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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
Eastern Europe, Austria, as well as the Eurozone asking financial market experts for their assessments and expectations with regard to eco-
nomic and financial market data. The results of the present survey, conducted between October 23 and November 10, 2008, are published
in the December 2008 issue of the “Financial Market Report CEE”. In this month’s survey 63 financial market experts participated.

Economic expectations for Central and
Eastern Europe decline slightly

The CEE sentiment indicator decreases slightly by 3.4 points,
reaching minus 54.5 points in November. The majority of the
questioned financial market experts (65.9 percent) are not per-
suaded that the competitive advantages of the fast-growing
CEE countries will obviate the transmission of the impending
economic slowdown from the Eurozone and anticipate a de-

celerating economic developmentin the CEE region within the
coming six months. However, 11.4 percent of the analysts ex-
pect a positive future potential for the region. 22.7 percent an-
ticipate unchanged economic conditions forthe CEE region as
awhole. The experts’ forecasts for the economic development
in Austria and in the Eurozone improve slightly.

Economic outlook for CEE countries, Austria and the Eurozone

The ZEW-Erste Group Bank Sentiment Indicator CEE that
shows the balance of positive and negative assessments of
the economic outlook within the next six months declines
slightly by 3.4 points to minus 54.5 points in November. Al-
though the share of participants expecting an improvement of
the economic conditions increases by 2.5 percentage points
to 11.4 percent, the negative expectations dominate this
month’s results. Unlike the outlook for the CEE region the ex-
perts’ forecasts for the economic development of the Euro-
zone improve once again, gaining 3.7 to currently minus 53.1
points. The rescue plans for the financial sector, government
stimulus packages in several countries and interest rate cuts
by many central banks seem to have a slight positive impact,
compared to the previous month, on the analysts’ confidence
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inthe economic development of the Eurozone. The sentiment
indicator for Austria rises marginally by 3.6 points to minus
38.4 points, too.

The balances presenting the assessment of the current
economic situation in the CEE region as a whole and Austria
turn negative in November. Despite the drops of these bal-
ances by more than 30.0 points, a clear majority of the finan-
cial experts (60.4 percent forthe CEE region and 66.7 percent
for Austria) still consider the present economic conditions to
be “normal”. For the Eurozone 46.7 percent of the analysts
evaluate the current business situation neutral and the same
percentage characterise the situation as “bad”.

Even though the ECB has cut its prime interest rate on the
occasion of an extraordinary session in October and again in
its regular meeting on monetary policy in early November to
currently 3.25 percent, 80.0 percent of the respondents an-
ticipate a further downward adjustment. Against the back-
ground of a looming economic slowdown and an already de-
creased risk of inflation, the easing of the ECB monetary pol-
icywas possible and urgently needed. Moreover, the analysts’
inflation forecasts suggest a further moderation of the price
risks within the coming six months in the CEE region, Austria
and the Eurozone. All corresponding balances are highly neg-
ative (lower than minus 70.0 points), as more than 80.0 per-
cent of the experts anticipate falling inflation rates.

Although declining in November, the participants’ expec-
tations concerning the development on the CEE stock markets
remain predominantly positive.
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Czech Republic, Poland and Slovakia:
acceptable current economic situation

Indicators for the Czech Republic, Poland, and Slovakia
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Hungary, Romania and Croatia:
weaker economic expectations

Indicators for Croatia, Hungary, and Romania
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Last month’s evaluations of the present economic situation
in the three countries were characterised by a shift from
“good” to “neutral”. In November, this development contin-
ues partly for Slovakia, where 71.8 percent of the experts as-
sess the situation as “acceptable”. However, the share of the
respondents taking a more critical stance grew in the current
survey. As a consequence, the corresponding balances for the
Czech, Polish and Slovak economies turn negative. Never-
theless the three countries remain the best rated countries in
this category, though. Despite the growing doubts, a clear ma-
jority of the financial experts still consider the momentous
economic conditions in the three states to be “normal”.

The results of the current survey show that the financial ex-
perts look more sceptically upon the business prospects for
the Czech Republic, Poland and Slovakia in November, which
is reflected in the decrease of all three balances. In particu-
lar with regard to Poland, the analysts seem to worry in-
creasingly about an economic slowdown, as the correspon-
dingindicatordeclines by 22.9 points to currently minus 56.1
points. The sentiment indicator for Slovakia reaches minus
59.0 points after a drop of 12.9 points, whereas the respec-
tive balance forthe Czech Republic remains lowest among all
analysed countries (minus 65.2 points).

As toinflation forecasts for the Czech Republic, Poland and
Slovakia, the analysts increasingly suggest a further modera-
tion of the price risks within the coming six months. Despite the
recent cuts of the base interest rates in the Czech Republic by
75 basis points to currently 2.75 percent and in Slovakia by 50
basis points to 3.25 percent, the experts still predict further low-
ering of the interest rates within the next six months.

Although the balances for the development on the stock
markets in the selected countries decline in November, the
expectations of the analysts remain predominantly positive.
The corresponding balances for the Czech Republic and
Poland ease 12.4 points and 10.5 points to 28.7 and 23.7
points respectively. The forecast for the Slovak stock index
SAX losses 27.0 points to 14.2 points.

Similar to the November results for the other analysed CEE
countries, more than half of the participants still regard the
present economic situation in Romania and Croatia as “nor-
mal”. Nonetheless, an increased share of respondents evalu-
ates the momentous conditions with “bad” resulting in de-
clines of the corresponding balances. The associated indica-
tors forthe two countries recede by 29.3 points and 29.1points,
now standing at minus 41.5 points and minus 23.7 points re-
spectively. The sharpest decline suffers the Hungarian indica-
tor going down by 40.2 points to minus 65.2 points.

The outlook for the future economic conditions in Croatia
worsens slightly in November by 7.9 to minus 55.2 points,
whereas the respective indicator for Romania falls markedly
by 35.2 points to minus 62.0 points. This is the most vigorous
declinein this category. The corresponding indicator for Hun-
gary loses 24.4 points and reaches the minus 50.0 points
mark in November.

In line with the results for the CEE region as a whole and
the outcomes last month, 75 percent of the financial experts
count on falling inflation rates for Hungary, Romania and
Croatia within the next half year. All three balances remain
highly negative. Corresponding to the inflation forecast,
most analysts assume decreasing short-term interest rates in
the cases of Croatia and Hungary. Due to the raise of the Hun-
garian prime rate in late October, slightly fewer experts than
in the previous month reckon on falling interest rates.
Nonetheless, they still form 60.0 percent of the respondents.
As to Romania, the outcomes are rather mixed. 35.3 percent
of the experts assume an interest hike, whereas 38.2 percent
consider a cut to be most likely.

The analysts’ growing scepticism concerning the current
economic situation and future prospects in Hungary, Roma-
nia and Croatia is only partly reflected in the stock market ex-
pectations. Although declining, all three stock market bal-
ances remain clearly positive 16.3 points (minus 16.2 points
compared to the survey in October), 8.4 points (minus 25.0
points) and 40.0 points (minus 4.7 points).




Special question: CEE exports in 2009

The CEE countries have experienced strongly growing ex-
ports within the last years, mainly due to high demand from
the Western European states — their principal trade partners.
The European Union absorbs roughly 60 percent of exports
from the CEE region. Against the background of an economic
slowdown in the Eurozone, it could be expected that the low-
erdemand from these countries will influence the CEE export
performance.

Within the scope of this month’s special question, we
asked the financial market experts to evaluate the develop-
ment of CEE exports in 2009. In doing so, we differentiated be-
tween the trade connections with Western Europe and the rest
of the world. 73 and 66 percent of the survey participants re-
spectively perceive decreasing exports of CEE companies. On-
ly one in ten analysts believes that this year’s export results
will be exceeded.

Within the second part of the special question, we were in-
terested in the experts’ assessment on the specific perspec-
tives of major CEE industry sectors in 2009. Are all branches
affected by the slowdown in exports anticipated by the survey
respondents? For this purpose, we asked the analysts, in how
far the export activities of companies belonging to the auto-
motive, the chemical/pharma, the steel/metal, the electron-
ics and machinery industries, the food and service sectors as
well as the industry forinformation-technologies will change.
An overwhelming majority of the experts, namely 90 percent,
expect the CEE automotive industry to export less in 2009.

During the past fifteen years the CEE region has become
one of the key growth markets in the global automotive sec-
tor. The region has been the recipient of majorinward invest-
ments, both to serve local markets and as a low-cost base for
export to Western Europe.

In connection with the current problems of automobile man-
ufacturers worldwide and due to the constrained investments
of European corporations at the global level, including those
in CEE, the automotive industry in CEE is preparing for difficult
times. The Czech VW subsidiary Skoda plans to manufacture
13,000 cars less than expected in 2008 and has stopped its
production for five days in October. Nevertheless, some sta-
bilisation could occur, as a consequence of the rescue plan for
supporting carmakers which was introduced in the USA and
the similar steps which are discussed in many European coun-
tries, forinstance France, Italy and Germany, as well.

The financial experts predominantly (75 percent) anticipate
decreasing export activities of CEE steel and metal compa-
nies, too, as the flagging automotive industry is their princi-
pal customer. Nonetheless, 6 percent and 19 percent respec-
tively of the participants perceive better or at least unchanged
export chances for CEE steel and metal firms in 2009.

With regard to the export activities of the machinery sector,
most respondents are sceptical as well. Most probably, they
share the view that the unfavourable investment climate re-
sulting from the crisis on the financial markets may have a par-
ticularly negative impact on the producers of industrial goods.
78 percent of the experts anticipate decreasing export
chances for this branch.
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The analysts’ assessments on the electronics industry are
very similar except for the share of the participants foresee-
ing constant exports being slightly higher, namely 32 percent.
62 percent of all experts expect declining exports.

By contrast, the CEE chemical/pharma industry seems to
be quite immune to the current economic uncertainties. More
than half (53 percent) of the respondents count on unchanged
export activities in this sector, whereas nearly equal propor-
tions of the experts anticipate lower or higher exports for the
next year. The pharmaceutical companies profit on the one
hand from the demand for medicaments being relatively in-
dependent of the economic conditions and on the other
hand from insurance structures in many countries covering
the expenses for therapies and from a highly diversified
product portfolio.

According to the analysts, the demand for food products
from Central and Eastern Europe will remain high, too. A vast
majority of 88 percent anticipate unvaried orincreasing export
activities in this sector. Still, the proportion of the experts ex-
pecting constant exports (61 percent) clearly overweighs.

From the respondents’ point of view, the CEE service sec-
tor and the industry for information-technologies resemble
each othervery much, featuring moderate future perspectives.
13 percent and 12 percent respectively of the experts consid-
er increasing exports in these branches to be most likely. In
case of the service industry, however, the share of the ana-
lysts making a pessimistic assessment is slightly higher and
constitutes a majority (51 percent).

Mariela Borell, Oliver Herrmann
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ZEW-Financial Market Survey: November 2008

Austria (-13.3) 66.7 (-7 30.8 ( +20.3) -28.3 (-33.6)
Croatia 2.6 (-8.2) 711 -12.7 } 263 (+20.9) -23.7  (-29.1)
Czech Republic 14.3 (-7.2) 66.7 (-4.7) 19.0 (+11.9) 47 (-19.1)
Hungary 23 (-4.6) 295 (-31.0) 68.2 (+35.6) -65.9 (-40.2)
Poland 175 (-125) 57.5 (-2.5) 250 (+15.0) 75  (-275)
Romania 2.4 (-9.8) 53.7 (-9.7) 439 (+19.5) -415 (-29.3)
Slovakia 128 (-17.2) 71.8 (+6.8) 154  (+10.4) 26 (-276)
CEE 8.3 (-5.6) 604 (-21.0) 31.3  (+266) -23.0 (-32.2)
Eurozone 6.6 (+2.1) 46.7 (-155) 46.7 (+134) -40.1  (-11.3)
Economic expectations improve no change worsen balance

Austria 10.3 (-0.3) 41.0 (+4.2) 48.7 (-3.9) -38.4 (+3.6)
Croatia 5.3 ( 3 0) 342 (-1.9) 60.5 (+4.9) -65.2  (-7.9)
Czech Republic 4.6 (-0.3) 25.6 (-6.1) 69.8 (+6.4) -652 (-6.7)
Hungary 9.1 (-9.5) 31.8 (-5.4) 59.1  (+14.9) -50.0 (-24.4)
Poland 7.3 (-13.3) 29.3 (+3.7) 63.4 (+9.6) -56.1  (-22.9)
Romania 4.7 (-12.4) 286 (-104) 66.7 (+22.8) -62.0 (-35.2)
Slovakia 77  (+-0.0) 256 (-129) 66.7 (+129) -59.0 (-12.9)
CEE 11.4 (+2.5) 22.7 (-8.4) 65.9 (+5.9) -545 (-34)
Eurozone 10.7 (+1.6) 255 (+0.5) 63.8 (-2.1) -53.1  (+3.7)
Inflation rate increase no change decrease balance

Austria 10.5 (+5.2) 53 (-21.0) 842 (+158) -73.7 (-106)
Croatia 10.6 (-3.3) 10.5 (-34) 78.9 (+6.7) -68.3 (-10.0)
Czech Republic 9.3 (+6.9) 4.7 (-19.7) 86.0 (+128) -76.7  (-59)
Hungary 9.1 (+4.5) 15.9 (-7.4) 75.0 (+2.9) -65.9 (+1.6)
Poland 9.8 (+4.7) 122 (-109) 78.0 (+6.2) -682 (-15)
Romania 1.7 (+1.7) 116 (-15.9) 76.7 (+14.2) -65.0 (-12.5)
Slovakia 10.0 (+4.9) 75 (-23.3) 825 (+184) <725 (-135)
CEE 11.4 (+4.6) 6.8 (-18.2) 81.8 (+13.6) -70.4  (-9.0)
Eurozone 10.9 (+3.9) 6.5 (-14.4) 826 (+10.5) 7117 (-66)

Short-term interest rates

Croatia 206 (-20) 281 (-52) 265 (-219) 313 (-254) 529 (+239) 406 (+306)| -323 (-25.9) -125 (-358)
Czech Republic 100 (-05) 333 (+89) 250 (-1.3) 389 (-7.0) 650 (+1.8) 278 (-19)  -550 (-23) 55 (+108)
Hungary 225 (+97) 333 (+96) 175 (+7.2) 154 (-267) 600 (-169) 513 (+17.1) -37.5 (+266) -180 (-7.5)
Poland 158 (+7.0) 460 (+137) 184 (-11.0) 297 (-262) 658 (+40) 243 (+125) -500 (+3.0) 217 (+1.2)
Romania 353 (+239) 469 (+136) 265 (-164) 281 (-83) 382 (-75) 250 (-53) 29 (+314) 219 (+189)
Slovakia 189 (+1.8) 206 (+1.8) 216 (-127) 500 (-156) 595 (+109) 294 (+138) -406 (-91) -88 (-12.0)
Eurozone 111 (+1.3) 89 (-179) 80.0 (+16.6) 689 (-15.3)

Long-term interest rates i no change

5 [rel.]
-33.0) 469 (+21.9) 419 (+234) -219 (-148) -64 (-138)

Croatia 250 (+7.1) 355 (+96) 281 (-29.0) 226 (

Czech Republic 179 (+6.8) 250 (+7.4) 308 (-53) 36.1 (-19.8) 513 (-15) 389 (+124) -334 (+83) -139 (-5.0)
Hungary 244 (+139) 368 (+151) 195 (-6.8) 132 (-165) 56.1 (-7.1) 50.0 (+1.4) -31.7 (+21.0) -132 (+13.7)
Poland 184  (+3.7) 277 (+6.5) 237 (-57) 306 (-149) 579 (+20) 417 (+8.4) -395 (+1.7) -14 (-1.9)
Slovakia 114 (+55) 15.1 (+29) 343 (-186) 576 (-6.0) 543 (+13.1) 273 (+3.1) -429 (-76) -122 (-0.2)
Germany 279 (+104) 256 (-11.9) 465 (+15) -186 (+8.9)

Stock market indices increase no change decrease balance

EURO STOXX 50 53.5 (-1.5) 27.9 (+5.4) 18.6 (-3.9) 34.9 (+2.4)

ATX (Austria) 55.0 (-6.1) 275 (+10.8) 17.5 (-4.7) 37.5 (-1.4)

NTX (CEE) 51.2 (-9.9) 26.8 (+10.1) 22.0 (-0.2) 29.2 (-9.7)
CROBEX (Croatia) 55.0 (-2.9) 30.0 (+1.1) 15.0 (+1.8) 40.0 (-4.7)

PX 50 (Czech Rep.) 477  (-11.3) 333 (+10.2) 19.0 (+1.1) 287 (-124)

BUX (Hungary) 465 (-11.0) 23.3 (+5.8) 30.2 (+5.2) 163  (-16.2)

WIG (Poland) 47.4 (-9.7) 28.9 (+8.9) 23.7 (+0.8) 237 (-10.5)

BET (Romania) 417 (-11.1) 25.0 (-2.8) 333 (+139) 8.4 (-25.0)

SAX (Slovakia) 371 (-188) 40.0 (+10.6) 22.9 (+8.2) 142 (-27.0)

SBI 20 (Slovenia) 40.0 (-9.9) 36.7 (+5.4) 23.3 (+4.5) 16.7  (-14.4)
Exchange rates (vs. Euro) appreciate no change depreciate balance

Kuna (Croatia) 5.9 (-10.8) 52.9 (+8.5) 41.2 (+2.3) -35.3  (-13.1)

Koruna (Czech Rep.) 12.5 (-0.4) 45.0 (+11.7) 425  (-11.3) -30.0 (+10.9)

Forint (Hungary) 30.9 (-0.7) 42.9 (+8.7) 26.2 (-8.0) 4.7 (+7.3)

Zloty (Poland) 41.4 (+2.5) 29.3 (-9.6) 29.3 (+7.1) 12.1 (-4.6)

Lei (Romania) 205 (-1238) 33.3 (-5.6) 462 (+184) -257  (-31.2)
US-Dollar 44.2 (-7.0) 20.9 (+3.8) 349 (+3.2) 9.3 (-10.2)

Note: 63 Financial experts participated in the November survey which was conducted during the period 10/23/08-11/10/08. 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 November in parentheses). Balances refer to the differences between positive and negative assessments.
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