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Where's the 'Feeb'? 
Why Health Insurance 
That Works Still Fails 
To Catch On Broadly 
Touted as Model for Reform, 

Federal Plan Hits Snags 
Itself, Sparks Resistance 

'If We Have It, You Should 

By SHA~LACH Mmmv 
Staff Reporter of THE WALL STREET JOURNAL 

Is an old federal program the magic bul- 
let for health-care coverage? 

Democratic presidential candidate Bill 
Bradley thinks so, and so do conservative 
economists. DNg-Company executives- 
the same ones who fear government price 
controls-believe it's the answer for mod- 
ernizing Medicare. Some big employers 
also wouldn't mind trading their private- 
sector plans in for the government's. 

But for all its fans, the Federal Employ- 
ees Health Benefits Program just hasn't 
caught on outside federal precincts. Why 
that is so says a great deal about the mar- 
ketplace and mindset. 

For40years.FEHB ("feeb," a s i t i sp re  
nounced) has provided health care to mil- 
lions of government workers and fan.,ly 
members in a way that turns the private- 
sector approach on its head. Rather than 
buying insurance on behalf of its employ- 
ees, it gives them what is essentially a 
voucher to purchase the plan of their 
choice. The program screens more than 300 
plans nationwide, and in most regions em- 
ployees can select from at least 10. 
A Buyer's Market  

To its many admirers, the allure of 
FEHB is how it transforms health-care cov- 
erage into a buyer's market and promotes 
consumer-friendly competition that isn't 
present in the privatesector system. Fed- 
eral workers are avid cornparkan-shop 
pers at annual health-insurance fairs. B e  
cause they pay a portion of their own pre- 
mium, they tend to be pragmatic in their 
selections: an inexpensive health-mainte- 
nance organization when they're young 
and healthy, a plan with good drug benefits 
after they retire and go on Medicare. If 
they run into hassles or poor service, they 
simplysnftch tqanofherhsurer. 
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What's News- 
* * *  I *  b Business m d  Finance 

LAX0 WELLCOME: and SmithK- G line Beecham intend to intimidate 
rivals by exploiting their giant, merged 
research-and-development budgets 
and seizing on the promise of the Inter- 
net, the companies said in announcing 
their $75.7 billion deal. They plan to 
take the popular direct-to-consumer 
marketing approach beyond traditional 
advertising by creating or sponsoring 
sites where patients can learn about 
Glaxo Smithmine drugs. 

(Artlcleon PaDeA3) 
* * *  

Warner-Lambert Is expected to an- 
nounce surprisingly strong fourth- 
quarter earnings, a development that  
the  firm hopes will bolster its negotiat- 
ingposition with bidder Pfizer. 

(Artlcle on P a w  A31 
* * I  

El Paso Energy reached an agree- 
ment to acquire Coastal for $9.9 billion 
in  stock plus the  assumption of $6 bil- 
lion in debt and preferred stock. 

(Article on Page A3) 
* * *  

Motorola's four thquar t e r  profit 
met expectations, but the  firm contin- 
ues to struggle with Iridium and parts 
shortages for wireless phones. 

(Articlean Paw A41 
* * *  

Soaring stock prices, particularly 
in technology and Internet issues, are 
making even euphoric investors worry 
that  the market  is wildly overvalued. 

(Articleon Pa(leC11 
* I *  

The income gap between rich and 
poor in the U.S. widened during the 
1990s. but the size of the gap varied 
sharply by state, a study found. 

(Articlean PapeA2) 
* * *  

Treasury Secretary Summers told 
executives in  India that  any new WTO 
 discus^^ ,must address worker 

and environmental 

* * *  I 
World-Wide L 

MIDEAST TALKS WERE POSTPONED 
indefinitely over Syria's Golan demands. 

High-level negotiations were to have re- 
sumed tomorrow in the US., but Damascus 
demurred, saying Israel should agree to a 
pullout from the strategic heights before any 
other issues are discussed. Meanwhile, Is- 
rael's Prime Minister Barak and Arafat held 
an unscheduled meeting at which a delay in 
drafting a permanent-treaty framework was 
discussed. It is now due Feb. 13. Earlier, a 
pipe bomb injured 22 Israelis in Hadera. 

Two US. nuns, one a sister of Clinton 
epaide Stephanopoulos, blocked Pules- 
tinian police from seizing an Orthodox 
monastery for the Moscotu Pntriarchnte. 

Bush is scrambling to gain ground on Mc- 
Cain in New Hampshire, where he trails 
with the nation's first primary due in two 
weeks. His emphasis on tax cuts may appeal 
to state voters, but it could cost him support 
later. Meanwhile, Gore and Bradley squared 
off in an Iowa debate, their last before Mon- 
day's caucuses. (Articles on Page A281 
Martin Luther King Day marchers held a 

big rally at the South Carolina statehouse to 
demand that the Confederate flag be taken 
down. The crowd of 50,000 called it a symbol 
of slavery, but others say it is a vital part of 
the state's heritage. The issue is forcing 
tough choices on GOP primary candidates. 

Russian artillery shelled mountain roads 
in Chechnya as troops appeared nervous 
over the possibility of fresh rebel attacks be- 
hind their lines. Acting President Putin met 
with EU human-rights officials and criti- 
cized Western reporting on the war. The 
newly elected Duma is to convene tcday. 

A Pinwhet second opinion was requested 
by Spain, which, after initial hesitation, 
passed to Britain a judge's request that new 
tests be done to see if Chile's ex-dictator is fit 
to stand trial. Madrid's move, which some 
see as a face-saving gesture, could hold up 
Pinochet's release. (Article on Page A231 

Chile's president-elect vowed to fulfill 
campaign promises to speed up an economic 
recovery and curb crime. Ricardo Lagos, a 
center-left candidate who won election nar- 
rowly in a runoff Sunday, needs to spur 
strong growth to fund his initiatives. Advis- 
?IY qutlined ideas. (Article on Page A211 

* * *  

* * *  

* * I  

* I *  
A chief Iraqi arms inspector was named 

i.. TI ., L. n ̂ _̂ .̂  1 .__._ -... .L. 

*Isthestockma 
has the new eci 

rnartet bubbles 

On Mort 
'Stompel 
Famed I; 

* 
Magical Twi 

Environi 
Wall-to- 

BY 

- 
Staff Reporter of T 

MONHEGAN 
Boegel marches d 
towering spruce t 
afternoon shadou 
house of twigs sht 
old son. Ms. Boeg 

This is the sel 
the house in tatti 
cones, reconstruc 
shelter, which res 

It may have I 

Boegel h o w s  tha 
have been wreck 
faction of Monheg 
dwellings that ab 
serve as a refuge- 
for fairies. 
'Underground R 

Ms. Boegel, ai 
20 years. vows pel 
underground re& 
going to stop us.'' 
"We build them a 
On this isolate 

Ocean and known 



t ' w l  ih i!:iofSicial historim "And you get 
better prices, service, benefits, every- 
trag." -- 
Model of the Moment 

All this has made the federal program 
the model of the moment for health-care re- 
form. Prominent members of Congress 
from both parties have endorsed it as a 
blueprint for fixing Medicare. Some politi- 
cians-including Ted Kennedy in the early 
1990s-have proposed largescale health- 
care reform based on it. Mr. Bradley is 
staking his presidential campaign on an 
ambitious health-care policy that would 
open the FEHB program to all adults. espe- 
cially Medicaid recipients and uninsured 
people. Health-policy experts and econo- 
mists would scrap private employer-based 
coverage altogether and replace it with a 
federal-style defined contribution. Even 
Vice President AI Gore, who is pummeling 
Mr. Bradley's health-care plan, had his 
own FEHB flirtation in 1994, when he told a 
crowd in Tennessee, "If we have it. you 
should have it." 

The program first hit the national stage 
in the early 1990s as a moderate alternative 
to President Clinton's single-payer plan. 
Then, as now, health-care costs were sky- 
rocketing and the uninsured pwl was 
widening, and the two stalwarts of Ameri- 
can health-care coverage-the private em- 
ployer-based benefit system and 
Medicare-seemed too clumsy and rigid to 
fix the problems. Today, health-care cover- 
age is one of the few basics in American 
life that hasn't improved in the new econ- 
omy: Benefits are tethered to employers, 
millions of people work for companies that 
don't provide health insurance, and most 
people have no control over the type of cov- 
erage they have. 

Mike McCord. a longtime Senate 
staffer, hears stones about the battles peo- 
ple must wage just to see a specialist. and 
his private-sector friends often complain 
about how shoddy their health coverage 
has become. But as Mr. McCord says, "I 
can't relate to any of that." 
A Pre-Wsthg Condition 

Mr. McCord attended his office's 1999 
health fair on crutches. When he entered a 
Senate conference room during his lunch 
hour, a dozen or so insurance agents stood 
over stacks of enrollment packets, looking 
perky and solicitous as people made the 
rounds shopping for coverage. No one 
blinked when Mr. McCord hobbled up to 
the table, a preexisting condition if ever 
there was one. 

The lanky aide has switched plans five 
times in 15 years and is in the market for 
new coverage because his old plan, NYL- 
Care, was bought by Aetna U S .  Health- 
care, and Aetna doesn't cover all the Mc- 
Cord family doctors. Private-sector em- 
ployees have to live with this sort of incon- 
venience-they take whatever plan their 
company offers. Mr. McCord will spend the 
next several evenings comparing the doc 
tors and benefits of at least five Washing 
ton-area plans. 

For insurance companies, selling to fed- 
eral employees has always been a higher 
art because they're dealing with individu- 
als and not entire work forces. They can't 
turn anyone down. On the other hand, they 
can draw from a vast pool, currently nine 
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* * *  
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* * *  

.. .~ * * *  
enhanced frequent-traveler program. Ge,.,,,any~s Christian I an emereencv meetine todav as a camoaim [Articlean Pa(leM) 

stake to a US 'mves to r  group. 
(Articleon P a w  AZI) 

* I *  

A frost in China may force Beijing 
to import sugar, a move that  could 
ease a global glut and boost nrices. 

* x *  tinanc? srandal en&i'lfrd ;now pnrti o ' h  
Indonesia is preparing lo change I rials. Chancellor Schroeder pined c3lls to 1 

* * I  
Indonesian Muslims rampaged through 

the resort island of Lombok, 5urning as 
many as 12 Christian churches. Several peo- 
ple were hurt. President Wahid has comeun- 
der criticism by the army for not cracbng 
down harder as sectarian violence surees. 

(Articleon PaceC18) 
* * *  

Mortimer Zuckerman reassigned a 
number of senior executives in his 

- I 

(Arttdeon Paw CIBI * I *  

* * I  1 Colomhian rebels blew UD 22 high-voltage I 

people and cut power to hundreds of thou- 
sands in Washington and Oregon. Winds of 
115 mph were clocked in one coastal town 
Sunday, and Seattle's Space Needle closed. 
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* * *  
Six big semiconductor firms are 

technology. The broad alliance a ims to 
make the  process more cost effective. 

(Articleon PawA211 
* I *  

Bank of America faces pressure to 
allay Concern that its eadngs-per- 
share  growth will be at the  low end of, 
or miss, an expected 12% to 15% rate. 

(Article on Paw A6) 
* * *  
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Continued From First Page 
million employees, dependents and re- 
tirees. The trick is to structure benefit 
packages with extreme precision to attract 
the widest possible mix of ages and condi- 
tions. "You don't want to appeal overly to 
groups looking for specific benefits" such 
as generous drug coverage, says James 
Barnett. counsel to the Mail Handlers' Ben- 
efits Plan, the second-largest plan in the 
program. after Blue Cross & Blue Shield. 

On the surface, there is little to distin- 
guish the federal program from the private- 
sector equivalent. Once federal workers se- 
lect a plan, they pay their share-ahout a 
quarter of the total premium-through a 
payroll deduction. They don't process their 
own claims or fight claims disputes. I n  
deed, the government's exhaustive com- 
plaint-resolution process even gives pa- 
tients a right to sue as  a last resort. 

Still, many prefer the devil they know. 
FEHB might well be a panacea, hut for the 
continuing backlash against large-scale 
reform since the Clinton health-care plan 
failed. That helps explain why incremental 
health-care refom-which Mr. Gore is of- 
fering-is so popular these days. 

"I think very few people would say, if 
we were writing on a blank slate. that the 
roverage model we have now makes 
smse,'' says Ron Pollack, head of Families 
USA, a leading health-care advocacy 
group. "But we're not writing on a blank 
slate. And you'd better make sure that 
what renlaces it does not nut Deonle in a . . .  
u m t ,  si i i imm than triddy:' 

\ lureow. FEllB isn't perfect. Krp.  Jim 
hlc ikrnrott of Washingtun state recalls the 
experience of a friend who works for the 
State Department in Washington. The 
man's wife had cancer and the recom- 
mended treatment wasn't covered under 
the husband's Blue Cross & Blue Shield 
federal policy for his region, though it was 
covered in other parts of the country. 

"That's the story of FEHB," says Mr. 
Mcdermott. who has endorsed Mr. 
Bradley's health-care proposal hut has no ii- 
lusions about the federal program. "It 
sounds like a good idea. And members of 
Congressunderstandit. because wehaveit. 
But that . . . doesn't make it the answer for 
everything wrong with health care today." 

The problems with health care are fa- 
miliar ones: Costs are soaring, coverage is 
patchier than ever, and those who have it 
aren't getting what they expect-espe- 
ciaily as premiums and co-payments rise 
and individuals pay more of their own med- 
ical expenses. Congress and state lawmak- 
ers are under pressure to give people the 
right to sue their health plans; to guaran- 
tee basic rights such as access to emer- 
grncy-room care: to ensure the privacy of 
medical records: tocontroldrugprices and 
add a drug benefit to Medicare. And then 
there is the record uninsured pool, which 
tops 43 million people, most of whom are 
low-wage workers. 

PEHB has suffered much of the turmoil 
that has hit the private health market in re- 
cent years: rapid consolidation of health 
plans. risingcosts and an agingwork force. 
One pressing problem is that prescrintion 

antibiotic that wasn't wered .  A gwd drug 
benefit was hrr top priuriry when she hit a 
recent tloiise health fair. 

The average age of enrollees in the 
many feder.il plans is well into the 50s. and 
the cost of providing tests and drugs fur 
this crowd is a leading reason why their 
[iremiunrs are way up--iiearl). 9': this 
vear--for the third year running. I n  addi- 
iion, federal plans must fully insure many 
elderly retirees who were iiewrr eligible fur 
Medicare tgwvemment wiirkrrs didn't be- 
come eligible [or Medicare until IYh41. 

Keiineth Thorpe. a hedlth-policy prufes- 
sor and a former Clinton administration 
health officidl. says the White House 
looked at fhr  federal program in the early 
19911~. in the processuf crafting thr Clinton 
health plan. hut ronchded it had too many 
idiosynrrasies. For instance. the Office of 
Persiinnel Management-a highly effi. 
cient operation that administers the pro- 
gram with fewer than 200 employees-en. 
juys 3 uniqur stafus in negulidting preml- 
ums: 1nsiir;incr cumpanies must sell plans 
tothe government at the best price they're 
offering tu any customer. "You ran take 
sume of the basic tenets and apply those." 
S R ~ S  Prof. Thorpe. "but the FEHB prograin 
ciaild never be expanded intu the privatr 
srctur. the way it's run by OP31." 

More than 100 plans have left the fisd- 
era1 prugram in recenf years. Some were 
local HMOs that couldn't muster the enroll- 
ment to justify the extra costs of offering a 
federsl plan. Oihers. including d number 
of union plans and a plan that served mem- 
bers of Congress and their stdff. have gone 
bust because they offered generous bene 
fits fur too low a prier. 

Recently. administrators of the federal 
priigrsm have ciime to an unlikely condu- 
s o n :  Less cumpetition may actually be ,I 
gn)d fhing. Despite living by stricf fin:in- 
rial rules. the routine aiidits of claims datii 
and even ~ U S ~ O ~ ~ P S ~ N ~ C ~  calls. plans are 
ohliged to follow few guidelines in actually 
:idminisfering healfh care. JdnjCe 
Lachance. directur of the OPM. believes 
the government should raise the bar for e n  
try into the federal program and been 
mandating tredtment standards. She ar- 
gurs that this will eliminate wasteful prac- 
tices and ensure the same level of care for 
every enrollee. 

The nght.to-sue legislation that Con- 
gress is considering. plus fhe new save uf 
cost increases. hdvr sparked talk in the pri- 
vdte secfur uf creating 3 federalstyle 
hrdlth benefit. I t  would he a way to con 
tinue extending coverage while shifting 
siimr of ihr responsibility to einployees. 
Cltinr~tely. rhe federal model cuiild wen 
work as  i i  hlurpriiit fur a more flexible and 
por1;ihlr system. where coverage is r e  
garded as  an individual asset such as  ii 
4(11tki retirrment pl:in. 

As always with health-car? reform. rhe 
stniggle is to ?onvince prople whu have 
cowernqe that change won't make matters 
worse. Xerox Corp. got intu this jam i i i  Dc- 
crniber when word spread uf a speech at d 
Wishingtrin hrnltll-care conference by tliu 
company's w e  president fur benefit% Pn- 

rox workers. a mmnanv snokeswuman now I I 

emolovees more choice and flexibilitv. and I I 

we're not going to toss something out there 
if the marketplace is not ready." 

Mr. Bradley also is learning this lesson. 
His health plan, with its $65 billion-a-year 
price tag, has proven an easy target for his 
opponent. Mr. Gore is especially disparag- 
ing of Mr. Bradley's use of "vouchers" to 
replace Medicaid, a political buzzword for 
"you're on your own." 

For lawmakers, the most obvious candi- 
date for a FEHB-style overhaul is 
Medicare. Democratic Sen. John Breaux of 
Louisiana, one of the leading hackers of the 
idea, says he expects the Senate to begin 
debate of a Medicare reform hill this year 
that would add a private-insurance option 
to Medicare modeled after the FEHB pro- 
gram. Numerous health-care-industry 
leaders suppart the idea, including Ray- 
mond V. Gilmartin, chairman of Merck & 
Co. He calls FEHB "the ideal way" to 
strengthen Medicare and to add a drug ben- 
efit. Mr. Gilmartin and other industry lead- 
ers are now in discussions with the White 
House to try to hash out a compromise with 
President Clinton, who would take a differ- 
ent approach to reforming Medicare and 
creatingadrug benefit, one the drugindus- 
try fears would lead toprice controls. 

Stuart Butler is an economist with the 
conservative Heritage Foundation and one 
of the orieinal chamoions of the federal 

II program. iie wrote h i  first p q c r  about it 
in the 1970s. "Remembw 20 y e m  ago. 
when ~irople u'ere talkme, iihiiut creatine. R 
different ieleohone svsiem?" Mr. Butier I I 
says. "The aigumeni was that long dis- 
tance service was a natural monopoly and 
everything would unravel if it were dis- 
solved. It's a conceptual obstacle. People 
lwk at the FEHB program, and they don't 
know what to say." 
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