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         Foreword

         Governments are increasingly using public procurement as a strategic governance tool for promoting inclusive and sustainable growth while ensuring value for money. Public procurement represents approximately 12% of gross domestic product (GDP) and 29% of total government expenditures in OECD countries; as such, its potential impact on a range of policy objectives is significant. 

         SMEs can play a pivotal role in helping governments ensure that the benefits of globalisation, open markets and digitalisation are broadly shared across societies. SMEs account for more than half of employment globally and, on average, 50% to 60% of national GDP in OECD countries, while being strongly connected to local economies. They are thus significant players in the economy as well as important agents of social cohesion and integration. Consequently, governments strive to provide supportive business conditions, including in terms of public procurement, that allow SMEs to achieve their growth potential by participating in domestic and global value chain.

         This report takes stock of the policy options used in OECD and non-OECD economies to integrate SME considerations in public procurement. This first analysis of countries’ strategies and practices in helping SMEs thrive through public markets complements existing work on the use of public procurement for pursuing broader policy objectives, from reinforcing integrity in the public sector to promoting innovation and environmental sustainability.

         The OECD 2015 Recommendation on Public Procurement lays out guiding principles for countries on how to strike the right balance so that public procurement systems both support SMEs and facilitate access to public procurement markets for competitors of all sizes. In practice, this raises many challenges that can be addressed through a wide array of policies ranging from explicit measures promoting SMEs to strengthening SMEs’ capacity to win public contracts. 
         

          

         The report identifies the major components of a public procurement system that is conducive to SMEs’ participation while accounting for their heterogeneity. It further demonstrates how broader development programmes can bolster SMEs’ capacities to better respond to the needs of public entities. Yet, highlighting the limitations of existing strategies and practices, it also calls upon countries to reinforce their efforts to support SMEs through public procurement markets as well as to exploit potential synergies with other government initiatives to promote SMEs. 
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         Executive summary

         Governments are increasingly taking steps both to give SMEs better access to public markets and to remove barriers preventing SMEs from winning public contracts. Engaging SMEs in public procurement is beneficial both for the companies and for the public sector. On the one hand, public procurement contracts give SMEs better access to markets and help them strengthen their own capacities. On the other, the public sector can better meet its procurement needs by working with innovative, responsive and flexible SMEs. However, specific characteristics of public procurement – such as the complexity of procedures, administrative burden and high technical and financial capacity requirements – disproportionately affect SMEs and hamper their access to the market. This report highlights the main elements of a public procurement system that facilitates SME participation and supports SME development more broadly.

         
            Key findings and recommendations
            

            Facilitating SME access to public procurement markets 
            

            Removing the barriers to SME participation in public procurement is in line with the principles of equal treatment, open access and effective competition. Indeed, it has been part of many recent public procurement reforms in OECD countries. More specifically, government are seeking to facilitate SME access to public procurement opportunities and level the playing field, for example by ensuring the following: 

            
               	
                  That the size of tenders do not unjustifiably discourage SME participation;

               

               	
                  That public procurement processes and documents are not unnecessarily complex, and are simplified according to the value and risk of the procurement object;

               

               	
                  That the financial capacity required of SMEs is set at a proportionate level and that SMEs’participation in public procurement markets does not excessively limit their financial conditions; and

               

               	
                  That the use of information and communication technologies in public procurement improves SMEs’ access to public procurement.

               

            

            Balancing the use of SME-specific instruments
            

            Some (but not many) governments have implemented explicit public procurement measures for supporting SMEs, such as dedicated financial instruments and preference programmes. These programmes usually take into account some SME-specific challenges in public procurement markets and/or market failures. However, given their impact on efficiency and competition, it is important to carry out prior assessments of market structure and government leverage and ensure that the use of these programmes is balanced accordingly. Furthermore, the participation constraints and performance of SMEs vary according to their characteristics, such as size, maturity and sector. Governments should thus consider available policy options that take into account the heterogeneous characteristics of SMEs. 

            Resolving the capacity equation of the public procurement workforce and SMEs
            

            For SME strategies and policies to translate into concrete benefits, with minimal drawbacks, they need to be effectively integrated in daily public procurement operations. This, in turn, requires that contracting authorities as well as suppliers, including SMEs, have the necessary capacities and skills. To address this challenge, public procurement policy makers, often together with the private sector, provide practitioners with implementation tools, such as guidelines, and tailored training. In some countries, these efforts are reinforced through the establishment of a dedicated body to ensure effective implementation across levels of government. In addition, governments increasingly engage with SMEs on a regular basis to build a partnership grounded in a mutual understanding of needs and potential. 

            Monitoring and evaluating SME performance in public procurement
            

            Monitoring and evaluating SME support measures are essential for building effective public procurement systems conducive to inclusive growth. Nonetheless, they are under-utilized. The most commonly used indicator is the overall share of public contracts awarded to SMEs, but only half of OECD countries monitor it. However, governments do not sufficiently disaggregate this indicator to take into account the heterogeneity of SMEs and the diversity of procurement needs. The proliferation of e-procurement platforms and integration of emerging technologies into e-government systems have unlocked a vast amount of data. This digital transformation, still to be fully completed, will provide an immense opportunity for evidence-based evaluation of the effectiveness of public procurement policies, especially the effects of SME-enablement programmes beyond the public procurement market. Further analysis of the procurement data in this vein could also help improve SMEs’ integration in value chains. More information in this area would provide policy makers with critical insights for choosing the appropriate tools and identifying the optimal conditions for enabling SME development. 

         

      

   
      
         Acronyms and abbreviations

         
            
               ACOPI

               
                  Colombian Association for Micro, Small and Medium-sized Enterprises (Asociación Colombiana de Micros, Pequeñas y Medianas Empresas)

               

            

            
               AIP

               
                  		Australian Industry Participation

               

            

            
               AIS 

               
                  		Acquisition Information Service, Canada

               

            

            
               ASP

               
                  		Application service provider

               

            

            
               BBG

               
                  		Federal Procurement Agency (Bundesbeschaffung GmbH), Austria

               

            

            
               CAs

               
                  		Contracting authorities

               

            

            
               CBS 

               
                  		Central Bureau for Statistics, Netherlands

               

            

            
               CCE

               
                  		Colombia Compra Eficiente 

               

            

            
               CCS 

               
                  		Commonwealth Contracting Suite, Australia

               

            

            
               CIF

               
                  		Construction Industry Federation

               

            

            
               CPBs 

               
                  		Central purchasing bodies

               

            

            
               CPPP 

               
                  		Central Purchasing and Public Procurement, Bulgaria

               

            

            
               CPRs 

               
                  		Commonwealth Procurement Rules, Australia 

               

            

            
               DBEI 

               
                  		Department of Business Enterprise and Innovation, Ireland

               

            

            
               Difi 

               
                  Agency for Public Management and eGovernment (Direktoratet for Forvaltning Og Ikt), Norway
                  

               

            

            
               DGRGCC

               
                  Directorate-General for Rationalisation and Public Procurement Centralisation (Dirección General de Racionalización y Centralización de la Contratación), Spain
                  

               

            

            
               DIW 

               
                  German Institute for Economic Research (Deutsches Institut für Wirtschaftsforschung)

               

            

            
               DPS 

               
                  		Dynamic purchasing system

               

            

            
               EC 

               
                  		European Commission

               

            

            
               EDWOSB 

               
                  Economically Disadvantaged Woman-Owned Small Business Program, United States

               

            

            
               ENAPROCE 

               
                  National Survey of Productivity and Competitiveness for Micro, Small and Medium Enterprises (Encuesta Nacional sobre Productividad y Competitividad de las Micro, Pequeñas y Medianas Empresas), Mexico
                  

               

            

            
               EOs

               
                  		Economic operators

               

            

            
               ESPD 

               
                  		European Single Procurement Document

               

            

            
               EU 

               
                  		European Union

               

            

            
               FIVOSZ 

               
                  Young Entrepreneurs Association Hungary  (Fiatal Vállalkozók Országos Szövetsége)

               

            

            
               GPA

               
                  		Government Procurement Agreement

               

            

            
               HUBZone 

               
                  	Historically Underutilized Business Zones, United States

               

            

            
               IBEC

               
                  		Irish Business and Employers Confederation

               

            

            
               IMPI 

               
                  Mexican Institute of Industry Property  (Instituto Mexicano de la Propiedad Industrial), Mexico 
                  

               

            

            
               INAC 

               
                  		Indigenous and Northern Affairs Canada

               

            

            
               INE

               
                  National Statistics Institute (Instituto Nacional de Estadística), Spain

               

            

            
               INEGI 

               
                  National Institute of Statistics and Geography  (Instituto Nacional de Estadística y Geografía), Mexico
                  

               

            

            
               ISIC 

               
                  		International Standard Industrial Classification

               

            

            
               ISME

               
                  		Irish Small and Medium Enterprises Association, Ireland

               

            

            
               KEF

               
                  Procurement and Supply Directorate (Közbeszerzési és Ellátási Főigazgatóság), Hungary
                  

               

            

            
               KNB 

               
                  Competence Centre for Sustainable Public Procurement (Kompetenzstelle für nachhaltige Beschaffung beim Beschaffungsamt des Bundesministeriums des Innern), Germany
                  

               

            

            
               KOINNO 

               
                  Competence Centre for Innovative Procurement (Kompetenzzentrum innovative Beschaffung), Germany
                  

               

            

            
               KONEPS 

               
                  	Korean e-Procurement System 

               

            

            
               LAASSP 

               
                  Law of Acquisitions, Leases and Services of the Public Sector (Ley de Adquisiciones, Arrendamientos y Servicios del Sector Público), Mexico
                  

               

            

            
               OGP 

               
                  		Office of Government Procurement, Ireland

               

            

            
               OSME 

               
                  		Office of Small and Medium Enterprises, Canada

               

            

            
               MEDT 

               
                  		Ministry of Economic Development and Trade, Ukraine

               

            

            
               MEF 

               
                  		Ministry of Economy and Finance, Italy

               

            

            
               MEIC 

               
                  Ministry of Economy, Trade and Industry (Ministerio de Economia, Industria y Comercio), Costa Rica
                  

               

            

            
               MePA 

               
                  Public Administration e Marketplace (Mercato Elettronico Pubblica Amministrazione), Italy
                  

               

            

            
               MKB Nederlans

               
                  Small and medium-sized firms (Midden- en kleinbedrijf), Netherlands 
                  

               

            

            
               MOU 

               
                  		Memorandum of understanding

               

            

            
               MSMEs 

               
                  	Micro-enterprises and SMEs

               

            

            
               NHO 

               
                  Confederation of Norwegian Enterprise (Næringslivets Hovedorganisasjon), Norway
                  

               

            

            
               PARP 

               
                  Polish Agency for Enterprise Development (Polska Agencja Rozwoju Przedsiębiorczości)

               

            

            
               PBN 

               
                  		Procurement Business Number, Canada

               

            

            
               PCI 

               
                  		Procurement Capability Index, New Zealand

               

            

            
               PEMEX

               
                  	Petróles Mexicanos, Mexico

               

            

            
               PGCM 

               
                  Program for a Close and Modern Government (Programa para un Gobierno Cercano y Moderno), Mexico 
                  

               

            

            
               PPA 

               
                  		Public Procurement Act, Hungary

               

            

            
               PPL 

               
                  		Public Procurement Law, Poland

               

            

            
               PPO

               
                  		Public Procurement Office, Poland

               

            

            
               PPS 

               
                  		Public Procurement Service, Korea

               

            

            
               PSPC 

               
                  		Public Services and Procurement Canada

               

            

            
               RfQ

               
                  		Requests for quotations

               

            

            
               RHS 

               
                  		Public Procurement Act (Riigihangete seadus), Estonia
                  

               

            

            
               SAT 

               
                  		Simplified Acquisition Threshold, United States

               

            

            
               SBIR 

               
                  		Small Business Innovation Research Ireland

               

            

            
               SDVOSB 

               
                  Service-Disabled Veteran-Owned Small Business Program, United States 

               

            

            
               SFA

               
                  		Small Firms Association, Ireland

               

            

            
               SII 

               
                  		Internal Revenue Service (Servicio de Impuestos Internos), Chile
                  

               

            

            
               SKI 

               
                  National Procurement Ltd (Staten og Kommunernes Indkøbsservice A/S), Denmark
                  

               

            

            
               SMBA 

               
                  		Small and Medium Business Administration, Korea

               

            

            
               SMSGC 

               
                  	Subcontract Management System for Government Contracts, Korea

               

            

            
               SOE 

               
                  		State-owned enterprise

               

            

            
               TAPAS

               
                  Transparency and Accountability in Public Administration and Services

               

            

            
               UNEP 

               
                  		United Nations Environment Programme

               

            

            
               WOSB 

               
                  	Woman Owned Small Business Program, United States

               

            

            
               WTO 

               
                  		World Trade Organization 

               

            

         

      

   
      
         Part 1. Strategic Considerations for SMEs in Public Procurement
         

      

   
      
         
Chapter 1. Public procurement and SMEs: Why the relationship matters
         

         
            This chapter discusses the rationale behind promoting SME participation in public procurement policies, and countries’ efforts to support their involvement. Given their considerable purchasing power, governments can avail themselves of sizeable funds to pursue diverse public policy objectives while using taxpayers’ money efficiently. SMEs meanwhile form the backbone of economies worldwide and are often the primary focus of economic policies. This chapter unveils the linkages between comprehensive public procurement strategies that countries implement and the development of SMEs, highlighting the mutual benefits achieved through closer and greater engagement between small businesses and the public sector. The chapter demonstrates that while SMEs’ access to the public procurement market constitutes one of many elements that are essential for their performance, the wide array of efforts developed by countries through public procurement reforms in fact diffuses beneficial effects across the entire SME business environment, and affect multiple policy areas. 

         

         
            The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of international law. 

         

         Public procurement is a complex government activity. It refers not just to the act of purchasing, but rather to a whole process – from identifying what is needed and determining who the best person or organisation is to supply this need, to seeing that what is needed is delivered to the right place at the right time for the best price, and meanwhile ensuring that all this is done in a fair and open manner (OECD, 2015[1]). The complexity of public procurement is also shaped by the variety of stakeholders involved in the processes and the system. Various interests in public procurement systems are held not only by public procurement officials and suppliers, but also by policy makers, oversight bodies, bidders and citizens
         

         Public bodies spend large sums of money through public procurement to meet their mandates, carry out functions, and deliver quality public services to citizens. Public procurement spending represents on average 12% of GDP, and accounts for almost one-third of government expenditure in OECD countries (see Figure 1.1). That makes governments some of the biggest purchasers of goods, services and works and emphasises their role in harnessing public procurement’s economic leverage to support sustainable and inclusive growth (OECD, 2014[2]) and transform supply-chain business models (Martin-Ortega, 2018[3]). 
         

         
            
Figure ‎1.1. Size of public procurement in the OECD countries (2015)
            

            In terms of GDP and general government expenditure

[image: graphic]Note: Data are based on the System of National Accounts. Data for Australia are based on a combination of government finance statistics and national accounts data provided by the Australian Bureau of Statistics. Data for Chile are not available. Data for Costa Rica, Russia and South Africa are for 2014 rather than 2015.
            

            Source: (OECD, 2017[4]).
            

         

         Governments increasingly recognise the strategic use of public procurement. Depending on how a government carries out public procurement, its decisions can significantly affect economic and social development. Public procurement can indeed be used as a strategic tool to advance various public policy goals, from budget accountability and efficient public spending, to pursuing environmental protection (OECD, 2015[5]); supporting economic and social development; fostering innovation (Appelt and Galindo-Rueda, 2016[6]); encouraging socially responsible suppliers into the global value chain; and promoting social and gender inclusiveness. In fact, all OECD countries have integrated broader public policy objectives into their public procurement system. The OECD Recommendation of the Council on Public Procurement (2015) puts into perspective the strategic role that public procurement plays in achieving efficiencies and economic gains, as well as promoting secondary policy objectives (see Box 1.1). (OECD, 2015[1])

         
            
Box ‎1.1. OECD Recommendation on Public Procurement – Principle on Balance
            

            The Council:

            V.	RECOMMENDS that Adherents recognise that any use of the public procurement system to pursue secondary policy objectives should be balanced against the primary procurement objective. 

            To this end, Adherents should: 

            i)	Evaluate the use of public procurement as one method of pursuing secondary policy objectives in accordance with clear national priorities, balancing the potential benefits against the need to achieve value for money. Both the capacity of the procurement workforce to support secondary policy objectives and the burden associated with monitoring progress in promoting such objectives should be considered.

            ii)	Develop an appropriate strategy for the integration of secondary policy objectives in public procurement systems. For secondary policy objectives that will be supported by public procurement, appropriate planning, baseline analysis, risk assessment and target outcomes should be established as the basis for the development of action plans or guidelines for implementation. 

            iii)	Employ appropriate impact assessment methodology to measure the effectiveness of procurement in achieving secondary policy objectives. The results of any use of the public procurement system to support secondary policy objectives should be measured according to appropriate milestones to provide policy makers with necessary information regarding the benefits and costs of such use. Effectiveness should be measured both at the level of individual procurements, and against policy objective target outcomes. Additionally, the aggregate effect of pursuing secondary policy objectives on the public procurement system should be periodically assessed to address potential objective overload.

            Note: Secondary policy objectives refers to any of a variety of objectives such as sustainable green growth, the development of small and medium-sized enterprises, innovation, standards for responsible business conduct or broader industrial policy objectives, which governments increasingly pursue through use of procurement as a policy lever, in addition to the primary procurement objective.
            

            Source: (OECD, 2015[1]).
            

         

         Among the various policy objectives governments address through public procurement, environmental performance was the first to gain traction in OECD and non-OECD countries. Even so, support for small and medium-sized enterprises (SMEs) has increasingly become another key area. Governments have developed a host of policies, initiatives and measures to facilitate their access to public procurement markets, and, in some cases they indeed support SME development through the economic leverage of public procurement. This chapter discusses the rationale behind SME-enablement programmes, and gives an overview of the development of public procurement policies and strategies to support SMEs.

         
            
1.1. Understanding the SME ecosystem
            

            To identify and assess the procurement policies and strategies implemented by countries that are supporting or enabling SMEs, an initial understanding of the SME ecosystem is necessary – and this is where the first challenges arise. Indeed, one common way to define SMEs is as non-subsidiary firms that employ fewer than a given number of employees, taking into consideration business aggregation and independence parameters. However, the number of employees used for SME definition varies from country to country, and is sometimes combined with other factors such as turnover and financial assets.

            In the European Union (EU), the most common upper limit personnel designation of an SME is 250 employees. Small firms often refer to those with fewer than 50 employees and micro-enterprises fewer than 10. In addition to staff headcount, turnover and financial assets are also considered when defining micro-, small- and medium-sized enterprises (Table 1.1). 
            

            
               
                  
                     
                        	
                           
Table ‎1.1. Definition of an SME in the European Union
                           

                        
                     

                  
                  
                     
                        	
                           
                        
                        	
                           Staff headcount

                        
                        	
                           Turnover

                        
                        	
                           or

                        
                        	
                           Balance sheet total

                        
                     

                  
                  
                     
                        	
                           Medium-sized

                        
                        	
                           <250

                        
                        	
                           ≤ EUR 50 million

                        
                        	
                           
                        
                        	
                           ≤ EUR 43 million

                        
                     

                     
                        	
                           Small

                        
                        	
                           <50

                        
                        	
                           ≤ EUR 10 million

                        
                        	
                           
                        
                        	
                           ≤ EUR 10 million

                        
                     

                     
                        	
                           Micro

                        
                        	
                           <10

                        
                        	
                           ≤ EUR 3 million

                        
                        	
                           
                        
                        	
                           ≤ EUR 3 million

                        
                     

                  
                  
                     
                        	
                           Note: Small and medium-sized enterprises are defined in EU Recommendation 2003/361.
                           

                        
                     

                  
                  
                     
                        	
                           Source: (European Commission, n.d.[7]).
                           

                        
                     

                  
               

            

            In the United States, the Small Business Administration establishes the definition of small businesses, which is matched to the North American Industry Classification System. The Small Business Size Standard specifies the largest size that a business can be to still be classified as a small business, which is described in terms of number of employees or average annual receipts. The standard varies by industry (US Small Business Administration, 2017[8]). 
            

            In Korea, SMEs are defined solely in terms of sales volume, either annual or average, as stated in the Framework Act on Small and Medium Enterprises. In addition to the criteria for inclusion as an SME, there are specific factors that can exclude an enterprise from SME status, including where an enterprise whose total assets exceed USD 423.8 million own more than 30% of the total and outstanding shares (OECD, 2016[9]).
            

         

         
            
1.2. SME development supports inclusive growth
            

            SMEs are the backbone of national economies in OECD and non-OECD countries alike, and crucial actors in the global economy. They represent practically the totality of the business population, and account for large shares of employment. In 2014, SMEs accounted for more than 99% of all firms (Figure 1.2) and 60% of total employment (Figure 1.3) in the non-financial business sector of the OECD area. 
            

            
               
Figure ‎1.2. Enterprises by size, non-financial business sector
               

               Percentage of all enterprises, 2014 or latest available year

[image: graphic]Note: For USA, RUS and CAN, data do not include non-employers. Data for CHE exclude enterprises with less than 3 persons employed. 
               

               For AUS and TUR, 1-9 refers to 1-19. For AUS, 20-49 refers to 20-199, 250+ refers to 200+. For JPN, 50-249 refers to 50-299, 250+ refers to 300+. 
               

               For AUS, CAN, ISR, NZL and RUS, data refer to 2015; for MEX, 2013; and for JPN, 2011. 
               

               For KOR and MEX, data refer to establishments. For GBR, data exclude small unregistered businesses; these are both self-employed without a VAT or PAYE administrative basis and incorporated businesses with one employee, as the latter are likely to be owners/workers in the business. 
               

               Source: (OECD, 2017[10]).
               

            

            
               
Figure ‎1.3. Employment by enterprise size, non-financial business sector
               

               Percentage of all persons employed, 2014 or latest available year

[image: graphic]Note: Data for RUS, USA, JPN, CAN, ISR and KOR, are based on number of employees. Data for CHE exclude information for enterprises with less than 3 persons employed. 
               

               Data for KOR, MEX are based on establishments. For AUS, CAN and TUR, 1-9 refers to 1-19. For AUS, 20-49 refers to 20-199, and 250+ refers to 200+. For CAN, JPN and KOR, size class 50-249 refers to 50-299, and 250+ refers to 300+.
               

               Reference year: CAN, ISR, NZL, RUS: 2015; MEX: 2013. 
               

               Data for GBR data exclude small unregistered businesses; these are both self-employed without VAT or PAYE administrative basis and incorporated businesses with one employee, as the latter are likely to be owners/workers in the business. Data for JPN were compiled in Japanese Industrial Classification and include overseas employment. Data for RUS were reported in International Standard Industrial Classification (ISIC) Rev.3.
               

               Source: (OECD, 2017[10]).
               

            

            In addition to their economic presence, representing the dominant form of businesses, SMEs are significant contributors to value added in the economy. In 2013, they generated between 50% and 60% of value added in OECD countries (Figure 1.4). The relatively lower level of SMEs represented in exporting activities are considered to underestimate their actual engagement. Their leading role as providers of intermediate inputs for exports become more evident when looking at the data on SMEs’ value added in exports (López González, 2017[11]).
            

            Their contribution in terms of both employment and value added tends to be higher in the service sector, as compared with manufacturing (Figure 1.5). This can be in large part explained by the increasing returns to scale from more capital-intensive production in the manufacturing sector.
            

            
               
Figure ‎1.4. Value added by enterprise size, non-financial business sector
               

               Percentage of total value added, total business economy, 2014, or latest available year

[image: graphic]Note: ISR data include value added of enterprises with at least 1 employee. CHE data exclude enterprises with fewer than 3 persons employed. AUS: 1-9 refers to 1-19, 20-49 refers to 20-199, 250+ refers to 200+; TUR:1-9 refers to 1-19. ISR, MEX: data refer to 2013; TUR: 2012. Data refer to value added at factor costs in European countries and value added at basic prices for other countries. Data cover business economy excluding financial intermediation. Data for MEX refer to establishments. 
               

               Source: (OECD, 2017[10]).
               

            

            
               
Figure ‎1.5. Contribution of SMEs and large enterprises to employment and value added
               

               Percentage of total employment and of total value added, 2013 or latest available year

[image: graphic]Notes: AUS: SMEs refer to < 200 persons employed.
               

               CAN, JPN, KOR: SMEs refer to < 300 persons employed.
               

               CAN, CHE, ISR, JPN, KOR, USA, RUS: SME data do not include non-employers.
               

               Reference year: CAN, ISR, KOR, MEX: 2014; JPN, RUS: 2012; IRL: 2011. 
               

               Data for KOR, MEX refer to establishments
               

               Value added data refer to value added at factor costs in European countries and at basic prices for other countries.
               

               Data cover the business economy, excluding financial intermediation.
               

               GBR: SME data exclude an estimate of 2.6 million small unregistered businesses; these are both self-employed without a VAT or PAYE administrative basis and incorporated businesses with one employee, as the latter are likely to be owners/workers in the business.
               

               Source: (OECD, 2016[12]).
               

            

            SMEs are the prime focus of economic policies of many governments. Recognising their contribution to (among others) employment, productivity and innovation, among others, governments endeavour to provide an environment conducive for their growth so as to fully exploit the potential of SMEs in promoting economic prosperity and social well-being. These efforts include various elements of the business environment, including the institutional and regulatory framework, access to markets, access to resources, and entrepreneurial culture (Figure 1.6). Within this, conditions for accessing public procurement markets constitute one key element for their development. Furthermore, the institutional and regulatory frameworks that shape public procurement markets also influence SME’s access to resources and entrepreneurial cultures.
            

            
               
Figure ‎1.6. SME business environment: A conceptual framework
               

[image: graphic]Source: (OECD, 2017[13]).
               

            

         

         
            
1.3. Engaging SMEs in public procurement brings benefits
            

            Engaging SMEs in public procurement helps governments to better meet the procurement needs of the public sector. Increasing their participation in the public procurement market ensures a more competitive bidding process and affords access to a wider choice of available and innovative solutions (Flynn and Davis, 2017[14]). This in turn helps governments to meet the needs of the contracting authorities in a more responsive way and achieve better value for money in their purchases. The benefits from engaging SMEs in public procurement have long been acknowledged. For instance, an advisory committee report published in 2008 in the United Kingdom on actions to reduce the barriers that SMEs face in the public procurement market clearly recognises these benefits that SMEs can offer (Box 1.2).
            

            
               
Box ‎1.2. Benefits SMEs can offer
               

               Better value for money – Bringing in more suppliers will often bring greater competition to the market place, reducing the costs of procurement from all suppliers. SMEs have lower administrative overheads and management costs than larger firms, depending on the nature of the procurement; this can result in lower prices.
               

               Better quality of service – SMEs have short management chains and approval routes, so they can respond quickly to changing requirements. SMEs may also be highly focused on particular markets, making them particularly responsive to changes in those markets.
               

               SMEs are often better able to offer a more personal level of service, – developing bespoke products and services or tailoring existing ones to meet specific customer needs – and to develop long-lasting relationships with their customers. 

               SMEs may also be better able to supply higher-.quality specialist products or services than their larger competitors, either because larger suppliers are discouraged by the limited demand, or because by concentrating on niche markets SMEs can retail skills, originality and commitment in that field that are greater than those found in larger competitors.

               More innovation – SMEs can bring innovation through the early exploitation of new technology, providing products or services in new or underdeveloped markets, or by using innovation to differentiate themselves from established market players.
               

               Source: (HM Treasury, 2008[15]).
               

            

            Public procurement markets also provide SMEs with attractive business opportunities. The large sum of money spent on public procurement – again, representing approximately 12% of GDP in OECD countries (OECD, 2017[4]) – and the diversity and stability of the public sector’s needs result in mutual benefits for SMEs and government. There are moreover additional factors that make governments attractive customers for SMEs: 
            

            
               	
                  SMEs can be assured that government will engage in fair business practices. Public procurement is subject to laws, regulations, policies, and, for most OECD countries, trade obligations. Many jurisdictions in OECD countries include fair and equal treatment of bidders among the core principles of their public procurement systems.

               

               	
                  Experience as a supplier to a government may give the SME a trusted status and recognition as such in other markets. This experience demonstrates the credibility and competency of SMEs, in terms of meeting the requirements, deadlines, and terms and conditions of delivery set in the tender documentation. 

               

            

            Engaging SMEs in public procurement could in fact result in economic and social benefits on a wider scale, through SME growth. This potential often informs the objectives of different SME-enablement and support programmes that facilitate their access to and chance of winning public procurement opportunities. Establishing business relationships with governments could increase the volume and stability of demand for SMEs, and thus provide a favourable environment for them to invest and scale up. Additionally, as SMEs constitute substantive contributors to employment, value added and innovation, certain programmes seek the economic and social benefits by focusing on subgroups of SMEs, such as innovative entrepreneurs. Further economic benefits include supporting the creation of new supply markets, responding to supply market dominance and fragmentation, and (thus) helping maintain an effective level of competition (Caldwell et al., 2005[16]). 
            

            There are also social and political justifications for policies supporting SMEs. These can be found for instance in government policies to support certain subgroups of SMEs that are historically, economically and/or socially disadvantaged, such as minority support policies. Such diverse rationales behind SME policies may have resulted in policy goals being stated in very broad and political terms (Nicholas and Fruhmann, 2014[17]). 
            

            Recognising these benefits, governments in OECD and non-OECD countries have developed a host of strategies and policies to fully exploit the potential of engaging SMEs in public procurement. Indeed, the most commonly discussed objectives that they aim to achieve include facilitating SMEs’ access to public contracts and ensuring a level playing field for all economic operators. In addition to opening up public procurement markets to offer suppliers equal opportunities, SME policies and strategies are often employed by countries to achieve domestic economic and societal development. Promoting their growth can, for instance, increase the competitiveness of national SMEs; stimulate employment and job creation; and boosting innovation. For the contracting authorities, countries pointed to the objective of accessing a wider and more diverse range of solutions (Figure 1.7). 
            

            
               
Figure ‎1.7. Main strategy/policy objectives in facilitating SME participation in public procurement
               

[image: graphic]Note: Based on survey responses received from 26 OECD countries. The survey respondents were asked to indicate how relevant each option is in their country context – from 1 (not relevant) to 4 (very relevant). 
               

               Source: 2017 OECD survey on strategic use of public procurement to support SMEs.
               

            

            In contrast to discussions on the benefits of engaging SMEs in public procurement, the cost of doing so has not yet been fully explored. There exist diverse policy options to facilitate SME participation and support their performance in public procurement, which will be discussed in subsequent chapters. Among them, some measures that favour SMEs in tender processes, for instance, may incur an efficiency cost, or an opportunity cost of limiting certain competent and competitive large firms from participating. Certain studies suggest that economic returns from SME growth offset the efficiency losses associated with SME contracting (Storey, 1999[18]). This argument however relies on a concrete understanding of the costs of the support measures. The current lack of evidence on the costs, as well as on the extent to which each measure affects economic and social outcomes, hinders the policy discussions (see chapter 5).
            

         

         
            
1.4. SMEs face difficulties in participating in public procurement markets
            

            Despite the potential benefits of having SMEs participate in public procurement markets, they are in fact underrepresented in the process compared with their overall weight in the economy. Consensus is currently lacking on the share of public procurement contracts that should go to SMEs. However, the figures on their share of public procurement contracts are often lower than their share of the market, for instance, in terms of value added or turnover (Figure 1.8). This underperformance of SMEs in public procurement markets could be “taken as evidence of market failure that justifies intervention” (Nicholas and Fruhmann, 2014[17])
            

            
               
Figure ‎1.8. SMEs’ share of public contracts won, compared with their market share for some European countries
               

               SMEs’ share of above-threshold contracts won, by aggregate value of contracts, average total for 2009-2011 (percent) compared with SMEs’ share of turnover (2013) and value-added (2013)

[image: graphic]Note: The line in each figure represents a line of equality, which means that the vertical or horizontal distance between the data point and the line represents the difference between the values on x- and y-axes. 
               

               For a methodological discussion on the calculation of SMEs’ share of above-threshold contracts won, please refer to (PwC, ICF GHK and Ecorys, 2014[19]). 
               

               For detailed information on turnover and value added, please refer to (OECD, 2016[12]).
               

               Source: Adapted from (PwC, ICF GHK and Ecorys, 2014[19]) and (OECD, 2016[12]).
               

            

            That being said, at least two elements make it difficult to assess the share of public procurement contracts that should go to SMEs. Indeed...
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