Concealed Ownership of Contractors,
Manipulation of Tenders and the Allocation of
Public Procurement Contracts

Jan Palguta”®

CERGE-EIt

Abstract
This study provides evidence of a strong link between two channels facilitating rent-
extraction in public procurement: between concealing the ultimate ownership of
contractors and manipulation of the anticipated value of tenders. Using data on more
than 15 300 tenders awarded to joint-stock companies in the Czech Republic during
2005 - 2010, the study shows that tender value manipulation has been incentivized by
the 2006 procurement reform, which established several discontinuities in the
anticipated value of tenders. After the reform, manipulation increased much more for
tenders awarded to contractors with anonymous owners as opposed to traceable
owners. Contractors in manipulated tenders needed to underbid fewer firms in order
to win procurements and their winning bids for comparable contracts were, on
average, higher than before reform. The results imply disrupted optimality of
contractor choice and reduced efficiency of procurement. The results are strongest for
contracts on services and construction works, which traditionally conceal rent-

extraction more easily.
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Abstrakt

Tato studie doklada propojeni dvou praktik, které usnadnuji dolovani renty z verejnych
zakdzek: propojuje anonymizaci koneénych vlastnikd firem soutéZicich o zakdzky s
manipulacemi odhadované ceny zakdzek. Pouzitim dat o vice nez 15300 zakazkach,
které v Ceské republice vletech 2005 a7 2010 vyhraly akciové spole¢nosti, studie
prokazuje, Zze manipulace s cenou zakazek byly vyvolany zavedenim novych limitd v
odhadované cené zakazek novelou relevantniho zdkona z roku 2006. V dUsledku této
novely vzrostl pocet zakazek s odhadovanou cenou nastavenou tésné pod limitem.
Tento rast byl rychlejsi u tendrd, které vyhraly spolecnosti s anonymnimi vlastniky.
Vitézové tendrd scenou nastavenou pod limitem museli cenové podlézt méné
soutéZnich nabidek soupeficich firem, aby vyhrali zakazku, a jejich nabidky se zvysily
oproti stavu pred novelou. Vysledky studie naznacuji naruseni optimality vybéru
dodavatel( zakazek a pokles efektivnosti jejich zadavani. Vysledky plati obzvlast pro

zakdazky na sluzby a stavebni prace, které tradi¢né zakryvaji dolovani renty snadnéji.



