
Give to AgEcon Search

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search.

Help ensure our sustainability.

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their 
employer(s) is intended or implied.

https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/


whole, not merely to the local com- 
munity in which a firm locates. 

Efforts to encourage rural devel- 
opment have been most successful 
where local people have played a ma- 
jor role in the planning process. When 
the entire community mobilizes its ef- 
forts, significant development can 
occur. 

For example, the shutdown of a 
large magnesite plant threatened to 
destroy the small rural town of Chew- 
elah. Wash., in the early 1960's. In- 
stead, the crisis served as a catalyst 
to draw the townspeople together. 
With assistance of USDA's commu- 
nity resource development specialists, 
the town was first successful in at- 
tracting a garment manufacturing 
firm. Then came a large ski area, a 
golf course, and a large manganese 
plant. 

The manganese plant created a 
local market for wood chips used to 
make charcoal needed by the plant. 
These chips were obtained from pre- 
commercial thinning in local forests. 
As a result, increased employment 
opportunities were created in the for- 
est industry. In the process, land- 
owners learned better forest manage- 
ment techniques. Through this 
mobilized planning effort, the commu- 
nity succeeded in developing and us- 
ing both the human and natural re- 
sources already there. 

Two communities in Washington 
experienced a large boom in tourism. 
Leaders in Leavenworth recognized 
the town's tourist potential due to its 
proximity to the mountains and its lo- 
cation along U.S. Route 2. Through a 
united effort, the exteriors of all 
buildings on Main Street were remod- 

eled to resemble a Bavarian village. 
Further north, the town of Winthrop 
developed its community into an old 
western town complete with board- 
walks, saloons, and stables. 

The small community of Ashland 
in southern Oregon received national 
attention for its Shakespeare Theatre 
and the plays performed there. Funds 
obtained from the Economic Develop- 
ment Administration made it possible 
to enclose the theatre, permitting 
performance of its plays year-round. 
Ashland, Oreg., and Spearfish, S. 
Dak., where the Passion Play draws 
vast numbers of summer visitors, are 
but two examples where development 
has occurred, not because of any 
great natural resource, but because of 
the creativity and successful planning 
efforts of the local community. 

From driftwood products in 
Newport, Oreg., to balsam fir Christ- 
mas wreaths in Mibridge, Me., rural 
communities are discovering how lo- 
cal talent can develop the potential of 
what already exists in their area. 
Such development increases income 
and employment while enabling rural 
areas to retain the character, values, 
and particular uniqueness that makes 
rural America a desirable place to 
live. 

Nursing Homes: 
Needs Growing; 
Costs Rising 
John A. Kuehn 
Marlys Nelson 
Economic Development Division 

More elderly people are moving 
into nursing homes even though this 
approach to health care is relatively 
more costly than other alternatives. 
Greater use of nursing homes and the 
influx of retirees into some rural 
areas may prompt community leaders 
to reexamine the priority of problems 
they are confronting. Increased em- 
phasis is anticipated in investigating 
health care alternatives, including 
which services are desirable. 

Nursing Home 
Occupancy Increasing 

From 1970 to 1977, nursing 
home occupancy throughout the Na- 
tion increased from 927,000 to more 
than 1.2 million. This increase meant 
the proportion of the elderly residing 
in nursing homes rose from 4.0 to 4.7 
percent. Such numbers understate 
the use of nursing homes, however, 
because many more elderly reside in 
nursing homes at some point during 
their lifetime. 

As expected, most nursing home 
residents were elderly. A large ma- 
jority, 85 percent, were 65 years or 
older; about half were 80 years or 
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older. Census data for 1976 indicate 
an individual aged 80 years or older is 
more than six times as likely to live in 
a nursing home as is an individual in 
the 65-79 age bracket. 

A 1974 nationwide survey re- 
vealed that 70 percent of the resi- 
dents were women. The average age 
for residents was 79. Only 12 percent 
had a living spouse. Thirty-seven per- 
cent came to the nursing home from 
a private residence, 35 percent from 
a general or short-stay hospital, 8 
percent from a mental or long-term 
specialty hospital, and 16 percent 
from a different nursing or boarding 
home. Half of the residents stay in 
the nursing home more than a year 
and a half. 

Occupancy alone does not neces- 
sarily measure the need for nursing 
homes. Some people in nursing 
homes may not need constant medical 
care. However, in the absence of al- 
ternative home and community health 
care services, many elderly and dis- 
abled persons are placed in institu- 
tions. One study in rural mid-Missouri 
indicated that 15 percent of the 
clients of home health services would 
have entered nursing homes if the 
home health service had not been 
available. On the other hand, some 
persons needing constant medical 
care may not reside in nursing homes 
because of high costs or lack of facili- 
ties in their area. 

Nursing Home Costs High 

Nursing homes are expensive to 
build and operate. High costs, which 
can restrict both their supply and use, 
are largely due to the nature and ex- 
tent of services provided. 

Health planners recommend that 
nursing homes offer a full range of 
services. These include regular physi- 

cian visits, formal arrangements with 
physicians for emergency services, 
skilled nursing care, dietary services 
including special diets and nutritional 
counseling, and pharmaceutical and 
laboratory services. Planners further 
suggest that nursing homes offer re- 
habilitative services and therapies, 
counseling, and have formal arrange- 
ments with other medical specialists 
such as dentists, podiatrists, and 
opthalmologists. 

Recreational, educational, and 
spiritual services also can improve the 
well-being of nursing home residents. 
Most do not leave the home for social 
or recreational purposes. A great ma- 
jority of nursing homes sponsor par- 
ties and craft classes; furnish recrea- 
tional facilities such as televisions, 
libraries, and card games; have 
beauty or barbershop facilities; and 
provide telephone accessibility. Visi- 
tor lounges are needed because most 
residents, 61 percent, receive visitors 
weekly. 

In some instances, it may be de- 
sirable for nursing homes to offer 
services to the elderly living else- 
where in the community. For exam- 
ple, some nursing homes offer the 
meals-on-wheels program or have fa- 
cilities for congregate meals. Clinic fa- 
cilities in the nursing home might be 
made available for medical treatment 
of the town's residents. Nursing and 
therapeutic services might be fur- 
nished on an outpatient basis. 

Operating Costs—Annual operat- 
ing costs among 18 nursing homes in 
rural Missouri in 1978 averaged 
$6,467 per bed exclusive of interest 
and repayment on the capital invest- 

ment (table 1). All homes were certi- 
fied under Medicaid, 15 as intermedi- 
ate care facilities and 3 as skilled 
nursing facilities. Although costs in 
rural Missouri may be somewhat 
lower than in other areas of the coun- 
try, such costs may still be beyond 
the means of many needy people. 

Size of the nursing home had lit- 
tle or no effect on operating costs per 
bed. Those homes having 48-60 beds 
had annual operating costs of $6,342 
per bed, actually lower than the 
$6,586 for homes with 100 to 140 
beds. All three of the homes certified 
as skilled nursing facilities were in the 
larger size category, a possible expla- 
nation of the higher operating costs. 

A national survey by the Depart- 
ment of Health, Education and Wel- 
fare revealed that "the major influ- 
ence on the average total monthly 
charge for residents in 1973-74 was 
the certification level of the facility. 
Average charges increased with 
higher certification levels regardless 
of ownership, size, or region classifi- 
cation." Higher certification levels re- 
quire more intensive staffing of skilled 

Table 1—Operating costs, 120-bed 
nursing home, October 1978 

Item Costs 

Salaries  $566,400 

Nursing and therapy  344,040 
Dietary  76,440 
Other  145,920 

Supplies and services  209,640 

Dietary  89,760 
Utilities  41,640 
Other  78,240 

Total operating costs  776,040 

Average cost per bed  6,467 
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personnel, especially nurses and aids. 
Contrary to expectations, no econo- 
mies are apparent among larger nurs- 
ing homes in per-bed operating costs. 

Capital Costs—Capital costs, in- 
cluding both construction and startup 
costs, averaged $18,402 per bed. Lit- 
tle variation existed in per-bed costs 
among nursing homes of different 
sizes. 

In the Missouri study, detailed 
construction cost data were obtained 
for nine nursing homes built between 
1974 and 1978. All cost data were in- 
flated to an October 1978 basis using 
the U.S. Department of Commerce 
composite construction cost index. 
The homes ranged in size from 
60-120 beds. Table 2 shows the total 
construction cost, excluding land, for 
a t>T3Ícal 120-bed nursing home. 
Building costs include plumbing, me- 
chanical, and electrical work. Site de- 
velopment includes excavating, land- 
scaping, driveways, sidewalks, and 
parking lots. Fees include architects' 
fees, legal and bonding fees, interest 
during construction, and other financ- 
ing charges. 

Table 2—Capital costs, 120-bed nursing 
home excluding land, October 1978 

Item Costs 

Construction ..$2,111,280 

Building  1,607,040 
Equipment  173,640 
Site development  66,240 
Fees.....  264,360 

Startup costs  96,960 

Total capital costs  2,208,240 

Average cost per bed  18,402 

In addition to the actual con- 
struction costs, a new nursing home 
needs working capital to pay operat- 
ing expenses until the home is occu- 
pied and patient revenues are re- 
ceived. It is assumed that the nursing 
home will not achieve planned occu- 
pancy until after 3 months' operation. 
Startup costs are calculated as three- 
fourths of the first month's operating 
costs, one-half of the second month's 
operating costs, and one-fourth of the 
third month's operating costs. 

These data suggest that capital 
investment, exclusive of land costs, 
for a typical 120-bed nursing home 
would exceed $2 million. Particularly 
in times of high interest rates, a tight 
money market, and widespread con- 
cern about rising taxes and public 
spending, such capital costs may seri- 
ously deter development of needed 
nursing home facilities in many com- 
munities, even with assistance that 
may be obtained from State and Fed- 
eral goverments. 

Varied Assistance Is Available 

The population reversal that has 
occurred in rural America in recent 
years, particularly the influx of re- 
tirees into such areas as the Ozarks, 
is changing the nature of problems 
confronting many local communities. 
Among these is the need to expand 
health assistance for the elderly. 

A wide variety of services is 
possible. In addition to nursing 
homes, these include home health 
services, visiting nurse programs, 
day-care centers, congregate meal 
sites, home delivery of hot meals, 

provision of housekeepers and handy- 
men, and transportation services. 
Home health agencies can provide 
nursing care, therapeutic services, 
nutritional education, homemaker 
services, and other social services on 
a visiting basis in an individual's 
home. County health departments 
may also sponsor a visiting nurse pro- 
gram. Day-care centers for the aged 
can provide nursing, recreational, 
therapeutic, and nutritional services. 
Many communities have congregate 
meal sites or meals-on-wheels 
programs. 

The need for nursing home and 
other health care facilities doubtless 
will increase. USD A Agriculture In- 
formation Bulletin ''Analyzing the Fea- 
sibility of Nursing Homes in the Rural 
Ozarks: A Guide for Local Decision- 
makers" offers procedures for esti- 
mating the number of potential nurs- 
ing home residents in a county by zip 
code areas, for determining capital 
and operating costs for new nursing 
homes, and for evaluating alternative 
nursing home charges. 

Several Federal Government 
programs extend financial assistance 
for purposes of developing health care 
services and facilities. Major among 
these are the Business and Industrial 
Loans program and the Community 
Facilities Loans program of the U.S. 
Department of Agriculture's Farmers 
Home Administration. The U.S. De- 
partment of Housing and Urban De- 
velopment administers the Mortgage 
Insurance Nursing Home and Inter- 
mediate Care Facilities program, and 
the Supplemental Loan Insurance 
Multifamiiy Rental Housing program. 

Editors' Note: A list of references is 
available from the author. 
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