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SINGAPORE To Asian leaders who have
looked to the European Union as a forerunner in economic integration, Britain’s
vote to exit the bloc comes as a stunning
disappointment.
“The EU is the foremost example of regional integration. This seems to now [be]
threatened,” Ong Keng Yong, a former
secretary-general of the Association of
Southeast Asian Nations, told the Nikkei
Asian Review.
This reaction is down to more than the
fear that Europe’s economic union may
come undone, bringing more uncertainty

to the lackluster world economy. These
politicians and officials are shocked that a
referendum seen as merely an opportunity
to let off anti-EU steam actually produced
the result it did.
Ong’s successor, former SecretaryGeneral Surin Pitsuwan, sought to distinguish between the EU and ASEAN. The
EU “has been our inspiration but not our
model,” he said.
Indeed, Southeast Asia’s incremental strengthening of economic ties based
on a respect for diversity and the principle of coexistence differs in nature from

Europe’s pursuit of political union
grounded in a history of continentwide
war. But the EU certainly has served as
one model of regional integration over the
long run. Last year, ASEAN inaugurated
the ASEAN Economic Community, a project with economic, social and political
dimensions.
LOSING STEAM Brexit deals an embarrassing blow to the European project and
will inevitably sap momentum toward integration in Asia. The British people have
shown Asians that the lofty but perhaps
Read more at asia.nikkei.com

11

ON THE COVER

chimerical idea of union alone cannot
drive the gears of political change.
Even before the referendum, efforts
at bringing Asian nations closer together had been slackening. Much of the
blame lies with the fading promise of the
Trans-Pacific Partnership, an Americanled initiative on breaking barriers to trade
and investment. Those hoping that the
U.S. would guide emerging Asian economies to a more market-oriented capitalism now face the possibility of America’s
own Congress not ratifying the treaty.
The rise of presidential hopeful Donald
Trump, a man who arguably embodies
populism, has shifted the focus of U.S.
politics inward.
British Prime Minister David Cameron,
who placed too much confidence in his
ability to ground ideals in logical substance, was dealt a stinging rebuke by
disaffected voters left behind by globalization. Trump’s political fortunes spring
from the same base. In both countries, a
yawning gap can be discerned between
the ideals of economic integration and the
reality lived by ordinary citizens.
That the leader of a nation with Britain’s
pedigree in parliamentary democracy felt
compelled to hold a referendum -- a tool
with the potential to bring out the worst of
extreme populism -- and was then so badly burned by it should serve as a lesson to
Asian political elites. The moral of the story is that people convinced that their interests are no longer being served may turn
en masse on incumbent officials.
Asian leaders are already showing signs
of unease. Singaporean Prime Minister Lee
Hsien Loong posted on Facebook on June
24: “Other developed countries also face
similar challenges as Britain. We all live in
a globalized, interdependent world. The
desire to disengage, to be less constrained
by one’s partners, to be free to do things
entirely as one chooses, is entirely understandable ... yet in reality, for many countries, disengaging and turning inwards
will likely lead to less security, less prosperity and a dimmer future.”
In Asia, home to a number of nascent
12
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democracies, many countries are run from
the top down by political elites. China,
Vietnam, Laos and Cambodia remain under Communist one-party rule. Thailand is
still governed by a junta, and in Myanmar,
which has only just embraced democracy,
the military remains an imposing force in
politics. Even in economic success stories
like Singapore and Malaysia, free speech
and fully fair elections cannot be taken
for granted.
INEVITABLE UNITY
Even so, Asian
standards of living are approaching levels enjoyed in advanced economies. By
sustaining their peoples’ belief in the
dream of prosperity, leaders have managed to endow their rhetoric with some
credibility. But what would happen if incomes stopped rising? Probably a public
backlash against those who espoused a
fiction that proved so flimsy. With information flowing across borders as freely as
it does today, such an outcome is all the
more likely.
To avoid it, politicians must continue
touting idyllic visions while also demonstrating practical achievements. Ironically,
Asia’s small and midsize economies cannot avoid economic integration if they
want to keep growing. No matter which
way Asia turns, it cannot help but move
toward union.
More immediately, countries must brace
for the possibility that Britain’s choice may
depress growth in Asia. The turbulence
caused in the financial markets by the unexpected result will continue for a while.
This serves as a reminder of the U.K.’s vital role as both a hub for and an actor in
trade and investment in an age when the
movement of people, goods and money
knows no borders.
The U.K. is the world’s fifth-largest
importer, and approximately 20% of its
shipments come from Asia. The country is
also one of the world’s most attractive destinations for investments. For many Asian
companies, it serves as a gateway to the
vast EU market of over 500 million people.
Akio Mimura, head of the Japan

Chamber of Commerce and Industry, said
Brexit “will have an immeasurable negative impact. It is likely to significantly
hurt corporate sentiment, as uncertainties
are expected to grow in the U.K. and in
all the EU countries for at least the next
two years.”
India’s main software trade body, the
National Association of Software and
Service Companies, also voiced concerns
about the numerous question marks hanging over the situation. “The uncertainty
surrounding protracted negotiations on
the terms of exit and/or future engagement with EU could impact decisionmaking for large projects,” the group said.
NEW BALANCE? Excluding China, the
Asia-Pacific region is expected to produce
$87 billion in demand for infrastructure
investment through 2020. The U.K. remains one of the region’s biggest sources
of financing, until a few years ago ranking alongside the U.S. and Japan. Should
Britain falter in this role, flows of funding
for Asian growth could ebb.

Reuter

PHOTO: British Finance Minister George
Osborne, second left, visits the Hitachi Rail
Europe plant in Ashford, Britain, on June 15.
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If any country steps in to fill the gap, it
is likely to be China. While foreign direct
investment flows into ASEAN nations
have lost steam since the 2008 global financial crisis, China has consistently increased its investments in the region. The
United Nations Conference on Trade and
Development forecasts that China will
pump in an average of $10 billion annually for infrastructure projects in ASEAN
during the 2013-2017 period, nearly 70%
more than the annual average to all sectors
during 2011-2013.
Chinese President Xi Jinping’s “One
Belt, One Road” initiative, though dogged
by criticism of its opaque motives, nevertheless inspires hope in parts of the region
lacking modern infrastructure. The U.K.
raised eyebrows last year by becoming
the first advanced economy to sign on to
the Asian Infrastructure Investment Bank,
the Chinese-led multilateral lender seen as
creditor to Xi’s vision. Call it coincidence
or call it an omen, but the bank announced
its first project loans around the same time
as the referendum.

KENJI KAWASE Nikkei deputy editor

EARLY CASUALTIES
Europe-reliant Asian
blue chips are sent reeling
by Britain’s vote
HONG KONG “You only find out who
is swimming naked when the tide goes
out,” Warren Buffett famously wrote in his
letter to Berkshire Hathaway shareholders
in February 2002, following the Sept. 11,
2001, terrorist attacks. The Berkshire chairman and investment guru was referring
to how such a surprise event -- a so-called
black swan -- can reveal true strength or
weakness. On June 24, financial markets
unsparingly exposed which Asian bluechip stocks were most vulnerable after
Britain voted the previous day to leave
the EU.
Li Ka-shing, who runs telecommunications, utilities, retail and port businesses in

the U.K. under his flagship conglomerate
CK Hutchison Holdings and ranks as the
richest man in Hong Kong, was especially hard hit. Along with three other major listed arms -- Cheung Kong Property
Holdings, CKI Holdings and Power
Assets Holdings -- his company saw about
82 billion Hong Kong dollars ($10.5 billion) in market value wiped out in just
three trading days.
Li was recently quoted as saying
Britain’s decision, known as Brexit, is “not
the end of the world.” Nonetheless, the
market is factoring in the potential risk.
Joe Morrison, vice president and senior
credit officer at Moody’s Investors Service,
said on June 27 that even though CK
Hutchison’s credit rating was not affected,
Brexit is negative for the company as the
U.K. is its “key profit contributor.”
Fitch Ratings is also cautious. In a June
24 note, the credit-rating company said
Brexit “will be mildly negative for U.K.focused corporates” and that companies in
the areas of transportation, property and
leisure will “suffer to some degree.”
Singaporean property developer City
Developments, whose London-based
subsidiary runs 22 hotels in the U.K., was
also dealt a blow. In the past five years, the
company has accelerated land acquisitions
and residential developments in the greater London area. CEO Grant Kelley said in
a recent interview with the Nikkei Asian
Review that Brexit “clearly could impact
London property negatively.”
ComfortDelGro, which operates London’s second-largest public bus company,
is another Singaporean casualty. The company operates 5,254 taxis in the U.K. and
has footholds in Liverpool, Glasgow and
Ireland as well.
The impact is also being felt in the
electronics and automotive sectors. Jason
Chen, CEO of Taiwanese personalcomputer maker Acer, told reporters that
Read more at asia.nikkei.com
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(Arrows indicate share price decline on June 24; sales ratio data from QUICK-Factset)

“we would watch closely whether Brexit
will have any negative impact on demand
and spending power in the U.K. and
Europe.” Nearly 60% of the company’s
revenue comes from Europe.
Motherson Sumi Systems, an autoparts
manufacturer catering mainly to German
carmaker Volkswagen, was the hardest
hit in India. However, CEO Vivek Chaand
Sehgal said “there is no impact” on the
company from Brexit, due to its low exposure in the U.K.
Thai
petrochemical
manufacturer
Indorama Ventures was also displeased
with the market reaction. Even though it
has a substantial presence in Europe, an
executive told the NAR on June 27 that
Brexit “does not largely affect our business.” The plastic bottles and other food
packaging products the company produces are basic necessities, demand for which
would remain even if the Brexit decision
spills over into the rest of Europe.
The fallout of Brexit could be much wider, according to Nomura. As soon as the
result of Britain’s vote came out on June
24, it downgraded the aggregate economic
growth forecast for Asia excluding Japan to
5.6% from 5.9%. Hong Kong may dip into
negative territory while Thailand may lose
0.5 percentage point of growth, according
to Nomura, whose team, led by regional
chief economist Rob Subbaraman, warned
“not to underestimate the depth and reach
of financial market contagion to Asia.”
The next rate hike by the U.S. Federal
Reserve appears likely to be off the table
for now, and economists are expecting
waves of rate cuts by Asian monetary authorities to support growth. Trinh Nguyen,
a senior economist at French investment
bank Natixis, expects central banks in
the region to “likely adopt a more dovish
stance ... especially evidenced in countries most exposed to the slowdown in the
eurozone and the U.K.,” such as China,
Taiwan, India, Indonesia and Vietnam.
Nikkei staff writers Mayuko Tani, Cheng TingFang, Rosemary Marandi, Kentaro Iwamoto
contributed to this report.
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European
sales ratio

Recreating the relationship we
have now with a new government
will pose a challenge
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HIROAKI NAKANISHI
Chairman

It is quite disappointing.
[Brexit] could have an
immediate negative
impact on the activities
of Japanese businesses
and their future plans
SADAYUKI SAKAKIBARA
Chairman

European
sales ratio
for Hong Kong-based
conglomerate

Developers and estate
agents are already sharpening
the marketing pitch, pointing
to Brexit as an opportunity
for offshore buyers to snap up
properties at bargain prices

U.K.
sales ratio

[Brexit] could inevitably
undermine the price
competitiveness of South
Korean automakers in U.K.,
as opposed to Japanese and
German rivals which have
production bases there

European
sales ratio

for property
developer

U.K.
sales ratio

for Singaporean
transportation operator

U.K.
sales ratio

European
sales ratio
for key iPhone
assembler
Company
statement

European
sales ratio

Europe is a key strategic market for our
business. We remain absolutely committed
to our customers in the EU

U.K.
sales ratio
for contract
manufacturer

for utilities manager

I believe in the British way
of doing things

European
sales ratio

I’ll invest more,
not a problem for me
ROCK HSU Chairman

FRANCIS YEOH Managing director

in interview with CNBC

for petrochemical producer
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THITINAN PONGSUDHIRAK

AN INSTRUCTIVE
UNRAVELING
Brexit has lessons for
ASEAN as the bloc pursues
its own brand of regional
cooperation

5
PHOTO: U.S. President Barack Obama, center,
is flanked by ASEAN leaders at a summit
in Rancho Mirage, California, on Feb. 16.
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A

generation or two ago, university courses in Southeast Asia
compared the fledgling cooperation of the Association of
Southeast Asian Nations to Europe’s impressive integration. Southeast Asia’s aspirational regionalism then was inspired
and informed by Europe’s methodical
climb from a postwar customs union to
an expanded “single market” and eventually a full-fledged political and economic
entity with collective security and defense
policies, relatively borderless populations
and a single currency.
This is no longer the case. Brexit, the
U.K.’s decision to go it alone after a 43year membership in the European Union,
is merely the latest manifestation of
Europe’s unappealing mixture of debt
and financial destruction, migration and
refugee influxes, and sporadic jihadi terror, among other foreboding crises. Yet
for ASEAN, as the central platform for
regional order-building in Asia, Europe after Brexit is instructive for the future nav-

igation and direction for the 10-member
group and for the rest of Asia.

Reuters

WHEN TO STOP The chief Brexit lesson
for Asia is to pursue continued regional cooperation without going all the way
to integration. To be sure, Asia never
harbored Europe’s Greco-Roman roots
of a common identity, nor the recurrent
historical enmities that fueled two devastating global conflicts in half a century that eventually drove the continent to
close ranks and come together. While the
European project was fundamentally set
up to reduce Franco-German rivalry by
binding Berlin into a regional organization, Asia has been different. Japan, Asia’s
Germany equivalent, was rebuilt under
America’s tutelage. Asia’s problem is
that its rough-hewn regional order under
American auspices dating from the Cold
War no longer works, contested as it is by
China’s assertive rise and compounded by
the global preoccupations and domestic
polarization of the U.S.

In its place, ASEAN has been the fulcrum for regional architecture-building in
Asia, but with limited success. If Europe
went too far with economic integration
and political union, ASEAN has not gone
far enough. It still needs to do more in institutionalizing its cooperative ventures,
even though it has spawned a clutch of regional vehicles that have kept Asia stable
and prosperous, such as the Asia-Pacific
Economic Cooperation in 1989, the ASEAN
Free Trade Area in 1992, the ASEAN
Regional Forum in 1994, the ASEAN+3 in
1998, the East Asia Summit in 2005 and
the ASEAN Defense Ministers’ Meeting
Plus. More recently, ASEAN’s crowning achievement was the launch of the
ASEAN Community, comprising three
pillars known as the ASEAN PoliticalSecurity Community, the ASEAN Economic
Community and the ASEAN SocioCultural Community.
But this crucial constellation of regionalism requires organizational wherewithal
that can draft and enforce rules and ensure
collective action to address regional tensions. The South China Sea issue, for example, has emerged as the existential geopolitical contest between maritime ASEAN
claimant states and China at a time when
rules are lacking and the chance of conflict has increased. The Philippines and
Vietnam have been forced to draw in the
U.S. as a counterweight to China. A “code
of conduct” to govern interstate relations
in the South China Sea is elusive because
ASEAN is disunited and divided by
Beijing’s strategy to keep Southeast Asian
states off balance.
NOT THE EU ASEAN’s way of integration is loosely structured and essentially
nonbinding, based on norms, functions
and “connectivity” work plans on the
ground rather than supra-nationality and
legalistic and binding treaties. Its secretariat in Jakarta is dwarfed when compared
to the massive and overweening EU bureaucracy in Brussels. With ASEAN being consensus-driven, without majority
voting or any effective dispute settlement

mechanism, state sovereignty has been
so well-maintained that it precludes the
organizational teeth needed to promote
common causes, such as greater economic
integration, mitigation of environmental
damage, and elimination of human trafficking, among a wide array of nontraditional security issues.
Many in Southeast Asia will look to
Europe’s disarray after Brexit as a vindication that the “ASEAN Way” of cooperation had it right, that supra-nationality and
outright integration are not worth the price
of sovereignty and the democratic deficit
that leads to popular disillusionment. Such
a takeaway would be misguided. In the
end, the postwar European enterprise that
turned into a political and economic union
may prove to be several steps too far. But
this is not a time to discard global and regional integration for a “go-it-alone” world.
The EU can still regroup and reinvent
itself by internal reforms and retrenchment to ease integration up to a point that
satisfies the demands and addresses the
anxieties of its populations. For ASEAN,
this is a time to look at how much political
and economic integration can achieve and
at how much Europe has gained from it.
Brexit will result in Asia gaining more attention as global power and wealth shifts
to this most populous region with the biggest land mass and strongest growth potential in the world.
Asia certainly does not want to move
anywhere close to European integration,
but it needs more cooperation and collaboration. ASEAN’s central organizing
role remains the main game in the region
by default. Its leaders should recognize
the ironic lesson from Europe that this is
a time to accelerate regional cooperation
and collaboration where and when they
can, with the ultimate aim of achieving
measured and selective integration down
a road yet to be determined.
Thitinan Pongsudhirak teaches international
political economy and directs the Institute
of Security and International Studies
at Chulalongkorn University in Bangkok.
Read more at asia.nikkei.com
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