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10 Reasons Why
Organisations Make

Mistakes When Outsourcing
Outsourcing has led to significant commercial and operational problems

The list of major outsourcing failures is exten-
sive and demonstrates that many organisations 
are guilty of developing and implementing sub-
optimal make-buy strategies.

The following provides three case examples 
where outsourcing has led to significant com-
mercial and operational problems.

The NHS’ NPfIT project has seen estimated 
overruns of £7.6bn, inherent security prob-
lems, medical staff unhappy with proposals, and 
deadlines going out of the window. EDS, Fujitsu, 
CSC and Capital Care Alliance are amongst the 
names taking the blame.

Cable & Wireless outsourced global IT services 
to IBM. 14 months later a benchmarking process 
revealed an overcharge of £115m for UK opera-
tions alone. The dispute between C&W and Big 
Blue went all the way up to the High Court be-
fore being settled in an ‘amicable resolution’, but 
this meant that C&W could not insource again 
until after the agreement had expired.

The UK’s Department of Work and Pen-
sions outsourced its IT to Microsoft and EDS. A 
worker decided to upgrade his desktop to Win-
dows XP, but accidentally applied the changes to 
the entire network of 80,000 computers which 
all crashed. This is widely regarded as the worst 
computer crash in UK government history.

This short blog highlights the following 10 com-

mon reasons why organisations appear to make 
such mistakes when outsourcing:

1. A lack of a robust and rigorous make-buy 
methodology that is consistently used by all 
staff throughout an organisation, with indi-
vidual managers developing their own idi-
osyncratic approaches.

2. A failure by managers at all levels within or-
ganisations to be trained in the basic princi-
ples of commercial exchange.

3. A failure to understand pre- and post-con-
tractual power and leverage, and its rela-
tionship to moral hazard and lock-in.

4. Short-term decision-making that is focused 
primarily on financial headcount reductions 
and/or operational cost reduction, without 
consideration for the long-term strategic and 
operational consequences of this.

5. A lack of cross-functional participation by all 
relevant managers and functions within the 
organisation.

6. Decisions being made to protect or defend 
standard operating procedures and historic 
“turf” boundaries unrelated to a strategic or 
tactical understanding of value add in the 
business.

7. A lack of iterative review of past outsourcing 
decisions, with a view to a flexible approach 
to re-insourcing or re-outsourcing past deci-
sions.
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8. A failure to monitor market and supply chain 

circumstances externally once outsourcing 
has been undertaken.

9. A failure to create proactive sourcing mecha-
nisms to drive continuous performance im-
provement by the supplier once outsourced 
contracts have been awarded.

10. A failure to create a robust exit strategy be-
fore entering into any outsourcing relation-
ship.

Many companies think about make-buy issues 
infrequently and this leads managers to devise 
their make-buy (insource-outsource) methodol-
ogies on the spur of the moment. These are nor-
mally informed by a common-sense understand-
ing of the key issues, but often without a proper 
understanding of the keys questions that must 
be asked about post-contractual moral hazard 
and lock-in.

Indeed, in over 30 years of working with public 
and private sector organisations it is very unu-

sual to find those that have a rigorous and ro-
bust make-buy methodology that it is taught to 
all aspiring senior and middle managers in the 
business.

Many current make-buy decisions appear to be 
made in order to massage quarterly or annual 
returns by finding short-term cost reduction op-
portunities, without any real understanding of 
the medium to long-term post-contractual risks 
being entered into.

This is compounded by the fact that the deci-
sions are often made by senior managers, who 
lack a basic understanding of the principles of 
commercial exchange, and who have decided 
what the answer is before the review is under-
taken.

Such managers often decide to exclude from the 
decision-making process those with the neces-
sary commercial knowledge, who are often the 
very managers who will be operationally respon-
sible for managing any subsequently outsourced 
business relationships.
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