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Abstract

In analyzing the efficiency of electricity distribution companies, according to the
economies of scale hypothesis, due to the existence of natural monopoly properties,
larger firms are expected to be technically more efficient (ceteris paribus). To
investigate this issue, this study assessed the technical efficiency, economies of
scale, and economies of scope of Iranian electricity distribution companies during
2011-2017 and examined their relationship with company size. For this purpose, the
stochastic frontier analysis technique and the input distance function approach were
used. The results show that technical efficiency first decreases and then increases
with increasing company size. The results also show that economies of scale are
present in most companies, although the use of economies of scale decreases as
company size increases. Finally, economies of scope were observed in all the
companies studied, and their magnitude decreases as company Size increases.
Therefore, it can be said that the hypothesis of economies of scale implying higher
technical efficiency of larger companies, is not confirmed, although the necessary
condition for the establishment of a natural monopoly is present in Iranian electricity
distribution companies.
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