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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 September 3, 2012 and September 17, 2012, are published in
the October 2012 issue of the “Financial Market Report CEE”. 77 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.

Economic Expectations for the Central and
Eastern European Region Decline

Economic expectations for Central and Eastern Europe includ-
ing Turkey (CEE region) on a six-month time horizon have wors-
ened in September. The respective indicator has dropped by 5.3
points to minus 14.6 points. The evaluation of the current eco-
nomic situation in the CEE region remained almost unchanged
atalevel of 2.7 points after a decrease by 0.3 points. Economic
expectations for the Eurozone within the next six months dis-
play a double digit decrease by 10.1 points to minus 14.9 points

this month. The assessment of the current business activity in
the Eurozone has dropped by 7.1 points and reached a value of
minus 66.7 points this month. The indicator reflecting the eco-
nomic expectations for Austria within the next six months has
slightly worsened by 5.6 points and has reached a level of mi-
nus 12.5 points. The evaluation of the current economic situa-
tion in Austria has diminished by 13.0 points to a level of minus
3.1 points in September.

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
dropped by 5.3 points to a level of minus 14.6 points in Septem-
ber. The respective indicators of economic sentiments for the
Eurozone and Austria have declined by 10.1 points (Eurozone)
and 5.6 points (Austria) as well to levels of minus 14.9 points
(Eurozone) and minus 12.5 points (Austria). Experts’ assessment
on the current economic situation in the CEE region has remained
almost unchanged at a level of 2.7 points after a marginal de-
crease by 0.3 points this month. The indicator of the current busi-
ness activity in the Eurozone has decreased by 7.1 points to a
level of minus 66.7 points. The respective indicator for Austria
has decreased by 13.0 points — the largest decrease among all
surveyed economies. The indicator thereby reaches negative ter-
ritory for the first time since January 2012.

Inflation expectations for the CEE region display a large disa-
greement among financial market experts. Roughly one third of
the respondents allege that the inflation rate in the region is go-
ing to increase and another almost one third rather expects a
decreasing inflation rate. For the Eurozone and Austria the ma-
jority of participants expect a stable level of inflation within the
next six months. This is the opinion of 45.5 per cent (Eurozone)
and 60.0 per cent (Austria) of the survey participants. An upwards
revision of experts’ expectations on the development of the

short-term interest rate in the next six months is displayed in the
responses in September.

Experts have revised their expectations on the CEE stock mar-
ket index NTX in September. Although the majority of the re-
spondents expect a bullish development on the CEE stock mar-
kets, the respective indicator has decreased in September by
11.1 points indicating a strong bearish revision of stock market
sentiments. Expectations on the European EUROSTOXX 50 and
the Austrian ATX have remained roughly unchanged.

Indicators for CEE, Austria and the Eurozone (balances)
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Czech Republic, Poland, and Slovakia:
Currency Depreciation in Sight

Indicators for the Czech Republic, Poland, and Slovakia

Slovakia W Poland B Czech Republic
Current economic 0
situation 282 —— 17.9
i -21.5
Economic
expectations -22.2 ﬂ
=189

Inflation rate -19.4 —
—

-32.3
Short-term 0
interest rates  -39.4 ME——
34,4 T
Long-term 44.9
interest rates Gl
Stock market

Exchange rate 0
vs. Euro
-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 expectations for Poland and the Czech Republic
have improved in September. The respective indicators have in-
creased by 3.4 points (Poland) and 8.4 points (Czech Republic).
Despite its slight increase the indicator of economic sentiment
for Poland remains at the lowest level among all surveyed econ-
omies standing at the minus 22.2 points-level. The sentiment
indicator for the Czech Republic almost crawls back to the bal-
anced 0.0 points-mark. The respective indicator for Slovakia has
decreased by 6.4 points to a level of minus 21.5 points this
month. Experts’ assessment of the current economic situation
has improved for Poland and Slovakia. The respective indicators
have increased by 6.7 points (Poland) and 8.8 points (Slovakia)
to levels of 17.9 (Poland) and a balanced 0.0 points-mark (Slo-
vakia). The indicator of the current business activity for the Czech
Republic has displayed a double digit decline by 11.4 points to
a level of minus 28.2 points.

The indicators reflecting the expected inflation rate for Czech
Republic and Poland have fallen by 2.9 points and 4.6 points to
minus 32.3 points and minus 19.4 points respectively.

Following the opinion of the financial market experts the
Czech short-term interest rates are expected to decline. The
short-term interest rates in Poland are expected to decrease as
well. The respective indicator has fallen by 7.2 points to a level
of minus 39.4 points.

Stock market expectations display a bullish revision for all
three stock market indices — the Czech PX50, the Polish WIG and
the Slovakian SAX. The indicators of experts’ stock market sen-
timents have increased by 11.1 points (Czech Republic), 10.5
points (Poland) and 12.4 points (Slovakia). A major revision has
been observed in experts’ expectations for the Czech Koruna
and the Polish Zloty. The respective indicators have decreased
by 21.1 points (Czech Koruna) and 10.0 (Polish Zloty) indicating
arevision of expectations towards depreciation within the next
six months. Despite the revision, the majority of survey partici-
pants expect both currencies to remain stable or appreciate with
less than one fifth of the experts expecting a depreciation of
both currencies.

Croatia, Hungary and Romania:
Bullish Stock Market Revision

Indicators for Croatia, Hungary, and Romania
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Economic expectations for Croatia have improved this month.
The respective indicator has increased by 9.4 points to a level
of minus 5.4 points. The expectations for Hungary and Romania
have in contrast slightly decreased by 8.5 points (Hungary) and
3.1 points (Romania). The respective indicators currently hover
atminus 2.9 points (Hungary) and minus 12.1 points (Romania).
Experts’ assessment of the current economic situation in Croa-
tia and Hungary has slightly decreased this month. After a
change by minus 5.9 points and minus 5.4 points respectively
the indicators approach levels of minus 48.7 and minus 75.7
points respectively. The indicator for Romania displays a double
digit increase by 12.2 points and currently stands at a level of
minus 39.4 points.

Inflation concerns for Romania have decreased in this
month’s survey. The respective indicator has fallen by 6.6 points
to a level of 16.0 points. Expectations for Croatia and Hungary
have remained almost unchanged. The respective indicator for
Croatia has fallen by 0.4 points to a level of 27.7 points. Infla-
tion concerns for Croatia and Romania thereby stand at the high-
est levels among all surveyed economies. The respective indi-
cator for Hungary has remained almost unchanged at a level of
minus 8.9 points. Financial market experts’ expectations on the
short-term interest rates of Croatia and Romania have decreased
this month by 10.3 points (Croatia) and 7.2 points (Romania)
to levels of minus 6.5 (Croatia) and minus 3.7 points (Romania).
In contrast, the respective indicator of expectations on the short-
term interest rates for Hungary has increased by 8.5 pointsto a
level of minus 29 points.

Stock market expectation displayed a bullish revision for all
three national stock markets of Croatia, Hungary and Romania.
The respective indicators reflecting experts’ expectations on the
development of the Croatian CROBEX, the Hungarian BUX and
the Romanian BET have increased by 15.6 points, 10.1 points
and 6.5 points respectively. Exchange rate expectations have
worsened this month for Croatia, Hungary and Romania. The re-
spective indicators have fallen by 27.4 points, 14.0 points and
17.2 points respectively.
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Turkey: Bearish Revision of Stock Market Expectations

Indicators for Turkey Economic sentiments for Turkey have slightly decreased in
September. The respective indicator has declined by 2.2 points
to the balanced 0.0 points-mark. Experts’ assessment on the
Economic expectations [0 current economic situation in the country has improved by 5.8
points to 19.2 points. A slight increase is further observed in
experts’ expectations on the inflation rate on a six-months’ time
SEPEMIEEREE g ———— horizon. The respective indicator has increased by 3.5 points to
a level of minus 15.5 points. A majority of 44.4 per cent of the
experts expect the inflation rate in the country to decrease over
Stock market I 6.8 the next six months. Consequently, a majority of 47.6 per cent

expect the short-term interest rates to decrease as well. The re-
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ISE-100. The respective indicator has dropped by 8.2 points.

Special Question: Stock Market Forecasts and Risk Assessment

The recent financial market crisis and the subsequent sover-
eign debt crisis have turned forecasting on financial markets and
especially risk assessment and risk management into a real chal-
lenge. Therefore, within the scope of this month’s special ques-
tion financial market experts were asked to share their insights
Downside risk 50% 31% on forecasting methods that have been helpful based on their
personal experience. Almost half of the experts consider volatil-
ity measured by the variance of the return distribution to be an
Volatility (Variance) 44% 48% accurate measure of financial market risk. This is namely used

by roughly 48 per cent of the survey respondents. Almost one

How important are following risk measures for your
assessment of financial market (price) risk?

H low M average M high

Tail risk (e.g. VaR, CVaR) 58% 31%

Source: ZEW third of the experts highlight the drawback of the variance meas-

ure, namely that positive returns (gains) and negative returns

How important are following factors for your short-term (losses) are treated equally. This group of experts rather trust
(1 month) stock market forecasts? downside risk measures such as semivariance or tail risk meas-
—— B aversge M high ures such as Value at Risk or Conditional Value at Risk in their

Intuition individual risk assessment. When conducting mid-term stock

ST market forecasts the majority of experts (75 per cent) highly rely
. on fundamental analysis. In contrast, fundamental models play
In-house forecasts a secondary role for the purposes of short-term forecasts as in-
Personal experience dicated by 49 per cent of the surveyed experts. Another tool ap-
Technical analysis pears to have convinced financial market professionals at least
Fundamental analysis when it comes to forecasting the stock markets in the short-term
Econometric models (1 month), namely technical analysis. The majority of 57 per cent
Source: ZEW of the survey respondents indicate that technical rules based

solely on patterns and formation in the historical charts of stock
market time series play a high role for their own stock market ex-
pectations. Experts further highly rely on their own experience
both when making short-term and mid-term forecasts. This was
indicated by 57 per cent (short-term) and 52 per cent (mid-term)
Simulations . o of the experts. Surprisingly, econometric models of univariate
P and multivariate time series analysis have not proven useful at
all to 63 per cent of the experts for the purposes of short-term

How important are following factors for your mid-term
(6 months) stock market forecasts?
= low M average M high
Intuition 37% 20%

||

59

Consensus forecasts

In-house forecasts
Personal experience stock market forecasting. In the mid-term, however, experts in-
Technical analysis dicate that they rely slightly more heavily on econometrics when
Fundamental analysis forming their stock market expectations. Nevertheless, only one-
Econometric models L7k 26% fourth of the respondents would categorize econometric models

SiER Al as a highly important forecasting technique. Zwetelina lliewa
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ZEW | Erste Group Bank - Financial Market Survey CEE: September 2012

Austria 9.4 (-7.2) 781 (+1.4) 12.5 (+5.8) -3.1 (-13.0)
Croatia 5.4 (-3.2) 40.5 (+0.5) 54.1 (+2.7) -48.7  (-5.9)
Czech Republic 77 (-6.1) 56.4 (+0.8) 35.9 (+5.3) -282 (-114)
Hungary 5.4 (+2.7) 135 (-10.8) 81.1 (+8.1) =757  (-54)
Poland 256 (+6.1) 66.7 (-5.5) 77 (-0.6) 17.9 (+6.7)
Romania 9.1 (+3.1) 42.4 (+6.0) 48.5 (-9.1) -394 (+12.2)
Slovakia 18.9 (+7.1) 62.2 (-54) 18.9 (-1.7) 0.0 (+8.8)
Turkey 298 (+120) 596 (-18.2) 10.6 (+6.2) 19.2 (+5.8)
CEE (incl. Turkey) 10.8 (-1.0) 81.1 (+1.7) 8.1 (-0.7) 27 (-0.3)
Eurozone 0.0 (-4.7) 33.3 (+2.3) 66.7 (+2.4) -66.7  (-7.1)
Economic expectations improve no change worsen balance
Austria 15.6 (-5.1) 56.3 (+4.6) 28.1 (+0.5) -125  (-56)
Croatia 216 (+4.0) 51.4 (+1.4) 27.0 (-54) -5.4 (+9.4)
Czech Republic 21.0 (+3.8) 57.9 (+0.8) 211 (-4.6) -0.1 (+8.4)
Hungary 277 (-2.9) 417 (-2.7) 30.6 (+5.6) 2.9 (-85)
Poland 16.7 (+5.2) 44.4 (-7.0) 38.9 (+1.8) -222 (+34)
Romania 21.2 (-3.1) 455 (+3.1) 333 (+-0.0) -12.1 (-3.1)
Slovakia 16.3 (-1.9) 45.9 (-2.6) 37.8 (+4.5) 215  (-6.4)
Turkey 222 (-05) 55.6 (-1.2) 222 (+1.7) 0.0 (-2.2)
CEE (incl. Turkey) 171 (-1.7) 51.2 (-1.9) 31.7 (+3.6) -146  (-53)
Eurozone 23.4 (-04) 38.3 (-9.3) 38.3 (+9.7) -149  (-10.1)
Inflation rate increase no change decrease balance
Austria 133  (-20.1) 60.0 (+19.3) 26.7 (+0.8) -134  (-20.9)
Croatia 44.4 (-5.6) 389 (+10.8) 16.7 (-5.2) 217 (-0.4)
Czech Republic 13.6 (-7.0) 405 (+11.1) 45.9 (-4.1) -323  (-29)
Hungary 32.3 (-4.0) 26.5 (+8.3) 41.2 (-4.3) -8.9 (+0.3)
Poland 16.7 (-9.7) 472 (+1438) 36.1 (-5.1) -194 (-46)
Romania 354 (-16.2) 452 (+25.8) 19.4 (-9.6) 16.0 (-6.6)
Slovakia 1.5 (-7.3) 571 (+165) 31.4 (9.2) -199 (+1.9)
Turkey 28.9 (+2.7) 26.7 (-1.9) 44.4 (-0.8) -1565  (+3.5)
CEE (incl. Turkey) 34.3 (-0.1) 371 (-35) 28.6 (+3.6) 5.7 (-3.7)
Eurozone 27.2 (+0.1) 455 (+104) 273  (-10.5) -0.1  (+10.6)
Short-term interest rates increase no change
[abs.] [rel.] [rel.]
Croatia 16.1 (-3.1) 207 (-127) 613 (-41) 58.6 (+15) 226 (+7.2) 207 (+112) -65 (-10.3) 0.0 (-23.9)
Czech Republic 156 (+6.2) 16.1 (+58) 344 (-187) 516 (-174) 500 (+125) 323 (+116) -344 (-63) -162 (-58)
Hungary 258 (+10.2) 258 (+43) 194 (-119) 258 (6.3) 548 (+1.7) 484 (+2.0) -29.0 (+85) -226 (+23)
Poland 9.1 (+2.6) 12.5 (-6.7) 424 (-124) 469 (-31) 485 (+9.8) 406 (+98) -394 (-72) -281 (-16.5)
Romania 222 (-54) 38.5 (-1.5) 519 (+36) 423 (+23) 259 (+1.8) 19.2 (-08) -37 (-7.2) 19.3 (-0.7)
Turkey 143  (-15) 125 (-124) 381 (-145) 450 (+12) 476 (+16.0) 425 (+11.2) -333 (-175) -30.0 (-236)
Eurozone 10.0 (+7.2) 775 (+8.1) 125 (-15.3) 25 (+225)
Long-term interest rates increase decrease balance
[abs.] 5 5 [abs.]
Croatia 485 (-5.1) 37.9 (-87) 333 (-24) 414 (-03) 182 (+75) 207 (+4.0) 303 (-126) 17.2 (-7.7)
Czech Republic 531 (+9.4) 276 (-09) 313 (-62) 552 (+123) 156 (-3.2) 172 (-11.4) 375 (+126) 104 (+105)
Hungary 366 (+14.1) 308 (+16.0) 167 (-156) 19.2 (-3.0) 467 (+15) 500 (-13.0) -10.1 (+126) -192 (+29.0)
Poland 333 (-33) 241 (+1.0) 273 (+06) 414 (+6.8) 394 (+27) 345 (-78) 61 (-6.0) -104 (+88)
Slovakia 552 (+6.9) 3741 (+9.1) 345 (+35) 4841 (+0.1) 103 (-104) 148 (9.2) 449 (+173) 223 (+183)
Turkey 195 (-121) 217 (-41) 488 (+9.3) 432 (+#7.7) 317 (+28) 351 (-36) -122 (-149) -134 (-05)
Germany 40.0 (+1.3) 514 (-34) 8.6 (+2.1) 314 (-08)
Stock market indices increase no change decrease balance
EURO STOXX 50 41.7 (-2.0) 33.3 (+2.0) 250 (+-0.0) 16.7 (-2.0)
ATX (Austria) 51.7 (+1.7) 276 (-3.2) 20.7 (+1.5) 31.0 (+0.2)
NTX (CEE) 48.5 (-3.2) 229 (-4.7) 28.6 (+7.9) 199 (-11.1)
CROBEX (Croatia) 448 (+12.6) 36.8 (-9.6) 18.4 (-3.0) 264 (+15.6)
PX 50 (Czech Rep.) 47.0 (+8.6) 32.4 (-6.1) 20.6 (-2.5) 264 (+11.1)
BUX (Hungary) 45.5 (+2.7) 33.3 (+4.7) 21.2 (-74) 243  (+10.1)
WIG (Poland) 54.2 (+9.3) 229 (-8.1) 229 (-1.2) 31.3  (+10.5)
BET (Romania) 45.1 (+5.1) 323 (-3.7) 226 (-14) 225 (+6.5)
SAX (Slovakia) 34.3 (+2.3) 43.8 (+7.8) 219  (-10.1) 124 (+124)
ISE-100 (Turkey) 51.2 (+1.2) 244  (-106) 24.4 (+9.4) 26.8 (-8.2)
Exchange rates (vs. Euro) appreciate no change depreciate balance
Kuna (Croatia) 121 (-21.3) 485 (+15.2) 39.4 (+6.1) 273 (-274)
Koruna (Czech Rep.) 389 (-14.2) 41.7 (+7.3) 19.4 (+6.9) 195 (-21.1)
Forint (Hungary) 257 (-5.5) 31.4 (-3.0) 429 (+8.5) -17.2  (-14.0)
Zloty (Poland) 43.3 (-6.7) 37.8 (+3.4) 18.9 (+3.3) 244  (-10.0)
Lei (Romania) 276 (-17.2) 448 (+17.2) 276 (+-0.0) 0.0 (-17.2)
Lira (Turkey) 47.6 (+6.1) 286 (-10.4) 23.8 (+4.3) 238 (+1.8)
US-Dollar 453 (+11.0) 33.3 (-35) 214 (-75) 239 (+18.5)
Note: 77 Financial market experts, 16 from which from Turkey, participated in the September survey which was conducted during the period 09/03/12-09/17/12. Analysts were asked about their expectations for the next
6 months. displayed are per (month-over-month percentage point changes compared to the survey in August 2012 in parentheses). Balances refer to the differences between positive and negative
assessments.
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