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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 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 December issue of the “Financial Market Report CEE” contains the results of
the current survey, conducted between November 4, 2013 and November 18,2013, as wellas 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.

Economic Expectations Linger on Positive Levels

In November 2013 economic expectations for Central and
Eastern Europe including Turkey (CEE) have slightly improved.
The ZEW-Erste Group Bank Economic Sentiment Indicator for the
CEE region has increased by 7.0 points and now stands at a lev-
el of 41.6 points. The sentiment indicator for the CEE region has
been lingering on highly positive levels over the last three
months. Among the individual countries the indicators for Po-
land, Slovakia, Romania and the Czech Republic have displayed
record highs over the last three months. In November the indi-
cators for Poland and Slovakia have reached their highest levels
since the beginning of the survey in 2007: Thus, the economic
sentiment indicators are now hovering at the 57.5 points-mark
(Poland), and the 66.7 points-mark (Slovakia). The indicator of
the Czech Republic has reached its historical high of 78.1 a lit-
tle earlier this quarter, in September. Outstanding positive val-
ues are also displayed by the indicator of experts’ economic
expectations for Romania. Reaching a level of 61.1 points the
indicator currently ranks at its highest level since January 2010.
Experts’ assessment of the current economic situation in the
CEE region has also improved over the last three months. The
respective indicator has increased by overall 16.1 points over
the last three survey waves and currently stands at 16.2 points.
In November 2013 no survey respondent has reported any neg-

ative assessment of the current situation in the CEE region and
the large majority of 83.8 per cent assert that the current state
is rather normal. Among the individual countries the highest
improvement of the current situation is assessed for Romania
(increase by 35.5 points), Poland (increase by 28.1 points) and
Slovakia (increase by 20.4 points).

Economic sentiment for the Eurozone has also increased over
the last three months and continues to rank higher than the re-
spective sentiment indicator for the CEE region for the second
consecutive quarter. Experts’ assessment of the current econom-
ic situation in the Eurozone continues to improve after last quar-
ter’'s majorincrease. In October the indicator reached minus 10.2
points, which is its highest level since May 2011, and then slight-
ly reversed in November (decrease by 2.0 points). However, the
majority of 71.4 per cent of the respondents maintain a moder-
ate assessment of the current situation in the Eurozone. The fi-
nancial market experts from the CEE region thereby continue to
hold significantly more positive assessment on the current situ-
ation in the Eurozone 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 64.2 per cent of the ex-
perts classify the current situation in the Eurozone as bad.

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:
Economic Sentiments at Historical High

In September experts’ expectations on the economic devel-
opment in the Czech Republic reached its highest level since
the beginning of the survey in 2007. The indicator of economic
sentiments reached 78.1 points. A large majority of 78.1 per
cent of the surveyed experts have an optimistic view on the eco-
nomic potential of the country over the next six months and no
one holds the opposite, pessimistic view. In the consecutive
months — October and November — the indicator has slightly
reversed to 69.0 points in November. Nevertheless, there con-
tinues to be no pessimists among the survey respondents. The
positive outlook is not in line with the deteriorating economic
growth figures released in September and November. In Novem-
ber the Czech Statistical Office announced a preliminary esti-
mate of 1.6% GDP contraction (yoy), which constitutes the sev-
enth consecutive quarter of growth contraction. The strong op-
timism might reflect experts’ evaluation of the results of the
recent elections. After the former government resigned in June
this year and the subsequent caretaker government lost a con-
fidence vote, the elections in October did not appoint a distinct
winner and the Czech Republic is awaiting the results of the cur-
rently ongoing coalition negotiations. The optimism of the finan-
cial market experts might have been affected by the announce-
ment of the Czech National Bank to intervene in the foreign ex-
change market in order to boost exports.

Economic expectations for Poland have increased in Novem-
ber to their historical high since the beginning of the survey in
2007. The indicator currently stands at 57.5 points and for the
first time since the beginning of the survey none of the survey
respondents reports a pessimistic view. The indicator of experts’
expectations on the current situation in Poland also reaches its
highest level since April 2012.

Economic expectations for Slovakia have reached their his-
torical high in November. The sentiment indicator for the Slova-
kian economy currently stands at 66.7 points. This is the highest
level of the indicator since the beginning of the survey in 2007.
Experts’ optimism is in line with the positive industrial produc-
tion figures released in September (7.5% increase of industrial
production yoy) — the strongest increase over the last ten months.

Indicators* for the Czech Republic, Poland and Slovakia
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Croatia, Hungary and Romania:
Heterogeneous Picture

Over the last three months there has been a tendency to-
wards an improvement of experts’ assessment of the current
situation in Romania, as well as increasing optimism for the de-
velopment of the economy over the next six months. In Novem-
berthe indicator of experts’ assessment on the current econom-
ic situation crosses the 0.0 mark for the first time for the last six
years. The indicator of economic sentiments for Romania reach-
es its highest level since January 2010. The rise in both indica-
torsis in line with the recently released macroeconomic data for
the economy. In November the preliminary estimate released
by the National Institute for Statistics revealed a GDP growth by
4.1 % (yoy), which constitutes the largest growth in five years.
Furthermore, the positive picture is maintained by the recent
industrial production figures. According to the National Institute
for Statistics the industrial production in Romania has risen by
10% yoy. This is likely to be the reason why the rating agency
Standard & Poor’s upgraded the rating of the country from sta-
ble to positive and indicated a possible further upgrade by the
second half of next year (Source: Bloomberg).

In September and October the indicator of experts’ economic
expectations for Croatia lingered at its highest levels since March
2011. In November, however, it fell back roughly to last quarter’s
average. In contrast, the indicator of experts’ assessment of the
current economic situation in the country reached its four years
low of minus 64.2 points in September and then reversed back
to its current level of minus 53.6 points. As of November the ma-
jority of two thirds of the survey respondents assess the current
economic situation as bad. The assessment of the experts is in
line with the large fiscal deficit figures announced by the govern-
ment in November. Earlier, in September, the rating agency Fitch
downgraded the credit rating of Croatia because “a structurally
weak growth outlook has impaired the prospects for fiscal con-
solidation” (Source: Bloomberg).

After peaking in September at a level of 45.1 (the highest
level since May 2011), the economic sentiments for Hungary
have reversed back to their current level of 34.9 points. Experts’
assessment of the current economic situation in the country has
remained roughly unchanged over the last three months.

Indicators* for Croatia, Hungary and Romania
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Turkey: Expected Depreciation of the Turkish Lira

Economic Expectations and Assessment of
Current Economic Situation in Turkey

——— Turkey Current Situation
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Both the indicator of experts’ assessment of the current eco-
nomic situation and the indicator of economic expectations for
Turkey have slightly improved in the last two survey waves in Oc-
tober and November. The current account deficit in Turkey has
widened over the last three months which has led to two con-
secutive major downwards revisions of experts’ expectations on
the Turkish Lira. In the last two months the respective indicator
has decreased by 17.1 points (October) and 24.9 points (Novem-
ber). In November half of the respondents declared that they
expect the Lira to depreciate over the next six months. This is
18.6 percentage points more pessimists as compared to the pre-
vious survey in October. The expected depreciation of the Lira
raises concerns about the foreign-currency corporate debt since
it currently amounts to around 40 per cent of the total corporate
debt in the country (Source: Bloomberg).

Special Question: Optimal Portfolio Allocation in 2014

In 2014 stocks, corporate bonds and government bonds from
the CEE region are going to be more attractive than the respec-
tive Eurozone asset categories. Overall, stocks are expected to
become more attractive investments next year as compared to
2013. In contrast, investors should deemphasize their invest-
ments in government bonds. This is the opinion of the majority
of respondents to this month’s special question. A total of 86
experts have participated in the survey and shared their insights
and expectations on the investors’ portfolio decision.

Stocks, corporate bonds and government bonds from the CEE
region are expected to be more attractive than stocks, corporate
bonds and government bonds from the Eurozone in the next year.
This is the opinion of the majority of 56.7 per cent (for stocks),
51.4 per cent (corporate bonds) and 46.4 per cent (government
bonds) of the financial market experts. The difference between
the stock market return expectations for the CEE region and the
Eurozone is rather moderate but the experts also anticipate a

lower volatility on the CEE stock markets as opposed to the Eu-
rozone stock markets. On average experts expect the CEE stock
market index NTX to increase by 6.76 per cent during the next
year, whereas the average expected return for the EUROSTOXX
50 lies at 6.12 per cent. There is a large disagreement in experts’
expectations regarding the relative attractiveness of the CEE as-
set classes foreign exchange and real estate. According to almost
39.3 per cent of the survey participants the foreign exchange rate
of CEE currencies against the Euro will remain unchanged. Simi-
larly, 36.8 per cent of the participants expect CEE real estate to
be a comparably attractive investment to Eurozone real estate.
Overall, 37.1 per cent of the experts expect stocks in general to
become more attractive for investors as compared to their last
year’s ranking and almost the same percentage predicts that they
are as attractive as in 2013. A different picture arises with respect
to government bonds. A majority of 60 per cent expects them to

become less attractive in 2014. Carina Deppisch, Zwetelina lliewa

How attractive do you expect investments in following
asset classes to be in 2014 as compared to 20137
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How attractive do you expect investments in following
CEE assets to be as compared to assets from other
Eurozone countries in the same asset class?

I more attractive W less attractive

Stocks 31% 12%

M comparable

Corporate bonds 24% 24%

Government bonds 38% 16%

Foreign Exchange 39% 26%
Real Estate 37% 28%

0% 20% 40% 60% 80% 100%

Source: ZEW




4 | ZEW Financial Market Report CEE - December 2013

acceptable

rmal)

balance

242 (-38) 724 (+44) 34 (-06) 208 (-32)
Croatia 98  (+62) 26.8 (-8.9) 634  (+27) -536  (+35)

Czech Republic 15.0 (-06) 600  (+06) 250  (£0.0) -10.0 (-06)
Hungary 74 (+7.1) 38.1 (-21.3) 548  (+14.2) 477 (-7.1)
Poland 307 (+146) 667  (-10.7) 26 (-3.9) 281 (+185)
Romania 200  (+12.9) 686  (+4.3) 14  (172) 86  (+30.1)
Slovakia 236 (+43) 632  (+1.9) 132 (-6.2) 104  (+10.5)

Turkey 215 (-0.7) 714 (+4) 741 (-4.0) 144 (+33)

CEE (incl. Turkey) 16.2 (-6.0) 838  (+17.1) 00 (-11.1) 162  (+5.1)
Eurozone 82 (-72) 714 (+124) 204 (-52) 122 (-2.0)
Economic improve no change worsen balance
expectations

Austria 534 (-4.9) 433 (+1.6) 33 (+3.3) 50.1 (-82)
Croatia 428 (-5.4) 40.5 (-3.9) 167  (+93) 261 (-14.7)

Czech Republic 69.0 (-5.2) 310  (+52) 00  (£0.0) 69.0 (-5.2)
Hungary 442 (-27) 465 (-35) 93  (+62) 349 (-89)

Poland 575  (+10.8) 425 (-75) 0.0 (-33) 575  (+14.1)
Romania 639  (+32) 333 (-6.0) 28  (+28) 611  (+04)
Slovakia 66.7  (+16.7) 333 (-16.7) 00  (x0.0) 66.7  (+16.7)

Turkey 341 (+11.2) 439 (-16.1) 220 (+4.9) 121 (+6.3)

CEE (incl. Turkey) 472 (+4.9) 472 (-2.8) 56 (-2.1) 41.6 (+7.0)
Eurozone 596 (+0.1) 385 (+0.7) 1.9 (-0.8) 57.7 (+0.9)
Inflation rate increase no change decrease balance

Austria 242 (+11.1) 586  (-15.3) 172 (+42) 70  (+6.9)
Croatia 263  (+04) 553 (-4.0) 184  (+386) 79 (-32)

Czech Republic 263  (+96) 474 (-5.9) 26.3 (-37) 00 (+133)
Hungary 395 (-24) 368  (-14.8) 237 (+17.2) 158  (-19.6)
Poland 470  (+42) 471 (-6.5) 59  (+23) 414 (+19)
Romania 387  (+6.7) 419  (-10.1) 194 (+34) 193 (+33)
Slovakia 285  (+35) 486  (-19.3) 229  (+158) 56  (-123)

Turkey 38.9 (+3.86) 38.9 (-52) 222 (+1.6) 16.7 (+2.0)

CEE (incl. Turkey) 353  (+0.5) 50.0 (-6.5) 147  (+6.0) 206 (-5.5)
Eurozone 353 (+19.7) 471 (-34.2) 176 (+14.5) 17.7 (+5.2)
Short-term increase no change decrease balance

interest rates [abs.] [rel.] [abs.] [rel.] [abs.] [rel.] [abs.] [rel.]
Croatia 290 (-12.7) 345 (-23) 516 (+16) 483 (+6.2) 194 (+11.1) 172 (-39) 96 (-23.8) 17.3 (+1.6)
Czech Republic 29 (-74) 124 (+84) 914 (+17) 813 (+1.3) 57 (+5.7) 63 (-97) -2.8 (-13.1) 6.1 (+18.1)
Hungary 194 (+56) 156 (+4.1) 306 (-142) 344 (+36) 500 (+886) 500 (-7.7) -306 (-3.0) 344 (+11.8)
Poland 206 (+3.3) 250 (+17.0) 647 (-08) 643 (-37) 147 (-25) 10.7 (-13.3) 59 (+5.8) 14.3 (+30.3)
Romania 207 (-43) 269 (+69) 345 (-7.2) 269 (-13.1) 448 (+115) 462 (+62) 241 (-15.8) 4193 (+0.7)
Turkey 437 (-4.7) 500 (+1.8) 438 (+5.1) 346 (-24) 125 (-04) 154 (+06) 312 (-4.3) 346 (+12)
Eurozone 22 (-10.0) 723 (-12.5) 255 (+22.5) -23.3 (-32.5)

Long-term increase no change decrease balance

interest rates [abs.] [rel.] [abs.] [rel.] [abs.] [rel.] [abs.] [rel.]
Croatia 484 (-15.2) 414 (-86) 290 (+1.7) 414 (+14) 226 (+135) 172 (+72) 258 (-28.7) 242 (-15.8)
Czech Republic 387 (-11.3) 66 (-59) 548 (+12.5) 867 (+75) 65 (-12) 67 (-16) 322 (-10.1) 01 (-43)
Hungary 375 (-3.3) 323 (-117) 406 (+11.0) 387 (+187) 219 (-7.7) 290 (-70) 156 (+4.4) 33 (-4.7)
Poland 552 (+9.1) 333 (+83) 345 (+37) 59.3 (+1.0) 103 (-12.8) 74 (-93) 449 (+21.9) 259 (+17.6)
Slovakia 516 (-12.4) 172 (-45) 290 (+5.0) 69.0 (-06) 194 (+74) 138 (+5.1) 322 (-19.8) 34 (-96)
Turkey 499 (-1.8) 464 (+02) 438 (+16.2) 357 (+11) 63 (-14.4) 179 (-13) 436 (+12.6) 285 (+15)
Germany 500 (-1.8) 395 (-53) 105 (+7.1) 395 (-89)

.Sm.‘:k ke increase no change decrease balance

indices

EURO STOXX 50 65.9 (-45) 195  (+1.0) 146  (+35) 513 (-8.0)

ATX (Austria) 69.0 (-2.5) 172 (-1.8) 138 (+43) 552 (-6.8)

NTX (CEE) 654  (-17.3) 192 (+62) 154 (+11.1) 500  (-284)
CROBEX (Croatia) 529 (-36) 353 (-82) 118  (+11.8) 411 (154)

PX50 (Czech Rep.) 466  (-23.0) 367  (+106) 167 (+12.4) 299  (354)

BUX (Hungary) 580  (-10.0) 323 (+43) 97  (+5.7) 483  (-15.7)

WIG (Poland) 600  (-19.2) 167  (+42) 233 (+15.0) 367  (-34.2)

BET (Romania) 615  (-174) 231 (+2.0) 154 (+154) 461 (-328)

SAX (Slovakia) 392 (-17.9) 478 (+97) 130  (+82) 262  (26.1)
ISE-100 (Turkey) 487 (-6.5) 243 (+02) 270  (+63) 217 (-128)
Rx:hg:rg; ates appreciate no change depreciate balance

Kuna (Croatia) 16.7 (-47) 50.0 (-36) 333  (+83) 166  (-13.0)
Koruna (Czech Rep.) 179 (-7.9) 590  (+4.2) 231 (+37) 52 (-116)

Forint (Hungary) 103  (-115) 359  (-11.0) 538  (+225) 435  (-34.0)

Zloty (Poland) 400 (-83) 429  (+50) 171 (+33) 229  (-116)

Lei (Romania) 258 (-7.6) 48.4 (+11.4) 258 (-38) 0.0 (-3.8)

Lira (Turkey) 194 (-6.3) 306  (-123) 500  (+18.6) 306 (249)
US-Dollar 696  (+16.6) 13.0 (-46) 174 (-120) 522  (+286)

Note: 86 Financial market experts, 11 from which from Turkey, participated in the November survey which was conducted during the period of
11/4-11/19/2013. 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 October 2013 in parentheses). Balances refer to the differences between positive and
negative assessments.
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