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Abstract

A well-functioning bureaucracy is a precondition for efficient public goods pro-
vision. However, bureaucratic decision-making is still largely seen as a black box.
We provide novel insights into the preferences of bureaucrats regarding their work
outcomes. We focus on a major public sector activity and survey more than 900
real-life procurement officials in Finland and Germany. The questionnaire includes
hypothetical choice experiments to study the relative importance of multiple fea-
tures in tender outcomes. First, bureaucrats state to have substantial discretion at
work but no important incentives. Second, our experimental results show that pro-
curers are particularly worried about avoiding negative risks concerning prices and
supplier reputation. Third, an avoidance of bidders with prior bad performance ap-
pears to be an extremely important factor. Fourth, procurers value a certain degree
of competition, while litigation concerns and regional favoritism play only a small
role. The striking lack of heterogeneous effects points towards the role of intrinsic
motivation among public buyers in countries with high public sector capacity.
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1 Introduction

The functioning of public bureaucracies is considered a principal driver of government
effectiveness and state capacity in generalﬂ Arguably, one of the most important in-
puts into bureaucracies are individual bureaucrats themselves (Ashraf et al., 2020; Khan
et al} 2019; Bertrand et al., [2019; Prendergast, |2007)). While conventional wisdom and
public perception support the view that bureaucratic choice sets are heavily regulated,
in practice bureaucrats possess a considerable degree of leeway, and several recent stud-
ies have demonstrated potential positive implications of bureaucratic discretion across
government organizations (Bosio et al., [2020; Rasul et al [2020; [Bandiera et al., 2020;
Rasul and Rogger, 2018}; |Duflo et al., 2018)E| Given the extensive control that individual
bureaucrats frequently exert over public sector outcomes, their underlying preferences
are key for an efficient functioning of bureaucracies. To isolate these preferences from
real-world constraints, we rely on conjoint survey experiments that let bureaucrats form
hypothetical decisions under full discretion. This provides us with unique information on
bureaucrats’ preferences and aids in unpacking the “black box” of bureaucratic choices.
Investigating the preferences of bureaucrats is all the more relevant since extrinsic in-
centives in the public sector are either weak (Burgess and Ratto|, 2003; Prendergast,
2007) or non-standard, drawing on mechanisms such as career advancement by seniority
(Bertrand et al., 2019) or locational postings (Khan et al., 2019), rather than explicit
pay-for-performance schemes.

In this paper, we implement repeated web-based choice experiments with real-life bu-
reaucrats and derive causal evidence on the preferences underlying their most relevant
choices. By randomizing a set of decision parameters for participating bureaucrats, we
analyze what factors are driving their choices regarding their work results (here, hypo-
thetical tender outcomes). Our online experiment in the field setting is the domain of
public procurement, one of the largest sectors of government activity and thereby highly
relevant for welfare considerationsﬂ Due to the frequent and high-stakes decisions taken
by related public officials across various institutional settings and sectors, we believe

public procurement to be an ideal laboratory to study bureaucratic actions and prefer-

!The connection between bureaucratic attributes and state capacity goes back to Weber| (1921)), with
Acemoglu et al.| (2015) providing an overview of how state capacity affects prosperity.

2There are also studies which point to the negative effects of discretion, see for example [Boland
and Godsell (2020)). More generally, recent work stresses the trade-off between rules and discretion for
bureaucrats, as more autonomy leads to better decisions at the cost of higher probabilities for rent-seeking
behavior (Calzolari and Spagnolol, [2009)).

3For 2018, the expenditures for public procurement of the median OECD country amount to 13% of
GDP and 41% of total government spending. This last percentage is arguably even higher when only
considering public expenditure which is actively decided upon by bureaucrats. Moreover, a very large
share of administrative tasks is to some degree related to the public procurement process.



ences. Moreover, bureaucratic choices regarding public purchases are easily measurable,

and we can relate our findings to the emerging literature on the merits of providing dis-

cretion to public procurement officers (Bosio et al., 2020; |Carril, [2020; Decarolis et al.,

2020).

Studying the “anatomy” of public procurement officials’ (POs) choices is a difficult

task since observable field data typically only shows aggregate realizations of these de-
cisions. Furthermore, bureaucrats make choices resulting from complex trade-offs with
multiple constraints (e.g. price versus quality) and with idiosyncratic levels of knowl-
edge, resources, and behavioral biases. To understand how POs make complex decisions
in the tender process, we field a tailor-made survey with randomized components to a
large sample of POs in two different countries. In addition to detailed questions on the
task structure and environment in which POs form decisions on tender outcomes, our
main approach employs hypothetical choice experiments where respondents repeatedly
choose between pairs of alternative tender outcome scenarios. While asking subjects for
their preferred outcome by means of stated choice experiments has a long tradition in
economicsEl we use so-called conjoint experiments as a specific type of stated prefer-
ence experiments to derive causal evidence on the determinants of bureaucratic choices
(e.g., Hainmueller et al., 2014; Bansak et al., |2019[)E| Essentially, we make real-life POs

repeatedly choose between pairs of hypothetical tender outcomes that randomly differ

across various relevant attributes. Based on these decisions, we quantify the relative
importance of single tender attributes for POs in their multi-faceted choice framework.

The results in turn provide a clear characterization of the preferences underlying bu-

“Stated choice experiments have recently been applied to decisions about long-term care and saving
Ameriks et all [2020), work arrangements (Mas and Pallais| [2017; [Maestas et al. [2018), retirement
Van Soest and Vonkova, [2014) as well as housing demand (Fuster and Zafar} 2021). Some papers also
ask choice probabilities rather than preferred choices (Wiswall and Zafarl [2018; [Kosar et all [2021) or
ratings of alternatives (Hainmueller et all 2015). Please see Rakotonarivo et al| (2016) for a method-
ological review. While discrete choice experiments have a number of similarities to conjoint experiments,
a key difference is the fact that, unlike conjoints, they frequently make specific modeling assumptions
regarding latent unobservable variables underlying stated choices (Buckell et al.,|2021)). In turn, conjoint
experiments are agnostic about how respondents arrive at their decisions, be it through utility maximiza-
tion or bounded rationality, when studying the causal determinants of stated preferences in hypothetical
choice scenarios(Bettman et all [1998). This also provides a rationale on why we use a conjoint in the
given context, since we wanted to make the least possible number of restrictions about the structural
parameters underlying bureaucratic decision making.

5The method originated in marketing but was formalized in the potential outcomes framework in the
domain of political science by [Hainmueller et al.| (2014)). Due to its beneficial qualities in predicting real-
world behavior (Hainmueller et al. 2015), this method has recently been applied to a broad set of fields.
Applications include studies on the attitudes towards immigration (Bansak et al.||2016; [Hainmueller and
Hopkins, [2015; [Hainmueller and Hiscox, [2010) or public policy support (Bechtel et al., 2014} [Bechtel and
Scheve, [2013} Beetsma et al., |2020). Important aspects of the conjoint method have been refined and
further developed by [Leeper et al|(2020), [Bansak et al.| (2021)) as well as Bansak et al|(2018).




reaucratic choices in arguably the most important stage of the procurement processﬁ
Overall, we targeted more than 8,500 real-life public buyers in Finland and Germanym
and received 933 completed answers[f|

The conjoint experiment randomly alternates the following realized procurement tender
attributes: the price of the selected bid, the quality of the good or service (as promised
in the selected bid), the degree of competition (as measured by the number of placed
bids), the reputation of the winning firm by its past performance, the presence of judi-
cial litigation, and whether the chosen firm is from the same region as the contracting
authority. The framing of the choices is such that POs should consider the end of the
tender stage, that is just after the contract has been awarded but before the goods or
services have been provided. This allows us to include and isolate key aspects of the
tendering process like competition and litigation while still focusing on preferences over
tender outcomes. Beyond that, we elicit various information on the social demographics,
the task structure, workplace features, and detailed procurement practices and typical
outcomes of the POs’ and their offices. In its last part, our survey also elicits how far
pure preferences, actual behavior, and career incentives align with the aforementioned
attributes of the tender process.

Drawing on descriptive evidence from our field survey, we underscore the relevance of
our approach based on hypothetical decisions under full discretion. The bureaucrats in
our sample perceive low levels of extrinsic incentives but rather sizable discretion in their
daily work. However, when asked about typical obstacles to a successful procurement
process, the most frequent response is “rigid regulation”. Thus, investigating preferences
underlying bureaucratic decisions is all the more important given the observation of low

incentives, high autonomy, and the aversion for rigid rules.

SA public procurement process mainly involves two macro-steps. The first step (i.e., pre-award)
concerns the tender process; it initiates with a specific request within a public agency and concludes
with signing the procurement contract. The second step (i.e., post-award) deals with all aspects of
contract execution, including potential re-negotiations and the effective delivery of the procured good
or service. See |Giuffrida and Rovigatti (2019) for a recent comprehensive review of the literature on
ex-post procurement outcomes and their drivers.

"In Finland, the Finnish Competition and Consumer Authority (FCCA) conducted the survey. They
contacted the universe of all Finnish procurement office contact persons who had submitted a tender to
the national public procurement online platform HILMA. The German survey was fielded in collaboration
with the Deutsches Vergabenetzwerk (DVNW), a leading web and exchange platform for public procurers
in Germany, and was supervised by ZEW Mannheim. Unlike the Finnish case, the sample of German
contacts is, however, not necessarily representative of the overall population of German bureaucrats
active in procurement. However, we argue that the samples in both countries are externally valid due
to the heterogeneous pool of participants we could acquire (see Section for details).

8We also administered the same survey in Italy, with an unfortunately low response rate. The
qualitative results are, however, very similar to Germany and Finland. Please refer to our discussion on
external validity in Section [5.2] and more details on the Italian survey in Appendix[7.3]



We identify the effect of each attribute in driving stated choices by estimating its average
marginal component effect (AMCE). Intuitively, this approach estimates how observed
choices are driven by a given level of an attribute compared to an omitted base category
of the same attribute in our hypothetical choice scenarios— for instance, comparing a
higher than expected price to an expected one. Key to identification is a sufficient
number of observations for each respondent and full randomization of all attribute levels
across choice scenarios and respondents. The conjoint design also alleviates concerns
of experimenter demand bias and increases realism because subjects have to trade-off
distinct relevant factors of the tendering process. Conjoint experiments were also found
to resemble real-life decisions in other contexts very well (Hainmueller et al., 2015).

Our estimations produce several interesting findings. First and most important, we find
bureaucrats to be particularly worried about potential negative risks regarding prices
and supplier reputation. Specifically, for both the price and supplier reputation effect,
the size of the effect (in absolute terms) is considerably stronger for negative realizations
than for positive ones. In other words, avoiding negative realizations of these dimensions
is a much stronger driver of the observed choices than grasping positive opportunities.
A possible explanation is that politicians or PO’s supervisors are more concerned with
avoiding failures (possibly perceived by the media and public opinion as misconducts or
scandals) than attaining particularly positive results. This observed behavior, at least
for price considerations, can best be reconciled with theories of loss aversion (Kahneman
and Tverskyl [2013)). Taking the expected price as a reference point, the effects are
particularly strong in case of negative deviations from this benchmark.

Second, our baseline results show distinct and very robust priorities in procurement
officers’ choices regarding the randomized attributes. Unfavorable reputation, in par-
ticular negative previous interactions with a given firm, is valued extremely negatively
by respondents. Likewise, unexpectedly high prices are seen as extremely unfavorable
purchase conditions. The results concerning competition show that POs have non-linear
preferences towards additional bid submissions with a flattening curve after about four
offers. We also show that litigation resulting from the bid process is valued negatively
but related effects are small. Lastly, whether or not the firm is located in the same
region as the PO does not have a strong influence on the stated choices of public buyers.
We take this as evidence that while regional favoritism may be often observed in field
data, pure locality considerations may in fact play a minor role in buyers’ choices once
controlling for other tender aspects such as quality and familiarity as in our experiment.

One of the most striking findings throughout all of our results is the absence of effect
heterogeneities between the different countries, socio-demographics, task, and office-
level features. Neither the country, age group or other demographics, office size, nor
task structure have any meaningful correlation with the size and direction of the esti-

mated coefficients. This finding suggests that bureaucrats working in different public



procurement tasks and contexts may have some inherent “code of conduct” and intrin-
sic motivation driving their preferences in their choices about tender outcomes and thus
about their work results. Among others, this result is consistent with |[Ash and MacLeod
(2015), who find that judges are intrinsically motivated to provide high-quality decisions.
We believe that our findings are not only relevant for procurement practices in Finland
and Germany but also in other similar countries with high public sector capacity (Bosio
et al., |2020). Moreover, some of our findings provide insights into general public sector
processes when bureaucrats face similar environments of low incentives and sufficient
autonomy within comparable levels of public sector capacity. Several factors corrob-
orate this conclusion. First, procurement is per se representative for a large share of
bureaucrats, as the majority of public employees might be involved in it at some point
or another during their career. Second, our experimental results are robust across coun-
tries, socio-demographics, job, and workplace characteristics (e.g., government tiers).
Third, both participating procurement bureaucrats in Finland and Germany comprise
a heterogeneous set of individual buyers across a broad range of individual tasks, de-
mographic features, and office characteristics, which increases the applicability of our
findings to other institutional settings. Fourth, by comparing our survey data to the
universe of Finnish procurement contracts from administrative data sources, we find our
survey to be representative regarding a range of descriptives, including regions, office
types, contract procedures, awarding mechanisms, and the typical number of bidders.
Our paper contributes to various distinct strands of the literature. The overarching
theme is the functioning of the public sector, and our paper’s results refer to several
aspects of the literature analyzing individual bureaucrats and their behavior. One broad
set of approaches in this realm investigates how the public sector’s organizational and
design features influence economic outcomes. Important studies have evaluated the
effectiveness of explicit incentive schemes (Bertrand et all 2019; Khan et al., 2019;
Burgess and Ratto, [2003; [Prendergast), 2007) and studied the optimal level of discretion
for bureaucrats (Bosio et al., [2020; Bandiera et al., 2020; |Rasul and Rogger, [2018; Duflo
et al.;2018)). In a different approach, scholars have looked at the underlying fundamentals
of individual bureaucrats and how these interact with the organizational design of the
public sector. Important topics include the intrinsic motivation of public sector workers
(Besley and Ghatak, 2005; |Prendergast), 2007; Friebel et al., [2019), determinants of the
bureaucratic selection process (Ashraf et al. 2020; Hanna and Wang, 2017; |Xu, 2018;
Colonnelli et al.; 2020), and fundamentals such as risk aversion (Tepe and Prokop), [2018;
Buurman et al.l 2012) and pro-sociality (Gregg et al. 2011). Given the combination
of intrinsic motivation — an idea firstly introduced to economics by |Kreps (1997)) —,
low-powered incentives, and the high importance of selection into office, bureaucrats’
underlying preferences are arguably the most important element guiding their choices.

We therefore complement the literature by concisely measuring bureaucrats’ preferences



regarding the most relevant and frequent choices in their work. Digging into these
preferences, we gauge how bureaucrats trade-off risks and benefits attached to a given
work objective and quantify the relative importance of multiple objectives in their work
environment in an experimental set-up. Moreover, we analyze possible determinants of
bureaucratic preferences such as demographics and workplace characteristics.

A further set of contributions engages with the literature on the economic analysis of
public procurement markets. First, we speak to an emerging set of studies looking into
competition in public procurement processes. Public procurement often suffers from an
extremely low number of bids (e.g., Jaaskelainen and Tukiainen, 2019)) and resulting high
pricesﬂ Hence, recent studies relate observed low levels of competition to procurement
design and draw conclusions regarding procurers’ tendency of raising entry barriers to
improve supplier selection (Kang and Miller, 2020; Coviello et al.,|2018a). Thanks to our
conjoint design, in which we experimentally control for important features of bids (e.g.,
reputation, quality, price), we can isolate public procurers’ unconfounded preferences
for desired levels of competition. Based on our findings, POs’ preferences per se are
unlikely to be the key explanation for the lack of competition. Second, we contribute
to the literature on the spatial allocation of contracting firms and procurement author-
ities. Empirically, procurement contracts are often allocated to firms in the proximity
of the contracting authority (Jaaskelainen and Tukiainen, |2019; |[Kutlina-Dimitrova and
Lakatos|, 2016). To some degree, this reflects natural entry costs, but both stated policy
goals of “buy 100&1”@ and potential political connections (Szucs, [2018; |Baltrunaite, 2019;
Baltrunaite et al., 2020; |[Ryan) 2020; |Baranek and Titl, 2020) have been used as expla-
nations. We provide direct evidence that public buyers do not exhibit strong preferences
for local firms when controlling for key bid characteristics such as bid price, quality, and
supplier reputation. Lastly, we contribute to recent studies on the interactions of po-
tential judicial complaints raised by suppliers and procurement activity (Coviello et al.,
2018b)), including policy work highlighting how procurement practices are adapted to
reduce litigation exposure risks (Halonen and Tukiainen, 2020). Our results suggest
that bureaucrats dislike litigation events resulting from the awarding process, but the
respective effect sizes are surprisingly small.

Lastly, our paper contributes to a set of recent studies on belief formation using tailor-
made surveys with experimental components (see Haaland et all 2020| for a review).
Specifically, we employ the method of conjoint experiments that simultaneously ran-

domizes hypothetical choice scenarios along with various choice attributes. We employ

9E.g., [Hyytinen et al[(2018) show using instrumental variables estimation that entry elasticity of the
winning bid is -0.55 in Swedish cleaning contracts.

0A famous example of a buy-local policy in public procurement is the “Buy American Act”. See
Rickard and Konol (2014) for a review of similar policies.



this method to unravel distinct choice aspects of bureaucrats and thereby elicit their la-
tent preferences. By studying preferences of public buyers, we further relate to a number
of papers studying beliefs among special samples such as politicians (Broockman and
Skovron, [2018), academics (Andre et al., 2019; DellaVigna and Pope, 2018alb)), economic
experts (Grundler and Potrafke, 2020) and firm managers (Coibion et al., 2018 Link
et al., 2020). To the best of our knowledge, we are the first to conduct a tailor-made
survey experiment among real-world procurement bureaucrats in the ﬁeldﬂ

The remainder of the paper is structured as follows. Section [2] introduces our survey
and the choice experiment and describes key summary statistics. Section [3then provides
descriptive evidence on the views of POs on their role in the procurement process before
Section [] discusses the experimental results and key sensitivity checks. In Section [f] we

proceed with a discussion of the findings, and Section [6] concludes.

2 Survey Design and Conjoint Experiment

2.1 Sampling strategy

To study how bureaucrats form decisions about desirable tender outcomes and learn
what environment they make these decisions in, we conducted detailed surveys to real-
life POs in Finland and Germany. An online survey was fielded from September to
November 2020 using a platform provided by Alchemer, a company specialized in survey
softwareE We used the respective native languages of the respondent (for Finland, both
Finnish and Swedish). An English version was first fixed, which enabled us to achieve a
standardized questionnaire across all countries involved. Translations from English into
respective languages were done by the authors who are native speakers and the four eye-
principle was used. Translations were also supported by several national procurement
experts to improve the wordingE POs were invited via email to take part in our survey,
which could be done by opening a unique web-link that allowed them to enter the survey
platform. Bureaucrats’ participation was entirely voluntary and was not incentivized in
any way. In order to increase response rates, we also sent each invited individual two

reminder emails. The survey was comprehensive (see Section for a detailed structure

HExisting papers that use conjoint experiments with bureaucrats do not include contracting officers
and can be found in the political science and public administration research (Oliveros and Schuster,
2018} |Jankowski et al., 2020} [Kao et al.| 2020]).

12YWe fielded a pilot for a small sample of Finnish POs in June 2020. The pilot contacted 100 POs
working in 36 contracting authorities. Twenty-one responded. We randomly sampled these contracting
authorities from the size group of having between 2-5 contact emails from their authority in Hilma. We
do not use these responses or these authorities in the main survey. The pilot resulted in some changes
in the follow-up questions after the conjoint.

13The authors especially acknowledge the help from Tim Bauckloh, Jan Buchholz, Max Jahnsson, and
Emmi Silvo.



of the survey) and took a median response time of about 15 minutes. The attrition rate
for the survey was about 20%, with 15% of the respondents quitting the survey during
background questions and 5% during the conjoint experiment.

Although the samples in both countries cover a heterogeneous set of procurement bu-
reaucrats (see Table and for related summary statistics on respondents across
countries), the sampling of eligible participants differs somewhat across countries. For
Finland, we draw from the universe of unique contracting bureau contacts in the Hansel
Oy’s Hilma database of public procurement notices, the sole provider of mandatory on-
line public procurement in FinlandE Altogether, we contacted 1,353 POs and received
403 survey responses which amounts to a good response rate of 29.8%. Invitation emails
were sent from the Finnish Competition and Consumer Authority (FCCA) institution
indicating the survey contributes to their policy work. We also received support through
an endorsement letter of the Minister of Local Government in Finland which was at-
tached to the invitation mail to the Finnish bureaucrats.

To contact state procurers in Germany, we collaborated with Deutsches Vergabenet-
zwerk (DVNW), a leading web-platform for public procurers and related experts in the
domain of procurement, to exchange information and experiences concerning procure-
ment law and related newsE Although the network also includes private suppliers in
the domain of state procurement, government experts, as well as related administrated
of justice, only platform members, who explicitly belong to the public buyers domain,
were invited to take part in our survey. Moreover, the survey includes several screening
questions that asked respondents in both Finland and Germany for their task struc-
ture (see Section to filter out subjects who actually result in not being involved in
procurement-related tasks whatsoever. Overall, we invited 7,247 POs through DVNW
and received 530 completed responses (7.3% response rate). While the Finnish sample
targets the universe of all unique PO addresses, the German sample is not necessar-
ily representative of all German public buyers. However, in both countries, we receive
a diverse set of respondents with respect to demographics, task structures, and work-
place characteristics (see Table and in the Appendix). For instance, we observe
workers from all tiers of government, including publicly owned companies, various office
sizes, hierarchy levels, experience levels, front-line or back-office workers, and typical
work assignments (award mechanisms, litigations, or typical levels of experienced bid

competition). A more detailed description of sample characteristic follows in Section
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2.2 Survey Structure

The following section provides a brief description of the detailed survey structure. The
exact wording of all questions is displayed in Section [7.1] of the Appendix. Participants
enter the survey through the individual web-link and see a starting page (see Figure
for a screenshot) which introduces the academic partners involved and explains the
general purpose of the survey, namely identifying potential improvement possibilities in
the respective national public procurement practices and policies in the eyes of POs. We
assure participants that their survey answers are entirely voluntary and will be dealt
with confidentially. We appeal to the subjects to answer honestly and state that the
web-link can only be used once (i.e., once the survey has started, the respondent cannot
take it over at a later stage and the link will expire). We then ask the participants
whether or not they agree to these conditions and wish to take part in the survey. Upon
agreeing to these conditions, the subjects then enter our survey module.

The survey comprises three distinct blocs of questions (Bloc A-C'). Bloc A specifically
surveys respondents about their individual background characteristics