
Production and Production 
function 



 
Production 

 
 Production is the process of transformation of one or more 

inputs into one or more outputs.  

 Production is defined as the creation of utilities and not 

matter.  

In other words, it is the creation of want – satisfying goods 

and services.  

Utilities are created in four forms : (i) form utility, (ii) place 

utility  (iii) time utility and (iv) possession utility.  



A good may be transformed by changing its 
physical form (form utility), transporting it to 
another place (place utility) or being kept in store 
unit required (time utility).  

Production essentially means transformation of one 
or more inputs into one or more outputs or one set 
of goods into another set of goods.  

Gifts of nature are utilised by man in satisfying his 
wants and production is not complete unless the 
product reaches the consumer).  



Factors of production  

Land, Labour, Capital and Organisation are the four 

factors of production. These are required in almost every 

production process. These are used as basic ‘inputs’.  

These four essential inputs needed to undertake 

production are called factors of production.  

The factors of production have a price. They are not free 

goods and one has to pay for them. The payments made 

for the use of the four factors of production are known 

as rewards.  

 

 



Reward for factors of production  

 Factor                                        Reward 

 Land                                           Rent                

 Labour                                       Wage 

 Capital                                       Interest 

 Management                               Profit 

Enterprise/Entrepreneurship 



 
Characteristics of factors of 

production  

 

The four factors of production have some 

specific features which influence their use in 

production.  

 



Substitutability 
 One factor of production, say labour, may be 

substituted for another factor, say capital.  

 

Complementarity   
The use of one factor may cause use of another 

factor. For example, when more labour is used, 
more capital may be needed.  

 



Specificity  

A factor is said to be specific when it can be 
used for one purpose only. Spare parts of a 
machine, for example, may be specific for that 
machine only.  

Versatility 

When a factor could be used for all purposes, it is 
said to be versatile. However, in practice, some 
factors may not be completely versatile. Such 
factors with low versatility are called 
specialised factors.  

 



Production function 



Definition 



• All the above said assumptions apply in 
fisheries, for example aquaculture, as well. 

• The land is fixed. 

• The other factors of production like labour and 
capital do vary.  

• The technology adopted does not significantly 
change in the short run. 





Cobb-Douglas production function, 1927 



Cobb-Douglas production function 



Properties 





https://www.youtube.com/watch?v=lt6LpwBNSlM 



In economics, diminishing returns is the decrease in the marginal (incremental) 
output of a production process as the amount of a single factor of production 
is incrementally increased, while the amounts of all other factors of 
production stay constant. 










