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Resources for Courses
Efficiency Advisor

Teacher Instructions
This resource is designed to help students apply the concepts of productive, allocative
and dynamic efficiency. 

The resource consists of 4 short hypothetical case studies of relatively small 
businesses. Students should read the information in the case study, and then complete
the table below the case study. The table requires them to give one piece of evidence
that shows how each of the three types of efficiency are met, one piece of evidence
that shows how each of the three types of efficiency are not met, and then finally
make a suggestion as to how each type of efficiency could be achieved.

Key terms
Productive efficiency – producing at a point where average costs are lowest; 
producing in a way such that resources are not wasted.

Allocative efficiency – producing at a point where average revenue equals marginal
cost, or where demand is equal to supply; producing in such a way that consumer
satisfaction is maximised.

Dynamic efficiency – producing in a way that leads to improvements and innovations
in the product and/or production process; financed through earning supernormal
profits.
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Associates Hairdressing
Associates Hairdressing is a reasonably small, independent hairdresser located in a prime
location on the High Street in a medium-sized town. It has a reputation for funky haircuts
and colours, and is really friendly. There are lots of regular customers, and local students
and teachers enjoy a 15% discount midweek. The hairdressers at Associates are all self-
employed, and pay a weekly fee to the owner of Associates to hire a space in the premises.
Because they are self-employed, any additional training that they want to undertake is at
their own expense. It is extremely busy in the shop on Fridays and Saturdays, with all 
hairdressers working flat out all day. However, Mondays and Tuesdays are really quiet. 

Productive Efficiency

One way in which Associates tries to
keep average costs down:

One way in which Associates struggles
to keep average costs down:

My advice on how Associates could be
even more productively efficiency:

Allocative Efficiency

One way in which Associates tries to 
ensure that D = S:

One way in which Associates struggles
to ensure that D = S:

My advice on how Associates could be
even more allocatively efficient:

Dynamic Efficiency

One way in which Associates tries to be
innovative:

One way in which Associates struggles
to be innovative:

My advice on how Associates could be
even more dynamically efficient:
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Will’s Bookshop and Stationers
Will’s Bookshop and Stationers is located in a quiet, historic street on the outskirts of a
beautiful, touristy city. It is a few hundred metres from a large school and a large college, 
as well as being about a 10 minute walk from a university campus. The store is owned by 
a husband and wife team who are passionate about good books, and as a result, it stocks 
a different range to the books usually found in the major high-street bookstores. There are 
8 employees, mostly part-timers, who are equally passionate and knowledgeable about books
and literature. Whilst their sales skills might not be too strong, customers always leave feeling
as though they have found the “right book”. Their window displays change regularly with
the seasons and key events, and the store runs a number of clubs, including writing clubs
for children, poetry reading for adults, and early evening wine and book clubs for the local
community. They have also recently branched out into selling high quality stationery, although
this puts them in direct competition with an independent stationers on the same street.

Productive Efficiency

One way in which Will’s tries to keep 
average costs down:

One way in which Will’s struggles to
keep average costs down:

My advice on how Will’s could be even
more productively efficiency:

Allocative Efficiency

One way in which Will’s tries to ensure
that D = S:

One way in which Will’s struggles to 
ensure that D = S:

My advice on how Will’s could be even
more allocatively efficient:

Dynamic Efficiency

One way in which Will’s tries to be 
innovative:

One way in which Will’s struggles to be
innovative:

My advice on how Will’s could be even
more dynamically efficient:
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Caffe Mundo
Caffe Mundo is a café located just off the main High St in a busy town centre. The town has
a population of around 70,000 and at least 30 cafes in the town centre. Caffe Mundo tries 
to stand out from the competition by offering outside seating in a pretty square, a really 
extensive menu, and by opening early for breakfast and staying open for early supper. They
have recently installed free wifi for customers due to popular demand and to keep up with
the services offered by their competitors. Between 11am and 2pm it is nearly impossible 
to find a table because the café is so popular. The café attracts a variety of customers, from
students on their way to college, self-employed workers looking for somewhere to work
with a coffee, and pensioners looking for a hearty meal. The kitchen staff have worked at
Caffe Mundo for years, but the owners have a problem with high turnover of waiting staff.
The owners spend a lot of time travelling between the other 3 branches of Caffe Mundo,
which are spread out and at least 100 miles from each other.

Productive Efficiency

One way in which Caffe Mundo tries to
keep average costs down:

One way in which Caffe Mundo struggles
to keep average costs down:

My advice on how Caffe Mundo could be
even more productively efficiency:

Allocative Efficiency

One way in which Caffe Mundo tries to
ensure that D = S:

One way in which Caffe Mundo struggles
to ensure that D = S:

My advice on how Caffe Mundo could 
be even more allocatively efficient:

Dynamic Efficiency

One way in which Caffe Mundo tries to
be innovative:

One way in which Caffe Mundo struggles
to be innovative:

My advice on how Caffe Mundo could 
be even more dynamically efficient:
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Peace Jewellery
Nicky started Peace Jewellery 10 years ago, and now runs 4 branches, all of which are 
located in small, affluent towns / cities. She sells a small number of pre-designed items, but
the bulk of her business is focused on bespoke jewellery making and the commissioning 
of jewellery by customers. Nicky no longer makes much of the jewellery herself, and has 
informal agreements with a growing number of designers – this allows her to closely match
a client’s requirements with the specific design skills of the designers on her list. The result
is that most customers get a piece that they love. However, some customers have to wait 
a long time for their bespoke jewellery. Cash flow throughout the year can be quite volatile –
the run up to key events such as Christmas are highly lucrative, but summer is relatively
quiet. As a result, Nicky has been experimenting with using the quieter times to run jewellery
design-and-make workshops for children and their parents. 

Productive Efficiency

One way in which Peace tries to keep
average costs down:

One way in which Peace struggles to
keep average costs down:

My advice on how Peace could be even
more productively efficiency:

Allocative Efficiency

One way in which Peace tries to ensure
that D = S:

One way in which Peace struggles to 
ensure that D = S:

My advice on how Peace could be even
more allocatively efficient:

Dynamic Efficiency

One way in which Peace tries to be 
innovative:

One way in which Peace struggles to be
innovative:

My advice on how Peace could be even
more dynamically efficient:
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Resources for Courses
Evidence Hunter

Teacher Instructions
This resource helps students to explore some practical applications of techniques
that businesses can use to increase their profits, using economics language.

The first task requires students to read through a brief information / glossary, and
then discuss the reasons why profit is regarded as a “good thing” in an economy,
noting their answers down in the relevant chart. We have provided some suggested
solutions below.

The second task then requires students to cut out 24 example cards of strategies
used by businesses to boost their profits. Students should work in pairs or small
groups to organise and classify the example cards onto the Profit Max Mat provided
at the end of this resource. It is likely that there will be some debate over where some
cards fit – some may fit in more than one category, and there is not necessarily one
right answer. It is worth watching out for students who confuse price discrimination
with product differentiation!

Task One Suggested Solution
Here are 9 possible answers to the question “what is the role of profit in an economy?”
Your students may come up with different ideas.

1

2

4

5

7

8

6 93
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EVIDENCE HUNTER

There are a number of techniques that firms can use to increase their profits. 
These techniques include:

• Price discrimination – this involves charging different groups of customers different prices 
for the same product. To achieve price discrimination, the firm must have price-making
power, each group of customers must have a different price elasticity of demand for the
product and there must be no possibility of arbitrage / resale between consumers.

• Product differentiation – this involves making small changes to the product on offer so that
different prices can be charged to different customers. Customers who are “price sensitive”
will choose to buy the cheaper variation of the product, and customers who are less price
sensitive will choose to buy a more expensive variation of the product.

• Strategic barriers to entry – this involves making it more difficult for new firms to enter an 
industry, giving the incumbent firm greater market power. In turn, the incumbent firm is able
to charge higher prices and earn more profit.

• Predatory pricing – this involves charging a price that is below average cost, and so the firm
makes a loss in the short-run, but also drives out the competition. Once competitor firms
have left the market, the firm is able to raise the price because it has monopoly power.

• Cartels / collusion – this involves working illegally with other firms in an industry to reduce
output and/or charge higher prices, by effectively acting as a monopoly.

• Brand proliferation – this involves a single firm owning a number of brands in the same 
industry, so that consumers are fooled into thinking that they have a choice.

Task One – the role of profit
Why is profit a good thing for the economy? Write one reason in each of the boxes below:
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EVIDENCE HUNTER

Task Two – Real World Examples
The table below provides 24 examples of how businesses aim to increase profits. Your task is 
to cut out the examples, and place them on the appropriate section of the “Profit Mat”.
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Resources for Courses

Teacher Instructions
This resource is designed to introduce the concept of price discrimination in a fun,
experimental way.

The experiment works with any size of class from 7 students upwards (although it
does tend to work a little better with larger groups). The experiment is likely to take
around 40 minutes, including follow-up discussion time.

In this activity, some students take the role of manager at Papa’s Pizza, whilst the 
remaining students take the role of pizza-purchasers. There are three rounds – round
one does not allow price discrimination, round two encourages price discrimination,
and round three explores the outcome if “resale” or “arbitrage” is allowed.

Teachers should simply follow the instructions below to run the experiment.

Getting Started
1 Split students into groups of 7 or 9 (you could use additional students as the

“scribes”, keeping records of the activity for later discussion, if you need to 
make the numbers work out). Each group represents a branch of Papa’s Pizza. 

2 In each group, allocate one student to be the manager of Papa’s Pizza

3 Give each student remaining in the group one Price Card. There should be an
equal number of Red Price Cards to Green Price Cards in each group. Tell 
students that this card represents the maximum price that they are willing to pay
for a hearty slice of Papa’s Pizza. At this point in the game, make no mention of
the fact that different students have different coloured cards. 

Papa’s Pizza
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In this activity, we are going to explore how prices are determined. You need to work with the
group to which you have been allocated. 

Those of you holding a price card, look at it and keep the number on the card to yourself. This
number represents the maximum price that you are willing to pay for a slice of Papa’s Pizza.
You cannot pay more than that price for your pizza slice.

Those of you without a price card, you have been allocated the role of manager at a branch of
Papa’s Pizza. It is your job to decide on a price for a slice of pizza. The cost of producing each
slice of pizza is £1 (that is, you marginal cost is constant at £1). 

(Teacher Option – if you like, you can announce to managers at this point that the price they
choose must be between £2 and £10 – but it can be more fun to let them work out the range of
prices).

Sellers – you must announce a single price to your group of pizza-eaters. Prices must be whole
numbers. 

Pizza-eaters – if you want to buy a slice of pizza at that price then you must raise your hand. If
the price announced by the seller is lower than your maximum price, there is no obligation to
buy – it’s your choice. After each round, make a note of whether you bought pizza or not, and
the value of your consumer surplus.

We will play according to these rules 4 or 5 times. After each round, we will record the price
(using the table below, projected onto the whiteboard).

Stage One – table of results

STAGE ONE

Group Round One Round Four Total
Profit

Round Two Round Three
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Papa’s Pizza now has a policy that allows managers to use price discrimination in order to 
increase profits. The managers of Papa’s Pizza can now charge different prices to those with
Red Price Cards and those with Green Price Cards. 

The managers will announce two prices – a price for Reds and a different price for Greens.
Only Reds can purchase at the Red Price and only Greens can purchase at the Green Price.

Reds get to go first in each round.

Results from Stage Two will be recorded in the table below.

Stage Two – table of results

STAGE Two

GroupRound

1

Red Total
Profit

Green

2

3
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STAGE Three

GroupRound

1

Red Total
Profit

Green

2

3

4

For this stage of the activity, the managers at Papa’s Pizza are going to continue to offer 
different prices for a slice of pizza to Reds and Greens, and Reds will still get to go first.

However, for this stage of the experiment, Reds can now sell their slice of pizza to a Green
buyer, after the seller has announced the prices for both Reds and Greens. 

Greens can choose whether to buy directly from Papa’s Pizza, or from a Red player. Remember
that each person can only buy one piece of pizza.

Reds – in this round, you may buy a pizza slice at a higher price than is on your card – but 
you need to be able to sell it to a Green for a price at least equal to what you paid for it, or you
will make a loss.

Results will be recorded in the table below.

Stage Three – table of results
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Follow-Up Discussion Questions

1

2

3

4

5

6

7

8

9

10
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Resources Sheet 1
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Resources Sheet 2
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Buyer Notes Sheet

Round

1

2

3

Price Paid Earnings (Value on Card – Price, or zero if you did not buy pizza)

4

Stage One

Round

1

2

3

Price Paid Earnings (Value on Card – Price, or zero if you did not buy pizza)

4

Stage Two

Round

1

2

3

Price Paid Earnings Either:
1 Value on Card – Price
2 Zero if you did not buy pizza
3 Price sold – Price paid (if you engaged in resale)

4

Stage Three

Now add up your total earnings and write the figure here:
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Seller Record Sheet

Round

1

2

3

4

Stage One

Now add up your total profit and write the figure here:

Price Quantity sold Total revenue Cost per unit

1

1

1

1

Total cost Profit

Round

1

2

3

4

Stage Two

Red price Red quantity
sold

Green price Green
quantity sold

Total 
revenue

Cost per
unit

1

1

1

1

Total cost Profit

Round

1

2

3

4

Stage Three

Red price Red quantity
sold

Green price Green
quantity sold

Total 
revenue

Cost per
unit

1

1

1

1

Total cost Profit
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Resources for Courses
The Oligopoly Game

Teacher Instructions
The purpose of ‘the oligopoly game’ is to demonstrate the issue of Game Theory that
presents itself to firms operating in an oligopolistic market when they are prevented
from colluding by competition law.

The game is attempting to mimic the classic conundrum of the ‘prisoners’ dilemma.’ 
The firms are attempting to make decisions about how they should operate without
knowing for certain how their competitors will react. The problem is that their 
competitors’ reaction will have an impact on the success of the initial decision.

The game is trying to show that, for oligopolistic firms, the fact that they cannot 
predict their competitors reaction ultimately leads them to ‘play safe’ – i.e. shy away
from changing prices and attempt to improve sales and profits by using other non-
price strategies (such as increased advertising).

Lesson Plan
The game should last approximately one hour.

Prepare and run the game as directed on the tutor guide below.  

At the end of the 8 rounds, call the groups into the main classroom and reveal the
scores.

You will probably have a ‘winning’ team – i.e. a team with the highest score.

Plenary
You can then reveal that, if each team had chosen ‘Advertise’ each round, all teams
would have finished with a score of 1600 points (almost certainly higher than any
team including the winning team). The overall ‘market’ score (i.e. adding up all of the
teams’ score would have been 10000 – compare this to the market score accrued by
all 5 teams (again, almost certainly a lot less).

You can also lead a discussion about how even when the teams were allowed to 
collude (during the meetings after round 3 and 7), the teams did not all follow the
agreed actions. Almost certainly, at least one team (in order to maximise their points)
will have reneged on the deal agreed in this meeting – mimicking the tendency of 
firms to operate in a completely self-centred way.
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Resources for Courses
The Oligopoly Game

Explain the similarity between the conditions of the game and Oligopolistic firms
working in a market where they are not allowed to collude and how, in an attempt to
maximise profits and on the basis that each firm can not trust other firms, the tendency
if for oligopolistic firms to keep prices stable and use non-price competition.

Preparation
Cut out each of the 8 cards below for each team.  Create 5 envelopes to put these
cards in – title them ‘blue’, ‘orange’, ‘green’, ‘purple’ and ‘red’. These will be the team
names.

Print out 5 copies of the student worksheets and give one to each team.

Separate your group into 5 teams and give them the team titles. The teams will need
to be placed in 5 different break-out rooms or spaces so that they can not communicate
in any way.

Open the Powerpoint file ‘the oligopoly game.pptm’.  You will get a prompt to ‘Enable
macros’ – you must enable the macros for the game to work.

Run the Powerpoint slideshow and click on the button ‘rules’ and explain the rules 
to the teams.

Running the game
When you are ready to start, click on the ‘Start’ button – this will bring you to the
main Game slide.

In each round, collect the cards of the teams and then input their decision into the
Game slide. For each team click on either ‘A’ for ‘Advertise’ or ‘D’ for ‘Price Drop’.

When you have entered the decision for each team click on the ‘Calculate’ button. 
This will calculate the score for each team (and their cumulative score). Write the
score on each team’s card and return to them so that they can note their score.
Repeat this for each of the 8 rounds.

After Round 3 and 7, ask for a 
representative from each team to 
come to a meeting. Make this brief 
but allow a few minutes to discuss 
how they would like to co-operate 
in the next or future rounds. Allow 
the meeting people to return to 
their teams and discuss their 
next decision.

After Round 8, call the teams 
back to the main classroom 
and reveal the outcomes.
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STUDENT WORKSHEET

• Your team runs one of only 5 firms in a market.
• The objective of ‘Oligopoly’ is for your firm to gain as many points as possible.
• The game lasts for 8 rounds.  
• In each round, you firm has to make one simple choice – either to decrease the price 

of its good or to increase advertising
• In each round, every firm gives the tutor one card – you should write on the card either

‘Advertise’ or ‘Price Drop’
• Dependant on your and the other firms’ decisions you will gain points as per the table

here.

• Note: teams can not communicate in any way except for:
• After round 3 and round 7, a meeting can be held between one representative from

each team – in this meeting the firms can agree on how to operate in the next or 
future rounds.

• However, after the meeting(s) no other communication is allowed.

Decision

Round Score Running Total

1

2

3

4

5

6

7

8

All 5 firms choose ‘Advertise’

Only 1 firm chooses ‘Price Drop’ – the other 4
choose ‘Advertise’

2 firms chooses ‘Price Drop’ – the other 3 choose
‘Advertise’

3 or more firms chooses ‘Price Drop’ – the others
choose ‘Advertise’

Points

Each firm earns 250 points

Firm choosing ‘Price Drop’ earns 500 points, all
other firms earn 0 points

Firms choosing ‘Price Drop’ earns 200 points, all
other firms earn 0 points

Firms choosing ‘Price Drop’ loses 200 points, any
firms choosing ‘Advertise’ earn 0 points
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Round 7 Round 8SA
M

PL
E



Round 1 Round 2 Round 3

Round 4 Round 5 Round 6
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Teacher Instructions
This is designed to emphasise the difference between graphs for the whole market and
the individual producer in perfect competition, and the difference between a short-run
market equilibrium allowing super-normal profit, and the process of establishing long 
run normal profit equilibrium. 

For the first pair of graphs, students should be showing a market with a high price in the
market and super-normal profit for Larry in perfect competition.

On the next page for Sid’s spinach farm, they should show Sid making normal profits in
perfect competition.

On the final pair of graphs, they show a new supply curve shifted to the right, lower 
equilibrium price and Sid’s profit either at or just above normal profit.

The description of what happens to Larry’s profits should then show how he ends up
making normal profits, as the market reaches its long run equilibrium.

Finally, in describing why both farmers are content with this, the students need to explain
that opportunity cost now shows that there is no better use for their resources of field,
tractor and barn.
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Once upon a time there was a farmer, whose name was Larry.

Larry owned:

and he used them to grow lettuces. He sold all his lettuces at the local market in Marketown.

The market for lettuces was very good, and he could easily sell every lettuce he grew. The people of 
Marketown knew that lettuces were very good for them, and were very keen to buy every one they could
find at the market. In fact, they bought so many of them that all the lettuce-growers quickly sold out, and
went home early with a good profit.

What will the equilibrium price in the market be like?

Price

Output

Costs/
revenues

Output

Market for lettuce Larry’s lettuce farm
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Larry’s neighbour, Sid, was also a farmer. He also had:

and he used them to grow spinach, which he sold in the weekly local market. The people of Marketown were
quite keen on spinach, although they didn’t buy it as often as they bought lettuces; each week Sid made
enough money to cover all of his costs, but only just. 

Draw a graph to show the profits that Sid is making?

As the year wore on, Sid couldn’t help noticing that Larry had more money than he had. He could see that the
profits that Larry was earning from his field, tractor and barn were better than the profits he was earning himself
– and he started to be envious. 

If you were Sid, would you feel that your resources were being put to the best possible use?

What does this tell you about the opportunity cost of the use of those resources?

What should Sid do? 

Costs/
revenues

Output

Sid’s spinach 
farm
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Sid wasn’t stupid, and after a while he decided that he should switch from growing spinach to growing lettuces
instead, so that he could make as much profit as Larry. This changed the equilibrium in the market for lettuce. 

Draw two graphs alongside each other: 

Describe what happens to Larry’s profits, after Sid (and several other farmers) decide to start growing lettuces:

Eventually, the market settles to a new equilibrium price at which all the farmers find that the economic cost 
of growing each lettuce is exactly equal to the revenue they earn from selling it. 

Why will both Larry and Sid be satisfied with their profits?

Price

Output

Costs/
revenues

Output

Market for lettuce Sid’s lettuce farm
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