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ABSTRACT 

The purpo s e  o f  the s tudy w a s  t o  i nv e s t i ga t e  the  

r e l a t i o n s h i p of  the p ro f i t ab i l i t y t o  n1a r ke t  condi t i on s , 

management p r a c t i ce s , and medi c a l  s t a f f  a t t r i b u t e s  o f  sma l l , 

r u r a l  ho sp i t a l s  ope r a t i ng i n  N o r t h  C a r o l i na and S ou t h  C a r o l i na . 

The s tudy i n c l uded s i x  r e s e a rch que s t i on s  t o  mea s u r e  the t h r e e  

i ndepende n t  va r i ab l e s . 

C o r re l a t i on coe f f i c i en t  u s i n g  S p e a rman ' s Rho and Pea r s on 

Corre l a t i on were u t i l i z e d  t o  eva l u a t e  t h e  r e l a t i o�ship between 

p ro f i t  and med i c a l  s t a f f  a t t r i bu t e s  a n d  ma r ke t  cond i t i on s . A 

s t udent ' s  t - t e s t  evaluated manageme n t ' s  d e c i s i on t o  me rge the  

rural  h o s p i ta l  w i t h  a mul t i - hosp i t a l  h e a l t h  s y s tem . 

Re s u l t s  s howed a s t at i s t i ca l l y  s i g ni f i ca n t  c o r re l a t i on ( p  < 

. 0 5 )  between sma l l ,  r u r a l  h o sp i t a l s '  p ro f i t  and mar ke t  

condi t i o n s  and me d i c a l  s t a f f  a t t r i b u t e s . T h e  s tudy concl uded t h a t  

r u r a l  ho sp i t a l s  i n  t he C a r o l i na s  a r e  i n  f i nan c i a l  t roub l e , a n d  

s e n i o r  l e a de r s hip mus t  b r o a de n  t he i r  unde r s t an d i ng and 

i nvol vemen t  i n  the i n f r a s t ru c t u r e  o f  the i r  l o c a l  communi t i e s  to 

form p a r t n e r s h i p s  l i nk i n g  the s u c ce s s  o f  e a ch t o g e t he r . 

v i  
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CHAPTER I 

IDENTIFICATION OF THE PROBLEM 

In troduction 

The s t a t u s  o f  heal thcare h a s  o f ten been the f o c u s  o f  

n a t i ona l a t t e n t i on .  The deve l opmen t  o f  managed c a r e , t h e  r i s e and 

s cr u t i ny o f  n a t i onal h e a l thcare cha i n s , the r is e  of med i c a l  c o s t s  

and t h e  dev e l opment o f  l o c a l  mul t i  -hosp i ta l  s y s t ems have a l t e r e d  

the e nv i ronme n t  i n  which a commun i ty' s heal t h c a r e  is de l i v e r e d  

a n d  v i ewed ( Bu c z ko ,  2 0 0 1 ) . T he s e  changes a nd deve l opme n t s h ave 

cha l l enged the t r u s t  between the l o c a l  heal t h c a r e  system and the 

commun i t y  i t  s e rve s . 

The d r amatic i n c r e a s e  i n  heal t h care c o s t  and f e de r a l  p o l i cy 

r e l a ted t o  r e imbursemen t  f o r  heal t h c a r e  ove r t he p a s t two decades  

have t h r e a t e ned the f ounda t i on o f  the Ame r i ca n  h e a l t h c a re 

de l i ve r y  s y s t em ( S a l e h , Vaughn , & Roh re r ,  2001 ) .  The E x e cu t i v e  

Bra n ch's a t t empt s  t o  cont r ol and h a rnes s h e a l t h c a r e  expend i t u r e s  

h a v e  b e e n  cente red a round chan g i ng the p r a c t i ce p a  t t e rn s  o f  

phys i c i a n s ; howeve r ,  the g r e a te s t  burden t o  f a c i l i t a t e  t he s e  

changes  re s t s  o n  the h o sp i t a l s  ( Webb , 20 0 1 ) .  H o s p i t a l s  and 

emp l oye r s  have been inundat e d  with new payment s t ru c t u r e s  i n  a n  

a t t empt t o  c o n t r o l  t h e  r i s e  o f  heal thcare expendi t u r e s . Fede r a  1 

payer prog r ams , l i ke Med i care , h a s  s t ructured h e a l t h c a r e  

1 



reimbursement to pl ace the burde n f o r  c o s t  con t a i nment on l o c a l  

hospi t a l s and has  s h i f t e d  g r e a t e r  p a yme n t  o f  o u t  - o f -pocket 

expense to Me d i c a r e  bene f i c i a r i e s . 

The gove r nmen t ' s a t t emp t s  t o  cont r o l  h e a l t h c a r e  co s t s  have 

r e s u l te d  in s i g n i f i ca n t  change s in the manner  p r o f e s s i onal  care 

de c i s i o n s  have been made over t h e  l a s t� 60  ye a r s . The s e  change s 

have s h i f t e d  de c i s i on ma k i ng f rom a phy s i c i an - domi nated 

envi ronment t o  an adm i n i s t r a t or domi n a t e d e nv i ronmen t ( Webb , 

20 0 1 ) .  The r e s u l t  o f  t h i s s h i ft  o ft e n  p l a c e s  hosp i t a l  Ch i e f  

Execu t i ve O f f i ce r s  ( CEOs ) and the  B o a r d  o f  T r u s t e e s  a t  odds w i t h  

t he i r  medi ca l  s t a f f  a n d  t h e  commu n i t y  t h e  h o sp i t a l  s e rve s . 

Ana l y s t s  have s ugge s t ed the t i ghtened ope r a t i n g  envi r onment i s  

e l iminat i ng hospi t a l s  t h a t  cannot ope r a t e  e f f i c i en t l y . I s  c o s t  

e f f i c i e n t  ope r a t i on t h e  t rue t e s t  o f  a h o sp i ta l ' s ab i l i t y  t o  b e  

succe s s f u l  i n  t h e  current he a l t h c a r e  ma r ke t ?  A n  a n s w e r  to s at i s fy 

s o c i e t a l  needs and to e xp l a i n  the comp l e x  r e imbur s ement s y s t em 

has  been needed s i nce the p a s s age o f  Medi care and Medi ca i d . 

Need for the S tudy 

The impo r t ance o f  r u r a l  h o s p i t a l s t o  the Ame r i ca n  

healthcare  de l i very s y s t em i s  c l e a r  i n  t h a t  r u r a l  faci l i t i e s  

repre s e n t  app roxima t e l y  5 0  percent o f  a l l  U . S .  h o sp i t a l s  and 2 5  

percent o f  a l l  i np a t i ent beds ( Bu c z ko , 2 0 0 1 ;  S a l e h  e t  al , 2 0 0 1 )  

A review o f  l i t e r a t u r e  i n di c a t e s  t h a t  i n  a dd i t i on t o  ope r at i ng 

e f f i c i en c i e s ,  change s i n  the  s o c i a l  and e conomi c envi ronmen t  i n  

2 



wh i ch the hos p i t a l s  ope r a t e  impact  t hei r s u rvi vab i l i t y .  

Mo reove r ,  t heir o r ganiza t i on a l  c h a r a c te r i s t i c s  to i n c l ude bed 

s i z e ( l e s s  than 10 0 beds ) , sma l l  me d i c a l  s t a ffs , and domina t i on by 

famil y p r a c t i ce o r  ge ne r a l  surgeons  contribute t o  the i r  

f r a g i l i t y .  T he l imi t a t i o n s  a l l ow l i t t l e  ma r g i n  f o r  admi nis t r a t i ve 

de c i s i o n s  ( Bu c z ko ,  20 0 1 ) . Th i s  de l i cate b a l ance p l a c e s  a he avy 

respons i b i l i ty on the Board of T r u s t e e s  for f a c i l i t a t i ng a 

co l l abo r a t i ve r e l a t i on s h i p  b e twe e n  the me d i c a l  s t a f f  and h o s p i t a l  

adm i n i s t ra t i on . 

I l l u s t r a t e d  a s  e a r l y  a s  t he m i d  - 1 9 8 0 ' s ,  de c l i n i n g  

u t i l i z a t ion an d changes i n  h o s p i t a l  payment s ys t ems p l aced 

con s i de r ab l e  f i n an c i a l  p r e s s u r e  on both urban and rura l hosp i t a l s  

( Gove r nment Accoun t i n g  O f f i ce [GAO], 19 9 0 ;  S a l e h  e t  a l , 20 0 1 ) . 

Many h e a l thcare provi de r s  we r e  unab l e  to con t i nue ope r a t i ng unde r 

t he s e  new regu l a t i on s . F o r  examp l e ,  2 6 0 ho sp i t a l s c l o s ed b e twe en 

1 9 8 5  and 1 9 8 8  a fter the  P r o s pe c t i ve Payment S ys t em ( P P S ) wa s 

imp l emented ( McKay & Cove n t r y ,  1 9 9 4 ) . C l o s u r e s  f o l l ow i ng P PS 

we r e  caused by reimb u r s emen t  r a t e s  b e l ow the f a c i l i t i e s  ope r a t i ng 

cos t .  Hence , they  we r e  n o t  a b l e  t o  e x i s t  wi thout any opera t i ng 

ma r gi n . E f fo r t s  to reduce ope rat i ng cost and t o  ma ke la rge 

f i na nc i a l  turnarounds wh i l e t ryi ng t o  me e t  the c ommun i ty ' s b e s t  

i n t e r e s t  f r e quent l y  p re c i p i t a t e  comp l ex manageme n t  s i tu a t i o n s  

( Ho fmann , 20 0 2 ) . 

Dependenc e on Med i c a r e  and l ow p a t i ent vo l ume ma ke r u r a l  

hosp i ta l s f inanc i a l l y  vu l n e r ab l e  t o  a g r e a t e r  de gree than t he i r  
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urban counte rpa rts ( Bu c z ko ,  20Cl; Bu l l ,  Krout, Rathb one -McCuan , & 

S h re f f l e r ,  2 0 0 1 ) . New c o s t  - conta i nme nt me a sure s and the 

i nten s i f i e d  competiti on have required many r u r al h e a l th c a r e  

f a c i l i ti e s  t o  r e d u c e  s e r v i ce s ,  conve r t  t o  anothe r t ype o f  care , 

o r  c l o s e . 

Rural commun iti e s  and the s h i fting demographic s have s haped 

the r u r al f a cility and e f f e ct their ab i l ity to operate i n  

changing ma r kets . F o r  e xamp l e , a r u r a l  community imp a cts a 

h o s p i tal ' s abi l i ty to r e c ruit and attract s ta f f  and phys i c i ans . 

Unde r standing the imp a ct on r u r a l  f aci l iti e s  b e g i n s  by exam in i n g  

t h e  commu n i t i e s  the s e  f a c i l i t i e s  s e rve , the f a c i l ity ' s dynamics , 

and the p otentia l imp a ct o n  communi tie s i f  a f a c i l i ty c l o s e s . 

Rur a l  f a cil i ti e s  o ften ope r ate i n  e conom i c a l ly dep r e s s ed o r  

s ta gnate a r e a s  by the very nature o f  ·the communit y' s f r ag i l e  tax 

b a s e  and m i n ima l c o rpo r ate o r  man u f a ctur i ng structure ( Bu l l  et 

a l , 2 0 0 1 ) . Typ i c a l l y  identi f ied a s  one of the l ar g e s t  emp l oye r s , 

rur a l  h o s p ita l s  have a majo r i n f l uence on the community ' s  l o ca l 

e co nomy ( Be r ry & S e avey,  1994). Local  h o s p i ta l s  p r o v i de e conomi c 

a dvanta g e s  ove r c ommun iti e s  without h o s p i ta l s  and may be a 

de c i di n g  f a cto r i n  r e c ruiting oth e r  lndu s tr i e s . 

Ove r the p a s t  5 0  ye a r s , attitude s toward h e a lthcare have 

s hifted f rom v i ew i n g  h e a l th c a r e  as a r i ght to an open competitive 

m a r ket whe r e  "only the f i ttestu ( co s t  - e f f i cie nt ) s urvive . This 

change h a s  p l aced the s e  characte r i sti c s  at odds w ith th e c u r rent 

e nv i r onment whe r e  sma l l ,  r u r a l  h o s p i ta l s  ope r ate . Current ma r ket 
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p r e s s u r e s  di r e ct decisio� ma kinq into comp e t i t i ve s t r a t e gy 

de s i gns . Pre s sure f rom l a rqe urban -dri ven provide r s  p l a c e s  r u r a l  

h o sp i t a l  management i n  a posi t i on to make tough de c i s i o n s  , 

focus i ng on c u r r e nt u rban h e a l t h c a r e  de l i very t a ctic s . 

The s t r e s s  o f  the  new ope rat i n g  envi ronmen t  i s  i l l cs t ra t e d  

1 n  t h e  c l o s i ng o f  ove r 3 0 0  rura l h o sp i ta l s  during t h e  1 990 ' s ,  and 

a s  r eported by the  Ame rican H o s p i t a l  As s o c i a t i on (AHA ) , 31 

p e r cent o f  rur a l  hos p i t a l s  report a negat ive ope r a t i ng ma r g i n  

(Broyl e s , B randt , & B i a rd - Ho lme s ,  1 9 98 ) . Rur a l  h o s p i t a l s  mu s t  

manage t he i r  comp e t i tive ma r ke t s ,  f i nanc i al needs , l e ade r s hip 

p r a c tice s ,  and med i c a l  s t a ff att ribute s .  H o s p i t a l s  t h a t  a r e  n o t  

ab l e  t o  b a l ance t h i s  ''s t r a t e g i c  p r o f i l e "  h a v e  been t r apped i n  a 

downwa rd s p i ra l  o f  de clining r e s o u r ce s ,  de c r e a s e d  ability t o  

comp e t e , a n d  s h r i n ki ng ma r ke t s .  = f  h o s pi t a l  l e a de r s h i p  fa i l  t o  

ope r a t e  w i t h i n  the s e  cons t r a i n t s  t h e n  ma r ke t  p r e s s u r e s  m a y  f o r c e  

r e du ction i n  s e rv i c e s  o r  u l tima t e l y  l ead t o  clo s u re . S kil l f u l  and 

time l y  management of t his e nvironmen t  w i l l  r e s u l t i n  g r e a t e r  

community t ru s t ,  s t ronger p e r f o rmance , improved s t a f f  

e ff i c i en c i e s ,  and c o l l aborat ive r e l a t i on s h i p s  be twe e n  phys i c i an s  

a n d  admi n i s t r a t i on ( H o fmann , 2 0 02 ) . Hence , imp r oved f i nanc i a l  

p e r f o rmance w i l l  f o l l ow .  
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Purpose of the S tudy 

The purpo s e  o f  the s tudy was to i nv e s ti gate the 

r e l ati onship o f  the pro f i tab i l i ty to ma r ket c o nditi ons , 

management p r a cti c e s , and me d i c a l  sta f f  attr i bute s o f  sma l l ,  

r u r a l  hospita l s  ope rating i n  North Caro l i na a n d  S outh C a ro l i na . 

I n  order  to addre s s  the p u rp o s e  o f  the s tudy the f o l l owing 

research que s t i ons we re f o rmu l ate d : 

1 .  What imp a ct d i d  the c ompetiti on , a s  me a su r e d  b y  the 

He r f indahl - H i r s c hman I ndex ( HHI) , w i th i n  the county the 

h o s p i ta l  i s  l o cated h ave on the h o s p i ta l ' s  ope rating p r o f i t ?  

2. How doe s t h e  e conom i c  h e a l th ,  a s  mE,a s u r e d  b y  the unemp l o yment 

rate , of the county t h e  h o s p i ta l  i s  l o cate d ,  i mp a c t  the 

f a c i l ity' s ope r ating p r o f i t ?  

3 .  What impact d i d  the Full T ime E qu i v a l ent ( FT E s ) p e r  occup i e d  

bed have o n  a f a c i l i ty ' s ope rati ng p r o f i t ?  

4 .  What wa s the r e l ati o n s h i p  betwe e n  b e l on g i n g  t o  a mu l ti -

hosp i ta l  s ystem and the h o s p i ta l's operating pro f i t? 

5. How d i d  the s i z e o f  the med i ca l  s ta f f  i mp a ct the h o s p i ta l ' s  

ope rating p r o f it? 

6. What imp a ct d i d  the spec i a l ty m i x  o f  the med i c a l  s ta f f  have o n  

the hosp i ta l ' s ope rating pro f it? 
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As sump tions 

The b a s ic a s s ump tions made rega rding t h i s s t udy were a s  

f o l l ows: 

1) I n forma tion prov i ded t.o The Duke E ndowmen t  was 

a c cu rate . 

2) Ho s pit a l  f i nanc i a l  s e rv i ce pe r s onne l could provide 

accurate  up-t o-d a t e  f i n a n cia l e l ement s .  

3) Duke E ndowmen t ' s i n s t rume n t s  u s e d i n  the s t udy t o  

col l e c t  da ta we re valjd and reliab l e . 

4) Me t hods us ed t o  ca l cu l a t e  ma r ke t  s h a r e  data by 

S o l uc i ent , In c . and The South C a r o l ina Budg e t  and 

Cont r o l  Bo a r d  we r e  iden t ica l .  

( S ee Chapt e r  I I I ,  page 52 f o r  in f o rma t i on expla i n i ng The Duke 

Endowment . )  

Del imi tations 

Re s e a r ch s hould be t ra n s f e rable t o  the  popu l a t ion o f  r u r a l  

facil i t i e s , but d u e  t o  r e s ou r c e  r e s t r i ctions , t h i s  s t udy 

eva l ua t e d  a l imit ed numb e r  o f  facili t i e s . De l imi t a t i o n s  we r e  

con s t ru c t e d  t o  aid t h e  int e rpr e t a t i o n  o f  the data . This 

i nv e s t iga t i on wa s de l imit ed t o : 

1) Data obtained f r om only h o s p i ta l s  in North a nd S o u t h  

C a ro l i na pa r t i c i p a t ing i n  Duke Endowmen t ' s An�u a l  

Application f o r  As s i s t ance . 
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2) Sma l l ,  r u r a l  hospi t a l s  l o cated i n  N o r t h  a nd South 

Ca r o l i na . 

3 )  C ommun i t y a f f i l i a t e d ,  a cute care hosp i t a l s  o r  hea l t h  

s y s t ems . 

4 )  H o s p i t a l s  o r  h e a l t h  s y s t ems w i t h  cal culated adj u s ted 

o c cup i e d  bed range of  1 and 129 du r i ng the Fi s ca l  Ye a r  

( FY )  2 000. 

5) In f o rma t i on exc lude s  Ps ych i a t r i c ,  Ho sp i ce ,  and A l cohol 

and Chemi c a l  Depend�ncy f a c i l i t i e s . 

Limitations 

The f o l l ow i n g  l im i t at i on s  app l i e d  to t h i s  s tudy : 

1 )  The h o s p i t a l s  e l e c t i ng t o  p a r t i cipate i n  The Duke 

Endowme n t  F i n an c i a l  As s i s t ance Program we re not  a 

r andom r e p r e s e n t a t i on o f  a ll r u r a l  h o s p i t a l s  i n  the 

C ar o l i na s . 

2 )  I n f o rma t i on obt a i ned f r om hosp i t a l s  was s el f  - reported . 

3) F i n a nc i a l  i n f o rma t i o n  f rorrt the Duke Endowmen t  i s  non -

audi t e d  f in a n c i a l  data . 

4 )  Al though the HHI wa s f i r s t  u s e d  b y  the Depar tment o f  

Jus t i ce ,  i t s  app l i c a t i on t o  t h i s  s tud y i s  b a s e d  upon 

s imi l a r  modi f i ca t i on s  for h e a l thcare f a c i l i t i e s . The 

i n de x , in context to t h i s  s tudy , was u s e d  to me a s ure 

compe t i t i on and not me r g e r  imp l i ca t i o n s . 



Def ini tion of Terms 

T e rms ope r a t i onall y de f i ned fo r the purpo s e  o f  t h i s  s tudy 

we r e :  

Board o f  D i r e cto r s :  

Fu l l - T ime E qu i va l ency: 

I nd i v i dua l s  s e l ect e d  to a c t  a s  

t r u s t e e s  f o r  t he h e a l t h c a r e  de l ive r y  

s y s tem and to prov i de d i r e c t i on f o r  

t h e  f a c i l i t y  i n  meeti ng the n e e ds o f  

the commun i t i e s  and the medi cal  s t a f f . 

( FTEs ) The numb e r  of emp l oyees  who 

wo r k  for o r  p rovide s e rv i ce dur i ng a 

s p e c i f i c  pe r i od . One pe r s on wo r ki n g  

f u l l t ime f o r  a fu l l  y e a r  e qua l s  1.0 

FTE ;  a p e r s o n  wo r k i n g  ful l  t ime f o r  

s ix month pe r i od e qua l s  . 5  FTE , a n d  a 

p e r s on wo r k i n g  h a l f t ime f o r  a f u l l 

year  a l s o e qua l s  . 5 FTE . (T irnrnr e c k ,  

1997 ) . 

H e r f i ndahl - H i r s chman I ndex: The i ndex sums the s qua r e s  o f  

i ndi v i du a l  p e r centage o f  ma r ke t  s h a r e  

o f  a l l  h o s p i t als i ncl uded i n  t h e  

county t h e  h o sp i t a l  b e i ng s tudi e d  i s  

l o cat ed . 
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Management P r act i ce s : 

M a r k e t  Cond i t i on: 

Ma r ke t  S h a r e : 

1 0  

As used i n  t he ex i s t i ng s tudy ,  t he 

t e r m  managemen t  p r a ct i ce s  lS 

const r u c t e d  t o  de f i ne two s e l e c t e d  

a c t i v i t i e s  r e l a t ed t o  de c i s i on ma k i ng 

f o r  FTE s  a nd whe t h e r  a r u r a l  f a c i l i t y  

i s  a memb e r  o f  a mu l t i -h o s p i t a l  

system . ( S e e  de f i n i t i on o f  mu l t i  -

hosp i t a l  sys tem below . )  

The env i ro nme n t  i n  whi ch t he h o sp i t a l  

ope rate s ;  f o r  t he purpo s e  o f  t h i s  

s tudy, ma r ke t  condi t i on w a s  me a s u r e d 

a s  ma r ke t  concen t r a t i on o r  l evel o f  

compe t i t i o n  a s  de f i ne d  b y  t h e  

He r f indahl - H i r s chman I ndex ( HHI) a n d  

l evel o f  unemp l oyme n t  i n  t h e  county i n  

which t he h o s p i t a l  i s  l o c a t e d . ( S e e  

Chap t e r  I I I ,  page 56 f o r  e xample o f  

t he H H I  ca l cu l a t i on . )  

The p e r cent age o f  a popu l a t i o n ,  

gene ra l l y s e p a r a t e d  by count i e s , 

r e ce i v i n g  me d i cal c a r e  p r ov i ded by t h e  

hosp i t a l  dur i n g  a spe c i f i c  t ime 

p e r i od . The amount o f  b u s i ne s s  o r  



Med i c a l  S pe c i a l t y : 

Me d i c a l  S t a f f  At t r ibutes:  

Medi c a l  S t a f f : 

s e rv i c e s  the  h o sp i t a l  g a r n e r s  f r om a 

part i cul a r  popu l a t i on . Mo s t  o f t e n , 

ma r ke t  s h a re r e p r e s e n t s  t h e  pe r c e n t age 

of admi s s i on s . 

The a r e a  o f  med i c i n e  i n  whi ch t h e  

phys i c i a n ( s )  i s/a r e  c e r ti f i e d t o  

p r a c t i c e . The a r e a  o f  med i c i ne i n  

wh i ch t h e  repr e s e n t at i v e  s pe c i a l t y  

b o a rd h a s  ce r t i f i e d  the phys i c i a n  a s  a 

memb e r . 

C ha r a ct e r i s t i cs sha r e d  b y  t he medi c a l  

s t a f f  a s s o c i a t e d  w i t h  a h o s p i t a l . Fo r 

t h e  pu rpo s e  o f  t h i s  s tudy , the 

s p e c i a l t y  mix o f  t h e  h o s p i t a l ' s 

me di c a l  s t a f f  and t he num b e r  o f  

phys i c i an s  on t h e  a c t i ve me di c a l  s t a f f  

me a s u r e d  me d i ca l  s t a f f  a t t r i but e s . 

( S e e  Chap t e r  IV , Tab l e  4-2 and 4 - 4 , 

page s 63 and 68 .) 

Phy s i c i an s  g r a n t e d  a c t i ve , f u l l - t ime 

crede n t i a l s  to pra c t i ce medi c i n e , 

adm i t  p a t i ent s , a nd u t i l i z e r e s o u  r c e s  
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Mu l t i - Ho s p i t a l  Sys tem : 

Non - Ru r a l : 

Ope rat i ng P ro f i t : 

P r ima ry Ma r ke t : 

1 2  

ope rated and owned w i t h i n  the h o s p i t a l  

f a c i l i t y/sys t em . 

A g r oup o f  ho s p i t als , min imum o f  two , 

wh i ch are governed by one Board o f  

T r u s t e e s  and one common CEO aYJ.d s h a r e  

f i na n c i al r e s o u r ce s . 

A r e a s  w i t h i n  No r t h  C a r o l ina and/ o r  

S ou t h  C a ro l i na t h a t  are  a s s i gned a s  a 

M e t rop o l itan S t a t i s t i cal Area ( MS A )  . 

The d i f f e r e n ce between a hosp i t a l ' s  

n e t  r evenu e s  a s  repo r ted on the 

f a c i l i t y's Me d i c a r e  Cost Rep o r t  minus 

ope r a t i ng expen s e s  du r i ng the s ame 

f i s c a l  year . Wit h i n  the cont ext o f  

t h i s  s tudy the t e rms ope r a t i n g  p ro f i t ,  

ope r a t ing marg i n ,  and p r o f i t abilit y  

we�e u s e d  i n t e r changeab l e . 

The c ounty 1 n  whi ch the ho s p i t a l  w a s  

l o c a ted . 



Pro f i tabi l i t y :  

Rur a l :  

S ma l l  H o s p i ta l s : 

In hea l thca re fina n c i al manageme n t  

t h i s  i s  t h e  mon e y  le f t  ove r f rom 

p a t i ent ca r e  and ope ra t i n g  revenue 

a f t e r  a l l  expe n s e s  a re p a i d . 

( T i mmr e c k ,  1 997). W i t h i n  t h e  con t e x t  

o f  t his s t udy the t e rms ope r a t i ng 

p r o f i t , ope ra t i n g ma r g i n ,  and 

pro f i t ab i li t y  were u s ed 

i nte r changeab l e . 

Are a s  w i t h i n  North C a r olina and/o r 

S o u t h  Carol i n a  t h a t  we r e  not  a s s i gned 

a s  a Metropo l i t a n  S t a t i s t i ca l  Area 

( M S A ) . 

Commun i t y  a f f i l i ated o r  commun i t y  

ba s e d ,  acute care , non- fede r a l  

f a c i l i t i e s  o r  s y s t ems w i t h  l e s s  than 

or e qual  to 129 adju s t e d  o c cup i e d  

beds . 

Summary 

S h i f t i ng demograph i c s , a t e nuous e conomy , i mp l ement a t i on o f  

PPS , and p o t e n t i al i s olat i on f rom i n fo rma t i o n  and t e ch n o l ogy h a s  

made r u r a l  h o s p i t a l s  vuln e r able to th e chang i ng h e a l thcare 
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ma rke t . T h i s  chap t e r  e s t ab l i s hed the f o unda t i on f o r  t h e  

i nve s t i g a t i o n  o n  h o w  rura l h o s p i t a l  l e a de r s h i p  manage s t h e s e  

u n i que s i tua tions r e l a t ed t o  a v i t a l  r u r a l  r e s ou r ce . 

De f i n i t i on s , de l imi t ation s , a s s ump t i on s , and l imi t a t i on s  

e s t ab l i s h e d  wit h i n  t his chapt e r  guided t he deve l opmen t  and t h e  

s cope o f  t h i s  s t udy . 

The Chap t e r  I I  exami n e s a broad range o f  l i t e r a t u r e  d rawn 

f r om the h e a l thcare  f i e l d ,  addr e s s ing i s su e s  f a c i ng r u r a l 

h e a l t h c a r e  de l i ve r y  and t he h e a l thcare  e nv i ronmen t . The chap t e r  

reviews ope r a t ing s t rateg i e s  a n d  catego rie s t ha t  dire c t  

h e a l th c a r e  o r ga n i z ation s . 

Chap t e r  I I I  addr e s s e s  t he me t hodo l ogy f o r  t h i s  r e s e a r ch . 

Al s o  i n c l uded are de s c r iptio n s  o f  i n s t r ument s ,  me t h od s , and 

s ta t i s t i c s  u s e d  f o r  analys i s . 

Chapt e r  IV analyzes  t h e  dat a  and rep o r t s  t h e  f i n ding s . The  

chap t e r  a ddre s s e s  the r e s e a r ch que s t i on s  and t he fi  ndi n g s  b a s ed 

on the data . 

Chap t e r  V p r e s e n t s  a s umma ry o f  f i nd i n g s , conc l u s i o n s , and 

i n t e rp r e t a t i o n s  of  the dat a ,  and answe r s  t he r e s e a r c h  que s t i on s . 

F i n a l l y ,  t h e  chap t e r  prov i de s  re commenda t i on s  f o r  f u t u r e  s tudie s . 

Chap t e r  VI provides a r e t rospe c t i ve r eview o f  t h e  r e s e a r ch 

and s tudy . I n  addit i o n ,  i t  p rovide s con c l u s i on s  a n d  

re commendations a r r i ved a t  e x t e nding beyond the  b a s i c  r e s e a r c h  

que s t i o n s . 
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CHAPTER II 

LITERATURE REVIEW 

Introduction 

Thi s chap t e r  wi l l  p rovide a n  out l i ne and i n t rodu c t i o n  i n t o  

l i t e r ature , theo r y ,  a n d  r e s e a r cl1 ava i l ab l e  r e g a r d i ng i s s u e s  

s u r rounding the chang i ng healthcare envi ronmen t  a n d  how 

fa c i l i t i e s  de l i ve r i ng heal thcare s e rv i ce s  a re a f fe c t e d . The 

i s s u e s  exp l o red w i l l  p rovide a b a c k g r ound and t emp l a t e  f o r  a n  

i nve s tiga t i on i n t o  thes e comp l ex i s s u e s  and how r u r a l  h e a l t h c a r e  

provide r s  f a ce uni que cha l l enge s w i t hin t h i s  ma r ke t . T h rough t h i s 

review , the f r amewo r k  f o r  the t heo r e t i cal  mode l g u i d i ng the 

r e s e a r ch was deve l oped and support ed . 

Rural Demographi cs 

Rura l  Ame r i ca i n f r a s t ructure h as unde rgone many changes 

over the l a s t  two decade s . Al though rura l e c o nomi e s  a r e  tenuou s , 

many do not r e l y  s o l e l y  on a g r i culture . I n c r e a s i ng l y ,  sma l l  

communi t i e s  have rep l a ced f a rming w i t h  i ndu s t ry ,  manu f a c t u r i n g ,  

and con s t ruction . Al though d i ve r s i fie d ,  r u r a l  e c onomi c cond i t i on s  

cont l nue to b e  very frag i l e  a nd ext r eme l y  v u l n e r ab l e  t o  g l ob a l  

change s ( Agency f o r  Hea l thcare Po l i cy and Re s e a r ch [ AH C PR], 1 9 9 1 ;  

Berry,  1 9 8 8 : B e r r y  & S e avey,  1 9 9 4 ) . I n  the S o u t h , the  l o s s  o f  

t ex t i l e  and clo t h i n g  manu f a c t u r i ng job s  have imp a c t e d  sma l l ,  
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r u r a l  commun i t i e s  and de fin e s  t he lus s of commun i ty 

i n f r a s t ructure i n  N o r t h  and S o u t h  C a ro l i n a . 

Employmen t  t rends h a ve been a c comp a n i e d  by s h � f t i n g  

demog r aphic s ,  and r u r a l  popu l at i o n  growth h a s  f l uctuated ove r t h e  

p a s t  two decade s . Pop u l a t i on s hi f t s  are  o ften a s s o c i ated w i t h  t h e  

t r a n s i e n t  a n d  de l i cate  j ob ma r ke t  i n  the s e  i s o l at e d  areas . Rur a l  

commu n i t i e s  w i t h  a s ligh t l y  o l de r  pop J l a t i o n  t h a n  t he i r  urban 

coun t e rp a r t s  i n f l uence t he s ta b i l i ty of  the l o c a l  ma r ke t  ( 1 6 . 0 

percent over 6 5 )  ( AHC P R ,  1 9 9 1 ;  K i n s e l l a ,  2 0 0 1 ) . 

The e conomy o f  t h e  r u r a l  commu n i t y  ma kes  t h e  percentage o f  

re s i de n t s  l iv i n g  i n  p o ve r t y  s urpa s s  t h a t  o f  urban c i t ie s  ( Bu l l e t  

a l , 2 0 0 1 ; W e i s g ram,  1 9 9 5 ) . The  d i s propo r t i onate number and 

den s i t y  of poor p e op l e  l e nds i t s e l f  t o  o t h e r  h e a l thcare i s s u e s . 

Ma j o r bar r i e r s  and l imi t e d  cho i c e s  e x i s t  in a c ce s s i ng h e a l thcare  

due t o  the l imit e d  e conomi c r e s o u r c e s  and i s o l a tion of  the rural  

popu l a t i o n , r e s u l t i n g  in  p o o r  i n f r a s t ructure s , few he a l thcare 

optio n s , a nd we a k  s o cial s uppo r t  ( Ma n s fi �l d ,  Worthingt o n ,  & 

Curry,  2 0 0 1 ;  Bull e t  a l ,  2 0 0 1 ) . L im i t e d  a c c e s s  and is o l a t i on 

o ft e n  r e s ult i n  t h e  t yp e  o f  me d i c a l  care  needed t o  be mo re 

comp l icated and s eve r e , l en d i ng t o  g r e a t e r  r e s o u r c e s  and 

cha r i t ab l e  care f rom the h e altj s ys t em s e rving t h i s  popu l a t i on 

( W e i  s g r am ,  1 9 9 5 ) . 

I s s ue s F a c i n g  Rur a l  H o sp i t a l s  

S o cia l and e c onomi c t rends in f l uence the env i r o nment i n  wh i ch 

r u r a l  providers  mu s t  ope r a t e . Changin g  envi ronme n t s  requ i re a 
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f l u i d  t r a n s i t ion to r ema i n  succe s s f ul ,  and many rural fa ciliti e s  

have limited choi ces t o  me e t  the s e  needs . E a ch s y s tem may have  

unique cha l l enges  bec a u s e  of t he i r  commu n i t y  e nv i ronmen t ,  but  

cha r a c t e ris t i c s  of important h e a l t h  t rends c a n  be i de n tif i e d that 

are  un1que to all rura l h e a l t h ca r e  f a c i l i tie s and impact t heir 

ope r a t i on . The s e  chara cteri s t i c s in c l ude the fol l ow i n g : 

1 .  Reduced r e imbur s emen t  or r e s t ricted r e imbu r s ement bv third -

p a r t y  paye r s  ( Medi care  and Me d i caid ) 

2 .  Un s t ab l e  l oca l e conomy and t e diou s f i na n cia l opt ions for 

expandi n g  or adap t i ng to change s in t h e  i ndus t ry or 

envi ronm e n t  ( Bu l l  e t  a l , 200 1) 

3 .  The g rowt h  and expa n s i on of glob a l i z ation w i t h i n  the  

indu s t r i e s  s uppor t i ng the e conomic fou nda t i on w i t h i n  r u r a l  

communi t.i e s  ( e . g . , t e x t i l e  a n d  c l othi n g  i n  Nor t h  and Sou t h  

Ca rol i n a ) 

4 .  Con t i nuou s changes i n  t h e  i ndu s t ry ,  rewa r ding con s o l i da t i on 

and u rb a n  s t r a t e g i e s  

5 .  Change s i n  t h e  locu s o f  care  f r om i npa t i e n t  to outp a t i e n t  

proce dure s ( AHCP�, 1991) 

6. Con t i nuou s n e ed for cap i t a l  t o  me et t h e  change s i n  h e a l t h c a r e  

de l i ve r y  

7. Phy s i cia n  r e c r u i tme n t  a n d  r e t e n t i on 

8 .  Con t i nu i ng medi ca l educa t iona l  n e e d s  o f  r u r a l  physic i a n s  and 

a l l i ed h e a l t h  prof e s s i onals to r ema i n  up -to-da t e  
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9 .  T echn o l o gy deve l opme nt and a c qu i s i t i o n  t o  rema i n  compe t i t ive 

with l a r g e r  f a c i l i t i e s  

1 0 .  Fragment a t i on and l a c k  o f  r e s o urce s i n  t ranspo r t a t i on 

s e rv i c e s  o r  eme r gency me d i c a l  s e rv i ce s  i n  many rur a l  

l o c a t i o n s  ( AH C P R ,  1 9 9 1 ; Bull e t  a l , 2 0 0 1 )  

Ru r a l  He a l th Envi r o nme n t s  

T h e  comp l e x i t y  i n  d i s cu s s i ng rur a l  he a l t hcare i s  evident i n  

attempt i ng t o  de f i ne t he t e rm i t s e l f .  T h e  U . S .  Census Bureau ' s 

de f i n i t i o n  o f  "ru r a l "  comp r i s e s  s e ve r a l  env i ronme n t s . Non -

me t r opo l i t an s t a t i s t i ca l  are a s  ( non -MSA ) a s  de f i ned by the bureau 

can range f r om cent r a l  c i t i e s  with 5 0,0 0 0  re s i dent s and 

popu l a t i on den s i t i e s  o f  up to 10 0 per s o n s  per s quare mile , t o  

den s i t i e s  o f  l e s s  t h a n  one p e r s on p e r  s quare mi l e  ( Be r r y ,  1 9 8 8 ) 

T h i s  di f f e r e n ce i n  de f i ning r u ra l  hospi t a l s  comp l i ca t e s  

addre s s i ng the n e e d s  and i s s u e s  f a c i ng t h e s e  f a ci l i t i e s . A 

commu n i t y  geograph i ca l l y  l o ca t e d  next t o  a l arge c i t y  wi l l  f a ce 

d i f fe rent c ha l l e nge s a nd c o s t  compared t o  commun i t i e s  whe r e  the 

next_ town i s  l o c a t e d  s ev e r a l  hours av,ra y . The comp l e x i t y  and 

dive r s i ty of r u r a l  communi t i e s  i s  po s s i b l y  the mo s t  mi s unde r s tood 

fundame n t a l  factor t h a t  imp a c t s  the s u cce s s  of  sma l l ,  r u r a l  

hospi t a l s  ( Be r r y  & S e a ve y ,  1 9 9 4 ) . 

E va l ua t i on o f  a l l  t yp e s  o f  he a l t h c a r e  mar ke t s  i s  

bene f i c i a l , and a l l  p l a ye r s  i n  the hea l t h care ma r ke t  impact e a ch 

h e a l t h c a r e  p r o v i de r . I n  the cont ext o f  t h i s  di s cus s i on ,  

eva l ua t i o n  w i l l  b e  l im i t e d  t o  the sma l l ,  r u r a l  h o s p i t a l s  and 
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de l i ve r y  s y s t ems . Small hos p i t a l s ,  a s  de f i ned the }'\;ne r i can 

Ho sp i t a l  As s o c i a t i on (AHA ) , a r e  f a c i li t i e s  with le s s  than !00 

acu t e  care beds ( Manus , 1 9 9CJ) . Ot h e r  de f i nit i o n s  i n c l ude The Duke 

Endowme nt ' s use o f  hosp i t a l s with l e s s  t ha n  129 beds . No ma t t e r  

t h e  de f in i tion a dopt e d ,  the s e  h o s p i t a l s  a r e  o f  spe c i fic i n t e r e s t  

due t o  t he i r  unique c haract e r i s tic s that impact the i r  abi l i t y  o r  

i nabil i t y  t o  adapt to changin g  ma r ke t s . Charact e r i s tics sha red b y  

many sma l l , r u r a l  h o s p i t a l s ma ke them unique . They in clude the 

f o l l owing : 1) they a r e  o f ten the fir s t  o r  s e cond l a rge s t  emp l oyer 

w i t h i n  the c ommun i t y ;  2) they are  viewed a s  s e rvin g  a prima r y  

s o c i al -me d i c a l  utilit y ;  3l t h e y  o ften prov i de the i r  communi t y  a n  

e conomi c and ma r ke t i ng advan tage  over commun i t i e s  w i thout a 

h o s pit a l , and 4 )  they a r e  mo r e  vis i b l e  and i nv o l ve d  i n  t he i r  

communi  t i e s . T h e s e  un i que characte r i s t i c s  o ften fo r c e  sma l l  

commun i t y  h o s p i t a l s  t o  be a t  odds w i t h  t he i r  s o c i a l  and me dica l  

ob l i ga t i on s  and t heir e conomi c p e r f o rmance . T his de l i cate b a l a n c e  

combined w i t h  v u l n e r ab i l it y  o f  the demograph i c  cha r a c t e r i s t i c s  o f  

t he i r  c ommun i t i e s  ma ke s e ven s uc ce s s ft:.l h o sp i t a l s  s ub j e c t  t o  

unc e r t ain f u t u re s . 

Theore ti cal Des ign 

The h o s p i t a l  indu s t r y  h a s  con t r i buted to t h i s finan c i a l  

unce r t ain t y  b y  expe c t i n g  sma l l , r u r a l  hosp i t a l s  to p e r f o rm 

a c c o r d i n g  t o  the  r ule s o f  a p r o  -competit i ve po l i t i ca l  e conomy 

wit h in the h e a l t h care indu s t r y  ( Be r r y  & Seave y ,  l 9 9 4 l .  This "p ro -
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compet i t i o n'' focus con t r ibutes  t o  the o f t en con f l i c t i ng 

e n v i r onment i n  wh i ch rural  f a c i l i t i e s  ope r a t e . 

The deve l opment and cre a t i on o f  t h i s  f o c u s  c a n  be t r a c e d  

ove r t h e  l a s t  6 0  yea r s . H o s p i t a l s  and med i c a l  c a r e  o f  the e a r l y  

1 9 0 0 s  wa s c u s t o di a l , mo s t  o f t e n  owned and ope rated b y  phys i c i an s  

t o  house p a t i en t s  t h a t  could n o t  b e  c a r e d  f o r  i n  t he i n di v i dua l ' s  

home . Th i rd p a r t y re imbur s emen t  was non - e x i s t e n t . A g rowth i n  

a c ce s s  t o  med i cal  care gave r i s e  du r i n g  the 1 920 s t o  v o l u n t a r y  

c h u r ch sponsored o r  ope rated ho s p i ta l s . Po s t  -Wo r l d  W a r  I I  e r a  

w i t n e s sed a p r o l i f e r a t i on o f  me di c a l  t e chno l ogy , a n d  t h e  

s en t iment t h a t  hea l t hcare w a s  a bas i c  r i ght  f o r  a l l  Ame r i c a n s  

g r e w  ( Webb , 2 0 0 1 ) . S upport i ng t h i s  n e w  v i e w ,  Congre s s  p a s s e d  

p r o g rams t h a t  p rovi ded l ow -in t e r e s t  o r  " f r e e "  mon e y  f o r  eve r y  

c ommun i t y  t o  bui l d  hospi t a l s .  Programs l i ke the H i l l  - B u r t o n  A c t  

p la ced t h e  empha s i s  on a c ce s s  t o  c a r e  not  pro f i t ab i l i ty o r  

e f f i c i ency ( Dowe l l ,  1 9 8 7 ) . 

The g rowth o f  a c ce s s ib l e  he a l  t hca re was a c comp an i e d b y  t h e  

developme n t  o f  p r i vate hea l t h  i n s uran c e , s i gn i f i c a n t l y  cha ng i ng 

t h e  l ands cape o f  h e a l t hcare de l ivery and the t r an s f e r  o f  t h e  

e xp e n s e  t o  t h i rd p a r t y  p a y e r s  l i ke i n s u r ance compa n i e s  and t he 

f e de r a l  gove rnment ( Webb , 2 0 0 11 .  The n e x t  twe n t y  ye a r s , s uppo r t e d  

b y  p r og rams l i ke t h e  H i ll -Burton Act ,  t h e  deve l opmen t  o f  Med i c a re 

a n d  Medi c a i d ,  con t i nued the p r o l i f e r a t i on o f  me d i c a l  s e r v i ce s ,  

s uppo r t ing a r i s ing i n f l a t i on i n  providing care . 
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Throughout t h i s  p e r i od o f  healthca r e  g rowt h ,  de c i s i o n  

ma k ing f o r  he a l t hcare wa s s hi ft i ng f r om phy s i c i an o r i en�ed t o  

admi n i s t r a t o r  o r i e nted . Th i s  t rans i t i on w a s  r e l a t i v e l y  seaml e s s . 

I n  an a t t empt t o  con t r o l  t h e  r i s i n g  hea l t h c a r e  c o s t ,  dup l i ca t i on 

o f  s e rv i ce s , and cos t l y  t e chnol ogy , the fede r a l  governmen t 

crea ted l o c a l  and s t a t e  h e a l tt agen c i e s  cha rged w i t h  app r o v i n g  

ma j o r cap i t a l  expend i t u r e s  r ela ted t o  demon s t ra t e d  n e e d  and 

l imi t i ng dup l i ca t i on ( Webb , 2C0 l ) . The  N a t i onal He a l t h  P l a n n i n g  

a n d  Re s ou r ce Deve l opmen t  Act  c f  1 9 7 4  ( PL 9 3  - 6 4 1 )  changed t h e  

re l a t i o n s h i p  between the phys i c i a n  a n d  admi n i s t r a t i on p l a c i n g  

admi n i s t r a t o r  a n d  hosp i t a l  b o a r d s  i n  a po s i t i on t o  ma k e  de c i s i on s  

o� a l l o c a t i on s  o f  hea l th r e s ou r c e s  t h a t  d i r e c t l y  e f f e c t e d  a 

phys i c i a n ' s p r a ct i ce .  A l a rge component o f  t h e  1 9 7 4  Act was the 

ce r t i f i ca t e of  need ( CON ) r e qLi r i ng s ta t e s  t o  r e gu l a t e  cap i t a l  

and medi c a l  e qu i pment pur cha s e s  i n  o rde r t o  r e c e i ve Medi c a r e  and 

Medi c a i d  funds . 

The 1 9 8 0 ' s w i t ne s s ed a tran s f e r  f r om a c o s t  - r e imbur s ement 

s y s t em t o  a pro spe c t i ve p a yment s y s t em ( P P S ) , r e qu i r i ng h o s p i t  a l s  

t o  cont r o l  cos t s  s o  t h a t  i n  -pat i ent r e imb u r s ement kept ahead o f  

expe n s e s . During t h i s  s ame p e r i od , N o r t h  C a r o l i na and S o u t h  

C a ro l i na w i t ne s s e d  imp roved i n f r a s t ru c t u r e s  l i n k i n g  sma l l  

commun i t i e s  toge the r and redu c i ng the t ime t o  t r ave l �o l a r g e r  

c�t i e s . T h i s deve l opmen t  i n  imp roved i n f r a s t ru c t u r e  made s ma l l  

t own s l e s s  i s o l ated a nd i n c r e a s ed mob i l i t y . The 1 9 9 0 ' s w i t n e s s ed 

e x t r eme cutba c k s  i n  h e a l t h c a r e  p a yment s o u r ce s , t i gh t ening o f  
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c r i ter i a  f o r  r e imbu r s eme n t , an i nc r e a s e  o f  managed care , and 

doub l e - di g i t  i n f l a t i on of h e a l �h c a r e  c o s t s . In r e act i on to r i s i n g  

.cos t ,  Cong r e s s  enacted t h e  1 9 97 Bal anced Budg e t  Act ( BBA ) . T h e  

i ntent o f  the a c t  was to r e duce Me d i ca r e  P a r t  A s p e nding b y  $115 

b i l l i on ove r f i ve y e a r s  ( Ame r i can H o s p i t a l  As s o c i a t i on ( AHA ) , 

1 9 9 9 ) . A f t e r one ye a r , t h e  e f f e c t s  o f  the 1 9 9 7 BBA , we r e  

deva s t a t i ng to the h e a l t h c a r e  �ndu s t r y  a n d  t h r e a t e n e d  s e rv i ce 

a c ce s s  e s pe c i a l l y  f o r  the commu n i t y  h12a l t h c a r e  s y s tem ( AHA , 

1 9 9 9 ) . Con g re s s  r e sponded b y  e n a c t i ng t he BBA Re l i e f  Act t o  

a s s i s t  the commun i t i e s  a n d  t o  r e duce t h e  impact o f  t h e  c o s t  

r educ t i on mea s u r e s .  

The exp l i c i t  and i mpli c i t  adv i ce f r om the i n du s t r y  t o  small 

communi ty h o s p i t a l s  i s  c e n t e r e d  a r ound urban s t r a t e g i e s  favo r i ng 

d i ve r s i f i ca t i on into  a a r r a y  o f  h e a l t hc a r e  r e l a t e d  bus i ne s s e s ,  

ve r t i c a l  and h o r i z o n t a l  i n t e g r a t i o n ,  s y s tem a f f i l i at i o n ,  and 

s a telli t e  rela t i on s h i p s  w i t h  urban cent e r s  ( Be r r y  & S e ave y ,  1 9 9 4 ; 

Webb , 2001). Revenue s t ra te g i e s  o ft e n  revo l ve a round 

opp o r t un i t i e s  that have t radi t i ona l l y  been the doma i n  o f  

phys i c i a n s , p l a c i ng the h o s p i t a l  1 n  j e opa rdy o f  s t r a i n i ng o ften 

l imited phys i c i a n  r e s ource s . 

Many sma l l  h o s p i t a l s  f ound t hems e l ve s faced w i t h  two 

s t r a t e g i c  opt i on s  when de c i di ng how to wo r k  w i t h i n  the con f i nes 

o f  the r u r a l  e nv i r onmen t . The i c  opt i ons  we r e  to e s t ab l i s h 

comprehen s i ve health s e r v i c e s  t o  s uppo r t  and cap i ta l i z e f i nanc i a l  

i ncent i ve s , o r  to wo r k  w i t h i n  p ub l i c  u t i l i ty s t r a t e g i e s  i n  wh i ch 
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the  h o sp i t a l  ope r a t e s  t o  p r ov i de e s s ent i a l  s e rv i c e s  r e g a rdl e s s  o f  

t h e  f i na nci a l  b u rden ( Be r r y  & S e a ve y ,  1 9 9 4 ) . The l imi t ed 

r e s o u r c e s  and r e s tr i c t e d  operating envi r onment r e qu i r e d  many 

sma l l  h o s p i ta l s  to b a l ance ope rati ons be tween t h e s e  two 

stra t e g i e s  w i t h  l imi t e d  cho i ce s  and s evere cons eque n c e s  f o r  

unwi s e  de c i s i on s . 

S t ra te gic T h e o r y  

T h e  me t hod o r  me a n s  wh i ch a h o s p i t a l  cho s e  t o  manage o r  

a c count f o r  t h e  unique s i tua t i on s  t hat r u r a l  provide r s  faced ma y 

have b e e n  t h e  v e r y  i nd i cator o f  s u c ce s s  o r  f a i lure . As d i s cu s s e d  

ea r l i e r , one  o f  t h e  ch a l l e n g e s  i n  operating i n  a r u r a l  ma r ke t  wa s 

t he s evere cons e quence s o f  wrong o r  untime l y  de c i s i on s . Rur a l  

f a c i l iti e s �e r e  f a c e d  w i t h  many c ha l l enge s and had t o  e xp l o r e  

opt i ons app r op r i ate t o  l im i te d  r e s ou r c e s  a n d  a lte rna t i ve s . I n  

addi t i on , t h e s e  o r g an i z ati o n s  had to b a l ance thi s  compe t i t i ve 

s t yl e - stra t e g y  w i th t h e  p ub l i c  u t i l i t y de s i gn tha t  kept the 

commu n i ty ' s h e a l th i n te re s t  a s  t h e i r  p r i ma r y  conce rn . 

From t h e o r i sts s u c h  a s  Max Webe r ,  E l ton Mayo ( Hawthorne 

exper ime n t s ) , Dan i e l  Ka t z ,  and Rob e r t  Kahn , rural hosp i t a l s  

adopted t h e  t h e o r y  o f  s trate g i c  deve l opmen t  and p l anni n g . The s e  

e a r l ie r  i n d i vidua l s  app l i ed the founda t i on o f  organizati ona l 

behav i o r  t h e o r y  and deve l oped the o rgani z ati on a s  an e n t i t y  t h at 

was imp a cted b y  its ope r a t i ng envi r onment,  t h e  wo r ke r s , and t h e  

company ' s  g oa l s  o r  motiva t i on s . 
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T h i s f r amewo r k  a l lowed the concept and t h e o r y  o f  s t ra t e g i c  

mana geme n t  an d s t ra t e g i c  p l ann i ng t o  deve l op . S t r a t e g y  h a s  been 

de f i ned a s  f o l l ows : " S t rategy i nvolves po s i t i on i ng the 

o rgan i z a t i on r e l a t i ve to its  envi ronmE,nt and compe t i t o r s  ln o rde r 

t o  a c h i eve i t s  goa l s  and a s s u r e  i t s  s u r v i va l u ( S h o r t ne l l  and 

Za j a c ,  1 9 9 0 ) . S t r a t e g i c  management as a deve l op i ng theory s e e k s  

t o  comb i n e  the organi z a t i on ' s  goa l s , po s i t i ons w i t h i n  the ma r ke t , 

and i n t e r n a l  and e x t e r n a l  ope r a t i ng envi ronment s t o  cons o l i da t e  

t he goa l s  o f  t h e  o rgani z a t i o n . The p r o ce s s e s  requ i re a con t i nu a l  

e f fo r t  o f  t h e  organi z at i on' s l e a de r s hi p  t o  e va l ua t e  a n d  adapt t o  

t h e  chang i n g  ma r ke t  p l ace . 

Ove r the dev e l opmen t  and re f i ne�ent o f  s t r a t e g i c t he o r y ,  

r e s e a r c he r s  have i dent i f ied three di f fe rent approaches  i n  t h e  

l i t e r a t u r e : Ra t i on a l i s t i c ;  I n c rement a l ; and I nt e r p r e t ive . The s e  

t h r e e  d i f f e rent p e r spect i ve s  prov i ded t h e  f ramewo r k  f o r  

d i s cu s s i ng s t rateg i c  p l anning a s  i t  r e l a t e s  t o  de c i s i o n  ma k in g . 

Ra t i ona l i s t i c  s t r a t e g y  wa s the outcome o f  a p l anne d s e a r ch f o r  

t he b e s t  s o l ut i on t o  a we l l  - de f i ned p r ob l em ( S udduth ,  1 9 9 2 ) . 

I n c remental  d e c i s i on ma k�ng h a s  a l s o  been l ab e l ed a s  a n  

adap t i ve ana l ys i s .  I n  t h i s  analys i s ,  de c i s i o n s  we re made on t h e  

b a s i s  o f  out come s , comp a r i ng p o s s i b l e  out come s , a n d  opt ima l 

r e s u l t s . Obj e c t i ve s  we re not wel l de f i ned i n i t i a l l y  but  deve l op 

a s  the de c i s i o n  p r o ce s s  p ro g r e s s e s . L .  R .  Pondy t h e o r i z e d  t h a t  

s t r a t e g y  w a s  n o t  f i r s t  de t e rmined and t h e n  imp l emented b u t  w o r k e d  

o u t  t h r ough being p r e s ented w i t h  s i tu a t i ons a s  t h e  ope r a t i o n  o f  
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an o rgan i z a t i o n  occurred ( Pondy , 1 9 8 3 ) . The s e  cho i ce s  t hat had t o  

b e  made we re : 1) a s  op e ra t i on s  o c c u r red a n d  s t r a t e g y  deve l oped 

al l ow i n c rementa l i s n t o  un i fy r a t i ona l i t y ;  and 2)  a s  i n t u i t i v e  

mode l s  o f  s t rategy f o rmu l i zed a nd r a t iona l i zed ( S uddut h , 199 2) 

I nt e rp r e t ive app r o a ch t o  s tra t e gy deve l opmen t  u t i l i z e d  

cogn i t i ve a n d  s ymbo l i c  i n t e rp r e t a t i on o f  t h e  o r gan i z a t i on a n d  i t s  

ope r a t i n g  envi ronment b o t h  i n t e r nall y and e x t e r na l l y .  John s o n  

drawing f r om many di f f e r e n t  wor k s , s ugge s t ed t h a t  s t r a t e g y  

dev e l opmen t  i s  i n f l uenced a n d  s haped b y  the l e a de r s h i p s ' 

i nt e rpr e t a t i on o f  the o r gan i z a t i on ,  the ideal ogy emp l o ye d ,  and 

the cul t u r e  of the o r ga n i z a tion ( Johnson , 1 9 8 7 ) . 

S t r a t e g i c De v e l opment i n  H o s p i t a l s  

T o  deve l op and exp l o r e  v i ab l e  o p t i o n s  f o r  t h e  r u r a l  

f a c i l i t y ,  t h e  CEO,  s e n i o r  mana gemen t  t e am ,  T h e  B o a r d  o f  T r u s t e e s ,  

and Medi c a l  S t a f f  had t o  deve l op o rga� i z a t i o n a l  s t r a t e g i e s  to 

provide d i r e c t i on ,  p r o t e c t  the h o s pi t a l ' s  l ong - t e rm i n t e re s t , 

s e cure the commun i t y ' s medi c a l  i n t e re s t ,  and i n s ur e  t h e  

communi t y ' s e conomi c s u c ce s s . Nume rous s tudi e s  have e x amined t h e  

effe c t i ve ne s s  o f  s t ra t e g i c deve l opmen t  a n a  d i re ct i on on 

bus i ne s s e s . But o n l y  recen t l y ,  the s tudi e s  have p ro v i de d  

hea l th c a r e  managers  w i t h  guidel i n e s  f o r  eva l ua t i ng t h e  e f fe c t s  o f  

s t ra t e g i c deve l opment r e l a t e d  t o  h e a l t h c a r e . Que s t i o n s  have 

rema i ned about the succe s s  o r  e f fe c t s  thi s d i r e c t i on h a s  o n  r u r a l  

h o s p i t a l s . S tudies  demons t rated t h a t  s u cce s s fu l  r u r a l  h e a l t h c a re 

fa c i l i t i e s  have a t t a i ned the goa l s  o f  cost cont r o l , qua l i t y  c a r e  
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me a s ure s ,  ma r ke t  s hare doma i n ,  p r i c i ng s t r a t e g i e s ,  and 

d i ve r s i f i c at i on ( C l e ve r l e y  & Harve y ,  1992 ; Smit h ,  P i l and , & Fun k ,  

1 9 92 )  . Wha t wa s not  c l e a r  was i�he e x t e n t  t h a t  s t rat e g i c  

deve l opment a l l owed f o r  h e a l t h c a r e  f a c i l i t i e s  t o  adap t t o  a 

chang i n g  envi r onment t o  e n s u r e  o r g an i z a t i on a l  s u r v i va l . 

Paul  Ho fmann ( 2 0 0 2 ) di s cu s s e d  t h e  i mp o r t a n ce o f  

l e ader s h i p s ' de c i s i o n s , and t he im p a c t  mi s t a ke s  have had o n  the 

he a l t hcare s y s tem . Succe s s fu l  manageme n t  s t r ateg i e s  mu s t  a l i g n  

a l l  bus i n e s s  uni t s  a round a c l e a r  and f o c a l  mi s s i o n  and v i s i on 

f o r  bui l di ng co l l ab o ra t i ve i n c en t i v e s  ( Ho fmann , 2 0 0 2 ) . The 

continuing p r e s s u r e  for h o s p i t a l s  to rema in f i nanc i a l l y  s o l vent , 

provide s ta t e - o f - the - a r t  c a r e , and me e t  t h e  commun i t y ' s needs 

magn i fy the r e s u l t  of unw i s e  de c i s i on s  or t he absence o f  

s t rateg i c  d i r e c t i on . 

Re s e a r ch h a s  i den t i f i e d  s t ra t e g i e s  t h a t  we re common among 

s u c ce s s f u l  r u r a l  provide r s . The mo s t  s i gn i f i ca n t  o f  t h e s e  

s trate g i e s  h a s  b e e n  demo n s t r a ted i n  t h e  b us i ne s s  commun i ty for 

decade s . But o n l y  r e cen t l y  has t he h e a l t hc a r e  indu s t ry become 

i n t e r e s t e d  i n  the concept o f  p r o a c t i ve l e a de r s h i p . T h rough 

s tudi e s  comp a r i ng succe s s fu l  r u r a l  h o s p i t a l s ,  Cl eve r l e y  and 

H a rvey ( 1 9 9 5 )  demo n s t r a t e d  t h a t  four spe c i f i c  s t rate g i e s  we re 

s hared among succe s s fu l  p r o v i de r s . 

Medi ca l S t a f f  Re l a t i on s h i p s  and Deve l opmen t  

The f i r s t  s t r a t e g y  i de n t i f i e d  wa s a n  o rgan i z a t i o n ' s  

de c i s i o n  r e l ated t o  the deve l opmen t  a n d  s uppo r t  fo r expanding and 
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developi ng i t s  med i ca l  s t a f f . Rural hosp i t a l s  h a ve had l e s s  

f l e x i bi l i t y  f o r  devi s i n g  adapt i ve r e spon s e s  f o r  manag i n g  

phys i c i an r e l a t i on s h i p s . A n  imp o r t ant concern was t h e  n e e d  to 

ensure t ha t  phys i c i an s  unde r s t a nd the  f a c i l i t y  and the i r  

code pendent r e l a t i on s h i p  i n  wh i ch both  we re dependent on 

l e a de r s h i p  de c i s i ons o f  the B o a r d  and manageme nt team ( Smi t h  & 

P i l and , 1 9 9 1 ; Buc z ko ,  2 0 0 1 )  

A me a s u r e  ut i l i z ed t o  denote a h o s p i t a l ' s  l e ade r s h i p  

succe s s  w i t h  the i n t e g r a t i on o f  t h e  medi ca l s t a f f  i n  t h e  

o�gan i z a t i on ' s  mi s s i on w a s  t hrough t he eva l ua t i on o f  t h e  l ength 

o= s t a y  ( LOS ) . Re gre s s i on mode l s  ln C le ve r l y  and Harve y ' s s tudi e s  

s ugge s t e d  t h a t  f o r  eve r y  one d a y  i n  reduct i on i n  Medi care c a s e  -

adj u s ted LOS , the  r e t u r n  o n  i nv e s tment ( RO I ) wa s i nc re a sed b y  

1 . 0 9 p e r cent ( C l e ve r l e y  & H a r ve y ,  1 9 9 2 ) . The s e  f i ndings we re 

con s i s te n t  w i t h  return o n  i nve s tme n t  r e s u l t s  in p r e v i ous s tudi e s  

exami n i n g  urban f a c i l i t i e s . 

The d i f f i cu l t y  wa s not  i n  t h e  unde r s t anding o r  a cceptance 

that the s e  r e s u l t s  occur or that i n c r e a s i ng t h e  ROI w i l l  enhance 

the s tabi l i ty o f  a fac i l i t y ,  but in how a f a c i l i t y  e f f e c ted the 

pat i ent ' s LOS . A ma j o r ob s ta c l e  t o  e s t ab l i s h i n g  a phys i c i an ­

ho s p i t a l  re l a t i on s h i p  i s  i de n t i f i e d  i n  E rmann's 1 9 9 0  r e s earch 

s tudy where he sugge s t ed t h a t  r u r a l  h o sp i t a l s  need to cont r o l  

cos t ,  f o r c i ng management t o  encourage phys i c i an s  t o  l imi t t h e  

LOS . Moreove r ,  the f i n an c i a l  s h o r t  f a l l s  l imi t p rogramma t i c  
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e f fo r t s  t o  s uppo r t  and f a c i l i t ate medi c a l  p r a c t i ce ( E rmann , 1 9 9 0 ; 

Smi t h  & P i l an d ,  1 9 9 1 ) . 

The demand f o r  medi c a l  s t a f f  s e r v i ce s ,  the c o s t  o f  

p h y s i c i a n  r e c r u i tment , and c o s t l y  s p e c i a l t y  equipment comb i ne 

w i t h  p e r c e ived sma l l  potent i a l  for  p r a c t i ce g rowth l imi t s  the 

r u r a l  f a c i l i ty ' s  a b i l i t y  t o  r e c r u i t  phys i c i an s . L im i t e d  and 

v a l u a b l e  a s s e t s  mu s t  be e xpended on r e c ru i t i ng and re t a i n i ng t he 

app r op r i at e  m i x  o f  phy s i c i an spe c i a l t i e s  p ro v i d i ng t he g re a t e s t  

r e t u r n  t o  t h e  r u r a l  h o sp i ta l  a n d  t h e  commun i t y  i t  s e r v e s  ( Fu l l ,  

2 0 0 1 ) . L i n kage between the h o s p i t a l ' s  ut i l i z a t i o n , r evenue , and 

p o t e nt i a l  s u c ce s s  and i t s  med i c a l  s t aff i s  demo n s t r a  t e d  i n  F i g u r e  

2 - 1  ( Sm i t h  & P i l and , 1991) 

Out l i ned i n  a s e r i e s  o f  a rt i cle s b y  C r a i g  H o lm ( 2 0 0 0 )  on 

c r e a t i ng s u c ce s s fu l  phys i c i an - hosp i t a l  r e l a t i o n s h i p , p a r t ne r s h i p s  

mus t  b a l ance t h e  r i s k  and reward f o r  both t h e  phys i c i an and 

h o s p i t a l . A l though d i f f i cu l t  to c reate bus i ne s s  r e l a t i o n s h i p s  

b e tween the not - fo r -p ro f i t  ho s p i t a l  and t h e  f o r  -pro f i t  p hy s i c i an 

p r a c t i ce ,  a h o sp i ta l ' s ab i l i t y  to g a i n  ope r a t i ng e f f i c i e n c i e s  and 

c ommuni ty bene f i t  r e qu i r e s  cont i nu ing commun i ca t i on , 

c o l l ab o r a t i on , and a l i gnmen t  o f  i ncent i ve s between the two 

e nt i t i e s . 

De s p i t e  the d i f f i cu l t y  o f  f o rming bus i ne s s  r e l a t i on s hi p s  

b e tween the  h o s p i t a l  a n d  phy s i c ian p r a c t i ce , t h e r e  a r e  s e ve r a l  

c ompe l l i n g  bus i ne s s  r e a s o n s  f o r  do i n g  s o : 1 )  t h e  s ki l l s ,  

cha r a c te r i s t i c s , and needs o f  the phy s i c i a n  and ho s p i t a l  a r e  
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comp l eme nta r y ;  2 )  hospita l s  a nd phys i c i an s  a r e  i n  the s arne 

bus i ne s s  l i ne and s e r v i n g  the s ame c ommun ity; and 3 ) competiti o n  

with i n  thi s  l imited envi r o nment w a s t e  v a l uab l e  c ommu n ity a s s et s  

( Ho lm & Brogad i r , 20 00 ) . 

Sta f f  Deve l o pment 

Labo r  co sts comprlse a l a rge p o rt i on o f  a h o s p i t a l ' s  

operating budget , and it wa s n ot s u rp r i s i n g  that l ab o r  

p roduct i vity appe a r s  to be l i n ked to f i na n c i a l  s uc ce s s  l n  sma l l  

r u r a l  f a c i l it i e s . Thi s co r re l at i o n  was  l i n ked t o  the f a c t  t hat 

s u c ce s s fu l  h o s p ita l s  in the C l eve r l y  a n d  H a r ve y  ( 1 9 9 2 ) study we r e  

ab l e  t o  i n f l ue n ce L O S  a n d  s h o rten t h e amount o f  p a t i e nt days , 

thus a f f e ct i n g  the amount o f  sta f f  l ab o r  p e r  p at i e n t  r e qu i red . 

Other me thods that have p r oven to b e  :3u c ce s s f u l  i n  r u r a l  

h o s p ita l s  a r e  c r o s s t ra i n i ng p e r s o n n e l  s o  o n e  i nd i v i dua l c a n  me et 

a greater a r r ay o f  pat i e n t  and f a c i l ity need s .  

Ove rhead c o st cont r o l  was a nothe r  s t r ategy s hown l i n ke d  t o  

s u c c e s s fu l  sma l l ,  r u r a l  h o s p i ta l s . A h o s p i ta l ' s attent i o n  to 

i n d i r e ct pati e nt co sts d i r e ct l y  a f fe c t s  the c o s t  p e r  dis charge 

and amou nt of ope rating ma r g i n  ob t a i n ed . S e ve r a l  stud i e s  

i denti f i ed c ap i t a l  i nve s tment a s  the l a st i nd i c ato r .  T h e  l i n k  

betwe e n  cap ita l l nves tment and a h o s p ita l ' s s uc c e s s  w a s  best 

i l l ustrated through i nve sti ng i n  l ab o r s a v i n g  cap ita l equipmen t . 

Admi n i strat i ve expecta t i on s  and r e qu i r ements o f  manag e r i a l  

sta f f  i n  r u r a l  hos p ita l envi ronme nts we r e  s i g n i f i c ant , and n ot 
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a l l o f  a h o sp i t a l s s u c ce s s  wa s a c counted f o r  by a r e g re s s i o n  

mode l . H ow d o  admi n i s t r a t o r s  b a l ance  the f i s ca l  needs o f  t h e  

o rgani z a t i on and the n e e d s  and p e r ce p t i o n s  o f  the commun i t y i t  

s e r ve s ?  Admi n i s t ra t o r s  mu s t  de ve l op i nnova t i ve de s i gns t h a t  

convey the s t ra t e g i c  p o l i c i e s  o f  t h e  h o sp i t a l  t o  t h e  commu n i t y  a t  

a l eve l the commun i t y  can unde r s t a n d  a n d  s uppo r t . Re s e a rch 

condu c t e d  b y  Be r ry and S e avey ( 1 99 4 ) s ugge s ted t h a t  s uc ce s s fu l  

h o sp i t a l s we r e  ab l e  t o  a ch i eve t h i s  t y pe o f  di f fu s i on , a n d  l o c a l  

c i t i z e n s  n o t  a s s o c i a ted w i t h  t h e  c ommuni t y  h o s p i t a l  were 

know l edgeab l e  regarding t h e  f a c i l i t y ' s s t ra t e g i c  p l a n  a nd i t s  

con t r ibut i o n s  t o  t he c ommun i t y . 

Mu l t i - H o s p i t a l  H e a l t h  S y s t ems I Me r g e r s  

P l a nn i ng s t r a t e g i e s  and imp l eme n t a t i on a r e  de s i gned t o  

manage the p r e s s u r e s  o f  a changing  a n d  de l i ca t e  e nv i r onmen t . 

Al though s tudi e s  condu c t e d  i n  t h e  b u s i ne s s  i n du s t r y  h ave 

demo n s t r a t e d  the r e l at i on s h i p  b e t we e n  s u cce s s  and s t r a t e g y ,  i t  i s  

o n l y  r e cen t l y  t h a t  r e s e a r ch e r s  have began t o  unde r s t a nd the 

imp a c t  o n  the h e a l t h c a r e  i n du s t r y  and h ow t h a t  it  app l i e s  to 

r u r a l  h o s p i t a l s . I t  is  a r guab l e  that even de t a i l e d  p l anning 

cannot a ccount for  a l l  f a ce t s  and needs  o f  the r u r a l  e nv i ro nmen t . 

Acce s s  t o  care i s s u e s  and v i ab i l i t y  o f  d i ve r s i f i ca t i on i n  the 

smal l ,  r u r a l  ma r ke t  may not b e  a u n i ve r s a l  opp o r t un i t y  for a l l  

he a l t h c a r e  de l iv e r y  s y s t ems . How d o  r u r a l  f a c i l i t i e s  de c i de the 

mo s t  app r op r i a te d i r e c t i on for the rural s y s t em t o  p u r sue ? The 

mo s t  v i ab l e  de c i s i on l i n ked t o  c o s t - co n t r o l  me a s u r e s  or  
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mana geme n t  m a y be the di s cove ry t h a t  they a r e  not ab l e  t o  a f fe c t  

change w i t h  c u r r e n t  r e s ou r c e s  a n d  mu s t  con s i de r  o t he r op t i o n s . 

A s t r at e g y  emp l oyed wit h  s t rugg l i n g  sma l l , r u r & l  h o sp i t a l s  

t h r oughout the 1 9 9 0 ' s we re me rge r s  w i t h  l a rge r he a l t hc a r e  

s ys t ems . The p remi s e  s u ppo r t i n g  t h i s  a c t i on was t h a t  sma l l  

h o s p i t a l s  a t temp t e d  t o  imp rove t he i r  p r o f i t ab i l i t y  p o t e n t i a l  b y  

i nc r e a s i ng ma r ke t  powe r ( Br o o k s  & Jone s ,  1 9 9 7 ) . Rur a l  f a c i l i t i e s  

may bene f i t  f r om t h e  e conomy o f  s c a l e  not e a s i l y  a c h i eved i n  

t he i r  sma l l ,  r u r a l  mar ke t . The s e  e conomi e s  i n c l ude a c ce s s  t o  

s p e c i a l i z e d  r e s o u r c e s  ( ma r keting , qua l i ty impr oveme n t , r i s k  

manageme n t , g roup p u r c ha s i n g ) and the a l i gnme n t  wi t h  comp e t i t ive 

f o r ce s . 

Impac t of Management S trategies 

The r e a l i z a t i on t h a t  c u r r e n t  s t r a t e g i c  p l an s  do n o t  a l l ow 

f o r  t h e  cont i nued ope r a t i on o f  t h e  f a c i l i t y  i s  the mo s t  d i f f i cu l t  

p r o c e s s  i n  the managemen t  c y c l e  o f  a r u r a l  hospita l .  Many 

e x t e r n a l  f a c t o r s  and agent s may be i n f l ue n c i ng management t o  

con t i nue c u r r e n t  ope r a t i on s  unaba t e d . 

Once a de c i s i o n  i s  r e a ched t h a t  o rgan i z a t i on a l change i s  

r e qu i r e d ,  t he t yp e  o f  change cho s e n  can have l ong - t e rm 

imp l i ca t i o n s  on t he commun i t y ' s h e a l t h . Po s s i b l e  o r g an i z a t i ona l 

change s w i l l  f o c u s  on the h o sp i t a l ' s  de c i s i on t o  c l o s e , t o  

conve r t  t o  another  t ype o f  h e a l t h c a r e  provide r ,  o r  t o s e e k  s ome 
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t ype o f  a f f i l i a t i o n  w i t h  a n o t h e r  f a c i l i t y ,  whe t h e r  f o rma l o r  

i n f o rma l ( Br o y l e s , Brandt , & B i a r d  - H o lme s , 1 9 9 8 ) . 

Fa c i l i t y  C l o su r e  

C l o sure o f  a f a c i l i t y r e f e r s  t o  a s i t ua t i o n  i n  whi ch a 

rura l communi t y  h o s p i t a l  cea s e s  t o  p rovide hos p i t a l  s e rv i c e s  o r  

o t h e r  f o rms o f  he a l t h c a r e  s e rv i c e s  t o  t h e  commu n i t y  ( A l exande � ,  

D '  Aunno ,  & Suc c i , 1 9 9 6 ) . The c l o s ur e  o f  a l o c a l  hospi t a l  can 

have s i gn i f i ca n t  imp a c t  o n  t h e  c ommun i t y ' s l ong - l a s t ing medica l ,  

e conomi c ,  and p s yc ho l o g i c a l  f i t ne s s  ( Muu s , L udt ke , & Gibbe n s , 

1 9 9 5 )  . S t ud i e s  have a t temp t e d  t o  i nve s L i ga t e  t h e  di r e c t  and 

i n d i r e c t  imp a C L  to the c ommun i t y ' s h e a l t h  when management de c i de s  

to c l o s e  a f a ci l i t y . The s e  s tudi e s  b y  We i s g r am ( 1 9 9 5 )  have 

p r ov i ded i n s i gh t  to cha r a c te r i s t i c s commo n  to t h e s e  f a c i l i t i e s , 

and debate cont inue s ove r the s i gni f i cance and c o s t o f  the imp a c t  

on the commun i t y . 

The f i r s t  i s sue a s s o c i a t ed w � t h  the f i nd i n g s  l S  

ident i fi ca t i o n  of c ommo n  cha r a c t e r i s t i c s  s ha red among f a c i l i t i e s  

t h a t  e l e c t  t o  c l o s e  i n s t e a d  o f  choo s i ng another  a l t e rn a t i v e . 

Con t r i but i n g  f a c t o r s  t h a t  s ug ge s t  f a c i l i t i e s  a r e  a t  a 

s i gn i f i c a n t l y  h i gh e r  r i s k  o f  c l o su r e  i n c l ude p o o r  f i na n c i a l  

p e r f o rmance , l ow o c cupa n c y , sma l l  s i z e ( l e s s  t h a n  5 0  beds ) , we a k  

l o c a l  e c on om i e s ,  f o r - p r o f i t  owne r s h i p ,  a n d  comp e t i t i o n  f rom o t h e r  

h o s p i t a l s  ( A l e xander e t  a l , 1 9 9 6 ;  B e r r y  & Seave y ,  1 9 9 4 ; GAO , 

1 9 9 0 ; U . S .  Depa r tmen� o f  Hea l t h  and Human S e r v i ce s ,  1 9 9 2 ;  

Ro s enbach & Dayo f f ,  1 9 9 5 )  . 
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A l t hough common cha r a c t e r i s t i c s  s ha red among f a c i litie s 

t h a t  a r e  s ub j e c t  t o  c l o s e  a r e  agre e d ,  the imp a c t  o f  t h e s e  changes 

q n  t h e  h e a l t h c a r e  of the commu n i t y  is  u n c l e a r . Much of the 

cont rove r s y  over the imp a c t  of rural ho s p i t a l  c l o s u r e s  ce n t e r s  on 

t h e  div e r s e  de f i n i tion of  " r u r a l u .  Data have r e ve a l ed l i t t l e  

imp a c t  f r om s ome r u r a l  h o s p i t a l  c l o s u r e s . I n  f a c t , the f i ndings  

s u g ge s t e d t h e  imp l i ca tion f o r  the c l o s u r e  was due , i n  p a r t , t o  

l o c a l  r e s i de n t s  by -pa s s i ng the l o ca l  f a c i l i ty f o r  a l a r g e r  

h o sp i t a l  in the n e x t  communi t y . I t  i s  unde r s t andab l e  that  the 

imp a c t  t o  c ommuni t i e s  l o c a t e d  c l o s e  t o  urban areas may pe r c e i ve 

l i t t l e  c o n s e que n c e s  f r om the l o c a l  community hospita l s  c l o s u r e . 

Wha t h e a l t h  f a c t o r s  a r e  p r e s ent in is o l a t e d  r u r a l  

c o��unit i e s  whe r e  the c l o s e s t  h o s p i ta l s  ope ra ting i s  l oc a t e d  5 0  

1 5 0  mi l e s ?  S tudie s condu c t e d  b y  h e a l t h c a r e  r e s ea r ch e r s  have 

s ugge s t e d  that a s  r u r a l  r e s i de n t s  encounter a n  i n c r e a sing n umb e r  

o f  ob s t a c l e s  t o  a c ce s s  h e a l thcare ; c a r e  - s e e k i ng de l ay s  become 

p e r t i ne n t  i s s u e s  ( Be r ry & S e ave y ,  1 9 9 4 ; Mans fie l d  e t  a l , 2 0 0 1 ;  

B ul l  e t  a l , 2 0 0 1 ;  Buc z ko ,  2 0 0 1 ) . Re s i de n t s  o f  the s e  sma l l  

communit i e s  a r e  o f t e n  conce rned regard i n g  t he i r  a c ce s s  t o  care . 

I n  a 1 9 9 5  s tudy condu c t e d  b y  Muus e t  a l , the t e am s urveyed 

r e s i de n t s o f  Be a c h , N o r t h  Dakota whe r e  t he i r  l o c a l  f a c i l i t y  had 

r e ce n t l y  c l o s ed . The r e s e a r che r s  wanted t o  a s s e s s  how l o c a l  

r e s i de n t s f e l t  t h e  c l o s u r e  wou l d  impact t hem a n  d t heir f ami l y . 

The re s u l t s  r e ve a l ed "poor  a c c e s s  t o  eme rgency c a r e u  ( 4 7 . 2  

p e r ce n t ) a s  the p r ima r y  c o n c e r n  f o r  the s t udy pop u l a t i o n ,  and 
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8 7 . 5  p e r cent fe l t  there wou l d  be nega t i ve me d i c a l  imp l i ca t i on s  

f o r  t h e  popul a t i on ( Be r ry & S e avey , 1 9 9 4 ) . The s e  conce r n s a r e  

supp o rt e d  by r e s e a rch , s ugge s t i ng people f a c i ng d i s t a n c e  b a r r i e r s  

t o  h e a l thcare r e s ources  ut i l i z e the s e r v i c e s  l e s s , and rep o r t  a 

p o o r e r  h e a l t h  s ta t u s  than do i nd i v i dual s w i t h  f ewe r o b s t a c l e s  

( Be r ry & S e ave y ,  1 9 9 4 ; Ros enbach & Da yo f f ,  1 9 9 5 ;  Buc z ko ,  2 0 0 1 ) 

Conve r t ing S e rv i c e s  

C l o s u r e  o f  a f a c i l i t y  i s  s ee n  a s  t h e  mo s t  d ra s t i c  t ype o f  

o r g a n i z a t i on a l  c ha nge . Fa c i l i t i e s  ope r a t i n g  i n  a s i ng l e  p r o v i de r  

ma r k e t  o f t e n  exp l ore o t h e r  opt i on s  i ns t e a d  o f  e l e c t i n g  t o  c l o s e , 

and t he communi ty o r  another o rgani z a t i o n o ft e n  r e v i t a l i z e s  

f a c i l i t i e s  that  do c l o s e . A s  documented b y  t h e  numb e r  o f  

f a c i l i t i e s  � e opened o r  conve r t e d  t o  a n o t h e r  t yp e  o f  p r ov i d e r  

between 1 986 and 1 9 9 0 , o f  the 3 4 5  acute - care h o s p i t a l s  t h a t  

ce a s e d  ope r a t i on s  dur ing t h i s  span , 1 1 1  o f  t h e s e  f a c i l i t i  e s  were  

l a t e r  conve r t e d  t o  ano t h e r  t ype of  provider ( Ro s e nb a c h  & D a yo f f ,  

1 9 9 5 ) . T h i s  opt i on a l l ows many r u r a l  f a c i l i t i e s  t o  c o n t i nue t o  

o f fe r  s ome t ype o f  emergency acce s s  a n d  med i c a l  c a r e  t o  t h e  

communi t y .  H oweve r ,  t he y  n e e d  t o  ope r a t e  i n  a ma r ke t  n i che t o  

i n c re a s e  the f a c i l i ty ' s chance o f  s u r vi va l . 

A l though conve r s i on ma y i nherent l y  b e  the p re f e r red me t h o d  

o f  o rg a n i z a t i on a l  change , n o t  a l l  f a c i l i t i e s  a r e  i de n t i f i e d  a s  

v i a b l e  candi da t e s . A b r o a d  s e t  o f  envi r onme n t a l  and 

o r g a ni z a t i o n a l  f a c t o r s  compe l rura 1 f a c i l i t i e s  t o  cons i de r  

e x t r eme o rgani z a t i onal  change . Re s o u r c e s  ava i l ab l e  i n f l uence t h e  
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t ype o f  change t o  t h a t  f a c i l i t y  t h a t  a l l ows f o r  i t s  eme rgence 

i n t o  another ma r ke t  doma i n  ( Al e xande r e t  a l ,  1 9 9 6 ;  McKay & 

Covent r y ,  1 9 9 4 ) . From t h i s  p o i n t , i t  c a n  be a r g u e d  t h a t  a 

f a c i l i t y  t ha t  has  a c ce s s  and know l edge t o  r e s o u r c e s  favorab l e  f o r  

s ucce s s  i n  t h e  p ropo s e d  ma r ke t  wi l l  r E� s u l t  i n  a h o s p i t a l  cho o s i ng 

conve r s i o n  i n s tead o f  c l o s ure . Acce s s  t o  r e s o u r c e s  f o r  s ucce s s  i n  

other ma r k e t  doma i n s  i s  n o t  s u f f i c i en t  t o  i n i  t i a t e  t h e  

conve r s i o n . A fa c i l i ty mus t  pos s e s s  o r  h a v e  a cce s s  t o  r e s o u r c e s  

t h a t  a l l ow f o r  s uppo r t  dur i ng the c h a n g e  and h e l p s  t h e  fa c i l i ty 

t o  b u i l d  a s uppo r t  b a s e  w i t h i n  t he new ma r ke t . H o s p i t a l s  mus t  

exami ne t he i r  current  s t ra t e g i c  comp e ten c i e s  i n  de c i di n g  

a l t e rn a t i ve h e a l t h ca r e  de l i ve r y  me c ha n i sms . T h e  t yp e  o f  

a l t e r n a t i ve hea l t hcare de l ivery e vo l u t i on i s  de t e rm i n e d  b y  the 

env i r onme n t a l  pre s s ure f o r  change a n d  t h e  r e s o u r ce s  a va i l ab l e  t o  

s upport t h a t  change . 

Market  a na l y s i s  condu cted b y  S avage , B l a i r ,  B e n  s o n ,  and 

Hale ( 1 9 9 2 ) i den t i f i ed s e ve r a l  f a c t o r s  c o n t r ib u t i n g  to a 

faci l i ty ' s de c i s i o n  t o  change i n s t e a d  o f  c l o s i n g . T he s e  i n c l ude 

the f o l l owing : 1 )  Lo c a l  r e s ou r c e s  a va i l ab l e  t o  s upp o r t  the 

change ; 2 )  a n  oppo r t un i t y  f o r  a ma r ke t  n i che t o  e x i s t ;  3 )  l o c a l  

eco nomi c cond i t i on s  t h a t  depend o n  t h e  f a c i l i t y  ( pe r  c ap i t a  

i ncome , unemp l o yment ) ;  a n d  4 )  c u r r e n t  ope r a t i o n  o f  n o n  - a cute 

care . Conve r s i o n ,  perhaps un l i ke c l o s u r e , i s  n o t  a p o i nt - i n - t ime 

event , but a n  i n c r eme n t a l  p r o ce s s  a s  r u r a l  f a c i l i t i e s  adapt t o  

envi ronmen t a l  p re s s ure . I t  a l s o  appe a r s  de c i s i on s  f a c e d  by r u r a l  
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fa c i l i t i e s  that  a r e  evo l v i n g  i n t o  a l t e r na t i ve hea l t h care s y s t ems 

a r e  a mul t i - p r o ce s s  event . F i r s t ,  a r u r a l  p r o v i de r  de c i des  how t o  

adapt t o  i t s  e nv i r o�me n t a l  p r e s s u r e s . Then h o s p i t a l  l e ade r s  mu s t  

make de c i s i on s  o n  s t r a t e g i e s  t o  adopt r e s ou r ce s ,  exper t i s e , and 

ma r ke t  doma i n  to be s u c ce s s fu l  ln a cho s e n  new ma r ke t . The 

abi l i t y f o r  r u r a l  hea l th p r ov i de r s  to adopt new de l i ve ry me a s ur e s  

o r  ma r ke t s  a l l ows f o r  cont i nued a c ce s s ,  a l though l imited t o  

hea l th c a r e  f o r t h e  commun i t y . 

Manag i n g  P a r t n e r s h i p s  

R u r a l  c a r e  p rovide r s  ma y i de n t i fy envi r onme n t s  t h a t  r e qu i re 

act i o n ,  and the opt i on o f  c l o s u r e  o r  conve r s i on does  not  f i t  the 

organ i z a t i on ' s s t ra t e g i c  goa l s .  A s i g n i f i ca n t  n umb e r  of r u r a l  

he a l t h c a r e  p rovide r s  p a r t i c i p a t e  i n  s ome f o rm o f  coope r a t i ve 

e f fo r t s  w i t h  othe r urban f a c i l i t i e s  o r  a netwo r k  w i t h  othe r r u r a l  

provide r s . The s e  a f fi l i a t i on s  a r e  s ub j e c t  t o  d i f fe r e n t  

s t r u c t u re s , f r om a f f i l i a t i on s  t h a t  a l l ow f o r  j o i n t  purcha s i ng t o  

own e r s h i p  b y  a mul t i - h o s p i ta l  s y s t em .  

Fo rma l s t ructures  b e twe e n  a l a r g e r  urban s y s t em o r  a mul t i  -

hosp i t a l  s y s t em and the r u r a l  p r o v i d e r  u s ua l l y  a l l ow the r u r a l  

f a c i l i t y  t o  bene f i t  f r om the i n j e c t i on o f  cap i t a l  a n d  r e s o u r c e s  

such a s  expen s i ve t e chn o l o gy , p r imary c a r e  ph y s i c i an s , and 

spe c i a l i s t s . The s e  a r r a ngeme n t s  can a l l ow the r u r a l  provider to 

rema i n  a n  a cute care p ro v i de r  in a d i ve r s e  e nv i r onme nt a nd 

e f fe c t i ve l y  me e t  chang i n g  demands . T h e s e  p a r t ne r s h i p s , l i ke the 
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de c i s i on to c l o s e  o r  c onve rt , r e qu i r e  care ful mu lti  - stage data 

ana l y s i s  and m a r ket strate g i e s . 

T r aditiona l l y ,  the s e  a r rangements a l l ow r u r a l  provide r s  to 

bene f it f r om the l a r g e r  f a c i l ity' s r e s ou r c e s  in r eturn f o r  

r e f e r r a l  p atte r n s . F a c i l iti e s  con s i de r i ng th i s  type o f  

a f f i l i at i on must e x amine the stakeho l de r s  i nte r e st i n  thi s  type 

o f  change . Th i s  de c i s i on mat r i x  i s  o ften an arduous ta s k  w ith 

many comp l ex i s s u e s  i n f l uencin9 a h o s p ita l s  de c i s i on . 

Sta keho l de r s  may not a 9 r e e  on �ow to be st me et the needs o f  the 

f a c i l it y  or a 9 r e e  that a f o rma l a r rangement me ets the strate g i c  

needs o f  the env i r onment . I denti f i ca t i o n  o f  key stakeh o l d e r s  that 

r u r a l  f a c i l it i e s  must addr e s s  be fore ente r i ng thi s  type o f  

a r rangement i s  u s e f u l  i n  f i r st ant i c ipat i ng the i nte r e s t  and 

needs th i s  type o f  chan<Je w i l l  rep r e s ent . I n  man y r u r a l  s ystems , 

stakeho l de r s  h o l d  many d i f f e rent p o s iti ons and p o i nts o f  

i nte r e st . R u r a l  commun ity l e a de r s ,  l o c a l  <JOVernme nt ,  phys i c i an s , 

and t h e  u rban cent e r  a r e  e xamp l e s  o f  the dive r s e  9 roup w i t h  a 

stake i n  a n y  de c i s i on r e a ched at the l o c a l  f a c i l it y  l e ve l . 

U rb a n - ru r a l  h o s p ita l a f f l l i at i c n s  are both the out<Jrowths 

of  the exte r n a l  p r e s s u r e s  expe r i enced b y  r u r a l  p r o v i de r s  and the 

need f o r  u rb a n  cente r s  to stre ngthen the i r  share o f  te rt i a r y  

r e fe r r a l s  ( Ro s enbach & Dayho f f ,  1 9 9 5 )  . T h i s  strategy may p ro v i de 

the r u r a l  f a c i l it y  with additi onal  o pt i ons i n  me eti n9 the s o c i a l  

and medi c a l  needs o f  the c ommun ity . H oweve r ,  c l o s e  eval u at i o n  

must be unde rta ke n  to e n s ure both f a c i l it i e s  c a n  f u l f i l l  the i r  
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s t r a t e g i c  po l i c i e s . Eva l ua t i on o f  each organ i z a L i on s  need f o r  

con t r o l  a n d  f i t  w i t h  s t a keho l de r  managem e n t  concerns  may p r ovide 

the i n s i gh t  f o r  s ucce s s fu l  adve nture s .  

Literature Content and Methodology 

Manageme n t  Con t r o l  and Theory 

S uddu t h  ( 1 9 9 2 ) expl o red s t r a t e g i c  management deve l opment i n  

r u r a l  h o s p i t a l s  and how s t r a t e g i c  mana gemen t  t h e o r y  impacted t h e  

hosp i t a l ' s  l ea de r s hip i n  prepa r i n g  for  change . T h e  mode l u t i l i z e d  

an i n s t r umen t  t o  evc l ua t e  t h e  manageme n t  l eve l o f  a c ceptance and 

r e c o gn i t i on o f  change . H i s  r e s e a r ch focu s ed on the S h o r t ne l l  and 

Z a j a c  ( 1 9 9 0 )  mode l tha t o rgan i z e s  the s t ra t e g i c  adap t a t i on 

p r o ce s s . Th i s  mod e l  ide n t i f i e d  three key  p r i n c i p l e s  o r  s ta g e s  o f  

change t h e o r y . The t h r e e  p r o ce s s e s  i dent i f i ed b y  S h o r t ne l l  and 

Z a j a c  ctnd e va l ua t e d  by S uddut h  we r e  demo ns t ra t e d  throu g h  the 

change t h e o r y  progres s i on whi ch i s : 1 )  r e co gn i z ing the  need f o r  

change , 2 )  i d e n t i fying t h e  f e a s ib i l i t y  o f  change , and 3 )  man a g i ng 

t h e  change p ro ce s s  ( S uddu t h ,  1 9 9 2 ) . 

D i r e ct l y  r e l a ted t o  change theory,  M i l e s  a nd S now ( 1 9 7 8 )  

i de n t i f i e d  f o u r  ma i n  s t ra t e g i c  o r i e ntat i on s  emp l oyed b y  

organ i z a t i o n s  l n  adapt i ng t o  t he i r  env i r onm e n t : 1 )  p r o s p e c t o r s ,  

2 )  de f e nde r s , 3 )  anal y z e r s , and 4 )  r e a c t o r s  ( Gi nn , 1 9 90; Ludke , 

We s tho f f ,  & F l o o d ,  1 9 9 2 ) . The s e  o r i e n ta t i on s  addr e s s how 

o r g an i z a t i on s  app roach t he change proces s .  S udduth ( 1 9 9 0 )  
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a t t empt e d  t o  capture and eva l u a t e  the s t ra t e g i c  ada� t a t i  on t h e o r y  

u t i l i z ed by organj z a t i o n s . He  a l s o  l oo ke d  a t  h o w  manageme n t  

i dent i f i e d  change manageme n t , a n d  wha t t ype o f  ro l e  t he 

o r g an i z a t i o n  ( p r o s p e c t o r , de f ende r ,  ana l y z e r , r e a ct o r ) a s s umed 1 n  

man a g i ng t h e  envi ronme n t . He  u s e d  a n  j_ n t e rv i ew a n d  a s urvey 

de s i gn t o  capture managemen t  deve l opme n t  t h rough change 

management theory . 

Other s tudi e s  a t temp t e d  to i de n t i fy and i s o l a te 

c h a r a c t e r i s t i c s o f  s u c ce s s fu l  rura l h o sp i t a l s .  Ro s enba c h  and 

Dayho f f  ( 1 9 9 5 ) used da t a  f r om the Ame r i c a n  H o sp i t a l  As s o c i a t i on 

and Medi ca re repo r t s  t o  e x amine r u r a l  h o s p i t a l s  and the s h a r e d  

c h a r a c t e r i s t i c s o f  f a c i l i t i e s  t h a t  eventua l l y c l o s e d . H o s p i t a l s  

u s ed i n  t h i s  s p e c i f i c  s tudy eva l uated Me di c a r e , s ho r t  - t e rmed and 

g e ne r a l  a cute - ca r e  h o s p i t a l s ,  whi ch c l o s e d in e i th e r  1 9 8 6  o r  1 9 8 7  

( Ro s enba ch & Dayho f f ,  1 9 9 5 ) . 

S tudi e s  condu c t e d  i n  1 9 8 3  and repe a t e d  i n  1 9 8 7  demons t ra t e d  

t h e  e f fe c t s  o f  r e imbur s emen t  redu ct i ons
· 

on r u r a l  h o sp i t a l s  i n  New 

M ex i co . The i n s t r ument u s ed in the  comp a r a t i ve s tudy was 

p e r t i nent i n  that  cond i t i on s  de s c r ibed b y  the r e s e a  r c h e r s  in 1 9 9 1  

were  s imi l a r  t o  the change s that  have o c c u r r e d  a ft e r  t h e  BBA o f  

1 9 9 7 . Fur the r ,  t he s e  s t udy e f f Eo c t s  co::1 t i nue t o  imp a c t  sma l l ,  

r u r a l  h o s p i t a l s  a c r o s s  t h e  coun t r y  i n  2 0 0 2 . 

Re s e a r ch condu c t e d  by S hu k l a , Pe r s t a i n ,  and C l ement ( 1 9 9 7 ) , 

u t i l i z e d  1 9 9 3 da t a  f r om V i r g i n i a  H e a l th S e r v i c e s  C o s t  Rev i ew 

Coun c i l  t o  eva l u a t e  and compare  var i ab l e s  among h o sp i t a l s  t o  draw 
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a gene r a l  con c l u s i on between f o r  - p r o f i t  ( FP )  and n o t - fo r -p r o f i t  

( N F P )  managemen t  s t rate g i e s . Ob t a i n e d  f r om two i ndepende�t , non -

co r r e l a t e d  s ou r c e s  w i t h i n  V i r g i n i a ,  s ev e n t y  ( 7 0 )  N F P  h o s p i t a l s  

and 1 3  F P  h o s p i t a l  we r e  i n c l uded i n  the s tudy . 

Thi s r e s e a r ch , b y  S hu k l a ,  Pe r s t a i n , and C l eme n t s  ( 1 9 9 7 ) 

di s cu s s e d s ev e r a l  adva n t a g e s  o f  u s i ng l o ca l l y s ubmi t t e d  da t a . The 

advantages we re l ) the a b i l i t y t o  co n t r o l  for c a s e  mix wa s due to 

the s imi l a r i t y  o f  the ope r a t i n g  envi ronmen t ;  a n d ,  2 )  the r e g i on 

provides v e r y  s imi l a r  cha r a c te r i s t i c s i n  t e rms o f  regu l at o r y  

env i ronment ,  s i z e ,  geograp hi ca l  d i s t r ibut i on and p e r cent o f  

Medi care . ( Shu k l a , Pe r s t a i n ,  & C l eme n t , 1 9 9 7 ) . The paper 

eva l ua ted p e r f o rmance on whe t h e r  d i f f e r e n c e s  e x i s t ed due to 

revenue enhancemen t  s t ra t e g i e s  or c o s t  -managemen t  s t rate g i e s . 

Revenue enhancemen t  s t ra t e g i e s  re l y  on p r i c i n g , ut i l i z a t i on 

o f  a n c i l l a r y  s e rv i ces , and payer  m i x . C o s t  management s t r a  t e g i e s  

a r e  comp r i s e d  o f  l abo r , non - l abo r , and c ap i t a l . The n u l l 

hypothe s i s  was t h a t  t h e r e  w a s  no d i f f e re nce b e tween the f i na n c i a l  

s t r a t e g i e s  ( revenue enhancement o r  c o s t  manageme n t ) o f  F P  a n d  N F P  

h o s p i t a l s .  

Ho : FP  NFP s t r a t e g i e s  

The s i gni f i cance o f  t h e  s i z e d i f f e rence  amon g  the s amp l e s  

was t e s t e d  u s ing a one -way ANOVA . The two s amp l e s  we re found n o t  

to  b e  s i gn i f i cant l y  di f fe r e n t  f r om one anothe r i n  t e rms o f  s i z e  
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and o t h e r  contex tua l va r i ab l e s . The p ropo r t i on di s t r ibut i on o f  

hosp i ta l s  a l ong o t h e r  c o n t e x t u a l  v a r i ab l e s  wa s t e s ted u s i ng a z -

t e s t  f o r  p r o po r t i on s . T h e r e  we re no s i gni f i cant di f f e r e n c e s  

be tween t h e  t w o  g r oup s o n  any o f  t h e  contextua l va r i a b l e s  a t  

p < . O S ( z > l . 6 9 ) . T o  cont r o l  t h e  e f f e c t s  o f  t h e  contextual  

v a r i ab l e s , a mul t i v a r i a t e  r e g re s s i on mod e l  was  also  e v a l u a t e d  for  

e a ch pe r fo rman c e  i n d i c a to r . 

The c o r r e l a t i on o f  coe f f i c i e nt a n a l y s e s  con f i rme d the 

r e s u l t s  o f  t he ANOVA in t h a t  the two g roups were s i gni f i ca nt l y  

d i f fe rent f r om one a no t h e r  o n  seve r a l  contextua l v a r i ab l e s , and 

mo r e  impo r t a nt l y ,  a ft e r  c o n t r o l l i ng f o r  s y s t em a f f i l i a t i o n , 

l o cat i o n , b e d  s i z e ,  and p a ye r mi x ,  owne r s h i p  wa s s i gni f i cant l y  

r e l ated t o  t h e  i nd i c a t o r s .  Re s u l t s  f r om the reg r e s s i o n  ana l ys e s  

FP ma r g i n s  w e r e  marg i na l l y  s i gni f i cant ( p  < . 1 0 )  r e l a t e d  t o  both 

p r o f i t  i nd i c a t o r s  ( Op e r a t i n g  ma r g i n  and Re turn On  As s e t s ) . W i t h i n  

" p r i c i ng s t ra t e g i e s , "  F P  h o sp i t a l s '  p r i c i ng w a s  s t a t i s t i c a l l y  

s i gn i f i cant f rom N F P  h o sp i t a l s  a t  the p < . O S .  The r e  wa s no 

s i gn i f i ca n t  d i f f e r e n c e  in the numb e r  o f  p ro ce du re s ,  sugge s t i n g  FP 

hosp i t a l s  u s e d  p r i c i ng r a t h e r  th an u t i l i z a t i on to enhance 

r e venue s . Fo r -p ro f i t  h o sp i t a l s  ut i l i z ed mo re r e g i s t e r e d  nur s e s  as 

a p e r cent o f  t o t a l  wo r k f o r ce ( 2 6 . 9  p e r cent vs . 2 2 . 7  percent ) 

( s i gn i f i cant a t  p < . O S ) . The r e g re s s i o n  and ANOVA demon s t r at e d  

s i gni f i cant d i f f e re n c e s  b e tween FP a n d  N F  P hosp i t a l s  among t o t a l  

co s t ,  l e s s  t o t a l  i n c ome t a xe s ,  n o n  - l abor , and cap i t a l  c o s t . 
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Fo r - Pro f i t  hospi t a l s  used 1 7  pe rcent f e we r  FTEs p e r  

o c c up i ed b e d  ( 3 . 827 vs . 4 . 6 2 4 ) , a s t a t i s t i ca l l y  s i gn i f i cant 

r e s u l t  ( p< . 0 5 )  and J s e d  5 percent  fewe r paid hou r s  p e r  adm i s  s i on 

( 1 2 9 . 3  vs . 1 3 6 . 4 ) , wh i ch wa s n o t  s i gni f i cant . This  r e s u l t e d  in 

mi x e d  f i nd i n g s  i n  that  F P  hosp i t a l s  are mo r e  p r odu c t i ve ; howeve r ,  

due t o  t h e i r  8 . 4  p e r c e n t  l onge r ALOS , l abor produ c t i v i t y  was not  

s i gn i f i ca n t l y  d i f f e r e n t  be tween t he two group s . 

The f i na l  con c l u s i on drawn wa s that F P  h o s p i t a l s do 

ma i n t a i n  a ma r g i n  advantage over NFP be cause of d i f f e r e n t  

s t r a t e g i e s , and t h e  p romi nent s t r a t e g y  emp l oyed wa s r e venue 

enhanceme n t . ( S hu k l a ,  P e r s t a i n ,  & C l emen t , 1 9 9 7 ) . Thi s con c l u s i o n  

a g r e e s  w i t h  t h e  g e ne r a l  be l i e f t h a t  F P s  t end t o  u s e  mo r e  

a nc i l l a r y  p a t i ent  s e r v i c e s . 

Commu n i t y  P e r c e p t i on s  

Re s e a r ch e r s  have evaluated commu n i t i e s ' p e r c ep t i on 

f o l l ow i n g  a c l o s ur e . Re s e a r ch e xami n i n g  t h i s  f a c e t  was g e n e ra l l y  

f o c u s e d  o n  t h e  i n d i v i dua l ' s v i e w  o f  how the  h o s p i ta l ' s c l o s ur e 

may a f fe c t  t h e  i nd i v i du a l  and the  communi t y  f r om a me d i ca l  

p e r s pe c t i ve . Muus e t  a l  ( 1 9 9 5 )  c omp l e ted a r andom s amp l e  s urvey 

o f  the popu l a t i on re s i ding in B e a ch , North Da ko t a , who l o s t  t he i r  

2 7 -bed f a c i l i t y  wh i l e  t h e  c l o s e s t  me di c a l  f a c i l i t y  f o r  4 0  mi l e s  

away . T h e  s amp l e  popu l a t i o n  responded to que s t i on s  regarding why 

t h e y  thought the f a c i l i ty c l o s e d . The responde n t s  a l s o  eva l u a t e d  

t h e  imp a c t  t h e  c l o s u r e  h a d  on t he i r  medi c a l  we l l ne s s . T h e  un i t  o f  

a na l ys i s  i n  the  s t udy was d i r e c t e d  a t  hous e ho l d ,  and the  
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r e s e a r che r s  d i d  not a t t empt t o  ove r - s amp l e  any popu l a t i on 

repres ented . 

The s tudy f ound that ove r 30 p e r cent o f  the r e s i d e n t s  

i dent i f i e d  unde r - ut i l i z a t i on a s  t h e  ma j o r cause o f  f a i l ur e . 

Re s i den t s  we re by -pa s s i ng the l o c a l  hosp i t a l  f o r  s e r v i c e s  6 0  

mi l e s  away ( M uu s  e t  a l , 1 9 9 5 ) . Whi l e  6 5  p e r cent o f  the r e s i d e n t s  

f e l t  t h e  c l o s u r e  wou l d  r e s u l t i n  poor a c ce s s  t o  eme rg e n c y  medi c a l  

care  a n d  problems i n  ho s p i t a l care , the r e s e a r c h  d i d  n o t  a t t emp t 

t o  examine why the commun i t y  e l e cted t o  b y  -pa s s  t he i r  l o c a l  

h o s p i t a l . The se r e s u l t s  r a i sed que s t i ons a s  t o  t h e  amount o f  

communi t y  s uppo r t  and the ho s p i t a l ' s  p e r cep t i o n  o f  t he i r  

commun i t y ' s v i s i on f o r  future q r owth and deve l opment . The s urvey 

s uppo r t e d  r e s i dent s '  concern for  me di c a l  care  a c ce s s ,  b u t  no 

i n f o rma t i on was provided as t o  the i n d i v i dua l ' s va l ue o f  

commun i ty s uppo r t  f o r  the s u c ce s s  o r  f a i l u r e  o f  t he f a c i l i t y . 

Communi ty and Ho s p i t a l  Re l a t i ons 

Eva l ua t i on of i ndu s t r y  changes and how t h o s e  chang e s  a r e  

a f fe c t i ng commun i ty r e l a t i o n s  a r e  s t rong i nd i cato r s  o f  r u r a l  

h o s p i t a l  s ucce s s  t h a t  can be eva l ua t e d  t hrough s e ve r a l  k e y  

i nd i v i dua l s  w i t h i n  t h e  he a l thcare  netwo r k . ( Be r r y ,  1 9 8 8 ;  M c K a y  & 

Cove n t r y ,  1 9 9 4 ;  O ' S haughne s s y  e t  a l , 1 9 9 7 ) T h i s  ne two r k  c a n  be 

comp r i sed of communi t y  l e ade r s , hosp i ta l  admi n i s t ra t i o n ,  l o c a l  

phys i c i an s , use r s  o f  s e r v i ce s , o r  ma j o r emp l o ye r s  i n  t he l o c a l  

a r e a . O ' S haughne s s y  e t  a l  ( 1 9 9 7 ) examined t h e s e  compone n t s  b y  

surveying s uc ce s s fu l  r u r a l  ho s p i t a l  CEOs . 
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They ut i l i zed a s amp l e  o f  conven i e n ce to e va l ua t e  CEOs 

s u c ce s s  for f o rmu l a t i ng a p r o f i l e . D i f fe re n t i a t i  ng i t  f rom 

Ro s enbach and Dayho f f ' s ( 1 9 9 5 )  s t udy , the u n i que p e r s pect ive o f  

thi s  s tudy , was that the r e s e a r ch exam i n e d  componen t s  o f  

communi t y  support and the ho s p i t a l ' s  commu n i t y  i nvo l veme n t . The 

pro f i l e  l e d  to the f i ndings  and conc l u s i on s uppo r t i ng the n e  ed 

f o r  future s tudi e s  to examine succe s s fu l  a t t r i bu t e s  cente r e d  on 

mut u a l  supp o r t  between the commu n i t y  and the  h o s p i t a l . 

Me a s u r i ng Ma r ke t  Compe t i t i on 

The p r emi s e  of an e conomi c ma r ke t  p l a c e  lS b a s e d  on the  

Ma r ke t  B a s e d  E conomi c Theo r y . The premi s e  s ug ge s t s  t h a t  p r ovide r s  

o f  heal thcare  w i l l  deve l op t h e  mo s t  e conomi c a l  app r o a c h  t o  

de l i ve r s e rv i ces ( Be r s t e i n  & Gaut h i e r , 1 9 9 8 ) . A c ommon me t hod t o  

s t udy the l evel  o f  compe t i t i on w i t h i n  a ma r ke t  i s  t h rough the  

He r f indah l - H i r s chman I ndex ( HH I ) . T h i s i n s t r umen t  h a s  been used 

because of  the nature of  compe t i t i on e x i s t i ng in  the  h e a l thcare  

ma r ke t . It  i s  a l s o  used because the i ndex ' s a b i l i t y  to con t r o l  

f o r  t h �  e f fe c t  o f  compe t i ng hos p i t a l s  when o n e  i s  s tu dy i ng 

corporate behavi o r  wi t h i n  geograp h i c bounda r i e s  ( Ph ibbs & 

Rob i n s o n ,  1 9 9 3 )  . 

I n  L a i ne ' s ( 1 9 9 5 )  r e s e a r ch , a n  a rgumen t  w a s  deve l oped 

s ugge s t ing the H H I  wa s n o t  me re l y  an a rb i t ra r y  me thod t o  mea s u r e  

ma r ke t  concen t r a t i o n ,  b u t  r a t h e r  i t  me a s u r e d  ave r a g e  ma r ke t  s ha r e  

from t h e  v i ewpo i nt o f  t h e  con s ume r . L a i ne ' s r e s e a r ch s uppo r t e d  
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the no t i o n  that the  H H I  was d i r e c t l y  re l ated to the p r i ce - c o s t  

ma r g i n  o f  t h e  me a s ur e d  f a c i l i t y . 

Re s e a rch condu cted b y  P h i bb s  and Rob inson ( 1 9 9 3 )  ut i l i zed 

non - fede ra l , gene ra l , s h o r t - s t a y ,  and acute hos p i t a l s  in  

Ca l i f o rn i a  to eva l u a t e  ma r ke t  s c ope and impact on marg i n . The 

r e s e a r c h  deve l oped s e ve r a l  de f � n i t i on s  of ma r k e t  radi i to i n c l ude 

mi l eage ma r ke r s , g e o g r ap h i c  b o unda r i e s , and coun t y  l i nes . For 

each of  t he depe n de n t  v a r i abl e s ,  the r e s e a r c he r s  u t i l i z e d  t he 

H H I . The u s e  o f  the  H H I  con t ro l l e d f o r the comp e t i t ive nature o f  

the hosp i ta l s  w i t h i n  t he ma r k e t s  and made the data  app l i cab l e  t o  

o t h e r  ma r ke t s  a c r o s s  the coun t r y  ( Ph i b b s  & Rob i s o n , 1 9 9 3 ) . 

B r o o k s  and Jon e s  ( 1 9 9 3 )  e v a l u a t e d  charact e r i s t i c s  o f  

h o s p i t a l s  that  me rged b e t we e n  1 9 8 3  and 1 9 9 2 .  The r e s e a r c he r s  

e v a l u a t e d  1 7  p a i r s  o f  me r g e d  h o s p i t a l s wi t h  randoml y p a i red 

h o s p i t a l s  that d i d  not  me r ge dur i ng the  s ame p e r i od . The  r e s e a r ch 

u t i l i z e d  the H H I  t o  me a s u r e  mar ke t  comp e t i t i on o n  the broade r 

context o f  the " S t r u c t u r e - Condu c t - Pe r f o rmance " ( S C P )  f r a mewo r k  o f  

i n du s t r i a l  o rgani z a t i on e co nomi e s . The p r emi se ( S C P )  was b a s e d  o n  

a f i rm ' s p e r f o rmance i n  the  ope r a t i n g  e nv i ronmen t  wh i ch r e l ated 

t o  the s t ructure of  t h e  ma r ke t  ( B r o o k s  & Jone s ,  1 9 9 7 ) . 

Re s e a r ch e r s  e x c l uded the f o c a l  h o sp i t a l  i n  o rde r to mea s u r e  t he 

comp e t i ng hosp i t a l ' s  imp a c t  on the s t u d i e d  fac i l i t y . The HH I was 

a tool demon s t r a t i ng the  ab i l i t y  to i s o l ate  and cont r o l  for the 

de g ree o f  compe t i t i on on t h e  mar ke t  ( Ph i bb s  & Rob i n s o n ,  1 9 9 3 ;  

L a i ne , 1 9 9 5 ) . 
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S hephard ( 1 9 7 2 ) p o i n t ed out t ha t  the u s e  o f  the HHI  

comb i n e s  the e f fe c t s  o f  the ope r a t i ng env i r onme nt into  one 

s t a t i s t i c .  Th i s  s t a t i s t i c  rep r e s e n t s  and cont r o l s  for ma � ke t  

s h a r e  a n d  r i va l r y  i n t o  one me a s u r ement outcome i n  t h e  Broo k s  and 

Jone s '  s t udy . The f i nd i n g s  a s s o c i a ted w i t h  the 1 9 9 7  S L udy f ound 

t h a t  l o c a l  ma r ke t  oppo r t uni t i e s  and mar ke t  concent ra t i on we re 

both f a c t o r s  in leading hospi t a l s  t o  me rge . 

Summary and Conclusions 

Many Ame r i ca n s  l i vi n g  i n  r u r a l  commun i t i e s  a r e  f i nding that  

he a l t h c a re is  i n a c ce s s ib l e . Th i s  may be  becau s e  of  the chang i n g  

envi r onmen t  i n  wh i ch h e a l thcare  i s  being de l i ve r e d . Rura l  

prov i de r s  a r e  s haped and i n f l uenced b y  t he i r  l o c a l  commun i t i e s  

and i n f r a s t ru c t u re s . I f  t he s e  s t ructures  d o  not a l l ow f o r  the  

hosp i t a l  t o  adapt to the ma rke t ,  provide r s  and commun i t i e s  mu s t  

reeva l ua t e  t he unde r l ying s t r a t e g i c  bas i s  ( S chmi t z ,  1 9 9 2 ) . To  

rema i n  s uc ce s s fu l  in the hea l th c a r e  ma r ke t ,  p rovide r s  a nd 

commun i t i e s  mu s t  p r o v i de the needed i n f r a s t ructure to a l l ow f o r  

h i g h  qua l i t y ,  e f f i c i ent exchange o f  i n f o rma t i o n ,  p a t i e n t  

s e r vi c e s , and s t r a t eg i c  p l a nning i n  t h e  r u r a l  s e t t i ng . 

The comp l ex i t y  and dive r s i f i ca t i on o f  rura l communi t i e s  

ma ke s t h e  de l i v e r y  o f  c a r e  t o  t h e s e  a r e a s  one o f  the mo s t  

mi s unde r s tood i s s u e s  i n  h e a l thca r e . The i n f l uence o f  the l o c a l  

communi ty i s  a cont r o l l i ng f a c t o r  i n  de t e rm i n i ng l eve l s  o f  

de l i ve r y . The ma t r i x  o f  rura l Ame r i ca sub j e c t s  l o c a l  p r o v i de r s  
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( phys i c i a n s ) t o  a l a rger p e r centage o f  non - re imb u r s e d  and unde r ­

i n s ur e d  care , g r e a t e r  e conomi c depe nde ncy on the h o sp i t a l , a 

.l a r g e r  p e r centage o f  e l der l y ,  and a g r e a t e r  numb e r  o f  h i gh - ne e d ,  

h i gh - r i s k  p a t i e n t s  ( Bul l et  a l ,  20 0 1 ) . R u r a l  communi t i e s  tend t o  

have l e s s  s tab l e  econom1 e s ,  and t h i s  a f fe c t s  t h e  r e s ou r c e s  

a va i l ab l e  t o  the  corr.mun i  t y  h o sp i t a l  i n  me e t i ng t h e  i n c r e a s i ng 

demands o f  the e nv i r onment . 

T he ma r ke t  demands and env i ronme n t  unde r whi ch r u r a l  

p r o v i de r s  mus t  ope r a t e  requ i re a coope r a t ive e f fo r t  f r om a l l  

s t a ke h o l de r s . Rur a l  provide r s  mu s t  f a c i l i t a te s t a keho l d e r  

i n t e r a c t i on a n d  unde r s tanding o f  the comp l e x  i ndu s t r y  

env i r o nme n t . Admi n i s t ra t ive s t a f f  mu s t  deve l op i nnova t i ve 

app r o a che s t o  s imp l i fy comp l i ca t e d  i s .s u e s  t o  enhance l o c a l  b u y  -

i n . They mu s t  a l s o  unde r s tand curren t  env i r onme n t a l  demands and 

how s t a ke h o l de r s  i n f l uence the rural p r o v i de r ' s a b i l i t i e s  to 

con s i d e r  a l t erna t i ve s  ( Be r r y ,  1 9 8 8 ;  O ' Shaughne s s y  et a l , 1 9 9 7 ; 

Webb , 2 0 0 1 ) . 

D i f f i cu l t y  i n  de f i n i ng r u r a l  he a l t h c a r e  ma r ke t  and 

i dent i fy i n g  s ub t l e  di f ferences  between r u r a l  ma r ke t s  ma k e s  t h e  

t a s k  o f  deve l op i ng indu s t ry w i de s t anda rds  a n d  po l i cy daunt i n g . 

The h o s p i t a l  indu s t ry mus t  addre s s  wa ys t o  deve l op p e r f o rman c e  

expe c t at i on s  t h a t  addre s s  t h e  uni que c h a r a c t e r i s t i c s  o f  sma l l ,  

r u r a l  h o s p i t a l s . The s e  f a c i l i t i e s  cannot b e  h e l d  t o  urban 

i ndus t r y ' s expe c t a t i ons of deve l op i ng a p r o  - c ompe t i t i v e  f o cu s , 

b u t  r a t h e r  they mu s t  care ful l y  examine l o c a l  r e s ou r c e s  and 
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capab i l i t i e s  t o  exp l o r e  v i ab l e  ma r k e t  s t r a t e g i e s  t h a t  enhance the  

commun i t y ' s e conomi c and medi c a l  we l l  -being . Ru r a l  f a c i l i t i e s  

mu s t  conce n t r a t e  t he i r  s t rate g i e s  t o  ensure a communi t y  app roach 

comb i n e d  w i t h  e s t ab l i s h i ng a s ound f i nanc i a l  s t ructure . Con f l i ct 

be tween t h e  s o c i a l -me d i c a l  and f i s ca l  ob l i gat i ons can be 

mi t i ga t e d  t h rough proa c t i ve open commun i ca t i on and d i a l ogue w i t h  

l o c a l  s t a ke ho l de r s . 

Rura l  f a c i l i t i e s  mu s t  devel op c o s t  l e ade r s h ip s t r a t e g i e s  t o  

r ema i n  a v i ab l e  memb e r  i n  t he i r  l o c a l  economy and i ndus t r y . 

At t e n t i on and b a l ance mu s t  be obta i ned s o  t h a t  r u r a l  f a c i l i t i e s '  

r e s o u r c e s  can a dapt t o  changing ma r ke t s . The proce s s  o f  

deve l op i ng s t r a t e g i e s  t o  manage t h e s e  changes and i de n t i fy 

d i r e c t i on i s  a mu l t i - s t age proce s s  and cannot be a c comp l i s h e d  

t h r ough one e v e n t . Ho s p i t a l  man agemen t  mu s t  con t i nuou s l y  a c ce s s  

and e va l ua t e  t h e  d i r e c t i o n  and r e s ou r ce s  f o r  t h e  f a c i l i t y . 

I n  o r d e r  t o  s u r v i v e , rura l hosp i t a l s mu s t  s h i f t  t he i r  

s t r a t e g i c  p o l i ci e s  f r om a produ c t  t o  ma r ke t  o r i e ntat i o n , f r om a 

care  t a ki ng t o  a r i s k - t a k i ng me n t a l i t y ,  and f r om ope r a t i on a l  t o  

s t r a t e g i c  management ( Ludke , We s t ho f f , & F l ood , 19 9 2 ) . The 

abi l i ty t o  conduct and imp l emen t  s t ra t e g i c  p l anning is  a n  

e s s e n t i a l  s ki l l  a n d  t ra i t  needed f o r  r u r a l  provi de r s  t o  rema i n  

s u c ce s s fu l  i n  a dynam i c  ma r ke t . Fa c i l i t i e s  mus t  a s  s e s s  

opp o r t un i t i e s  and l im i t a t i ons i n  t he i r  cu r r en t  env i ronment and 

deve l op s ound de c i s i o n s  b a s ed on the s e  f i nd i ng s  i n  o rde r t o  

deve l op a s t r a t e g y  t o  e n s u r e  h e a l thcare  a c c e s s  t o  r u r a l  Ame r i ca . 
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CHAPTER III 

METHODOLOGY 

Introduction 

Thi s chapter  di s cu s s e s  t h e me t hodo l o g y  emp l oyed i n  

s e l e c t i ng a nd eva l uat ing t h e  s tudy popu l a t i o n ,  d a t a  co l l e c t i on , 

and the method f o r  ana l ys i s  o f  dat a . The s tudy examine s r u r a l  

h o s p i t a l s  i n  N o r t h  and South C a r o l i na and t he i r  chang i n g  

h e a l thcare envi ronmen t s .  Va l i da t i on a n d  re l i ab i  l i t y o f  dat a  

c o l l e ct i on me t hods that  a l l owed f o r  t h e  comp a ra t i ve eva l ua t i on o f  

t he r u r a l  h o sp i t a l s  i n  N o r t h  and South C a r o l i n a  a r e  a l s o  

p r e s ented . T h i s  chapter  a l s o provide s  the f ramewo r k  f o r  f u t u r e  

chapte r s . 

Total Population 

Th i s  s tudy was a compara t i ve a na l y s i s  u t i l i z i n g  s e condary 

data ava i l ab l e  f rom The  Duke  Endowme n t ,  S o l u c i en t , I nc .  da t a  

s ou r ce s , The South Ca r o l i na O f : i ce o f  Re s e a r ch and S t a t i s t i c s , 

and U S  C e n s u s  Bureau . The s tudy popu l a t i on i n c l uded s e l e c te d  

s h o r t - s ta y ,  a cute - ca r e , non - f e de r a l  h o s p i t a l s  l o c a t e d  i n  N o r t h  

a n d  S o u t h  C a r o l i na count i e s  n o t  i nc luded i n  Me t r opo l i t a n  

S t a t i s t i ca l  Are a s  t h a t  p a r t i c ipated i n  Du k e  Endowment ' s  Annua l 

App l i c a t i on f o r  As s i s tance p r o g r am f o r  f i s ca l  y e a r  2 0 0 0 . 
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Loca t e d  i n  North C a r o l ina , 1 6 9 h o s p i t a l s  ope r a t e  s e r v i ng 

the  medi cal  needs o f  the c i t i z e n s . H o s p i t a l s p a r t i c i pa t i ng i n  the 

2 0 0 0  Duke Endowme nt ' s App l i ca t i on f o r  As s i s t ance ope r a t e  1 7 , 7 0 5  

i n -pat i en t  beds . Hospi t a l  s i z e ranged f r om 8 2 1  i n  -pa t i ent beds t o  

h o sp i t a l s  wi t h  1 5  i n -pa t i en t  beds . W i t h i n  N o r t h  Ca r o l i n a , 2 5  

p e r cent o f  a l l  i n -pa t i e n t s  a r e  l o c a t e d  i n  sma l l  h o sp i t a l s  ( l e s s  

than 1 2 9  bed s ) . O f  North C a ro l i na ' s  1 0 0  count i e s , h o s p i t a l s a r e  

l o c a t e d  i n . 6 5  l i s t ed a s  non -MSA ,  r e p re s e n t i ng 6 6  p e r c e n t  o f  sma l l  

ho s p i t a l  i n -pa t i ent beds i n  the  s t a t e . O f  t h e  6 5  c o u n t i e s  

e l i g i b l e  for i n c l u s ion i n  t h e  s t udy , p r i v a t e , coun t y ,  c i t y ,  o r  

governme n t a l  e nt i t i e s  ope r a t e  6 9  h o sp i L a l s .  A f t e r  adj u s t i n g  f o r  

t h e  pa rame t e r s  o f  the s t udy , 4 3  s h o r t  - t e rm ,  a c u t e  h o s p i t a l s  

ope r a t e  i n  non -MSA wi t h  f e w e r  than 1 2 9  adj u s te d  o c c up i e d  b e d s . 

The s e  4 3  hosp i t a l s  repre s en t  1 6 . 4  p e r cent o f  a l l  t h e  i n  -pa t i en t  

beds l o cated i n  the  s ta t e . 

S o u t h  C a ro l i n a  h a s  6 8  h o s p i t a l s  ope r a t i n g  t o  s e rve the  

medi c a l  needs of  the  c i t i z e n s  with 37  l i s t e d  i n  non -MSA . The 68  

h o sp i t a l s  represent  7 2 8 7  i n  -pa t i en t  beds w i th r u r a l , sma l l  

h o s p i t a l s  r e p r e s e n t ing 2 2  p e r cent  o f  a � l ava i l ab l e  beds  i n  t h e  

s t a t e . O f  t he hospi ta l s  e l i g i b l e  t o  part i c ip a t e , 1 5  p a r t i c i p a t e  

i n  D u ke Endowme n t s  Annu a l  App l i ca t i on P ro c e s s  repre s e n t i ng 1 2 . 6  

p e r cent o f  a l l  ava i l ab l e  i n  -pa t i en t  beds i n  S o u t h  C a r o l i na . 
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S tudy Popu la tion 

Because o f  the  r e l a t i v e l y  l imi t e d  n umb e r  o f  sma l l ,  r u r a l  

hosp i t a l s  ope r a t i ng out s i de o f  a M S A ,  t h i s  s tudy i n c l uded a l l  

h o s p i t a l s  me e t i ng the  c r i t e r i a  out l i n e d . The ava i l ab i l i t y  and 

a c ce s s  to The Duke Endowme nt data r e p r e s ented an unexpe cted and 

exce l l ent opportun i ty to s t udy r u r a l  h o sp i t a l s  w i t h  s imi l a r  

ma r ke t  cond i t i o n s  i n  two S outhern s t a t e s . 

Da.ta Sourc:es 

The inve s t i g a t i o n  o f  the  r e s e a r ch que s t i on s  w i t h i n  the 

context of sma l l ,  r u r a l  h o sp i t a l s  i n  No r t h  and South C a ro l i n a  

ut i l i z ed e s t abl i s hed and va l i dated d a t ab a s e s  a n d  i n s t r ument s .  

The datab a s e s  and i n s t r ume n t s  i n c l uded t he f o l l ow i ng : l )  Duke 

Endowment ' s  H e a l t h c a r e  D i v i s i on H o s p i t a l  Data Ba s e ; 2 )  U S  Census  

Bureau ' s 2 0 0 0  c e n s u s  data  for  North and South Ca r o l i n a  Count i e s ; 

3 )  S o l u c i en t , I n c . data  s e t  f o r  f i s ca l  ye a r  2 0 0 0 ;  4 )  The South 

C a r o l i na Budget and Cont r o l  B o a r d  w i t h  the  O f f i ce of  Re s e a rch a nd 

S t at i s t i c s ; and 5 )  the  H e r f i ndahl  - H i r s c hman I ndex . 

The Duke Endowmen t  i s  a char i t a b l e  o rgan i z a t i on e s t ab l i s hed 

by Jame s Buchanan Duke in 1 9 2 4  for the  s o l e  purpo s e  t o  

f i nanc i a l l y  s uppo r t  f o u r  a re a s  t h r ough g r a n t s  a n d  p r o gr ams . The 

four fo l l owing a r e a s  a r e : 1 )  Fa i t h  B a s e d  Programs , 2 )  Hea l thca re , 

3 )  Chi ldren Programs , and 4 )  H i gh e r  Educat i o n . Re c i p i ents a re 

l imi ted to o rgani z at i on s  i n  N o r t h  a n d S o u t h  Caro l i na . One o f  the 
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s e r v i c e s  p r o v i ded by the Duke Endowme n t  i s  a sma l l  r e imb u r s eme nt 

to e a ch h o sp i t a l  p rovi d i ng cha r i tab l e  care t o  commun i t i e s . I n  

order t o  r e ce i ve t h i s  r e i mb u r s ement o r  grant , h o s p i ta l s  mu s t  

s ubmi t a yea r l y  App l i ca t i on f o r  As s i s t a  nee t o  the Endowme n t . 

The D a t ab a s e  comp i l e d  through t h i s  app l i ca t i on wa s u s ed a s  

t h e  p r ima r y  da t a  s ou r c e  t o  exami ne s t ra t e g i c  deve l opmen t  among 

the s tudy popu l a t i on . Th i s  datab a s e  provi de s  i n f o rma t i on on 

v i r t u a l l y  e ve r y  h o sp i t a l ope r a t i n g  in the  ma rket an d coul d 

p r o v i de i n d i v i du a l  dat a  f o r  the e n t i re s tudy popu l a t i on . The da t a  

a l l owed f o r  gene r a l i z a t i on among a l l  sma l l , rura l ho s p i t a l s .  

I n f o rma t i on ob t a i ned t h r o ugh the Duke Endowmen t  i n c l uded t he 

f o l l ow i n g : 

l .  ope r a t i o n s  ( s e rv i ce s  p rovi ded ; 

2 .  s t a f f i n g  

3 .  c o s t  s t r u c t u r e s  

4 .  revenue s t r u c t u r e s  

5 .  phys i c i a n  cha r a c t e r i s t i c s 

6 .  h o sp i t a l  g ove rnance ( s y s t em des i gn )  

S o l u c i en t ,  I n c . c on t r a c t s  w i t h  the North Carol i na H o s p i t a l  

A s s o c i a t i o n  ( NC HA )  . T h e  o r g an i z a t i on comp i l e s  t h e  da t a  f o r  the 

NCHA , p rodu c i ng a va i l a b l e  data on each hosp i t a l  ope r a t i ng in the 

s ta t e  t o  i n c l ude t h e  f o l l owing : 1 )  market s ha r e  by coun t y ,  2 )  

ma r ke t  s ha r e  b y  s e rv i ce l i ne ,  3 )  r e ve nue i n d i c a t o r s  b y  s e rv i ce 

l i ne , and 4 )  ma r ke t  s ha r e  b y  p a ye r  mix . Al though a l l  h o sp i t a l s  

mu s t  p a r t i c i p a t e  b y  s t a t e  r e g u l a t i on s , the s e r  v i ce i s  f r e e  to the 
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a s s o c i a t i o n  w i t h  each  f a c i l i t y  ab l e  t o  purchase the data 

r e g a rding t he i r  ma r ke t . S o l u c i ent , I nc .  a l s o pub l i s h e s  pub l i c  

a c c e s s  i n fo rma t i on regarding ma r k e t  s h a r e  b y  county f o r  e a c h  

h o sp i t a l  i n  N o r t h  C a r o l i n a . 

The South Caro l i na Budget  a n d Con t r o l  Board w i t h  the O f f i ce 

o f  Re s e a r ch and S t a t i s t i c s comp i l e s  da t a  f o r  South C a r o l i n a  

h o s p i t a l s  t h a t  m i r r o r s  the d a t a  co l l e c t e d  b y  S o l u c i e n t , I n c . 

S o u t h  Caro l i na mar ke t  share da ta for  2 0 0 0  we re e x t ra c te d  f o r  

h o sp i t a l s  mee t i ng t h e  c r i t e r i a  f o r  t h i s  s t udy . 

Data Col lection Procedures 

P e rm i s s i o n  t o  u t i l i z e the se conda r y  data f rom the Duke 

E ndowment , So l u c i e n t , I nc . , The South C a ro l i na O f f i ce of Re s e a r ch 

a n d  S t a t i s t i c s ,  and the U . S .  Census Bureau wa s obt a i ne d  f r om t h e  

ope r a t i ng o f f i c i a l s  o f  each o r g a n i  z a t i on . 

The Duke Endowmen t  made a va i l a b l e  t he 2 0 0 0  annu a l  h o s p i ta l  

s u rvey t hrough e l e c t ro n i c f o rmat . The database i n c l uded d a t a  o n  

a l l  hosp i t a l s  p ar t i c ip a t i ng i n  t h e  2 0 0 0  s urve y . I n  add i t i o n ,  t h e  

d a t a b a s e  i nc l uded a l l  dat a  e l emen t s  c o l l e ct e d  dur i ng the a nnual  

s u rv e y . Ho s p i t a l s  mee t i ng the s tudy c r i t e r i a  we re s e l e c t e d  and 

c omp l i ed into a separate  data f i l e . P e r t i nent data e l ement s  to 

t h e  s tudy ' s i ndependent and dependent va r i ab l e s  we r e  s e l e ct e d  and 

a l l  data were ente red into a dat a  f i l e for s t at i s t i ca l  ana l ys i s  

u s i ng S PS S . Data p o i n t s  f o r  e a ch hosp i t a l  r e l a t e d  t o  the 

i n depende n t  and dependent va r i a b l e s  obt a i ned t hrough the Duke 
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Endowment ' s da ta we re : 1 )  ope ra t i ng p ro f i t ; 2 )  FTE s p e r  occup i e d  

bed ; 3 )  memb e r s h i p  i n  a mul t i  -ho s p i t a l  s ys t em ;  4 )  me d i c a l  s t a f f  

s i z e ;  and,  5 ) spe c i a l t y  mi x o f  medi c a l  s t a f f . 

S o l uc i ent , I n c . made ava i l ab l e  ma r ke t  s h a re data f o r  a l l  

h o s p i t a l s  i n  North Caro l i n a . Manu a l  s e l e c t i on o f  e a ch o f  t h e  

s t udy popu l a t i on ' s horne county a l l owed ma r ke t  s h a r e  data f o r  a l l  

ho s p i ta l s .  Upon entering mar ket s hare da t a ,  a s p r eadsheet  

ca l cu l a t i on was p e r forme d t o  de t e rmine t he h o s p i t a l ' s H H I . For  

South C a r o l i n a  hosp i t a l s ,  the  s ame me thod wa s u t i l i z e d  u s i n g  The 

South C a r o l i na O f f i ce of  Re s e a rch and S t a t i s t i c s a s  t h e  s o u r ce 

for  ma r ke t  s hare  da ta . 

Unemp l o ymen t data f o r  e a ch count y  was obt a i ned t h rough t h e  

U . S .  C e n s u s  Bureau ' s web - s i t e . Each p a rt i c i pa t i n g  h o s p i t a l ' s  

coun t y  was i dent i f i ed and the percentage o f  unemp l o yme n t  w a s  

co l l e ct e d  f o r  that coun t y . T h i s  i n f o rma t i on w a s  e n t e r e d  i n t o  t h e  

S PS S  datab a s e  a n d  l in ked t o  t he r e s p e c t i v e  h o sp i t a l  f o r  ana l ys i s . 

Measurement Tool 

The H e r f i ndah l - H i r s chrnan I ndex ( HH I ) w a s  u t i l i z e d  t o  

me a s u r e  the i nten s i ty o f  cornpe t i t i o �  i n  the h o sp i t a l  s e rvi ce 

a rea . T h i s i ndex has  been con s i s t e nt l y  u s ed in h e a l t h  s e rv i ce 

r e s e a r c h  because  o f  the f o l l owing r e a sons : 1 )  i t  i s  s en s i t i ve t o  

t h e  numb e r  and s i z e o f  h o s p i t a l ; and 2 )  i t  i s  t h e  me a s u r e  o f  

ma r ke t  concent r a t i on u s e d  by the  Dep a r tment o f  Jus t i ce ( Br o o k s  & 

Jone s ,  1 9 9 7 ; L a i ne , 1 9 9 5 ,  Phibbs & ?,ob i n s o n ,  1 9 9 3 ) . 
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H H I  ( MS ) 

To i l l u s t rate how the H H I  i s  c a l cu l a t e d ,  Alpha County 

r e s i de n t s  rece ive t he i r  he a l t h c a re f rom f ive ( 5 )  di f f e r e n t  

hospi t a l s .  H o s p i t a l  A ,  l o ca t e d  i n  t he c o un t y , h a s  5 5  p e r cent o f  

the mar ke t  s h a r e . The r ema i ni ng f o u r  h o sp i t a l s  a r e  l o c a t e d  

outs i de Alpha Count y . H o sp i t a l  B h a s  2 0  p e r cent o f  t h e  ma r ke t  

share , Hospi t a l  C h a s  1 0  p e r c e n t  o f  the ma r ke t  share , H o s p i t a l  D 

h a s  2 2  pe r cent o f  the ma r ke t  s h a re , and H o sp i t a l  E h a s  6 p e r cent 

of  the ma r ke t  share . The  H H I  woul d  b e  c a l c u l ated b y  s qu a r i ng each 

h o sp i t a l s  ma r ke t  s h a r e  and t h e n  s ummi ::1g t h e  t o t a l  of  the  four 

h o sp i t a l s  that a r e  l o cated o ut s i de Alpha Coun t y . 

H H I  2 0  + 1 0  + 2 2  + 6 1 0 2 0  

O r i g i na l l y  dev e l oped f o r  eva l u a t: i n g  m a r k e t  s h a r e  monop o l y  

r e a c t i o n , i n  me r ge r s , t h e  i ndex i s  n o w  u s e d  b y  t h e  Depa r tment o f  

Ju s t i ce i n  e va l ua t i ng hos p i t a l  me r g e r  r e que s t . T h e  b a s i c  de s i gn 

f o r  the Dep a rtment of  Jus t i ce has p roven t o  be use f u l  i n  

e v a l ua t i ng h e a l thcare  i ndus t r i e s . E a c h  h o s p i ta l ' s  ma r ke t  s ha r e  

wa s ca l cu l ated f o r  t he i r  p r i ma r y  ma r ke t . I n fo rmat i on r e g a r d i n g  

ma r ke t  s ha r e  was de t e rmined f r om S o l u c i en t , I nc . a nd S o u t h  
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Ca r o l i n a  O f f i c e  o f  Re s e a r c h  and S t a t i s t i c s da t a  s e t  i n  wh i ch a l l  

hosp i t a l s  i n  N o r t h  and S o u t h  C a r o l i na part i c i p a t e . The HHI  i s  

cal c u l a t e d  b y  s ummi ng t h e  s qu a r e s  o f  indivi dua l ma rket  s h a r e s  

( p e r centage s )  o f  a l l  h o sp i t a l s  i n c l uded i n  the ma r ke t . I n  me rge r 

eva l ua t i o n ,  a f u r t her s t ep r e ca l cu l a te s  the H H I  a f te r  t a k i na i n  

a ccount new ma r ke t  s h a r e  p o s t  -me r ge r . For t h e  purpo s e  o f  t h i s  

s tudy , two adj u s tme n t s  we r e  made i hc l ud i ng t h e  f o l l owing : l )  The 

ma r k e t  share ca l cu l a t i on e x c l uded t he hospi t a l  under s t udy 

( Brooks  & Jone s , 1 9 9 7 ) , and 2 )  the f i n a l  c a l c u l at i o  n was not 

comp l e t e d . The r e a s on s  b e h i nd t h e s e  adj u s tment s  we re becau s e  the 

i nte nt of  t h e  HH I in t h i s  s t udy was t o  eva l uate ma r k e t  p r e s sure  

i n  a h o s p i t a l ' s p r ima r y  county rather  than a s s e s s i ng ma r k e t  share  

s ub s e quent to  a me rge r . 

Data Analys is 

Compa r a t ive a na l y s e s  o f  t h e  i ndependent v a r i a b l e s  we re 

p e r f o rmed on the p r o f i t a b i l i t y of sma l l , rural h o sp i t a l s  i n c l uded 

i n  the s tudy ( S e e  F i gure 3 - 1 ) . The f i rs t  s t ep was to eva l u a t e  the 

da t a  s ep a r a t i ng and iden t i f y i ng h o sp i t a l s  w i t h  a pos i t i ve 

ope r a t i ng ma r g i n  i n  f i  s ea l  y e a r  2 0 C O ,  and f a c i l i t i e s  that  end t h e  

= i s ca l  year w i t h  a nega t i ve ope r a t i ng ma r g i n .  Th i s  ana l y s i s  f o r  

e ach me a s ure wa s condu c t e d  w i t h  de s c r i pt ive s t a t i s t i c s u s i ng 

mea s u r e s  o f  cent r a l  tendency ( Mean & Medi an ) and me a s u r e s  o f  

va r i ab i l i t y  ( S t andard Devi a t i o n ) . 
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I ndependent Variables : 

Ma r ke t  Cond i t i ons 

Mana geme n t  P r a c t i ce s  

Medi c a l  S t a f f  At t r ib u t e s  

Research Ques tion : 

Compe t i t i o n  
( He r f i ndah l ­

H i r s chman I ndex ) 

P e r cent o f  
U nemp l o ymen t  w i t h i n  

t h e  County o f  
ope r a t i on 

Ful l - T ime 
E qu i v a l e n t  p e r  

Occup i e d  Bed 

P a r t i c i p a t i on i n  
a Mul t i - H o sp i t a l  
S y s tem 

S i z e of Medi c a l  
S t a f f  

S p e c i a l ty M i x  o f  
Medi c a l  S t a f f  

F i gu r e  3 - 1 : Re l a t i on s h i p  among the I ndependen t  Va r i ab l e s  And 
Re s e a r ch Que s t i on s  
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I n  eva l ua t i ng the probab i l i t y  o f  ma k i ng a T ype I e r r o r  

du r i ng ana l ys i s  between t h e  re l a t i on s h i p  o f  t h e  i ndependent 

v a r i a b l e s  and a h o s p i t a l ' s p r o f i t ,  a l l  t e s t i ng wa s condu c t e d  at  

the 0 . 0 5 l evel of  s i gni f i cance . A Type I error  o c c u r s  when a n u l l 

h ypothe s i s  i s  r e j e cted when i t  i s  a c t ua l l y  t rue . 

Coe f f i c i e n t  o f  C o r re l a t i on 

Ana l ys e s  o f  i ndependent va r i ab l e s  demons t r a t i n g  a 

con t i nuous va r i ab l e  ( compe t i t i on ,  unemp l o yment ,  Ful l T ime 

E qu i va l en t s  ( FT E s ) per  occup i e d  bed , the t o t a l  numb e r  o f  

phys i c i a n s  o n  a c t i ve me di c a l  s t a f f ,  and the numb e r  o f  phys i c i a n s  

pe r spe c i a l t y )  u t i l � z ed a r a n k  o rde r co r r e l a t i o n  coe f f i c i e n t . A 

r a n k  o rder  c o r r e l a t i on coe f f i c i en t  t e s t  �1a s  chosen t o  e va l ua t e  

the r a n k  o rde r o f  a f a c i l i t y ' s p ro f i t  t o  t he i dent i f i e d  

i ndependent v a r i ab l e s . By u s i ng t h i s  c o r re l a t i o n  me t hodo l og y , a 

de t e rm i na t i o n cou l d  be made regarding how c l o s e l y  p ro f i t  mar g i n  

w a s  e xp l a i ned b y  the i ndependent va r i abl e . P e a r s on C o r r e l a t i on 

u t i l i z a t i on wa s s e l e cted f o r  va r i ab l e s  ( pe r cent o f  unemp l o yment , 

FTE s  p e r  o c cup i e d  bed,  and phys i c i a n  speci a l t y  mi x )  t h a t  

demon s t rated a n o rm a l  di s t r i b u t i o n  when evaluated u s i n g  

de s c r ip t i ve s t a t i s t i c s . 

A Spe a rman ' s  Rho two - t a i l e d  c o r re l a t i on examined the 

r e l a t i on s h ip o f  compe t i t i on and the numb e r  of phys i c i an s  o n  

s t a f f . T h i s  nonpa rame t r i c  te s t  wa s c h o s e n  becau s e  the s amp l e  

became a s kewed di s t r ib u t i o n  when exami ned w i t h  de s cr ip t i ve 

s t a t i s t i c s . 
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S t udent ' s  T - D i s L r ibut i o n  

A hos p i ta l  be l onging t o  a mu l t i  - h o s p i t a l  s y s t em w a s  

as s i gned a nume r i ca l  code t o  de s i gn a t e  i ndependence o f  mu l t i  -

ho spi t a l  s t a t u s . A two ( 2 )  denoted t h e  f a c i l i t y be l onged t o  a 

mul t i - ho sp i t a l  s y s t em and a one ( 1 )  i n d i c a t e d  the  h o sp i t a l  was 

i ndependent .  The popu l a t i on ' s s t anda r d  devi a t i o n  w a s  un known , and 

the eva l uat i on ut i l i zed a two - � a i l e d  t - t e s t . 

Summary 

T h i s  chap t e r  out l i ne d  the  cha r a ct e r i s t i c s  o f  t h e  s t udy 

popu l a t i on ,  co l l e c t i o n of data and t he context  o f  data ana l ys i s . 

The unde r s t a nding o f  the da t a  e l emen t 5  and data s ub s e t s  a l l ow the  

i nve s t i ga t i on on how sma l l , rural  h o s p i t a l s  a r e  imp a c t e d  b y  the  

5 e l e c t e d  i ndepende n t  va r i ab l e s . 

A be t t e r  unde r s t anding o f  the  e l emen t 5  t h a t  impa c t  t h e s e  

f a c i l i t i e s  a l l ow5 a mo r e  t h o r ough e va � u a t i on o f  t h e  s t ra t e g i c  

deve l opmen t  p r o c e 5 5 .  
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CHAPTER IV 

ANALYSIS AND INTERPRETATION OF DATA 

Introduction 

T h i s chap t e r  p r e s e n t s  the  ana l y s i s  and i n t e r p r e t a t i on o f  

data f rom t h i s  s t udy . The  purpo s e  o f  the s t  udy was t o  i nve s t i gate 

the re l a t i on s h ip of the  p r o f i t ab i l i t y to ma r ke t  condi t i on s , 

management p r a c t i c e s , and medi c a l  s t a f f  a t t r ibutes  o f  sma l l , 

r u r a l  ho sp i t a l s  opera t i ng i n  N o r t h  C a ro l i n a  and S outh C a r o l i na . 

To  addr e s s  the purpo s e  o f  the  s tudy the f o l l ow i  ng r e s e a rch 

que s t i o n s  we r e  f o rmu l a t e d : 

1 .  What i�,act d i d  the  c ompe t i t i on ,  a s  me a s ured b y  the  

H e r f i ndah l - H i r s chman I ndex ( HH I ) ,  wi t h i n  the coun t y  the  

h o s p i t a l  is  l o ca t e d  have on the  h o s p i t a l ' s  ope r a t i ng p r o f i t ?  

How does  the e conom i c h e a l th ,  a s  me a s ured b y  the unemp l o yment 

rate o f  the count y t he h o sp i t a l  i s  l o c a t e d ,  impact  the 

f a c i l i t y ' s ope r a t i ng p ro f i t ?  

3 .  What impact d i d  the Fu l l  T ime E q u i v a l ent ( FT E s ) p e r  occup i e d 

bed have on a f a c i l i t y ' s ope r a t i n g  p ro f i t ?  

4 .  What was the r e l a t i o n s h i p  between be l o n g i n g  t o  a mu l ti -

ho s p i t a l  s y s t em and t he ho s p i t a l ' s  ope r a t i ng p r o f i t ? 

5 .  How d i d  the s i z e  o f  t h e  med i c a l  s ta f f  impact  the h o s p i t a l ' s  

ope r a t ing p ro f i t ?  
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6 .  What imp a c t  d i d  the spe c i a _ t y  mlx  o f  the med i c a l  s t a f f  have 

on t he h o s p i t a l ' s  ope r a t ing p ro f i t ?  

I n  e va l u a t i ng the da t a , de s c r i p t i ve s t at i s t i c s that 

de s cr ibe the  charact e r i s t i c s  o f  the t ot a l  s t udy popu l a t i o n  o f  

ho s p i t a l s w i l l  b e  di s cu s s e d . Th i s  a na l y s i s  w i l l  b e  f o l l owed by 

t e s t s  o f  s i gn i f i cance cont ra s t i n g  the i nd i v i dua l que s t i on s  on 

t he i r  r e l a t i on s h i p  to h o s p i t a l  p r o f i t .  

Des cription of the Hospi tal s S tudied 

I n  t o ta l , 5 8  sma l l ,  r u r a l  h o sp i t a l s  we r e  i n c l uded i n  the 

s tudy . Tab l e  4 - 1 out l i n e s  the characte r i s t i c s  of the s e  

f a c i l i t i e s . The g r oup con s i s t ed o f  4 3  North C a r o l i n a  h o sp i t a l s  

and 1 5  S o u t h  C a r o l i n a  ho s p i ta l s .  O f  the s tudy p opul a t i on , 

l i ce n s e d beds r a nged f rom 1 5  - 1 2 4  w i t h  a me an beds i z e o f  6 5 . 8 .  

Ave r age da i l y cen s u s  i s  the average p a t i en t s  f ound i n  the  

h o s p i t a l  through a g i ve n  year  and is  me a sured i n  p e r centage . For  

t h i s  s tudy , h o sp i t a l s '  da i l y  c e n s u s  ranged f rom 0 %  - 8 9 . 7 % , w i th 

a n  average o f  3 2  and a s t anda r d  dev i a t i on o f  2 1 . 7 % t h r o ughout 

the  popu l a t i on ( S ee Tab l e  4 - 2 ) . Tab l e  4 - 2 out l i n e s  the ope r a t i ng 

ma r g i n  f o r  a l l  h o s p i t a l s  p a r t i c i p a t ing i n  the s tudy . The me a n  

ope r a t i ng ma r g i n  f o r  f a c i l i t i e s  was a nega t i ve . 0 0 9  p e r cent . 

The H e r f i ndha l - H i r s chman I ndex ( HH I ) demon s t rated ma r ke t  

comp e t i t i o n  cond i t i on s  i n  whi ch t he h o s p i t a l  ope r a t e s  a s  

p e r t a i ned t o  t h i s s tudy . H o sp i ta l s  w i t h i n  the s tudy had a me a n  

H H I  s co r e  o f  1 4 7 8  w i t h  a r a n g e  f r om 1 8 6  to 5 3 9 6  ( S ee Tab l e  4 - 2 ) 
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T ab l e  4 - 1 : H o sp i t a l s  b y  S t a t e  

Table 4-1 

Cumulative 

Frequency Percent Percent 

Valid North Carolina 43 74 . 1  74 . 1  

South Carolina 1 5  2 5 . 9  1 00 .0  

Total 58 1 00 . 0  

T ab l e  4 - 2 :  S ma l l ,  Ru r a l  H o s p i t a l  Cha r a c t e r i s t i c s  i n  t h e  

C a r o l i n a s  

Table 4-2 

N Minimum Maximum Mean Std . Deviatton 

Operating Margin 58 -.4878 . 1 000 -9 .2E-03 8 .6571 5E-02 

Licensed bed 58 1 5  1 24 65.83 30. 1 4  

Daily census 58 1 . 0 8 9 . 7  32 .307 2 1 .6 1 5  

H H I  5 8  1 85 . 92 0  5396 . 070 1 4 1 0 . 363 1 209. 9 1 679 

Unemployment 58 . 0 1 5  . 1 54 5 .44E-02 2 .4767E-02 

FTE per Occup Bed 58 . 1 0  8 . 32 4 .3367 1 .9 3 3 1  

Total Medical Staff 58 5 1 22 36.43 24 . 34 

Valid N ( l istwise) 58 
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The HHI  wo r k s  by s ummi ng �he s qu a r e s  o f  i nd i v i du a l  ma r k e t  

s h a r e  pe r cent age s o f  a l l  h o s p i t a l s  i n c l uded i n  the ma r ke t . I n  

me r g e r  c a l cu l a t i o n ,  the me rged f a c i l i t i e s ' ma r ke t  s h a r e s  a r e  

comb i ne d ,  and the HH I i s  r e - ca l cu l a t e d . Fo r the p u rp o s e  o f  t h i s 

s t udy , two adj u s tmen t s  we r e  maoe : l )  the m a r k e t  s h a re c a l cu l a t i o n  

e x c l uded t h e  h o sp i t a l  unde r s t Ldy ( Br o o k s  & Jone s ,  1 9 9 7 ) , a n d  2 )  

the f i n a l  ca l cu l at i on fo r me r g e r s  wa s no t c omp l e t e d . The  r e a s on s  

f o r  t h e s e  adj u s tmen t s  we re t h a t  t h e  i n t e n t  o f  the  H H I  w a s  t o  

eva l uate ma r ke t  p re s s ure i n  a h o sp i t a :_ ' s p r imary count y . 

Unemp l o yment wa s me a s ur e d  a s  the p e r centage o f  t h e  

popu l a t i on mee t i ng the U S  Cen s u s  Bureau ' s de f i n i t i on o f  

unemp l oymen t  dur ing 2 0 0 0  i n  the  county i n  wh i ch the  h o s p i t a l  wa s 

l o cated . The me c_, ) ,  pe r centage o f  the popu l a t i on unemp l oy e d  1-1i t h i n  

t h e  s t udy popu l a t i on ' s county wa s 5 . 4 � w i t h  a r a n g e  f r om 1 . 5  

1 5 . 4  percent ( S e e  Tab l e  4 - 2 ) . 

Tab l e  4 - 2 s hows the mean numb e r  o f  emp l oye e s  p e r  the  

ho s p i t a l ' s  ava i l ab l e  beds . For this  s ·tudy popu l a t i on , h o sp i t a l s  

emp l o yed a n  ave r age o f  4 . 3 3 emp l oyees  f o r  e v e r y  o c cup i e d  bed . 

Among sma l l ,  r u r a l  h o sp i t a l s  i n c l uded i n  the  s tudy , 4 5  f a c i l i t i e s  

( 7 7 . 6 % )  were ope rated i ndepend ent l y ,  w i t h  a f r ee s t an d i n g  Board o f  

T r u s t e e s  and management .  W i th i n  the s tudy popu l a t i on , 1 3  

f a c i l i t i e s , or  2 2 . 4 % ,  b e l onged t o  mul t i  - s ys t em hosp i t a l  s y s t ems 

con s i s t i ng of two or mo re hosp i t a l s ( S e e  Tab l e  4 - 3 ) . 
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T ab l e  4 - 3 :  H o s p i t a l s  by A f f i l i a t i o n 

Table 4-3 

Cumulative 

Frequency Percent Valid Percent Percent 
Affiliation Free-standing 45 77.6 77.6 77.6 

Multi-hospital 
1 3  224 224 1 00 . 0  

Member 

Total 58 1 00 . 0  1 00 0 
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Tab l e  4 - 2 i l l u s t ra t e s  the  numb e r  o f  t o t a l  phys i c i a n s  the  

s tudy hosp i t a l s  reported a s  memb e r s  o f  t he i r  a c t i ve med i c a l  

s t a f f .  W i th i n  t h e  5 8  h o s p i t a l s ,  t h e  ave r a g e  medi c a l  s t a f f  

con s i s t ed o f  3 6 . 4 3 phys i c i an s , w i t h  t h e  l a r ge s t  medi c a l  s t a f f  

cons i s t i ng o f  1 2 2  phy s i c i an s  and the  s ma l l e s t  h a v i ng 5 

phy s i c i a n s . 

The med i c a l  s t a f f  spe c i a l t y  w a s  d i v i de d  i n t o  n i ne 

categor i e s . De f i n i t i o n s  for the  n i n e  c a te g o r i e s  cons i s te d  o f  

phy s i c i an s  on a c t i ve med i c a l  s ta f f  me e t i ng t h e  f o l l ow i n g  

c r i t e r i a : 1 )  Fami l y  Pract i ce : Phys i ci an s  B o a r d  C e r t i f i e d  o r  B o a r d  

E l i g i b l e  i n  Fami l y  Pract i ce o r  L i ce n s e d  Gene r a l  P r a c t i ce ; 2 )  

I nt e rnal  Medi c i ne catego ry : Board C e r t i f i e d  o r  B o a r d  E l i g i b l e  

I nte rna l Medi c i ne Spe c i a l i s t o n l y ;  3 )  P e di a t r i c  Me d i c i ne : 

phy s i c i a n s  mee t i ng the  qua l i f i ca t i on s  f o r  memb e r s h  i p  i n  t h e  

Ame r i can Academy o f  Pedi a t r i c s ; 4 )  Ob s te t r i c s  a nd / o r  Gyn e co l ogy 

Medi c i ne : i n c l udes  phys i ci an s  Board C e r t i f i e d  or B o a r d  E l i gi b l e  

i n  Ob s t e t r i c s  and I o r  Gyn e c o l og y ; 5 )  O t h e r  Me d i c a l  Phys i c i an : 

i nc l ude s Pulmon o l o g y ,  Cardi o l og y ,  Hema t o l og y , Med i c a l  0 n e o l o g y , 

Radi a t i on Onco l o g y ,  and o t h e r  med i c a l  s ub - sp e c i a l i s t ;  6 )  Gene r a l  

Surge ry : l imi t e d  t o  s urgeons Board C e r t i f i e d o r  E l i g i b l e  b y  t h e  

Ame r i can Academy o f  S u r ge r y ;  7 .1 O t h e r  S u rg i ca l  C a t e g o r y  i n c l udes  

a l l  other  s ur g e on s  t o  i n c l ude Orthope d i c s , O t o l a r yngo l o gy , 

Ga s t roente r o l ogy , Oph th a lmo l o gy ,  and O r a l  & Max i l l o fa c i a l  

S urge r y ,  and s o  on ; 8 )  Othe r P r o v i de r s : i n c l ude s o t h e r  p r ima r y  

p rovide r s  s uch a s  podi a t r i s t s ,  c h i r op r a c t o r s ;  9 )  H o s p i t a l  B a s e d  
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Phys i c i a n s : i n c l ude s onl y eme r gency r o om p h y s i c i ans , radi o l o g i s t ,  

path o l ogi s t ,  and ane s t h e s i o l og i s t  ( Du ke Endowme n t , 2 0 0 0 ) . 

Phy s i c i a n ' s Tab l e  4 - 4 out l i ne s  the mean n umb e r  o f  p h y s i c i an s  pe r 

spe c i a l t y  wi t h i n  the s tudy popul a t i on . 

E a ch que s t i on was compared t o  eva l ua t e  the re l a t i on s h ip 

b e t ween the  i ndepe ndent v a r i ab l e s  a nd t h e  ope r a t i ng p ro f i t  f o r  

e a c h  h o s p i ta l . D i f ference s we r e  con s i de r e d  t o  be s t at i s t i ca l l y  

s i gni f i cant i f  t h e  p -v a l ue f o r  the  t e s t  wa s l e s s  t h an . 0 5 .  The 

s t r e n g t h  o f  the r e l at i ons h i p  was de t e rmined b y  eva l ua t i ng the 

cor r e l at i on coe f f i c ient . As the c oe f f i c i  ent moves  t owa rd pos i t i ve 

o r  negat i ve one ( + l  o r  - 1 )  the g r e a t e r  t h e  abi l i t y  t o  e xp l a i n  the 

dependent va r i ab l e  given the v a l ue of  the i ndependent v a r i ab l e . 

Co e f f i c i ent v a l u e s  are  s p r e a d  i n t o  r ange s t o  de s cr ibe the 

s t rength of the r e l at i o n s h i p  ( S e e  F i gure 4 - 1 ) . 

S ignificance T e s t  for Research Ques tions 

Que s t i on 1 

What impact did the compe ti tion , as measured by the Herfindahl ­

Hirs chman I ndex ( H H I ) , wi thin the county the hospi tal i s  located 

have on the hospi tal ' s  operating profi t ?  

The ana l ys i s  for  t h i s  r e s e a r  c h  que s t i on w a s  comp r i s ed of  a 

r an k - o rde r c o r r e l a t i on coe f f i c i en t  u t i l i z i ng a S p e a rman ' s  Rho 

c a l c u l a t i on . T h i s  rank o r de r  a l l ows an e va l u a t i on o f  t h e  extent  a 

hosp i t a l ' s  pro f i t  can be e xp l a i ned b y  t h e  amount o f  
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T ab l e  4 - 4 : Me d i c a l  S t a f f  S p e c i a l t i e s  f o r  Ru r a l  H o s p i t a l s  1 n  

t h e  C a r o l i n a s  

Table 4-4 

N Minimum Maximum Mean Std. Deviat1on 
AMSFamilyPracticeT 58 0 1 8  7 .48 3 .65 

AMSi nternaiMedicineT 58 0 3 1  5 . 97 5 . 36 

AMSPediatricT 58 0 7 2 . 1 4  1 . 96 

AM SGynecology T 58 0 8 2 . 00 1 . 8 9  

AMSOtherMedicaiT 58 0 28 3 . 74 5 . 92 

AMSGeneraiSurgeryT 58 0 7 2 . 59 1 .45 

AMSOtherSurgicaiT 58 0 29 4 . 9 1  5 .68 

AMSOtherPhysicianT 58 0 1 3  . 9 1  2 . 1 9  

AMSHospitai BasedT 58 0 38 6 . 28 7 . 37 

Valid N (l istwise) 58 
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S trength of Relationship : Value ( +  or - )  

We a k  0 . 0 0 - . 2 5 0  

Mode r a t e  . 2 5 1  - . 7 5 0 

S t r o n g  . 7 5 1  � 1 . 0  

F i gu r e  4 - 1 : S t r e n g t h  o f  C o e f f i c i e n t  Re l a t i o n s h i p  

Source : L F '.-Tin , E . , cY l<U b l i1 , l1 • r l CJ E. j 'l . f\ S h o r t  r� uur .:: t::' in B U S l D C S O  S t a t i s t 
C l i f f s ,  N J :  P r e n t J_ c e - E a l l  J nc .  

. En qlwood 
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compe t i t i on that e x i s t s  i n  the county i n  wh i ch t h e  h o s p i t a l  i s  

l o cated . The s t udy popu l a t i o n  s howed a s t a t i s t i ca l l y  s i g n i f i cant  

(p  < . 0 5 )  negat i ve cor r e l a t i o n  b e twe e n  t h e  amount of  c ompe t i t i on 

and the hosp i t a l ' s  pro f i t  ( s e e  Tab l e  4 - 5 ) . Th i s  a s s o c i a t i on 

s ub s tant i a ted a mode r a t e  s t rength r e l a t i o n s h i p  - .  4 4 4 )  . 

The co r r e l a t i o n  coe f f i c i e nt demon s t ra t e d  a ne g a t i ve 

c o r r e l a t i on o f  pro f i t  and compe t i t i o n ,  e s tab l i s h in g  an i nve r s e  

r e l a t i o n s h i p . T h i s  r e l a t i on s hip demon s t r a t e d  t h a t  w i t h i n  t he 

h o sp i t a l s  s tudi e d  a s  compe t i t i on i n c r e a s e s  w i t h i n  i t s  county i t s  

ope r a t i ng pro f i t  decre a s e s . 

A gene r a l i zed non - s t at i s t i ca l  s t a t emen t  i s  a s  comp e t i t i o n  

i n c r e a s e s  i n  t h e  county i n  whi ch t h  e nospi t a l  i s  l o c a t e d ,  t h e  

h o sp i t a l ' s  ope ra t i ng ma r g i n  tends t o  d e c r e a s e . 

Que s t i on 2 

How does the economic heal th , as measured by the unemployment 

rate , of the county the hospital is located impact the fac i l i ty ' s 

operating profi t? 

The ana l y s i s  o f  t h i s  r e s e a r c h  que s t i on u t i l i z e d  a P e a r s on 

r a n k - o rd e r  c o r r e l a t i on t o  eva l u a t e  t h e  r e l a t i on s h i p  between a 

h o s p i t a l ' s  p r o f i t  and p e rcentage o f  t �e popu l a t i on unemp l oyed 

w i t h i n  t he county i n  wh i ch the h o sp i t a l  is  l o c a t e d .  Tab l e  4 - 6  

s hows t h a t  the  h o sp i t a l s  s t ud i e d  i nd i  c a t e s  a s t a t i s t i ca l  

i n s i gn i f i cant nega t i ve c o r r e l a t i on ( p  > . 0 5 )  b e tw e e n  unemp l o yment 

and hospi t a l  p ro f i t s . The r e l a t i on s h i p  was a we a k  a s s o c i a t i o n . A 

non - s t a t i s t i ca l  s umma ry o f  the ana l ys i s  i s  t h a t  t h e r e  w a s  l i t t l e  
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T ab l e  4 - 5 : C o r r e l a t i o n  B e t w e e n  t h e  L e v e l  o f  C ompe t i t i o n a n d  

the Ope r a t i n g  Ma r g i n  

Table 4-5 

Operating 

H H I  Margin 
Spearman's rho H H I  Correlation Coefficient 1 . 000 - .444* 

Sig.  (2-tailed) .000 

N 58 5 8  

Operating Margin Correlation Coefficient - .444* 1 . 000 

S1g (2-tailed) . 000 

N 58 58 

** 
· Correlation is significant at the . 0 1  level (2-tailed) 

T ab l e  4 - 6 : C o r r e l a t i o n  B e t w e e n  Op e r a t i n g  Ma r g i n  a n d  t h e  

P e r c e n t a g e  o f  Unemp l o yme n t  W i t h i n  t h e  C o u n t y  t h e  H o s p i t a l  

i s  L o c a t e d  

Table 4-6 

Unemplo Operating 

yment Margin 

Unemployment Pearson Correlation 1 .000 - 003 

Sig.  (2-tailed) . 982 

N 58 58 

Operating Margin Pearson Correlation - . 003 1 . 000 

Sig . (2-tai led) . 982 

N 58 58 
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impact  to a h o s p i t a l ' s  ope r a t i �g ma r g i n  based on the unemp l o yment 

rate in the county the h o s p i t a l  wa s l o c a t e d . 

Que s t i on 3 

What impact did the Ful l  Time Equivalent ( FTEs ) per occupied bed 

have on a fac i l i ty ' s operating profi 1:? 

An ana l ys i s  o f  the  r e l a t i onship be tween the numb e r  o f  FTEs 

a h o sp i t a l  u t i l i z e s  t o  ope ra t e  the ent i re fa  c i l i t y  and the 

h o s p i t a l ' s  p r o f i t  was  comp a r e d  uti l i z i n g  a rank - o r de r  Pe a r s on 

cor r e l at i on . U s i n g  Tab l e  4 - 7 ,  the r e l a t i on s h i p  between t h e s e  

v a r i a b l e s  d i d  not  s h ow a s t a t i s t i ca l l y  s i gn i f i cant as s o c i a t i on ( p  

> . 0 5 ) . The coe f f i c i ent p r o ved t o  be a we a k  de s c r ip t o r  ( . 0 3 8 ) 

be tween the  FTE s and ope r a t i n g  p r o fi t . A genera l i z e d  s t a t ement o f  

FTEs p e r  occup i e d  bed wa s the  va r i ab l e  h a s  l i t t l e  impact o n  the  

h o sp i t a l ' s  ope r a t i ng p r o f i t .  What  this  mo s t  l i ke l y  me ans is  that 

the hosp i t a l s  s tu d i e d  have not  a l l owed ove r s t a f f i ng to occur . 

Que s t i o n  4 

What was the
.

relationship between belonging to a multi -hosp i tal 

sys tem and the hospi tal ' s  operating profit? 

I n  eva l ua t i ng management ' s  de c i s i on to r ema i n  f r e e s t anding 

o r  j o i n  a mul t i - h o sp i t a l  o r gani z a t i on o n  the ho s p i t a l ' s  ope r a t i ng 

p ro f i t ,  a s t udent ' s  t - t e s t  was ut i l i z e d . Research h a s  sugge s ted 

t h a t  one way f o r  sma l l , r u r a l  hospi ta l s  t o  rema i n  viable and 

imp rove e f f i c i e n c i e s  is  to j o i n  a mu l t i  -hosp i t a l  organ i z a t i on 
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T ab l e  4 - 7 : C o r r e l a t i o n  B e twe e n  Ope r a t i n g  M a r g i n  a n d  FTE s 

p e r  O c c up i e d  B e d  Amo n g  Ru r a l  H o sp i t a l s  i n  t h e  C a r o l i n a s  

Table 4-7 

FTE per Operating 

Occup Bed Margin 

FTE per Occup Bed Pearson Correlation 1 . 000 .038 

Sig  (2-tailed) 780 

N 58 58 

Operating Margin Pearson Correlation .038 1 . 000 

Sig.  (2-tailed) .780 

N 58 58 
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( Su c c i , A l ex ande r ,  Je l i ne k ,  & Lee , 2 0 0 1 ) . The s tudy popu l a t i on 

was a s s i gned a nume r i ca l  code repre s e n t i ng whe t h e r  t h e y  we r e  

members  o f  a mu l t i -hosp i t a l  organi z a t i o n  ( ye s = 2 )  o r  whe t h e r  

t h e y  we r e  f r e e s t andi ng ( no = 1 ) . A t e s t  t o  eva l ua t e  i f  t h e  

popu l at i on s  demon s t rated equa l va r i ance s wa s ca l cu l ated and t h e  

t w o  gr oup s were de t e rmined to have e s s e n t i a l l y e qu a l  l e ve l s  o f  

ope r a t i n g  p r o f i t s . A s tudent ' s  t - t e s t  was  u s e d  t o  ana l y z e  the  

r e l a t i o n s h ip and found a s t a t i s t i ca l  i n s i gn i f i cant re l a t i on s h i p  

( p > . 0 5 )  ( S ee Tab 1 e 4 - 8 ) . 

Ho s p i t a l s  be l on g i ng t o  a mu l t i  - ho s p i t a l  s y s t em d i d  not 

demons t r a t e  any h i gh e r  ope r a t i ng p ro f i t s  than i ndependent 

h o sp i t a l s  in the s tudy . 

Que s t i on 5 

How did the s i z e  of the medi cal staff impact the hospi tal ' s  

operating profit? 

Eva l u a t i ng the numb e r  o f  phys i c i an s  a h o sp i t a l  h a s  on i t s  

a ct i ve me d i ca l  s ta f f  u t i l i z ed a rank  -- order cor r e l a t i on 

( Spearman ' s Rho ) t o  ana l y z e  i f  a r e l a t i on s h i p  e x i s te d  b e tween a 

h o s p i t a l ' s  p r o f i t  and the aggregate numb e r  o f  phys i c i an s  on 

s t a f f . The f i ndings of the s t udy demo n s t rated a s i gn i f i ca n t  

po s i t ive corre l a t i on between the t o t a l  numb e r  o f  phys i c i an s  and a 

h o sp i t a l ' s  ope r a t i ng p ro f i t  ( p  < . 0 1 ) . The two va r i ab l e s  

demo n s t r a t e d  a mode rate  pos i t i ve a s s o c i a t i on ( .  4 7 7 )  ( Se e  Tab l e  4 -

9 ) . Hence , the l a r g e r  the me di c a l  s t a f f  the h i ghe r p r o f i t ab i l i ty . 
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T ab l e  4 - 8 : Memb e r  o f  Mu l t i - S y s t em a n d  Re l a t i o n s h i p  t o  

H o s p i t a l  P r o f i t  

Group Statistics 

Std. Error 

System Member N Mean Std. Deviation Mean 
Operating M argin l ndepedent 45 -2 . 0E-03 5 . 74567E-02 8 . 57E-03 

Multi-System 1 3  -3.4E-02 . 1 50426 4 . 1 7E-02 

Independent Samples Test 

Levene's Test for 
Equal,ty of Vanances !-test for Equality of Means 

95'/'o Conftdence 
Interval of the 

Mean Std Error Otfference 

F Srg t df Srg (2-tarled) Dtfference Difference Lower Upper 
Operating Marg1n Equal vanances 

8 191 006 1 1 82 56 242 3 2 1 2E-02 2 7 1 6E-02 ·2 2E-02 8 65E-02 assumed 

Equal vanances 
754 13 027 464 3 2 1 2 E-02 4 259E-02 -6 OE-02 1 24 1 08 not assumed 
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T ab l e  4 - 9 : C o r r e l a t i o n o f  Me d i c a l  S t a f f  At t r i b u t e s  a n d  

H o s p i t a l  P r o f i t s  

Table 4-9 

Spearman's rho Operating Margin Correlation Coefficient 

Sig.  (2-tailed) 

N 

AMSTotaiT Correlation Coefficient 

Sig . (2-tailed) 

N 

** 
Correlation is significant at the . 0 1  level (2-tai led).  

Operat1ng 
Marq1n 

Operat1ng Marg1n Pearson Correlation 1 000 
S1g (2-talled) 
N 58 

AMSFam11yPract1ceT Pearson Correlation 064 
S1g (2-talled) 631 
N 58 

AMSinternaiMedlclneT Pearson Corrr:: pt1on 332' 
S1g (2-talled 1 01 1 
N 58 

AMSPed1atncT Pearson Correlation 349' 
S1g 12-ta•led) 007 
N 58 

AMSGynecologyT Pearson Correlation 394' 
S1g. 12-ta1led) 002 
N 58 

AMSOtherMed1caiT Pearson Correlation 1 81 
S1g 12-ta1led) 1 74 
N 58 

AMSGeneraiSurgeryT Pearson Correlation 356' 
S1g (2-ta•led) 006 
N 58 

AMSOtherSurg1caiT Pearson Correlation 229 
S1g (2-talled) 084 
N 58 

AMSOtherPhySICianT Pearson Correlation 095 
S1g (2-talled) 477 
N 58 

AMSHosp1taiBasedT Pearson Correlation 204 
S1g (2-talled) 1 2 5  
N 58 

• Correlation 1s S1Qn1f1cant at the 0 05 level (2-talled) 

** Correlation IS S1Qn1f1cant at the 0 01 level (2-talled) 
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AMSFam1ly 
Pract1ceT 

064 
631 

58 
1 000 

58 
394' 
002 

58 
478* 
000 

58 
470' 
000 

58 
2 1 9  
099 

58 
287' 
029 

58 
457' 
000 

58 
- 1 51 

259 
58 

31 1 '  
0 1 8  

58 

Correlations 

AMSinternal AMSPed1 AMSGyne 
MediCineT atncT cologyT 

332' 349' 394' 
01 1 007 002 

58 58 58 
394' 478" 470' 
002 000 000 

58 58 58 
1 000 645' 635' 

000 000 
58 58 58 

645' 1 000 7 1 0' 
000 000 

58 58 58 
635' 7 1 0' 1 000 
000 000 

58 58 58 
375' 303' 422' 
004 021 001 

58 58 58 
501 '  520' 550' 
000 000 000 

58 58 58 
452' 5 1 0' 6 1 2' 
000 000 000 

58 58 58 
- 092 - 071 072 

494 597 591 
58 58 58 

350' 608' 338' 
007 000 009 

58 58 58 

Operating 

Margin AMSTotaiT 

1 . 000 .477* 

. 000 

58 58 

.477* 1 . 000 

. 000 

58 58 

AMSOther AMSGener AMSOther 
Med1caiT aiSurgeryT Surg1caiT 

1 8 1 356' 229 
1 74 006 084 

58 58 58 
2 1 9  287' 457' 
099 029 000 

58 58 58 
375' 501'  452* 
004 000 000 

58 58 58 
303' 520' 5 1 0' 
021 000 000 

58 58 58 
422' 550' 61 2' 
001 000 000 

58 58 58 
1 000 4 1 0' 785' 

001 000 
58 58 58 

4 1 0' 1 000 528' 
001 000 

58 58 58 
785' 528' 1 000 
000 000 

58 58 58 
231 1 88 21 I 
080 1 59 1 02 

58 58 58 
090 303' 334' 
501 021 0 1 0  

58 58 58 

AMSOtherP AMSHosp1t 
hYSICianT aiBasedT 

095 204 
477 125 

5 8  5 8  
- 1 51 3 1 1 '  

259 0 1 8  
5 8  5 8  

092 350' 
494 007 

58 58 
- 07 1  608" 

597 000 
58 58 

072 338" 
591 009 

58 58 
231 090 
080 501 

58 58 
1 88 303' 
1 59 021 

58 58 
2 1 7  334' 
1 02 0 1 0  

58 58 
1 000 049 

7 1 3  
58 58 

049 1 000 
71 3 

58 58 



Hospi t a l s  w i t h  l a r g e r  medi c a l  s t a f f  have the p o t en t i a l  f o r  a 

grea t e r  n umb e r  o f  h o sp i t a l s  adm i s s i o n s  and t h e r e f o re a h i gh e r  

i n c ome s t re am . 

Que s t i o n  6 

What impact did the specialty mix of the medical s taff have on 

the hospi tal ' s  operating profi t? 

Eva l u a t i n g  t h e  a g g r e g a t e  nu mbe r  o f  phys i c i a n s  on a 

hosp i t a l ' s  me d i c a l  s t a f f  h e l d  a l l  a r e a s  o f  medi c i ne t o  be equal  

t o  a f a c i l i ty ' s p r o f i t ab i l i t y . Th i s  r e s e a r ch que s t i o n  a t t emp ted 

to de t e rm i n e  i f  the  t ype o f  spec i a l t y  o r  a r e a  of  me di c i ne the  

phys i c i an s  p r a c t i ce w e r e  c o r r e l ated t o  a h o s p i t a l ' s  p r o fi t . 

Ana l ys i s  o f  t h i s  que s t i o n  u t i l i z e d  a rank  - o rd e r  c 0 r r e l a t i on 

coe f f i c i en t  ( Pe a r s o n  C o r r e l a t i o n )  t o  eva l ua t e  the e x i s tence  o f  a 

r e l a t i on s h i p . T ab l e  4 - 9 i l l us t r a t e s  the med i c a l  spe c i a l t y  group s  

a nd the  s p e c i f i c  f i nd i n g s  f o r  e a ch o f  t h e  n i n e  m ed i c a l  grouping s . 

The spe c i a l t i e s  demon s t r a t i n g  a p o s i t ive c o r r e l a t i o n  ( p  < . 0 5 )  

we r e  I n t e rn a l  Medi c i ne , Ped i a t r i c  Medi cine , Obs t e t r i c s  a nd 

Gyne c o l o g y ,  and Gener a l  S u r ge r y . T h e s e  i ndependent va r i abl e s  

demon s t r a t e d ,  i n d i v i dua l l y ,  a mode r a t e  s t rength r e l a t i o  n b e tween 

the i r  s p e c i a l ty and a h o sp i ta l ' s ope r a t i ng ma r g i n . 

G roups o r  s p e c i a l t i e s  w i t h  p > . 0 5 were Fami l y  P r a c t i ce ,  

Other  S u r g i c a l  Phys i c i an s , O t h e r  Med i ca l  Phys i c i a n s , and H o s p i t a l  

Based Phys i c i an s . Al though out s i de t h e  c r i t e r i a  o f  t h i s s t udy f o r  

a s ta t i s t i ca l l y  s i gn i f i cant c o r r e l a t i o n ,  o t he r  S u rg i ca l 

Phys i c i a n s  demon s t r a t e d  a c o r r e l a t i o n  coe f f i c i e n t  w i t h  a p - va l ue 

7 7  



l e s s  than . 1  ( .  0 8 4 ) . The ma j o r imp l i ca t i o n s  re l a t e d  t o  t h i s 

r e s e a r c h  que s t i o n  i s  that  c e r t a i n  phy s i c i an spe c i a l t i e s  i mp a c t  a 

h o s p i t a l ' s  ope r a t i ng ma r g i n  mo re than o t he r . The four s pe c i a l t i e s  

o f  I nt e r n a l  Me d i c i n e , Pedi a t r i c Me d i c i ne , Ob s t e t r i c s  and 

Gyn e co l ogy , and Gene r a l  S urgery demons t ra t e  the mo s t  f avo r ab l y  

i n crea s e  o f  ope r a t i ng ma r g i n .  A que s t i o n  not a ddre s s e d  was  what 

r a t i o  of  p r ima r y  care phy s i c i a n s  and comb i n a t i o n s  of  medi c a l  

s p e c i a l i s t  wou l d  mo s t  favo r ab l y  i n c r e a s e  ope r a t i ng marg i n . 

Findings 

Ove r a l l de s cr ipt ive f i ndings  o f  the s t udy a r e  d i s cu s s e d 

f i r s t ,  f o l l owed b y  speci f i c  f i ndings o f  e a ch re s e a r c h  que s t i o n . 

The s t udy popu l a t i on co n s i s te d  o f  mo re N o r t h  C a r o l i n a  

h o s p i t a l s than S outh Caro l ina h o s p i t a l s ,  w i t h  t h e  ave rage 

o p e ra t i ng ma r g i n  of  North Caro l i n a  h o sp i t a l s  a t  - . 0 1 1  and S o u t h  

C a r o l i n a  h o s p i t a l s  at - . 0 0 5 2 . T h e  ove ra l l  ope r a t i ng ma r g i n  f o r  

t h e  s tudy popu l a t i o n  wa s a s l i gh t l y  l e s s  than a b r e a keven ( -

. 0 0 9 2 ) . 

The r u r a l  h o s p i t a l ' s  bed s i z e count ave r a g e d  6 5 . 8  b e d s  

comp a r e d  to the ave rage o f  a l l  ho sp i t a l s  i n  the s ta t e  a t  1 7 7 . 2 5 

b e d s . Beds o f  t h e  s tudy h o s p i t a l s  a ccount f o r  2 1 %  o f  a l l  b e d s  

ava i l ab l e  i n  the C a ro l i na s . 

The ma j o r i t y  o f  the  hosp i ta l s  were f r e e s t andi ng and d i d  n o t  

o p e r a t e  a s  p a r t  o f  a mu l t i  -hosp i t a l  s y s tem . T h i s  f i nd i n g  was  t h e  

s ame f o r  a l l  ho s p i t a l s  ope r a t i ng i n  t he two s ta t e s . 
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Me d i c a l  s t a f f  �emb e r s  w i t h i n  �he h o sp i t a l s  ranged f r om f i ve 

phys i c i ans t o  1 2 2  on a c t ive medi ca l s t a f f s . The  ave rage  o f  3 6  

phys i c i ans on me d i c a l  s t a f f  p e r  h o s p i t a l  was l owe r than the 

ave r a g e  f o r  a l l  hospi t a l s  in the  C a r o l i na s , whi ch s h owed a n  

ave ra g e  o f  1 7 0  phy s i c i ans p e r  medi c a l  s t a f f . H o sp i t a l s  

part i c ipating i n  the s t udy reported the mo s t  f r e quent spe c i a l t i e s  

o �  g r o up o f  phy s i c i ans , i n  o r de r ,  a s  Fami l y  P r a ct i ce , H o s p i t a l  

Ba s e d ,  I nt e r n a l  Medi c i ne , o t h e r  S u rg i ca l , o t h e r  Med i ca l , Gene r a l  

Surge r y ,  Pedi a t r i c  Medi c i ne , and Ob s t e t r i c s . 

Market Conditions 

Que s t i o n  1 

What impact did the competi tion , as measured by the Herfindahl ­

Hirs chman Index ( HH I ) , wi thin the county the hospi tal i s  l ocated 

have on the hospital ' s  operating profi t ?  

When ma r ket compet i t i on , a s  de f i ned b y  the H H I , r an k e d  the 

hosp i t a l ' s ope r a t i ng p ro f i t ,  t he comp ar i s o n  demons t r a t e d  a 

stat i s t i c a l  s i gni f i cant negat ive c o r r e l a t i on . The  co r r e l a t i on 

amon g  the s t udy h o s p i ta l ' s  ope r a t i ng pro f i t  and the c o r r e sponding 

HH I demons t r ated an inve r s e  r e l a t i on s h i p . T h i s  i n ve r s e 

r e l a t i on s h i p  wa s shown t o  h o l d  a mode rate s t r e ng t h  r e l a t i on s h ip 

when e va l ua t e d  us i ng a S p e a rman ' s  Rho C o r r e l a t i on Coe f f i c i en t . 

During the e va l ua t i on , a t re nd was n o t e d  r e l a t i n g  t o  t he 

t ype o f  ma r ke t  s h a r e  comp e t i t i on h o s p i ta l s  expe r i enced . Wi t h i n  
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the s t udy , h o s p i t a l s  w i t h  s im i l a r  ma r ke t  s ha r e  demo n s t r a t e d  a 

d i f fe r ence w i t h i n  the H H I  s co r e . H o s p i t a l s  demo n s t r a t e d  a h i gh e r  

H H I  i ndex w i t h  f ewe r compe t i t o r s  i f  tho s e  compe t i t o r s  h e l d  

g r e a t e r  ma r ke t  s ha r e  i nd i v i dua � l y .  T h i s d i f f e r e d  f r om f a c i l i t i e s  

w i t h  a g r e a t e r  n umb e r  o f  comp e t i t o r s  wi t h i n  t h e  count y ,  b u t  one 

no comp e t i t o r  h e l d  conce n t r a t e d ma r ke t  s h a re . T h i s  ob s e rva t i on 

l e ads to the s u g ge s t i on that n o t  o n l y t he amount o f  ma r ke t  

c ompe t i t i o n ,  b u t  a l s o  t h e  n a t u r e  o f  t �e compe t i t i on imp a c t s  a 

h o sp i t a l ' s  p ro f i t ab i l i t y . I n  g e n e r a l ,  a s  t h e  compe t i t i on w i t h i n  a 

h o sp i ta l ' s home county i n c r e a s e s , th e h o s p i t a l ' s  ope ra t i ng ma r g i n  

de c r e a s e s , b u t  h o sp i ta l s w i t h  l a r g e r  con c e n t r a t i on s  o f  ma r ke t  

s ha r e  ( gr e a t e r  than 5 0  p e r ce n t a g e ) t e nd t o  r e t a i n  t he i r  

p r o f i t a b i l i t y . 

Que s t i on 2 

How does the economic heal th , as measured by the unempl oyment 

rate , of the county the hospi tal i s  located impact the fac i l i ty ' s 

operating prof i t ?  

Eva l ua t i on o f  u nemp l oymen t  and a h o s p i t a l ' s  ope r a t i ng 

p r o f i t  a t t empted t o  ana l y z e  t h e  e f fe ct o f  a commun i t y ' s e c onomi c 

c l ima t e  on h o sp i t a l  ope r a t i on s . Doe s  t he e conomi c c l ima t e , a s  

me a s ur e d  by u nemp l o yme n t , imp a c t  a hosp i ta l ' s abi l i ty to make an 

ope ra t i ng p r o f i t ?  I de nt i f i e d  i n  the i n du s t ry r e s e a r ch , sma l l , 

r u r a l  h o sp i t a l s  a r e  c l o s e l y  l i n ke d  w i t h  t he commun i t i e s  i n  whi ch 

t h e y  ope ra t e , and the e conom i c h e a l th o f  t h e  h o sp i t a l  and 

c ommu n i ty is  c l o s e l y  a l i gned ( Be r r y  Ex S e avey ,  1 9 9 4 , Manos , 1 9 9 9 ) . 
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I n  t h i s s t udy , t he r e l a t i onsh between a h o s p i t a l ' s  p ro f i t  

and the p e r centage o f  the popu l a t i o n  unemp l oyed w i t h i n  t h e  coun t y  

the hospi t a l  i s  l o ca t e d  demon s t r a t e d  an i n s i gn i f i cant a n d  wea k  

nega t i ve c o r r e l a t i o n . A l t hough not s t at i s t i ca l l y  s i gn i f i cant , the  

nega t i ve cor r e l a t i o� does s u gg e s t  a we a k  r e l a t i on s hi p . As  

unemp l o yment i n c re a s e s  w i t h i n  the county , the  f a c i l i t y ' s 

ope r a t i ng pro f i t  d e c r e a s e s . 

Management Decis i ons 

Que s t i on 3 

What impact did the Ful l  Time Equivalent ( FTE s )  per occupied bed 

have on a fac i l i ty ' s operating profi t? 

The r e s e a r c h  que s t i on a t t empt e d  to e va l ua t e  and s tudy the  

total  amount o f  h uman r e s o u r c e s  t h a t  mana geme n t  d e c i de d  wa s 

neede d  t o  mee t  bus i ne s s  ob j e c t i ve s  and i t s  i mp a c t  o n  ope r a t i  ng 

p r o f i t . Thi s ana l ys i s  was eva l uated us �ng a P e a r s on c o r r e l a t i o n . 

S t a f f i n9 deci s i ons are  r e f l e ct e d  w i t h i n  t h e  i n du s t r y  a s  the  

numb e r  of  FTE s  p e r  occup i e d  bed . Th i s  ra t i o  i n c l ude s c l i n i ca l  and 

non - c l i n i ca l  o r  s uppo r t  p e r s onne l and is  based o n  t h e  ave rage  

beds occup i ed . 

W i t h i n  t h i s  s tudy , du r in g  2 0 0 0 , no s ta t i s t i ca l  s i gn i f i cant 

r e l a t i on s h i p  was obse rved be twe e n  FTEs and a h o sp i t a l ' s ope ra t i ng 

p ro f i t . A l t hough t h e  va r i ab l e  d i d  not me e t  t h e  p robab i l i ty 

c r i t e r i a  f o r  the  s t udy , a sma l l  a s s o c i a t i o n  was found , s ugge s t i ng 
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t h a t  a s  FTEs i n c r e a s e d  t h e  op e r a t i n g ma r g l n  o f  a h o s p i t a l  

de crea s e d . 

Que s t i on 4 

What was the relationship between bel onging to a multi -hospital 

sys tem and the hosp i tal ' s  operating profit? 

Many r e a s on s  may l e ad a sma l l ,  r u r a l  h o sp i t a l  t o  cons i de r 

j o i n i n g  a mu l t i - h o s p i t a l  o r g a n i z a t i on . Reasons  may i n c l ude 

cap i t a l i z i ng on t h e  e conomy o f  s c a l e  and c o s t  - s avings a c h i eved 

f r om t h i s  e conomy , manageme n t  and c l i n i c a l  expe r t i s e  and 

speci a l i z a t i on ,  and p o t en t i a l  p r o t e c t i on f r om compe t i t i o n  f o r  

p r ima r y , core  s e rv i c e s  ( S u c c i  e t  a l , 2 0 0 1 ) . O f t en a t rade - o f f  f o r  

t h e s e  p e r c e ived b e ne f i t s  i s  s ome l o s s  o f  a u tonomy a t  the  l o ca l , 

commun i t y  l e ve l . Th i s  r e s e a r ch que s t i o n  e v a l u a t e d  a c ro s s  -

s e c t i on a l  view o f  t h i s  r e l a t i on s h i p  f o r  ope r a t i ng pro f i t  f o r  one 

y e a r . Gene r a l i z a t i on f r om t h e s e  f i nd i n g s  mu s t  be made w i t h i n  t h i s  

l imi t a t i on . 

The s tudy f o und t h e  ma j o r i t y  o f  the  h o s p i t a l s  l n  the  s tudy 

were f re e s t a nding f a c i l i t i e s  and d i d  n o t  p a r t i c ip a t e  in a mul t i  -

h o sp i t a l  s y s t em .  The r e s u l t s  o f  t h e  ana l y s i s  reve a l ed no 

d i f f e r e n ce in the ope r a t i n g  p r o f i t  between hosp i t a l s  ope ra t i ng a s  

a memb e r  o f  a mu l t i - h o s p i ta l  s y s tem a n d  t h e  h o s p i t a l s  r ema i ni n g  

f r e e s t anding . I t  i s  r e a s onab l e  t o  a s s ume that t h i s  out come m i g h t  

be d i f fe rent i n  a t ime - f r ame w h e n  ma r ke t  condi t i on s  we r e  mo r e  

f avorab l e  t o  r e imb u r s ement f o r  medi c a l  s e r v i ce s . 
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Physician Attributes 

Q Je s t i o n  5 

How did the s i z e  of the medi cal s taff impact the hospital ' s  

operating pro f i t ?  

The a na l ys i s  of the medi c a l  s t a f f ' s impact  on h o sp i ta l s  

p ro f i t  i s  s t emme d b y  the  h o s p i t a l ' s p r ima r y  r o l e  to p r o v i de 

r e s o u r c e s  f o r  t h e  pty s i c i an s  t o  de l i ver s e rv i c e s  f o r  p a t i e n t s  

needi n g  h i gh e r  l eve l o f  c a r e  than t he i r  o f f i ce a l l ows . Thi s 

r e l a t i on s h i p  g i ve s r i s e  t o  the que s t i on i f  s imp l y  the n umb e r  o f  

phy s i c i an s  a h o s p i t a l  h a s  on i t s  a c t i ve medi c a l  s t a f f  imp a c t s  t he 

f a c i l i t y ' s ope r at i ng p r o f i t .  A l though a phy s i c i a n  ma y be a memb e r  

o f  mo r e  t h a n  one medi c a l  s t a f f ,  t h i s que s t i o n  evaluated the 

imp a c t  the t o t a l n umb e r  o f  p h y s i c i a n s  a s pe c i f i c  h o sp i ta l  had on 

s t a f f  wi thout knowing i f  a p a r t i cu l a r  ph y s i c i a n  actua l l y  adm i t ted 

p a t i e n t s  t o  i t s  h o s pi t a l . Hence , th i s  f i nding is  l imited in s cope 

and u s e f u l ne s s . 

I n  t h i s  s t udy , the  n umb e r  o f  med i c a l  s t a f f  we re r a n ked 

o rde red a ga i n s t  ope r a t i n g  p ro f i t  of  part i cipat i ng hosp i t a l s and 

we r e  found t o  h ave a s i g n i f i cant po s i t i ve c o r r e l a  t i on . Ana l ys i s  

s howed t h a t  dur i ng the s t udy p e r i o d ,  the g r e a t e r  the numb e r  o f  

phys i c i a n s  o n  a h o s p i t a l ' s medi c a l  s t a f f ,  the h i gh e r  the 

f a c i l i t y ' s ope r a t i ng m a rg i n . The ana l y s i s  demo n s t rated a 

mode r a t e l y  h i gh r e l a t i on s h i p  be tween the va r i ab l e s . The re s u l t s  

o f  the r e s e a r ch s ug ge s t s  t h a t  t h e  n umb e r  o f  phys i c i an s  h a s  a 
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po s i t i ve imp a c t  on a h o sp i ta l ' s ope r a t i ng p ro f i t  and i s  a 

mode rate i nd i c a t o r  o f  p r e d i c t i ng a ho s p i t a l ' s  ope r a t i n g  p ro f i t . 

Que s t i on 6 

What impact did the specialty mix of the medical s taff have on 

the hospital ' s  operating profi t? 

Que s t i o n  5 eva l ua t e d  the aggregate numb e r  o f  phys i c i an s  o n  

a h o s p i t a l ' s  med i c a l  s t a f f . Que s t i on 6 e xpands the a na l ys i s  and 

a s k s  i f  the t ype of  phy s i ci an spe c i a l t y  imp a c t s  t h e  ope r a t i n g  

p r o f i t  compared t o  o t h e r  phys i c i a n  s pe c i a l t i e s . 

I n  t h i s  s tudy , phy s i c i ans ' g roup s a s  repo r t e d  b y  The Duke  

E ndowmen t  we re ranked o rde red and comp a r ed t o  the hosp i t a l s '  

ope r a t i ng p r o f i t s . The ana l y s i s  comp a r e d  each g roup i ndepende n t l y  

t o  the ope r a t ing pro f i t  but no anal y s i s  was conduc t e d  g rou p in g  

d i f f e r ent spec i a l t i e s  togethe r . The co r re l a t i on ana l ys i s  

demon s t r a t e d  that wi t h i n  the s tudy ' s popu l a t i on a po s i t i ve 

r e l a t i on s h ip b e tween a ho s p i t a l ' s ope r a t i ng pro f i t  and I nt e rn a l  

Medi cine , Pedi a t r i c  Medi c i ne , Ob s t e t r i c s , and Gene r a l  S u r ge r y . 

T h i s  f i n d i ng reve a l ed that a s  the numb e r  o f  phys i c i an s  w i t h i n  

t h e s e  s pe c i a l t i e s  i nc r e a s ed s o  d i d  t h e  ope r a t i ng p r o f i t . T h i s  

r e l a t i on s h i p  demon s t r a t e d  a mode r a t e  s t rength a s s o c i a t i on b e twe e n  

ope r a t i ng p ro f i t  g iven the number o f  phys i c i an s  i n  a n y  o n e  o f  

t he s e  spec i a l t i e s . 

Al t hough other  s pe c i a l t i e s  were n o t  s hown t o  b e  

s t a t i s t i c a l l y  s i gn i f i cant t o  ope r a t ing p ro f i t ,  a s i gn i f i ca n t  

co r re l a t i o n  w a s  d i s cove red between ho s p i t a l  b a s e d  phys i c i a n s  a n d  
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ope r a t i ng p r o f i t s . Dur i ng t h i s  a na � ys i s ,  e a ch p h y s i c i a n  spec i a l t y  

was co r r e l a ted w i t h  eve r y  o t h e r  spec i a l t y . Th i s  c o r r e l a t i on 

produced a s i gn i f i cant pos i t i ve r e l a t i o n s h i p  b e tween h o sp i t a l  -

b a s e d  phys i c i ans and a hosp i ta l  havi ng the s t a f f  s pe c i a l t i e s  o f  

I nt e r n a l  Medi c i ne , Pedi a t r i c s , Ob s t e t r i c s  & Gyne co l og y , and 

Gene r a l  S u r g e r y . T here appe a r s  t o  be a codepe ndence of  h o s p i t a l  -

based phys i c i ans and the s ame p h y s i c i a�s that  had a p o s i t i ve 

r e l a t i o n s h i p  w i t h  pro f i tabi l i t y . 

T h i s  re l at i on s � i p  sugge s t s  t h a t  ho s p i t a l  - b a s e d  phys i c i an s  

may s upport o r  provide the needed medi ca l r e s o u r c e s  f o r  

phys i c i an s  to bui l d  succe s s fu l  p r a c t i ces o r  p ro v i de c a r e  w i t h i n  

t h e  l o c a l  h o sp i ta l . T h e  f i nding f r om t h i s a na l y s i s  sugge s t s  t h a t  

hos p i t a l - b a sed phy s i c i ans a r e  important i n  a t t r a c t i ng t h e  

phys i c i an s  t h a t  a r e  shown to pos i t i ve l y  impact a hos p i t a l ' s  

ope ra t i n g  p r o f i t . 
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CHAPTER V 

SUMMARY OF FINDINGS , CONCLUSIONS , AND 

RECOMMEDNATIONS 

General 

Th i s  chap t e r  p r e s e n t s  t h e  s tudy ' s s ummar y  o f  f i nd i n g s , 

con c l u s i ons , and r e commenda t i on s . The purpo s e  o f  the  s tudy was t o  

i nve s t i ga t e  the  r e l a t i on s h ip o f  t h e  p ro f i t ab i l i t y  t o ma r ke t  

condi t i ons , management p r a c t i ce s , a n d  me d i c a l  s t a f f  a t t r ibutes  o f  

sma l l ,  r u r a l  hospi t a l s  ope r a t i n g  i n  N o r t h  C a r o l i na a n d  South 

C a ro l i na . The s tudy u t i l i z e d  two que s t i on s  f o r  e a ch of  t h e  three  

i ndepe ndent va r i ab l e s  t o  me a s u re t h e  e f fe c t  on a h o s p i t a l ' s 

p ro f i t  ( S e e  Figure 3 - 1 ,  page 5 8 )  

To condu ct t h i s  s tudy , sma l l ,  r u r a l  ho sp i t a l s  i n  the  

C a r o l i n a s  t h a t  comp l e te d  t h e  2 0 0 0  Duke  E ndowme n t  Annu a l  

App l i ca t i on f o r  As s i s tance we r e  s e l e ct e d . The s t udy captured the  

y e a r  2 0 0 0  ope ra t i ng repo r t s  for  6 8 %  of  a l l  sma l l ,  rural  h o sp i t a l s  

i n  t h e  Ca ro l i na s . H o s p i t a l s  we r e  s e l e c t e d  b a s e d  o n  T h e  Duke 

Endowme nt ' s de f i n i t i on of sma l l  ho s p i t a l s  cons i s t i ng o f  

f a c i l i t i e s  w i t h  l e s s  than 1 2 9  adj u s te d  a c u t e  beds . Rur a l  was 

de t e rmined u t i l i z i ng the U . S .  C e n s u s  B u r e a u ' s c r i t e r i a  o f  

hospi t a l s  l o c a t e d  out s i de a M e t ropo l i t a n  S t a t i s t i ca l  Area ( MSA)  

( US Census  Bure a u , 2 0 0 2 ) . 
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Data were c o l l e c t e d  f rom The Duke Endowme nt , OS  Census 

Bure au , S o l i c i e n t , I nc . , a nd t he S outh C a ro l ina O f f i ce o f  

Re s e a r ch and S t a t i s t i c s . C r o s s  - s e c t i on a l  data f o r  2 0 0 0  we re 

co l l e ct e d  for t h e  h o s p i t a l s s tudied and re f l e cted the ope r a t i ng 

e n v i r o nment , ope r a t i o n s , me d i ca l  s t a f f ,  and h o s p i t a l  p r o f i t . Te s t  

s t at i s t i c s  ut i l i z e d  i n  t h e  a na l ys i s  i n c l uded P e a r s o n  Corre l a t i o n ,  

Spe a rman ' s  Rho C o r r e l a t i o n ,  and S tudent ' s  T - t e s t . 

Summary of Findings 

The p r e v i o u s  chap t e r  p r e s e n t e d  the r e s u l t s  o f  the ana l ys i s  

o f  data ava i l ab l e  f o r  5 8  sma l l , r u r a l  h o s p i t a l s  i n the Caro l i n a s  

f o r  the y e a r  2 0 0 0 . Thi s  popu l a t i on repre s ented 6 8 %  o f  a l l  sma l l  

hosp i t a l s  ope r a t i ng i n  t h e  C a r o l i na s . The h o s p i t a l ' s ma r g i n s  

ave raged a nega t i ve . 0 0 1  p e r c e n t . How l ong can r u r a l  h o s p i t a l s  

cont i nue t o  ope r a t e  whe n  t h e y  a r e  f a i l i ng t o  b r e a k  eve n ?  

A n  ana l ys i s  w a s  condu c t e d  t o  evaluate t h e  c o r re l a t i on 

between a h o sp i t a l ' s  ope r a t i n g  ma r g i n  and the ma r ke t  condi t i ons , 

management ' s  de c i s i on s , and med i c a l  s t a f f  a t t r ib u t e s  ( S e e  F i gure 

3 - 1 , page 5 8 ) . In  t o ta l ,  s i x que s t i on s  were evaluated t o  de s cr i b e  

and repre s e n t  t h e  t h r e e  i ndependent v a r i ab l e s . I n  eva luating t h e  

f i r s t  i ndependent v a r i ab l e  ( ma r k e t  condi t i on s ) ,  t h e  dependent 

var i ab l e  was i ndepende n t l y  e x amined w i t h  compe t i t i on and the 

p e r cent o f  the popu l a t i on unemp l oyed . A s t a t i s t i ca l l y  s i gn i f i ca n t  

nega t i ve c o r r e l a t i on b e twe e n  a h o s p i t a l ' s  ope r a t i ng p r o f i t  and 

i t s  comp e t i t i on w i t h i n  i t s  county was demons t r a te d . In the 
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a na l ys i s  o f  unemp l oymen t  on a �osp i t a l ' s  ope r a t i ng p ro f i t ,  the 

f i nd i ng d i d  not demons t ra t e  a s t at i s t i ca l l y  s i gni f i cant 

c o r r e l at i on . 

The n e x t  i ndepende nt va r i ab l e  eva l ua ted FTE s  the hosp i ta l  

u s e d  and t he de c i s ion t o  r ema i n  f r e e s tanding o r  t o  j o i n  a mul t i  -

h o sp i t a l  o r g an i z a t i on . F o r  t h i s  anal y s i s  the numb e r  o f  

i n d i v i du a l s  emp l o yed i n  t h e  t o t a l  ope r a t i on o f  t h e  hosp i t a l  d i d  

n o t  demon s t r a t e  a s t at i s t i ca l l y  s i gn i f i cant c o r r e l a t i o n . The s ame 

f i nd i n g  was demo n s t r a t e d  by the de c i s i on to be l ong to a mul t i  -

h o s p i t a l  s y s t em u s ing a s t udent ' s  t - t e s t . 

The l a s t  i ndependen t  va r i ab l e  s ought to e va l ua t e  medi c a l  

s ta f f  a t t r ibute s . Th i s  eva l ua t i on demon s t rated s e v e r a l  

s t a t i s t i ca l l y  s i ani f i cant c o r r e l a t i on s . F i r s t , a pos i t ive 

c o r r e l a t i on was observed be tween the aggregate  numb e r  o f  

phys i c i an s  o n  a hosp i ta l ' s  me di cal  s t a f f  and ho s p i t a l  p r o f i t s . 

L a r g e r  med i ca l  s t a f f s  g e ne r a t e d  l a rg e r  h o sp i ta l  p ro f i t s . T h i s 

ana l y s i s  g r ouped a l l  phys i c i ans and d i d  not l o o k  a t  spec i a l t i e s  

o r  a r e a s  o f  p r a c t i ce . The s e cond anal ys i s  d i v i de d  phys i c i a n s  i n t o  

n i ne g roups o r  spec i a l t i e s  t o  eva l u a t e  the c o r r e l a t i on b e tween 

e a ch g r o up and the hosp i t a l ' s  p r o f i t . Phys i c i an s pe c i a l t i e s  o r  

g roups t h a t  i n c l uded I nt e r n a l  Medi c i n e , Pedi a t r i c i an s , Ob s t e t r i c s 

and Gyne c o l o g y ,  and Gene r a l  Surgery a l l  demon s t r at e d  pos i t ive 

c o r r e l a t i on a t  p < . O S .  Spe c i a l t i e s  o r  g roups t h a t  d i d  not 

demon s t r a t e  s i g n i f i cant c o r r e l a t i o n  i n c l ude Fami l y  P r a c t i ce ,  
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o t h e r  Med i c a l  Phys i c i an s , othe r S u r geons , o t h e r  Phys i c i an s , and 

H o s p i ta l  Based Phy s i c i an s . 

Conclusions 

The s tudy eva l uated three i ndependent v a r i ab l e s , i n  wh i ch 

two were s t a t i s t i ca l l y  s i gni f i cant , mar ke t  condi t i o n s  and 

phys i c i an a t t r ibut es . The t h i rd va r i ab l e , manageme n t  de c i s i on s , 

wa s not  s t at i s t i ca l l y  s i gni f i ca n t  u s ing two que s t i on s  cons i s t i ng 

o f  FTE s  p e r  o c cup i ed bed and memb e r s h ip l n  mu l t i  - ho s p i t a l  s ys t em .  

B a s e d  upon the ana l ys i s  o f  da t a , s i x con c l u s i o n s  

c o r r e sponding t o  t h e  s i x  r e s e a r ch que s t i on s  a r e : 

l .  As comp e t i t i on increa s e s  i n  t h e  h o s p i t a l s  h ome uoun t y ,  p ro f i t  

d e c r e a s e s . Howeve r ,  h o s p i t a l s  havi ng g r ea t e r  than 5 0  p e r c e n t  

o f  ma r ke t  s h a r e  h o l d  s t eady the i r  l eve l o f  p ro f i t  i r re s p e c t i ve 

o f  sma l l  g a i n s  by t he i r  compe t i t o r s . 

2 .  As unemp l oyment i n c r e a s e s  i n  the hosp i t a l ' s  h ome c o un t y ,  

p ro f i t  t ends t o  de c r e a s e . Al though a n  i nd i c a t o r  o f  t h e  ma r ke t  

i n  whi ch a h o s p i t a l  i s  l o c a t e d ,  unemp l o ymen t  s h o u l d  n o  t b e  

used a s  a s o l e  var i ab l e  i n  eva l u a t i ng ma r k e t  condi t i on s  o r  t h e  

e conom i c h e a l t h  o f  the ma r ke t  p l ace . 

3 .  L a r g e r  medi c a l  s t a f f s  i n c r e a s e  the l i ke l i h o o d  o f  a h o sp i t a l ' s  

p ro f i t  and i s  a gene r a l  i n d i c a t o r  o f  good f i nan c i a l  h e a l t h . 

4 .  Furthe r ,  I nt e rnal  Medi cine , P ed i a t r i c  Me di c i n e , Ob s t e t r i c s  and 

Gyne c o l o g y , and Gene r a l  Surgery a r e  s pe c i a l t i e s  whi c h  are 

a s s o c i a t ed with favorab l e  ope r a t i ng mar g i n s . The s e  four 
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spe c i a l t i e s ,  when s uppo r t e d  b y  h o s p i t a l  - b a s e d  phys i c i an s , 

repres ent the mo s t  favorab l e  c omb i na t i on o f  me d i ca 1 s t a f f  f o r  

i n c re a s i ng h o s p i t a l  p ro f i tabi l i t y . 

5 .  Mana gement de c i s i o n s  r e g a r di n g  j o i n i n g  a mu l t i  -hos p i t a l  s y s t em 

d i d  not provide e v i dence o f  f i nan c i a l  p r o t e c t i on f o r  the 

sma l l ,  rural h o s p i t a l s  in t h i s  s tudy for t h e  year 2 0 0 0 . 

6 .  The numb e r  o f  emp l oyee s ,  a s  me a s u r e d  b y  FTEs p e r  o c cup i ed beds 

did not s how a s i g n i f i c ant change in t h e  h o s p i t a l ' s  

p r o f i t ab i l i t y . 

Addi ti onal Observations I Conclus i ons 

At a ma c r o  l eve l the f o l l ow i n g  o b s e r va t i on s  I conc l u s i on s  

we re e x t rapo l at e d  f r om the s tudy : 

1 .  Rur a l  h o sp i t a l s  i n  the C a r o l i n a s  a r e  i n  f i na nc i a l  t r o ub l e , 

w i t h  ope r a t i ng ma r g i n s  s l i gh t l y  b e l ow b r e a k e v e n . T h i s i s  i n  

acco r dance w i t h  o t h e r  s tudi e s  l oo ki ng a t  s ma l l ,  r u r a l  

h o sp i ta l s  a c r o s s t h e  coun t r y  ( Br o y l e s ,  B randt , & B i a r d  - Ho l me s , 

1 9 9 8 ; Chan , Fe l dman , & Mann i n g ,  1 9 9 9 ;  S a l e h ,  V augh , & Rohre r ,  

2 0 0 1 ; Buc z k o ,  2 0 0 1 ) . 

2 .  W i thout the f i nan c i a l  supp o r t  o f  f ounda t i on s  l i ke The Duke 

Endowment , h o s p i t a l s in t h e  C a ro l i n a s  wou l d  b e  in g r e a t e r  

f i nanci a l  t roubl e .  Henc e ,  the qua l i t y  o f  r u r a l  h e a l t h c a r e  h a s  

b e e n  i n s ured and p o s s i b l y  imp roved f o r  t he c i t i z e n s  l o c a t e d  i n  

t h e  s uppo r t e d  r e g i o n s . 

9 0  



3 .  W i t hout con t i nued and p e rhaps o t h e r  o u t s ide a s s i s t a n ce , there 

is  no f o r e s eeable r e ve r s a l  of t h i s  t rend . 

4 .  Movement t o  e c onomi c g l ob a l i z a t i on ,  r e g i ona l deve l opment ,  and 

r e l o ca t i on of man� f a c t u r i ng and t e x t i l e  i ndu s t r i e s  neg a t i ve l y  

imp a c t  the f i na n c i a l  a b i l i t y  o f  s ma l l ,  rur a l hosp i t a l s  ( Bu l l  

e t  a l , 2 0 0 1 ;  K i n s e l l a ,  2 0 0 1 ) . 

5 .  The s u c c e s s  o f  sma l l ,  r u r a l  h o s p i t a l s  are  c l o s e l y  l i n ked t o  

the e conom i c  devel opmen t  o f  t h e  c ommun i t y . The B o a r d  o f  

Trus t e e s  and Chi e f  E x e cu t i ve O f f i ce r  mus t  prov i de dynami c ,  

a c t i ve communi ty l e a de r s h i p  conce n t r a t i ng o n  e conomi c 

deve l opment and revi t a l i z a t i on p r o ce s s e s . S pe c i a l  

con s i de r a t i on needs t o  empha s i z e p a r t ne r i ng o f  pub l i c  h e a l t h  

a n d  p r i va t e  med i c i ne t o  cons e rve r e s ou r c e s  and e l iminate 

dup l i ca t i o n  o f  s e � v i c e s  ( Ba ke r ,  2 0 0 2 ; S c hu l t e , 2 0 0 2 ) . 

6 .  H o sp i ta l s w i t h  s imi l a r  ma r ke t  s ha r e  are  a f f e c t e d  d i f feren t l y  

g iven t h e  de gree  o f  ma r ke t  conce n t r a t i on s u r r ende red wi t h i n  

the coun t y . H o sp i t a l s  expe r i en c i ng 2 g r e a t e r  s h a r e  ( gr e a t e r  

than 5 0  p e r cent ) o f  t h e  m a r ke t  a r e  l e s s  e f fe c t e d  than 

h o s p i t a l s  whi ch fa i l  t o  capture a concen t rated ma r ke t  share . 

7 .  H o s p i t a l  Ba s ed Phys i ci an s , u s ua l l y  d i d  not  have a d i r e c t  

s i gn i f i cant impa c t  on a h o sp i t a l ' s  ope r a t i n g  ma rg i n . Howeve r ,  

t h e s e  phys i c i an s  d i d  have a p o s i t i ve imp a c t  on a h o s p i ta l ' s 

p r o f i tab i l i t y  when c omb ined w i t h  t he four  s pe c i a l t i e s  repo r t e d  

b y  conc l u s i o n  4 on page 8 9 .  
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Recommendations 

The f o l l ow i ng recommenda t i o n s  we r e  formu l a t e d : 

1 .  H o sp i t a l s mu s t  e va l ua t e  and mon i to r  the  amount o f  comp e t i t i on 

w i t h i n  t h e i r  county and i de nt i fy f a c i l i t i e s  h o l di n g  

concent r a t e d  m a r k e t  s h a r e . W h e n  i dent i fy i ng ma r ke t i ng e f fo rt s ,  

f i r s t  p r i o r i t y  s hou l d  be g i ven to addre s s i ng out -mi g r a t i o n  

( dr i ve -by ) o f  p a t i e n t s  f rom the county i n  wh i ch t h e  ho s p i t a l  

i s  l o c a t e d  t o . f a c i l i t i e s  h o l d i n g  concent rated ma r k e t  s ha r e . 

2 .  Ana l y s e s  o f  mul t i p l e  e conom i c  i nd i c a t o r s  are n e e de d  t o  

e va l ua t e  t h e  r e l a t i on s h i p  be tweeri the e conomi c s ucce s s  o f  t he 

c owmu n i t y  and the h o sp i t a l . S e n i o r  l e ade r s h i p  o f  r u r a l  

h o s p i t a l s  s h o u l d  be come h e av i l y  inve s te d  i n  i n f r a s t ru c t u r e  

r e v i t a l i z a t i on w i t h i n  t he i r  l o ca l  c ommun i t i e s . Ho s p i t a l  

l e a de r s h i p  mu s t  avo i d  p a r o ch i a l  v i ews i n  con s i de r i ng a 

commun i t y ' s medi c a l  c a r e  needs and the me thod i n  whi ch tho s e  

needs a r e  be s t  me t . 

3 .  The O f f i ce o f  I ns p e c t o r  Gen e r a l  ( CMS - O I G )  needs to a l l ow 

excep t i on s  f o r  sm a l l ,  r u r a l  h o s p i t a l s f a c i l i t a t i ng deve l opmen t  

o f  c o l l ab o r at i ve partne r s h i p s w i t h  t he i r  med i ca l  s ta f f . 

P a r tne r s h i p s  need to i dent i fy i nc e n t i v e s  that bene f i t  the 

h o s p i t a l , p hy s i c i an ,  and the commun i t y . Finan c i a l  a s s i s t ance 

and regu l a t o r y  p rograms deve l oped i n the future s houl d  p r o v i de 

i ncent i ve s  t o  me e t  unme t c r i t i ca l  s e rv i c e s  i n  rura l 
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s uch a s  s t r e s s - t e s t i n g ,  e cho - ca rd i ograms , a n d  h a l t e r  



mon i t o r i n g . Current programs t o  a s s i s t  h o sp i t a l s  i de nt i f i ed a s  

c r i t i ca l  t o  t h e  r u r a l  communi t y  need t o  be e xpanded t o  a l l ow 

mo r e  op t i ons  and f l ex i b i l i t y  tha� p r e s en t l y  ex i s t  ( e . g . , 

me r g e , r e du ce s e rvi c e s , o r  c l o s e ) t o  max imi z e  s e rv i c e s  and 

p ro f i t ab i l i t y . 

4 .  Phys i c i an r e c r u i tment s hould be a p r i o r i t y  f o r  sma l l ,  r u r a l  

h o s p i t a l s .  Management and t h e  Board o f  T r u s t e e s  s hou l d  i n ve s t  

r e s ou r c e s  f o r  the r e c r u i tme nt o f  phys i c i a n s . A t t e nt i on s h o u l d  

b e  g i ve n  t o  deve l o p i n g  a b a l anced , dive r s e  med i c a l  s t a f f  

i n s t ead o f  fo cus i ng on l y  o n  the numb e r  o f  phys i c i an s  o n  a 

h o s p i t a l ' s  me d i c a l  s t a f f .  A p roper mix o f  p r ima r y  and h o s p i t a l  

b a s e d  phys i ci an s  i s  e s s e nt i a l  f o r  qua l i ty c a r e  and 

p ro f i t ab i l i t y . 

5 .  I n i t i a t e  s tudi e s  t h a t  eva l ua t e  a broader a s p e c t  on e a ch o f  t h e  

i ndependent va r i ab l e s  examined i n  the p r e s en t  s tudy . Fut u r e  

s tudi e s  t h a t  eva l u a t e  sm a l l ,  r u r a l  h o s p i t a l s  and t he i r  

r e l a t i on s h i p  w i t h  l a r ge r ,  non - ru ra l , t e r t i a ry c a r e  h o sp i t a l s 

s ho u l d  be conducted . 

Summary 

T h i s  chap t e r  d i s c u s s e d  the gene r a l  ove r v i e w ,  conc l u s i on s  

and r e commendat i ons generated by t h � s  s t udy . The next chapt e r ,  

Chap t e r  V I , w i l l  i n c l ude a review o f  the s tudy i n  r e t ro s p e c t . 
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CHAPTER VI 

STUDY IN RETROSPECT 

Introduction 

The impor tance of r u r a l  h o s p i t a l s  to the  Ame r i can 

heal thcare de l i v e r y  s y s t em is  i l l u s t r at e d  b y  the  f a c t  t h a t  r u r a l  

f a c i l i t i e s  repr e s ent app roxima t e l y  S O  p e r cent o f a l l  h o s p i t a l s 

and 2 5  p e r cent o f  a l l  i n -pat i e n t  beds i n  the  Un i t e d  S ta t e s  

( Bu c z ko ,  2 0 0 1 ;  S a l e h  e t  a l , 2 0 0 1 ) . A r e v i e w  o f  l i t e ra t u r e  

s ugge s t s , that i n  add i t i on to ope r a t i ng e f f i c i e n c i e s , chang e s  l n  

the s o c i a l  a n d  e conomi c env i ronment l n  wh i ch the  h o s p i t a l  

ope r a t e s  impact  a ho s p i t a l ' s  s ur v i vab i l i t y . The o r gan i z a t i on a l  

s t ructure o f  sma l l  f a c i l i t i e s , ( l e s s  t h a n  1 0 0  beds ) w i t h  sma l l  

med i c a l  s ta f f s domi nated by f ami l y  p r a c t i ce and g e ne r a l  s u r g e o n s  

cont r ibute to the f r ag i l e nature  o f  t he s y s t em s , a l l ow i n g  l i t t l e  

mar g i n  for poor a dmi n i s t ra t ive de c i s i on s  ( Bu c z ko , 2 0 0 1 ) . Th i s  

de l i cate bal ance p l a c e s  g r e a t e r  emph a s i s  on the  B o a r d  o f  T r u s t e e s  

f a c i l i t a t i ng a p r o ce s s  t h a t  deve l op s  a c o l l ab o r at i ve r e l a t i on s h ip 

b e tween the med i c a l  s t a f f  and admi n i s t r a t i o n . 

I l l us t rated a s  e a r l y  a s  the  mid - 1 9 8 0 ' s ,  de c l i n i ng 

u t i l i z a t i on and changes i n  ho s p i t a l  p a yment s y s t em s  p l a ced 

cons i derable  f i na n c i a l  p r e s s u r e  on both urban and r u r a l  h o sp i t a l s 

( Gove r nment Account i n g  O f f i ce [ GAO ] , 1 9 9 0 ; S a l e h  e t  a l ,  2 0 0 1 )  

Many he a l thca re p r ov i de r s  we r e  u na b l e  t o  adapt t o  t h e s e  new 
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ope r a t i ng e nv i r onment s .  For e x amp l e , 2 6 0  h o s p i t a l s  c l o s e d be tween 

1 9 8 5  a nd 1 9 8 8  a ft e r  the new p r o s pe c t i ve p a yment s y s t em ( P P S ) wa s 

imp l emented b y  Cong re s s  ( McKay & Cove n t r y , 1 9 9 4 ) . The c l o s u r e s  

f o l l owing t h i s  n e w  po l i cy s ugge s t  t h e  new p a yment r a t e s  we r e  

be l ow t h e  f a c i l i t i e s  ope r a t i n g  c o s t . Hence , t h e  f a c i l i t y  h a d  n o  

ab i l i t y  t o  gene r a t e  ope r a t i ng p r o f i t s . E f fo r t s  t o  r e duce 

ope r a t i ng cost and ma ke s ub s t an t i a l  f i nanc i a l  turnarounds wh i l e 

con t i nua l l y  t ry i n g  t o  s e rve t h e  c ommun i t y ' s b e s t  i nt e r e s t  h a s  

c r e a t e d  comp l e x  managemen t  s i t ua t i on s  ( H o fmann , 2 0 0 2 ) . 

H i gh dependence on Medi c a r e  and t�e r e l a t i ve l y  l ow p a t i e n t  

c e n s u s  ma ke r u r a l  hosp i t a l s  mo r e  f i na n c i a l l y  v u l n e r a b l e  than 

the i r  urban counte r pa r t s  ( Bu c z ko , 2 0 0 1 ;  B u l l ,  K r o u t , R a t hbone -

McCuan , & S h re f f l e r , 2 0 0 1 )  . New c o s t  - con t a i nment mea s u r e s  and 

t he new " compe t i t i ve heal t h c a r e  ma r r�e t  p l a c e " have r e q u i r e d  many 

r u r a l  heal t h c a r e  f a c i l i t i e s  t o  r e duce s e rv i c e s , conve r t  to 

a no t h e r  t yp e  of care , or c l o s e . 

Rur a l  f a c i l i t i e s  i n  the  S o u t h  mo s t  o ft e n  ope r a t e  i n  

e conomi ca l l y  dep r e s s e d  o r  s t agna t e  a r e a s  b y  t h e  ve r y  n a t u r e  o f  

the commun i t y ' s f r a g i l e  t a x  b a s e  and mi n ima l co rpo r a t e  o r  

manu f a c tu r i ng s t ru c t u r e  ( Bu l l  e t  a l , 2 0 0 1 ) . T yp i ca l l y  i dent i f i ed 

a s  one o f  t h e  l a r g e s t  emp l o ye r s , r u r a l  h o sp i t a l s have a ma j o r 

i n f l ue n ce on the  commun i t y ' s l o c a l  e co nomy ( Be r r y  & S e a v e y ,  

1 9 9 4 ) . Loca l h o s p i t a l s  p r o v i de e conom i c  a dv a n t a g e s  ove r 

communi t i e s  w i thout h o s p i t a l s  and may be a de c i d i n g  f a c t o r  i n  

r e c ru i t i n g  new i ndus t ry . 
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Ph i l o s oph i c a l  changes over the p a s t  5 0  year s ,  whi ch s h i f t ed 

f r om v i ew i ng he a l t h care a s  a r i ght to v i ew i ng it  a s  an open 

compe t i t i ve ma r ke t  whe re " the f i t t e s t "  ( co s t  -e f f i c i e nt ) s u rvive , 

o f t e n  p l a c e  t h e s e  characte r i s t i c s a t  o dd s  w i t h  the current 

ope r a t i ng env i r o nment i n  wh i ch sma l l , rural hospi t a l s  a re 

l o c a t e d . C u r r e n t  ma r ke t  p r e s s u r e s  d i r e c t  dec i s ion ma k i ng i n t o  

comp e t i t i ve s t r a t e gy de s i gns . P r e s s u r e  f r om the l a rge r ,  urban -

dr i ve n  i ndu s t r y  e co n omi e s  p l a c e s  rura l h o s p i ta l manage r s  i n  a 

p o s i t i on r e qu i r i n g  h a rd and f o cused de c i s i on s  that  mu s t  me s h  w i t h  

l a r g e r  f a c i l i t i e s . 

The s t r e s s  o f  the new o p e r a t ing envi ronmen t  i s  i l l u s t ra t e d  

i n  the c l o s i n g  o f  ove r 3 0 0  r u r a l  h o s p i �a l s  dur i ng the 1 9 9 0 ' s .  A s  

repo r t e d  b y  the Ame r i can H o s p i t a l  As s o c i a t i on , 3 1  p e r cent o f  

r u r a l  h o s p i t a l s r e p o r t  a n e ga t i ve ope r a t i ng ma r g i n  ( Br oy l e s , 

Brandt , & B i a rd - H o l me s , 1 9 9 8 ) . Rur a l  h o s p i t a l s  mu s t  aggres s ive l y  

manage t he i r  compe t i t i ve ma r ke t s , f i na nc i a l  needs , and de l i ca t e l y  

b a l ance me d i c a l  s t a f f  a l l o c a t i on to s uppo r t  the proper mix o f  

p r ima r y  c a r e  and med i c a l  s p e c i a l i z a t i o n . Hospi t a l s  t h a t  are  n o t  

ab l e  t o  b a l ance t h i s " s t ra t e g i c p ro f i l e "  a re f r e quent l y  t r apped 

i n  a downward s p i r a l  o f  de c l i n i ng r e s o u r ce s , compe t i t i ve 

p o s t u r i ng , and t i g h t e n i n g  ma r ke t  f o r ce s . I f  hosp i t a l  management 

f a il s  to operate  w i t h i n  the con s t ra i n t s  o f  i ndu s t ry and f i n  a n c i a l  

r e s ou r c e s  then , mar ke t  p r e s s u r e s  may f o r ce redu c t i o n  o f  s e rv i ce s  

o r  c l o s ur e . Good de c i s i o n s  and aggre s s i ve manageme n t  o f  t h i s  

comp l e x  envi r onme n t  i s  impe r a t i ve i n  o b t a i n ing commun i ty t ru s t ,  
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s t ronger p e r fo rman ce , imp r oved s t a f f e f f i c i enc i e s , and 

co l l ab o ra t i ve r e l a t i o n s h i p s  b e tw e e n  p hy s i c i a n s  and admi n i s t ra t i on 

( Ho fmann , 2 0 0 2 ) . Re s e a r ch n e e d s  have been i dent i f i e d  i n  exami n i n g  

h o w  r u r a l  f a c i l i t i e s  b a l a n ce t he s e  oppos i n g  s t r a t e g i e s , and t h e y  

examine the r e l a t i on s h i p  between the ma r ke t  condi t i ons  and the 

rural ho s p i t a l s '  r e spons e to a l l ow for b e t t e r  deci s i on -ma k i ng and 

co l l abora t i ve management . 

Uti l i ty o f  the S tudy 

I n  d i s cu s s i n g  the u t i l i t y  o f  t h e  s tudy t o  a l l  r u r a l  

ho s p i t a l s  con s i de r a t i on mus t  be g i ve n  to t he comp l ex i t y  o f  the 

prob l em and the l imi ted s c ope , r e s ou r ce s , and t ime t h e  s tudy had 

i n  eva l u a t ��g the i s s u e s . In  t h e  cour s e  of  p repa r i n g ,  r e v i ew i ng 

and condu c t i n g  r e s e a r ch f o r  t h e  s tudy , a p a t t e rn eme r g e d  l i n k i ng 

s e v e r a l  cha ract e r i s t i c s  o f  r u r a l  h o s p i t a l s .  Thi s  p a t t e r n ,  

s upported b y  t h e  f i ndi ngs  o f  t he r e s e a r c h , provided a n  i ni t i a l  

f r amewo r k  i n  wh i ch broade r g e ne r a l i z a t i on s  were made . I n  

r ev i ew i ng the f i nd i ng s , con c l u s i on s , and r e commenda t i o n s  o f  the 

s tudy , rural h o s p i t a � s  are c l o s e l y  � i n k e d  and a f fe c t e d  b y  t he i r  

communi t y ,  med i c a l  s t a f f ,  and t h e  ma r k e t  i n  whi ch the f a c i l i t y  

ope r a te s . 

S uppo r t e d  b y  t he f i nd i n g s , ma r k e t  comp e t i t i o n  doe s impact a 

r u r a l  hosp i t a l  p r o f i tabi l i t y .  I n  e va l ua t i ng the ma r k e t  

compe t i t i on ,  a gene r a l  conc l u s i on wa s drawn that i n  r e s ponse t o  

cont i nued decrea s e s  i n  r e i mb u r s emen t  and r i s i ng c o s t  o f  se r v i c e s  
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urban h o s p i t a l s  i n  the C a r o l i n a s  have spread the i r  ma r ke t  

s t r a t e g i e s  o u t  t o  s u r r oundi n g  r u r a l  a r e a s  t o  compe n s a t e . Thi s 

e n c r o a chment o n  t he r u r a l  ma r k et mimi c s  the " u rban s p r awl u and 

gene r a l  e conomy ' s g l oba l i z a t i o n . Thi s p l a c e s  ru r a l  h o s p i t a l s and 

t he i r  commun i t i e s  in a " ca t ch 2 2 u  s cenar i o  of s h r i n k i ng 

r e s o u r ce s ,  f r a g i l e  i ndus t r i a l  b a s e ,  and the l o s s  o f  imp o r t ant 

h uman c ap i ta l . 

The imp o r t an c e  o f  a r u r a l h o sp i t a l ' s  me d i c a l  s t a f f  i s  a l s o  

s uppo r t e d  b y  t h e  r e s e a r ch f i ndings . The imp o rtan c e  o f  r e c r u i t i ng 

phys i ci an s  t o  r u r a l  commun i t i e s  is imp e r a t ive for the 

p r o f i t ab i l i t y  o f  t h e  hosp i ta l  and the he a l th s t at u s  of the 

c ommuni t y . Mo r e o ve r ,  the l o s s  of h uman cap i t a l  and non 

r e p l a c e ab l e  e conom i c  r e s o u r c e s  t o  g l oba l i z a t i on and urban ma r ke t s  

m a k e  r e c r u i tmen t  and r e t e n t i on o f  phys i c i an s  mo r e  comp l e x . 

A r e v i e w  o f  t h e  r e s e a r ch f i ndings b e g i n  t o  draw s eve r a l  

c ommo n  t heme s f r om t h e  i ndependent v a r i a b l e s  s t udi e d . The s e  

common e l emen t s  b e g i n  t o  deve l op an inte rdependent r u r a l  h e a l t h  

p a r a d i gm a s s o c i a t i n g  t he p r o f i tabi l i t y  o r  s ucce s s  o f  r u r a l  

h o s p i t a l s  w i t h  t h e  l o c a l  c i t y  and / o r  county i n f ra s t ructure , t h e  

l e a de r s h i p  o f  t h e  l o c a l  communi t y ,  the l o c a l  indu s t r i e s  o r  

e conom i c  dev e l o pment , a n d  the h e a l thcare p r ovider ( S e e  F i g u r e  6 -

1 )  . 
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Ru r a l  H e a l th P a r a d i gm 

L o c a l  Gove r nmen t  

L e a de r s h i p  

I n du s t r�--------------- Ru r a l  ------------�C�o�mm�u n i t y  

H o sp i t a l  Deve l opme n t  

H e a l t h c a r e  

P r o v i d e r s  

F i gu r e  6 - 1 : Ru r a l  H e a l t h Pa r a d i gm 
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I n  North C a ro l i na , the mo s t  p r omi nent  e x amp l e  o f  t h i s  

p a r a d i gm i s  i l l us t r a t e d  i n  B l aden Coun t y  H o s p i t a l ' s  t u rna round 

and s ucce s s . The h o s p i t a l  won i t s  f o u r t h  n a t i o n a l  awa r d  in 1 9 9 9  

b e ing n amed a s  the Nat i o n a l  R�r a l  He a l th As s o c i a t i on Outs t andi ng 

Rural Hea l th P r o g r am . The h o sp i t a l  ope r a t e s  in a r u r a l  c ommu n i t y  

o f  2 8 , 0 0 0  i n  e a s t e rn N o r t h  Caro l i n a . T h i r t e en y e a r s  a g o , t h e  

h o sp i t a l  w a s  i n  f i na nc i a l  s t ra i t s , ve ndo r s  h a d  t h e  h o sp i t a l  

l i s t e d  o n  a " co l l e c t  o n  de l iv e r y u  s ta t u s , t he h o s p i t a l  had n o t  

been a ccredi ted i n  2 0  ye a r s , i t s  med i c a l  s t a f f  was  down t o  f o u r  

doct o r s , and i t  was 9 0  d a y s  f r om c l o s i n g  ( Eg ge r ,  1 9 9 9 ) . 

A new CEO , Leo  Pe t i t , imp l eme n t e d  a s e r i e s  o f  s t ra t e g i e s  t o  

r e g a i n  f i nanc i a l  v i ab i l i t y  t o  i n c l ude phys i c i a n  r e c r u i tmen t , 

c ap i t a l  p r o j e c t s , c o l l a bo r a t ing w i th l o c a l  gove r nme n t , i ndus t r y ,  

and othe r he a l th c a r e  agen c i e s  l n  the county t o  c r e a t e  a r u r a l  

h e a l th n e two r k  ( Lums don , 1 9 9 5 ;  Egge r ,  1 9 9 9 ) . T h e  h e a l t h  ne two r k  

cont inue s t o  co l l ab o r a t e  p r o j e c t s  w i t h i n  the county t o  deve l op a 

c ommun i t y  educat i o n  o u t r e a ch p r o g r am ,  " He a l t hwa t ch u , and wo r k i ng 

o n  a f i tne s s  cent e r  comb i n i ng the r e c re a t i on a l  and med i c a l  mode l . 

Future S tudies 

Future r e s e a r ch i s  needed to eva l ua t e  b r o ade r a sp e c t s  o f  

e a ch i ndependent v a r i ab l e . Eva l ua t i on o f  t he t h r e e  v a r i ab l e s  

s ugge s ted a comp l ex s e t  o f  i s sue s a f fe c t i n g  the p r o f i tab i l i t y  o f  
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sma l l ,  r u r a l  hos p i t a l s . The b re a dth o f  t h e  s t udy l im i t e d the  

dept h  in  wh i ch e a ch va r i ab l e  was exp l o red . 

I t  i s  thought that a l l  h o s p i t a l s  mu s t  s ha r e  s ome common 

cha r a c t e r i s t i c s . Eva l ua t i on o f  t h e  c h a r a ct e r i s t i c s of smal l ,  

r u r a l  h o s p i t a l s  t o  that  o f  non - ru r a l  h o s p i t a l s  wou l d p r ov i de 

i n s i gh t  t o  t he s e  s ha�ed e l ement s . I n  addi t i on ,  a s t udy e va l ua t i ng 

the s e  two popu l a t i on s  o f  h o s p i t a l s  may b e g i n  t o  i de n t i f y  the  

uni que cha r a ct e r i s t i c s of  e a ch s ub - s e t . 

E l eme n t s  w i t h i n  the commu n i t y  o r  envi r o nment t h e  h o sp i t a l  

ope ra t e s  have b e e n  i d e n t i f i ed t hr o ug h  t h i s  s t udy ' s c o n c l u s i on s  

s ugge s t i ng t h e y  w e r e  l i n ke d  i n  a p a ra d i gm w i t h  smal l ,  r u r a l  

hos p i ta l s .  T h i s pa radi gm n e e d s  s c i en t i f i c  e va l uat i on t o  t e s t  i t s  

a s s umpt i on s . 

Final Thought 

Through t h e  f inan c i a l  a s s i s t an c e  and l e a de r s h i p  f r om 

f ounda t i on s  l i ke The Du ke Endowmen t  and i n di v i dua l s  l i ke Jim 

Be r s te i n  w i th the  O f f i ce of Re s e a r c h , Demon s t ra t i on s , and Rur a l  

Hea l th Deve l opment , N C  Founda t i on f o r  Advanced H e a l t h  P r o g r ams , 

I nc . hosp i t a l s  i n  N o r t h  C a r o l i na and S ou t h  C a r o l i n a  have uni que 

r e s o u r c e s  t o  f i nd i nnova t i ve app r oa c h e s  to the de l i v e r y  o f  

h e a l t h c a r e . 

One o f  the  mo s t  r e cent  demon s t r a t i on s  o f  the  capab i l i t i e s  

o f  h o s p i t a l s  t o  deve l op commun i t y  h ea l th mode l s  i s  w i t h  Swa i n  

County H o s p i t a l  i n  B r y s o n  C i t y ,  No r t h  C a ro l i n a . Through 
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a s s i s t ance f r om Jim Be r s t e i n  and The Du ke Endowme nt , the 

l e ade r s h i p  o f  t h i s sma l l  c r i t i ca l  a cce s s  hos p i t a l  ( CAH ) r e  -

e s t ab l i shed a r e l a t i on s h ip w i t h  the count y ' s i n f r a s t ructur e , the 

p ub l i c  h e a l t h  depa r tment , t he medi cal s t a f f ,  and the commun i t y . 

Swa i n  County H o s p i t a l  i s  l o cat ed i n  a sma l l ,  mounta i nous 

commun i t y  o f  1 4 , 0 0 0  in We s t e rn North Ca r o l i na . The county ' s  

r e s o u r c e s  a r e  l im i t ed due t o  a f r ag i l e  e conomi c b a s e  and h i gh 

unemp l o yme n t . I n  coope r a t i on w i th Jim B e r s t e i n  and the N o r t h  

C a ro l i na H o s p i t a l  A s s o c i a t i on ' s Rur a l  H e a l th C ente r ,  l e a de r s h i p  

o f  the hos p i t a l  b rought commu n i t y  s t a k e ho l de r s  togethe r t o  

d i s cu s s , de s i g n ,  a n d  b e g i n  t h e  imp l eme nt a t i on o f  co l l ab o r a t i ve 

p r o g r ams t h a t  e l i m i n a t e  dup l i c a t i on . Al s o ,  the co l l aborat i ve 

p r o g r ams s ave the communi t y  a n d  the ho s p i t a l  do l l a r s  wh i l e  

i n c r e a s i ng s e r v i c e s  n o t  ava i l ab l e  t o  the county i n  ove r t e n  

ye a r s . 

Othe r e x amp l e s  e x i s t  i l l u s t ra t i ng t h i s  r u r a l  h e a l th 

parad i gm t h r oughout t h e  C a r o l i na s . I t  i s t h i s  t ype o f  l e a de r s h ip 

and v i s i on t h a t  i s  demo n s t r a t e d  a c ro s s  t he two s t a t e s  that 

ma i n t a i n  r u r a l  h e a l t h  s e rv i ce s . Through t he s e  examp l e s  and s tudy , 

s e n i o r  l ea de r s h ip mus t b r o aden t he i r  unde r s t anding and knowl edge 

o f  r u r a l  communi t y  dynam i c s  and i nvest  h e avi l y  i n  the 

i n f r a s t r u c t u r e  of  t he i r  l o c a l  communi t i e s  to f o rm p a r tne r s h i p s  

l i n k i ng t h e  s u c c e s s  o f  e a c h  t o g e t he r . 
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