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Rise of the machines
China’s rising wage costs are forcing manufacturers to rethink the country’s 30-year-old labour-intensive business model,
and consider replacing people with machines. It’s an important step towards raising China’s productivity rates and avoiding
the country’s middle-income trap. But automating production lines is harder than it looks. Is China ready for the rise of the
machines?

The southern Pearl River Delta has built its reputation
selling labour-intensive goods to the rest of the world.
Foreign magazines have regularly featured photographs
of the region’s factories and their long lines of workers,
assembling everything from toys and toasters to printers.
This was the China of the 1990s and 2000s.

CBL Group’s robot welder hard at work
Robotic welders operate on three-axis (yaw, pitch, roll) meaning skilled
engineers and welders are needed to squeeze the greatest productivity
gains out of a machine.

It’s not China’s future, however, owing to the country’s
growing labour shortages that threaten China’s labourintensive export model.
“I’ve cut my labour force from 5,000 to 2,500 by
automating production lines. But that’s still not enough.
And I’m now employing 50-year olds just to find enough
workers,” a major domestic manufacturer of cigarette
lighters recently remarked to us as we visited his factory in
the Pearl River Delta’s Panyu district.
Automating production lines is crucial to dealing with
these labour shortages. But is China ready for the rise of
the machines?
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But there’s a problem. Robots aren’t people
The factory floor of CBL Group, located in the Pearl
River Delta’s Panyu region, is a good blueprint for the
change needed. Manufacturing a range of goods—from
seats for New York’s underground to mobile homes
for Australia’s mines—the firm has achieved strong
productivity gains simply by applying best practice and
constantly reconfiguring factory lines.

“The biggest cost savings aren’t necessarily related to
labour and time. It’s instead the ability to download data
from the welder”, says Gideon Milstein, CBL Group’s
Chairman. And why does the data matter? It allows a
factory to “validate each weld to a strict criteria, and so
ensure the reliability of the weld without the need for
regular destructive testing,” he says.

But it’s the robot welder sitting at the far end of the
factory floor that is most striking: if this is China’s future,
it’s not the future all might imagine.

In short, automating a factory floor isn’t about simply
replacing people with machines, but rethinking the
manufacturing process itself.
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So can China automate fast enough?
Gabriel Gomez has a similar opinion. He is head of
TXIMIST’s operations in Shenzhen, an hour’s drive
from CBL Group. The Spanish battery operator produces
300 million batteries a year, mainly for sale to European
clients. The firm moved its production lines to China in
2008 and is a typical outsourcing story.
A short walk around the firm’s three factory floors
shows just a handful of people in charge of dozens of large
and noisy machines.
“It’s easy enough to buy and install the machines,” says
Gabriel. “What really matters is the maintenance and
performance engineering during the machine’s operation.
If it isn’t maintained regularly, then the machine’s
productivity steadily declines and over time it simply
stops.” It’s a constant battle.
But that’s not simple in China. “It’s easy enough to
find engineers with design experience. But many haven’t
worked in a factory before,” says Gabriel. “And so we have
to invest considerable time on training.” It helps that the
firm can draw on its experienced Spanish engineers, at
least in the early stages.
And that’s partly why Gabriel isn’t worried about local
competitors. How hard is it to automate a factory line
with little experience? “Very difficult,” he replies. “It’s not
enough to simply replace a broken part; an engineer has to
ask what caused the problem in the first place and how to
stop it happening again.”
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About Us

Silk Road Associates is a strategy consultancy and economic

Regional oﬃce

advisory helping clients grow their commercial footprint across the

1801 Wheelock House

fast growing Silk Road economies with a specific focus on China,

20 Pedder Street

Southeast Asia and the Middle East.

Central, Hong Kong

We provide a range of services from business strategy, and market

T: +852 2293 2236

studies to operational support. Our directors include experienced
consultants, business strategists, economists, and operational
specialists. Our clients are present in a variety of industries and
include multinationals, mid-sized companies, and financial institutions.
Founded by Ben Simpfendorfer, a world-leading specialist in the
commercial rise of Asia and the Middle East, we understand the

Australia oﬃce
Level 8, 350 Collins Street
Melbourne 3000, Australia
T: +61 (03) 8601 1135

challenges of operating across multiple countries and within an
increasingly interconnected region. With offices in Hong Kong, Beijing,
and Melbourne, we also provide insightful and independent local
knowledge on the region’s fast changing markets.

Strategy Consulting
We work alongside management teams at multinationals and midmarket firms to develop commercial strategies through rigorous
research and interviews with customers, suppliers, and competitors.
We also identify appropriate business structures and partners, as well
as assist with strategy execution and deal closing.

Executive Briefings
We work on a retainer and project basis for multinational and
financial institution clients wanting to understand the region’s hottest
economic and sectoral issues as input into their decisions on regional
strategy. Our analysis relies on a mixture of data analysis, field
research, and specialist interviews.

www.silkroadassoc.com
twitter.com/bsimpfendorfer
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QUALIFICATION
The content of this report (the “Content”) is based on information and sources that we believe to be accurate and reliable. We make no claims, representations or warranties as to the accuracy,
completeness, timeliness, reliability or truthfulness of any of the material relied upon, referred to or used in respect of the Content. This report is not to be construed as providing investment
advice or any recommendation or offer to buy or sell or solicitation of an offer to buy or sell any security, financial product or instrument or to participate in any particular trading strategy.
The Content is presented without any express or implied warranties of any kind whatsoever. We decline any obligation (i) to update the Content in any way, or (ii) to provide to you information relating to any changes in circumstances, or new information that may have been available, after publication of the Content, notwithstanding that such updated information or changed
circumstances might have a material effect on any investment or investment strategy.
The Content is provided exclusively to you for informational purposes only and does not constitute any form of advice, recommendation, representation, endorsement or arrangement by us.
None of this report or part thereof shall be made available, forwarded, reprinted or in any way reproduced for reference or use by any other person. This report is not intended to be and should
not be relied upon in making (or refraining from making) any specific investment, purchase, sale or other decisions. Appropriate independent advice including that from qualified financial
advisers should be obtained before making any such decision.
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