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In a recent trip to Warsaw, Istanbul, and Prague, we conducted several 

consumer-themed store visits and met with 15 companies, local Interna-

tional Monetary Fund (IMF) officials, reporters, and Finance Ministries. 

Given Russia’s recent exclusion from the MSCI Emerging Markets Index, 

the Emerging Europe region has grown in importance and weight in MSCI 

benchmarks. These meetings, site visits and channel checks help us 

reassess our views on Emerging Europe at a time of ongoing uncertainty 

due to the Russia-Ukraine war. In particular, we find the entire region facing 

persistent inflationary headwinds, with likely divergent outcomes. 

Although we see opportunities in various countries across Emerging 

Europe, from Greece to Kazakhstan, we focused the diligence of this trip 

on two of the region’s deeper markets — Poland and Turkey.
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Past performance is no guarantee of future results.

The Elephant in the Room: Russia and Emerging Europe 
Russia and Emerging Europe have historically held strong ties across business, 

trade, and culture. In 2021, Russia was the European Union’s (EU) fifth largest 

trading partner. However, since the start of the war in Ukraine, the Emerging 

Europe region has been negatively impacted by rising energy costs, inflationary 

shocks from supply disruptions, and a loss of end markets as corporations cut 

ties with Russia. Fortunately, much of the region had already prudently started 

rate tightening cycles before these exogenous shocks. Now, Emerging Europe 

has found renewed political will to accelerate its transition toward renewable 

energy to reduce its long-term reliance on Russia. This transition, however, will 

take years to complete, creating opportunities for active managers to navigate 

through rapidly changing markets, especially as each country in the region comes 

from a different starting point and has a different relationship with the EU. In turn, 

as political relationships are amended and refugees continue to increase in the 

region, long-term investment and foreign direct investment (FDI) trends could 

shift dramatically.

Economics: Diverging Outlooks
While inflation has impacted Emerging Europe, we have seen a divergence of 

macroeconomic outlooks, as well as monetary and fiscal policies. We expect 

fiscal stimulus from the EU to be more supportive for Poland than Turkey with 

the recent approval of the recovery plan by the EU Commission as a significant 

first step in providing inflows of 36 billion euros ($38 billion) to Poland. Poland 

was unable to access aid due to a long-standing dispute between Brussels and 

Warsaw over the independence of Poland’s judicial system and rule of law, but 

recent rulings have opened the door for these grants to finally be released, which 

has been positive for sentiment. Since 2020, Poland has also experienced one of 

the best improvements in its fiscal account in Europe, improving from -6.9% to 

-1.9% of gross domestic product (GDP).1 Wage inflation has kept up with regular 

inflation and the central bank has pivoted from a super-dovish to a hawkish 

stance, hiking 560 basis points since September 2021 and taking the reference 

rate to 6.5%.2 According to the central bank governor, they may soon stop raising 

interest rates and could begin cutting rates in the last quarter of 2023. Housing 

is another area seeing strong political support and drove massive mortgage 

growth last year. GDP is projected at around 5% for 2022 even if third and fourth 

quarter growth comes in at 0% given that the economy advanced 8.5% year-over-

year in the first quarter. Despite the positive growth outlook, surging inflation is 

hurting consumer spending with one in five Poles planning to skip summer 

holidays this year.3

1Bloomberg, as of 6/30/22.
2National Bank of Poland, as of 7/7/22.
3Dziennik Gazeta Prawna, a well respected Law & Financial newspaper in Poland.
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Turkey, on the other hand, is moving towards hyperinflation. The current account 

deficit (CAD) is widening again, and currency weakness implies macro stability 

concerns. While tourism is expected to recover back to 2019 levels this year, the 

negative terms of trade shock from rising food and energy prices more than offset 

any gains. FDI has declined to 0.9% of GDP on an annual basis,4 while the central 

bank’s reserves continue to fall as policy efforts remain focused on converting 

deposits into Turkish lira. Deeply negative real rates will continue to feed into 

inflation and greater demand for foreign exchange (FX), but we are unlikely to see 

any change ahead of elections this year or next. To make matters worse, housing 

costs are out of control and consumers have been forced to trade down to 

cheaper products across the board.

Politics: Opportunities or Threats?
Turkey has fallen out of favor with institutional investors due to President 

Erdogan’s constant meddling with the central bank and his preference for non-

traditional monetary policy in battling persistently high inflation. In his view, lower 

rates would help tame inflation, and he has therefore pledged not to raise rates. 

As such, inflation has risen sharply and consumer budgets are being squeezed. 

While President Erdogan has faced the possibility of snap elections for years, 

with elections set for June 2023, this November or December would be his final 

chance for a last minute surprise. After years of political infighting, Erdogan’s AKP 

party is now facing an opposition coalition of six opposing parties. 77% of Turks 

believe the economy is badly managed, while 63% hold Erdogan’s government 

responsible.5 Macro conditions have continued to deteriorate, but the government 

is still pushing subsidies to maintain support — an untenable long-term strategy. 

A silver lining in the event of another Erdogan victory would be an opposition-
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4Wood & Co. report, as of 6/1/22.
5Politico, Metropol, Sonar.

Source: Bloomberg, as of 6/30/22. Source: Bloomberg, as of 6/30/22.
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controlled parliament that can block Presidential rule. Current projections show 

AKP losing parliamentary majority in all scenarios. The political upheaval has led 

to policy uncertainty and muted FDI as corporations are not willing to invest in 

new manufacturing capacity, despite the favorable population and geographic 

location. For example, Stellantis, a leading global automaker, has recently decided 

to move Fiat production out of Turkey and into Spain. However, Turkey will remain 

an important EU security ally as they control sole access to the Black Sea. The 

country also has the second largest army in NATO, but have yet to join the EU in 

sanctions against Russia as Turkey imports 40-50% of natural gas from Russia, 

and Russian tourists represent 18-20% of total arrivals.6

Poland also has elections next year but is coming from a different starting point. 

The current government is heading into elections with strong above-trend growth. 

The improvement in the fiscal account deficit coupled with strong GDP growth 

has meant that the government could spend on subsidies. This explains some of 

the changes in the banking sector such as the recent mortgage moratorium 

passed by Parliament. In short, Poland has the fiscal capacity to try and garner 

more support ahead of elections. Furthermore, Poland’s marriage of convenience 

within the Visegrád Group of countries is atrophying away as Poland is experienc-

ing a marked improvement in relations with the EU from the Russia-Ukraine war. 

As Poland is brought more into the EU fold, they stand to benefit from longer-term 

FDI trends as companies are recognizing their favorable, well-educated popula-

tion and relative labor cost advantage. At the same time, political continuity and 

orthodox policy support provide longer-term stability. 

Consumer Pulse Check
Discretionary retail in Poland has been more resilient than expected due to the 

recent influx of refugees from Ukraine. For example, PKO Bank’s7 economist 

confirmed that the Rossman drugstore chain (not-listed) had strong trading results 

through May as refugees look to meet their basic needs. However, most retailers, 

not just specialty retailers, have benefitted to some extent as discretionary retail in 

Poland is primarily driven by one thing: price. Despite increasing inflationary 

pressures, Poland was facing the risk of a wage inflation spiral given the tightness 

in the labor market. Although things have since cooled as the central bank raised 

rates from near 0% to 6.5%8 very quickly, conversations with local store managers 

reinforced our view that traffic and sales have remained surprisingly resilient 

despite the headwinds. However, the outlook for consumers is now less certain, 

especially as energy prices remain elevated for the foreseeable future, and many 

refugees have returned to Ukraine.

Most retailers, not just specialty 

retailers, have benefitted to some 

extent as discretionary retail in 

Poland is primarily driven by one 

thing: price. 

6Wood & Co. report, as of 6/1/22.
7PKO Bank Polski Group is one of Poland’s largest institutions and is one of the leading financial groups in Central and Eastern Europe.
8As of 7/19/22.
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Local apparel and shoe retailer, LPP and CCC, have been able to create strong 

national brands by focusing on price and cost to gain market share at the 

expense of international peers. For example, LPP launched its Sinsay brand only a 

few years back, and it now represents nearly 40% of revenues, up from roughly 

14% in 2019,9 by focusing on the latest trends at attractive prices. CCC’s private 

label, Sprandi, has also been successful in competing against well-known interna-

tional peers. It was impressive to see their collaboration with Disney for kids’ 

shoes displayed on store shelves. We also saw automated parcel machine/

lockers conveniently placed throughout the city for easy commuter pick-up, 

implying rapidly changing shopping patterns leaning towards e-commerce.

In Turkey, we visited food retailers, Migros and BIM. The Migros store offers a 

more upscale shopping experience with larger fresh, frozen, and butcher/deli 

selections, which come with a higher gross margin, but also higher operating 

expenses. Several aisles showed heavy discounting, reflecting the trade-down 

nature of consumers in an environment where inflation is climbing more than 70% 

year-over-year, but wages are only growing 35-40%.10 Higher foot traffic is being 

partially offset by smaller basket sizes as prices are adjusted almost weekly for 

many core basket goods.

The BIM stores, on the other hand, are smaller in size at approximately 300 square 

meters, with roughly 850 items per store. Despite the limited number, an average 

family can buy 95% of the products they need from BIM, their biggest expense 

being meat and fresh produce. Management tests around 100 new items annually 

to keep their assortment fresh and competitive. As a hard discounter, their store 

layouts are simple, with items being sold out of their wholesale packaging. Sales of 

their store-branded products have increased to 67% of sales, up from 62% last 

year. Lower gross margin is compensated by lower operational expenditures.

LPP launched its Sinsay brand 

only a few years back, and it now 

represents nearly 40% of revenues, 

up from roughly 14% in 2019, by 

focusing on the latest trends at 

attractive prices.

  9LPP, 1Q22 Earnings Presentation.
10Government data, as of June 2022.

Migros BIM

Finally, we visited food retailer, Biedronka, in Warsaw to check on assortment, foot 

traffic, and discounts. The company has been improving its fresh produce offer-

ing, adding bakeries, and increasing its private label penetration. In a country 

where price is a key differentiator, Biedronka is successfully passing on savings to 

consumers. For example, Biedronka sells a popular Polish confection for PLN8.99 

($2) compared to the “National Brand” which is being sold at a sale price of 

PLN12.99 ($3).
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We also visited two eobuwie stores, a Polish online footwear and accessories 

retailer with a growing footprint across Emerging Europe (20 countries and 

counting). These “fashion meets technology” stores have a sleek layout filled with 

low couches and iPads, and points to a relatively high level of consumer sophisti-

cation and development.

The stores all have an esize.me machine that scans your foot down to the 

millimeter, translating into accurate sizing across brands, minimizes product 

returns, and improves inventory management. This information is stored online so 

customers can access it in their online account or at any eobuwie store. With the 

help of an associate, I learned my right foot is slightly larger from years of playing 

football (soccer). I then proceeded to order a pair of shoes to try on in-store. The 

order flow is simple and intuitive and the company aims to get customers their 

orders within three minutes.

Within the eobuwie store is a Modivo outpost, a fitting room where you can try on 

your shoes and clothing. The Modivo Group (formerly eobuwie Group) is 75% 

owned by CCC and aims to IPO the Group by 2023. 70% of the orders are 

conducted online for in-store try-on when ready. It is also worth noting that a large 

portion of the eobuwie team came over from Allegro (a Polish e-commerce leader) 

and have experience building out online marketplaces. The products customers 

have delivered to try on in Modivo never go on any shopping floor, and final 

selected goods are transferred directly from the fitting room to the checkout, with 

the balance going back to inventory. The fitting rooms are modern, comfortable, 

and well lit. Modivo currently has about 30,000 products to help drive conversion. 

They are still in the process of right sizing assortment and finding what each 

location has as top sellers and styles.

The eobuwie stores also act as a mini distribution/fulfillment center for same-day 

delivery, utilizing a unique inventory management system to maximize speed. 

Despite being in 20 countries, they have very low penetration (below 1%) and they 

aim to increase this to 3%, which would drive significant revenue growth for the 

company. The store we visited in Prague opened last year and reached break-

even within three months.

eobuwie’s “fashion meets technol-

ogy” stores have a sleek layout 

filled with low couches and iPads, 

and points to a relatively high 

level of consumer sophistication 

and development.
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The Bulls vs the Bears

Poland
THE BULL VIEW THE BEAR VIEW

•  2022 will be a soft landing, with fiscal easing, high wage growth, a 
continued boost to consumption from a large wave of refugees, and recovery 
of the labor market to pre-pandemic levels.

•  Billions of EU Covid relief funds are pending (EUR36 billion) and relations 
with Europe are improving.

•  Investor positioning remains light and the market is cheap in both relative 
and historic terms, with the Warsaw Stock Exchange General index trading 
below 7.5x forward P/E.*

•  Even if 2022 is not a hard landing, a GDP decline from 8.5% in the first 
quarter to 0% still feels like a recession for consumers. Aggressive monetary 
policy tightening, knock-on effects of the Russia-Ukraine War, and deteriora-
tion of the economic situation in Europe may depress consumer sentiment.

•  Consumers switch back into savings mode and the boost from refugee 
spending is temporary as many look to return home.

•  Expected Covid-19 relief funds are likely to be delayed, with disbursements 
being spread out in tranches.

Turkey
THE BULL VIEW THE BEAR VIEW

•  A potential Erdogan election loss may lead to changes at the central bank 
and an eventual normalization of monetary policy, which could help stabilize 
the Turkish lira.

•  Turkey remains a large domestic market for Europe and is seeing marginal 
improvement in relations with the West due to the Russia-Ukraine War.

•  Foreign investor positioning is at multi-decade lows and the Borsa Instanbul 
100 Index is trading below 4x forward P/E.**

•  It is still too early to assume that there will be a change in government. As 
such, the continued use of unorthodox monetary policy risks potential capital 
controls, all while running an expanding and chronic current account deficit.

•  Dollarization of the deposit base could accelerate again, which would add to 
FX demand at a time when Turkey’s external funding needs are growing.

•  Wages are climbing but still undershooting inflation by more than 20%. Even 
if there was a change in government, it will be unlikely that a reform agenda 
would be rolled out before the second half of 2023.

•  Turkey could find itself involved in further cross-border operations in Syria if 
early elections are not held this winter.

Where do we go from here?
Emerging Europe is undergoing rapid political, economic, and social change. The outlook for each market and country is still 

uncertain. Turkey, which rallied in local currency terms as locals used the market as an inflation hedge, is down over 2.6% in 

the first half of 2022.11 As long as non-traditional monetary policy remains in place, continued FX weakness implies only 

limited scope for positive USD returns from Turkish equities. However, as active stock pickers, we note that now is the time to 

seek investment opportunities — when markets are under-owned and uncertainty ahead of elections grows. Companies 

with best-in-class management teams, solid track record of execution, and, in many cases, export driven business models 

still remain in Turkey. Turkish equities now trade at 3.79x their forward earnings.12 This multiple is over two standard devia-

tions below its historical average and makes Turkey the cheapest market in Emerging Markets. This is not the time to throw 

the baby out with the bathwater. 

In Poland, while consumer sentiment is better than expected as a result of the recent influx of refugees, the rapid tightening 

from the central bank, persistently higher energy costs, and residual impact from additional potential changes to the financial 

sector could all act as overhangs for the economy in the short-term. However, changes in relations with the EU are very real, 

and long-term FDI decisions are positive, and as long-term investors, we are excited by the growing opportunities in Poland. 

We believe both markets will eventually have their day, but what is clear is that a solid understanding of the political, econom-

ic, and social landscape will help active stock pickers succeed in this rapidly changing world.

11Bloomberg, as of 6/30/22, MSCI Turkey Index in USD.
12Bloomberg, as of 6/30/22.

**Bloomberg, as of 6/30/22.

*Bloomberg, as of 6/30/22.
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As of 6/30/22. Top 10 holdings of the Emerging Markets Fund are Alibaba Group (4.42%), Taiwan Semiconductor (3.90%), Tencent Holdings (3.22%), Tongwei (3.04%), JD.com (2.99%), 
Meituan (2.93%), IHH Healthcare (2.79%), ICICI Bank (2.49%), Reliance Industries (2.47%), and Phu Nhuan Jewelry (2.44%). Top 10 holdings of the Emerging Markets Great Consumer 
Fund are Li Ning (7.38%), BYD Company (7.21%), Alibaba Group (5.72%), China Tourism (3.78%), XPeng (3.54%), Reliance Industries (3.23%), Meituan (2.91%), Shanghai International 
Airport (2.86%), Tencent (2.78%) and Apollo Hospitals (2.78%). Holdings are subject to change at any time.

The views and information discussed are subject to change and may not reflect the current views of the writer(s). The views expressed represent an assessment of market conditions at a 
specific point in time, are opinions and may not be relied upon as investment advice regarding a particular investment or markets in general. Such information does not constitute a recom-
mendation to buy or sell securities or investment vehicles.

Basis Point (bp) is a unit that is equal to 1/100th of 1% and is used to denote the change in the value or rate of a financial instrument.

Borsa Instanbul 100 Index is a free float market capitalization-weighted index composed of BIST Stars Market Segment companies.

Current Account Deficit (CAD) is when a country imports more goods, services, and capital than it exports.

Foreign exchange (FX) is the conversion of one currency into another at a specific rate known as the foreign exchange rate.

Fiscal Deficit is a shortfall in a government’s income compared with its spending.

Fixed Asset Investment (FAI) is a measure of capital spending. It refers to any investment within the measurement period in physical assets, such as real estate infrastructure, machin-
ery, etc. that are held for more than one year.

Foreign Direct Investment (FDI) is an investment made by a firm or individual in one country into business interests located in another country.

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country’s borders in a specific time period.

MSCI Emerging Markets (EM) Index captures large and mid cap representation across 24 Emerging Market countries.

Price/earnings (P/E) ratio is the ratio for valuing a company that measures its current share price relative to its per-share earnings.

Standard Deviation is a statistical measure of volatility and is often used as an indicator of the ‘risk’ associated with a return series. Standard deviation of return measures the average 
deviations of a return series from its mean. A large standard deviation implies that there have been large swings in the return series of the manager. 

Visegrad Group (V4) is an informal regional format of cooperation between the four Central European countries: Poland, the Czech Republic, Slovakia, and Hungary.

Warsaw Stock Exchange General Index (WIG) is a major stock market index which tracks the performance of all domestic companies (investment funds are excluded) listed on the main 
market of The Warsaw Stock Exchange. 

Past performance is no guarantee of future results.
Investment Risk — There can be no guarantee that any investment strategy (risk management or otherwise) will be successful. All investing involves risk, including the potential of loss of 
principal.

Emerging Markets Risk — The risks of foreign investments are typically greater in less developed countries, which are sometimes referred to as emerging markets. For example, legal, 
political and economic structures in these countries may be changing rapidly, which can cause instability and greater risk of loss. These countries are also more likely to experience higher 
levels of inflation, deflation or currency devaluation, which could hurt their economies and securities markets. For these and other reasons, investments in emerging markets are often 
considered speculative. Similarly, investors are also subject to foreign securities risks including, but not limited to, the fact that foreign investments may be subject to different and in some 
circumstances less stringent regulatory and disclosure standards than US investments.

Market Disruption and Geopolitical Risk — Geopolitical and other events, including war, terrorism, economic uncertainty, trade disputes, natural and environmental disasters, systemic mar-
ket dislocations, public health crises and related geopolitical events have led, and in the future may lead, to increased market volatility, which may disrupt U.S. and world economies and markets 
and may have significant adverse direct or indirect effects on the value of a Fund and its investments.

An investor should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. This and other important information about the invest-
ment company can be found in the Fund’s prospectus and summary prospectus. To obtain a prospectus or summary prospectus, please contact your financial advisor or call 
(888) 335-3417. Please read the prospectus carefully before investing.
Mirae Asset Global Investments (USA) LLC is the investment advisor for the Mirae Asset Discovery Funds. The Mirae Asset Discovery Funds are distributed by Funds 
Distributor, LLC. Mirae Asset Emerging Market Specialists are registered representatives associated with Funds Distributor, LLC which is not affiliated with Mirae Asset Global Investments 
(USA) LLC or its affiliates.
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