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Abstract 

 

From the theory of transaction costs, it was observed that the effects of some 

transaction costs involved in public biddings produce advantageous results in terms of 

increasing competitiveness and obtaining better prices, in addition it was found that the 

bidding process in general is efficient, when compared to the prices practiced in the market, 

except for a portion of the acquisitions in which prices had significant distortions. Such 

distortions are verified in the procurement processes through the bidding waiver modality and 

in the bidding processes with low quantity of items. There were also situations in which the 

public administration is captured by a restricted market, whose competitive conditions can 

raise the average value of acquisitions. In spite of this, it is noteworthy that public 

organizations have the potential to reduce prices for the purchase of medicines through the 

bargaining power arising from large volumes of purchases. 
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Introduction 

 

The Brazilian economic environment is characterized as a challenging scenario for 

public accounts and, consequently, for government institutions in all ambits and spheres of 

power. With this, there is an environment of pressure on these organizations to reduce costs 

without however, failing to deliver effective results to society. 

For public institutions to enframe the budgetary limits of the next decade, it will be 

necessary to improve the execution of their activities, in order to face the growing demand for 

public services without giving up quality and equal access by all citizens. Discussions about 

the bidding process, which is an important component to be analyzed and worked on in order 

to reduce costs and improve the ways of planning and controlling the relations between 

suppliers and public agencies (CARVALHO, 2017, p. 166-167) ; (CAMPELO, 2016, p. 64-

65) and (DE MOURA CAVALCANTE and SANTOS, 2018, p. 186-187). 

Within the scope of the Unified Health System (SUS), regulated by Law 8,080/90, the 

bidding process finds the peculiarities inherent to the nature of the products and services to be 

acquired to resolve demands associated with medical treatments and research. In this sense, it 

is not uncommon for products and services purchased under SUS to be supplied by a few 

companies specialized in these items or even exclusive suppliers. Such a situation can 

contribute to unfavorable contractual relations with public organizations, with prices for the 

purchase of inputs and medicines higher than those practiced in the market. 

Understanding the transaction costs involved in the relationship between public 

organizations and their suppliers is relevant to highlight the costs involved in imperfect hires, 

once information asymmetry and uncertainty cause the market to raise its costs when 

submitted to this type of transaction exchange environment. Associate to this, opportunistic 

behavior is also a prominent element in public hires, mainly in the health sector, whose 

market is characterized by the dependence on companies specialized in the supply of certain 

inputs and equipment, inducing to a situation of fragility in the contractual relationship by 

public organizations belonging to SUS, as highlighted by Gadelha, Costa and Maldonado 

(2012). 

Given this context, the purpose of this paper is to make an analysis of the efficiency of 

the bidding process for the purchase of inputs and medicines under the SUS from the 

perspective of transaction costs, identifying and comparing the prices obtained in bids with 
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those practiced in the private market. In addition, the transaction costs involved ex ante, ex 

post the bidding process and the costs associated with the execution of the bidding through 

the Transaction Cost Index (ICT) developed in the present work will also be evaluated. 

At the end of the study, a theoretical contribution to finance in the public sphere is 

made, researching transaction costs and governance mechanisms in bids, and, in addition, a 

practical contribution is made by identifying the relationship between medicine purchases 

prices within the scope of SUS in comparison to the prices practiced in the market. 

 

 

 

 

The transaction costs theory 

 

The analysis of bidding processes, based on the transaction costs theory, enables to 

understand the effort to mitigate the opportunistic behavior of suppliers, the uncertainties 

present in contractual relations with the government and the information asymmetry resulting 

from poorly planned or incomplete contracts. According to the works of Coase (1937), 

transaction costs are those costs incurred to negotiate, monitor and coordinate the behavior of 

individuals in contractual relationships. 

When public organizations are analyzed, transaction costs are manifested in the stages 

involved in bidding, and, in Hermann's (1998) perspective, these costs are ex ante, involving 

the costs of designing, negotiating and providing for contractual safeguards; ex post, which 

relate to the costs of monitoring and controlling contracts and commercial relations; and the 

costs associated with the execution of the bidding process, including the costs of preparing the 

public notice, encompassing the qualification and judgment of the proposals, publishing the 

winners and the costs associated with the time elapsed between the need to purchase and the 

receipt of the product. 

An essential point of the transaction costs theory brought by Coase (1937) and 

Williamson (1979) is that these costs make transactions expensive and markets fail to achieve 

an efficient balance. The authors analyze how emergence of organizations and how decisions 

are made to outsource certain activities to the market or to verticalize all services in the same 

firm. 



    
 

Public Finance Notebooks, Brasília, v. 20, n. 2, p. 1-32, set. 2020 

 
 

In the case of public biddings, the incidence of transaction costs in the purchasing 

processes can be verified when analyzing the legislation and regulations on the topic, that is, 

Laws 8,666/93 and 10,520/02, in addition to Normative Instructions 04/2014 and 05/2017. 

Within this legal framework, the Public Administration endeavors to plan and properly 

coordinate the contracting, the detailed specification of the demand and requirements that the 

supplier must answer, the monitoring of the performance and quality of the delivered products 

and the punitive measures for opportunistic behavior by part of these suppliers. 

The analysis of the trade-off between manufacturing or purchasing from outsourceds 

gains relevance in the public health sector when analyzing the works of Gadelha (2012) and 

Gadelha, Costa and Maldonado (2012), in which the importance of investing in a Industrial 

Economic Health Complex is discussed, which is able to guarantee social well-being through 

the supply of products, inputs, services, equipment and new technologies for the needs of 

SUS. Therefore, it is worth highlighting the relevance of this discussion in the scope of health, 

once, according to Varrichio (2017), the market in this sector has a dynamic of operation in 

which the dependence of few or only companies to supply certain items of great relevance and 

essential for the operation of hospitals, laboratories and research institutions may lead the 

buyer of the relationship to a situation of capture, that is, a situation of subordination at prices 

higher than the average practiced in the market or with products of inferior quality. 

One of the assumptions of the New Institutional Economics approach, in which the 

transaction costs theory is inserted, is the realization that the market does not work perfectly, 

with all agents having complete and updated information on transactions at the same time, the 

behaviors being always fair and pre-defined and the perspectives regarding payments, future 

demands and market conditions being fully known by all. On the contrary, the New 

Institutional Economy is in contact with the reality of the imperfection of markets and their 

relationships, with the elements of uncertainty, opportunism and information asymmetry 

present in transactions between organizations. 

Based on the costs incurred in transacting with the market and the costs incurred in 

manufacturing the items you need, it can be seen that the bidding process has been in the 

recent period aiming at improvements in terms of accountability to society and in the 

development of more technical and efficient criteria in the purchasing planning process and in 

the monitoring of supplies and contracts. In this sense, evaluating these efforts to mitigate 

opportunistic behaviors, uncertainties and informational asymmetries, the bidding process 



    
 

Public Finance Notebooks, Brasília, v. 20, n. 2, p. 1-32, set. 2020 

 
 

incurs transaction costs to ensure that acquisitions are made efficiently. The table below 

highlights the main transaction costs and the related theoretical bases: 

Table 01 - Main transaction costs in bids and their respective theoretical bases 

  
Unfolding 

Associated transaction 

cost element 
Reference 

a. CTac - 

weight 

0,33 

CTac1 - There was a impeachment / suspension of the bid 

to answer clarifications about the term of reference 

(incomplete information or insufficient description of 

the agency's demand). 

Informational asymmetry, 

Specificity of the 

transacted asset 

Williamson (1979); Hermann (1998); 

Hobbs (1996); Lamarão (2013); Silva 

e Brito (2013); Ribeiro (2003) 

CTac2 - Notice foresees the acquisition of a low quantity 

of items, indicating limitation in the purchase planning. 

Frequency at which the 

transaction takes place, 

Specificity of the 

transacted asset 

Williamson (1979); Hermann (1998); 

Ribeiro (2003) 

CTac3 - The acquisition took place through Bidding 

Waiver, indicating less competition between suppliers 

compared to the Electronic Auction. 

Opportunism, 

Informational Asymmetry 

Hermann (1998); Maher (1997); 

Hobbs (1996); Mello (2007); Lamarão 

(2013); Silva e Brito (2013)  

CTac4 - The acquisition took place in isolation for the 

item - there was no grouping with other items demanded 

by the agency. 

Specificity of the 

transacted asset, 

Frequency at which the 

transaction occurs 

Williamson (1979); Hermann (1998); 

Ribeiro (2003) 

b. CTpc - 

weight 

0,33 

  

CTpc1- There are requirements for certificates of 

technical capacity and respective registration with a 

professional council or other accrediting institution 

(CRA, CREA, INMETRO). 

Uncertainty, Specificity 

of the transacted asset 
Williamson (1979); Hermann (1998) 

CTpc2 - There is a contractual clause that provides for 

delivery time and punishment for possible non-

compliance (items that cannot be discontinued). 

Opportunism, 

Uncertainty 

Hermann (1998); Maher (1997); Mello 

(2007); Ribeiro (2003) 

CTpc3 - There is a need to do quality tests on the product 

provided by technical staff. 

Opportunism, 

Uncertainty 

Hermann (1998); Maher (1997); Mello 

(2007); Ribeiro (2003) 

c. CTlic- 

weight 

0,33 

  

CTlic1 – There are few participants in the bidding, 

causing the probability of prices above the market 

average (score inversely proportional to the number of 

participants). 

Opportunism, 

Informational Asymmetry 

Hermann (1998); Maher (1997); 

Hobbs (1996); Mello (2007); Lamarão 

(2013); Reis (2018); Silva e Brito 

(2013)  

CTlic2 - There were purely speculative proposals (without 

presenting the necessary requirements to participate in 

the bidding). 

Opportunism, 

Informational Asymmetry 

Hermann (1998); Maher (1997); 

Hobbs (1996); Mello (2007); Lamarão 

(2013); Reis (2018); Silva e Brito 

(2013); Ribeiro (2003) 

CTlic3 - There was a need to use differentiated treatment 

for micro and small businesses, according to Law 

123/2006. 

Uncertainty, Specificity 

of the transacted asset, 

Informational asymmetry 

Williamson (1979); Hermann (1998); 

Hobbs (1996); Lamarão (2013) 

CTlic4 - There is a high difference in the proposals in 

relation to the price practiced in the market (it indicates 

lack of clarity in the basic design of the contract and 

opportunism on the part of the supplier). 

Opportunism, 

Informational Asymmetry 

Hermann (1998); Maher (1997); 

Hobbs (1996); Mello (2007); Lamarão 

(2013); Reis (2018); Silva e Brito 

(2013); Ribeiro (2003) 
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CTlic5 - The bidding result was contested by appeal. 
Informational asymmetry, 

Uncertainty 

Hermann (1998); Hobbs (1996); 

Lamarão (2013) 

Source: Prepared by the author. 

 

Methodological procedures 

 

 In order to realize the analyzes, the transaction costs involved in the bidding process 

were broken down into the three phases described below: 

 

• ex ante transaction costs - CTac: costs in designing, negotiating and providing for 

contractual safeguards; 

• ex post transaction costs - CTpc: contract monitoring and control costs; 

• Bidding costs - CTlic: costs associated with the execution of the bidding, among which are 

included: the costs of preparing the public notice, fulfillment the bidding and judging the 

proposals, publishing the winners and the costs associated with the time between need to 

purchase and receive the product. 

 

 The study made it possible to evaluate the efficiency of the purchase process by 

comparing the prices of the medicines purchased through bidding with the prices practiced in 

its alternative form of acquisition, that is, the market prices. Thus, it was analyzed whether the 

process of purchasing medicines by the Public Administration is efficient or not, that is, it 

sought to answer whether the public administration buys for values lower than those practiced 

in the market, or if the values practiced in the market are more advantageous for the items 

searched? This comparison was summarized by the following relationship: 

 

𝑃𝑙𝑖𝑐 ≤ 𝑃𝑚                                                     

 on what: 

 

• Plic = price of the product offered by the supplier winning the bid; 

 

• Pm = price of the product on the market; 
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 With the unfolding of the relationship (1), the transaction costs involved in the bidding 

process were explored, described by the variables in the relationship (2): 

 

𝐶𝑇𝑎𝑐 + 𝐶𝑇𝑝𝑐 + 𝐶𝑇𝑙𝑖𝑐 + 𝑃𝑙𝑖𝑐 ≤ 𝑃𝑚                 (2) 

The evaluation of the transaction costs "𝐶𝑇𝑎𝑐", "𝐶𝑇𝑝𝑐"𝑎𝑛𝑑 "𝐶𝑇𝑙𝑖𝑐" of the analyzed 

bidding processes was carried out through the construction of an index entitled as Transaction 

Cost Index (ICT). The formulation of the index was based on verifications of the unfolding of 

these elements, attributing equally distributed weights to each unfolding, as detailed in the 

following table: 

 

Table 02: Transaction costs assessed on acquisitions 

  

  Desdobramento Score 

a. CTac - 

weight 

0,33 

CTac1 - There was a impeachment / suspension of the bid to answer clarifications about the term of reference 

(incomplete information or insufficient description of the agency's demand). 
0,0825 

CTac2 - Notice foresees the acquisition of a low quantity of items, indicating limitation in the purchase planning. 0,0825 

CTac3 - The acquisition took place through Bidding Waiver, indicating less competition between suppliers compared 

to the Electronic Auction. 
0,0825 

CTac4 - The acquisition took place in isolation for the item - there was no grouping with other items demanded by the 

agency. 
0,0825 

b. CTpc - 

weight 

0,33 

  

  

CTpc1- There are requirements for certificates of technical capacity and respective registration with a professional 

council or other accrediting institution (CRA, CREA, INMETRO). 
0,1100 

CTpc2 - There is a contractual clause that provides for delivery time and punishment for possible non-compliance 

(items that cannot be discontinued). 

0,1100 

0,1100 

CTpc3 - There is a need to do quality tests on the product provided by technical staff. 

c. CTlic- 

weight 

0,33 

  

CTlic1 - There are few participants in the bidding, causing the probability of prices above the market average (score 

inversely proportional to the number of participants). 

0,066/nº 

participantes 

CTlic2 - There were purely speculative proposals (without presenting the necessary requirements to participate in the 

bidding). 
0,0660 

CTlic3 - There was a need to use differentiated treatment for micro and small businesses, according to Law 123/2006. 0,0660 

CTlic4 - There is a high difference in the proposals in relation to the price practiced in the market (it indicates lack of 

clarity in the basic design of the contract and opportunism on the part of the supplier). 
0,066 

CTlic5 - The bidding result was contested by appeal. 0,066 

Source: Prepared by the author 

 

 After defining the variables related to transaction costs, the criterion for their 

verification was established using a reference scale. Thus, the scale adopted in a similar way 

in the studies of Eisenberg (2004), Mello and Slomski (2010) and Holzer and Kim (2006) was 
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taken into account, which has a score of 0-3 (zero to three) for the identification of the 

variables, where 0 means the unfolding of the unfolding, 1 is the weak finding of the 

unfolding, 2 refers to the moderate finding of the unfolding and 3 is the full finding of the 

analyzed unfolding: 

 

Table 03: Scale for verifying the observed variables 

Reference scale Multiplication factor 

0 Not identified 0,00 

1 Weak finding 33,33 

2 Moderate finding 50,00 

3 Fully identified attribute 100,00 

Source: Prepared by the author 

 

 Regarding the construction of the ICT, a quantitative approach was used, based on the 

identification of the index parameters by the theoretical platform on transaction costs theory 

developed in the theoretical framework. Thus, for the construction of the ICT, it was done the 

calculation of the incidence of the unfolding of the groups of elements of the transaction costs 

mentioned in Table 02. Then, as shown in the table, weights were assigned to each unfolding 

and verified, through the analysis of the notices and their terms of reference, contracts and 

spreadsheets the verification of each transaction cost unfolding in the studied documents. 

 The finding of the unfolding was multiplied by the reference scale factor in Table 03, 

scoring according to the gradation of the finding of these analyzed items. After analyzing the 

identified transaction costs, they were grouped into a matrix with the respective transaction 

cost index found. It should be noted that, for the analyzed sample, there were situations in 

which Plic proved to be advantageous and situations in which Pm showed better for public 

administration. With this, the sample was divided into these two categories and the analyzes 

of the indices found in each of the categories were made, in order to verify in which elements 

are the highest transaction cost indices and in order to identify the governance mechanisms 

for public purchases that must be taken into account to improve the efficiency of bidding 

processes. 

 The treatment of the data enable to assess which of the three stages of the bidding 

process is the highest transaction costs incurred in public bids. After that, the variations of 

these costs in relation to the market price of the analyzed medicines were analyzed. Taking 
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into account the variations in transaction costs within the developments in table 02, the 

analysis using the index enable to evaluate the governance mechanisms that can be improved 

in contracting, with the objective of reducing transaction costs and increasing the percentage 

of savings obtained in the negotiations. 

 

Population and sample 

 

 The population defined for this study refers to the acquisitions made by public 

agencies from all spheres of power linked to public health institutions, that is, linked to SUS, 

in 2019. Thus, the study sample for the comparison of values between Plic and Pm was made 

up of agencies that provided information on their bidding processes through the Federal 

Government's “Price Panel”. 

 The sampling of medicines whose prices were compared was based on the National 

Medicines Policy, instituted by Ordinance GM/MS 3,916, of October 30, 1998, which 

establishes the essential medicines for the operationalization of SUS, as it contemplates a list 

of products necessary for the treatment and control of most of the prevalent pathologies in the 

country. Therefore, the analysis was limited to the medicines that were supplied by at least 10 

different manufacturers, and, with that, the selection of these drugs excluded those considered 

less usual. As such, we sought to address the most frequent medications in a wide range of 

health treatments. 

 

Data collect 

 

 For the study, secondary data were collected through the government's management 

systems such as the Federal Government's Price Panel, Transparency Portal, Managerial 

Treasury and SIAFI, in which spreadsheets, contracts, notices and terms of reference of the 

bids that were analyzed are made available. Regarding the research on the prices of medicines 

practiced in the market, the information consolidated by Anvisa was used, through its list of 

Medicines Prices for the Consumer, Health Products Price Panel, and a survey of the prices of 

medicines sold in Brazilian pharmacies through the database “consultaremedios”. 

  

Results 
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After the data was collected, the following information was obtained, in order to verify 

the veracity of the relationship below: 

𝑃𝑙𝑖𝑐 ≤ 𝑃𝑚 

 

 The relationship between the usual prices in bidding processes and the setted prices in 

the market requires careful analysis depending on the volume of medicines purchased to 

satisfy SUS needs and the peculiarities involved in the bidding legislation. Thus, the 

execution of bids may allow public organizations to negotiate very favorable prices, however, 

in other cases, due to the urgency in the acquisition of some items and the weakness in the 

planning and execution of these processes, they may subject public organizations to very high 

prices, due to the cartelization of suppliers and consequent opportunistic behavior. 

 When observing the percentages of discounts in general, as shown in table 04, the 

comparison of the prices obtained points out that the general average discount of the Plic and 

Pm ratio results in the discount percentage for the prices practiced in the market 17.05% 

higher than the prices practiced in the public bids. 
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 This information is best observed when worked in a graphic way, as shown below. In 

the line of the graph, the difference between the discounts obtained for the Average Sales 

Price to the Government (PMVG) and the discounts and for the Average Sales Price to the 

Consumer (PMC) is observed, resulting in positive values for the cases in which that the 

discounts obtained in the market were higher than the discounts obtained in the bids and, in 

negative values, when the acquisitions through bids were more advantageous: 

 

Graph 01 - Change in the percentage of discount PMVG – PMC 

 

 

 

 The relative numbers, if analyzed in isolation, could indicate that the relation Plic ≤ Pm 

is false; however, when analyzed from another angle, that is, through the absolute values of 

the items, it is observed that the prices of medicines purchased through bidding processes are 

significantly lower than those practiced in the market. This fact is due to the application of the 

Price Adequacy Coefficient - CAP -, in which the government regulates the prices of 

medicines in order to meet the public interest and the needs of SUS. Thus, taking the item 

Insulin Glargine as an example, the percentage of discount obtained in the public sphere was 

16.23%, while in the private market it was 44.99%; however, in absolute terms this medicine 

was purchased by the government for R$ 68.03 per item, while in the private market, the same 

drug was purchased for R$ 77.36. 

 The favorable price for public acquisitions, even with a lower discount percentage in 

relation to that obtained in the market, can be explained by the initial price in which the CAP 

percentage is applied, that is, the initial price of the drug Insulin Glargina in public 

acquisitions is of R$ 81.22; in an acquisition in the private market it is R$ 140.64. 
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 As shown below, the items Paracetamol, Prednisone, Losartan Potassium, 

Clarithromycin, Diclofenac, Simethicone, Ibuprofen, Progesterone, Risperidone and 

Naratriptan Hydrochloride have significantly higher prices than those found in the market, 

indicating that, despite the bidding process, it constitutes an efficient instrument for the 

purchase of medicines, there are situations in which the relationship between buyer and 

supplier is substantially unfavorable to the public administration. This results in significant 

amounts being spent on acquisitions that are clearly unfavorable to the public interest and, on 

the other hand, with disproportionate gains on the part of suppliers. In this context, the 

efficiency in the acquisition of medicines through the bidding process can be affected by the 

distortions caused by acquisitions with considerably unfavorable prices. 

 Table 05 shows the relationship between prices, in absolute values per item, obtained 

through the bidding process and those obtained by the market. It should be noted that, for the 

most part, the prices of drug purchases in bidding processes have prices well below market 

prices. However, situations of abnormal values are highlighted in the selected items. 
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Table 05 - Difference between absolute prices in Plic and Pm 

 

Source: Prepared by the author 

 

 Thereby, it is noted that the Plic ≤ Pme ratio is true. However, the bidding process 

allows situations of high deviations from the average prices usually used both in the market 

and in public acquisitions. Such deviations are relevant elements to be studied and dealt with 

in order to improve the governance mechanisms used in public administration aiming at 

achieving efficiency in the acquisition of medicines. 
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Analysis of transaction costs involved in the phases of bidding processes 

 

Bidding processes in which Pm were most advantageous 

 

The values calculated below through the attribution of weights to the unfolding  

inherent to the phases of the bidding process reveal the gradations of the values of the 

transaction cost index in each phase of these processes: 

 

Table 06 - Transaction costs index in situations where Market Prices (Pm) were more 

advantageous 

 

Source: Prepared by the author 

 

 Among the three phases analyzed, it is observed that, in the preliminary stage (CTac), 

that is, the planning phase, the public administration has expended efforts to adequately 

specify its needs and quantities. This observation was verified by the higher indices of 

transaction costs in this stage. On the other hand, the competitive phase (CTlic) is less 

expressive in the acquisitions studied in this part of the work, that is, the acquisitions in which 

the Market Prices (Pm) were more advantageous than those obtained through the bidding 

process. The following graph illustrates the values obtained through the transaction cost index 

identified in the three analyzed steps: 
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Graph 02 - Transaction cost index in situations where Market Prices (Pm) were more advantageous 

 

 

Source: Prepared by the author 

 

In the CTac phase, it is noted that the sub-item CTac2 - “acquisition of low quantity of 

items” - is an element present in almost all the bids analyzed in which the market prices were 

higher. This means that the correct and broadest possible estimate constitutes a competitive 

advantage to be exploited by the public administration and that the absence of exploitation of 

this advantage constitutes an element of transaction costs for public organizations, once it is 

linked to the execution of poorly planned bidding processes that are not very attractive to 

suppliers, and are therefore not very competitive. 

In the same sense, through the analysis of the data it was found that the majority of 

acquisitions took place due to the absence of bidding, as evidenced in the sub-item CTac3. 

Thus, it is identified that the quantity of items to be purchased and the type of bidding adopted 

are relevant elements in the negative results for acquisitions in the public administration. It is 

also observed that the supply of medicines in low quantity does not allow the public 

administration to obtain the advantage of economies of scale and that the acquisition through 

waiver of bidding contributes to the practice of prices that do not reflect those usually used in 

the market. This is due to the low attractiveness, as mentioned previously, and low disclosure 

of these bidding processes, since, in the bidding waivers, the stages of disclosure of bid 

notices and bid offers by suppliers are not carried out, as shown in Law 8,666/93. 
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In the CTlic phase, the development in the sub-item CTlic1 - “few participants in the 

bidding” - stands out, whose results revealed that, in most of the analyzed bidding processes, 

there was not due competitiveness, due to the characteristics of the bidding waivers in which 

the prices, according to Law 8,666/93, are obtained through 03 proposals from different 

companies and there is no bidding phase between a large number of participants, as in the 

electronic auction or other modalities. 

The observations contained in the sub-item CTlic1 are related to the sub-item CTlic4 - 

“high difference in prices in relation to those practiced in the market”. This is because the low 

participation of bidders in these acquisitions reduces the efficiency of the bidding process, 

since, if there are no other bidders in the dispute, the public administration has to accept 

proposals with high values to answer the needs of purchasing medicines, which in some cases 

they are characterized by the urgency in attending health treatments and in the provision of 

public health institutions. 

Based on the results of the transaction cost index analyzed, it appears that the most 

relevant elements for efficiency in bidding processes are present in the planning of 

acquisitions, by estimating quantities that enable the public administration to obtain gains of 

scale, in addition to use of electronic auction to the detriment of bidding waivers, in order to 

encourage the participation of a greater number of bidders. 

 

Bidding processes in which the Plic were more advantageous 

 

 On the other hand, when analyzing the bidding process in which the Plic were more 

advantageous, it can be seen that, among the three phases of the bidding process analyzed, the 

bids in which prices were lower in relation to the market had lower transaction costs present 

in phases different from those identified in the previous section. It is verified in these cases 

that they constitute better planned and executed acquisitions, once, for these acquisitions, the 

quantities of items were more adequately estimated, the acquisitions were made through 

auctions electronic and there were no objections to the notices. 

 

 Table 07 - Transaction cost index in situations where Bid Prices (Plic) were more advantageous 
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Source: Elaborated by the author 

 It is observed that, in the CTac phase, there were findings of elements of transaction 

costs only for the sub-item CTac4 - which deals with acquisitions in which the public 

administration carried out the bidding in isolation for the drug demanded, that is, without the 

grouping with other public administration needs to make the bidding process more global and 

more interesting to suppliers. Thus, it is also observed that, for these cases, there were higher 

rates of transaction costs in the sub-item CTlic1, indicating that, specifically for these bidding 

processes, the participation of suppliers was a little more restricted. 

 Notwithstanding this, the CTlic phase points to a greater participation of suppliers 

when compared to bidding processes in which prices were unfavorable to the public 

administration. In this case, the sub-items CTlic1 and CTlic4 stand out, in which, in the case of 

the first, it indicates the finding of high transaction costs when there are few participants in 

the bidding and, in the case of the second, the finding of transaction costs when the prices 

offered have a high difference in relation to those practiced in the market. This is due to the 

greater exposure to opportunistic behavior on the part of suppliers when there is not the broad 

competitiveness that is sought through the guidelines of the legislation that regulates the 

bidding process. 

 In the case of favorable bidding processes in item CTlic1, the total value was 0.2097, 

whereas, in unfavorable bidding processes, analyzed in the previous section, this index has a 

value of 0.4950. It is observed, therefore, that the difference in values indicates lower 

transaction costs due to the greater participation of suppliers in bidding processes favorable to 

public administration. Therefore, the sub-item CTlic4, has values of 17.5996 in favorable 

bidding processes and 36.2993 in unfavorable bidding processes, indicating that, in the first 

case, the bidding process has proposals with better prices in relation to the second case. 

 It is important to highlight that the sub-items CTlic1 and CTlic4 are related, since, the 

greater the participation of bidders in public purchases, the less likely the offer of bids with 
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high values in relation to those practiced in the market. That is, the lower the rate of 

transaction costs in CTlic1, the lower the rate of transaction costs in CTlic4. 

 It is noted, through the transaction cost index in the CTlic phase, that the number of 

participants in the bidding was higher, inhibiting the presentation of speculative proposals, 

that is, with remarkably high prices. It is also observed, in the bidding with favorable prices, 

that in the CTpc phase the public administration incurs higher transaction costs. At this stage, 

because the auctions are more rigorous in planning and executing the competitive stage, there 

is also more rigor in the definition of mechanisms for monitoring the contractual relationship 

with suppliers. This implies more rigor in the technical qualification requirements, in the 

establishment of punishments for the delivery of items that are not satisfied and in the stricter 

control in the quality of the purchased drugs. These findings are shown graphically below: 

 

Graph 03 - Transaction costs in situations where Bid Prices (Plic) were more advantageous 

 

Source: Elaborated by the author 

 

 Summarizing the comparisons between the bidding processes analyzed, the table 

below shows the differences between the transaction cost indices in the bidding processes in 

which Plic was more advantageous and in which Pm was more favorable. In general, it can be 

seen that the planning stage of the bidding has greater prominence in the comparison. It is at 

this stage that the quantity of items to be acquired and the modality adopted by the public 

administration for the acquisitions are defined. Thus, the option of waiving bidding has been 
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shown to be disadvantageous for the public administration, as it is a form of acquisition with 

low publicity for the demands to be answered and low competitiveness among suppliers. 

 Related to this, the bidding execution phase also stands out for the factors “number of 

suppliers” and “difference in prices offered in relation to the market price”. Tenders with low 

participation of suppliers favor opportunistic conduct on the part of companies, since, in this 

case, management tends to subject itself to higher prices due to the lack of other alternatives 

and the urgency in acquiring medicines and answer demands users of public health services. 

 

Table 07 - Comparison between the transaction cost indices 

  

Most 

advantageous 

Pm values 

Total Pm 

Most 

advantageous 

Plic values 

Total Plic 

CTac1 - There was a impeachment / suspension of the bid to 

answer clarifications about the term of reference 

(incomplete information or insufficient description of the 

agency's demand). 

0,0000 

111,3742 

0,0000 

8,2492 

CTac2 - Notice foresees the acquisition of a low quantity of 

items, indicating limitation in the purchase planning. 
54,9995 0,0000 

CTac3 - The acquisition took place through Bidding Waiver, 

indicating less competition between suppliers compared to 

the Electronic Auction. 

41,2500 0,0000 

CTac4 - The acquisition took place in isolation for the item - 

there was no grouping with other items demanded by the 

agency. 

15,1247 8,2492 

CTpc1- There are requirements for certificates of technical 

capacity and respective registration with a professional 

council or other accrediting institution (CRA, CREA, 

INMETRO). 

51,3315 

102,6619 

40,3326 

111,8304 CTpc2 - There is a contractual clause that provides for 

delivery time and punishment for possible non-compliance 

(items that cannot be discontinued). 

43,9978 47,6663 

CTpc3 - There is a need to do quality tests on the product 

provided by technical staff. 
7,3326 23,8315 

CTlic1 - There are few participants in the bidding, causing 

the probability of prices above the market average (score 

inversely proportional to the number of participants). 

0,4950 

36,7943 

0,2097 

27,7093 

CTlic2 - There were purely speculative proposals (without 

presenting the necessary requirements to participate in the 

bidding). 

0,0000 6,6000 

CTlic3 - There was a need to use differentiated treatment for 

micro and small businesses, according to Law 123/2006. 
0,0000 0,0000 

CTlic4 - There is a high difference in the proposals in 36,2993 17,5996 
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relation to the price practiced in the market (it indicates 

lack of clarity in the basic design of the contract and 

opportunism on the part of the supplier). 

CTlic5 - The bidding result was contested by appeal. 0,0000 3,3000 

Source: Elaborated by the author 

 

Discussion of results based on transaction costs theory 

 

It is observed that the purchase of medicines through the market has transaction costs 

resulting from monitoring the behavior of suppliers in order to avoid overprices, delivery of 

items with low quality, failure to meet deadlines, etc. However, on the other hand, it is 

observed that the production of these items would trigger transaction costs for the 

coordination of activities for this purpose. With this, there is the trade-off discussed by Coase 

(1937), wherein, for the object of study of this work, the decision of the public administrator 

tends to be for the acquisition of the items manufactured by third parties instead of the own 

production.  

 However, given the volume of acquisitions and the high values negotiated by the 

entire public administration, it is necessary to improve the integration between public 

purchases so that the potential for economies of scale resulting from the grouping of 

purchases can be exploited, given the weaknesses of the brazilian pharmaceutical market, 

pointed out by Gadelha (2012); Gadelha, Costa and Maldonado (2012) and Varichio (2017). 

Thus, a pertinent strategy would be the integration of several public organizations in the form 

of clans to centralize the acquisition of similar items and increase the bargaining power with 

the market, which is often monopolized. Such considerations must be taken into account by 

the public legislator to improve the legislation that regulates public acquisitions, such as Law 

8,666/93, Law 10,520/02, Decree 7,892/13 and other rules. 

 Another relevant point to be highlighted through the information gathered is the 

discrepancy between the values of the acquisitions between the items, as can be seen in the 

interpretation of graph 03 and in the analysis of the transaction cost index in the processes in 

which the market prices are showed more advantageous. With regard to this discrepancy in 

values, there is that informational asymmetry, in agreement with Hobbs (1996), Arkelof 

(1978) and Ribeiro (2003), influences the definition of prices and the percentage of discounts 

given in bidding bids. In this case, when the supplier does not have enough information about 
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the transaction to be completed, it tends to increase the price of the items to be supplied to 

avoid possible losses arising from obligations that were not clear at the beginning of the 

transaction. This is the case of poorly planned bids, the terms of which will be acquired are 

not properly specified. As a result, as discussed by Mello (2007) and Lamarão (2013), the 

supplier tends to raise its prices to mitigate any risks of having to fulfill obligations that were 

not clear at the beginning of the transaction or to protect against late payments. 

 Informational asymmetry is also an element present in acquisitions made through 

bidding waivers and, in this case, it is related to the fact that it is characterized by a form of 

acquisition in which there is no widespread disclosure of purchasing processes among the 

entire market. Unlike electronic auctions, in which the processes are widely advertised on 

specialized websites, in the bidding waivers the disclosure is restricted to those suppliers in 

which the administration quoted the price directly. These in turn, similar to the arguments 

dealt with by Arkelof (1978) and discussed in this work, tend to increase the values to 

maximize their profits, and, in this case, the public administration finds itself without the 

necessary information to adapt the prices to those practiced in the market. 

 The concepts of asset specificity and frequency of transactions, discussed by 

Williamson (1979), are applied in this work when it is verified that, in the acquisitions in 

which the public administration sought to group a larger number of items in the bidding 

process, there is a tendency to increase the number of suppliers for the competitive stage, 

since, in this case, bidding is more attractive to the market. In this case, the public 

administration incurs higher transaction costs in the CTac stage, that is, in the planning of the 

bidding, and in less costs in the CTlic stage, the competitive stage of the bidding. Thus, in bids 

where there was a greater focus on grouping items and making larger acquisitions, implying 

less specificity of the asset and higher frequency of the transaction, the bidding process 

proved to be more efficient. Thus, it is observed that the transaction costs related to the 

adequate and more rigorous planning of CTac bids, with a focus on grouping the largest 

possible number of items and attracting a greater number of participants, are configured as 

productive for the purpose of increasing the competitiveness among suppliers and obtain 

better prices. 

 It is noteworthy that, in the acquisitions in which the public administration sought to 

group the largest possible number of items and develop more robust purchasing processes, the 

element of uncertainty was present. In these cases, there was a need to monitor the behavior 
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of suppliers to ensure the quality of the products delivered and the establishment of penalties 

for non-compliance with contracts. Thus, the objective of the public administration was to 

make sure that the suppliers were properly served, revealing that not only are suppliers in 

situations of uncertainty regarding the fulfillment of obligations when negotiating with the 

public administration, but also, on the other hand, the purchasing party seeks to minimize 

uncertainty regarding the fulfillment of its demands. 

 It should also be noted, through the analyzes carried out, that the element of 

opportunism is a relevant factor in explaining the price distortions found. According to Maher 

(1997), opportunism must be taken into account in contractual relationships due to the 

undesirable effects caused by suppliers in order to maximize the fulfillment of their interests. 

In the case of medicine purchases, prices are noted in some situations with high distortions, 

leading to the mistaken perception that the entire bidding process is ineffective. Such 

distortions are associated with low competitiveness among suppliers, uncertainty regarding 

the behavior of institutions, as argued by Boehe and Balestro (2006) and the market 

restrictions pointed out by Gadelha (2012); Gadelha, Costa and Maldonado (2012) and 

Varichio (2017). 

 All of these factors contribute to an environment in which suppliers execute self-

interested strategies when answering the demands of public organizations. In this sense, the 

distorted prices of a minority of bidding processes tend to provide the perception that bids are 

inefficient. However, it can be seen in the present study that the acquisition of medicines from 

the analyzed sample is done efficiently through the bidding process, that is, it has better prices 

than those practiced in the market. 

 In order for the public administration to minimize the distortions in the prices 

obtained, it is necessary to give adequate treatment to the phases involved in the bidding 

processes, incurring some transaction costs to plan high volume bids, with wide publicity and 

participation of the supplier market and with the adequate monitoring of prices and quality of 

products delivered. 
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Final considerations 

 

 The purpose of this work emerged from the questioning about the efficiency of the 

bidding process, given the occurrence of situations in which the public administration makes 

acquisitions in many cases with prices higher than those practiced in the market. Allied to 

this, there is that the entire structure, mechanisms and work processes used in these 

organizations have costs to be operationalized. Thus, the main objective of the work was to 

"analyze the efficiency of the bidding process for the purchase of medicines under the SUS 

from the perspective of transaction costs, identifying and comparing the prices obtained in 

bids with those practiced in the private market". 

 It was found that the purchase process in public administration is marked by relevant 

aspects related to the elements of uncertainty, information asymmetry and opportunism. The 

uncertainty is due to the lack of exact prediction of how the agents involved in the 

transactions will behave throughout the process, and, in this sense, this element is present 

both on the part of the public administration, when using mechanisms brought by the 

legislation to monitor the conduct suppliers, as well as suppliers, when raising prices in some 

situations to compensate for risks of delay or non-payment for products supplied. 

Informational asymmetry is also noticed on both sides of the relationship, since, on the part of 

the supplier market, there are situations in which the public administration conducts bidding 

processes with little accurate information and not widely disseminated to the entire market, 

and, on the other hand, public administration may also incur incomplete information on the 

correct price of items when the market works in collusion with other suppliers to maximize 

profits. With this, there is the element of opportunism in commercial relations; this element is 

most noticed by the supplier market side through the estimation of distorted prices and self-

interested strategies resulting from the formation of oligopolies and situations in which the 

public administration has urgent demands for certain items. There is a relationship of capture 

of these public organizations by large corporations in the pharmaceutical market. 

 Despite the existing external transaction costs, involved in the contractual relationship 

between suppliers and public administration, and the internal transaction costs, involved in the 

planning and execution of acquisitions, the bidding process proved to be efficient, that is, with 

better prices than those market. The reservations are made in situations where there are great 

distortions in these prices and are noted in acquisitions made through bidding waivers and in 
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acquisitions of low quantity of items. In the cases of bidding waivers, there are situations of 

low competitiveness among suppliers, allowing opportunistic behaviors resulting from the 

high need to purchase items and the capture relationship of the public administration by 

specific suppliers. In the case of acquisitions in low quantity of items, there is the element of 

frequency of transactions as a trigger of disadvantageous prices for the public administration. 

In this case, prices rise in the market in order to offset the costs associated with participating 

in the bidding process. However, these situations did not occur in a generalized way in the 

researched sample, being observed that the majority of bids result in lower prices than those 

practiced in the market. 

 Thus, the analysis of purchases by the public administration must be worked from the 

perspective of institutional design approached by Ouchi (1980), Whittington and Dowal 

(2006) and also from the perspective of Gadelha (2012), in which, through a more between 

municipal, state and federal public bodies, the laws, legal instruments, information systems 

and work processes of public agents involved in the acquisition of medicines can be improved 

in order to conduct purchases in a grouped and coordinated manner, with the objective of 

confronting the opportunistic behavior of the market when in situations of oligopoly in the 

supply of these items. 

 The limitations of this research are in the sense that the sample was made only with 

medicines and only for the period of 2019. In addition, it is clear that the information 

provided by the public administration still needs to be improved and qualified, in order to 

allow deeper analysis of data related to bidding processes. 

 For future studies, it is suggested to analyze the nominal costs incurred in the 

execution of bids in face of the percentage of discounts obtained in these processes. With this, 

one could systematically point out the most expensive activities to be carried out by the public 

administration to reduce expenses. Allied to this approach, there is also the possibility of 

analyzing the results obtained in the bidding processes in comparison to the seasonality in 

which they are executed, since it is the practice of the public administration to release 

contingent budgets during the year for purchases at the end of the financial years. With this, 

there is a scenario of an increase in the number of bids published in the market in which the 

number of suppliers remains the same, that is, an increase in demand by management, without 

the consequent increase in supply by the market, resulting in processes empty or unattractive 

bids. 
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