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Public procurement and the climate
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Theory: Negative externalities

Externality: An action by
producers or consumers
that affects other
producers or consumers -
but is not priced in the
market

J

Externalities are market
failures: The market does
not account for the full
welfare consequences of
production and
consumption

Green procurement
corrects market failures: It
prompts the market to
price environmental and
climate externalities in
public sector consumption
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Theory: Demand and

supply side apporaches

* g»-Institut for Samfundsvidenskab og Erhverv

Demand-side approach  Minimum Low transaction costs, (risk of) low
requirements, environmental/climate benefits
standards, labels,
certifications

Supply-side approach ~ Award criteria: ~ High transaction costs, (chance of) high
Qualitative environmental/climate benefits
descriptions,
competition
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Collecting big contract text data

 Weekly collection of public procurement documents from January 1, 2021.
* QOver 200,000 procurement documents and still counting

Mercell Danmark A/S data source



Analyzing contract text data:

Al and Natural Language Processing

1. Green award criteria

- Keyword search and manual coding

- Classification with OpenAl's language
model

2. Green minimum requirements
- Dictionary method

- Based on qualitative exploration,
interviews, government reports

promat  completion
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Filename Datacleaning | Word Lemmatization | Green
Tokenization Dictionary
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Frequency of green minimum requirements Frequency of green award criteria



Time trends 2021-2022

Minimum requirements, share of contracts Award criteria, share of contracts
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Factors associated with green public

procurement

H1: Administrative capacity _ Adminisgy,,;

H2: Fiscal capacity W Propensity for using:
- green award criteria

- minimum standards
Right-wing governments (-)

v

H3: Political ideology Estimated in f
stimated in four

models (logit,

o complex products 2 fractional, poison with
H4: Measurement difficulty two-way clustering)

H5: Asset specificity
(. fioenan ey
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