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Scale Economies in the Management of Office Building
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ABSTRACT : This paper aims to analyse empirically operating expenses of office building in
terms of returns to scale. Data consist of 67 buildings located in metropolis and medium cities
and managed by a same property management company. The target of empirical analysis is total
operating expenses and sub-expenses: cleaning and securities, utilities, repairs and maintenance,
property management, insurance and taxes. U-type curve having the point changing from scale
economies to scale diseconomies is assumed as average cost curve and a quadratic function is
assumed as statistical model. By regression analysis, total operating expenses, cleaning and
securities, taxes are turned out to have U-type average cost curve and floor area for optimal
management are estimated at 4,311 pyung, about 14,226 square meters. By additive analysis,
it is turned out that average operating expenses of buildings in medium cities is less than in
metropolis and buildings with part-time manager is less than buildings with full-time manager.
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