The problems of small business participation in government procurement in Russia
Umnova Mariya Gennadyevna
Applicant for degree in Economics

Plekhanov Russian University of Economics, Faculty of Management, Moscow, Russia
E-mail: oumnova.m@gmail.com
The institution of government procurement in the Russian Federation is subject to constant alteration, but despite the many changes it remains mostly closed to small business, and SME participation interest has been relatively low for the last five years. As of November 2009, around 9 percent of the country’s GDP was allocated to small business through government procurement while as in developed countries this figure equals to 20-25 percent [1]. Currently SME participation interest stays about the same – according to expert evaluation in June 2013, the proportion of small and medium business participating in government procurement comprises no more than 10 percent [4].
This situation stems from both system issues in government procurement and SME-specific problems (see Figure 1 below).



Figure 1. The problems of participation of small business in government procurement
Major system issues of the institution of government procurement in 2005-2013 include:

· Wide usage of corrupt schemes. The corruptogenicity of Federal Law № 94-ФЗ stems from, first and foremost, deficit of official means of prevention, control and elimination of corrupt practices.
· Underdeveloped competition is attributed in particular to the corruption of the system and the fact that business structures are mostly unwilling to get engaged in the procurement process; however there are other factors to be considered. A notable example is weak information support, notably the lack of sole data base where not only current but also future procurement lots are listed. The situation is further complicated by the numerous cases of deliberate distortion of information in tendering process (e.g. lot name) to prevent participation of “exterior” bidders.
· Lack of centralized control and audit. One of the many reasons why it’s impossible to correctly assess efficiency of government procurement is the absence of a common regulatory body. Monitoring function is executed by procuracy authorities of the Russian Federation, Auditing Chamber, Federal Anti-Monopoly Service, Federal Financial and Budgetary Supervisory Service; legislative function is executed by The Ministry of Economic Development and Trade. Creation of common regulatory body would contribute to decrease in bureaucracy, quality control, wider opportunities of cooperation with representatives of public control etc.
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In regard to the problems in government procurement specific to small business there are two major complications: a) entrepreneurs’ lack of motivation to participate in tendering and b) organizational and economic barriers. The former can be explained by social perceptions of government procurement as corrupted, nontransparent institution as well as uncertainty of the result of participation in state tendering. The latter is another important factor to consider: where big business usually can allow allocation of financial resources to provide for tender security for multiple lots, small business often find themselves in tough spot. Both bank guarantee and funds transfer can be the reason for financial instability in a small organization, especially when advance payment is either not provided under contract terms or is delayed.
	


Further follows the analysis of the decisions presented by Federal contracting system (FCS) introduced on 01/01/2014 to system issues as well as the opportunities and limitations for small business within the framework of new legislation.
* * *
The key findings of comparison study between Federal Laws № 94-ФЗ and 44-ФЗ are outlined below:

· FCS offers additional measures against corruption, tighter control, a number of improvements in information support, purchasing process transparency, however the issue of weak and underdeveloped competition remains mostly unaddressed;
· The economic barriers of SME participation in government procurement were made more severe due to increase in expenses on tender security, changes in organization of purchasing of small volume lots etc.;
	
	


· New control and stimulation measures to attract small business have yet to be implemented wherefrom it can be presumed that there won’t be major increase in SME participation interest.
Thus, while as FCS proposes answers to a number of escalated issues of government procurement in the Russian Federation, many questions of SME participation remain open.
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SME-specific problems:


Organizational and economic barriers;


Entrepreneurs’ lack of motivation to participate in tendering.








System issues:


Wide usage of corrupt schemes;


Underdeveloped competition;


Nontransparency of the purchasing process, weak information support;


Lack of centralized control and audit.








