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Abstract 

The private sector is often highlighted as the forerunner when it comes to adoption of new technologies and new methods of work. However, in the field of procurements including e-procurement through the use of information communication technology (ICT), the public sector is probably well ahead of the private sector. There are several ways that the private sector can benefit from the public sector’s e-procurement experiences. A Swedish example is the Single Face to Industry (SFTI), which is an open everybody to everybody industry standard for e-procurement for the public sector on its way to become an international standard. The needs of the public authorities are not much different from the needs of private enterprises and in many cases the results of this work and standards could be used for Business to Business (B2B) e-procurements. Other examples are discussed in the article.
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1  Public sector – characteristics

The public sector makes up a big portion in all countries. At one extreme is a welfare state like Sweden where the number of employees in the public sector is some 30% of the total. In the more capitalistic US, the corresponding figure is some 17% [1].

The public sector organizations range from one person to several thousands of employees. Public organizations can be very local as kindergartens or with the responsibility to cover the whole nation as ministries. In most countries the public administration has three levels: central/federal government, regional and local governments. Responsibilities at each level can vary from country to country. However, there seems to be more similarities than differences between different countries’ public organization due to similar responsibilities, working areas and citizens' needs.

To provide the best possible service at the lowest possible price is the driving force for the development of the public sector, and not profitability.  This means that there is no necessity for competition within the public sector, but scope for openness even if it is not always used. This is not possible within the private sector,. 

The exchange of experiences between different organizations does not stop at the border. There are many formal and informal ways and fora of cooperation between neighboring countries, other bilateral groups and international fora. It is not difficult for social workers, policemen or local politicians to recognize their own needs, existing problems and possible solutions in a similar organization in another country. It is easy to learn from each other and to use experiences from other countries.

The public sector typically has many contacts with individuals - citizens, companies and other organizations. Some public organizations count all citizens, households or enterprises as their customers. It is quite normal as a citizen to have contact with at least a dozen public organizations in a year's time. These contacts can be daily, weekly, monthly, quarterly, yearly or more infrequently depending on your current situation. Enterprises have obligations towards the public sector and the result is another flow of contacts some regularly and some more sporadic.

The public sector is dealing mainly with service delivery to citizens and enterprises. These services typically involve direct contact with people – e.g. kindergartens, hospitals, police or judge - and cannot be as easily as the production of goods rationalized by replacing humans with machines.

 Production of almost all goods has been and still is dominated by private companies. However, since we are moving towards a service economy, more and more private companies are selling services. Their production pattern is becoming more similar to that of the public sector. Today, many services, which earlier typically government provided, have been wholly or partly privatized. In this sense, the distinction between the private and the public sector is becoming more blurred.

The number of customers and the number of contacts between them and the public sector exceed by a large amount that of customers and contacts with private companies. Only big banks and insurance companies may get close. Every citizen and every company have several different contact entrances to the public sector organizations.

Similarities and differences are summarized in table 1 below.

                                                        Private                   
Public

Competition

yes
   no

Size of organizations
1-10.000+
   1-10.000+

Geographical dispersion

· Local

yes
   yes

· Regional
yes
   yes


· National
yes
   yes

· International
yes
   yes (few)

Production

· Goods

yes
   no

· Services
yes
   yes

Profit driven

yes
   no

Openness 

no (limited)
   yes

Contacts with customers
vary
   many

Table 1: Comparison between public and private sectors characteristics.

2  Public sector market share and public procurement

The public sector is the biggest single buyer in any country. It is buying standard goods, complicated equipment, services ranging from cleaning offices to management consulting or mobile telephony, medicines, building of bridges or digging of tunnels and so on. Government consumption makes up slightly less than 20% of GDP in the US, slightly more than 20% in the Eurozone and almost 30% of GDP in Sweden [1].
In many cases private companies consider selling to the public sector more tedious, risky and costly than selling to other private companies. They find it difficult to be sure of getting any contracts and profitability is not always ensured. These circumstances make it difficult and almost impossible for small or medium sized enterprises to prepare tenders, especially as there are almost as many ways to prepare “Requests for proposals” and specifying their requirements as there are public organizations. In addition, the buyers' competence and knowledge can be limited. Many organizations depend on external consultants and this expertise must also be procured.

Public procurements have the same goals as private ones. However, public procurements are subject to a different and stricter jurisdiction than private procurements. The purpose is to protect companies from unfair competition and to avoid corruption and bribery. The result is often that the formal requirements become quite extensive and lengthy. 

Contacts between buyers and bidders/prospective contract winners must during the procurement process be very limited. This puts high demands on the procuring organization to structure the requirements of the purchased service or equipment because published “Request for proposal” cannot be changed. Consequently, the seller cannot change submitted proposals and only under some special circumstances supplement additional information. 

It is seldom customary for private companies to reveal their needs and detailed requirements by publishing them openly visible for everybody. It is more to choose from existing lists in buying staple goods or simpler services. For more complex requirements direct contacts can be taken or a request can be published in order to initiate a dialogue with some selected suppliers. But what mostly characterizes the private market is an active role of sellers that are looking for any opportunities to sell their products or services. Negotiations, changes of terms, prices, requirements, adding extra functionality, reducing the number of licenses etc can be carried out until the last moment of signing a contract. To reveal detailed results such as special terms or prices is not considered to be beneficial to either side.

This makes the public procurement process quite different from the procurement process in the private sector where dialogues and subsequent changes of requirements and proposals are normal procedures.  Without understanding and taking into account these differences it can be difficult for private enterprises even to start bidding for governmental contracts. 

Framework agreement is seldom used between private companies, but it is a typical way to procure by public administrations in order to concentrate experiences and knowledge from internal experts as well as to get a better outcome by being a single part to sign contracts with suppliers that can be called-off by authorities.

A framework agreement has a number of different manifestations. It can be as loose as a non-binding arrangement with suppliers to call on them when procuring goods, works or services. Alternatively, it can be a binding contract, a “call-off” contract, under which the contracting authority has the right to require the supplier to supply on pre-determined terms and conditions. The current utilities Directives and the proposed consolidating public sector directive, both define a framework agreement as an agreement with a supplier, the purpose of which is to establish the terms governing contracts to be awarded during a given period in particular with regard to price, quality, technical merit and quantity. Put another way, it describes agreements with suppliers setting out the terms and conditions under specific purchases, may, but are not obliged to, be made during the life of the framework agreement. [2]

There is a lack of specific references to framework agreements in the EU Procurement Directives, which is leading to an uncertain situation. However, the European Commission recognizes that, in principle, a framework agreement must itself be awarded in accordance with the procurement rules, but individual contracts awarded under the framework agreement need not follow the procurement rules, as long as all the key terms and conditions are spelled out in the framework agreement in a binding form. UK Office of Government Commerce puts in guidance with following points:

· when calling-off a contract under a framework agreement, there should be no negotiation of key terms (e.g. price)

· fundamental terms should be set out in the framework agreement

· the procurement rules must be followed in awarding the framework agreement. [2]

3  E-procurement – characteristics

E-procurement can be described as the use of Web/Internet-based technology to support key elements of the procurement process such as: requisition, sourcing, contracting, ordering, invoicing, payment or specification of requirement. 

Web search engine Google’s  glossary gives B2B type of definition stating that:

E-procurement is the business-to-business purchase and sale of supplies and services over the Internet. An important part of many B2B sites, e-procurement is also sometimes referred to by other terms, such as supplier exchange. Typically, e-procurement Web sites allow qualified and registered users to look for buyers or sellers of goods and services. Depending on the approach, buyers or sellers may specify prices or invite bids. Transactions can be initiated and completed. Ongoing purchases may qualify customers for volume discounts or special offers. E-procurement software may make it possible to automate some buying and selling. Companies participating expect to be able to control parts inventories more effectively, reduce purchasing agent overhead, and improve manufacturing cycles. E-procurement is expected to be integrated with the trend toward computerized supply chain management. [3]
Searchio techtarget.com website defines e-procurement as the business-to-business purchase and sale of supplies and services over the Internet. An important part of many B2B sites, e-procurement is also sometimes referred to by other terms, such as supplier exchange. Typically, e-procurement Web sites allow qualified and registered users to look for buyers or sellers of goods and services. Depending on the approach, buyers or sellers may specify prices or invite bids. Transactions can be initiated and completed. Ongoing purchases may qualify customers for volume discounts or special offers. [4]
The term e-procurement is quite vague and it is used for a variety of elements in the process of purchasing from a simple scanning of invoices to having almost the whole process done electronically. Quite often, as soon as any element of the procurement process is digitalized and done electronically the whole procurement process is called e-procurement.

4  Some examples of introduction, usage and initiatives of e-procurement in Sweden.

Sweden is one of the most advanced countries in the usage of Internet in general with one of the top-places in the world in the amount of telephones fixed and mobiles, number of computers and broadband connections. Many contacts between the Swedish citizens and the public administration are now carried out over the Internet.

Overall, 22.5 percent of the respondents indicated that they use a computer everyday, with Sweden (36.7 percent), Denmark (36.6 percent) and the Netherlands (32.2 percent) with the highest figures. Fourteen percent of those surveyed use the computer several times a week; 5.3 percent use it once per week; 2.2 percent use the computer one to three times a month; and 2.4 percent use it less often than that. 

The highest proportion of Internet users that were found are the Swedes (66.5 percent), Danes (59.4 percent), the Dutch (53.8 percent) and the Finns (51.4 percent) [5]

Public procurement in Sweden amounts to 40 bn Euro [6] and approximately 70% is purchasing done by local authorities and county councils. The local authorities are highly self-governing. Their core activities are: schools, care for elderly and children. Swedish local authorities employ 760,000 people and have tight budgets mainly due to the Swedish demographic development with an increasing number of elderly needing care. In this situation, many local authorities have already made assessments on the benefits obtained by e-procurement: 

· improved compliance with framework agreements and thus better prices

· increased price awareness when the prices are available electronically

· reduced invoice processing times
· improved financial control 

· better and easier available statistics [7]

One of the projects of the Swedish Association of Local Authorities in co-operation with the Swedish Agency for Public Management and the Swedish Federation of County Councils is Single Face To the Industry (SFTI) project. STFI is an open everybody to everybody industry standard for e-procurement for the public sector. The purpose of SFTI is to establish a single set of specifications for the interchange of electronic commercial transactions with all public operators, whether at governmental, regional (county council) or local community level. To achieve this, a platform of co-operation has been organised where representatives for all three levels meet with representatives for the suppliers to develop a shared view on the public procurement processes and agree common specifications. The purpose in this co-operation is to identify user requirements, agree on standards and have the resulting specifications recognised among the various industries and groups of users. [8] STFI supports efficient purchasing and invoice processes. The idea of a uniform public interface through SFTI has received strong support.  

 Other examples of e-procurement of Swedish local authorities include:

The City of  Eskilstuna (90,000 inhabitants) order 95 % of all food and receive the invoices electronically. The staff is very positive to the new way of working and does not want to return to the old procedures.

The City of Malmö (265,000 inhabitants) started their e-procurement initiative with food, office materials, energy invoices etc. They notice benefits such as efficient use of resources – better quality for core activities, positive environmental effects (coordination of transports) etc.

The County Council of Dalarna puts 20,000 orders electronically for 4,000 suppliers/buyers and plans within 2 years to implement e-procurement routines in the whole organization. The direct benefits are improved financial control and compliance with framework agreements.

The County Council of Stockholm with approximately 50,000 employees is the biggest local buyer in Sweden. It has a special portal with 800 coordinated contracts including 30,000 articles/items from 150 different business areas such as medical equipment, medicines, food, furniture, telecom- and data-services and many more.

The Swedish central government has approximately 200,000 employees not including defense. In the field of ICT, there is a central purchasing function which is a part of Statskontoret's (The Swedish Agency for Public Management) responsibilities. Statskontoret has as one of the main project the development of 24/7 government. E-procurement is a part of this project. An example of Statskontoret’s earlier project is the Swedish government Open Telecommunication system Interconnection Profile (SOTIP). SOTIP is a model that simplifies the procurement of telecommunication equipment and services. Its objectives are:

· To achieve supplier independent communications based on open system solutions with standardised interfaces between system components,

· To simplify the analysis of user needs, the requirement specification of services and equipment with the aid of a generalised model for describing functional user requirements for telecommunications,
· To create priorities for standardisation process based on a user perspective, and the possibility to influence product development and the competitive situation. [9]

The first version of SOTIP was published 1995.

A buyer can simply follow all checklists and in this way avoid making mistakes by forgetting some important requirements. SOTIP has been tested in a few large procurements in Sweden and in the Netherlands. It was also adopted by the European Commission and it is used as a recommendation under the name EOTIP (European Open Telecommunication systems Interconnection Profile). SOTIP is not yet done in an electronic way, but it would be easy to adapt it due to the structured form and strict interfaces.

5  Why should it be easier to introduce e-procurement in the public sector?

There are many advantages with using web-/Internet in procurement process as a whole or for some of the sub-processes. The benefits are similar to those of introducing computer systems for internal routines:

· Orderliness, easier to control, benchmarking and comparing by having all necessary information structured and stored 

· Financial/economic control and follow-up is easier for the same reason

· Time savings for transactions such as invoicing process 

· Routine administrative processes become simpler after some initial adaptation and training.

This is valid for both the private and public sectors.

A typical procurement process can be illustrated by blocks/sub-processes such as:

· Market investigation

· Analysis of needs

· Request for proposal

· Evaluation of offers and negotiations

· Decision and signing of contract

· Dissemination of the contract

· Orders during the lifetime of the contract

· Payments during the lifetime of the contract

· Updates and upgrades during the lifetime of the contract

· Evaluation and new market investigation

Many blocks can be digitalized and transactions can be done over the Internet. Some sub-processes are recurrent. Typically the introduction of e-procurement starts in recurrent sub-processes of ordering and paying/invoicing. Scanning of invoices is the first step. 

The lack of standards hampers the development of e-procurement. This fact makes the entrance threshold high and the risk for investing in wrong products or wrong solutions considerable. Most existing solutions are proprietary. The Swedish project Single Face to the Industry (SFTI) is an example of standardizing e-procurement. Swedish Association of Local Authorities reasons: The current situation cannot continue with different solutions depending on the buyer or seller. It is too costly and complicated for all parts. Companies cannot be expected to implement different solutions for different buyers nor can the public sector be expected to implement different solutions for different suppliers. [10]

At the European level there is an awareness of this deficiency. CEN (European Committee for Standardization) and ISSS (Information Society Standardization Systems) e-Invoicing Focus Group have developed a set of recommendations on standards and developments on electronic invoicing. Still, it will take time to have these standards developed, approved and implemented. If a majority of public administrations nationally, or even better internationally, coordinates their requirements on e-procurement standards it will impact the whole market. It is natural for the biggest sector of an economy to be the market leader.

Since the structure is similar from local government to local government in the same country and not so different from country to country, it is possible to use the same approach with some modifications from one authority to another. That would also make it easier for bidders to know what to expect and to reduce time and cost of preparing tenders considerably. This is relevant especially regarding standardization of the formal part of Request for Proposal. It would also help to improve the development of the whole procurement process since the buyers could easier learn from the experience of others and avoid a repeat of old mistakes.

As the jurisdiction is the same all over the European Union, it should many times not take more than a translation to transport experiences from both the seller and buyer sides from one country to another.

The use of framework agreements is especially attractive as a candidate for e-procurement. The call-off contracts have to follow the terms of the framework agreement but are used by several different authorities. It means that several different buyers will use the same type of contract with only marginal changes. This type of contract is almost nonexistent in the private sector.

6 Conclusions and further research questions

In conclusion the public sector could be the leader for e-procurement due to the openness and the non-competitive environment, the repetitive structure of the sector, the common legal framework of the EU, preferences for standards and extensive use of framework agreements. 

E-procurement is but a tool. It will not change the essence of procurement neither for the private nor public sector. E-procurement cannot replace professional purchasers, their knowledge of the needs of users and organizations, their experience in judgment of what is mandatory and what is optional, usage of evaluation models to weight different requirements against each other and their negotiating skills. E-procurement will not replace suppliers’ sale organizations, sellers or technical support experts. Suppliers will still inform presumptive buyers, including public administration about their new products, possible solutions and technical development and also collect information development trends and needs of the public administration in question. 

E-procurement can simplify tedious routine work and keep orderliness and control of records in the procurement process. E-procurement requires training and it will make the purchaser more of an expert Initiatives such as SFTI in Sweden show that it is possible to take a lead and develop standards, which can be beneficial for all parties using e-procurement. What is really needed is a true commitment from the politicians. Models e.g. SOTIP/EOTIP can easily be adapted and e-procurement can simplify their usage.

Still there are many remaining questions to be answered:

Already today, public procurements have stricter codes for contacts with bidders and presumptive contractors. More and more services and equipment procured are complicated and not fully developed. That makes writing technical specifications a difficult task and requires a close cooperation with the supplier after the award of the contract. How can preferences based of experience and old contacts survive?

Will broad availability and standardized forms for published specifications attract many suppliers? Will the process of evaluation take much longer in order to give treat of all bidders fairly? How can delays be avoided?

There is a need of analysis of what should and what should not be done electronically in the procurement process. An interesting twist is that the procurement of IT itself might be the most difficult case for e-procurement.
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