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International Finance Market Data: Assessments and Expectations
ZEW Economic Sentiment Indicator for Central and Eastern Europe, Supported by Erste Bank

ZEW, the Centre for European Economic Research, Mannheim, and Erste Bank der oesterreichischen Sparkassen, Vienna, carry out a monthly
survey for Central and Eastern Europe, Austria, and the Eurozone asking financial market experts about their assessment and expectations with
regard to economic and financial market data. The results of the present survey conducted between 5 and 24 September 2007 are published in
this issue of the “Financial Market Report CEE”, October 2007. 68 financial market experts participated in this month's survey.

Improved Prospects for Economic Activity
in Central and Eastern European Countries

The financial market experts who take part in the monthly sur-
vey conducted by the ZEW, the Centre for European Economic
Research, Mannheim, supported by Erste Bank der oester-
reichischen Sparkassen, Vienna, predominantly indicate op-
timistic business cycle expectations for the countries of Cen-

tral and Eastern Europe. The assessment of the economic
situation has worsened slightly. In contrast, for Austria the ne-
gative expectations now outweigh the positive expectations
markedly. The experts also assess the Austrian economic
situation more pessimistic compared to last month’s survey.

Economic Outlook for CEE countries, Austria and the Eurozone

The ZEW-Erste Bank Sentiment Indicator CEE that gives the
balance of positive and negative assessments for the eco-
nomic development in CEE countries within the next six
months has improved considerably from 0 to 8.3 points. The
higher balance can be ascribed to a pronounced increase of
the share of experts expecting an improved economic devel-
opmentin the next six months. This is the firstincrease in eco-
nomic expectations for the CEE region since the beginning of
the survey in May 2007. Still, the majority of experts forecasts
an unchanged development. The balance forthe current eco-
nomic situation in the CEE region has worsened somewhat
and now shows a value of 56 points.

The assessment for the Austrian economy develops in the
opposite direction. The balances forthe economic expectations
as well as for the current situation have decreased by 3.7 and
7.8 points respectively. The lower balance for the expectations
can mostly be ascribed to a larger share of experts who forecast
aworsening of the economic development, whereas the change
in the assessment of the situation can be traced back to a ris-
ing share of experts who describe the current economic cir-
cumstances as “normal” ratherthan “good”. Still, more experts
evaluate the current economic situation in Austria as good than
in the countries of Central and Eastern Europe. Forthe Eurozone,
thedropinthe balances forthe economic expectations and the
current situation are even more pronounced than for Austria,
-12.1points and -26.8 points respectively. This development can
be traced back to the same changes in answer categories as in
the case for Austria.

ForAustria and the Eurozone, inflation expectations have in-
creased somewhat. The share of experts who expect arisingin-
flation rate for the two regions has increased compared to the
share of experts who expect a decreasing inflation rate. Infla-
tionary risks for the CEE region also seem to be on the upside.
The share of experts forecasting higher inflation rates over a
horizon of six months predominates, the balance is positive and
highercompared to the August survey. The financial market ex-
perts assess the stock market development optimistic. All bal-
ances are positive even though lower compared to last month’s
survey. The highest loss is reported for the NTX where the bal-
ance decreased by 15.7 points and the balance for the ATX de-
creased by 11 points. The balance for the Euro Stoxx 50 in con-
trast has only lost 2.4 points.

Indicators for CEE, Austria and the Eurozone (balances)
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Czech Republic, Poland, and
Slovakia: Good Economic Situations,
Mixed Expectations

Indicators for the Czech Republic, Poland, and Slovakia
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Croatia, Hungary, and Romania:
Mixed Economic Situations and
Mixed Expectations

Indicators for Croatia, Hungary, and Romania
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The highest balance forthe assessment of the current eco-
nomic situation is assigned to Slovakia; 76.1 percent of the
financial market experts assess it as “good” and no respon-
dent answered “bad”. Also, Poland and the Czech Republic
show very high balances in this category. The economic ex-
pectations for the three countries are mixed. While the ex-
perts forecast a furtherimprovement for Slovakia, the survey
participants expect a worsening economic development for
the Czech Republic and especially Poland; both balances are
negative. Compared to last month’s survey, the balances for
the situation improved for Slovakia and Poland. Expectations
also improved for Slovakia by 4.4 points and the Czech Re-
public by 0.3 points but worsened for Poland.

Forthe experts, the boom of the Slovakian economy hasin-
fluenced the assessment of the inflation risks. The balance is
now clearly positive and has increased by a considerable
amount of 22.2 points; more experts now forecast a rising in-
flation rate. The balances for inflation expectations in Poland
and the Czech Republic are positive too and still much higher
than for Slovakia. This view is accompanied by the respective
interest rate forecasts. For Slovakia, the share of experts pro-
jecting lower short-term rates over the next six months out-
weighs the share of experts forecasting higher rates. For
Poland and the Czech Republic, the expectations for rising
short-term rates are much more pronounced. Also, expecta-
tions for higher long-term interest rates are not that strongly
marked for Slovakia as for Poland and the Czech Republic.

The optimistic view for the stock market development over
the next six months still prevails. The balances for all three
stock market indices are positive. The share of experts pro-
jecting increasing indices outweighs the share expecting in-
dices to decrease. However, the balances are lower compared
to previous month’s survey but to a different extent. The bal-
ance forthe WIG has lost 24.3 points, forthe SAX 16.4 points
and for the PX50 7.2 points.

While the experts assess the current economic situation in
Croatia almost unchanged on balance compared to the August
survey, the respective values for Hungary and Romania
dropped by 13.1 and 18.6 points. Concerning economic ex-
pectations, the experts have not changed their view on the
Croatian economy. The share of experts expecting a worsen-
ing of the development still outweighs the share of experts ex-
pecting an improvement by 4.2 points compared to the previ-
ous month’s 4.6 points. For Hungary, economic expectations
are much more optimistic; the balance increased by 22.6
points and now shows a value of 39.2 points. This is the high-
estvalue of all considered countries. For Romania, the experts
forecast the opposite development; the balance drops by 22.4
points and shows the lowest value of all countries.

The inflation expectations for Croatia and Hungary have
not changed by a large amount. For Hungary, the experts pre-
dominantly expect decreasing inflation rates for the next six
months whereas for Croatia, they expect rising inflation
rates. For Romania, the change of the balance regarding in-
flation is much more pronounced with +16.2 points.

With regard to the interest rate development, the financial
market experts clearly project decreasing short-term rates for
Hungary; for Romania, the balance is positive indicating the
predominance of forecasts for higher short-term rates. For
Croatia, the expectations forrising or decreasing rates are al-
most balanced. Regarding long-term rates, the balances show
the same pattern as short-term rates for Hungary and Romania.
For Croatia, a higher share of experts expects decreasing rates
outweighing the share of experts projecting higher rates by
17.6 points. Also, stock market expectations are positive forall
three countries. However, the balance of the BET has dropped
by 25.8 points, hinting to the weaker optimism of experts for
this index. The balances of the CROBEX and the BUX are low-
ertoo, but the losses are more contained and reach 9.1 points
and 9.4 points on balance.
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Special Question: Effects of the US Subprime Crisis

This month’s special question is concerned with the issue
responsible forthe latest commotion in financial markets and
research departments: the U.S. subprime crisis. Its effects on
the global and local economy are of major concern to finan-
cial markets and the respective supervisory agencies. It has
already drained several North American hedge funds of its val-
ue, and pictures of panicking customers of the British North-
ern Rock mortgage bank have evoked almost forgotten images
of historic bank crises. Several European banks have been hit
by the crisis, but it is difficult to say to what extent. Due to the
securitisation of debt into tradable assets and the develop-
ment of complex financial constructs, the final effects on fi-
nancial institutions all around the world are hard to assess.

The United States Federal Reserve Bank also cited the sub-
prime crisis and the ensuing financial turmoil as one of the
reasons for its cut of the Federal Funds target rate from 5.25
percent to 4.75 percent on September 18th, as the “tighten-
ing of credit conditions has the potential to intensify the hous-
ing correction and to restrain economic growth.” The tighten-
ing of credit conditions has been caused by the inability of
market participants to quantify the risk each financial insti-
tution is carrying, thus causing high risk premiums on the in-
ter-bank lending market. The U.S. Federal Reserve and the Eu-
ropean Central Bank reacted by providing liquidity on a mas-

Figure 4a: Risk assessment of the US subprime crisis for

the stability of the global financial system
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Figure 4b: Danger of the subprime crisis for the
US business cycle
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sive scale in orderto abate the money market tightening. Even
the Bank of England has provided liquidity to the markets in
the end after the debacle of Northern Rock, beforehand an-
nouncing that banks should bearthe consequences of taking
on too much risk on their own.

The first part of this month’s special question is concerned
with the risks that the US subprime crisis poses for the sta-
bility of the global financial system (see Figure 4a). Almost half
of the experts who answered that question, i.e. 30 partici-
pants, assess the risk as average. No financial market expert
evaluates the risk as extreme neither on the upside noron the
downside. In addition to that, the answers show a bias for a
higherrisk originating from the developments in the US. Also,
73.4 percent or 47 experts expect further banking defaults be-
cause of the subprime crisis. However, in the view of the sur-
vey participants these defaults should occur as isolated
events and not on a large scale.

The third part of the special question is concerned with the
effects of the crisis forthe real economy, forthe time being for
the US economy (see Figure 4c). Again, the majority of experts
assess the danger forthe business cycle as likely or average;
29 and 20 persons answered these questions in the affirma-
tive. Still, 11 experts indicate that it is very likely that the cri-
sis has effects on the real economy in the USA.

In addition to the global and US-specific effects, the view
of the financial market experts on the vulnerability of the
banking sectorin CEE countries has been queried (Figure 4c).
We only report the average for a country if at least five experts
expressed their view. All averages are higher than 3 indicat-
ing that the experts assess the risk of the respective banking
sector below average. This is the case for Hungary (3.83),
Croatia (4.00), Romania (4.14), the Czech Republic (4.33), and
Slovakia (4.60). Compared to other CEE countries, the survey
participants evaluate the risk for these banking sectors as
lower. The Slovakian banking sectoralmost achieves a “much
lower” on average. For Austria, the average value of the
answers is lowest with 3.60, but still higher than the average
indicating lower risk for this banking sector compared to
other countries in the CEE region.

Figure 4c: Risks for country-specific banking sectors
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ZEW-Fi ial Market Survey: September 2007

Austria 61.4 (-7.8) 38.6 (+7.8) 0.0 (+/-0.0) 61.4 (-7.8)
Croatia 53.2 (-0.8) 44.7 (+0.7) 2.1 (+0.1) 51.1 (-0.9)
Czech Republic 64.5 (-2.2) 313 (-2.0) 4.2 (+4.2) 60.3 (-6.4)
Hungary 4.0 (-4.3) 58.0 (-4.5) 38.0 (+8.8) -340 (-13.1)
Poland 66.0 (+1.6) 34.0 (+5.1) 0.0 (-6.7) 66.0 (+8.3)
Romania 295 (-13.0) 50.0 (+7.4) 20.5 (+5.6) 9.0 (-18.6)
Slovakia 76.1 (+3.2) 23.9 (-1.1) 0.0 (-2.1) 76.1 (+5.3)
CEE 56.0 (-2.8) 44.0 (+4.8) 0.0 (-2.0) 56.0 (-0.8)
Eurozone 333  (-24.7) 646 (+226) 21 (+2.1) 312 (-26.8)
Austria 9.3 (+1.4) 69.8 (-6.5) 20.9 (+5.1) 116 (-3.7)
Croatia 12.8 (-0.8) 70.2 (+2.0) 17.0 (-1.2) -4.2 (+0.4)
Czech Republic 6.3 (-2.5) 80.9 (+5.3) 12.8 (-2.8) -6.5 (+0.3)
Hungary 549 (+11.2) 294  (+0.2) 157 (-11.4) 392 (+22.6)
Poland 12.8 (-7.2) 63.8 (+6.0) 234 (+1.2) -10.6  (-8.4)
Romania 9.3 (-9.9) 44.2 (-2.6) 465 (+125) =372 (-224)
Slovakia 10.9 (+1.8) 82.6 (+0.8) 6.5 (-2.6) 44 (+4.4)
CEE 20.5 (+5.9) 67.3 (-3.5) 12.2 (-24) 8.3 (+8.3)
Eurozone 6.2 (-2.3) 56.3 (-7.5) 375 (+9.8) =313  (-12.1)
Inflation rate increase no change decrease balance

Austria 26.2 (+2.6) 66.7 (-4.4) 71 (+1.8) 19.1 (+0.8)
Croatia 39.5 (+4.7) 51.2 (-7.5) 9.3 (+2.8) 30.2 (+1.9)
Czech Republic 65.2 (-9.3) 32.6 (+9.2) 22 (+0.1) 63.0 (-9.4)
Hungary 18.0 (+3.1) 12.0 (-5.0) 70.0 (+1.9) -52.0 (+1.2)
Poland 63.1 (+4.0) 30.4 (-1.4) 6.5 (-26) 56.6 (+6.6)
Romania 65.8 (+19.3) 171 (-224) 171 (+3.1) 48.7 (+16.2)
Slovakia 244  (+133) 68.9 (-4.4) 6.7 (-8.9) 17.7  (+222)
CEE 50.0 (+7.5) 50.0 (-1.1) 0.0 (-6.4) 50.0 (+13.9)
Eurozone 334 (+7.9) 58.3 (-9.8) 8.3 (+1.9) 25.1 (+6.0)

Short-term interest rates decrease

[abs.] . [abs.]

Croatia 195 (+92) 236 (+127) 611 (-30) 588 (+129) 194 (-62) 176 (-256) 014 (+154) 6.0 (+38.3)
Czech Republic 762 (+54) 512 (+249) 214 (-54) 244 (-151) 24 (+-00) 244 (-98) 738 (+54) 268 (+347)
Hungary 102 (-107) 87  (-13) 82 (+12) 109 (-66) 816 (+95) 804 (+79) -714 (-202) 717 (-92)
Poland 651 (+26) 500 (+157) 279 (+04) 400 (-114) 7.0 (-30) 100 (-43) 581 (+56) 400 (+20.0)
Romania 584 (+209) 60.0 (+167) 333 (-67) 286 (+97) 83 (-142) 114 (-264) 501 (+351) 486 (+43.1)
Slovakia 95 (-76) 211 (+53) 786 (+103) 526 (+26) 119 (-27) 263 (-7.9) 24 (-49) 52 (+132)
Eurozone 314 (-207) 51.0 (+135) 176 (+7.2) 138 (-27.9)

Long-term interest rates balance

[abs.]

Croatia 5.9 (-5.2) 15.2 (+9.1) 706 (+17.8) 515 (+121) 235 (-126) 333 (-21.2) -176 (+74) -181 (+30.3)
Czech Republic 725 (+10.9) 461 (+23.9) 225 (-108) 436 (-6.4) 5.0 (-0.1) 103 (-17.5) 675 (+11.0) 358 (+41.4)
Hungary 13.1 (-3.6) 13.4 (+29) 217 (+03) 13.3 (-78) 652 (+33) 733 (+49) -521 (-69) -599 (-20)
Poland 384 (-16) 400 (+178) 513 (+113) 325 (-9.2) 103 (-9.7) 27.5 (-86) 281 (+8.1) 125 (+26.4)
Romania 452 (+9.9) 433 (+21) 258 (-154) 200 (-35) 290 (+55) 367 (+1.4) 162 (+44) 66 (+0.7)
Slovakia 263 (-17.2) 162 (+5.1) 632 (+17.0) 514 (-69) 105 (+0.2) 324 (+1.8) 158 (-174) -162 (+33)
Germany 478 (+0.2) 326 (-174) 196 (+17.2) 282 (-17.0)

Stock market indices increase no change decrease balance

EURO STOXX 50 68.3 (+7.8) 122 (-18.0) 195 (+10.2) 48.8 (-24)

ATX (Austria) 55.6 (+0.1) 194 (-11.2) 250 (+11.1) 306 (-11.0)

NTX (CEE) 64.2 (-4.9) 17.9 (-5.9) 179 (+10.8) 463 (-15.7)

CROBEX (Croatia) 65.0 (-3.2) 20.0 (-2.7) 15.0 (+5.9) 50.0 (-9.1)

PX 50 (Czech Rep.) 67.5 (+3.2) 150 (-136) 175 (+104) 50.0 (-7.2)

BUX (Hungary) 62.7 (-0.7) 14.0 (-8.0) 233 (+8.7) 39.4 (-94)

WIG (Poland) 56.5 (-14.5) 17.9 (+4.7) 256 (+9.8) 309 (-243)

BET (Romania) 514  (-11.1) 18.9 (-3.6) 29.7  (+14.7) 217 (-258)

SAX (Slovakia) 429 (-9.8) 40.0 (+3.2) 171 (+6.6) 258 (-16.4)

SBI 20 (Slovenia) 49.9 (+1.4) 313  (-11.6) 188 (+10.2) 31.1 (-8.8)
Exchange rates (vs. Euro) appreciate no change depreciate balance

Kuna (Croatia) 214 (+1.4) 47.6 (-1.3) 31.0 (-0.1) -9.6 (+1.5)

Koruna (Czech Rep.) 200 (-126) 48.9 (+5.4) 31.1 (+7.2) 111 (-19.8)

Forint (Hungary) 36.0 (+0.6) 44.0 (-1.8) 20.0 (+1.2) 16.0 (-0.6)

Zloty (Poland) 51.1 (-4.4) 333 (+6.6) 15.6 (-2.2) 8515 (-22)

Lei (Romania) 334 (-6.6) 214 (-3.0) 45.2 (+9.6) -11.8  (-16.2)

Koruna (Slovakia) 41.8 (-04) 419 (-9.2) 16.3 (+9.6) 255 (-10.0)
US-Dollar 256 (-8.4) 255 (+4.2) 48.9 (+4.2) -233  (-126)

Note: 68 Financial experts participated in the September survey which was conducted during the period 09/05/07-09/24/07. 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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