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Abstract: Public procurement today represents approximately 15% of governmental expenditure in developed 

countries and an area with high potential for continual improvement, especially for countries with transitional 

economies. This article investigates competitiveness and the selection method, which are two factors of many 

identified, such as from studies of Transparency International or the Charles University, that relate to the limited 

results of procurement procedures under Czech Republic conditions. Our study identified important weaknesses 

in the Czech public procurement process for future reforms to consider.  
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Introduction 

Since 2008, most European Union (EU) countries have endeavored to reduce public expenditure to 

stabilize their fiscal imbalances. We consider that there is limited capacity for decreasing expenditure 

and governments should instead focus on increasing efficiencies and effectiveness of public 

procurement. Until now, most public procurement studies have focused on the use of electronic auctions, 

transparency, or corruption in public procurement, with few analyses of competitiveness and selection 

methods. In our study, we analyze these latter factors and investigate whether increases in efficiency 

decreases public spending by a significant portion.  

Factors influencing performance of public procurement system  

Most governments of the world continue to deal with important fiscal imbalances because of the 

economic and financial crisis of 2008. Macro-responses have included increasing the International 

Monetary Fund (IMF) resources and coordinating a monetary policy between central banks and to some 

extent, a fiscal policy between national governments. Central banks, including the European Central 

Bank, have engaged in continual interest rate cuts to historically low levels, coupled with a measure 

called “quantitative easing”, which essentially increases money supply through the central bank buying 

up assets with money it creates. Such assets include government and corporate bonds, with the 

institutions selling these (often banks) receiving "new" money in their accounts, which subsequently 

increases money supply.  

However, this deficit spending and process of quantitative easing cannot carry on indefinitely and the 

necessary repayments will mean constrained spending and increased taxes in the following years. This 

will affect all areas of government spending in every country, and more so in some than others. 

Currently, this is a mostly hidden problem, as the emphasis has been on avoiding a prolonged economic 

recession, but several authors, including Dvořák, (2010), have warned of the likelihood of an increasing 

effect.  

Almost all governments involved have and continue to respond by increasing taxes and decreasing 

expenditure. However, we propose that the focus should involve expenditure, not by lump sum (cross-

sectional) expenditure cuts, but through improving efficiencies. 
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Public procurement, especially in transitional and post-transitional economies, is generally the major 

area for improving efficiencies. Many experts (e.g. Pavel, 2013) believe that such improvements will 

achieve 10–20% savings in public procurement under our current conditions. Potentially, this releases 

an amount equal to about 3% of Gross Domestic Product (GDP) for productive use!  

The literature also describes and analyses possible reasons for large inefficiencies in the public 

procurement processes of the Czech Republic (Pavel, 2013). The common issue in literature is 

corruption. According to existing data, the general level of corruption in transitional and post-

transitional economies is high and unavoidably influences public procurement (Transparency 

International, 2014). The response of increased transparency does little to help, with it attracting only 

more sophisticated ways of channeling public resources through procurement. 

Literature not only well describes “active corruption” (Rose-Ackerman, 1999), but more and more 

authors are analyzing “passive corruption”. Though this latter concept is relatively new, it has already 

been investigated under Czech Republic conditions (Pavel, 2013). According to Pavel (2013), passive 

corruption means wasting public money for no perceived interest, without necessarily being direct 

corruption . In a later analysis, we deal with two forms of its many dimensions. First is the issue of the 

“bureaucratic safety” (Nemec, Mikušová Meričková, & Grega, 2014) and its impact on award criteria. 

The second is the existence of legislative gaps with a definite negative outcome on  the process.  

Much literature focuses on competitiveness. Authors like Brannman, Klein, & Weiss (1987), Gupta 

(2002), Pavel (2009), Šípoš & Klátik (2013) identified competitiveness as a major influence of public 

procurement. It is difficult to achieve efficiency or quality outcomes, or both, if too few potential 

suppliers compete for a government contract. For example, Gupta (2002) reported an additional saving 

of 12–14% on average with an increase of candidate numbers from two to eight, and after adjusting for 

extreme values, of 9–10% on average with an increase of candidate numbers from two to six. 

Price as the main selection criterion  

We will assume that excessive bureaucracy in procurement, and a “safety” principle, encourages non-

corrupted public officials to use an economics-based selection criterion of the lowest price rather than 

an efficiency-based one of the best bid. According to the existing literature, as summarized by Pavel 

(2013), economics should only apply where the procurer can clearly specify the ordered goods, services, 

or works. There are no general standards, but this equates to the lowest price being a main selection 

criterion for goods, but less important for services and works.  

Figures 1 – 3 display our data, which is compiled from the international statistics of selected countries, 

including the most important central and eastern european countries (CEEC), UK (as example of Anglo-

Saxon “managerialism”), France (as example of different public administration system), and Austria 

and Germany (as neighbors with Weberian tradition). These are EU Public Procurement statistics 

(Tenders Electronic Daily, 2014), which clearly show the lowest price criterion as the main principle 

for selecting suppliers under CEEC conditions. This criterion selection may operate successfully for 

standardized goods, but not uniformly for services and works. The figures not only show a high 

percentage of lowest price awards, but also negative trends in the case of the Czech Republic. We argue 

that bureaucratic decisions of the regulatory body “Úřad pro ochranu hospodářské soutěže” (UHOS) in 

recent years have caused procurers to opt for safe, but frequently ineffective, decisions. While we had 

no data for Commonwealth of Independent States (CIS) countries, another study revealed Georgia uses 

the lowest price as the only available selection criterion for procurement and that a similar situation 

exists for Russia (Ivanov, 2014). 



CBU INTERNATIONAL CONFERENCE ON INNOVATION, TECHNOLOGY TRANSFER AND EDUCATION 

MARCH 25-27, 2015, PRAGUE, CZECH REPUBLIC  WWW.CBUNI.CZ, OJS.JOURNALS.CZ 

244 

 

Figure 1: Usage of the lowest price in public procurement of goods 

 

Source: Based on data from Tenders Electronic Daily (2014) 

 

Figure 2: Usage of the lowest price in public procurement of services 

 

Source: Based on data from Tenders Electronic Daily (2014) 
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Figure 3: Usage of the lowest price in public procurement of works 

 

Source: Based on data from Tenders Electronic Daily ( 2014) 

Competitiveness 

Czech literature includes an investigation of competitiveness issue. Pavel (2010) analyzed the influence 

of competitiveness for pricing of road construction and railway infrastructure in the Czech Republic 

from 2004 to 2009. In his work, Pavel related the estimated contract value to the winning price, and 

found that on average every other candidate decreased the final price by 3.275% ceteris paribus. An 

important finding was the increasing number of offers with decreasing winning price, though the 

proportion of contracts won by the five largest construction companies did not decrease. The author 

reports that a stronger competitive environment forced the five strongest companies on the market to 

lower their prices to maintain their market share and win contracts. In this present paper, we present data 

from that published annually by the Czech Ministry of Regional Development (Figure 4). 

Figure 4: Competitiveness in Czech public procurement from 2008 until 2013 

 

Source: Public procurement annual report for 2013, Ministerstvo pro místní rozvoj ČR (2014) 
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Compared to international practice (Figure 5), such level of competitiveness is rather limited (especially 

for goods) and limits opportunity for better economics and efficiencies.  

Figure 5: Competitiveness in EU over the threshold public procurement 

 

Source: Strand & Ramada (2011) 

Note: The graphs illustrates average number of bids for each EU country. 

Conclusion 

Our paper argues that the best method of balancing public revenue and expenditure today is to improve 

efficiency. It provides an important example of an area with potential for large improvement – public 

procurement. According to our estimates, an amount equal to up to 5% (or more, with greater pessimism) 

of GDP is wasted because of allocative and technical inefficiencies in our public sector, and possibly 

3% through ineffective public procurement. 

From the many factors determining the success of public procurement, we investigated improper use of 

price as a selection criterion and competitiveness as a negative effect on the procurement process, and 

resulting in passive corruption. The data and examples provided clearly show that there is a high capacity 

for improvement needing additional professional and political attention.  
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