
ADVANTAGES AND DISADVANTAGES OF ECONOMIES OF SCALE

The size of your firm affects how profitable you are. Economies of scale are the cost reductions that occur when you
increase the size of your physical space and .

Some companies take the risk of buying resale goods in bulk in the hopes that sales volume increases.
Specialization Advantages of economies of scale are many, but the most significant is specialization. Danger
of Over-Production: The large scale organisation results in over production at times, so demand cannot be
properly estimated. When you do so, your cost structure falls. Lack of Adaptability: As huge capital is
invested in the large scale production, it is very difficult to bring about a change in the scale of production
according to the circumstances. Seddon claims that arguments for an economy of scale are a mix of a the
plausibly obvious and b a little hard data, brought together to produce two broad assertions, for which there is
little hard factual evidence. Conversely, an industry exhibits an external economy of scale when costs drop
due to the introduction of more firms, thus allowing for more efficient use of specialized services and
machinery. A crude estimate is that if the capital cost for a given sized piece of equipment is known, changing
the size will change the capital cost by the 0. At last, prices fall and depression sets in. Marginal Autonomy
With the increase in the size of the firm, different departments must be given the power of decision-making. A
manufacturer may produce more goods to sell to achieve these benefits, but if she's unable to sell the
production run, she may have to throw out or discount the extra items, reducing her gross profit. Also, the
efficiency increases with size. With the division of labour per worker output increases. Heat losses from
industrial processes vary per unit of volume for pipes, tanks and other vessels in a relationship somewhat
similar to the square-cube law. So, all the advantages of the use of machinery are available. In this scenario, a
10 percent increase in resources could result in a 15 percent increase in productivity. However, operating with
emphasis on economies of scale does put pressure on your company to perform. Suppose, there are two
different factories, each producing units of a commodity. These are generally the result of large scale
production and are associated with the advantages of localisation. They give importance to the bigger firms.
Greater Market Potential Economies of scale often coincide with a company's efforts to ramp up customer
demand.


