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Economies of Sope are cost-saving 

externalties between product lines. 
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I. Introduction  

II. Economies of scope and the Theory of Costs  

 

                  

  0 < 𝑘 < 1; 𝑦𝑎𝑎𝑛𝑑 𝑦𝑏𝑜𝑛 𝑠𝑎𝑚𝑒 𝑜𝑢𝑡𝑝𝑢𝑡 𝑟𝑎𝑦 

𝐶[𝑘𝑦𝑎 + (1 − 𝑘)𝑦𝑏] > 𝑘𝐶𝑦𝑎 + (1 − 𝑘)𝐶𝑦𝑏 
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∗

                  

𝐶 (∑ 𝑣𝑗𝑦) <   ∑ 𝐶(𝑣𝑗𝑦)

 
𝑜𝑢𝑡𝑝𝑢𝑡 𝑣𝑒𝑐𝑡𝑜𝑟𝑠 𝑣𝑗 (𝑗 = 1, … , 𝑛): 𝑣1𝑦, 𝑣2𝑦, … , 𝑣𝑛𝑦; 𝑣𝑗 > 0 

𝐶(𝑣𝑦1, … , 𝑣𝑦𝑛)/ 𝑣 < 𝐶(𝑤𝑦1, … , 𝑤𝑦𝑛)/𝑤       𝑣 > 𝑤 

𝐶[𝑘𝑦𝑎 + (1 − 𝑘)𝑦𝑏] ≥ 𝑘𝐶𝑦𝑎 + (1 − 𝑘)𝐶𝑦𝑏   0 < 𝑘 < 1 
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III. Economies of Scope, Sharable Inputs and Organization 
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𝑉𝑖(𝑞𝑖, 𝐾)

𝑞𝑖 𝑝𝐾 = 𝑟

IV. Excess Capacity, Organizational Slack and Efficiency 

𝐶(𝑞1, 𝑞2) = min
𝐾

[𝑉1 (𝑞1, 𝐾) + 𝑉2(𝑞2, 𝐾) + 𝑟𝐾] 

𝑉𝑖(𝑞𝑖, 𝐾) ≡ 𝑓𝑖(𝑞𝑖)𝑔(𝐾), 𝑤𝑖𝑡ℎ 𝑔´ < 0,  

𝐶(𝑞1, 𝑞2) = 𝑟𝑇[
𝑓1(𝑞1)+𝑓2(𝑞2)

𝑟
]      𝑇´ > 0;   𝑇´´ < 0 
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