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Abstract:
The average cost per patient day of hospital care in the United States has risen more than 1,000 percent
since 1950. This compares to an increase of 125 percent in the general level of consumer prices over
the same period. This rapid rise in the cost of health care has focused legislative attention on the helath
care delivery system and has prompted passage of the National Health Planning and Resource
Development Act of 1974, which provides for health care planning by public sector agencies at the
state and local level. In conjunction with the Act a set of National Guidelines, issued in August, 1977,
recommend a maximum of four hospital beds per 1000 population and a minimum occupancy rate of
eighty percent in hospitals in order to promote efficiency.

The guidelines were established partly on the basis of the results of past empirical research which
includes studies of strictly urban or urban and rural hospitals. No past studies have concentrated
exclusively on rural hospitals. This study attempts to fill that gap in that only rural hospitals are
examined and analyzed. It is hoped that the results of this study can be compared with the results of
past efforts in order to determine if the policy implications suggested in the above guidelines are
equally applicable to rural as well as urban hospitals.

In particular, this study attempts to estimate the extent to which savings can be realized through a
program of consolidation in rural hospitals. The least-cost size and occupancy rate are estimated in
order to determine the extent to which increasing occupancy rates and scale economies reduce average
costs per patient day in rural hospitals. The savings that would arise from utilizing a system of hospitals
of least-cost size operating at the least-cost occupancy rate are then estimated. The benefits that result
can then be weighed by planners against the increase costs (ambulance service, risk, etc.) that arise as a
consequence of consolidation in order to determine if the existing structure of rural health care delivery
warrants change. The study also examines the relative costliness of services offered in rural hospitals
and attempts to determine how costs vary among hospitals of different types. 
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