+5.1)
CROBEX (Croatia) 364  (-84) 424  (+56) 212 (+28) 152 (-11.2)

PX50 (Czech Rep.) 500  (+3.0) 286 (-38) 214  (+08) 286  (+22)

BUX (Hungary) 445  (-1.0) 259 (-7.4) 296  (+84) 14.9 (-9.4)

WIG (Poland) 519  (-23) 333 (+104) 14.8 (-8.1) 371 (+5.8)

BET (Romania) 542  (+9.1) 333  (+1.0) 125 (-10.1) 417 (+19.2)

SAX (Slovakia) 320  (-23) 480  (+42) 20.0 (-1.9) 12.0 (-0.4)
ISE-100 (Turkey) 452  (-6.0) 262  (+18) 286  (+4.2) 166  (-10.2)
(va:'hEal?'goe) ERtes appreciate no change depreciate balance

Kuna (Croatia) 122 (+0.1) 545  (+6.0) 333 (-6.1) 211 (+62)
Koruna (Czech Rep.) 285  (-10.4) 429  (+12) 286  (+9.2) 01 (-19.6)

Forint (Hungary) 18.2 (-7.5) 333 (+1.9) 485 (+5.6) -30.3 (-13.1)

Zloty (Poland) 452  (+1.9) 387  (+09) 16.1 (-2.8) 29.1 (+4.7)

Lei (Romania) 345 (+6.9) 414 (-34) 241 (-3.5) 104 (+10.4)

Lira (Turkey) 325  (-15.1) 442 (+156) 233 (-0.5) 92  (-146)
Us-Dollar 525 (+72) 325 (-08) 15.0 (-6.4) 375  (+136)

Note: 75 Financial market experts, 17 from which from Turkey, participated in the October survey which was conducted during the period of
10/1-10/16/2012. 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 September 2012 in parentheses). Balances refer to the differences between positive and

negative assessments.
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