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3 Production

	I.

Nature & Stages of production.

II.

The division of labour.

III.
Factors of production : labour, capital, land, entrepreneur.


I. 
Nature & Stages of Production

Production is a process of utilizing resources to provide goods and services. It combines inputs to form outputs. 

Production includes :

· a change in form of resources, e.g. from wheat to flour, flour to cake.

· a change in place, e.g. from warehouse to the retail outlets.

· The provision of services, e.g. banking, education.

Stages of Production

Primary Production

It refers to the direct utilization of natural resources from nature and the production of foodstuff, e.g. mining, fishing, forestry and farming.

Secondary Production

It refers to the process of turning raw materials into semi-finished or finished products.

The major types of secondary production are manufacturing, construction industries and the provision of electricity, gas and water.

Tertiary Production

It simply refers to all types of provision of services. Examples are commercial & financial services like wholesaling and retailing ; as well as community, social and personal services.

It is very important to note that the three stages of production are inter-related. They are equally important to any economy because any one stage depends on the other two stages.

Production in Hong Kong

Hong Kong is recently developing into a regional service and commercial center and a high-valued-added manufacturing base. Our tertiary industries are developing very fast and become highly diversified. The primary production in Hong Kong is hindered by a lack of natural resources here. As a result, we had to import our secondary products and services to earn enough wealth to buy our imports of foodstuffs and raw materials.

II.

The Division of Labour



The division of labour means that workers specialize in some particular parts of the production process. The purpose is to increase the efficiency in production as well as the productivity of workers.


There are 3 types of division of labour :


Simple Division of Labour


The workers specialize in producing a good or service. They are responsible to the whole production process. In a primitive society, men hunt and women cook.


Complex Division of Labour


The workers specialize in a particular stage of the production process. Many factories have marketing, accounting, and production departments to provide services to customers.


Regional Division of Labour


The workers in a country or a region specialize in producing a good or service. Such type of division of labour is not common nowadays.


Division of labour is one type of specialization. A firm can specialize in utilizing capital and land. In fact, specialization could be used in other activities.


Advantages of Division of Labour

· It increases labour productivity. Practice makes perfect.

· There is the economy of time. Specialized task is easier to learn and perform. It saves time on training of new learners.

· There is the economy of capital goods. Less tools and equipment are needed because a worker could specialize in a definite task with definite tools.

· It is easier to practise mechanization. The invention of machines is easier as the working procedures become standardized and simpler. Mechanization, in turn, raises efficiency and productivity. The safety of labour is increased with more machines.

· Due to mass production, there are a wider variety of goods and services for customers to choose. Consumers have more leisure, i.e. their standard of living is higher.

Disadvantages of Division of Labour

· Due to repeated working procedures, workers may feel boring or monotonous. This sense of dissatisfaction will lower productivity and job satisfaction.

· The specialized workers are more difficult to change jobs. The risk of unemployment may be greater (?), e.g. the case of manufacturing workers in Hong Kong recently.

· Mechanization means standardized products. The craftsmanship and special skills of traditional workers may decline and become worse.

· The division of labour requires a high degree of inter-dependence among the various parts of the production process. The existence of bottleneck will cause a chain effect and leads to a delay in production.

· Specialization is limited by the size of the market. 
As specialization leads to a higher level of production and the production level is based on the size of a market. If the market is not large enough, a higher level of production is not necessary.

III.
Factors of Production

 

In economics, resources include natural resources, man-made resources and human resources. They are called factors of production.


Labour


Labour refers to the human effort - both physical (muscle power) and mental (intellectual power) effort - put in production. In fact, it is very difficult to distinguish between physical and mental effort in many cases.


The Supply of Labour


It is affected by :

· The population size and distribution of population, i.e. the amount of labour available at a certain period and the amount of working people in the population.

· The unemployment rate, which inversely affects the level of labour supply.

· The level of productivity which directly affects the level of labour supply.

· The number of working hours which directly affects the level of labour supply.

The Quality of Labour

Labour performance is very difficult to measure especially when the ability of labour had to be valued in money terms. Workers always have different levels of skills, abilities and efficiency.

Labour productivity – defined as the value or number of output per unit of time – can be improved by the following conditions :

· education and training of the company ;

· more efficient methods of production in management and organization of resources ;

· better working conditions like ventilation and lighting ;

· the degree of specialization used in production ;

· the provision of labour welfare to raise morale and efficiency.

The Mobility of Labour

Labour differs from other types of factors of production because they can decide to change their jobs directly.

Geographical Mobility

It refers to the change in jobs from one place to another. The means of transport and places for accommodation are important factors considered by an employee in changing jobs.

Occupational Mobility

It refers to the change of occupation of labour. The trade unions or professional bodies often prevent labour to change their jobs.

In Hong Kong, it is obvious that geographical mobility is not so important as compared with occupational mobility. It is difficult to become a lawyer or a doctor but it would be much easier to work far from the flat of an employee.

Wages

Wages are the income or reward of workers for their labour services. There are mainly 3 types of wage payment :

Time Rate

This wage payment is based on the working time. Most types of service provision are difficult to measure the value involved. This rate is used as a result.

Piece Rate

The payment is based on the amount of goods produced. It is used when the output is easily measured.

Profit-sharing Scheme

The payment is based on a certain amount of profit of the firm. It is often used together with other types of payment. Many firms will give a basic salary to workers as well as a year-end bonus, which is usually a percentage of the profit of that year. Workers then have more incentive to work hard.

Nowadays, there are many other types of payment or rewards to workers. For example, tips are often used in Hong Kong to provide incentive to workers. The use of share option is also another new type of reward.

Capital

Capital refers to the stock of man-made resources used in production. 

In economics, capital is also a kind of wealth that refers to anything valuable to at least one 

person. 

Social Capital

It refers to the capital owned by the state or society, e.g. airport, flyovers.

Private Capital

It refers to those privately owned capital. It may take the form of :

· Fixed Capital – It has a long lifetime of use, i.e. durable over a period of time. A power station and a water dam are good examples.

· Circulating or Working Capital – It changes its form during production. The raw materials and components in production are examples.

· Liquid Capital – It refers to the amount of money used to acquire physical goods.

The use of capital (capital consumption) allows more output obtained in the future, that is why we could have capital formation. However, it lowers the present amount of consumption goods. There is a cost in producing capital, i.e. there is a cost in carrying out investment. We have to sacrifice our present consumption in order to enjoy in the future.


Do you think that you are forming capital by receiving education ?

Land

It refers to all the natural resources including fish, rivers, forests and ocean life etc.

· Land is fixed in supply at a particular moment. It cannot be increased by manpower.

· Land has no cost of production because it is provided by nature. There is still a cost in obtaining any natural resources.

· Land is geographically immobile. Once we transport it, it becomes capital.

For example, forest is land but timber is capital already.

As a tradition, the return or payment of land is called rent, which carries a different meaning from now on.


Entrepreneur

This refers to another type of human resources. It is different from labour in 2 important ways.

Risk-bearing

The entrepreneur is liable to any profit or loss of the firm.

Decision-making / Organization & Management

It had to organize, control and direct the production process.

In a small firm, the owner decides the What, How & For Whom to produce problems.

In a large firm, the shareholders bear the risk and the board of directors makes decisions on production and management.

Some economists use the term ‘profit’ to describe the return of the entrepreneur. It is similar to bonus or even dividends of the shareholders.

It is in fact, that part of revenue left behind for the managers or owners after all costs of production had been deducted out.

Resources in Hong Kong

Hong Kong is scarce in natural resources though we are in a good location and have a good harbour. We also have a hard-working labour force but the wage rates are already high relative to the nearby South East Asian regions. H. K. has a pool of efficient entrepreneurs. They have contributed much to the development of Hong Kong to become an international financial and trade center. Capital funds are available with a developed financial market supported with banks and financial companies to attract foreign investment in Hong Kong.
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