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Health Plan Competition in the FEHB Program 
 

The purpose of this paper is to describe the current competitive environment among health plans 

in the Federal Employees Health Benefits (FEHB) program and the impact of expanding the 

types of plans that are eligible to participate in the program. 

 

Background 

The FEHB program provides health insurance coverage for approximately 8 million people 

(federal employees, annuitants, and their families) through private health insurance plans. FEHB 

operates as a type of health insurance exchange where health plans propose a set of benefits and 

premiums, which are negotiated with the Office of Personnel Management.  The total cost of the 

program in 2011 was $43 billion, of which approximately 70 percent was paid by the 

government and 30 percent by enrollees. 

 

The premise underlying the FEHB program since its inception in 1959 is that competition among 

health plans will result in lower prices and better value for the government and enrollees. 

Generally, the model has performed well: the benefits offered to enrollees have been rated as 

competitive with other employers by external analysts
1
 and annual premium increases are at or 

below those of other large employers (though considerably above CPI). 

 

While the FEHB model has withstood the test of time and influenced the direction of health 

reform, the competitive environment is not as robust as it could be.  The health insurance market 

has changed dramatically over the last fifty years, but, due to the way that Title V is constructed, 

the FEHB program lacks the flexibility to adjust in response to the changing market.  The 

following sections provide evidence of problems, specifically the growing concentration of the 

FEHB market in a dominant insurer (Blue Cross Blue Shield) and the departure or diminished 

role of certain health plans in the FEHB market.  

 

Growing Concentration in the FEHB Market 

Blue Cross Blue Shield (BCBS) has been a major player in the FEHB program since it began. 

BCBS fills the role of “service benefit plan” (as defined in Title 5, Section 8903(1)), one of four 

plan types described in the original legislation.  As the service benefit plan, BCBS offers two 

government-wide benefit options (Standard and Basic).  There are currently 2,521,816 contract 

holders with BCBS; 1,810,849 with BCBS Standard and 710,967 with BCBS Basic. Combined, 

these two benefit options cover 61.6% of the FEHB market.  

 

The chart below shows the evolution of BCBS’s market dominance. In 1987, BCBS covered 

approximately 37% of FEHB enrollees, whereas the next five largest health plans covered about 

the same percentage of enrollees.  In 2011, the next five largest health plans covered 22.1% of 

the FEHB market. 

 

 

                                                 
1
 Deloitte compared the most popular FEHB plans with other private health plans and other public sector plans in 

2010. They determined that the FEHB plans were ‘market competitive’ with plans offered by large private 

employers. 
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What has occurred to enable BCBS to occupy such a dominant position in the FEHB market?  

One contributor to BCBS’s growth is the exit of Aetna from FEHB in the late 1980s. Aetna filled 

the second plan type, government-wide indemnity insurer
2
(as defined in Title 5, Section 

8903(2)). Aetna’s demise was due primarily to adverse risk selection: too many high risk/high 

cost enrollees were in Aetna, driving up the cost of Aetna premiums relative to other health plan 

premiums.  Low risk/low cost enrollees selected other health plans, leaving Aetna in an 

uncompetitive situation.  

 

The third plan type defined in Title 5, Section 8903 (3) and 8903a is employee organization (EO) 

plans.  Employee organization plans are either sponsored by voluntary employee benefit 

associations (VEBAs) or federal employee unions.  The nine current sponsors of EO plans 

include the Government Employees Health Association, American Postal Workers Union, 

National Rural Letter Carriers’ Association, National Association of Letter Carriers, and Special 

Agent Mutual Benefit Association. Four of these EOs are open to only certain federal employees 

and retirees.  These plans were grandfathered into FEHB at its inception or shortly thereafter but 

no new EO plans are permitted to join the program. Since 1959, more than a dozen (e.g., 

Postmasters Benefit Plan and Benefit Association of Congressional Employees) have dropped 

from the program and the collective market share of EOs in 2011 is 17%.  

 

Another contributor to BCBS’s market dominance is the introduction of BCBS Basic in 2002.  

BCBS Basic is an Exclusive Provider Organization (EPO), meaning that enrollees are restricted 

                                                 
2
 Indemnity Benefit Plan — One Government-wide plan, offering two levels of benefits, under which a carrier 

agrees to pay certain sums of money, not in excess of the actual expenses incurred, for benefits of the types 

described by section 8904 (2) of this title. 

http://www.law.cornell.edu/uscode/html/uscode05/usc_sec_05_00008904----000-.html
http://www.law.cornell.edu/uscode/html/uscode05/usc_sec_05_00008904----000-.html#2
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to a defined provider network and out of network care is covered in very limited circumstances. 

The EPO model operates much like an HMO by controlling the range of providers available to 

enrollees. HMOs (comprehensive health plans in FEHB parlance) are the fourth plan type 

defined in Title 5, Section 8903 (4). There is no restriction in the number of HMOs participating 

in the FEHB program as long as they meet FEHB qualifying criteria and state licensure laws.  

 

Premiums for BCBS Basic are considerably lower than BCBS Standard and competitive with 

other lower cost programs. BCBS Basic has grown to 17% FEHB Market share in only 10 years.  

BCBS Basic has attracted many of its enrollees from BCBS Standard, but also has drawn from 

other plans. Over time, the profile of BCBS Basic enrollees is becoming somewhat higher 

risk/higher cost and premiums have risen accordingly.  

 

Exiting of other large insurers 

Over the last 25 years, the role of other large insurance companies in FEHB has diminished.  As 

the charts below display, United Healthcare operated in 21 states in 1999, 16 states in 2007, and 

only 7 states in 2010.  Similar enrollment patterns could be shown for Aetna, Humana, Cigna, 

and Coventry. 

United Healthcare participation in FEHB, 1999 United Healthcare participation in FEHB, 2011

 
 

It is well documented that health insurance markets are becoming increasingly concentrated
3
 and 

that this concentration is contributing to premiums rising faster than inflation.  

 

Is the FEHB more or less concentrated than the overall commercial market? As the table in 

Attachment 1 shows, BCBS market share in FEHB is greater than its market share among all 

products in 46 of the 51 markets shown. In contrast, Aetna has less of a market presence in 

FEHB than overall in 29 of the 32 markets where a comparison was possible. Similarly, Humana 

had greater market share in the overall commercial market than the FEHB market in 20 of the 21 

states where a comparison could be made.  In all 45 states where United Healthcare operates, its 

FEHB market share is less than its overall market share. 

 

Proposed change 

                                                 
3
 J.C. Robinson, “Consolidation and the Transformation of Competition in Health Insurance,” Health Affairs, Vol 

23, Number 6, Nov/Dec, 2004.  
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As described above, OPM is allowed to contract for health insurance services from four health 

plan types: 1) service benefit plan; 2) indemnity insurance plan; 3) employee association plans; 

and 4) comprehensive health plans. However, the health insurance market includes other plan 

types that OPM is precluded from contracting with. The largest examples are regional preferred 

provider organizations such as those operated by Humana, Aetna, Cigna, and United Healthcare. 

These health insurers participate in the FEHB program through HMOs in limited service areas; 

however, they do not participate nearly to the extent that they could, given their presence in the 

overall market in these states. Allowing OPM to negotiate with these organizations as regional 

entities will enable them to participate in the most efficient and effective way while at the same 

time providing FEHB enrollees with greater choice. 

 

The addition of other plan types would enable the FEHB to respond to future changes in the 

dynamic health insurance market. With the implementation of health reform, there is the 

possibility that new health plan types may emerge; for example, accountable care organizations 

may become health insurers in their own right.  OPM cannot be responsive to enrollee needs if it 

must seek a law change every time a new opportunity emerges. 

 

It is important to emphasize that OPM is not obligated to contract with every health plan that 

applies to participate in the program; each health plan must meet qualifying criteria and OPM 

must determine if the introduction of the plan is in the best interests of the program.  Examples 

of qualifying criteria include the availability of financial reserves sufficient to withstand 

significant changes in enrollment or the marketplace, having marketing materials that are clear 

and transparent, compliance with prompt payment rules, and having adequate provider networks 

to ensure enrollee access. 

 

OPM exercises discretion in approving plans to ensure that they do not unnecessarily disrupt the 

FEHB market and disadvantage enrollees.  For example, when high deductible options were 

introduced, OPM required that the plans establish and contribute to individual health savings 

accounts to protect enrollees in case of unforeseen illness and to retain the actuarial value of the 

benefit.  High deductible plans remain an option in the program but their collective enrollment is 

less than 2%.  We do not expect that expanding the number of plan types will result in more high 

deductible options. 

 

The following language had been proposed by OPM in 2007 to enable more plan types to 

participate in the program: 

 

Section 8903 of title 5, United States Code, is amended, by adding the following after 

8903(4)(C) –  “(5) ADDITIONAL HEALTH PLAN TYPES.─ Plans that offer health 

benefits of the types named under section 8904(a)(1) or (2), or both, through physicians, 

hospitals, and other health care providers.” 

 

This language would enable the FEHB to contract with contemporary health plan types that are 

currently major players in the private sector market, such as regional PPOs, and allow OPM to 

add plans in the future that would advantage plan participants.  Nothing in the proposed language 

would restrict current insurance carriers from also offering additional plans under the new 
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paragraph (5), and it is reasonable to expect that new carriers would participate once invited into 

the program. 

 

Moreover, to be clear, we do not interpret the language of the proposed section 8903(5) as 

allowing OPM to contract with entities that only provide one service, such as pharmacy benefits. 

The proposed language is modeled after existing FEHB language, specifically appearing in 

section 8903(1), (2), and (3).  As with those other sections, each additional health plan added 

through the new section 8903(5) would be required to offer “benefits of the type” described in 

Section 8904 (a)(1) or (2).  Thus, consistent with our long-standing interpretation of this 

language, the proposed section 8903(5) would not authorize OPM to contract with an entity, 

unless that entity provides the array of health services listed in 8904(a)(1) or (2), as is required of 

other health plan types listed in section 8903.  For example, Pharmacy Benefit Managers (PBM) 

do not provide the array of services identified in sections 8904(a)(1) or (2), but instead act as 

agents for health plans in the purchasing of drugs from manufacturers and the supply of drugs to 

retail pharmacies and by mail order.  Section 8903(5), therefore, would not authorize OPM to 

“carve out” pharmacy benefits by contracting directly with PBMs for this purpose.  As stated in 

the President’s budget proposal, we remain very interested in obtaining legal authority that 

would allow us to contract directly for pharmacy benefits.   

 

Impact of Expanding Plan Types 

Insurance markets are difficult to enter, in part, because enrollees tend to stay with health plans. 

On average, between 3 and 5 percent of FEHB enrollees change health plans each year.  

Additionally, the resources and effort required to develop a health insurance product and bring it 

to market are significant and cannot be mustered quickly. For these reasons, we do not expect 

many new health plans to enter or expand their presence in the FEHB market, nor do we expect a 

sudden growth in plans. The most likely occurrence would be those regional insurers already in 

the FEHB would to seek to expand their presence in the program. We expect that this will evolve 

over a number of years.   

 

Another possibility is that plans that participate in the BCBS Federal Employees Plan (FEP), the 

national aggregation of BCBS local plans with whom OPM contracts, will opt to contract 

separately with FEHB while maintaining their existing relationship through BCBS FEP. 

Wellpoint and Anthem, for example, are large regional PPOs within FEP that could seek this 

option.  

 

Concerns have been raised about the impact of this change on BCBS Standard, which includes 

44% of FEHB enrollees.  We do not believe that this change in and of itself will have a 

destabilizing impact on BCBS Standard.  BCBS Standard has attracted and retained an older 

population on average.  As the chart below indicates, Standard option already has a greater 

proportion of age 55 and over relative to other plans in the FEHB. 
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In addition, BCBS Standard has been losing enrollment (mainly to BCBS Basic) in recent years 

and has experienced a greater concentration of higher cost enrollees.  As a consequence, the 

enrollee share of premium has grown steadily (see chart below).  
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Hence, BCBS Standard will need to adjust to the market regardless of the addition of plan types. 

In fact, having viable regional health plans available to take higher risk enrollees should make 

this transition easier.  

 

There are other changes that FEHB has made or could make to increase competition.  FEHB is in 

the process of changing the way community rating is done such that value of premiums for 

community-rated plans (locally-based HMOs) will be assessed based on the plan’s ability to 

achieve a medical loss ratio (MLR) threshold instead of the similarly sized subscriber group 

methodology currently in place. The MLR-based rating methodology provides a more 

predictable and more transparent way of rating HMOs; this change should lead to more plans 

staying with the program and some new plans entering the program. 

 

Another change would be to price all plans on a state basis.  Currently, the ten national plan 

options (BCBS and EOs) have national premiums for self and self plus family, whereas, the 

remaining plans have premiums based on local market conditions. The effect of the national 

premiums is to distort local markets: undercutting community-rated prices in high cost markets, 

but disadvantaging national plans in low cost markets.  In Massachusetts, a high cost state that 

includes several strong managed care organizations, BCBS enjoys 88% market share in FEHB, 

but only 48% market share in the overall commercial market. 
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In sum, while OPM is open to exploring various options to modernization, we believe adding 

contracting flexibilities would bring needed competition to the program without causing 

disruption of the FEHB marketplace. 
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Attachment 1 
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MarketShare FEHB vs. All Products

State FEHB All Products FEHB All Products FEHB All Products FEHB All Products

ALABAMA 0% 2% 89% 82% 0% 3% 0% 8%

ALASKA 3% 13% 79% 70% 0% n/a 0% n/a

ARIZONA 9% 20% 59% 26% 0% n/a 0% 21%

ARKANSAS 0% n/a 74% 66% 0% 6% 0% 10%

CALIFORNIA 2% 6% 40% 28% 0% n/a 5% n/a

COLORADO 3% 8% 53% 29% 0% n/a 0% 24%

CONNECTICUT 2% 6% 78% 35% 0% n/a 0% 18%

D.C. 11% 4% 58% 63% 0% n/a 7% 23%

DELAWARE 3% 17% 80% 51% 0% n/a 1% 5%

FLORIDA 1% 9% 74% 20% 2% n/a 0% 22%

GEORGIA 4% 8% 63% 45% 1% n/a 0% 11%

HAWAII 0% n/a 78% 58% 0% n/a 0% 12%

IDAHO 1% 5% 72% 58% 0% 5% 0% 6%

ILLINOIS 2% 5% 69% 72% 7% 5% 2% 7%

INDIANA 1% 5% 74% 53% 0% 6% 0% 10%

IOWA 0% 2% 67% 69% 0% 5% 3% 10%

KANSAS 1% n/a 71% 48% 2% 7% 0% n/a

KENTUCKY 1% n/a 78% 50% 1% 24% 0% 5%

LOUISIANA 1% 6% 72% 54% 0% 15% 0% 10%

MAINE 1% 9% 83% 58% 0% n/a 0% 7%

MARYLAND 8% 11% 63% 44% 0% n/a 9% 20%

MASSACHUSETTS 1% n/a 88% 48% 0% n/a 0% 4%

MICHIGAN 1% 4% 68% 59% 0% n/a 0% 6%

MINNESOTA 1% n/a 72% 45% 0% n/a 0% n/a

MISSISSIPPI 1% 4% 76% 67% 0% 8% 0% 10%

MISSOURI 1% n/a 59% 32% 3% n/a 5% 16%

MONTANA 0% n/a 70% 58% 0% 10% 0% 6%

NEBRASKA 1% 3% 76% 36% 0% 6% 0% 15%

NEVADA 2% 5% 51% 18% 0% n/a 0% 53%

NEW HAMPSHIRE 1% 3% 81% 61% 0% n/a 0% 6%

NEW JERSEY 12% 19% 67% 43% 0% n/a 0% 22%

NEW MEXICO 1% n/a 49% 23% 0% n/a 0% 22%

NEW YORK 7% 4% 56% 24% 0% n/a 0% 25%

NORTH CAROLINA 1% 5% 75% 56% 0% 4% 0% 19%

NORTH DAKOTA 0% n/a 83% 85% 0% 7% 0% 2%

OHIO 3% 7% 63% 28% 0% n/a 0% 12%

OKLAHOMA 1% 12% 79% 45% 0% n/a 0% 17%

OREGON 1% n/a 54% 27% 0% n/a 0% 8%

PENNSYLVANIA 6% 8% 72% 60% 0% n/a 0% n/a

RHODE ISLAND 1% n/a 90% 51% 0% 2% 0% 35%

SOUTH CAROLINA 1% n/a 74% 50% 0% n/a 0% 15%

SOUTH DAKOTA 0% n/a 76% 57% 0% 7% 0% n/a

TENNESSEE 5% 5% 71% 38% 0% 7% 0% 28%

TEXAS 2% 17% 69% 28% 3% 6% 0% 20%

UTAH 1% n/a 57% 24% 0% n/a 0% 8%

VERMONT 1% n/a 83% 48% 0% 3% 0% 7%

VIRGINIA 5% 7% 66% 56% 0% n/a 4% 8%

WASHINGTON 2% 6% 48% 51% 0% n/a 0% 10%

WEST VIRGINIA 1% n/a 80% 37% 0% n/a 1% 7%

WISCONSIN 1% n/a 61% 23% 0% 11% 0% 28%

WYOMING 0% n/a 81% 45% 0% 7% 0% 10%

Markets to compare

All Products > FEHB

Sources : 1) FEHB Semi-Annual Headcount, March 2011; 2) NAIC Statistical Compilation of Annual Statement Information for Health Insurance Companies in 2010

29 5 20 45

Aetna BCBS Humana United

32 51 21 45

 


