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Adoption, particularly adoption out of foster care, has not been
well studied within the field of economics. Researchers may avoid
this topic because the adoption market greatly deviates from a typi-
cal market, and the system and data collection are highly fragmented,
with relatively little federal coordination. Rubin et al. (2007) and
Thornberry et al. (1999) show that instability in foster care place-
ments produces negative welfare outcomes, and Hansen (2006),
Barth et al. (2006), and Zill (2011) demonstrate that adoption out of
foster care is socially and financially beneficial. Yet, children waiting
to be adopted out of foster care are in excess supply, which has been
exacerbated in recent years. I hypothesize that this is, in part, due to
misaligned incentives of government officials and the contracted fos-
ter care agencies. I show that earnings are prioritized over ensuring
permanent child placement, which hinders the potential for adop-
tion, and government oversight fails to correct such iniquities
because of career interests.

Landes and Posner (1978) are the first to reference adoption agen-
cies’ misaligned incentives, though only briefly. Gronbjerg, Chen,
and Stagner (1995) and Zullo (2002, 2008a, 2008b) discuss private
agencies” use of leverage to win contracts and the prioritization of
earnings over permanency outcomes. This article provides an
updated evaluation of the role of incentives, and, drawing on

Cato Journal, Vol. 41, No. 1 (Winter 2021). Copyright © Cato Institute. All rights
reserved. DOI:10.36009/CJ.41.1.7.

Isabella M. Pesavento is a Business Analyst with McKinsey & Company. She
thanks John Welborn for comments on earlier versions of this article.

139



CATO JOURNAL

references to rent-seeking behavior and public choice theory, dis-
cusses how the interplay between contracted agencies and corre-
sponding government officials” incentives hinders adoption out of
foster care. First, I briefly characterize the market setting. Next, I
analyze each party’s incentives, and, finally, I conclude with a discus-
sion of limitations and policy implications.

Characterizing the Market

While adoption is not frequently characterized in the context of a
market, in its most basic form, adoption constitutes a transaction,
with the “good”—the child—being transferred from the “supplier”
the foster care agency—to the “demander”—the parents.
Government is a strong intermediary to help ensure the protection of
child welfare (Moriguchi 2012).

The Supply Side

Children are placed in the foster care system either voluntarily,
when parents who are unable to care for their child surrender their
parental rights, or imvoluntarily, by court order in the case of abuse or
neglect. For this reason, the children in foster care come dispropor-
tionately from troubled families. Although the total number of peo-
ple under the age of 19 has not changed significantly in the last five
years, the number of children in the foster care system has increased
(Miller 2020). Neglect is the most common reason for the child’s
removal (62 percent), but the opioid epidemic has become an
increasingly important factor. Drug abuse accounts for 36 percent of
the removals (USCB 2019a), though it is higher in some states,
including Ohio, where it is estimated to be 50 percent (Reynolds
2017). If a child remains in foster care for 15 of the most recent 22
months, or if the state deems the parents unfit for guardianship
(Children’s Bureau 2017), then the agency no longer aims to reunify
the child with previous guardians; instead, parental rights are perma-
nently terminated and the child becomes classified as “waiting to be
adopted” (Bernal et al. 2007). The children will wait, on average, four
years for adoption (USCB 2019a).

Currently, over 125,000 children in foster care await adoption
(USCB 2019a). This “excess supply” has increased 25 percent
between 2012 and 2018 (see Table 1), and for the past decade only
about 50 percent of the number of children waiting for adoption
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TABLE 1
FOSTER CARE NUMBERS AT A GLANCE
2012 2014 2016 2018
In foster care on 397,122 414,259 434,168 437,283

Sept. 30 of the FY
Waiting to be adopted 101,666 109,951 116,654 125,422
Adopted 52,039 53,555 57,238 63,123

SoURCE: Adoption and Foster Care Analysis and Reporting System.

actually do get adopted each year (USCB 2019b). Legislation has
tried to promote reinstatement of birth parents’ rights as a way to
address this glut, but a steady increase in legal orphans aging out of
the system has persisted (Taylor Adams 2014).

The Demand Side

Parents who adopt out of foster care are frequently characterized
as having “a big heart and limited resources” (Bernal et al. 2007).
Among these parents, 86 percent were found to be motivated by
altruism (i.e., to provide a permanent home for a child) and 39 per-
cent by infertility (multiple answers allowed in the survey). Parents
often select foster care over other adoption venues because it is less
expensive; concordantly, foster care adoptive parents typically come
from lower income backgrounds (Bernal et al. 2007; Bethmann and
Kvasnicka 2012).

Government Intermediary

Each state runs its own foster care system independently, though
many rely significantly on federal funding through block grants,
particularly Title IV-E of the Social Security Act (Taylor Adams
2014). Additionally, state governments have increasingly turned to
private, often nonprofit organizations to be able to provide the full
array of services needed, and thus the state-governmental role is
primarily to set policy and provide oversight of private agencies
(Krauskopf and Chen 2013). The contracts with private agencies
vary widely, though they frequently stipulate some sort of fixed
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amount of reimbursement per day or month per child in care
(USDHHS 2008). Most states give priority to relatives and current
foster parents who are looking to adopt (Ledesma n.d.), because
states increasingly view foster care as a steppingstone to adoption
(Adoption Exchange Association n.d.).

Value of Adoption Out of Foster Care

It is well documented that adoption is an extremely valuable out-
come for children in foster care. Placement instability among foster
care homes has been shown to have a significant negative effect on a
child’s well-being and future success (Rubin et al. 2007; Thornberry
et al. 1999). Further, there is mounting evidence that quality parent-
ing is extremely important for success at each stage of life (Reeves
and Howard 2013; Kalil 2014), and that parenting need not be pro-
vided by a biological parent to achieve the same outcomes (Lamb
2012). Finally, Hansen (2006), Barth et al. (2006), and Zill (2011)
have shown that adoption from foster care produces better future
welfare and financial outcomes for both the child and society; com-
pared to children who remain in foster care, children who are
adopted out achieve better outcomes with regard to education,
employment, criminal and disciplinary records, and social skills,
among other categories. Adoption provides the government a net
savings of $143,000 per child, and each dollar spent on the adoption
yields $2.45 to $3.26 in benefits to society (Hansen 2006).

Evaluating Incentives

Given that the choice to adopt a foster child ultimately reduces
the government’s fiscal burden and improves child and community
outcomes, Hansen (2006) regards foster care adoption as a “posi-
tive externality.” Accordingly, it seems logical that parties involved
in the market should promote this transaction. It is in the child’s
best interest to be placed in a “foster-to-adopt” home as early as
possible during their time in the system (Ledesma n.d.). Further,
given that foster care parents themselves comprise 78 percent of
nonrelative foster care child adoptions (USCB 2019a), placing a
child in a safe and caring foster care family is of the utmost impor-
tance to promote ultimate adoption. However, it is clear that the
current system does not optimally support adoption, as only half
the number of children awaiting adoption are actually adopted
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(USCB 2019b) and children are increasingly aging out of the sys-
tem (Taylor Adams 2014).

Contracted Agencies: Earnings Focused

Many agencies incentives conflict with child welfare and place-
ment permanency goals. Zullo (2008a) suggests that privately con-
tracted foster care agencies make decisions based on financial
interests rather than child welfare. These agencies, whether for-
profit or nonprofit, are typically paid per child in their care (USD-
HHS 2008). Therefore, each foster parent represents potential
revenue (Zullo 2002) and many agencies provide bonuses to incen-
tivize their workers to bring in more parents (CFUSS 2017). This
means there is little incentive to reject inappropriate foster fami-
lies, investigate concerns, or do anything that might cause the child
to leave their program (Zullo 2002; Blackstone and Hakim 2003).
In fact, on the contrary, Hatcher (2019) cites contract documents
between the state and private foster care agencies that illustrate
leadership officials sorting children not based on their needs but
rather on how much revenue they can generate. As Zullo states,
“What happens is the lives of these children become commodities™
(Joseph 2015). As a result, private providers do not spend adequate
time and resources on efforts to achieve permanent placement for
children (Zullo 2008b).

In 2014, the Mentor Network was a leading provider of human
and foster care services, operating in 36 states (CFUSS 2017). In
2015, BuzzFeed News and Mother Jones released a series of reports
that suggested that Mentor placed children with neglectful and
physically/sexually abusive foster care families as a way to boost prof-
its. Former Mentor staffers stated, “The success of the program is
defined by how many heads are in bed at midnight” and, “The bot-
tom line is a dollar, not a child’s well-being” (Joseph 2015). Another
former employee admitted, “I became a machine that cared about
profits. I didn’t care about kids” (Roston and Singer-Vine 2015).
Mentor, like half of surveyed agencies, receives almost 100 percent
of its revenue from the government (CFUSS 2017: 7), yet it main-
tains profit margins in some states (Alabama, Ohio) as high as
31 percent and 44 percent (Roston and Singer-Vine 2015). Mentor’s
profit-oriented practice is not an isolated incident; in fact, a Florida
agency publicly reports its techniques to “score” foster children to
maximize revenue. And in a Maryland assessment report,
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MAXIMUS, Inc., which has operated in 25 states, refers to foster
children as a “revenue generating mechanism” (Hatcher 2019).
Nevertheless, Mentor’s scathing media coverage prompted the
Senate Finance Committee to investigate privatization within foster
care, using Mentor as a case study for the broader industry. It found
that Mentor falsely reported that its death rate of children in its fos-
ter care system was in line with the national rate, when, in fact, it was
42 percent higher (CFUSS 2017: 24). The U.S. Senate Finance
Committee found this report to be “inaccurate and misleading”
(CFUSS 2017: 23) and found other reports to be ripe with inconsis-
tencies, missing or inaccurate information, and “diagnostically
implausible conditions” (CFUSS 2017: 22). Further, private for-
profit agencies “too often failed to provide even the most basic pro-
tections” or to recognize and prevent dangerous conditions ex ante
and ex post (CFUSS 2017: 2). With regard to both nonprofit and for-
profit foster care agencies, the Committee ultimately concluded that
“profits are prioritized over children’s well-being” (CFUSS 2017: 1).

Contracted Agencies: Rent Seeking

Mentor and other private agencies participate in rent-seeking
behavior, which is defined as efforts to change laws and regulations in
order to privilege one group over another (Dudley and Brito 2012).
This practice enables the agencies to acquire and maintain their foster
care contracts, which extends their hold over the industry. According
to the U.S. Department of Health and Human Services, analysis of the
private agencies’ contracts shows they are often “extremely lengthy,
unduly complicated, and overly focused on details that [bear] little
relationship to the critical issues that [need] to be addressed”
(USDHSS 2008). Regulations with a high level of complexity have
been found to reflect a high level of rent-seeking activity (Bessen
2016), so it stands to reason that the same may be the case here.

Lobbying and developing close relationships with government
leadership is significant to many companies’ success in this industry.
In the decade prior to the Senate Finance Committee investigation,
Mentor spent $1.6 million on lobbyists. Moreover, given that the two
highest ranking officials on the Committee were Orrin Hatch (chair-
man) and Ron Wyden (ranking member), it is no coincidence that
Mentor hired lobbyists with close relations to the two officials:
Makan Delrahin, Hatch’s former adviser, and Josh Kardon, Wyden’s
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former chief of staff, who was previously described as the senator’s
“alter ego” (Roston 2016).

MAXIMUS, Inc., has a similar history of lobbying for contracts in
Los Angeles. The company’s relationship with the county began in
the mid-1980s, yet it has frequently fallen short of its contractual obli-
gations. In 2007, an assessment of MAXIMUS’s performance identi-
fied failures in five of eight performance categories mandated in their
contract. When its contract was at risk of expiring without renewal in
2008, it donated the maximum amount allowed to reelect the county
supervisors (who are in charge of renewing foster care contracts,
including MAXIMUS?s). This tactic had been successful in 2000,
when it donated $25,000 (circumventing campaign finance limitation
rules) to a supervisor’s political cause; consequently, the supervisor
broke from his traditional voting record and supported MAXIMUS’s
contract. In 2008, the company spent $124,000 on lobbying, which
was the second highest amount any company spent on lobbying in
that area. The lobbyists it hired had close ties to the supervisors: one
was a supervisor’s son and another was his former political consultant
(Therolf 2008). MAXIMUS still works for Los Angeles County, with
its most recent contract beginning in 2017 (County of Los Angeles:
Department of Public Social Services 2016), despite the tragic and
highly publicized death of Gabriel Fernandez in 2013, which exposed
serious system flaws (County of Los Angeles, Department of
Children and Family Services [DCFS] 2020).

In another example, a lobbying incident in North Carolina also
jeopardized child welfare. There is nearly universal agreement that
group home utilization should be limited, as it is more costly and pro-
duces worse welfare outcomes (Wulezyn et al. 2015; Shatzkin 2015;
Barth 2002; Dorzier et. al 2014). Connecticut and Rhode Island have
reduced their usage of group care by as much as 20 percent, but
North Carolina remains unchanged, which indicates to Richard
Wexler, executive director of the National Coalition for Child
Protection Reform, “that their group home industry is too powerful”
(Wiltz 2019). In 2016, Congress considered a provision within a
larger bill that would limit funding to group homes. In response,
Baptist Children’s Homes of North Carolina (BCH), one of North
Carolina’s largest contracted providers of group homes, which
receives nearly $5,000 per month per teenager it houses (Wiltz
2019), called on North Carolina legislators, particularly North
Carolina Senator Richard Burr, to strip the provision (Baptist
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Children’s Homes 2016). As a result of BCH’s outcry, Burr blocked
the provision, and thus the entire foster care reform act was stripped
from the bill (Wiltz 2019).

Finally, spending time, effort, and money to develop relationships
with the relevant government agencies, as typical of rent-seeking
behavior, is critical to the success of these private agencies.
Gronbjerg et al. (1995) suggest that to win contracts, providers are
incentivized to use connections and influence to form a relationship
with the government, and this leverage may ultimately overshadow
market forces. Mentor itself recognizes this behavior, saying they
“rely in part on establishing and maintaining relationships with offi-
cials of various government agencies, primarily at the state and local
level but also including federal agencies” (Roston 2016). Mentor,
based in Boston, is infiltrated with Massachusetts ex-government
officials who may be able to forge these connections: their chief mar-
keting officer held many positions in the state government, most
recently as treasurer (Roca n.d.), and the chair of the board was on
the Senate Ways and Means Committee (Mass Inc. n.d.). The com-
pany spokesperson worked for the governor (Roston 2015), and the
chief human resources officer is married to Senator Thomas McGee,
head of the state Democratic party (Mentor Network n.d.).

Sequel, a private for-profit foster care business contracted by
Oregon, also relies heavily on relationships. Marketing executives
created a strong relationship with Glenda Marshall at Oregon’s Child
Welfare: they would invite her staff for dinner and she would send
them cookies, among other practices (Dake 2019). Despite rising
concerns and indiscretions with Sequel’s child safety voiced nation-
wide and directly from Oregon state senators Kim Thatcher and Sara
Gelser, Child Welfare leaders still signed a $14.2 million two-year
contract extension, and Marshall assisted Sequel to expand its facili-
ties further into Oregon (ibid.).

Nonprofits

Critics may suggest that these aforementioned issues largely arise
with for-profit businesses like Mentor and Sequel, and instead the
government should only contract with nonprofits. A nonprofit busi-
ness model theoretically could mitigate the profits-before-welfare
mindset exhibited by for-profit businesses. However, given the
recent indiscretions of some nonprofit foster care agencies, it is not
clear that these businesses actually better utilize funds to promote
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welfare than do the for-profits. For example, Oregon previously
contracted with nonprofit Give Us This Day to support foster care
services. Between 2009 and 2015, the organization founder, Mary
Holden Ayla, stole approximately $1 million of the federal funds the
organization received. According to the Federal Bureau of
Investigation report, funds chronically ran short from this organiza-
tion; employees would race to the bank on payday only to have their
paychecks still bounce, and when faced with a lack of food in the
homes the organization supported, Ayla simply told employees to uti-
lize the food offered at food banks. Ayla did not even have her own
bank account, but rather used the Give Us This Day account to pay
for her personal expenses, including payments to luxury retailers,
spas, her home mortgage, or vacation travels. All of these indiscre-
tions occurred without any state oversight (Federal Bureau of
Investigation 2019).

In a similar way, numerous other nonprofits have misappropriated
funds. For example, Children’s Trust Fund, a nonprofit contracted
by Los Angeles, requested government funds for children it did not
even have in its care, and it funneled financial and nonmonetary
donations to a personal account rather than to the DCFS as
instructed (County of Los Angeles: Department of Auditor-
Controller 2017). Child Link, a nonprofit contracted by Chicago,
misused government funds for charges such as staff meals, traffic
tickets, membership to a private social club, a $1,000 outing to a
White Sox game, and a $6,000 Christmas party. These charges were
made despite explicit rules dictating that state dollars could not be
used on these types of expenses. Child Link was investigated at the
urging of the state inspector general, and it marks the first time in six
years that the Chicago DCF'S actually conducted an extensive audit
of one of its private partners (Gutoswki 2019).

Finally, in several states that do not allow or do not prefer to con-
tract with for-profit agencies, a nonprofit agency may win the public
contract and then subcontract out the services to for-profit agencies.
This practice occurred in Illinois, which allowed Mentor (a for-profit
agency) to effectively run state foster care services through a non-
profit front called Alliance Human Services, Inc. In this instance, the
state inspector general investigation found that rather than working
for the best interests of the children and families, the agency staff
“cultivated a culture of incompetence and lack of forthrightness,”
and ultimately that “the absence of good faith demonstrated by the
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private agency undermined any faith the department or the public
would be able to place in the organization” (Kane 2015: 124).
Despite these findings, among others, as well as a strong recommen-
dation for the Illinois DCF'S to terminate contracts with this agency,
the DCFS still indicated a preference to work with this provider
moving forward (Roston 2015).

Government Inaction

Bureaucratic leadership is complicit in allowing these behaviors to
occur, which, in part, may serve to encourage these agencies’ indis-
cretions further. These officials may fail to provide adequate over-
sight and discipline out of interest in attaining acclaim, money, or
career success. As a result, children can be placed with unsuitable
families, which prevents the opportunity for them to form a good
relationship with their foster parents that could ultimately lead to
adoption. This line of reasoning is concordant with public choice the-
ory, which recognizes that government officials are driven by self-
interest, and thus they work to maximize their own private interests
rather than public interest (Dudley and Brito 2012).

There is widespread evidence that state oversight agencies are
aware of neglectful or failing contracted agencies, but government
leadership takes little action to end the contract, impose conse-
quences, or improve the situation. For example, in a 2018 New York
Department of Investigation report, auditors found that 21 out of
22 contracted foster care providers fell short on the federal maltreat-
ment guidelines, and 19 out of 22 fell short by more than double; the
lowest three providers scored 2, 19, and 10 out of a possible 100 for
maltreatment, and 47, 50, and 55 (out of 100) for safety. The
Administration for Children’s Services (ACS) recognized that these
were “very bad scores,” but did not regard any scores as “failing,”
and typically took no action to address performance issues (Peters
2018: 8). Actually, the ACS renewed contracts with all foster care
providers without instituting any additional performance or safety
standards (Peters 2018).

In Oregon, a 2018 audit found that the Department of Human
Services (DHS) compliance staff noted concerns and recommended
not to renew the license of the contracted agency Give Us This Day
in 2005, 2009, and 2014. Instead, DHS leadership continued to
extend the contract until 2015, when the Department of Justice
forced the provider to cease operations. The auditors noted that
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Oregon DHS and Child Welfare suffer from “chronic and systemic
management shortcomings that have a detrimental effect on the
agency’s ability to protect child safety,” with managers completely
unwilling to take responsibility for shortcomings, even within the
program they directly oversee (Richardson and Memmott 2018).

In Oklahoma, the reviewers found that while the Oklahoma DHS
itself had admitted serious accuracy issues with their reporting, staff
had only taken “the most limited steps” to address them (Miller
2011: 2). There was a “lack of leadership, accountability, and there
[was] no clear vision of the agency’s priorities” (ibid.). While in some
ways this lack of oversight may be confounded or exacerbated by a
lack of resources, in many cases, as in New York (Stein 2016) and
Texas (United States District Court: Southern District of Texas
2015), investigative superiors have explicitly stated that failed over-
sight was not due to budget issues.

Revolving Door

This inaction reflects weak prioritization of child welfare. In fact,
when the Senate Finance Committee requested information from all
50 states for their 2017 investigation, 17 states never responded to the
request; the lead senator on the committee reacted by saying, “It's
kind of like some of these managers in states just consider protecting
the children an afterthought, not a priority” (Grim and Chavez 2017).
Instead, leadership’s priority may be personal career interests, as evi-
denced by the history of a “revolving door” between government and
the private sector in this industry, which has been documented in
other areas (Tabakovic and Wollmann 2018; Blanes-i-Vidal, Draca,
and Fons-Rosen 2012; Cohen 1986). In order to encourage a future
job possibility at a private agency, it is in the best interest of govern-
ment leaders to award contracts and minimize discipline of private
foster care agencies.

Many directors” tenure forcibly ends due to ethical violations or
failed oversight, but in the case of those who voluntarily resign, many
leave to work at a contracted foster care agency. For example, when
Mentor was founded, its chief customer was Massachusetts Division
of Youth Services (DYS), headed by Edward Murphy. Murphy soon
abdicated that position to become chief executive officer (CEO) of
Mentor (Roston and Singer-Vine 2015). Bruce Naradella took over
for Murphy at Massachusetts DYS, before then also taking over for
Murphy as CEO of Mentor (United States Securities and Exchange
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Commission 2018). In Los Angeles, David Sanders and Jackie
Contreras, two DCFS directors within the past decade, both
resigned to work at Casey Family Services, a private foster care
provider (Casey Family Programs n.d.; Council of State
Governments 2020). In fact, the current Casey CEO used to be com-
missioner of the New York ACS, and the executive vice president of
Child and Family Services was executive director of the Colorado
DHS (Casey Family Programs n.d.). In Georgia, over the last decade,
two of the DCFS directors have left to work at private foster care
agencies: Ron Scroggy at Together Georgia (Together Georgia
2017), and Virginia Pryor also at Casey (Los Angeles County
Department of Children and Family Services n.d.).

Deflecting Criticism

Even without the suggestion of a “revolving door,” it seems clear
that there is a desire of government leadership to deflect criticism,
which at the very least suggests that officials are more concerned
about their reputation than addressing welfare issues. In the
Oklahoma audit, the reviewers stated, “there is evidence that senior
managers have massaged these reports to make the numbers look
better” (Miller 2011: 26), and that their quality control standards are
monitored as to whether the reports “look like they will work”
(Obradovic 2011: 3). In Los Angeles, an independent review rea-
soned that the DCFS’s extensively inconsistent classification of child
deaths may be precipitated by incentives to deflect criticism (Office
of Independent Review: Los Angeles County 2010). While the Los
Angeles DCFS director said the inconsistencies were honest mis-
takes, a superior stated that “there are some reasons to believe that
this is not just an accidental disconnect” (Zev Yaroslavsky: Los
Angeles County Supervisor 2010). In 2015, a Texas judge presiding
over the state foster care system ruled that the system was unconsti-
tutional because it violated the 14th amendment right to be free from
harm caused by the state (USDC: SDT 2015). Recently, the judge
called the state’s inaction to improve the unconstitutional system
“shameful” (Morris 2019). Further, with regard to its communication
with her since 2015, she stated, “I cannot find DFPS [Department of
Family and Protective Services] to be credible at any level” (ibid.).
The judge is now choosing to rely only on court-appointed monitors
to convey progress updates. Finally, former Georgia senator Nancy

Schaefer has published public remarks stating: “I believe Child
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Protective Services nationwide has become corrupt and that the
entire system is broken almost beyond repair. I am convinced parents
and families should be warned of the dangers” (Schaefer 2007). She
describes Georgia’s DCFS as a “protected empire” and refers to
them as “the ‘Gestapo’ at work” (ibid.).

Limitations and Policy Implications

In sum, private foster care agencies contracted by the state are
financially incentivized to keep children in their care, no matter if
conditions are unsafe, rather than prepare the child for adoption.
They exhibit rent-seeking behavior to win and maintain contracts,
which extends their hold on the industry. Government agencies pro-
vide little oversight, which may encourage this behavior further. As
predicted by public choice theory, officials are more strongly moti-
vated to protect their reputations and develop their careers than to
discipline these agencies. As a result, foster care adoption has suf-
fered; the number of children waiting for adoption has increased by
25 percent since 2012, and only about half of the number of children
waiting for adoption actually do get adopted each year (USCB
2019b).

It is important to recognize limitations of this work. First, a few
other documented factors also contribute to why adoption has not
been optimally supported. Demand from parents to adopt from fos-
ter care is somewhat limited by a mismatch of parental preferences
and child characteristics (Baccara et al. 2010). Other negative factors
include the increasing availability of Assistive Reproductive
Technologies (Gumus and Lee 2010) and the stigma attached to
adoption (Small 2013). Second, some flaws in the foster care adop-
tion system are already well recognized, including the system frag-
mentation and the scarcity of resources devoted to providing
adoption services and social work (Hansen and Hansen 2006).
There is also mounting evidence that the subsidy rate is too low and
increasing it would improve the adoption rate out of foster care
(Hansen 2007; Duncan and Argys 2007; Argys and Duncan 2013).
All of these factors are significant, and their roles should not be
understated. To better guide the focus of child welfare reform,
future work should be done to quantify the relevant significance of
misaligned incentives as presented in this article compared to these
other factors.
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Third, while I have provided evidence from many different sys-
tems to indicate that these problems are ubiquitous, this is not to say
that the identified problems occur everywhere. Some contracts may
be more clearly stipulated or better enforced. Many private agencies
may not exploit the system in the ways I have mentioned, and many
children do end up in good homes with loving foster parents; my
motivation is rather to show that in many cases the current system
largely provides such opportunity for exploitation, which can and
does occur. My hope is that this initial thesis will lead to more tar-
geted future work, including exploration of these results within each
state, so that needs specific to each state can be identified and
addressed precisely. Regardless, it seems clear that governments
should rebid contracts with clearly specified quality expectations
(Blackstone and Hakim 2003), and payment structures should better
emphasize performance quality and permanency outcomes, which
has been successful in some regions (Rubin et al. 2007). Creating
greater competition within the market, with the government submit-
ting bids to compete with private providers (managed competition),
may help promote better performance as well (Blackstone and Hakin
2003). Finally, revolving door restrictions need to be in place for
chief officials at the government offices.
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