
Behavioral Economics: Key Principles and 
Marketing Applications 

Introduction 
Behavioral economics combines insights from psychology and economics to explain why people 
sometimes make irrational or unexpected decisions. Unlike classical economics (which 
assumes fully rational actors), behavioral economics shows that cognitive biases and emotions 
can systematically influence choices (What is behavioral economics? | University of Chicago 
News) (What is behavioral economics? | University of Chicago News). By understanding these 
tendencies, businesses and policymakers can design strategies – from pricing to promotions – 
that align with how people actually behave, not just how they should behave in theory. This 
report reviews key behavioral economics principles and how they shape decision-making, then 
explores real-world applications in marketing, followed by common consumer biases that affect 
buying behavior. 

Key Theories and Principles of Behavioral Economics 

Prospect Theory 

Prospect theory, developed by Daniel Kahneman and Amos Tversky, describes how people 
evaluate choices under risk by comparing outcomes to a reference point (often the status quo or 
an expected outcome) rather than in absolute terms (What is behavioral economics? | University 
of Chicago News) (What is behavioral economics? | University of Chicago News). A core finding 
is that people exhibit loss aversion – losses feel more painful than equivalent gains feel 
pleasurable (discussed further below). Prospect theory shows that individuals are not always 
rational expected value maximizers; instead, they tend to be risk-averse when a decision is 
framed as a gain but become risk-seeking when the same decision is framed as avoiding 
a loss (What is behavioral economics? | University of Chicago News). For example, most 
people prefer a sure gain of $250 over a 25% chance to gain $1,000 (showing risk aversion), 
but will reject a sure loss of $750 in favor of a 25% chance to lose nothing (even though that 
gamble has a 75% chance to lose $1,000) (What is behavioral economics? | University of 
Chicago News). This shift occurs because the prospect of a loss weighs heavily, illustrating how 
framing the same choice as a gain or a loss leads to different decisions (What is 
behavioral economics? | University of Chicago News) (What is behavioral economics? | 
University of Chicago News). In essence, prospect theory explains many real-world behaviors 
that defy traditional rational models, by accounting for people’s asymmetric emotional response 
to gains versus losses. 
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Loss Aversion 

(What is loss aversion? + Marketing example | Tasmanic®)Loss aversion is the tendency for the 
pain of losses to outweigh the pleasure of equivalent gains. In other words, “losses loom larger 
than gains” (What is loss aversion? + Marketing example | Tasmanic®). Empirical studies find 
that losing a sum of money typically feels about twice as bad as gaining the same amount feels 
good (What is loss aversion? + Marketing example | Tasmanic®). The figure above illustrates 
this principle: the value function of prospect theory is steeper for losses than for gains, meaning 
a loss of €5 causes a stronger negative feeling than the positive feeling from a €5 gain (What is 
loss aversion? + Marketing example | Tasmanic®). Because of loss aversion, people often go to 
great lengths to avoid losses in decision-making. For instance, an investor might refuse to sell a 
declining stock to avoid “realizing” a loss (even when selling is the rational choice), or a 
consumer might stick with a default service to avoid potential loss of comfort with a new option. 
Loss aversion also leads to behaviors like reluctance to gamble on fair bets (a 50/50 bet to 
win or lose $100 is usually perceived as unattractive) (Benefitting from behavioural biases - 
Loyalty & Reward Co). Overall, loss aversion helps explain conservative choices: people require 
significantly more potential upside to be willing to risk a loss (What Is Status Quo Bias? | 
Definition & Examples) (What Is Status Quo Bias? | Definition & Examples). This principle 
underlies many marketing tactics that emphasize avoiding a loss (e.g. “don’t miss out on this 
deal”) rather than achieving a gain. 

Mental Accounting 

Mental accounting refers to the cognitive practice of assigning money to different “accounts” or 
categories in our minds and treating it differently depending on its source or intended use 
(Mental Accounting: Definition, Avoiding Bias, and Example). This concept, introduced by 
economist Richard Thaler, shows that people don’t view all money as interchangeable – 
instead, we mentally label funds (salary vs. bonus, cash vs. credit, savings for rent vs. vacation) 
and make spending decisions within those buckets (Mental Accounting: Definition, Avoiding 
Bias, and Example). Mental accounting can lead to irrational financial behavior. For example, 
someone might diligently save $100 per month in a vacation fund (or a “money jar”) while 
simultaneously carrying expensive credit card debt (Mental Accounting: Definition, Avoiding 
Bias, and Example). Logically, it would be better to use that saved money to pay down the 
high-interest debt (since the interest on debt far exceeds any interest earned in a basic savings 
account) (Mental Accounting: Definition, Avoiding Bias, and Example). However, because 
they’ve mentally earmarked the savings for a special purpose, they resist reallocating it, 
illustrating how mental accounting influences decision-making by creating artificial budgets 
and emotional attachments to money categories (Mental Accounting: Definition, Avoiding 
Bias, and Example) (Mental Accounting: Definition, Avoiding Bias, and Example). In everyday 
consumer behavior, mental accounting shows up when people splurge with a tax refund or 
casino winnings (viewing it as “found money”) while being frugal with their paycheck income, or 
when they treat gift cards differently than cash. These mental buckets can cause suboptimal 
choices, but marketers sometimes leverage them (e.g. presenting a purchase as “only $5 a day” 
instead of $150/month taps into daily spending accounts vs. larger expenses). Recognizing 
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mental accounting helps explain why consumers might pass up economically sound decisions if 
they conflict with how they compartmentalized their finances. 

Bounded Rationality 

Bounded rationality, a term coined by Herbert Simon, is the principle that people’s 
decision-making is limited by cognitive constraints, imperfect information, and time pressures – 
so instead of exhaustively optimizing, we often satisfice (settle for a “good enough” option) 
(Bounded Rationality - The Decision Lab). In theory, a perfectly rational person would analyze 
every choice to find the optimal solution; in reality, humans have limited attention and 
brainpower, so we use heuristics and simplify choices. Bounded rationality means we 
make reasonably rational decisions within our limits, but not ideal ones (Bounded 
Rationality - The Decision Lab). For example, when choosing a restaurant from dozens of 
options, a person might quickly narrow it down to a familiar cuisine and pick one with good 
reviews – a satisfactory choice – rather than comparing every menu and price (which would be 
an optimal but impossible analysis). This concept influences behavior by acknowledging that 
context, cognitive load, and available options shape our choices. If a decision environment is 
complex (too many options or too much information), people may resort to mental shortcuts or 
default choices. Businesses can account for bounded rationality by simplifying consumer 
choices (e.g. highlighting a “recommended” option) because too much complexity can 
overwhelm customers. In summary, bounded rationality reminds us that people intend to be 
rational but are bounded by real-world limitations, leading to satisficing behavior in 
decision-making (Bounded Rationality - The Decision Lab). 

Applying Behavioral Economics in Business and 
Marketing 
Businesses and marketers have embraced behavioral economics principles to nudge 
consumers toward desired choices. By structuring how options are presented and using 
psychology-based strategies, companies can influence purchase decisions without overtly 
forcing them. Key applications include pricing tactics, choice architecture design, framing of 
information, and incentive programs: 

Pricing Strategies and Perceived Value 

Pricing is a major area where behavioral economics is applied to shape perceptions of a good 
deal. Rather than treating price objectively, consumers often rely on context and comparisons – 
which marketers can influence: 

●​ Price Anchoring: Initial prices or reference points heavily influence willingness to pay. 
Retailers set anchors by displaying a higher original price next to a sale price, or by 
introducing an expensive item to make other options seem reasonable. For instance, a 
shirt priced at $100 marked “40% off – now $60!” feels like a bargain because the $100 
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anchor frames $60 as cheap (The Anchoring Effect - Econ Lowdown) (The Anchoring 
Bias: Consumers, Beware! - PON - Program on Negotiation at Harvard Law School). In 
practice, some stores temporarily raise prices and then “discount” back to the original 
price, effectively anchoring customers on the inflated number so the standard price 
appears as a deep discount (The Anchoring Bias: Consumers, Beware! - PON - Program 
on Negotiation at Harvard Law School). Anchoring leverages our tendency to give 
undue weight to the first number we see (The Anchoring Bias: Consumers, Beware! - 
PON - Program on Negotiation at Harvard Law School) – setting a high starting price 
makes any lower price seem like a gain or savings, thus encouraging purchase.​
 

●​ Decoy Pricing (Asymmetric Dominance): Introducing a deliberately less-attractive 
option can steer customers toward the option the seller prefers. In a famous example, 
The Economist magazine offered three subscription plans: $59 for online-only, $125 for 
print-only, and $125 for print+online. The $125 print-only option was a decoy – it was 
clearly worse value than the $125 combo, but its presence changed customer behavior 
(The Decoy Effect in Price Tables » Paul Olyslager). In an experiment by Dan Ariely, 
84% of students chose the $125 print+online when the decoy was available (and zero 
chose print-only); when the decoy was removed, most students switched to the cheaper 
$59 option (The Decoy Effect in Price Tables » Paul Olyslager). The decoy (print-only for 
$125) made the combo seem like a great deal, boosting the higher revenue choice (The 
Decoy Effect in Price Tables » Paul Olyslager) (The Decoy Effect in Price Tables » Paul 
Olyslager). Similarly, a movie theater might price a small popcorn at $4, a medium at 
$6.50, and a large at $7. The medium is a decoy – it’s close in price to the large but 
much smaller, so it pushes customers to buy the large (since “for only 50¢ more, I get a 
lot more popcorn”) (Popcorn, Pricing, and the Decoy Effect - Expires at Midnight) 
(Popcorn, Pricing, and the Decoy Effect - Expires at Midnight). By carefully structuring 
relative prices, companies guide consumers to pick the more profitable item 
without overt pressure.​
 

●​ Psychological Pricing: Retailers commonly use prices ending in .99 or .95 (e.g. $9.99 
instead of $10) because many consumers perceive $9.99 as significantly cheaper than 
$10, even though the difference is a penny. This charm pricing tactic works on the 
subconscious level – $9.99 feels like “under $10” and thus a better deal, exploiting our 
tendency to focus on the left-most digit. Another strategy is creating a “limited-time offer” 
or bundling products to create a sense of higher value. For example, “Buy One, Get One 
50% Off” promotions encourage extra spending by framing the second item as a 
bargain, even if the customer originally only wanted one item. While these techniques 
are not biases per se, they harness consumer psychology (e.g. the allure of a deal and 
aversion to missing out) which are rooted in loss aversion and framing effects.​
 

In all, pricing strategies that incorporate behavioral economics aim to change the reference 
frame – whether by anchoring, adding decoys, or using appealing formats – so that the chosen 
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price feels favorable to the customer. By managing perceptions of value (not just value itself), 
businesses can increase sales and customer satisfaction simultaneously. 

Choice Architecture and Defaults 

Choice architecture is the deliberate design of how options are presented to consumers, 
recognizing that the way choices are organized can significantly influence decisions 
(Choice architecture - Wikipedia). Coined by Thaler and Sunstein, this concept underlies the 
idea of “nudging” – small design changes that steer people toward better choices while 
preserving freedom of choice. Elements of choice architecture include the number of options, 
the order or layout, and what the default option is (Choice architecture - Wikipedia) (Choice 
architecture - Wikipedia). Marketers and policy makers use these tools to guide behavior: 

●​ Default Options: Perhaps the most powerful lever of choice architecture is setting a 
beneficial default because many people stick with the status quo. For example, 
companies often enroll customers in auto-renewing subscriptions or free trials that 
convert to paid plans by default – knowing that inertia and status quo bias mean a large 
portion won’t opt out (What Is Status Quo Bias? | Definition & Examples) (What Is Status 
Quo Bias? | Definition & Examples). Similarly, employers who implement an opt-out 
401(k) retirement savings plan (employees are automatically enrolled but can choose to 
leave) see much higher participation rates than opt-in plans, simply because the default 
enrollment leverages our tendency to “do nothing” if that maintains the current state. 
In countries with presumed-consent organ donation (opt-out systems), donation rates 
are dramatically higher than in opt-in countries – again showing how default settings 
heavily sway outcomes by making one choice effortless (What Is Status Quo Bias? | 
Definition & Examples). Businesses capitalize on defaults by, for instance, pre-selecting 
add-on services or insurance on purchase pages, knowing many customers will accept 
the pre-selected option. Designing the path of least resistance to be the preferred 
outcome is a subtle but effective nudge.​
 

●​ Simplifying Choice and Presentation: How choices are displayed can reduce decision 
friction. Too many options can overwhelm (leading to decision paralysis or reverting to a 
default), so companies carefully curate offerings (for example, a “recommended” or 
“bestseller” tag on a product draws attention and eases the decision). Placement and 
context also matter – in supermarkets, product arrangement is a form of choice 
architecture: essentials at the back get customers to walk through the store, impulse 
buys like candy are at checkout, and healthier foods may be placed at eye level to 
encourage better choices. Even small visual cues, like highlighting a “best value” option 
in a pricing table, can nudge consumers by making that choice salient. In e-commerce, 
the sequence of checkout steps and how options (shipping speeds, warranties, etc.) are 
framed can guide customers to spend more or choose particular packages. The principle 
is that choices are never presented in a neutral way – so firms intentionally design the 
context to influence selections in predictable ways, ideally enhancing consumer 
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satisfaction (by simplifying decisions) and business outcomes (by steering choices).​
 

In summary, choice architecture recognizes that how you present choices (the default, number 
of options, layout, wording) often matters as much as what the choices are. Smart design of the 
decision environment helps align consumer behavior with desired actions, often by leveraging 
biases like status quo bias (via defaults) or choice overload (by simplifying options). 

Framing Effects in Marketing 

Framing effect is the bias where people’s decisions are influenced by how information is 
presented, rather than the information itself (What Is the Framing Effect? | Definition & 
Examples). The same fact can elicit different reactions depending on whether it’s cast in a 
positive or negative light (a gain vs. a loss frame). Marketers carefully craft messages to take 
advantage of this: 

●​ Emphasizing Positive Frames: Whenever possible, companies frame an outcome as a 
gain or highlight the positive aspect. For instance, food labels might say “90% fat-free” 
rather than “10% fat” – even though they mean the same thing, 80% lean meat sounds 
healthier than 20% fat (What Is the Framing Effect? | Definition & Examples). This 
positive framing makes consumers feel they’re getting a benefit (consuming lean 
content) rather than accepting a harm. In advertising, a warranty might be framed as 
“covers 95% of repairs at no cost” instead of “5% of repairs not covered.” Research 
shows people generally prefer options described in positive terms (survival rates, 
savings, benefits) over logically equivalent options described in negative terms (mortality 
rates, losses, costs) (What Is the Framing Effect? | Definition & Examples) (What Is the 
Framing Effect? | Definition & Examples). Framing the message to align with consumer 
hopes or goals (e.g. “Get the best sleep of your life with our mattress” vs. simply 
“Reduce insomnia”) can improve response, as the former highlights a gain.​
 

●​ Using Loss Frames to Spur Action: In some cases, framing in terms of a loss is more 
motivating – particularly due to loss aversion. Marketers often use fear of missing out 
(FOMO) or highlight potential losses to prompt urgency. For example, a limited-time sale 
might be framed as “Don’t miss your chance to save $50” (loss frame) instead of “Save 
$50 if you act now.” Similarly, subscription services might say “Don’t lose your premium 
status – renew now!” to leverage the aversion to loss. A study guide advertisement could 
frame as “Without this course, you risk scoring lower on the exam,” tapping into the 
tendency to avoid negative outcomes. The idea is that people may take action to 
avoid a loss that they wouldn’t take to achieve an equivalent gain. Indeed, as one 
guide suggests, presenting the default option as a potential loss and the alternative as a 
gain can overcome inertia (What Is Status Quo Bias? | Definition & Examples). For 
example, telling a customer “By not upgrading, you lose out on 50 extra channels” might 
be more persuasive than “Upgrading gives you 50 extra channels.” In practice, 
marketers alternate between positive and negative framing depending on which is more 
compelling for the context. Public health campaigns also use framing: an anti-smoking 
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ad might show the loss of health (graphic images of disease) to scare smokers, whereas 
a vitamin supplement ad might show the gains of energy and vitality from daily use.​
 

Overall, the framing effect reminds us that it’s not just what you say, but how you say it. 
Companies meticulously word product descriptions, promotional offers, and calls-to-action to 
frame choices in a way that aligns with consumers’ biases – either assuring them of a gain or 
warning them of a loss – thereby influencing behavior without altering the actual facts. 

Incentives and Nudges to Influence Behavior 

Incentives are direct or indirect rewards (or penalties) that alter the cost-benefit analysis for 
consumers, and when designed with behavioral insights, they can powerfully motivate certain 
behaviors. Traditional incentives (like discounts or loyalty points) are made more effective by 
tapping into biases like loss aversion, the endowment effect, and our desire for immediate 
rewards: 

●​ Loyalty Programs and Reward Points: Many businesses use loyalty programs (points, 
punch cards, status tiers) to encourage repeat purchases. Behavioral economics 
enhances their impact by invoking loss aversion and the endowment effect. For 
example, airlines and hotels give customers a status (Silver, Gold, etc.) with perks, but 
require ongoing purchases to maintain it. Customers then fear losing that status and its 
benefits, which motivates them to continue buying to keep it – the pain of losing status 
looms large (Benefitting from behavioural biases - Loyalty & Reward Co) (Benefitting 
from behavioural biases - Loyalty & Reward Co). Points and miles with expiration dates 
similarly push consumers to stay engaged; knowing that hard-earned points will vanish 
(a loss) if they don’t use or add to them creates urgency (Benefitting from behavioural 
biases - Loyalty & Reward Co). In essence, loyalty programs “endow” members with 
something of value (points, status) and then threaten its removal to compel 
continued engagement (Benefitting from behavioural biases - Loyalty & Reward Co). 
This is an intentional design: by giving a reward immediately (points in your account, a 
free coffee after 10 purchases) the company makes you feel ownership, and loss 
aversion kicks in to discourage you from stopping. Even the classic coffee punch card 
illustrates the goal-gradient effect – once people feel they’ve accumulated progress 
toward a free reward, they accelerate their purchasing to avoid losing that progress (this 
ties to endowment effect as well: you feel you “own” the 8 punches already earned, so 
you’ll complete the card).​
 

●​ Free Trials and Samples: Offering free trials or samples lowers the barrier to trying a 
product, but it also employs the endowment effect. Once a customer has used a service 
for a free month or brought a product into their home, they begin to feel ownership of it. 
This psychological ownership makes them value the product more – when the free trial is 
over, the thought of giving it up feels like a loss. Companies bank on this effect; for 
instance, a software that’s free for 30 days knows that some users will integrate it into 
their routine, and then not subscribing feels like losing something useful they 
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“possess”. Car dealerships use test drives for the same reason: letting a shopper take 
the car home for a day increases their attachment, making purchase more likely. As one 
marketing analysis puts it, “classic examples of using the endowment effect include test 
drives, trial subscriptions, and other samples – even temporary ownership can trigger the 
bias” (Endowment effect in marketing - IONOS). By the time the trial period ends, the 
consumer’s reference point includes having the product, so paying to keep it feels 
preferable to losing it. Money-back guarantees similarly remove risk and play into loss 
aversion – once you have the item and know you could return it, many people end up 
keeping it because returning feels like giving up an item you own (even if the money 
back is equivalent). These tactics show how companies align incentives with innate 
biases: a free sample isn’t just a gift, it’s a strategic way to create a sense of ownership 
that nudges toward purchase.​
 

●​ Cash-Backs, Discounts, and Gamified Rewards: Financial incentives like coupons or 
cash-back offers are standard, but their framing can amplify effectiveness. For example, 
a $10 coupon on a $50 product makes the customer feel they already own $10 of that 
product (“sunk savings”), so not using the coupon is like wasting $10 – a loss. Research 
on the endowment effect notes that even something as simple as a coupon can make a 
consumer more likely to buy because they perceive they hold a $10 advantage 
(Endowment effect in marketing - IONOS). Gamification elements – like streaks 
(consecutive day usage rewards) or “spin the wheel for a prize” – take advantage of our 
impulsive excitement for rewards and our tendency to overvalue small chances at gains 
(related to probability weighting in prospect theory). By providing intermittent rewards or 
a sense of competition, companies keep consumers engaged beyond what pure rational 
calculation might dictate. Importantly, the timing of incentives also matters: immediate 
rewards (instant discounts, on-the-spot freebies) are far more enticing than delayed 
ones, due to present bias (we overweight immediate benefits). Thus, marketers structure 
loyalty points such that you get some instant gratification (like a sign-up bonus, or a 
small freebie on your first purchase) to hook you, and then long-term rewards to retain 
you.​
 

In all these cases, the success of incentives in influencing consumer behavior is magnified by 
behavioral principles. By making rewards feel personal and losses feel possible, 
companies create incentive systems that align with human psychology, encouraging 
behaviors (purchases, sign-ups, engagement) that a purely economic analysis might not predict. 
The combination of rational incentives (money value) with irrational biases (loss aversion, 
ownership, social proof in leaderboards, etc.) leads to powerful marketing outcomes. 

Consumer Decision Biases and Their Impact on Behavior 
Consumers are subject to numerous cognitive biases that systematically skew decision-making. 
Businesses that understand these biases can better predict and influence choices. Here we 
examine a few common biases – status quo bias, anchoring, confirmation bias, and the 
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endowment effect – along with examples of how they manifest in purchasing decisions or 
marketing contexts. 

Status Quo Bias 

Status quo bias is the preference to keep things the same, or the tendency to choose the default 
option when faced with a decision. People often stick with a current state of affairs even when 
better alternatives exist, largely because change feels risky or costly. This bias arises partly from 
loss aversion (we weigh the potential losses from switching more than the potential gains) and 
from inertia or fear of regret (What Is Status Quo Bias? | Definition & Examples) (What Is Status 
Quo Bias? | Definition & Examples). In practice, when in doubt, people do nothing – they 
accept the status quo. For example, many individuals stay with their current bank or cable 
provider out of habit, even if competitors offer superior deals; the hassle and uncertainty of 
switching outweigh the perceived benefit. Businesses exploit status quo bias by making 
themselves the default or by increasing the effort required to switch. A common example is 
subscription services that auto-renew by default – a customer’s plan continues unless they 
actively cancel, which capitalizes on the tendency to “let it continue” (What Is Status Quo 
Bias? | Definition & Examples). Likewise, software often comes with pre-set configurations (the 
“recommended settings”) knowing that users will likely stick with them. In marketing, companies 
use soft nudges like free trials with automatic enrollment: once you’re enrolled (status quo = 
using the service), you might not bother to cancel. The bias can also work against companies 
– for instance, consumers may resist new products or formula changes because they favor the 
familiar product they’re used to (this is why “New Coke” faced backlash years ago; customers 
preferred the status quo of original Coke). To overcome status quo bias, marketers sometimes 
offer incentives for switching (cash bonuses for opening a new account, etc.) to make the new 
option’s benefits salient enough to outweigh inertia (What Is Status Quo Bias? | Definition & 
Examples) (What Is Status Quo Bias? | Definition & Examples). Overall, status quo bias 
highlights the importance of defaults and first mover advantage: people generally stick with 
whatever path is made easiest or is already in place. 

Anchoring Bias 

Anchoring is the cognitive bias whereby people rely too heavily on the first piece of 
information (the “anchor”) when making decisions (The Anchoring Bias: Consumers, 
Beware! - PON - Program on Negotiation at Harvard Law School). Once an anchor is set, 
subsequent judgments are made relative to that anchor, often insufficiently adjusted. In 
consumer behavior, the anchoring effect is most obvious in pricing and estimation. If a shopper 
sees a handbag priced at $500 initially, and then later sees a similar bag for $300, the $300 
price seems reasonable (even a “good deal”) because their frame of reference was anchored at 
$500. Had they seen the $300 bag first, they might have considered $300 expensive, but the 
anchor of $500 shifted their perception. Retailers consciously establish anchors to influence 
our valuation. As noted earlier, “was $100, now $60” sale tags are a direct use of anchoring – 
the $100 reference price makes $60 look attractive (The Anchoring Bias: Consumers, Beware! - 
PON - Program on Negotiation at Harvard Law School). Similarly, putting high-priced items in a 
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product lineup (like a deluxe version of a gadget) can make the mid-range option look more 
affordable in comparison. Beyond pricing, anchoring can occur with quantities and expectations: 
for example, a sign that says “Limit 12 per customer” anchors the idea that 12 is a normal 
amount to buy (customers often purchase more than they otherwise would, because the anchor 
suggests higher quantities). Anchoring even affects negotiations – the first offer in a salary 
negotiation sets the tone, and final agreements often end up near that initial anchor. Marketers 
and salespeople try to drop a favorable anchor early: a real estate agent might show a client 
an overpriced house first to make subsequent houses in the desired price range seem like 
bargains. The key impact of anchoring bias is that it skews our frame of reference. Consumers 
can be swayed to pay more or buy more than they initially intended, simply because their 
expectations were anchored by some prior reference (which may be arbitrary or engineered) 
(The Anchoring Bias: Consumers, Beware! - PON - Program on Negotiation at Harvard Law 
School) (The Anchoring Bias: Consumers, Beware! - PON - Program on Negotiation at Harvard 
Law School). Being aware of anchoring can help consumers question initial prices or numbers, 
but in the moment, the effect is hard to avoid – our minds grab onto anchors automatically. 

Confirmation Bias 

Confirmation bias is the tendency to seek out, notice, or interpret information in a way that 
confirms one’s preexisting beliefs or expectations, while ignoring or discounting contradictory 
information (Confirmation bias | Definition, Examples, Psychology, & Facts | Britannica). 
Essentially, people hear what they want to hear. In consumer contexts, this bias means that 
once a person has an opinion about a brand or product, they will favor information that supports 
that opinion. For example, a loyal Apple fan might selectively recall positive reviews about 
the newest iPhone and dismiss any negative press as biased or unimportant – their 
existing belief (“Apple makes great products”) filters how they process new information. This 
bias affects purchasing in subtle ways: consumers often subconsciously look for justification to 
buy what they already desire. If you have a positive impression of a product, you’ll focus on 
features and reviews that validate that impression. Marketers can leverage confirmation bias by 
aligning their messages with consumers’ prior beliefs and by providing plenty of confirmatory 
testimonials. For instance, a brand targeting eco-conscious buyers will highlight information 
that its product is sustainable (knowing those consumers already value and believe in green 
practices). If the target audience believes “natural ingredients are better,” an advertiser will 
emphasize those aspects, which the audience will readily accept. Companies also curate user 
reviews on their websites – featuring glowing testimonials that reinforce a potential buyer’s 
hopeful belief that “this product will solve my problem.” By showing many satisfied customers 
with similar values or use-cases, a brand creates a sense of consensus that “see, people like 
me love this product”, feeding the confirmation bias (How to Use Psychological Biases in 
Marketing Strategy — Pop Neuro). Social media algorithms, while not a marketing tactic per se, 
also exemplify confirmation bias by showing users content similar to what they already engage 
with – creating echo chambers that can extend to brand perceptions. A practical example: 
imagine a person who suspects a certain diet supplement will improve their health; they visit the 
product page and find dozens of reviews saying “this changed my life!” – rather than objectively 
weighing scientific evidence, the consumer may take those as confirmation and hit “Buy now.” 
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On the flip side, confirmation bias makes it hard for marketers to change the minds of 
consumers who strongly favor a competitor or believe something negative about your brand – 
they will interpret your marketing skeptically. In summary, confirmation bias leads consumers to 
reinforce their existing inclinations. Marketers thus aim to resonate with what the audience 
already believes or wants to believe, ensuring that marketing communications act as 
affirmations (not contradictions) of the consumer’s mindset (How to Use Psychological Biases in 
Marketing Strategy — Pop Neuro) (How to Use Psychological Biases in Marketing Strategy — 
Pop Neuro). 

Endowment Effect 

The endowment effect is a bias where people value something more once they own it (or 
feel ownership of it), compared to how they’d value the same item if they didn’t own it 
(Endowment Effect: Definition, What Causes It, and Example). Simply put, ownership increases 
subjective value. This can be irrational from a market perspective – for example, in experiments, 
people given a coffee mug often demand a higher price to sell it than they would pay to buy an 
identical mug, purely because it’s “theirs” (Benefitting from behavioural biases - Loyalty & 
Reward Co). The endowment effect is closely related to loss aversion: giving up an owned item 
is perceived as a loss, so we require extra compensation to be willing to part with it (Benefitting 
from behavioural biases - Loyalty & Reward Co). In consumer behavior, this bias means that 
trial periods, freebies, and flexible return policies can alter willingness to pay. As discussed in 
the incentives section, marketers intentionally get products into consumers’ hands to trigger 
a sense of ownership – for instance, letting someone take home a product “on approval” for a 
week. Once it’s in their home and they’ve integrated it into their life, they often start feeling like 
it’s theirs, and returning it would be a loss. This effect not only boosts conversion of trials to 
sales, but also can make people more tolerant of price increases or minor product flaws, 
because they’ve grown attached. Another real-world application is with digital goods or services: 
many software products offer a free basic version and then try to upsell premium features. 
Users may feel a sort of endowment of their account/data and are more willing to pay to keep or 
enhance it rather than start anew elsewhere. Marketing strategies explicitly leverage the 
endowment effect by framing decisions around what the customer already has. A classic 
example is couponing: giving a customer a $10 voucher for your store makes them feel they 
“have $10 off” this makes them more likely to buy, because not using the voucher feels like 
losing $10 of value (Endowment effect in marketing - IONOS). Similarly, e-commerce sites 
sometimes put items in your online cart for you (like “your cart has been reserved” or a bonus 
item) to create a slight sense of ownership, nudging you to check out. Even loyalty points sitting 
in your account feel like an asset you own – prompting you to return to use them. The 
endowment effect also explains why consumers can be very resistant to product changes that 
take away features they’re used to; once you’ve had a feature (even if it was free), you’ll feel 
entitled to it. From a marketing standpoint, emphasizing trials and ownership experiences (e.g. 
“try before you buy” or “take it home and if you don’t love it, return it”) is effective because once 
the customer does have it, their valuation – and likelihood of purchasing – increases due to this 
bias (Endowment effect in marketing - IONOS). 
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Conclusion 
Behavioral economics provides a lens for understanding the quirks of human decision-making – 
illuminating why consumers don’t always follow the “rational” path. Key principles like prospect 
theory, loss aversion, mental accounting, and bounded rationality show that people weigh 
outcomes in relative, often biased, ways. These tendencies translate into predictable biases 
(status quo stickiness, anchoring on first information, seeking confirming evidence, overvaluing 
owned items, and many more) that shape everyday choices from grocery shopping to 
investment decisions. Businesses and marketers have turned these insights into practical 
strategies: pricing schemes that create compelling comparisons, choice architectures that 
nudge through defaults and design, carefully framed messages that highlight desired aspects, 
and incentive programs that tap into our aversion to loss and love of rewards. The examples 
discussed – from decoy pricing in subscriptions to loyalty programs that play on our fear of 
losing perks – demonstrate that aligning marketing tactics with how consumers actually think 
yields powerful results. 

Ultimately, the intersection of behavioral economics and marketing is about meeting customers 
where their psychology is. By recognizing common biases and decision-making shortcuts, 
companies can present choices in ways that help consumers make decisions they feel good 
about (and that drive business goals). For consumers, being aware of these principles can also 
be empowering – it shines a light on the subtle influences at play whenever we are lured by a 
“deal” or find ourselves sticking with a default. Behavioral economics shows that neither 
consumers nor markets are perfectly rational, but within that unpredictability lies an opportunity 
to design better experiences and outcomes for all parties (What is behavioral economics? | 
University of Chicago News) (Choice architecture - Wikipedia). 
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