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The growing importance of emerging markets as facilitators of innovation 
In 1980 Japan had replaced the United States as the world's leading carmaker due to business innovation. The Japanese had invented a new system of making things that was quickly dubbed “lean manufacturing”.

Something comparable is now happening in the emerging world. Developing countries are becoming hotbeds of business innovation in much the same way as Japan did from the 1950s onwards. They are coming up with new products and services that are dramatically cheaper than their Western equivalents. They are reinventing systems of production and distribution, and they are experimenting with entirely new business models. 

Emerging-market champions are relentlessly climbing up the value chain and have not only proved highly competitive in their own backyards, they are also going global themselves.

The United Nations World Investment Report calculates that there are now around 21,500 multinationals based in the emerging world. The best of these, such as India's Bharat Forge in forging, China's BYD in batteries and Brazil's Embraer in jet aircraft, are as good as anybody in the world. The number of companies from Brazil, India, China or Russia on the Financial Times 500 list more than quadrupled in 2006-08, from 15 to 62. Brazilian top 20 multinationals more than doubled their foreign assets in a single year, 2006.

At the same time Western multinationals are investing ever bigger hopes in emerging markets. Multinationals expect about 70% of the world's growth over the next few years to come from emerging markets, with 40% coming from just two countries, China and India. They have also noted that China and to a lesser extent India have been pouring resources into education over the past couple of decades. China produces 75,000 people with higher degrees in engineering or computer science and India 60,000 every year.

Companies in the Fortune 500 list have 98 research and development facilities in China and 63 in India. The potential market is huge: populations are already much bigger than in the developed world and growing much faster, and in both China and India hundreds of millions of people will enter the middle class in the coming decades. 

Until now it had been widely assumed that globalisation was driven by the West and imposed on the rest. Consumers in developing countries are getting richer faster than their equivalents in the West. In some cases the traditional global supply chain is even being reversed: Embraer buys many of its component parts from the West and does the assembly work in Brazil.

The emerging world will undoubtedly make a growing contribution to breakthrough innovations. It has already leapfrogged ahead of the West in areas such as mobile money (using mobile phones to make payments) and online games. Microsoft's research laboratory in Beijing has produced clever programs that allow computers to recognise handwriting or turn photographs into cartoons. Huawei, a Chinese telecoms giant, has become the world's fourth-largest patent applicant. 

In the past, emerging economic leviathans have tended to embrace new management systems as they tried to consolidate their progress. America adopted Henry Ford's production line and Alfred Sloan's multidivisional firm and swept all before it until the 1960s. Japan invented lean production and almost destroyed the American car and electronics industries. Now the emerging markets are developing their own distinctive management ideas, and Western companies will increasingly find themselves learning from their rivals. 
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