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The demand for nursing facility (NF)
beds has been growing with the aging of the
population and many other factors. As the
need for nursing home care grows, the
Nation’s capacity to provide such care is
the subject of increasing concern. This arti-
cle examines licensed NFs and beds, pre-
senting data on trends from 1978-93.
Measures of the adequacy of NF beds in
States are examined over time, including
the ratio of beds per aged population, occu-
pancy rates, and State official’s opinions of
the adequacy of supply. State and regional
variations are shown over time, and we
speculate on the factors which may be asso-
ciated with the variation.

INTRODUCTION

NF services accotnted for approxi-
mately $70 billion (8 percent) of total
health care expenditures in the United
States in 1993 (Levit et al., 1994). The
increase in NF expenditures was 6.3 per-
cent from 1992 to 1993. These increases
in costs are particularly troublesome to
the Medicaid program, which paid for 52
percent of the Nation’s NF expenditures
in 1993. Other government sources pay
11 percent of the costs. The large State
and Federal NF expenditures have drawn
the attention of policymakers and
researchers to supply and demand factors
for NF services.
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Care Financing Administration (HCFA) and the Department of
Housing and Urban Development (HUD) under Cooperative
Aggreement Number 18-C-90034. The authors are with the
Department of Social and Behavioral Sciences, University of
California, San Francisco. The opinions expressed are those of
the authors and do not necessarily reflect those of the University
of California, HUD, or HCFA.

BACKGROUND
Demand

The demand for NF services is growing
with the increasing numbers of individuals
who are aged and chronically ill. In 1990,
there were about 32 million Americans 65
years of age or over; this number is project-
ed to increase to 64 million in 2030
(Zedlewski and McBride, 1992). As the pop-
ulation ages and develops chronic illnesses,
the need for long-term care (LTC) services,
including NF services, increases. The total
risk for becoming a nursing home patient
after 65 years of age is 43 percent, peaking
at 75-80 years of age (Murtaugh, Kemper,
and Spillman, 1990). The number of elderly
needing NF care is expected to increase
from about 1.8 million in 1990 to 4.3-5.3 mil-
lion in 2030, depending on the projection
assumptions (Zedlewski and McBride,
1992; Mendelson and Schwartz, 1993). The
number of aged and level of demand for
LTC services vary across States.

Several Federal policy changes during
the 1980s contributed to an increase in NF
demand and government expenditures for
NF services. The adoption of the prospec-
tive payment system (PPS) for inpatient
hospital stays by Medicare in 1983 resulted
in shortened hospital stays and increased
the number of referrals and admissions
to NFs (Guterman et al., 1988; Neu
and Harrison, 1988; U.S. House of
Representatives, 1990; Latta and Keene,
1989). In April 1988, HCFA issued new
Medicare clarifying guidelines regarding
the administration of Medicare NF pay-
ments which expanded coverage (U.S.

HEALTH CARE FINANCING REVIEW/Fall 1995/ Yolume 17, Number 1 183



House of Representatives, 1990). The 1988
Medicare Catastrophic Coverage Act also
expanded Medicare nursing home cover-
age, but was repealed in 1989, with no over-
all increase. Additional 1988 legislation
established a minimum level of asset and
income protection for spouses when deter-
mining Medicaid NF eligibility, also con-
tributing to an increase in Medicaid pro-
gram costs (Letsch et al., 1992). These pol-
icy changes have all encouraged the
demand for NF services, thereby increas-
ing the costs of Medicaid and Medicare.

States have adopted policies to control
Medicaid NF demand, including Medicaid
eligibility policies and preadmission
screening programs (PAS) (Health Care
Financing Administration, 1992a, 1992b;
Ellwood and Burwell, 1990; Harrington,
Curtis, and DuNah, 1994b). These policies
may have had a constraining effect on
demand and, consequently, the growth in
NF capacity.

Alternatives to or substitutes for nurs-
ing home care are expanding rapidly,
which may reduce the demand for such
care. The number of home health agen-
cies, the volume of home health care
services, and Medicare coverage for such
services have dramatically increased dur-
ing the last 5 years (Letsch et al., 1992;
National Association for Home Care,
1992). In addition, States have attempted
to expand alternatives to institutional
care under the Medicaid home and com-
munity-based waiver programs estab-
lished in 1981. Several legislative changes
have further expanded Medicaid waivers
(Health Care Financing Administration,
1992a; Gurney, Hirsch, and Gondek,
1992). These programs have increased
the utilization of home and community-
based services to meet the demand for
long-term care (Justice, 1988; Miller,
1992; Lipson and Laudicina, 1991;
Folkemer, 1994).

Supply

The capacity of NFs to meet the demand
for services has been strained during the
past decade. Previous studies have shown
that growth has failed to meet the demand
in some areas (Feder and Scanlon, 1980;
Scanlon, 1980a, 1980b; Nyman, 1985,
1989a, 1989b; Bishop, 1988). There are
substantial variations in State capacity;
some States may even have an oversupply
of NF beds (Swan and Harrington, 1986;
Wallace, 1986; Harrington et al., 1992;
Swan et al., 1993b).

State Medicaid programs have under-
taken a number of policy initiatives to con-
trol supply and reduce NF spending. This
began in the early 1980s, when Federal
budget cuts to State Medicaid programs
became standard features of the budget
process (Bishop, 1988). The two most
important policies affecting the supply of
LTC bed supply are State certificate-of-
need (CON) programs and State Medicaid
reimbursement rates.

The health planning and CON program
established in 1974 (Public Law 94-641)
gave States considerable authority and dis-
cretion to plan and control capital expendi-
tures for NFs and other health facilities
(Kosciesza, 1987). The effectiveness of
CON policies in controlling bed supply has
been widely debated, and the policies
opposed by many providers (Cohodes,
1982; Friedman, 1982; Swan and
Harrington, 1990; Mendelson and Arnold,
1993). These controversies resulted in the
Federal repeal of the program in 1986
(Kosciesza, 1987). Even after the Federal
repeal of the program, 44 States continued
to use CON and/or moratorium policies to
regulate the growth in nursing homes
(Harrington, Curtis, and DuNah, 1994a).

Many State Medicaid programs have
made efforts to control the growth in NF
reimbursement rates (Swan, Harrington,
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and Grant, 1993; Swan et al., 1993a; Holahan
and Cohen, 1987; Bishop, 1988; Nyman,
1988; Holahan et al., 1993). State variations
in reimbursement methods and rates create
major differences in facility revenues which
can in turn impact the financial viability of
LTC facilities and the quality of care
(Nyman, 1989a). Medicaid spending on
NFs and intermediate care facilities for the
mentally retarded (ICFs/MR) has declined
from 39 percent in 1980 to 31 percent (of
$112.8 billion) in 1993 as a proportion of
total Medicaid spending (Levit et al., 1994;
Letsch et al., 1992).

Market Effects

Medicaid NF days of care accounted for
a major proportion of all patient days in
facilities (estimated to be 73 percent of days
in 1991 [HCIA, Inc. and Arthur Andersen &
Company, 1994]). Nevertheless, most nurs-
ing homes prefer private clients because
facilities can generally charge private-pay-
ing residents higher daily rates than
Medicaid (Phillips and Hawes, 1988). NFs
also tend to prefer those patients who are
the least sick or for whom they can provide
the most cost-efficient care (except in
States where Medicaid case-mix-reim-
bursement methods encourage the admis-
ston of individuals with greater disabilities).
When nursing homes are selective in their
admission policies, access to those individ-
uals with the greatest need may be limited.
Where the supply of NF beds is limited,
problems in gaining access to needed serv-
ices may be exacerbated (Falcone et al,,
1991; Kenney and Holahan, 1990).

METHODOLOGY

The primary data on licensed NFs and
beds for this study were collected directly
from State officials by the authors. The
State officials contacted were those with

data on licensed NFs. Generally, data came
directly from the licensing and certification
program of the State, but some States
reported data from an office of research
and health statistics or an LTC office. Since
each State has its own organizational struc-
ture for collecting and maintaining these
data, the initial surveys involved making a
number of calls to each State in order to
identify the appropriate contact office.
These data were collected in a series of
separate State telephone surveys in 1983,
1986, 1989, 1992, and 1993.

The State surveys conducted for this
study were designed to include all State-
licensed NFs and beds in both freestand-
ing and hospital facilities and to eliminate
any duplicate counting of beds. Facilities
licensed as residential care (or board and
care) were not included in this study, nor
were any ICFs/MR (Hawes, Wildfire, and
Lux, 1993; Lakin et al., 1993; Harrington et
al., 1994). Swing beds licensed as acute-
care beds were also not included (Dubay,
1993). Because each State has developed
its own licensing requirements, minimum
State requirements vary, but Federal NF
certification requirements are uniform
across States. This survey does not exam-
ine the specific components of State licens-
ing requirements, but the survey identifies
the licensed NF capacity in States. Facility
beds must be licensed by States in order to
be eligible to be certified for Medicare or
Medicaid residents.

Historically, the Federal certification
requirements made a distinction between
skilled nursing facilities (SNFs) and inter-
mediate care facilities (ICFs); most State
licensing requirements also made a dis-
tinction between these two types. Because
the categories for SNF and ICF licenses
were not uniform across States, the
Omnibus Budget Reconciliation Act of
1987 National Nursing Home Reform legis-
lation removed the distinctions between
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SNFs and ICFs. This legislation was imple-
mented in 1990. Thus, the data presented
here show all licensed nursing homes com-
bined into one category, NFs. Some States
make distinctions in the level of care for
residents within facilities and may continue
to use the terms SNF and ICF to describe
categories of residents.

This article updates earlier published
studies on State data presented for the
1978-88 period, and makes corrections in
those data where reports were changed by
States (Harrington et al., 1992). Data were
collected by telephone in all four surveys
using a structured questionnaire that
requested specific data on the number,
types, level, and certification status of facil-
ities and beds, as well as occupancy rates.
State officials from the principal State
agency responsible for data were asked to
report on NFs and beds for December of
each calendar year. Where possible, State
officials were asked to send actual reports
and data on beds and facilities so that data
could be verified. All States and the
District of Columbia voluntarily participat-
ed in the study by providing data. State-
reported data could not be verified inde-
pendently in this study; by necessity, the
authors have depended on official data and
reports from States.

FINDINGS

Total Nursing Facilities and
Growth Rates

The total number of combined NFs (both
freestanding and hospital-based) is shown in
Table 1. The number of NFs in the Nation
increased from 14,264 (1978) to 16,959
(1993), an increase of 19 percent. From 1978
to 1993, most States had increases in facili-
ties, especially Arizona, Delaware, and New
Mexico; only 8 States had reductions in facil-
ities. Rather than increasing the number of

NFs in a State, facilities increased their aver-
age number of beds. The national average
number of beds per facility increased from
92 beds in 1978 to 102 beds in 1993, which
amounts to an 11-percent increase in facility
size during the 6year period. The
Northeast Region had the highest average
bed size and the West the lowest.

Nursing Facility Beds and Growth
Rates

The total number of beds increased from
1.3 million in 1978 to 1.74 million in 1993, a
33-percent increase during the 16-period
(Table 1). Six large States have 37 percent
of the total NF beds in the United States
(California, Illinois, New York, Ohio,
Pennsylvania, and Texas).

Certain States had a particularly large
amount of bed growth from 1978 to 1993,
with the highest rate in Arizona (207 per-
cent). Other States, such as Wisconsin and
Colorado, had little or negative bed growth
during this period. The growth rates varied
by census region. Total NF bed growth
was 53 percent in the South, 32 percent in
the Northeast, 23 percent in the North
Central Region, and only 20 percent in the
West. Thus, the growth in the South was
more than two times greater than in the
North Central and the West.

Adequacy of Nursing Home
Bed Supply

One difficult issue is how to determine
the adequacy of the existing NF bed capac-
ity. Four measures of the adequacy of NF
bed supply are discussed here: bed ratios
per population 65 years of age or over; bed
ratios per population 85 years of age or
over; occupancy rates; and the opinion of
State officials about the adequacy of supply.
These three objective and one subjective
measures show relationships across States
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and regions in comparison to the means,
but the measures are unable to suggest the
ideal capacity in a State or region.

Bed Ratios per Population 65 Years
of Age or Over

The U.S. population has been aging
rapidly. The total number of persons 65
years of age or over grew from 11 percent
of the population in 1978 to 12.7 percent in
1993. One key concern is whether the
growth in beds is keeping pace with the
aging of the population, Table 2 shows that
the average bed ratio for the United States
was 53.4 beds per 1,000 persons 65 years of
age or over in 1978. The ratio was 53.0 beds
in 1993; thus, the U.S. ratio has remained
essentially flat during the last 16 years.

The ratio of beds in 1993 varied from a
high of 84 beds per 1,000 persons 65 years
of age or over in Kansas to a low of 26 beds
in Hawaii. The ratio is highest in the North
Central Region (69 per 1,000 in 1993). The
Northeast and Southern States were about
average. The West was well below the
national average in terms of bed to popula-
tion ratios (40 beds per 1,000).

Bed Ratios per Population 85 Years
of Age or Over

The percent of the U.S. population 85
years of age or over, the population most at
risk for NF services, increased 40 percent
from 1978-93. Table 2 shows that the aver-
age number of beds dropped from 610 per
1,000 persons 85 years of age or over in
1978 to 491 in 1993 (a 19.6-percent
decline). The trend was downward for
every year during the period. Only 10
States and the District of Columbia
increased the number of beds per popula-
tion 85 years of age or over during the 16-
year period. Some observers would argue
that the trends in State bed ratios would be

expected to regress to the U.S, mean ratio
over time, This appeared to occur for those
States with above average bed ratios: 26
States with above average bed ratios in
1978 declined toward the mean ratio for
the 85 years of age or over population in
1993, compared with only 1 State which
increased its ratio. For the States with
below average bed ratios in 1978, 10
increased toward the mean and 14 contin-
ued to decline below the mean in 1993. The
States with the largest declines were in the
West (a 2I-percent decline). Thus, the
regression to the mean may have occurred
for States with higher-than-average ratios,
but a majority of States with low ratios con-
tinued to decline.

Variation across States and regions for
persons 85 years of age or over were simi-
lar to those for the population 65 years of
age or over (Pearson correlation was 0.93
between the two ratios, p < 0.0001). The
North Central Region had the highest ratio
(597 beds per 1,000 population 85 years of
age or over) and the West had the lowest
{395 beds) in 1993. Population growth
among those 85 years of age or over was
fastest in the South (89 percent from 1978-
93) and West (73 percent), so that the
growth in beds did not keep pace with the
population growth in those regions. Thus,
the beds per 85 years of age or over popu-
lation declined the most in the West (31
percent), the South (19 percent), and the
North Central Regions (18 percent).

Occupancy Rates

In 1978, the average NF occupancy rate
for the 25 reporting States was 90.3 per-
cent. Average occupancy rates for the
United States gradually increased to a high
of 92.8 percent in 1984, then declined to 91
percent in 1992 and 1993. Although NF
occupancy rates were generally high,
States did show a wide range in rates. The
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lowest rates were in Indiana, Missouri,
Texas, and Utah (82 percent in 1993)
(Table 3). On the other hand, some States
had extremely high occupancy rates, such
as New York, which reported a 99-percent
occupancy rate. Occupancy rates were
highest in the Northeastern States (97 per-
cent in 1993), about average in the
Southern and North Central States, and
lowest in the West (88 percent) in 1993. Of
the 31 States reporting in 1993, 13 report-
ed occupancy rates less than the mean and
7 States had rates at 96 percent or greater.

Opinion About the Adequacy of Supply

Table 3 shows State health planning offi-
cial’s opinions about the adequacy of NF
bed supply, rated as under, over, or ade-
quate in 1993. These data were collected
from a survey of CON and State health
planning officials in each of the States. The
opinions of the officials were subjective
and no effort was made by the investiga-
tors to specify what criteria officials should
use in making their own judgment about
the adequacy of supply. Based on the opin-
ions of State officials in 1993, 20 States
were rated as having an oversupply, 22
were rated as having an adequate supply, 7
were rated as having an undersupply, and 2
had no opinion.

Relationship of Adequacy Measures

Figure 1 shows the ratios of beds per
1,000 persons 85 years of age or over (aver-
age of 491 heds, with a standard deviation of
115.0) and the opinions about the adequacy
of supply in 1993. For those States consid-
ered by officials to have an oversupply, the
group-average bed ratio was 550 per 1,000
persons 85 years of age or over, which was
higher than the U.S. average (491 beds).
For those rated as having an adequate sup-
ply, the group-average and U.S.-average bed

ratios were the same. For those States rated
as having an undersupply, the group mean
(423 beds) was well below the U.S. average,
as would be expected.

Figure 2 shows the occupancy rates of
NFs (average of 90.8 percent, with a stan-
dard deviation of 5.5 percentage points) and
the opinions of State officials about the ade-
quacy of supply in 1993. For those States
rated by officials as having an oversupply,
the group-average occupancy rates (88.1
percent) were below the U.S occupancy
rate, as would be expected. For those States
rated as having an adequate supply, the
group-average occupancy rate (92 percent)
was slightly higher than the U.S. average.
For those States rated as having an under-
supply, the group average (95.3 percent)
was above the U.S. average, as expected.

To illustrate the relationships described,
Indiana has a reported oversupply of beds.
It had the highest bed ratio to the 85 years
of age or over population of any State (758
beds 1,000), the lowest average occupancy
rate among the States (82 percent), and an
oversupply rating by the State planning
office. The bed growth in Indiana from
1978 to 1993 (44 percent) was higher than
the national average (33 percent), but the
ratio of beds to the 85 years of age or over
population declined by 6 percent overall.
West Virginia is an example of a State with
a reported undersupply of beds. The ratio
of beds per person 85 years of age or over
was lower than the national average (491
beds per 1,000). Its average occupancy rate
was high, at 97 percent, and the State was
rated as having an undersupply by the
State health planning office. Its bed growth
was 98 percent from 1978 to 1993, which
was higher than the growth in the aged
population in the State. Nevertheless, the
ratio of beds to population remained low,
because it had the second lowest ratio
among the States in 1978 and was not able
make up these historically low bed ratios.
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Table 3

Nursing Home Bed Ratios, Occupancy Rates, and Opinions of Adequacy,
by State and Census Region: 1993

Ratio of Beds
per 1,000 Population
B5 Years of Age or Over Occupancy Rate
State n Rank ] Rank Opinion of Adequacy
Total 490 — 9 — —
Alabama 398 4 96 8 Undersupply
Alaska 578 18 NA NA Oversupply
Arizona 350 47 NA NA Qversupply
Atkansas 597 14 NA NA Adequate Supply
California 379 44 NA NA Adequate Supply
Colorado 521 25 92 14 Adequate Supply
Connecticut 595 15 NA NA Oversupply
Delaware 680 2 84 25 Oversupply
District of Colurnbia a2 49 NA NA Undarsupply
Florida 294 50 92 13 Adequate Supply
Georgla 558 21 NA NA Qversupply
Hawaii 289 51 g5 8 Undarsupply
Idaho 439 34 89 22 Adequate Supply
Minois G622 8 NA NA Adequate Supply
Indiana 758 1 B2 29 Oversupply
lowa 612 10 NA NA Adequate Supply
Kansas 636 5 89 21 Adequate Supply
Kentucky 489 28 98 2 Adsquate Supply
Louisiana 662 4 88 23 Oversupply
Malne 490 27 NA NA CQvarsupply
Marfand 525 24 NA NA NA
Massachusetts 520 26 96 6 Oversupply
Michigan 421 39 )| 18 NA
Minnesota €602 13 95 1 Oversupply
Mississippi 410 40 96 7 Undersupply
Missouri 627 7 B2 28 Oversupply
Montana 532 22 NA NA Undersupply
Nebraska 622 9 9 17 Oversupply
Nevada 360 46 90 19 Adequate Supply
New Hampshire 461 30 g5 1 Adequate Supply
New Jorsey 439 33 NA NA Adequate Supply
New Meaxico 389 42 NA NA Adequate Supply
New York 387 43 99 1 Adequate Supply
North Carolina 454 N NA NA Adequate Supply
North Dakota 561 20 a7 3 Oversupply
Ohio 586 17 NA NA Undersupply
Oklahoma 665 3 83 26 Qversupply
Oregon 328 48 83 27 Oversupply
Pannsylvania 489 29 NA NA Oversupply
Rhode Island 603 12 96 5 Adeqguate Supply
South Carolina 422 38 94 12 Undersupply
South Dakota 577 19 NA NA Adequate Supply
Tennessee 528 23 92 16 Adequate Supply
Texas 635 6 82 3 Adequate Supply
Utah 438 35 82 3 Oversupply
Vermont 427 kv NA NA Adequate Supply
Virginia 436 35 NA NA Owversupply
Washington 449 a2 %0 20 Oversupply
Wast Virginia 373 45 97 4 Adequate Supply
Wisconsin 604 Ll 92 16 Oversupply
Wyoming 593 16 87 24 Adequate Supply
Census Region
North Central 597 — 80 - NA
North East 454 — 97 — NA,
South 481 — 91 - NA
Woest 396 — 88 —_ NA

NQTE: NA is not available.
SCQURCE: DuNah, R., Harrington, C., Bedney, B., and Cariflo, H., University of Califomnia, 1994,
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Figure 1

Nursing Home Beds per 1,000 Population 85 Years of Age or Over, by State Opinion of
Adequacy of Supply: 1993
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Figure 2
Nursing Home Occupancy Rates, by State Opinion of Adequacy of Supply: 1993
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The situation in some other States is
more complex than in the prior two exam-
ples. For example, Nevada had low bed
ratios and a low average occupancy rate,
whereas North Dakota had high bed ratios
and a high average occupancy rate. In
other States, the opinions of officials are
not consistent with the ratios of beds and
occupancy rates, One example is New
York, which has the highest reported occu-
pancy rate of any State (99 percent), and
yet officials did not rate the State as having
an undersupply of beds. The official opin-
ion about adequacy of bed supply may be
based on whether or not a State is willing
to allow for the expansion of beds, rather
than measures of population ratios or occu-
pancy rates.

Although the relationship between occu-
pancy and bed ratios is complex, they are
correlated. As would be expected, occupan-
cy rates are inversely correlated with bed
ratios (r =-.40, p <0.01). An opinion of over-
supply was given a value of 3, adequate sup-
ply was given a value of 2, and undersupply
a value of 1. A logit regression analysis was
conducted to determine the joint effect of
bed ratios and occupancy rates on the offi-
cial opinion of the adequacy of supply (for
the 39 States with complete data). The bed
ratios (chi-square score for covariates was
7.55 with 2 df, p = 0.023) and for occupancy
rates (chi-square score for covariates was
6.8 with 2 df, p = 0.033) showed that the
relationships were significant.

DISCUSSION

The NF industry continues to be of cen-
tral importance as a provider of LTC. The
demand for NF services has increased
with the growth in the aged population.
The growth in NF beds shows a slow but
steady increase across the States from
1978 to 1993, Although the bed growth rate
was steady, it did not keep pace with the

increase in the population 85 years of age
or over during the 16-year period.

This article examined the issue of
whether the supply of NF beds was ade-
quate by examining the ratio of beds per
population, occupancy rates, and opinions
of State officials. Although this article can-
not reach conclusions about the adequacy
of supply, these measures allow for
comparisons across States. These data
suggest that some States may have an
oversupply of beds, while others appear to
have an undersupply.

An oversupply of beds could increase
the costs to the Medicaid program if the
oversupply encouraged inappropriate
placement of residents. On the other hand,
an oversupply could allow for greater com-
petition among facilities on a cost and/or
quality basis. Having an oversupply, how-
ever, does not necessarily guarantee
improved access to Medicaid recipients,
depending on the State Medicaid reim-
bursement rate and the market. This
appears to be less of a problem than having
an undersupply of beds, where access to
needed care might be denied. Future stud-
ies should use multiple factors to predict
the need for NF beds which can be com-
pared with the actual supply to address the
question of which States may have an ade-
quate supply or a supply problem.

Another major finding is the wide differ-
ences in the ratios of beds per aged popu-
lation and occupancy rates across States
and regions. The lowest ratios of beds per
aged population occur in the West and the
highest levels of beds occur in the North
Central Region. The occupancy rates are
highest in the Northeast, resulting in a
potential access problem for those needing
care. Where States have more beds avail-
able per aged population, they generally
have lower occupancy rates.

A key research question is what explains
the wide differences in the ratios of beds
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per aged population and occupancy rates
across States and regions. Many factors are
probably associated with variations in
growth rates, bed to population ratios,
occupancy rates, and perceived adequacy
of supply. Variations in the restrictiveness
of State CON and moratorium policies
designed to control bed stock are probably
an important factor. A recent study showed
that the number of years that States had a
CON/moratorium in place was negatively
correlated with the percent of bed growth
and the ratio of beds per population 85
years of age or over and positively associat-
ed with State occupancy rates (Harrington,
Curtis, and DuNah, 1994a).

Low State Medicaid NF rates can also
have a critical effect on reducing the sup-
ply for nursing home services, which could
also account for some of the variation in
NF growth rates across States (Swan,
Harrington, and Grant, 1993; Swan et al.,
1993a). Low rates may reduce facility rev-
enues, which can then impact negatively
on the financial viability of NFs, and may
reduce the general level of public and pri-
vate investments made in new NFs and
beds. Many other factors may directly
affect the supply. Decisions to expand beds
may be more likely to occur in areas where
there is a large proportion of elderly, high
growth in the elderly population, and/or
high-income elderly groups (to allow for
more private-paying patients). On the
other hand, areas with high input prices,
such as high capital construction costs,
shortages in labor, and high labor costs
may discourage NF growth. New studies of
predictors of State variations are needed.

As previously noted, the considerable
growth in home health care and other com-
munity-based services during the 1980s
may be reducing the demand for NF care
(Swan and Benjamin, 1990). The extent
that the supply of alternatives varies across
States and regions could influence the

growth of NFs. Those individuals who
need LTC services now have greater choic-
es because of the expanded capacity of
community-based providers and expanded
public funding for community-hased waiv-
er programs. Another factor may be the
supply of residential-care beds, which can
substitute for NF beds. These residential-
care beds are more prevalent in the
Western regions of the United States
(Harrington et al., 1994). These alterna-
tives may act as direct substitutes for care
in conjunction with informal care services.
Or perhaps, these alternatives have grown
in certain geographical regions in
response to the limited availability of NF
services in those areas. The relationship of
community-hbased LTC alternatives to the
supply and demand of NFs and beds needs
to be examined.

More important, there is a need to study
the effects of the variation in bed capacity
on the access, cost, and quality of NF serv-
ices for individual nursing home residents
and subpopulations of residents or appli-
cants (minorities, Medicaid recipients, and
the near-poor). If wide variations in medi-
cal practice patterns have negative conse-
quences for some patients, it is also likely
that the variations in State NF capacity
have measurable negative consequences
for some residents or groups of residents.

REFERENCES

Bishop, C.E.: Competition in the Market for Nursing
Home Care. Journal of Health Politics, Policy and
Law 13(2):341-361, 1988,

Cohodes, D.R.: What to Do About Capital? Hospital
& Health Services Administration 27(5):67-89, 1982.

Dubay, L.C.; Comparison of Rural and Urban
Skilled Nursing Facility Benefit Use. Health Care
Financing Review 14(4):25-37, Summer 1993.

Ellwood, M.R,, and Burwell, B.: Access to Medicaid
and Medicare by the Low-Income Disabled. Health
Care Financing Review 1990 Annual Supplement.
Pp. 133-148, December 1990.

HEALTH CARE FINANCING REVIEW/Fall 1995/ Volume 17, Number 1 197



Falcone, D., Bolda, E., Leak, S.C., et al.: Delayed
Discharges of Elderly Patients. Health Services
Research 26(3):341-374, 1991.

Feder, J., and Scanlon, W.: Regulating the Bed
Supply in Nursing Homes. Milbank Memorigl Fund
Quarterly, Health and Society 58(1):54-88, 1980.

Folkemer, D.: Siaie Use of Home & Community-
Based Services for the Aged Under Medicaid: Waiver
Programs, Personal Care, Frail Elderly Services
and Home Health Services. Washington, DC,
Intergovernmental Health Policy Project, 1994,

Friedman, B.: Economic Aspects of the Rationing of
Nursing Home Beds. Journal of Human Resources
17:59-71, 1982,

Gurny, P, Hirsch, M.B., and Gondek, KE: A
Description of Medicaid-Covered Services. Health
Care Financing Review 1992 Annual Supplement
Pp. 227-234, October 1993.

Guterman, S., Eggers, PW,, Riley, G., et al.: The
First 3 Years of Medicare Prospective Payment: An
Overview. Health Care Financing Review 9(3): 67-
77, Spring 1988.

Harrington, C., Curtis, M., and DuNah, R, Jr:
Trends in State Regulation of the Supdly of Long
Term Care Services. Prepared for the Department
of Housing and Urban Development and the Health
Care Financing Administration. San Francisco, CA
Institute for Health and Aging, 1994a.

Harrington, C., DulNah, R., Jr.,, Bedney, B., and
Carillo, H.: The Supply of Communiiy-Based Long
Term Care Services in 1993. Prepared for the
Department of Housing and Urban Development
and the Health Care Financing Administration. San
Francisco, CA. Institute for Health and Aging, 1994,

Harrington, C., Curtis, M., and DuNah, R., Jr.: State
Variations and Trends in Preadmission Screening.
Prepared for the Department of Housing and Urban
Development and the Health Care Financing
Administration. San Francisco, CA. Institute for
Health and Aging, 1994b.

Harrington, C., Preston S., Grant, L.A., and Swan,
J.H.. Revised Trends in States’ Nursing Home
Capacity. Health Affairs 11{2):170-180, 1992,

Hawes, C., Wildfire, J.B., and Lux, LJ.: The
Regulation of Board and Care Homes: Results of a
Survey in the 50 States and the District of Columbia.
Research Triangle, NC, Research Triangle Institute
and American Association of Retired Persons, 1993,

HCIA, Inc. and Arthur Andersen & Company: The
Guide to the Nursing Home Industry. Baltimore,
MD. 1994,

Health Care Financing Adminisiration: State
Medicaid Manual. Part 2 State Organization and
General Adminisiration. Transmittal No. 79. HCFA
Publication 45-2. Washington, DC. 1992a.

Health Care Financing Administration: Medicaid
spDATA Systemm: Characteristics of Medicaid State
Programs. Volume 1—National Comparisons. Pub.
No. 02178. Baltimore, MD. 1992b.

Holahan, J., and Cohen, J.. Nursing Home
Reimbursement: Implications for Cost Containment,
Access, and Quality. Milbank Quarterly 65(1):112-
147, 1987.

Holahan, }., Rowland, D., Feder, J., and Heslam, D.;
Explaining Recent Growth in Medicaid Spending.
Health Affairs 12(3):177-193, Fall 1993,

Justice, D.. State Long Term Care Reform:
Development of Community Care Systems in Six
States. Washington, DC. National Governors’
Association, April 1088.

Kenney, G., and Holahan, J.: The Nursing Home
Market and Hospital Discharge Delays. Inguiry
27:73-85, Spring 1990,

Kosciesza, 1. What's Ahead in the Post-Health
Planning Era. Health Policy Week Special Report,
Pp. 1.5, June 1, 1987,

Lakin, K.C., Blake, EM., Prouty, RW, et al.:
Residential Services for Persons with Developmental
Disabilities: Status and Trends Through 1991,
Minneapolis. Center on Residential Services and
Community Living, University of Minnesota, 1993.

Latta, V.B., and Keene, RE.: Use and Cost of Skilled
Nursing Facility Services Under Medicare, 1987,
Health Care Financing Review 11(1):105-116, Fall
1989.

Letsch, S.W., Lazenby, H.C., Levit, L.R., and Cowan,
C.A.: National Health Expenditures, 1991. Health
Care Financing Review 14(2).1-30, Winter 1992,

Levit, KR, Sensenig, AL, Cowan, CA, et al:
National Health Expenditures, 1993. Health Care
Financing Review 16(1):295-324, Fall 1994,

Lipson, L., and Laudicina, S.: State Home and
Communify-Based Services for the Aged Under
Medicaid: Waiver Programs, Optional Services
Under the Medicaid State Plan, and OBRA 1990
Provisions for a New Optional Benefif. Washington,
DC. American Association of Retired Persons, 1991.

Mendelson, D.N., and Arnold, J.: Certificate of
Need Revisited. Spectrum 66(1):36-44, Winter 1993.

198 HEALTH CARE FINANCING REVIEW,Fall 1995/Volume 17, Number 1



Mendelson, D.N., and Schwartz, W.B.: The Effects
of Aging and Population Growth on Health Care
Costs. Health Affairs 12(1):118-125, Spring 1993,

Miller, N.A.; Medicaid 2176 Home and Community-
Based Care Waivers: The First Ten Years. Health
Affairs 11(4):162-171, Winter 1992,

Murtaugh, C.M., Kemper, B, and Spillman, B.C.
The Risk of Nursing Home Use in Later Life.
Medical Care 28(10):952-962, 1990,

National Association for Home Care: Basic Statistics
About Home Care 1992. Washington, DC. 1992.

Neu, C.R, and Harrison, S.C.: Posthospital Care
Before and Afer the Medicare Prospective Payment
System. Prepared for the Health Care Financing
Administration. Santa Monica, CA. RAND, 1988.

Nyman, J.A.: Prospective and “Cost-Plus” Medicaid
Reimbursement, Excess Medicaid Demand, and
the Quality of Nursing Home Care. fournal of
Health Economics 4:237-259, 1985,

Nyman, J.A: Excess Demand, Consumer
Rationality, and the Quality of Care in Regulated
Nursing Homes. Hegith Services Research
24(1):105-127, 1989a.

Nyman, J.A.: Analysis of Nursing Home Use and
Bed Supply: Wisconsin, 1983. Health Services
Research 24(4):511-537, 1988b.

Phillips, C.D., and Hawes, C.. Discrimination by
Nursing Homes Against Medicaid Recipients: The
Potential Impact of Equal Access on the Industry’s
Profitability. Research Triangle, NC. Research
Triangle Institute, 1988.

Scanlon, W].: Nursing Home Utilization Patterns:
Implications for Policy. Journal of Health Politics,
Policy and Law 4(4):619-641, 1980a,

Scanfon, W].: A Theory of the Nursing Home
Market. Inquiry 17(1):2541, 1980b.

Swan, J.H,, and Benjamin, A.E.: Medicare Home
Health Utilization as a Function of Nursing Home
Market Factors. Health Services Research 25(3):479-
500, 1990.

Swan, J.H., Dewit, S., Pickard, R, et al.: Trends in
State Medicaid Reimbursement for Nursing Homes,
197892, Prepared for the Department of Housing
and Urban Development and the Health Care
Financing Administration. Wichita, Wichita State
University, 1993a.

Swan, J.H.,, and Harrington, C.: Estimating
Undersupply of Nursing Home Beds in States.
Health Services Research 21(1):57-83, 1986,

Swan, J.H., and Harrington, C.; Certificate of Need
and Nursing Home Bed Capacity in States. Journal
of Health & Secial Policy 2(2).87-105, 1990,

Swan, J.H., Harrington, C., DuNah, R, et al.:
Estimating Adequacy of Nuysing Home Bed Supply in
the States. Prepared for the Department of Housing
and Urban Development and the Health Care
Financing Administration. Wichita. Wichita State
University, 1993b.

Swan, J.H., Harrington, C., and Grant, L.A.: State
Medicaid Reimbursement for Nursing Homes,
1978-88. Health Care Financing Review 14(4):111-
131, Summer 1993,

U.S. House of Representatives, Committee on Ways
and Means: Overview of Entitlement Programs:
1990 Green Book. Washington. U.S. Government
Printing Office, 1990.

Wallace, C.: Chains Plan Growth in Response
to Rising Demand for Services. Modern
Healthcare:116-126, June 6, 1986.

Zedlewski, S.R, and McBride, T.D.: The Changing
Profile of the Elderly: Effects on Future Long-term
Care Needs and Financing. Milbank Quarterly
70(2):247-275, 1992.

Reprint Requests: Charlene Harrington, Ph.D., Department
of Social and Behavioral Sciences, University of California,
San Francisco, Room N631, Box 0612, San Francisco,
California 94143-0612.

HEALTH CARE FINANCING REVIEW/Fall 1995/ Volume 17, Number | 199



