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The End of Cheap 
Labor

  Productivity means doing more with less – 
producing the same volume of goods or 
services for less. Improving productivity is 
the essence of modern economics. If all 
prices remain the same, then, with the 
same income we can only buy the same 
amount of goods and services. If some 
items become less expensive, we will 
have money left over to buy additional 
goods and services, which will create a 
demand for new goods and services, 
which will keep the whole cycle going. We 
need to keep making things cheaper. 

In the last 30 years there have been two 
main drivers of productivity: computers 
and cheap labor. Of course, process 
professionals have done their bit, finding 
more logical sequences in which to do 
things and eliminating unnecessary 
activities. But, their contributions, 
however important in specific instances, 
have been very small compared to the 
massive benefits derived from automation 
and cheap labor. 

Computing, of course, has changed 
everything. Computing is the third phase 
of the industrial revolution that began in 
1775 with steam, entered a new phase in 
1900 with the use of gasoline and 
electricity, and entered still another phase 
in 1950 with the invention of computers 
and modern communication media, and 
the automation and more effective 
management of information. Companies, 
today, routinely handle vast amounts of 
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information that would, in the recent 
past, have required hordes of file clerks 
and bookkeepers. Equally important, we 
have been able to systematically improve 
the efficiency and effectiveness of our 
computing systems. As the well-known 
Moore’s Law has it – every 18 months we 
either double our ability to process data, 
or we halve the cost of processing the 
same amount of data. Either way, it has 
resulted in a continuing revolution – an 
exponential increase in productivity that 
is still increasing, although it is likely to 
reach its physical limits in the next 
decade or so. 

We all talk about innovation and can cite 
lots of examples where technology has 
introduced vast changes which often save 
significant amounts of money. In spite of 
specific examples to the contrary, 
however, of all the technological changes, 
only the computing revolution has 
generated anything like the huge boost in 
productivity we associate with Moore’s 
Law. 

The other source of major productivity 
gains comes from cheap labor. In the 
Nineties, cheap manufacturing labor 
became available from China when China 
began to be integrated into the world 
economic system. In software 
development, the cheap labor was found 
in India, also in the Nineties, when the 
computing and communication 
technologies made it relatively easy to 
outsource application development to 
India. Both cases are somewhat unique. 
China, for example, had (1) inexpensive 
land near Hong Kong, (2) labor that was 
disciplined and skilled, (3) a sophisticated 
shipping and financial center in Hong 
Kong, and (4) Taiwanese entrepreneurs 
who already knew how to manufacture for 
export. A slightly different, but equally 
unique mix existed in India with (1) an 
education system tuned to produce highly 
skilled technical developers with English 
language skills, and (2) a body of 
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entrepreneurs who had learned to 
develop software while working in the US 
and Europe. 

Today, labor costs in both India and China 
are rising in excess of 5% a year. The era 
of cheap labor, in both countries, is 
rapidly drawing to a close. There are 
some options to keep manufacturing 
prices down. Some jobs will be moved 
further inland into poorer, rural areas of 
China and that will slow rising labor costs 
for a brief period. Some have talked of 
moving to other areas with cheap labor, 
but none offer the combination of 
advantages that China offered in the 
Nineties. The US has already tried to 
outsource jobs to Mexico, for example, 
and Japan has tried to outsource to the 
Philippines and Indonesia. In neither case 
do the results compare with what was 
available in China. 

Predictably, the Chinese will now try to do 
what the US has done over the past few 
decades. They will invest in IT systems to 
reduce the amount of labor required for 
manufacturing. And, they will begin to 
study how process improvement 
technologies can increase the yield and/or 
reduce the labor required for specific 
processes. Undoubtedly, there are huge 
inefficiencies at Chinese factories. They 
were set up quickly and relied on very 
cheap labor. As US companies do in boom 
times, they hired labor quickly to deal 
with rising demands. As costs rise and 
competition increases, Chinese companies 
will begin to invest more in automation 
and in process improvement programs. At 
the moment, one hears little about 
Business Process Management, Six Sigma 
or Lean from Chinese sources, but that 
will probably change in the near future. 

India, on the other hand, has already 
developed quite a bit of sophistication in 
process improvement. Several of the 
leading Indian software companies are 



already certified CMMI Level 5 
organizations. The steady rise in the cost 
of Indian programmers will begin to slow 
outsourcing to India. However, I suspect, 
given their expertise, they will soon be at 
the cutting edge in the creation of BPMS 
applications, using software to make their 
existing software development processes 
even more efficient. In India’s favor, US 
colleges are turning out fewer science and 
math majors, and the leading Indian 
universities are producing record numbers 
of highly skilled graduates capable of 
programming. This will certainly help 
India hold on to the edge it has 
established in programming for awhile. 

The bottom line, however, is that 
computing miracles and cheap labor will 
be contributing less to productivity in the 
course of the coming decade, and even 
less in the years thereafter. At the same 
time, there are new costs that all 
organizations will have to face – costs 
involved in retooling to reduce 
environmental impacts and to create 
more sustainable processes. Everyone, 
everywhere, is going to have to work 
smarter if we are to maintain the steady 
increases in productivity that we have 
grown accustomed to in the past few 
decades. 

I believe that business process 
management can contribute significantly 
to increasing productivity. It won’t be a 
narrow view of process change that 
focuses on a specific technique or 
incremental improvements in quality, 
however. Large scale improvements in 
productivity will depend on a new attitude 
on the part of business managers - a 
willingness to think of an organization as 
a set of processes that can be 
understood, managed, measured and 
constantly improved. It will include a 
willingness to experiment boldly and to 
use new software to model and measure 
processes as they occur, in real time, 
making adjustments as needed to assure 



the most efficient output. Practitioners 
will need to start thinking in a more 
comprehensive manner. We need 
methodologies that embrace Lean and Six 
Sigma, automation, business rules, and 
process redesign. We need ways to think 
about the entire organization as a whole, 
and to organize our management systems 
and interventions in the most efficient 
manner. 

We are reaching the end of a period of 
“easy” productivity gains. The harder 
work of understanding and engineering 
productivity gains, one innovation and 
one process improvement at a time, will 
be required in the future. 

Till next time, 

Paul Harmon 

BPTrends Linkedin Discussion Group 
We created a BPTrends Discussion Group 
on Linkedin to allow our members, 
readers and friends to freely exchange 
ideas on a wide variety of BPM related 
topics. We encourage you to initiate a 
new discussion on this publication or on 
other BPM related topics of interest to 
you, or to contribute to existing 
discussions. Go to Linkedin and join the 
BPTrends Discussion Group. 
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