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Problem

Public sector procurement is huge (15-20% of EU GDP) but
fraught with misallocation. EU: buyers award > 95% of
contracts within their country.

Market fragmentation, preference for domestic firms (“home
bias”), despite regulation to limit buyer discretion.

Covid-19 provides a dual shock to the procurement
environment: deregulation of buyer discretion plus
emergency.

Research Q: What is the effect of the pandemic on
cross-border procurement? Does more discretion lead to
more home bias? Does home bias subside in an emergency?
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Summary

We create a data set on procurement of contract awards for
medicals supplies in 27 European countries published in 2018 -
2020.

Outcome of interest: contract award to domestic or foreign
firm. We study two channels: local infection rates and a
regulation change that increased buyer discretion.

Result 1: Large, but temporary surge in cross-border awards
in spring 2020.
Result 2: Evidence for an “emergency effect” and buyer
discretion both pushing towards more cross-border
procurement.
Result 3: Role of direct awards suggests that promoting
competition is of low importance to spur cross-border
procurement.
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Literature

Theoretical literature: collusion between bureaucrats and
firms, effect on procurement rules (McAfee and McMillan,
1989; Laffont and Tirole, 1991; Branco, 1994; Burguet and
Che, 2004), few testable implications, “home-bias screen”.

Empirical research: correlational analyses of cross-border
procurement (Kutlina-Dimitrova and Lakatos, 2016; Carboni
et al., 2018). Buyer discretion (Coviello et al., 2017;
Baltrunaite et al., 2021).

This paper: Provides model with testable predictions.
Introduces new data set. Identifies effects of buyer discretion
and crisis urgency on cross-border procurement.
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Data set

Tenders above some threshold (plus many smaller contracts)
are published in the Official Journal of the European Union
(TED website).

Filter for Covid-19-related tenders (pre-selected product
groups include protective clothing, medical supplies, goods
and services), include publications as early as 2018.

9.322 contract award notices for Covid-19 related medical
supplies (31.097 for other medical supplies). Most contracts
are split in lots. Cross-section of contract awards, plus local
Covid-19 infection rates from ECDC.
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Data set: hypothetical example

buyer location:b product ... seller location:s

Hospital A DE212 Lab coats ... F1 GmbH DE212
Hospital A DE212 Lab coats ... F2 S.A. FR623

value # bidders # other-EU # extra-EU domestic award

40,000 4 1 0 1
85,000 6 2 1 0
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Descriptive stats

Three things you need to know: 1) Domestic procurement (by
value) plummets April - June 2020.
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Descriptive stats

2) The plummet is temporary and coincides with the first wave of
infections, but not the second wave!

Figure: Infection rates weighted by observed value procured
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Descriptive stats

3) Plummet largely through direct awards, not competitive tenders.
Home bias not due to mutual ignorance of buyers and sellers!

Figure: Share of competitive tenders (moving average)

8 / 17



Introduction Literature Data Empirical strategy Bonus slides

Empirical strategy

Want to identify the effects of emergency and increased buyer
discretion on misallocation. Leverage variation in infection rate
and regulation in two separate difference-in-difference regressions.
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Emergency effect

Analysis 1: difference-in-difference; treatment intensity =
infection rate, frequency: weekly, group: geographic region
(NUTS2 or NUTS3).

Regions experience first exposure in one of 5 possible weeks
between late January and early March
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Regression results emergency effect

All obs. No UK

Dep. var.: Contract awarded to domestic company

14-day average infection rate per 100 -1.376*** -0.463***

(0.318) (0.127)

standard error of infection rate 0.14 0.20
1-std.dev. increase -0.193 -0.093

controls yes yes
dummies yes yes

adj. R-squared 0.41 0.31
N 67,638 67,387

*** p<0.01, robust standard errors in parentheses.

Table: Linear regression for contract award to domestic companies
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Regulation change: Buyer discretion

“...for a situation such as the current COVID-19 crisis which
presents an extreme and unforeseeable urgency, the EU
directives do not contain procedural constraints [...] [P]ublic
buyers may negotiate directly with potential contractor(s) and
there are no publication requirements, no time limits, no minimum
number of candidates to be consulted, or other procedural
requirements. [...] In practice, this means that authorities can act
as quickly as is technically/physically feasible...”

European Commission: “Guidance on using the public procurement framework
in the emergency situation related to the COVID-19 crisis”, April 1, 2020
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Regulation effect

Add data on non-Covid-related tenders for similar goods (by
CPV) as a control group to identify regulation effect.
Deregulation affects only goods for which the pandemic
creates special urgency (e.g., face masks, but not non-medical
PPE).

Regulation effect more appropriately considered a “communication shock”
rather than a real change in regulation.
Requires that the product groups identified as “Covid-relevant” on TED
align with the ones that buyers indeed purchased under relaxed rules.
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Regression results regulation effect

All obs. No UK

Dep. var.: Contract awarded to domestic company

Regulation change -0.357*** -0.160***

(0.055) (0.061)

controls yes yes
dummies yes yes

adj. R-squared 0.33 0.26
N 320,213 319,173

*** p<0.01, robust standard errors in parentheses.

Table: Linear regression for contract award to domestic companies
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Controls and robustness

Possible supply-side confounding factors:

Demand higher for some goods (affected by regulation):
testing for subsample with domestic slack capacity.

Decreased production capacity/increased production costs
reduce overall participation ← control for overall participation.

Border shutdowns, trade policies decrease availability of raw
material or market access ← control for share of foreign
bidders.

Product group determines market size ← product-group
dummies (plus country dummies).
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Limitations

Loss of institutional nuance by aggregating different kinds of
buyers, countries (with their own procurement laws), and
products.

No study of trade policy measures.

Cannot identify impact of misallocation on outcomes: would
require studying a specific product that is linked to a specific
outcome.
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Conclusion

We observe a unique reversal in “home bias”. The Covid-19
pandemic spurred cross-border procurement (temporarily)
where 30 years of EU regulation and competition policy failed.

Tender entry probably not central to address home bias:
Cross-border awards coincide with low “competition”/entry in
procurement tenders.

Buyers react strongly to emergencies, resulting in less
home bias, potentially less misallocation. Buyer
discretion enables, rather than hinders, cross-border
procurement in this case. However: crisis policy is not
day-to-day policy.
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Regression equations

yit = αi + λt + βIit + ~βXit + εit (1)

yit = τi + λt + βDit + ~βXit + εit (2)

yit : 1 domestic, 0 cross-border αi : contract performance location
λt : week Iit : Infection rate

τi : product group (T/C) Dit : treatment group after 01.04.20

Xi : vector of control variables, the infection rate at the seller
location, the share of foreign bidders, the total number of bidders,
and dummies for country and product-group.
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Citation

Publications Office of the European Union: Tenders Electronic
Daily, Supplement to the Official Journal of the European
Union, © European Union, 1998-2020.
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Structure of the raw data

The front-page of TED offers a selection of “Covid-19-related
tenders”.

Figure: Preselected tenders
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Structure of the raw data

A filter is offered to select relevant product groups (as per CPV
number).

Figure: Search results screen
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Structure of the raw data

Typical heading of a document in my sample with information on
buyer and product.

Figure: Document heading
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Structure of the raw data

Typical award section of a document in my sample with
information on value, contractor and competitors. Notice: value =
1EUR. Further below is a clarification that this is a placeholder for
secrecy reasons, value set to missing in my data set.

Figure: Preselected tenders
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Structure of the raw data

The header of this file as XML. My data set is created from these
files.

Figure: Example XML files
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Setup

Simultaneous game of complete information: bureaucrat can
bias his decision towards a domestic supplier (cheat, C) or not
(NC), government can review (R) or not (NR).
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Setup

Playing C leads to benefit (B) for the bureaucrat but lower
payoff to government (S rather than S̄ > S).

Reviewing imposes a cost kB , kG on players, but if the
bureaucrat plays C, he has to compensate the government:
∆S = S̄ − S .

bureaucrat

C NC

gov’t
R S̄ − kG , B − kB −∆S S̄ − kG , −kB

NR S , B S̄ , 0

Table: Monitoring game
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Model

Under simple assumptions, we obtain a standard monitoring
game without Nash Equilibrium in pure strategies. (“If you
review, I don’t want to cheat - but if I don’t cheat, you don’t
want to pay the cost of review.”)

Mixed strategy Nash Equilibrium: bureaucrat plays C with
probability kG

∆S , government plays R with probability B
∆S .
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Implications for empirical analysis

kG and ∆S have immediate implications for misallocation and
map from the model to our application.

Cost kG : time and effort to review, litigate, and enforce.
Regulation on buyer discretion decreases this cost (collusion
harder to hide, easier to monitor).
More buyer discretion = ↑ kG → more collusion.

∆S = value of bureaucrat’s information. ∆S high if gov’t
cares about product quality, fit of the match, delivery
speed/reliability etc., low if it just wants to keep firms afloat.
Crisis urgency: increase in substantive relative to political
concerns. Motivates focus on medical supplies.
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