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and Latin America. In 1980 just
21% of global corporate revenue came from the
emerging world; by 2013 that had almost doubled, Mo
41%. (See the exhibit “A Shifting Center of Gravity: )
In response, large Western corporations have trans-
formed themselves from predominantly national
corporations into truly global ones. GE, for example,
generated $4.8 billion in revenue outside the United
States in 1980, but by 2014 that figure had climbed
to about $80 billion, more than half the company’s
total. The story was similar at other firms: By 2010
nearly half the revenues of the S&P 500 came from
outside the United States.
Falling costs. Developed-world multinationals
have exploited unprecedented opportunities for

other parts of Asia,

A SHIFTIN ENTER OF GRAVITY
Emerging Smwxmﬁ have become a major source of corporate
revenue. In 1980 they accounted for 21% of sales of food
and beverages, 14% of electronics, and 11% of motor vehicles.
By 2013 those figures were 53%, 56%, and 42%, respectively.
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reducing costs. The biggest sources of savings hay, ’
been falling labor costs and the higher an:naS%

of both capital and labor. Greater automatiop, ha ,
gone hand in hand with falling technology Drice
since 1990 the gap between the cost of j industyj,
robots and the cost of labor has decreased by 50¢
in advanced economies. Since 1980 the globa] Work.
force has grown by 1.2 billion people, most of the
from emerging markets that have become mo;
connected to the rest of the world through Suppls
chains and migration. Falling tax rates and borrg
ing costs have accounted for about 15% of the tq

gain in net income. Since 1980 corporate tax I
have dropped by as much as half (from a high of 4
to 60%) in a range of nations, including Austra
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Canada, Germany, and the United Kingdom, At the

same time, the cost of borrowing has tumbled. Back
in 1982 the yield on 10-year U.S. Treasury noteg

was nearly 15%. Today it’s about 2%, and U.S. firms

have seen a full percentage-point decline in inter-
est expenses relative to revenue. Similar dynam-
ics have been at work in Europe and Japan, where
penchmark interest rates are close to zero.

So, what has changed?

GROWTH AND COSTS
HAVE BOTTOMED OUT
powered by the twin engines of a growing workforce
and increasing productivity, the global economy
has expanded by about 3.5% annually since 1980. In
contrast, annual GDP growth averaged less than 2%
in the 100 years prior to World War II. However, as
populations age in the developed world and China,
workforce growth is slowing and even declining in
some regions. Absent a step change in productivity
growth, GDP growth will fall to 2.1% globally and
1.9% in developed countries within the next 50 years.
In addition, the favorable cost drivers that
Western multinationals were able to exploit have

largely run their course. Interest rates are now so

low in many countries that borrowing costs si
can’t fall much further and might even be st

deficit-ridden countries.
As for labor costs, wages

kets donot yet have thy

systems required to bu
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HBR.ORG

age of 55 in another 10 years, and replacing them
with younger individuals would require politically
challenging changes in immigration policy.

Talented people in emerging markets now have
more options. The most coveted jobs used to be with
Western multinationals, but that is changing. As
companies from China, India, Brazil, and elsewhere
in the emerging world become global firms them-
selves, they are closing the gap in terms of remunera-
tion and opportunities for career growth. They tend
to have young, skilled, and highly motivated work-
ers who are willing to put in long hours or work non-
routine shifts—and some have mﬁnonmm E»nEomE
to their ».onm_wn mneum—nonm.




