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Production is the process of making or manufacturing goods and products from raw

materials or components. In other words, production takes inputs and uses them to create an
output which is fit for consumption — a good or product which has value to an end-user or
customer.

so we know that production is the process of making products from raw materials, but
production also has economic value because it is creating an output which has a value and will
satisfy human wants and needs.Inputs don’t have to be raw materials either. An input can also
be immaterial or intangible, for example, manufacturing plans or technical and industry know-
how.

Factors of production is an economic concept that refers to the inputs needed to produce
goods and services. The factors are land, labor, capital, and entrepreneurship. In factors of
production, the word “production” refers to a process of transforming inputs into outputs,
which are finished products that can be sold as a good or service.

1- Land as a Factor of Production

Land (nature) is a broad term that includes all the natural resources that can be found
on land, such as oil, gold, wood, water, and vegetation. Natural resources can be divided into
renewable and non-renewable resources.Renewable resources are resources that can be
replenished, such as water, vegetation, wind energy, and solar energy.Non-renewable
resources consist of resources that can be depleted in supply, such as oil, coal, and natural gas.

All resources, whether it is renewable or non-renewable, can be used as inputs in
production in order to produce a good or service. The income that comes from using land and
its natural resources is referred to as rent. Besides using its natural resources, land can also be
utilized for various purposes, such as agriculture, residential housing.

2-Labor as a Factor of Production

Labor as a factor of production refers to the effort that individuals exert when they
produce a good or service. Labor itself includes all types of labor performed for an economic
reward, such as mental and physical exertion. The value of labor also depends on human
capital, Productivity is measured by the amount of output someone can produce in each hour
of work. The income that comes from labor is referred to as wages. The following are several
characteristics of labor in terms of being a factor of production:

1- labor is considered to be heterogeneous, which refers to the idea of how the efficiency
and quality of work are different for each person. It differs because it depends on an
individual’s unique skills, knowledge, motivation, work environment



2-Additionally, labor is also perishable in nature, which means that labor cannot be
stored or saved up.

3-Capital as a Factor of Production

Capital, or capital goods, as a factor of production, refers to the money that is used to
purchase items that are used to produce goods and services. Other examples of capital goods
include computers, machines, properties, equipment. The income that comes from capital is
referred to as interest.

4- Entrepreneurship as a Factor of Production.

Entrepreneurship as a factor of production is a combination of the other three factors.
Entrepreneurs use land, labor, and capital in order to produce a good or service for consumers.

Entrepreneurship is involved with establishing innovative ideas and putting that into
action by planning and organizing production. Entrepreneurs are important because they are
the ones taking the risk of the business and identifying potential opportunities. The income
that entrepreneurs earn is called profit.
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