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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.



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:



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:



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:



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:


