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Practice exam question 

External economies of scale 
Mark Hage 

Check your answer to the question on p. 15 of the magazine. 

Sample answer 
A potential benefit of Amazon’s takeover of Deliveroo is that it may allow further diversification and 
growth in new markets. With Amazon stocking 250 million products, cheaper and more sustainable 
delivery methods, like Deliveroo’s bike service, may mean a signification reduction in costs for local 
deliveries. As a result, Amazon may be able to improve its local delivery services to up to 30 minutes 
after placing an order, leading to lower-cost deliveries, higher levels of customer satisfaction and more 
repeat purchases. This may increase Amazon’s market share of online delivery of goods, resulting in a 
much earlier payback of the £450 million investment in Deliveroo. However, there are likely to be 
diseconomies of scale, such as problems with internal communication between the two businesses, as 
Amazon is likely to have more layers of management and decision-making. Consequently, Deliveroo 
might not be able to sustain its competitive advantage against businesses such as Just Eat, leading to 
much lower growth and a much slower return on Amazon’s investment. 

Amazon may also benefit from agglomeration economies of scale. For example, Deliveroo’s delivery 
of fast food in built-up areas could tempt customers to also impulse-buy other items from Amazon, 
such as luxury beverages to accompany their orders. As a result of these synergies between both 
businesses, Amazon may be able to increase the sale price of such products, not only benefiting from 
increased profit margins but also maintaining similar costs of scale as deliveries are combined. This 
enhancement of customer choice may further increase the reputation and sales of both businesses by 
offering a USP that competitors such as Just Eat would find extremely difficult to match. 

In conclusion, Amazon could benefit from a far wider range of distribution methods to customers 
located in conurbations, such as London, as these customers are used to instant delivery of food and 
other products. This will create a barrier to entry for other businesses who are considering investing in 
distribution networks that are difficult to access through traditional methods. Amazon may also be able 
to further promote its green credentials by offering deliveries that are seen as carbon friendly (e.g. 
cycling). However, Amazon has only been able to purchase a 16% stake in Deliveroo, which may 
mean it is unable to fully realise its growth objectives if they conflict with those of the business, 
possibly ending up with fewer economies of scale. 

Sample examiner comment 
Mark: 12/12 (Level 4 — an excellent response fully focused on the question). 

A thorough knowledge and understanding are shown of the growth and economies of scale. 

Application is shown by using appropriate context that applies to the question. 
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Coherent and logical analysis is linked together, giving cause and effect of the positive and negative 
effects on growth and economies of scale for Amazon’s purchase of a stake in Deliveroo, using 
context-based quantitative and qualitative data for competing arguments. 

An evaluation of competing arguments with context is gained from the balanced arguments and 
counter arguments regarding growth and economies of scale and its links to Amazon’s increased 
sales. 
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