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add up, permitting larger enterprises to have either lower prices or
larger profits, or both. Small retail stores have long had difficulty
surviving in competition with large chain stores charging lower prices,
whether A & P in the first half of the twentieth century, Sears in the
second half, or Wal-Mart in the twenty-first century. The higher costs
per unit in the smaller stores will not permit them to charge prices as
low as the big chain stores’ prices.

Advertising has sometimes been depicted as simply another cost
added on to the cost of producing goods and services. However, in so
far as advertising causes more of the advertised product to be sold,
economies of scale can reduce production costs, so that the same
product may cost less when it is advertised, rather than more.
Advertising itself of course has costs, both in the financial sense and in
the sense of using resources. But it is an empirical question, rather than
a foregone conclusion, whether the costs of advertising are greater or
less than the reductions of production costs made possible by the
economies of scale which it promotes. This can obviously vary from
one firm or industry to another.

Diseconomies of Scale

Economies of scale are only half the story. If economies of scale
were the whole story, the question would then have to be asked: Why
not produce cars in even more gigantic enterprises? If General Motors,
Ford, and Chrysler all merged together, would they not be able to
produce cars even more cheaply and thereby make more sales and
profit than when they produce separately?

Probably not. There comes a point, in every business, beyond
which the cost of producing a unit of output no longer declines as the
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