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The main objectives of this study are to describe the logistic operation model adopted in relation to 
public politics on the acquisition and distribution of medications by the Government of the State of 
Minas Gerais, in order to compare the previous model with the new model and to identify the main 
advantages and disadvantages of outsourcing the logistics operation in reference to the medications of 
the State of Minas Gerais, Brazil. In order to perform this study, we adopted the quantitative research, 
performing document investigations and interviews with the managers of the State Department of 
Health of Minas Gerais (SES-MG) directly involved in the logistic operation processes of medications in 
the State of Minas Gerais. The results show a new medication logistic model adopted by the State of 
Minas Gerais, which includes the employment of a logistics operator, rationalizing costs and bringing 
quality to the servicesprovided in the performance of logistic activities. However, despite the efforts of 
the SES-MG in Brazil, there are still difficulties in the SES-MG position while manager of outsource 
employments. SES-MG did not present much experience with this type of employment. However, there 
are some challenges to be met. 
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INTRODUCTION 
 
Since the end of the 1970’s, the reform of the State 
became a term of order in almost the entirety of the world 
(Abrucio, 2005). The States, previously seated within 
bureaucratic public administration logic, perform a series 
of changes, thus developing a new paradigm: the 
managerial pubic administration. Many factors have led 
the States to performing these changes. Among the main 
motives, we may list the fiscal adjustment and the 
budgetary restrictions (Bresser-Pereira, 2005; Denhardt, 
2012; Osborne and Gaebler, 1997). Public admini-
stration, in a managerial context, seeks to improve the 
quality of public expenses and increasing its perfor-
mance. All this effort must go through the modernization 

of the public management, including phases of logistic 
processes, such as purchasing management, transpor-
tation, stock and storing, among other (Tridapalli et al., 
2011). 

The demand for an efficient logistic process intensifies 
when its related to public healthcare. Many studies 
referent to logistics and management of the healthcare 
supply chain (Bossert et al., 2007 Chindove and Mdege, 
2012; Nwokah et al., 2009; Tetteh, 2009) have shown the 
Governments’ commitment to improve medication distri-
bution, even if through partnerships and employment of 
private companies. It is not different in Brazil. Politics and 
planning have sought the efficiency of the logistic system 
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in public healthcare, seeking to directly impact the 
citizens’ life quality. 

The main objectives of this study were describing the 
logistic operation model adopted in relation to public 
politics on the acquisition and distribution of medications 
by the Government of the State of Minas Gerais, in order 
to compare the previous model with the new model, and 
identify the main advantages and disadvantages of 
outsourcing the logistics operation referent to the medi-
cations of the State of Minas Gerais, Brazil.  

The study consists in a qualitative and descriptive 
research. In order to reach the objectives proposed, we 
performed a bibliographical and documental research. In 
regard to the data collecting techniques, we developed 
interviews with managers and workers involved in the 
change of this logistic process of the State Department of 
Health of Minas Gerais (SES-MG) in Brazil. 

The results show that the adoption of the outsourced 
logistics operator in the State of Minas Gerais 
rationalized the costs and brought quality to the services 
provided in the effort of the logistic activities. However, 
despite the efforts of the SES-MG in Brazil, there are still 
difficulties in the SES-MG position while manager of 
outsourced contracts. The SES-MG does not possess 
much experience with this type of employment. However, 
there are a few challenges to be met. 
 
 
The medication logistics 
 
Traditional logistics concepts may be found in Ballou 
(2001) and Christopher (2001). A widely divulged concept 
is that of the Council of Logistics Management cited by 
Ballou (2001, p. 21), which defines the logistic as a 
“process of planning, implementation and control of the 
efficient and economically effective flow of raw material, 
stock in process, finished products and relative infor-
mation from the point of origin to the point of 
consumption, with the purpose of attending the clients’ 
demands.” 

As the organizations integrate their efforts to offer their 
clients more than their products, and present respon-
sibilities in collaboration with their partners, whether they 
are suppliers, intermediates, service providers, distri-
buters, among others, the evolution of logistics occurs, 
the supply chain management. In this context, logistics 
presents an internal integration and the supply chain 
management, an external integration which connects the 
suppliers to the final consumers (Mentzer et al., 2011).  

This study was limited to medication logistics, focusing 
on storage and distribution instead of studying the 
coordination and synchronicity of the network of players 
involved in the businesses inside the supply chain. The 
medication logistics in the private sector is quite peculiar, 
since it has the Government as a big corporative buyer. 
In  practice,  this  means  that  the  State  is  a  significant  

 
 
 
 
player in the healthcare market, constituting voluminous 
acquisitions (Machline and Amaral, 2006). 

Such weight confers considerable bargaining power 
with pharmaceutical companies to the Governments. 
Despite this fact, some industries do not negotiate 
directly with the State, being intermediated by whole-
salers and distributers. This phenomenon may be 
explained by deals struck between the industry and its 
distributing channels, especially when it comes to 
patented formulas (Oliveira et al., 2006). 

Oliveira et al. (2006) also explain that the public labora-
tories are other players in this market. The Governments 
also invest in the production of medications, which are 
produced and freely distributed through public hospitals 
or distribution programs in health clinics. In general, 
medications are researched and produced for diseases of 
little commercial appeal or vaccines for traditional 
campaigns. Figure 1 presents the medication logistics in 
public healthcare. 

According to Buss (2000), in the last decades, public 
healthcare in Brazil has been advancing. A few important 
transformations may be detected, such as the creation of 
the Central Medication (CEME), the regulation of Brazi-
lian Public Health Care System (SUS) the approval of the 
Brazilian National Drug Policy (PNM), the creation of the 
Brazilian Health Surveillance Agency (ANVISA), the 
publication of the Generics Law in Brazil, the perfor-
mance of the Conference on Medicinal and Pharma-
ceutical Care, the creation of the Department of 
Pharmaceutical Care and Strategic Inputs (DAF), and the 
approval of the Brazilian Policy for Pharmaceutical Care 
(Pnaf) (Portela et al., 2010; Pan American Health 
Organization/World Health Organization, 2005). 

In addition, Constitution of the Federative Republic of 
Brazil of 1988, in articles 6, 196 and 200, universalizes 
the right to healthcare, as well as describes a series of 
norms on the right to healthcare, including the issue of 
medication distribution as a continuous politic in the State 
(Sarlet, 2007). 
 
 
Purchase/Receiving 
 
According to Viana (2000), the purchase function means 
to seek and provide the delivery of materials and servi-
ces, in the specified quality, in the required quantity and 
in the necessary term. 

Bowersox et al. (2007) explain that, initially, the 
purchases were an activity relegated to administrative 
employees or operational managers, who executed the 
orders of other parts of the organization. However, this 
vision has changed in the last decades and, the purchase 
function came to be considered as a strategic activity of 
the organizations.  

Baily et al. (2000) affirms that the purchase process 
inside the organization has become  more  strategic  than  



 
Ribeiro et al.           3111 

 
 
 

 

R
a
w

 M
a
te

ria
l S

u
p
p
lie

rs
 

Pharmaceutic 

Industry 

Public 

Laboratories 

Wholesalers and Distributors 

Government (buyer) 

Purchase / Receiving 

Stock 

Distribution 

Final Consumer (Citizen) 

 
 
Figure 1. Medication logistics. 
Source: Adapted from Machline and Amaral (2006, p. 64). 

 
 
 

operational. For the authors, the buyers have the role to 
reduce the cost and also aggregate value to the product. 

When we think of buying, the price factor is generally 
the main focus point of the purchase sector of an 
organization, maintaining the standard quality previously 
stipulated. The financial value of a good or service 
performs a role of high relevance at the deciding moment 
of the purchase. In fact, the most evident cost at the 
purchase decision moment is the immediate value of the 
acquisition. However, Baily et al. (2000) mention that a 
series of costs related to the benefit and the useful life of 
the acquired good/service, such as delivery cost, 
maintenance, training, inspection, storage, delays, 
among others, must be taken into consideration. 

When dealing with public administration organizations, 
a particularity in good and service acquisition procedures 
is noted. Contrary to private organizations, which dispose 
of liberty at acquiring, alienating, leasing goods, hire the 
execution of construction and services, in the public 
sector, the adopted procedures must be in accordance to 
the law. In this case, the procedure adopted by the State 
is licitation, which has as modalities: the auction, public 
service exams, competition, price taking, the invitation 
and trading session (Mello, 2007). Di Pietro (1998) 
mentions that licitation opens to all the interested the 
possibility of formulating proposals among which will be 
selected the most convenient for the celebration of the 
contract. In addition, according to the author, licitation 
intends to provide a larger degree of clarity and equal 
competing conditions for potential suppliers. 

Transportation 
 
Transportation consists in a fundamental process for the 
organizations. The expected result for a transportation 
department is that the products necessary to the pro-
cesses of the institutions be available in time and at the 
correct locations, in the adequate quantities and with the 
products in an adequate state for use and consumption. 
Bowersox et al. (2007) mentions that the transportation 
must be administrated in an efficient and effective 
manner, if not, the performance of the purchase, produc-
tion and distribution sectors will fail in meeting the 
expectations. In the case study in question, transportation 
is a critical process because of the necessity of 
distributing and receiving many different types of 
medications in all of the 853 municipalities. It should be 
noted that transportation is fundamental to meet the 
logistic objective. Thus, transportation service manage-
ment has the purpose that the right product be, at the 
right time, in the right place and at the lowest cost 
possible (Valente et al., 2008). 

According to Fleury et al. (2003) the choice in fleet 
property is the most important within the most important 
decisions inside transportation management. In this 
sense, it is possible to affirm in advance that there is no 
precise and correct answer to which path to follow in 
transportation management. Everything will heavily de-
pend in the reality of the analyzed institution. 

For each organization there will be different answers to 
this question. Outsourcing has expanded through time.  
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However, Ballow (2006) explains that outsourcing may 
occur with performing this transportation activity with own 
or hired fleet. 

In referring to transportation services in Public Admi-
nistration, the cost factor would be the most preponderant 
in fleet management, provided the required quality 
specifications be maintained in edict. It should be 
reminded that the decision in question may also involve 
distinct levels of outsourcing. This means that the deci-
sion of the organization will not necessarily be polarized, 
confronting the appropriation of the entire transportation 
system with the complete outsourcing of the fleet and 
adjacent costs. The best deliberation may be the 
outsourcing of only part of the system. For example, 
leasing the fleet and hiring drivers or, buying a fleet and 
outsource the maintenance, etc. With this, a deep 
evaluation of what is being offered by the market and the 
cost of each possible situation is necessary (Ballou, 
2001; Fleury et al., 2003). 
 
 
Stock 
 
Bowersox et al. (2007) emphasize that the stock or 
storing is an important aspect of economic development. 
Excessive stocks represent elevated costs for the 
organization. The first cost is the availability of the space 
itself for the storage, which will be larger according to the 
growth of the stock. There are also costs associated to 
this stock, such as opportunity costs of the capital 
immobilized in the stock, loss possibility of perishable 
stocks, loss costs, theft and security, among others. 
There is another relevant issue considered by the client, 
the timing. 

In this context, the discussion on outsourcing the 
services gains importance. An important debate these 
days inside the institutions is the decision between 
producing and buying. This dilemma shows foremost, the 
work specialization which occurs in contemporary 
society. The organizations seek a larger focus for its 
central activities, which demand specialized knowledge. 
At the same time, the tasks which are not finalistic, are 
managed by outsources, that is, by other institutions 
which specialty is the management of certain service. It is 
noted that such a tendency may also be observed in the 
public sector. Vaz and Lotta (2011, p. 119) explain that 
“the production of goods and services for the 
implementation and operation of public politics causes 
the State to appeal to suppliers, concessionaries and 
organizations of the third sector in different levels”. 

In the stock case, the organization may choose to buy 
and administer a warehouse or use a public warehouse 
where the outsourced company provisions the space and 
administers the stock. Admitting this, in order to perform 
a comparative analysis of the owned warehouse with the 
public  warehouse, a full comprehension of  the  expected  

 
 
 
 
results is necessary. For Ballou (2001) the owned 
warehouse may offer better control and flexibility. 
However, Bowersox et al. (2007) explain that this type of 
warehouse is declining, since the organizations are 
seeking to reduce logistic actives. 

In this sense, choosing to use the public warehouse 
may generate considerable advantages for the case 
study. Ballou (2001) refers to three main possible gains: 
1) no immobilized capital; 2) lower costs; and 3) flexible 
location. The lowering of the opportunity costs is 
highlighted, mainly due to the seasonality of the demand 
of a few healthcare items. In addition, the public ware-
house may promote a sensitive lowering to the 
operational costs, which comes to be shared in this 
storage model. Therefore, the use of a logistics operator 
in the public sector may bring many benefits, especially 
considering the low capacity of returning quick answers 
facing new demands, mainly because of the rigidity of the 
bureaucratic processes of the Brazilian public admi-
nistration. The logistics operator is an organization 
specialized in managing and executing all or some 
logistic activities, in the many phases of their client supply 
chain, aggregating value to the clients business. In order 
to be considered a logistics operator, the organization 
must perform, simultaneously, a minimum of three 
activities: stock control, storage and transportation mana-
gement (Ballou, 2001; Novaes, 2001). 

It is important to mention, within the storage operation, 
the distribution center (CD), which shows the competitive 
advantage in various companies, such as Nike, one of 
the largest sporting goods companies in the world, and 
Alpargatas, which produces havaianas flip-flops. 
According to Hill (2003), the main reasons leading to the 
use of distribution centers (CD) are basically: reduction of 
lead time; delivery performance; geographic location; 
improvement of the service level; reduction of logistics 
costs, the increase market share; new level of competi-
tiveness. 

The distribution center (CD) is not a common storage 
facility which performs only storage services. In addition 
to storage services, the CD also performs services which 
add value to the products, such as labeling, packaging, 
repackaging; managing the flow of materials and 
information and consolidating stocks and processing 
orders for physical distribution. The distribution center 
(CD) is a large and automated deposit, designed to 
receive products from different suppliers, take orders and 
issue products in a particular region with higher speed 
(Bowersox et al., 2007). Nike and Alpargatas opted in 
using a single distribution center (CD). In 2010, in order 
to achieve efficient distribution in Europe, Africa and the 
Middle East, Nike should have opened close to twenty 
distribution centers. However, it decided to create a 
single distribution center (CD) using high technology. 
This decision optimized storage operations and resulted 
in gains. 



 
 
 
 
 

A major dilemma appears when deciding to expand the 
single distribution center (CD) or create other distribution 
centers. The advantage of creating new distribution 
centers is less freightage and more agility in delivering 
orders. The disadvantages are maintenance and invest-
ment of more than one distribution centers. On the other 
hand, the advantage of a single distribution centers is the 
reduction of cost with infrastructure and maintenance of 
the distribution centers and, as a disadvantage, we may 
mentioned the absence of the opportunity to lower the 
cost of transport (Novaes, 2001; Hill, 2003). Thus, 
professionals and managers involved in the logistics 
process of a company should always perform analysis to 
make such decisions. 

This research, with emphasis on the public sector, also 
shows that a single distribution center (CD) is viable and 
advantageous. However, the implementation of high 
technology is necessary for the success of the distribution 
center (CD). 
 
 
Logistics operator 
 
In the 1990’s, with the introduction of the Supply Chain 
Management concept, we also introduce the logistics 
operator, seeking to meet the needs of its customers in a 
personalized and specialized manner. This new way of 
working presents different characteristics, therefore not 
all logistics service providers may be considered as a 
logistics operator. In the United States, between 1990 
and 1995, 100 new logistics operators were created. In 
Brazil, logistics operators industry gained ground in 1994, 
with the stabilization of the national currency and the 
strengthening of globalization. The logistics operator 
stands out for always innovating and increasing service 
quality (Fleury et al., 2003).  

In a short time, the logistics provider expanded to the 
public sector, favoring the new trend of public 
administration in optimizing costs and improving the level 
of services provided to the population. This paper pre-
sents a new model of the logistics operation adopted in 
the Secretaria de Estado de Saúde de Minas Gerais 
(MG-SES) in Brazil, stimulating academics and profes-
sionals to reflecting on the advantages and dis-
advantages of outsourcing logistics services, as well as 
questioning the actions related to logistics that may be 
undertaken, in order to improve the performance of the 
public sector. 

Not all logistics service providers may be considered as 
a logistics operator. The logistics operator offers 
transportation services, receiving, checking, palletizing, 
storage, inventory management, supply lines, packaging, 
order separation, kit formation, routing, order tracking, 
vehicle tracking, control and freight payment, logistics 
information management, and monitoring of logistics 
performance, among others (Fleury et al., 2000).  
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According to Lambert (1998) the logistics operator has 
become important in the market because logistics has 
become recognized as a strategic area of the company. 
Therefore, when a company or industry fails in planning, 
properly managing their logistics services and the costs 
of these processes, they decide to hire a logistics 
operator. Thus, many businesses and industries prefer to 
focus on its business and outsource logistics services so 
that this area be better planned and managed by a 
logistics operator, in order to obtain higher gains and 
competitive advantages. 

According to Fleury et al. (2000), when deciding 
whether or not to hire a logistics operator, a few basic 
questions are fundamental to guide this choice. After this, 
we present the basic questions to be addressed in this 
decision-making: 
 
- What do we expect to gain from this hiring? 
- What characteristic must the logistics operator have? 
- What management tools should be established? 
- How to evaluate the results (success of the outsourced 
operation)? 
 
Understanding the need of outsourcing and the 
development of this process is important to avoid 
problems in hiring the logistics operator. 
 
 
METHODOLOGY 

 
The present article, because of its characteristics, consists in a 
qualitative and descriptive research. The qualitative approach, 

according to Oliveira (2004, p 114), “is the type of research in which 
one does not have the pretense of measuring or numbering.” 
According to Vergara (2010), the qualitative approach does not use 
statistical methods or techniques and its objective is the 
construction of a research instrument adequate to the reality. The 
descriptive research refers to the description of certain 
phenomenon or population. In this article, the main objectives were 
describing the logistic operation model adopted in relation to public 
politics on the acquisition and distribution of medication by the 

Government of the State of Minas Gerais, to compare the previous 
model with the new model, and to identify the main advantages and 
disadvantages from outsourcing the logistics operation in relation to 
the medications in the State of Minas Gerais in Brazil. 

In order to achieve these objectives, a bibliographical and 
documental research was performed. The bibliographical research 
refers to the theoretic base on the subject and the documental 
research is characterized by the search for information which does 
not receive scientific treatment (Oliveira, 2004). In this investigation, 
we obtained information from the Integrated System Materials 
Management and Services (SIAD) of the State of Minas Gerais; 
formal and informal reports of the State Department of Health of 
Minas Gerais (SES-MG); documents from public archives, such as 
laws, resolutions, edits and decrees.  

In regard to the techniques of data collection, we performed 
interviews with four managers and three public employees of the 
SES-MG in Brazil, in addition to two employees hired by the 

outsourced logistics operator involved in the changes in this 
logistics process. A script was elaborated in order to guide the 
interview. The  interview  comprised  of  subjective questions, in  an  
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Table 1. Interaction of questions proposed by Fleury et al. (2000) and interview. 
 

Subject Interview questions 
Question proposed by 
Fleury et al. (2000) 

Interviewee 

 

 

Why hire? 

How was the project to hire an outsourced 
logistics operator for SES-MG designed? 

What is desired from the 
hiring? 

 

Managers and public 
employees of the SES-
MG 

What are the idealized advantages with the 
change in models and hiring of a logistics 
operator? 

What are your expectations with these 
changes? 

    

How to hire? 
How do the outsourced logistics operators 
work? What are the main contract clauses? 

What characteristic must the 
logistics operator present? 

Managers, public 
employees of the SES-
MG and logistics 
operator employees 

What management tools 
should be established? 

    

What to 
improvement in 
the hiring? 

Which are the major difficulties and resistances 
found in the change for this new model which 
includes the logistics operator? 

 

How to evaluate the results 
(success of the outsourced 
operation)? 

 

Managers, public 
employees of the SES-
MG and logistics 
operator employees 

What were the actual results observed with the 
implementation of this new model? 

Which are the disadvantages perceived from 
hiring an outsourced logistics operator? 

 

Source: Elaborated by the authors. 

 
 
 

ample debate, in order to obtain broader impressions in regard to 
the logistics process adopted by the SES-MG. A few interview 
questions were based on Fleury et al. (2000) when deciding 
whether or not to hire a logistics operator. Table 1 presents this 
interaction. 

After collecting the data, the interviews were transcribed and 
analyzed in order to achieve the objectives proposed in this study. 
In addition to the interviews many visits were made in order to 
understand the logistics process adopted by the SES-MG. 

 
 
RESULTS AND DISCUSSION  
 
The logistics operation process in the State of Minas 
Gerais attends all 853 municipalities of the State, 
encompassing a population of around 20 million people. 
The State Department of Health of Minas Gerais (SES-
MG) developed a classification of the distributed and 
stocked materials, according to its relevance, form of 
transportation, storage and its use. The classification is 
described in Table 2. 

With the presented classification it is possible to infer 
that the logistics processes in question present varied 
complexities, comprehending purchase, transportation 
and storage from office materials to vaccines, serum and 
thermolabile products, which demand specific care, going 
through medications of diverse use and added value. The 
focus of this study was global medication purchase, 
transportation and storage logistics processes, presenting 
a new model with the implementation  of  the  outsourced  

logistics operator. 
The SES-MG logistics process begins with planning 

and the execution of the purchase. The purchase is 
centralized in the SES-MG and performed by public 
employees after consolidating all the demands from 
Managements Regional Health (MRH). While the 
receiving, storage and transportation in the new logistics 
model is performed by the outsourced logistics operator. 
The managers pointed out in their interviews the following 
factors which contributed to the decision of hiring a 
logistics operator: 1) the growth of medication distribution 
programs to the population; 2) the increase in the number 
of legal actions against the State demanding specific 
medications; 3) the increase in the investment in 
vaccination and disease prevention; and 4) the necessity 
of quicker actions in fighting epidemic surges. Such 
factors are directly associated to the increase in the 
demand for materials in the State in the previous years. 

For being more complex in Public Administration then 
in private organizations, the purchase process continues 
being performed by the State, aiming at maintaining the 
competitiveness and impersonality of the licitation 
processes. Thus, the processes chosen for outsourcing 
were: receiving, storage, inventory, separation, transpor-
tation planning, expedition and distribution, as illustrated 
in Figure 2. 

The previous medication logistics model of the State of 
Minas Gerais did not present a logistics operator. All 
activities were administered and  executed  by  the  SES- 
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Table 2. Classification of the Materials of the State Department of Health of Minas Gerais (SES-MG). 
 

Type of medication Definition 
Representativity in 

total cost (%) 

High cost medications 
Medications destined to the treatment of specific pathologies, which strike a 
limited number of patients. In the majority of the cases, they consist in long-
term use and high added value medications. 

52 

   

Strategic medications 

Medications used for grievances relating to specific programs of the Brazilian 
Ministry of Health, these being financed by the Ministry itself and managed by 
the State Secretariats. They comprehend the aniretrovirals, insulins, leprosy, 
tuberculosis and focal endemics treatment medications. 

13 

   

Medications and 
products derived from 
legal action 

Medications or healthcare materials which the State must deliver to the patients 
by lawful force and in emergency nature in most cases. They may vary from 
personal hygiene items to high cost medications. 

10 

   

Basic medications 
Essential and low cost medications, distributed in municipal pharmacies. 
Consists in medications for hypertension, contraceptives, anti-allergic, 
antibacterial, psychotropic, among others. 

12 

   

Thermolabile 

products 

Consist of vaccines, serums, a few medications and products which must be 
conditioned and distributed in acclimatized, refrigerated and frozen 
environments with controlled temperature. They present a distinct classification 
given their special storage and transportation conditions. 

12 

   

General materials 
Office materials, publicity materials, medical-hospital materials, heritage goods, 
electronics, informatics materials, among others. 

1 

 

Source: Research Data (2012). 
 
 

 

BEGINNING 
Purchase 
Planning 

Receiving Storage Separation Transportation 

Planning 

Inventory Expedition 

END 

Unit Order 

Logistics Operator 

 

 
 
Figure 2. Outsourced logistics operator. 

Source: Research Data (2012). 
 

 
 

MG. Medication receiving was performed by the SES-MG 
in Government property or leased warehouses. Em-
ployees were hired to work in storage and inventory, 
aiming at stock control. The SES-MG owned four central 

warehouses located in the capital of the State, the city of 
Belo Horizonte. 

Some medications were distributed directly to the 
Medication     Dispensation     Unit,     located     in     853  
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Figure 3. Previous model. 

Source: Research Data (2012). 
 
 

 

municipalities of the State, by the basic pharmacy 
program. Another part of the medications were delivered 
to the Managements Regional Health (MRH) in a con-
solidated manner, which centralized the distribution of the 
medications of the vaccination programs, the exceptional 
medications, those derived from legal actions and part of 
the strategic medications, for the cities under its 
jurisdiction.  

The transportation was performed by the State Govern-
ment’s own fleet and, posteriorly, the Brazilian Postal and 
Telegraph Company, State organization, was hired for 
this activity. The freight was calculated based on the 
distance and the volume of the load.   

A new medication logistics model of the State of Minas 
Gerais counts on a logistics operator and emphasizes 
modernization of the infrastructure and resources, 
rationalization of the costs and the improvement of the 
quality of the offered services in the development of 
logistic activities. The contract established with the logis-
tics operator presents the time length of sixty months 
(five years). Such a validity period is in accordance with 
the law of licitation, which allows this maximum term for 
administrative contracts. However, the term is considered 
short by the managers involved in logistics, since there is 
the possibility of changing logistics operators every five 
years. 

For a better comprehension, Figure 3 follows with the 
previous logistics model of the State of Minas Gerais. 
With the implementation of this new model, the storage 

and distribution operation in all the medication programs 
comes to being centralized in a single distribution center 
(CD). The Distribution Center is responsible for attending 
all units contemplated by the Pharmaceutical Assistance 
of the State Department of Health of Minas Gerais (SES-
MG), in addition to the administrative and functional units 
of the Organ itself, located in all the State. This means 
that the materials are received, treated and stored in this 
Distribution Center and from them they are sent to all 
over the State. Thus, the obligation of installing a hubs in 
the interior of the State is eliminated. 

According to the managers interviewed, the gains are 
greater when all operations are concentrated in a single 
distribution center (CD). Therefore, the decision was to 
opt for single distribution center (CD) instead of four 
distribution centers. Centralizing the stock requires a 
lower storage area, maintenance costs of inventories are 
reduced and the capital invested in assets related to 
distribution centers (CD) is also lower. In contrast, the 
transportation costs increase due to greater distances 
between the municipalities and the single distribution 
center (CD). Thus, in this study, when analyzing these 
figures, we found that the option which offers the most 
advantage is the implementation of a single distribution 
center (CD).  

Still in regard to the storage, the outsourced logistics 
operator possesses larger flexibility in case it is 
necessary to amplify the storage area, because there are 
no  legal acquisition strains on the operator  as  there  are  
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Figure 4. New models. 

Source: Research Data (2012). 
 
 
 

on the State. Due to the central location of the State’s 
capital, and also due to the volume demanded from this 
region, the logistics operator opted for installing the 
distribution center in this region. 

It is due noting that the warehouses must comply 
sanitary requisites established by Brazilian Health 
Surveillance Agency (ANVISA) and according to the 
conditions demanded for each type of medication. The 
security requisites of the process may also be considered 
a great point of advance. To exemplify, the logistics 
operator is obliged to install a circuitry of cameras in the 
storage space and the employees which transit in the 
warehouse must use pocket-less uniforms. A large 
advantage of the new model is the approximation with 
high technology. The logistics operator is specialized in 
the area and presents the largest conditions of presenting 
the best services. 

In regard to the logistics operation processes related to 
transportation, it is due comparing them to the previous 
models adopted by the SES-MG. The previous model 
was inefficient, given that the fleet was small, with high 
maintenance cost and small possibility of expanding the 
fleet. Thus, the orders needed to be made with large 
antecedence, with little condition of emergency respon-
ses to new materials necessary to the municipalities. 

The employment of the the Brazilian Postal and 
Telegraph Company to execute the transportation aimed 
at improving the response capacity to the SES-MG 
demands. However, the freight was considered high, 
since its calculation considered the distance, volume and 
weight of the load. Another issue that must be reinforced 
is that the Brazilian Postal and Telegraph Company did 
not differentiate between loads of distinct added value. In 

the case of healthcare items, for example, there are basic 
medications and high cost medications, which presented 
very different unit value. Thus, the model employed in the 
outsourced logistics operation also aimed at resolving 
this problem. Another highlighted point in the employment 
of an outsourced operator was the pricing form of the 
transportation. From the new contract, the freight is 
calculated according to the value of the load and the 
complexity of the transportation. That is, in this new 
arrangement, the operators’ awarding is calculated by the 
risk he will take in transporting the items. It is important to 
highlight that, in the new model, the transporting vehicles 
are obliged to having load tracking, among other 
procedures which aim at diminishing loss by theft. Figure 
4 presents the new logistics model which is being 
implemented in the State of Minas Gerais, Brazil. 

The new model increases the quality of the services 
offered, through the Service Level Agreement. From the 
service level accorded, it is possible to note a large 
corporative gain with the new model. The deliveries with 
the own fleet took approximately seven weeks (49 days) 
to round the entire State with the medications, while in 
this contract, the maximum term falls to 30 days. 

In addition, the new model was projected in a manner 
to centralize storage and distribution of all the medication 
programs and other materials distributed by SES-MG in a 
single Distribution Center. Thus, it is possible to concen-
trate the operation volumes, increase synergy and 
process sharing, simplify the management and the 
control of the logistics chain. Such a choice is aligned 
with goo practices, norms and active legislations for each 
material transited by this new Distribution Center. In this 
sense, one of  the main positive factors is  the  integration  
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Table 3. Advantages and disadvantages of implementing the Outsourced Logistics Operator.  
 

Storage and Transportation 

Advantages  Disadvantages 

 Specialized operator, with more experience in the field; 

 Expansion and reduction of storage space with more 
agility; 

 Storage of the demanded sanitary standards; 

 Inventory more faithful to the reality, thanks to the 
operator system; 

 Single distribution center, centralization of the logistic 
processes; 

 High security standard and responsibility of material 
guarding; 

 Decrease of the time of delivery in the entire state; 

 Service level accordance by type of delivery, according 
to the size of the delivery municipality; 

 Load tracking technology; 

 Freight which takes into account the value of the load, 
rewarding the company by the risk; 

 Cut of costs in maintenance and operation of own 
vehicles. 

  Contract term of five years is considered short for a 
probable change in suppliers; 

 Work flow is still confusing; 

 Difficulties in managing outsourced contracts ; 

 Resistance, especially by the employees working in 
the operational; 

 Little geographical knowledge of Minas Gerais, 
especially in the more isolated delivery points 

 

Source: Research Data (2012). 

 
 
 

of the managerial systems of the State with the mana-
gement system of the warehouse specified by the 
outsourced logistics operator. With this, the improvement 
of the processes which come to be the responsibility of 
the operator, such as inventory and transit inside the 
stock, is possible. 

On the other hand, a few disadvantages are mentioned 
by the interviewed managers. The term of the logistics 
operators’ contract is considered short by those involved 
in the process. Especially while considering the pro-
cesses related to storage, the term is not satisfactory and 
opens doors to the possibility of a significant operational 
break every five years. However, there is no possibility of 
a longer contract term inside Public Administration. 

Despite all the efforts of the SES-MG, there is still 
some confusion on the work flow, especially on the 
division of the responsibilities for certain logistics 
operation tasks. On the employer’s point of view, this is 
due to the positioning difficulties while manager of out-
sourced contracts. The SES-MG did not possess much 
experience with this type of employment; therefore, it has 
been a few challenges in this area.  

Another disadvantage observed is inherent to any 
process of change: the resistance. Many sectors of the 
SES-MG are still resistant to the changes and this makes 
it difficult for the implementation of the new model. 

Table 3 presents the main advantages and dis-advan-
tages for the outsourcing of the logistics operation 
perceived by the SES-MG. 

Table 4 shows that the change in area logistics  held  in  

SES-MG may be considered positive, since the expec-
tations of the involved were met, such as cost reduction 
and improvement of logistic services. However, other 
problems arose with this new model, such as the difficulty 
of the SES-MG managing contracts and the conflict 
between the parties in regard to the responsibility of each 
one. 

In a research conducted by Lambert et al. (1999) they 
mentioned the following failure factors of hiring a logistics 
operator: unrealistic expectations; cultural differences; 
lack of mutual benefits and profitability; lack of common 
goals; resistance; lack of organizational support; poorly 
established power; concerns with loss of control and 
uncertainty about the level of service; unjust price and 
cost; bad planning; lack of confidence; service inferior to 
the proposed; poor communication; failure to respond to 
changes in strategy and market conditions. 

Other authors such as Bandeira et al. (2012) and Jané 
and Ochoa (2006) pointed out the flaws in the 
outsourcing contract as major impediment of the logistics 
operators market. The research conducted at SES-MG, 
identified difficulty in managing the outsourced contract, 
since the rules and responsibilities of each party were not 
well defined. Some bottlenecks observed by Lambert et 
al. (1999) were also confirmed in the study of SES-MG, 
such as the resistance and the confusing workflow which 
may be the result of cultural differences, lack of 
organizational support; poorly established power; poor 
planning; lack of trust; poor communication; failure to 
respond to changes in strategy and market conditions. 
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Table 4. Summary of results. 
 

Subject Interview questions Summary of results 

 

 

Why hire? 

How was the project to hire an outsourced 
logistics operator for SES-MG designed? 

The answers of the respondents made it clear that the 
decision of hiring a logistics operator is due to the fact that 
the old model did not satisfy the new public administration 
management. The advantages idealized by those involved 
in this process were cost reduction and the quality of 
services provided by the logistics operator. Expectations 
with this new change was to improve the quality of public 
expenditure and increase its performance. 

What are the idealized advantages with the 
change in models and hiring of a logistics 
operator? 

What are your expectations with these 
changes? 

   

How to hire? 

 

How do the outsourced logistics operators 
work? What are the main contract clauses? 

The logistics operator uses high technology and a single 
distribution center (CD) which was considered feasible by 
all respondents. However, the term of the contract and the 
conflicts between logistics operator and contractor were 
highlighted in the interviews. Some respondents pointed 
out that the workflow is still confusing; the responsibilities of 
each employee in the process were not established. 
Another issue which generates conflict is the lack of 
geographical knowledge of the 853 municipalities by 
employees of the logistics operator. Being an early stage of 
the implementation of this new model, the more isolated 
points of delivery, are not yet known to them, causing 
dissatisfaction among employees of the SES-MG, since 
this fact influences the result of team work. 

   

What improvement in 
hiring? 

Which are the major difficulties and 
resistances found in the change for this 
new model which includes the logistics 
operator? 

The greatest difficulty presented by the interviewees in this 
new scenario of SES-MG was the lack of experience in 
managing outsourced contracts and the resistance of a few 
staff members. The main disadvantages reported by the 
majority of respondents were the term of the contract and 
workflow which was still found confusing. Accordingly, the 
SES-MG needs to review the contracts, further establishing 
the rules and responsibilities of the parties. Besides 
presenting cost reduction and improved quality of service, 
this new model adopted by SES-MG contributed to the 
integration of management systems, resulting in gains for 
all areas. 

 What were the actual results observed with 
the implementation of this new model? 

Which are the disadvantages perceived 
from hiring an outsourced logistics 
operator? 

 

Source: Research Data (2012). 
 

 
 

The experience of this case aids in alerting other pro-
fessionals and companies that are interested in 
implementing a similar logistic model, with regard to the 
difficulties faced in the process. There are some 
precautions that may be taken to avoid the kinds of 
problems encountered in this case study of SES-MG, 
such as a better preparation of the design and manage-
ment of outsourced contracts (pay attention to the 
clauses, set rules and responsibilities of the parties); train 
employees with greater intensity for the paradigm shift, 
especially in the lower hierarchical and regional levels. 

Before starting the process of implementing a new 
model, it is important to make a connection between the 
company's employees and the logistics operator 
employees. The purpose of performing this approach is 
to exchange information and build mutual trust. The lack 

of geographical knowledge of some municipalities 
reported in this study could be avoided with this 
approach. The employees of the contractor shall see the 
logistics provider as a partner, which aims at facilitating 
and improving the team result. 
 
 
Concluding remarks 
 
The objectives of this research were reached, since a 
description of the logistic process adopted by the State 
Department of Health of Minas Gerais (SES-MG) was 
made, in relation to the medication acquisition and distri-
bution public politics of the State of Minas Gerais. In 
addition, the study performed a comparison of the 
previous model with  the  new  model;  and  identified  the  
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main advantages and disadvantages of outsourcing the 
logistics operation referent to the medications in the State 
of Minas Gerais in Brazil. 

Observing the State’s purchase procedures, it was 
verified that the peculiar principals of competitiveness 
were preserved, but is little efficient in the relation 
between supplier and the State, as well as being a 
meticulous and time consuming process. However, it is a 
methodology with little possibility of changing.  

Analyzing the transportation service management, it 
was possible to infer that the transportation represents a 
significant cost inside total logistic costs. Therefore, in 
relation to such process, the employment of a logistics 
operator offers a better integration between suppliers, 
buyers and scheduled deliveries, making so that the cost 
is lower than in the previous model.  

In regard to stock and storage, the theory points that 
maintaining a warehouse involves large costs and effort, 
especially while considering seasonality of the healthcare 
products over the year. Therefore, the presented alterna-
tive is the use of public (or shared) warehousesor even 
outsourcing the operation, transferring part of the risks to 
an organization specialized in the field. 

In regard to the implementation of the SES-MG’s new 
logistics model, a great expectancy of general improve-
ment was observed of the interviewed managers. In fact, 
the model presented significant advantages that, in the 
end, were emphasized to the transportation and storage 
strands. 

The resistance to the change into the new model is a 
fact which inspires caution. The SES-MG needs to 
continue its redesigning process in this new context, 
aiming at overcoming these challenges, for the gains are 
superior the disadvantages. In this new model it is 
possible to that the citizen receive the medication in a 
shorter time and with higher security. The outsourced 
logistics operator presents specialization and more tech-
nology in the processes, and this contributes to offering a 
better quality service. 

Another difficulty mentioned in this study for the 
successful implementation of the new model is the lack of 
experience of SES-MG as manager of outsourced 
contracts. Thus, this study provides a reflection on hiring 
a logistics operator. Before hiring anyone it is important 
for the contractor to analyze the costs, benefits and com-
pare which option is best: perform or outsource logistics 
activities. If the option is to outsource some actions are 
important in this process to achieve better performances, 
such as requiring intensive exchange of information 
between the contractor and the logistics operator; define 
the strategy to be followed by the contractor in relation to 
the procurement model; detail on contract the levels of 
responsibilities and authorities between the parties 
(setting rules, incentives, rewards and penalties to the 
contractor due to unmet expectations of the contractor); 
guide   the   contractor   into  monitoring   the  outsourced  

 
 
 
 
activities and conduct ongoing monitoring; specify the 
expected results and targets for contracting the services 
of a logistics operator. 

At the end of this research, a few gaps in knowledge 
were presented for future studies. The study on advan-
ced logistics cost associated to the outsourcing of the 
logistics operator is still in analysis in the State. In 
addition, this study was based only on the experience 
that the SES-MG obtained since the implementation of 
the new model. It is due noting that the implementation of 
this new model began in 2012 and is still in a 
restructuring phase. 
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