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ZEW, the Centre for European Economic Research, Mannheim, and Erste Group Bank AG, Vienna, carry out a monthly survey among approximately
160 financial market experts for Central and Eastern Europe (CEE), Austria, as well as the Eurozone. The experts are asked for their assessments
and expectations with regard to economic and financial market data. The September issue of the “Financial Market Report CEE” contains the re-
sults of the current survey, conducted between July 29, 2013 and August 12, 2013, as well as an overview of the development of the indicators over
the last three months. 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.

Increasing Optimism for the CEE Region
During the Last Three Months

After reaching its historical high in March 2013 the ZEW-Erste
Group Bank Economic Sentiment Indicator for the CEE region
fluctuated between June and August 2013 in an optimistic range
between 24 and 33.3 points. The indicator started in June with
a sharp drop by 20.9 points. This decrease was most important-
ly driven by political turmoil in two of the seven countries of the
CEE region — the Czech Republic and Turkey — but has partly re-
bounded during the last three months. The indicator of experts’
assessment on the current economic situation in the CEE region
displays roughly the same pattern over the last three months.
After starting with a 19.1 points plunge into negative territory the
indicator has partly rebounded to a level of minus 6.9 points. The
current situation in the region is thus assessed more positively
than the situation in the Eurozone, however more negatively as
compared to the situation in Austria. It is remarkable that both
the indicator of economic sentiment aand the indicator for the
current economic situation, have improved in spite of the on-
going political crises in both the Czech Republic and Turkey.

Economic sentiment for the Eurozone has also increased over
the last three months and ranks higher than the respective sen-
timent indicator for the CEE region for the first time this year.

Survey participants also report a significant increase in their
positive assessment of the current economic situation in the
Eurozone. The respective indicator has increased in August to
its highest level since June 2011. In August almost two-thirds
of the financial market experts in the survey have indicated that
the situation in the Eurozone is normal. This is a significantly
more positive result than the assessment of their German col-
leagues: According to the results of the ZEW Financial Market
Survey conducted with financial market participants from Ger-
many at the same time the majority of 74.5 per cent of the ex-
perts consider the current situation in the Eurozone as bad.

Austria ranks highest among the three regions observed in
our survey regarding both economic sentiment and state of the
current business cycle. The indicator of economic sentiment for
Austria gradually reached its highest level since January 2010
in the most recent wave of the survey in August. The indicator
of experts’ assessment of the current economic situation in the
country has remained stable over the last three months at lev-
els close to 10.0 points — a moderately positive level due to the
fact that the large majority of participants (88 per cent) actually
assess the current situation as normal.

Economic Expectations for CEE, Austria
and the Eurozone
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Assessment of Current Economic Situation in CEE,
Austria and the Eurozone
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Czech Republic, Poland, and Slovakia:
Improved Current Situation

In August experts’ assessment of the current economic situa-
tion in the Czech Republic improves significantly for the first
time since the beginning of the political turmoil in June. After
the resignation of the former Prime Minister Petr Necas in June
and a lost confidence vote by the assigned caretaker govern-
ment, the preparation of the budget for 2014 remains uncertain
until the new legislative elections at the end of October. In the
light of the political situation experts’ assessment of the current
economic situation in the country improves by 10.5 points. The
improvement may also be due to slightly more optimistic GDP
figures for the second quarter of 2013 — the Czech economy re-
cords a seasonally-adjusted GDP growth of 0.6% qoq, which is
the first increase after six consecutive decreases (Source: Fo-
cusEconomics). In contrast to the improved assessment of the
current economic situation experts seem rather reluctant to re-
vise upwards their expectations for the next six months. The re-
spective indicator of economic sentiment has increased by 3.1
points and reaches a level of 58.0 points. This is nevertheless
the highest level among all surveyed economies. After inflation
figures for the Czech Republic fell in June to the lowest levels in
three years, financial market experts have revised their inflation
expectations upwards over the last three months.

Experts’ assessment of the current situation in Poland has
been very volatile since the beginning of the year ranging from
17.9 points in March to minus 17.9 points in July. The indicator
is currently at the balanced 0.0 mark with 58.6 per cent of the
experts describing the current situation as normal. Experts’ sen-
timents regarding the economic development of Poland over the
next six months, in contrast, display a stable optimism.

Economic expectations for Slovakia peaked at 39.4 points in
August which is the highest level of the indicator since January
2010. Experts’ optimism is in line with the accelerating GDP
growth (yoy) as published by the Statistical Office of the Slovak
Republic in mid-August as well as accelerating industrial pro-
duction in the second quarter of the year. Survey participants
currently hold a rather balanced assessment of the current eco-
nomic situation. The indicator of the current business cycle is
rather stable at the 0.0 mark since the end of 2011.

Indicators* for the Czech Republic, Poland, and Slovakia
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Croatia, Hungary and Romania:
Rising Inflation Concerns

The indicator of economic sentiment for Hungary displays the
largest movement of all the indicators included in the survey
this month - a rapid decrease by 30.5 points. The decrease is
due to those 13.6 per cent of the experts who have revised their
expectations from optimistic to pessimistic. The decrease comes
in spite of positive industrial production figures for June. In June
the industrial production in Hungary rebounded (yoy) after drop-
ping to a five-month low in May. In contrast, the indicator of ex-
perts’ assessment of the current economic situation escaped
from its extremely negative range and remained close to minus
50 over the last three months. The indicator of inflation concerns
has increased by 17.9 points in August and currently ranks high-
est among all surveyed economies. This is not surprising con-
sidering the fact that Hungary has the largest VAT rate in the EU
and the government has just proposed the introduction of an
additional tax on luxury goods. In addition the Hungarian Cen-
tral Bank breaks records by continuously lowering the interest
rates. A further factor may be the introduction of the dual inter-
est rate system which started in June this year and which aims
to boost the economy by providing retail banks zero-interest
funding provided that they pass it on to small companies.

The indicator of experts’ assessment of the current situation
in Croatia reaches its lowest level since October 2009. The in-
dicator currently stands at minus 58.6 points which is also the
lowest level among all surveyed economies. Experts’ assess-
ment is not surprising in the light of the GDP figures indicating
a contraction for already eight consecutive quarters. After peak-
ing in March 2013, the indicator of economic sentiment has
fluctuated at rather high levels during the last three months and
currently stands at 27.7 points. Inflation concerns have in-
creased drastically over the last three months from a level of
minus 35.5 points in June to a level of 17.8 points in August.
The inflation rate in Croatia dropped in May to its lowest level
for more than a year.

After peaking in May, the economic sentiment for Romania
has settled in the positive range between 44.5 points to 46.1
points during the last three months. In August a majority of 53.8
per cent were optimistic about the next six months.

Indicators* for Croatia, Hungary and Romania
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Turkey: Uncertain Current Economic Situation

Economic Expectations and Assessment of
Current Economic Situation in Turkey
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Afterreaching this year’s lowest level in June, the indicator of
economic sentiment for Turkey partly returned to its positive path
over the last three months. In contrast, experts’ assessment of
the current economic situation plunged in June by 26.8 points
and reached inJuly an all-times low of minus 8.7 points to return
in August to 5.2 points. Macroeconomic indicators in combina-
tion with the political turbulences in the country since the end
of May paint a mixed picture for the economic prospects of the
country. Positive industrial production figures published in June
were reversed by a slowdown of industrial production as pub-
lished in July. The current account figures published in June and
July raised further concerns as the deficit of the country widened
sharply. In contrast, the consumer confidence index conducted
and published by the national Statistical Institute and the Turk-
ish Central Bank reaches its highest level since March 2012.

Special Question: Wage Expectations and Wage Inequality in the CEE Region

1. What are your expectations regarding the development
of wages (inflation-adjusted) in the CEE region?

no change

(12%)
increase

2. In which CEE country do you expect the highest/lowest
change of wages (inflation-adjusted) in the next year?

Turkey Slovakia Czech Poland Bulgaria Croatia Hungary Romania
Republic

3. How do you evaluate the income distribution in the CEE
region compared to the Eurozone?

more balanced

Sy R $ - higher inequality
same (77%)
3%
Source: ZEW

Wage inequality in the CEE region is still higher as compared
to the Eurozone but real wages in the region will increase over-
all during the nextyear. The highest increase of inflation-adjust-
ed income is expected for Turkey or Poland. In contrast, some
countries in the region are expected to even report negative real
wage growth by the end of the year. The most negative figures
are thereby expected for Hungary. This is the opinion of the ma-
jority of financial market participants surveyed in August. This
month’s special question asks participants for their assessment
of the development of the wages and the income distribution in
the CEE region.

According to the majority of 76.9 per cent of the experts the
CEE region is still characterized by higher income inequality as
compared to the Eurozone. However, the majority of experts (73
per cent) expect the inflation-adjusted income in the region to
increase overall during the next year. Thereby, 27 per cent of the
experts expect the wage gap between the Eurozone and the CEE
region to diminish. Another 24 per cent of the experts expect
the wages in the Eurozone to increase even more than the wag-
es in the CEE region and thus the wage gap to even widen. A
decrease in the wages of the CEE region is considered likely by
a minority of 12 per cent of the respondents. Participants were
further asked in which countries they expect the highest increase
and the highest decrease of wages. The majority of 38 per cent
of the respondents agrees that the highest real wage increase
is to be expected in Turkey. Another 19 per cent argue that the
wage increase in Poland will be even higher. A real wage devel-
opment in the Czech Republic is expected to remain in positive
territory, however moderate. Roughly one-third of the respond-
ents indicate that among the countries which are expected to
register increasing real wages during the next year, the Czech
Republic is expected to display the most modest increase. On
the downside, Hungary is expected to display the highest wage
decrease among all CEE countries by 29 per cent of the respond-
ents. Other candidates are Croatia and Bulgaria which are ex-
pected to rank first in real wage decreases by 24 per cent of the

respondents respectively. Zwetelina lliewa
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acceptable (normal) balance

(£0.0) 880  (+4.0) 00  (-40) (+4.0)
Croatia 00  (-64) 414 (+59) 586  (+05) 586  (-6.9)
Czech Republic 129 (+6.2) 581  (-19) 290  (-43) 161 (+105)
Hungary 00  (-35) 500  (+52) 500  (-17) 500  (-18)
Poland 207 (+136) 586  (-9.3) 207 (-43) 00  (+17.9)
Romania 154 (+15.4) 615  (-52) 231 (-102) 77 (+256)
Slovakia 148 (+7.4) 704 (£00) 148 (-74) 00  (+14.8)
Turkey 180  (+38) 692  (+63) 128 (-10.1) 52 (+13.9)
CEE (incl. Turkey) 69  (-03) 793 (+79) 138 (-7.6) 69  (+7.3)
Eurozone 79  (+50) 632 (+175) 289 (225) 210 (+275)

Econol A

improve no change worsen [EIELTY
expectations
Austria 560  (+19.0) 400  (-19.3) 40  (+03) 520 (+187)
Croatia 380  (+86) 517 (-10.1) 103 (+15) 277 (+7.4)
Czech Republic 677  (+96) 226  (-16.1) 97  (+65) 580  (+3.1)
Hungary 300  (-16.9) 533  (+33) 167 (+136) 133 (-305)
Poland 449 (-1.8) 4438 (-52) 103 (+7.0) 346  (-88)
Romania 538  (+56) 385 (-9.6) 77 (+40) 461 (+16)
Slovakia 465  (+85) 464 (-122) 71 (+37) 394  (+48)
Turkey 292 (+29) 4838 (-38) 220  (+09) 72 (+20)
CEE (incl. Turkey) 433 (+11.1) 467 (-146) 100  (+35) 333 (+76)
Eurozone 568  (+9.5) 35.1 (-9.3) 8.1 (-02) 487  (+9.7)
Inflation rate increase no change decrease balance
Austria 208  (-10.0) 792 (+17.7) 0.0 (-77) 208  (-23)
Croatia 321 (+134) 536  (+36) 143 (-17.0) 178 (+304)
Czech Republic 167 (-145) 600  (+37) 233 (+108) 66 (253)
Hungary 345  (+87) 586  (+05) 6.9 (-9.2) 276 (+17.9)
Poland 333 (£0.0) 593  (+93) 74 (-9.3) 259  (+9.3)
Romania 200  (+89) 520  (+0.1) 28.0 (-9.0) 80  (+17.9)
Slovakia 20.0 (-42) 720  (+65) 80 (-23) 12.0 (-1.9)
Turkey 275 (-87) 450  (+08) 275  (+8.1) 00  (-16.8)
CEE (incl. Turkey) 276  (-138) 690  (+10.4) 34 (+34) 242 (17.2)
Eurozone 249 (-0.8) 688  (+3.1) ; (-23) 186  (+15)

increase no change decrease [ EIEL LI
[ELER| [rel.] [abs.] [rel.] [abs.] [rel.] [abs.] [rel.]

Croatia 16.7 (-4.0) 238 (+38) 625 (+73) 619 (+99) 208 (-33) 143 (137)  -41 (-0.7) 95 (+17.5)
Czech Republic 00 (-65) 77 (-30) 929 (-06) 808 (-49) 7.4 (+7.1) 15 (+79) 7.4 (-136) 38 (-10.9)
Hungary 14.8 (+14.8) 16.0 (+160) 259 (-24.1) 240 (-130) 593 (+9.3) 600 (-30) -445 (+55)  -44.0 (+19.0)
Poland 74 (-59) 134 (+54)  77.8 (+11.1) 652 (-02) 148 (-52) 217 (-52) 74 (-07) 86 (+10.6)
Romania 43 (-4.0) 45 (-03) 522 (-20) 500 (+24) 435 (+6.0) 455 (-21) -39.2 (100)  -41.0 (+18)
Turkey 37.9 (+26) 375 (-31) 378 (+25) 375 (+3.1) 243 (-5.1) 250 (£0.0) 136 (+7.7) 125 (-3.1)
Eurozone 125 (+34) 750 (-6.8) 125 (+34) 0.0 (£0.0)

Long-term increase no change decrease balance

interest rates [abs.] [rel.] [abs.] [rel.] [abs.] [rel.] [abs.] [rel.]
Croatia 280 (+04) 292 (+23) 520 (+72) 625 (+24.0) 200 (-7.6) 8.3 (-26.3) 8.0 (+8.0) 20.9 (+28.6)
Czech Republic 428 (+94) 222 (+3.7) 429 (-204) 704 (+3.7) 14.3 (+11.0) 74 (-74) 285 (-16) 14.8 (+11.1)
Hungary 334 (+134) 30.7 (+12.1) 296 (-17.1) 308 (-9.9) 37.0 (+3.7) 385 (-2.2) -36 (+9.7) -7.8 (+14.3)
Poland 32.0 (+09) 304 (+81) 520 (+72) 60.9 (+20.2) 16.0 (-8.1) 8.7 (-28.3) 16.0 (+9.0) 21.7 (+36.4)
Slovakia 47.9 (+11.9) 228 (-45) 391 (-20.9) 636 (-4.6) 13.0 (+9.0) 136 (+9.1) 349 (+29) 92 (-13.6)
Turkey 237 (-86) 213 (-7.7) 526 (+20.2) 545 (+22.2) 237 (-11.6) 24.2 (-14.5) 0.0 (+3.0) -29 (+6.8)
Germany 357 (+8.1) 50.0 (-15.5) 143 (+74) 214 (+0.7)

Stock market A

S increase no change decrease [EIELTTY

indices

EURO STOXX 50 66.7 (+13.1) 13.3 (-22.4) 20.0 (+9.3) 46.7 (+3.8)

ATX (Austria) 773 (+12.0) 136 (-16.8) 9.1 (+4.8) 68.2 (+7.2)
NTX(CEE) 72.0 (+12.7) 12.0 (-21.3) 16.0 (+8.6) 56.0 (+4.1)
CROBEX (Croatia) 44.0 -7.7) 40.0 (-1.4) 16.0 (+9.1) 28.0 (-16.8)

PX50 (Czech Rep.) 63.0 (+9.4) 259 (-13.4) 11.1 (+4.0) 519 (+5.4)

BUX (Hungary) 44.0 (-2.5) 36.0 (-10.4) 20.0 (+12.9) 240 (-15.4)

WIG (Poland) 59.3 (+11.1) 29.6 (-74) 1.1 (-3.7) 48.2 (+14.8)

BET (Romania) 69.6 (+13.1) 174 (-17.4) 13.0 (+4.3) 56.6 (+8.8)

SAX (Slovakia) 522 (+23.0) 34.8 (-27.7) 13.0 (+4.7) 392 (+18.3)
ISE-100 (Turkey) 46.0 (-1.0) 270 (+0.5) 27.0 (+0.5) 19.0 (-1.5)
(vasl:.hEa:"goe) fates preciate no nge depreciate balance

Kuna (Croatia) 148 (-0.8) 556  (+2.5) 296 (-17) 148  (+09)
Koruna (Czech Rep.) 345 (-6.1) 517  (+7.9) 138 (-1.8) 20.7 (-43)

Forint (Hungary) 334 (+134) 333 (-200) 333  (+66) 01  (+68)

Zloty (Poland) 50.0 (-6.7) 462 (+162) 38 (-9.5) 462  (+28)

Lei (Romania) 416 (-4.5) M7 (+32) 167  (+13) 249 (-58)

Lira (Turkey) 289  (17.1) 316 (+154) 395  (+17) -106  (-188)
US-Dollar 56.8 (-38) 27.0 (-63) 162 (+10.1) 406  (-139)

Note: 65 Financial market experts, 16 from which from Turkey, participated in the August survey which was conducted during the period of
7/26-8/13/2013. 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 2013 in parentheses). Balances refer to the differences between positive and
negative assessments.
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