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New EU Member States—A Fifth BRIC?

The collective size of the economies of the New EU Member States (NMS) is
about the same as that of the smaller BRICs: Brazil or Russia.

By 2050, NMS GDP could grow to $5.3trn and average GDP per capita could
be $65,000, compared with $1.2tm and $11,400 today.

We forecast potential growth in the NMS at around 4% per annum for the
next ten years. It could be even higher with better economic policies.

The NMS have largely adopted the EU's institutional capital, they have high
human capital and will accumulate physical capital at a rapid pace.

The NMS should improve their judicial systems, the transparency and quality
of governments, and strengthen the private sector and competition.

They need to focus on several macro policy areas, in particular maintaining
low inflation and macro stability, counter-cyclical fiscal and regulatory
policies, and the introduction of the Euro.

Without this, policymaking may enter a more difficult phase as the inflation/
growth trade-off worsens and current account deficits rise. The global
slowdown will also act as a headwind in the near term

Nevertheless, we remain bullish about the long-term potential for equity
markets and long maturity bonds in the NMS, and for currencies in the
floating exchange rate regime countries.
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