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' Executive summary

Objectives

The economic significance of public procurement in Europe is considerable, with yearly purchasing
valued at 3,5 percent of the region’s GDP. Public procurement is regulated by two separate EU
Directives: the Public Sector Directive on the coordination of procedures for the award of public works
contracts, public supply contracts and public service contracts; and the Utilities Directive,
coordinating the procurement procedures of entities operating in the water, energy, transport and
postal services sectors. !

The aim of this study is to improve the understanding of the impact and effectiveness of the EU public
procurement directives. The analysis covers all 27 EU Member States and the 3 EEA countries. The
study is prepared in the context of a comprehensive evaluation of the procurement directives
currently being undertaken by the European Commission and to help inform decisions about future
policy.

The first part of the report identifies and discusses patterns of use of the different procedures and
circumstances that may be associated with the choices made by the authorities when selecting the
type of procedure for a particular contract. We identify patterns in the use of the various procedures
and techniques (across countries, over time, and across sectors), and we investigate circumstances
that may influence the use of the different procedures.

The second part provides a detailed analysis of the costs and effectiveness of administering and
participating in selected tender procedures/techniques foreseen by EU procurement legislation. The
analysis looks at procurement under the Directives in comparison to procurement under national
procurement regulations and to private procurement.

Our analysis is based on a number of very rich data sources. The analysis of patterns of use is largely
based on the TED database (i.e. a web portal of the Supplement the Official Journal of the EU)
maintained by the Commission which contains detailed information on about 540.000 individual
purchases by authorities in 30 countries over the 2006-2010 period. These purchases represent more
than 1,4 trillion euro in value. We have also collected original data from a large scale survey among
awarding authorities and firms in the EU/EEA. This survey adds significantly to previously almost
non-existent primary information on the perceived costs and benefits of different procurement
processes. About 5500 authorities and 1800 businesses responded. In addition there have been about
150, more qualitatively focused, in-depth interviews and discussions with purchasers and suppliers.
This included a focused exercise to understand how business to business (B2B) procurement is
conducted in large corporations across Europe.

Patterns of use

Four award procedures are provided for under the regulations. These are: open procedure, restricted
procedure, competitive dialogue and negotiated procedure. Public authorities have a free choice
between the open and restricted procedures. Competitive dialogue can be used only when neither of
the former can be applied. Utilities are free to opt for negotiated procedures but their used by non-
utilities is very strongly limited by the regulations.

The UK, France, Spain, Germany, Poland and Italy are responsible for about 34 of all EEA public
procurement, both in number of contracts and in value. The UK tops the list in value terms while
France has the highest number of contracts.

Open procedures constitute the lion’s share of public procurement at about 73 percent of all tender
announcements in the Official Journal. Open procedures are also used disproportionately more for
smaller contract values. Restricted and Negotiated procedures account for about 9 percent of total

1 Directives 2004/18/EC (Classical) and 2004/17/EC (Utilities)



| procurements each. The UK exhibits strikingly unique patterns because of its great reliance on
restricted procedures. The UK is in fact the only country where open procedures do not make up more
than half of all procurement. The smaller countries such as Cyprus, Lichtenstein, Malta and Iceland
use almost exclusively the open procedure.

Over time there is stability regarding use of the major procedures with an exception for competitive
dialogue which has significantly increased in value. The trends that we could identify (in the small
number of years covered by the data) indicate that the use of open procedures overall is slowly
increasing while the use of restricted procedures has decreased.

The contract values are heavily concentrated at the low end. The median value is about 400.000
euro, and the mean value is 3 million. Yet, almost9/10 of all contracts is below the mean and adds up
to under 15 percent of total procurement values. This is an extraordinarily skewed distribution.
Contract values also differ significantly across procedures: the open procedure is used predominantly
for lower value purchases; competitive dialogue is particularly important for the very high value
purchases.

The use of framework agreements has been increasing rapidly at an average 18 percent per year
since 2006. Most of this growth occurred in large procurers such as France and Spain. Norway,
Sweden and Denmark have traditionally made the most use of framework agreements. Conversely,
frameworks are used the least in Southern Europe and in the smaller EEA countries. The use of joint
purchasing has also been increasing very rapidly as well as more consistently across all countries.

There are two award criteria for contracts: lowest price or economically most advantageous tender
(EMAT), which looks at both qualitative and quantitative aspects of the tender. In the data EMAT is
used in 70 percent of contracts, corresponding to about 80 percent of values procured. The price only
criterion is therefore relatively more common in smaller contracts.

Purchasing under the utilities directive encompasses about 10 percent of all contracts but 17 percent
in value terms. Given the much greater latitude to use negotiated procedures under this directive, it is
not entirely surprising that we find a much higher incidence of these procedures in utilities tenders.

The EU procurement directives have to be applied when contracts are above certain thresholds. Below
threshold procurement is subject only to national regulation. Threshold levels are thus an
important element of the regulations. Given the distribution of contract values, it is estimated that
increasing the threshold levels by 50 percent would reduce the scope of the directives by about 5
percent of values, and about 12 percent of transactions. That translates into about 17 billion euro
measured by 2009 values. We find however that large shares of contracts recorded are actually below
threshold levels and as such the impact of increasing the levels may not be as pronounced.

Costs and effectiveness

Procurement outcomes are considered in light of the costs incurred (human resources and time), the
level of competitiveness achieved (number of bids, participation from cross-border bidders) and the
perception of transparency.

Overall on procurement

Total cost of public procurement in Europe is estimated at about 1,4 percent of purchasing
volume. This equates to about 5.3 billion euro in 2009 terms. Businesses account for 75 percent of
these costs. Although the unit costs for developing a request and managing the process are higher for
authorities, the fact that several bids are prepared and submitted for each tender explains the higher
total costs for suppliers. The average competition uses the equivalent of 123 person days of resources;
in monetary terms this equates to 28.000 euro.

There is practically no relationship between contract value and procurement costs except in the
very high value range. Thus, costs are a big share of contract value for the smaller contracts. For
example, in contracts with a value close to the threshold above which EU procurement directives



| become compulsory (125.000 euro) total procurement costs for business and government amount to
about 30 percent of the contract value.

There is much difference in cost efficiency between countries. For example, in Germany and
Norway the process cost of procurement reaches above 4 percent of total procurement volume, while
in the UK and Italy the share is less than 1 percent.

It is important to note that these costs are not fully attributable to the procurement directives.
Purchasers would regardless have to procure their goods and services and costs would be incurred
with or without directives. For public procurement, authorities would have to follow national
procurement regulations if they were not subject to the EU directives. For private sector procurement,
both purchasing and sales departments also expend significant resources organising business-to-
business transactions.

Competition is considerable. Each public tender is estimated to receive 5,4 offers. Open procedure
and joint purchasing procurements leads to more offers. Spain and Germany are the most competitive
markets receiving about 8 offers on average. Local government markets are more competitive than
central government.

Overall, both authorities and firms find little difference between performing procurement under the
EU procurement directives or under national regulations. Nonetheless, a small majority of
respondents see below threshold procedures as less time consuming.

Private sector procurement in large corporations across Europe is subject to internal firm
guidelines which regulate key aspects of purchasing but allow for much greater flexibility overall.
According to our survey respondents, competition and price pressure are weaker than in public sector
procurement. However, private procurement is perceived to be faster and less costly than public
procurement; this results in a more favourable perception of efficiency.

Costs and effectiveness by country

While not entirely surprising, the wide country variations and marked lack of convergence in
procurement costs and outcomes that this study reveals can be considered disappointing. The table
below provides an overview of the main differences that we encountered. It is particularly worthy of
note the fact that these differences are very large when compared to the averages across all countries.

The degree of competition in public

Average difference between

procurement, which may be most directly Lntieaton top and low performers
proxied by the number of bids that calls
. . . Cost 4 % of total procurement volume
for tenders typically receive, varies ool
iiramatlce;lly bf:tween the EOP and Fhe procurement volume) (overall average is 1.4%)
ower performing group of countries.

While the top group receives an average Costs 71 person-days
of 7 or more bids per procurement, the (in person-days) (overall average is 38)
bottom group receives 3 or fewer. .

7 bids
Naturally, we would expect such large Nt
differences in degree of competition to (overall average is 5,4)
reflect significantly in the outcomes of 40%

Incidence of cross

ublic procurement.
p p border wins

(overall average is 3.4%)
The incidence of cross border wins is 180 days
dismayingly small across our universe of
over 540,000 individual procurements,
with just over 3% of the total. In this measure, smaller countries clearly outperform their larger and

often wealthier fellow EEA Member States.

Time taken by the

procedure (overall average is 108)

One important concern for both authorities and tenderers is the length of time taken by public
procurement procedures. The average time taken across all procedures is 108 days but the average



| difference between the top and the lower performs is approximately 180 days. This is a hugely
significant difference that will inevitably impact on the efficiency and attractiveness of public
procurement. In terms of person-day costs we again find a huge variation. While the overall average
stands at 38 days, including both the time invested by authorities and by the winning firm, the
difference between the top and the bottom performing countries is approximately 71 person-days.
These differences are explained mainly by the person-day costs for authorities. If including the
person-days spent by non-winning firms, the difference in resource use for the economies increases to
230 person days.

Costs and effectiveness by type of procedure

The study first compares how different procedures and techniques perform in terms of costs and
efficiency. Public authorities can select among several available types of procedure and technique. It is
thus important to investigate whether there are noticeable differences in how they perform. It is also
sometimes the case that not all procedures or techniques are available as an option in a particular
case. The analysis herein may assist in identifying costs and benefits of such restrictions.

Open procedures, by far the most commonly used procurement method, perform generally well. In
particular, open procedures attract a high number of bidders and take relatively less time to complete.
Time, however, is not a strong consideration, on average, for authorities that use open procedures.

Restricted procedures present a more mixed picture. They are a successful form of attracting a good
number of bids but they take a long time and impose relatively high costs on procuring authorities.
Authorities that use restricted procedures report on average a higher weight on quality of the
procurement outcomes than those using open procedures.

Negotiated procedures do not perform well in almost any of our measures of efficiency. The number
of competing tenderers in negotiated procedures is lower than in any other type of procedure, the time
taken is among the longest, and the costs for firms are high. Negotiated procedures do, on the other
hand, perform better than average in terms of the number of cross border wins. It is understood that
there are a different set of motivations underlying the use of negotiated procedures. This often relates
to the complexity of what is being commissioned and the many possible variants that may need to be
considered.

A similar situation underlies the use of competitive dialogue. This is a method of procurement that
performs poorly in terms of the number of bids and, particularly, the time taken by the entire process.
However, competitive dialogue may be an important option for authorities in particular
circumstances.

Frameworks agreements aggregate in one initial stage a large part of the administrative burden of
a procurement process. This would be expected to lead to significant cost savings, particularly if the
number of subsequent contracts within the framework is high. The study confirms this intuition.
Framework contracts have lower costs than any other form of procurement and the savings are found
both for authorities and for firms. They also perform better than other forms of procurement in terms
of the number of bids that they attract. This, however, should be balanced against the much lower
level of competition that will exist at the time of each contract under the framework.

The use of electronic auctions for procurement is still far from widespread but appears to be a
promising technique for improving efficiency. Electronic auctions perform well in terms of number of
bids and time. They are slightly more costly for authorities but less so for firms. They perform less
well in terms of cross border wins but this is something that could probably improve as the method
became more widely used. Dynamic purchasing systems perform well in terms of bids and cross
border wins but take a very long time. They have high costs for authorities but low costs for firms.

We also found some differences between procurement processes that use EC funds and those that do
not. EC funded procurement has a slightly lower number of offers, higher costs for authorities and



| much higher costs for firms. These procurements perform, however, somewhat better in terms of
cross border wins.

There were also some differences by award criterion. When the award criterion is the lowest price
rather than economically most advantageous tender (EMAT), the number of bids and the percentage
of cross border wins are lower. Lowest-price procurement processes tend, on the other hand, to be
awarded faster.

Other factors affecting costs and effectiveness

We look also at some ‘macro’ factors and investigate whether they contribute to explaining the average
number of bids and the incidence of cross border wins. In wealthier countries (high GDP per capita)
and in larger countries (high GDP) the typical procurement process receives more bids. Centralisation
of procurement within government has a strong negative impact on the average number of bids
received per procurement process.

For contract sectors we find that construction and business services receive the highest number of
bids but are also the most costly in person-day terms. Contracts in the area of commodities have the
lowest person-day costs and take the least time but perform lowest in number of bids and in number
of cross border wins.

The effects of the sector of the authority on the procurements that they perform are much less
amenable to intuitive interpretation. We did not identify particular patterns in any of the four main
indicators discussed here.

Concluding remarks

Our analysis has yielded insights into patterns of use, costs and effectiveness of EU procurement.
These are intended to support the policy debate about the EU Directives and inform the assessment of
alternatives.

Overall, the procurement directives support the core objectives of the policy. Public procurement
markets appear to be highly competitive and this should help bring about the desired broader effects.
But process costs are considerable, especially for participating business, and these are particularly
cumbersome in the low contract value range where indeed most purchasing takes place. The
regulatory dilemma is how to balance the positive core features of the system, while responding to a
perceived need for increased efficiency and flexibility.

There are reasons to believe that considerable gains could be achieved by each country, within the
existing regulatory framework. A dominant feature of our study is that that the cross-country
variation is significant and a large part of this variation does not seem to be explained by any of the
factors that were included in the study. There is evidently much scope for country performance
improvements and the potential gains from exchange of best practices appear substantial. Consistent
with these findings is a policy with strategies and instruments aimed at supporting performance of the
countries.

Core features of the system such as competition and cost effectiveness also vary significantly across
type of procedure, technique and contracting authority. Further understanding of the drivers of such
observed differences should assist in the identification of policy variables that can be used to improve
public procurement processes and outcomes.



" Introduction

The objective

The aim of this study is to improve the understanding of the impact and effectiveness of the EU public
procurement directives. 2 The study is prepared in the context of a comprehensive evaluation of the
procurement directives currently being undertaken by the European Commission and to help inform
decisions about future policy. The analysis covers all 27 EU Member States and the 3 EEA countries.

The larger question is whether the legislation has changed the behaviour of market participants. In
response to this, we compare how various procedures and techniques are being used, and we discuss
their relative costs and effectiveness. The study draws comparisons against a scenario of procurement
without EU directives, i.e. public procurement under national legislation or private sector
procurement.

The study is prepared for the European Commission who is currently undertaking a comprehensive
evaluation of the procurement directives. We will help provide facts and analysis which the
commission may use as a basis for their evaluations and the eventual redesign of the public
procurement directives. A better understanding of the facts is helpful for the European Commission to
make informed decisions about future policy

Content of the study

The first part of the study provides a detailed description of the patterns of use of different public
procurement procedures and techniques and of which factors influence purchasing behaviour. We
offer an extensive analysis on the use of different public procurement procedures in the EU and the
EEA in the period 2006-2010. This section is largely a detailed presentation of facts and figures.
Some facts are general in nature while others are more specific. Some are well known, others have
hardly ever been known outside of specialist circles.

The analysis is sufficiently granular to identify differences between procedures, types of awarding
authority, sectors from which items are procured, etc. We identify patterns in the use of the various
procedures and techniques (across countries, over time, and across sectors), and we detect
circumstances that may influence the use of the different procedures.

This chapter establishes a basis for the further analysis in our study and it sets up a common ground
for the further policy discussion. Establishing basic facts will help further advance the thinking
around plausible options for refining and adjusting the directives.

The second part is of the study assesses the cost and effectiveness of public procurement. This
focuses on the full costs of issuing and responding to tenders for both the contracting authorities and
the participating firms and seeks to compare these with costs and outcomes in private procurement
and in public procurement under national regulations. We calculate the total cost of public
procurement in Europe, and we discuss its breakdown.

We then turn to the effectiveness of public procurement procedures and techniques. Effectiveness
cannot be directly measured so we use a number of proxies on the basis of which we make inferences
about the relative effectiveness of different types of procurement processes, authority types, sectors
and countries. We look first at the number of offers received during each procurement process. The
number of offers is analysed and interpreted as a proxy for effectiveness in both procedural and
outcome terms. All other things equal, we would expect that procurements that receive a large
number of bids will result in the authorities being able to select a superior contractor at more
competitive prices. A large number of bids further indicate that the procedural aspects were not
perceived as cumbersome to the point of significantly discouraging bidders.

2 Directives 2004/17/EC (Utilities) and 2004/18/EC (Classical)



| We further investigate whether, in the eyes of the procurers (i.e. awarding authorities and entities) EU
procurement rules have resulted in more effective purchase transactions. As there exists very little
primary information on the perceived costs and benefits of different procurement processes, it has
been necessary to collect such information through a large-scale survey of procurers. The survey data
is used to undertake an analysis of whether different procurement procedures result in different
outcomes, controlling for a range of other factors such as the type of goods, services or works being
procured or the type of awarding entity.

The regulatory starting point for the analysis is the two procurement directives: the Classical Directive
and the Utilities Directive. The Classical Directive lists a number of procedures that may be used for
public procurement. We will analyze the seven most frequently used. In addition to the various
procedures listed, additional modalities for the public purchases procedures are available for
purchasers. We call these modalities ‘techniques’ and we have chosen to focus our analysis on the
following four: Framework agreements; Use of Joint purchasing; Dynamic Purchasing systems; and
E-auctions.

Data driven approach

The analysis is very data driven. There is much information available through administrative records,
and this has been supplemented with extensive survey work. The key datasources are:

Records of European public procurements during 2006-2010. There are detailed data
available for about 540.000 purchases by authorities in 30 countries over the five years. These total to
more than 1,3 trillion euro in value. Public procurements in general are recorded through various
national database systems. Those awards for contracts which are above the EU threshold levels are
required to be published in TED database (i.e. a web portal of the Supplement the Official Journal of
the EU) maintained by the Commission. This is our principal source of data. Based upon these data
we have performed various statistical presentations, used a variety of techniques from straight
forward cross-tabulations to more advanced econometric modeling. About 50 regressions are run
based upon this and the survey data.

Survey of thousands of purchasers and suppliers. An important supplement to the official
data is the use of data from surveys conducted during this analysis. The surveys gathered information
on perceptions by authorities and firms in relation to various aspects of the procurement process.
About 7300 responded which allows for statistically significant analysis of responses. The responses
are also representative of the population of the various procedures and techniques and a reasonable
match with the country distribution.3

In addition there has been a range of interviews and discussions with purchasers and suppliers,
more qualitatively focused, to help enrich our understanding. This included a focused exercise to
understand how business to business (B2B) procurement is conducted in large corporations across
Europe.

The report is organized in two main chapters. The first looks at patterns of use and the second looks at
costs and effectiveness. There are three annexes provided in separate files. These are: (i) Detailed
methodology; (ii) Tables of descriptive statistics, and (iii) Regression specifications and outputs.

3 There is as always a concern about the motivations of respondents and that these may introduce biases in the
analysis. However, we have not identified any patterns in the responses that would lead us to expect any
particular direction were such a bias to exist.
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1 Patterns of use

This chapter will establish a basis for the further analysis in our study. It will also seek to set up a
common ground for the further policy discussion. Establishing basic facts will help further advance
the thinking around plausible options for refining and adjusting the directives. In later chapters, we
will analyze in more detail the underlying economics. What are the costs? What is the effectiveness?
And why are certain procedures chosen?

The key question seeks to find the patterns of use of procedures and techniques across the European
Economic Area (EEA). We here present facts and figures. Some facts are general in nature while
others are more specific. Some are well known, others have hardly ever been known outside of
specialist circles.

Procurers can choose between varieties of procedures, suited to particular circumstances of the needs,
characteristics of the items procured or market considerations. There are also a number of techniques
available, such as establishing framework agreements.

We can observe distinct patterns in the use of such procedures and techniques. Many of the
observable patterns are most likely regulatory driven: i.e. the fact that about 73% of all awards notices
used the open procedure could be primarily a consequence of the regulatory design. This procedure,
together with the restricted one, is the default choice in the Classical directive and can be applied to
most circumstances with the least amount of restrictions. In comparison, a procedure called
“competitive dialogue” is used in only about 0.4 percent of award notices annually across the region.
This procedure can only be applied for particular purchases and situations.

There are, however, many differences which at first glance appear to be driven by factors other than
regulatory design. For example, there are considerable differences among countries in terms of what
procedures are being used, their value and for what goods and services they are used. The regulations
are in principle identical across the region, but it appears that they affect purchasers differently. There
are variations across the main sectoral activities of the government entity conducting the purchase,
the types of items being procured and even differences across time.

The following discussion is organized along the key procedures and techniques. The key unit of study
is the contract award notice. The analysis will focus on seven procedures and four techniques. We will
analyze both the number of notices (frequencies), and the values involved, along a range of
dimensions.

There are literally hundreds of cross-tabulations and econometric functions which could be specified.
In principle the same parameters could be analyzed for every single country, but this study focuses on
the regional level. We start with an overall analysis which includes country, time dimensions as well as
the effects of price on procedures and techniques.

Thereafter we focus on key market and structural characteristics which may influence authorities’
choice of procedure. This includes which types of government, i.e. central or local, which government
sector, e.g. health or education, which business sector, e.g. construction or business services, and
which type of contract, works supplies or services. In addition we focus on selected regulatory
provisions such as whether the award criteria is price only or also includes more qualitative aspects,
what type of services category (A or B), and how the choice of procedure is influenced by the threshold
levels.

We apply both straightforward presentations of the facts as they appear in the TED database, and

multiple regression models which attempt to adjust for a range of factors to better understand what
influences the choice of procedures and techniques.

12



1.1 Overall on procurement in Europe

As much as 145.000 contract award notices were

. " : Growth in contract award notices since
published in 2010 by a range of different European

20064

authorities, local councils, central ministries and
entities operating in the utilities sectors which are ~ Figure 1.1 Number of contract award notices 2006-
governed by the public procurement directives. 2010
These award notices represent purchases which are Number of award notices
conducted in compliance with the EU directives and (Thousand)
published on the TED website. - 140

- 120
An increasing number of contract award notices are - 100
published every year. Compared with 2006, there L 80
were about 62 percent more award notices
published in 2010. There has been a small increase [ o0
in the growth rates from 2006. In fact, other studies - 40
have found that the growth rate during 2002-2006 - 20
was about 10 percent for the period.5 During 2006~ -

2010, the annualized growth rate was 12 percent. 2006 2007 2008 2009 2010*
There is an apparent slowdown in growth rates
between 2009 and 2010 with only minimal growth, as shown above in Figure 1.1.

The economic significance is considerable. The purchasing volume directly under the scope of the
directives is measurable and we will turn to that shortly. And importantly, the economic influence of
the directives may extend beyond what is directly regulated; Many countries transpose the directives
more or less directly for activities which are below threshold or otherwise outside of the direct scope
of the directives. Total government expenditure on works, goods and services may be as much as 18,3
percent of GDP. As such, there is much purchasing by governments which is not under the scope of
the procurement directives and not captured by these statistics. This includes certain sectors, as well
as procurement below the EU threshold values.

It turns out that there is more than one way of measuring the values. We will discuss two important
approaches.

First, it is possible to estimate the values of invitations to tender (contract notices). The European
Commission has arrived at an estimated total value of these at about 420 billion euro in 2009. This
equates to about 3,6 percent of the region’s GDP.¢ This amounts to about 18 percent of government
spending on works, goods or services. This estimate of the “advertised” value may be a little high
compared to what materializes in actual purchasing. All invitations to tender may not lead to a
completed purchasing process. Some are dropped. There is also a lag time between the invitations to
tender and the actual award (average of more than 100 days), and as such the values found by the
Commission for example 2009, may not materialize in a contract until 2010. Figure 1.2 shows an
estimated value of these advertisements as calculated by the European Commission.

The second key method is to estimate based upon observed values in the contract award notice
database. This contains records of each contract award and is submitted by purchasing authorities
upon completing the purchase. For 2009 the recorded value is about 310 billion euros. Problem is that
there is a number of missing values. The values of these missing values can be estimated using
statistical techniques, and a recent study found estimated these missing to be about 20 percent of the
recorded value. Thus, we show the total value in Figure 1.3 as the sum of both recorded values, and

4 Data for key tables are found in the annexes

5 Evaluation of SME’ access to public procurement markets in the EU, study for DG Enterprise and Industry,
September 2010. (GHK)

5 Internal Market Scoreboard 190, June

6 Public procurement indicators 2009. DG Markt, European Commission, November 2010

13



| estimated value of the missing observations. The estimation for 2009 and 2010 is a 20 percent
addition as these years were not estimated in the previous study.”

For 2010 we note that there is about 352 billion euros recorded value and estimated to 420 billion in
total. This increase is in line with the growth rates observed for previous years. Note that the 2010
observations are based upon un-audited raw data provided by the Commission. We have performed
manual checks and adjustments on these notices for a few hundred high value contracts, but our
checks are not as extensive as those performed on the validated data for the previous years. This
figure might change as the audited data are made available.

The purchasing values are at a slightly lower rate than the growth in award notices. This may indicate
that the average value has been declining up until 2009. Last year however, 2010, stands out as an
outlier with higher average values.

The growth in notices and values does not necessarily equate to an actual increase in government
purchasing across Europe. The share of total procurement activity which falls under the directives has
increased but cannot be determined by these data alone. A key unknown factor is the degree of
compliance in publishing the contract award notices. This may vary and it is believed that compliance
has increased over time. 8

In our further analysis we rely upon unadjusted values as we need a great deal of precision, moreover,
the averaging involved in such estimation models is unsuitable for many of our studies. It is not
known that there is any particular bias in the missing values which can distort the analysis. There are
still more than 420.000 notices with values recorded to analyze, and this adds up to a total value in
our sample of more than 1,3 trillion euros over the five years.

Purchasing volume under the directives may be increasing

Figure 1.2 Values of contract notices 2006-2009 Figure 1.3 Values of contract award notices 2006~
(estimated) 2010 (observed and extrapolated)
Advertised value (estimated) Reported value (observed and estimated)
(Billions€) (Billions€)
- 450 r 450
400 - 400
350 - 350
300 - 300
250 - 250
200 - 200
150 - 150
100 - 100
50 - 50
2006 2007 2008 2009 2010* 2006 2007 2008 2009 2010*

7 The study found a ratio of 18-19.5 percent, increasing every year. Hence we have assumed a small increase into
2009 and 2010 and added 20 percent.
8 Internal Market Scoreboard 190, June 2009. European Commission.
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Use of procedures

Next, we turn to a more detailed analysis of what Most common choice is the open
procedures and techniques are being used. procedure, but less important in terms
of value

Over the last five years, Open procedures
constitute a lion’s share of public procurement at
about 73 percent of all tender announcements in the
Official Journal, as shown in Figure 1.4. We note
that the values involved in the open procedure were
lower - about half of the total — implying that the

Figure 1.4 Procedures by use and values 2006-2010
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Restricted procedures are also used in a fair share of the cases (9 percent). The use of restricted
procedure involves much higher values for the contract award notices. These are formal tendering
procedures, whereby a notice is publicly advertised on the TED website, inviting potential suppliers to
express their interest. The suppliers request to participate, but only those companies invited by the
contracting authority may submit a tender. Authorities are free to use this procedure without
particular restrictions or additional requirements.

An accelerated restricted procedure is used in about 1 percent of the cases. It is allowed when
compliance with the minimum time limit of the regular restricted procedure is rendered impractical
for reasons of urgency. For example, contracting authorities can shorten the time limit for requests to
participate from 37 to 10 days, if the contract notice was sent by electronic means and the subsequent
time limit for the selected candidates to submit their tenders shortened from 40 to 10 days. With the
remaining standstill period of 10 days, time limits for the restricted procedure can therefore be
ultimately shortened to 30 days all in all.

Negotiated procedures account for about 9 percent of total volume.° The share of values (14
percent) is also higher, indicating higher contract values than for the open procedure. The procedure
has similarities with the open procedure, but is less structured and allows for more flexibility. The
standard is a negotiated procedure with publication, under which the authority must advertise on the
TED website to find suitable contractors to negotiate with. The contractor must select firms based
upon predetermined criteria, and choose the winner through negotiations. The process for selecting
the winner is not regulated. The procedure can only be applied in specific circumstance, (Art. 28) (i)
where specifications cannot be drawn up with sufficient precision for formal tendering under the open
or restricted procedures; (ii) for works carried out for research, experiment, or development and (iii)
in exceptional cases where overall pricing is not possible, either because of the nature of the works,
supplier, or services, or because of the risks of performance (Art. 30). This is the standard procedure
under the utilities directive and can be applied without restrictions by those entities.

9 As can be also the restricted procedure.
10 The directives refer to this as “negotiated procedure with publication”. We refer to this as “negotiated” in the
remainder of the report.
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Modest change over time in use of the most common procedures...
Figure 1.5 Use of most common procedures over time (number and value share of total)
Number of notices Value
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<
n

EOpen

N I I I I
25% 45% I = I 56% I 52% I49%

0%
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A specific version of the procedure, called negotiated procedure without publication, happens
in about 7 percent of the cases whereby the authority is permitted to consult the contractor or
contractors of its own choice and negotiate with one or several of these. This amount to about 5
percent in value.

There is also an accelerated negotiated procedure available. This can be used when compliance
with the minimum time limit of the regular negotiated procedures is rendered impractical for reasons
of urgency. This is hardly ever used (less than half a percent).

Competitive dialogue is the least used procedure; about 500 instances across all countries the last
years, which is less than half a percent. While the competitive dialogue is only used for a fraction of
the procedures, we find that the total values involved are quite a bit higher - about 4 percent of total
value of contracts awarded in 2006-2010. Competitive dialogue can only be used in the case of
particularly complex contracts. Under this procedure, any potential contractor may request to
participate on the basis of a TED-notice, but only a limited number are admitted to the dialogue. The
aim is to develop more suitable solutions capable of meeting the needs of the contracting authority,
and on this basis the candidates chosen are invited to tender.

Art.1(11) mentions also the design contest among the available procedures. This is a competition, in
which a contracting authority invites the submission of plans and designs to be judged by a jury under
the rules of the competition. Design contests may also involve the award of prizes and are mainly used
in the fields of town and country planning, architecture and engineering or data processing. We will
not analyse this type of contracts further, as they are so infrequently used.

...but competitive dialogue has significantly increased in value
Figure 1.6 Use of less common procedures over time (number and value share of total)

Number of notices Value
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| Over time there is stability regarding use of the major procedures, as illustrated in Figure 1.5.

There is some increase in the use of the open procedure compared to other forms. The share of
restricted procedures is however declining, both in absolute and relative terms. In fact, its share has
been reduced by about 40 percent since 2006. The open procedure has increased its share with about
3 percentage points over the same period.

Interesting differences become apparent when looking at values across time in Figure 1.5. The
purchasing volume using the open procedure has declined over time since 2007, from 55 percent to
49 percent in 2010. Restricted procedure has increased in value since 2007, even though its share of
number of purchases has declined. This implies larger contract sizes per award notice over the years.
The combined shares of these four most commonly used procedures have declines mostly due to an
increasing use of the competitive dialogue, which we will come to next.

The combined share of other less commonly used procedures has increased slightly over the last
few years and was at about 2,5 percent in 2010 (Figure 1.6). The competitive dialogue has remained
stable since 2007. There is some increase in use during 2006-2007, possibly reflecting the lag in
implementation pickup of the procedure, as it was only introduced with the new directives from 2004.
The use of accelerated negotiated procedures has actually doubled its share since 2007, but the overall
level remains very small. The accelerated restricted procedure has increased about 40 percent since
2008, yet does not constitute more than 1,4 percent of purchases in 2010. The provisions for using the
accelerated procedures were simplified somewhat during the financial crisis to stimulate more
spending. That may have had an impact on the change but we cannot conclude that this is a more
permanent trend change.

A strongly visible pattern is the increase of values purchased using competitive dialogue. While its
share of total awards has remained small and nearly constant, the values of these awards have
increased considerably. In total, these contract award notices comprise 8,6 percent of 2010
procurement values across the region. This development has been consistent since its introduction
and we may see this procedure gaining importance for high value contracts over the next few years, as
intended at its introduction.

These conclusions with respect to the changes in the use of the major procedures over time are
broadly confirmed in an econometric analysis, where the use of a particular procedure is explained
from time dummies and a set of other potentially relevant variables which will be explained in the
following sections.

11 Some caution is advised in interpreting the 2010 values as this is based upon un-audited raw data provided by
the Commission. We have performed manual checks and adjustments on these notices for high value contracts,
but our checks are not as extensive as those performed on the validated data for the previous years. The
Commission has an extensive system of verifying contract values which includes automatic and manual checks.
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Contract values
We will now look more closely at values for the contracts.

The concept of value, which we analyze in this study, is the value for a Contract Award Notice
(CAN). This can be explained as the authorities’ contractual commitment. There may be one or more
awards within that overall commitment. More than one supplier may also be chosen. The subsets are
called awards — and represent the actual contract issued to each supplier. As such, if the study was to
focus more on supply side issues, it could be important to investigate the configuration of awards
more closely.

For the sake of simplicity in language in the report, we may sometimes refer to the contract award

notice as “contract”, "purchase” or "procurement”, while technically we refer to a contract award
notice. We do not calculate “awards” or in any other way analyze that concept in the study.

Also, it is important to note that the total values recorded do not necessarily equate to procurement
spending in a given year. The values reflect contractual commitments. The spending is in many cases
distributed over time from entering into the contract.

It turns out that most contracts have relatively low values. Half of all contracts have a value below
390.000 euros. This is referred to as the median value and is simply the value of the contract that
appears exactly in the middle. Another way of measuring contract values, by the mean, turns out to be
much higher, at 3,1 million, reflecting that there are some very high value contracts. The largest
contracts are in the range of 6-7 billion euros.

Open procedure has the lowest number on both measurements; median and mean. The median value
of open procedure is about 353.000 euros, and the mean is 2,2 million. Negotiated and restricted
procedures have higher values — measured both in terms of median and mean.

The median and means are shown in Figure 1.7. The difference between the two measurements is
large. We also observe that restricted procedure appears with the highest mean, indicating that the
procedure is being used for even higher contract values than the others.

Competitive dialogue is off the chart, Open procedure has the lowest contract values
with a mean value of 40 million Figure 1.7 Values by procedure, median and mean 2006-2010
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introducing it.
Accel. Restr. 496 3045

Negot.w.o publ. 356 2279

The differences between values of Accel. Negot 360 2218

contracts by procedure are quite Open 3530 2181

pronounced. Now we turn to have a
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Patterns emerge when looking at distribution

. Contracts are heavily concentrated toward
of purchases by the price of the contracts. y

the lower end of the price range

If we stack up each contract according to its Figure 1.8 Frequency of all contract values 2006-2010
contract value we find that most contracts (Thousand € increments)

accumulate in the low valuation range.
N
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Figure 1.8 shows the distribution of
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We see the heavy concentration towards the
left (very many contracts, low contract
values). Curiously, the spikes occur at round
numbers where there tend to be many
contracts concentrated. There is also a clustering of contracts at about 125.000-200.000 euros, where
the threshold levels have an impact. The threshold levels will be analyzed in more detail in chapter
1.10.

As much as 87 percent of all purchases appear in this figure, that is, they have individual values below
3 million euros. Yet all of these do not add up to more than 15 percent of total values. It reflects that
there are few contracts above this level, but they have very high values. Or to put it the other way
around, only 13 percent of the purchases have 85 percent of total value. This is a rather extreme
distribution.

Also, we note that many contracts have valuations below the threshold levels. We return to the issue of
threshold levels in chapter 1.10 and will review more in detail the shares of contracts above and below
thresholds.

For now we note that there is much variation among countries with regard to shares above and below
threshold levels possibly relating to country specific circumstances. There is also another reason why
contracts may appear below threshold levels — and it is the effect of the requirement to follow EU
procedures if the estimated contract value is above the threshold. If purchasers get a better price than
estimated, the contract may be finalized with a value below the threshold and it will still appear in the
dataset. We cannot distinguish between the country effects and estimation effect.

Potentially this may affect a large number of contracts, as 18 percent are below the lower bound
threshold of 125.000 euros. They don’t add up to much in terms of total value however, only 0,35
percent, and as such they don’t distort the calculations of overall values by much.

The open procedure is particularly vulnerable to these “distortions” as it is being used predominantly
for lower value purchases. In fact, the median value of an open procedure increases from 350.000
euros to 500.000 euros if we only calculate for those purchases which are above the lowest threshold
in the directives. Fortunately for the analysis, the shares of procedures do not change much. Open
procedure would still account for about 73 percent of the total if we “removed” all of these data.
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| We will now turn to analyze how the Contracts accumulate quickly for all
procurements stack up according to contract procedures

values. Distinct patterns appear between the
procedures and this is very consistent across
a wide range of contract values.

Figure 1.9 Accumulation of contracts by procedure 2006-
2010 (thousand Euro increments)
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The chart above (figure 1.9) shows contracts all the way to 10 million euros. 97 percent of open
procedure contracts; 90 percent of the negotiated and restricted procedures; and 73 percent of
competitive dialogue contracts are below this level.

but showed by procedure.
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In practice this means that most purchases using the open procedure are in the low end of the value
range. The same applies to the negotiated procedures without publication, which appears with the
same pattern as the open procedure. The negotiated and restricted procedures accumulate more
slowly, reaching the 80 percent mark at about 4 million.

Interestingly, these two procedures negotiated and restricted, appear to have very similar
characteristics. This means in practice that the procedures are being used for nearly identical shares
of contracts at each price level. They are also both used for higher value purchases than the open
procedure. Competitive dialogue appears to accumulate the slowest, meaning that more of the
contracts using this procedure have values in the higher end of the range.

Given that so many contracts have very low Values accumulate more slowly
valuations, it may be useful to calculate the total Figure 1.10 Accumulation of contract value by procedure
values involved and not only the number of 2006-2010

contracts. We find that the most significant
difference is that the values accumulate more
slowly.
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value. Competitive dialogue is particularly
important for the very high value purchases and
at 200 million only 31 percent of contract values using this procedure are accounted for. The number
for open procedure is 83 percent; and 55-60 percent for negotiated and restricted ones. Figure 1.10
shows the accumulation of values by contract value up to 200 million euros.
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| Another perspective on this is that purchasers use different procedures as the contract values
increase. The precise effect can be analyzed with econometrics and we will return to this. For now, we
describe the data as they appear.

Indeed, we can observe a pattern in particular with regard to the open procedure. Its share of use falls
distinctly as contract values approach 3 million euros (Figure 1.11). Correspondingly, we can see how
the negotiated, restricted and competitive dialogue procedures increase in importance at these
contract levels. Use of the open procedure remains at about 50 percent up until several hundred
million euro contracts, where the use declines. Data are spotty at these levels and it hard to observe
trends.

Interestingly, the share of open procedure starts to decline already at very low levels (about 100.000
euros). It turns out the growth rates for restricted and negotiated procedures are higher than for the
open procedure already from these levels. Competitive dialogue is the fastest growing procedure from
about 1,5 -2 million in contract value.

Open procedure is also used for the billion euro contracts (Figure 1.12). This is perhaps somewhat
remarkable given the very little opportunity for interaction and negotiation between purchasers and
suppliers in the process. Restricted and negotiated procedures appear with higher shares for these
high value purchases and finally, competitive dialogue also becomes important.

Use of open procedure declines as contract ...but it is still being used for the big
value increases... deals
Figure 1.11 Distribution of procedure and Figure 1.12 Distribution across contract value
contract value (thousand euro increments) (disproportional increments, actual number shown)
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Use of techniques

Four different procurement techniques have been analyzed. These are techniques that are
complementary to the procedures and are used in combination with them. The techniques are not
mutually exclusive —i.e. a framework agreement can be used by a joint purchasing entity. The term
"techniques" is mentioned in the directives, but the concept is not elaborated in great detail. In other
words, "procurement technique" is not a legally defined term, but is a terminology that has been
developed to explain common procurement practises. The specific techniques which are analyzed in
this study however, are defined in the directives and will be discussed below.

Framework agreements are used for
about 11 percent of all contract award notices.
The number is even higher in terms of value,
Figure 1.13 Use of techniques as share of total awards and reaching about 17 percent of total values. In
values 2006-2010 2010, about 21.500 framework agreements
were awarded across the region. Framework

Framework agreements is the most common
technique

Frameworkagreement Joint purchasing .
agreements are a streamlined procurement
technique allowing purchasers to select the
17% 2o suppl%er among a predefined group of
11% suppliers. Article 1(5) defines a framework
L agreement as “an agreement between one or
Number  Value Number  Value more contracting authorities and one or more
economic operators, the purpose of which is
Dynamicpurchasingsystem  E-auction to establish the terms governing contracts to

be awarded during a given period, in
particular, with regard to price and, where
appropriate, the quantity envisaged.” Article
32(1) expressly authorizes frameworks and
regulates their use. They do not constitute a
Number Value Number Value special kind of award procedure, but are

rather a specific variation of the directives’
normal procedures (open procedure, negotiated procedure, etc.). Purchasers must follow the
directive’s normal rules for all phases up to the award of the framework agreement (Art. 32(2)). For
multi-supplier frameworks, it is regulated how the specific contracts can be drawn down: with- or
without - new competition (Art. 32(4)).

1,1%
0,7%

The directive includes other restrictions on framework agreements, including a requirement that the
agreements must not exceed four years, and that entities may not use framework agreements
improperly or in such a way as to restrict or distort competition. Framework agreements normally
entail a two-step process, whereby first, providers are selected as participants in the framework.
Second, there are calls for services/goods within the participants of the framework. This second stage
process is regulated in less detail and there is some flexibility. The basic rule is that there should be
competition if more than one supplier is selected under the framework. The specific procedures for
such competition is however much less prescriptive.

Joint purchasing is used in about 4 percent of the awards. These are also considerably higher in
terms of value representing about 12 percent of total contract awards value in Europe. Often in joint
purchasing, contracting authorities bundle their requests for supplies or services in one joint purchase
organization. Use of joint purchasing often involves use of professional purchasers operating more
removed from the actual users of the services/goods. Advantages of joint purchase are the reduction
in total time and cost by using a single procedure. The theory is that the bigger contracts may lead to
improved competition and a better outcome for purchasers.

The concept of joint purchasing is broad and covers various institutional arrangements. Our analysis
is based upon those who reported to have “purchased on behalf of other contracting authorities” in the
contract award notices published on TED. The definitions and interpretation of this may include both
centralized purchasing bodies and other joint purchasing arrangements, for example between local
councils. In the further analysis we will use the terminology “joint purchasing” when describing this
phenomenon.

22



| The directives have a specific definition of ‘central purchasing body’, but our analysis is broader than
that. Their definition is a contracting authority which conducts purchases intended for contracting
authorities, or which awards public contracts or concludes framework agreements for works, supplies
or services intended for contracting authorities (Art 1(10) and Art 11). The directives apply equally for
these entities. Also note that the information on purchasing on behalf of others is only available for
the classical directive and as a result, we are not able to quantify the use of this technique in the
utilities sector.

Dynamic purchasing systems are much less used. This is an entirely electronic process for
commonly used purchases generally available on the market. In order to set up a dynamic purchasing
system, contracting authorities shall follow the rules of the open procedure in all its phases up to the
award of the contracts to be concluded under this system (Art. 1(6) and Art (33)).

The system is limited in duration and open throughout its validity to any contractor who satisfies the
selection criteria and has submitted an indicative tender that complies with the specifications. As
dynamic purchasing systems are not often used and there is not much data available, we will not carry
out a full-fledged econometric analysis on the use of this technique. There is only a small number of
observations available and there are indications of biased encoding errors which may impact the
estimations. Manual checks and country analysis has shown that there are some inconsistencies which
are beyond randomly distributed errors. The numbers appear to be overestimating the actual use. As a
consequence we have chosen to present the numbers as they appear, but have removed the dynamic
purchasing system when running regressions analysis.

E-auction is also a specific electronic purchasing technique. There are some developments between
shares of frequencies and values, but these are very small numbers — amounting to less than 2,000
cases annually. An ‘electronic auction’ is a repetitive process involving an electronic device for the
presentation of new prices. These can be revised downwards, and/or with new values concerning
certain elements of tenders, which occurs after an initial full evaluation of the tenders, enabling them
to be ranked using automatic evaluation methods. Consequently, certain service and work contracts
that have intellectual performances as their subject-matter may not be the object of electronic
auctions (Art 1(7)). Electronic purchasing in this context means that there is a similar level of
acceptance of paper documentation and electronic data. Main advantages of this technique are
reduction of time, of transaction costs and of bureaucracy. Challenges lie in making the systems
available for, and interoperable with, the electronic tenders.

Much increase in values for framework and joint purchasing
Figure 1.14 Use and values of techniques over time as share of total
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| The use of techniques also shows developments over time (figure 1.14). Both the use of
framework agreements and the use of joint purchasing have increased. The rate of growth for joint
purchasing seems to have slowed since 2008. Th use of framework agreements shows an increased
growth rate from 2008. The use of dynamic purchasing systems has more than doubled since 2007,
but its overall share remains small. Uses of e-auctions have also nearly doubled in numbers, albeit
from a very small base. There is a 40 percent increase in numbers during 2009 and 2010.

The values over time show large changes. For joint purchasing, there has been a considerable
development - from constituting a few percent of total values to reaching about 22 percent in 2010.
The values involved in framework agreements are also increasing and reached even higher levels -
at about 25 percent in 2010. About 85 billion euro of framework agreements were concluded in 2010.
These increases are substantial and may have marked impacts.

Dynamic purchasing techniques have increased in use, but declined in value terms since 2007.
Except for a significant jump in 2010, values in e-auctions show more stability in values. These are
small numbers and changes in trends should be interpreted with some caution. A threefold increase
was reported in 2010.

We have also investigated the role of time in the choice of a particular technique in the regression
approach, which has taken into account a series of control variables. The benchmark year is 2006. For
framework agreements, we obtain a negative coefficient for the 2007 dummy, indicating a decline in
the use of framework agreements in 2007 compared to 2006. Thereafter we find that the use of
framework agreements increases over time, especially in 2009 (as also observed in Figure 1.14). The
use of e-auctions is also relatively stable over time. A modest decrease is observed in 2007 and 2008,
while a small increase in its use is found for 2010. Finally, joint purchasing shows a very stable trend:
all time dummies are insignificantly different from zero.:2

Looking at typical values, we find  Framework contracts are twice the value of regular
that joint purchases and purchases

frameworks have much higher
values for the contracts than the
average. The average value of a Tecniaue Median Mean
joint purchase is nearly 10 million
euros. The range is however wide,
nearly 124 million standard

Figure 1.15 Values by technique, mean and median 2006-10

Jointpurchasing 597 9987
Framework 561 6111
E-auction 567 4150

deviations. Similarly, there is a
. Total 390l 3 141N
wide spread of contract values for ;
Dynamicpurch. 332 2 362

frameworks and the standard
deviation is high - at about 68
million.

€ (thousand)

The notion of value in a framework agreement may not be as accurate a presentation of government
spending on the contract as it is for non-framework contracts. For non-framework contract award
notices, it is more likely that the contract value is representative of the amount the authority will
actually spend on the contract. The amount recorded in the database is usually the actual contract
amount, which commits the authority with regards to the supplier. Framework contracts normally do
not commit the authority legally to actually spend the amount. Loyalty to the framework contract by
the authority may also vary and impact the actual spending under the agreement.

12 The regressions models (22) are introduced in chapter 1.2 on country analysis. Details are found in annexes.

24



Interaction of procedures and techniques

There is also covariance between procedures and techniques. While most (84 percent) of
procurements are performed without the use of these techniques, we will now investigate how
techniques are used combined with procedures. Figure 1.16 shows these relationships and we discuss
them over the following paragraphs.

Figure 1.16 shows how  When using techniques, the restricted and negotiated procedure
much each technique  is used more

is used as a proportion  Figure 1.16 Use of techniques as share of all purchases using that procedure

of each procedure. We Framework agreements Joint purchasing
note that for

Negotiated 19 Dialogue 9,4
frameworks, the Restricted 14 Restricted 6,7
negotiated and 11 Accel.restr. 4,8
restricted procedures Open 11 Accel.neg. 4,0
are used more Dialogue 11 38
Accel.neq. 7 Open 3,8
frequently than the Accel.restr. 6 Negotiated 2,3
open procedures. Neg w.o publ. 5 Neg w.o publ. 2,0
Percentoftotal use Percentoftotal use
Negotlated and Dynamic purchasing systems E-auctions
restricted procedures Neooiaed 15 Negotated L1
egotiate \ ,
are used mf)re Open 1,2 Restricted 0,8
frequently in 1,1 Accel.restr. 0,7
combination with Accel.neg. 0,9 0,6
frameworks. However, Restricted 0,8 Open 06
the open procedure is Dialogue 0,8 Accel.neg. 0,2
. Accel.restr. 0,7 Neg w.o publ. 0,1
(in absolute terms) Neg w.o publ. 0,3 Dialogue 0,1
still the most Percentoftotal use Percentoftotal use

frequently used
procedure also in combination with frameworks. Negotiated procedure without publication stands out
as much less used in combination with frameworks than the others.

Framework agreements are used in 11 percent of the contract award cases overall, but used more
frequently with the negotiated and restricted procedures. Framework agreements are less used with
the accelerated and negotiated without publication procedures. When joint purchasing is used, we
see that competitive dialogue is applied more frequently than when there is no joint purchasing. The
same goes for the accelerated versions. The numbers involved are small for these three procedures.
The use of open procedure is applied with about the same frequency as when there is no joint
purchasing. Negotiated procedure without publication stands out as less frequently used.

Dynamic purchasing systems are likewise used more frequently in combination with the
negotiated procedure, as well as with the open procedure. By definition, this technique shall follow the
rules of the open procedure, yet it is reported as being used in conjunction with other procedures as
well. Encoding errors may have an impact on the estimation as discussed ealier in this chapter.

E-auction techniques are used most often with negotiated and restricted ones. These are small
numbers.

Use of techniques by procedure as measured in absolute numbers broadly follows the same
distribution as the use of procedures overall. That is, most framework contracts do appear with the
open procedure — and as we recall, the open procedure is used in nearly 73 percent of contract award
notices. However, the proportions differ slightly, as illustrated in the figure above (Figure 1.16).
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| A somewhat different perspective emerges when
adjusting for other factors in our econometric
model (Figure 1.17). While the results above
indicate the de facto shares, the results say little Figure 1.17 Covariance of procedures and techniques
about what can be expected of co-variation, having  (significant coefficients, country dummy model)
adjusted for other relevant factors. Apparently,
these other relevant factors play an important role

Highest probability of covariance
between techniques and open procedure

Decrease Increase

in the choice of procedures, and omitting them
creates a bias in the simple correlation
coefficients.13 14

Open ‘h

= Framework agreements

Restricted : E-auction
We find that the use of techniques is strongly Negotiated '
correlated with the open procedure. Especially
dynamic purchasing and e-auctions are impacted. Neg. W'Oq
On the contrary, use of techniques negatively relate publication
to the use of negotiated procedures without Competitive

dialogue |

publication. Framework agreements also relate
positively to the use of the negotiated procedure. -10% 5% 0% 5% 10%
Most techniques show a negative relationship with
the restricted procedure. Competitive dialogue
exhibits little relationship with the use of techniques.

Predicted effect (percentage )

How the causal relationship works in real life is hard to determine. We cannot disentangle the
decision model of purchasers from these data. Clearly, competitive dialogue is not realistically
applicable to dynamic purchasing systems. The issue is however less straight forward when it comes
to choices of framework agreements, joint purchasing and what other procedure should be applied.
Whether the purchasers first decide on a technique and second determine the procedure or if it is the
other way around is an open question. We can only measure the existence of covariance.

Interaction between techniques

The techniques are not all mutually exclusive, meaning that they can interact. Some combinations are
possible, but frameworks are not possible with dynamic purchasing systems.

84 percent of purchases are done without the use of a particular technique. About 15,5 percent of
purchases use some sort of technique or combination thereof. Frameworks are most commonly used
as standalone — at 10 percent compared to 11.2 percent in overall use of frameworks. Nearly two-
thirds of all purchases done using techniques use standalone framework agreements. Measured in
value, the use of frameworks, and in particular in combination, is higher reaching 17 percent.

The most common combination is joint purchasing using framework agreements (about three percent
procurement volume). These are for high value contracts, and those agreements have a value of about
three times the average framework agreement, or nearly 10 times the average open procedure. Nearly
25 percent of all joint purchasing is done using framework agreements.

13 Tt should be noted however that especially dynamic purchasing and e-auctions are relatively rare, so that the
regression results should be treated with caution. Indeed, when excluding the country dummies and including
the country-specific variables (GDP per capita et cetera), the coefficients on techniques change and some of them
turn insignificant. In other words, the results are not very robust to the exact specification of the regression
model.

14 Dynamic Purchasing Systems have been dropped from the presentation of regressions results. Other studies by
the Commission indicate that there may be considerable misrepresentation or encoding errors of the data for use
of DPS. The use is possibly overstated.
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Standalone frameworks are most common...

Figure 1.18 Combination of techniques

Number Value
Total 16% I Total 219 I
Framework 10% _ Framework 11% _
Joint purchasing 3% [ | Joint 5% I
DPS 11% W Framefjoint 3%
FIrEameitJoint 8233 |. DPS 1% 1
auction 5% )
Frame/Eauction  0,1% | Eauctlon. 05% |
DPS/Joint 0.03% | Frame/eAuction 0,4% |
EuactiondJoint _ 0,02% | Frame/eAuction/Joint 0,08% |
Frame/Joint/Eauction 0,02% | Eeauction/Joint _ 0,05%|
DPSleauction  0,01% | DPS/Joint 0,04%|
DPS/eauction/Joint 0,001% | DPS/Eauction 0,01%|
Percent of total procedures Value of total procurement

We find that joint purchasers tend to use:

e Frameworks more extensively (from 11 percent overall use to 25 percent when joint
purchasing is used). Figure 1.19shows this by country and we see that the relationship holds
for nearly all countries. The effect is quite pronounced for several countries;

e Dynamic purchasing systems a little less when there is joint purchasing;

e E-auction about twice as much, but that finding is based upon very low numbers.

Other combinations are possible, but the actual appearances are minimal.

Looking more closely at the behavior of joint purchasers, we find that they use frameworks much
more than the average other user. We see that the combination is particularly common in the Nordics,
Slovakia and the Netherlands. Some countries like Portugal and the Czech Republic have a high
degree of covariation — but have very little use of frameworks overall. This is an interesting pattern as
joint purchasing establishments in government tend to be staffed by more professional purchasers.

Interestingly some differences appear when looking at the values involved. First we note that joint
purchasers in Austria, Sweden, Denmark, Ireland and the Czech Republic practically only uses
framework agreements. The share reaches 9o percent. This also shifts the overall average upwards —
and the overall share in value is about 50 percent. With the steady increase in use of both frameworks
and joint purchasing observed for the last few years we would expect this share to be even higher
today.

...and joint purchasers uses frameworks more than the average user

Figure 1.19 Share of joint purchasing using frameworks Figure 1.20 Value of joint purchasingby frameworks

Share of joint purchasing usingframeworks Value of joint purchasing using frameworks
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| While the overall pattern is of higher covariation when measured in value, Norway and Portugal drops
significantly. This reflects that there are lower values involved in framework agreements overall, and
particularly in joint purchasing.

Regression analysis confirms these findings.
Joint purchasing in particular exhibits
strong covariance with all other techniques,

High mutual impact of joint purchasing and
other techniques

including dynamic purchasing and e- Figure 1.21 Covariance of techniques (significant coefficients
auctions. larger than zero, country dummy model)
. A Decrease Increase

Framework agreements show interaction E .
with e-auctions as well. There are about 500 agr?;monr,s
of these transactions over the five year
period. Also, there are positive relationships
between dynamic purchasing and e- ® Framework
auctions, although the effect is less E-auctions ® Central purchasing
pr'onounc.ed. We s:hould keep in min'd that = E-procurement
this combination is only used for a tiny
number of transactions in the period 2006-
2010. Joint

purchasing
The question comes to the fore whether all ' ' ' ' '

-10% 5% 0% 5% 10%

combinations are legally or practically
possible. We don’t enforce any constraints Coefficients (percentage effect)

on the data and present these as they appear. However, with such small numbers for some
combinations it questionable whether these are simply data entry errors.

The Directives gives Member States the right to introduce certain options in their legal framework,
while not directly referring to the combination of techniques. Directive 2004/18/EC states: "In order
to take account of the different circumstances obtaining in Member States, Member States should be
allowed to choose whether contracting authorities may use framework agreements, central purchasing
bodies, dynamic purchasing systems, electronic auctions or the competitive dialogue procedure, as
defined and regulated by this Directive.”

In the remainder of the facts and figures analysis, we shall explore other key variables for both
procedures and techniques. This includes country variations, market sectors, types of government
activities and the government levels.

We will also look into a few selected regulatory provisions including the differences between

classical and utilities directives, the use of the two specific types of services as defined in the
regulations commonly referred to as ITIA and IIB services, and the threshold levels.
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1.2 Country patterns
Overall

The overview of the number of contract award notices per country is given below. One notable
observation is the large share of France (27 percent) with respect to the number of awards. The EU’s
largest economy, Germany, has a share of 11.5 percent of total EU contract award notices. Poland,
although a smaller economy, has a large share of notices, ranking as number two. As expected, other
large economies are ranked high — Spain, Italy and the Netherlands are all within the top seven.

Concentration is high for both numbers and value of procedures used. In fact, three countries in each
case constitute half of all contract award notices and values. There is some variation among the top
three. France ranks high on both measures, while the UK moves from number five in terms of notices
to number one in terms of value. As such, average values of contracts are higher in the UK.

Three countries have half of all contract In terms of value, it is equally

award notices concentrated
Figure 1.22 Award notices per country 2006-2010 Figure 1.23 Share of total value of awards per country
2006-2010
IO% ) ) ) ) SOI% ) ) ) ) 100%I IO% ) ) ) S(IJ% ) ) ) 100%I

France 27% United Kingdom 24%
Poland 40% France 39%
Germany 51% Spain 51%
Spain 59% ltaly 62%
United Kingdom 67% Poland 69%
italy 73% Germany 75%
Netherlands 76% Czech Republic 77%
Czech Republic 79% Netherlands 80%
Sw eden 81% '. Belgium 82% |
Romania 83% Denmark 84% (I
Hungary 854 1l Romania L |
Belgium 87% | Hungary 87k
Austria 89% Il Sw eden 89% 1l
Finland 0% | Greece co% 1
Lithuania 02% | Austria 92%
Greece 93% 1l Slovak Republic 93% 1l
Denmark 94% | Norw ay 94% |
Bulgaria 95% | Portugal >50% 95% |
Slovenia 96% | Finland 50-80% 96% |
Latvia 97% | Latvia H 80-100% 97% |
Ireland 98% | Bulgaria 98% |
Slovak Republic 99% | Ireland 98% |
Portugal 99% | Slovenia 99% |
Estonia 100% | Estonia 99% |
Luxemburg 100% | Lithuania 100% |
Cyprus 100% Luxemburg 100%
Norw ay 100% | Cyprus 100% |
Malta 100% Iceland 100%
Iceland 100% Malta 100%
Liechtenstein 100% Liechtenstein 100%

IO% ) ) ) ) Sd% ) ) ) 100%I I0% ' ) ) ) Sd% ' ) ) 100%I

80% 80%

In terms of value, we note that some countries exhibit different ratios of values while others appear
to have more equal shares of numbers and values of procedures. Czech Republic, Estonia, Norway,

and Iceland have about the same shares. As much as 24 percent of all value of contract award notices
is found within the UK.
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Procedures by country

For the benefit of a detailed view, we present a breakdown for all countries with frequencies of use
and values in Figure 1.24.

The sharp reader will note the orange bars that indicate the five largest countries in terms of contract
award notices. These countries, France, Germany, Spain, Poland and the UK, constitute nearly 70
percent of all procurement notices. Mostly, these countries are centred close to the median. There is of
course a high mathematical probability for such concentration. It also means that the variation in use
of procedures overall may not be as widely distributed as it may appear at first glance when looking at
the charts which includes all countries. Many of the outliers are smaller countries. There are also
differences between frequencies of use (on the left) and values (on the right). The ratios of frequencies
and values are not as consistent between countries and indicate large country variation. The
differences between countries are perhaps also more pronounced for values than for frequencies.

For the open procedure we see that most countries are close to the median. Note the low share of
the UK at around 30 percent. Lower shares are seen in Denmark and Ireland as well, where the lower
use of open procedure matches a higher use of restricted procedures. In Hungary and Slovakia other
procedures account for the lower use of open procedures. There is significantly more use of the open
procedure in some of the smaller countries, like Cyprus, Lichtenstein and Malta where it is nearly the
only procedure used. There is more variation in terms of value. Higher values per contract award
notice in Denmark, Italy, Spain and the UK are all above median. Again, most countries are clustered
around the median. Overall, both in terms of number and value, the impression is that the procedure
is applied with a degree of similarity across the countries.

Much more striking differences appear when it comes to the restricted procedure. More than half of
all procurements in the UK are done using this procedure. In fact, the UK’s share of using this
procedure is 44 percent of all use across Europe. If hypothetically, the UK was to apply the procedure
with equal frequency as in France, the overall use of the procedure in Europe would decline by about a
third. The procedure is also frequently applied in Denmark, Ireland and the Netherlands. In terms of
values, the larger countries are close to the median. The countries with very high values (off the chart)
are all small and the numbers are only based upon a handful of contracts. Still, in both Denmark and
Italy the median values are nearly 40 percent above the EEA30 median.

Austria, Belgium and Norway show the highest percentages in use of negotiated procedure. The
procedure is also much used in Germany. Notably, it is less used in Poland and Spain. France and the
UK are at about the median. In value terms, Portugal and the UK stand out. France and Poland have
values quite lower than the EEA30 median. The use of the procedure may be correlated with the
importance of the utilities sector in the economy of these countries, as the utilities are free to use the
procedure without constraints. We will come back to this issue.

Negotiated procedure without publication can mostly be found in the new member states like
the Czech Republic, Estonia, Latvia, Lithuania, Poland, Hungary, Romania, Slovenia and Slovakia.
The use is low for France and the UK, while values are high in Denmark and Ireland. Beyond this,
most other countries show little variation in values.

The data for the smallest procedures should be read with caution, as there are few contract award
notices involved even in the largest countries. For many countries, these numbers reflect only a few
procurements. Also note that the procedure has not been applied at all in several countries over the
five year period. Accelerated procedures are found relatively often in the UK, Hungary and Italy.

Competitive dialogue is used relatively more often in the UK. It is hardly used at all in Germany,
Spain and Poland. Median value in the UK is nearly 6 million and this is among 390 contracts in the
period. Median value of 44 million in the Netherlands is based upon 44 contracts, and the 22 million
figure in Spain is based upon only 16 contract award notices.
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Much variation in use and values of procedures by country
Figure 1.24 Procedures as share of use and median values 2006-2010"°
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15 Detailed figures in annex 1.
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| A closer review of the overall values across Clustering of contract values around
countries shows that values are overall clustered EEA30 averages
close to the average. The red cross in Figure 1.25

. Figure 1.25 Mean and Median value of award notices
indicates the average (EEA30) values.

2006-2009

There are some outliers. For example, the median =~ Mean CANvalue (€million)
values in Denmark are nearly three times the 12
EEA30. Italy and the Slovak republic are also high. & UK
Lithuania has the lowest mean value at about half 10
the EEA30.

8 ¢ s
Overall, the average contract value is nearly 3
million. Contract values are below this average in 6 &K
both France and Germany. UK, Nordic countries
and the Netherlands all have higher than average 4
values.

2

Mean values are much higher in the UK and

Iceland. Denmark scores high on this measure as 0 . i , , , X

well. Lithuania has the lowest mean value. 00 02 04 06 08 1.0
Median CAN value (€ million)

®u

There is a linear relationship between mean and

median values. This could indicate that the distributional pattern of values of the contract award
notices varies little across countries. (Figure 1.8) There are some outliers. UK and Iceland in
particular have higher mean values compared to the median. This indicates that there are some very
high value contracts that increases the average value compared to the mean. This is more so than in
other countries. The relationship overall between the median and mean is not as strong as between
the procedures. It is possible that the type of procedure is a more important factor in indicating
contract value distribution than the country as such.

A line-up of median values for all contract award Median values in Denmark, Italy and the
notices per country shows clearly how each country UK are above average
relates to the EEA 30 median and to each other

. Figure 1.26 Median value of award notices 2006-2010
(Figure 1.26).

Median contract award value (€ thousand)

Two large procurers (Spain and the UK) are above 1000 5
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| There are dynamics over time in the use of
procedures. We will measure change over time
and compare that with the level the countries are
currently at. The two most commonly used

procedures will be reviewed for all countries; open

and restricted procedure. The model is visualized
in Figure 1.27.

Change is measured as the annualized growth rate

in use of the procedure during 2006-2010. We

compare the rate of change against the level of use

during 2009-2010. The red cross indicates the
average value for all countries.

Use of open procedure overall is slowly
increasing (Figure 1.28). It is being used with
increasing frequency even in the UK, which has
very low use of the procedure. There are a few
countries with especially high growth rates,
including Italy and the Netherlands. In two of the
Baltic states, Latvia and Lithuania, there are also
high growth rates. Soon, these countries are likely
to use the open procedure more than average
users of the procedure. Latvia, Finland, Portugal,
Romania and Spain show a decrease of more than
10 percent annually. Another Baltic nation,
Estonia, shows a significant drop in the use of the
procedure. It is off this chart in the far lower left
quadrant. This may be due to a data error, as only
2010 shows very low values. A group of countries
converge to the far right in the figure. These have
nearly 100 percent of their contract award notices
using open procedure.

Use of restricted procedure is decreasing
(Figure 1.29). In fact, the annualized decline
overall is about 10 percent. There are high growth
rates in Portugal and Slovakia. There is a quite
steep decline in the Netherlands, with a nearly 20
percent annualized reduction. In Greece there is
nearly a 40 percent annual reduction. In 2006,
about 16 percent of contract award notices were

using the restricted procedure in Greece, while the

2009-10 average is about 2 percent.

The UK, Denmark and Ireland are the overall
most frequent users of the procedure — and there
is little change in this pattern over time.

A group of countries to the far left in the figure
show a lot of dynamic behaviour whether up or

down, but these are at very low levels and may not

be indicative to any emerging pattern|.
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Dynamics over time
Figure 1.27 Model
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| Now we will study the use of the various procedures by country using regression techniques,
so that we can take into account the role of other explanatory variables. We have used the same
dataset which is presented above.6

As before, we employ the following strategy: The probabilities of a country choosing a particular
procedure may be influenced by a broad range of characteristics of the economy, which are often
difficult to observe or measure. A solution in econometrics is then to include country dummies, which
capture the unobserved heterogeneity across countries. Therefore we employ two different models:

@) First we run a regression to explain the use of a certain procedure from a set of country
dummies, and a series of other explanatory variables obtained from the EU contract award
database. This reveals that the country dummies typically play an important role in explaining
the use of procedures. It is interesting in its own right, as it shows scope for learning from
each other, through the exchange of good practices.

(ii) To further investigate which country-specific determinants may play a role we adopt the
following strategy: We include a number of country-specific variables that we consider to be
of potential importance. In particular, we include:

the country’s average income (GDP per capita),

government consumption (as % of GDP),

population size,

the unemployment rate (as a proxy for the business cycle),

a dummy for the “old” fifteen EU Member States, and

indicators from the OECD on the degree of centralisation of a country’s procurement
structure (OECD, 2007), where countries are classified into centralised, semi centralised
and decentralised.

oo TR

Then we run regressions excluding the country dummies, but including these country-specific factors
(this is necessary as we otherwise would encounter serious co-linearity problems). We have run 22
regressions altogether using the two key models for 11 dependent variables - each with between 50-80
explanatory variables. The models appear to have some explanatory power and the R-squared is in the
range of 20-30 percent. This does also mean that there is nonetheless much variation which we
cannot explain by these models. Let us now turn to the results of the econometric analysis.

First, we look at the open procedure. It is interesting to notice that almost all country dummies
appear with significant regression coefficients.?” These country effects are closely similar for France,
Luxembourg, the Netherlands, and Germany. Relative to these countries we find that open procedures
are much less often used in United Kingdom. On the other side of the spectrum we observe that
Cyprus tends to use the open procedure most often (while controlling for other factors).

Inclusion of the economy-wide variables reveals that open procedures are less often used if GDP per
capita is higher, government consumption is higher, the country has a larger population, and the
unemployment rate is lower.18

- Increase in GDP per capita of 1000 euros decreases the propensity to select open procedure
by 0,7 percentage point

- Increase in government consumption by 1 percentage point decreases propensity by nearly 2
percent

- Increase of 1 million in population decreases propensity by 0,2 percent

- Increase in unemployment by one percentage point increases propensity by 2,3 percent.

16 The employed regression approach is presented in Annex I. The complete regression results are available in
Annex II.

17 Cf. regression (1)

18 Cf. regression (2)
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| These and other results are shown in Figure
1.30.

The “old” Member States use the open
procedure more often (almost 8 percentage
points higher probability). Regarding the
OECD classification, it is found that
countries with a decentralised procurement
structure use the open procedure more
frequently (compared with countries with a
semi-centralised structure). We should
mention that these effects may not be causal
effects, and these effects should

rather be seen as correlations. Finally we
analyse the role of the contract value for the
choice of the open procedure. The contract
value appears with a negative and highly
significant coefficient in the probit
equation. In other words, open procedures
are less frequently used in the case of large

Decentralized procurement increases use of
open and restricted procedure

Figure 1.30 Impact of country indicators (significant
coefficients, macro model, semicentralized is benchmark)

contracts.

Decrease Increase
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Restricted 4
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w.0. publication

Second, we look at the restricted
procedure. There are two key variants of

Competitive
this — the standard restricted procedure and dialogue
its accelerated version. We start with a ' | | '
description of the results for the standard -10% 5% 0% 59 10%

procedure. Again, the country dummies tell
an important part of the story here.
Important deviations from the benchmark country Germany are found for Denmark (0.4; indicating
that Denmark has a 40%-point higher probability of using the restricted procedure than Germany),
and United Kingdom (with a coefficient of 0.54). In some other countries, the restricted procedure is
less often used than in Germany (e.g. in Bulgaria and Romania).

Predicted effect (percentage)

Let us now again inspect the role of the country-specific variables in understanding the importance of
the country dummies. GDP per capita, government consumption and population now appear with
positive and highly significant regression coefficients, while the unemployment rate appears with a
negative coefficient.

The coefficients are also economically significant. For example, a 1%-point increase in unemployment
would translate into a 2.7%-point reduction in the probability of selecting the restricted procedure. It
is also interesting to notice that GDP per capita and the unemployment rate now work in opposite
directions, as was the case for the open procedure. In other words, in booming economies with high
GDP per capita and low unemployment, the restricted procedure is more popular, while countries
with relatively low per capita incomes and high unemployment rates would more often opt for the
open procedure.

An intuitive story could be that awarding authorities may think that the open procedure would deliver
better value for money, and more weight to this is attached when times are hard.

With regard to the degree of centralisation of procurement structures, we find that in countries with a
decentralised structure, the restricted procedure is chosen 9%-points more frequently (relative to
countries with a semi-centralised structure). The natural logarithm of the contract value appears with
a positive and highly significant coefficient in the regression model. That is, restricted procedures are
more often used for large contracts.
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| Next we turn to the accelerated restricted procedure. Here we investigate econometrically the
differences between the accelerated restricted procedure and the restricted procedure. This is done by
running a regression of the type mentioned in model (1) in Annex I where we only include tenders
which are either restricted procedures or accelerated restricted procedures. The dependent variable
is the dummy indicating the use of accelerated restricted procedures. If this dummy takes the value
zero, the tender adopts the restricted procedure. We again perform two variants of the regression
model: one including the country dummies and other control variables available from the TED
database, and one which replaces these country dummies by the country-specific (macro-economic
and other) variables.19

An inspection of the country dummies reveals that for instance Denmark, France and the UK select
the accelerated procedure significantly less often (in a statistical and economic sense) than Germany,
while Hungary, Poland and Romania opt for the accelerated procedure more often.

By replacing the country dummies with the country-specific variables, we learn that GDP per capita
and government consumption appear with significantly negative regression coefficients. In other
words, wealthier economies and countries that have leaner governments tend to use the accelerated
procedure less often. A 1000 euro increase in GDP decreases the propensity to select the accelerated
procedure by 4.3%-points. Another interesting finding is that countries with centralised procurement
structures tend to use the accelerated procedure much more frequently. Finally, we find that
accelerated restricted procedures are less often used in case of larger contract values, which is in line
with intuition.

Thirdly, we investigate econometrically the probability of selecting the negotiated procedure. This
procedure comes in three variations: (i) the negotiated procedure with competition (say, the standard
procedure), (ii) the accelerated version and (iii) one option which allows tendering without
publication of the notice under certain conditions. Now we turn to the econometric analysis on the use
of the negotiated procedure with publication. Whereas most country dummies appear with significant
regression coefficients, the deviations from Germany are not very large. The largest deviation is found
for Poland, where the probability of choosing the negotiated procedure with publication is almost 5%-
points lower than in Germany.

In the regression model including the country-specific variables without the country dummies, we
find an important positive impact from GDP per capita, government consumption and population size
on the probability of selecting the standard negotiated procedure. Another interesting finding is that
the standard negotiated procedure is most often chosen in countries with a semi-centralised
procurement structure. Countries with a centralised procurement structure have a 2%-point lower
probability of selecting this procedure, and countries with a decentralised procurement structure have
a 3%-point lower probability. The “old” Member States tend to opt for the standard procedure less
often (-3.2%-points). Finally, we find that the negotiated procedure is more often used in case of
larger contract values. 20

Let us now look at the accelerated negotiated procedure. We analyse econometrically the
differences between the accelerated negotiated procedure and the “normal” negotiated procedure. To
that end, we adopt a similar strategy as above and only include tenders based on the negotiated
procedure with competition and the accelerated negotiated procedure.2t We have 8,632 observations.
The relatively limited number of observations implies that coefficients are estimated less precisely.
For example, none of the coefficients for the sectors (the cpv groupings?2) are significant. However,
differences across countries are again quite substantial. Accelerated procedures are less often applied
in the Czech Republic and France, while these procedures are relatively often applied in the UK,

19 See regression (11) and (12) in Annex II.

20 The results are presented in regressions (5) and (6) in Annex II.

21 Regressions (13) and (14)

22 Business sectors are defined by a detailed classification scheme. As shown in chapter 1.4, we group
these into six main categories.
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| Hungary, The Netherlands, Poland and Romania. Finally, we find that accelerated negotiated
procedures are less often applied in case of larger contracts.

With regard to the use of the negotiated procedure without publication, we again observe
rather substantial cross-country differences Slovakia, Slovenia and the Czech Republic are countries
in which this procedure is relatively often used, while for example in Cyprus, Denmark, Ireland and
Norway the negotiated procedure without competition is less intensively used.23

Population size and the unemployment rate are significant factors behind these observed differences
across countries; larger countries and countries with higher unemployment rates use this procedure
more often. We observe a hump-shaped effect from the degree of centralisation in procurement
structures - this procedure is less often selected in countries with either a centralised or a
decentralised procurement structure compared with countries with a semi-centralised structure.
Finally, the negotiated procedure without competition is less often applied if the contract value
increases.

The final procedure we have investigated econometrically is the competitive dialogue. The country
coefficients are in general quite weak and often insignificantly different from zero (or only marginally
significant).

Concerning the country-specific variables, we find a positive coefficient for GDP per capita,
government consumption, population, and the unemployment rate. The effects appear to have less
economic significance than for open and restricted procedures. Again we observe an inverted U
relationship between the degree of centralisation in procurement structures and the probability of
selecting the competitive dialogue, though the coefficient for decentralised procurement structures is
not statistically significant. The EU15 tend to choose this procedure less often. Finally, the competitive
dialogue is more often applied if the contract value increases.

23 Cf. regression (7) & (8)
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| Techniques by Country

Framework agreements are particularly Extensive use of frameworks in the
prevalent in the Nordic countries. In Sweden and  Nordics

Norway, frameworks are used for about 40 percent
of all contract awards notices. The average in the
region is about 11 percent. Italy, Hungary, Spain Number Value
and other countries hardly use framework 40 Norway 22/

. 40 Sweden 33N
agreements at all. Figure 1.31 shows the share of 32 Denmark 54—
contract award notices which used framework %g\‘estlrc‘f\?/f;i?;'s ﬂ=
agreements, and their corresponding value to the 18 UK 34
right. In terms of value, there are other differences %g Sloo%gﬂ o %%-_
between countries. More than half of the awarded 15 Ireland 18NN
value in Denmark is through framework
agreements. The share is higher than 30 percent in
five countries. Austria has particular high values

14 Latvia 10HEEN
14 Iceland 31

involved in framework agreements compared to

their number.

Figure 1.31 Framework agreements by country 06-10
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deviation is very wide, 124 million, reflecting a wide distribution of contract values.
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| We will now look at dynamics over time in use
of techniques, similar to how we reviewed the use
of open and restricted procedure in Figure 1.27.
This is done by reviewing the annualized growth
rates and comparing them to the levels during

Rapid increase in use of frameworks and
joint purchasing

Figure 1.33 Changes in use of frameworks

Annualized growth rate (06-10)

2009-2010. We will be looking at the two most
significant techniques, frameworks and joint
purchasing.
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Use of frameworks overall is increasing at a 60%
high rate. Figure 1.33 shows that nearly 15
percent of all contract notices awarded during
09-10 were framework agreements. This has
been increasing consistently since 2006 at an

annualized rate of 18 percent.
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including large economies like France and Spain. -40%
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average growth rate, implying that the growth is
driven by a few countries with significant growth.
Some growth is seen in Germany, but at levels
smaller than average.
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Figure 1.34 Changes in use of joint purchasing

Annualized growth rate (06-10)

For the countries with high usage, i.e. Norway 120%
and Denmark, there has been little change since 100 % : i
2006. They have applied framework agreements 80% cY

consistently throughout this period. Considerable
reduction in use is observed in two other Nordic
countries, Finland and Sweden, with annualized
reduction of nearly 20 percent. Sweden recorded
more than 50 percent of contract award notices
as frameworks in 2006 but is now at about 25
percent (2010). Finland shows a drop of about 12
percentage points. Also less use over time is seen
in the Netherlands.
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Use of joint purchasing is increasing very 5% 10%

rapidly in nearly every country. In fact, the
annualized growth rate since 2006 is about 35
percent. Figure 1.34 shows that the overall level in 2009-2010 is higher than the average level for the
whole period. In 2009-2010 the UK was using joint purchasing for nearly 15 percent of contract award
notices. If this growth continues, we can expect to see much more frequent use of joint purchasing in
the future in most countries. Note that there are some oddities in the data particularly with regards to
very low numbers recorded in 2006 and 2007 for some countries. We do not know whether this
represents actual facts or is due to reporting errors in the system. We have therefore dropped these
from the model so it wouldn’t impact the growth rate calculations too much.

*values since 2007 Share ofall CANs (09/10 average)
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| Let us now turn to a discussion of the results from the regression analysis. Regarding the use of
framework agreements, we observe significant cross-country differences, broadly confirming the
messages from Figure 1.31.24 Norway, Sweden and Denmark use relatively often framework
agreements, so in the Nordic countries there is a stronger interest to apply framework agreements in
public procurements. A framework construction is less often employed in for example Spain,
Lithuania, Luxembourg and Malta.

Next we explore the role of country-specific factors  Country variables have less impact on
in understanding the use of framework contracts.®s the use of techniques

GDP per capita and government consumption have o
a significantly positive impact on the probability of ~Figure 1.35 Impact of country indicators on use of
selecting a framework agreement, while countries techniques (significant coefficients larger than zero,

with larger populations and with a higher macro model, semi centralized is benchmark)
unemployment rate tend to choose fr'ar'nework Decrease Increase
contracts less often (though the coefficient for the S5b T
unemployment rate is significant only at the 5%- Eramework Gov. Eg [];"j‘,%'p‘f}on

level). agreements Population
Unemployment

f e e . . Centralization
The economic significance is however quite small Decentralization

and at less than o,1 percent for the GDP impact and
at similar low levels for the other macro-variables.

E-auctions

Another interesting observation is that countries
with a semi-centralised procurement structure
tend to make use of framework agreements
relatively often; the coefficients for centralised and Joint

decentralised procurement structures are both purchasing !

negative and statistically significant. Framework . . T T . .
agreements are more often selected for higher 5% 3% 1% 1% 30 50
value contracts, and the coefficient is highly Predicted effect (percent)

statistically significant.

In our regression model for a technique, we also include as control variables the other techniques and
type of procedure. This delivers interesting findings. The use of E-auction and joint purchasing exerts
a positive effect on the probability of choosing a framework agreement (3%-points and 8%-points,
respectively). Also, framework constructions are more often chosen in case of open procedures and
standard negotiated procedures.

We have run similar regression models for contracts based on a dynamic purchasing system, use of E-
auction and joint purchasing. Let us briefly add some words regarding the results for joint
purchasing. Such joint purchasing is less often used in Bulgaria, the Czech Republic, Portugal and
Romania. The UK, Iceland and Latvia are relatively intensive users of joint purchasing.

The country-specific variables have again an important story to tell. The use of joint purchasing is
negatively related with a country’s government consumption and population size, and positively
associated with GDP per capita. Finally, it is found that purchasing on behalf of other authorities takes
place more often, as expected, in case of larger contracts.

The impact of the country variables may appear smaller than for the choice of procedure. Figure 1.35
shows the coefficients. Again, it is clear that the institutional arrangements which are classified by the
OECD have an impact relative to the semi centralized benchmark.

24 Regression (15) in annex 3
25 Results are shown in regression (16) in annex 3
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1.3 Type of contract

Procedures Fewer, but higher share of value for
Contracts can be for works, supplies or services. works contracts

These distinctions have had much policy importance
historically and while the new directives consolidated
regulations for the types of contracts, there still Number of award notices (€ housands)
exists differentiation for particular regulatory Works 87

provisions, i.e. with regards to threshold levels which
determine whether or not a purchase falls under the
scope of the directives. The threshold level for works
is nearly 40 times that for services and supplies, so
this issue is of economic significance. There is alsoa  Value of award notices (€billions)
particular differentiation within the services category
which we will discuss towards the end of this
chapter.

Figure 1.36 Contracts by type

Supplies 204 38%
Service 249 R

Works 512
Supplies 329 @ 25%
Service 462 BREEL

These categories are indicative of the type of market

activity which is provided under the contract. We will explore this with more precision in the next
section using a more detailed approach of assessing the market classification scheme developed for
this purpose. There is a high degree of correlation between the two classifications— indeed, much is
explained by the design in the directives. For example, Annex I of Directive 18 specifies a set of
particular activity codes as the definition of works. Similarly with services, for which Annex IT (A and
B) defines a number of activity codes (called CPV nomenclature).

We also find in the actual data a degree of correlation between the two schemes. The correlation is not
100 percent according to the design, but the differences are not major and may be caused by entry
mistakes in the reporting forms as these are quite complex. There are many random types of errors,
i.e a supplies contract with services CPV code — and we find no systematic misalignment between the
two schemes. The mismatches we find between expected and actual are about 1-3 percentage points
and albeit larger in some instances, they may be within the range that can be expected in a scheme of
this level of complexity.

Works have significantly higher values involved Works contracts are more than twice the
per contract award notice than supplies or value of supplies and services
services. This is to be expected, partly caused by

e Fi .37 Values b tract d medi
the nature of the activities and by the regulatory igure 1.37 Values by contract type (mean and median)

effect of financial threshold levels for Median Mean
application of the directives. The threshold level "~y ks 840l 6971

for works is higher than those for Total s00fl 3 122
services/supplies. This may drive the averages Supplies 3500 2113

higher, although we will see later that 70 Service 3620 2477

percent of works contracts in the dataset are € (thousand)

actually below the threshold.

Services appear with the highest number of purchases and the second highest total value. The average
value for supplies contracts is thus the lowest.
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| Figure 1.38 shows the use of Works contracts typically use the open procedure
procedures within each
category. Figure 1.39 shows the  Figure 1.38 Use of procedure within types of contract category (percent of

shares of each procedure use of within category)

between the categories. Open Restr. Neg.Neg.w.o Competitive
Shareof use of procedure by Number Acc. R/Negi_al'

Open procedure is used more  works 8o NG - B 7l 30 08l0103

frequently within works Supplies7s INIIIGGNE 7 B 6l 7M 140302

contracts, which has a higher Services6s IS 1100 oMl 8M13/0705
than average share. It is used

the least within services Value

contracts. By value we find that Works 54 NG s 11 2] o1 1,331
the contract sizes are smaller Suppliess1 NG 17 14 M 01 14 05
than for other procedures across  services44 N 22 173 s o6l 1,1 7,9

the three categories, in

particular for works. We also find that while works account for only 17 percent of the total use of open
procedure, the share in values is much higher at 41 percent, reflecting the higher contract values
compared to services and supplies.

Restricted procedure shows a similar pattern, but the differences are more pronounced. The
procedure is less used overall by the three sectors. It is more important in terms of value, especially
for works. Works account for 15 percent of times the procedure is applied, but nearly half of the value.
On the contrary, nearly 60 percent of services contracts are done by using the procedure, but this
accounts for only 33 percent of the values.

Works is an important user of accelerated restricted procedure, amounting to 40 percent of the
values. Supplies and services apply the procedure more often, but the amounts involved are much
smaller.

Negotiated procedure is less important overall for all categories measured both in terms of value
and frequency. The ratio between frequency and values is largest for supplies, implying that supply
contracts using this procedure have particularly high values. The shares of use of the procedure
between categories are nearly identical to the restricted procedure except when measured in values —
were we find that services and supplies constitute a larger share than for the restricted procedure.

The negotiated procedure Competitive dialogue is mostly used by services
without publication haslow  Figure 1.39 Use and values of procedure between types of contract
frequency in works and is almost  category (percent)
entirely used by services and

. : Services Supplies Works
supplies. Services account for 54 Number
percent of total values using the Open 22 I 0 17
procedure. Accel. restricted 47 I 43 10
Neg.w.o publ. 53 NG 40 7
: i [ ]
Negotiated accelerated has Negotiated 57 28 14
. . Restricted SsilllE 27 15
very little importance overall. Competitive dial. 63 I 22 15
When the procedure is being Accel. Negotiated 70 NG 26 4
used - works accounts for only 4
ercent of its usage, which Value
P Lot oo ; Open 30N 29 a1
equates to about 20 percent o Accel. restricted 31 N 29 40
values. This contrast to the Restricted 33N 18 48
restricted accelerated procedure, Negotiated 43 N 26 31
which is favoured in works Neg.w.o publ. 54 30 16
tracts. A h Competitive dial. 67 INIINIINNE 3 29
contracts. As much as 70 Accel. Negotiated 70 INIINIIEIG 12 19

percent of values of negotiated
accelerated are involved for services.
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| Competitive dialogue appears with significant values for services, and to some extent for works. In
its original design, the procedure was foreseen as being important for a.o for works, but it appears it
may be even more important for some services. Two-thirds of all procurements using the procedure
are for services. This accounts for as much as 8 percent of total services purchasing volume — a much
higher share than the average use of the procedure.

In the econometric analysis we have set service contracts as the benchmark. In line with the findings
in Figure 1.38 we find for instance that the open procedure is more frequently selected in case of
works and supply contracts, by 8.5%-points and 5.8%-points, respectively.

The type of contract shows a significant correlation with the sector. As such we will analyze these
issues in more detail when looking at the sector of delivery in the next section, which gives a more
detailed perspective.

Competitive dialogue contracts for
works have the highest values

Figure 1.40 Selected contract value by type and
procedure

The combinations of contract types and
procedures show very different contract values.

The largest contracts clearly use the competitive
dialogue. In particular for works, this appears

. ; e Three t contract binati
with high values at 72 million euros, above the 40 ree fargest contract combinations

million average for the procedure. Comp. dialogue, Works

Comp. dialogue, Services
Some combinations are clearly more preferred for Restricted, Works
smaller purchases than others. Supplies dominate ' ' - !
this category as expected. Open procedure is also 0 25 50 75
frequently on the list. Average value (€ millions)

Three smallest contract combinations
Framework contracts within the works segment
are nearly four times the value of those for services
and supplies (at 20 million).

Acc. negotiated, supplies
Open, services
Open, supplies

Joint purchasing shows less difference, 7 mill for 00 05 10 15 20
. R Average value (€ millions)
works and 2,2 for supplies and services.
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Techniques

Framework agreements are mostly used with  Frameworks and joint purchasing is very
services and supplies. They are much less used important for supplies

with works. As much as 30 percent of all Figure 1.41 Use of techniques within sectors as share of
supplies procured under the directives are total purchases

through framework contracts. Values are also ~ Framework agreements

high for services. Works is an outlier with low Number Value
numbers.

The econometric results show that framework
agreements are about 6%-points less often
chosen for works while the difference for Joint purchasing

supply contracts (relative to the services) is Number Value

statistically insignificant. Services
Supplies

Works

Joint purchasing is also frequently used for
services and supplies. The values involved are a
little less compared to framework, but it is clearly an important technique. Joint purchasing takes
place somewhat more often in case of supply contracts (about 1%-point).

Dynamic purchasing systems are used most frequently with services, though they have a
surprisingly high share of the values for work contracts. These contracts have much higher than
average value and appear different than those for supplies.

E-auctions are used mostly for supplies. As mentioned there are constraints for using this for
services with intellectual content.

There are considerable differences in values when  Works frameworks have highest value

the techniques are applied across types of contracts.
q PP P Figure 1.42 Value of techniques by type of contract

Framework contracts for works are five times the Median Mean
value of a service agreement. Although framework Works - -

agreements are little used for works contracts, they Framework 3391 20880

tend to have high values. Joint purchasing 657 9375

Total g40 1 6971

Curiously the values for joint purchasing are more _
Supplies - -

similar — all about 10 million. This is still quite a bit Camework 5781 5877

higher than the typical works, supplies or services Jointpurchasing 675 | 9 566

contract. The differences are more pronounced for Total 3501 211300

supplies and services where joint purchasing

contracts are nearly five times the value of a regular Services - -

contract. Framework 485 4307
Joint purchasing 485 10800

Joint purchasing contracts also have higher values Total 3621 24770

than framework contracts for supplies and services. Euro (000)
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1.4 Business sector patterns

Procedures

The type of market and object which is being purchased is an important variable. In the following we
will review the procedures by the delivery sector. Six sectors are defined: Construction, Commodities
and food, Manufactured goods, Machinery and equipment, Business services and Other services.

There is a sophisticated classification scheme available to classify the purchases. For every contract
award notice there is a record of the delivery sector, using the classification system called Common
Procurement Vocabulary (CPV). It bears resemblance to NACE codes and other commonly used
classification schemes. All purchases are identified at detailed 8 digit specificity. More than one code
can be recorded. We analyze what has been classified as the main activity of the contract.

There are thousands of codes available — and they are often analyzed at two digit levels which gives
about 45 varieties. In the following analysis we have aggregated these codes to six broader categories.
Analysis of more disaggregated divisions would be too detailed to remain informative. Details of the
sector classifications are found in Annex 1.

Open procedure mostly used for services and machinery
Figure 1.43 Use of procedures by delivery sectors 06-10
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| The open procedure is used mostly consistent across the sectors. Figure 1.43 shows the share of use
of a procedure within a sector at the horizontal scale, and the share of notices attributed to that sector
at the vertical scale. The size of the squares is representative of the total number of contract award
notices involved for each procedure and sector combination. We find however that for deliveries from
the business services sector there is less than average use of the open procedure. The difference is
nearly 12 percentage points less than the overall average of 73 percent. In the construction sector, the
open procedure is used for 80 percent of the procurements. More than half of the uses of open
procedure are found in two sectors: other services and machinery.

Values involved show much difference from the frequency of use.

We can see on the vertical column how the shares for each sector are distributed. Construction
comprises nearly 38 percent of the total value of contract award notices. The category other services is
larger than business services. Main activities within other services are sewage, refuse, cleaning and
environmental services (5 percent), transport services (excl. waste transport) (3 percent), and repair
and maintenance services (3 percent). Manufactured goods constitute only a few percentages of the
total value, with especially low average contract size for leather and textile fabrics, plastic and rubber
materials (euro 858,000) and musical instruments, sport goods, games, toys, handicraft, art materials
and accessories (euro 810,000) in comparison to the EU average (euro 3.1 million).

About 30 percent of the value of business services is procured using the open procedure. This
constitutes 7 percent of total spending for the open procedure. For other sectors, the share is a little
over 50 percent. It is higher for the construction sector where the procedure accounts for 55 percent of
the contracts award notice values. This constitutes nearly 40 percent of all values for the open
procedure.

Restricted procedure is used with higher than average share in the services categories. The
procedure is more important in terms of value than in terms of frequency. This is consistent across all
sectors, but particularly noteworthy with regards to the business services and construction. Of total
values for the procedure, 17 percent is for business services and 44 percent for construction.

Similarly with negotiated procedure, of the total uses more than half are for the services sectors.
Construction accounts for 13 percent. Negotiated procedure also has a higher value than its share of
the frequency. The values are at similar levels across most sectors, a little lower for construction
contracts.

The negotiated procedure without publication is used frequently for some service
procurements, i.e. education and training services (30 percent); and services related to the oil and gas
industry (18.6 percent). The overall average use of this procedure is about 7 percent. Negotiated
procedure without publication has about the same share of value as it has in terms of frequency across
most sectors. The smaller procedures (accelerated) have barely noticeable shares in terms of value.

The accelerated versions of the procedures are also frequently used for service procurements. Also
machinery and equipments sees frequent use of these procedures.

About 60 percent of the occurrences of competitive dialogue are within the services category.
Competitive dialogue stands out with high values within business service procurements. Nearly 14
percent of the value in this sector is procured using that procedure. The number of contract awards is
very small, indicating some very high average contract values. Competitive dialogue is used for certain
business services, in particular those classified as IT systems development related, engineering and
architectural services and management consulting. Of the total values spent using competitive
dialogue, 40 percent is for delivery of business services. Another 25 percent is classified as other
services. Construction accounts for 28 percent.

When looking at the detailed breakdowns underneath what is shown in the figure, we find some
outliers. For example:
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e Inthe commodities category nearly 9o percent of contract award notices for Food and

beverages use the open procedure.

e  Water deliveries are procured using negotiated procedure without publication in 50 percent
of the instances (utilities directive). Open procedure is used for water deliveries in about 35

percent of the contract award notices.

e The standard negotiated procedure which is used about 8 percent overall, is used much more
frequently with electrical machinery, apparatus, equipment and consumables, lighting (30.4
percent) and for services related to the oil and gas industry (33.5 percent).

Now let us remark on the results from the
regression analysis (see regressions (1) to
(10) in Annex II). Construction is
selected as the benchmark sector. The
key results are summarized in Figure 1.44.

Open procedures are less often used in the
sectors manufactured goods, business
services, and other services. This thereby
broadly confirms the picture as presented in
Figure 1.43.

For the restricted procedure we only find a
significant coefficient for business services,
which are associated with a 2.9%-point
increase in the use of this procedure.

Negotiated procedure shows significant
differences for all but the commodities
sector, meaning that the procedure is used
more frequently in this sector than in the
benchmark — construction.

Open procedure preferred in construction,
commodities and machinery

Figure 1.44 Impact of sector (significant coefficients larger
than zero, country model, Construction is benchmark)

Decrease Increase
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B Manufactured
Open B Machinery
B Businessservices
Qther
Restricted .
Negotiated L
Negotiated
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Coefficients (percentage effect)
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Techniques by sector

The use of techniques also varies by sector. This is
presented in Figure 1.45. Occurrences of the use of the
technique and values are presented.

Framework contracts are used for 16 percent of
commodities and manufactured goods purchases. About a
third of the value in these sectors is procured through
framework contracts. They are used only for 5 percent of
construction procurements.

Joint purchasing is used for about 6 percent of goods
and commodities. There is higher than average use of joint
purchasing for these types of procurements, at about a
quarter of the value procured. There is also less use of joint
purchasing in construction and services.

Dynamic purchasing is seldom used overall, but most
frequently within other service procurements where it
constitutes about 2,4 percent. The main activity within
other services for dynamic purchasing is agricultural,
forestry, horticultural, aquacultural and apicultural
services, where DPS is used in 8.9 percent of total
procurements. This represents a small share of the value in
all sectors.

E-auctions are more frequently used relatively speaking
for commodities procurements. They are hardly used for
services which are as expected given the constraints on
using the procedure for subject-matters which involve
intellectual performance.

Key results of the regression analysis are shown in Figure
1.46. Let us, as before, focus on framework agreements and
joint purchasing. In the case of framework agreements,
the dependent variable is a dummy that takes value 1 if a
framework agreement is used and o if otherwise.
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Figure 1.45 Use of techniques by sector as
share of total procurements in sector
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| The sectors commodities and food and
manufactured goods have significantly positive
regression coefficients, while for the other sectors
the coefficients are insignificant (evaluated against
the benchmark sector construction). These results
hold for both versions of the regression model, i.e.
the one with country dummies and the one where
the country dummies are replaced by the country-
specific variables.

Regarding joint purchasing, i.e. the contracting
authority is purchasing on behalf of other
contracting authorities, we find that all sectors
appear with a significantly positive regression
coefficient. In other words, joint purchasing is the
least often used option in cases where the delivery
sector is construction. The differences are however
not very large. The largest deviation is found for
manufactured goods (with a coefficient of 0.022).
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Frameworks preferred for commodities
and goods

Figure 1.46 Impact of sector (significant coefficients,
country model, construction is benchmark)

Decrease Increase
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1.5 Government types

Procedures

Local, central and other types of governments apply the procedures differently. Figure 1.47 shows the
use of procedures by type of government. The share of use of a procedure within a sector is at the
horizontal scale, the share of notices attributed to that sector at the vertical scale. The size of the
squares is representative of the total number of contract award notices involved for each procedure
and sector combination.

Overall, local governments issues 32 percent of the notices, and represent 25 percent of the value. The
second largest category is the generic “other” followed by “body governed by public law”. The latter
constitutes 21 percent of notices and 19 percent of values in procurement. The regional and national
agencies are the least important types.

Little variation for the major procedures except for utilities

Figure 1.47 Use and values of procedures by government type

Number of award notices by procedure Value
(percent of total)

15,0%
Local 25,7%

32%

10,5%

Body governed
by public law

15,3%

45%

52%

60%

By Government (percent of total)

Other 46% 0.8%
1,0%
)
73% 5%
76%
Central
0, 0,
86% 7,7% 22%
Utilities
Reg. agency 95% 1,7% 0,4% 94%
Nat. agency 98% 1,2% 2,0% 96%
100 % 75% 50 % 25% 0% 0% 25% 50 % 75% 100 %
= Open = Restricted = Negotiated = Negotiated without publication
B Accelerated restricted Accelerated negotiated B Competitive dialogue

Interestingly, local authorities apply the open procedure more frequently than national or federal
governments. About 35 percent of total use of the open procedure is by local governments. The
purchases are however smaller in terms of unit costs, and altogether account for 29 percent of total
values for open procedure. There are no major differences between types of government in how they
apply the procedure within their purchases, perhaps with the exception of utilities. Utilities favour the
negotiated procedure.
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| Negotiated procedures are used nearly four times as much by utilities than other contracting
authorities. This option is available in the utilities directive without many of the constraints which
apply to the classical directive, so this effect is most likely regulatory driven. Correspondingly, utilities
use the open procedure less frequently compared to government authorities. The negotiated
procedure is in many ways a story about the utilities. 50 percent of the transactions and 58 percent of
the total value using the procedure is for utilities purchases. The utilities can apply this more freely
and it shows in the data. We should keep in mind however, that the overall purchasing volume under
the utilities directive is about 17 percent of the total.

Central governments apply the negotiated procedure only for a small share of their purchases, and
this adds up to about 6 percent of the total use of the procedure with a near identical share in value.
Use of negotiated procedure without publication is distributed equally across the types of
governments. In terms of value however, utilities has the lions share at more than 40 percent of total
values using the procedure. When not applied by utilities, the procedure is used for smaller purchases
(like works of art). The accelerated negotiated, albeit small in overall use for all types of
governments, is mostly used by local governments for small purchases. Central governments only
account for 12 percent of total use of the procedure, but these tend to be higher price purchases and
add up to 40 percent of the total values procured using the procedure.

There is less variance for the restricted Much lower propensity for open procedure in
procedures. Surprisingly, national agencies central than local governments

show up with large values, 2 percent of total
procurement value and 9 percent of the
total values, using that procedure.

Figure 1.48 Impact of type of government (significant
coefficients, country model, local government is benchmark)

Decrease Increase
Accelerated restricted is used more than I St?l?tﬁg
the negotiated accelerated version overall. Open Body by publiclaw
The shares of use are about evenly ] '\c'ft‘ﬂgr” a
distributed across the largest government Regional
types (utilities cannot use the accelerated
versions). Bodies governed by public law Restricted

however spend about a third of the total
using this procedure.

Competitive dialogue is used by all Negotiated
types, but there is an exception in using the

procedure for utilities. Measured in value,
central and local governments are the most _

significant users of the procedure, Negv\? gated
comprising nearly 8o percent of the value. publication

Competitive dialogue is actually used most .

£ v by “bodi db bli Competetive L
requently by “bodies governed by public dialogue

law” and the generic category “other”.

However, the average value when applied : ; T '

by these entities is as little as one-eighth of -10% -5% 0% 5% 10%

central government contracts. Apparently, Coefficients (percentage effect)

the procedure is used very differently by these entities.

We have used the information on the type of contract awarding authority (e.g. central government or
local authorities) in our regression models to explain the use of various procedures and techniques.
Local authorities are selected as the benchmark.
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| For the open procedure, we find that all coefficients for the type of contract awarding authority are
significantly negative in Figure 1.48.2¢ In other words, local authorities use the open procedure most
frequently. The differences are quite substantial. For example, central governments have a 9%-point
lower probability of selecting the open procedure than local governments.

In the case of restricted procedure, we find smaller deviations across types of governments, but all
regression coefficients are statistically significant. The strongest effects are found for water, energy,
and transport (associated with a reduced probability of the use of the restricted procedure of 2.9
percentage-point), and on the other side of the spectrum, national or federal agency/office with a 2
percentage-point higher probability of selecting the restricted procedure.

With respect to the accelerated restricted procedure, we find that the central government and a
national or federal agency/office are more inclined to choose this option (7.7 percentage-points and
10.1percentage-points, respectively).

The pattern for the negotiated procedure is as follows: its use is higher for water, energy, transport
and telecommunication sectors (with a coefficient of 0.063) and for regional or local agency/office
(0.038 and strongly significant). The accelerated negotiated procedure is somewhat less frequently
selected by a central government (-0.024) and a regional or local agency/office (-0.052). For the
negotiated procedure without competition, it should be noted that central government and national or
federal agencies/office appear with positive regression coefficients both in the order of magnitude of
2.7 percentage-points. The final procedure we look at is the competitive dialogue. The coefficients
for the type of the awarding authority are all very weak (though some of them are significant).

Finally, combinations of procedures and  Accelerated procedure contracts at local

types of governments indicate that the governments have the lowest values

procedures are being used for very different ~ Figure 1.49 Use of techniques within sectors as share of total
purposes.Figure 1.49. purchases

We find as expected that the competitive Three largest contract combinations

dialogue tops the list. The combination of

central government and the procedure Comp. Dialogue, Central

results in an average contract value of 95 Comp. Dialogue, local

million euro - that’s more than twice the

. Restri Nat. nci
average for the procedure. High values are estricted, Nat. agencies

similarly found for local governments. Note 0 30 60 %
that “body governed by public law” Average value (millions)
apparently uses this procedure differently —  Three smallest contract combinations

values are at about 15 million here.

Acc. Neg, Other
We also find that the accelerated negotiated
procedure in combination with regional
agencies and local governments usually have Acc. Neg, Local
very low contract values. The other
combinations further down that list include
several open procedures and sub-central
government combinations.

Acc. Neg,Regional agency

0

1
Average value (millions)

26 Regressions (1) and (2) in annex III
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Techniques by type of government

When reviewing techniques by type of government a few Figure 1.50 Use of techniques as share of
findings emerge. Figure 1.50 illustrates these findings. total purchases by type of government
(percent)
National agencies and utilities are more l}kely to use Frameworks
framework agreements as part of their purchasing
strategy. The value of these agreements is also quite high. It Number Value
. Il 16 Nat.Agency 33
appears that central government values in framework — B Utilities 20
agreements are much higher than the number share of [ BB Central 26
framework agreements. Il 1: Body by publiclaw 15
M 12 Reg.agency 11
. KN Local 13
When looking at overall use (not shown) local governments [ ) Other 14

have the largest share of overall use of framework
agreements, at 30 percent, yet comprise only 19 percent of
total value. Most of the values in framework agreements are

Joint purchasing

. ers . . Il 10 Reg.agency |11

found with ceptral government and utilities, comprising 45 Bl 9 NatAgency 26

percent combined. s Central 27

| IS Local 16

Joint purchasing is used much by central government = i Body %’tﬁ g?“c law ﬁ
and agencies as share of their procurements. Values are 0 Utilities -

also considerably higher for national agencies and central
governments. Utilities may use joint purchasing, but this is
not recorded in the databases. IN terms of overall use (not
shown) 60 percent of values for total use of joint

Dynamic purchasing system

I ©.7 Body by publiclaw 0,4
15 Utilities 1,6

purchasing are found with local and central governments Bl 10 Reg.agency 14
with about equal shares. BO09 NatAgency 0,8
Mo Local 0,7
. . Mos Other 0,6
Dynamic purchasing systems are mostly used by non- Wos Central 0.3
authorities and utilities. The share of values is however very )
small — so these must be very small contract values and E-auctions
frequent purchases. Both numbers and values are small. N
Utilities stand for 37 percent of total spending using -1 6 Utilities 18
d . hasi Il 13 Nat Agency 0,2
ynamic purchasing systems. Wo7 Central 0.8
HWos Local 0,8
E-auctions are mostly used by utilities. Regional and local = 8’2 Boge%- ag ebrll'?lla (2);
offices put through higher values than the share of go4 y 3&’] oo 08

transaction.

53



| Now let us turn to the econometric results. Much higher propensity for frameworks
in utilities
With respect to framework agreements, it is
interesting to notice that water, energy, and
transport sectors opt for this choice 15 percentage-
points more often than the other types of

Figure 1.51 Impact of type of government on
technique (significant coefficients, country model,
Local government is benchmark)

authorities. It is confirmed in regression analysis Decrease Increase
that local governments (benchmark in model) are Central

; e Utilities
less hkely.to use both.frarr}eworks and joint Framework Governed by publiclaw
purchasing than their regional and central agreements National
counterparts. The main activity of the contracting — gfﬁé? nal

authority influences the propensity to select
framework agreements. For example, framework
agreements are less often used in exploration and

: ) E-aucti |
extraction of coal and other solid fuels. auctions

Finally, joint purchasing is more often used if

the authority is a national or federal agency/office

or a regional or local agency/office. The main Joint h

activity only plays a role in case of housing and . purchasing | | |
community amenities (+1.3 percentage-points) and

bli d d saf . -15% -5% 5% 15%
public order and safety (+2.3 percentage-points). Predicted percentage effect

Local governments only appear more likely to use Dynamic purchasing systems. Minor effects are
noticeable with regards to these where local governments have a higher propensity for use compared
to national or regional agencies and central government.
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| 1.6 Government activities

PI‘OcedureS Figure 1.52 Number of procedures within activity of

We can also view purchases by activity of government (share of purchases within type)

government (e.g. education, health, defence). Number

There are 21 categories altogether. The Environment 78%
categories are based upon UN COFOG Genera BN
classification scheme, and with additional Health T
categories for utilities. Social protection NS
Coal 74%
There are two general categories called Economic | <L/ N
“general public service” and “other”. Other 72%

. I S
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o e 0,
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. . . L | | .|
with 18 percent of the number. This is Economic 57% 13% 13%
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Interesting patterns emerge when viewing
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27 Most entries show a combination of a sector and a “general”.
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| Open procedure is used most frequently for by authorities operating in the environment, general,
health and social protection. The procedure is used much less within the natural monopolies including
electricity, postal and railway services. In terms of values, we note that nearly all sectors appear with
lower shares of values than frequencies. Education and defence show nearly a 50 percent reduction
compared to t he numbers of use. This is expected as the open procedure generally has lower average
values per purchase. On the other hand, ports and airport related services appear with higher values.

Between the activities (not shown in the figure), we find that 45 percent of the value procured
under the procedure is accounted for by the two general categories of government activity (general
and other). The distribution of use is very similar to the overall described on the previous page.

Our regression models also find strong differences in regression coefficients for the set of activities.
The benchmark we have selected is health. For example, the probability of opting for the open
procedure is 12 percentage-points lower than the benchmark for exploration and extraction of gas and
oil, and 15 percentage-points lower for production, transport and distribution of gas and heat (activity
7). On the other hand, exploration and extraction of coal and other solid fuels (activity 13) is
associated with a 17 percentage-point higher probability of using the open procedure.

Restricted procedure is used for a smaller share overall and with little differences between sectors.
Regression results also show that the role of government activities in explaining use of the procedure
is modest. The largest positive effect is found for defence (3.5 percent) and the largest negative effect
is obtained for water (-3.7 percent). By value, we note that the shares of the procedure are much
larger for some sectors. They are particularly larger for the social sectors, including social protection,
housing and education. Less pronounced effect is found for the health sector.

Between the activities, we find the same three largest sectors as before accounting for most of the
notices. Housing and education account for 8 and 12 percent of use of the procedure respectively.
With respect to the accelerated restricted procedure, we find again some variation of use within main
activities, but the effects are not substantial. Defence and public safety has higher than average values
of the accelerated procedure.

Negotiated procedure is used significantly more within the natural monopolies and is the standard
procedure under the utilities directive. A very clear pattern emerges; most of their procurements are
by the negotiated procedure. This is the main procedure used by most of these types of activities
including transport, gas/heat, postal and electricity. The same picture is confirmed when looking at
values. In addition we note that economic and financial affairs have a higher than average share of the
procedure in value terms. We also find that railways, water and urban transport account for nearly 40
percent of the total procurement spending using the procedure.

The regression results generally find that the role of main activity is quite weak. Exceptions are
exploration and extraction of gas and oil (associated with a reduced probability of 2.2 percentage-
points), and airport-related activities (increasing the probability by almost 6 percentage-points)28. We
find that the accelerated negotiated procedure is more often applied in public order and safety (14
percentage-points) and in economic and financial affairs (11 percentage-points).

For the negotiated procedure without publication the utilities sectors also comprises most.
The procedure is used by all other types of government — but in smaller shares. The health sector
share of values procured using the procedure is 13 percent. For example, the role of the main activities
is somewhat more important here, with coefficients varying between -5.6 percentage-points for urban
railway, tramway, trolleybus or bus services, to +6.3 percentage-points for defence.

The final procedure we look at is the competitive dialogue. In terms of number of procedures, it is
hardly noticeable. In terms of values however, we find that it comprises a significant share of the
procurements within the safety sector. Shares in environment, education and defence are at about the
average level (4 percent). Who actually uses the procedure is hard to answer, as “general public
services” and “other” comprises 72 percent of overall use. Beyond this, health, safety, education and
housing are the largest users. The coefficients for the main activity are all very weak (though some of
them are significant).29

28 Regression (5) in annex III.
29 Regressions (9) and (10)
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Techniques

Now let us turn to the use of techniques by government activity. Framework agreements are used
extensively in the utility related sectors, for about one in five purchases. The values are also high in
the postal sector, where framework agreements account for nearly half the purchasing spent.
Economic, culture and environment makes little use of frameworks. Econometric regressions confirm
this. The main activity of the contracting authority influences the propensity to select framework
agreements. For example, framework agreements are less likely used in exploration and extraction of
coal and other solid fuels.

Finally, for joint purchasing, the key observation is a large divergence between numbers and
values. It is used most frequently for a larger share of purchases within the coal, postal and water
activities — with very high shares of values. Regression analysis finds significant coefficients mainly in
case of housing and community amenities (+1.3 percentage-points) and public order and safety (+2.3
percentage-points). Several utilities related activities do not appear in this figure. The data entry
forms in TED for purchases under the utilities directive do not register this category and as such, we
cannot determine the extent of the use of joint purchasing under the utilities directive.

For dynamic purchasing systems, postal and gas/heat stand out with higher shares of usage. The
water sector has an exceptional high share of the value.

For coal and solid fuels purchasing, the E-auctions stands out in contrast to use of dynamic
purchasing, where the activity is ranked at the bottom in terms of use and values. In fact, it appears
that the technique is used frequently for purchases where commodities are important.

We also find, as expected, that many sectors which procure more services, such as social protection,

housing and culture, seldom use the technique. There are restrictions on use of the technique for
services (and certain construction activities) where intellectual services play an important role.

Figure 1.53 Use of techniques within government activity as share of total purchases (percent)
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1.7 Award criteria

Procedures 70/30 split between EMAT and lowest price

Tenders can be selected by using the lowest price award criteria

criterion or a combination of qualitative and Figure 1.54 Procurement by award criteria
quantitative aspects (economically most

advantageous tender - EMAT). Value (billions €)

- 500 1000 1500
As much as 70 percent uses the combined Most . '
criterion. Measured in euros the share reaches economically Value
nearly 80 percent (Figure 1.54.). Price only adv?enntg%zreous Number

criteria are used for smaller contracts and as
such the distribution of contracts are more
compressed towards the low end. The
differences between the two in values are not big
at low end of the contract values range; there is
only about 15 percent higher median values for
the EMAT criterion while the mean value is
nearly 70 percent higher. Yet, there are exceptions, for example: the highest value purchase using
price only criterion was for more than 3 billion euro - a transport service procurement which received
only two bids and took nearly a year to complete.

Lowestprice

0 200000 400000
Number

Price Price only is mostly used with the
least complicated procedures — such as
negotiated without publication and the
accelerated procedures. More complex Figure 1.55 Use of award criterion by procedure
processes such as restricted and negotiated
uses price only much less. Competitive
dialogue hardly uses price at all. (Figure

Lowest price used with least complicated
procedures and for low values

NUMBER Lowestprice EMAT

Negotiated w.o publ. 6O 40
Acceleratedrestr. 37N 63

1.55). Open 31 69
Total 31 col

There is somewhat higher propensity to use Acceleratedneg. 30NN 70

price only with works and supplies, Negotiated 20M. 80

reaching about ercent — while the share Restricted 1 &2

gabout 35p Competitive dialogue 61 94

for services is about 25 percent. VALUE . .

Negotiatedw.opubl. 42lllllll 58

We also study the factors influencing the Acceleratedrestr. 3g= 70
choice between these two criteria with CT)gtea T ;_ ;ﬁ_

e.cor}ometrics and it confirms these Acceleratedneg.  20M 80

findings. Also the role of the selected Negotiated 14 86

procedure is quite important. The Restricted 14 86

economically most advantageous criterion Competitive dialogue 2| 98

is more often selected in case of the
competitive dialogue procedure.

Overall, 65 percent of procurements using price only are open procedure purchases (value based).
This is higher than the average share of all procurements during 2006-2010 which is about 50
percent. Share of restricted and negotiated are 15 and 9 percent respectively, which are smaller than
the average shares.
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Techniques

There is an interesting pattern that
emerges when looking at techniques.
Price only is used less with frameworks
and joint purchasing. The difference is
considerably, in particular with
frameworks where EMAT is used twice
as much.

On the other hand, price only is
predominantly used with dynamic
purchasing systems and electronic
auctions.

The results hold up in the econometric
analysis. The most economically
advantageous criterion is more often
selected in case of framework contracts
and joint purchasing, but substantially
less often chosen in combination with
dynamic purchasing and e- auctioning.

Price only used most frequent with electronic
purchasing systems

Figure 1.56 Use of award criteria by procurement technique as
share of total use of technique

Framework Jointpurchasing
100 % 100 %

50% -

05 | XA

50% -

o
|

Price EMAT Price EMAT
Dynamicpurchasing Electronic auction
100% 100%
50 % 50 %
0% 0%
Price EMAT Price EMAT
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| 1.8 Utilities and Classical directive

In the following sections we will analyze a few

> . . Classical directive regulates most market
selected regulatory provisions. First we review

i i .. activity
differences between the classical and the utilities
directive. Figure 1.57 Values and purchases by directive (2006-
2010)
Regulation of purchasing activities by the Values (billions €)
utilities has been a long-standing policy issue. 400 800 1200
They often control natural monopolies, such as . .
grids or water systems, and may operate on .
exclusive licenses issued by authorities. There is Utlites
a concern that the market forces may not work _ Value
well to discipline purchasing in such Classical - -
circumstances. '
0 200 400 600
Number of CANs ('000)

These entities are now regulated by a separate
procurement directive. There are similarities with the main directive, also called “classical”, but there
are also some differences. We will in the following compare the two directives. We do not differentiate
systematically elsewhere in this analysis and purchasing activities of utilities are subsumed under the
overall analysis.

There are a few differences in the two regulations which could materialize in the market behaviour
revealed in these statistics. Examples of such differences include:

e Negotiated procedure with a call for competition can be used for any contract; in contrast the
classical directive generally requires the use of the open or restricted procedure.

e The utilities rules can use periodic indicative notice (PIN) and qualification systems. The
classical directive requires contracts to be publicised through a contract notice.

e Utilities may use any objective rules and criteria for selecting suppliers to tender, rather than
being confined to a list of specific criteria (financial, technical, etc.).

e Utilities have more flexibility in setting time limits for award procedures.

The utilities directives encompass about 10 percent of total purchasing activity under the two
directives. It is more significant in terms of value, comprising about 17 percent.

The individual contract values are generally higher for

utility purchasing; 5,9 million euros in average value ~ Higher contract I{a.lues, but similar
compared to 2,8 million for the classical. Median degree of competition o
values are nearly three times higher, 1 million against ~ [1gure 1.58 Key performance characteristics by

356 thousand under the classical directive. directive
| uvlities |
The two are quite similar when it comes to other
performance characteristics. Indicators of process time Share(g ekl 17% 83%
.i.e. the time to offer and award actually indicate
higher values for utilities. As such it doesn’t seem like Rl C,‘l)lnérad 5,9 2.8
they take advantage of the flexibility to set different (mill €)
time limits y adjusting these downwards. Median contract ) 0,35
(mill€) ’

There is also more flexibility with how to shape the Offers (mean) 4,4 5,5
cpmpetition, but evidently they appear to receive Oz (inatinl) 3 4
similar number of offers though a little less than under

Time to offer 50 48

the classical directives. This could indicate that the
directives accomplish comparable results on this Time toaward 100 81
important issue. The standard deviation is much

higher in the utilities directive indicating a wider range of offers.
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Negotiated procedure is much preferred by IV egotiated procedure applied much more
the Utilities Directive. It's the de facto standard ~ freely by utilities

procedure and used more frequently than for the Figure 1.59 Purchases by procedure and directive (2006-
classical directive. As mentioned this can be 2010) Value based
applied without the constraints found in the

. . . . . . o Classical
classical directive. There is an increasing use of pen Utilities
competitive dialogue in the classical sector, our Restricted
interviews point to this as a substitute for
negotiated procedure certainly for high value Negotiated
contracts. Negotiated without

publication

The econometric results which adjust for a range
of indicators find that in procurements under
the classical directive, the open procedure is
much more often used than in tenders under the Utilities Directive. The difference is about 32%-point
and highly statistically significant. This also confirms our earlier findings.

0% 25% 50 %

We find that the negotiated procedure is 7%-point (statistically significant) more often used in
procurements that fall under the Utilities Directive.

The average contract value under the negotiated procedure is about twice that for the open procedure.
The number of offers received does not differ much.

We also note that negotiated purchases without publication are applied more frequently here.
Regulations are more flexible for utilities. The average contract values are particularly higher, nearly
four times higher than when the procedure is applied by other authorities. The procedure seems to be
applied for very different purchases by utility entities and government authorities.

Framework agreements are more popular with utilities by about 4 percentage points.

The extent of joint purchasing cannot be measured as it is not recorded for these entities.

E-auctions and dynamic purchasing systems show increased use under the Utilities Directive,
which is consistent with our findings when analysing government activities.
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PINs and Qualification systems

Utilities are allowed to use two methods of advertising their purchasing needs which are not available
to public authorities. The Classical Directive rules require contracts to be publicised through a
contract notice, but the utilities rules allow, in addition, the use of periodic indicative notice (PIN) and
qualification systems. The two mechanisms are:

e PINs: An advertisement through a periodic indicative notice is an optional notice that gives
advance notice of general requirements for the year, and can be used to advertise specific
contracts.

e Qualification system (QS): An advertisement by a qualification system—that is, a list where
firms interested in particular types of contracts can register. Individual contracts can be
awarded by inviting firms on the list. Without further advertisement provided it is conducted
under certain rules (e.g., it is regularly advertised and access is permitted at any time).

Qualification systems are
used mostly as call for
competition

Figure 1.60 Share of PINS and
Qualification systems

There is policy interest in how these systems work and as such
we dive into this in some detail. Comparable systems are also
commonly found in the private sector.

The two systems account for approximately 30 percent of
procurements from utilities in the period. The others are
conducted through more traditional procedures. This estimate is
an approximation as we are comparing datasets which do not
directly match and as such there may be some issues with
regards to how this ratio is to be interpreted. The comparison is 0s

PINS 65%

0,
based upon records of information notices issued — compared to 3%
contract award notices recorded. All the notices may not actually ' ' !
lead to an award, and there are lag times (for example 2010 PINs 0 5000 10000
are generally not yet recorded as contract award notices). There Number
may also be issues with compliance of reporting that are Figure 1.61 PINS used as call for
unknown. Yet still, the share of PINs and qualification systems competition
notices is about 30 percent of the procurements recorded as Prior Information Notice
award notices in the period.
No call 82p6
Between the two, we find that prior information notices are used
much more than qualification systems. About two-thirds are Call for
PINs and a third is Qualification systems. (Figure 1.60) competition 18%
Both PINs and qualification systems can be used directly as 0 5000 10000
calls for competition. This differs from the more informative Number
nature of PINs and qualification systems in general. Figure 1.62 Qualification systems used
as call for competition
We find that PINs are more rarely used for direct calls for Qualification system
competition than qualification systems. Only about 18 percent of
PINs are direct calls for competition. The ratio is higher for No call - 33%
qualification systems — reaching 67 percent.
Nest we turn to how the systems are used by country. Call for - 67%
competition

0 2000 4000
Number
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Spain, France and Germany have 60 ...and Italy tops the list in using

percent of all PINs... qualification systems as call for
competition
Figure 1.63 Use of PINs and QS by country Figure 1.64 Use of PINs and QS as call for competition
by country
Spain France
France Germany
Germar?y United..
Romania
Italy Slovak ..
Belgium Luxemburg
Slovak .. Hungary
United.. Belgium
Polar7d Sweden
Bulgaria
Sweden Netherlands
Austria Austria
Hungary Italy
Luxemburg Czech Republic
Greece
] Denmark
Slovenia )
Portugal Slovenia
Netherlands Portugal
Czech Republic Norway
Ireland Poland
Denmark .
Spain
Norway
|celand Ireland
Finland Greece
Lithuania Iceland
Latvia Finland
Estonia Bulgaria
Malta
Liechtenstein Cyprus
Cyprus Romania
500 1000 1500 2000 0 200 400 600 800
HEPpINS EQS H Direct Call/PINS ® Direct Call/QS

Spain, France and Germany are large users of PINs. This is no surprise as the countries rank on the

overall list of procurements by country. (Dark bar in Figure 1.63). What’s more curious is that there
seems to be a different pattern of use for qualification systems. Italy, Denmark and Austria tops this
list. There is little relationship between the use of PINs and qualification systems.

The list gets shorter when reviewing by who uses the systems as call for competition. The pattern stays
the same for some countries, but note for example Spain which tops the lists for PINs overall, but
drops off entirely (0 value) for use of these as calls for competition. The UK moves higher on the list as
a larger share of its PINs and qualification systems are used as calls for competition. Italy, Denmark
and Germany tops the list of users of qualification systems as calls for competition.

The systems are predominantly used for purchasing construction (about 30 percent of total for
PINs/15 percent for qualification systems). Following this are various mechanical and electrical
equipments, machinery and construction materials. These categories together encompass about 70
percent of the total. Beyond construction there are few other noticeable differences between calls for
competition with regular PINs and qualification systems.

When comparing to the purchasing behaviour of utilities in general, we find that the share of
construction is about twice as high when using PINs but at the same level as for qualification systems
(15 percent. Also, machinery purchasing is more significant when using PINs or qualification systems.
Beyond this, there are few significant differences. (Numbers are small for several types and we don’t
analyze these as the observations are too small even though there are differences).
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| Finally, we have matched the PINs and qualification notices with the contract awards in the larger
dataset.30 This allows us to analyze the values involved for those contracts that have been awarded.
Only about 20 percent of the sample actually matched. As such, we do not feel comfortable to present
total values involved. Some interesting differences appear however when calculating the values

involved. (about 3800 contracts in sample).

Average values of the contracts are higher than for
utilities in general (mean). There is one caveat and it is
that qualifications systems have a smaller median contract
value than PINs and utilities — indicating that
qualification systems are mostly used for lower value
purchases. There could be some high value contracts
which raise the mean value.

When reviewing the breakdown by whether or not a call
for competition was issued directly, we find that the
values are lower with direct calls. Direct calls for
competition is being used for smaller size purchases.
There is one caveat also here, the median value of PINs
with calls for competition is actually higher than the “no
call category”. This could indicate that PINs have generally
a higher contract value including when being used directly
as call for competition. Actually the median values for
PINs with calls for competition is nearly 2 million euro
and higher than for qualification systems even though it is
the opposite way around for the mean values.

The differences could make sense if qualification systems
are being used for both a large volume of small price
purchases, and a smaller number of very large contracts
compared to how PINs are being used. The issue could be
owing to an artefact of the data as this particular question
is being analyzed with a much smaller sample (3800) and
we do not know if there are biases.

“Calls for competition” have lower
contract values

Figure 1.65 Average values of PINS and
Qualification systems
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All utilities
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Figure 1.66 PINS average values
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Figure 1.67 Qualification systems average
values
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Number of bids (and assumed competition) shows a mixed picture. The mean number of offers for
utilities in general is 4,6. For PINs, with and without call for competition the numbers are (3.8 vs 4.8).
The meaning is that when calls for competition are issued directly this involves fewer bids and less
competition (based upon matched sample as described above).

Qualification systems are the other way around. Use of direct calls for competition is correlated with a
higher number of bids than without direct calls for competition. (5.3 vs 3.6)

We will now leave the utilities sector specific analysis and move into a deeper analysis of the services

categories.

30 The notices changes ID numbers in the datasets as they move through the notification process. However
records of the old numbers are kept for at least a share of these and it is possible to get a match.
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1.9 Services A and B

For services there is a differentiation between two categories. The common terminology is to refer to
these as ITA and IIB services which refers to the annex numbers of the directive 18 (classical) where
the categories are defined. The scheme is similar for both the classical and the utilities directives.

What’s interesting is that the regulatory provisions are significantly different: ITA services are subject
to the full scope of the directives; and IIB services are only subject to select provisions including a
publication of the contract notice post-award. The original idea was that IIB services were not of
interest for cross-border trade — hence they were exempted. It is not necessarily a free-for-all scheme
as the principles of the Treaty also applies, in particular the requirements of transparency and non-
discrimination. That’s the key regulatory context. The policy interest is with regards to IIB services.
How much are they, what are they — and should the scheme be adjusted or discontinued, are
questions of interest.

Next, we turn to the implementation scheme, as this impacts the analysis. There exists a complex
scheme to define the services. The directives refer to 27 categories and divide them into “A” and “B”.
There are further references to specific CPV codes (and CPC codes) detailing what these services are.
16 of the categories are defined as IIA services for which the directives apply in full. IIB defines 11
additional categories of which the last one, called category 27, is simply called “other”. The implication
here is that if the service does not match categories listed under IIA, they are by default considered
IIB services and exempted from the full scope of the directives.

The administrative side of this is also important. The recording of the categories in the TED database
is done manually. Purchasers use a variety of languages, numbers and words and this results in data
which are less clean and of much poorer quality for analysis than the remainder of the data which our
study is based upon. We have cleaned this to the best of our abilities. Only about 1600 purchases
remain unidentified. The law of big numbers hopefully also applies here and more than 230.000
entries should be sufficient to compensate for random errors. If there is bias in the data, it is possibly
with regards to what is not recorded; i.e with the laxer requirements for IIB services there is a risk
that they are not recorded at all in the EU databases. We have no information about this possibility.

To qualify the analysis, we have also applied a matching algorithm identifying the about 1200 ITA
services CPV codes, and the 800 IIB codes, and matched them against the full dataset of 540.000
records. The result is a record where we can analyze consistency — and which also gives us the ability
to describe what services that actually appears in the “other” category. The core analysis below is
based upon the entries of the 27 categories by purchasers.

First, the big picture comparison in Figure 1.68 below reveals the share of the services categories
within the total. We find that the ITA services comprise about 30 percent of total notices, while IIB
services comprise 13 percent. Both are smaller in value terms, reflecting lower contract values than in
works. The relative difference between them is about 70/30 and this is the same whether measured in
number of use or in values.

IIB services is about 10 percent of total values
Figure 1.68 Share of total procurement under the directives by services category

Number Value (billions)

I ol contracts
30% [ N llAservices B 2z
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| Some increase over time in use of IIB services Slight increase in IIB services over time
can be observed (Figure 1.69). A particular jump
can be seen between 2008 and 2009. In this
period there was also an update of the CPV
classification scheme. While in principle this EIIA H|IB
event should not have effect as it was designed to

Figure 1.69 Share of service categories over time
(frequency based)

be consistent with the previous scheme, we do 2010
not know how it was implemented in practice. 2009
2008
The same change is not seen when measuring 2007
values (not shown). The shares fluctuate up and 2006
down near the 70/30 split every other year and
there is no trend. 0% 50% 100%

Now we turn to compare the two categories by procedures and techniques. We should keep in
mind that the sum of the two categories is the services sector, which has been discussed above
alongside works and supplies in section 1.3.

Open procedure is preferred by the IIB services  IIB services uses more of the open
comprising half of the values compared to about procedure
40 percent for the ITA services. This is based

. Fi 1.70 Sh f i t ies b d
upon values. Measured by numbers there is not 1gure 1.70 SHArE O SErvice categories by procecure

. value based
much difference for the open procedure. ( )
We note that the IIB services use less of the Open
more advanced procedures, restricted, .
Restricted

negotiated and in particular competitive

dialogue. The latter is used quite frequently Negotiated
within IIA services for IT systems, engineering
and management consulting. It constitutes
nearly 11 percent of all spending for the ITA Accelerated Restricted
services compared to 1 percent for IIB services. Accelerated Negotiated

Neg.w.o publication

The share based upon frequency of use show a Competetive Dialogue

similar relationship except for about equal
shares of open procedure and competitive
dialogue, which turned out to be quite different
in terms of value.

0% 25% 50%
Share of total use (in€)

The use of techniques turns out to be more similar. Both IIA and IIB use frameworks for about 16
percent of procurement spending. Some differences are seen in terms of frequency, where IIB services
apply framework in 14 percent of the instances compared to 11 percent for IIA services.

Joint purchasing shows identical shares in numbers, but nearly twice as much use within the ITA
services as share of their respective procurement spending (16 percent vs. 9 percent). We find little or
no difference in use of dynamic purchasing systems or e-auctions.

Remarkable similarities show up when comparing across a range of other indicators.

e Similar average values per contract (2,51/2,49 million)

e Similar number of offers received in each competition (6,3/6,1 offers)s:

e Similar average time from publication to proposal deadline (49,1/48,9 days)
e Similar time from deadline to award decision (83,5/80,5 days)

31 W.o adjusting for 9gth percentile cutoff of bids
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| There are slightly closer results when comparing is based upon the detailed CPV codes which we have
matched.
Details of key parameters for the IIB services are found in the table below.

There are also very similar results when running the accumulation model of contracts and values
similar to what was shown in the chapter on Contract Values. This shows that the relative number of
contracts at each price level is in fact near identical even though in principle the purchases are for
different service categories.

The similarities are perhaps unexpected.

The implications could depend upon what the differentiation in categories really entails, and the
interpretation of the underlying data quality.

If one assumes that IIB services are procured without much regulation, i.e publication, deadlines and
other process requirements, the findings on the similar degree of competition, and time spent on the
awards are quite surprising.

The observation could also be impacted by: (i) national regulations which apply also for IIB services
(i.e publication requirements) and they may produce similar results in terms of the indicators
analyzed here. Also, (ii) there may be a reporting bias as the cases of IIB services recorded in the TED
database may have actually voluntarily followed EU directives.

Competition for legal, personnel and security services are
comparable to the total

Figure 1.71 Key parameters for category IIb services3?

Hotel & Resturant (17)
Rail (18) 2,6 22,7 183
Water (19) 2,8 8,5 157
Transport (20) 3,3 3,1 123
Legal (21) 5,2 1,2 153
Personnel (22) 5,9 6,4 142
Security (23) 6,1 1,4 131
Education (24) 3,3 1,6 144
Health/Social (25) 4,1 2,3 134
Recreation (26) 3,3 0,9 140
Other(27) 4,4 2,3 126

Now we turn to what the IIB services comprise of.

32 Mean values. Bids calculated at 99th percentile of CANs
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| The largest category is the generic “other” followed
by health services. A range of categories follows in of the purchases
the 6-7 percentage area. Legal services and culture  gigyre 1.7 Share of ITB service by category (value
are the smallest measured in value. The shares are  135ed, billions)
about similar when looking at number of

Health and “other” comprise two-thirds

purchases, although rail transport does not appear Total 11B services ?
. . . . Other 44%
as high on .the list. Education is smaller when Health | 20%
measured in value terms. Hotel and resturants | M 7%
Rail transport | r %
. . . . . Education | M (6%

It It appears that there is a risk of misclassifications personell | M 6%
with the scheme. Indeed, we find that Security | Il 3%

. . Transport | 3%
categorization done ]oy the purchasgrs does not Watertransport |1 1%
fully match the detailed CPV codes in the annexes culture |l 1%
of the directives. About seven percent of the Legalservices | 1%
purchases reported as IIA services have CPV codes - 30 60 90 120

which match the IIB definition. Another seven
percent does not actually match a services CPV code at all.

The other way around is perhaps of more concern for policy. Possible misclassifications
Five percent is reported as being IIB services, while they Figure 1.73 Share of service by
actually have CPV codes which match the IIA category. This classification (share of total services,
could entail that the purchase has not been subject to the frequency based)

directives as it possibly should have been. However, as we have Actual CPV match
seen above, the effects of not following the ITA standard may 1A 1B

not have much economic significance. Five percent of total
services implies that as much as 15 percent of the IIB services
could be misclassified.

A

There are about 3 percent which do not match a services CPV
code.

1]=]

The category “other” (27) appears as particularly prone to
misclassification. As we recall, this is a residual category by
which exempts the purchase from the full scope of the
directives.

Reported by purchasers

We find that as much as 14 percent of the category 27 purchases Much misclassification within
have a CPV code which is not actually a services code at all. This the “27 other” category

adds up to about 7 billion euro over the five year period. The Figure 1.74 Share of “27” by
largest of these turn out to be construction (4 percent) and classification (share of category 27 IIB,
software packages (3 percent). Together these comprise about  value based)
half the amount. Actual CPV match
A 1B

The other group of mismatch is purchases that have CPV codes
which positively match the ITA category. Yet they are classified
by purchasers as IIB and placed in category 27. The largest of
these are engineering (4 percent), sewage refuse (4 percent),
maintenance, transport and IT (all at 3 percent each).

NO

Service CPV

Most purchases are apparently correctly classified as IIB (63
percent). The largest of these are travel (9 percent), agriculture,
utility services, oil and gas and sewage (all at 8 percent each).
Some of these actually have IIB CPV codes that belong to a
different category than 27. Purchasers have apparently been unable to find a match or search among
the large number of codes. There are no significant regulatory implications here, but it may indicate
that this is a complicated regulatory system to implement.

Yes
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1.10Threshold levels

Now we turn to the patterns that emerge around contract threshold levels. Threshold levels determine
whether a contract falls under the scope of the directives. The type of contract is a key factor in
determining this, but there are also other factors involved, including type of government level and
specific types of purchases. There is a distinction between works and supplies/services which cuts
across the other parameters. Basically, there is a similar threshold for works across all parameters,
while the thresholds for services and supplies are determined by several other factors with varying
degree of regulatory specificity.

We will now look at what patterns emerge around these important levels. Three key categories of
threshold levels are analyzed which together account for 78 percent of the total values procured
during 2006-2010. There are regulatory nuances which are not accounted for in our model, but the
economic significance of this simplification is believed to be minimal.33

A model has been built that allows quite exact modelling of changing threshold levels. The model is
designed in three varieties, with 70000-145000 observations as the basis for the three categories of
thresholds. It builds upon the cumulative growth model designed to analyze contract value
distribution discussed in the chapter on contract value. The three threshold levels to be analyzed are:

- Central government, 125.000 euro34

- Sub-central government, 193.000 euross

- Works, 4,85 million euro3é

These are mutually exclusive definitions, and as such no contracts are appear in more than one of the
model calculations shown below.

The first level to analyze is the 125.000 euro threshold which applies to central governments. This
threshold category accounts for about 17 percent of total procurement values.

18 percent of supplies and services contracts

Figure 1.75 shows how contracts are stacked  .oncluded by central government are below
up at various levels of contract values. The 125.000 euro threshold

grey lines show how the total number of
contracts accumulates as a share of the total
number of contracts. Similarly, the lower
grey line shows how the values involved

Figure 1.75 Contracts around central government threshold

accumulate as share of total value. . 250 80%
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There is a bulge just across the threshold £ Cumulative

level, meaning that there is a concentration § 150 50 %

of contracts just above this level. ;

Subsequently, there is a sharp decline in £ 100

numbers as contract value increases. = mi| ‘

Actually, as much as 18 percent of contracts 50 - wl 20 %

are below the threshold level. This begs the €

question why they appear in the dataset. It 0 - I Cumulative

could be that purchasers have followed EU 0 100 200 300 400 500

directives voluntarily or because they Value of contract (‘000)

30 percent of supplies a