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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 28, 2014 and August 11, 2014, 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.

Expectations for the CEE Region Deteriorate

During the past three months (from June 2014 until August
2014) the economic expectations for Central and Eastern Europe
have displayed an overall deterioration. The ZEW-Erste Group
Bank Economic Sentiment Indicator for the CEE region has de-
creased by overall 14.8 points over this period. At the beginning
of the period, in June 2014, the indicator reached its highest
level since December 2013 but subsequently dropped to its cur-
rent level of 11.2 points. The decline of the sentiments for the
CEE region over the past three months has been driven by an
overall decline in the sentiments for almost all individual coun-
tries except Croatia. The respective indicator for Croatia has re-
mained roughly unchanged at a level of 18.6 points which is the
third-lowest level of sentiments after Turkey (minus 16.7 points
in August) and Hungary (7.1 points in August).

Most of the declines in expectations come at odds with the
most recent GDP growth figures of the individual countries. The
growth rate in the Czech Republic marks with 2.9 per cent (sea-
sonally adjusted) the fastest pace for the last three years. Po-
land has grown by 3.1 per cent (yoy) in the first quarter of 2014
which marks the largest growth in two years. Hungary has grown
by 3.9 per cent (yoy) in the second quarter of 2014 which marks
the fastest growth in seven years. In contrast, the preliminary
estimates for the economic growth in Romania in the second

quarter of 2014 signal a slowdown. The growth rate was esti-
mated at 1.2 per cent (yoy) which is the slowest pace of eco-
nomic growth for the last years and a half.

Experts’ assessment of the current situation has been large-
ly volatile over the past three months. In June the respective in-
dicator reached a level of 14.2 points which is its highest level
since November 2013. However, the increase has been reversed
to roughly the level of the indicator at the end of May 2014. The
overall change over the past three months is minus 0.4 points.

Economic sentiments for the Eurozone and Austria have
largely decreased over the past three months. Both sentiment
indicators have dropped at the beginning of the period — a de-
crease by 19.5 points for Austria and by 7.7 points for the Eu-
rozone. The indicator for the Eurozone has continued to de-
crease since then and displays an overall drop by 36.7 points
over the past three months. A similar decrease by 30.6 points
is displayed by the respective indicator of economic sentiments
for Austria.

A moderate decrease is displayed by the indicators of ex-
perts’ assessment of the current situation. The respective indi-
cator for the Eurozone, albeit volatile, has dropped by 3.8 points
overall. The total decrease of the indicator for Austria amounts
to eight points.

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:
Stable Economic Sentiments

Economic expectations for the Czech Republic have again
deteriorated over the past three months but have retained the
highest ranking among the individual economies in the CEE re-
gion. The indicator of experts’ expectations on the development
of the economic conditions in the Czech Republic over the next
six months currently stands at 32 points which is the highest
levelamong all individual economies but at the same time 34.7
points lower than the value of the indicator three months ago.
The opinion of the majority of survey participants is rather split
between positive (44 per cent of the respondents) and neutral
(44 per cent of the respondents) with only twelve per cent of the
experts foreseeing a worsening in the economic conditions in
the country in the mid-term. The current situation in the country
is assessed as normal according to the majority of 76 per cent
of the survey participants. The rather optimistic forecast is in
line with recently published macroeconomic indicators. Accord-
ing to the revised GDP growth figures published by the Czech
Statistical Office at the beginning of July, the economy has grown
by 2.9 per cent (seasonally adjusted) which marks the fastest
growth for the last three years.

Economic expectations for Poland have also decreased over
the past three months. The indicator of experts’ sentiments cur-
rently stands at 26.9 points, which is 18.0 points down from its
value three months ago. The decline in expectations comes at
odds with the most recently announced GDP growth figures. In
the first quarter of the year the economy has grown by 3.1 per
cent (yoy) which marks the largest growth in two years. At the
same time, the Polish economy has recently faced a surprising
ban on its fruits and vegetables exports to Russia. According to
Itar-Tass the ban which applies to virtually all vegetables and
fruits and all suppliers in the country was imposed on the ground
of frequent violations of the thresholds for the concentration of
pesticides and nitrates in fruits and vegetables.

Experts’ expectations on the future economic development
of Slovakia have deteriorated over the past three months. The
respective indicator is down 41.3 points over this period and
currently stands at a level of 20 points. The majority of respond-
ents (56.0 per cent) retain neutral expectations.

Indicators* for the Czech Republic, Poland and Slovakia
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Croatia, Hungary and Romania:
Economic Outlook Deteriorates

Economic expectations for Hungary have deteriorated sig-
nificantly over the past three months. The respective indicator
is down overall 36.6 points over this period to a rather balanced
current level of 7.1 points in August. Experts’ assessment of the
current economic situation, in contrast, has improved to a mod-
erately negative level of minus 18.5 points, which is 6.5 points
up over the past three months. The decline in expectations is at
odds with the recently announced positive GDP growth figures.
According to the Hungarian Central Statistical Office the econo-
my has grown by 3.9 per cent (yoy) in the second quarter of 2014
which marks the fastest growth in seven years. At the same time
the uncertainty in the banking sector has increased as the Hun-
garian lawmakers approved a law at the beginning of July, which
requires banks to refund retail borrowers for exchange-rate mar-
gins on foreign-exchange loans and unilateral increases of fees
as the latter are deemed unfair (Source: The Wall Street Journal).

Economic expectations for Romania have deteriorated signif-
icantly during the past three months. The respective indicator of
experts’ expectations with respect to the economic development
in the country over the next six months has dropped sequential-
ly by overall 26.2 points to a moderately optimistic level of 20
points in August. A majority of 80 per cent of the participants still
retain their optimistic or neutral sentiments whereas one fifth of
the survey respondents claim that the economy will deteriorate
in the next halfyear. The decline is in line with the most recently
announced GDP growth figures. According to the preliminary es-
timates of the National Institute for Statistics released in the mid-
dle of August, the economic growth in the second quarter of 2014
was estimated at 1.2 per cent (yoy) which is the slowest pace of
economic growth for the last eighteen months.

Economic expectations for Croatia have remained roughly
unchanged over the past three months. The respective indica-
toris down by 2.2 points to a level of 18.6 points. Experts’ as-
sessment of the current situation in the country has remained
rather unchanged at a level of minus 51.9 points, up 12.5 points
from its level three months ago. As of August, the majority of
51.9 per cent of the survey respondents claim that the current
situation in the country is rather bad.

Indicators* for Croatia, Hungary and Romania
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Turkey: Economic Expectations Deteriorate

Economic Expectations and Assessment of
Current Economic Situation in Turkey
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The indicator of economic expectations for Turkey has de-
creased over the past three months. Experts’ expectations con-
cerning the economic development in Turkey have dropped by
overall 19.5 points. The decline can be ascribed to a consider-
able decrease of the indicator, in August 2014. The indicator has
then dropped by 25.7 points and has therewith entered again
negative territory. In August 2014 the indicator reflected experts’
outlook on the economy after the presidential elections on
August, 10th. Experts’ assessment of the current economic situ-
ation has remained largely stable over the past three months.
The respective indicator has decreased only marginally by 0.2
points since June 2014. In contrast to the indicator of economic
expectations, experts’ assessment of the current situation has
improved by three points in August 2014, mirroring the partly
positive assessment of the results of the presidential elections.

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

increase

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

0.30 -
0.20 - |

0.10 - |

0

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

more balanced

(17%)
o SENE
(14%)
higherinequality  ~
(69%)
Source: ZEW

Despite an overall increase in real wages in Eastern Europe
during the last years, wage inequality in Europe is still a big is-
sue. While wages in the CEE region are still distributed more
unequally than in the Eurozone, financial experts expect the
gap to close further during the next year. The highest increase
in wages is expected for Turkey, followed by Poland and the
Czech Republic, whereas the respondents expect the highest
decrease in wages in Croatia. That is the result of this month’s
special question.

According to roughly 70 per cent of the survey members the
CEE region is still characterized by a higher income inequality
compared to the Eurozone. Only 17 per cent evaluate the income
distribution as more balanced, while 14 per cent do not see any
difference to the EU-18 countries. As the majority of the respond-
ents (84 per cent) expect wages to increase in the CEE region,
the gap between Central- and Eastern Europe and the Eurozone
is likely to close further. Only seven per cent of the participants
forecast decreasing wages.

Participants were also asked in which CEE country they ex-
pectthe highest or lowest change of wages during the upcom-
ing year. The majority of respondents (38 per cent) expect the
highest change of wages in Turkey. This result is similar to the
assessment of the survey participants one year ago. As re-
spondents were asked about the inflation-adjusted wages,
high inflation rates in Turkey cannot explain the optimistic as-
sessments. Turkey is followed by Poland and Czech Republic,
where real wages growth rates are expected to remain positive
but moderate. More negative are the expectations for Croatia,
Hungary and Bulgaria. 44 per cent of the respondents expect
by far the highest decrease of real wages in Croatia, which is
higher than the percentage of respondents sharing this opin-
ion one year ago (24 per cent as of August 2013). This comes
along with an unemployment rate of 17.8 per cent (as of July
2014, source: Croatian Bureau of Statistics) and a still shrink-
ing economy with negative GDP growth rates for the last ten
consecutive quarters (Source: Croatian Bureau of Statistics).

Arne Maercker, Zwetelina Iliewa
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acceptable (normal) balance

Austria 95  (-11.2) 905  (+14.6) 00  (-34) 95  (-78)
Croatia 00  (-28) 481 (-19) 519  (+47) 519 (-75)
Czech Republic 200  (+24) 760  (-64) 40 (+40) 160  (-16)
Hungary 00  (-85) 815  (+18.6) 185  (-10.1) 185 (+16)
Poland 269  (-34) 731 (+34) 00  (£00) 269  (-34)
Romania 83 (-73) 750  (-6.3) 167 (+1356) 84 (209)
Slovakia 160  (-75) 800  (+35) 40 (+40) 120 (-115)
Turkey 18 (+73) 706 (-11.6) 176 (+43) 58 (+3.0)
CEE (incl. Turkey) 36 (-49) 857  (+28) 107 (+2.1) 74 (70
Eurozone 67  (-06) 800  (-05) 133 (+1.1) 66 (-17)

Econol
expectations

improve change worsen balance

Austria 334 (-94) 57. (+3.5) 95 (+5. 239 .

Croatia 371 (-1.8) 444 (-84) 18.5 (+10.2) 18.6 (-12.0)

Czech Republic 440  (+16) 440 (-7.5) 120 (+59) 320 (-4.3)
Hungary 357 (-84) 357  (+33) 286  (+5.1) 74 (-135)
Poland 423 (+48) 423 -7.7) 154 (+29) 269  (+19)
Romania 40.0 (-8.3) 40.0 (-5.2) 200  (+135) 200  (-218)
Slovakia 320 (-1.3) 56.0 (-4.6) 120  (+59) 200 (-72)

Turkey 222 (-14.1) 389  (+25) 389  (+11.6) 167 (257)

CEE (incl. Turkey) 371 (-23) 37.0 (-11.5) 259 (+13.8) 1.2 (-16.1)
Eurozone 276 (-24) 55.2 (-2.3) 17.2 (+4.7) 104 (-7.1)
Inflation rate increase no change decrease LEIELTTY

Austria 167 (+4.2) 611  (-22.2) 222 (+18.0) 55  (-13.8)
Croatia 375  (+10.2) 458 (-5.7) 16.7 (-4.5) 208  (+147)
Czech Republic 319  (-145) 545  (+45) 136 (+10.0) 183  (245)
Hungary 46.1 (-7.2) 385  (+11.8) 154 (-46) 30.7 (-26)
Poland 39.2 (-9.1) 478 (+6.4) 13.0 (+2.7) 26.2 (-11.8)
Romania 318 (-9.6) 500  (+12.1) 182 (-25) 136 (-71)
Slovakia 3438 (-4.5) 522  (+58) 13.0 (-13) 2138 (-32)

Turkey 212 (-15) 394  (+30) 394 (-15) 182  (£0.0)

CEE (incl. Turkey) 305 (-2.8) 56.5 (-02) 130 (+3.0) 175 (-5.8)
Eurozone 28.0 (+4.3) 52.0 (-13.8) 20.0 (+9.5) 8.0 (-5.2)
Short-term increase no change decrease balance

interest rates [abs.] [rel.] [abs.] [rel.] [abs.] [rel.] [rel.]
Croatia 0.0 (-15.1) 48 (-86) 909 (+212) 857 (+124) 91 (-6.1) 95 (-38) 91 (-9.0) 47 (-48)
Czech Republic 150 (+2.1) 158 (+50) 750 (-24) 737 (-84) 100 (+0.3) 105 (+34) 50 (+18) 53 (+16)
Hungary 231 (-1.1) 250 (+17) 615 (+22.1) 625 (+225) 154 (-21.0) 125 (242) 7.7 (+19.9) 125 (+25.9)
Poland 182 (+0.9) 157 (-03) 636 (+11.9) 632 (+112) 182 (-12.8) 211 (-10.9) 0.0 (+137) 54 (+10.6)
Romania 182 (-6.1) 200 (-33) 682 (+16.7) 650 (+8.3) 136 (-10.6) 150 (-5.0) 46 (+45) 50 (+17)
Turkey 387 (+12) 483 (+6.7) 452 (+127) 345 (+67) 161 (-13.9) 17.2 (-134) 2256 (+15.1) 31.1 (+20.1)
Eurozone 108 (-24) 821 (+3.2) 71 (-08) 37 (-18)

Long-term increase no change decrease balance

interest rates [abs.] [rel.] [abs.] [rel.] [abs.] [rel.] [abs.] [rel.]
Croatia 409 (-15) 38.1 (+105) 455 (-3.0) 429 (192) 136 (+4.5) 190 (+87) 273 (-6.0) 191 (+1.8)
Czech Republic 450 (-6.6) 100 (-48) 400 (+45) 650 (-1.7) 150 (+2.1) 250 (+65) 300 (-87) 150 (-11.3)
Hungary 384 (-14.5) 360 (-12.3) 462 (+13.8) 400 (+9.0) 154 (+07) 240 (+33) 230 (-152) 12.0 (-15.6)
Poland 22.8 (-15.1) 100 (-108) 545 (+6.2) 60.0 (+10.0) 22.7 (+89) 300 (+0.8) 0.1 (-24.0) -20.0 (-11.6)
Slovakia 318 (-10.1) 143 (-42) 500 (+4.8) 667 (-37) 182 (+53) 190 (+79) 136 (-154) 47 (-12.1)
Turkey 516 (+2.9) 449 (+08) 387 (+105) 379 (+55) 97 (-134) 172 (-63) 419 (+16.3) 277 (+7.4)
Germany 240 (-11.3) 68.0 (+15.1) 80 (-38) 160 (-7.5)

Stock market q

o increase no change decrease balance

indices

EURO STOXX 50 348  (-152) 304  (+14.8) 348  (+04) 00  (-156)

ATX (Austria) 368  (-19.2) 316 (+156) 316 (+36) 52  (-228)

NTX (CEE) 450  (-18.0) 200  (+16.3) 350  (+17) 100  (-19.7)
CROBEX (Croatia) 428  (-13.1) 286  (+5.1) 286  (+80) 142 (21.4)

PX50 (Czech Rep.) 429  (-192) 238  (+135) 333  (+57) 96  (-24.9)

BUX (Hungary) 423 (-14.4) 308  (+17.5) 26.9 (-3.1) 154  (-11.3)

WIG (Poland) 364  (-154) 318 (+77) 318 (+77) 46 (23.1)

BET (Romania) 400  (-29.0) 250  (+147) 350  (+14.3) 50  (-433)

SAX (Slovakia) 238  (202) 476  (+116) 286  (+886) 48  (-288)
ISE-100 (Turkey) 294 (-145) 235  (+15) 471 (+13.0) 77 (275)
(va:.hEaLTiE; Eetes appreciate no change depreciate [ EIEL T

Kuna (Croatia) 87  (+57) 4738 (-9.8) 435 (+4.1) -348  (+16)
Koruna (Czech Rep.) 238  (+45) 66.7 (-75) 95  (+3.0) 143 (+15)

Forint (Hungary) 120  (-138) 480  (+157) 400 (-19) 280  (-11.9)

Zloty (Poland) 477 (+13) 333 (-16.7) 190  (+154) 287  (-14.1)

Lei (Romania) 300  (+86) 55.0 (-9.3) 150  (+07) 150  (+79)

Lira (Turkey) 16.1 (+0.3) 355 (-1.3) 484  (+10) -323 (-0.7)
US-Dollar 680  (+11.6) 28.0 (-0.2) 40 (-114) 640  (+23.0)

Note: 65 Financial market experts, 13 from which from Turkey, participated in the August survey which was conducted during the period of
7/28-8/11/2014. 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 2014 in parentheses). Balances refer to the differences between positive and
negative assessments.
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