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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 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 present survey conducted between August 28 and September 15, 2008, are published in the October
2008 issue of the “Financial Market Report CEE”. In this month's survey 72 financial market experts participated.

Slightly improved prospects for the
economic development in CEE

The economic expectations for Central and Eastern Europe im-
prove slightly once again in September. The CEE sentiment in-
dicatorincreases by 0.7 points to currently minus 30.6 points.
Arising share of financial market experts (61.2 percent) fore-
casts an unchanged development of the business cycle in the

CEE-region within the next six months. The assessment of the
current economic situation in the region improves consider-
ably by 19.4 points to 36.0 points. Due to the declining oil
price the inflation risks in the CEE countries are evaluated to
be lower compared to the survey in August.

Economic outlook for CEE countries, Austria and the Eurozone

In the September survey, the ZEW-Erste Group Bank Sen-
timent Indicator CEE that shows the balance of positive and
negative assessments of the economic outlook within the
next six months, increases slightly once again and now
stands at minus 30.6 points. The share of experts with pes-
simistic expectations decreases more strongly than the num-
ber of participants who predict an improvement of the eco-
nomic development in the CEE-region. However, a growing
majority of experts, 61.2 percent, expects no change at all. For
Austria, the balance for the economic expectations has de-
clined by 7.9 points to minus 36.5 points. The economic ex-
pectations for the Eurozone worsen significantly and, con-
sequently, the respective balance declines by 21.6 points to
minus 62.0 points.

Compared to the last month’s results, considerably more
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survey participants assess the current economic situation in
the CEE-region in September as ,,good“. The balance in-
creases by 19.4 points to 36.0 points. In contrast, the balance
forthe current economic situation in Austria decreases by 5.4
points to 9.3 points and the one for the Eurozone loses 5.7
points to minus 12.0 points. Nevertheless, more than 70.0
percent of the respondents consider the economic conditions
in Austria and the Eurozone to be “normal”.

The financial market experts regard the inflation risks in
all analysed CEE countries and the CEE-region within the next
six months to be lower compared to the August survey. The
corresponding balance for the CEE-region drops by 7.0 points
to minus 59.1 points and the indicator for Austria decreases
marginally to minus 46.5 points. The balance for the Euro-
zoneistheonly onethatincreasesin Septemberbut remains
negative at minus 45.1 points. Consistent to the anticipated
lower inflation rates, a growing majority (59.6 percent) of the
survey respondents forecasts a cutin the short-term interest
rate in the Eurozone within the next six months.

The expectations of the survey participants for the three
stock market indices — NTX (CEE-region), ATX (Austria) and
Euro Stoxx 50 (Eurozone) — have not changed considerably
in September and remain optimistic.

A separate analysis of 16 answers that came in after the
announcement of Lehman Brothers’ bankruptcy and Merrill
Lynch’s sell to Bank of America on 14th of September shows
that neitherthe economic expectations northe stock market
forecasts for the CEE-region have deteriorated in the course
of these incidents.
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Czech Republic, Poland and Slovakia:
good current economic situation

Indicators for the Czech Republic, Poland, and Slovakia
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Hungary, Romania and Croatia:
clearly improved economic conditions

Indicators for Croatia, Hungary, and Romania
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The share of financial market experts who assess the cur-
rent economic situation in the three countries as “good” in-
creases significantly in the current survey. The balances for
Poland and Slovakia grow markedly by 22.8 points and 20.6
points to 53.2 points and 63.1 points respectively. In contrast
to the August survey, the economic expectations for Poland
and Slovakia brighten up in September. The indicator for
Poland gains 14.5 points and now stands at minus 23.8
points. The indicator for Slovakia increases by 5.4 points to mi-
nus 27.3 points. Forthe Czech Republic the survey participants
expect aworsening economic development within the next six
months. The indicator loses 7.1 points and achieves minus
41.8 points. Despite the negative values of the sentiment in-
dicators clear majorities of the participants forecast un-
changed business cycles.

The downward movement of the inflation risk evaluation
continues in September. In all three countries the financial
market experts anticipate falling inflation rates. Consequent-
ly, the three balances describing the inflation risk assessment
drop inthe current survey. In contrast, the expectations for the
short-term interest rates are mixed. Due to the already very low
level of the Czech benchmark lending rate a significant share
of the analysts (65.1 percent) neither expect the Czech Na-
tional Bank to continue its expansionary policy after the Au-
gust quarter-point cut of the key interest rate, nor to switch to
increasing interest rates. At the same time the balance forthe
interest rate expectations in Slovakia is positive at 15.3 points.
This indicates that the share of participants anticipating a
raise of the interest rate predominate the proportion of experts
who count on a cut. For Poland a clear majority of the survey
participants (67.4 percent) expects the short-term interest
rates to remain unchanged within the next six months.

The analysts’ expectations with regard to the stock market
development are clearly positive. The balance for the Czech
stock market index PX 50 drops slightly to 43.2 points but re-
mains at the highest level among the three countries.

The financial market experts’ assessment of the current
economic situation in Hungary, Romania and Croatia im-
proves significantly in September. The balances for Romania
and Croatia soar by 31.8 points and 20.2 points, reaching 22.9
points and 31.8 points respectively. Afteran increase by 18.8
points in September, the valuation of the current economic
circumstances in Hungary (minus 2.0 points) is on the verge
of turning positive, too.

According to the experts, the future prospects for Croatia
recover considerably. In spite of remainingin the red, the cor-
responding balance climbs 13.5 points to currently minus 12.5
points, switching positions with Romania again. The forecast
for the latter economy rests nearly unchanged at minus 19.1
points. In line with the results of the previous months, Hun-
gary remains the only country featuring a predominantly pos-
itive business outlook. The respective indicator drops 10.2
points reaching 0.1 points.

Last month’s results were characterised by a strong ten-
dency towards falling inflation rates against the background
of the declining oil price and strong CEE currencies. Overall,
more than 75 percent of the financial experts forecast declin-
ing inflation rates for all three countries. Taking these as-
sessments into consideration, it is not astonishing that a
growing majority of the respondents expect falling interest
rates in the short-run, as a contractionary monetary policy
does no longer seem to be necessary, which already became
apparent last month. Accordingly, all respective balances de-
cline and are located in the negative range, now. Especially
with regard to Romania and Croatia the shift towards declin-
ing interest rates has been very pronounced.

Concerning stock market expectations, the financial ex-
perts remain very optimistic. Nearly unchanged majorities of
66.7 percent, 68.1percent and 55.8 percent of the analysts an-
ticipate rising stock prices for Croatia, Hungary and Romania.
The balance forthe Croatian stock index CROBEX remains the
highest one among all analysed stock market indices.
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Special question: The prices for real estate in CEE

The markets for commercial and residential real estate in the
CEE-area have been experiencing significant increases in
prices over the last decade.

Within the first part of this month’s special question, we
asked the financial experts to rank potential demand drivers ac-
cording to their respective significance forthe rise in prices on
the CEE real estate markets. In doing so, we differentiated be-
tween commercial and residential properties.

In the first case, the respondents attach most importance
to the strong business conditions in the CEE-area, believing
that the increasing prosperity, due to the stable economic
growth, fosters the local demand for office space. 61.7 percent
of the experts considerthe impact of the positive economic cir-
cumstances on the prices for commercial real estate to be
“high”. Furthermore, clear majorities of over 85.0 percent of the
financial analysts believe that the dynamic growth in the retail
sector, the restructuring of the national economies towards
services and the improvement of the infrastructure have at
leasta medium influence on the soaring property prices. In the
context of growing retail activities, supported by the enhanced
infrastructure network in the CEE-countries, commercial real
estate are needed for logistic facilities, shopping centres or
large stores.

The impact of foreign direct investments, aiming at high
yields and new business chances, on the price development at
the commercial property markets is assessed likewise by the
participants in the survey (86.6 percent). Interestingly, clear

Figure A: Which are in your opinion the main demand and price
drivers in the CEE real estate markets?
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majority of the financial experts (89.5 percent) hold the view
that pure speculation motives play a minor or merely average
role in this regard. According to the experts, the impact of the
interest rates is a demand driver of “middle importance” on the
market for commercial properties.

An overwhelming majority of the participants (82.0 percent)
considerthe strongly positive income developmentin CEE to be
the main triggerforthe rising demand for housing. Speculation
motives have only little bearing on the price development at the
CEE residential property markets, as most financial analysts de-
scribe the respective influences as low or average. The impact
of investment purposes on the prices for housing is considered
to be rather moderate, too. In contrast to the commercial real
estate, this holds for foreign investments as well. About 85.0
percent of the analysts evaluate the impact of interest rates and
often low housing quality on the demand for real estate as av-
erage or high.

Additionally, we were interested in the experts’ view on the
current price level at the CEE property markets. With regard to
the commercial properties, most experts (63.0 percent) evalu-
atethe current prices as appropriate. Still, the share of the par-
ticipants perceiving an overvaluation (27.0 percent) clearly out-
weighs the analysts who considerthe prices for office space to
be undervalued.

As to residential real estate, the majority of the experts,
namely 37.0 percent, believe that private properties are over-
valued. In spite of this, a clear majority of the respondents ex-
pect further price hikes for housing in the long-run (five years),
whereas in the case of office space the proportion of the ex-
pects anticipating no price change slightly prevails.

Figure B: How do you assess the current prices for real estates
in the CEE-region?
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Figure C: In the long-run (five years) the prices for real estates in
the CEE-region will...
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ZEW-Financial Market Surv

September 2008

Austria 16.3 (-0.8) 76.7 (-3.8) 7.0 (+4.6) 913 (-5.4)
Croatia 342 (+156) 634 (-11.0) 24 (-4.6) 31.8 (+20.2)
Czech Republic 47.0 (+9.5) 51.0 (-11.5) 2.0 (+2.0) 450 (+75)
Hungary 22.0 (+17.8) 54.0 (-16.8) 24.0 (-1.0) -20 (+18.8)
Poland 553 (+227) 426 (-226) 2.1 (-0.1) 532 (+228)
Romania 354 (+154) 52.1 (+1.0) 125 (-16.4) 229 (+3138)
Slovakia 674 (+206) 283 (-206) 43  (+-0.0) 63.1 (+20.6)
CEE 38.0 (+15.1) 60.0 (-10.8) 2.0 (-4.3) 36.0 (+19.4)
Eurozone 8.0 (-4.8) 72.0 (+3.9) 20.0 (+0.9) -12.0  (-5.7)
Economic expectations improve no change worsen balance
Austria 25 (-9.4) 585 (+10.9) 39.0 (-1.5) -36.5 (-7.9)
Croatia 10.0 (-3.1) 675 (+19.7) 225 (-16.6) -125 (+13.5)
Czech Republic 2.0 (-8.2) 54.2 (+9.3) 43.8 (-1.1) 418  (-7.1)
Hungary 225 (-10.2) 551  (+10.2) 224  (+/-0.0) 0.1 (-10.2)
Poland 6.6 (-1.9) 63.0 (+18.3) 304 (-16.4) -23.8 (+14.5)
Romania 12.8 (-3.9) 55.3 (+7.4) 31.9 (-3.5) -19.1 (-0.4)
Slovakia 0.0 (-4.3) 727 (+14.0) 27.3 (-9.7) -27.3 (+54)
CEE 4.1 (-6.3) 61.2 (+13.3) 34.7 (-7.0) -30.6 (+0.7)
Eurozone 6.0 (-25) 26.0 (-16.6) 68.0 (+19.1) -62.0 (-21.6)
Inflation rate increase no change decrease balance
Austria 7.0 (-8.4) 395 (+16.4) 53.5 (-8.0) -46.5  (-0.4)
Croatia 25 (-16.1) 175 (-17.4) 80.0 (+335) -775 (-49.6)
Czech Republic 6.0 (-25) 20.0 (-5.5) 74.0 (+8.0) -68.0 (-10.5)
Hungary 6.0 (-4.4) 14.0 (+1.5) 80.0 (+2.9) -740 (-7.3)
Poland 10.6 (-2.7) 21.3 (+3.5) 68.1 (-0.8) 575  (-19)
Romania 10.4 (-5.1) 14.6 (+5.7) 75.0 (-0.6) -64.6 (-45)
Slovakia 111 (-4.2) 35.6 (+5.2) 53.3 (-1.0) 422 (-32)
CEE 8.2 (-4.3) 245 (+1.6) 67.3 (+2.7) -59.1 (-7.0)
Eurozone 9.8 (-6.6) 353 (+19.0) 549 (-124) -451  (+5.8)
Short-term interest rates no change balance

[abs.] . . [abs.]
Croatia 182 (-7.8) 228 (-116) 684 (+26) 743 (+11.8) 184 (+52) 29 (-02) -52 (-13.0) 199 (-114)
Czech Republic 93 (+-00) 375 (+9.7) 651 (+186) 425 (+6.4) 256 (-186) 200 (-16.1) -16.3 (+186) 175 (+25.8)
Hungary 6.6 (-4.7) 227 (+122) 304 (-6.0) 31.8 (+8.1) 630 (+107) 455 (-203)  -56.4 (-154) -228 (+325)
Poland 9.3 (-7.8) 425 (+12.0) 674 (+8.9) 450 (-7.8) 233 (-1.1) 125 (-42)  -140 (-6.7) 30.0 (+16.2)
Romania 116 (-17.7) 220 (-66) 419 (-44) 34.1 (-59) 465 (+221) 439 (+125) -349 (-398) -219 (-19.1)
Slovakia 384 (+6.7) 257 (+149) 385 (-127) 56.4 (-56.8) 231 (+6.0) 17.9 (-9.1) 153 (+0.7) 7.8  (+24.0)
Eurozone 21 (-4.1) 383 (-18.0) 59.6 (+22.1) -57.5 (-26.2)
Long-term interest rates balance

[abs.] [rel]

Croatia 105 (-11.7) 16.7 (-74) 474 (-54) 444 (17.7) 421 (+171) 389 (+25.1) -316 (-288) -222 (-325)
Czech Republic 36.3 (+17.3) 357 (+298) 273 (-13) 40.5 (-95) 364 (-16.0) 238 (-203) -01 (+333) 119 (+50.1)
Hungary 2.1 (-2.5) 0.0 (-5.2) 196 (+3.7) 250 (+13) 783 (-12) 75.0 (+39) -76.2 (-1.3) -75 (-9.1)
Poland 6.8 (-6.0) 9.6 (-55) 318 (+36) 333 (-6.1) 614 (+24) 571 (+116) -546 (-84) -475 (-17.1)
Slovakia 7.3 (-2.7) 25 (-6.0) 634 (+34) 725 (+96) 293 (-0.7) 25.0 (-36) -220 (-20) -225 (-24)
Germany 109 (-24) 56.5 (+18.7) 326 (-16.3) -21.7  (+13.9)
Stock market indices increase no change decrease balance
EURO STOXX 50 56.2 (+0.8) 29.2 (+3.7) 14.6 (-4.5) 416  (+53)
ATX (Austria) 57.5 (-7.5) 25.0 (+7.5) 175 (+-0.0) 40.0 (-7.5)
NTX (CEE) 60.9 (-4.2) 22.0 (+5.7) 171 (-1.5) 43.8 (-2.7)
CROBEX (Croatia) 66.7 (+1.5) 222 (-39) 111 (+24) 556  (-0.9)
PX 50 (Czech Rep.) 59.1 (-3.9) 25.0 (+5.4) 15.9 (-1.5) 43.2 (-24)
BUX (Hungary) 68.1 (+5.6) 17.0 (-5.9) 149 (+0.3) 53.2 (+5.3)
WIG (Poland) 59.0 (-1.0) 205 (+4.9) 20.5 (-3.9) 385 (+29)
BET (Romania) 55.8 (-3.7) 279  (+4.1) 16.3 (-0.4) 39.5 (-3.3)
SAX (Slovakia) 56.5 (-1.0) 25.6 (+0.6) 179  (+04) 38.6 (-1.4)
SBI 20 (Slovenia) 60.5 (-0.1) 26.3 (-26) 13.2 (+2.7) 473 (-2.8)
Exchange rates (vs. Euro) appreciate no change depreciate balance
Kuna (Croatia) 333 (+16.2) 359 (-20.2) 30.8 (+4.0) 25 (+122)
Koruna (Czech Rep.) 11.1 (-2.0) 60.0 (+27.4) 289 (-254) -17.8  (+23.4)
Forint (Hungary) 28.3 (+9.1) 56.5 (+9.7) 152 (-18.8) 13.1 (+27.9)
Zloty (Poland) 395 (+16.8) 233  (-19.9) 37.2 (+3.1) 23 (+13.7)
Lei (Romania) 219 (-7.7) 488  (+7.9) 293 (-0.2) 74  (-75)
US-Dollar 449 (-175) 28.6 (+9.8) 265 (+7.7) 184  (-25.2)

Note: 72 Financial experts participated in the September survey which was conducted during the period 08/28/08-09/15/08. 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 August in parentheses). Balances refer to the differences between positive and negative assessments.
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