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Nondefense discretionary spending is controlled by lawmakers through appropriation acts, which specify how much money can be obligated for certain government programs in specific years. Those acts fund a wide array of federal activities that provide direct benefits to individuals, give grants to state and local governments and private entities, pay for federal employees' salaries, and fund contracts for goods and services provided by the private sector. Nondefense discretionary spending also includes outlays for certain highway and airport infrastructure and public transit programs whose funding is considered mandatory. The outlays for those programs are considered discretionary because annual appropriation acts limit the obligations that can be made from the mandatory funding.
Most nondefense discretionary funding is provided one year at a time; that funding translates to outlays when the money is spent, which can occur over one or more years. In its 10-year baseline projections, the Congressional Budget office projects nondefense discretionary spending in accordance with section 257 of the Deficit Control Act. That section requires projections of funding for discretionary programs to grow each year with inflation. For any program without an appropriation provided for future years, CBO projects funding in those years by applying an inflation factor to the most recently appropriated amount.
In 2019, nondefense discretionary funding (including obligation limitations for certain transportation programs) totaled $718 billion and outlays totaled $661 billion. Federal programs to address the effects of the coronavirus pandemic increased that funding to $1,204 billion and $938 billion in 2020 and 2021. Outlays also increased in those years, to $914 billion and $895 billion, respectively.
A broad range of federal programs are funded through nondefense discretionary appropriations, including the following:
Air, rail, road, and maritime transportation programs of the Department of Transportation ($104 billion in 2019, including obligation limitations of $60 billion);
Programs for early childhood, elementary and secondary education, and some post-secondary programs, including job training, administered by the Department of Education and other agencies ($99 billion in 2019);
Health and other benefit programs for veterans provided by the Department of Veterans Affairs ($87 billion in 2019);
Scientific research and space programs administered by the National Science Foundation, the National Institutes of Health, and the National Aeronautics and Space Administration ($67 billion in 2019);
Diplomatic and consular programs and international aid programs administered by the Department of State and the Agency for International Development ($56 billion in 2019);
Law enforcement programs in the Department of Justice and the Department of Homeland Security ($55 billion in 2019);
Housing assistance programs for low-income tenants provided by the Department of Housing and Urban Development ($51 billion in 2019); and
Management of the nation's natural resources and the environment, including activities of the National Park Service and programs of the Environmental Protection Agency ($45 billion in 2019).
In most years, transportation and education programs account for the largest shares of nondefense discretionary outlays. In 2019, for example, outlays for programs in those areas accounted for 29 percent of the total. In 2020 and 2021, a larger-than-usual share of nondefense discretionary outlays was for health care programs other than those for veterans (20 percent and 16 percent, respectively, compared with 10 percent in 2019). The difference is largely attributable to increased outlays for programs related to the pandemic.
Much of the federal government's discretionary spending for transportation and education programs takes the form of grants to state and local governments. Those federal grants are intended to contribute to the funding for construction of highways and public transit facilities and to the funding of education for children from low-income households and children with disabilities. In most cases, state and local governments have broad latitude in deciding how to use those funds as long as they meet the program's requirements.
Federal grants are rarely the only source of funding for the projects and programs they support; state and local governments also contribute funds for those purposes. Typically, state and local governments must meet certain spending requirements to receive federal money. For many highway and transit programs, grants from the federal government pay for 80 percent of the cost of funded projects. To receive federal funds, state and local governments must cover the remaining 20 percent with their own resources, such as state tax revenues or bond issues. For education grant programs, the requirements are different. Instead of matching requirements, many education grant programs include maintenance of effort requirements. For many programs, to avoid reductions in federal grant amounts, a local education agency must spend at least 90 percent of what it spent the previous year from nonfederal sources.
Option
There are many possible paths to implementing reductions to nondefense discretionary spending. Policymakers could choose to make small reductions in many programs to achieve a targeted amount of savings. Alternatively, policymakers could opt to focus on fewer programs but reduce spending for those programs by a greater amount, perhaps eliminating some of them. Some changes would be straightforward, whereas others might have more complicated interactions with other federal programs.
Under this option, the reductions would be achieved by decreasing funding for two of the largest areas of nondefense discretionary spending: Specifically, funding for grants to state and local governments for certain transportation and education programs would be reduced by one-third of the amounts projected for those programs in CBO's baseline. Although reducing spending on grants would affect the budgets of state and local governments, those reductions would not have major interactions with other federal programs.
Effects on the Budget
Reducing spending authority (that is, budget authority and obligation limitations) for grants to state and local governments for certain transportation and education programs by one-third would result in funding reductions of $398 billion from 2024 to 2032. Those reductions would reduce the deficit by $332 billion over the same period. The reductions would amount to 2.1 percent of total discretionary outlays and 3.6 percent of nondefense discretionary outlays in 2032 in CBO's baseline; over the 2024–2032 period, they would equal 1.8 percent of total discretionary outlays and 3.3 percent of nondefense discretionary outlays in the baseline.
Obligation limitations for grants to state and local governments for highways and mass transit programs would be reduced by one-third, or $25 billion, in 2024; those reductions would increase to $29 billion in 2032. (Obligation limitations for those programs in CBO's baseline projections total $75 billion in 2024 and $88 billion in 2032.) Making such changes in each year over the 2024–2032 period would reduce outlays by $190 billion over that period.
Federal funding for elementary and secondary education would be similarly reduced by one-third; those reductions would amount to $16 billion in 2024 and would rise to $19 billion in 2032, resulting in a reduction in outlays of $141 billion over the 2024–2032 period. In CBO's baseline, funding for those programs increases from $48 billion to $56 billion over that period. Funding for the two largest discretionary grant programs for elementary and secondary education—Title I grants for the education of children from low-income households and special education grants for the education of children with disabilities—is projected to total $34 billion in 2024 and $40 billion in 2032 in CBO's baseline.
Funds for highway and transit grants may take up to five years from the year of obligation to materialize as outlays. That lag occurs because the federal government obligates all the funds necessary for covering its share of the cost of a highway project but reimburses states only after they incur eligible expenses. About one-quarter of the savings in outlays associated with a reduction in obligations in a given year are projected to occur in the same year, and less than half occur the following year. A small portion of obligation limitations is not used each year and therefore expires, and a small portion of obligations never results in outlays.
Federal grants to state and local governments for highways and transit are financed mostly through the Highway Trust Fund, which has separate accounts for each mode of transportation. Those accounts are funded through a variety of excise taxes on fuels and excise and use taxes on certain kinds of trucks and tires. In recent years, outlays from the trust fund have routinely exceeded revenues from those taxes. As a result, the Congress has transferred money from the general fund of the Treasury to the Highway Trust Fund. In CBO's current baseline, outlays continue to exceed revenues, and accumulated balances in both the highway and the transit accounts are exhausted in 2027. This option would delay the projected exhaustion of the transit account until 2029 and the highway account until after 2032. (CBO's projections of outlays from the Highway Trust Fund are unaffected by whether the fund is exhausted.)
Because school years typically span more than one fiscal year, appropriations for education grant programs generally include funding for both the current fiscal year and the following fiscal year. Under this option, outlays arising from grants to state and local governments for elementary and secondary education would decrease over multiple years after funding amounts were reduced.
Source: DA - Deficit Spending - Michigan 7 2023 BFHGR · Michigan · 2023




