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Factors Of Production

You May Also Like (Sponsored):  12 Steps to Prepare for Retirement

What are 'Factors Of Production'
Factors of production is an economic term that describes the inputs that are
used in the production of goods or services in order to make an economic
profit. The factors of production include land, labor, capital and
entrepreneurship. These production factors are also known as management,
machines, materials and labor, and knowledge has recently been talked
about as a potential new factor of production.

BREAKING DOWN 'Factors Of Production'
Factors of production include any resource needed for the creation of a good
or service. At the core, land, labor, capital and entrepreneurship encompass
all of the inputs needed to produce a good or service. Land represents all
natural resources, such as timber and gold, used in the production of a good.
Labor includes all of the work that laborers and workers perform at all levels of an organization,
except for the entrepreneur. The entrepreneur is the individual who takes an idea and attempts to
make an economic profit from it by combining all other factors of production. The entrepreneur also
takes on all of the risks and rewards of the business. Capital is made up of all of the tools and
machinery used to produce a good or service.

An Encompassing Example of the Four Factors of Production
O�en times, a good or service uses each one of the four factors of production in the generation of its
output. If, for example, a young technology developer senses the need to create a new social media
tool, in this case, Facebook. He becomes an entrepreneur when he assumes the risk of the idea's
success or failure. Mark Zuckerberg allocates his hour toward this new venture, and by coding the
minimum viable product himself, he is the only factor of production.

The product begins to take shape, and the young entrepreneur soon realizes that he needs help
building the product, and along with co-founder Eduardo Saverin, goes out to recruit additional
employees. He hires two people, an engineer (Dustin Moskovitz) and a spokesperson (Chris Hughes),
who both allocate hours to the project, meaning that each one of the hours they invest becomes a
factor of production. Zuckerberg also decides that they'll need to rent server space to continue
developing the product, and charges 10,000 users $85 a month, and the cash that's invested also
becomes a factor of production.

At first, there is no need for land. However, as the business continues to grow, the product becomes
very reliant on server space, which is needed to make the product function. Zuckerberg decides to
use his own money to increase the rented server space. Eventually, Facebook needs their own data
center to meet growing demand, and since the servers are made from silicone and take up
warehouse space, and they become the final factor of production.
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An entrepreneur is an individual who, rather than working as an employee, founds and runs a small
business, assuming all the risks and rewards of the venture. The entrepreneur is commonly seen as
an innovator, a source of new ideas, goods, services and business/or procedures.

Entrepreneurs play a key role in any economy. These are the people who have the skills and
initiative necessary to anticipate current and future needs and bring good new ideas to market.
Entrepreneurs who prove to be successful in taking on the risks of a startup are rewarded with
profits, fame and continued growth opportunities. Those who fail su�er losses and become less
prevalent in the markets.

BREAKING DOWN 'Entrepreneur'
Entrepreneurship is one of the resources economists categorize as integral to production, the other
three being land/natural resources, labor and capital. An entrepreneur combines the first three of

 

 SHARE+ SUBSCRIBE

What does it take to land your dream job?
SPONSORED BY FIDELITY

 

https://adclick.g.doubleclick.net/pcs/click?xai=AKAOjss8KxqM7GEMY5YDotAeXzpXdKn_TyeFlF_3dhSn6twGGDevy3xipacwVMcEEJAjYpZgXhb7mKSd761i7S-8xCy-YfltiDZS9pneSTcs7z5Ys9OTTYQDz8OnR5Hxxf_uz6S9Wryuy07OMur7y6V1LrI5J4Ips-MPnr7FJxfUqdcOrARJB-KE9f81Ix2ZulOCWZO7m6C3E4TWFOE9A9wKDMhCBkFq9fbFSih3Gw7vKY9w5LrqAGnpwOHxlEb3_u82JWD1RpE8fFoT82Zme_3ZAE10PrZKDSRMlb9c0GXfV4whRu0r8UrdIuo&sig=Cg0ArKJSzD5bI5CpLQJhEAE&urlfix=1&adurl=https://ad.doubleclick.net/ddm/trackclk/N9515.110872INVESTOPEDIAUS1/B20178320.205682417;dc_trk_aid=406108353;dc_trk_cid=92452682;dc_lat=;dc_rdid=;tag_for_child_directed_treatment=
https://adclick.g.doubleclick.net/pcs/click?xai=AKAOjssD_q1boqPGADn8sWqu1ykB2TTSlsQtsRSKt7jWVq-8vCbr98IcVaUm3Ldr3cvBjOlT_dKZjTKRbl75YtJiKIsRw7CnzLajdakEaerqNtAGUgvdypDWzkBLkHfU-6lTVtyvtFpLUUmmo6V_nke0OLXqJmtYuF6rueGR81azjv0xFDapPnLM5TYw4LYQdvnE4D6UXu8bGArQnbeKNOvvzz_XVfc49kZZZimUxplzD5-zW6hzWDxWPq9uyRNBkx7ILxmzNRFbPXrLBgdIClWddq9FTZ2PjBWzrP-JXbA-0w&sig=Cg0ArKJSzOcohsUkemEAEAE&urlfix=1&adurl=https://academy.investopedia.com/products/become-a-day-trader?aca_ref=dfp-529806414-138207752546
https://adclick.g.doubleclick.net/pcs/click?xai=AKAOjssD_q1boqPGADn8sWqu1ykB2TTSlsQtsRSKt7jWVq-8vCbr98IcVaUm3Ldr3cvBjOlT_dKZjTKRbl75YtJiKIsRw7CnzLajdakEaerqNtAGUgvdypDWzkBLkHfU-6lTVtyvtFpLUUmmo6V_nke0OLXqJmtYuF6rueGR81azjv0xFDapPnLM5TYw4LYQdvnE4D6UXu8bGArQnbeKNOvvzz_XVfc49kZZZimUxplzD5-zW6hzWDxWPq9uyRNBkx7ILxmzNRFbPXrLBgdIClWddq9FTZ2PjBWzrP-JXbA-0w&sig=Cg0ArKJSzOcohsUkemEAEAE&urlfix=1&adurl=https://academy.investopedia.com/products/become-a-day-trader?aca_ref=dfp-529806414-138207752546
https://adclick.g.doubleclick.net/pcs/click%253Fxai%253DAKAOjsthjd5Gj6YbxK7qr24NGKvl45UrKyCtt2xGtoN3uxFEH06_S1J-WVhapD7raTaNV7M24ZI408pjxh7tD-RYNjLyElbt31RcVsoJpKWNffZp7BVS58TXG4Zx11jqLG3Zl365ZEaPzk_fgzLO_xo3K_yGQ8AUfh4Bf-xDXVAqiomUGJEnikhcdTVf3KRClJOePBMYhqAA40g71PBh6eOaKxuMKGX0AvzEu6fMSRVeW22SBOa1VEbzWAktUbaZfmFjMw-a9Mzbp8SrDb5I9oi6idIsJY7cA3a7k4pOcLV3EqbMlGE%2526sig%253DCg0ArKJSzLS8f5vmi-EtEAE%2526urlfix%253D1%2526adurl%253Dhttp://bcp.crwdcntrl.net/5/c=4736/b=35328234?https://ad.doubleclick.net/ddm/clk/321849512%3B151186951%3Bh
https://adclick.g.doubleclick.net/pcs/click%253Fxai%253DAKAOjsthjd5Gj6YbxK7qr24NGKvl45UrKyCtt2xGtoN3uxFEH06_S1J-WVhapD7raTaNV7M24ZI408pjxh7tD-RYNjLyElbt31RcVsoJpKWNffZp7BVS58TXG4Zx11jqLG3Zl365ZEaPzk_fgzLO_xo3K_yGQ8AUfh4Bf-xDXVAqiomUGJEnikhcdTVf3KRClJOePBMYhqAA40g71PBh6eOaKxuMKGX0AvzEu6fMSRVeW22SBOa1VEbzWAktUbaZfmFjMw-a9Mzbp8SrDb5I9oi6idIsJY7cA3a7k4pOcLV3EqbMlGE%2526sig%253DCg0ArKJSzLS8f5vmi-EtEAE%2526urlfix%253D1%2526adurl%253Dhttp://bcp.crwdcntrl.net/5/c=4736/b=35328234?https://ad.doubleclick.net/ddm/clk/321849512%3B151186951%3Bh
https://adclick.g.doubleclick.net/pcs/click%253Fxai%253DAKAOjsthjd5Gj6YbxK7qr24NGKvl45UrKyCtt2xGtoN3uxFEH06_S1J-WVhapD7raTaNV7M24ZI408pjxh7tD-RYNjLyElbt31RcVsoJpKWNffZp7BVS58TXG4Zx11jqLG3Zl365ZEaPzk_fgzLO_xo3K_yGQ8AUfh4Bf-xDXVAqiomUGJEnikhcdTVf3KRClJOePBMYhqAA40g71PBh6eOaKxuMKGX0AvzEu6fMSRVeW22SBOa1VEbzWAktUbaZfmFjMw-a9Mzbp8SrDb5I9oi6idIsJY7cA3a7k4pOcLV3EqbMlGE%2526sig%253DCg0ArKJSzLS8f5vmi-EtEAE%2526urlfix%253D1%2526adurl%253Dhttp://bcp.crwdcntrl.net/5/c=4736/b=35328234?https://ad.doubleclick.net/ddm/clk/321849512%3B151186951%3Bh
https://adclick.g.doubleclick.net/pcs/click%253Fxai%253DAKAOjssn6c1a-u6V94mLiAFFFJJHjJeQEZZbWGajCG1biXBs1fWWl0xJ4Cxzsc0O7dhO5-ILpLV-7pLU5Jq3aBZS094c36JoYRDjlJrsQq3EEjH5_xxFoCgWZNnSwHBEA53dNnLJeNTrFyA3aZbwMNBvecCLlqcgJiptwvacfP-jP2UJMKt37NPrsBLGdabqfNl3UWl3vLM7hhb6ZZi_DTUil0-IVGJEDob92u3tKveZ7EKvCiWOqO86C1LPOaQcmmCFDEvBojIokQwBNp3BqqQcQjq__xUe4v-HHGmrdjUWUk8oIPI%2526sig%253DCg0ArKJSzHHTHUFQglcYEAE%2526urlfix%253D1%2526adurl%253Dhttp://bcp.crwdcntrl.net/5/c=4736/b=35328234?https://ad.doubleclick.net/ddm/trackclk/N6036.Investopedia.com/B10732953.143429578%3Bdc_trk_aid%3D316054915%3Bdc_trk_cid%3D77994244%3Bdc_lat%3D%3Bdc_rdid%3D%3Btag_for_child_directed_treatment%3D1,000
https://adclick.g.doubleclick.net/pcs/click%253Fxai%253DAKAOjssn6c1a-u6V94mLiAFFFJJHjJeQEZZbWGajCG1biXBs1fWWl0xJ4Cxzsc0O7dhO5-ILpLV-7pLU5Jq3aBZS094c36JoYRDjlJrsQq3EEjH5_xxFoCgWZNnSwHBEA53dNnLJeNTrFyA3aZbwMNBvecCLlqcgJiptwvacfP-jP2UJMKt37NPrsBLGdabqfNl3UWl3vLM7hhb6ZZi_DTUil0-IVGJEDob92u3tKveZ7EKvCiWOqO86C1LPOaQcmmCFDEvBojIokQwBNp3BqqQcQjq__xUe4v-HHGmrdjUWUk8oIPI%2526sig%253DCg0ArKJSzHHTHUFQglcYEAE%2526urlfix%253D1%2526adurl%253Dhttp://bcp.crwdcntrl.net/5/c=4736/b=35328234?https://ad.doubleclick.net/ddm/trackclk/N6036.Investopedia.com/B10732953.143429578%3Bdc_trk_aid%3D316054915%3Bdc_trk_cid%3D77994244%3Bdc_lat%3D%3Bdc_rdid%3D%3Btag_for_child_directed_treatment%3D1,000
https://adclick.g.doubleclick.net/pcs/click%253Fxai%253DAKAOjssn6c1a-u6V94mLiAFFFJJHjJeQEZZbWGajCG1biXBs1fWWl0xJ4Cxzsc0O7dhO5-ILpLV-7pLU5Jq3aBZS094c36JoYRDjlJrsQq3EEjH5_xxFoCgWZNnSwHBEA53dNnLJeNTrFyA3aZbwMNBvecCLlqcgJiptwvacfP-jP2UJMKt37NPrsBLGdabqfNl3UWl3vLM7hhb6ZZi_DTUil0-IVGJEDob92u3tKveZ7EKvCiWOqO86C1LPOaQcmmCFDEvBojIokQwBNp3BqqQcQjq__xUe4v-HHGmrdjUWUk8oIPI%2526sig%253DCg0ArKJSzHHTHUFQglcYEAE%2526urlfix%253D1%2526adurl%253Dhttp://bcp.crwdcntrl.net/5/c=4736/b=35328234?https://ad.doubleclick.net/ddm/trackclk/N6036.Investopedia.com/B10732953.143429578%3Bdc_trk_aid%3D316054915%3Bdc_trk_cid%3D77994244%3Bdc_lat%3D%3Bdc_rdid%3D%3Btag_for_child_directed_treatment%3D1,000
https://www.investopedia.com/university/small-business/
https://www.investopedia.com/terms/e/economy.asp
https://www.investopedia.com/terms/r/risk.asp
https://www.investopedia.com/terms/s/startup.asp
https://www.investopedia.com/terms/p/profit.asp
https://www.investopedia.com/terms/c/capital.asp
https://www.facebook.com/dialog/share?app_id=371867692868423&display=popup&href=http%3A%2F%2Fwww.investopedia.com%2Fterms%2Fe%2Fentrepreneur.asp%3Futm_source%3Dfacebook%26utm_medium%3Dsocial%26utm_campaign%3Dshareurlbuttons&redirect_uri=http%3A%2F%2Fwww.investopedia.com%2Fmisc%2Fcallback%2Ffacebook%2F
https://adclick.g.doubleclick.net/pcs/click%253Fxai%253DAKAOjsu2rg5c_W6y09BEv_jp8SxQbyaeaGQiSBvDuNGEbsX38abfJdsxZ6x1tQUwR2RHoHoWkB7LvQItvMSZzP-LucRs3MjB-dqujpz_mc66r9nKsIpq-sp8AUivb7VOmgGDBfHathEVkO5nxu5pcs3dlIOVK_GMhsQ86YiCmcYLRVZUZRppC0YDyOWyO4oU0A-dmhcaa5hFvZWYG4Fy3moIdYEE9azxsrmsDpsY3_PgmkhCn-hKsvYiBVZUfJrac3rdxS_ZrxqkuGhUvlidBwQfiE4t-P9K6ob2WwUe8t7-xnaxyqU%2526sig%253DCg0ArKJSzLI0M98G1ToLEAE%2526urlfix%253D1%2526adurl%253Dhttp://www.investopedia.com/sponsored/?prx_t=kIoCAAAAAAybcDA
https://www.investopedia.com/
https://www.investopedia.com/


11/11/2017 Factors Of Production

https://www.investopedia.com/terms/f/factors-production.asp 3/3

these to manufacture goods or provide services. He or she typically creates a business plan, hires
labor, acquires resources and financing, and provides leadership and management for the business.
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