www.zew.de - Www.zew.eu

ZEW IR EREEIREIE G
.88 Report CEE

ERSTE GROUP

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

Volume 6 - September 2012

The Centre for European Economic Research (ZEW) in Mannheim and Erste Group Bank AG in Vienna carry out a monthly survey for Central and
Eastern Europe, Austria, as well as the Eurozone. For the survey, financial market experts give their assessments and expectations with regard to
economic and financial market data. The results of the current survey which was conducted between July 27 and August 13, 2012, are published
in the September 2012 issue of the Financial Market Report CEE. 72 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 individual CEE countries and Austria.

The Economic Expectations for the Central and
Eastern European Region Move Sidewards

The economic expectations for Central and Eastern Europe
including Turkey (CEE region) on a six-month time horizon
remained almost unchanged in August. The respective indica-
tor dropped by 1.7 points to a level of minus 9.3 points. The
evaluation of the current economic situation in the CEE region
has improved in this month’s survey. The indicator for the CEE
region has increased by 5.7 points to a level of 3.0 points. The
economic expectations for the Eurozone within the next six

months have slightly improved by 1.3 points to minus 4.8 points.
The assessment of the current business cycle in the Eurozone
has also improved by 8.4 points and reached a value of minus
59.6 points. The indicator of economic expectations for Austria
fell from a balanced 0.0 mark to minus 6.9 points. The evalu-
ation of the current economic situation in Austria has slightly
decreased by 1.2 points. The indicator thereby reaches a value
of 9.9 points in August.

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 re-
mained almost unchanged at a | evel of minus 9.3 after a slight
decrease by 1.7 points. The largest decrease of economic expec-
tations is observed for the indicator for Romania, likely due to
the growing uncertainty resulting from the on-going political cri-
sis in the country. Experts’ expectations for the Eurozone have
slightly improved this month. The indicator has increased by 1.3
points to a level of minus 4.8 points. The indicator of economic
expectations for Austria dropped from the 0.0 mark to a level of
minus 6.9 points. The experts’ assessment of the current eco-
nomic situation in the CEE region and in the Eurozone has im-
proved by 5.7 points and 8.4 points. The indicator of the finan-
cial market experts’ assessment for Austria has decreased slight-
ly by 1.2 points to a level of 9.9 points in this month’s survey.

The experts’ expectations for the inflation rate in the CEE re-
gion on a six-month time horizon show a majorincrease by 40.9
points to a level of 9.4 points in August. This is the largest in-
crease of the indicator since its establishment in May 2007. Ris-
ing inflation concerns for the CEE region are likely to be partly
driven by proposed VAT increases for Poland and the Czech Re-
public. The indicators of inflation expectations for the Eurozone
and Austria have increased by 27.7 points and 22.3 points. The
indicators have thus reached levels of minus 10.7 points and

7.5 points. The increase is driven by rising inflation concerns for
all CEE economies in August.

The indicator of experts’ expectations for the CEE stock mar-
ket index NTX shows a double-digit increase by 12.9 points in
August. The indicator thus reaches a level of 31.0 points. The
indicators of expectations for the stock market indices in the
Eurozone (EURO STOXX 50) and Austria (ATX) have also in-
creased by 4.1 points and 5.8 points to levels of 18.7 points
(Eurozone) and 30.8 points (Austria).

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

Indicators for the Czech Republic, Poland, and Slovakia
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The economic expectations for the Czech Republic and Po-
land show double-digit decreases this month. The respective
indicators fell by 11.0 points and 13.1 points and have thus
reached levels of minus 8.5 points (Czech Republic) and minus
25.6 points (Poland). In contrast, economic sentiments for Slo-
vakia have slightly improved in August. The respective indicator
has increased by 4.9 points to a level of minus 15.1 points. The
assessment of the current economic situation has slightly im-
proved for the Czech Republic. The respective indicator has in-
creased by 2.2 points to a level of minus 16.8 points. The ex-
perts’ assessments of the current situations in Poland and Slo-
vakia have worsened this month. The indicators have decreased
by 11.3 points and 3.8 points to levels of 11.2 points (PL) and
minus 8.8 points (SK).

Inflation concerns have sharpened for all CEE countries in
this months’ survey. The indicators reflecting the expected in-
flation rate for the Czech Republic, Poland and Slovakia have
increased by 13.1 points, 20.2 points and 1.9 points to levels
of minus 29.4 points (CZ), minus 14.8 points (PL) and minus
21.8 points (SK). The majority of financial market experts expect
short-term interest rates in the Czech Republic (53.1 per cent of
the experts) and in Poland (54.8 per cent) to remain unchanged.
The respective indicators show an upwards revision by 6.2
points (CZ) and 10.3 points (PL) in August.

Stock market sentiments for the Czech Republic and Slovakia
have worsened this month. The indicators of experts’ expecta-
tions on the stock market indices for the Czech Republic (PX 50)
and Slovakia (SAX) were revised downwards by 11.4 points (PX
50) and 7.0 points (SAX). Experts’ opinions for the Slovakian
SAX are almost perfectly split between bullish, bearish and neu-
tral expectations. The experts’ expectations on the Polish WIG,
however, have slightly improved by 4.6 points this month. Ex-
pectations on the Czech Koruna and the Polish Zloty have im-
proved this month. The respective indicators have increased by
11.4 and 3.6 points respectively. Both currencies are expected
to appreciate against the euro by the majority of experts (53.1
per cent and 50.0 per cent).

Croatia, Hungary and Romania:
Blurring Economic Sentiments

Indicators for Croatia, Hungary, and Romania
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The economic expectations for Romania have worsened sig-
nificantly in August, with the respective indicator showing the
by far largest decrease among all surveyed economies. Experts’
expectations are likely influenced by the growing uncertainty
due to the on-going political crisis in the country. The econom-
ic expectations for Croatia have also worsened by 10.4 points
this month. The respective indicator thus reaches a level of mi-
nus 14.8 points. The experts’ assessment of the current situa-
tion in Romania has also worsened in August. The indicator has
decreased by 5.8 points to a level of minus 51.6 points, which
is the lowest value of the indicator since November 2011. The
indicator of the current business cycle in Hungary has also wors-
ened in this month’s survey dropping by 7.8 points to a level of
minus 70.3, which is the lowest level among all surveyed econ-
omies. In contrast, the experts’ assessment of the current situ-
ation in Croatia has improved, as an increase of the respective
indicator by 8.2 points in August indicates.

Inflation concerns have increased for all three CEE countries
(Croatia, Hungary and Romania) this month. The respective in-
dicators have increased by 21.2 points (HR), 11.8 points (HU)
and 19.7 points (RO). For Hungary, however, the majority of ex-
perts (45.5 per cent) still hold the opinion that the inflation rate
could decrease in the next six months. The experts largely re-
vised their expectations on the short-term interest rates in Hun-
gary. The respective indicator has increased by 21.8 pointsto a
level of minus 37.5 points.

Relative to the short-term rates in the Eurozone, the short-
term rates in Hungary are also expected to rise as indicated by
an increase of the respective indicator by 18.0 points. This ex-
pectationisin line with a revision of the experts’ exchange rate
expectations concerning the EUR/HUF exchange rate. This month
survey participants revised their expectations towards a depre-
ciation of the Hungarian Forint as indicated by a decrease of the
respective indicator by 8.2 points. A bearish revision of stock
market sentiments is observed for the stock market indices in
Croatia (CROBEX) and Romania (BET). Expectations for the Hun-
garian BUX have remained almost unchanged.



Turkey: Increasing Inflation Expectations

Indicators for Turkey
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The economic expectations for Turkey have slightly worsened
in this month’s survey. The respective indicator has decreased by
3.7 points to a level of 2.2 points. The assessment of the current
economic situation has also worsened in August. The indicator
has decreased by 9.0 points to a level of 13.4 points. Rising infla-
tion concerns for Turkey are indicated by the survey responses in
August. The respective indicator has increased by 34.0 points to
a level of minus 19.0 points. This is the second largest indicator
increase among all surveyed economies. The experts also revised
their expectations on the short-term interest rates in Turkey. This
indicator has increased by 27.1 points to a level of minus 15.8
points. Relative to the short-term rates in the Eurozone, the short-
term rates in Turkey are also expected to increase. This expecta-
tion isin line with the revision of expectations for the Turkish Lira.
The indicator for the Turkish Lira has decreased by 12.0 points.

Special Question: Shale Gas Prospects of the CEE Region

How do you assess the conditions in the CEE region with
respect to developing prospects for shale gas?
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How do you assess the attention of foreign investors with
respect to investment in shale gas projects in the individual
CEE countries?
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How do you assess the sentiments on financial markets
with respect to the prospects for shale gas in the individual
countries?
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Many CEE countries are considered potentially important mar-
kets for shale gas production in the future and have attracted
the attention of domestic and foreign investors. Whereas politi-
cal support and financial market sentiments regarding the shale
gas prospects of the region are rather positive, the public opin-
ionis divided in the individual CEE countries. Hence, this month’s
special question asks the financial market experts to provide
theirassessment on the topic. Moreover, the experts were asked
to assess whether financial markets are rather conservative re-
garding shale gas investments in the individual countries, or
whether a potential overpricing of the sector is in sight.

According to the majority of financial market experts (69 per
cent), the attention foreign investors pay to the shale gas pros-
pects of the whole CEE region is rather high. Furthermore, the
sector enjoys a rather favourable political environment. This is
the opinion of the majority of 60 per cent of the survey partici-
pants,. The public opinion, in contrast, is rather divided, as in-
dicated by the responses of the financial market experts. Where-
as one-fourth of the experts consider the public support as very
high or rather high, roughly one-third (34 per cent) assess the
public opinion on shale gas as unfavourable.

According to the majority of participants, the foreign inves-
tors’ attention on the shale gas prospects of Romania and Poland
is very high orrather high. This is the opinion of 58 per cent (RO)
and 79 per cent (PL) of the experts. Similarly, the attention of
foreign investors on the shale gas sector in Turkey is also very
high orrather high, as indicated by almost half of the participants
(46 per cent). This result is not surprising, considering the coun-
try’s announcement about uncovered shale gas reserves at the
beginning of the year. A potential overpricing of the shale gas
sectorisindicated by survey responses for Turkey, Romania and
Poland. The majority of experts (55 per cent, 50 per cent and 50
per cent respectively) consider the optimistic financial market
sentiments on the shale gas prospects of the three countries
rather exaggerated. However, roughly one-third of the experts
assess the optimistic financial market sentiments as reasonable.

Zwetelina lliewa
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ZEW | Erste Group Bank - Financial Market Survey CEE: August 2012

Austria 16.6 (-56) 76.7 (+10.0) 6.7 (-44) 9.9 (-1.2)
Croatia 8.6 (+2.2) 400 (+38) 51.4 (-6.0) -42.8 (+8.2)
Czech Republic 13.8 (-05) 55.6  (+3.2) 30.6 (-2.7) -16.8  (+2.2)
Hungary 27 (+0.2) 243 (-82) 73.0 (+8.0) -703  (-7.8)
Poland 19.5 (-55) 72.2 (-0.3) 8.3 (+5.8) 112 (-11.3)
Romania 6.0 (+3.2) 364 (-122) 576  (+9.0) 516 (-58)
Slovakia 11.8 (-0.7) 67.6 (-24) 206  (+3.1) -8.8 (-38)
Turkey 17.8 (-8.7) 778  (+8.4) 4.4 (+0.3) 13.4 (-9.0)
CEE (incl. Turkey) 118  (+6.4) 79.4 (-7.1) 8.8 (+0.7) 3.0 (+5.7)
Eurozone 4.7 (+2.7) 31.0 (+3.0) 64.3 (-5.7) -59.6 (+8.4)
Economic expectations improve no change worsen balance
Austria 207 (+6.4) 51.7  (-19.7) 276 (+13.3) -6.9 (-6.9)
Croatia 17.6 (-4.1) 50.0 (-22) 324  (+6.3) -148 (-104)
Czech Republic 17.2 (-4.8) 57.1 (-14) 257 (+6.2) -85 (-11.0)
Hungary 306 (+6.2) 44.4 (-1.9) 25.0 (-4.3) 56 (+10.5)
Poland 115 (-1.0) 514  (-11.1) 371 (+121) -256  (-13.1)
Romania 243 (-2.7) 424 (-17.1) 333 (+19.8) 9.0 (-225)
Slovakia 182 (+10.7) 485 (-16.5) 333 (+5.8) -151  (+4.9)
Turkey 227 (+1.1) 56.8 (-5.9) 205 (+4.8) 22 (-3.7)
CEE (incl. Turkey) 188  (+8.5) 531 (-18.7) 281 (+10.2) -9.3 (-1.7)
Eurozone 238 (+5.4) 47.6 (-95) 286 (+4.1) -4.8 (+1.3)
Austria 334 (+15.8) 40.7 (-9.3) 25.9 (-6.5) 75  (+223)
Croatia 50.0 (+17.5) 281 (-138) 21.9 (-3.7) 281 (+212)
Czech Republic 20.6 (+10.6) 29.4 (-8.1) 50.0 (-25) -29.4  (+13.1)
Hungary 36.3 (+126) 182 (-134) 455  (+0.8) 92 (+118)
Poland 264 (+12.8) 324 (-5.4) 412 (-74) -14.8  (+20.2)
Romania 51.6 (+17.3) 194  (-149) 29.0 (-24) 226 (+19.7)
Slovakia 188  (+3.0) 40.6 (-4.1) 406  (+1.1) -21.8  (+1.9)
Turkey 262 (+11.9) 286 (+10.2) 452  (-22.1) -19.0 (+34.0)
CEE (incl. Turkey) 344 (+17.3) 406 (+6.3) 250 (-236)
Eurozone 271 (+144) 35.1 (-1.1) 378 (-133) -107  (+27.7)
Croatia 192 (-0.3) 334 (+1.1) 654 (-4.0) 571 (-106) 154 (+4.3) 9.5 (+9.5) 3.8 (-4.6) 23.9 (-84)
Czech Republic 9.4 (+3.1) 103 (-35) 531 (+-00) 690 (+6.9) 375 (-3.1) 20.7 (-34) -281 (+6.2) -104 (-0.1)
Hungary 156 (+9.3) 215 (+144) 313 (+32) 321 (-108) 531 (-125) 464 (-36) -37.5 (+21.8) -249 (+18.0)
Poland 6.5 (+05) 192 (-15) 548 (+9.3) 500 (+86) 387 (-9.8) 30.8 (-71) -322 (+103) -116 (+56)
Romania 276 (+43) 400 (+54) 483 (+1.6) 40.0 (-62) 241 (-5.9) 200 (+0.8) 35 (+10.2) 200 (+4.6)
Turkey 168 (+3.9) 249 (+140) 526 (+19.3) 438 (-21) 316 (-232) 313 (-11.9) -158 (+27.1) -64 (+259)
Eurozone 2.8 (-4.3) 69.4 (+2.7) 278 (+16) -25.0 (-5.9)
Long-term interest rates no change decrease
[abs.] b [abs.] [rel.]
Croatia 536 (+6.4) 416 (-41) 357 (-6.0) 417 (-12) 107 (-04) 16.7  (+5.3) 429 (+6.8) 249 (-94)
Czech Republic 437 (+5.0) 285 (+11.2) 375 (-7.7) 429 (-88) 188 (+2.7) 286 (-24) 249 (+23) -0.1  (+13.6)
Hungary 225 (-66) 14.8 (-25) 323 (+16.2) 222 (+5.0) 452 (-96) 63.0 (-25) -227 (+3.0) -482 (+/-0.0)
Poland 366 (-34) 23.1 (-45) 267 (-233) 346 (-102) 367 (+26.7) 423 (+147) -01 (-30.1) -192 (-19.2)
Slovakia 483 (+5.0) 28.0 (-30) 310 (-57) 48.0 (-03) 207 (+0.7) 240 (+33) 276 (+4.3) 4 (-6.3)
Turkey 316 (+13.7) 258 (+68) 395 (+3.6) 355 (-23) 289 (-173) 387 (-45) 27 (+31.0) -129 (+11.3)
Germany 38.7 (-154) 548 (+17.0) 6.5 (-16) 322 (-138)
EURO STOXX 50 437 (-33) 313  (+10.7) 25.0 (-74) 187  (+4.1)
ATX (Austria) 50.0 (+/-0.0) 30.8 (+5.8) 19.2 (-5.8) 30.8 (+5.8)
NTX (CEE) 517 (+6.3) 276 (+0.3) 20.7 (-6.6) 31.0 (+129)
CROBEX (Croatia) 322 (-125) 464 (+14.8) 21.4 (-23) 10.8  (-10.2)
PX 50 (Czech Rep.) 384 (-116) 385 (+11.8) 23.1 (-0.2) 163  (-11.4)
BUX (Hungary) 428  (+0.8) 28.6 (-0.4) 28.6 (-0.4) 142  (+1.2)
WIG (Poland) 44.9 (-0.3) 31.0 (+5.2) 241 (-4.9) 20.8 (+4.6)
BET (Romania) 400 (-11.8) 36.0 (+18.8) 24.0 (-7.0) 16.0 (-4.8)
SAX (Slovakia) 320 (+0.9) 36.0 (-8.8) 320 (+7.9) 0.0 (-7.0)
ISE-100 (Turkey) 50.0 (+3.3) 350 (+6.1) 15.0 (-94) 350 (+127)
Exchange rates (vs. Euro) appreciate no change depreciate balance
Kuna (Croatia) 334 (+17.8) 333 (-6.7) 333  (-11.1) 0.1 (+28.9)
Koruna (Czech Rep.) 53.1 (+6.8) 34.4 (-22) 125 (-46) 406 (+11.4)
Forint (Hungary) 31.2 (-8.8) 344  (+94) 34.4 (-06) -3.2 (-8.2)
Zloty (Poland) 50.0 (-1.3) 344 (+6.2) 15.6 (-4.9) 344  (+36)
Lei (Romania) 448 (+16.3) 276 (-15.3) 27.6 (-1.0) 172 (+17.3)
Lira (Turkey) 415 (-125) 39.0 (+13.0) 19.5 (-0.5) 220 (-120)
US-Dollar 343  (-20.1) 36.8 (+15.1) 289 (+5.0) 5.4 (-25.1)

Note: 72 Financial market experts, 17 from which from Turkey, participated in the August survey which was conducted during the period 07/27/12-08/13/12. 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 July 2012 in parentheses). Balances refer to the differences between positive and negative
assessments.
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