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Motivation

• Small and medium enterprises (SMEs) account for more than half of 
total employment globally.

• SMEs play a vital role in improving and sustaining social cohesion and 
integration (OECD, 2018)

• SMEs represent about 96 per cent of all registered companies in the 
MENA region (Ghassibe et al. 2019). 



Motivation

• Constraints faced by SMEs diminish their ability to grow. 
• Access to finance 
• difficulties in complying with regulatory regimes 

• Many countries conduct government policies to support SMEs.
• Public procurement is one instrument governments can use to this 

end.
• In the Arab world, the total public procurement market is large –

estimated to be in the range of 15-20% of GDP (Djankov et al., 2016).
• Public procurement is therefore a potentially important mechanism 

to increase the demand for the output of SMEs.



Research Question

• In this paper, we use detailed panel data to examine the impact of 
public procurement regulation on SME participation in public 
contracts in 32 European countries.

• We investigate whether public procurement policies affect 
• participation in procurement processes by SMEs.
• the probability of success in winning contracts



Main Results

• The quality of public procurement regulation has a statistically 
significant positive effect on SME participation in PP tenders. 

• The quality of public procurement regulation improves the probability 
that an SME wins a public procurement contract. 

• SMEs are more likely to submit bids when
• government entities employ open procedures (first price auctions)
• when contracts are of small size.



Conceptual Arguments

• Evenett and Hoekman (2005) argue that there are two important 
dimensions of procurement regulation. 

• leveling the playing field by removing explicit discrimination against foreign 
firms.

• transparency and related mechanisms that reduce discretion and the 
potential for corruption and collusion in the allocation of contracts.

• Greater transparency and due process may be a positive or a negative 
for small firms. 

• There is a presumption that small firms will be less able to provide bribes or 
side-payments than larger firms. 

• less discretionary procurement practices may encourage greater participation 
by firms that otherwise would refrain from bidding for contracts



Prevailing public procurement policy regimes

• Djankov et al. (2017) characterize the quality of PP regulation for 142 
countries in 2016. 

i. bid preparation 
ii. the content and management of the procedures used to award contracts
iii. payment of suppliers. 

• The arithmetic mean of these scores is used to calculate an Overall 
Public Procurement Score. 

• The source of the data used to construct these scores are surveys of 
more than 1,900 PP experts. 



Prevailing public procurement policy regimes

• DigiWhist initiative: EuroPAM indicators score the quality of PP 
processes and regulation in the European countries considered.

• DigiWhist public procurement quality scores are available from 2012 
to 2017.  











MENA Region

• The MENA region has significantly lower public procurement quality 
scores than European countries. 

• Public procurement regulation quality scores for  MENA countries are 
significantly lower, both in terms of the mean and overall distribution 
of scores. 







Data

• We use the World Bank and Digiwhist information on the quality of 
PP regulation and PP contract award data for 32 European countries. 

• Contract award data are sourced from the TED database.
• The TED contains information on all tender opportunities as well as 

information on contract awards made by procuring entities in the 
European Economic Area (EU28, Iceland, Lichtenstein and Norway), 
Switzerland, and the Former Yugoslav Republic of Macedonia. 

• Public authorities are obliged to publish their tender invitations on 
TED for all contracts exceeding EU public procurement thresholds. 



Data

• For each contract, the TED database includes
• fields for the estimated contract value (determined by the procuring entity
• the actual contract (award) price
• the sectoral Common Procurement Vocabulary (CPV) code that applies to the 

subject of procurement
• the procurement method used, type(s) of contracting authority
• the names and locations of both the procuring agencies and the winning 

firms.



Data

• TED includes information on SME participation for 2016 and 2017. A 
total of 1,018,794 tenders were awarded in these two years.

• For 205,578 of these tenders, or 20 percent of the total, information 
is reported on the number of SMEs that participated in the tender 
process. 

• 67 percent of tenders are won by an SME. The majority (185,682) of 
these contracts were awarded using open procedures (first price 
auctions).

• Almost 80 percent (163,265) of the contracts in our sub-sample 
involved division of a part of the project into smaller lots.



Empirical Analysis

• Our empirical analysis addresses three questions:
1. the effect of PP regulation on SME participation in tenders
2. whether higher quality PP processes affects the probability of 

winning a contract
3. whether dividing larger projects (contracts) into smaller lots has an 

effect on SME participation and on the probability of success. 



SME Participation

• We estimate the following regression equation:



SME participation

• 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑐𝑐 is the ratio of bids by SMEs to the total number of bids submitted 
for each contract.

• 𝑃𝑃𝑃𝑃𝑃𝑃𝑐𝑐𝑖𝑖 is the public procurement quality score i, where i identifies whether 
the World Bank Overall Benchmarking Public Procurement score or the 
DigiWhist EuroPAM country scores are used.

• PMc is a dummy variable for the use of open procurement methods
• 𝑃𝑃𝑃𝑃𝑐𝑐𝑧𝑧 is a dummy variable denoting the type of public procurement 

authority that issued the call for tenders.
• 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑐𝑐𝑠𝑠 denotes 44 sector fixed effects
• Dummy variables for whether estimated costs exceed the legal thresholds 

above which EU procurement law applies 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐, and whether the 
contract is divided into smaller lots,𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑐𝑐. 





Probability that an SME Wins a Contract

• We estimate the following regression equations:





Multiple Lot Procurement and Lot Size: 
Threshold Regression Analysis
• We implement the following threshold regression specification: 

• where 1𝑗𝑗 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑗𝑗 , 𝛾𝛾 takes the value 1 if the expression that 𝛾𝛾𝑗𝑗 ≤
𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑗𝑗 ≤ 𝛾𝛾𝑗𝑗+1 is true. Therefore, the coefficient of the dividedlots
variable, 𝛽𝛽𝑑𝑑𝑑𝑑, can differ across values of the threshold variable, lot 
size. 





Multiple Lot Procurement and Lot Size: 
Threshold Regression Analysis
• The threshold regression identifies the critical lot size threshold for 

small contracts as €23,469.
• When lot size is smaller than this, the coefficient estimate on the 

dividedlots variable is positive and statistically significant.
• Dividing procurements into smaller lots increases the probability that 

an SME wins the contract. 
• For lots with larger contract values, SMEs are less competitive and 

less likely to win public procurement contests even if contracts are 
subdivided. 



Potential Policy Implications for 
MENA and Other Developing 

Countries











Conclusion

• We find that good procurement practice is good for SMEs: 
• countries with higher PP regulation quality scores are associated with a larger 

ratio of SME participation
• higher probability that SMEs win contracts.

• However, controlling for PP regulation quality, the use of open 
competitive tendering methods tends to benefit large firms more 
than SMEs, with larger contracts more likely to be awarded to large 
firms. 



Conclusion

• The EU, Japan, South Korea and several other countries have implemented 
a policy that encourages subdivision of contracts into smaller lots as a way 
of encouraging greater participation by SMEs.

• This paper offers the first evidence on the effects of such a policy. We find 
that it bolsters participation by SMEs but does not increase the probability 
of SMEs winning contracts.

• Threshold regression analysis suggests this result is a function of the 
absolute value of lot sizes. If lots are small enough – below €25,000 – the 
likelihood that SMEs win procurement contracts improves significantly.

• Our counterfactual simulations suggest that insofar as governments are 
interested in enhancing participation by SMEs in public procurement 
auctions the focus should be on improving the quality of PP regulation. 
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