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T

he state is responsible for
looking after over 67,000
children in England; that’s
about four children per primary
school in the UK. Reasons for the state
taking parental control go beyond the
common perception of the need to look
after orphaned or unwanted children. In
fact most looked-after children are from
either dysfunctional families, where they
are at risk of being abused or neglected,
or where the child is so difficult to
handle that parents cannot cope with
him or her. Children with severe learning
disabilities or emotional and behavioral
problems can put great stress on family

environments and get to the point where
parents allow the local authority (LA)
to take their child off their hands. So
for LAs, it’s not an easy job, however
these children have grown in number
by 1.2% over the past decade against
a population growth rate of 0.1%. This
has been attributed to both increased
incidence of family breakdowns as well
as society’s increased sensitivity to
looking after troubled children. The UK
has one of the highest rates of family
breakdown in the OECD, with 450 out
of every 1,000 children experiencing the
break-up of their parents before their
16th birthday.

More recently growth in children
looked after by LAs almost tripled to
3.1%, adding almost 8,000 children to
the roster, mainly due to the effect of
‘Baby P’. ‘Baby P’ was a 17-month-old
who died from abuse in 2007, despite
repeated visits by social services and
other state bodies. The public outrage
fallout of this was a permanent change
in social workers’ management of risk,
such that more children were taken into
state hands.
Historically the state has taken up the
responsibility to look after these children
in children’s care homes, hostels,
residential schools, or even in secure

Figure 1
Children looked after at 31st March by type of placement
‘000s, England
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Sources: Children Looked After by Local Authorities in England 2012 Department for Education
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Figure 2
INCREASING IMPORTANCE OF INDEPENDENT SECTOR PROVIDERS
Foster placements at 31 March by provider type, ‘000s England
CAGR
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Figure 3
COMPARATIVE COSTS OF CHILDREN’S SERVICES
£ per week, 2011-12
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units. However none of these settings
replicates a normal home environment
and it is well known that these nonfamily settings lead to children
developing a variety of problems later
in life. To remedy this, there has been
a push in the last decade to look after
children in family environments, either
through fostering or by putting children
up for adoption. Adoption typically
only works well for babies and toddlers;
finding parents for children after the
age of five is more difficult. Therefore
fostering has become the standard for
looking after children from ages six
to16. For difficult children, finding
foster parents is also difficult, and many
of them end up being placed in care
homes or secure units.
There are over 50,000 fostered children
in England and this number has grown
2.5% per year over the past decade. The
‘Baby P’ effect has seen this growth
56

increase to 4.6% over the past few years.
In fact, fostering has taken up much
of the increased demand for looked
after children post ‘Baby P’ (figure 1).
Fostering has grown in importance over
time. In 1990, 57% of LA children were
fostered, compared with over 75% today.
As the fostering market has grown,
most of the additional volumes have
been taken up by independent fostering
agencies (IFAs) than by LAs themselves
(figure 2). In this model, LAs contract
with private agencies for the provision
of foster care. These agencies recruit and
train the foster parents, provide respite
cover, and deal with placement issues, in
exchange for share of what the LA pays
for the entire length of the placement.
Typically, foster parents receive 5560% of the LA fee each week, with the
remainder kept by the agency. Despite
this fee, fostering is substantially less
expensive than a children’s care home,

being circa £800 per week compared
with £3,000-£4,000 per week for a care
home. Furthermore, what independent
fostering agencies do in recruitment,
training, and maintenance of foster
parents, can be money saved from LA
operational budgets. Fully loading LAs’
‘own provision’ fostering fees (i.e. fees
that go direct to foster parents) with
their overheads, gives us a figure very
similar to that of a private agency (figure
3), despite their less complex case mix.
What makes a good fostering agency?
What makes one agency more profitable
than another? One of the hardest and
most important attributes is the ability
to recruit carers. Finding foster parents
for young or well-mannered children
is fairly easy, and LAs tend to try to
do these themselves. However, finding
foster parents for difficult children is
daunting or in some cases impossible,
due the challenging behaviors of these
HealthInvestor • March 2013

Once overheads and
central costs are included,
and case mix taken into
account, typical LA costs
would be closer to IFAs

‘Non-statutory’
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* Estimate for England of what a week of foster care in 2009 should cost, inflated using GDP deflator.
** Assumes the cost of fostering by relatives and friends is borne by LAs
Source: Unit Costs of Health and Social Care 2012 PSSRU; Update to the Cost of Foster Care 2010 Fostering Network; Children Looked After by
Local Authorities in England 2012 Department for Education; s251 Budget Outturns Department for Education; Candesic analysis
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Figure 4
Market share by placements with independent
fostering agencies*
%, England, 2012
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children which most foster parents are
not prepared to put up with. This is why
LAs tend to ‘outsource’ difficult foster
placements to independent agencies.
The better agencies do better PR,
more tailored marketing, utilise social
networks, and convey a more compelling
message to potential foster parents.
They also train their carers well. Most
placement breakdowns happen when
parents reject the child as being too
difficult. Properly trained foster parents
who are supported by social workers
and respite staff (also provided by good
private agencies) have reduced levels
of placement breakdowns. Really clever
agencies promote the setup of local
cluster support groups, whereby foster
carers living near each other support
58

each other in times of stress and meet
regularly to share experiences and best
practices, all at a minimal expense to the
agency.
The independent fostering agency
market is becoming consolidated. The top
10 providers already account for half of the
independent market (figure 4). And there
are still synergies to be had. Recruitment
marketing, training curriculum, skills in
foster carer selection (i.e. identifying who
will be long term foster parents to difficult
children), and tried and tested common
operating procedures are all things that
benefit from scale, and larger agencies
just do them a lot better. Even the largest
LAs cannot compete with the skills and
expertise of the larger IFAs, who have
experience across dozens of LAs.

In the future, LAs are likely to continue
to exit provision of more complex cases,
placing much of the burden of this
segment on IFAs. However, IFAs can take
advantage of this. New models of foster
care are emerging that are focused on this
group; models which offer an opportunity
for IFAs to move up to offering more
clinical, and potentially profitable,
fostering placements. There are two such
opportunities worth mentioning:
Therapy-led foster care
This ‘clinical’ care model can be employed
in fostering by supporting carers with
talking therapies and engaging children in
the same activities they would encounter
in specialist residential care (e.g. life story
work).
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Multidimensional treatment
foster care (MTFC)
Very intensive intervention, designed
to tackle emotional and behavioural
difficulties and piloted by 18 LAs
in England (originated in Oregon),
enabling foster care of children who
would normally be in a care home.
Loughborough University estimated
the relative cost of MTFC versus other
types of placement and, very roughly,
concluded six months in MTFC cost

£69,000, versus £61,000 for a child
with similar needs in an a standard IFA
place, compared with £119,000 in an
independent residential and £162,000
in a LA residential care home.
They also found ‘downstream’ savings
– the effectiveness of MTFC seemed to
suggest that the children went on to
more stable placements and required
fewer additional services (e.g. Child &
Adolescent Mental Health Services and
youth justice). Once these benefits are

more widely known, commissioners will
send more and more children at higher
fee rates to prepared IFAs.
For investors, there is still time to
make money by consolidating the
market, however, whoever they do
buy, they must ensure they enable
and expand their offering to capture
a new part of the market as it moves
into looking after more and more
difficult children in a fostering
environment. n

Dr Leonid Shapiro is the founder and managing partner of Candesic, a
healthcare and social care strategy and commercial due diligence firm serving
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