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  Economies of Scale refer to the cost advantage experienced by a firm when 

 The advantage arises due to the inverse relationship between per-unit fixed cost and the 

quantity produced 

 The greater the quantity of output produced, the  

 Economies of scale also result in a fall in average variable costs (average non-fixed 

costs) with an increase in output 

  This brought about by operational efficiencies and synergies as a result of an increase in 

the scale of production 
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It reduces the per-unit fixed cost - As a result of increased production, the fixed cost gets 

spread over more output than before 

It reduces per-unit variable costs-  This occurs as the expanded scale of production 

increases the efficiency of the production process 
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Internal Economies of Scale - Economies that are unique to a firm  

  For instance, a firm may hold a patent over a mass production machine, which allows it to 

lower its average cost of production more than other firms in the industry 
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External Economies of Scale - Economies of scale enjoyed by entire industry  

For instance, suppose the government wants to increase steel production.  

In order to do so  the government announces that all steel producers who employ more than 

10k workers will be given a 20% tax break , Thus firms employing less than 10k workers can 

potentially lower their average cost of production by employing more workers.  

This is an example of an external economy of scale – one that affects an entire industry or 

sector of the economy 
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1. Purchasing 

Firms might be able to lower average costs by  required for the production 

process in bulk or from special wholesalers  

2. Managerial 

Firms might be able to lower average costs by  within 

the firm and they  hire better skilled or more experienced managers 

3. Technological 

A  might drastically change the production process , For instance 

fracking completely changed the oil industry a few years ago and now they are affraid to invest 
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4. Markeitng 

Firms might be able to lower average costs by  on 

Tv and newspaper acroos a large level of output. 

5. Research and Development economies 

Firms might be able to lower average costs when developing 
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 A local skilled labour force is available. 

 Specialist and local back up firms can supply parts and services. 

 An area has an good transportation network. 

 An area has excellent reputation for producing particular goods.  
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 A big firm can spread risks and can often eliminate them 

  It can be done  by diversifying output 

 Diversification imparts it strength and stability and makes it less vulnerable to changes 

in commercial fortune 

  There is also diversification of markets, sources of supply, and processes of 

manufacture. 

 Internal Disconomies of scale 

 External disconomies of scale. 
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The disadvantages of large scale production that can lead to increasing average costs 

Problems of management 

Maintaining effective communication 

Co-ordinating activities 

De-motivation and alienation of staff 

Divorce of ownership and control 
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Ocuur when too many firms in one area. 

Scarce of labour result in higher wages. 

Land and factories become scarce and rent begin to rise. 

Transportation cost also increases. 
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What are the things are required to manufacture bread ?  

 Match  with the Factor  of Production 
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Land Wheat  

Labour Farmer, baker 

Capital Tractor, oven, bakery 

Enterprise Cuisine de France 
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THANK YOU 
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