AMPLIFA PROCUREMENT GLOSSARY

Economies of scale: exploiting volume
advantages in procurement strategically

Economies of scale describe the savings per unit when a larger quantity is procured, manufactured
or processed. For technical buyers, they are a central lever for reducing unit costs without
jeopardising quality or delivery reliability. This article explains how economies of scale arise, how
they can be made measurable and what risks accompany volume bundling and capacity
commitments.

Key facts

» Economies of scale occur when the cost per unit falls with increasing quantity, typically through
fixed-cost distribution, discount tiers and better capacity utilisation.

* In procurement, they arise above all through volume consolidation, framework agreements and
bundling across sites.

» In practice, unit prices for high purchase quantities often fall by single- to double-digit percentages
compared with small-volume procurement.

« Scale advantages are associated with dependency and volume risks, which are managed through
dual sourcing and tiered call-off agreements.

« Key metrics are Purchase Price Variance (PPV), material cost share and price reduction per
bundling measure.

* Economies of scale only work if demand is properly consolidated and underpinned by supplier
master data management and inventory analysis.

Definition: economies of scale

Economies of scale refer to the relationship whereby the average cost per unit falls as the quantity
produced or procured increases. They are a classic result of fixed-cost degression: fixed costs such as
tooling set-up, development or basic logistics capacity are spread across more units.

Internal and external economies of scale

Internal economies of scale arise within the company itself, for example through centralised
procurement, larger batch sizes or automated processes. External economies of scale arise at industry
level, for example when many suppliers of input components demand standardised parts and thereby
pool volumes at the supplier. Buyers should keep both levels separate, because internal effects can be
actively shaped, whereas external ones can only be leveraged through partnerships or industry
cooperation.

Economies of scale in technical procurement

In industrial procurement, economies of scale show up above all with standard parts, raw materials,
purchased parts and logistics services. Typical levers are framework agreements with volume tiers,
bundling several plants with one supplier, and consolidation of article ranges. Outsourcing entire
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manufacturing packages to specialised suppliers can also leverage scale advantages, if the supplier
mixes the volumes across several customers.

Distinguishing from synergy and learning effects

Economies of scale are not the same as learning effects: the latter reduce costs through experience and
process improvement over time, regardless of the number of units. Synergy effects arise when several
products or plants share common resources. In practice, all three effects overlap; for price negotiations
with the supplier, however, the pure volume effect is what matters most.

Origins: what volume advantages are based on

Economies of scale in procurement rest on several cost-economics mechanisms that buyers should
know in order to exploit them argumentatively and commercially in negotiations.

Fixed-cost degression and set-up optimisation

For manufactured parts, tooling costs, programming time and set-up effort are incurred regardless of the
number of units. Larger batches spread these costs across more units and thus reduce the share of
manufacturing costs. If this also results in higher inventories, an inventory analysis should weigh the
storage costs against the unit price advantages.

Volume discounts and price tiers

Suppliers build their own economies of scale into their price lists: above certain purchase volumes,
landed prices typically fall in tiers of around 2 to 10 per cent per tier. Instead of firm unit prices, annual
volume reconciliations, target prices or price escalation clauses that handle raw material price volatility
can also be negotiated.

Consolidation of demand and ranges

Many companies buy the same screw or bearing standard across several sites from different
distributors. Systematic article consolidation — supported by clean supplier master data management
and reference data — increases the bundling volume per supplier and significantly improves the
negotiating position.

Logistics and process economies of scale

Transport and processing also scale: full-load transport, consolidated consignments and uniform
packing specifications reduce freight costs per unit, especially in international procurement under
Incoterms such as FOB or FCA. Administrative economies of scale through standardised ordering and
invoicing processes also belong in this category.

Methods and approach: systematically unlocking scale advantages

Economies of scale do not materialise automatically; they must be earned through a structured
procurement approach and secured contractually.

Demand analysis and bundling strategy

The starting point is a robust demand analysis across all plants and projects, ideally based on a current
inventory analysis and reliable demand forecasts. Bundling strategies are derived from this: which article
groups, plants or business units can be steered towards common suppliers? A supplier feasibility review
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checks in advance whether the supplier can actually deliver the bundled volume in terms of quality and
capacity.

Negotiation and contract design

Higher volumes justify higher price demands — but not automatically. Buyers should require
transparency on the supplier's cost drivers and tie price tiers to comprehensible volume thresholds.
Framework agreements with guaranteed minimum off-take give the supplier planning certainty and
secure the buyer the agreed scale prices. In international procurement involving global sourcing or
offshoring, contract amendments such as an amendment clarify the future volume development in a
binding manner.

Supplier structure and risk diversification

Maximum bundling creates maximum dependency. A proven practice is the second-supplier principle
(dual sourcing): the main share — often 70 to 90 per cent — goes to the scale supplier, while a residual
volume keeps an alternative supplier warm. For critical goods, export controls or dual-use goods, this
safeguarding is required anyway, as delivery failures cannot be compensated by volume advantages.

Key KPIs for steering economies of scale

Without metrics, the benefit of bundling measures cannot be proven. These KPIs have proven
themselves in practice.

Cost and price metrics

The Purchase Price Variance (PPV) shows the deviation between landed price and planned price and
makes price advantages from volume bundling visible. In addition, the price reduction per bundling
measure serves as evidence to management, as does the material cost share of total costs. For raw
material items, the KPI should be supplemented by index clauses in order to separate raw material price
volatility from genuine economies of scale.

Volume, inventory and delivery reliability metrics

Larger batches reduce unit costs but burden working capital. Inventory coverage, capital tie-up and the
storage cost ratio are therefore relevant. In parallel, service levels must be maintained: delivery reliability
and First Pass Yield (FPY) at the supplier show whether the bundled volumes are delivered reliably and
defect-free. If quality falls as volume rises, the scrap consumes the price advantage.

Risks and controls when exploiting economies of scale

Those who rely on volume advantages also incur disadvantages. These risks can be brought under
control through clear control mechanisms.

Dependency and shortage risks

High bundling volumes with one supplier increase the risk of failure, which can be systematically
identified through a bottleneck analysis. A robust shortage-parts management kicks in if supply tensions
arise despite bundling. In addition, contracts should contain force majeure provisions and clear limitation
of liability in order to remain able to act in the event of disruption.
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Inventory, volume and market-address risks

High purchase volumes tempt companies into oversized inventories with capital tie-up and
obsolescence risk. A freeze fence — a short-term non-changeable quantity commitment — should not be
chosen for longer than the demand forecast is robust. Moreover, the expectation of permanently rising
volumes (e.g. during a production ramp-up) can prove a fallacy; contracts should provide for off-take
tiers and exit options.

Communication and governance controls

In decentralised organisations, bundling strategies are quickly undermined by local purchases or project
decisions. Effective measures are clear escalation paths, a category-wide procurement governance
framework and regular reviews of framework agreement utilisation. In dangerous goods management
and for regulated goods too, scale bundling and compliance requirements must be considered together.

Current developments: economies of scale under new conditions

Resilience, regulation and digitalisation are changing how scale advantages in procurement are
conceived — pure volume maximisation is no longer sufficient.

Resilience instead of pure cost degression

Since the supply chain disruptions of recent years, many companies have been re-evaluating
economies of scale: the optimum is no longer the maximum, but optimal bundling with a certain buffer.
Concepts such as agile procurement adapt procurement volumes more flexibly to market conditions and
project rhythms instead of freezing long-term volume commitments.

Digitalisation as a scale lever

Alongside volume effects, data economies of scale are increasingly emerging: a common data
foundation — such as a company-wide data lake with cleansed reference data — enables consolidated
tenders, more precise price comparisons and better scenario calculations across sites. Automated
procurement platforms also reduce transaction costs per order, which represents a growing economy of
scale, especially for C-parts.

Sustainability and regulation as volume factors

Sustainability requirements, supply chain due diligence and CO2 reporting obligations increase the
verification effort per supplier. Bundling with a few, audited partners reduces this effort and thus creates
a compliance economy of scale. At the same time, demand for recycled materials and regional
manufacturing may partly erode classic offshore scale advantages; both effects must be weighed in the
framing of procurement strategies.

Typical metrics

Purchase Price Variance (PPV): >= 0% (plan achieved)
Makes price advantages from volume bundling visible against planned prices.

Price reduction per bundling measure: typically 3—-10%
Usual benchmark for consolidation effects; depends on industry and article.

Supplier delivery reliability: >= 98%
Should be maintained despite bundled volumes; if it falls, the scale advantage consumes itself.
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Inventory coverage: 20-60 days (benchmark)
Larger batches increase inventories; define a target corridor per article class.

First Pass Yield (FPY): > 95%
Quality metric that checks whether higher volumes are delivered without quality losses.

Practical example

A medium-sized mechanical engineering company with three plants had previously procured standard
purchased parts decentrally from eleven distributors. A bundling analysis showed that around 60 per
cent of the volume related to the same article master. After consolidating onto two framework suppliers
and negotiating tiered annual volume prices, landed prices fell by double-digit percentages without any
detriment to delivery reliability.

« Demand from all plants consolidated through centralised article and supplier master data
management

« Framework agreements concluded with volume-dependent price tiers and annual volume
reconciliation

« Second supplier maintained for critical articles to limit dependence

« PPV and delivery reliability used quarterly as control variables in supplier meetings

Conclusion

Economies of scale are one of the most reliable cost effects in technical procurement — but not a walk in
the park. They arise from deliberate bundling of demand, transparent negotiation on the supplier's cost
drivers and contractually secured price tiers. At the same time, they create dependencies and inventory
risks, which must be offset through second suppliers, meaningful KPIs and flexible contractual
mechanisms. Those who think volume advantages, resilience and compliance together turn economies
of scale into a lasting competitive advantage rather than a short-term price gain.

Frequently asked questions

What are economies of scale in simple terms?

Economies of scale mean that the cost per unit falls when you purchase or produce a larger quantity.
Fixed costs such as tooling set-up or administration are then spread across more units. In procurement,
this is reflected above all in volume discounts and more favourable framework agreement prices.

What types of economies of scale are there?

A distinction is made between internal economies of scale (within the company itself, e.g. through
bundling or larger batch sizes) and external economies of scale (in the industry or supply chain). In
professional terms, fixed-cost degression, commercial, logistics and process effects are also relevant. In
technical procurement, several types usually act at the same time.

How can economies of scale be used in procurement?

Typical levers are the consolidation of demand across plants and sites, framework agreements with
volume tiers, and reducing the number of suppliers per article group. The prerequisite is a clean data
foundation with consolidated reference data and supplier master data. This is followed by negotiating the
price tiers, taking supplier capacities into account.
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What are the disadvantages of economies of scale?

The main disadvantages are increasing dependence on a few suppliers, higher inventories and tied-up
capital, as well as lost flexibility when demand changes. In addition, delivery failures or quality issues
can affect a larger volume. The antidotes are second suppliers, flexible call-off mechanisms and ongoing
bottleneck analysis.

What is the difference between economies of scale and learning effects?

Economies of scale arise from the quantity per time period; learning effects arise from cumulative
experience over time. A learning effect reduces costs even for smaller but frequently repeated orders. In
price negotiations, the two can be separated because suppliers usually calculate them separately.

Which KPIs measure economies of scale in procurement?

The key KPIs are Purchase Price Variance (PPV), price reduction per bundling measure, material cost
share and inventory coverage. In addition, delivery reliability and First Pass Yield (FPY) show whether
the volume advantages were realised without quality losses. Only the combination of cost, inventory and
delivery metrics provides a robust picture.
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