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One in seven Americans live in rural areas and rely on rural hospitals and health systems for the health 
and well-being of their communities.1 The importance of rural hospitals cannot be overstated, as 
individuals who live in these communities face greater challenges 
in accessing health care due to a number of factors, including 
a lack of affordable coverage options, geographic isolation and 
a shortage of health care providers.2 Medicaid, which covers 
16.1 million people in rural communities, plays a vital role in 
addressing these barriers and sustaining rural hospitals so they 
can continue to support patients and their communities.3 
As part of a larger budget process, many in Congress are 
currently considering cuts to the Medicaid program, which could 
have a devastating impact on rural hospitals and patients.

Impact of Proposed Medicaid Cuts on Rural Communities

Medicaid generally pays hospitals far less than the costs of caring for  Medicaid patients. The difference 
between Medicaid payments and costs incurred by hospitals to provide care, known as the “Medicaid 
shortfall,” was $27.5 billion in 2023.4 Congress is considering policy options that could collectively 
reduce federal spending for the Medicaid program by hundreds of billions of dollars over the next 10 
years, which would undermine the ability of hospitals, in particular rural hospitals, to continue to serve 
their patients.  

Among the targets for cuts being considered by Congress are supplemental payments, which are used 
to mitigate historically low Medicaid payment rates for services. These funding sources are critical, 
as many states have been able to target support to rural hospitals through supplemental payments 
and lessen the gap between Medicaid base payments and the cost 
of providing care. If the proposed cuts are enacted, the effects will 
ripple across rural communities and could result in coverage losses, 
fewer available health care services, fewer jobs and greater hospital 

financial instability.

The Importance of Rural Hospitals

Rural hospitals serve as critical – and sometimes the sole – source of care for rural communities. 
Consequently, rural hospitals face elevated levels of uncompensated care 
that can be linked to higher uninsured rates in rural communities.5 Due 
to this and other fiscal pressures, many rural hospitals operate under 
tight margins and face a disproportionate threat of closure.6 About half of 
rural hospitals consistently experienced negative operating margins from 
patient services from 2017-2022.7 Some hospitals have dealt with negative 
margins by reducing costs, which can include eliminating service lines or 
closing altogether. According to the UNC Cecil G. Sheps Center, over 100 
rural hospitals have closed or converted in the last decade.8

Medicaid Coverage Supports Rural Patients, 
Hospitals, and Communities
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Hospital closures and service line reductions can be devastating to rural communities. Behavioral 
health and obstetrics care are two examples where despite a significant need for this care in rural 
areas, providers and services continue to be limited or entirely unavailable in rural communities due to 
fiscal and other issues.9,10,11 When providers or essential services are not available locally, patients are 
required to travel long distances or, worse, forego care altogether, leading to health complications and 
unnecessary hospitalizations.

Medicaid’s Role as a Lifeline for Rural Patients, Communities and Hospitals 

There are three primary ways in which Medicaid supports rural communities and hospitals:

1. Medicaid is a critical coverage option for people 
who live in rural areas. 

Medicaid is a significant source of coverage for 
individuals and families in rural areas who would 
otherwise not be able to afford insurance. In 
nearly all states, Medicaid covers a larger share of 
both adults and children in rural communities than 
urban communities.12 Nearly 50% of children and 
18% of adults in rural communities are covered by 
Medicaid.13 And nearly 50% of babies born in rural 
areas are covered by Medicaid.14

2. Medicaid improves access to care in rural areas.

Medicaid is a powerful tool in enabling people to overcome barriers to care. Children with Medicaid 
coverage are four times more likely to have regular sources of care and two to three times more 
likely to receive preventive care services than uninsured children.15 Adult Medicaid enrollees are five 
times more likely to have regular sources of care and four times more likely to receive preventive care 
services than individuals without coverage. With more patients covered, providers are more likely to 
be able to sustain themselves financially and, in some cases, expand the services they can offer in 
rural areas.

3. Medicaid stabilizes and strengthens rural hospitals and workers. 

Medicaid plays a significant role in reducing uncompensated care and stabilizing hospitals in rural 
communities. Higher rates of Medicaid coverage for adults have been associated with improved 
hospital financial performance and lower likelihood of closure, especially in rural areas that have 
expanded Medicaid. The majority (74%) of rural hospital closures happened in states where Medicaid 
expansion was not in place or had been in place for less than a year.16

Medicaid coverage directly affects the demand for services in rural areas, and therefore the need for 
a robust health care workforce. Several studies on the impacts of Medicaid on the primary care and 
behavioral health workforce showed that states that have expanded Medicaid may be able to recruit, 
or may attract, additional providers due to the higher demand for services.17 

And Medicaid’s contribution to the workforce is not limited to health care providers — rural hospitals 
typically serve as one of the largest employers in their communities and economic foundations of their 
local economy. This allows Medicaid to support more economically stable and vibrant communities.
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