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I. Introduction 
Pricing has a philosophical effect on consumer behavior. For many customers, the pricing concept forms 

the basis of purchasing decisions. The power of psychology in pricing makes it a surefire way to get customers 

interested and to drive sales. 

Pricing acts as the most important determinant of what price the customer will perceive as value for 

money or, simply, for a product or service. The capture of the psychological drivers that ultimately drive customer 

behavior would help businesses enable the best pricing strategies to capture their customers' emotional and 

thinking processes to spend more. 

Pricing strategy, in simple words, means the organized approach that an organization is going to take in 

determining an appropriate price point for its products or services. The most common of such will be cost-based 

pricing, where prices are set based on production costs incurred, plus a desired profit margin. This methodology 

means that every sale would aid in the cost coverage and help in profit generation. On the other hand, market-

based pricing schemes consider competitors' prices and market demand. The ability to position products in 

relation to a competitor helps businesses earn customers who search for value. 

The other prominent methodology is value-based pricing, where it considers the value perceived by the 

product or the service to the customer. Value-based pricing is based on the benefits and value to customers, not 

on the cost of production or competitors' prices. This would, therefore, allow the business to capture value, based 

on what the customers would be willing to pay for unique features or benefits. Furthermore, dynamic pricing 

strategies have become prominent. Prices in e-commerce and hospitality sectors are set in real-time in 

consideration of market demand, competitor pricing, or other external factors. 

Penetrating just below a round number and touting the value of the discount are two common 

psychological pricing techniques applied to influence purchasing decisions. Bundle pricing strategies bundle a 

collection of products or services together at a lower overall price than if customers were to purchase them all 

separately, often enticing customers with perceived value and convenience. 

This would, hence, be a decision based on market dynamics, competitive environment, and business 

objectives. In other words, effective pricing strategies not only ensure maximum profitability but also drive price 

perceptions as being fair and proportionate to the value delivered to customers, thereby contributing to long-term 

business success and customer satisfaction. 

The way something is priced can hugely impact consumer decisions. One Popular way people view 

pricing includes segmentation, as it differentiates the price point aspect of the first rule of 3 by distinguishing 

discrimination in proposed acts because it allows control for any opportunities, and equates means among 

potential. When a price changes, more often than not, it changes the number of consumers who want it: a cheap 

price draws in shoppers, while a costly price lets potential buyers off the hook and launches discounts. Pioneering 

a new pricing scheme, like Pay-What-You-Want (PWYW) significantly changes people's behavior by bringing 

in external elements outside of standard reference points that alter the way people pay. This marketing approach 

has been found to greatly impact consumer choice and has been shown in numerous studies to determine consumer 

behavior tactics or techniques; prevailing conditions or state as providing the basis for charge. Common pricing 

strategies such as penetration pricing, price skimming, and competitive pricing play a critical role in the consumer 

decision-making process, and businesses, are required to adapt appropriate ways to meet these wants, thus, must 

have plans and management, some of which make better decisions than others. Pricing strategy influences 

consumer behavior through perceived value, purchase decisions, and selection consequences. 

the context of pricing strategies and consumer decision-making, the effects of psychological influences 

on perception, preference, and choice are numerous. As a result, this is very important for any business to 

comprehend as it will aid in establishing what type of products or services must be provided within competitive 

markets. Pricing strategies make apparent their effects on value perceptions but give rise to emotional and 

cognitive responses that influence consumer decisions or actions. Based on this background, the essay reviews 

several key psychological factors namely perceived value, price perception, reference pricing, and psychological 

pricing techniques which together establish how they relate to one another resulting in consumer decisions. In 
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essence, this means that if businesses could understand these aspects; they can come up with better price strategies 

that tend to persuade customers’ minds who then purchase more items from them hence enhancing market 

competitiveness and profitability. 

 

Who is a consumer? 

A consumer is the end user of the product or the one who consumes the product, while a customer is 

involved in the purchase of the product; they may or may not consume the product. 

Consumer behavior is the study of how individuals (consumers) make decisions to spend their available 

resources (time, effort, money) on consumption-related items. It also explores how individuals and groups select, 

buy, use, and dispose of goods, services, ideas, or experiences to satisfy their needs and wants. 

 

There are five different buying roles played when purchasing a product: 

1. Initiator: The one who initiates the purchase process. 

2. Influencer: Provides information and significantly influences the future of the  purchase process. 

3. Decision Maker: Decides to buy and what to buy; usually the person who pays for the product. 

4. Buyer: Visits the shop and buys the product. 

5. User: Uses the product. 

 

There are two main approaches to the consumer behavior of demand. The first approach is the Marginal 

Utility or Cardinalist Approach. The second is the Ordinalist Approach. 

Cardinal Utility Analysis: Human wants are unlimited and vary in intensity. The means at a person's 

disposal are not only scarce but have alternative uses. Due to resource scarcity, the consumer cannot satisfy all 

their wants. They have to choose which want to satisfy first and which to satisfy later if resources permit. The 

consumer is confronted with making a choice. 

For example, a man is thirsty, so he goes to the market and satisfies his thirst by purchasing Coca-Cola 

instead of tea. The consumer buys the commodity because it gives him satisfaction. In technical terms, a consumer 

purchases a commodity because it has utility for him. Utility is the satisfaction derived by the consumer from 

consuming the goods. 

Ordinal Utility/Indifference Curve Analysis: The indifference curve indicates the various combinations 

of two goods which yield equal satisfaction to the consumers. The indifference curve analysis approach was first 

developed by Slutsky, a Russian economist, in 1915. Later, it was developed by J.R. Hicks and R.G.D. Allen in 

1928. 

 

 
Figure 1: Indifference Map 

https://cdn1.byjus.com/wp-content/uploads/2019/07/Indifference-Map.png 

 

Understanding consumer behavior is important because it impacts a firm's success, helps examine the 

main influencers, and better predicts how consumers will respond to different pricing strategies. Consumers have 

different thought processes and attitudes toward buying a particular product. If a company fails to understand the 

reaction of a consumer towards a product, there are high chances of product failure. 

 

Understanding consumer behavior is important due to following reasons: 

1.Consumer Differentiation: 

Consumer differentiation is a way to distinguish a consumer from several other consumers. This helps 

to make a target group of consumers with the same or similar behavior. 

Consumer differentiation will help to tailor different pricing strategies to the needs of varying customer groups. 
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2.Retention of Consumers: 

Consumer behavior is not just important to attract new customers, but it is very important to retain 

existing customers as well. When a customer is happy about a particular product, he/she will repeat the purchase. 

Therefore, pricing of the product should be done in such a way that customers will buy the product again and 

again. 

 

3.Design Relevant Marketing Program 

Understanding consumer behavior allows us to create effective marketing strategies. Each campaign can 

speak specifically to a separate group of consumers based on their behavior. 

 

4.Predicting Market Trend 

Consumer behavior analysis will be the first to indicate a shift in market trends. By conducting a 

consumer behavior study, a company saves a lot of resources that might otherwise be allocated to produce a 

product that will not be sold in the market. For example, in summer, a brand will not waste its resources producing 

a product that will not sell in summer. 

 

5.Competition 

Studying consumer behavior facilitates understanding and facing competition. Based on consumers’ 

expectations, a brand can offer competitive advantages. 

 

6.Stay Relevant in the Market 

Today’s consumers have greater choices and opportunities, which means they can easily switch to a 

company that offers better products and services. Unable to understand changing consumer behavior will cost the 

company its market share. 

 

7.Improve Customer Service 

Consumers require different levels of customer service, and understanding the differences within 

customer base will help to provide the most appropriate service for individual needs. 

 

Theories of Consumer Behavior 

Theory of Reasoned Action (1975) 

The Theory of Reasoned Action (TRA) was developed by Martin Fishbein and Icek Ajzen in 1975. It 

aims to understand the relationship between attitudes and behaviors within human action. Here’s an overview of 

the key components and implications of TRA: 

 

Key Components 

1.Behavioral Intention: Behavioral intention is the most immediate predictor of behavior. It reflects an 

individual's motivation to engage in a particular behavior and is influenced by two main factors: attitude toward 

the behavior and subjective norms. 

 

2.Attitude Toward the Behavior: This refers to the individual’s positive or negative evaluation of performing the 

behavior. It is determined by: 

Behavioral Beliefs: Beliefs about the consequences of the behavior. 

Outcome Evaluations: Evaluation of the consequences. 

 

3.Subjective Norms: Subjective norms refer to the perceived social pressure to perform or not perform the 

behavior. They are influenced by: 

Normative Beliefs: Beliefs about whether important others think one should   perform the behavior. 

Motivation to Comply: The extent to which one wants to comply with these perceived expectations. 

 

TRA can help predict consumer responses to pricing strategies by examining their attitudes towards the 

price and perceived social pressures. For example, if a consumer believes that a higher price indicates better 

quality (positive attitude) and that important others also value high-quality products (positive subjective norm), 

they are more likely to purchase the higher-priced item. 

Marketers can influence consumer behavior by changing attitudes through persuasive communications. 

Highlighting the benefits and quality of a product can create positive behavioral beliefs. For instance, emphasizing 

the superior performance of a premium-priced product can shape a favorable attitude towards paying a higher 

price. 
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Marketing strategies can also target subjective norms by using testimonials, influencer endorsements, or 

highlighting social proof. If consumers perceive that significant others or a majority of people endorse a product, 

they may be more inclined to align their purchasing decisions with these norms, even if the product is priced 

higher. 

Promotions and discounts can be designed to enhance behavioral intentions by positively influencing 

attitudes and perceived norms. Limited-time offers, for example, can create a sense of urgency and social proof, 

encouraging consumers to act on their purchase intentions. 

 

Howarth Plan 

The Howarth Plan, a pricing strategy developed by English economist Harry Howarth, posits that 

businesses should set prices based on the perceived value of the product to the consumer rather than on production 

costs. 

The strategy is simple yet exposes a deep understanding of consumer knowledge, judgement and beliefs. 

This resolution building is significant to responses. This has: Inputs, perceptions, outputs, and exogenous 

variables. People need certain facts to make decisions. Buying behaviour studies show that it's vital because 

people like communal and public support. These characteristics, such as objectives, beliefs, and understanding, 

influence consumers' decision-making. Perceptual preference occurs when a person compresses knowledge 

according on his needs and actions. Contentment or dissatisfaction follow shopping. Redemption boosts brand 

understanding and approach. Negative attitudes emerge from unhappiness. Exogenous variables don't affect the 

choice technique. They indirectly impact consumers and vary by user. Character, social class, marketing, and 

economic standing. All four criteria stated affect decision-making. 

This approach suggests that consumer decision-making is influenced primarily by the subjective value 

they associate with the product, which can be shaped by factors such as brand reputation, marketing, and personal 

preferences. By focusing on perceived value, companies can potentially charge higher prices and create a stronger 

connection with their customers, leading to increased loyalty and satisfaction. 

 

Maslow's Hierarchy of Needs Theory (1943) 

Maslow said that a person's efforts to meet five basic needs—physiological, security, social, and self-

realization. According to Maslow, certain wants might result in bodily weights that can affect a man's behaviour. 

1.Physiological needs include those that are necessary for human survival, such as air, food, drink, shade, clothes, 

and rest. 

2.Security needs include private protection, healthy finances, excellent health, and insurance against errors, harm, 

and their negative effects. 

3.Social needs are also known as connection, having a place, the desire to perceive an emotion, and recognition. 

Relationships, friendships, and kinships all serve to meet social demands. 

4.Regard needs relate to the need for respect and dignity. 

5.Self-realization needs relate to a person's need to touch their entire torpid. Anything that is incredibly particular 

is the necessity to organize what one is capable of. 

Maslow was confident that these needs exist in a multi-leveled hierarchy. This movement strategy 

implies that lower priority demands must be satisfied before higher priority needs in terms of amount. 

 

 
Source: 

https://www.thoughtco.com/thmb/AjKcgMjVzPE4irF_ZrNlj2cozmc=/1500x0/filters:no_upscale():max_b

ytes(150000):strip_icc()/maslow-s-hierarchy-of-needs--scalable-vector-illustration-655400474-

5c6a47f246e0fb000165cb0a.jpg 
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Consumers prioritize spending on products that satisfy their most urgent needs first. For example, 

individuals are likely to spend more on essential goods such as food and shelter before considering luxury items 

that fulfill esteem or self-actualization needs. Understanding where a product fits within this hierarchy helps 

businesses set prices that align with the perceived value of the product relative to the consumer's current needs. 

 

Hawkins Stern Impulse Buying (1962) 

Hawkins Stern's Impulse Buying Theory (1962) explains consumer decision-making in pricing by 

highlighting how spontaneous, unplanned purchases are often influenced by external stimuli, such as product 

placement, promotional offers, and in-store displays. According to this theory, consumers may make impulse 

buys without thorough consideration of the price, driven by immediate emotional responses or situational factors. 

Retailers can capitalize on this behavior by strategically positioning products in high-traffic areas, using attractive 

packaging, and offering time-limited discounts to trigger impulse purchases and increase sales. 

 

Pavlovan Learning Model (1897) 

The Pavlovian Learning Model (1897), developed by Ivan Pavlov, explains consumer decision-making 

in pricing through the concept of conditioned responses. This model suggests that consumers develop associations 

between certain stimuli and responses over time. For instance, a consumer might associate a particular brand with 

high quality due to consistent advertising and positive experiences. As a result, they may be willing to pay a 

premium price for that brand. Marketers can use this model to create strong brand associations and loyalty, 

influencing consumers to respond positively to their products and pricing based on learned behaviors and 

expectations. 

 

Fishbeins Multi-attribute Model (1973) 

Fishbein's Multi-attribute Model (1973) explains consumer decision-making in pricing by considering 

that consumers evaluate a product based on various attributes, each weighted by its importance. According to this 

model, a consumer's overall attitude toward a product is determined by summing the weighted evaluations of all 

the relevant attributes. When making purchasing decisions, consumers assess the price relative to the perceived 

value of these attributes. For instance, a consumer might be willing to pay a higher price for a product if it scores 

well on important attributes such as quality, durability, and brand reputation. Marketers can use this model to 

identify key attributes that influence consumer decisions and adjust their pricing strategies accordingly to 

highlight the product's strengths. 

 

Psychological Factors Influencing Consumer Decision-Making 

Perception of Value 

 

Reference Prices 

It involves setting a price for a product or service based on a reference point, which can be an internal 

or external benchmark. The concept behind reference pricing is rooted in the idea that consumers tend to evaluate 

the value of a product or service based on a comparison with a reference point. 

 

The Influence of Reference Points on Consumer Behavior 

Reference points play a crucial role in shaping consumer behavior and decision-making processes. These 

reference points can be external, such as comparing prices to similar products or services, or internal, based on 

past experiences or expectations. By understanding how reference points influence consumer behavior, businesses 

can strategically leverage this knowledge to enhance their pricing strategies and ultimately drive sales. 

 

1.Anchoring Effect: 

One common way reference points influence consumer behavior is through the anchoring effect. This 

effect occurs when consumers rely heavily on the first piece of information presented to them when making a 

decision. For example, imagine a clothing store offering a high-priced designer jacket for $500. While most 

consumers might find this price too expensive, the store then introduces a lower-priced jacket at $250, which 

suddenly seems like a great deal in comparison. By anchoring the consumer's reference point with the higher-

priced jacket, the lower-priced jacket appears more affordable and attractive. 

 

2.Comparative Pricing: 

Comparative pricing is another way reference points influence consumer behavior. Consumers often rely 

on comparisons to evaluate the value of a product or service. By providing a reference point for comparison, 

businesses can influence consumers' perception of price and value. For instance, a hotel might display a room rate 
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as "50% off the regular price" or "only $99 compared to $199 at other hotels." These comparative pricing 

strategies create a reference point for consumers to assess the perceived value of the offer. 

 

3.Social Proof: 

Reference points can also be influenced by social proof, which is the tendency for individuals to conform 

to the actions or opinions of others. Consumers often seek validation from their peers or experts before making a 

purchase decision. For example, online reviews and ratings provide a reference point for potential buyers to assess 

the quality and desirability of a product or service. Positive reviews and high ratings can influence consumers' 

reference points positively, increasing the likelihood of purchase. 

 

Case Study: Amazon 

Amazon, one of the world's largest online retailers, effectively leverages social proof by displaying 

customer ratings and reviews prominently on product pages. This reference point provides reassurance to potential 

buyers, influencing their perception of the product's value and encouraging them to make a purchase. 

 

Case Study: Apple Inc. 

Apple often releases new versions of its products at higher price points, creating a reference price for the 

older models. When the newer models are introduced at higher prices, consumers perceive the older models as 

being more affordable and thus, of higher value. This strategy helps Apple maintain a premium brand image and 

sustain consumer interest in their products. 

 

Price-Quality Heuristic 

One of the key factors influencing consumer behavior is the price-quality heuristic. This heuristic 

suggests that consumers often use price as a proxy for quality. In other words, when faced with limited 

information, consumers tend to assume that higher-priced products are of superior quality. This perception of 

value can have a powerful influence on consumer decision-making, as individuals may be willing to pay a 

premium for products they believe to be of higher quality. 

For example, imagine we are in the market for a new smartphone. We see two options: one priced at 

$500 and another priced at $1000. Without any additional information, we might be inclined to assume that the 

$1000 smartphone is of better quality, simply because it is more expensive. This perception of quality based on 

price can significantly impact our purchasing decision. 

 

Case Study: Apple Inc. 

Apple is a prime example of a company that has successfully leveraged the power of price to shape 

consumer perceptions. By positioning their products at the higher end of the price spectrum, Apple has created 

an image of exclusivity, quality, and innovation. Despite fierce competition in the smartphone market, Apple 

consistently maintains premium pricing, which reinforces the perception of their products being superior. 

Consumers willingly pay a premium for Apple products because they believe the higher price equates to a better 

experience and status symbol. 

 

Case Study: Starbucks 

Starbucks is a prime example of a company that has successfully utilized the price-quality heuristic. 

Despite being a coffee chain, they have managed to position themselves as a premium brand. By pricing their 

beverages higher than other coffee shops, they have created an illusion of quality and exclusivity. This strategy 

has allowed Starbucks to attract a loyal customer base that associates their brand with a superior coffee experience. 

 

Case Study: Domino’s Pizza 

In 2009, Domino's Pizza launched its "You Got 30 Minutes" campaign, offering customers a guarantee 

that their pizza would be delivered within 30 minutes or it would be free. This pricing strategy aimed to 

differentiate Domino's from its competitors and create a perception of quality and efficiency. By aligning their 

pricing with a promise of quick delivery, Domino's successfully tapped into the price-quality heuristic and 

increased customer loyalty. 

 

Emotional Responses 

Urgency and Scarcity Influencing Purchasing Decisions 

In today's fast-paced and competitive retail environment, marketers often employ various strategies to 

capture consumers' attention and drive sales. One such strategy is the use of time-limited discounts, such as flash 

sales and limited-time offers. These promotional tactics create a sense of urgency among consumers, encouraging 

them to make quick purchase decisions to avoid missing out on a good deal (Aggarwal et al., 2011). 
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Research has shown that time-limited discounts can significantly influence consumer behavior, leading 

to increased urgency and impulse purchasing (Hoch & Loewenstein, 1991). The scarcity principle, which suggests 

that people tend to place a higher value on items that are perceived as rare or limited in availability, plays a key 

role in the effectiveness of these promotional strategies (Cialdini, 2001). When faced with a time-limited discount, 

consumers may feel pressured to make a quick decision, fearing that they will miss out on a valuable opportunity 

if they delay their purchase (Aggarwal et al., 2011). 

 

How Does the Human Brain React in Case of Scarcity? 

In a 2017 study (Kwon | "What Does the Brain Tell about Scarcity Bias? Cognitive Neuroscience 

Evidence of Decision Making under Scarcity" | International Textile and Apparel Association Annual Conference 

Proceedings, 2017), participants were shown a promotional message that reflected a percentage off the price of a 

product. There were different variations of this message: some showed the offer was for today only, some showed 

the offer was for one week only, and some had no expiration at all. While hooked up to an fMRI scanner, 

participants pressed a button if they wished to purchase the product they were presented with. Each time they 

chose to buy a product with one of the limited-time offers, the area in their brain linked to emotion (the amygdala) 

showed an increase in activity. The same could not be said when the product offering wasn’t considered scarce. 

The researchers also found that when someone made the decision to buy the scarce product, information that did 

not favor the person’s decision to buy was essentially ignored. 

This tells us that scarcity may increase our sense of urgency to make a decision, leading to a mentality 

of “buy it now.” This thought process hinders our cognitive ability to analytically process costs and benefits in a 

sensible manner. Instead, our cognitive resources become focused on processing why we should buy something, 

and they suppress any other thoughts that may impede the decision to purchase. Our brains are hardwired for 

survival, which is why we often focus on what we don’t have. Scarcity causes our brain to shift its focus onto 

what it considers urgent. If there is something we really want to buy that’s also hard to get, our brains shift into 

gear and place mental energy and focus on rectifying the decision because, from our mind’s perspective, this need 

is now urgent. 

 

Case Study: BJ’s Happy Hour 

BJ’s Restaurants, which is a publicly traded company with nearly 200 restaurants in US, often uses 

limited-time offers and discounts to boost sales. 

Take the “Happy Hour” offered to customers as an example. 

 

The Happy Hour deals are only available during specific hours: 

• Monday to Friday: 3:00-6:00 PM 

• Sunday to Thursday: 9:00 PM to close 

 

These time constraints create a sense of urgency for customers to visit during these periods to take 

advantage of the special pricing. 

 

The discounts offered are significant and varied: 

• $4 for domestic bottles and chips & dips 

• $5 for BJ's handcrafted signature beers and Dark Horse wines 

• $6 for Brewhouse margarita and call drinks 

• $7 for select appetizers and mini deep dish pizza 

 

By offering specific items at discounted prices, the promotion makes these deals seem more attractive 

and valuable compared to regular prices. 

The deals are only available in the bar and on the patio, which limits the settings in which customers can 

take advantage of the offers. This further emphasizes the scarcity and exclusivity of the promotion. 

The Happy Hour menu includes a variety of items, from drinks (beers, wines, margaritas) to food (sliders, 

pot stickers, egg rolls, appetizers). This variety appeals to a broader audience, encouraging more customers to 

partake in the promotion. 

The specific time frames and discounted prices leverage the scarcity principle by creating a limited 

window of opportunity. Customers are more likely to perceive the Happy Hour deals as special and are 

incentivized to visit during these times to avoid missing out. 

BJ's Happy Hour is an effective use of limited-time offers, strategically designed to drive traffic during 

off-peak hours by capitalizing on the urgency and exclusivity created by the scarcity principle. 
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Cognitive Biases 

Anchoring Effect (Tversky & Kahneman, 1974) 

Anchoring bias is a cognitive bias that results in us relying heavily on the initial piece of information we 

receive about a topic. It can occur due to emotions, other cognitive biases, and the complexity of decision making. 

When making plans or estimates, we tend to interpret subsequent information in relation to our initial anchor 

rather than evaluating it objectively. As a result, this bias can distort our judgment and limit our ability to adjust 

our plans or predictions as needed. 

 

An Experimental Study of Real Estate Appraisals (Case Study) 

Gregory Northcraft and Margaret Neale investigated whether anchoring might occur in the context of 

real estate appraisals. Two randomly selected groups of real estate agents were taken to a house and asked to 

appraise it. They were given the same tour and identical packages of information, which included the house’s 

(purported) list price. The only difference between the two groups was that the first group was given a list price 

of $65,900, while the second group was given a list price of $83,900, i.e. $18,000 more. 

The average appraisal price of the first group came in at $67,811, and that of the second group was 

$75,190. If we take the mid-point of these values ($71,500.50) as the best estimate of the true appraisal value, the 

gaps between the two appraisal averages was a full 10%. This study provides a clear demonstration of anchoring 

bias in the context of real estate appraisals. Anchoring bias occurs when individuals rely too heavily on the first 

piece of information they receive (the "anchor") when making decisions, even if that information is arbitrary or 

irrelevant. In this study, the list price of the house served as the anchor. 

What's notable is that only 25% of the agents mentioned the list price as a factor they considered in their 

appraisal, suggesting that the anchoring effect operated subconsciously. This shows that even experts are not 

immune to cognitive biases. The list price, which is often variable and strategically set, disproportionately affected 

their judgments, causing them to anchor on the provided figures despite their expertise and the availability of 

other relevant information. 

 

Framing Effect (Tversky & Kahneman, 1981) 

The Framing effect is when our decisions are influenced by the way information is presented. Equivalent 

information can be more or less attractive depending on what features are highlighted. 
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Framing bias is when a person will process the same information differently depending on how it is 

presented and received. A patient may shudder when the doctor informs them that there is a 20% chance they will 

die from a certain disease but feel optimistic if instead they are told that there is an 80% chance they will survive. 

The most common framing draws attention to either the positive gain or negative loss associated with 

an option. We are susceptible to this sort of framing because in accordance with “prospect theory,” we tend to 

avoid certain losses. A loss is perceived as more significant, and therefore worthier of avoiding, than an equivalent 

gain. The way something is framed can influence our certainty that it will bring either gain or loss. This is why 

we find it attractive when the positive features of an option are highlighted instead of the negative ones. 

In framing bias, our mind often uses shortcuts or “heuristics.” The availability and affect heuristic may 

contribute to the framing effect. The availability heuristic is our tendency to use information that comes to mind 

quickly and easily when making decisions about the future. Studies have shown that the framing effect is more 

prevalent in older adults who have more limited cognitive resources, and who therefore favour information that 

is presented in a way that is easily accessible to them. Because we favour information is easily understood and 

recalled, options that are framed in this way are favoured over those that aren’t. 

The affect heuristic is a shortcut whereby we rely heavily upon our emotional state during decision-

making, rather than taking the time to consider the long-term consequences of a decision. This may be why we 

favor information and options that are framed to elicit an immediate emotional response. Research has shown that 

framing relies on emotional appeals and can be designed to have specific emotional reactions. Picture this: most 

of us would be more willing to listen and vote for a political candidate that presents their platform in an emotional 

speech framed at inspiring change, over a candidate with the same platform that is presented it in a dreary report. 

 

Plea bargaining in court (Case Study) 

Framing effects have been shown to influence legal proceedings. A paper written in 2004 by Stephanos 

Bibas, a U.S. law professor and judge, looked into how various cognitive biases influence plea bargains in legal 

trials. He concluded that “framing plays a powerful role in plea bargaining.” 

Bibas argued that defendants are less likely to accept plea bargains because they view them through a 

“loss frame.” That is to say, because defendants are used to being free, and are being faced with a loss of freedom 

in a plea bargain—even if it is a lesser loss than a conviction without a plea bargain—they are more likely to 

resist bargaining. Defendants with a loss frame see acquittal as the baseline, and anything worse than this as a 

loss. Bibas believes this advantages prosecutors, as defendants often stand to gain from concessions and 

bargaining. 

However, he goes on to claim that some defendants see plea bargains through the lens of gains. A 

defendant that has been in pretrial detention for some time “is more likely to view prison as the baseline and 

eventual freedom as a gain, particularly if freedom is possible in weeks or months.” So, as a result of pre-trial 

detention and the gain frame that often ensues, defendants are more likely to accept a plea bargain. 

 

Cancer treatment preferences (Case Study) 

A 1989 study by US health science professor Annette O'Connor examined the influence of framing on 

patients’ preferences surrounding cancer chemotherapy. The study was composed of two groups of participants: 

the first group was made up of 129 healthy volunteers, and the other of 154 cancer patients. Both groups were 

asked to choose between two cancer treatment options. The first treatment option was toxic, while the second was 

non-toxic but less effective than the toxic option. 

The option was framed to participants in one of three ways: probability of living (a positive frame), 

probability of dying (a negative frame), probability of living and dying (a mixed frame). Results showed that 

when the probability of living was below 50%, and framed negatively as a probability of dying, participants were 

less likely to choose the more effective toxic treatment. O'Connor concludes that “a negative frame or probability 

level below 0.5 would seem to stimulate a “dying mode” type of value system in which quality of life becomes 

more salient in decision making than quantity of life.” 

From a broader public health perspective, it is useful to understand the influence that framing has on 

patients' decisions surrounding treatment. 

 

Prospect Theory (Loss Aversion Bias) 

Prospect theory assumes that losses and gains are valued differently, and thus individuals make decisions 

based on perceived gains instead of perceived losses. Also known as loss aversion theory, the general concept is 

that if two choices are put before an individual, both equal, with one presented in terms of potential gains and the 

other in terms of potential losses, the former option will be chosen. 

This theory was formulated in 1979 and further developed in 1992 by Amos Tversky and Daniel 

Kahneman, deeming it more psychologically accurate of how decisions are made compared with expected utility 

theory. 
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The underlying explanation for an individual’s behavior, under prospect theory, is that because the 

choices are independent and singular, the probability of a gain or a loss is reasonably assumed as being 50/50 

instead of the probability that is actually presented. Essentially, the probability of a gain is generally perceived as 

greater. 

Tversky and Kahneman proposed that losses cause a greater emotional impact on an individual than does 

an equivalent amount of gain, so given choices presented two ways—with both offering the same result—an 

individual will pick the option offering perceived gains. 

Prospect theory explains why we overpaid so much at that charity auction. Once we made a bid, the item 

was ours (in a part of our mind) and we valued it more than before we bid. If we were bid up by competitors 

multiple times then our sense of ownership, and of potential loss, increased, so we paid more than we planned to. 

Consider an investor who is given two pitches for the same mutual fund. The first advisor presents the 

fund to Sam, highlighting that it has an average return of 10% for the last three years. Meanwhile, a second advisor 

tells the investor that the fund has had above-average returns over the last decade, but has been in decline for the 

last three years. 

Prospect theory says that although the investor has been pitched the exact same mutual fund, they are 

likely to buy from the first advisor. That is, the investor is more likely to buy the fund from the advisor who 

expresses the fund’s rate of return in terms of only gains, while the second advisor presented the fund as having 

high returns, but also losses. 

 

Sunk Cost Bias 

Sunk costs refer to expenses that have already been incurred and cannot be recovered. In theory, these 

costs should not influence current decision-making since they cannot be changed by future actions. However, in 

practice, sunk costs often do affect consumer decision-making due to psychological factors. Here are several ways 

in which sunk costs influence consumer behavior: 

 

Psychological Factors 

1.Loss Aversion: Consumers are generally averse to losses. When they have already invested money, time, or 

effort into a product or service, they feel a strong aversion to the idea of that investment going to waste. This can 

lead them to continue investing in a losing proposition rather than cutting their losses. 

 

2.Commitment and Consistency: People strive to be consistent in their behaviors and decisions. If consumers 

have made a commitment to a purchase, they might continue to justify that decision to themselves by investing 

more, even when it no longer makes rational sense. This is often seen in subscription services or memberships. 

 

3.Cognitive Dissonance: Cognitive dissonance occurs when there is a conflict between beliefs and behaviors. To 

reduce the discomfort of this dissonance, consumers might continue to invest in something they previously chose, 

in an effort to justify their past decisions and align their behavior with their beliefs. 

 

Practical Examples 

1.Continuing Subscriptions: Consumers often continue with subscriptions or memberships they no longer use 

because they feel they need to get their money’s worth out of their initial investment. 

 

2.Brand Loyalty: If consumers have spent money on a brand they prefer or have invested time in understanding 

its products, they might stick with that brand even when competitors offer better value or features. 

 

3.Project Completion: In the context of projects, consumers may continue to invest in a failing project (e.g., home 

renovations, hobby projects) because they have already spent so much time and money on it, despite the low 

likelihood of successful completion. 

 

Certainty Effect 

Certainty Effect explains why humans prefer definite options and choose to avoid having a certain option 

drop to a probability, even if the drop is very small. The Certainty Effect happens because people give more 

weight to outcomes that are considered certain than outcomes that are just possibilities. 

We would rather get an assured, lesser win, than take a chance at winning more if it also comes with a 

small risk of getting nothing. Because of the Certainty Effect, people prefer 100% as a reference point relative to 

other percentages, even when this belief may be just an illusion of certainty. 
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How does Certainty Effect influence decision-making? 

Because people give more weight to certain outcomes, the Certainty Effect explains why a sure desirable 

gain leads people to choose it over a risky gain. Also, because people overvalue certainty, overweighting a sure 

loss leads people to avoid it over a risky loss. 

Therefore, the Certainty Effect causes us to be risk-averse in terms of gains and risk-seeking in losses 

where there is a choice between a sure and a risky option. For example, when humans are given the option of (1) 

100% chance to win $900 or (2) 90% chance to win $1,000 with a 10% chance to win nothing, 80% of humans 

choose the first definite win despite equal expected values. 

An example of the Certainty Effect in action is when Starbucks or other food or drink companies have 

rewards cards that give customers a 100% discount on a cup of coffee when they purchase 10 cups prior, as 

opposed to providing 10% discounts on all of the cups. While customers may actually save more money with the 

second option, humans usually prefer the certain 100% discount option. 

The concept of buy-one-get-one-free is another good example of the Certainty Effect. When a consumer 

sees that they will get a certain free item along with their purchase they may be more likely to go forward with 

the deal, while they may not have bought the same two items if they were marked 50% off. While these are the 

same expected values, consumers tend to gravitate towards the first option due to the certainty that an item is 

100% free. 

 

Confirmation Bias 

Confirmation bias is the most common, obvious and powerful of all the biases. It is the tendency to look 

for and invite information that supports preconceptions and existing beliefs while ignoring information that 

challenges them. 

Confirmation bias is where people seek information that affirms existing beliefs while discounting or 

discarding information that might contradict them. This is a tough bias to overcome, but actively seeking out 

contradictory information or contrarian opinions can help to eliminate it. 

Confirmation bias describes our underlying tendency to notice, focus on, and give greater credence to 

evidence that fits with our existing beliefs. 

 

Why it happens 

Confirmation bias is a cognitive shortcut we use when gathering and interpreting information. Evaluating 

evidence takes time and energy, and so our brain looks for shortcuts to make the process more efficient. We look 

for evidence that best supports what we know to be true because the most readily available hypotheses are the 

ones we already have. Another reason why we sometimes show confirmation bias is that it protects our self-

esteem. No one likes feeling bad about themselves-- and realizing that a belief they valued is false can have this 

effect. As a result, we often look for information that supports rather than disproves our existing beliefs. 

 

Example 1 – Blindness to our own faults 

A major study carried out by researchers at Stanford University in 1979 explored the psychological 

dynamics of confirmation bias. The study was composed of undergraduate students who held opposing viewpoints 

on the topic of capital punishment. Unbeknownst to them, the participants were asked to evaluate two fictitious 

studies on the topic. 

One of the false studies provided data in support of the argument that capital punishment deters crime, 

while the alternative, opposing view (that capital punishment had no appreciable effect on overall criminality in 

the population). 

While both studies were entirely fabricated by the Stanford researchers, they were designed to present 

“equally compelling” objective statistics. The researchers discovered that responses to the studies were heavily 

influenced by participants’ pre-existing opinions: 

•The participants who initially supported the deterrence argument in favor of capital punishment considered the 

anti-deterrence data unconvincing and thought the data in support of their position was credible; 

•Participants who held the opposing view at the beginning of the study reported the same but in support of their 

stance against capital punishment. 

So, after being confronted both with evidence that supported capital punishment and evidence that 

refuted it, both groups reported feeling more committed to their original stance. The net effect of having their 

position challenged was a re-entrenchment of their existing beliefs. 

 

Example 2 – Effects of the internet 

The “filter bubble effect” is an example of technology amplifying and facilitating our cognitive tendency 

toward confirmation bias. The term was coined by internet activist Eli Pariser to describe the intellectual isolation 

that can occur when websites use algorithms to predict and present information a user would want to see. 
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This means that as we use particular websites and content networks, the more likely we are to encounter 

content that we prefer. At the same time, algorithms will exclude content that runs contrary to our preferences. 

We normally prefer content that confirms our beliefs because it requires less critical reflection. So, filter bubbles 

might favor information that confirms your existing options and exclude disconfirming evidence from your online 

experience. 

In his seminal book, “The Filter Bubble: What the Internet Is Hiding from You", Pariser uses the example 

of internet searches for an oil spill to show the filter bubble effect: 

"In the spring of 2010, while the remains of the Deepwater Horizon oil rig were spewing crude oil into 

the Gulf of Mexico, I asked two friends to search for the term ‘BP’. They’re pretty similar — educated, white, 

left-leaning women who live in the Northeast. But the results they saw were quite different. One of my friends 

saw investment information about BP. The other saw the news. For one, the first page results contained links 

about the oil spill; for the other, there was nothing about it except for a promotional ad from BP." 

If this were the only source of information that these women were exposed to, surely they would have 

formed very different conceptions of the BP oil spill. The internet search engine showed information tailored to 

the beliefs their past searches showed and picked results predicted to fit with their reaction to the oil spill. 

Unbeknownst to them, it facilitated confirmation bias. 

While the implications of this particular filter bubble may have been harmless, filter bubbles on social 

media platforms have been shown to influence elections by tailoring the content of campaign messages and 

political news to different subsets of voters. This could have a fragmenting effect that inhibits constructive 

democratic discussion, as different voter demographics become increasingly entrenched in their political views 

as a result of a curated stream of evidence that supports them. 

 

Social Influences 

Social Proof: Social proof refers to the phenomenon where individuals rely on the actions and opinions of others 

to guide their own behavior, especially in situations of uncertainty. 

Consumers often look to the actions and endorsements of others, especially in ambiguous situations, to 

decide what to do. This is based on the assumption that if many people are doing something, it must be correct or 

beneficial. 

 

Impact on Consumer Behavior: 

•Increased Trust and Credibility: Positive social proof can enhance a brand’s credibility and make consumers 

more likely to purchase. 

•Reduction of Uncertainty: Consumers are more likely to make decisions when they see that others have made 

similar choices, reducing the perceived risk. 

•Bandwagon Effect: The tendency for people to adopt behaviors or follow trends simply because many others 

are doing so. 

 

Social Comparison: Social comparison involves individuals evaluating their own opinions, abilities, and attributes 

by comparing them with those of others. This comparison can significantly influence their purchasing decisions. 

Comparing oneself to someone perceived as better or more skilled. This can motivate individuals to 

improve or aspire to similar standards. For example, comparing one’s fitness level to a professional athlete’s 

might inspire one to exercise more. 

Comparing oneself to someone perceived as worse off, which can boost self-esteem and satisfaction. For 

instance, comparing oneself to someone with fewer resources or less success. 

The groups to which individuals compare themselves, such as peers, family, or celebrities are called 

Reference Groups. These groups influence attitudes, behaviors, and purchasing decisions. 

 

Impact on Consumer Behavior: 

•Influence on Preferences: Social comparison can shape preferences by making certain products or brands more 

appealing based on their relative standing. 

•Motivation for Improvement: Upward comparisons can motivate consumers to seek better quality or higher 

standards, driving them towards premium products. 

•Validation of Choices: Downward comparisons can validate current choices, making consumers feel better about 

their purchases and reducing regret. 

 

Timeline of Pricing Strategies 

1. Pre-1900s: Cost-Plus Pricing 

This method is simple: set the price of the product or service based on the costs of producing, distributing, 

and selling the product plus a fair rate of return for the efforts, risks, and the value provided. Companies like 
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Walmart or Spirit Airlines work to become low-cost producers in their industries. Reliance Jio, a telecom 

company, provides services at a very cheap rate, making competitors exit the market. 

Cost-based pricing is by far the most common pricing strategy because of its simple calculation and its 

foundation on the costs. However, there are some drawbacks to this method. The exclusive circumstances where 

this kind of pricing operates and profit maximization occur are described by average costs remaining fairly stable 

through time and at any point on the demand curve (e.g., Lilien and Kotler, 1983, pp. 809–858; Nagle and Holden, 

1995). Unfortunately, these conditions rarely happen. Cost-plus pricing also ignores information about consumer 

behavior and the competitive environment, which turns out to be another weakness. 

 

2. Early 1900s: Competitive Pricing 

This method involves setting prices based on competitors' strategies, costs, prices, advertisements, and 

market offerings. 

If consumers perceive that the company's product or service provides greater value relative to competing 

products, the company can charge higher prices. Conversely, if consumers perceive less value, the company must 

either charge a lower price or change customer perceptions to justify a higher price. 

For example, in highly competitive industries like the airline sector, companies often set prices in 

response to the pricing strategies of their competitors. If one airline lowers its fares, others might follow suit to 

maintain their market share. Alternatively, a company might differentiate its services to justify a higher price, 

such as offering additional amenities or superior customer service. 

 

3. Mid-1900s: Psychological Pricing 

Pricing designed to have a positive psychological impact. For example, there are often benefits to selling 

a product at $3.95 or $3.99, rather than $4.00. If the price of a product is $100 and the company prices it at $99, 

then it is using the psychological technique of just-below pricing. In most consumers' minds, $99 gives the 

impression of being considerably less than $100. A minor distinction in pricing can make a big difference in sales. 

The company that succeeds in finding appropriate psychological price points can improve sales and maximize 

revenue. 

 

4. 1960s-1970s: Value-Based Pricing 

In this method, sellers set prices based on buyers' perceptions of value rather than the manufacturing 

costs incurred by sellers. First, the company identifies the needs of customers and their value perceptions. It then 

sets its target price based on customer perceptions of value. After setting the price, the company decides what 

amount of money can be spent on producing the product or offering the service. In this method, the target price 

drives the manufacturing cost, whereas generally, the cost drives the selling price. 

This can be explained as follows: Suppose you are visiting a 5-star hotel. You can easily calculate the 

cost of ingredients in a dish, but calculating the value of other measures of satisfaction such as taste, environment, 

relaxation, conversation, and status is very hard. These values are subjective and vary both for different consumers 

and different situations. 

Luxury brands often leverage this strategy to position their products as premium. The best example and 

successful implementation of customer value-based pricing is Apple. Apple is a prototypical premium pricer. 

Whether it is an iPhone, iPad, Mac laptop, or Apple Watch, customers pay more for an Apple product than for 

competing devices—a lot more. For Apple, success has never been about low prices. Instead, it has been about 

the Apple user experience. Apple creates life-feels-good experiences. Apple customers are willing to pay more 

because they believe the value they receive is well worth the higher price. 

Luxury fashion brands like Louis Vuitton and Gucci are renowned for their high price tags, which 

contribute to their perceived prestige. These brands represent status and image of exclusivity, which make 

consumers willing to pay more. Similarly, luxury car manufacturers like Rolls Royce and Bentley employ pricing 

to position themselves as symbols of success and wealth. Their higher prices not only reflect the craftsmanship 

and quality of their vehicles but also enhance the perception of exclusivity and social status associated with 

owning one. 

 

5. 1980s: Penetration and Skimming Pricing 

Penetration Pricing: Low initial prices to gain market share quickly. 

Skimming Pricing: High initial prices to target early adopters and recoup R&D costs. 

Became strategic with the growth of technology and high-stakes product launches. 

 

6. 1990s: Dynamic and Online Pricing 

In dynamic pricing, as the name suggests, companies adjust prices frequently to meet the characteristics 

and needs of individual customers and situations. Dynamic pricing offers many advantages to companies. For 
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example, companies like Amazon, Flipkart, and Apple can mine their databases to gauge a specific shopper's 

desires, measure his or her means, check out competitors' prices, and instantaneously tailor offers to fit that 

shopper's situation and behavior, pricing products accordingly. 

If dynamic pricing is done well, it can help sellers optimize sales and serve customers better. However, 

if done poorly, it can trigger margin-eroding price wars and damage customer relationships and trust. 

 

7. 2000s: Freemium and Subscription Models 

Freemium: Basic services for free, premium features at a cost. 

Subscription: Regular, recurring payment for continued access to a product or service. 

 

Exploded with the rise of digital products and services, fostering long-term customer relationships and 

steady revenue streams. 

 

Pricing Strategies Leveraging Psychological Factors 

Dynamic Pricing 

Dynamic pricing, also referred to as surge pricing, demand pricing, or time-based pricing, and variable 

pricing is a revenue management pricing strategy in which businesses set flexible prices for products or services 

based on current market demands. It usually entails raising prices during periods of peak demand and lowering 

prices during periods of low demand. 

As a pricing strategy, it encourages consumers to make purchases during periods of low demand (such 

as buying tickets well in advance of an event or buying meals outside of lunch and dinner rushes) and 

disincentivizes them during periods of high demand (such as using less electricity during peak electricity hours). 

In some sectors, economists have characterized dynamic pricing as having welfare improvements over uniform 

pricing and contributing to more optimal allocation of limited resources. Its usage often stirs public controversy, 

as people frequently think of it as price gouging. 

Businesses are able to change prices based on algorithms that take into account competitor pricing, 

supply and demand, and other external factors in the market. Dynamic pricing is a common practice in several 

industries such as hospitality, tourism, entertainment, retail, electricity, and public transport. Each industry takes 

a slightly different approach to dynamic pricing based on its individual needs and the demand for the product. 

 

Case Study: Uber 

Uber, the ride-sharing giant, is known for its dynamic pricing model, also known as surge pricing. During 

times of high demand, such as rush hour or inclement weather, Uber increases its prices to incentivize more 

drivers to come online and meet the increased demand. While surge pricing has received some criticism, it has 

allowed Uber to effectively manage demand and ensure that customers can always find a ride when they need it. 

 

Case Study: Amazon 

Amazon engaged in price discrimination for some customers in the year 2000, showing different prices 

at the same time for the same item to different customers, potentially violating the Robinson–Patman Act. When 

this incident was criticised, Amazon issued a public apology with refunds to almost 7000 customers but did not 

cease the practice. 

During the COVID-19 pandemic, prices of certain items in high demand were reported to shoot up by 

quadruple their original price, garnering negative attention. Although Amazon denied claims of any such 

manipulation and blamed a few sellers for shooting up prices for essentials such as sanitizers and masks, prices 

of essential products 'sold by Amazon' had also seen a hefty rise in prices. Amazon claimed this was a result of 

software malfunction. 

 

Case Study: Wendy's 

In 2024, Wendy's announced plans to test dynamic pricing in certain American locations during 2025. 

This pricing method was included with plans to redesign menu boards and these changes were announced to 

stakeholders. The company received significant online backlash for this decision. In response, Wendy's stated 

that the intended implementation was limited to reducing prices during low traffic periods. 

 

rice Discrimination 

Price discrimination is the practice of setting a different price for the same product in different segments 

to the market. For example, this can be for different classes, such as ages, or for different opening times. 

Price discrimination may improve consumer surplus. When a firm price discriminates, it will sell up to 

the point where marginal cost meets the demand curve. Some conditions are required for price discrimination to 

exist: 
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1.Firms must face a downward-sloping demand curve, i.e. the demand for a product is inversely proportional to 

its price. 

2.Accurately segment the market, i.e Two or more buying groups must be distinguished at a cost that does not 

exceed the revenue that distinguishes them. 

3.Prevent resale 

4.Have market power 

There are three different types of price discrimination that revolve around the same strategy and same 

goal – maximize profit by segmenting the market, and extracting additional consumer surplus. 

 

•First-degree price discrimination: The business charges every consumer exactly how much they are willing to 

pay for the product. Assume the monopolist determines the price of the product based on the maximum amount 

of money a consumer is known to pay for any quantity of product that is exactly equal to the demand price for 

the product in order to obtain the total consumer surplus of each consumer. 

 

•Second-degree price discrimination: The business uses volume discounts which allow buyers to purchase a 

higher inventory at a reduced price. While this benefits the high-inventory buyer, it obviously hurts the low-

inventory buyer who is forced to pay a higher price. This buyer may then be less competitive in the downstream 

market. For instance, telecommunications companies charge different prices for customers' monthly Internet 

access time. They charge a higher price for customers who have small usage whilst charging a lower price for 

customers who have large usage. In this way, the monopoly seller appropriates a portion of the buyer's consumer 

surplus for himself. 

 

•Third-degree price discrimination: This occurs when firms segment the market into high demand and low 

demand groups. That is, for the same commodity, a complete monopoly firm implements different prices relying 

on the different price elasticity of demand in different markets. i.e. the Power plants implement lower prices for 

more elastic industrial electricity and higher prices for less elastic household electricity. 

 

Case Study: Retail price discrimination 

Manufacturers may sell their products to similarly situated retailers at different prices based solely on 

the volume of products purchased. Sometimes, the firm investigate the consumers’ purchase histories which 

would show the customer's unobserved willingness to pay. Each customer has a purchasing score which indicates 

his or her preferences; consequently, the firm will be able to set the price for the individual customer at the point 

that minimizes the consumer surplus. Oftentimes, consumers are not aware of the ways to manipulate that score. 

If he or she wants to do to so, he or she could reduce the demand to reduce the average equilibrium price, which 

will reduce the firm's price discriminating strategy. It is an instance of third-degree price discrimination. 

 

Promotional Pricing 

Using discounts, sales, and special offers to trigger emotional and cognitive responses. 

Discounts mean reductions in the selling price of products or services. Most companies use this method 

to reward customers for certain behaviors, such as paying bills early, making volume purchases, buying in the 

off-season, or during special occasions like festivals to boost sales. 

When a discount is given on certain goods or services, it is expected that consumer demand will increase, 

leading to higher sales and ultimately increased profitability for the company. 

In promotional pricing, companies keep their prices below the list price and sometimes below the cost 

price for a short period, creating excitement and urgency among customers. 

For example, TVs and other consumer electronics are promotionally priced in November and December 

to attract holiday shoppers into stores. Limited-time offers, such as online flash sales, can create buying urgency 

and make buyers feel fortunate to have gotten in on the deal. 

Discounts and promotions are directly responsible for attracting a significant portion of a brand's 

audience. The one-day sale or the elusive “buy one, get one free” offers trigger consumers to at least look at the 

product, and often, they end up purchasing it. These promotions tend to have a significant impact on consumers' 

purchasing decisions. Sometimes, consumers, fearing they might miss out on a one-day-only offer, purchase 

goods not out of immediate need but to avoid potential future costs. 

When a customer enjoys the service or goods of a brand, they are more likely to remain loyal to that 

brand. This means that regardless of the price difference between the brand's product and a substitute, they prefer 

the brand's product. Brands can achieve this loyalty by providing memberships, making the consumer feel 

exclusive, and employing value-driven pricing strategies that reinforce brand trust and loyalty. 
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Psychological Pricing 

Techniques such as charm pricing (e.g., $9.99 instead of $10) to influence perception. 

In psychological pricing, a company uses the psychology of prices to influence consumer behavior. It 

involves leveraging consumers' cognitive biases and perceptual heuristics to influence their pricing decisions. For 

example, when we cannot judge the quality of a product or service due to a lack of information or skills, we 

generally perceive higher-priced products as having higher quality. 

Another aspect of psychological pricing is reference pricing, which refers to the prices that customers 

carry in their minds and refer to when looking at a given product. The reference price is formed by noting the 

current prices, demand and supply, remembering past experiences, or assessing the buying situations. Sellers can 

influence consumer behavior by using reference prices. 

Even small differences in prices can signal product differences and influence consumer behavior. A 9 or 

0.99 at the end of a price often signals a bargain. We can see such prices almost everywhere. For example, when 

we browse online sites such as Amazon, Flipkart, Myntra, etc., almost every price ends in 9. In contrast, high-end 

retailers might favor prices ending in whole numbers like $6, $25, or $200. Others use 00-cent endings on 

regularly priced items and 99-cent endings on discount merchandise. 

Although the actual price difference may be small, the impact of such a price on consumer behavior may 

be significant. Some psychologists even argue that each digit from 0 to 9 has symbolic and visual qualities that 

should be considered when making pricing decisions. For example, 8 is round and even, creating a soothing effect, 

whereas 7 is angular and creates a jarring effect. 

 

Implications for Marketers 

Practical Applications: Marketers can apply these insights to develop effective pricing strategies. 

1.Identify your target audience: understanding the demographics, psychographics, and behaviors of your target 

audience is crucial in creating effective psychological pricing strategies. 

2.Establish pricing objectives: determine what you want to achieve with your pricing strategy, such as increasing 

sales volume or profit margins. 

3.Choose the best pricing strategy for your business: there are various types of psychological pricing strategies, 

including odd-pricing, bundle-pricing, and value-based pricing. Choose one that aligns with your objectives and 

target audience. 

4.Set the right price points: use research and data analysis to determine the optimal price points that will appeal 

to customers while also maximizing profits 

5.Test and experiment with pricing: continuously monitor and analyze customer behavior to adjust and improve 

your pricing strategy based on what works best for your business. 

 

Ethical Considerations 

Leveraging psychological factors in pricing involves setting prices that have a psychological impact on 

consumers. While it can be an effective strategy for businesses, it also raises several ethical considerations. Here 

are some key ethical implications: 

 

1.Deceptive Practices 

•Misleading Pricing: Using tactics such as setting prices just below a round number (e.g., $9.99 instead of $10.00) 

can make consumers perceive the price as significantly lower. This can be seen as deceptive if it misleads 

consumers about the actual cost. 

•Hidden Fees: Adding hidden fees or surcharges at the end of a transaction can lead to a final price much higher 

than initially perceived, which can be considered unethical if not transparently communicated. 

 

2.Manipulation and Exploitation 

•Vulnerability Exploitation: Psychological pricing can take advantage of consumers' cognitive biases and 

weaknesses. For instance, people with lower financial literacy might be more susceptible to such tactics, 

potentially leading to financial strain. 

•Impulse Buying: Creating a sense of urgency (e.g., limited-time offers) can encourage impulsive purchases, 

which may not be in the best interest of the consumer. 

 

3.Fairness and Transparency 

•Price Discrimination: Charging different prices to different consumers for the same product, based on their 

perceived willingness to pay, can raise fairness issues. While this can increase efficiency and profits, it can also 

be seen as unjust, especially if it discriminates against certain groups. 

•Transparency: Ethical concerns arise when prices are not transparent. Consumers should be fully informed about 

what they are paying for, without hidden costs or deceptive discounts. 
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4.Impact on Consumer Trust 

•Erosion of Trust: If consumers feel manipulated by pricing strategies, it can lead to a loss of trust in the brand 

or business. Trust is crucial for long-term customer relationships and business sustainability. 

•Long-term Consequences: While psychological pricing might boost short-term sales, the long-term impact on 

customer loyalty and brand reputation could be negative if consumers feel deceived. 

 

5.Social Responsibility 

•Affordability: Businesses have a social responsibility to ensure their products are affordably priced, especially 

for essential goods and services. Predatory pricing strategies can make essential items inaccessible to lower-

income groups. 

•Ethical Marketing: Companies should balance profit motives with ethical considerations, ensuring their pricing 

strategies do not harm consumers or exploit their psychological vulnerabilities. 

 

Balancing Business and Ethics 

Businesses can adopt ethical psychological pricing by: 

•Ensuring transparency in pricing and clearly communicating all costs to consumers. 

•Avoiding manipulative tactics that take undue advantage of consumer biases. 

•Providing value and maintaining fair pricing strategies that consider the well-being of consumers. 

•Building trust through honest and ethical marketing practices. 

Addressing these ethical implications requires businesses to critically evaluate their pricing strategies 

and prioritize consumer welfare alongside profitability. 
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