© 2026 JAAFR | Volume 4, Issue 5 May 2026 | ISSN: 2984-889X | JAAFR.ORG

JAAFR JOURNAL OF ADVANCE AND FUTURE RESEARCH

INTERNATIONAL

RESEARCH JOURNAL JAAFR.ORG ' lSSN - 2984-889)(

Pricing, Choice Architecture, and the Decoy
Effect: Why Consumers Spend More Than They
Intended

Dr Ashutosh Khatawkar

Abstract '

Most people like to think they buy things rationally. They compare prices, evaluate quality, decide what fits their
budget, and move on. In practice, purchasing decisions are rarely that clean. Consumers make choices inside
environments that have already been structured for them. Subscription pages, restaurant menus, smartphone lineups,
hotel packages, airline upgrades, and e-commerce interfaces are often arranged in ways that quietly influence
perception before any actual decision takes place.

One of the clearest examples of this is the decoy effect. The idea itself is fairly simple. Companies introduce an option
that looks inferior so another option appears more attractive by comparison. The decoy is usually not expected to sell
particularly well. Its role is psychological. What becomes interesting is not merely the pricing structure itself, but the
way consumers reinterpret value once a comparison framework changes.

A lot of popular business writing treats the decoy effect almost like a cheat code for manipulating human behavior.
That interpretation is exaggerated. The effect exists, but real consumers are inconsistent, distracted, emotional,
impatient, and sometimes resistant in ways laboratory studies cannot fully capture. Outside controlled experiments,
the influence of decoy pricing appears more conditional than many early behavioral economists initially suggested.
This paper examines how decoy pricing functions across industries such as technology, streaming platforms,
hospitality, food retail, and digital marketplaces. It also explores the psychological logic behind the strategy, including
the role of comparison, regret avoidance, and identity-driven consumption. More importantly, the paper argues that
the decoy effect reveals a broader transformation in modern capitalism. Companies are no longer simply selling
products. Increasingly, they are engineering decision environments.

The issue is not whether consumers still possess freedom of choice. They obviously do. The more uncomfortable

guestion is how much of that choice is being shaped before consumers even realize they are evaluating alternatives.

JAAFR2605678 Journal of Advance and Future Research (www.jaafr.org)



http://www.jaafr.org/

© 2026 JAAFR | Volume 4, Issue 5 May 2026 | ISSN: 2984-889X | JAAFR.ORG

1. Introduction

Most pricing structures are designed far more carefully than consumers realize.

That sounds obvious once stated directly, but people still behave as if prices emerge naturally from some neutral
process. They do not. Companies test them constantly. Subscription tiers are adjusted. Menus are redesigned. Product
configurations shift every few months. Even the order in which products appear on a webpage is usually intentional.
One pricing strategy that has attracted a great deal of attention in behavioral economics is the decoy effect. In simple
terms, the strategy involves introducing a third option that exists mainly to push consumers toward a more profitable
alternative.

Take a familiar example.

A streaming platform offers two plans:

. Basic Plan — Rs 299 per month

. Premium Plan — Rs 599 per month

A reasonable number of users choose the cheaper plan. Others pay more for additional features.

Now suppose the company introduces a middle option:

. Standard Plan — Rs 549 per month with fewer benefits than Premium

Suddenly the Premium plan begins to look more sensible. Consumers who previously considered Rs 599 excessive
start justifying the upgrade because the comparison has changed. The Premium plan now feels efficient rather than
expensive.

The strange part is that many consumers genuinely believe the new decision emerged independently.

This is where discussions about behavioral economics often become distorted. Popular books and business podcasts
sometimes describe pricing psychology as though corporations possess scientific control over human behavior. Real
markets are messier than that. Consumers ignore products, misunderstand pricing, abandon purchases halfway through
checkout, react emotionally, and often behave inconsistently, still, even small behavioral shifts matter at scale.

A company processing millions of transactions does not need to manipulate everyone successfully. A tiny movement
toward higher-margin products can produce enormous financial gains over time. That alone explains why firms invest
heavily in behavioral testing.

The decoy effect matters partly because it challenges a very old economic assumption: that consumers possess stable
preferences which exist independently of context. actual purchasing behavior suggests otherwise. People often
construct preferences while making decisions rather than before them and that becomes uncomfortable once companies

learn how to shape the environment where those decisions occur.

2. Rational Consumers Were Always Something of a Myth

Traditional economics spent decades building models around rational decision-making. Consumers, at least in theory,
were expected to compare options objectively and select whichever alternative maximized utility. The problem is that
actual human beings do not behave like miniature optimization machines.

Herbert Simon challenged this idea long before behavioral economics became fashionable. His theory of bounded
rationality argued that people operate under cognitive constraints. Time is limited. Attention is limited. Information is
incomplete. Mental energy runs out surprisingly quickly, consumers therefore satisfice rather than optimize. They

settle for decisions that seem acceptable.
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Kahneman and Tversky pushed the critique much further later on. Their work on heuristics and biases showed that
people consistently rely on mental shortcuts when making judgments. Framing effects, anchoring, loss aversion, and
reference dependence all influence decision-making.

Some business writers turned these ideas into a kind of corporate mythology. Suddenly every marketing department
was talking about “nudges,” cognitive bias, and behavioral design, parts of that enthusiasm were justified, parts of it
were not.

Kahneman’s work explains certain features of decoy pricing reasonably well, especially the way consumers interpret
value comparatively rather than absolutely. But some marketers stretch behavioral theory into claims the original
research never really supported.

Human decision-making is not perfectly rational. That does not mean people are programmable. The important point
is narrower. Consumers rarely evaluate products in isolation. A smartphone that feels overpriced beside one set of
alternatives may feel perfectly acceptable beside another. The product itself has not changed. The comparison
environment has. that insight undermines one of the central assumptions of classical rational choice theory, specifically
the idea that irrelevant alternatives should not meaningfully alter preferences, yet they often do.

What makes the issue more interesting is that consumers usually remain unaware of the shift while it is happening. Or
perhaps “unaware” is not exactly the right word. v

People notice the comparison. What they often fail to notice is how heavily the comparison shapes the conclusion.

3. The Mechanics of the Decoy Effect
The structure behind the decoy effect is fairly straightforward.

Normally there are three options:

. a cheaper option,
. a target option the company wants consumers to choose,
. and a decoy option designed to make the target appear attractive.

The decoy is usually asymmetrically dominated. In other words, it is clearly worse than the target in meaningful ways
while remaining close enough for comparison.
Movie theaters use variations of this constantly.

Size Price

Small Popcorn  Rs 160

Medium Popcorn Rs 170

Large Popcorn  Rs 175
Without the medium option, many customers would probably hesitate before spending Rs 175 on popcorn. Once the
medium bucket appears, however, the large size suddenly looks rational. Consumers focus less on whether Rs 175 is
excessive and more on how little additional money separates medium from large. The comparison changes the
emotional interpretation of the purchase, this is important because consumers usually justify spending psychologically
before they justify it financially. People like decisions that feel defensible. The large popcorn now carries a built-in
explanation:

“For only Rs 5 more, the larger size makes more sense.”
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What is happening here is not hypnosis or hidden mind control. A lot of writing around behavioral manipulation
becomes unnecessarily dramatic.

Most decoy effects work because consumers are mentally overloaded and making fast comparative judgments, that
distinction matters. The strategy succeeds less because companies secretly reprogram the brain and more because
people naturally rely on shortcuts when evaluating unfamiliar or low-stakes decisions although sometimes the low-
stakes part becomes deceptive.

One popcorn purchase obviously does not matter very much. But consumers move through dozens of engineered
pricing environments every week. Streaming subscriptions. Airline upgrades. Delivery apps. Insurance add-ons.
Smartphone storage tiers.

Over time the cumulative effect becomes economically significant.

4. What the Evidence Actually Shows

Early research on the decoy effect produced strong results.

Huber, Payne, and Puto’s 1982 study became one of the foundational papers in this area. Their experiments showed
that introducing asymmetrically dominated alternatives could shift consumer preferences in predictable ways.

That finding attracted enormous attention because it appeared to violate conventional economic assumptions about
stable preferences, still, there is a tendency in behavioral economics to overgeneralize laboratory findings.

A large number of early experiments relied heavily on university students evaluating simplified product choices under
artificial conditions. Participants compared numerical attributes in controlled settings with relatively few distractions.
Real purchasing environments are chaotic by comparison.

Consumers shopping online are multitasking, scrolling quickly, checking messages, responding emotionally, getting
interrupted, worrying about money, and often paying only partial attention, this difference between experimental
conditions and real markets became more noticeable once researchers attempted larger-scale replications.Some later
studies found weaker attraction effects than the original literature implied.

Frederick, Lee, and Baskin, for example, questioned how robust these effects remain once products become visually
complicated or emotionally charged. Their critique was useful partly because it pushed back against the increasingly
exaggerated narrative surrounding behavioral manipulation. A lot of marketing culture prefers certainty, reality is
usually conditional.

Large retail studies suggest the decoy effect does operate in real markets, but often modestly. A one percent shift in
consumer preference might sound unimpressive academically. Commercially, though, it matters enormously when
applied across millions of transactions.

That is one reason companies continue investing in pricing psychology despite inconsistent findings, another pattern
appears repeatedly in the literature: expertise stabilizes preferences.Consumers familiar with a product category are
generally less vulnerable to attraction effects. Someone who buys wine casually may respond differently from a
sommelier. The same applies to cameras, investment products, electronics, and automobiles. People with stronger prior
preferences rely less on contextual comparison that point is often overlooked.

Behavioral economics sometimes describes consumers too generically, as though all human beings respond similarly
to framing effects. Actual purchasing behavior varies heavily depending on familiarity, cognitive effort, emotional

investment, and financial pressure, even mood probably matters more than many studies acknowledge.
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5. Technology Companies Use This Constantly

The technology industry has become extraordinarily sophisticated at behavioral pricing.

Apple is an obvious example, although hardly the only one.

Storage configurations for iPhones and MacBooks rarely appear arbitrary. Consumers are usually presented with a
basic model that feels slightly restrictive, a middle option priced awkwardly, and a premium version positioned to
appear surprisingly reasonable by comparison. The interesting part is that consumers often describe the resulting
upgrade as financially responsible.

“If ’'m already spending this much, I might as well get the better version. “That sentence captures the psychology
perfectly, the decision gradually stops feeling like indulgence and starts feeling practical. Streaming services use
similar structures.

Netflix, Spotify, YouTube Premium, and various software subscription platforms often position middle-tier plans in
ways that encourage upward movement. Sometimes the middle option exists less to sell itself and more to reframe the
premium plan.

Restaurant menus have operated this way for decades, expensive “anchor” dishes make mid-range items look
affordable. Wine lists are particularly aggressive about this. Certain overpriced-bottles exist mainly to reposition the
surrounding price range psychologically. :

Airlines may be even worse. At some point airline pricing stopped resembling transportation and started resembling
behavioral experimentation.

Consumers booking flights encounter layers of engineered comparison:

. seat upgrades,

. baggage categories,

. boarding priority,

o cancellation flexibility,
o insurance,

o lounge access,

o meal bundles,

. loyalty incentives.

The structure becomes exhausting.

What makes airline pricing especially interesting is how aggressively it exploits regret avoidance. The cheaper ticket
is framed almost like a risk. Suddenly the customer is not merely buying transportation. The customer is buying
reassurance that the experience will not become inconvenient later.

And because the additional upgrade often appears relatively small compared with the total trip cost, consumers
rationalize the extra spending surprisingly easily. That incremental escalation is where many pricing systems quietly

succeed, not through dramatic manipulation. Through accumulation.

6. Digital Platforms Changed the Entire Problem

Most early behavioral economics research imagined static choices. Three products on a shelf. Three subscription plans
on a page.

Modern digital platforms do not function like that anymore. Online environments constantly adapt, recommendation

systems reorder products, algorithms personalize suggestions. Interfaces shift depending on browsing history.
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Companies test different layouts simultaneously across user group, this creates a much more complicated form of
choice architecture than the original decoy literature anticipated.

Travel booking websites are a good example.

Consumers searching for hotels encounter labels such as:

. “Best Value”

o “Most Popular”

. “Only 2 rooms left”

. “12 people viewed this property today”

These signals shape interpretation before any rational comparison even begins.

And the psychological effects overlap.

The consumer is responding not only to pricing structure, but also urgency cues, social proof, visual presentation, and
fear of missing out. Behavioral economics sometimes discusses the decoy effect as though it operates independently.
In reality, modern digital environments combine multiple behavioral influences simultaneously that changes the ethical
discussion.

Companies now possess enormous amounts of behavioral data. They can observe which users upgrade frequently,
hesitate during checkout, respond to scarcity messaging, or abandon purchases under certain price thresholds. Over
time pricing architecture becomes personalized that possibility deserves more attention than it currently receives.

The future of behavioral pricing may not involve universal decoy structures shown to everyone. It may involve
individualized choice environments optimized around specific behavioral profiles. Some economists defend
personalization by arguing that it improves convenience and relevance.

There is some truth in that recommendation systems genuinely reduce information overload. But corporations are not
optimizing primarily for consumer well-being. They are optimizing for conversion, retention, engagement, and

revenue, those goals overlap with consumer interests sometimes. Sometimes they do not.

7. Consumers Buy Identity Almost as Much as Utility

One aspect of decoy pricing that receives surprisingly little attention is identity. A large number of purchases are not
really about functionality, they are about self-perception.

Luxury markets make this obvious. High-end watches, designer handbags, luxury vehicles, and premium smartphones
are tied closely to status signalling. Consumers are not merely purchasing technical performance. They are purchasing
symbolic meaning decoy pricing interacts with this in subtle ways.

Luxury brands often introduce ultra-premium products that appear absurdly expensive even by luxury standards. These
products may not sell in huge quantities, but their existence changes how surrounding items feel.

A Rs 20,000 handbag begins to look reasonable once placed beside a Rs 60,000 limited-edition version.

What changes is not objective value.

What changes is psychological reference.

Technology companies understand this extremely well, the release of ultra-premium smartphone configurations helps

normalize prices that would have looked ridiculous a decade earlier.
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Consumers then rationalize purchases using moral language:

. “It’s better quality.”
. “It will last longer.”
. “The cheaper version doesn’t make sense long term.”

Sometimes these explanations are true.

Sometimes they are retrospective justification.

Probably both.

This is where simplistic discussions about manipulation become inadequate. Consumers are not passive victims. People
actively participate in constructing narratives that make expensive decisions feel intelligent.

A surprising amount of consumer behavior revolves around avoiding the feeling of having made a bad decision. That

emotional dimension matters more than many economic models acknowledge.

8. Why Some Decoy Strategies Fail Completely

Not every decoy works.

Some fail quietly. Others backfire.

Consumers are more aware of marketing psychology than they were twenty years ago. Social media discussions,
YouTube analysis channels, and financial influencers have made pricing tactics much more visible. When a decoy
becomes too obvious, customers sometimes react negatively.

Certain software pricing pages are so aggressively structured that the manipulation becomes visible almost
immediately. Instead of increasing conversion, the strategy damages trust. This is especially dangerous for companies
branding themselves around transparency or authenticity.Too much complexity can also create fatigue rather than
persuasion.

Barry Schwartz’s work on the paradox of choice becomes relevant here. Consumers do not always respond positively
to additional comparison opportunities. Beyond a certain point, too many options create frustration. Streaming services
occasionally run into this problem. Some subscription pages contain so many feature comparisons, upgrade paths, and
pricing variations that consumers delay the decision entirely and sometimes strong pre-existing preferences simply
overpower contextual framing.

A professional photographer buying a camera usually knows which specifications matter already. A decoy structure
has less influence because the buyer enters the process with stable priorities. Budget constraints matter too. A consumer
under financial pressure may ignore premium framing altogether. No amount of clever comparison changes
affordability. Economic conditions therefore influence behavioral pricing more than many marketers admit. During
periods of inflation or financial uncertainty, consumers often become more defensive. Luxury upgrades lose
effectiveness because people focus more aggressively on risk and necessity. Behavioral psychology does not operate

independently from material conditions. Sometimes discussions of nudging forget that.

9. Ethical Questions Companies Prefer to Avoid
Supporters of behavioral economics often defend decoy pricing by arguing that consumers still retain freedom of choice
technically, that is correct. Nobody forces someone to buy the larger popcorn or premium subscription but the ethical

issue is not really about coercion.
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The uncomfortable question is whether companies should deliberately design environments around predictable
cognitive weaknesses, defenders usually respond that all marketing involves persuasion. Packaging, branding,
advertising, store layout, and visual presentation all shape perception that argument is reasonable up to a point. Markets
have never been psychologically neutral still, modern behavioral targeting operates at a different scale from traditional
advertising. Large digital platforms continuously run experiments using A/B testing, behavioral analytics, and
algorithmic optimization. Consumers often participate in these experiments without realizing it at some point the
language of “marketing” starts feeling incomplete what makes the issue more uncomfortable is cumulative exposure.
One manipulated purchase is relatively insignificant. But consumers now move through engineered decision
environments constantly:

. delivery apps,

o subscription services,
. hotel bookings,

o g-commerce sites,

. software upgrades,

o financial products,

. insurance packages.

Repeated exposure matters.

Behavioral influence becomes systemic rather than isolated. There is also the issue of vulnerability, consumers with
limited financial literacy or less familiarity with a product category may respond differently from experienced buyers.
Older consumers, first-time customers, or emotionally stressed consumers may be easier to influence through
contextual framing, the evidence here remains mixed, but the possibility alone raises legitimate ethical concerns what
makes the debate frustrating is that corporations often celebrate behavioral economics when it improves revenue while
resisting similar behavioral interventions when regulators propose consumer protections. That contradiction rarely

receives enough attention.

10. The Future of Consumer Choice

The decoy effect reveals something uncomfortable about modern capitalism.

Consumers like to imagine their preferences as internally stable and independently formed. Actual purchasing behavior
suggests otherwise. Context shapes interpretation. Comparisons shape value. Framing alters emotional response. A
product that feels absurdly expensive in one environment may look perfectly reasonable in another. This does not mean
consumers are powerless. Experienced buyers often develop stronger resistance to contextual manipulation. Budget
constraints, prior knowledge, scepticisms, and habit all limit behavioral influence. At the same time, it would be naive
to ignore how systematically modern markets engineer decision environments.

Digital platforms increasingly rely on behavioral analytics, interface optimization, recommendation systems,
predictive algorithms, and pricing psychology. Consumers are no longer simply evaluating products. They are
navigating environments intentionally designed to shape interpretation. The future will probably intensify this trend.
Artificial intelligence systems will become better at identifying spending patterns, emotional triggers, hesitation points,
and upgrade probabilities. Pricing architecture may eventually become individualized to a degree earlier behavioral
economists never anticipated whether consumers and regulators adapt quickly enough is unclear for now, the decoy

effect serves as a useful reminder that economic decisions are rarely as rational as classical theory once assumed.
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Human beings do not evaluate value objectively they evaluate value comparatively and companies have become very

good at controlling the comparison.

References

Avriely, D. (2008). Predictably Irrational: The Hidden Forces That Shape Our Decisions. HarperCollins.

Bettman, J. R., Luce, M. F., & Payne, J. W. (1998). Constructive consumer choice processes. Journal of Consumer
Research, 25(3), 187-217.

Frederick, S., Lee, L., & Baskin, E. (2014). The limits of attraction. Journal of Marketing Research, 51(4), 487-507.
Huber, J., Payne, J. W., & Puto, C. (1982). Adding asymmetrically dominated alternatives: Violations of regularity
and the similarity hypothesis. Journal of Consumer Research, 9(1), 90-98.

Kahneman, D. (2011). Thinking, Fast and Slow. Farrar, Straus and Giroux.

Kubickova, L., Vesela, L., Kormanakova, M., & Veverkova, E. (2023). How Does Decoy Pricing Affect Purchasing
Decisions? Studies in Business and Economics, 18(3), 176-191.

Mao, W., & Oppewal, H. (2012). The attraction effect is more pronounced for consumers who rely on intuitive
reasoning. Marketing Letters, 23(1), 339-351. -

Schwartz, B. (2004). The Paradox of Choice: Why More Is Less. Harper Perennial.

Simonson, 1., & Tversky, A. (1992). Choice in context: Tradeoff contrast and extremeness aversion. Journal of
Marketing Research, 29(3), 281-295.

Thaler, R. H., & Sunstein, C. R. (2008). Nudge: Improving Decisions About Health, Wealth, and Happiness. Yale
University Press.

Wedell, D. H. (1991). Distinguishing among models of contextually induced preference reversals. Journal of

Experimental Psychology: Learning, Memory, and Cognition, 17(4), 767—778.

JAAFR2605678 Journal of Advance and Future Research (www.jaafr.org)



http://www.jaafr.org/

