17. FEDERAL INVESTMENT

Federal investment is the portion of Federal spending
of taxpayer money intended to yield long-term benefits
for the economy and the Nation. This spending promises
greater benefits than if that money had been allocated in
the private sector. It promotes improved efficiency within
Federal agencies, as well as growth in the national econo-
my by increasing the overall stock of capital. Investment
spending can take the form of direct Federal spending or
grants to State, local, tribal and territorial governments.!
It can be designated for physical capital—a tangible asset
or the improvement of that asset—that increases pro-
duction over a period of years or increases value to the
Government. It can also be for research and development,
education, or training, all of which are intangible, but can
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For more information on Federal grants to State and local
governments see Chapter 14, “Aid to State and Local Governments,” in
this volume.

still increase income in the future or provide other long-
term benefits.

Most presentations in the Analytical Perspectives
volume combine investment spending with spending in-
tended for current use. In contrast, this chapter focuses
solely on Federal and federally financed investment, pro-
viding a comprehensive picture of Federal spending for
physical capital, research and development, and educa-
tion and training. Because the analysis in this chapter
excludes spending for non-investment activities, it gives
only a partial picture of Federal support for specific na-
tional needs, such as defense.

Total Federal investment spending was $792 billion in
2021. It is expected to increase by 1.7 percent in 2022 to
$806 billion. The Budget proposes a 1.0 percent increase
from 2022 for a total of $814 billion in 2023.

DESCRIPTION OF FEDERAL INVESTMENT

The Budget uses a relatively broad definition of invest-
ment. It defines Federal investment as encompassing
spending for research, development, education, and train-
ing as well as physical assets such as land, structures,
infrastructure, and major equipment. It also includes
spending regardless of the ultimate ownership of the re-
sulting asset, or the purpose it serves. For the purposes
of this definition, however, Federal investment does not
include “social investment” items like healthcare or social
services where it is difficult to separate out the degree to
which the spending provides current versus future ben-
efits. The distinction between investment spending and
current outlays is a matter of judgment, but the definition
used for the purposes of this analysis has remained con-
sistent over time and is useful for historical comparisons.?

Investment in physical assets can be for the con-
struction or improvement of buildings, structures, and
infrastructure or for the development or acquisition of
major equipment. The broader research and development
category includes spending on the facilities in which these
activities occur and major equipment for the conduct of
research and development, as well as spending for basic
and applied research, and experimental development.3
Investment in education and training includes vocational
rehabilitation, programs for veterans, funding for school
systems and higher education, and agricultural extension
services. This category excludes training for military per-
sonnel or other individuals in Government service.

2 Historical figures on investment outlays beginning in 1940 may
be found in the Budget’s Historical Tables. The Historical Tables are
available at hittps:/ / www.whitehouse.gov/omb / historical-tables/ .

3 A more thorough discussion of research and development fund-
ing may be found in Chapter 18, “Research and Development,” in this
volume.

The Budget further classifies investments as either
grants to State, local, tribal and territorial governments
(e.g., for highways or education), or “direct Federal pro-
grams.” The “direct Federal” category consists primarily
of spending for assets owned by the Federal Government,
such as weapons systems and buildings, but also includes
grants to private organizations and individuals for in-
vestment, such as capital grants to Amtrak, Pell Grants,
and higher education loans to individuals. For grants
made to State and local governments, it is the recipient
jurisdiction, not the Federal Government, that ultimately
determines whether the money is used to finance invest-
ment or for current use. This analysis classifies outlays
based on the category in which the recipient jurisdiction
is expected to spend a majority of the money. General
purpose fiscal assistance is classified as current spend-
ing, although in practice, some may be spent by recipient
jurisdictions on investment.

Additionally, in this analysis, Federal investment in-
cludes credit programs that are for investment purposes.
When direct loans and loan guarantees are used to fund
investment, the subsidy value is included as investment.
The subsidies are classified according to their program
purpose, such as construction, or education and training.

This discussion presents spending for gross invest-
ment, without adjusting for depreciation.

Composition of Federal Investment Outlays
Major Federal Investment

The composition of major Federal investment outlays is
summarized in Table 17-1. The categories include major
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public physical investment, the conduct of research and
development, and the conduct of education and training.
Total major Federal investment outlays were $791 billion
in 2021. They are estimated toincrease 1.6 percent to $803
billion in 2022, and increase by 0.8 percent to $810 bil-
lion in 2023. For 2021 through 2023, defense investment
outlays comprise about one-third of total major Federal
investment while non-defense investment comprises
around two-thirds. In 2022, defense investment outlays
are expected to decrease by $0.2 billion, 0.1 percent, while
non-defense investment outlays are expected to increase
by $13 billion, 2.4 percent. In 2023, the Budget projects a
defense investment increase of $20 billion, or 7.7 percent,
over 2022 and a decrease in non-defense investment of
$13.6 billion, or 2.5 percent.

Physical investment:

Outlays for major public physical capital (hereafter
referred to as “physical investment outlays”) were $339
billion in 2021 and are estimated to increase by 10 percent
to $375 billion in 2022. In 2023, outlays for physical in-
vestment are estimated to increase by 6.4 percent to $398
billion. Physical investment outlays are for construction
and renovation, the development or purchase of major
equipment, and the purchase or sale of land and struc-
tures. Around 64 percent of these outlays are for direct
physical investment by the Federal Government, with the
remainder being grants to State and local governments
for physical investment.

Direct physical investment outlays by the Federal
Government are primarily for defense. Defense outlays
for physical investment are estimated to be $193 billion in
2023, $5.6 billion higher than in 2022. Outlays for direct
physical investment for nondefense purposes are estimat-
ed to be $60 billion in 2023, an increase of 4.3 percent from
2022. Among the sources of this increase are an estimated
increase of roughly $1.4 billion in spending on medical
facilities within the Department of Veterans Affairs.

Outlays for grants to State and local governments for
physical investment are estimated to be $145 billion in
2023, a 12 percent increase over the 2022 estimate of $129
billion. Grants for physical investment fund transporta-
tion programs, sewage treatment plants, community and
regional development, public housing, and other State
and tribal assistance.* The increase in 2023 is mostly
accounted for by a roughly $6 billion increase in Federal-
aid highways grants and a roughly $3 billion increase
in grants for highway infastructure programs. Much of
this investment originates from funding included in the
Infastructure Investment and Jobs Act (Public Law 117-
58, “IIJA”), which was signed into law on November 15,
2021. The IIJA makes an array of transformational in-
vestments in our country’s infrastructure.

Conduct of research and development:

Outlays for the conduct of research and development
were $147 billion in 2021. Outlays are estimated to in-

4 In the 2023 Budget, Transit Infrastructure Grant amounts are
shown as grants to State and local governments (as compared with the
2022 Budget, when they were categorized as direct Federal physical
investment) based on further review of program operations.

crease by 4.7 percent to $154 billion in 2022, and increase
by 14 percent in 2023 to $175 billion. Roughly half of re-
search and development outlays are for defense, a trend
which has remained consistent over the past decade.
Physical investment for research and development facili-
ties and equipment is included in the physical investment
category.

Non-defense outlays for the conduct of research and
development are estimated to be $86 billion in 2023, 7.9
percent higher than 2022. Among the sources of this in-
crease are a roughly $1.2 billion increase in investment in
energy efficiency and renewable energy (funded partially
through money from the IIJA) and a roughly $1.6 billion
increase in investment within the National Institutes of
Health.

A discussion of research and development funding can
be found in Chapter 18, “Research and Development,” in
this volume.

Conduct of education and training:

Outlays for the conduct of education and training were
$305 billion in 2021. Outlays are estimated to decrease
by 9.7 percent to $275 billion in 2022, and decrease by 14
percent in 2023 to $237 billion.

Grants to State and local governments for this category
were $86 billion in 2021. They are estimated to increase
by 31 percent to $113 billion in 2022, and decrease by 29
percent to $80 billion in 2023. In 2023, grants are esti-
mated to be one-third of total investment in education and
training. This pattern of spending on grants to State and
local governments for education and training is largely
explained by changes in spending levels in response to the
health and economic crises caused by the COVID-19 pan-
demic. For example through the Education Stablization
Fund, which received roughly $166 billion in funding from
the American Rescue Plan Act of 2021 (Public Law 117-2),
the Department of Education outlayed roughly $25 billion
in grants for education and training in 2021. Grants for
education and training from this fund are estimated to
increase to roughly $34 billion in 2022 and decrease to
roughly $11 billion in 2023.

Direct Federal education and training outlays in 2021
were $219 billion. They are estimated to decrease by 26
percent to be $162 billion in 2022, and decrease by a fur-
ther 3.6 percent to $156 billion in 2023. These decreases
are largely explained by changes in accounting for the
Federal Direct Student Loan Program. In 2021, outlays
in this account totaled $130 billion, mainly due to $71 bil-
lion in upwards modifications and $54 billion in upward
reestimates and interest on the reestimates. There were
much smaller upward modifications and reestimates in
2022: $12 billion and $27 billion, respectively, yielding to-
tal estimated outlays for 2022 of roughly $48 billion. In
2023, outlays are estimated to be just $14 billion and are
only associated with loan subsidies for the 2023 cohort;
no modifications or reestimates for 2023 have been made.

Programs in this category primarily consist of aid for
higher education through student financial assistance,
loan subsidies, and veterans’ education, training, and re-
habilitation. This category does not include outlays for
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education and training of Federal civilian and military
employees. Outlays for education and training that are
for physical investment and for research and develop-
ment are in the categories for physical investment and
the conduct of research and development.

Major Federal investment outlays will comprise an
estimated 14.0 percent of total Federal outlays in 2023
and 3.2 percent of the Nation’s gross domestic product.
Budget authority and outlays for major Federal invest-
ment by subcategory may be found in Table 17-2 at the
end of this chapter.

Miscellaneous Physical Investment

In addition to the categories of major Federal invest-
ment, several miscellaneous categories of investment
outlays are shown at the bottom of Table 17-1.

Outlays for commodity inventories are for the pur-
chase or sale of agricultural products pursuant to farm
price support programs and other commodities. Sales
are estimated to exceed purchases by $2.0 billion in 2023.
Outlays for other miscellaneous physical investment are
estimated to be $5.9 billion in 2023.

Detailed Table on Investment Spending

Table 17-2 provides data on budget authority as well
as outlays for major Federal investment, divided accord-
ing to grants to State and local governments and direct
Federal spending. Miscellaneous investment is not in-
cluded in this table.

Table 17-1. COMPOSITION OF FEDERAL INVESTMENT OUTLAYS
(In billions of dollars)
Estimate
Federal Investment Actual
2021 2022 2023
Major public physical capital investment:
Direct Federal:
NAHIONAL AEFENSE ...ttt b e sttt e e e et e b e e st e e saeeeneenbeeanne 187.9 187.4 193.0
NONAEIENSE ...ttt e bt st et e e e ab e e sb e e st e e sae e e neesbee e 47.1 57.9 60.4
Subtotal, direct major public physical capital iINVeSIMENt ............cceviiiiiiii e 235.0 245.2 253.4
Grants to State and 10Cal QOVEIMMENTS .........couiiiiiiiiii ettt seeens 104.2 129.3 1451
Subtotal, major public physical capital INVESTMEN ...........coiiiiiii e 339.2 374.5 398.4
Conduct of research and development:
Lo g Eo I [ (= g T PSPPI 73.9 74.3 88.8
NONAEIENSE ...t ettt e ket e et e bt ea bt e ehe e e e bt e e et e et e e e he e e b e e et e e beeean e e aneennes 73.1 79.7 86.0
Subtotal, conduct of research and develOPMENT .........cociiiiiiiiiii e 1471 153.9 174.9
Conduct of education and training:
Grants to State and 10Cal QOVEIMMENTS .........coiiiiiiiiiii ettt 85.8 112.6 80.2
Direct Federal ..........ccocoiiiiiiiiiiiiiciie, 218.8 162.3 156.4
Subtotal, conduct of education and training .. 304.5 274.9 236.6
Total, major Federal investment 0Utlays ....cccccvviiiiiiriicn 790.8 803.4 809.8
MEMORANDUM
Major Federal investment outlays:
N Lo g Eo e [ (=T g T USSP TP 261.8 261.6 281.8
Nondefense ......... 528.9 541.7 528.0
Total, major Federal inVeStMENt OULIAYS ...........oiiiiiiiii et 790.8 803.4 809.8
Miscellaneous physical investment:
(07T T Tt 114 A1 1VZ=T o o4 1T U U ST PROPPRORTRR -1.2 -3.0 -2.0
Other physical INVESTMENT (AIFECE) .....cuiiuiiiiii ettt 2.7 5.5 5.9
Total, miscellaneous physiCal INVESTMENT ...........iiiiiiiii e 1.6 25 3.8
Total, Federal investment outlays, including miscellaneous physical investment ...........cccocccviiiiiiiiiiiiiiiiieesieeens 792.3 805.9 813.7
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Table 17-2.

(In millions of dollars)

FEDERAL INVESTMENT BUDGET AUTHORITY AND
OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS

Budget Authority Outlays
Description 2021 2022 2023 2021 2022 2023
Actual Estimate Estimate Actual Estimate Estimate
GRANTS TO STATE AND LOCAL GOVERNMENTS
Major public physical investment:
Construction and rehabilitation:
Transportation
HIGNWAYS .o 57,483 70,051 66,822 47,128 51,695 60,803
Mass transportation ...........ccocceeiiiiiiiie e 58,109 20,955 21,756 24,220 34,130 26,159
Rail transportation ... 5,229 15,560 17,261 4,772 6,677 7,836
Air and other transportation ...........ccccceeiiiiiiniiee e 6,785 12,861 12,927 9,356 7,241 8,679
Subtotal, transportation ..........ccccceceeiiiiiiniene 127,606 119,427 118,766 85,476 99,743 103,477
Other construction and rehabilitation:
Pollution control and abatement ............cccccoceiiiiiiiineen. 3,904 13,496 15,560 3,350 3,326 7,615
Community and regional development ............cccccevveiennne. 7,928 10,260 5,515 8,255 13,383 14,023
HousINg asSiStanCe .........ccccooiiiiiiiiiiieee e 10,996 5,292 6,888 3,976 6,249 6,951
[ =T PSRRI 3,065 49,784 2,103 1,270 3,253 6,772
Subtotal, other construction and rehabilitation ................ 25,893 78,832 30,066 16,851 26,211 35,361
Subtotal, construction and rehabilitation ...............cc.ccceeune 153,499 198,259 148,832 102,327 125,954 138,838
Other physical @SSEtS ........ccceiiiiiiiiiiiieeee e 2,941 16,183 13,309 1,877 3,323 6,217
Subtotal, major public physical investment ...........c.ccccevieeien. 156,440 214,442 162,141 104,204 129,277 145,055
Conduct of research and development
AGHCUIRUIE . 370 372 405 311 421 605
OthET e 224 340 367 47 53 72
Subtotal, conduct of research and development ..................... 594 712 772 358 474 677
Conduct of education and training
Elementary, secondary, and vocational education ....................... 230,428 41,689 68,433 63,337 86,090 54,621
Higher education ... 408 409 428 468 200 127
Research and general education aids ...... 1,322 861 947 1,133 1,203 1,064
Training and employment ... 3,493 3,345 3,784 3,057 4,036 3,325
SOCIAl SEIVICES ..uvviiiiiiie et e 17,985 14,826 17,330 13,986 17,454 16,944
AGFICUIUIE e 450 450 459 495 377 593
[ 1 =T SRR 2,564 3,354 3,310 3,293 3,263 3,542
Subtotal, conduct of education and training ...........cccccceceeeen. 256,650 64,934 94,691 85,769 112,623 80,216
Subtotal, grants for investment ... 413,684 280,088 257,604 190,331 242,374 225,948
DIRECT FEDERAL PROGRAMS
Major public physical investment
Construction and rehabilitation
National defense
Military construction and family housing .........c.ccccoceviinnen. 6,803 6,804 10,441 8,861 10,792 10,474
Atomic energy defense activities and other ........................ 3,142 3,147 4,015 2,292 2,491 3,050
Subtotal, national defense ..........ccccoeeeviiieiiiiiceieeee. 9,945 9,951 14,456 11,153 13,283 13,524
Nondefense
International affairs .........cccceeveeiiiiee e, 1,329 1,305 1,290 1,035 1,132 1,225
General science, space, and technology ........c.ccccocevvieenenen. 2,085 2,207 1,838 1,764 2,086 2,023
Water resources projects .........ccooceervueerreeneeriieenreereesee e 4,727 22,953 4,383 3,954 6,551 5,494
Other natural resources and environment ............ccccceeeueeenn. 2,766 3,417 3,000 1,210 3,095 2,937
ENEIQY oo e 347 4,146 5,576 2,479 3,719 3,744
POStal SEIVICE .....uvviiieiee e 679 1,126 1,260 769 500 705
TransSPOrtation ...........oooeeieiiiiieeee e 129 677 679 94 163 223
Veterans hospitals and other health facilities ....................... 8,309 5,036 7,770 4,571 4,998 7,923
Administration of JUSHICE .......cceeriiiiiiiiieee e 2,991 3,192 1,705 2,710 2,951 3,102
GSA real property activities .... 807 4,253 7,229 1,135 1,593 1,845
Other construction ............... 7,570 4,284 16,927 6,013 4,942 5,724
Subtotal, nondefense ...........ccccueeeneen. . 31,739 52,596 51,657 25,734 31,730 34,945
Subtotal, construction and rehabilitation .............cccccecveenns 41,684 62,547 66,113 36,887 45,013 48,469
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Table 17-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS:
GRANT AND DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

Budget Authority Qutlays
Description 2021 2022 2023 2021 2022 2023
Actual Estimate Estimate Actual Estimate Estimate
Acquisition of major equipment
National defense
Department of Defense ................. 173,224 184,010 190,291 175,798 173,229 178,568
Atomic energy defense activities 1,474 1,376 1,405 973 887 957
Subtotal, national defense ..........cccoccceeviieeiii e, 174,698 185,386 191,696 176,771 174,116 179,525
Nondefense
General science and basic research ..........ccccocceiiieieenenn. 526 494 602 411 490 523
POStal SEIVICE ......vviiiiiee i 1,688 7,004 2,153 1,102 1,956 2,692
AIrtransportation ... 3,788 4,889 4,773 3,486 3,853 4,310
Water transportation (Coast Guard) ..........cccocevevverieenneene. 2,244 2,672 1,635 1,649 2,346 2,252
Other transportation (railroads) .........ccccccevviriieniiiieeneeee 6 4 21 6 4 16
Hospital and medical care for veterans ..........ccccceeveeeennen. 4,614 5,013 4,480 3,189 5,414 4,267
Federal law enforcement activities ..........cccccocveevieeiiiinnnnn.. 2,659 1,643 1,800 2,682 1,507 1,429
Department of the Treasury (fiscal operations) .................... 895 402 501 395 515 547
National Oceanic and Atmospheric Administration ............. 1,307 1,356 1,969 1,261 1,855 1,649
[ 1 =T RS 5,824 5,757 7,096 6,955 8,168 7,530
Subtotal, NONdEfeNSEe ......cccveviiiiieeeie e 23,551 29,234 25,030 21,136 26,108 25,215
Subtotal, acquisition of major equipment ............cccceeeiieenne 198,249 214,620 216,726 197,907 200,224 204,740
Purchase or sale of land and structures
National defense .........eeeviieiiiiiiiiee e -33 -32 -33 -27 -22 -33
Natural resources and environment . 463 496 520 274 349 485
General government ... 1 -260 -241 1 -260 -241
[ 1 1= R 100 157 237 -52 -68 -33
Subtotal, purchase or sale of land and structures ............... 531 361 483 196 -1 178
Subtotal, major public physical investment ...............cccccceeeeee. 240,464 277,528 283,322 234,990 245,236 253,387
Conduct of research and development
National defense
Defense MIlItary ........ooceoiiiiieiiiee e 70,079 65,671 83,769 69,017 69,749 83,461
Atomic energy and Other ..........cccccooiiiiieiiicieeeeeee 5,284 5,355 5,828 4,930 4,509 5,345
Subtotal, national defense .........ccccoeveviieeeeeiieice e 75,363 71,026 89,597 73,947 74,258 88,806
Nondefense
International affairs ..........cccceveeeiiiiiiie 230 233 228 230 233 228
General science, space, and technology
NASA e enaes 11,512 11,593 12,670 10,517 11,585 11,794
National Science Foundation ............ccccceeeveviiiieeeeececiieeee. 6,942 6,543 7,902 5,546 6,107 6,371
Department of ENergy .......ococoviiiiiiiiiiiiiiieseccee e 5,487 5,415 6,125 5,241 6,343 6,497
Subtotal, general science, space, and technology .......... 23,941 23,551 26,697 21,304 24,035 24,662
ENEIgY oo 4,231 7,601 9,086 3,536 3,876 6,148
Transportation
Department of Transportation ..........c.cccecverveenieiiecnieiieens 875 977 1,170 791 924 1,083
NASA et eaaeas 610 629 769 572 613 691
Other transportation ..o 40 40 41 30 43 39
Subtotal, transportation ..........cc.ccociiiiiiiiei 1,525 1,646 1,980 1,393 1,580 1,813
Health
National Institutes of Health ............c.cccoveeiiie i, 40,546 40,436 59,866 37,387 39,782 41,423
Other health ........ooociii i 1,387 1,266 1,542 1,048 933 1,061
Subtotal, health .........occiiiii e 41,933 41,702 61,408 38,435 40,715 42,484
AGICURUIE .o 2,174 2,217 2,528 1,847 2,271 2,904
Natural resources and environment ..........cccceeeieeeiiieeeiiinenne 2,655 2,831 3,456 2,530 2,565 3,251
National Institute of Standards and Technology ............c.c....... 829 709 925 733 797 895
Hospital and medical care for veterans ...........cccccceeveenievninene 1,445 1,436 1,655 1,390 1,603 1,550
All other research and development ...........ccccoeiiiiieiniiecnnenen. 1,481 1,657 1,749 1,359 1,510 1,376
Subtotal, NONAETENSE ......cccvviieiiiee e 80,444 83,583 109,712 72,757 79,185 85,311
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Table 17-2.

GRANT AND DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS:

Budget Authority Outlays
Description 2021 2022 2023 2021 2022 2023
Actual Estimate Estimate Actual Estimate Estimate
Subtotal, conduct of research and development ..................... 155,807 154,609 199,309 146,704 153,443 174,117
Conduct of education and training
Elementary, secondary, and vocational education .... 64,939 1,414 1,942 26,300 65,420 77,711
Higher eduCation ..........cociiiiiiiiiiee e 173,734 74,014 63,348 171,482 72,979 54,789
Research and general education aids ............cccoceeviiiiniiiiienninens 2,807 2,438 2,802 2,277 2,631 2,668
Training and employment ..........cocoooriiiiiinieeec e 2,196 2,253 2,863 2,099 2,679 2,462
Health ..o e 2,986 2,287 2,646 2,409 2,744 2,676
Veterans education, training, and rehabilitation .................cc...... 13,178 15,146 9,121 12,245 12,892 12,512
General science and basic research ...........cccccoceveeeviiiiecccieecnee, 914 785 1,236 716 1,107 1,334
International affairs .........ccccceeveveiiie e 753 752 753 552 860 760
(1= R ORRRRRR 1,124 995 1,351 675 998 1,484
Subtotal, conduct of education and training ...........cccccceeeeeen. 262,631 100,084 86,062 218,755 162,310 156,396
Subtotal, direct Federal investment ........ccccceveiieriiciencicnenncinens 658,902 532,221 568,693 600,449 560,989 583,900
Total, Federal investment 1,072,586 812,309 826,297 790,780 803,363 809,848




