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Abstract
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I. Introduction

Public procurement constitutes a large and increasing part of economic activity both in

developed and developing economies. Intrigued by this development, economists have

turned to study procurement mechanisms with new fervor. This research has shown

favoritism  and  even  corruption  can  emerge  as  an  equilibrium  outcome  in  procurement

auctions (e.g., McAfee and McMillan 1989, Laffont and Tirole 1991, and Vagstad 1995;

Compte, Lambert and Verdier 2004, and Burguet and Che 2004). These insightful

analyses are however backed only by anecdotal accounts and qualitative descriptions of a

small number of alleged cases of favoritism. The existing empirical research on public

procurement concentrates either on bidder (mis)behavior (e.g. Porter and Zona 1993) or

the effects of procurement on production costs (e.g. Szymanski 1996), with few

exceptions (Ingraham 2005 studies collusion between auctioneer and bidder). While

recent research on corruption has provided evidence of the extent and mechanisms of

graft in developing countries (e.g. Svensson 2003), systematic evidence on favoritism in

public procurement in developed countries is scant. Equally little is known about whether

favoritism, as it is practiced, is (in)efficient. The aim of this paper is deliver evidence that

directly bears on these questions.

Nordic countries have traditionally excelled in international rankings on (lack of)

corruption. As outright corruption is and ought to be less of a nuisance in developed than

in developing countries (e.g. Shleifer and Vishny 1993), this should be no surprise. Yet,

this paper is about favoritism in Sweden, a country that is one of the least corrupted

countries in the world.1 Using detailed data on procurement of internal cleaning contracts

1 Examples of these rankings are those provided by World Democracy Audit and Transparency
International.
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in Swedish municipalities during 1991-1998 we i) document the existence and extent of

favoritism, and ii) provide evidence on the political economy of favoritism. In our data,

the lowest bid does not win 61% of the time, and municipalities pay on average 38%

more than the lowest bid. We look at several individual procurements and find that these

numbers are not in line with either efficient favoritism, or with the assumption of (ex-ante

known) quality differences. Studying the determinants of winning using a structural

econometric model of municipal decision making we find that councils with largest

majorities (right- or left-wing) put no weight on price. Our reduced form analysis of bids

suggests that favoritism as practiced in our data may only be efficient in municipalities

with “hung” councils.

The theoretical literature on procurement auctions has provided numerous

insights, highlighting that the scope for favoritism in a procurement auction depends

much on what is being procured and how the procurement is organized (see, e.g., Laffont

and Tirole 1991). In the recent models of procurement auctions it is typically assumed i)

that the object of bidding is very complex, ii) that there are at least potentially major

quality differences in the bids, iii) that these qualities of bids are initially the bidders’

private information, and iv) that delegation is inevitable.2 In contrast with the theoretical

literature, we study a product - cleaning services - where both the production process and

the procurement specifications leave little if any room for quality differences, i.e.,

differences in the quality of cleaning of a particular object for which firms are bidding.

This choice is in line with some recent empirical work on public procurement (e.g.

Szymanski 1993, 1996 who studies garbage collection in the UK) and frees us from the

2 The assumed non-price attributes of bids may be a choice variable of the suppliers, quite like in Che
(1993) and Burguet and Che (2004), or exogenous, in which case they can (as e.g. in Armstrong 1996) but
need not (Laffont and Tirole 1991, Vagstad 1995) remain the suppliers’ private information.
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need to control for quality differences between the bids. Indeed, with no (ex-ante known)

quality differences between bids there is little reason for a procurement officer to choose

any other bid but the lowest, unless (s)he is engaged in favoritism of one type or the

other.

In the following section, we survey the theoretical literature on biased

procurement auctions and discuss which varieties of favoritism we ought to consider and

how they come about. This literature informs us for example of the conditions under

which  favoritism  can  be  efficient.  It  also  emphasizes  the  possibility  that  even  if  there

were  no  ex  ante  quality  differences  in  the  bids,  the  permanent  characteristics  of  firms,

such as their probability of bankruptcy, may explain why the lowest bid does not always

win. To take the implications of such fixed firm characteristic seriously, we control for

them in the empirics in a number of ways, by for example conditioning our empirical

tests on the types of firms.3

Fundamental for our study is that the Swedish law on public procurements in the

1990s had peculiar consequences, giving municipalities high degrees of freedom to

choose how to procure the services, and whom of the bidders to pick. We describe the

legal and institutional environment, the product (i.e. the object of bidding) and the data in

detail in section three.

The rest of the paper is organized so that in section four, we present our case for

the existence of favoritism and our econometric analysis. We devote section five to

robustness tests and conclude in section seven.

3 Some models of corruption furthermore suggest that corruption depends on how profitable firms are (i.e.,
corruption payoff is increasing in total profits; see e.g. Ades and Di Tella 1999). In Svensson’s (2003)
empirical study, a firm’s “ability to pay” and “refusal power” are found to determine whether it has to pay
briberies.
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II. Favoritism in theoretical models of procurement

Favoritism can come in a number of varieties. As McAfee and McMillan (1989) show, an

obvious case for favoritism emerges when each bidder is better informed about its own

costs  and  the  cost  distribution  of  at  least  one  bidder,  say  that  of  a  local  firm,  compares

unfavorably  to  the  distribution  of  others.  If  these  cost  asymmetries  are  common

knowledge, the buyer has an incentive to resort to a price-preference policy of not always

purchasing from the lowest bidder. The policy forces cost-efficient non-local firms to bid

more aggressively, allowing the buyer to minimize its expected procurement cost. This

type of favoritism can be efficient, if efficiency is measured from the perspective of end-

users. In our case, they would be the inhabitants of the Swedish municipalities.4

Another obvious case for favoritism emerges in the presence of preference

asymmetries, i.e., if the procurement agent has a preference for one of the bidders. In

Vagstad’s (1995) model, the assignment of favor is exogenous, as the procurement agent

has  a  preference  for  local  firms  that  derives  from  the  agent’s  interest  in  local  firms’

profits (and possibly other local positive externalities from production, such as income

taxes and employment). There are no cost asymmetries ex ante, but the agent can

discriminate against non-local firms in shadow of asymmetric information about quality.

He  does  so  by  (i)  choosing  the  non-local  firms  less  often  and  (ii)  leaving  them  with

smaller profits when chosen. In Laffont and Tirole (1991), the preference asymmetry of

the procurement agent is an outcome of collusion between him and a bidder. The

4 This view is different from that taken by Eklöf (2005), who considers the efficiency of first-price, sealed-
bid procurement auctions of road painting from the perspective of the central government of Sweden. Eklöf
documents that because the bidders were in the 1990s ex ante asymmetric in these auctions, the social costs
implied by the inefficient allocation of contracts may have been substantial.
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preference asymmetry can also emerge endogenously, as it does in Celentani and Ganuza

(2002) as a result of a bribe demand by the procurement agent and in Burguet and Che

(2004) as an outcome of a bribery game.5

Whether favoritism can be  efficient  or  desirable  from  the  perspective  of  the

inhabitants of the Swedish municipalities appears to depend on two mutually

nonexclusive conditions: On the one hand, favoritism may reduce expected procurement

costs if it enhances competition by providing an incentive for the group of non-favored

firms to bid more aggressively (as it does in, e.g., McAfee and McMillan 1989, and

Burguet and Che 2004).6 On  the  other  hand,  favoritism  can  be  desirable,  if  the

assignment of favor is systematically related to the identity of bidders and in congruence

with the preferences of the inhabitants (Vagstad 1995, see also Rezende 2004).7 In the

municipal procurement auctions we study, such congruence would have to mean that the

5 In Celentani and Ganuza (2002) the main interest is in how bribery taking depends on the degree of
competitiveness of the environment, whereas in Burguet and Che (2004) it is the reverse (i.e., how bribery
taking influences competition). It is worth noting that in Burguet and Che favoritism benefits the buyer
only if an out-bribed firm has an incentive to bid more aggressively, i.e., if bribery taking enhances
competition. A recent paper by Compte, Lambert-Mogialiansky and Verdier (2005) is yet another study of
how bribery taking influences competition. In their model, the preference of the procurement agent over a
particular bidder is also a result of a bribery game. The bribery game takes place after bids have been
submitted and one of the procurement agents doctors a bid in exchange for a bribe. This model belongs to
the class of models of bidder-auctioneer collusion that is based on “magic number cheating” (so termed in
Ingraham 2005), in which the auctioneer or his agent saves the bid from the dishonest bidder until last and
doctors a new bid for this bidder just below the lowest bid of the other bidders. Other models in this spirit
include Burguet and Perry (2002) and Menezes and Monteiro (2005). In these models, the lowest bid
always wins, which is in stark contrast to what we observe in our data.
6 This is not a uniform prediction, however: In yet another model of biased procurement auctions, Rezende
(2004) considers a set up in which the preference of the buyer over one of the bidder is exogenous. Albeit
the preference may initially be the buyer’s private information, Rezende shows that a full disclosure of such
preference is always optimal and, in particular, that it may be optimal for the buyer to bias the auction rules
towards the preferred supplier. The motivation to introduce the bias is that it makes the preferred supplier
more likely to win. As a result, the lowest bid does not always win. However, increasing the bias reduces in
Rezende’s model competition, as it makes the bidders more asymmetric. The effect of this is an increase in
mark-ups and in the cost of procurement. In Rezende’s model, there is however no room for favoritism in
the traditional sense, as the end-user runs the auction himself.
7 In Rose-Ackerman (1975), firms face different bribery costs. In her model, favoritism is never efficient, as
it leads to inflated procurement costs.



6

inhabitants prefer seeing internal cleaning service contracts awarded to local bidders,

whose profits, income taxes and employment they may internalize.

III. Description of the institutional environment and data

In this section, we first discuss the legal and institutional environment in which the

municipalities and the firms in our data acted. We then describe the data collection

process, data sources and main features of the data.

A. Environment

Our data come from the period 1991-1998 during most of which public procurement in

Sweden was governed by a new law, the Public Procurement Act (LOU 1992:1528).

While the law was not yet in force in 1990-1993, the first years of our data, the rules that

were applied then were essentially the same as under the new law. The new law specified

the environment in which municipalities and bidding firms acted.

From our point of view the following features of the law are central:8 First, while the

law allowed a municipality to arrange simultaneous procurement auctions, combinatorial

bidding was not applied, and the municipality made decisions “object by object”. Second,

only sealed (non-combinatorial) bids were allowed. Third, the lowest bidder should have

won. Fourth, there was an exception to the “lowest bid wins” -rule: A municipality had

the freedom to deem that some other bid (than the lowest bid) was “most advantageous

economically” when quality, environmental aspects, service and maintenance etc. were

taken into account (in addition to price). If that was the municipality’s view, the lowest

bid did not have to win. The non-price criteria should have been posted in advance of the

8 The Public Procurement Act stipulates different rules depending on what is being purchased: Supplies,
works or services.
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bidding,  but  the  weight  attached  to  each  criterion  in  the  evaluation  was  (in  the

procurements studied here) in general unknown to the bidders prior to the bidding.9 In

other words, municipalities did not (have to) use any explicit scoring rules during our

observation period.10 Interestingly, the law did not explicitly mention locality of the

bidder  as  an  allowable  dimension,  but  seems  not  to  have  ruled  it  out  either.  Under  the

current rules, it is illegal.

It is illustrative of the atmosphere in which the law was written that the freedom

allowed by the law to deviate from choosing the lowest bid was actually seen as

beneficial. The following quote from a book by a public sector lawyer - which the

municipalities apparently took to heart - testifies to this:

“The tender having the lowest price offered should be accepted.  If it has been

stated in the advertisement that the most economically advantageous tender will be

accepted, factors specified therein can be taken into consideration in the assessment

of tenders. The factors can be stated according to a degree of priority (LOU 1 ch.

22§), however this is not a requirement. On the contrary, it can be advantageous to

state in the advertisement that such factors are non-prioritized, since this increases

the possibility of being able to choose the contractor.”  (Löfving 1994, pp. 65;

our italics).

Besides having the freedom to deviate from choosing the lowest bid, the municipalities

were allowed to make two other decisions: To procure or to produce in-house, and

conditional on deciding to procure, whether to allow open entry or not. In what follows,

we take a municipality’s decision to procure and the number of cleaning service contracts

9 An example of a typical contract notice is found in Figure 1B in Appendix B.
10 It is of interest to note that this changed after our observation period, partly because of EU wide
directives that dictate that explicit scoring has to be used. However, it is important to keep in mind that the
clear purpose of the Public Procurement Act of 1992 was that if the lowest bidder is not awarded the
contract, this has to be because along some well-specified (and ex ante notified) dimensions, some higher
bid is “more economically advantageous”.
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that it procured, as well as their characteristics, as given.11 As for the mode of entry, the

law allowed for four types of procurement mechanisms:12 Simplified, Open, Restricted

and Negotiated.13 What’s relevant for the model of entry is  that  i)  Simplified and Open

are for all practical purposes identical, their main feature being that participation is free

for all potential bidders (Open entry) and that ii) Restricted and Negotiated, too, are

identical for all practical purposes, their main feature being that the municipalities invited

bids from selected firms (Restricted entry). Negotiations with potential suppliers after the

bids had been submitted were allowed under Simplified and Negotiated, but in our data

the use of such negotiations is nonexistent.14 We  can  therefore  view  this  possibility  as

unimportant and group the procurement mechanisms as described in Table 1. In the

empirics, we condition on the mode of entry.

[TABLE 1 HERE]

Another important part of the institutional environment is that we study municipal

decision making. Swedish municipalities are characterized by one of the building blocks

of the theoretical literature on favoritism in procurement auctions, namely delegated

11 It is of course entirely possible that some municipalities decided to procure cleaning services for, say,
some of their schools while keeping the cleaning of others in-house. However, the fact that in several of the
municipalities in our data in-house production participates in the bidding (see below) suggests to us that the
decision of whether to procure internal cleaning services or not is not made piece-meal, but is a discrete
decision.
12 The law in fact allowed for a fifth type, called Direct. This type of procurement mechanism is however
not relevant for us, as it involves no bidding and is only allowed in exceptional circumstances.
13 The law specified a threshold value of procurement (200 000€), below which Simplified and Direct were
allowed, and above which Open, Restricted or Negotiated were required. The question if procurement
mechanisms with restricted entry can be empirically motivated with high implementation costs is analyzed
in Lundberg (2005). Using the same data as in the present paper Lundberg find no evidence of such
relation.
14 The Public Procurement Act (LOU 1992:1528), states that negotiations are exceptional and only allowed
if the terms of the contract are of such a nature that they cannot be specified before the auction. Further, the
law also states that the first choice of procurement procedure in procurements above the threshold value
should be the open procedure, followed by the restricted and negotiated procedures. There are other
specific circumstances in which the law regulates the use of the negotiated procedure. However, these are
legal details and not relevant for the analysis in this study. For further details, see chapter 5, “Procurement
of services”, in the Public Procurement Act (LOU 1992:1528).
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decision making. The principal(s) are the inhabitants of the municipality, the agent the

municipal council (procurement officer). As the municipal council decision making is

built  on  majority  voting,  one  may  take  the  view  that  the  majority  of  the  council  is  the

agent, and (one of) the minority’s task is to monitor the majority.

B. Data

Our bidding and procurement data come from a survey, administered to all Swedish

municipalities asking them for procurement documents regarding internal cleaning

services. The documents are contract notice, technical specification, list of bidders, bids,

and  the  decision  protocol  stating  the  winner  of  the  contract.  We  don’t  know  if  all  the

Swedish municipalities that organized procurement auctions in cleaning services are in

our  data:  59  of  the  municipalities  that  replied  to  the  survey  organized  at  least  one

procurement in cleaning services during 1990-98. We have supplemented this data with

municipality characteristics, obtained from Statistics Sweden (SCB).

Table 2 describes how the procurements in our data are organized. Procurement is

an instance where a municipality (auctioneer) purchases through a procurement

procedure cleaning services for one or more “objects”. The objects are the premises to be

cleaned and the bidders are Swedish firms. This feature of the data means that the event

of procurement can consist of one or more “auctions”, where a separate, non-

combinatorial  auction  is  run  for  each  object.  As  the  column  titled  “All”  shows,  the

number of procurements in our data is 131 and the total number of objects procured in

them is 758. The number of objects per procurement varies from one (single-unit) to 74,

and the number of bids per object from one to 37. Table 2 also shows that we observe a
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total of 5926 bids, which on average are 158 Swedish krona per square meter. The

frequency at which the various procurement mechanisms were used can also be found

from the table.

[TABLE 2 HERE]

Table 3 describes the objects. The vast majority of them are schools or daycare

centers. The objects vary according to the characteristics we observe: size (in square

meters), contract length, prolongation period, and required cleaning frequency. The

contract length is the stated contract period and the prolongation period states the period

that the contract will be extended with if the current holder of the contract has performed

well after the contract period has expired. The prolongation period is normally one or two

years. The cleaning frequency is the number of days during a year the object should be

cleaned.

[TABLE 3 HERE]

The bidders in the procurements are Swedish cleaning service firms. There are in total

322 firms in our data. They can be divided roughly into four categories. First, there are 4

firms that operate nationally (“National”). This group includes the largest, and some

medium sized firms. For confidentiality reasons we have labeled these national firms

“Ni”,  i  =  a,  b,  c,  d.  The  largest  national  firms  “Nb”  and  “Na”  submit  bids  for  most

objects, whereas “Nc” and “Nd”, two other national firms, submit bids for 6-10% of

objects. Second, there are mid-size firms that are active regionally (“Regional”).

According to our classification, 70.5% of the firms are regional. The third group consists

of small local firms that only bid in one or a couple of municipalities (“Local”). We

estimate that 27.5% of the firms are local. The final group consists of firms that used to
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be the cleaning department of the municipality, but have at some point been transformed

into a company that still is owned by the municipality (“In-house production”). An in-

house municipal production unit participates in bidding for almost 40% of objects.

Table 4 describes the municipalities, who organize the procurements. The variable

“red” is the proportion of council members that belong to left-wing parties. This

proportion varies between 17 and 67% in our data. We measure red as of the date of the

procurement. The variable ”majority” is an indicator for a left-wing majority (red>0.5) in

the council.

[TABLE 4 HERE]

IV. Analysis

In this section we first document that a key feature of our data is that there are no quality

differences in the bids. This feature lays the foundation for our subsequent empirical

analysis and allows us to provide evidence for the existence and prevalence of favoritism.

In  subsection  B  we  build  our  main  estimation  framework.  We  then  explore  the

determinants of the winning bid and show that the weight that the municipalities give to

price is systematically linked to the composition of the municipal council. Finally, we

invoke a further assumption and study whether favoritism is (in)efficient.

A. Existence of favoritism

A key feature of our data is that there are no ex ante discernible quality differences

between bids. We provide support for this claim by making use of the extensive

documentation that is available to us on the technical specifications of the procurements

and on the specifics of the bids which the firms submitted. A couple of interviews
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complement the picture portrayed by the documentation. Finally, the type of service we

are studying provides additional support for the claim. Taking each of these pieces of

evidence in turn:

• Most compelling support for the claim of no quality differences is provided by the

technical specifications of the procurement instructions. In the process of compiling

the data, we obtained the procurement instructions of all the 758 objects for which

internal cleaning services were procured in our data. These are in general very

detailed (an example of a typical technical specification can be found in the

Appendix). Besides including a detailed description of the premises to be cleaned,

the frequency of cleaning, cleaning method, cleaning substances that are

allowed/preferred, and cleaning equipment that is to be employed, they also go into

much more minute detail. For example, it is common to state requirements as to the

professional education of cleaning staff to be used. Similarly, the monitoring of

cleaning is often specified in detail, and it is standard to require the firm to inform

the municipality on several features of the working process, and to provide records

of hours of work, workforce and machinery employed etc.. As if this wasn’t

enough, in several instances the procurement instructions go into great detail as to

how each space (e.g. classroom, toilet) is to be cleaned. All this suggests that it is

very hard to differentiate one-self quality-wise.

• In addition to the procurement instructions, we obtained copies of the bids. The

bids,  almost  without  exception,  only  detail  i)  the  object  for  which  the  firm  is

bidding, ii) the name and contact information of the bidder, iii) and the price,

despite the forms providing space for additional information (an example of a
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typical bid can be found in the Appendix). If such information is provided, it is

invariably uninformative as to potential quality differences. A typical piece of extra

information is that the firm A plans to use substance Y in cleaning, say, school Z.

The procurement instructions however always dictate in detail the environmental

aspects of the substances to be used, and the extra information provided by firm A

is that substance Y fulfills these criteria. Again, all this suggests that the firms were

not able to differentiate themselves quality-wise in the bids.

• Further supporting evidence comes from our interviews with both a (former) civil

servant who used to be in charge of such procurements, and three industry

representatives. While the former civil servant maintained that local firms provide

higher  quality  through  better  local  presence,  he  also  mentioned  a  nationally

operating firm as providing similar quality. The three firm representatives were

unanimous in stating that all firms provide equal quality in public procurements.15

They also mentioned that procurement instructions in public procurement are so

well-defined that there is no room for (large) quality-differences.

• Our final claim for why the assumption of no quality differences is plausible in our

data is the type of service we are studying. The literature on the relative merit of

negotiation versus auctions (e.g. Bajari, McMillan and Tadelis 2003 and the

literature cited therein) is - for good reasons - mainly interested in “customized

goods such as new buildings, fighter jets or consulting services” (Bajari, McMillan

and Tadelis 2002, pp. 1). We take a completely opposite track by studying internal

cleaning services. Our, admittedly layperson16 view of (good or bad) cleaning could

15 One of them, a local operator, maintained that they provide higher quality in private procurement.
16 Although two of us, in the distant past, have worked for a cleaning company.
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be described along the lines of the popular definition of pornography: “you cannot

describe it, but you know it when you see it”. Cleaning is a labor-intensive, low-

tech service, the quality of which is easily monitored, for which the requisite skills

are relatively easily acquired and are wide-spread, and cleaning services is an

industry in which barriers to entry are relatively low.

Having no (ex-ante known) quality differences in the bids is central to our investigation:

With no such differences, there is little reason for a procurement officer to choose any

other bid but the lowest. And yet, for almost 61% of the 758 objects in our data, the

municipalities did not choose the lowest bid.17 By doing so, the municipalities forego

substantial cost savings: In cases in which the lowest bid does not win, the winning bid is

on average 37.5% higher than the lowest bid. Moreover, some municipalities never award

an object to the lowest bidder.

These numbers are puzzling: Does the fact that the lowest bid does not win 61%

of the time imply that (at least some of) the Swedish municipalities have been engaged in

large-scale favoritism?18 If it does, how come the Swedish civil servants / municipal

decision makers (who have run the procurements) are not in jail? That is, why haven’t

they been accused of wrong-doing? We offer three explanations.

First, there may have been firm as opposed to bid-specific quality differences. In

other words, it may have been common knowledge that some firms have a high risk of

bankruptcy. If municipalities were aware of such differences between the firms they

17 The lowest bid won in 51% of open entry auctions, and only in 25% of auctions with restricted entry.
Thus two of the municipal decisions, form of entry, and choice of winner, are interlinked.
18 The numbers are particularly puzzling in the light of Eklöf’s (2005) analysis, which also focuses on
Swedish public procurements (road painting procurements) and which covers roughly the same period. A
major difference between his data and ours is that in his there was just one decision maker, the central
government. From Eklöf’s data description it seems that in his data, the lowest bid always won.
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could well have made optimal decisions by not choosing the lowest bidders. We will

control for this possibility in our estimations below.

Second, even if our analysis implied favoritism, the decision makers could counter

that  while  this  is  true,  they  still  act  in  the  best  interest  of  the  their  principals,  the

inhabitants of the municipality. This is so as they could claim to be engaged in efficient

favoritism (McAfee and McMillan 1989, Vagstad 1994) that maximizes the rents of the

municipality by eliciting lower bids from firms residing outside the municipality in

question. For this to work, they sometimes want/need to award the contract to a local firm

not bidding lowest. Indeed, there is qualitative evidence from neighboring (and equally, if

not more, free-of-corruption) Finland that municipal decision makers in similar

circumstances claim to have made decisions exactly along the lines suggested by models

of efficient favoritism.19 We return to this question below.

Third, even if the municipal decision makers knowingly engaged in inefficient

favoritism, they could still – if accused of wrong-doing – claim either that there are

genuine, but for a non-expert hard to verify quality differences between bidders, and/or

that they were engaged in efficient, not inefficient, favoritism. Even if one could prove

that on average the observed favoritism is inefficient, proving it in a particular case

beyond reasonable doubt is certainly much harder.

B. Choosing the winner: the modeling approach

19 The main Finnish daily newspaper, Helsingin Sanomat, Monday May 16th, 2005, pp. A6, ran a story on
(problems in the court cases - the number of cases that have been taken to court has exploded in absolute
terms while staying low in relative terms - relating to) municipal public procurement. A loose translation:
“Some municipalities have tried to justify the choice of a local firm by tax income and employment effects.
Such justifications are however illegal under current law”.
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In this sub-section, we first present the general modeling framework, then our empirical

specification(s), and finally our estimation results. The foregoing suggests that favoritism

may exist in our data. The obvious alternative is that there are some firm-level

differences that are observed by both the firms and the municipalities, but not by us

researchers.  To  test  for  favoritism,  we take  the  following  route:  Our  Null  hypothesis  is

that municipalities act as benevolent social planners. This would imply that controlling

for other bidder characteristics, the level of the bid should be a major determinant of the

winning bid. Our Alternative hypothesis is that municipalities are not benevolent social

planners. In such a case, one would expect that the degree to which a given municipality

deviates from the socially optimal decision depends on the “power” of the actual decision

maker. If different political parties were inclined to favor one or the other (potential)

bidder, their possibility to do so is most likely a function of their power in municipal

decision making. We assume that the proportion of seats in the municipal council

measures this power and explain below how we model the effect of council composition.

In contrast to the burgeoning empirical literature on auctions, our interest is thus

not  in  uncovering  the  type  (distribution)  of  bidders,  but  rather  in  estimating  the

determinants of buyer behavior, something usually assumed to be cost minimization in

procurement auctions. To study the determinants of the winning bid, we adopt the

standard random utility framework. We assume that the procurement officer’s utility

from choosing bid(der) i for object j is given by

(1) ijijiijiijij ZXZXU εµξδθβ +++++= .

In (1), Xij are observed bid(der) characteristics and Zj are observed characteristics of the

procurement officer/municipality/object. They thus do not vary over bids submitted for a
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given object. While we in general impose additive separability, one important aspect of

our modeling framework is that we allow (some) of the bid(der) and municipality

characteristics to have a multiplicative effect on utility. The unobservables are jξ , iµ

and ijε . The first are unobservable procurement officer/municipality characteristics that

affect the utility derived from any bid in the same fashion. These may include for

example the difficulty of cleaning. The second are unobserved bidder specific

characteristics an example of which could be the probability of bidder i going bankrupt.

The third are bid(der)- and procurement officer/municipality/object specific unobservable

effects. We assume that ijε  are i.i.d extreme value distributed. This leads to the

conditional logit model of McFadden (1973):20
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The conditional logit model seems particularly well suited for our purposes as it

allows us to condition out everything that is particular for a specific object (e.g. school)

such as size, cleaning frequency, location, etc. Thus, and potentially as important, it

allows us also to condition out all municipal characteristics that might affect the choice in

a linearly separable way. One implication of this is that the conditional logit should be

relatively immune to sample selection bias. This would be the case as long as the choice

of i) procuring the cleaning service, ii) choice of entry mode, iii) all other choices related

to the particular object are independent of individual bids. This should be the case to a

20 We also estimated logit models of the determinants of choosing the lowest bidder. As these suffer from
problems in controlling e.g. for the level of competing bids etc., we do not report them here. However, the
evidence both from these logit estimations and bivariate probit estimations where the other dependent
variable was form of entry support the reported results.
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large extent as many of those choices are made prior to firms submitting their bids. In

other words, the conditional logit allows us to concentrate on features of bids that vary

within bids for a given object.

In practice, the only bidder specific variable that we observe that varies over

objects is the bid. Thus our Xij consists of the (log) bid only. As discussed earlier in the

paper, we observe many object and municipal characteristics. As these do not vary over

bids  (within  an  object),  they  are  all  conditioned  out.  To  be  able  to  study  the  effects  of

municipal council composition on choices, we interact the proportion of left-wing

councilors with the (log) bids. We thus maintain the assumption that all object

characteristics and all other municipal characteristics but the council composition affect

the utility of choosing a particular bid in an additively separable way.

We introduce the interactions between council composition and bids in a

particular way in order to capture the majority-voting nature of municipal decision

making. In our simplest specification we interact bids with i) the proportion of left-wing

councilors, ii) the left wing majority-indicator, and iii) the interaction of these two. The

reason for this specification is that we want to allow the following possibilities to be

captured by our specification: 1. right wing majority councils behave differently from

left-wing majority councils: 2. the strength of the majority affects decision making: and

3. the strength of the majority affects right- and left-wing majority decision making

asymmetrically. As we have no priors on the functional form of the relationship of the

strength  of  the  majority  of  either  type,  we  adopt  a  general-to-specific  modeling

framework and start from a 4th order power representation.



19

A problem that remains is visible from equation (2): the unobservable firm-

specific term iµ  does not vanish when going from (1) to (2). Thus differences in

firm/bidder quality that are constant over objects (and therefore also municipalities) may

affect the choice probabilities. To control for these, we include a vector of firm dummies

for those firms that are the most frequent bidders (19 firm dummies), a dummy for

inhouse production (who do not bid outside their own municipality and for the majority

of which we therefore have very few observations), and a dummy for firms that only bid

for one object (the vast majority of firms). The 19 firms for which we include dummies

are the 19 most frequent bidders that together account for 55% of all bids in the

estimation sample. Inhouse production accounts for 8% of all bids, and firms with single

bids for 1.4%.

Another problem that remains within this modeling framework is that individual

bids for a given object may be correlated with the error term. This would be the case if

bidders knew that they are (dis)favored. The favored firms might submit higher bids than

otherwise, and disfavored firms lower bids than otherwise. This type of behavior occurs

in equilibrium in models of efficient favoritism, for example. While we present results

from specifications where the assumption is that bids are independent of ijε , we also use

an estimator that controls for endogeneity and that allows us to test for its existence. In

doing so, we resort to Nevo (2000) type instruments. That is, we assume that the firm-

specific error terms are independent over municipalities (not objects), and use firm i’s

bids in other municipalities to generate instruments for firm i’s bid in municipality m.

This we do by estimating reduced form (log of) bid functions using a (firm) fixed effects

estimator, excluding data from municipality m, and using the thus generated expected bid



20

as the instrument for bids in municipality m. As we operate in a discrete choice

framework, we employ a control function approach and bootstrap the standard errors

(following e.g. Blundell and Powell 2004). Smith and Blundell (1986) provide a test for

exogeneity when using a control function approach in a limited dependent variable

framework like ours.

C. Choosing the winner: estimation results

We exclude 552 observations from “auctions” where there were more than one

winner, and one observation from an “auction” with only one participant. We estimated

equation (2) including always the 19 firm dummies explained above, the indicator for in-

house production, the indicator for the firm bidding only once, and the (log) bid. We

started by including the interactions between log bids and 1st -4th powers  of  red,  the

majority indicator, and the interactions between the powers of red and the majority

indicator. We then excluded terms, starting from the 4th order terms, and finishing with a

specification with no interactions between log bids and the political variables. The

estimation results are presented in Table 5.

In columns (1) and (2) we nonetheless show simpler specifications without

political variables. Comparing columns (1) and (2) show that controlling for (unobserved)

firm characteristics is important. Not only are the firm (type) dummies jointly highly

significant, the change in the coefficient of (log) bid suggests the type of bias one would

expect. If it is the case that 1) there are unobserved firm characteristics that affect the

utility of (all) municipalities (such as the probability of bankruptcy) and 2) the firms

know of this, excluding these from the specification would lead to an upward bias in the
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bid coefficient. The reason is the following: Imagine being the manager of a firm with a

low (high) bankruptcy probability, and knowing that the municipalities pay attention to

this in choosing the winner. You would then increase (decrease) your bid so as to equate

the marginal gain in profits, conditional on winning the procurement, against the

marginal decrease in the winning probability, induced by the increase (decrease) in your

bid.

Let us shortly contrast the results in columns (3) and (4). Column (3) suggests that

municipal councils with a left-wing majority put significantly less weight on price than

councils with a right-wing majority. Results in column (4) suggest that the story is more

nuanced: Starting from a large right-wing majority, an increase in the proportion of left-

wing councilors (a decrease in the right-wing majority) leads to the council putting less

weight on price. When the left-wing parties gain a majority, there is a discrete jump

upwards in the bid coefficient: indeed, the point estimate for a council with a small left-

wing majority is positive, indicating that an increase in price (bid) would lead to an

increased probability of winning. However, the larger the left-wing majority gets, the

smaller the bid coefficient then becomes. What one should take away from columns (2)-

(7) is that we reject the more parsimonious specifications against the 4th order power

representation. Finally, in column (8) we present the results from treating bids as

endogenous. The test that Smith and Blundell (1986) suggest is a t-test on the coefficient

of the residual from the 1st stage regression. We have interacted the residual from our first

stage bid-estimations with the council variables in order to generate controls
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(“instruments”) for the interactions.21 We label these vi. Results in column (8) show that

none of these obtains a significant coefficient.  We take this as evidence that our data is

not plagued by an endogeneity problem between the bids and ijε .

As the total effect is hard to gauge from the coefficients, we present in Figure 1

the  effect  of  council  composition  on  the  effect  price  has  on  the  probability  of  winning.

The effect is highly nonlinear. What is noticeable from the Figure is that the bid

coefficient reaches its highest values at the ends of the empirical support for the share of

left-wing councilors. The economic interpretation of this result is that those councils with

the largest majorities, whether right- or left-wing, put the least weight on price. The point

estimate of the bid coefficient is actually very close to zero for such councils, implying

that the bid level has (almost) no impact on the probability of a bidder being chosen.

The second curve in the Figure is our first robustness test. It is possible that some

of the lowest bids are made by “fly-by-night” operators that are not “serious” bidders.

Including bids in auctions with such participants would bias the bid coefficient upwards,

i.e., indicate that municipalities are less price sensitive than they really are. To check the

robustness of results against this possibility, we excluded all bids from auctions where the

difference between the lowest and 2nd lowest bid was in the 95th percentile of the

distribution (over objects) when measured in per cent. As is evident, the differences in

results are minor, and the main conclusions the same.

[TABLE 5 HERE]

[FIGURE 1 HERE]

D. Is favoritism efficient?

21 Regressing the log bid on predicted bid and controls using firm fixed effects produced a coefficient of
.004 with a t-statistic of 12.27 for predicted bids. Our instrument thus has a statistically significant effect on
the endogenous variable.



23

Another key feature of our data is that the “procurement auctions” fall into the

independent private value (IPV) category. Our main support for the IPV assumption

come from the i) type of service we study, ii) the detailed procurement instructions, and

iii) the fact that all interviewed industry representatives claimed that the policy of their

firm is to always visit a site before calculating a bid. Cleaning services are very different

from the standard example of a common value object - oil drilling. While in oil drilling

there is substantial uncertainty as to how much oil there is in a given tract and what its

value is when sold, in cleaning there is no such uncertainty attached to the value of the

object.  As  long  as  there  is  no  common  uncertainty  as  to  what  inputs  a  given  object

requires, the uncertainty associated with it is very likely rooted in firm-specific factors on

e.g. distance to the object, possible capacity constraints, shocks in employee turnover etc.

Points ii) and iii) ensure that there is very little uncertainty as to what the object requires

in terms inputs. In our interviews, firm representatives suggested that there are cost

differences between firms that depend on the object for which cleaning services are

procured. These can stem from the local organization of the firm and e.g. distance from

firm offices to the object.

Our evidence on whether the observed favoritism is efficient consists of an analysis

of  conditional  winning  probabilities,  and  of  an  econometric  analysis.  Starting  with  the

first, recall that an underlying assumption behind many models of efficient favoritism

such as that of McMillan and McAfee (1989) is that the municipality favors local firms

because it internalizes their rents to some degree. Thus, observing that national firms are

awarded an object despite not being the lowest bidder provides evidence against this type
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of efficient favoritism.22 Against this background, our raw data speak loudly against

efficient favoritism: the probability that a national (i.e., non-local) firm wins an auction

where the object is not awarded to the lowest bidder is 49%. Thus, in half the cases where

the lowest bidder does not win, the identity of the winner is such that it provides evidence

against this form of efficient favoritism.

Turning then to econometric evidence, we ran reduced form regressions of the log of

normalized bids on i) object characteristics, ii) time dummies, iii) the political variables

used above, and iv) an indicator for a firm being a national firm, and interactions between

this indicator and the political variables. Efficient favoritism would imply that national

firms bid lower. The difficulty we face is how to disentangle different bidding strategies

of national firms from their possible cost advantages. The interactions between the

indicator for being a national firm and the political variables are designed to circumvent

this problem. The indicator should pick up the (average) cost advantage of the large

national firms. If their bidding behavior varies with the composition of the municipal

council, then this is most likely due to differences in bidding strategies.

[TABLE 6 HERE]

Table 6 reports our results. With a within specification we find that the type of

premises affect costs; that there are slight diseconomies of scale both in terms of size of

the premise to be cleaned (coefficient of sq. meters positive and significant), and in terms

of the cleaning frequency (coefficient of cleaning frequency less than unity). While

national firms bid higher in open entry auctions (-.118+.121), other firms bid more

aggressively. More interestingly for us, we find that the composition of the municipal

22 Turning  to  our  theme  of  section  II.C,  local  authorities  could  justify  such  choices  by  hard  to  observe
quality differences.
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council has an effect on all bidders’ bids. Again we resort to a figure to display the

results. In Figure 2 we display the effects of council composition on the bids of a national

and “non-national” firm when they bid in an open entry “auction” for a school in 1990

that has the average size, cleaning days and frequency. Starting from the empirical

minimum  we  find  that  both  national  and  non-national  firms’  bids  decrease  when  the

proportion of left-wing councilors increases. The bid of a non-national firm jumps

downwards when the council is hung, while the national firm’s bid is monotonically

decreasing in the proportion of left-wing councilors. We thus find that councils where

neither political side has a clear majority are the ones that elicit the lowest bids from the

non-local  (national)  firms.  When  we  estimate  a  model  without  firm  fixed  effects,  the

national-firm indicator obtains a positive and significant coefficient. We thus find no

evidence that national firms would bid lower than other firms.

[FIGURE 2 HERE]

Overall these results are difficult to reconcile with efficient favoritism. One might

however be able to interpret the evidence as suggesting that the most left-wing councils

are practicing efficient favoritism as they elicit low(est) bids from all types of firms.

V. Robustness tests

In this section we first provide auxiliary evidence against the alternative hypothesis that

there nonetheless are quality differences between bidders that explain the observed

behavior. We then explore further whether our results are robust to taking into account

that in choosing which bidder to award a given object municipalities might – against the
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law – take into consideration those other auctions organized at that were organized

simultaneously.

Of course, the lowest bid not winning does not constitute evidence of favoritism

per se, even if it were true that there are no ex ante quality differences in the quality of

cleaning of a particular object for which firms are bidding. If the civil servants act in the

interest of the inhabitants of their municipality, they may well care about the identity of

the supplier, as that can convey information about a dimension of the quality that is

relevant for the choice but that is not specific to the particular object for which firms are

bidding. Examples of such attributes of firms are probability of bankruptcy, reputation for

fairness,  or  standard  for  corporate  integrity  and  responsibility.  To  some  extent  both

industry and civil servant testimonies indicate that if such differences existed, they were

not significant. The econometric results include controls for firm identity (the conditional

logit and bid estimations), and thereby are robust to any variation in quality over firms,

such as the probability of bankruptcy.

A. Are there quality differences nonetheless?

One might wonder whether favoritism could take place on such large scale. An

alternative explanation is that our evidence notwithstanding, there are ex ante quality

differences, and municipalities choose the best price-quality weighted bids. In addition to

the econometric evidence, in particular the conditional logit estimates with firm

dummies, we have two further pieces of evidence that suggest this is not the case.

First, national firms win 36% of the all the objects. This would suggest that they

must provide adequate quality. If one is willing to believe that there is only minor
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variation in quality within each of the national firms, the implication would be that

municipalities should not choose a bid that is higher than that of a national firm. We find

in our data however 747 bids by national firms that are lower than the winning bid in the

same auction. These constitute 25% of those bids that are lower than the winning bid.

This evidence is in contrast with the fact that the national firms win 36% of all objects.

Second, having looked into some individual auctions we have found cases where

a given national firm, say, A, is awarded one object in a given procurement, and loses

with a lower bid against another (national) firm in bidding for another object in the same

procurement.  An  example  of  this  type  of  an  outcome  is  given  below.  For  this  kind  of

behavior to be consistent with quality differences, it would have to be that i) some

national firms are good at cleaning schools but not kindergartens and ii) the

municipalities being aware of such quality differences. We find these requirements

implausible.

B. Simultaneous procurements

A major feature of our data is that in most instances when a municipality procures

cleaning services, it does so for several objects simultaneously. Thus, there are 131

procurements in our data, and in these 131 procurements, firms can bid for 758 objects.

While combinatorial bids are illegal, the data suggests that despite the law requiring that

municipalities decide the winning bid object by object, in a large number of

procurements,  a  firm  wins  several  objects.  A  rationale  for  this  could  be  that  there  are

transaction costs in dealing with each new contractor, and by awarding the contracts to

just a few bidders the municipality is actually minimizing costs. In our conditional logit
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estimations we found some evidence that the procurement bid affects the probability of

winning. This results was however not robust to the inclusion of firm and firm-type

dummies. In this section we study further whether this hypothesis is supported by our

data.

We engaged in some case studies by looking at procurements where the number

of objects was greater than one, but low. Consider the procurement in municipality A

with four objects. A small firm called “a” is awarded one object, the second object being

awarded to another small firm despite “a” being the lowest bidder on that object. The

national firm “Na” is awarded the other two objects despite “a” being the lowest bidder

on one of the objects awarded to “Na”. Also, “a”’s aggregate bid on the two objects that

“Na” won is lower than “Na”’s, the difference being of the order of 9000€. In

municipality B, a procurement with two objects was held. National firm “Nb” wins one

object with the lowest bid. “Na” wins another despite “Nb” bidding lower than “Na”. A

third example comes from municipality C’s procurement with three objects. Local firm

“c”  wins  one  object  with  the  lowest  bid  and  another  with  the  2nd lowest bid. In-house

production wins another despite “c” being the 2nd lowest bidder. In-house’s bid on this

last object is 55% higher than that of “c”. A local firm, “d” is the 2nd lowest bidder for the

object where “c” submitted the lowest bid, and the lowest bidder on the other two objects.

If one takes the fact that the municipality chose a given firm for at least one object to

mean that that firm’s quality is sufficiently high for it not to be a “fly-by-night” operator,

then all these three cases provide evidence against the hypothesis that municipalities are

minimizing total costs, including transaction costs arising from having to deal with

(multiple) firms. This is so as in each of the three cases, the municipality in question
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would have saved on both transaction costs and procurement costs by making different

choices. In the case of “A”, money would have been saved by awarding all four objects to

”a”; in the case of “B”, by giving both objects to “Nb”; and in the case of “C”, by giving

all the objects to “c”. In the last case, one may suspect that “d” was a fly-by-night

operator, as these three objects are the only ones it bids for in our data. Note also that the

case of municipality “B” speaks against efficient favoritism, as “Na” is a national, not a

local, firm.

In addition to case studies, we re-estimated our model and included the (log of

the) procurement level bid, i.e., the sum of the bids of firm j for all objects i in the

procurement k. Using the specification in column (7) of Table 8, the (log of) procurement

bid obtained a coefficient .073 with a standard error of .065. We thus found no statistical

evidence on municipalities conditioning their choices on the procurement level bids.

VI. Conclusions

In this paper, we utilize a peculiar period in Sweden, one of the world’s supposedly least

corrupt countries, to study favoritism in public procurement. Concentrating on internal

cleaning service contracts allows us arguably to circumvent many problems faced by

researchers studying favoritism. Cleaning services are low-tech, with a well-known

production technology and low capital costs. We provide evidence that there are no ex

ante quality differences between bids, and that internal cleaning service contracts are

within the independent private value category. We provide evidence that quality

differences between bidders (e.g. probability of bankruptcy) are unlikely to explain the

observed behavior, and control for such differences in our estimations. During the period

we study, Swedish municipalities were required to organize sealed bid “auctions”, but
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were given high degrees of freedom to choose the bidder they want on “economically

most advantageous grounds”.

Our data are quite striking: Despite the above features, Swedish municipalities seem

to engage in favoritism on a grand scale. In 40% of the cases, municipalities restricted

entry by allowing only bids by invitation. When they did so, in 3 cases out of 4 they did

not choose the lowest bidder. The winning (chosen) bid was on average 37.5% higher

than the lowest bid. In half the cases when the lowest bid did not win, a national firm was

chosen. These facts suggest that favoritism was frequent, costly, and unlikely of the

efficient form advocated by theoretical analyses of the type of McAfee and McMillan

(1989).

 Our econometric analysis shows that municipalities with the largest majorities in

the council, irrespective of whether the majority is right- or left-wing, put the least weight

on price in choosing the winner when procuring cleaning services. We also found that

those councils where neither political side has a large majority elicit the lowest bids from

national (non-local) firms, while municipalities with large left-wing majorities elicit

lowest bids from local firms. These latter results are difficult to reconcile with efficient

favoritism where municipalities sometimes favor local firms in order to elicit lower bids

from national ones.



31

References

Ades, Alberto and Di Tella, Rafael. 1999. “Rents, competition and Corruption.”
American Economic Review 89(4): 982-993.

Armstrong, Mark. 1996. “Multiproduct nonlinear pricing.” Econometrica 64(1): 51-76.
Bajari, Patrick, McMillan, Robert S., and Tadelis, Steve. 2003. “Auctions Versus

Negotiations in Procurement: An Empirical Analysis.” National Bureau of
Economic Research, Inc, NBER Working Papers: 9757

Blundell Richard W. and Powell, James L., 2004. “Endogeneity in Semiparametric
Binary Response Models.” Review of Economic Studies. 71(3): 655-79.

Burguet, Roberto and Che, Yeon-Koo, 2004. “Competitive procurement with
corruption.” Rand Journal of Economics 35(1): 50-68.

Burguet, Roberto and Perry, Martin K. 2002. “Bribery and favoritism by auctioneers in
sealed-bid auctions.” Mimeo, Rutgers University.

Celentani, Marco and Ganuza, Juan-Jose. 2002. “Corruption and competition in
procurement.” European Economic Review. 46(7): 1273–1303.

Che, Yeon-Koo, 1993. “Design competition through multidimensional auctions.” Rand
Journal of Economics  24(4): 668-680.

Compte, Olivier, Lambert-Mogiliansky, Ariane and Verdier, Thierry. 2005. “Corruption
and competition in public market auctions.” Rand Journal of Economics,
forthcoming.

Ingraham, Allan T. 2005. “A test for collusion between a bidder and an auctioneer in
sealed-bid auctions.” Contributions to Economic Analysis and Policy 4(1) Art. 10.

Eklöf, Matias, 2005. “Assessing social costs of inefficient procurement design.” Journal
of the European Economic Association 3(4): 826-850.

Laffont,Jean-Jacques and Tirole, Jean. 1991. “Auction design and favoritism.”
International Journal of Industrial Organization 9(1): 9-42.

Lundberg, Sofia. 2005 “Restrictions on Competition in Municipal Competitive
Procurement in Sweden.” International Advances in Economic Research 11(3):
353-366.

McAfee, Preston R. and McMillan, John. 1989. “Government procurement and
international trade.” Journal of International Economics, 26(3-4): 291-308.

McFadden Daniel, L. 1974. “Conditional Logit Analysis of Qualitative Choice
Behavior.” In Frontier in Econometrics, ed. P. Zarembka, 105-142. New
York: Academic Press.

Menezes, Flavio and Monteiro, Paulu K., 2005. “Corruption and auctions.” Journal of
Mathematical Economics  forthcoming.

Nevo, Aviv. 2000. “A Practitioner’s Guide to Estimation of Random-Coefficients Logit
Models of Demand.” Journal of Economics and Management Strategy 9(4): 513-
548.

Porter Robert, H., and Zona, Douglas J. 1993. "Detection of Bid Rigging in Procurement
Auctions." Journal of Political Economy 101(3): 518-38.

Rezende, Leonardo. 2004. “Biased procurement auctions.” Mimeo, University if Illinois.
Rose-Ackerman, Susan. 1975. “The economics of corruption.” Journal of Public

Economics. 4(1):187-203.
Shleifer, Andrei and Vishny, Robert W. 1993. “Corruption.” Quarterly Journal of



32

Economics 108(3): 599-617.
Smith, R., and Blundell, R., 1986, An exogeneity test for a simultaneous equation tobit
model with an application to labor supply, Econometrica, 54, 679-686.
Svensson, Jakob. 2003. “Who must pay bribes and how much? Evidence from a cross

section of firms.” Quarterly Journal of Economics, 118(4): 207-230.
Szymanski Stefan. 1993. “Cheap Rubbish? Competitive Tendering and Contracting Out

in Refuse Collection--1981-88.” Fiscal Studies 14(3): 109-30.
Szymanski Stefan. 1996. “The Impact of Compulsory Competitive Tendering on Refuse

Collection Services.” Fiscal Studies 17(3): 1-19.
Vagstad, Steinar. 1995. “Promoting fair competition in public procurement.” Journal of

Public Economics, 58(2): 283-307



33

Table 1. Procurement mechanisms
Procurement procedure Description

OPEN ENTRY
    Simplified All potential suppliers are allowed to bid. The

contracting entity can invite some or all bidders to a
negotiation after the auction. Can be used if the volume
of the procurement is below the threshold value of
200000€.

    Open All potential suppliers are allowed to bid. Has to be
used if the volume of the procurement exceeds the
threshold value of 200000€.

RESTRICTED ENTRY
    Restricted Only potential suppliers invited by the contracting entity

are allowed to bid.
    Negotiated As restricted, but the contracting entity can invite some

or all bidders to a negotiation after the auction.

OTHER (NOT AUCTION)
    Direct No bidding process, and allowed only in exceptional

circumstances. Not an auction, and can be used if the
volume of the procurement is below the threshold value
of 200000€
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Table 2. Descriptive statistics of procurements
Allocation mechanism

Open entry Restricted entry
All Simplified Open Restricted Negotiated

# procurements 131 60 32 24 15
# objects 758 129 315 255 59
# bids 5926 2806 1882 329 909

Variable Statistic
# objects per Mean 5.9 2.2 9.8 10.6 4.5
procurement Stand. dev. 10.1 3.9 10.7 16.3 8.1

Maximum 74 27 37 74 29
Minimum 1 1 1 1 1

# bids per Mean 7.8 7.1 8.9 7.4 5.5
object Stand. dev. 3.9 3.9 4.3 3.3 2.5

Maximum 37 37 25 16 22
Minimum 1 1 1 2 2

Bid / sq. m,  Mean 158.35 151.74 157.24 168.07 177.54
Swe krona Stand. dev. 93.78 91.42 97.59 86.06 92.90

Maximum 2174.02 2.76 38.06 41.05 13.03
Minimum 2.77 984.27 2174.02 643.31 918.03
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Table 3. Descriptive statistics of objects
Contract dimension
Type of premise Frequency Percent N
    Schools 319 42.1 757
    Day care centers 302 39.9 757
    Medical health centers 27 3.6 757
    Purifying plants 2 0.3 757
    Office 65 8.6 757
    Sport centers 16 2.1 757
    Libraries 16 2.1 757
    Others 12 1.6 757

Statistic
Size (in square meters) Mean 2469.08

Stand. dev. 3615.64
Maximum 57
Minimum 30132

Contract period (in years) Mean 1.7
Stand. dev. 0.7
Maximum 4.0
Minimum 0.2

Prolongation period (in years) Mean 0.7
Stand. dev. 0.6
Maximum 2.0
Minimum 0

Table 4. Descriptive statistics of municipalities
Variable Mean Std. dev. Min Max

Red 0.46 0.11 0.18 0.67
Red-majority
(in 1988) 0.42 0.49 0 1
Population
density (in
1992) 138.58 427.09 .36 3655.36
Unemployment
(in 1992) 6.93 1.77 2.51 12.03



Table 8. Determinants of winning bid
Variable (1) (2) (3) (4) (5) (6) (7) (8)
Log price -1.192***

(.102)
-1.24***

(.113)
-1.763***

(.177)
-3.181***

(.733)
17.177***

(3.209)
116.397***

(26.729)
-157.995**

(71.450)
105.758

(244.898)
Red - - 3.403**

(1.695)
-127.661***

(20.325)
-1037.539***

(243.317)
2371.028
(898.411)

-984.643
(2796.501)

Red-majority - - .912***
(.229)

6.060***
(2.169)

13.549
(33.490)

-1514.729**
(683.822)

-2222.731***
(613.410)

33.121
(144.589)

Interaction - - - -10.047***
(4.009)

25.386
(116.262)

8277.169**
(3516.324)

11634.39***
(3005.496)

-

Red squared - - - - 184.994***
(28.580)

2770.39***
(686.186)

-12506.22***
(4101.069)

2908.905
(11473.96)

Interaction - - - - -103.487
(101.792)

-15217.64***
(6022.483)

-17376.99***
(4243.245)

-264.058
(1072.998)

Red3 - - - - - -2330.169***
(614.919)

27027.42***
(8049.078)

-3194.068
(20310.69)

Interaction - - - - - 9430.965***
(3445.716)

- -

Red4 - - - - - - -20498.13***
(5740.814)

916.838
(13186.13)

Interaction - - - - - - 11977.42***
(2736.873)

538.633
(2017.76)

v1 - - - - - - - -4.778
(37.585)

v2 - - - - - - - 44.963
(448.421)

v3 - - - - - - - 122.758
(74.502)

v4 - - - - - - - -149.051
(1963.808)

v5 - - - - - - - -2053.324
(1441.597)

v6 - - - - - - - 201.832
(3729.933)

v7 - - - - - - - 4547.255
(3604.06)

v8 - - - - - - - -91.518
(2593.458)

v9 - - - - - - - -2826.541
(2637.114)

Nobs. 5373 5373 5373 5373 5373 5373 5373 5373
LogL. -1565.899 -1276.895 -1268.823 -1265.045 -1240.875 -1230.547 -1225.662 -
Firm No Yes Yes Yes Yes Yes Yes Yes
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dummies
Indicator for

inhouse
No Yes Yes Yes Yes Yes Yes Yes

Indicator for
1 bid

No Yes Yes Yes Yes Yes Yes Yes

T1 - .000 .000 .000 .000 .000 .000 -
T2 - - .000 .000 .000 .000 .000 -
T3 - - - .023 .000 .000 .000 -
T4 - - - - .000 .000 .000 -
T5 - - - - - .000 .000 -
T6 - - - - - - .000 -

Notes: numbers are coefficient and (standard error). ***, **, and * denote significance at 1, 5, and 10% level.  Standard errors in comun (8) based on a bootstrap with 100 rounds.
Ti = p-value of a LR-test of the specification in column in question against the specification in column i.



Table 9. Reduced form bid regressions
Variable (1)
Childcare -.486***

(.025)
Healthcare -.568***

(.053)
Office -.769***

(.037)
Purifying
plants

-.734***
(.151)

Sports facility -.227***
(.064)

Library -1.134***
(.071)

Other -.889***
(.073)

Sq. m. .0002***
(2.97e-06)

Days .005***
(.002)

Frequency .633***
(.241)

Red .206
(1.891)

Red majority -27.429***
(6.030)

Interaction 92.788***
(20.736)

Red2 -.590
(2.670)

Interaction -78.048***
(17.803)

Red * national .135
(2.750)

Red majority
* national

29.935***
(7.886)

Interaction -102.081***
(27.153)

Red2 *
national

-1.213
(3.907)

Interaction 86.719***
(23.378)

Open entry -.118***
(.037)

Open entry *
national

.121**
(.051)

Constant
9.890***

(.761)
Nobs 5373
R2 .707
T1 .000
Notes: numbers are coefficient and (standard error). ***, **, and *
denote significance at 1, 5, and 10% level.
T1 = p-value of a LR-test of joint significance of all RHS variables.



Coefficient of log bid as a function of council composition
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Figure 1. The effect of council composition on the coefficient of log(bid).



Bid level as function of council composition
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Figure 2. Bid level as function of council composition.
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Appendix

A. Copy of relevant examples of procurement documents

Figure A1. Example of a typical contract notice providing evidence of quality monitoring
and evaluation criteria. In Swedish with relevant text from the paper cited in the boxes.
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Figure A2. Extract from a typical technical specification. Description of different
cleaning methods providing evidence of the assumption of difficulties in quality
differentiation and assumption of private costs.
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Figure A3. Extract from a typical technical specification. Description of frequency
requirements  for  each  space  providing  evidence  of  the  assumption  of  difficulties  in
quality differentiation and assumption of private costs.
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Figure A4. Example of a typical bid providing evidence of the assumption of no ex ante
quality differences. In Swedish with relevant text from the paper cited in the box without
arrow and relevant translations in additional boxes
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