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Abstract

The main objective of this research is to assess the general efficiency level of public
procurement system in the Republic of Kosovo. Other important objectives are investigating
and identifying important determinants of the current level of efficiency for Kosovo. To
achieve this, random data from 243 economic operators were collected and processed. In
terms of methods and tools, we use descriptive statistics and econometric modeling
techniques. We propose 4 indirect variables of efficiency/inefficiency and build a set of
econometric models to analyze the factors of efficiency/inefficiency. Results of the analysis
show a very high level of inefficiency of funds used through public procurement. If we talk
about efficiency in terms of the application of procurement principles, the inefficiency score
is about 4.7, or the efficiency score is 0.3, which means an extremely low level of efficiency.
If we speak in terms of capacities to implement procurement legislation, the inefficiency
score is about 4, or the efficiency score is about 1, which again means a very low level of
efficiency. Among major factors of inefficiency are lack of transparency and political
intervention during the procurement process, as well as lack of knowledge by procurement
staff and not application of electronic procurement. Bad Terms of References also seem to
be a factor of inefficiency, but they might be related to political pressure and lack of
knowledge and experience of the procurement staff.
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Introduction

The public procurement is “overall process of acquiring goods, civil works and
services which includes all functions from the selection of needs and solicitation of
sources, preparation and award of contracts and all phases of contract administration
through the end of services’ contract or the useful life of an asset” (UNDP, 2006).
The public procurement is a process, and as such we can define it as the ensemble
of activities and procedures that should perform the corresponding institutions as
entitled by the law, to make possible buying of specific goods and services in the
amount due and the best quality possible. The procurement process is the heart of a
sound system of procurement (Harink, 2000). The efficiency of public procurement
aims to get best value for money and provide qualitative services, through ensuring
fair competition among enterprises and effective allocation of public resources
(OECD Public Procurement Toolkit 2016). In a more explicit way, based on the
above statement, we can define the efficiency of the procurement process as the
capability of the procurement system to ensure value for money and quality of
service delivery from the economic operators. The public procurement process is
first of all a management issue. On this footing, the efficiency of the procurement
system is the capability of the procurement system to manage the procurement
process in such a way that the amount of service delivered be the maximum possible
and of the highest quality possible. The process of procurement is as old as
organization as an institution itself and has first been introduced in response to
organizations’ needs to purchase goods and services given their inability to produce
these on their own (Mukoruru and Iravo, 2014). According to the (World Bank,
1995), public procurement includes the purchase of goods and services by the
contracting authority using public funds. A considerable amount of the states’
budgets is annually dedicated to public procurement. These values make up about
18 percent of the World Gross Domestic Product (in terms of GDP this number is
up to 20 percent in the Organization for Economic Cooperation and Development
(Odhiambo and Kamau, 2003) and between 15 to 20 percent in developing countries
(Nicol, 2003). While in the United States of America this reaches to about 200 billion
U.S. dollars annually (Coggburn, 2003). The Republic of Kosovo spends as much as
9 percent of its GDP on public procurement (Public Procurement Regulatory
Commission, 2015). Because of its importance to economic development and to the
general welfare, governments use procurement as an instrument for establishing
rules on the efficient use of public money. In order to avoid abuses and misuses of
public funds, the Parliament of the Republic of Kosovo has approved the Public
Procurement Law Nr. 04/L-237, Law no. 05/L-068 and Law. 05/L-092. There are
perceptions that the public procurement system in Kosovo is characterized by
inefficient use of public funds, where more often than not, the public authorities do
not follow legal procedures. Public contracts are usually given to economic
operators/companies based on their connection to the government officials and not
to the most deserving companies.
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Kosovo as a country that aspires to join the EU, should aspire to bring its
procurement legislation in alignment with European Directives. The reorganization
of the procurement legal framework should not only be normative, but also
substantial. (Arrowsmith, 2005); Zuccolotto, 2005. Furthermore, (Placek et al.,
2016) show that only one percent increase in the procurement efficiency can lead to
significant savings in public funds.

Research problem, purpose and specific objectives

Improvement of the capacities of the public procurement institutions, the agency of
public procurement in particular, are crucial to the improvement their functional
efficiency. Thus, our research problem is focused, first, on the need to know the level
of efficiency of the public money that is used to buy goods and services through
public procurement, thereafter to identify and evaluate factors that have an influence
on it in the actual conditions and context of Kosovo, and that are expected to play a
significant role for strengthening the performance of the procurement system in the
future.

The ultimate purpose of our research is to contribute to the increase of the level of
efficiency of public procurement in Kosovo, not only by providing information
about major determinants, but also by outlining some policy implications and
recommendations for future action.

Thus, specific research objectives could include the following:

-Provide some indicator of the actual level of efficiency in the use of public funds
through public procurement.

-Identify factors that actually have an impact on efficiency of public procurement as
well as priority areas needing improvement in this context.

-Draw some policy implications to improve the efficiency of public procurement.
Literature review

There is a vast literature concerning public funds’ procurement and measuring the
efficiency of public procurement. Moreover, use of public funds is a constant
concern of the governments of countries. In many places and state institutions the
inefficient use of public money happens because of ignoring legal rules and
procedures and is associated with loss of considerable amounts of the public funds
(Odhiambo and Kamau, 2003). The issue of efficiency in the procurement process
and the use of public funds has attracted the attention of many scientists and
procurement practitioners (Caldwell et al., 2005). On the worldwide scale many
studies were conducted and published in regard to the efficiency of procurement and
the public funds (Rohella, 2014; Mutea et al., 2013; Thai, 2001; Arrowsmith and
Davies, 1998).
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The efficient management of procurement of public funds has gained in importance
because of the trade liberalization, technological development and the world
globalizing trends (Mute, et al. 2013). The efforts should be focused on effective
negotiation of the contracts and providing value for money, more quality goods, for
how money is spent (Rohella, V., 2014; Arrowsmith and Trybus, 2003) and for more
prosperity and socio-economic development (Mukoruru and Iravo, 2014; Thai,
2005; Arrowsmith and Davies, 1998).

The procurement management of public funds take place in diverse economic,
social, cultural and political environments, but the aim of it remains the same, and
this is to assure the best price-related offer, fair competition between economic
operators, and to prevent favoritism and corruption (James, 2004; Thai, 2001;
Duncombe and Searcy, 2007). A recent report of the World Bank suggests that a
more efficient procurement management would serve the public interest through
managing more efficiently the funds of the state agencies and through increasing the
transparency of the process, which would contribute to increasing the welfare of the
society and reducing the poverty (World Bank, 2013).

There is still a lot of uncertainty as to what are the main factors and standard
indicators that can express directly, or indirectly, the efficiency of procurement of
public funds. European Commission consistently conducts analyses on the
efficiency of public procurement in the EU member states and gives
recommendations on improving the management policies for the use of public funds
(Milosavljevic et al., 2016). In order to contribute to improving their efficiency, in
2004, the World Bank and the Committee of the OECD have developed a standard
indicator system for measuring procurement efficiency of public funds, known as
the "Declaration of Johannesburg". In the Council Directive 2004/17/EC and
2004/18/EC it was noted that all public procurement procedures must comply with
the EC Treaty-and the free movement of goods, capital and people, fair treatment of
economic operators, promoting competition and non-discrimination on national,
social and environmental grounds.

Many authors suggest that promoting the rule of law and limiting abuses of state
power is a prerequisite for efficient public procurement (O'Donnell, 2004).
Moreover, some of them argue that a reduction in corruption demonstrates evidently
that the rule of law and order improve the efficiency of procurement of public funds
(Dastidar and Mukharjee, 2014). But, as literature evidences, political stability is
another important precondition for rule of law, policies and mechanisms for
sustainable public procurement (Uttam and Roos, 2015).

The careful management of public procurement systems has been identified as a
crucial factor for accelerated national development by achieving value for money
through transparency, fairness, cost-effectiveness, efficiency and promotion of local
competitiveness (Matindi and Ngugi, 2013). Therefore, the rule of law is a
prerequisite for an efficient public procurement environment, for securing political
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rights, civil liberties and accountability mechanisms; political equality for all
citizens, and limiting the abuse of state power (O'Donnell, 2004). In a legal
environment where legality is implemented, transparency and accountability of
procurement institutions will reduce corruptive phenomena and improve the
efficiency of public funds. Reducing corruption demonstrates the rule of law
(Dastidar and Mukherjee, 2014). Political stability is not considered a direct variable,
but is an important prerequisite for the rule of law, policies and sustainable public
procurement mechanisms (Uttam and Roos, 2015).

A well-developed and stable economy presupposes political stability, the rule of law
and efficient public procurement policy. Understandably, the consolidation of the
procurement legal framework needs to be approached critically and in close relation
to staff professionalism, transparency, accountability, bureaucracy, corruption, and
political and legal procurement interventions (Arrowsmith, 2005; Zuccolotto, 2005).

According to Arrowsmith (2005), staff with high professional competencies tend to
respect the law, respect procurement procedures, and fight the phenomenon of
corruption. More complete, unbiased procurement of public funds will help the
procurement authorities to make fair decisions. Referring to Thai (2005), there can
be no good procurement management without legal discipline, transparency, and
greater professionalism.

In many empirical studies, promoting competitiveness among most bidders has
proven to be an important indicator of public procurement efficiency in developed
countries (Pavel, 2012). The implementation of information and e-procurement
technologies increases competition among economic operators, increase information
processing capacities and reduce uncertainty and errors during data processing.
Information technologies raise the capacity of the parties, accountability and
transparency between the parties in the procurement process as well as create
competitive advantages throughout the chain of functions (Presutti, 2003).

Competition has gained a global dimension, affecting every nerve of the
organization, including procurement, objectives and standards of quality and price
of supplied goods (Mumassabba, 2015). Lack of moral and political will, lack of
knowledge of management nature and oversight capabilities of concerned
institutions are a prerequisite for tackling falsification in the economy (Keitany and
Moronge, 2013).

The negative side of discriminatory procurement policy lies in restricting
competition, motivation for local firms to invest in research and technological
innovation, and the provision of quality services at favorable prices (Ssennoga,
2010). This form of discrimination is intended to protect industries that are less
competitive.

Monitoring and control of procurement is a complex system of rules and methods of
functioning, detection and prevention of malfunction in the process of procurement
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and an important part of governance in any country (Chen and Zhang, 2016). The
governments of the countries should promote the integrity of the procurement
system, develop the monitoring and control institutions of the public procurement to
guarantee correct implementation of the procurement legal framework (Matindi and
Ngugi, 2013). Internal and external monitoring and control implies the passage of
the procurement process throughout its chain, pointing to eventual weaknesses and
preventing damaging financial actions for the institution in the future. Monitoring
and controlling the procurement process helps to respect the legal framework,
transparency, equal treatment of economic operators, and the provision of value for
money and better budget utilization.

Surveys generally indicate that the control system is not functioning effectively, thus
greatly losing its function (Pavel, 2012). Therefore, low public procurement
efficiency is a result of poor control mechanism. The essence of public procurement
audits is to ensure that public funds are spent for the intended purpose and in order
to maximize public value (Matindi and Ngugi, 2013).

The first experiences in the field of procurement in the new, independent, Kosovo
date back to 2000, and the main merit goes to the international administration in
Kosovo. At this time, along with the construction of the legal framework, new
practices have also been introduced in the procurement management plan and supply
of goods, labor and services. Since 2004, the procurement of goods, services for the
needs of public agencies has passed under the competence of the procurement
authorities, established by the Government of Kosovo. Even though more than a
decade and a half has passed since the establishment of the first procurement units
in Kosovo, the procurement process in the country has been characterized by a lack
of efficiency, large number of complaints, poor quality of goods, services and works
provided.

Recruitment of procurement staff is a real problem for all procurement agencies in
Kosovo and that experience so far suggests that the hiring and professional
development of the procurement staff needs to be changed in order to make the
procurement system more effective and sustainable in decision-making. Improving
knowledge and professionalism of procurement staff seems to significantly improve
the status of public procurement units in Kosovo, making them more attractive for
qualified and experienced individuals who will then be provided with training and
professional development.

Wider application of e-procurement will automate and simplify procedures and
rationalize purchases for the needs of public institutions in Kosovo.

Methodology and data
Methodology
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Based on literature and other practical experiences, there are different variables
used in measuring the efficiency of public funds, but there are only a few quantitative
studies on the measurement of the procurement efficiency (Pirvu and Baldan, 2013).
A comprehensive review of literature shows that econometric modeling is quite not
used as a method to measure the efficiency of procurement of the public funds.
Moreover, it is difficult to find a direct measure or the appropriate dependent
variable that expresses the reliable procurement efficiency of the public funds.
Because of this we propose the use indirect or proxy variables or indicators of the
efficiency of public procurement.

In terms of methodology, we used econometric modelling to identify potential
relationships between each of the possible proxy efficiency variables with a number
of potential factors. The general form of the model we used is has the following
form:

Where Y is the dependent variable taken into consideration and X to Xx are the
independent variables or the factors which are supposed to have an influence on Y.

In this model, a is a free parameter, which theoretically denotes the expected value
of Y if all factors are kept zero. a; to ax are regression coefficients, or partial marginal
effects of factors X, to Xy, respectfully. As for example, a; denotes the amount by
which Y changes if X; changes by one unit and all the other factors are kept
unchanged. The positive sign of a given parameter denotes that between the
dependent variable and the corresponding factor there exists a positive relationship;
thus, if X is increased then an expected increase in Y aslo is expected. The contrary
would be if a parameter has a negative sign.

The term e in the above model, is called a stochastic error, and represents the implicit
effect of all other factors left out of the model, or missing.

The model should also meet a number of theoretical suppositions, such as normality
of the stochastic term, heteroscedasticity of the error term and that of and no
collinearity between the factors in the model. Thus, after the model is estimated the
researcher should also investigate whether these suppositions are met for the model.

Given the data sample, the model could be estimated using the Least Squares
Method, which, given the above suppositions are met, ensures best linear unbiased
estimates for the model parameters.

At the end, a process called statistical inference should be carried out for the entire
model and each of its parameters, to be sure that they are significant. For this purpose
we calculate the probability that the theoretical F (Fisher distribution) value is
greater then the actual F-value (for the model) and probability that the theoretical t
(Student's distribution) value is greater then the actual t-value (for any F the
parameters). We use a 5% (or otherwise a probability of 0.05) level of significance,
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so if the above calculated probabilities result equal or less than the significance level
we can say that the model or the coresponding paramater is statistically significant,
otherwise the corresponding factor is relevant for the dependent variable in
consideration.

More information about the econometric modeling, statistical inference and testing
of the theoretical suppositions the reader could find in (Gujarati, 2003) and
(Wooldridge, 2009).

Data

Based on literature research, we first we defined a number of potential proxy
indicators or variables of efficiency. It is quite impossible to define direct indicators
of efficiency, because of the very different nature and timing of service delivery.
That is why we focused on defining and using indirect indicators.

We organized a group discussion, with experts from the area of public procurement
and academics. The core question of the discussion was: which might be some
indirect indicators of public procurement efficiency? At the end, four alternative
inefficiency variables were selected and supported as most meaningful, and six
potential independent variables as factors of inefficiency. High inefficiency levels
means low efficiency, and we can use these terms interchangeably. These variables
are shown in Table 1 below.

Being each of the proposed dependent variable, an inefficiency/efficiency indicator,
we propose as a possible variable of inefficiency also the mean Y of the four
variables.

To collect data a random sample of economic operators (companies) was carried out.
From a total of 554 economic operators we randomly selected 243 of them, or 43.9%
of the total. In addition, for a company to be eligible in the sampling process, it
should have participated in public tenders at least three times, and from these it
should have been a winner in at least one case. All these have contributed to the
quality of data. The average duration of a survey was 30-40 minutes.

Table 1. Indirect variables and factors of efficiency of public procurement according to
economic operators

Dependent variables = Measurement Independent Measurement
scale variables scale

Y- Lack of capacity to
implement legal
framework of
procurement

Ordinal, 1to 5  X;-Corruption Ordinal, 1 to 5
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Y- Discriminating
criteria in procurement

Y- Bad technical
specifications

Y4 No respect to
procurement principles

Y (Mean of Y to Y4)

Ordinal, 1to 5

Ordinal, 1to 5

Ordinal, 1 to 5

Ratio

Xz—NO
transparency in
procurement

X;s-Political
intervention

X4-Lack of
procurement
knowledge

X;5-No electronic

procurement

Xﬁ-Bad TORs

Ordinal, 1 to 5

Ordinal, 1 to 5

Ordinal, 1 to 5

Ordinal, 1 to 5
Ordinal, 1 to 5

Note: For each variable, value 1 indicates the lowest level, and 5 denotes the highest level

The survey was designed to provide clear answers in a Likert scale from 1 to 5
following De Young, R., (1996) and Kolvereid, L & Moen., (1997). The five
categories of the ordinal variables are “1=not present”, “2=little present”, “3=enough

present”, “4=Present” and “5=Very present”.

Analysis and Results

We used Excel to perform descriptive analysis and Gret! package to process data and
estimate econometric models. We start our analysis by evaluating the average level
of procurement efficiency in Kosovo based on the opinion of economic operators.
Figure 1 below shows that the economic operators rate very high the level of
ineficiency (low the level of efficiency), because all the four variables taken as
representing that variable are rated high with no much variation between them. This
means that there is a poor and inefficient public procurement in Kosovo.

O B, N W b U
1

- 4.665 4.463
3.975 i i 3.938
Y2- Y4- No respect Y3- Bad Y1- Lack of
Discriminating to procurement technical capacity to

criteria in

procurement

principles

specifications implement legal

framework of
procurement

Figure 1: Evaluation of public procurement inefficiency
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Source: Authors’ calculations

Figure 2 below indicates the average rating of major potential factors of
efficiency/inefficiency of public procurement in Kosovo. All factors are rated very
high, which means that all of them might be significant factors of inefficiency.
Because all averages are high enough, these results also indicate that a relationship
is expected to exist between these factors and the level of inefficiency.
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Figure 2: Evaluation of factors of inefficiency of public procurement
Source: Authors’ calculations

To explore more in depth, the interdependence between these variables, we
calculated the pair correlation matrix (Table 2). For each combination of two
variables we have three numbers. The first one denotes the correlation coefficient;
the second denotes the number of observations, and the third is the significance level.
From this table we can note that between some of Y variables there are significant
correlation coefficients (significance level less than 0.1, sometimes even less than

0.01).

Table 2: Pair correlations matrix
Y1 Y2 Y3 Y4
Y: 1.0000 0.4639 0.0969 0.0422

Y2 1.0000 0.1410 0.1019
Y3 1.0000 0.3458
Y4 1.0000
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Xi X X3 X4 Xs  Xs

X1 1.0000 0.2263 0.1682 0.1511 0.1659 0.0267

X2 1.0000 0.3623 0.3406 0.3709 -0.0588
X3 1.0000 0.8511 0.8308 -0.1031
X4 1.0000 0.7685 -0.0728
Xs 1.0000 -0.0890
X 1.0000

As a conclusion, from the above analysis, we find that there is some positive
interdependence between the four efficiency variables, and six independent
variables. In most cases this means that each of them could be used as a dependent
variable for efficiency analysis. This also allows us to use an aggregate of the four
variables, or a principal component of them, as a dependent variable.

There exists also a correlation between the efficiency variables and independent
explanatory variables, but we cannot assess how strong this correlation is, and how
strong is the effect of each explanatory variable on the efficiency variables, and
which variable is more important.

To assess this relationship, we estimated four econometric models for the dependent
variable efficiency/inefficiency of public procurement in Kosovo.

Model 1: The first model we estimated is the model about factors contributing to
efficiency/inefficiency by taking as dependent variable Yi;=Lack of capacity to
implement legal framework of procurement. The estimation procedure gave the
results as shown in Table 3.

Table 31. Estimation results, dependent variable of inefficiency Y =Lack of
capacity to implement legal framework of procurement

Variables Coefficients Standard t-value Prob.
error
Constant -0.102288 0.389595 - 0.79314
0.2625
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X =Corruption 0.160219 0.0632652  2.5325 0.01200
X>=No Transparency 0.348695 0.0681636  5.1156 <0.0001
X4= Lack of procurement 0.272838  0.04*19259 6.5076 <0.0001
knowledge

X¢=Bad TORs 0.191098 0.0566183  3.3752 0.00087

The estimated econometric model is:
Y;=-0.102288 + 0.160X; + 0.349X, +0.2733X4+0.191X; +e, R?=0.390 (1)

The model shows that there is a positive and significant correlation between the
efficiency of the public procurement system and corruption levels, lack of
transparency in procurement, lack of knowledge and bad TORs. In other words, we
should lower corruption, increase transparency and improve knowledge and TORs
if one wants to improve efficiency of the public procurement in Kosovo. Based on
the value of the regression coefficients, transparency, knowledge and good TORs
seem to be the most influencing factors on system efficiency. But, though the model
is significant, the coefficient of determination R? of 39% shows that the four factors
could explain only 39% of variation in the level of efficiency, represented in this
case by the variable lack of capacity to implement legal framework of procurement.
This result shows that the public procurement is a complex variable where many
variables could have an influence framework, except for those introduced in this
analysis.

Model 2: The second model we estimated is the model about factors contributing
to efficiency/inefficiency by taking as dependent variable Y,=Discriminating
criteria in procurement.

The estimation procedure provided the results as shown in Table 4:

Table 4. Estimation results, dependent variable of inefficiency Y,=Discriminating
criteria in procurement

Variables Coefficients Standard t-value Prob.
error
Constant 1.28915 0.340707 3.7838 0.00020

X>-No transparency in procurement 0.216608 0.0697936  3.1036 0.00215

Xs-Lack of procurement 0.226472 0.0898923  2.5194 0.01242
knowledge
X;3-Political intervention 0.211363 0.0813328  2.5987 0.00995
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The estimated model is:
Y; =1.28915+0.216608X,+0.226472X,4+0.211363X;+e, R>=0.25 (2)

In the model we included only significant factors. The model in general is significant
and shows that more lack of transparency, more lack of knowledge and more
political intervention means more discriminating criteria, id est. more inefficiency
of public procurement. All the three factors included in the model have more or less
the same effect on the dependent variable. Thus, if the procurement knowledge,
political intervention and transparency variables are worsened each by one unit
(along the measurement scale 1 to 5), then efficiency is reduced by roughly 0.22
unit. The three independent variables together explain 25% of the total
variance of inefficiency, when inefficiency is meant as discrimination in
procurement.

Model 3: The third model we estimated is the one about factors contributing to
efficiency/inefficiency by taking as dependent variable Ys;=Bad technical
specifications.

The estimation procedure gave the results as shown in Table 5.

Table 5. Estimation results, dependent variable of inefficiency Ys;=Bad technical

specifications

Coefficients Standard t- Prob.
Variables error value
Constant 1.11434 0.186539  5.9738 <0.00001
Xs-Lack of procurement 0.21615 0.053888  4.0111 0.00008
knowledge
Xs-Political intervention 0.14567 0.067609  2.1546 0.03222
Xs-No electronic procurement 0.37874 0.061155  6.1932 <0.00001

The estimated model is:
Y;=1.11434+0. 0.21615X,4+0.14567X3+0.37874Xs+e R?>=0.62 (3)

This model points out that there are three significant factors that influence the quality
of technical specifications: procurement knowledge, political intervention and
electronic procurement. Among the three, lack of electronic procurement seems to
be more powerful; if electronic procurement procedures are worsened by one unit,
along the measurement scale 1 to 5, technical specifications quality is worsened by
0.38. Political intervention and lack of knowledge again have a negative effect on
the quality of technical specifications; inter alia efficiency of procurement. The three
factors together explain 62% of variation in procurement efficiency as measured by
technical specifications.
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Model 4: The third model we estimated is the model about factors contributing to
efficiency/inefficiency when we take as dependent variable Y4= No respect to
procurement principles. The estimation procedure gave the results as shown in
Table 6.

Table 6: Estimation results, dependent variable of inefficiency Ys- No respect to
procurement principles

Variables Coefficients Standard error t-value Prob.

Constant 3.24149 0.29756 10.8936 <0.00001
Xs-No electronic procurement 0.151153 0.064401 2.3471 0.01976
X;s-Political intervention 0.106641 0.057356 1.8593 0.06426

The estimated model is:
Ys= 3.24149+0.151153X5+0.106641X3+e, R>=0.096 (4)

The model is significant and shows that there are two factors that significantly have
an influence on the implementation of procurement principles, electronic
procurement and political intervention. This does not mean that there are no other
factors that determine quality of implementation of procurement principles.
Moreover, this explains why the coefficient of determination is so low (almost 10%).

Model 5: At the end of our analysis, we constructed an aggregate measure Y of
inefficiency as an average of four representative dependent variables (Y1 to Y4)
and estimated an alternative model (Table 7).

Table 7. Estimation results, dependent variable Y of inefficiency as an average of

YitoYs
Variable Coefficient Std. Error t-Statistic Prob.
Constant 1.825303 0.235454 7.752269 0.0000

X»-No transparency in procurement  0.124425 0.037150 3.349226 0.0009
Xs3-Political intervention 0.092236 0.036884 2.500726 0.0131
Xs-Lack of procurement knowledge 0.109728 0.032474 3.378965 0.0009

Xs-No electronic procurement 0.115395 0.035106 3.287034 0.0012
X¢-Bad TORs 0.136470 0.041407 3.295783 0.0011
The model is:
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Y = 1.825 + 0.1244X; + 0.0922X; + 0.1097X + 0.1154Xs + 0.1365X+e,
R2=0.414 (5)

The model identifies five major factors of public procurement inefficiency: no
transparency in procurement, political intervention, lack of procurement knowledge,
no electronic procurement, and bad terms of References/TORs. The correlation
coefficient results in almost 0.65, which could be interpreted as an average value.
Corruption and lack of training resulted insignificant, most probably because of
collinearity with other factors; because it might be supposed that where there is no
transparency, or political intervention there might be also be corruption.

Discussion

One of main results of this study is the low efficiency of procurement in Kosovo.
This result is quite in line with the general public perception that the process is
corrupted biased and non-transparent. This means it is a critical problem that Kosovo
institutions need to address it very quickly and in an appropriate way.

Non-transparency in the process of procurement seems to be a critical issue for the
case of Kosovo, which is also in line with findings from literature (Matindi and
Ngugi, 2013). Lack of transparency is a factor that does not promote fair competition
among bidding companies, as highlighted also by literature (Pavel, 2012).

Lack of knowledge is a key factor in relation to procurement efficiency. It impacts
severely the general level of staff performance and also the correct implementation
of the legislation. This is also is shown quite clearly by literature (Arrowsmith, 2005;
Zuccolotto, 2005; Thai, 2005).

Political intervention is one of the most negatively influential factors on the
efficiency of public procurement. Political intervention is a serious problem to the
rule of law, which is also identified by the literature and other countries experience
(O'Donell, 2004; Dastidar and Mukherjee, 2014).

Non application of the e-procurement seems to be another relevant factor to low
level of efficiency. This is fully in line with our expectations and the findings from
literature (Presutti, 2003).

It seems that there is a synergetic relationship between the inefficiency variables and
also between its factors. When they exist together, their power or effect on the
system, in terms of increasing or decreasing efficiency, grows immensely. Thus,
corruption and lack of transparency in the procurement processes increases greatly
when at the same time the procurement legal framework is inadequate, which leads
to a diminishing performance of the procurement in the state institutions. This means
that measures to enhancing the legal framework should encompass the entire system.

In general, the study confirms the findings of empirical research and/or international
literature about major factors that govern efficiency of the procurement system.
Factors such as political intervention, corruption, lack of transparency, lack of
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knowledge for tendering and preparation of technical specifications/TOR, and no e-
procurement appear to be the most important factors and are the ‘prime drivers’ of
inefficiency of the procurement process and hampering the improvement of
efficiency of procurement.

Limitations

We made use of the classical econometric model, but with ordinal independent
variables. The model makes sense if the supposition of equidistant variable
categories holds. In this case, regression coefficient is constant for each category and
the interpretation of them is standard. Usually it is difficult to prove that the above
supposition holds; thus the constant regression coefficients cannot be interpreted in
the standard way and should be used with caution. However, statistical inference
about the significance of the coefficients could be made in the usual way and is valid.
Finally, the results of this study bear the stamp of the time when the data were
collected. Periodic checks are needed to see if the situation has changed or to affirm
the status quo.

Conclusions

The focus of this research is efficiency of the public procurement in the Republic of
Kosovo. To put it in a more explicit way we would say: is public procurement in
Kosovo enough efficient as to deliver quality, timely and in the required amount and
specifications of the product/service? As the literature and the experience worldwide
asserts, strengthening and enhancing the technical capacities and the independence
of the public procurement agency is a prerequisite for increased efficiency of the
public procurement process, because in such a case the agency would be more
effective in the implementation of the legal framework, in avoiding discrimination
in the procurement, and in respecting the procurement principles.

In this context, rigorously respecting procurement principles, achieving real
nondiscrimination against economic operators, just and full implementation of the
legal framework in relation to public procurement would be indirect, or proxy
indictors allowing for a characterization of the efficiency of the procurement
process. The goal of this research is to evaluate the general level of efficiency of the
public procurement in the Republic of Kosovo and identify its major factors.
Random data on opinions or perceptions from 243 economic operators were
collected and processed using descriptive statistics and econometric modeling
techniques. Results of the analysis show a high level of inefficiency or a very low
level of efficiency of the public procurement. If we speak about efficiency in terms
of no respect for procurement principles, the inefficiency score is about 4.7, or the
efficiency score is 0.3. If we talk in terms of discriminating criteria in the
procurement, then the inefficiency score is about 4; in terms of bad technical
specifications is 4.5, and in terms of capacities to implement the legal framework it
is about 3.9. All these results indicate an extremely low level of efficiency in the
public procurement.
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The study identifies six major factors or determinants of inefficiency: corruption of
the public procurement officials (score 4.2 out of 5 which is the maximum), no
transparency in procurement (score is 4.1, political intervention (score 4.1), lack of
procurement knowledge (score 3.9), bad terms of references (score 4.5), and lack, or
insufficient electronic procurement (4.2). Some interdependence between these
determinants also is verified. Thus, strong correlation exists between some
determinants, such as between political intervention and lack of procurement
knowledge (correlation coefficient 0.85), political intervention and lack or
insufficient electronic procurement (correlation coefficient 0.83), lack of
procurement knowledge and lack of electronic procurement (correlation coefficient
0.77), etc. These results indicate that striving for better procurement knowledge of
the procurement staff, or electronic procurement could be effective in restricting or
reducing the impact of other factors, such as political intervention in the procurement
process. In terms of priority of importance, the study evidences lack electronic
procurement, no transparency and lack of procurement knowledge as the prime
drivers of inefficiency in the procurement process.

Policy implications and recommendations

All these findings are important because they clearly call for action. There is a need
for substantial reforms in the procurement legislation in order to make the system of
public procurement more independent, explicit, clearer, a more fuller and oriented
to becoming more open and transparent. As an example, the application of e-
procurement and its extension can significantly improve the efficiency of the
procurement system in the Republic of Kosovo.

State institutions that are entitled to using public funds through procurement
procedures need to be supported not only by professional staff, but also by
instruments which allow the implementation of legal procedures. They need greater
institutional independence, better mechanisms, recruitment procedures and
standards, monitoring and controls. The function of the procurement unit/department
and its cooperation and communication with other units and departments needs to
be strengthened in function of the question: “Who does, what and how?”

The results in our paper suggest that efficient political, economic and
professional processes are the main areas where actions need to be taken in order to
reduce and gradually eliminate manifested weaknesses. This requires a long-term
partnership and close interaction among all procurement stakeholders.

We recommend an action plan with the end goal of increasing procurement
efficiency and the use of public funds in the Republic of Kosovo. This plan should
define objectives and include issues relating to improvements in all aspects
highlighted in the study. Drafting and implementing such a plan would certainly lead
to improved efficiency of the procurement system in the Republic of Kosovo.

Control and monitoring instruments of the entire procurement process should be
used and become more effective. We recommend that factors and problems
identified need to be analyzed and made known publicly and periodically. This
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enables to test the procurement system situation from the perspective of efficiency
and periodically induce improvements.

Scope for further research

We recommend further study to make the results more explicit. This means that
selected cases of procurement projects should be investigated, analyzing documents
and on-the-spot controls/verification concerning both quality and amount of work
done, to identify problems and to better understand critical shortcomings of the
process, and areas or aspects that need improvement. As for example, what explicitly
should be improved in the actual legislation, or what difficulties and constraints exist
to the introduction of electronic procurement? Moreover, an identification of the
knowledge gap is necessary, in terms of what type of knowledge and experience are
needed most to improve capacities and the level of expertise of the procurement
staff.

We also recommend further research to identify specifics and differences in terms
of efficiency, factors and their role, for different categories of public procurement
such as public works, service, technical assistance, etc .
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