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ABSTRACT

This research paper explores the intersection of psychology and economics to better understand
consumer behaviour, focusing on the application of Goal Gradient Theory and memory
mechanisms. While traditional economic models often assume that consumers make decisions
rationally, psychological research reveals that factors such as motivation, emotion, and memory
significantly influence purchasing behavior. The study investigates how motivation increases as
consumers approach a goal, as outlined in Goal Gradient Theory, and examines the role of
memory in shaping brand recall and decision-making. By integrating these psychological
insights into economic models, the research provides a more comprehensive understanding of
consumer behavior, with practical implications for marketing strategies. The paper discusses
how these concepts can be applied to advertising and loyalty programs to enhance consumer
engagement and drive purchase decisions. The findings underscore the importance of a
multidisciplinary approach to consumer behaviour, offering valuable insights for both academic
research and practical marketing applications.

Keywords: Psychology; Economics; Goal Gradient Theory; Memory; Consumer Behaviour;
Consumer Engagement; Marketing

1. Introduction

Consumer behaviour is a multifaceted area of study that lies at the intersection of psychology
and economics, with each discipline offering unique insights into how individuals make
purchasing decisions. Traditional economic theories often assume that consumers act rationally,
making decisions based purely on logical assessments of cost and benefit. However,
psychological research reveals a more complex picture, where cognitive biases, emotional
responses, and memory mechanisms play pivotal roles in shaping consumer choices.
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This research paper explores the integration of psychological principles, such as Goal Gradient
Theory and memory mechanisms, into economic models of consumer behaviour. By examining
how consumers' motivation increases as they near a goal, and how memory influences brand
recall and decision-making, this study aims to provide a deeper understanding of the underlying
processes that drive consumer actions. The paper also investigates how these theories can be
applied to marketing strategies, particularly in the context of advertising and loyalty programs, to
enhance consumer engagement and influence purchasing behaviour.

In doing so, this research not only contributes to the academic discourse on consumer behavior
but also offers practical insights for marketers seeking to develop more effective and
psychologically informed strategies. The findings underscore the importance of considering
psychological factors in economic models, advocating for a more holistic approach to
understanding and influencing consumer behaviour.

2. Review of Literature

The connection among goals, effort-reward behaviour, and the psychological mechanisms behind
them has been a key focus in organizational psychology. Locke and Latham's theory on setting
goals suggests that precise and difficult goals can improve performance by focusing attention,
rallying effort, boosting perseverance, and promoting the creation of strategies to achieve goals
(Locke & Latham, 2002). Vroom's expectancy theory explains that individuals' effort levels are
influenced by the anticipated results of their actions; employees will put in more effort if they
think it will result in desirable rewards (Vroom, 1964). Deci and Ryan's self determination
theory (SDT) explains how intrinsic and extrinsic motivation impact behaviour. It states that
while external rewards can influence actions, internal motivation based on autonomy and
competence results in consistent effort and improved performance (Deci & Ryan, 2000). Finally,
Bandura's theory of social cognition highlights the importance of self-efficacy, as one's belief in
their abilities greatly influences their dedication to goals and level of effort expended. Workers
with high levels of self-confidence are more inclined to establish ambitious objectives and
continue putting effort even in the face of challenges (Bandura, 1997). Together, these theories
give a complete insight into how goal-setting, perceived rewards, and psychological mechanisms
influence employee behaviour and performance.

Understanding how memory works is essential for studying consumer behaviour, as it impacts
how consumers view, judge, and remember products. Tulving's (1972) differentiation of episodic
and semantic memory highlights how personal experiences and general knowledge influence
consumer preferences. Memories tied to particular events can form powerful emotional ties to
brands, whereas general memories help shape the overall brand perception (Tulving, 1972).
Anderson (1983) ACT* theory emphasizes how consumers connect products with associated
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attributes and concepts in memory, improving their ability to remember and make decisions
(Anderson, 1983). Moreover, the Encoding-Specificity Principle by Thomson and Tulving
(1970) indicates that memory recall is enhanced when the context during encoding aligns with
the context during retrieval, underscoring the significance of cohesive branding and advertising
tactics (Thomson & Tulving, 1970). Finally, Keller's (1993) theory of brand knowledge
combines these memory concepts in consumer behavior, suggesting that strong brand
connections and favorable brand opinions stem from efficient encoding and retrieval
mechanisms (Keller, 1993). These theories collectively illustrate how memory mechanisms
influence consumer actions, helping marketers create tactics that improve brand recognition and
customer loyalty.

Loyalty programs play a crucial role in improving customer loyalty and satisfaction in a variety
of industries, such as airlines and supermarkets. Dowling and Uncles (1997) emphasize that
effective loyalty programs in the airline sector, like frequent flyer programs, generate perceived
value by offering points that can be exchanged for complimentary flights, upgrades, and other
perks, resulting in higher customer loyalty (Dowling & Uncles, 1997). Yi and Jeon (2003)
discovered that loyalty programs have a significant impact on customer satisfaction and loyalty
in supermarket shopping by offering personalized incentives and discounts that improve the
overall shopping experience (Yi & Jeon, 2003). Sharp and Sharp (1997) suggest that loyalty
programs may encourage customers to make repeat purchases, but their success is usually
influenced by the level of competition within the industry and the type of rewards provided.
Differentiated and appealing rewards are crucial for customer loyalty in competitive markets
(Sharp & Sharp, 1997). In addition, Liu (2007) highlights the importance of CRM systems in
efficiently overseeing loyalty programs. This allows companies to examine customer information
and customize rewards based on personal preferences, ultimately enhancing the influence of
these programs on customer loyalty (Liu, 2007). These research findings highlight the
significance of carefully planned loyalty programs in promoting customer loyalty and improving
business outcomes.

The merging of psychology and economics is crucial in comprehending consumer behaviour,
combining insights from both disciplines to elucidate how consumers make choices. Kahneman
and Tversky's (1979) Prospect Theory, a fundamental theory in behavioral economics,
demonstrates how consumers perceive gains and losses in a distinct way, resulting in irrational
decision-making contrary to traditional economic forecasts (Kahneman & Tversky, 1979).
Thaler's (1985) theory of mental accounting shows how individuals separate money into various
categories based on personal factors, impacting their financial decisions (Thaler, 1985). In the
field of consumer behavior, Ariely's research in 2008 emphasizes how cognitive biases like the
anchoring effect influence buying choices and price beliefs (Ariely, 2008). Moreover,
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Loewenstein, O'Donoghue, and Rabin (2003) investigate how time-inconsistent preferences
affect consumption, finding that individuals tend to prioritize instant rewards over future gains,
leading to behaviors such as impulse purchasing and procrastination (Loewenstein et al., 2003).
These studies highlight the importance of incorporating psychological principles into economic
models in order to improve the prediction and comprehension of consumer behavior.

3. Memory

Memory is a fundamental cognitive process that allows individuals to encode, store, and retrieve
information. It plays an important role in various aspects of human behavior, including learning,
decision-making, and consumer behaviour. The two main types of memory are episodic memory
and semantic memory. Episodic memory involves the recall of specific personal events and
experiences, often with a strong emotional component (Tulving, 1972). In contrast, semantic
memory involves general knowledge and facts not related to personal experiences (Tulving,
1972).

Working memory, which is a temporary storage system, is also essential for short-term
processing and manipulation of information (Baddeley, 1992). It also allows individuals to retain
and work with information needed for complex cognitive tasks such as reasoning, learning, and
understanding. Long-term memory is where information is stored more permanently, with two
important processes being encoding and retrieval. Encoding is the process of converting sensory
input into a form that can be stored in the brain, while retrieval involves accessing stored
information when needed.

The encoding specificity principle (Thomson & Tulving, 1970) posits that memory is retrieved
more efficiently when the context at the time of encoding matches the context at the time of
retrieval. This principle is essential to understanding how environmental cues and context affect
recall. Dual coding theory (Paivio, 1971) suggests that information is best remembered when it is
encoded both visually and verbally, emphasizing the importance of using multiple modes of
presentation to improve recall.

4. Memory in Advertising

Memory mechanisms play an important role in advertising effectiveness. Advertisers aim to
create memorable advertisements to improve brand recall and influence consumer behaviour.
Based on the principles of episodic and semantic memory, advertisers create messages that are
both emotionally appealing and informative. Emotional appeals can create strong episodic
memories by associating the brand with positive experiences and emotions (Vakratsas and
Ambler, 1999). Message repetition and consistency strengthens semantic memory, integrating
brand attributes and benefits into consumers' long-term memory (Keller, 1993).
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Advertising often uses visual and verbal elements together, consistent with dual coding theory, to
create multiple pathways for memory encoding and retrieval. Contextual cues that match the
advertising environment to the consumer's purchase context may also improve recall, as
suggested by the encoding specificity principle (Thomson and Tulving, 1970). Additionally,
understanding the serial position effect, where items at the beginning and end of a list are most
likely to be remembered, can help advertisers strategically place key messages in their ads.

5. Goal Gradient Theory

Goal gradient theory, originally proposed by behaviorist Clark Hull in 1932, posits that an
individual's effort and motivation to achieve a goal will increase the closer they get to achieving
it. Hull's experiments with rats showed that the animals ran faster the closer they got to the end
of the food maze, suggesting that getting closer to the goal improves effort and motivation.

This theory has important implications for understanding consumer behavior and designing
effective marketing strategies. For example, in the context of loyalty programs, Kivetz,
Urminsky, and Zheng (2006) found that customers are more likely to increase their purchase
frequency the closer they are to receiving a reward, such as a free product. fee or discount. This
phenomenon is called the “goal gradient effect” and highlights how structuring loyalty programs
with clear, achievable rewards can drive engagement and sales of consumers.

The theory of goal gradient also overlaps with motivational psychology. According to this
theory, as individuals perceive themselves as getting closer to a desired outcome, the perceived
value and attractiveness of the goal increases. This perception motivates increased effort and
persistence, a concept supported by modern research in cognitive psychology and motivation.
For example, Cheema and Bagchi (2011) demonstrated that individuals exert more effort and are
less likely to procrastinate when they are closer to achieving a goal than when they are farther
away from it.

In practical applications, businesses can leverage goal slope theory by creating milestones and
subgoals within larger goals to maintain high employee and consumer motivation. For example,
a sales team may be more motivated if their annual goals are broken down into quarterly or
monthly goals, making the end goal more achievable and immediate.

In addition, digital platforms and applications often use progress bars and visual indicators to
keep users motivated. These tools constantly remind people how close they are to their goals,
tapping into the motivational power of the goal gradient effect.

In summary, goal gradient theory emphasizes the importance of structuring goals and rewards in
a way that maintains and increases motivation as goals become more attainable. By
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understanding and applying this theory, businesses and individuals can improve their
productivity, engagement, and goal achievement.

6. Survey

Psychological Economics: 26 Responses

1a. How likely are you to join a coffee shop's loyalty program, such as Starbucks Rewards?

8 I Column 1

Very likely Likely Neutral Unlikely Very unlikely

1b. How likely are you to enroll in an airline's frequent flyer program, like Delta SkyMiles?

Il Column 1

Very likely Likely Unlikely Very unlikely
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2a. When you earn rewards like free drinks or discounts from a coffee shop's loyalty program, what

is your typical reaction?
26 responses

@ Happy & Satisfied

@ Indifferent

® Excited

® Annoyed

® Unsure

@ Ima baniya so i love a good bargain
@ Not too excited

2b. When you receive rewards such as free flights or seat upgrades from an airline's frequent flyer

program, how do you generally feel?
26 responses

@ Happy4 satisfied
@ Indifferent

® Excited

® Amnoyed

@ Unsure

www.ijsser.org Copyright © I1JSSER 2024, All rights reserved Page 4177




International Journal of Social Science and Economic Research
ISSN: 2455-8834
Volume:09, Issue:10 "October 2024"

3a. How important is it for you to get exclusive offers or early access to new drinks and products

from a coffee shop's loyalty program?
26 responses

@ Very important

@ important

® neutral

@ not very important
@ not important at all

26.9%

3b. How significant is it to you to receive exclusive deals or early access to flights and services

through an airline's frequent flyer program?
26 responses

@ Very important

@ important

@ neutral

@ not very important
@ notimportant at all

www.ijsser.org Copyright © I1JSSER 2024, All rights reserved Page 4178




International Journal of Social Science and Economic Research
ISSN: 2455-8834
Volume:09, Issue:10 "October 2024"

4a. How does earning rewards like free beverages or discounts through a coffee shop's loyalty

program influence your view of the brand?
26 responses

@ Increases my loyalty significance
@ increases my loyalty somewhat
@ has no impact on my loyalty

@ decrease my loyalty somewhat
@ Decreases my loyalty significantly

4b. How does receiving benefits such as free flights or upgrades through an airline's frequent flyer

program affect your perception of the airline?
26 responses

@ Increases my loyalty significantly
@ increases my loyalty somewhat
® has no impact on my loyalty

ﬂ @ decreases my loyalty somewhat
@ decreases my loyalty significantly
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5a. When deciding to make a purchase at a coffee shop, how often do you consider the potential

rewards, like free drinks or discounts?
26 responses

® Always

@ often

® sometimes
® Rarely

@ never

5b. When booking a flight, how frequently do you take into account the rewards you could earn, such

as free flights or upgrades?
26 responses

® Aways

® often
@ sometimes
® rarely
® never
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6a. How important is it for a coffee shop's loyalty program to offer personalized deals and rewards
based on your preferences?

26 responses
@ Very important
@ important
® neutral
ﬂ @ not very important
@ notimportant at all

6b. How crucial is it for an airline's frequent flyer program to provide personalized offers and

rewards tailored to your needs?
26 responses

@ Very important

@ important

® neutral

@ not very important
‘ @ not important at all
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8a. How do you value the loyalty points or rewards you receive from a coffee shop compared to the

amount of money you spend?
26 responses

@ Very valuable

@ valuable

® neutral

@ not very valuable
@ not valuable at all

8b. How do you assess the worth of loyalty points or rewards from an airline relative to your
spending?
26 responses

@ Very valuable

@ valuable

@ neutral

@ not very valuable
@ not valuable at all
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9a. When participating in a coffee shop's loyalty program, how often do you experience a sense of

accomplishment?

26 responses
9b. When involved in an airline's frequent flyer program, how frequently do you feel a sense of

achievement?
26 responses

@ Often
@ sometimes
O rarely
@ never

@ Often
@ sometimes
® rarely
@ never
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10a. How does understanding the terms and conditions of a coffee shop's loyalty program impact

your trust in the brand?
26 responses

@ Significantly increases my trust
@ Somewhat increases my trust
@ Has no impact on my trust

@ somewhat decreases my trust
@ significantly decreases my tryst

w

10b. How does clarity in the terms and conditions of an airline's frequent flyer program affect your

trust in the airline?
26 responses

@ Significantly increases my trust
@ somewhat increases my trust
@ has no impact on my trust

@ somewhat decreases my trust
@ significantly decreases my trust

11a. How likely are you to recommend a coffee shop's loyalty program to friends or family

members?
26 responses

@ Very likely
@ likely

® neutral

@ unlikely

@ very unlikely
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11b. How likely are you to suggest an airline's frequent flyer program to friends or family members?
26 responses

@ Very likely
@ likely

® neutral

@ unlikely

@ very unlikely
@ Very unlikely

12a. How does being part of a coffee shop's loyalty program influence your perception of the
brand's reliability?
25 responses

@ Somewhat increases my perception
@ has no impact on my perception

@ somewhat worsens my perception
@ significantly worsens my perception

12b. How does participating in an airline's frequent flyer program affect your view of the airline's
reliability?
25 responses

@ Significantly improved my perception
@ has no impact on my perception

@ somewhat worsens my perception
@ Significantly worsens my perception
@ Option 5
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13a. How important is it for you that a coffee shop's loyalty program makes earning and redeeming

rewards easy?
25 responses

@ Very important

@ important

@ neutral

@ not very important
@ not important at all

13b. How important is the ease of earning and redeeming rewards in an airline's frequent flyer
program to you?
25 responses

@ Very important

@ Option 2

@ important

@ neutral

@ not very important
@ Not important at all

14a. Have you ever felt a sense of gratitude or reciprocity towards a coffee shop because of their
loyalty program?
25 responses

@ VYes, frequently
@ yes, occasionally
@ no, never

@ Not sure

~
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14b. Have you ever felt a sense of reciprocity towards an airline due to their frequent flyer
program?
25 responses

@ Yes, frequently
@ yes, occasionally
@ no, never

@ not sure

@ Option 5

15a. How likely are you to switch to a competing coffee shop that offers a better loyalty program?
25 responses

@ Very likely
@ likely

© neutral

@ Unlikely

@ very unlikely
@ Option 5

15b. How likely are you to switch to a competing airline that has a more attractive frequent flyer
program?
25 responses

@ Very likely
@ likely

@ neutral

@ unlikely

@ very unlikely
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16. Has a memorable advertisement ever convinced you to purchase a product you weren't initially
planning to buy?
25 responses

@ VYes frequently
@ yes, occasionally
@ no, never

@ not sure
@ Option 5

17. How often do you find yourself influenced by advertisements when making spontaneous

purchases?
25 responses

® Always

® often

© sometimes
@ rarely

@ Never

K

18. Have you ever chosen to buy a product because its advertisement resonated with your values or

lifestyle?
@ Yes, frequently
@ Yes, occasionally
@ no, never
ﬂ ® not sure

25 responses
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19.How important is the overall creativity and presentation of an advertisement in influencing your

purchasing decisions?
25 responses

@ Very important

@ important

©® neutral

@ not very important
@ not important at all

20.Have you ever shared an advertisement (online or offline) that you found particularly engaging or

impactful?
@ Yes, frequently
28% @ yes, occasionally
@ no, never
@ not sure

25 responses

21. How likely are you to try a product after seeing a positive review or endorsement in an

advertisement?
25 responses

@ Very likely
® likely

® neutral

@ unlikely

@ very unlikely

(v
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22.Have you ever felt a strong emotional connection to a brand based on their advertising
campaigns?
24 responses

@ Yes, frequently
@ yes, occasionally
@ no, never

@ not sure

@ Option 5

23. How often do you remember an advertisement after seeing it once?
25 responses

® Always

@ Often

© Sometimes
® Rarely

@ Never

24 How significant is the use of humor in advertisements when it comes to your decision to
purchase a product?

25 responses
@ Very significant
@ significant
@ neutral
@ not very significant
' @ not significant at all
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25a. Have you ever been turned off from a product because of a poorly executed advertisement?
24 responses

@ Yes, frequently
@ yes, occasionally
@ no, never

@ not sure

25b. How likely are you to follow a brand on social media after seeing a captivating advertisement?

25 responses
@ Very likely
@ likely
@ Neutral
@ unlikely
@ very unlikely
RESULTS

We asked 26 men and women key questions about loyalty programs offered by various entities
like Starbucks to Airlines and their response to the offers made by these companies. Some results
were expected (Amazon shoppers love free shipping) and others were less predictable. For
example, customer participation in a loyalty program does not necessarily influence the level of
trust in the brand.
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In addition, the efficacy of loyalty programs can rely on the industry and the special features of
the program. Some customers are excited by rewards and discounts, while others may view these
programs as merely a marketing gimmick. A customer often views the value of a loyalty
program depending on its relevance and how personal it is to the individual. Furthermore the
quality of the product and customer service tends to play a significant role in building trust more
than the loyalty program itself. To build lasting customer trust companies need to focus on high
quality experience alongside their loyalty programs.

DISCUSSION

While this research provides substantial insights into the intersection of psychology and
economics in understanding consumer behavior, there are several promising avenues for future
exploration. One potential extension could involve a deeper investigation into the cultural factors
that influence the applicability of Goal Gradient Theory and memory mechanisms in consumer
behavior across different markets. Longitudinal studies could also be conducted to examine how
these theories impact consumer behavior over time and in varying economic conditions.

Additionally, exploring the role of technology and digital platforms in enhancing or altering
these psychological mechanisms could offer valuable insights, especially with the rise of
personalized advertising and Al-driven marketing strategies. Future research could also focus on
individual differences, such as age, gender, and cognitive styles, to understand how these factors
interact with psychological and economic principles in consumer decision-making.

Finally, experimental studies testing the effectiveness of different advertising techniques based
on these theories in real-world settings would help validate and refine the theoretical models
presented in this paper. These future extensions would not only broaden our understanding of
consumer behavior but also provide actionable insights for developing more effective marketing
strategies in diverse and dynamic environments.

CONCLUSIONS

Complex interrelationships between psychology and economics in understanding consumer
behavior have been identified, with an important role for Goal Gradient Theory and memory
mechanisms. The findings put forth the thought of how, as consumers get closer to the goal,
motivation and effort rise, a feature critical to the design of effective loyalty programs and
marketing strategies. More than anything else, how consumers encode, store, and retrieve
information largely affects their purchase decisions and brand recall. In that respect,
memorandum capabilities can be effectively enhanced through emotional and narrative elements,
consistent message tracks, and contextual cues in advertisements.
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Inclusion of psychological insights into the modeling of economic behavior makes the
explanation and prediction of consumer behavior more refined by challenging traditional notions
of rational decision-making. This research thus contributes to a larger literature calling for a
multidisciplinary approach to the study of consumer behavior, in particular, attending to the
intricate interplay between cognitive, emotional, and contextual factors.

Future research will further investigate these intersections by considering possible cultural
variations, technological changes, and personal differences. Longitudinal and experimental
studies will validate and further refine these theoretical models, therefore offering deeper
insights and applications. At a later stage, this research has helped in laying a foundation for
more targeted and appropriate marketing strategies to be developed, in turn enhancing consumer
engagement and satisfaction.

REFERENCES
Bandura, A. (1997). Self-efficacy: The exercise of control. W. H. Freeman.

Deci, E. L., & Ryan, R. M. (2000). The "what" and "why" of goal pursuits: Human needs and the
self-determination of behaviour. Psychological Inquiry, 11(4), 227-268.

Locke, E. A., & Latham, G. P. (2002). Building a practically useful theory of goal setting and
task motivation. American Psychologist, 57(9), 705-717.

Vroom, V. H. (1964). Work and motivation.
Anderson, J. R. (1983). The architecture of cognition. Harvard University Press.

Keller, K. L. (1993). Conceptualizing, measuring, and managing customer-based brand equity.
Journal of Marketing, 57(1), 1-22.

Thomson, D. M., & Tulving, E. (1970). Associative encoding and retrieval: Weak and strong
cues. Journal of Experimental Psychology, 86(2), 255-262.

Tulving, E. (1972). Episodic and semantic memory. In E. Tulving & W. Donaldson (Eds.),
Organization of memory (pp. 381-403). Academic Press.

Dowling, G. R., & Uncles, M. (1997). Do customer loyalty programs really work? Sloan
Management Review, 38(4), 71-82.

Liu, Y. (2007). The long-term impact of loyalty programs on consumer purchase behavior and
loyalty. Journal of Marketing, 71(4), 19-35.

Www.ijsser.org Copyright © I1JSSER 2024, All rights reserved Page 4193




International Journal of Social Science and Economic Research

ISSN: 2455-8834
Volume:09, Issue:10 "October 2024"

Sharp, B., & Sharp, A. (1997). Loyalty programs and their impact on repeat-purchase loyalty
patterns. International Journal of Research in Marketing, 14(5), 473-486.

Yi, Y., & Jeon, H. (2003). Effects of loyalty programs on value perception, program loyalty, and
brand loyalty. Journal of the Academy of Marketing Science, 31(3), 229-240.

Ariely, D. (2008). Predictably irrational: The hidden forces that shape our decisions.
HarperCollins.

Kahneman, D., & Tversky, A. (1979). Prospect theory: An analysis of decision under risk.
Econometrica, 47(2), 263-291.

Loewenstein, G., O'Donoghue, T., & Rabin, M. (2003). Projection bias in predicting future
utility. Quarterly Journal of Economics, 118(4), 1209-1248.

Thaler, R. (1985). Mental accounting and consumer choice. Marketing Science, 4(3), 199214.

Www.ijsser.org Copyright © I1JSSER 2024, All rights reserved Page 4194




