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Market Structure and Public Procurement Policy: Empirical Evidence for Selected European Countries
Abstract

Public procurement may distort market competition in the case where public sector possesses buyer power. This paper sets two research hypotheses. First, public sector buyer power is higher in “strategic” sectors. We define “strategic” sectors in two ways: the sectors which play a significant role in public procurements, the “strategic procurements”, and the sectors which are significant for the national economy, sectors with high national agglomeration. Second, public sector buyer power is high in sectors which exhibit low international competitiveness. Our empirical findings indicate that the share of the sector’s public procurement in total public procurements has a positive impact on public sector’s buyer power in sectoral demand but the national sectoral agglomeration seems to have no impact. The impact of the share in total public procurements is not uniform across the countries of our sample. There is a positive relationship between “sensitiveness” to international competition and the share of public sector in the total sectoral domestic demand.
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Market Structure and Public Procurement Policy: Empirical Evidence for Selected European Countries
1. Introduction 

Import penetration to public procurement markets was extremely low (1.5% on average) while public procurement on supplies, works and services represented 15 to 18% of the EC GDP in the period 1980-2000. In the European Union, following the trade liberalization efforts under the ‘Tokyo Round’ negotiations (1973-1979), the policies for the opening-up of public procurement markets date back to the early 1970s (first Works Directive 1971/305 and first Supplies Directive 1977/62). The “Single European Act” of 1987 stipulates that EC member-states (becoming EU in 1992) abolish all non-tariff barriers, such as public procurement, on their intra-community trade flows, by 1993. However, despite the above mentioned policies, governments continue employing “buy national” policies (BNP) and public procurement national markets still remain less open to intra-EC and extra-EC competition (Commission, 2004). 

The strategic procurement mechanism was expected to lose its importance under a free trade global environment. However, hidden or less observable ‘home biased’ public procurement policies are still in operation for the sake of security risks, employment constraints and R&D strategic choices. Hence, despite the efforts towards public expenditures reduction worldwide, public purchasing, including government and state-owned firms, still consists of a significant share of national GDP and government strategic options still remain significant for domestic production and market structure.

Public procurement is able to distort market competition, in the case where public sector possesses buyer power. Public sector buyer power may relate to the size of the demand of the public sector to the total demand in a particular market (OFT, 2004). Hence, if the share of the public sector in a domestic market is high, it creates competition problems.  Which are the factors that explain the cross sectoral and cross national variation of the public sector buyer power? In other words what are the factors that affect the decision of the government to affect a sectoral market?  Garcia – Alonso and Levine (2008) argue that the role of state in markets is high in sectors that are considered as “strategic”. They refer to “strategic procurements” (i.e. the procurement practices used as a trade policy tool to promote strategic domestic industries which are country specific). Some countries consider telecommunications, military purchasing, etc as strategic sectors. On the other hand, Commission (1990) and Mardas (1997) argue that the government increases its share in sectoral domestic markets to protect “sensitive sectors”. They defined the sensitive sectors those which exhibit low international competitiveness. 

This paper sets two research hypotheses. First, public sector buyer power is higher in “strategic” sectors. We define the “strategic” sectors in two ways: the sectors which play a significant role in public procurements, the “strategic procurements”, and the sectors which are significant for the national economy, sectors with high national agglomeration. Second, public sector buyer power is high in sectors which exhibit low international competitiveness, i.e the “sensitive” sectors in terms of the Commission (1990).  

The empirical investigation uses data for nine European countries and forty industrial sectors for the year 1991. The choice of the year is due to data availability. Our findings support the hypothesis that public sector buyer power is higher in sectors with low competitiveness, as depicted by low labor productivity, export performance and low import penetration in public procurements. Furthermore, the public sector buyer power is high in sectors which are strategically important for public procurements but not strategically important in terms of the national economy.

The rest of the paper is organized as follows: Section 2 gives the theoretical background. Section 3 describes the data and discusses the empirical results and the policy implications. Finally, section 4 offers some concluding remarks and policy implications.

2. Theoretical background and hypotheses setting

The EC Directives on Supplies (93/36), Works (93/37), Services (92/50) and Utilities (93/38) aimed at opening EU public procurement national markets to community competition by January 1st, 1993. However, public procurement markets in member-states were far from being effectively open, whereas “buy national” policies (BNP) were still dominant. According to the Commission of the EU (2004), only 16% of total public procurement in member-states was subjected to the appropriate publication procedures at the beginning of 2000s; this amounted to a meager 2.6% of EU GDP, when the total public procurement totaled 16.3% of the EU GDP in 2002. The rest 84% was subjected to national rules and, in principle, was relatively closed to foreign bidders. Direct-cross border procurement (i.e. firms, operating from their home market, bid and win contracts for invitations to tender launched in another member-state) has remained low, while indirect cross-border procurement (i.e. firms bid for contracts though subsidiaries to a country different from the home country where parent company is located) has increased.  Although BNP is not directly observable and codified in written rules, it seems that its instruments affect domestic output as well as market structure. However, the impact of such policies on output varies; they matter for some sectors of the economy more than for others. For example, it is likely to influence output and international specialization of sectors characterized by increasing returns to scale rather than constant returns to scale (Baldwin, 1970; 1984; Trionfetti 2000; Brulhard and Trionfetti, 2004).

Government demand, public procurement, can shore up production and sales of domestic firms. In specific cases such as defense, pharmaceuticals, telecommunications equipment etc., government purchasing can maintain its domestic producers via discriminatory methods against foreign bidders. Using ‘home biased’ methods, governments can preserve “strategic” and “sensitive” domestic industries, influencing domestic output against imports and giving more opportunities for production growth, despite the substantial budget and welfare loss (Laffont and Tirole 1991; Branco, 1994; Ades and Di Tella, 1997; Evenett and Hoekman, 2005; Trionfetti, 2001). In some cases, BNP has been used as a protection instrument for medium sized enterprises (Lodge, 2006; Symeonidis, 1996). Finally, it could be used as a tool to increase global market shares (Matraves, 1999) and to attract foreign direct investment (Mardas et al, 2008).

Total demand for domestic production of sector i, TDi, consists of the private demand, PDi, the exports demand, XDi, and the demand of the public sector, PPi:

TDi=PDi+XDi+PPi
Dividing both sides by total production of sector i Qi,, and assuming that total demand is equal to total production in equilibrium, we get: 
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OFT (2004) defined buyer power of the public sector as the size of the demand of the public sector to the total demand in a particular market. We use this definition for the public sector buyer power: the share of domestic production of sector i purchased by the state over total domestic production (total demand) for a country j, denoted as QPQij.:


QPQij = PPij / Qij





(2)

where:

PPij
= government purchases by sector i in country j
Qij
= total domestic production of sector i in country j


The higher the QPQ the more domestic market structure is dominated by the state. In cases where the public sector buyer power is high competition problems arise as it is the case in defense industry and pharmaceuticals (Achiladelis and Antonakis, 2001). 


In this study, the industrial sectors are categorized as “strategic” and “sensitive”. We define the “strategic” sectors in two alternative (or complementary) ways. First, a sector is characterized as “strategic”, if it plays a significant role in total public procurements. If sectoral share in public procurements is high, this sector is considered as “strategic” by the government. As an indicator for the “strategic” significance, we use the sectoral procurement share on total procurement, as proposed by Atkins (1988):
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The higher the value of the VIV indicator, the more significant is the sector in public procurements. Hence, whenever a sector is important in total procurements, high VIV, the share of the sectoral production which is absorbed by the government, QPQ, should also be high. This positive relation between VIV and QPQ implies BNP for strategic reasons. 

Second, we, alternatively, define the “strategic” sectors as those whose position in the national economy is significant. National sectoral agglomeration may be considered as an indication of the sector’s importance, characterizing in that way the “strategic” significance of the sector. Sectoral agglomeration economies, vertical and horizontal, contribute to firms’ location decision because of the opportunities of locally accumulated knowledge or subcontract parts of their production. In general, agglomeration forces originate from the desire to produce where demand is large so as to avoid trade costs and to benefit from low average costs. Under a restrictive trade regime, national sectoral agglomeration may be a policy outcome. Governments may intend to concentrate the sectoral economic activity by offering incentives or/and applying non-tariff barriers that attract foreign and national investment. On the other hand, the opening up of domestic markets to international competition due to integration, such as the single European market, is expected to alter the agglomeration map in the integrated area. The elimination of non-tariff barriers give rise to new agglomeration forces based on local advantages. Hence, the sectoral activity across nations is dispersed and the post-opening period exhibits local advantage based agglomeration. In the integrated area, due to low trade costs, post- opening agglomeration forces prevail over pre-opening agglomeration dispersion forces giving rise to a new international specialization. In this context, BNP may be considered as a tool to counter post- opening agglomeration forces. As domestic firms leave the country, competition among the remaining firms for government’s procurements loosens, each firm’s sales to the government increase and so do profits. The prospect of larger profits may discourage further departures. As Tionfetti (2000) noticed, a fall in trade costs turns discriminatory procurement into a strong policy tool. Hence, discriminatory procurement could be proved effective to counter the post-integration agglomeration forces in an integrated market (low trade cost). Finally, Brulhard and Tionfetti (2004) argued that the share of BNP public expenditure in an increased return sector is negatively related to the degree of sectoral specialization. 

In this study, the Balassa (1965) production specialisation index (PSI) is used as an indicator for the agglomeration effect. European Union is the reference entity for the calculation of the PSI.
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Where:

Qij
= production of sector i of country j
Q.j
= total production of country j
Qic
= production of sector i of the EU (c)
Q.c
= total production of the EU (c) 


The higher the PSIij the more the country j is specialized in sector i relative to the European Union and hence the country exploits agglomeration effects. The PSI in this study represents the pre-integration national agglomeration. 


Following the Commission (1990), we define the “sensitive” to international competition sectors as those which exhibit low export performance, low labor productivity and low import penetration in public procurement. 
Exports share of domestic production XQij is a proxy for the export performance of sector i. 

XQij = XDij / Qij



               

 
(5)

Where:

XDij
= export demand of sector i of country j
Qij
= production of sector i of country j

The effect of XQ on QPQ is expected to be negative because domestic producers with international orientation usually are not interested in participating in the domestic public sector market, which operates under a BNP regime. Then, again, the less competitive exporters may intensively participate in the domestic public sector market. 


Low sectoral labor productivity, denoted as QL in our dataset, indicates “sensitiveness” to international competition. High sectoral labor productivity reflects competitiveness and, consequently, the sector’s firms target the private market, domestic and foreign. It follows that the public sector contributes little to the total sectoral demand in sectors with high labor productivity and the expected impact of the QL on QPQ is negative. 


The public purchases of sector i in country j, TPPij, are covered by imports, IPij, and domestic production, PPij:

TPPij=IPij+PPij
Where, IPij, which quantifies the volume of public purchases of product i covered by imports, is the import penetration in public procurement. Dividing both sides by TPPij we get the corresponding shares:

1=IPPij+QVPij 

Where, IPPij is the share of public purchase of product i covered by imports (the import penetration of public purchases of product i) and QVPij is the share of public procurement of product i covered by domestic production. Mardas (1997) suggests that a high QVPij indicates a BNP. The sector receives preferential treatment against foreign competitors for protective reasons. The expected impact of QVP on QPQ is positive.


Finally, to control for the size of the sector in the national economy, we included in our analysis the share of the sectoral production and employment in the total manufacturing production and employment.
 

3. Data and empirical results 

Summarizing the above discussion we express the government’s share in sector i in country j as:

QPQij = f( VIVij, PSIij, XQij,   QLij, QVPij. EMSHij, PRSHij)

(7)

Where, QPQ is the share of the domestic sectoral production purchased by the government, VIV is the share of public procurement from sector i over total government purchases, PSI is the production specialization index, XQ is the trade openness, QL is the labor productivity, QVP is the share of public purchasing covered by domestic producers. Following the discussion of the previous section, the expected sign of VIV, PSI and QVP is positive and of XQ, QL negative. EMSH is the sectoral employment share in total manufacturing, and PRSH is the sectoral production share in total manufacturing. Finally, we include a country dummy variable to control for country specific fixed effects omitted from the analysis. 

The paper uses data for nine European countries for the year 1991, the last year before the implementation of the internal market. The data for public procurements were from the ad hoc study which has been carried out by the Commission of the EC to estimate the volume of public purchases (Commission, 1994). It is noteworthy that this study was the first and last of such studies from 1987 to this day and created an interesting and probably the most complete, until now, data set on sectoral public procurement. This study provided information about the total value of public procurement in supplies. Contracts with a value above the threshold of 200 thousands ECUs, as specified by the EU Directives, were published at the Official Journal of the EC. However, a significant part of public sector’s contracts do not exceed the 200 thousand ECUs threshold and were not published in the Official Journal of the EC. Our data set includes information for contracts, below and above the EC Directives threshold. The data availability and credibility for sectoral public procurements explains the choice of 1991 as year of reference. 

The study concentrated on the industrial sectors at three digit NACE nomenclature
 which the Commission (1990) identified as “sensitive” for each country of our sample. The sample countries are Austria, France, Germany, Greece, Ireland, Italy, Portugal, Spain, and the UK.  Our sample consists of 325 observations but due to lack of some data for some sectors and some countries the useful dataset consists of 185 observations. The rest indicators were calculated using data from the VISA data bank of Eurostat
.

Tables (1), (2) and (3) present the descriptive statistics and the correlation coefficients. Table (1) shows the overall descriptive statistics and table (2) by country. 
The correlation coefficients, presented in table 3, indicate that multicollinearity is not an issue in our data and, hence, we proceed to the discussion of the LSDV estimations of table 4. 

Since all factors on the right hand side of equation (1) can be seen as exogenous, at least weakly, allowing for fixed effect estimation, we employ the fixed effects least squares dummy variable (LSDV) approach to modeling equation (1). According to Madalla (1992) this approach tests for a common constant intercept by including a dummy variable for each country. 

Table 4 presents the empirical findings in models 1 to 6. The signs of the estimated coefficients remain the same and the overall performance of the estimated equation improves, adding to the robustness of our empirical findings. The big countries dummy (BIGDUM), which takes the value one for the big countries of our sample and zero otherwise, is statistical significant and positive, in models 1 and 2, implying  that the big countries may use public procurements procedures such as restricted and negotiated procedures (hidden BNP) in greater extent than the small ones. 

The country dummies are not statistically significant in most of the models with the exception of France and Portugal in models 3 and 4. The sign of the dummy for France is positive indicating that the public sector’s dominance on the sectoral market structures is higher in France than in UK, the reference country in this paper, and the other countries with insignificant country dummies. On the other hand, the sign of the Portugal’s dummy sign is negative indicating that on average the public share in sectoral markets is lower than the UK and the other countries with insignificant country dummies. France has a centralised public procurement system (maybe the most centralised in our sample countries) and public administration is efficiently organised and uses methods and techniques which favour the local producers. In France, for example, the negotiated procedures represent a significant share in total of the call for tender procedures (open tender, restricted bids, negotiated procedures, etc.)
. Portugal, on the other hand, was “less organised”, in 1991, in applying a BNP and exhibited the highest the mean sectoral import penetration in our sample countries
.

The estimated coefficient of the exports share XQ is statistically significant and negative, as expected, indicating that the more competitive is the sector in international markets the lower the role of public procurement on the sectoral structure. The coefficient of labour productivity is statistically significant with the expected negative sign in all models. Our data reveal that the public sector dominates sectors with low labour productivity and consequently low competitiveness. 
As Commission (1990) and Mardas (1997) have recognised, one of the most important indicators to capture BNP as a non-tariff barrier is the import penetration in the total public procurements or, alternatively, the covering of total public procurement by domestic producers (QVP). As we discussed in the theoretical part, the expected sign of the QVP must be positive, indicating that a BNP is expected to lead to higher share of public procurements in the sectoral domestic demand. The estimated coefficient is positive and statistically significant in all models, indicating that the BNP is strongly associated with high shares of public procurements in sectoral domestic demand. 

In the theoretical part we defined the strategic sectors as those where the share of the sectoral public procurement in total public procurement (VIV) is high. The higher the VIV the more “strategic” the sector is considered in terms of the public procurement. As can be seen in table 2, the maximum sectoral VIV in the overall sample is 40.62% which correspond to a sector in Austria. The variable VIV is statistically significant in all models with the expected positive sign. Thus, if a sector is strategic important for the government, this importance affects the sectoral market structure by increasing the share of the public sector procurements in total domestic production. This result verifies previous arguments in literature such Garcia – Alonso and Levine (2008). However, the impact of the VIV variable on the market structure is not uniform across countries. We used an interactive term, INTER- name of the country, the product of the country dummy with the VIV variable. The interactive terms permits us to test for the difference in the impact of VIV on market structure due to the country effect. The partial derivative of the QPQ variable with respect of VIV is 
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where b1 is the estimated coefficient of the VIV variable, bj is the estimated coefficient of the interactive term for the country j and Dj is the dummy variable which takes the value 1 for the country j and zero otherwise.

Six interactive terms are statistically significant and three, Austria, Italy, and Spain are not. If the interactive term is not statistically significant means that the impact of the VIV for these countries is not different form the mean impact of the VIV. The interactive term for France is positive indicating that the impact of the VIV is higher than the average impact.  Using the estimations in model 5, for example, the average impact of the VIV is 6.58. The total impact for France is found by adding the estimated coefficient of the French interactive term, 4.889 and the total impact is 11.469. As a result, an increase in the share of a sector in the total public procurements by 1% increases the share of the public procurements in the market structure by almost 11.5%. The other statistically significant interactive terms have negative sign indicating the impact of the VIV on market structure is smaller than the average. For example the interactive term for Portugal is -6.22 and it is the highest among the negative national interactive terms. In the Portugal’s case, the total impact of VIV on QPQ is 6.58 + (-6.22) = 0.36. Hence, an increase in the sectoral share in total public procurements by 1% increases the share of public procurements in the sectoral market structure by only 0.36%.

In the theoretical part we have used the pre-integration PSI as an alternative definition for the “strategic” sectors. The estimated coefficient of the PSI is not statistically significant. Hence, it seems that the national agglomeration does not affect QPQ. Considering the estimated impact of the VIV and PSI on QPQ, we could conclude that the decision of the government to increase the share of the public procurements on total domestic demand is driven mainly for public procurements “strategic” reasons and not from national economy “strategic” choices. 

4. Conclusions

Public procurement accounts for a significant proportion of demand for goods and services in the economy. In some markets public sector is affecting competition due to its buyer power. As OFT (2004) underlines, the power of a buyer in a market may arise due to the size of the buyer’s demand relative to the total demand in a particular market. In the case o f public procurement, the higher the buyer power of the public sector the lower the competition level and the more distortive the operation of the market. Governments argue that the cost of high buyer power in sectoral markets is counter balanced by the strategic and sensitive impact on sectoral behaviour. Some sectors are “sensitive” to international competition. Even more, some sectors are considered as “strategic”, either in terms of public procurements, high sectoral share in total public procurements, or at national economy level, high national agglomeration. In this case, the high buyer power is the price that the economy has to pay to protect the strategic and sensitive sectors.

The aim of this paper was to examine the factors that explain the variation of the public sector demand relative to total demand in a market using sectoral data for nine EU member-countries. The main empirical result is that public sector’s share in domestic demand increase in “strategic” and “sensitive” sectors. This paper used two measures to proxy the “strategic” concept: first, the share of sectoral public procurements in total public procurements and second, the national production specialization index as an indicator of national sectoral agglomeration. Our empirical findings indicate that the share of the sector’s public procurement in total public procurements has a positive impact on public sector’s buyer power in sectoral demand but the national sectoral agglomeration seems to have no impact. However, the impact of the share in total public procurements is not uniform across the countries of our sample. For example in France the impact is much higher while in Portugal is close to negligible. 

The sectors which exhibit low export performance, low labor productivity and low import penetration in public procurements are characterized as “sensitive” to international competition. Our empirical findings also documented the existence of a positive relationship between “sensitiveness” to international competition and the share of public sector in the total sectoral domestic demand. The estimated coefficients of the variables used to proxy for the sensitiveness have the expected from the theory signs. 

Competition authorities monitor the sectoral markets in order to eliminate any distortion that creates competition problems. The high buyer power that the government exploits due to its large share in sectoral market may be a source of competition distortion. Our findings suggest that authorities should focus in sectors whose share in total public procurements is high. In those cases, the probability of competition problems in the corresponding markets is higher than in sectors whose share in total public procurements is low. Even more, the country specific findings suggest that EU competition authorities should focus more intensively in some countries for example France and not in countries such as Portugal. Our empirical findings also imply that the role of the public sector in the national sectoral demand is higher when the export performance and the labour productivity of the sector are low, suggesting a low cost preparation for the monitoring by locating the sectors which are more “sensitive” to international competition. 

Industrial policy often proposes the use of public procurements as an important instrument of innovation in production and cost-reduction. If our empirical results are also valid for developing economies, a hypothesis that needs further investigation, then governments by exploiting their high buyer power in specific sectors should plan specific measures to encourage the sectoral firms’ modernization by demanding new and innovative products simultaneously with lower cost. Sectoral firms having protection by the state may adapt to the state’s demand by investing in innovation and new technologies improving that way their competitiveness. In such a case, the state should depart gradually from the market by opening public procurements to international competition. 

Finally, we should note that this paper used data at 3-digit NACE to explore the factors that affect the cross country and cross section variation of the share of public sector on domestic demand. Further research would bring some light on the competition between firms that operate in sectors with high public sector power and if this public sector’s power differentiates the strategies of the participating firms in the competition in the private markets.
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Table 1

Descriptive Statistics

	 
	MEAN
	MEDIAN
	STDV
	MIN
	MAX

	QPQ
	9.06
	2.3
	15.75
	0
	79.16

	VIV
	1.84
	0.42
	4.21
	0
	40.62

	QVP
	73.49
	81
	27.19
	0
	100

	Export Share-XQ 
	30.89
	22.6
	28.16
	0
	173

	Production Specialisation Index-PSI 
	1.47
	1.1
	2.26
	0
	32.92

	Labour Productivity -QL
	39.88
	30.5
	43.19
	1.34
	373.5

	PRSH
	1.47
	0.79
	2.01
	0
	11.95

	EMSH
	1.32
	0.81
	1.69
	9
	13.9


Table 2

Descriptive Statistics by Country

	 
	QPQ
	VIV
	QVP
	XQ
	PSI
	Q/L
	PRSH
	EMSH

	 
	Austria

	Mean
	6,4
	2,3
	72,1
	45,2
	1,1
	 
	1,2
	0,8

	STDV
	13,9
	7,9
	30,3
	33,2
	0,6
	 
	1,1
	0,9

	Min
	0,0
	0,0
	0,5
	0,0
	0,1
	 
	0,0
	0,0

	Max
	65,0
	40,6
	100,0
	99,5
	3,9
	 
	4,7
	4,1

	 
	France

	Mean
	14,0
	0,9
	72,3
	32,5
	1,0
	46,3
	1,6
	1,4

	STDV
	22,6
	1,5
	23,5
	18,8
	0,4
	36,3
	1,9
	1,3

	Min
	0,1
	0,0
	9,7
	2,5
	0,2
	19,2
	0,1
	0,2

	Max
	79,2
	6,3
	100,0
	89,1
	1,9
	223,5
	8,9
	5,9

	 
	Germany

	Mean
	8,9
	1,7
	76,5
	20,1
	2,9
	29,0
	1,5
	1,2

	STDV
	15,3
	3,3
	18,4
	15,6
	5,4
	7,5
	2,4
	1,3

	Min
	0,3
	0,0
	25,8
	0,1
	0,4
	21,0
	0,0
	0,0

	Max
	63,3
	16,1
	100,0
	78,1
	32,9
	36,0
	10,2
	6,5

	 
	Greece

	Mean
	15,8
	2,0
	73,1
	20,5
	0,8
	17,3
	1,2
	1,2

	STDV
	20,3
	3,4
	27,0
	18,2
	0,9
	7,8
	2,0
	1,9

	Min
	0,0
	0,1
	11,0
	0,0
	0,0
	11,0
	0,0
	0,0

	Max
	77,0
	18,5
	100,0
	73,4
	3,6
	26,0
	11,2
	10,7

	 
	Ireland

	Mean
	5,4
	2,7
	65,6
	55,6
	2,6
	66,3
	2,5
	2,4

	STDV
	11,9
	4,0
	33,1
	42,6
	3,3
	74,5
	2,9
	2,1

	Min
	0,0
	0,1
	0,0
	0,7
	0,1
	11,6
	0,1
	0,3

	Max
	55,7
	14,1
	100,0
	173,0
	14,2
	346,9
	12,0
	8,7

	 
	Italy

	Mean
	9,6
	0,3
	 
	20,5
	1,1
	37,7
	 
	 

	STDV
	15,4
	0,4
	 
	9,3
	0,5
	14,2
	 
	 

	Min
	0,4
	0,0
	 
	6,9
	0,4
	18,8
	 
	 

	Max
	60,3
	1,5
	 
	53,6
	2,5
	85,8
	 
	 

	 
	Portugal

	Mean
	2,4
	2,3
	54,8
	42,8
	1,3
	13,5
	1,2
	1,6

	STDV
	3,0
	4,1
	28,4
	37,0
	1,5
	13,6
	1,4
	2,3

	Min
	0,0
	0,0
	10,0
	1,2
	0,0
	1,3
	0,0
	0,0

	Max
	14,5
	20,2
	100,0
	162,7
	6,5
	54,0
	7,5
	13,9

	 
	Spain

	Mean
	8,9
	2,5
	77,0
	26,4
	1,0
	57,2
	1,7
	1,1

	STDV
	13,9
	5,0
	23,6
	23,9
	0,7
	71,7
	2,6
	1,3

	Min
	0,2
	0,0
	10,0
	0,0
	0,2
	19,0
	0,0
	0,0

	Max
	63,5
	21,8
	100,0
	100,0
	3,6
	185,0
	10,7
	5,4

	 
	UK

	Mean
	10,4
	1,7
	99,1
	16,0
	1,9
	35,3
	1,3
	1,2

	STDV
	15,2
	2,8
	1,5
	12,9
	0,8
	15,5
	1,4
	1,1

	Min
	0,0
	0,0
	94,0
	0,0
	1,0
	15,0
	0,1
	0,0

	Max
	59,4
	14,9
	100,0
	52,8
	4,6
	62,0
	5,5
	4,5


Table 3

Correlation Matrix

	
	QPQ
	PSI
	QVP
	VIV
	XQ
	QL
	EMSH

	PSI
	-0.105
	1
	
	
	
	
	

	QVP
	0.037
	0.082
	1
	
	
	
	

	VIV
	0.24
	-0.003
	-0.076
	1
	
	
	

	XQ
	-0.044
	-0.045
	-0.541
	-0.074
	1
	
	

	QL
	0.036
	0.22
	0.13
	0.263
	-0.099
	1
	

	EMSH
	-0.095
	0.18
	0.13
	0.313
	0.022
	0.005
	1

	PRSH
	-0.075
	0.286
	0.127
	0.313
	-0.057
	0.448
	0.592


Table 4

LSDV estimations: QPQ Dependent Variable

	Explanatory Variables
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6

	Constant 
	-4.482*

(1.637)
	-5.764**

(2.016)
	-0.113

(0.17)
	
	1.552

(0.372)
	0.226

(0.053)

	VIV
	2.449***

(3.846)
	2.511***

(4.066)
	2.748***

(4.3)
	2.769***

(4.491)
	6.58***

(5.701)
	6.532***

(5.555)

	PSI
	-0.366

(1.576)
	-0.328

(1.299)
	-0.063

(0.238)
	-0.045

(0.138)
	-0.143

(0.428)
	-0.152

(0.443)

	QVP
	0.118***

(3.088)
	0.112***

(2.987)
	0.118***

(2.678)
	0.112**

(2.593)
	0.109**

(2.583)
	0.097**

(2.28)

	XQ
	0.065*

(1.659)
	0.060*

(1.57)
	0.041

(1.063)
	0.045

(1.078)
	0.0104

(0.258)
	0.002

(0.064)

	QL
	-0.068**

(2.448)
	-0.023

(0.607)
	-0.142***

(3.125)
	-0.095**

(1.978)
	-0.136***

(3.336)
	-0.081*

(1.786)

	EMSH
	-1.211**

(2.082)
	
	-1.252**

(2.045)
	
	-1.784***

(3.428)
	

	PRSH
	
	-1.364

(1.188)
	
	-1.190

(1.188)
	 
	 -1.427*

(2.29)

	BIGDUM
	6.152***

(2.834)
	5.986**

(2.016)
	
	
	
	

	Dummy-FRANCE
	 
	 
	9.646**

(2.011)
	 8.081*

(1.719)
	 
	 

	Dummy-PORTUGAL
	 
	 
	 -8.646**

(2.461)
	-9.572***

(2.783)
	 
	 

	INTER-FR
	 
	 
	 
	
	 4.889***

(2.734)
	 4.65**

(2.571)

	INTER-UK
	 
	 
	 
	 
	-3.681***

(2.797)
	 -3.606***

(2.687)

	INTER-GER
	 
	 
	 
	 
	-2.727**

(2.151)
	 -2.751**

(2.126)

	INTER-GR
	 
	 
	 
	 
	 -3.569***

(2.738)
	-3.463**

(2.608)

	INTER-POR
	 
	 
	 
	 
	 -6.222***

(5.23)
	-6.036***

(4.946)

	INTER-IRE
	 
	 
	 
	 
	 -2.472*

(1.805)
	-2.691*

(1.934)

	Adjusted R-squared
	24.8
	24.6
	30.5
	30.0
	45.7
	43.8

	F-statistic
	9.691***
	9.617***
	7.748***
	7.55***
	13.951***
	12.948***

	Included observations: 
	185
	185
	185
	185
	185
	185


ΝΟΤΕ: *** is statistically significant at 1%, ** at 5% and * at 10%. In parentheses t-statistics are presented. The estimated standard errors for the models 1-4 are heteroscedasticity consistent. For the modesl 3-6 we apply an F-test for the testing the null hopteshis that PSI and XQ are jointly insignificant in explaining the variation of the dependent variable. The statistic for the model 3 is F(1,172)=44.052*** , for the model  4 is F(1,172) ==33.32*** , for the model 5 is F(1,172) =66.181*** and for the model 6 is F(1,172) = 47.684***.Hence the null hypothesis that PSI and XQ have jointly zero influence on QPQ is rejected. In all models the Ramsey RESET test rejects the hypothesis of mispesification. The dependent variable QPQ is the share of sectoral domestic production purchased by the state, the variable VIV is the relative share of sectoral procurement on total procurement, the variable QVP is the proportion of public purchasing from domestic industry, the variable XQ is the share of exports on domestic production, the variable PSI is the Balassa Production specialization index, the variable QL is the labor productivity, the variable EMSH is the sectoral share in total manufacturing employment and the variable PRSH is the sectoral production share in total manufacturing production.. The variables INTER-(FR,UK, GRE, GR, POR, IRE) are the interactive terms and are defined as the product of the country dummy with the variable VIV

� The industrial sectors are available from the authors upon request.


� The dataset in excel format is available upon request from the authors.


� France exhibits only 30% of the total public procurements under an open tender process while 20% has been awarded under a restricted bid procedure and 14.5% under a negotiated one. Finally, 35.4% are not reported a fact which corresponds to practices assimilated to ‘Buy National Policy’ (TED data base, 1993). 


� Portugal exhibited one of the highest open tender share in total public procurement was  94.6% while the awards after negotiation and the non-reported were zero (Commission, 1994)
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