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THE CHOICE ARCHITECT

The Choice Architect

The Myth of the Neutral Finance Officer

H BY MEGHANN JOHNSON AND SHAYNE KAVANAGH

popular conception of the public finance officer architecting. However, if a grocer wanted to be “neutral,” it
isasaneutral arbiter, perhapslike an umpire would be impossible to do so. Some items have to be closer
in abaseball game who calls balls and strikes. to the entrance than others. Some have to be closer toeye
However, psychological and design research level on the shelf than others. Evenif the grocer decided
shows thatthe environment we exist within has torandomly select the items that would occupy the most
adistinctinfluence on the choices we make. favorable spots on a shelf, then that still will influence the
Because the finance officer has a decisive role customers’ choices.

in architecting the decision-making environment by virtue
of whatinformation is presented and how itis presented, he
or she cannot be perfectly neutral.

Toillustrate, let's consider a decision-making environment
in ourdailylives: a visit to the grocery store. The decision
iswhat we choose to buy, and the environment is the layout
of the grocery store. For example, youmay have noticed the
fresh produce isusuallylocated close to the entrance. This
isbecause we are likely to allow ourselves to later buyice
cream or candy if we have first placed some healthy produce
in ourcart. Also, items placed at eye level on the shelfare
more likely to be purchased than those not at eye level.

One might point out that the grocer has the incentive to
maximize profit so will engage in this kind of decision
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Similarly, itis not possible for the finance officer to “opt out”
of decision architecting. The way in which information is
presented has aninescapable influence on how people use
the information to make decisions. Justasitisimpossible
tohave aneutral presentation of productsin a grocery store,
itisimpossible to have aneutral presentation of financial
and budgetinformation thathasnoimpacton how
decisions will be made by others. For example, later we will
show that something as seemingly innocuous as the order
thatoptions are presented can impact the final choice.

Inthisarticle, we will examine the key elements of choice
architecture, like the order of options, and show how the
way in which information is presented influences choices.
We will discuss how finance officers can approach

choice architecture, including the ethics of choice
architecture. Beingintentional about choice architecture
does notnecessarily mean you are manipulating other
people. Because the choice architecture decisions that
the finance officer makes can influence the outcome,

we need to be intentional and ethical about how choice
architectureisused.

The number of choices: how many is too many?

Normally, we think of choice as a good thing—the more
options the better! However, research has shown that, under
certain conditions, more options can work against good
decision-making. Thisis called choice overload and can

be characterized bylongdelaysin making a decision, not
making adecision atall, and frustration. Choice overload is
perhaps the mostimportant consideration for the finance
officer as choice architect.

Choice overload isnotariskin all situations. The table below
shows characteristics of situations at greatest risk of choice
overload and then an example in a public finance setting.

Fortunately, there are several strategies for combating choice
overload. The most obviousis to present decision-makers
with fewer choices. Decision-makers will often appreciate
being provided with a smaller number of solid choices that
they can become familiar with rather than awide range of
options. For example, GFOA has observed that finance officers
have success by presenting decision-makers with alimited
menu of carefully formed strategies to close a budget deficit.

Choice overload is most This could appear in
likely when thereiis... public finance when

There are multiple competing
stakeholder groups with
noway to satisfy everyone

Elected officialsare new
to office orlack technical
expertise to understand
all the options well

Lack of familiarity with
the options

Decision-makers don’'t have

Lackof prior preferences prior experience with the

among the options

Higher perceived stakes
(irrevocable use of scarce
resources)

A decision-maker who wants
tomake the best possible
decisionrather thana
“good enough” decision

issue under consideration

Budgets arelimited, and
there are many demands
onthose limited resources

The publicis watching
the decision closely
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Research has shown
that more options can
work against good
decision-making.
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Decision-makers still have a choice
butdon't feel overwhelmed by too
many choices.

Another strategy is to agree on criteria
that putboundaries on decisions
ahead of time. Thishelps narrow
down the choices. For example, a
one-time revenue policy prevents
alocalgovernment from using
nonrecurring revenues for recurring
expenditures.Ifthe governmentlater
receives aone-time revenue, itcan
eliminate a wide range of choices for
how touse the money (i.e., anything
thatinvolves ongoing expenditures).
You canlearn more about financial
policies and how to develop them in
the GFOA book Financial Policies.*

Financial policies can be used to
create useful boundaries on decisions,
butthere are other ways to structure
decisions and make choices easier.
For example, youmight develop

criteria to help evaluate budget
requests. Some local governments
have developed evaluation
criteria that compare requests
tothe objectives defined by the
government’s strategic plan.
Decision-making criteria help filter

optionsand, thereby, reduce choices.

Finally, the finance officer should
consider whetheritis more
constructive to evaluate options
together or to focus on one specific
choice. Evaluating options together
provides a basis for comparison
thatis helpful for nonexperts.
However, thisruns therisk of
fixating decision-makers on easily
comparable features of the options
(e.g.,cost) and overlooking less
comparable features. For example,
examining alarge number of
potential capital projects atone
time might cause decision-malkers

tolookatacquisition cost and overlook
more subtle differenceslike long-term
operating and maintenance costs or
the benefit to the community. In this
case, the finance officer might be able
to develop decision-making criteria

to help decision-makers focus on
important or notable capital projects.

Takeaway

Considerif the circumstances
decision-makers are faced with
suggest that choice overloadis
arisk.Ifso,the choice architect
should take steps to counteract
choice overload. Look to limit
choices, use decision-making
criteria to help filter choices, and
malke use of comparisons to help
decision-makers navigate choices.
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Defaults: people tend to
stick with the status quo

Choices almostalways come with a
“default” option: the choice that will
be made automatically or without
much consideration from the decision-
malker. Decision-makers will often
gowith the default option for two
reasons: 1) because itis easier; 2)

the defaultchoice is often implied
tobe the “correct” choice. Therefore,
the choice architect mustgive
careful consideration to what the
defaultis. “Donothing” often serves
as adefactodefault. Thismightbe
relevant toenrollingemployeesina
defined contribution pension plan,
for example. If the default for new
employeesis that they mustoptin

(or contribute nothingifthey don't),
then their savings will likely be lower.

Many new employees may choose
todonothing outofinertiarather
than make a conscious choice not
to participate in the plan. Setting
adefault contribution greater
than zerothatnew employees

can change or opt out of will

likely resultin greater savings—a
beneficial outcome for employees.

Inlocal governmentbudgeting,
last year'sbudget often serves as
ade facto default option for next
year’'sbudget. Sometimes a default
can be helpful, like in our pension
example. Butin other cases, a
default mightnotbe helpful. For
instance, perhaps the government
isfacing major revenue shortfalls
or needs to provide services to the
community differently thanin
the past.In these cases, starting
with last year'sbudget might not

be helpful. This is the premise of zero-
based budgeting: take away last year's
budget as the default. Priority-based
budgeting also deemphasizes last
year’sbudget as the starting point for
the nextyear's budget. Youcanlearn
more about these budgeting methods
in GFOA papers “Zero Based Budgeting”
and “Anatomy of a Priority-Driven
Budget Process.”

Takeaway

Consider the default option
thatis being presented to
decision-makers. Was the
defaultchosen intentionally?
Isthe default appropriate for
the circumstances?
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The order of choices

The orderin which choices are
presented impacts which choices

are selected because of how people
pay attention. For example, research
hasshown thatthe orderin which
candidates for office are presented on
the ballot hasanontrivialimpact on
the election results: Candidates listed
first get more votes. This effectis not
limited to elections, and the power of
beingfirston thelistgrowsasalist
getslonger. Research also shows that
thelastitemonthelistcanalsobe
advantaged, if the decision-makers
arerequired toread the wholelist.

Thismeansthatthereisnowayto
“neutrally” present alist of options.
Whatever option is first will likely
have an advantage over the other
options. Oneimplicationis tolimit
the number of options, which will
reduce the power of the first position
and is consistent with the advice for
limiting choice overload. Another
implicationis that the finance officer
will need to think about which option
is presented first. Should the “status
quo” option be placed first? Should
staff'srecommended option be
placed first? The lowest cost option?
Should optionsbe presentedina
randomized order? Because finance
officersroutinely present options to
decision-makers, itisimportant to
takeinto account how the order of the
choicesimpacts the decision.

Takeaway

The orderin which choices are
presented impacts decisions.
The first option often gets
chosen. The choice architect
mustbe intentional about the
order of choices and the first
choice, in particular.

Hierarchy and attributes

Of course, how the choices are
described will influence how decision-
makers react to the choices.
Thisiseasytoimagine with obvious
descriptors, like a choice we described
as “the most popular with the public”
or “least costly.” Less obvious ways
inwhich the choices are described
matter too. For example, sorting a list
of choices by popularity or cost would
emphasize popularity or cost, even

if the most popular or least costly
option wasn't clearly labeled. Even

if multiple attributes are included
onalist,the attribute thatis seen
firsttends to dominate the decision.
Belowisasimple example. The

first presentationincludes cost at

the bottom of alistthatincludes a
number of service goals. The second
presentation has costat the top. Cost
getsmore emphasisin the second
presentation, though the criteriain
the presentations are the same.

EXHIBIT1 | ORDERING ATTRIBUTES

Presentation 1

Hierarchies can also matter. Below
we have the same Presentation1as
before, but this time Presentation 2
creates a hierarchy. Costis still at
the bottom in Presentation 2, but it
gets more emphasis.

These examples involved
top-to-bottom lists. Horizontal
positioning matters too: Items
further totheright getless weight
in decision-making asitems
further to theleft. Thisis because
weread lefttorightand see the
left-mostitem first. For example,
imagine you have an Excel
spreadsheet with capital projects
arranged inrows. If costisthe
first column it will tend to get
more attention.

Finance officersregularly
present decision-makers with
lists of options that vary on
common attributes. Costis the
mostcommon attribute, but
other examples mightinclude a

Presentation 2

THE CHOICE ARCHITECT

= Contribution to mobility goals

= Contribution to environmental goals
= Contribution to quality of life goals

= Contribution to safety goals

= Cost

EXHIBIT 2 | HIERARCHY

Presentation 1

Cost

Contribution to mobility goals
Contribution to environmental goals
Contribution to quality of life goals

Contribution to safety goals

Presentation 2

= Contribution to mobility goals

= Contribution to environmental goals
= Contribution to quality of life goals

= Contribution to safety goals

= Cost

Contribution to service goals
- Mobility

- Environment

- Quality of life

- Safety

Cost
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schedule (by date) for capital projects
or number of employees for each
department. How these attributes are
arranged (order, indenting) matters

to the decision. For instance, if the
finance officer presents attributesasa
long, undifferentiated list, then items
near the top will get the most attention
and items further down might get lost
in the shuffle. For example, imagine
alonglist of capital projects. The
projects at the top will likely get more
attention. Butif thelistis organized
intomajor categories (like “water,”
“streets” and so on), more attention
will be paid to the larger categories.

Takeaway

How options are described
and how the attributes of
those options are organized
and presented have animpact
on decision-makers’ choices.
Headers and indentations also
emphasize some attribute of
information that decision-
malkers are presented with.
The choice architect must
carefully consider which
attributes to emphasize.

Labeling

Let’s continue the theme of how the
nonobvious waysin which options are
described canimpactchoices. Hereisan
example: Let'simagine that the finance
officeris presenting arevenue forecast
and comparingitto the governing
board’s desired level of spending.

The finance officer could describe
hisorher confidence that revenue will
be sufficient to cover the costin either
of the two equivalent ways.

= Ibelievethereisan 80%chance
thatrevenues will be equal to or
exceed expenditures.

= Ibelieve thereisa20%chance
thatrevenueswill belessthan
expenditures.

Again, these statements are
mathematicallyidentical. However,
the second one emphasizes the
negative possibility and the firstone
emphasizes the positive. Research has
shown that people will adjust their
choicesbased on the framing. Soif the
governing board was presented with
the second, more negative frame, itis
likely they’'d choose to reduce their
planned expenditures.

Framing effects apply not just to
quantitatively equivalentinformation.

Forexample, thereisresearch showing
that voters will respond differently

to the exact same policy, depending

on how the policy is described. For
example, one study showed that
Republicansresponded more favorably
to a “carbon offset” than a “carbon tax,”
even though the underlying proposed
policies were the same. Framing
effects are notlimited to one political
party or the other, asresearch has
shown avariety of instances where
wording choices cause large shifts

in voter preferences for the same
underlying policy.?

Takeaway

The choice architect must
beintentional aboutlabels
and understand how framing
influences decisions. A frame
thatemphasizes potential
negative outcomes would
discourage a decision, while
amore positive frame could
encourage it. Even wording
choices thatresonate with

or grate against the decision-
malkers’ political preferences
caninfluence decisions.
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Units and scales

Numbers are abig partof how the
finance officer communicates

to decision-makers. Perhaps the
mostrelevantresearch for finance
officersisthat people cannot easily
comprehend the millions of dollars
thatlocal government budgets

are often described in. They may
be better served by numbers that
are expressed on amore human
scale, like the cost per customer

for anew program or the average
revenue generated per citizen for a
new tax. Most decision-makers will
find these kind of numbers more
concrete and, therefore, easier to
inductinto their decision-making.

There are likely other
opportunities to make better use of
unitsand scalesin communicating
information. A good example is

the phenomena of compounding
interest. Nonexperts usually
assume interestincreases
linearly, but compounding interest
increases nonlinearly (faster
thanlinearly). This, for example,
might cause decision-makers
tounderestimate the long-term
impacts of an unfunded pension
liability that grows at some given
percentage each year.

Takeaway

Bemindful of unitsand
scales when presenting
information, as this effects
how people interpret the
numbers. Most importantly,
look for opportunities to break
large numbers down to a scale
thatismorerelatable. But
also beware of waysin which
units and scales might distort
decision-makers' perceptions.

The ethics of
choice architecture

Now that you know the power of
choice architecture, itisimportant
toconsider the ethics of this power.
Afterall,itwill be difficult for finance
officers toavoid injecting their
personal views into how choices are
architected. Of course, we would want
the choice architecture toreflect
sound, professional judgment, but
thereisn'talwaysaclearline between
where professional judgment ends
and personal values and beliefs begin.
Nevertheless, finance officers will
have todo their best because choice
architectureisnotoptional. Not being
intentional about choice architecture
doesn'tmean that the effects of choice
architecture thatwe described in this
article don't apply—it only means that
theirimpactisbeinglefttochance.
Inmany cases, a poorly architected
choice may favor the status quo. For
example, choice overload could lead
tonodecision being made, resulting
inthe preservation of the status quo.
Or the status quo could be the default.
However, there mightbe cases where
the status quo does notserve the
government or its community well, and
itisincumbent on the finance officer
to help decision-malkers consider the
options for change. Hence, a guiding
principle might be to use choice
architecture to help decision-makers
reach the best choice for them as easily
as possible, with the caveat that what
is “best” will require the finance officer
to exercise ethicaljudgment.

Conclusion

The finance officeris achoice
architect. Choices can't help but
tohave an architecture, and the
architecture influences how choices
are made—like how the architecture
of aphysical space will influence

how people use thatspace. This
means thatafinance officer cannot
be acompletely neutral presenter
offinancialinformation. The
presentation willinfluence decisions.
It could emphasize some options over
others, highlight some evaluation
criteria over others, or favor the status
quomore than change. Hence, itis
important that the finance officer: 1)
be aware of how the presentation of
information influences choice and 2)
use professional judgment to apply
choice architecture wisely.

Finally, choice architecture is part

of the field of behavioral science. We
encourage you tolearn more about the
growing field of behavioral science
and how it can be applied to budgeting.
Lookforadditional articles from GFOA
and consider checking out the webinar
series® onbehavioral science that was
recently offered by GFOA. F§

Meghann Johnson is a Principal of
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Science and Policy Institute at UT
Austin. Shayne Kavanagh is the
senior manager qof research for GFOA’s
Research and Consulting Center.
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"https://www.gfoa.org/materials/financial-policies-book

2https://www.gfoa.org/materials/zero-base-budgeting; https://www.gfoa.org/materials/anatomy-

of-a-priority-driven-budget-process

3A broader discussion of this topic can be found in “Democracy for Realists” by Christopher H.

Achen and Larry M. Bartels.

“https://www.gfoa.org/materials/behavioral-science-2021
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