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Dear Readers,
We are delighted to present to you, the
eight edition of the 'Economics Quest' by
the Commerces Society of Venkateshwar
International School.
The newsletter strives to extend economic
concepts beyond the realms of the
classroom through a series of multidisciplinary events - be it economic issues,
quizzes, articles, or even stimulating
puzzles.
We hope you'll enjoy flipping through the
enthralling works of the students of classes
11 and 12 of our school.

ECONOMICS QUEST

HERD MENTALITY BIAS
By Aarushi Bisht, XI Hilltop

Imagine you’re in a park where it is necessary to wear masks.
You find that a majority of the people are not wearing masks or
are wearing them incorrectly.
Will you do the same and remove your mask just because a lot
of people are doing that? If you answer ‘yes’, then you are
making a decision based on the decision of others. In
behavioral finance, this is termed as a ‘herd mentality bias’.

Also referred to as the 'bandwagon effect', herd mentality bias
is a psychological phenomenon in which people believe that a
plan of action is correct because 'everyone else' is doing it. In
behavioural finance, this term is used to describe an investor's
tendency to follow and imitate what other investors are doing,
assuming that they have already done their research. Instead of
doing his/her own independent analysis ,the investor first
mentioned is mainly influenced by emotion and intuition. In the
financial world, this can manifest itself in the form of panic
selling and buying .
This type of behaviour is similar to how animals behave in
groups when they stampede in sync to get out of extreme
danger. It is characterised by a lack of reflection or individual
decision-making, causing all those involved to think and act in a
similar manner.
Herd instinct is sometimes driven by the fear of missing out on
profitable investment opportunities, particularly after positive
stories or the publication of a research note by an analyst.
However, this could be a fatal miscalculation.

Those who do not respond to this type of behaviour can
become distressed or anxious. If a majority of the people
are heading in one direction, an individual may have reason
to believe he/she is making a mistake by walking in the
opposite direction. Such people might also be afraid of
being singled out for refusing to join the crowd.
We all cherish our originality and insist on being
responsible for our own well-being by making decisions
based on our own desires and needs. Humans, however,
are wired to want to belong to a group of people who share
similar cultural and socio-economic values. This shouldn't
come as a surprise, though, since following the crowd is
just a part of the homosapien way.
Herd behaviour is a part of human nature and is often
discussed as a cause of investment bubbles.
An excellent example is that of the dot-com bubble of the
late 1990s, when people continued to invest
enthusiastically in internet companies (pretty much
anything that ended with dot-com), regardless of the fact
that many of these start-ups were not financially stable in
the long-term.

How is investor behavior
affected by herding?
Herd mentality bias is the only
behavioural bias that has caused
huge losses for investors around the
world.

It creates volatility: Herds, most of the
time, do not continue to make irrational
decisions until they are entirely out of
sync with reality. Irrational decisions
are usually rectified sooner in most of
the cases. The market, on the other
hand, perceives a series of over and
under reactions stretched out over a
time period. Herd behaviour is what
causes the asset markets to become
volatile.

It creates asset bubbles: An asset bubble is created when the
price of an asset, such as real estate rises rapidly without
underlying principles such as increased demand, to justify the
increase in price. It is essentially the result of herd mentality. An
asset bubble is nothing more but the entire market promoting a
false trend. The issue with herd mentality bias is that no one is
double-checking the facts .Instead, everyone assumes that
everybody in the group is aware of the facts. As long as the
people do not act impulsively due to this type of behaviour, a
rapid surge in prices or a catastrophic decline is not possible.

How can one avoid herd behaviour?

Investors who have succeeded have not done so by following
the herd.
Instead, they have become successful by profiting on the gaps
that herd mentality creates.
The central idea of value investing is that stocks that become
underpriced as a result of herd mentality be avoided.
To avoid this, many investors prefer to invest passively. They
keep a safe distance from the market because it allows them to
keep calm and make reasonable decisions. Investors should
make rational decisions based on facts rather than making
emotional decisions based on the urge to validate .
The bottom line is that among all the types of behavioural
biases, the herd mentality bias is the least preferred, but the
most prevalent. This bias must be managed by investors, else it
will have a significant negative impact on their total wealth.

IMPACT OF BEHAVIOURAL FINANCE ON
THE STOCK MARKET
By Mehak Puri, XII Riverdale
INTRODUCTION

Behavioural finance refers to the influence of psychology on the behavior of
financial practitioners and on the markets which helps in explaining why and
how markets might be inefficient. It suggests that investment decisions are
largely influenced by psychological and emotional factors.
Here, we are going to talk about the various behavioural biases that have an
impact on the investment decisions in developed as well as emerging stock
markets.

These biases are as follows:
1)HERDING

It occurs when an individual’s private information is affecting my d
by the influence of public information about the decisions of a
herd. If an individual realizes that his/her information is incorrect,
they start thinking that others are better informed than them and
therefore, end up believing what may or may not be true.

2)RISK PERCEPTION

It is a risk that is ‘believed to exist’ in stock trading according to
the investor, regardless of whether or not it ‘actually’ does.
following indicators are used by the researchers to measure risk
perception:
1. Investment knowledge and experience
2. Fear of investing in stocks due to a past negative performance
3. Level of observance on stocks which show a sudden change in
price point.

3)OVERCONFIDENCE
People tend to overestimate their
own abilities and have too much
confidence in the accuracy of their
own judgements. Many studies
show that investors and analysts
were particularly overconfident
regarding the fields they had some
knowledge about. They also proved
that overconfidence leads to
overtrading which results in poor
investment decisions.
This factor is one of the most
detrimental biases that an investor
can show.
4)RISK AVERSION
It is an important concept that is
encapsulated in the expression
‘losses loom larger than gains’. It is
believed that the pain of losing is
twice as powerful as the pleasure of
gaining. The basic principle of loss
aversion can explain why people
are more motivated by penalty
frames as compared to reward
frames.
Decision making is the foundation
of standard finance and researchers
have
concluded
that
overconfidence,
loss
aversion,
herding and risk perception have a
severe impact on stock-investment
decision making.
Citation: Olsen, R. A. (1998).
Behavioral
finance
and
its
implications
for
stock-price
volatility. Financial analysts journal,
54(2), 10-18.

Heuristics & Biases in Investing
decision making

BEHAVIOURAL ECONOMICS AND
SCARCITY
By Gurmohina Kaur, XII Rockview
Scarcity is a situation which occurs when wants exceed the
availability of resources, when demand exceeds the supply for
a commodity. It is considered to be the root cause of all
economic problems, as every economy, rich or poor, faces the
problem of scarcity. No matter how well it is endowed with
resources, they shall always fall short to meet the human
wants, which in a real sense, are unlimited
This makes scarcity a universal problem. Due to the limited
amount of resources, an economy cannot produce all what the
people want and has to decide as to how to allocate such
resources judiciously, so as to provide maximum aggregate
satisfaction. Thus, a problem of choice arises
The question that arises here is that in a world with superfluity
of scarcity, what guides our ability to use and allocate these
resources judiciously? The answer is ‘behavioural economics’.
It works as an amalgamation of economics and psychology to
explore how people are able to make rational economic
decisions; or why behaviour, at times, doesn't work parallel to
the economic model predictions
The question that arises here is that in a world
with superfluity of scarcity, what guides our
ability to use and allocate these resources
judiciously? The answer is ‘behavioural
economics’. It works as an amalgamation of
economics and psychology to explore how
people are able to make rational economic
decisions; or why behaviour, at times, doesn't
work parallel to the economic model
predictions.

In order to cater to the needs and wants
of an ever-increasing population, an
economy might choose to cut-short on
the production of good A and expand the
production of good B. Behavioural
economics here seeks to understand
and explain why the economy opted to
produce more of good B, and less of
good A
Consider another example. In an
economy, where the demand for
consumer goods is exorbitantly high, but
the producers are limited in number,
business activities will be majorly
focused on ‘making the products
available’ rather than making ‘good
quality products available’.
So, to meet the upsurge in demand, the producers might also
have to compromise on the quality of the product. Here,
behavioural economics suggests that given their choices and
limitations under conditions of scarcity, people tend to choose
an option that maximizes their level of satisfaction/profits and
best meets their interests.
Often, the scarcity of time and resources makes people hunt for
a passable solution, rather than an optimal one.
This exactly is in sync with the ‘Theory Bounded Rationality’
proposed by Herbert Simon, which suggests that when
individuals make any sort of decisions, be it economic or noneconomic, their rationality is limited to the intensity of the
situation, their cognitive capacity and the time in hand.
Behavioural economics here maps those ‘shortcuts’ that lead to
suboptimal decision making.
Thus, the entire theory of behavioural economics focuses on
how to integrate psychological and economical principles into
one study, that discovers the rationality of our decisions.

THE AGE OF NON-FUNGIBLE TOKENS
By Kshitij Sighroha, XI Riverdale

15 years ago, Jack Dorsey tweeted "just setting
up my twttr", this was the first official tweet on
the social media platform Twitter. This tweet
was recently sold for a whopping $2.9 million.
In February 2021, a 10-second video clip titled,
‘Crossroads’, made by the digital artist Beeple
sold at an auction for $6.6 million. A video of a
LeBron James dunk sold for an absurd
$200,000. What do all these have in common?
All of these are examples of NFTs or NonFungible Tokens.
In an era where everything is digital and socialfriendly, people are making maximum use of
these technologies. We share so many jokes,
memes, infographics, etc. with many people for
entertainment or for informative purposes, but
have you ever thought about how these digital
properties are created or from where do they
originate? The answer to all such questions is a
single term: Non-Fungible Tokens or NFTs.
Now the question arises, what does a Non
Fungible Token actually mean? Let us first
define the term ‘fungible’. In economics,
fungibility is the property of a good or a
commodity whose individual units are
essentially interchangeable, and each of its
parts is indistinguishable from another part. For
example, if I lent somebody $10 by giving her a
ten-dollar bill, I do not mind whether she pays
me back with the same bill, another $10 bill, or
two five-dollar bills. Does the time of purchase
matter for fungible goods?

If I bought ten Microsoft shares in 2006, another ten in 007,
and another ten in 2008, I bought them at different times.
They are all fungible, regardless of when I bought them.
Non-fungible tokens or NFTs are blockchain entries or
cryptographic assets that have a unique identity owing to
which, items can be traced to their original developers .
Unlike cryptocurrencies, they cannot be traded or
exchanged at equivalency. This differs from fungible tokens
like cryptocurrencies, which are interchangeable and do not
have a unique identity and therefore, can be used as a
medium for commercial transactions.
NFTs shift the crypto paradigm by making each token
irreplaceable and having its own unique identity of the
original developer at square one, thereby making it
impossible for one non-fungible token to be equal to
another.
How about we dig deeper and educate ourselves with the
history of NFTs, that will help us complete our first level in
this realm. The first one-off NFT was created on May 3, 2014
by Kevin McCoy and Anil Dash. In October 2015, the first
fully-fledged NFT project, Etheria, was launched and
demonstrated live at DEVCON 1. In 2017, the Ethereum
blockchain started to gain
prominence over Bitcoin-based token platforms, due to
Ethereum having a system for token creation and storage
built right into its blockchain, thus eliminating the need for
third-party platforms like Counterparty, and it was the
company to coin the term non-fungible token.

Whatever the hazards, NFTs have a bright future ahead of
them, since the overall market reached $100 million by the
end of July 2020. Experts in the crypto business even predict
that NFTs will be the entrance point for 40% of new crypto
users. That is massive. Talking about the NFT-buying ‘frenzy’,
according to data, in 202,1 interest in the NFT space
continued to spike, and a number of high-profile sales were
made just in the first few months. The speculative market for
NFTs has led more investors to trade at greater volumes and
rates. The buying frenzy of NFTs was called an economic
bubble by experts, who also compared it to the Dot-com
bubble.
NFTs offer digital artists a better way to monetise their work
at an even higher and more profitable rate. Some versions of
NFTs even extend the artist’s ownership beyond the original
sale and to resales, which allows artists to continue to make a
profit, regardless of if and how many times the NFT is resold.
The advantages of NFTs can be encapsulated in 6 simple
terms: indivisible, limited, unique, easily transferable,
trustworthy and maintaining ownership rights
How are NFTs created?
The process of the creation of non-fungible tokens is called
minting. It refers to the creation of a physical coin. NFTs are
developed in an NFT marketplace, where a creator uploads a
digital file and determines if it is a one-of-a-kind item. It comes
in a large number of copies or is part of a series.

NFTs are interesting, there’s no doubt about it. But there are
some serious drawbacks to sinking your money into them. The
environmental price of NFTs is in question. Minting of NFTs
requires a high level of computing power and energy, similar to
cryptocurrencies such as Bitcoin and Ethereum. For example,
the energy utilized to mine bitcoin has hit the equivalent of
Argentina’s annual carbon footprint. So, widespread trading in
NFTs and other blockchain-based assets isn’t necessarily an
environment-friendly process.
Even for experts, NFTs are confusing assets. When you
purchase one of these non-fungibles, you’re not necessarily
purchasing the copyright to the art. People are still able to find
copies on the Internet of the art for which you own the token,
and there’s nothing stopping them from copying and pasting
these files on social media, essentially showing off and sharing
what you may have paid millions of dollars for. When you buy
these assets, all you really own is a record showing that you
own the token behind the original asset. You don’t know the real
value of the assets that you hold.

A question that is yet to be answered is, is this
transformation of art collection here to stay?
Although there’s a real possibility these digital tokens will
maintain their value, there’s also a real possibility that investors
are going to have a ‘slam on the brakes’ moment, sending the
values of these tokens to the bottom.
Just as everything has its pros and cons, NFTs also have the
same. NFTs are fun. They offer you a way of owning something
on the blockchain that’s not a cryptocurrency. But as an
investment, they should be looked at as highly speculative,
extremely risky assets. If you want to take part in the blockchain
and see these tokens as your opportunity to do so, by all means,
go for it. But do so responsibly. Buy low-cost NFTs with a
mindset that you’re enjoying it and not with a mindset to get
richer because the floor might fall off anytime.

AGGRESSIVE HOME LOAN PREPAYMENT
CAN HURT OTHER MONEY GOALS
There should be a balance between trying to prepay your
loans quickly and other aspects of your financial life.

There is something about leading a loan-free life that cannot
be quantified just mathematically. Peace of mind is a desired
side-effect of having no loans. Isn't it? And it is for this reason
that many people are very aggressive about trying to repay
their home loans. At times, this aggression turns into
obsession. And that is when it demands a second
thought.There should be a balance between trying to prepay
your loans quickly and other aspects of your financial life.
Compromising on lifestyle
I recently came across a person who was literally living handto-mouth, trying to prepay as much of his home loan as
possible. Whenever he had any surplus leftover from his
monthly income, it would straightaway go towards
prepayment of the loan. He would plough his annual bonus
too back into the loan. It’s a personal choice, no doubt. But
hear me out for a while.

But before we move forward, understand that there is no
question about ‘not trying’ to repay your regular home loan
EMIs. It’s a legal requirement and you just have to do it.

The question here is whether you should
pay over and above the regular EMIs to
foreclose the loan; if yes, then how
much should you stretch yourself?
People obsessed with prepayment of
home loans, at times, ignore the fact
that there are other goals for which
money must be saved. Having an
emergency fund is critical. Never make
the mistake or using the emergency
fund to prepay your home loan. You
never know when a financial emergency
will strike and, when it does, you would
definitely want a financial buffer.

Saving for other goals
Next, children’s higher education costs are skyrocketing and you
know that. So, delaying to save for it just because you intend to
‘first clear the home loan and then do other things’ can backfire
big time. You need to save for the goal simultaneously.
Retirement is another goal. Many ignore it in the initial phase of
their careers, thinking that saving for retirement can wait for later
and that prepaying the home loan must come first. That can be
done. But retirement math works in such a way that the more you
delay saving for it, the higher the amount you need to save when
you begin. So, it’s an individual’s choice then.
Then there is another aspect to this discussion.
You know that home loan rates are pretty low these days. In fact,
they are very close to historical lows. And if you add the tax
benefits, the post-tax loan rates fall even further. So
hypothetically, if you can invest surplus money elsewhere where
you can get better returns than post-tax loan rates, then it
doesn’t make mathematical sense to prepay the home loan at all.
But this invest versus prepay discussion is not for everyone.

The right way to make prepayments
The very first thing, and it’s a
no-brainer, is to ensure that you
continue to service your regular
home loan EMIs. What else?
You also need to continue
paying for non-negotiables
such as your family’s basic
living expenses. Isn't it?
Once this is done, don’t jump
to begin prepayment. First,
ensure that you have some
money
saved
up
for
emergencies. They say it’s
good to have six months’
expenses worth of emergency
fund; but to each his own.
After the emergency fund is
ready and you have a surplus,
start investing for important
goals such as children’s
education first. You might be
tempted to prepay the home
loan, but start saving for this
goal first.

Once that is done and assuming
you still have surplus left, you can
sit down to think about whether to
prepay your home loan or not.
If home loan’s quick closure is a
priority, you can use this surplus to
prepay every month. Or, you
accumulate the surplus for some
time and then prepay it once in a
while.
As mentioned earlier, there is
another
option.
Instead
of
prepaying every month, you start
investing the surplus in equity
funds. Assuming returns are
reasonable and you keep investing
for several years, you will end up
saving a large enough corpus. This
corpus can then be used to close
the loan in one shot when it
becomes
larger
than
the
outstanding loan. There is another
benefit of this approach. You will
always have a sort of buffer with
you, which can be used in times of
need. Or, if home loan rates start
rising, you can use the saved
money to make prepayments.

So, take out some time and think about what’s the best approach for you.
And if you are not sure, do not hesitate to take help from a capable advisor.
This article has been circulated for knowledge purposes only by CMA Ravindra Agarwal. The original
article was written by Mr. Dev Ashish, available on the MoneyControl website..

'INDIA IN 2047'
Report By - Priyal Jain, XII Hilltop

The Commerce Society of Venkateshwar
International School hosted a guest lecture by
Dr. Bibek Debroy. Presently, he is the chairman
of the Economic Advisory Council to the Prime
Minister. Dr Debroy was also a member of NITI
Ayog upto June 5, 2019. He has authored
several books, papers and popular articles and
has also been a Consulting Editor with several
newspapers. On 7 July 2021, he addressed the
enthusiasts of VIS on “India in 2047” from an
economic perspective. He talked about how
India has progressed in the last 100 years and
how the factors of production; land, labor and
capital have changed in various aspects over
the years. He also encouraged the future
leaders of India to be proactive and work hard
to build a better future for the country
tomorrow. Dr Manisha Sharma, respected
Principal of Venkateshwar International School
welcomed Dr. Debroy and expressed gratitude
on behalf of Team Commerce Society to the
esteemed guest lecturer for taking out the time
to apprise the students. Under the guidance of
Ms. Rashi Jain Bhatia (PGT Economics), the
event was led by Priyal Jain (Former President,
The Commerce Society) along with support of
Harshbir Singh Ahuja (President, The Commerce
Society) and Ruhin Agarwal(Sub-Head, Design
Department). Ms Meenu Kumar supported the
society logistically and technically. The event
was a great success and the students, as well
as the faculty members, took back a lot from
the session.

'PUMP AND DUMP'
By Rakshit Verma , XI Riverdale

“The only thing that we learn from history is that
we learn nothing from history.”
Since the beginning of human existence, we
have seen many frauds, most of which were the
result of malice and human greed. Despite that,
even today we fall prey to such scams. This
shows that human memory is very short. We
forget things fast and get duped by such
fraudsters every now and then. There are
umpteen innovative ways used to fool innocent
people.
As the name suggests, Pump and Dump
schemes involve creating artificial demand
either by presenting a rosy picture or by false
promises, thereby jacking up the asset price
and selling a cheap asset at a substantially
higher price. This is neither legal nor directly
regulated by any authority.
The Pump and Dump system is not new to India.
In the Indian context, it was present as early as
1992, when a renowned stock market broker
and bull Harshad Mehta created an irrational
exuberance and pumped up the prices of many
Indian stocks like ACC, TISCO, Reliance and
SBI. The prices of these stocks crashed like
anything when the scam was unearthed.

There are other examples like Ketan Parekh in 1998, the dot-com bubble
of the late 90s and the infamous Satyam Scam in 2009. One such recent
anecdote that comes to mind happened in the cryptocurrency space when
Elon Musk declared that he was very bullish on the future of
cryptocurrencies, especially Bitcoin and he had invested in it.
Also, he announced that Tesla would be accepting Bitcoin for purchases
of Tesla cars. This resulted in shooting up Bitcoin’s price to nearly
$65000. Subsequently, he allegedly sold off his Bitcoin holding and
posted some negative remarks about Bitcoin on social media.The price of
Bitcoin crashed from $65k to $30k as on 28th July 2021.
A Pump and Dump Scheme has 4 phases, namely:
1. Accumulation – When the fraudster buys the asset at a dirt-cheap price.
2. Spreading the false news – Once the asset is purchased, favourable
rumours are
circulated.
3. Pump – Once the demand gets generated, an artificial scarcity is
created, and the price
jacks up..
4. Dump (Distribution) - Selling off the asset at higher price
It is of utmost importance to learn how to protect yourself from such
schemes. Never, and repeat, never, believe information shared on
WhatsApp, Telegram, Signal, Discord, and other social networking sites
without verifying its authenticity. Invest only after a thorough verification of
the security’s fundamentals. Understand the business model and the
future expected growth before investing. Never ask others what stocks to
buy.
I would like to end my article with a quote of the uncommon common
sense:

“If it seems too good to be true, it most probably is.”

MULTINATIONALS: DOING MORE
HARM THAN GOOD?
By Trisha Hakim, XII Hilltop

Any corporation that is registered and operating in more than one country at
a time is known as a Multinational Corporation(MNC). These multinational
corporations provide us with cheaper goods, provide jobs, and help the
creation of a robust economy that creates numerous indirect opportunities
that many benefit from. But, on the contrary, these same corporations also
operate at the expense of their workers’ living situations and well-being, the
ability to operate small businesses, and the stability of local economies.
To begin with, MNCs have a widely destructive impact on the environment.
Most of them strive to produce goods using the least expensive methods
possible. Hence, their desire towork cheaply and effectively is often at odds
with sound environmental practices. Due to their economic significance in
the host country, they often end up favouring bucks over biodiversity.
Multinationals are literal threats to the air we breathe. Additionally, waste
from MNC manufacturing facilities often finds its way to various water
bodies. This threatens aquatic life. Global warming can also be attributed to
the MNCs part, as the carbon emissions created by factories contribute to
the build-up of carbon in the atmosphere.
The second disadvantage of MNCs is their impact on small businesses and
the job market. In developing economies, major multinationals can utilise
their economies of scale to push local
companies out of their market. They heavily control their industries because
they have better products and can offer them at lower prices. This not only
depletes jobs as these businesses
close down but also strays customers away from supporting these small
businesses. Moreover, since multinationals outsource production to cheaper
labour-cost economies, job loss results in higher return for the developed
countries where such corporations were founded. This has an impact on the
local economy.

Multinationals also hold the power to choose
where they operate in order to reap the best
financial benefits. To do so, they ship unfinished
products between different factories in
different countries and transfer expensive
goods from countries with a high tax rate, in
order to make their bottom line look more
healthy while transferring goods at a lower
price to markets with a lower rate to reduce
their final bill. The result is two or more
countries losing valuabletax revenue because
of financial loopholes in the tax laws.
These MNCs are not tied to any one country. They usually have no reason
to feel loyal to one country over another. This fosters economic
uncertainty, both for the workers and for the community in which a
multinational bases its production. For instance, if a multinational
corporation determines it can produce the same goods elsewhere for a
fraction of the price, they have no good reason to maintain their original
factory. These unexpected changes can leave specific communities
financially devastated.
For many multinational corporations, profit is their primary goal and the
financial power they hold allows them to pick and choose where their
products are manufactured, they will do whatever necessary to make a
profit. Often a multinational corporation will generate profit even if it is at
the expense of its workers and the consumers.
In the end, not every multinational corporation is evil or inherently bad.
There are actually a lot of good things that MNCs do, like creating job
opportunities, lowering prices of certain items, and promoting advanced
technology. However, the price of allowing MNCs to operate as they
currently do is not worth the consequences that are dangerous in a
political,economic, environmental, and moral sense.. MNCs definitely do
more harm than good in my opinion

RATIONAL CHOICE THEORY
By Siddhant Gaind,XII Riverdale

Rational Choice Theory is an important concept in classical as
well as modern economics. The concept was introduced to the
economic world by Adam Smith. He coined this concept by
observing the psychological factors of humans which play a
dominant role in one’s decision. The word 'rational' in the context
of this theory means the cost benefit where a person wants to
attain rewards in terms of profit or interest. The concept states
that humans, who are also termed as homo economicus make
decisions based on their self – interest as people are driven by
personal desires. They calculate the gains and losses of a
decision based on the factors they are considering. The concept
deals in studying the behavior of humans who play a key role in
defining the ups and downs of the market. It is a mixture of
various concepts like the prospect theory, expected utility
theory, etc. It mostly concentrates on the decision of a particular
person and helps to study the after-effects of the decision.
The concept has a different view point as compared to
behavioural economics.It believes that humans can take rational
and accurate decisions and every decision has its own
importance. It does not take into consideration some factors
which are not measurable in economic terms like social factors,
environmental factors, mental state, etc. It has helped various
economists study market forces (demand and supply) and has
helped companies study the needs of their customers which will
help in profit as well as sale maximisation. Let us understand the
concept with a hypothetical example -:
If you are given a choice to invest in a company dealing in
consumer goods whose market capitalisation is ₹2 lakh crore
and the share price is ₹990/share on one hand and on the other
hand, you can invest in the treasury bonds issued by the
government at an interest rate of 7 % per annum with the face
value of ₹1000/bond.

In most cases, a newcomer or a beginner in
investing will invest in the government treasury bonds as he/she
feels that the first option is irrational for them whereas an
experienced investor will invest in the first option as the market
capitalization defines how big a company is and companies
dealing in consumer goods come under non – cyclic stocks as the
demand of consumer goods is never- ending which will be
beneficial for the particular investor. The demand of consumer
goods will remain the same even at the time of economic
recession or boom.One cannot take a decision based on
certainty and profitability only. There are various other decisions
an investor must make before investing in an economy. So, a
person must have adequate knowledge of the stock market and
the information related to it before entering the market. Similarly,
Rational Choice theory states that a person must not neglect any
point regarding a decision by taking all points into consideration.
The concept helps a person to take accurate and rational
decisions which will provide him/her with rewards or benefits.
For example – The Government
consults various economists to
prevent the country from the
problems of inflation and deflation
by taking appropriate decisions.
Here, the government (a separate
entity) takes a decision to consult
the economists which will be
beneficial for the government as
well as the economy. The concept
has various applications in the
modern world, it is useful to study
the factors affecting demand and
supply
(for
obtaining
the
equilibrium price and quantity) and
is also used to study the decisions
made by the people in the stock
market. It was used to make Game
Theory (in the mathematical
context).

RATIONAL CHOICE THEORY

DIY BOOKMARK

By Anandita Mayer, XII Daisydale

Step 1:
Keep the square shaped
paper on the table in
diamond position.

Step 2:

Take the bottom corner part
of the paper and fold it to the
top part of the paper into a
triangle.

Step 3:

With the triangle pointing
upwards, take the paper from the
bottom left part and let it meet the
center point at the top and repeat.

Step 4:

Turn the paper over now.
Take only the top part of the paper and
fold the bottom part of the paper, crease
and then unfold the paper.

Step 5 :
Fold the same paper in such a
way that you tuck it into the
pocket that was formed.
Gently press the outer corner.

Step 6 :

Once the base is ready, draw a cute face
on the bookmarks. Make cut outs of
different facial features such as hair, ears,
etc and stick them onto your bookmarks!

Outdoor Ottoman
By - Chaarvi Kaur, XII Hilltop

Step -1
Attach plywood
discs to both the
sides of the tier.

Step-2
Take 4 construction screws
and drill them in.
(You can also attach them
with the help of glue).

Step-3
Attach rope start by
finding the center of the
wood use construction
adhesive or you can use
fabric glue as well.

Step-4
Start winding the rope
around the center
point

Step-5

Cover the whole tier
with the rope

Step-6
Attach furniture legs you
can get them at any
hardware shop. Now just
drill the lengs

Final Product
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