
Full Terms & Conditions of access and use can be found at
https://www.tandfonline.com/action/journalInformation?journalCode=rpmm20

Public Money & Management

ISSN: (Print) (Online) Journal homepage: https://www.tandfonline.com/loi/rpmm20

Public procurement transaction costs: a country-
level assessment

Olga Balaeva , Andrei Yakovlev , Yuliya Rodionova & Daniil Esaulov

To cite this article: Olga Balaeva , Andrei Yakovlev , Yuliya Rodionova & Daniil Esaulov (2020):
Public procurement transaction costs: a country-level assessment, Public Money & Management

To link to this article:  https://doi.org/10.1080/09540962.2020.1831170

Published online: 21 Oct 2020.

Submit your article to this journal 

View related articles 

View Crossmark data

https://www.tandfonline.com/action/journalInformation?journalCode=rpmm20
https://www.tandfonline.com/loi/rpmm20
https://doi.org/10.1080/09540962.2020.1831170
https://www.tandfonline.com/action/authorSubmission?journalCode=rpmm20&show=instructions
https://www.tandfonline.com/action/authorSubmission?journalCode=rpmm20&show=instructions
https://www.tandfonline.com/doi/mlt/10.1080/09540962.2020.1831170
https://www.tandfonline.com/doi/mlt/10.1080/09540962.2020.1831170
http://crossmark.crossref.org/dialog/?doi=10.1080/09540962.2020.1831170&domain=pdf&date_stamp=2020-10-21
http://crossmark.crossref.org/dialog/?doi=10.1080/09540962.2020.1831170&domain=pdf&date_stamp=2020-10-21


Public procurement transaction costs: a country-level assessment
Olga Balaeva , Andrei Yakovlev , Yuliya Rodionova and Daniil Esaulov

National Research University Higher School of Economics, Institute for Industrial and Market Studies, Moscow, Russia

ABSTRACT
This paper presents a public procurement transaction cost evaluation using a large-scale
survey of procurers and suppliers. The study was conducted in Russia in 2017. The results of
the survey confirmed that the lower the contract value, the more expensive the
procurement procedure. An empirical analysis of factors impacting public procurement cost
evaluation also revealed considerable differences between respondents with and without
experience in complex procurement procedures. The paper makes an important
contribution to the academic literature by elaborating a new approach to public
procurement cost evaluation, as well as providing an empirical evaluation of direct
transaction costs of public procurement.

IMPACT
The survey-based approach to the evaluation of public procurement costs described in this
paper can be used by other countries and regions. Although the average overall transaction
costs for public procurements in the case study country amounted to about 1% of the total
value of concluded contracts, this figure was 6.6% to 8.1% for small purchases. This figure
exceeds the budget saving from competitive procurement and calls for a need to simplify
regulations around smaller procurements. This analysis of the procurement costs on Russian
data will allow other developing countries to avoid the mistakes made in Russia, as well
providing a way to realistically and affordably measure their procurement transaction costs.
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Introduction

Developed market economies today are characterized
by a wide range of policies and competing objectives,
including the need to achieve value for money, and to
optimize the public sector procurement system and
the socio-economic goals that relate to regional
development and innovation (Erridge, 2007;
Pickernell et al., 2011; Zheng et al., 2007; Plaček et al.,
2020). For most developing countries, the main
objective of public procurement regulation is to
increase economic efficiency in a narrow sense—by
reducing prices for public goods, works, and services
through the implementation of e-procurement and
the use of competitive procurement procedures.
However, the application of such procedures entails
additional compliance costs, requiring public
procurement legislation and regulation of the
procurement process. Therefore, procurement cost
optimization is an important part of improving
procurement efficiency in both developed and
developing countries.

Such costs are borne by all participants in the
procurement process, including suppliers and
procurement regulators, in addition to public sector
customers. The costs for procurement regulators and
public customers are funded directly from the state
budget. So the higher the costs, the fewer resources
can be used for their main activities. The costs for
suppliers impact budgetary spending indirectly as

suppliers include their procurement participation
costs in the contract value. The amount of all these
costs may outweigh the anticipated positive effects
of public procurement regulation. Therefore,
comprehensive accounting of such costs and the
elaboration of measures for their reduction are
becoming an important element of procurement
process optimization.

One of the key priorities of the European
Commission’s recent initiatives is to simplify the
procurement process (European Commission, 2015).
Specifically, new directives provide wider
opportunities and new methods of procurement,
with public sector customers being granted
increased freedom in the type and design of the
process to better suit their needs. The flexibility of
the European directives on public procurements,
both at the selection stage and at the contract
delivery stage, is discussed by Saussier and Tirole
(2015). The authors consider these changes to be
positive and economically feasible as greater
freedom would lead to increased transparency and
more efficient competition in the public procurement
market.

Despite the increased recognition of the
importance and relevance of the issue of public
procurement costs, few empirical studies have been
conducted to explore it. Most researchers have
focused on assessing the costs for an organization or
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project (see, for example, Balaeva & Yakovlev, 2017;
Costantino et al., 2012; Gardenal, 2013; Jasko et al.,
2015). Only a few surveys have included public
procurement cost evaluation at the macro level, the
first of which was the study of public procurement
efficiency in the EU carried out by PwC (2011).

Policy-makers at the macro level need to know
these costs, in order to take measures aimed at
increasing the cost-effectiveness of public
procurement process (Jasko et al., 2015).

This paper evaluates public procurement costs at
the macro level on Russian Federation data using a
survey-based methodological approach. In
comparison with other developing countries, Russia
has a high level of implementation of e-procurement
technologies and a sufficient level of enforcement of
procurement regulation (World Bank, 2006; OECD,
2016). At the same time, Russia is close to other
developing countries in terms of the limits of its
institutional environment. In order to comply with
the recommendations of international organizations,
developing countries are introducing e-procurement
and strengthening enforcement mechanisms.
Therefore, analyses of the procurement costs on
Russian data will allow other developing countries to
avoid the mistakes made in Russia (see, for example,
World Bank, 2006).

Russia is traditionally considered to be a country
with a high level of corruption. Despite the
introduction of strict public procurement regulation
and other preventive measures, corruption is still
prevalent in the procurement process. As a result,
procurement participants bear additional adjustment
costs. However, we do not take these into account
here. Instead, our paper focuses on the transaction
costs imposed by public procurement if all legal
requirements were being met.

We measured average public procurement costs for
customers and suppliers in the Russian Federation in
person-hours and in monetary terms, including the
costs for each procurement procedure and their
share in the total value of the contract. In addition,
we used a regression analysis to identify factors
influencing respondents’ estimations of these costs.

Literature review: approaches to evaluating
procurement transaction costs

For the purposes of this paper, public procurement
costs for customers and suppliers are defined as the
transaction costs at all stages of the procurement
process. There are many different approaches to the
interpretation of transaction costs: for example costs
of using the price mechanism (Coase, 1937); costs of
searches (Stigler, 1961); costs of running the
economic system (Arrow, 1969); as well as
information costs, negotiation costs and monitoring

and enforcement costs (Groth, 2008). Transaction
costs include ‘hard’ costs (such as transport costs,
import duties and customs tariffs) and ‘soft’ costs
(costs of making and monitoring contracts,
information costs, costs due to cultural differences
and miscommunication, unwritten laws, trust
building, networking, risk costs, costs due to safety
regulations and provisions) (Butter, 2012, p. 126); ex
ante costs incurred at the transaction stage
preceding the formal conclusion of the contract, and
ex post costs incurred at the post-contract stage of
the transaction (Williamson, 1985) and other types.

Public procurement transaction cost refers to
additional costs of purchasing—the costs for
researching suppliers, negotiation costs, the costs for
approving and drafting the contract, quality control
costs, and enforcement costs (Costantino et al.,
2006). The approaches currently taken to public
procurement transaction cost evaluation are mainly
applicable at the micro level—to individual firms or
projects. This is due, above all, to their detailed
nature and the need to gather sufficiently fine-
grained information on public procurement, which is
far from being always feasible at the macro level.

An accurate estimation of transaction costs can be
produced by their direct measurement, but this
approach is excessively labour-intensive (see, for
example, International working group on
Administrative Burdens, 2004). Costantino et al.
(2006, 2009, 2012), summed the labour intensity
estimates of individual stages of the procurement
process obtained from interviews. Balaeva and
Yakovlev (2017) presented an approach to evaluating
public customers’ costs based on expert evaluations
of the differences in the labour intensity of various
types of procedure. An attempt to analyse the cost
efficiency of the public procurement process at the
local level has also been made using Serbian data
(Jasko et al., 2015).

Wallis and North (1986) were the first to measure
transaction costs at the macro level using US data.
Their approach calculated the provisional amount of
transaction costs using data obtained by monitoring
public sources and extrapolating the results over the
entire sector or the economy as a whole. However,
such quantification of transaction costs by the
aggregation method usually does not provide
accurate estimates as this approach is based on
assumptions and allowances.

A quantitative evaluation approach for the private
sector in the public procurement system was used by
Czech researchers (Dufek, 2013). The survey was
conducted by interviewing employees of 48 suppliers
of different sizes and areas of activity. Pavel (2018)
evaluated the private transaction costs for those
participating in tenders and the main factors
impacting their value based on questionnaire results
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(804 observations). Administrative cost savings have
been measured by Singer et al. (2009) to analyse the
efficiency of a new electronic system of public
procurement in Chile. A similar approach based on
the questioning and survey of participants in the
public procurement process, was used for evaluating
the costs for public customers of one Russian region
(Yakovlev et al., 2018).

The most comprehensive empirical study of public
procurement costs at the macro level was conducted
by PwC (2011). This was a large study attempting to
measure the efficiency of public procurement in EU
countries. The PwC approach to cost evaluation
consisted of measuring the labour costs for
implementing individual stages of the purchasing
process and their summation. The estimations of
procurement costs, measured in terms of person-
days, were obtained from a survey of 5,500 public
customers and 1,800 suppliers from 30 countries.
Using average salaries in each of the European
countries under survey based on Eurostat and OECD
data, the researchers quantified labour costs and
overall procurement costs, as well as the costs for
each type of purchasing procedure. According to the
PwC study, procurement costs account for
approximately 1.4% of overall contract value within
the EU. Supplier costs (including unsuccessful
bidders) represent approximately 75% of total
procurement costs; customer costs represent 25%.

The methods of measuring public procurement
costs described above are based on approximate
estimates of the labour costs for implementing
individual stages of the purchasing process (in terms
of person-days or person-hours). As the time spent
on procurement procedures is non-observable, data
on its amount can only be obtained by expert
evaluation from the results of in-depth interviews (if
the number of respondents is small) or upon the
results of a formalized survey of employees involved
in the procurement process. Labour intensity can be
evaluated both in respect of individual stages of the
procurement process or in respect of the
procurement process as a whole. Data on the
average salary of employees involved in the
procurement process are used for converting labour
intensity evaluations into monetary terms.

Data and methodology

Methodology

To evaluate public procurement costs at the macro
level, we used a large online survey of public
customers and suppliers as the main data collection
method. This survey involved a questionnaire
combining several blocks of questions concerning

the labour intensity of the procurement process and
other aspects of the public procurement system.

The method for generating the sample of
respondents depends on the specifics of the public
procurement information system used in the region
being investigated. For example, a database of email
addresses of respondents (public customers and
suppliers) can be assembled on the basis of the
information from a region or country’s official public
procurement website. The sample should be
compared to the general population and possible
bias should be checked and evaluated.

We evaluated procurement transaction costs of
public customers and suppliers for the entire
procurement process, including such procurement-
related information as search costs; procurement
planning and rationale costs (only for public
customers); procurement procedure preparation
costs; procurement procedure administering costs;
the costs of drafting and concluding the contract; the
costs of conflict settlement in relation to the
procurement process (participating in litigation,
interaction with the regulators or negotiations
between the public customer and the supplier).
Previous studies have revealed that specialists find it
difficult to make accurate estimations of the labour
costs at different stages of the procurement process
and other detailed information about their labour
costs (see, for example, Yakovlev et al., 2018). It is
easier for respondents to evaluate overall labour
costs for a procedure, rather than divide it into
individual stages as not all respondents have a clear
understanding of what particular actions refer to
what particular stage.

Our study considered only the direct transaction
costs of implementing procurement procedures. We
did not include the costs associated with non-
fulfillment of a contract, unfair behaviour of
suppliers, corruption and other indirect risks arising
in the process of public procurement.

Two questionnaires were used—one for public
customers and one for suppliers—with maximally
symmetrical questions, which enabled us to analyse
the questions from the perspectives of both sides. We
asked about the approximate labour intensity (the
total time spent on performing a particular procedure
by all the employees involved) of various
procurement procedures. The questionnaire also
included questions concerning general information
about the respondent and the organization: gender;
age; work experience; position; region(s) covered;
organization’s area of activity; headcount of the
organization and the public procurement department.
This made it possible not only to collect data on the
labour intensity of particular procurement procedures
but also to reveal the dependence of this indicator on
a wide range of factors.
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The questionnaires were piloted with public
procurement specialists. After the large survey, the
data were prepared for further analysis. To avoid
distortion of the results, the obtained data must were
cleared of outliers. For example, responses
containing unrealistic estimates for one of the
questions relevant for the analysis were excluded.

The obtained information was used to evaluate
average procurement costs (in terms of person-
hours) for implementing each type of procedure. It
should be taken into consideration that, since more
than one bidder participates in competitive
procedures, suppliers’ costs for these procedures
grow in proportion to the number of bidders.

The average procurement costs for each procedure
were estimated in monetary terms. This indicator was
calculated by multiplying the procurement cost for
each procedure (in terms of person-hours) by the
average salary of the public procurement employee
(including the amount of compulsory insurance
premiums for the employee). These data were taken
from official statistics and/or expert evaluations.

Another important characteristic of public
procurement costs is the share of the cost for
administering the procurement in its total value (as a
percentage). This indicator was calculated as the ratio
of the costs in monetary terms to the average
contract value for each procurement procedure.

For a more correct interpretation of results in
addition to the subjective assessments evaluations of
the respondents we used regression analysis to
identify the nature of the impact on the public
procurement costs by various factors. We looked at
the effect of qualifications and experience on
employees’ cost estimates of procurement
procedures. We also considered the impact on public
procurement costs of other factors: the size of the
respondent’s organization; its area of activity; type of
customer; the size of procurement department;
region; gender differences. Linear regression models
of costs incurred by public customers and suppliers
for all types of procedures were constructed, using as
dependent variables the public customers’ and
suppliers’ procurement costs (in terms of person-
hours) of the relevant procedure.

Empirical data

Our study, conducted in 2017, was based on the results
of a large online survey of Russian public customers
and suppliers. Russian public procurement law
envisages several types of procurement procedures,
both covering competitive procedures (tenders,
auctions, requests for quotations, requests for
proposals, etc.) and single-source contracting (see
Table 1). For a description of the main characteristics
of the Russian public procurement system, see World

Bank (2006); Yakovlev et al. (2013); Balaeva and
Yakovlev (2017).

Regulation of public procurement in Russia is aimed
at preventing corruption and involves as much control
as possible over the procurement process. Russian
legislation sets very low thresholds for making
competitive purchase procedures obligatory for
public customers. Public procurement regulation
starts with contract values over RUB 100,000 (about
1400 USD), which is 100 times lower than the
thresholds used in the EU. However, the public
procurement costs, which are significant, especially
for small purchases, are not taken into account.

The Russian public procurement system requires all
procedures to be placed in a unified information
system of government procurement—so they
contain an element of e-procurement. However,
there are no completely digital procedures: even for
an electronic auction, it is necessary to draw up a
large number of paper documents (application
review protocols, protocols with the results of the
procedure), which adds to transaction costs.

We collected information from the Russian official
public procurement website (www.zakupki.gov.ru) to
create a database of the email addresses of public
customers and suppliers (responsible persons from
tender documentation for customers and from
contract information cards for suppliers). To improve
the quality of the sample, we selected email
addresses that had been used at least 10 times
between January 2014 and March 2016 and at least
once in 2016. This reflects the sample bias toward
more experienced respondents. The database
included 129,000 customers and 300,000 suppliers.
The questionnaires were emailed in 2017. A total of
1,251 correctly completed questionnaires was
received from public customers and 721 from
suppliers. After cleaning the data, we analysed 1,391
observations (849 customers and 542 suppliers).

Among public customers, 59% represented
municipal, 25% regional and 16% federal public
entities. Forty five per cent of the customer
organizations employed up to 50 employees and
only 8% had at least 501 employees. Among
suppliers, 68% of respondents were entities with up
to 20 employees and only 2% had more than 250
employees. Most of the responding suppliers
represented the construction sector (27%) and trade
(24%), whereas manufacturing firms accounted for
only 8% of the sample. The median employment
period in public procurement for customers was
four years, and for suppliers it was five years.
Slightly more than half of suppliers and one third
of public customers had had experience with
complex public procurement procedures. The share
of males among suppliers was 59%; among
customers, it was 30%.

4 O. BALAEVA ET AL.

http://www.zakupki.gov.ru


The resulting sample is close to being
representative of the population. The shift of our
sample towards federal and regional level customers
may have been caused by the sample bias toward
more experienced participants that could be more
ready to answer on our questionnaire. The higher
level of female representation can be explained by
sector composition of our sample compared to the
population (for example military and security service
organizations were not included in our sample). As
for the age distribution, the apparent shift toward
the age groups of 31–50 may have been caused by
the experience requirements of the sampling.
However, these discrepancies are not critical and our
results can be extrapolated to the whole population.

The information on contract values, the numbers of
different procurement procedures and the average
number of bidders was used for calculating the
average cost for each procurement procedure in
Russia (Ministry of Economic Development, 2016).
The average monthly salary of public customers was
RUB 43,611 in 2016 (www.gks.ru), and for suppliers it
was RUB 47,905 (www.russia.trud.com). The annual
amount of working time with a 40-hour working
week in 2016 was 1,974 hours (www.consultant.ru/
law/ref/calendar/proizvodstvennye/2016/).

Results

Descriptive analysis

The average procurement costs for each type of
procurement procedure (see Table 2) were evaluated
on the basis of data obtained from the results of a
survey of public customers and suppliers concerning
the labour intensity of their employees, performing
various public procurement procedures.

The total procurement costs for small purchases (up
to RUB 100,000) and single-source contracting (over
RUB 100,000) were also much smaller than for
competitive procedures involving more than one
bidder, and therefore the supplier’s procurement
costs grew in proportion to the number of bids.

Relatively small total procurement costs were
involved in two competitive procedures (request for
quotations at 36.4 person-hours and request for
proposals at 33.2 person-hours), which is also a result
of their relative simplicity and comparatively low
competitiveness.

The survey results showed that tenders (two-stage,
open, and restricted) and e-auctions were the most
labour-intensive types of procurement procedures for
all respondents. Two-stage tenders were the most
labour-intensive (140.7 person-hours), having the
highest average labour intensity as estimated by
both public customers and suppliers, as well as the
maximum competitiveness (4.6 bids) among all
procedures. Generally, the total labour intensity of
one procurement procedure (excluding small
purchases) in 2016 was 58.6 person-hours, 65% of
which were the procurement costs for suppliers
(including the procurement costs for all the
participants in the procurement).

Many respondents who made high estimations of
the labour intensity of e-auctions often found it
difficult to estimate the procurement costs for
tenders. Specifically, respondents whose cost
estimate of e-auctions was above average, including
59% of suppliers and 75% of public customers, could
not make an evaluation of the labour intensity of
restricted tenders, while 54% of suppliers and 81% of
public customers had difficulties in estimating the
costs for two-stage tenders. Presumably, these
employees had no experience with different types of
procurement procedures, including competitive ones,
and could not make an adequate evaluation of
labour intensity and compare them.

The data in Table 2 better represent the average
procurement costs for all types of procurement
procedures by accounting for different qualification
levels and experience of public procurement
employees.

Data on procurement costs for different
procurement procedures in terms of person-hours
were used for evaluating the average procurement

Table 1. The main public procurement procedures in Russia in 2016.
Total values of procurement notices in 2016 (billion roubles) Number of procurement notices

1. Competitive procedures
1.1 Auction E-auction (in electronic form) 3,874.8 1,796,843

Closed auction 10.2 279
1.2 Tender Open tender 815.1 34,976

Restricted tender 287.1 8,076
Two-stage tender 0.5 65
Closed tender 30.3 158
Closed restricted tender 19.9 14
Closed two-stage tender - -

1.3 Request for quotations 66.3 415,842
1.4 Request for proposals 109.2 11,156

2. Non-competitive procedures
Single-source contracting 1,279.6 795,976
Total 6,493.1 (approximately USD 97 billion) 3,081,823

Source: Compiled by the authors based on analysis of data from the Ministry of Economic Development (2016).
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costs for each type of procedure in monetary terms
(see Table 3).

The percentage share of procurement costs in the
total contract value is an important characteristic of
any region’s public procurement system. Additional
information on the value of contracts and their
number (Ministry of Economic Development, 2016)
was used for calculating the weighted-average costs
for each procurement procedure. The results are
presented in Table 4.

Requests for quotations were found to be the most
expensive procedure: the share of procurement costs
in the total contract value was 8.3%. Small purchases
were also costly: even if we take the maximum
average value (RUB 100,000), the share of
procurement costs would be 6.6%. However, as the
actual average cost for small purchases is lower, the
share of procurement costs may substantially exceed
the value of this indicator for other procedures,

including requests for quotations. E-auctions also
entailed relatively expensive procedures: their

Table 2 . Average procurement costs for public customers and suppliers on public procurements depending on the type of
procurement procedure, in person-hours.

Type of procurement
procedure

Public customer’s
procurement costs for

performing the procedure

Supplier’s procurement
costs for performing the

procedure

Average
number of

bids

Total procurement costs for
all suppliers involved in the

procedure

Total
procurement

costs

Small purchases (up to
RUB 100,000)

9.7 8.5 1 8.5 18.2

Single-source
contacting (over
RUB 100,000)

12.7 9.5 1 9.5 22.2

Request for quotations 17.2 10.1 1.9 19.2 36.4
E-auction 25.7 14.1 2.9 40.9 66.6
Request for proposals 18.4 12.3 1.2 14.8 33.2
Restricted tender 26.1 16.9 1.9 32.1 58.2
Open tender 25.3 18.4 2.3 42.3 67.6
Two-stage tender 28.9 24.3 4.6 111.8 140.7
Average (excluding
small purchases)

20.3 14.2 2.7 38.3 58.6

Note: Additional basic descriptive statistics are available on request.
Source: Compiled by the authors based on data from the Ministry of Economic Development (2016) for the average number of bids.
Quite predictably, the least labour-intensive types of procurement procedures, in respondents’ estimates, were small purchases (up to RUB 100,000), for
which Russian legislation provides the possibility of direct contracting without performing competitive procedures, and also single-source contacting.
Therefore, the returns of the survey confirmed the assumption that procurements made in a non-competitive environment entail the smallest costs both
for suppliers and customers, compared to other types of procurement procedure.

Table 3. Average costs for public customers and suppliers on public procurements depending on the type of procurement
procedure (RUB thousands).

Type of procurement
procedure

Public customer’s
procurement costs for

performing the procedure

Supplier’s procurement
costs for performing the

procedure

Average
number of

bids

Total procurement costs for
all suppliers involved in the

procedure

Total
procurement

costs

Small purchases (up to
RUB 100,000)

3.4 3.2 1 3.2 6.6

Single-source
contacting (over
RUB 100,000)

4.4 3.6 1 3.6 8.0

Request for quotations 6.0 3.8 1.9 7.3 13.3
E-auction 8.9 5.4 2.9 15.6 24.5
Request for proposals 6.4 4.7 1.2 5.6 12.0
Restricted tender 9.0 6.4 1.9 12.2 21.3
Open tender 8.8 7.0 2.3 16.1 24.9
Two-stage tender 10.0 9.2 4.6 42.5 52.5
On average (excluding
small purchases)

7.0 5.4 2.7 14.6 21.6

Source: Compiled by the authors based on data from the Ministry of Economic Development (2016) for the average number of bids.
The average costs for one procurement procedure was about RUB 5,000 for the supplier and RUB 7,000 for the public customer. The total average costs for
one procurement procedure (excluding small purchases) was RUB 22,000; 68% of which were the supplier’s costs (accounting for the costs for all
procurement participants). We estimated the total cost for performing public procurements in Russia in 2016 at approximately RUB 64 billion.

Table 4. Share of the public customers’ and suppliers’
aggregate procurement costs in the contract value, by
procedure (2016).

Procedure
Share of procurement costs in the

contract value (%)

Small purchases (up to RUB
100,000)

6.6

Single-source contacting (over
RUB 100,000)

0.5

Request for quotations 8.3
E-auction 1.1
Request for proposals 0.1
Restricted tender 0.1
Open tender 0.1
Two-stage tender 0.6
On average (excluding small
purchases)

1.0

Source: Compiled by the authors based on data from the Ministry of
Economic Development (2016).
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procurement costs totalled 1.1% of the average
contract value.

As part of the survey, we also asked about the
threshold value of a public procurement contract for
applying the statutory regulations. According to
responses, a large share of public customers
considered the current regulation excessive and
therefore impractical (see Figure 1). Nearly half the
suppliers also considered statutory regulation of
small procurements as excessive (see Figure 2).

Most public customers believed that procurement
regulation should not be applied to small purchases
but should start at a minimum threshold value of
RUB 500,000 (44% of respondents) or RUB 1,000,000
(26%).

Such excessive regulation inevitably leads to
increased costs for public procurement. These
additional expenses for compliance with the
statutory requirements and regulations become
necessary for an increasing number of procurements.
As these costs do not depend on the contract value,
they are especially significant for small contracts.

Regression analysis

For a better interpretation of results, we used a
regression analysis to reveal the impact of various
factors on the amount of public procurement costs.
We ran linear regression models of costs separately
for public customers and for suppliers for all types of
procurement procedures. Public customers’ and
suppliers’ procurement costs for a particular

procurement procedure (yi, where i is the respondent
number) were used as dependent variables:

yi = c+ bEi + gXi + 1i (1)

where Ei is the indicator of work experience with
tenders.

The Xi vector variable stands for a combination of
factors used in the model for control purposes. These
factors include the respondent’s age, gender,
qualification/experience, an indicator of experience
under the previous public procurement regulations,
the organization’s area of activity, type of customer,
the approximate headcount of the procurement
department, and a regional control variable (GRP
logarithm as an indicator of regional economic
development). A full list of these variables can be
obtained from the authors.

Due to the continuity of the dependent variables in
our analysis, we used linear models estimated by the
least squares method. To address the problem of
heteroscedasticity, we used the White estimators for
standard deviations. These estimators are more
robust but consistent. The estimation results are
given in Tables 5 and 6.

Regression analysis confirmed the effect of
experience of working with complex procedures on
the labour intensity of other procedures. The analysis
showed that the average public customers’
procurement costs for e-auctions were 3.2 person-
hours less; for small purchases, 2.4 person-hours less;
and for single-source contracting and requests for
quotations, 3.1 person-hours less (Table 5). Similar

Figure 1. Evaluation of the Russian effective regulation of procurements of different value by public customers (percentage of
respondents).

Figure 2. Evaluation of the Russian effective regulation of procurements of different value by suppliers (percentage of
respondents).
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results were obtained for suppliers with such
experience: the costs for e-auctions and small
purchases were lower on average by 2.7 person-
hours and 3.4 person-hours, respectively, for
suppliers who had experience with tenders,
compared to those who had no such experience
(Table 6). Therefore, our initial hypothesis was
confirmed.

Econometric analysis revealed a number of
additional effects; for example the labour intensity
estimates for requests for quotations and e-auctions
by federal customers were statistically lower than
those by municipal and regional customers (see
Table 5). Customers over 50 years old made
statistically higher estimations of procurement costs
for all types of tenders (restricted tenders, open
tenders, and two-stage tenders). A similar effect was
found for suppliers over 40 years old for all types of
procedures except open tenders, two-stage tenders,
and restricted tenders (Table 6).

Conclusion

We have presented a survey-based methodological
approach to public procurement cost evaluation at
the macro level on Russian data. These costs are
borne by public customers and suppliers
representing major public sector industries for
different types of procurement procedures and for
procurements of different values. Such country-based
studies have not been previously conducted either in
Russia or in other developing countries.

The results of our evaluation of Russian public
procurement costs led us to the following conclusions:

. According to our estimates, the total public
procurement transaction costs in Russia were 1%
of the aggregate value of contracts concluded
during the year. Although this figure seems small,
our survey confirmed that the lower the contract
value, the more expensive the implementation

Table 5. Model estimation results for public customers’ procurement costs (all procedures except for tenders).
Small purchases (up
to RUB 100,000)

Single-source contacting
(over RUB 100,000)

Request for
quotations

E-
auction

Request for
proposals

Dependent variable

Characteristic of respondent/
organization/ region

Set of variables
included in the

model Procurement costs for a procurement procedure

Experience in complex
procedures

−2.4** −3.05** −3.13* −3.17* 2.75

Age 21 to 30 years old Reference category
31 to 40 years old 1.64 2.35 3.55 −0.509 −0.555
41 to 50 years old 1.85 1.48 2.96 4.68 −3.71
Over 50 years old 3.32 1.47 12.6*** 11.4*** 2.39

Type of customer Municipal Reference category
Regional 0.755 −1.81 –3.24 0.0422 6.42
Federal −0.385 −2.4 –5.25** −7.27*** 5.91

Controls Gender, position, procurement experience before 2014, organization’s area of activity, size of the procurement
department, logarithm of per capita GRP in the region, etc.

Constant 4.18 −34.5 −9.61 19.3 32.4
R2 0.049 0.050 0.116 0.081 0.064
p value 0.096 0.099 0.001 0.004 0.928
Number of observations 505 498 335 441 153

Note: Significance: *** 0.01; ** 0.05; * 0.1.

Table 6. Model estimation results for public suppliers’ procurement costs (all procedures except for tenders).
Small purchases (up
to RUB 100,000)

Single-source contacting
(over RUB 100,000)

Request for
quotations

E-
auction

Request for
proposals

Dependent variable

Characteristic of respondent/
organization/ region

Set of variables
included in the

model Procurement costs for a procurement procedure

Experience in complex
procedures

–3.44** –3.13 –0.92 –2.67** –1.38

Age 21 to 30 years old Reference category
31 to 40 years old 2.06 0.344 2.26 2.32 4.85*
41 to 50 years old 1.16 3.14 4.09* 4.01* 1.84
Over 50 years old 0.379 0.552 1.14 2.47 –0.371

Controls Gender, position, procurement experience before 2014, organization’s area of activity, size of the procurement
department, logarithm of per capita GRP in the region etc.

Constant 15.2 –9.61 0.684 0.851 –8.1
R2 0.036 0.055 0.030 0.038 0.053
p value 0.412 0.240 0.564 0.296 0.317
Number of observations 343 272 351 369 263

Note: Significance: *** 0.01; ** 0.05; * 0.1.
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and administration. The most expensive procedures
were small-value purchases: requests for
quotations; and purchases up to RUB 100,000. The
share of transaction costs for such procurement
contracts was 6.6% or more. Not surprisingly, most
public customers believe that procurement
regulation should not be applied to very small
purchases but should start from the minimum
threshold of RUB 500,000 (44% of respondents) or
even RUB 1,000,000 (26%). In our respondents’
opinions, such excessively rigid regulation is an
unavoidable consequence of increased risk of
corruption among public organizations’ officials
(Büchner et al., 2008), favouritism (Laffont & Tirole,
1991) and third-party opportunism (Moszoro et al.,
2016; Moszoro & Spiller, 2018). Third-party
opportunism is where top-level bureaucrats try to
protect themselves from accusations of
inefficiency by adhering to excessively rigid rules
which reduces efficiency (Moszoro et al., 2016;
Moszoro & Spiller, 2018).

. The share of procurement costs in the overall
contract value in Russia (1%) is similar to that in
the EU (1.4%). However, the average contract
value in the EU is many times higher than in
Russia and the difference in salary of public
procurement specialists is very significant. If we
leave the value indicators aside and focus on
procurement costs (in terms of person-hours), we
can see that they are quite comparable.
According to PwC (2011), a public customer’s
procurement cost for holding an e-auction was 28
person-hours and a supplier’s procurement cost
was 12 person-hours. According to our estimates
for Russia, a public customer’s procurement cost
was 26 person-hours and a supplier’s
procurement cost was 14 person-hours. The
structure of the overall costs for public
procurement is also comparable to the PwC data.
In our estimations, supplier costs (taking into
consideration all participants’ costs) accounted for
68% of the total procurement costs, compared to
75% for the PwC data.

. An analysis of labour intensity, depending on a
whole range of factors characterizing the
respondents and their organization using
econometric methods, revealed only a few
significant factors. The main one was the
respondent’s experience with complex procedures
—these respondents gave lower estimates for
procurement costs for simple procedures. In
addition, respondent’s age, and the type of
customer (federal/regional/municipal) were
statistically significant factors for some procedures.
Factors such as gender, position, longer
experience in public procurement, size of the
procurement department, and a regional control

variable were statistically insignificant for
practically all procedures.

One of the limitations of our research is respondents’
bias toward ex ante costs. To facilitate the
questionnaire, our questions did not anticipate ex
post costs related to contract performance
monitoring, contract closure, and possible complaint
resolution. To evaluate the full cycle of the
transaction costs for public procurement respondents
would need more detailed instructions on
completing questionnaires concerning the labour
intensity of each type of procurement procedure to
reduce the number of unrealistic assessments.

In addition, this paper focuses only on direct
transaction costs for the implementation of
procurement activities. We did not include indirect
costs associated with non-fulfillment of the contract,
unfair behaviour of suppliers, corruption and other
risks that may arise during the procurement process.
Assessing the costs associated with public
procurement risks is beyond the scope of this paper,
as it requires other approaches and methods but,
undoubtedly, is one of the important directions for
the further development of this topic.

Nevertheless, our approach to the evaluation of
public procurement can be recommended for use on
large samples to analyse public procurement costs in
different regions. The model will be particularly
valuable in developing countries, transition
economies with an immature system of public
procurement regulation, or developed countries and
regions where it is necessary to evaluate the
effectiveness of public procurement system quickly
and without high labour costs. The method is an
important basis for developing recommendations for
the public procurement system in any region.

Acknowledgements

This research was supported by the Program for Basic
Research of the National Research University Higher School
of Economics in 2019. The authors are grateful to Sergei
Dashkov for assistance in developing the questionnaire and
Ivan Begtin for his contribution to conducting the survey.
They are also grateful to the public customers and
suppliers who participated in the survey and to Jesse
W. Campbell for helpful comments on a previous version of
this manuscript and suggestions for improvement.

Disclosure statement

No potential conflict of interest was reported by the authors.

ORCID

Olga Balaeva http://orcid.org/0000-0001-9065-1373
Andrei Yakovlev http://orcid.org/0000-0003-2273-0971
Yuliya Rodionova http://orcid.org/0000-0001-9837-4753

PUBLIC MONEY & MANAGEMENT 9

http://orcid.org/0000-0001-9065-1373
http://orcid.org/0000-0003-2273-0971
http://orcid.org/0000-0001-9837-4753


References

Arrow, K. J. (1969). The organization of economic activity:
Issues pertinent to the choice of market versus
nonmarket allocation. The analysis and evaluation of
public expenditure: The PPB system, 59–73.

Balaeva, O., & Yakovlev, A. (2017). Estimation of costs in the
Russian public procurement system. International Journal
of Procurement Management, 10(1), 70–88.

Butter, F. A. G. d. (2012). The transaction management
perspective on procurement in the era of globalization.
International Journal of Procurement Management, 5(2),
123–139.

Büchner, S., Freytag, A., González, L. G., & Güth, W. (2008).
Bribery and public procurement: An experimental study.
Public Choice, 137(1–2), 103–117.

Coase, R. H. (1937). The nature of the firm. Economica, 4(16),
386–405.

Costantino, N., Dotoli, M., Falagario, M., Fanti, M. P., &
Iacobellis, G. (2006). Evaluating the total cost of
purchasing via probabilistic and fuzzy reasoning. Fuzzy
Economic Review, 11(1), 69–92.

Costantino, N., Dotoli, M., Falagario, M., Fanti, M. P., & Iacobellis,
G. (2009). A decision support system framework for
purchasing management in supply chains. Journal of
Business and Industrial Marketing, 24(3/4), 278–290.

Costantino, N., Dotoli, M., Falagario, M., & Sciancalepore, F.
(2012). Balancing the additional costs of purchasing and
the vendor set dimension to reduce public procurement
costs. Journal of Purchasing & Supply Management, 18(3),
189–198.

Dufek, L. (2013). Measuring private transaction costs of public
procurement: Case of the Czech Republic. Acta
Universitatis Agriculturae et Silviculturae Mendelianae
Brunensis, 61(2), 317–325.

Erridge, A. (2007). Public procurement, public value and the
Northern Ireland unemployment pilot project. Public
Administration, 85(4), 1023–1043.

European Commission. (2015). New EU public procurement
reform: Less bureaucracy, higher efficiency. 19 November
2015. http://ec.europa.eu/growth/tools-databases/
newsroom/cf/itemdetail.cfm?item_id=8562.

Gardenal, F. (2013). A model to measure e-procurement
impacts on organizational performance. Journal of Public
Procurement, 13(2), 215–242.

Groth, M. (2008). Private ex-ante transaction costs for
repeated biodiversity conservation auctions: A case
study. Working Paper Series in Economics, University of
Lüneburg, 84, May.

International working group on Administrative Burdens.
(2004). The Standard Cost Model. https://ec.europa.eu/
eurostat/documents/64157/4374310/11-STANDARD-
COST-MODEL-DK-SE-NO-BE-UK-NL-2004-EN-1.pdf.

Jasko, O., Jovanovic, P., & Cudanov, M. (2015). Cost efficiency
of public procurement at local level: Chances for
improvement of local self-government and public
enterprises in Serbia. Lex Localis, 13(3), 789–807.

Laffont, J.-J., & Tirole, J. (1991). Auction design and favoritism.
International Journal of Industrial Organization, 9(1), 9–42.

Ministry of Economic Development. (2016). Report on the
results of monitoring the implementation of Federal Law

No. 44-FL of April 5, 2013 ‘On the Contract System in State
and Municipal Procurement of Goods, Works and Services’
for 2016. (In Russian.).

Moszoro, M., Spiller, P. T., & Stolorz, S. (2016). Rigidity of
public contracts. Journal of Empirical Legal Studies, 13(3),
396–427.

Moszoro, M. W., & Spiller, P. T. (2018). Political contestability
and public contracting. Journal of Public Economic Theory,
21(5), 945–966.

OECD. (2016). Corruption in public procurement. https://www.
oecd.org/governance/procurement/toolbox/search/
towards-e-procurement-russian-federation.pdf.

Pavel, J. (2018). Soukromé transakční náklady zadávání
veřejných zakázek a faktory ovlivňující jejich výši [Private
transaction costs of procurement and factors affecting
their value]. Politická Ekonomie, 66(1), 20–34.

Pickernell, D., Kay, A., Packham, G., & Miller, C. (2011).
Competing agendas in public procurement: An empirical
analysis of opportunities and limits in the UK for SMEs.
Environment and Planning C: Government and Policy, 29
(4), 641–658.

Plaček, M., Ochrana, F., Schmidt, M., Nemec, J., & Půček, M.
(2020). The factors causing delays in public procurement:
The Czech Republic versus the UK. Public Money &
Management, 40(2), 131–139.

PwC. (2011). Public procurement in Europe: Cost and
effectiveness. PricewaterhouseCoopers. A Study on
Procurement Regulation Prepared for the European
Commission.

Saussier, S., & Tirole, J. (2015). Strengthening the efficiency of
public procurement. Notes du Conseil D’analyse
Économique, 3, 1–12.

Singer, M., Konstantinidis, G., Roubik, E., & Beffermann, E.
(2009). Does e-procurement save the state money?
Journal of Public Procurement, 9(1), 58–76.

Stigler, G. J. (1961). The economics of information. Journal of
Political Economy, 69(3), 213–225.

Wallis, J. J., & North, D. C. (1986). Measuring the
transaction sector in the American economy, 1870-
1970. In S. L. Engerman, & R. E. Gallman (Eds.), Long-
term factors in American economic growth. University
of Chicago Press.

Williamson, O. E. (1985). The economic institutions of
capitalism. firms, markets, relational contracting. The Free
Press.

World Bank. (2006). Country procurement assessment report.
Russian Federation.

Yakovlev, A., Balaeva, O., & Tkachenko, A. (2018). Estimation
of procurement costs incurred by public customers: A
case study of a Russian region. Journal of Public
Procurement, 18(1), 68–87.

Yakovlev, A., Demidova, O., & Balaeva, O. (2013). Empirical
analysis of suppliers’ nonperformance risks in execution
of public procurement contracts in Russia. In G. Albano,
K. Snider, & K. Thai (Eds.), Charting a course in public
procurement innovation and knowledge sharing.
PrAcademics Press.

Zheng, J., Knight, L., Harland, C., Humby, S., & James, K.
(2007). An analysis of research into the future of
purchasing and supply management. Journal of
Purchasing and Supply Management, 13(1), 69–83.

10 O. BALAEVA ET AL.

http://ec.europa.eu/growth/tools-databases/newsroom/cf/itemdetail.cfm?item_id=8562
http://ec.europa.eu/growth/tools-databases/newsroom/cf/itemdetail.cfm?item_id=8562
https://ec.europa.eu/eurostat/documents/64157/4374310/11-STANDARD-COST-MODEL-DK-SE-NO-BE-UK-NL-2004-EN-1.pdf
https://ec.europa.eu/eurostat/documents/64157/4374310/11-STANDARD-COST-MODEL-DK-SE-NO-BE-UK-NL-2004-EN-1.pdf
https://ec.europa.eu/eurostat/documents/64157/4374310/11-STANDARD-COST-MODEL-DK-SE-NO-BE-UK-NL-2004-EN-1.pdf
https://www.oecd.org/governance/procurement/toolbox/search/towards-e-procurement-russian-federation.pdf
https://www.oecd.org/governance/procurement/toolbox/search/towards-e-procurement-russian-federation.pdf
https://www.oecd.org/governance/procurement/toolbox/search/towards-e-procurement-russian-federation.pdf

	Abstract
	Introduction
	Literature review: approaches to evaluating procurement transaction costs
	Data and methodology
	Methodology

	Empirical data
	Results
	Descriptive analysis
	Regression analysis

	Conclusion
	Acknowledgements
	Disclosure statement
	ORCID
	References

