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In
Kenneth Spear studied the factors
influencing the demand for nursing
home care in South Dakota. Because

of the need to include Census data

in the analysis (e.g., those on the
elderly population) , 1980 was the
latest year which could be studied.
The large amount of data required
for each of the 117 skilled and
intermediate care nursing homes in
the state also limited the study to
a single month, August. The study
considered nursing home residents
in two groups, those eligible for
Medicaid and those (private payers)
not so eligible.

Spear found that the average
daily charge for nursing home
residence was $24 for those
eligible for Medicaid and $27 for
private payers. These translate
into $179,000 per day or $65
million per year to provide for the
state's 7,165 nursing home
residents. The average home
provided service to 4.1 percent of
the elderly population (over age
65) in its home county.

Economic Influences

For private paying residents,
economic factors were significant
determinants of nursing home use.
On average, a 10" percent price
increase would reduce private use
by 7.5 percent. This implies that
with no change in the availability
of Medicaid or other income or
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service substitutes, nursing homes
can increase their revenues through
increased charges to private
payers. Using Social Security
payments and the average value of
farms in the county as proxies for
the financial status of the
elderly. Spear estimated that 10
percent increases in these measures
would increase private payment
nursing home use by 10 and 4 per
cent, respectively. The first part
of this outcome implies that, on
average, increased social security
income is spent entirely on nursing
home services .

The availability of substitute
services, measured by the number of
physicians and home visits by
health professionals in the county,
reduced the private demand for
nursing home service significantly.
For residents eligible for
Medicaid, the substitutes'
availabilities were the only
economic variables significantly
influencing nursing home use.

Demographic Influences

Several demographic factors
influenced . the demand for nursing
home service by both private
patients and those eligible for
Medicaid. The greater the share of
the elderly over age 85, the
greater was the private demand.
Medicaid demand increased with the
share of elderly in the 70-74 age
group. For both private and
Medicaid residents, demand fell as
the share of elderly in the 75-84
age group increased.

Both private and Medicaid
nursing home demand increased with
the number of days the average
elderly person was hospitalized,
thereby suggesting a
complementarity between hospital



and nursing home services. Also,
as the percentage of county

which was disabled
both private and

use of nursing homes
Medicaid demand per

person also tended to be
in more rural counties as

population
increased,
Med icaid

increased.
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Surprisingly, nursing home use
declined as the share of the county
population which was widowed
increased. This may be because
widowed individuals tend to have
been the healthier member of a
marriage prior to the death of
their partner and were, therefore,
more self-sufficient both
physically and financially after

Nursing home use also
be less in counties with
share of^ the female
actively participating
force. Those counties
a net out migration of

the death,

tended to

a larger
population
in the labor

experiencing

population also had a greater use
of nursing home per elderly person
than growing counties.

Conclusions

The Spear study thus suggests
how the demand for nursing home
services may change as the
demography of South Dakota counties
evolves. It also indicates how
private paying residents' use of
nursing homes responds to price and
income changes and the availability
of physician services. It is a
beginning look at how policies
might affect expenditures in this
growing sector of the state's
economy. Further research needs to
be conducted into such topics as
the response of both private payer
and Medicaid demand to changes in
Medicaid eligibility rules as well
as the cost structure of the
nursing home industry.

*** Copies of the report from
which this Newsletter is drawn are
available from the Department of
Economics for $3.50 to cover
reproduction and mailing costs.
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