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Most people find the national government budget very confusing, and many hold misconceptions concerning
national government spending. In addition, the very large numbers intimidate most people. In order to
understand basic features of the national government spending it is important to be clear about central terms
and about other important concepts.
Most government budget years (or fiscal years) do not have the same starting and ending date as calendar
years. The national government budget year (fiscal year) starts October 1 and ends the following September
30; it is named after the calendar year in which it ends. (Many state budget years start July 1 and end June
30, though states vary.) Until 1976 the US Government fiscal year was July 1 to June 30; the date was
extended to allow Congress more time to consider the increasingly large and complex budget. The quarter
between the end of the 1976 budget year, which ended June 30, 1976, and the start of the 1977 budget year,
which began October 1, 1976, is called the “Transitional Quarter” (TQ) and belongs to no budget year.
Some terms are important to understand budgets. The official term for national government spending in particular
budget years is outlays (generally listed as “O” in budget documents). Revenues or receipts are the money
collected each year in taxes, social insurance contributions, and similar. When the government spends more
than it collects a deficit occurs; when revenues exceed outlays a surplus occurs. The national government
ran a surplus 1998 to 2001 but most years it has run a deficit.
Outlays indicate spending in specific budget years. National government budget makers also decide budget
authority (BA). This is the amount Congress authorizes to be spent for a particular budget element, though
the authority might be used over many years. For some budget elements, for example, building a new defense
weapon system, budget authority might be expended over many years; for others, for instance, most
personnel costs, budget authority is expended in a single budget year. The material here uses outlays.
Accumulated deficits are the national debt. Deficits increase the size of the national debt. Surpluses, on the
other hand, allow part of the national debt to be repaid, so the national debt decreases. A government does
not have to pay off the national debt but it does have to pay interest on that debt. The interest payments each
year are part of the national government budget outlays, listed as “net interest” below. The national debt is a
very large number though it was larger relative to the economy at the end of World War II. (See graphs about
government and economy, at http://oregonstate.edu/cla/polisci/price-levels-and-us-economy.)
Suggestion: It is helpful to MEMORIZE TWO NUMBERS in order to make large budget numbers understandable
relative to other numbers. Those two numbers are the approximate size of the US economy (Gross
Domestic Product, GDP), in order to relate government spending to the size of the economy; and total
budget outlays, that is, total national government spending, in order relate specific spending categories to
total national government spending.
For example, national government spending for many years was about 20 percent of GDP, with slight
variation; it has risen recently. That number is much easier to understand in “fingers and toes-sized numbers”
than are budget numbers expressed in billions and trillions of dollars. It is helpful to memorize:
 The national economy (GDP) Recently has been about $16,000-17,000 billion (that is, $16-17 trillion).
 Outlays (spending) for the US government budget in the fiscal year 2012 (ended September 30, 2012)
were $3,538 billion (that is, $3.538 trillion), which rounds to $3.5 trillion.
Example: Hearing that US national government foreign aid spending in 2012 was $37 billion and that national
government outlays for kindergarten through vocational education were $88 billion seems impressive, with
numbers too large for most people to grasp. Knowing the approximate size of total national government
spending, though, allows recognition that foreign aid was barely more than 1 percent of the budget and that
education was less than 3 percent.
Rather than thinking of the national government budget as undifferentiated billions and trillions of dollars it is
important to recognize that it has distinct parts in terms of how Congress and president deal with it and how
spending occurs.
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Starting with the 1962 fiscal year, the budget has been divided into MANDATORY AND DISCRETIONARY
SPENDING.
Mandatory spending is that which is required under current law. The Appropriations (spending) process by
Congress and presidents does not control mandatory spending. Instead, Congress and presidents control
mandatory spending by changing the underlying law by which individuals, businesses, or other groups qualify
for benefits. For example, Social Security spending or farm price support spending are controlled not by
limiting how much Congress appropriates but by changing the requirements by which people qualify,
modifying benefit amounts, and so on.
The appropriations process does control discretionary spending. That is, Congress and the president each
year consider all elements of discretionary spending and decide how much should be spent for each of the
12 main categories in the next budget year. (The Appropriations Committees in both the House and the
Senate have 12 subcommittees.)
It is important to be careful about the term “discretionary,” since it includes some elements, especially national
defense, that most people do not think of as “discretionary” but instead as an essential function for the national
government. Defense is classified as discretionary spending because of how Congress and president deal
with them, that is, through appropriations process.
The following graph shows change in the distribution of national government spending between mandatory
and discretionary spending, starting in 1962, the first year of the mandatory-discretionary distinction. As the
graph shows, since the 1960s discretionary spending has declined as share of total spending, so Congress
and presidents control directly through appropriations much less of the budget than they did then.
Net interest payments on the national debt are part of mandatory spending but are shown separately in this
graph. The non-interest part of mandatory spending is called “programmatic outlays.”
The Office of Management and Budget includes on its budget page a helpful Budget Concepts and Budget
Process guide.
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Source of data: Budget 2014 Historical Tables, Table 8.3.

In addition to mandatory and discretionary, another important division is between FEDERAL FUNDS AND TRUST
FUNDS. General national government revenues pay for federal funds items. Trust funds, on the other hand,
are collected in specific ways separate from regular taxes and charges and are “pigeon-holed” for those
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purposes. Social Security is one example, Medicare another; both are shown by separate entries on pay
stubs, in addition to federal personal income tax. Two other examples are the gasoline tax (in addition to the
national government gasoline tax, states also have gasoline taxes) and airport taxes, both of which are paid
as “user fees” by those who buy gasoline or travel by plane. The moneys from these are available for specific
purposes, not general national government spending. (A listing of all national government trust funds and
detailed monthly financial reports are available at http://www.treasurydirect.gov/govt/reports/tfmp/tfmp.htm).
The table below shows the relationship among these major categories. Note the very large importance of national
defense concerning overall national government spending. Defense is one of the “big-five” items of the
national government budget and is by far the largest federal fund item. Because all federal fund items
compete for funding (they do not have individual trust funds), decisions about spending for national defense
have large impact on the rest of federal fund spending. In recent years, national defense has made up more
than half of all discretionary spending. Discretionary spending not including national defense is labeled “nondefense discretionary.”
Combining the two categories—federal funds and trust funds and mandatory spending and discretionary
spending—produces four categories of national government spending.
1. Mandatory federal funds are funded through general revenues (taxes rather than trust funds) and are
required under current law. Two of the ‘big 5” items fit here: net interest on the national debt (currently
4th largest) and Medicaid, an “entitlement” program (5th largest).
2. Mandatory trust funds are funded through trust funds (that is, they are “pigeon-holed”) and are required
under current law. Two of the “big 5” are here: Social Security, an entitlement program and the largest
single spending category (though national defense was a very close second during some years of the
early 2000s and 2010s) and Medicare, also an entitlement program and currently the 3rd largest spending
category. (Entitlement is explained below.)
3. Discretionary federal funds are funded through general revenues (that is, from “federal funds”) and are
controlled by Congress and president through the appropriations process. The only discretionary federal
spending item in the “big 5” is national defense. It is, in fact, the only discretionary item among the “big
5,” so, as noted above, is very important in relation to its influence on national government budget
planning.
4. Discretionary trust funds are funded through trust funds but the spending is controlled by congressional
and presidential decisions. These are relatively small; none are among the “big 5.”
The word “entitlement” is important. Entitlements are those benefits to which individuals, businesses, or
other beneficiaries are “entitled” by law if they meet qualifying requirements. They are not limited by the
appropriations process. Many but not all are social spending, such as Social Security and Medicare. Farm
subsidies, though, also fit in the entitlement category.
Trust funds vs. federal funds and mandatory vs. discretionary (parenthetical number: rank among the budget “Big 5”)
Total outlays FY2012 = $3,599
B (2000: $1,789 B)

Federal Funds
(from general revenues)

Trust Funds
(“pigeon-holed” funds)

Totals (Overall total 2012:
outlays = 22.8% GDP)

Notes: B = billion ($1000 B = $1 trillion); values are not inflation-adjusted; 2012 data from CBO, February 2013
Mandatory

Net interest on debt (4) $258 B;
2000: $223 B)
Medicaid (5); $251 B (2000: 117)
Farm Supports, etc.

Discretionary

Defense, military (2) $651 B
(2000: $295 B)
TANF (formerly AFDC) was
mandatory until 1996 reforms
Many other small spending items

Social Security (1); $762 B
(2000: $406 B)
Medicare (3); $469 B (2000:
$216 B) [see additional
detail on pp 4-5 below]
Highway
Airport

2000: $1,252.8 (12.1% of
GDP)
2012: $2,030.7 (15.8% of
GDP)
2000: $614.8 B (6.3% of GDP)
2012: $1,285.2 B (8.3% of
GDP; defense 4.3%, nondefense 4.0%)

The table below summarizes overall revenues and outlays and resulting surpluses or deficits for the 2000, 2004,
2008, and 2012 budget years (FY 2000, FY 2004, FY 2008, and FY 2012), the last full year of the terms of
Presidents Clinton, George W. Bush (both terms), and Obama.
Revenue
Outlays
Surplus (+) or Deficit (-)

2000 $ billions
$2,025
$1,689
+236.4

2000 % GDP
20.8
18.4
+2.4

2004 $ billions
$1,871
$2,293
-$412

2004 % GDP
2008 % GDP
2012 % GDP
16.3
17.7
15.8
19.8
20.9
22.6
-3.6
-3.2
-7.0
Data from Budget Historical Tables
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It is important to remember the difference between percent and percentage point. The reduction in revenue
from 20.8% of GDP in 2000 to 15.8% in 2012 represents a reduction of 6.0 percentage points but about 29
percent ([6.0/20.8] x 100). Similarly, the increase in outlays is 4.2 percentage points and about 23 percent
([4.2/18.4] x 100). (Percent change always is calculated relative to the starting value.)
The table below shows that the overall national government surplus or deficit is determined by adding up
surpluses or deficits in federal funds and in trust funds. It shows that in most years a federal fund deficit
added to a trust fund surplus produces an overall deficit, but one that is smaller than for federal funds alone.
The years are the final years of the George H. W. Bush presidency, the final year of each of President Clinton’s
two terms, and the final year of George W. Bush’s first term. (These numbers are not adjusted for inflation;
they are intended to show only how overall surpluses and deficits are calculated not the inflation-adjusted
values during these time periods.)
FY1992 $ B

FY1996 $ B

FY2000 $ B

FY2004 $ B

FY2008 $ B

Federal Fund Surplus (+) or Deficit (-)
-$386.4
-$222.1
+$1.5
-$604.8
-$724.6
Trust Fund Surplus (+) or Deficit (-)
+$96.0
+$114.6
+$234.6
+$192.6
+$266.1
Overall Surplus (+) or Deficit (-)
-$290.3
-$107.5
+$236.2
-$412.1
-$458.6
Data from Budget 2013 Historical Tables, Table 1.4 (rounding might affect totals shown)

Historical data: See Office of Management and Budget, presented here for budget year FY 2013, at
http://www.whitehouse.gov/omb/budget/Historicals, that is, the budget year that began October 1, 2012 and
ended September 30, 2013. See also the graph on the final page below.
As noted earlier, the division of national government spending into mandatory and discretionary spending
categories began in 1962. The graph at the top of this page shows that mandatory spending has become a
larger part of the budget since that time. This shows that the appropriations process controls a much smaller
part of the national government budget than was true in earlier years. A result is that Congress and president
have less short-term control over the budget than earlier.
The details of mandatory and discretionary spending categories are shown in tables (only the part of each table
for recent years is shown) Study the following sections of the Budget of the United States FY2013 Historical
Tables (available online at this web site: http://www.whitehouse.gov/omb/budget/Historicals). Table 8.5
shows mandatory spending and table 8.7 shows discretionary spending. Other tables in section 8 show
these data as share of the economy and in inflation-adjusted dollars.
Examining table 8.7 for any recent year shows how large national defense outlays are relative to total
discretionary spending; in recent years defense has made up more than half of all discretionary spending; the
second largest discretionary budget category, education, is much smaller. This is in contrast to mandatory
spending, in which there are a number of large spending categories.
The 2013 sequester illustrated effects of these divisions in discretionary spending. The original sequester
required equal cuts in defense and non-defense spending, $42.7 billion each in FY 2013. The Congressional
Budget Office estimated that all the defense reductions came from discretionary spending; for non-defense,
discretionary spending was reduced $28.7 billion, with the rest from mandatory and other.
Because national spending has changed so much after 2007 in response to major economic difficulties, it is
useful to examine historical data for earlier years to be able to observe the details of spending changes during
the recession and later.
The graph on the final page, below, shows national government outlays, revenues, and resulting surpluses or deficits as percent
of the economy for the years 1952 to 2012. It illustrates the use of “fingers and toes-sized” numbers as well as billions and
trillions, to help make sense of very large government spending and change over time. (Also available online at
http://oregonstate.edu/cla/polisci/sites/default/files/faculty-research/sahr/inflation-conversion/pdf/chart_outlays_billions_gdp_19522012.pdf.)
Although Medicare generally is classified as a “trust fund” item, only part of its financing comes from trust funds. As Donald Marron,
Director of the Tax Policy Center, explains (http://dmarron.com/2012/06/15/payroll-taxes-cover-about-a-third-of-medicare-costs/):

In 2010, payroll taxes covered a little more than a third of Medicare’s costs. Beneficiary premiums (and some other earmarked
receipts) covered about a seventh. General revenues (which include borrowing) covered the remainder, slightly more than half
of total Medicare costs.
If you prefer to focus on just the government’s share of Medicare (i.e., after premiums and similar payments by or on behalf of
beneficiaries), then payroll taxes covered about 40% of the program, and other revenues and borrowing covered about 60%.
In contrast, payroll taxes and other earmarked taxes covered more than 93% of Social Security’s costs
[http://www.ssa.gov/oact/tr/2012/lr4b1.html] in 2010, and that was after many years of surpluses.
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The difference between the two programs exists because payroll taxes finance almost all of Social Security, but only one part
of Medicare, the Part A program for hospital insurance. Parts B and D (doctors and prescription drugs) don’t get payroll
revenues; instead, they are covered by premiums and general revenues. But that distinction often gets lost in public discussion
of Medicare financing.
See also CBO Medicare funding detail, at http://www.cbo.gov/sites/default/files/cbofiles/attachments/43894_Medicare2.pdf
Following is the page of the US government budget Historical Tables that shows the allocation of total spending among the
categories mandatory spending, discretionary spending, and net interest (interest on the debt, which is a part of mandatory
spending, though often is broken out separately). Discretionary spending (some of which is central to what the national
government does, and so most of us would consider “mandatory” in terms of that purpose) is that part controlled by yearly
decisions by President and Congress in the appropriations process. Mandatory spending is that part controlled by changing
the underlying law, for example, the law that determines how farmers qualify for national government benefits or how much
Social Security recipients receive. As this table shows, the share of the national government budget that is mandatory has
increased since 1962, the year the discretionary-mandatory budget division was introduced, and discretionary has decreased.
As a result, presidents and Congress now control through appropriations a much smaller part of the budget than they did in
1962. (From Budget 2015 Historical Tables, which is available online at http://www.whitehouse.gov/omb/budget/Historicals/.
The OMB posts revised historical budget data tables each year.)
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This is the page of the US government budget Historical Tables that shows the allocation of the mandatory part of
national government spending for recent years. Note that four of the “Big 5” items of national government
spending are in the mandatory: part of the national government budget: Social Security (1st largest), Medicare
(usually 3rd), Medicaid (4th), and net interest (5th). Mandatory spending is not exactly on “auto-pilot” but changing it
requires modifying the underlying law, which generally is more difficult than changing yearly appropriations.
Reminder: this page shows that part of spending—mandatory—which in recent years has totaled somewhat more
than 60 percent of total outlays. (This table also is from Budget 2015 Historical Tables.)
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This is the page of the US government budget Historical Tables that shows the allocation of the discretionary part
of national government spending for recent years. Discretionary spending is the part of the budget controlled by
yearly decisions by presidents and Congress in the appropriations process. Only one of the “Big 5” items of national
government spending is discretionary: national defense. Note also that national defense is by far the largest
discretionary item, with the second largest (education) being only about one-ninth the size of defense. Reminder:
this page shows spending that in recent years has totaled somewhat less than 40 percent of total outlays. (Also
from the Budget 2015 Historical Tables.)

 For an interesting analysis of causes of deficits under Presidents George W. Bush and Barack Obama, see the discussion

in Mann and Ornstein’s It’s Even Worse Than It Seems (Basic Books, 2012), especially Part I, chapter 3. See also
discussion of causes of deficit changes in recent years by the Center on Budget and Policy Priorities, at
http://www.cbpp.org/cms/?fa=view&id=3849.

The following page shows national government budget outlays for years 1952 to 2012 relative to the size of the
economy (gross domestic product, GDP) and in billions of inflation-adjusted (2012) dollars.

National Government Budget Outlays in Billions of Constant (2012)
Dollars and as Percent of Economy, and Revenues and Surplus or
Deficit as Percent of Economy, 1952 to 2012
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Source of current-dollar and percent of GDP data: Budget of the United States 2014 Historical Tables, Tables 1.1 and 1.3;
Inflation-adjustment with CPI-U-X1, which applies the post-1982 CPI to the entire period starting 1950

This graph shows the national government budget in billions and trillions of dollars and also as percent of the economy (that is, in “fingersand-toes” sized numbers), which portray changes over time in ways much easier to comprehend than billions and trillions.
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