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Abstract

The article analyzes post-contractual behavior osample of 200 randomly
selected public works contracts, awarded in 2013 it was possible to trace
information about the final price. The study loddsfactors, which have a statis-
tically significant effect on the ratio between tetually paid price and tendered
price. The findings are compared with similar saglin Slovakia. The model
identifies a number of bids for a statisticallyrsficant indicator having a posi-
tive effect on the relationship between the acyupdlid price and the tendered
price. Conversely, the ratio between the estimatatiactual tendered amounts,
as well as the use of subcontractors are seenasriawith a negative impact.
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Introduction

A rather large volume of resources is spent amyial public contracts.
In 2014, the volume of public procurement marketha Czech Republic was
valued at 577 billion CZK. In 2014, the public secand contracting entities
allocated 13.5% of GDP through procurement. In 20k share was 13.7%
of GDP (see the Annual Report of Public Procurenzé&i4, MMR, May 2015).
In the EU-28, in 2013, the share of total Expenditon works, goods and ser-
vices (excluding utilities) as a % of GDP amouni®d 3.67% (EC, 2015). As it
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is evident, this is a considerable amount of pubiicds which are being allocat-
ed through public procurement. From a procedurahtpaf view, public pro-
curement is carried out in three phases (EC, 20d3)reparatory phase (pre-
bidding), the phase of bids, their evaluation, seléction process (bidding), and
finally, the post-bidding phase. The contents esthphases is contained in the
Act on Public Procurement. Scientific investigatmfithose phases is dealt with
in both legal and economic literature. The legallgsis concentrates on examin-
ing the formal and procedural aspects. Its ainoigsldtermine what regulatory
tools and processes can be used in public procmteamel how these tools are
effective in regulating public procurement @kr 2012; 2014). The economic
analysis focuses on studying the problems of tis¢ dind second phases, namely
the investigation of the preparatory phase anaitaysis of the phase regarding
the submission and selection of bids. The researfibicused particularly on the
following problems: efficiency in public procurenteand transparency in the
public procurement market (Strand, Ramada and @Gagtt@l., 2011), competi-
tion in the environment (Domberger and Rimmer, 1994he Czech and Slovak
Republics: Nemec and Grega, 2015; Svidk@ and Vacekova, 2012) the im-
pact of the number of offers on the final price (iknan and Johnson, 1983), the
relationship between the openness of public comigetnd corruption (Burguet
and Che, 2004), analysis of the impact of the @woicevaluation criteria and
the type of tender on the awarding of public catggOchrana et al., 2015), and
factors that influence contracting, procurement aaotsourcing (Prager, 1994;
Nemec, et al., 2014).

Until now, exploration of the post-contractual pbaof public procurement
has been totally neglected. In the scientific ditere, we found only one pub-
lished study (Pavel, &kova-Beblava, 2012) on this issue. Its authorsaonple
data for the Slovak Republic (153 public contraattshe central level and 234
public contracts at the municipal level) verifideethypothesis of the possible
corrupt abuse of amendments to contracts. They iexghthe influence of the
factors of openness and the number of offers oprtbleability of an amendment
being added to a contract and the ratio betweerathgal paid price and the
tendered price. In our examination, we proceed fthm conclusions of this
study. We have tried to develop a conceptual fraonkvior the problem and
also to perform an analogous analysis on the datedCzech Republic.

The aim of our study, which is based on an ecomaenanalysis of the data
set of public contracts for construction, is toritliy statistically significant fac-
tors that influence the relationship between theally paid (realized) price and
tendered value of public contracts, to discussptablem of corruption, and
compare the results with the investigation carnation the data from the Slo-
vak Repubilic.



503

The article is divided into several parts. Thetfipart of the study creates
a conceptual framework for exploration. The secpad focuses on the charac-
teristics of the data file and an explanation ef tmodel used. The third part pre-
sents the results of the research on which theuskson section is based. The
conclusion offers a generalization of the resediradtings and formulates theo-
retical and practical recommendations for the ratuh of public procurement.

1. Conceptual Framework of the Investigation

The research subject of this article is an analp$ichosen factors which
(probably) influence the change of price of a publbntract in the post-bidding
phase. The change in price is published in an amentto contracts. The
authors assume that a high increase of price cmtain an amendment to
a contract might potentially be a sign of corrupti&or the analysis of a scien-
tific problem, its “theoretical anchorage” is impamt, which traditionally takes
into account the (usually rich) existing scientifiebate. In our article, this com-
prehensive discussion is missing, because as itimasdy mentioned, only one
study on the issue was published, by Pavel até&k8va-Beblava (2012). In this
article we build on the results of this study, whilying to develop a conceptual
framework for examination of the given issue. Wecgeed from the idea of the
life cycle of public contracts as defined by the @@Edocuments (1999; 2007;
2011). These documents give three official pha$griblic procurement — pre-
bidding phase (I, bidding phase (J and post-bidding phase 4T Literature
dealing with phases of public procurement maingcdsses phases {bidding)
and T, (pre-bidding). These phases are in scientificdiigre examined quite in
detail from the point of view of economic theorg, &ell as from the point of
legal analysis and regulation. It is possible tontiom e.g. “contract theory”
(Bolton and Dewatripoint, 2005), “a theory of intiees in procurement and regu-
lation* (Laffont and Tirole, 1993), “bidding behawir in a repeated procurement

! Apart from these officially given phases, it isspible to identify also phase @nd phase ;T
In phase 7 (i.e. before the official start of public procuremt) there might be secret agreements
between participants of public procurement. The @irto manipulate the future result of public
contracting. In phase,Then the profit from the manipulated contractiisdibd. Such manipulated
cases of public contract in the Czech Republic aserdeed in study by Langr and Ochrana
(2015), in which the authors deal with qualitatarealysis of system corruption in public procure-
ment. Our analysis focuses on examining the roledin factors influencing the post-contractual
behavior. The original intention of the authorghié study was to involve in the analysis also the
factor of corruption which increases the price loé tontract in the form of price differential
(Ochrana and Stehlik, 2015). However, there aravadlable data to make a quantitative analysis
of this problem in phaseyand T,. That is the reason why — based on a recommemdatione of
the article opponents — theories of “corrupt défeial” were omitted from the analysis.
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auction“ (Jofre-Bonet and Pesendorfer, 2000), Yaamtion cost* (Partley and
Hartley, 2003), “the efficiency of contracts” (Ckar and Reynolds, 1993;
Kuhlman and Johnson, 1983).

The study contributes to the discussion abouirtfieence of chosen factors
on relative changes in prices of a contract. Trengk in price of a public con-
tract (as ratio of “paid price/tendered price”)abserved in the post-bidding
phase, i.e. in time when the price is increased lyontractual amendment.
Authors studying corruption consider the incredsgrizce of a contract to be one
of possible signs of corruption (so-called red $lagsee EC, 2013; OECD, 2009;
Tl, 2014; Ware et al., 2007; Pavel and&iova-Beblava, 2012). As opposed to
the above mentioned works, the analysis is extebgiegh examination whether
it is possible to prove statistically significamfluence on the increase of price
with these factors: type of contracting authorifyge of procurement procedure,
number of bids, electronic auction, economical abtaristics of the region
where the public procurement is contracted, cedtprecurement, using a sub-
contractor, choice of evaluation criterion (lowbst price), and influence of the
factor of financing from EU subsidies.

It is expected that a higher number of bids l¢adshigher competitive effect
(Kuhlman and Johnson, 1983), better transparendheitompetition (Strand
et al., 2011), while lack of transparency of pulgrocurement may be linked
with corruption of public contracts (Ochrana andaytava, 2012). A higher
number of bids creates an environment that is ambd conditions on the com-
petitive market. The result is a lower tenderedeori

The impact of the competitive effect projects atsphase T(post-bidding).

It is expected that the competitive effect will tmlowed by a lower possible
increase of price after the contract is signedighdr number of bids (better
competitive environment) reduces the possible as@ef price after the contract
is signed, as well as corruption risk. This problarpost-bidding phase was first
analyzed by Pavel and¢@kova-Beblava (2012). They verified the hypothesis
the corrupt abuse of amendments to contracts Wwehatm to achieve an addi-
tional price increase. The study contemplates vdrdtie price increase in amen-
dments to contracts is one of the “red flags” pbasible corrupt behaviour. How-
ever, for such behaviour (apart from cases of tedeaorruption) there is not
enough empiric evidence. It is true for the pubkctor, however, that corruption
represents a loss of efficiency and additional <@siss) for the public budget.
Therefore, there is a hypothesis that an amendtoeatcontract is a potential
tool for an additional price increase to the publintract and it generates addi-
tional gains. It is the case where, due to corauptthe “principal-agent” rela-
tionship fails (Klitgaard, MacLean-Abaroa and Par2000). The contracting
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authority does not adhere to the public interagtidtheir advantage and the sup-
plier abuses their triumph in the public tenderdorichment.

Corrupt participants can use different strategied techniques. Among these
strategies it is common that corrupt participatitg Contracting authorities and
the tenderer) during the phasgagree to corrupt practices, establish procedures
regarding how to proceed, and set out rules fordilvesion of corrupt gains
(Langr and Ochrana, 2015). In order to do thisy $elect an appropriate strate-
gy to get the most corrupt price differential.

The first possible strategy is to “tailor-make tblic contracts”. The con-
tracting authority sets out the conditions of tloenpetition in the contract doc-
umentation so that “they monopolize” the public ttaat for the tenderer. This
can, for instance, be achieved by selecting speeifaluation criteria and their
values and by laying down strict eligibility criterin determining the subject of
the public contract so as to favour only one bidderm a number of candi-
dates). The contracting authority in this case @eds in a discriminatory fashion
because it is deliberately limiting the public tendnd as such is covertly creat-
ing a monopolistic environment. It can be assunmed tnder these conditions,
a limited number of companies will enter into theblic tender. As demonstrated
by empirical research (see e.g. Kuhiman and Johri®883; in the Czech Re-
public: Pavel, 2010; Ochrana and Stehlik, 2013pwacompetitive effect leads
to higher costs in public contracts. The differebeveen the price tendered and
(potentially) effective price of a public contrairms the corrupt differential
which the corrupt participants will subsequentlpa@ate. The price of a public
contract will not be efficient, but it will correspd to a monopolistic price.
A super-normal profit (extraordinary profit) is phaced, which is shared among
the corrupt participants.

The contracting authority may generate a monogolisnvironment (and
produce supernormal profits) and a “pseudo-legathyway. It has the ability
to use a less open type of award procedure e.theirform of obtaining a set
of “appropriate” (corruptly agreed) companies farbfic tenders. The result
is a low competitive environment and a relativelyhhprice, which might be one
of the “red flag” signs.

The third strategy leading to the increase of @ik based on the use of
amendment to a contract. This prevents secret mgms at the phase, De-
tween the contracting authorities and the tendgmogential suppliers). Pavel
and Stékova-Beblava (2012) believe that this just appt@gpublic contracts
awarded in an open tender. They work with a hymiththat a situation may
arise when “the contracting authority fails to keke number of bids submitted
under control” (Pavel and &ikova-Beblava, 2012, p. 638) and, as a result of



506

the competitive effect, the contracting firm hasstdomit a lower bid price in
order to win the bid.

In this case, an additional corrupt price poténtisan extracted form of an
amendment to the contract (and it is usually underguise of necessary addi-
tional work). The cited authors argue that the phility of an amendment is
increased by the use of the open procedure asaw¢lie number of bids. They
conclude that the difference between the tendereg@ and the final price in-
creases utilizing the open procedure and the numibleids submitted. They do
not further expand their conclusion theoreticaltpr(ceptually), nor do they
notionally specify the given problem.

If Pavel and Si&kova-Beblavd’s accounts were correct, a phenomémon
which we have chosen the term “paradox competéffect of public tendering”
would be occurring. This is a case where openlyupdion consequently leads
to “substitution of a low tender price by an ameedtrto the contract”. During
a public tender, where there is a high number d§ l@nd where the tendered
price approaches an efficient price (similar to pnee on “a perfectly competi-
tive market”), there is also a possibility for agstion even under these condi-
tions. In this case, it can be assumed that dyshmgge § a secret agreement
involving corrupt practices has been made betwkertontracting authority and
the supplier. The supplier cannot unilaterally alietany amendments, nor extra
work. The supplier must act in coordination witle tbontracting authority in
order to amend the contract (see § 82 par. 7 oPth#ic Procurement Act), as
well as to charge for extra work (see the negatigtiecedure without publica-
tion, 8 23 of the Public Procurement Act). The aption is formally carried out
in the post-contractual phase when at the conalusidghe amendment, the cor-
rupt price differential is extracted.

At the same time, in the discussion, it is presiitiet public contracts are
prone to corruption and characterized by the conrilylef the subject. Within
the complexity of the subject of the public contraxcfact lies the potential for
the generation of future amendments. It can bemally expected that it is diffi-
cult (if not impossible) to describe all the detailf the complex subject of the
public contract. The complexity of the subjectlud fpublic contract is particular-
ly common when dealing with construction.

In general, in case of construction contractssitrdtional to assume that
a change of the final price may occur because weaddive in a perfect world
where construction projects are implemented exatlyording to a plan. It is
not always possible to determine ex ante the volahwmme work or materials.
Also, some unforeseen circumstances that requidiiatal work may occur.
This suggests that the largest number of amendmwilitde concluded just
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for these public contracts, which by the complexfythe contract’'s subject
are “susceptible” to the addition of amendmentgh® contract. Objectively,
complex public contracts therefore tend to conteimendments.

The Public Procurement Act keeps this case in minereby allowing the
form of an amendment to the contract in responsséxpected challenges ap-
pearing during the implementation of a public caatr Corrupt participants may
abuse this freedom within the regulations in thHawour to obtain the corrupt
price differential. At the same time, we believattfor the distribution of the
size of the increase in the value of public congathere is typically a relatively
low (several percent) increase in price comparethéotendered price. Price
amendments will therefore, in most cases, be diogbe tendered price. This
phenomenon is called the “Effect of caution of aharges”. We assume that
corrupt participants have already assumed theofigikposure with their corrupt
activity and that they do not wish to increase tisk. Therefore, they do not
increase the price to extremes compared to thesteddprice in order not to
overcharge by a much different value than what d@dog considered a typical
increase. However, since such a large amount ahdiial resources are allocated
via public procurement, it can be expected thathying an increase of just
several percent in the public contract, this wdudda relatively large amount of
financial resources that are lost from public buslge

To be fair it is necessary to mention that privereases due to amendments
may not necessarily be caused by corruption. Inésessary to conclude
an amendment as there may be discovered any numhharexpected and un-
foreseeable circumstances during realization of merpublic contracts. The
Public Procurement Act takes this into consideratiad sets out the conditions
under which it is possible to carry out any changeg. concluding a contract
amendment.

These include conditions for using the so-calleddbtiated procedure with-
out publication” specified in 8 23 par. 7 pointai)the Public Procurement Act.
According to that provision, it is possible to iz the same suppliers for addi-
tional construction work if the need be due to ue$een circumstances, if such
works cannot be reasonably implemented separaaely,if the scope of the
additional work does not exceed 3G &6 the initial public procurement. These
cases where a public contract has additional amentimis the subject of our
empirical analysis. The analysis examines the oflehosen factors on the
price increase in amendments to a contract. The imihgential factors are con-
sidered to be “factor of subcontractor” and “faab(de)centralization of public
procurement”.

2 Before the amendment to the Public Procuremeneffettive 6th March 2015, it had been 20%.
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We assume that the use of subcontractor incréhseeal paid price in com-
parison with the tendered price. The expected asg®f price may be caused by
various reasons and influences. It may be causemth®y transaction costs (see
Williamson and Masten, 1999) linked with the reatlian of the amendment to
the contract. The increase of price may also beathby “loss of information”
as a result of more complicated contractor-recipretations. When involving
a subcontractor, the contractor loses their orldidiaect control” over costs and
does not have exact information about all work tiha&t subcontractor realizes
and calculates. Therefore, we think that “delegatirork” on a public contract
from the contractor to subcontractor leads to ticegiase of costs.

It is expected that also the factor of (de)ceidasion of public procurement
may influence the change of price in amendments ¢ontract. We assume that
centrally awarded public contracts will show lovikecrease of price as central
contracting authority has better information formagement of public contracts.
That is why also in cases of amendments to a adntrgan easily “keep the
price under control”. Central contracting authorigyalso under bigger public
(media) pressure. Disproportionate increase okepricamendments to a contract
is therefore quite a big risk for the contractingtherity that it will become
a target of public criticism. This motivates thentracting authority to have costs
under control also in the phase of concluding amends to a contract. Dispro-
portionate increase of costs may then be undersipdlke public as a “red flag”
sign. The other examined factors are not expectethdw any substantial influ-
ence on the increase of price in a post-bidding@ha

2. Data and Utilized Methods

The input data consisted of 200 randomly selegtecks contracts which
according to the Journal of Public Procurement vavarded in 2013. Public
contracts from this year were chosen because it prasumed that these
contracts had been completed. Another reason vedsfribm April 2012, the
so-called Transparent amendment No. 55/2015 wiaigh tiown the obligation
to disclose the actual price paid on the profilehaf contracting authority came
into force and would have applied to these cordract

We traced the actual paid prices for the compbtetid the project in the
above-mentioned individual profiles of the contiragtauthorities. While examin-
ing records, however, it was discovered that sauerds were incomplete. This
was possibly due to some contracts having not get lcompleted. Therefore, we
worked with a set of 137 full records of the releivaublic contracts in our analy-
sis. We used linear regression for the analysteetample of public contracts.
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2.1. Dependent Variables

In the analysis we focus on the relative changgwices and as the depend-
ent variable, we therefore choose the ratio ofdalcpaid price” and “the ten-
dered price” (the price paid/tendered price). lis thariable, the average value
and the median move to 1. On average, the charfghe @ctual paid prices
arise in a fairly neutral way, but they may be e by some orders which
were not completely implemented on the scale egeajust partially). The
following histogram presents a more detailed freqyedistribution.

Figure 1
Histogram of Price Changes
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The histogram shows that the most common exansplehen the order is
realized at a price close to the tendered pricpr(imately 44% of cases) and
price increases from 10% to 20% are relatively camm

2.2. Explanatory Variables

As the main explanatory variables, the followirayé been considered:
1. Tendered/expected price — this variable indicatesnarease in the ten-
dered price against the estimated value of puldiracts by the contracting
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authority (mean 0.71, median 0.70). This means ithdahe sample of public
contracts from that period, the contracts managdaetcompleted for 30% less
versus the estimated value.

2. Type of contracting authority — in this variablee wtilized the divisions
according to Bulletin of Public Procurement.

Table 1

Characteristics of the Variable: Type of Contracting Authority
Type of Contracting Authority Frequency
Regional or local authority 78
National or federal agenfffice 16
Public institutions 10
Regional or local agenfffice 12
Ministry or any other national or federal autharitycluding their components 7
Other 25

Source Authors.

3. Type of procurement — for this variable we utilizbé divisions of types
of procurement procedures under the Public Procemérct.

Table 2

Characteristics of the Variable: Type of Award Proedure
Type of Procurement Procedure Frequency
Open 74
Limited 5
Negotiated procedure without publication 7
Simplified below-threshold 62

Source Authors.

For other variables, the following were chosen:

« The number of bids submitted,

« Variables characterizing the region (GDP per intatij the number
of registered economic entities in the districtadguarters of contracting
authority, the number of entities operating in ¢bestruction sector),

« Use of electronic auctions,

« Central procurement,

 Use of subcontractors,

« Evaluations according to the lowest prices,

» Funding from EU subsidies.

Individual explanatory variables have been chdsased on the results of
previous studies that examined the influence oividdal variables on the
standard price, and also on the basis of the dRalel and Séhkova-Beblava
(2012), and to ensure at least partial compargbilit
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3. Results

The following table presents the results of aesgion model:

Model: OLS, using observations 1 — 148 (n = 137).
Missing or incomplete observations dropped: 11.
Dependent variable: paid tendered.

Coefficient Std. error t-ratio p-value
Constant 1.15639 0.049805 23.2184 <0.000Q1 el
Number of bids -0.00410278 0.00171279 9243 0.01801 o
Tendered / expected price -0.183007 0.0526566 4758 0.00069 ok
Central procurement —0.279293 0.056416 —4.9506 00601 rrx
Subcontractor 0.0564156 0.0216754 2.6027 0.01031 **
Mean dependent var 0.995787 S.D. dependent va 0.137350
Sum squared resid 1.972246 S.E. of regression 0.122234
R-squared 0.231290 Adjusted R-squared 07026
F(4, 132) 9.929082 P-value(F) 4.69e-07
Log-likelihood 96.10075 Akaike criterion -182.2015
Schwarz criterion -167.6016 Hannan-Quinn -176.2685

White's test for heteroscedasticity.

Null hypothesis: heteroscedasticity not present.
Test statistic: LM = 18.3114.

with p-value = P(Chi-square (12) > 18.3114) = 03%&

The model shows that of the considered explanatariables, the number
of tenders, e.g. a higher number of bids, is anomamt variable. Competition
reduces potential increases in prices after theirgigof the contract. Another
important variable is the use of a subcontractdriciyy according to the model,
increases the actual paid price during implemeottadif the contract versus the
tendered price by a projection of 5.6%. The reasonseemingly be the reality
that the contractor when engaging a subcontractes dot have enough control
over the costs and volume of work actually carreed, but this depends to
a certain extent on another subject — the subadotsa It cannot be excluded
that this increase may be a “red flag” (a symptdneasruption). The price in-
crease may be a form of obtaining an additionalugmprice differential.

The results of the empirical analysis show that iticrease in price which
occur after the signing of the contract are momnerto be public contracts with
lower tendered prices compared to the anticipateze® which may to some
extent confirm the hypothesis that in the presafiareat pressure to have a low
bid price (and tendered contracts at a price Saanifly lower than the anticipat-
ed price) there are additional pressures for aepricrease through additional
changes to the contract. These findings and thdiomed interpretation of the
research results are consistent with the ideaef'paradox of the competitive
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effect on public tenders” and the “effect of sutosiing a low tender price with

an amendment to the contract”. But that's striotty to say that every public

contract, which was originally tendered at a lowc@rand then had an amend-
ment added to the contract is a corrupt public remht

As the results of the empirical analysis will shahe model indicates that
a decline in the tendered price versus the anteipprice of about 1% results in
a subsequent rise in the price after the signinthefcontract by an average of
0.2%. In reality, however, the average price insegia absolute terms represents
guite an interesting sum which amounts to an aecod@6,829,868 CZK (appro-
ximately 1,000,000 EUR).

The model also indicates that contracts awardattally account on average
for smaller increases in the bid price. This maylbe to the fact that, for exam-
ple, contracts awarded by central government baaliesunder the strict control
of the national media. If we consider the casera/public contracts are affect-
ed by corruption, then the relatively smaller irms® in prices is in line with the
idea of a “precautionary approach to increasinggsii. Corrupt participants
increase the price so that the amount does na@ suspicion of corruption. On
the other hand, it is necessary to say that theagerk are not very strong given
that the sample contained only a few orders thatwkaced centrally.

The results of empirical analysis indicate thatersely, other parameters
did not demonstrate statistical significance sush the type of contracting
authority or procurement procedure, the size ottreract, the regional character-
ristics, nor the method for evaluating tenders. &hgcipated value, a parameter
indicative of the size of the public contract, vedso not statistically significant.
This means that the price increase is equallyylikeloccur among smaller as
well as larger contracts.

4. Discussion

Given the very limited number of studies on tloigit we have compared our
results with the studies by Pavel and&Bbva-Beblava (2012). A comparison of
the results of our research with the mentionedistulgads to the same conclu-
sion that a more detailed treatment of the postraotual phase is missing in
the Public Procurement Act. In our opinion, thiade to two contradictory
phenomena. On the one hand, the tender rules h&v&dntracting authorities
a certain degree of freedom to respond to unforeseternal and external
changes in public procurement and to conclude aments for additional work.
The question is whether this degree of freedomesponds to the real need
to optimally regulate the public tender?
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There is currently a debate on a new draft lanctviwill extend the amount
of freedom as well as grant higher financial bouredafor additional work due
to a critical state at the municipal level. At taevmaker level (it is likely that
there is some lobbying from suppliers as well ases@uthorities), there have
also been suggestions (discussions in January 28&6the volume of addi-
tional work should be increased to 50%. This praposn the one hand, may
indicate that the contracting authorities are umabl structure public contracts
exactly in order to accurately determine the edtchaalue of public contracts.
On the other hand, such adjustments to rules, énctise of corruption, have
increased the opportunities to increase “corrupingjaextracted from the
amendment. As the results of our empirical reseahtiws, we determined that
there is a risk that the contracting authority doayree with the contractor on
a low cost for a public contract, which would inizdaly include an amendment
to the contract, whose additional payments enclasgde amendments would
be misappropriated as “corrupt loot”.

Like the aforementioned authors, we have managedentify the relation-
ship between competitive effect and the responsabla “actual price paid/ten-
dered price” in the example of the Czech Repubii@ur case, this effect reduc-
es the price increase after the contract has bhigaads With Pavel and &ko-
va-Beblava (2012), it was the other way around. haee several explanations
for this difference. The first is the existenceadfprecautionary price increase”.
This idea does not work with Pavel and&kiova-Beblava. Another explanation
for the difference may be due to the fact that teegmined an inhomogeneous
sample (such as construction contracts, servicessapplies). A further expla-
nation can be found in the correlation of the Jada “number of bids” and
“tendered price/estimated value”. In our model, vaeable “tendered price/the
anticipated value” has a positive effect which hssim price increases after the
contract has been signed.

We take a different view on the issue of so-calledershooting of prices.
Unlike Pavel and Sékova-Beblava (2012), who strictly reject the idd&un-
dershooting prices” (setting prices low deliberngtel a level where the contract
could not even be completed), we believe that tithagity and the contractor
may, in phase [ agree to such a procedure. The winning compaatystliomits
the lowest bid has agreed that there will be aareskbn of the public contract for
reasons that could not be foreseeable during tlaedimg of the public contract.

When comparing the results of the investigation, also see a clear differ-
ence in the influence of the openness of the catipet Pavel and Sakova-
-Beblavé are of the opinion that the more operctmpetition is, and the greater
the number of tenders there is, the space for thlection of “ex ante corrupt
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fees” decreases even more. This means that “ictmeracting authority does
not have ex-ante control over the situation (iropan procedure, it cannot affect
the number of offers), or if a large number of bislgeceived, this increases
the likelihood of an amendment” (Pavel andé&Bbva-Beblava, 2012, p. 643).
Regarding this, we can agree. Our results leadhe¢ocbnclusion that there is
a phenomenon for which we use the term “paraddketompetitive effect”, or

the “effect of substituting a low tender price with amendment to the contract”.
Conversely, the effect of transparency is proven.

The analysis identified a statistically signifitaole played by subcontractors
as the final price paid increases when they ard. (Bavel and 8akova-Beblava
do not work with the subcontractor factor in theiodel.) We have several
explanations for these findings. In the cases dflipwcontracts which are not
affected by corruption, it is reasonable to expleat the subcontractor will carry
out additional work (time) if these activities grefitable to them. Since they
enter the public procurement process at a certaase of the public contract,
they also bring incremental transaction costs alwitly their activities. Another
case is where there is corruption. One can asshatdhe involvement of sub-
contractors had been decided at phase\mother participant is invited to share
the “corrupt loot”. The costs continue to incredadurther research, it would be
interesting to examine the extent to which the agerprice of an amendment
increases depending on the number of (potentiatlgrupt) participants in
the public contract and what is the probable cdrprire differential for each
corrupt participant?

Our results also explored a different parametee: ¢ontracting authority.
Unlike the study by Pavel and¢8kova-Beblava (2012), where the authors state
that there was a lower increase in the final ppail by the municipalities rather
than the state, our model did not demonstrate téstatally significant effect
based on the type of authority. This is not a bftecknce. According to Pavel
and Stakova-Beblava (2012) there was an increase in laptiges compared
to the tendered price in 15 per cent of cases thghcentral government and
17 per cent of cases with municipalities.

For the main findings, the fact that the low vabfethe variable “tendered
price/anticipated price” leading to an additionadrease of the actual price paid
can be considered. This corresponds to our ideeffefct of substituting a low
tender price with an amendment to the contractthim solution of Pavel and
Si¢akova-Beblava (2012), we cannot see the possilifitgstricting the conclu-
sion of amendments for extra work, but it is pdssib the pre-phase where
the public contract is awarded. The key to thetamiulies in the accuracy of,
for example, the structural definition of the subjef the tender so that when
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decomposed, the subject becomes the subject ahsparent public contract in
the structure, size and in the frequency of theired work. Another innovation
in procurement procedures can be found in the Liaesessment criteria, namely
the use of the criterion of the economically adagabus tender above the crite-
rion of the lowest price.

We believe that the criterion of the economicaldivantageous tender seems
to be an appropriate tool for the “detection (¢ieation) of the complexity
of the subject of the public contract”. Properlyateined sub-criteria in relation
to the subject of the contract can accurately ifiettte structure of the public
contract and individual activities as well as thelevance (expressed as weights
of the sub-criteria). Of course, we realize thas ttole can also be played by
well-defined parameters of the subject of the mubtintract which are assessed
only on the basis of the criterion of the lowestder price. Although empirical
investigation did not show any influence of thees@bn of the evaluation crite-
ria on concluding amendments, nor regarding additiprice increases. These
findings may also provide evidence that the evaloatriteria do not adequately
fulfill the function of the selection tool for publprocurement based on the prin-
ciple of Value for Money.

Conclusion

The article analyses post-contractual behaviowar @ndom sample of public
works contracts in the Czech Republic. There haenmo relevant empirical
investigations in this area yet (because of thiécdify of data availability). The
results of the analysis are compared with secondaty for the Slovak Repub-
lic. The article creates a conceptual framework dgamining the issue, and
in the discussion area formulates some recommemdafor public policy in
the field of public procurement. The “model” of thelividual phases of public
procurement is used as the basis for creatingdgheeptual framework. Besides
the officially used phase, {pre-bidding), bidding (J) and post-bidding (), we
also distinguish a gIphase, in which the corrupt participants agreeotouption
before the previously mentioned official phasesphase T, the “corrupt loot”
can then be divided. The paper shows that oneeo$yimptoms of corruption as
well as being one of the tools to acquire the nfostrupt gain” may be an
amendment to a contract.

The study analyses the factors that may be adedcigith post-contractual
behaviour (concluding amendments) and corruptigouinlic procurement. Con-
ceptual models of the research are designed arelaped to explain the prob-
lem which describes how the corrupt potential p(ipeedatory profit” which is



516

shared among corrupt participants) works. Thereaamaysed means of how
to acquire a “corrupt gain” via the addition of amendment to the contract. On
the basis of empirical examination, the ways ar@ysed in which corruption
occurs as well as what the symptoms of corruptied flags) are.

The analysis of empirical data demonstrates thah@ompetition can create
the “paradox of the competitive effect on publindering”. This phenomenon is
understood to be this: due to corruption therelmaifbased on the arrangement
of the contracting authority and the winning temalan “effect of substituting
a low tender price with an amendment to the cotitrBased on this amendment
to the contract, the “corrupt gain” is extractad cbnnection with the closing of
amendments (and possible corruption) we noticeatitiwity of the participants
which we have named “the effect of the precautipmmaice increase”. Its mani-
festation is possible when corrupt participantsndt risk too much when in-
creasing prices, to avoid any suspicion of coroupti

We consider the main findings to be that the lalug of the variable “ten-
dered price/anticipated price” leads to an addationcrease of the price actually
paid as a result of an amendment to the contrdet. résolution of this is not
seen as a ban on the conclusion of amendmentatacb(measures regarding
the post-contractual phase), but in modificatiorrdés in phase Tand phase
T,. At the same time, we state that the proposedisnhuin the article can only
operate in response to a change in the approactbe oontrol authorities and
the regulators.

As pointed out by Nemec et al. (2014), the cureshhinistrative framework
can be characterized by the term “over-legislatidriierefore, there should be
a simplification of regulations (Public Procureméat). The control authorities
and the regulator should take into account not ¢inéy procedural and formal
point of view, but also the economic aspect (adhgpthe objective of public
procurement, e.g. efficiency).

The results of the research show relatively loueaf adjusted R-squared.
Also other studies realized on this topic deal whtis problem. This value may
signal that the problem of post-contractual behavis influenced also by other
(not involved in the analysis) factors which arenoh-economic nature. They
might be for instance influence of politics (factr political partial interests),
factor of management competence, factor of exparpetence of people work-
ing on the tender documentation, moral factor (mbezard, factor of corrup-
tion, or possibly other factors. It seems that ypositractual behaviour is a com-
plicated problem whose thorough examination reqaireore complex interdis-
ciplinary analysis based on examination of morertiic disciplines — econom-
ics, sociology, psychology, management, ethics.
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