Proceedings of ICMRED 2025 Symposium: Effective Communication as a Powerful Management Tool
DOLI: 10.54254/2754-1169/2025.BL23701

Behavioral Economics and Pricing Strategy Optimization in
the Digital Age-—A Case Study of Spotify

Jiaoyang Chen

College of Art and Science, Boston University, Boston, USA
helenncjyy@gmail.com

Abstract: This study explores how behavioral economics principles can be effectively applied
to optimize pricing strategies in the digital economy. It challenges the traditional assumption
that consumers are always rational decision-makers and highlights how psychological
tendencies such as the sunk cost effect, present bias, and loss aversion influence purchasing
behavior. Taking Spotify as a representative case, the research shows how free trials, flexible
subscription options, and promotional gifts can encourage users to convert to paid services
and maintain long-term engagement. These strategies take advantage of consumers’
emotional responses, making them more likely to continue using the service after
experiencing its benefits. While effective in boosting market performance and user loyalty,
such strategies may also raise ethical concerns. If companies rely too heavily on
psychological manipulation or fail to meet user expectations, it could result in consumer
disappointment and a decline in brand trust. Therefore, the study emphasizes the importance
of balancing commercial success with ethical responsibility. The research is limited by its
focus on digital platforms, and future studies are encouraged to explore the impact of
behavioral pricing in other sectors. Cultural and demographic factors should also be
considered to better understand their role in shaping consumer responses.
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1. Introduction

In traditional economics, consumers are viewed as rational decision makers who are able to make
optimal decisions when faced with information and choices, thereby maximizing personal utility.
However, the rise of behavioral economics has challenged this assumption. By integrating the
perspectives of psychology and economics, behavioral economics reveals that consumers are often
constrained by emotions, cognitive biases, and social influences in the decision-making process,
causing their behavior to deviate from the rational model. For example, consumers often ignore long-
term benefits due to short-term temptations, and are also easily influenced by “cheap talk” that lacks
actual evidence, thus making irrational decisions [1]. The so-called "cheap promise" refers to self-
promotional statements made by merchants in the absence of verifiable information. These statements
often seem positive, but lack external evidence and are easy to mislead consumers who lack
experience or information [1].
In the digital economy, companies are increasingly adopting diverse pricing strategies to attract

and retain consumers. However, traditional economic models often fail to explain why consumers
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respond strongly to strategies such as "free trials", "limited-time discounts", and "charity promotions",
even if these strategies are not optimal from a cost-effectiveness perspective. There is a growing need
to understand the psychological drivers behind these consumer behaviors. This article will explore
how to apply the core concepts of behavioral economics (such as bounded rationality, mental
accounting, and loss aversion) to optimize pricing strategies in modern business environments.
Through theoretical and case analysis, this article will further explore how behavioral economics can
help companies optimize pricing strategies and improve market performance and user stickiness.

2. Theoretical framework

In the field of behavioral economics, several psychological mechanisms explain why consumers often
deviate from fully rational decision-making. To begin with, the concept of bounded rationality,
introduced by Herbert Simon, highlights how consumers face limitations in time, information, and
cognitive capacity [2]. As a result, rather than conducting comprehensive evaluations, they rely on
heuristics and simplified decision rules. For example, when choosing products, consumers may
prioritize brand or price while ignoring long-term performance or total value. Therefore, businesses
can increase conversions by offering simplified pricing, bundled packages, and easy comparison tools
that align with consumers’ decision-making processes.

Moreover, mental accounting, proposed by Richard Thaler, further explains how consumers
compartmentalize money based on its source or purpose [3]. People are especially more inclined to
spend bonuses or discount coupons, which they perceive as extra or reward money, rather than their
regular income. Consequently, marketers can design targeted promotions, such as limited-time
discounts or cashback incentives, to trigger spending from these psychological “reward accounts,”
thereby enhancing purchase motivation.

In addition, the concept of loss aversion, drawn from Kahneman and Tversky’s prospect theory,
emphasizes that the pain of loss is psychologically more impactful than the pleasure of gain [4]. This
means that consumers tend to react more strongly to price increases than to equivalent discounts.
Thus, companies often create urgency and fear of missing out through tactics like limited-time offers,
countdown timers, or “last chance” sales, which can effectively drive consumers to act quickly.
Furthermore, return policies and satisfaction guarantees can mitigate perceived risk, increasing
consumer confidence and likelihood of purchase.

Equally important is the psychology of “free,” which suggests that consumers often overvalue
items or services offered at no cost. Even when the actual value of a free product is minimal, the
perception of getting something for nothing can override rational thinking [5]. As a result, strategies
like free trials, gift-with-purchase offers, and free shipping are widely used to attract attention and
drive conversions. Notably, free trials often create a sense of commitment or habit formation,
increasing the chance of consumers converting to paid users after the trial period ends.In summary,
bounded rationality, mental accounting, loss aversion, and the psychology of “free” form a
fundamental framework in behavioral economics that helps explain consumer behavior. When
businesses understand and apply these psychological insights in pricing and marketing strategies, they
can more effectively influence decision-making, increase engagement, and enhance their competitive
edge in the market.

3.  Comprehensive analysis of pricing strategies
3.1. Analyzing the "freebie' strategy

The "freebie" strategy is to use people's strong attraction to the concept of "free" to stimulate
consumers' desire to buy. In behavioral economics, consumers' interest in "free" goods or services
often exceeds their rational evaluation of goods of equal value [6]. People have a natural preference
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for zero-cost items, a phenomenon known as the "free effect". Even when consumers are aware that
the actual value of the free gifts is minimal, the inclusion of such items can significantly enhance their
willingness to purchase. This tactic leverages the concept of mental accounting by associating the
idea of "free" with added value, thus triggering a stronger purchase intention. For instance, e-
commerce platforms often implement promotions such as "buy one, get one free" or "spend a certain
amount to receive a discount," effectively encouraging consumers to complete transactions by
framing them as rewarding opportunities. When consumers feel that they are not just buying goods,
but getting an extra "free" gift, they will have a higher sense of satisfaction. Even if the actual value
of these gifts is relatively small, the psychological effect they bring can stimulate consumers to make
more purchase decisions.

The "freebie" strategy also involves the principle of "loss aversion". When consumers think they
can get free gifts, they usually think that "losing" these gifts is a loss, which leads to a stronger desire
to buy [6]. For example, many electronic products offer free gifts, such as headphones and power
banks. Consumers will be more likely to make purchase decisions because they think they have
received additional gifts. The "free gift" strategy can effectively attract consumers' attention and
stimulate their desire to buy. Through cleverly designed gift strategies, companies can make
consumers feel that the purchase is "super value" psychologically, thereby increasing sales conversion
rates.

3.2. Subscription strategy

Subscription strategy is a very popular pricing method in the modern digital economy, especially for
content platforms, software as a service and various online platforms [7]. Subscription pricing can
not only improve the stability of corporate revenue by dividing products or services into periodic
payments, but also enhance customer loyalty and stickiness through continuous revenue streams. The
subscription strategy effectively utilises present bias and the "sunk cost effect". "Present bias" refers
to the tendency of consumers to make choices when faced with immediate rewards and ignore future
benefits [7]. For example, after the free trial period ends, many consumers tend to choose automatic
renewal based on their current emotions and the services they enjoy, even if their future usage needs
may not be sufficient to support long-term subscriptions. The "sunk cost effect" makes consumers
reluctant to cancel their subscriptions after paying for the subscription fee because they have already
invested money, even if their actual usage frequency is far lower than expected.

By converting the free trial period into automatic renewal, merchants can take advantage of
consumers' underestimation of future troubles and convert them from a free user to a long-term paying
user. In addition, subscription pricing is often combined with a tiered pricing strategy to provide
different levels of services or product packages. This approach allows consumers to choose the right
subscription level based on their needs, while also encouraging them to choose higher-end, more
expensive packages to get more value-added services. The "subscription-based" pricing strategy not
only has a lasting impact on consumers, but also provides companies with a predictable revenue
stream and reduces the uncertainty caused by price fluctuations.

4.  Case analysis - taking spotify as an example
4.1. The power of behavioral economics in spotify's pricing strategy

Spotify's free trial and subscription design provides a classic case in analyzing how behavioral
economics can be applied to business pricing strategies. Spotify successfully converted users from
the free tier to paid subscribers through its free trial period strategy [8]. Spotify's strategy takes
advantage of the "Present Bias" and "Sunk Cost Effect", that is, consumers underestimate the
frequency of future use due to the immediate experience during the free trial period. Many users
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experience the instant gratification brought by the music platform during the trial period, so they tend
to continue subscribing after the trial period ends, even if they may not use the service for a long time.
In addition, once users subscribe to Spotify, they are prone to fall into the "sunk cost effect" and are
reluctant to cancel their subscription, even if their usage frequency is lower than expected.

Unlike its competitors, Spotify offers a free subscription service to all users. This freemium pricing
strategy has proven highly effective in expanding its user base, increasing revenue, and boosting paid
subscription conversion rates [9]. Spotify’s pricing strategy cleverly incorporates the "free"
mechanism by offering various subscription packages tailored to different user needs, each including
a one-month free trial (as shown in Figure 1). This trial period allows users to experience premium
features such as ad-free listening and offline playback before making a decision [9]. According to the
theory of loss aversion, once users become accustomed to these benefits, they are less willing to give
them up, which increases the likelihood of subscription conversion and enhances long-term user
engagement. In addition, Spotify pushes personalized music recommendations to users through
precise data analysis, which enhances user participation and loyalty, further improving subscription
conversion rate [9]. Spotify's success proves that by deeply understanding consumer psychology,
especially how to use core biases in behavioral economics, user conversion can be effectively
improved and sustainable revenue can be increased.

1 month fres | 1 month free 1month free 1 month free |
Individual Duo Family Student
$9.99/month after offer period $12.99/month after offer period $15.99/month after offer period $4.99/month after offer period
laccount 2 accounts 6 accounts 1account
/ Ad-free music listening v/ 2 Premium accounts for a + 6 Premium accounts for / Hulu (ad-supported) plan
couple under one roof family members livin
/ Play anywhere - even upleu r X ) ) nd re fving v/ SHOWTIME
offline / Ad-free music listening, under one roof
lay offline, on-demand Block explicit music Ad-free music listening
</ On-demand playback playback v P v
play / Ad-free music listening, \/ Play anywhere - even
play offline, on-demand offline
playback / On-demand playback

" Spotify Kids: a separate app
made just for kids

GET STARTED GET STARTED GET STARTED GET STARTED

Terms and conditions apply. 1 month free Terms and conditions apply. 1 month free Terms and conditions apply. 1 month free Offer currently includes access to Hulu (ad-

not available for users who have already not available for users who have already not available for users who have already supported) plan and SHOWTIME Streaming

tried Premium. tried Premium. tried Premium. Service, subject to eligibility. Available only
to students at an accredited higher
education institution. 1 month free only
open to higher education students who
haven't already tried Premium. Terms and
conditions apply.

Figure 1: Spotify offers four premium accounts based on customers’ individual needs [9]
4.2. Optimizing Spotify's pricing strategy

Although Spotify's subscription pricing strategy has achieved remarkable success, there is still room
for improvement to further improve conversion rates and enhance user stickiness. First, more
personalized reminders and incentives can be used to target "current bias". Spotify can remind users
of the free content they have enjoyed and provide data analysis based on user behavior to remind
them that they will be able to obtain greater value if they continue to subscribe. By doing so, Spotify
can enhance users' sense of "instant rewards" while increasing the likelihood of converting them to
paid subscribers at the end of the trial. Additionally, Spotify could introduce more flexible
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subscription options and exit strategies based on the "sunk cost effect." Many users abandon their
subscriptions when they feel the long-term costs outweigh the value. To address this, Spotify could
offer more adaptable subscription plans, such as adjusting content and pricing based on users' actual
usage patterns or providing short-term subscription options. This would allow users to enjoy the
service under more flexible terms and avoid the burden of "sunk costs" from high, fixed fees.

Spotify can attract more users by implementing additional "gift" strategies. For instance, offering
free music albums, exclusive events, or other special incentives at the end of a new user's trial period
can boost user satisfaction and create a sense of receiving great value for "free." This, in turn, can
improve subscription conversion rates and enhance long-term user loyalty. By pairing these "free
gifts" with regular reminders, Spotify can further fine-tune its pricing strategy to better align with
consumer psychology and increase market share. While Spotify's pricing strategy has been successful,
more personalized pricing options and a flexible user experience could further enhance its
competitiveness and user retention.

5. Discussion

The application of behavioral economics has brought huge innovation space to business pricing
strategies, but it has also triggered discussions about consumer rights and ethical boundaries. By
understanding consumers' psychological biases, companies can design more effective pricing
strategies, improve sales conversion rates and increase revenue. However, while this strategy brings
economic benefits, it may also have adverse effects on consumers, especially when it relies too much
on psychological manipulation. Behavioral economics pricing strategies may cause consumers to
make decisions without being fully informed. Although this strategy leverages the "sunk cost effect,"
making it difficult for consumers to easily cancel the service, it could also harm their economic
interests. Additionally, an over-reliance on consumer psychological biases to drive purchasing
decisions may infringe on consumer rights. For instance, when offering "free gifts" or "free trials,"
companies may disappoint consumers if their expectations are set too high and the promises aren't
fulfilled, potentially leading to a loss of brand trust. Therefore, companies must adhere to ethical
standards when designing these strategies, avoiding excessive manipulation and ensuring that
consumers have enough information and choices to make informed decisions. While behavioral
economics holds significant potential in pricing strategies, companies must remain transparent and
fair, using consumer psychological biases responsibly to safeguard long-term brand reputation and
consumer trust.

6. Conclusion

In conclusion, this study explores the application of behavioral economics in pricing strategies,
focusing on how companies like Spotify use basic principles of behavioral economics, such as the
"sunk cost effect", "present bias", and "loss aversion", to influence consumer behavior and increase
subscription conversion rates. The study found that behavioral economics principles play a vital role
in shaping consumer purchasing decisions and help companies design effective strategies to increase
engagement and loyalty. By leveraging mechanisms such as free trials, flexible subscription models,
and "gifts", companies can significantly increase user conversion rates and long-term user stickiness.
However, companies' reliance on consumer psychological biases generated by the application of
behavioral economics may raise ethical issues, especially when these strategies are intended to over-
manipulate consumer behavior. If expectations are too high or value propositions are not delivered,
it may lead to consumer disappointment, reduced brand trust, and possible infringement of consumer
rights. As such, companies should ensure their strategies align with ethical boundaries, while
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consumers should be more informed about models like free gifts and develop a stronger consumer
awareness.

This study still has limitations. This study focuses on digital platforms such as Spotify and may
not fully reflect the different impacts of these strategies in other industries or environments. Future
research should explore how these behavioral pricing strategies can be applied to different retail,
services, and entertainment sectors to better understand their broader impact on consumer trust and
brand reputation.
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