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Abstract

The purpose of this study is to develop proposals for the introduction of ecological, digital,
professional, innovation and social public procurements in the national strategy on E-Public
Procurement Reform and the strategy of procurements on the company-customer level. The
relevance of this study is due to the need to ensure the development of “smart”, sustainable,
inclusive economy, which will help reduce unemployment, poverty, facilitate access for
people with disabilities to work, create opportunities for the education of young people and
adults, stimulate innovations, meet expectations of citizens, solve environmental problems,
carry out digital transformations taking into consideration the best world practices. The share
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of public procurements in expenditures of the state budget and gross domestic product of
Ukraine, the dynamics of the procurement’s participants in the B2G segment is evaluated. In
Ukraine, the largest share of expenditures falls on security and social protection, however, the
prosperity index in these categories is critical (“red” zone). In order to form The E-Public
Procurement Strategy, the best world practices of introducing innovative, environmental and
social procurement criteria should be considered. Strategic directions of public procurement,
namely — ecological, digital, professional, innovation and social, which provide sustainable
and inclusive development of economy, are proposed.

Keywords: E-Public Procurement; Public Procurement Strategy; Digital Procurement;
Government Expenditures; Sustainable; Inclusive Economy.
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Introduction

Public procurement is carried out in the interests and at the expense of taxpayers. Controlling
the procurement activities of managers and recipients of budget funds is carried out
exclusively in compliance with the procedures of regulations, which, in our opinion, reduces
the effectiveness and efficiency of procurement in the whole. The main purpose of public
procurement is timely satisfaction of public needs for goods of high quality, works and
services needed to address social and economic issues of the state through the competitive
mechanism and public communications. All customers’ efforts are aimed at expanding and
stimulating the participation of suppliers in procurements; competition advocacy; promoting
taxpayers’ trust in their funds spending by ensuring the procurement openness. However,
world experience shows that strategically public procurements influence solving ecological
problems. Economic impact of public procurement is not limited to costs savings, but to
measuring the impact on sustainable and inclusive economy.

Literature Review

In classic economic theory, the role of public (government) procurement as part of total
government expenditures is related to the impact on economic growth, which is measured by
real GDP growth. Scientific literature presents the results of empirical studies of the causal
relationship of public expenditures (part of which are public (government) expenditures), and
economic growth is determined by four types of views (Nyasha and Odhiambo, 2019):
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1) maintaining the Keynesian school, according to which the amount of public spending
stimulates the real sector of economy;

2) economic growth leads to the increase in public spending (confirmation of Wagner’s Law);
3) the size of public expenditures and economic growth are interdependent;
4) the size of public expenditures and economic growth are not interdependent.

Another view is that the strategic role of public procurement in ensuring the country’s
prosperity and sustainable economic growth is considered and is measured by four types of
capital —natural, human, social and economic (Public Procurement in Germany, OECD,
2019).

The European Commission’s Strategy on Public Procurement in Europe for Europe is
focused on six directions:

1) introduction of innovation and “green” purchase;
2) professional approach to public customers;

3) expanding access to the procurement market;

4) increasing the public procurement transparency;

5) digital transformation of public procurement; 6) use of consolidated procurement. Choi
(2010) identifies a strategic role of public procurement in five areas, including leadership in
the civil service.

The study conducted by the consulting company McKinsey & Company (McKinsey
Center for Government, 2017) shows that governments can save $ 3,3 trillion in 2021 if
public procurement is effective if practices of the countries with better governance are taken
into consideration. For example, in the health sector, with the governance improvement
among 42 countries, which generate 80% of the world’s GDP, life expectancy will increase
by 1,4 years without increasing public expenditures per capita. In the strategy “Europe —
2020", the objectives, to which public procurement was aimed, were set, namely: 75% of the
employed population aged 20 to 64; investment of 3% of GDP in R&D; reduction of
greenhouse gas emissions for 20%; increasing energy efficiency for 20%; obtaining higher
education by at least 40 % of people aged 30—-34; reduction of population for 20 million living
below the poverty line.

In the report “Strategic Use of Public Procurement to Achieve Broader Results of the
Organization for Economic Cooperation and Development” (Reforming Public Procurement,
OECD, 2015), the results of the assessment of the Strategies availability on the central level
and by individual procurement organizations are presented. According to the Report, there is
a positive trend in the Strategy availability in the OECD countries: environmental
procurement — 90%; purchases of innovative goods and services — up to 70%; support for
small and medium-sized businesses — up to 75%, by social criteria — up to 50%. Therefore,
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the role of public procurement is not limited to ensuring the taxpayers; savings taking into
consideration econonomic growth.

Ambe (2018) relates the role of public procurement to the professional sphere. Following
the example of the Republic of South Africa, the government has recognized the strategic role
of public procurement in inclusive social and economic environment. However, the Strategy
implementation is not carried out properly, the lack of professionalism and non-compliance
with ethical norms and proper management is observed. Grandia, Meehan (2017) in their
research note that public procurement largely pursues strategic goals to address more social
issues, however, there is a lack of results in accessing their impact due to insufficient strategic
maturity of public procurement. Bleda, Chicot (2020) consider the strategic role of public
procurement in the context of stimulating business innovation by supporting the formation of
markets for new products, technologies, and services. Empirical studies on strategic
importance of public procurement in the formation of innovation assessments are considered
by Caravella, Crespi (2020) and it is demonstrated that efficiency increases when innovation
tools from the state and business are used together. Flynn (2018) examines the strategic role
of public procurement in promoting small and medium-sized businesses. Thus, the literature
review of recent research emphasizes the strategic role of public procurement in shaping
sustainable and inclusive economic growth.

Methodology

National public procurement strategies of different countries, including the OECD countries
and the results of empirical studies of the public procurement impact on GDP, economic
growth and prosperity are studied. Within the article, the method of economic and statistical
analysis in order to study the main indicators of public procurement in Ukraine are applied.
Directions of the strategic role implementation of public procurement are offered, namely;
environmental, digital, professional, innovation and social procurement.

Results

There is a differentiation between Smart economic growth, Sustainable economic growth
and Inclusive economic growth. Smart economic growth characterized by global demand for
innovation, information and communication technologies. Public procurement contributes to
the development of digital region/city through financing of smart city projects and the
regional replication of smart city solutions, which can ensure security and resilience of the
city to environmental, economic and demographic changes and involve citizens in the city life
(Kuznetsov et al., 2019; Vovk et al., 2020). The digital model of the utilities management;
digital modeling and urban planning; intelligent waste management services; smart parking,
etc. are examples of the digital regions creation. The priority is innovation public procurement
of digital technologies to create economic and social benefits of digital society. Sustainable
economic growth contributes to more efficient use of resources and environmental
friendliness. Traditional linear economy involves the extraction of resources, their processing,
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use and conversion into waste. Inefficient use of resources and lack of waste control globally
have a negative impact on the environmental footprint. The ecological debt of the planet in
2020 fell in August 22, which means that humanity has exhausted environmental resources
before its restoration, and humanity consumes 50% more than the biosphere is able to recover.
An alternative to linear economy is circular economy, which provides waste prevention that
saves money. Public procurement, which will contribute to the goals of circular economy, can
stumulate demand for environmentally friendly goods. For example, successful practices are
considering non-price “green” criteria for the purchase of computers, monitors, laptops, and
smartphones. These criteria include the extension of service life and warranty of the product;
less energy consumption; fewer hazardous substances. Another example is the use of “green”
specification recommended by The European Commission for the purchase of food and
catering, which can significantly reduce the environmental impact: expanding the offer of
plant food menus; increasing the share of organic products; refusal to use disposal items;
reduction of energy consumption of cooking equipment; reduction of water consumption, etc.
In addition to the “green” criteria consideration, the procurement authority may select the
following models of circular public procurement:

1) the customer buys goods that were previously in use (for example, construction materials);

2) after using the procurement subject, the supplier buys it from the customer to be converted
into new resources;

3) the customer sells goods after their use to third parties;
4) the customer buys the service instead of the product.

An alternative is economy of joint participation. For example, the customers use the
services of car-sharing companies to use a car.

Inclusive economic growth contributes to the employment increase. Public procurement
contributes to the unemployment reduction, increasing women’s employment, working life
expectancy. For example, The Scottish Public Procurement Strategy for 2021-2023 provides
for the reservation of contracts for companies where ate least 30% of the employees are
disabled or disadvantaged. However, it should be noted that such contracts are reserved for
procurement with sufficient competition level of these companies. As another example, in
OECD countries, the share of procurements reserved to support women’s business has
increased to 20%. If we consider the strategic impact of public procurement as support for
social enterprises, we can identify the following options:

1) submitting preferences for social enterprises. 2) establishing special qualification
requirements. For example, at least 10 % of the employees at the enterprise are elderly;

3) reservation of low-cost public procurement, in which only social enterprises can act as the
participants;
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Social procurement should be based on the results related to public values and the

possibility of procurement not only for small and medium-sized enterprises, but also for social
enterprises should be opened.

Ukraine. In Ukraine public procurement make from 16 to 31 % of public expenditures

and to 30% of gross domestic product considering public funds, funds of the state, municipal
enterprises (Table 1).

Table 1. Share of public procurement in expenditures of the state budget and GDP of Ukraine

Expenditures 2016 2017 2018 2019 2020
Expenditures of the state | ga7/3 4 8392437 985842,0 10728915 | 12880167
budget, UAH million
Using of services and 14,00 14,55 15,98 16,97 23,42
goods, %
Capital expenditures, % 2,20 2,20 3,31 2.88 7.36
Share of public
procurement in GDP, % 9.9 128 200 251 28,3

Source: formed by the authors on the basis of data from the Ministry of Finance of Ukraine, 2020

As assessed by the OECD Index, the prosperity of Ukraine has critically low indicators in
2020 in the category of social protection, for which public spending is the largest. In the areas
of health care and environmental protection, the expenditures are extremely low (Table 3).

Table 3. Functional structure of public expenditures in Ukraine, 2020

Prosperity index,
Functional structure of total public expenditures Share of public expenditures, % position among
other countries
General state functions 12,72 73
Defense 9,35 144
Security judiciary 12,24

Economic activity 13,11 91
Environment protection 0,52 110
Utilities 0,01 77
Health care 9,70 116
Spiritual and physical development 0,76 69
Education 4,10 38
Social protection 25,06 147

Source: formed by the authors on the basis of data from the Ministry of Finance of Ukraine, The Legatum

Prosperity Index, 2020

Managers of budget funds on the basis of the program-target method (PTM) and within
budget resources develop, approve and implement budget programs aimed at promoting the
implementation of state reforms in the medium term period. Based on the budget programs,
managers and recipients of budget funds form a budget request for the planned year, after
which approval the annual public procurement plan is formed. Electronic procurement plans,
which encourages business, especially small and medium-sized ones to participate in
procurement, are publicly available.
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However, the number of business entities participating in public procurement (large,
medium, small, micro, individual entrepreneurs) is growing at a slow pace and is up to 10%
of the total number of business entities in Ukraine (Table 2); the share of foreign companies
participating in procurement does not exceed 1 %.

Table 2. Dynamics of the participants’ activity in procurements in the B2G segment

Number of business entities

Number of procurement

Number of procurement participants

Years ! - - s related to the number of business entities
in Ukraine, thous. units participants, thous. persons . .
in Ukraine, %
2016 1865,6 65,84 3,53
2017 1805,1 127,61 7,07
2018 1839,7 148,10 8,05
2019 19417 159,97 8,24

Source: developed by the authors based on data from the State Statistics Service of Ukraine and Prozorro, 2019

The National Legal Act approved the Public Procurement Reform Strategy (“road map”
for 2015-2022), the expected results of which are: ensuring a stable and efficient system of
electronic public procurement; bringing legislation in line with the European directives;
reducing the level of corruption; increasing the level of trust of business and society to public
procurement; cost optimization through centralization, application of framework agreements,
professionalization of public procurement. Within the National Strategy, the directions of
ecological, social and innovation development are not defined, but according to the
Association Agreement between Ukraine and the EU the national task “to reduce the negative
impact of pollutants, including on the urban environment, in particular through the use of
innovation technologies” was fulfilled. In fact, the volume of air pollutant emissions in 2019
decreased by 4.4 % in comparison with 2017.

The Law of Ukraine “On Public Procurement” establishes an exhaustive list of
qualification requirements for procurement participants. These are the availability of:

- Equipment and material-technical base;

- Employees of relevant qualification who have requires knowledge and experience;
- Documentary proved experience of fulfilling the similar agreement;

- Availability of financial capacity.

The Law does not provide for the possibility of establishing other qualification criteria, so
the establishment of environmental, innovation and social requirements for procurement
procedure is possible only in low-cost sub-threshold procurement. The Law provides for the
possibility to take into account the costs of environmental protection when accessing the
value of life cycle. However, in Ukraine there is no procurement practice at the cost of life
cycle (Baranovsky et al., 2020; Babenko et al., 2020; Kuznetsov et al., 2020). Contracting
authorities may refer in tender documents to the requirements of national and international
standards, which set environmental criteria for the procurement subject, such as energy
efficiency, toxicity, waste biodegradation, etc. However, there is a risk of increase of
insufficient competition between suppliers in such tenders, which will lead to the cancellation
of procurement. In tender documentation, the Customer may specify that the characteristics of
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the procurement subject should include the application of environment protection measures in
the form of a declaration of a declarative nature. Participants guarantee that product is made
of environmentally friendly materials, and environment protection measures are applied.

A successful decision to implement the strategic function of public procurement is to
overcome the barriers for the entry of small and medium-sized businesses in the public
procurement market through the participation in low-cost, simplified procurement, multi-lot
procurement and procurement by electronic catalogs. However, the average competition level
remains low, the average number of participants is 2 (Baranovsky et al., 2020).

Social procurement is provided in the implementation of the requirement to the winner of
the tender — the contract is not signed with the winning bidder if it has committed an offense
related to the use of child labor or any form of human trafficking. In 2004-2005, preferences
were applied in Ukraine for the participants of organizations for the disabled and the
organizations of the penitentiary service in 10 and 15 %. However, the mechanism proved
ineffective due to the inequality of the bids’ terms of other participants in procurement and
essentially did not address the strategic goal of supporting them.

We made interviews (September-December 2020) of the customers to determine the
presence/absence of the procurement strategy in the organization. The survey was attended by
48 people who underwent advanced training in public procurement during this period. The
survey results showed that 98 % do not have a strategy and believe that the main purpose of
their procurement activities is to achieve savings, to promote competition and to establish
communication with suppliers; to timely purchase in full; to implement the procurement plan.
These interview results suggest a more administrative role for public procurement than a
strategic one.

We have elaborated the main directions of public procurement taking into consideration
the world experience in order to implement the strategic role of public procurement (Table 4).

Table 4. Strategic directions of public procurement

Directions of the
strategic function Task
implementation

Expanding the use of electric vehicles and the corresponding network structure.
Ecologic Decreasing the negative impact of pollutants.

procurement Reduction of waste generation.

Transition to electronic document management.

Improving the quality of medical care.
Improvement of medical equipment.
Creating modern learning conditions at schools.
Reserving the contracts for social enterprises.

Social procurement

Forecast of the demand for products from government customers.
Electronic invoicing and downloading of data at open electronic portals.
Automated bots’ processing of the contractual prices.

Digital
procurement

Academic acquisition by public procurement specialists of knowledge and skills of the introduction of

Professional - ; : .
ecological, social and innovation procurements.

procurement Introduction of procurement with life cycling cost.
Innovation Modernization of public services.
procurement Development of SMART regions and territories.

Source: formed by the authors
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The proposed directions are in line with the current Public Procurement Reform Strategy.
It is obvious that the regulator will develop a new Strategy for 2022-2025, which will
correspond to the directions of the state policy. However, the global trend of the strategic role
of public procurement is the introduction and expansion of environmental, digital,
professional, innovation and social procurement.

Conclusion

The study identified the main strategic directions of public procurement, namely:
environmental digital, professional, innovation and social. Based on the analysis, the
following provisions were identified: focusing on the global trend of transforming the
strategic role of public procurement, which already goes beyond the fight against
corruption.Economically developed countries set ambitious strategic goals for public
procurement — to influence the reduction of unemployment and poverty reduction, to faciliate
the access of people with disabilities to working places, to create opportunities for training of
the youth and adults, to solve environmental problems, to create and reproduce SMART
areas. Strategic directions of public procurement developed by the authors are focused on the
introduction and expansion of environmental, digital, professional, innovation and social
procurement in ways to expand the use of electric transport and the relevant infrastructure
network; the reduction of waste generation; transition to electronic document management;
improving the quality of medical care and medical equipment; creation of modern leaning
facilities at educational institutions; reservation of contracts for social enterprises;
modernization of public services; development of SMART regions and territories. It is
established that one of the conditions for the implementation of the strategic role of e-public
procurement is the need for academic acquisition of specialists’ knowledge and skills by the
implementation of environmental, social and innovation procurement.

Practical implementation of the proposed strategic directions of public procurement will
contribute to efficient spending taxpayers’ funds, the prosperity of the state in general.
Scientific novelty of the study is the development of theoretical and methodological
foundations of public procurement impact on sustainable and inclusive sectorial development
of the national economy. Theoretical significance of the study results involves the
development of provisions of the theory of public finance, practical-the introduction into the
management of managers and recipients of budget funds of effective and efficient public
procurement. Prospects for further research are to expand the tasks of implementing the
strategic goals of public procurement.
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