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Limiting Tax Expenditures Must Be a Part of
Congress’s Efforts to Balance the Budget
Members of Congress must decide how to balance the federal budget over the next several
years. While it is not necessary to balance the budget this year, large deficits over the
long-term will, if unaddressed, create pressure to slash all sorts of public services in ways that
might not be fair or economically sound. 

In thinking about how the federal government can save money, lawmakers should examine
three different types of spending. “Discretionary” expenditures are the spending that Congress
must approve each year. “Mandatory” expenditures are the spending that, once enacted,
generally continues each year without any action from Congress. (Social Security, Medicare
and Medicaid are the most significant examples of mandatory expenditures.) A third type of
spending, which is less often thought about, is “tax expenditures,” the spending Congress
does through the tax code. 

As the figures in this report illustrate, tax expenditures are a significant portion of federal
spending and cannot be ignored as Congress addresses the budget deficit.

A simple example of a tax expenditure might be a break that Congress enacts in the corporate
tax, giving a particular group of companies a benefit totaling $10 billion. The effect is the same
as if Congress simply provided a subsidy through direct expenditures of $10 billion for those
companies. Either way, the companies are $10 billion richer and there is $10 billion less to
fund public services. In other words, other taxpayers who did not receive the special break
have to pay for it through increased taxes or reduced public services. 
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In fact, the only real difference is that a subsidy provided through the tax code seems to
receive a great deal less attention (in terms of its cost and in terms of who benefits) than one
provided through direct expenditures.  

Members of Congress often focus on discretionary expenditures, not because they make up
most government spending but because they are politically easier to limit. In fact, the figures
in this report show that discretionary expenditures are less significant than tax expenditures in
many spending categories. The other problem with fixating on discretionary expenditures is
the fact that most of them are for defense — and yet calls for capping discretionary
expenditures are always limited to “non-defense” spending.

The figures on the following pages show that tax expenditures make a up a large proportion of
spending in several spending categories. Congress cannot reasonably address the long-term
budget deficits without taking some action to eliminate or at least limit some tax
expenditures.

For more information, see CTJ’s report describing how Congress and the Executive Branch can
create a “performance review” system to evaluate tax expenditures.
(http://www.ctj.org/pdf/judgingtep1109summary.pdf) 



Direct Expenditures Tax Expenditures
(discretionary & mandatory)

($millions) ($millions)
Defense 661,049 11,930

Education & Training 61,056 27,520

Health* 764,420 265,242

Income Security** 300,027 128,075

Retirement Security & 
Disability 682,963 141,826

Veterans 95,429 4,410

Energy and Environment 40,323 7,070

Businesses & 
Investment*** 291,535 200,545

Infrastructure, 
Transportion, 
Development 111,939 74,640

Housing 50,913 185,210

Interest 186,902

Other 299,599 95,620

* Health tax expenditures in this table include the effects on payroll taxes, as well as income
taxes, of the exclusion for employer-provided heatlh care benefits.

** The refundable portions of the EITC, Child Tax Credit, and Making Work Pay Credit, are all
counted as tax expenditures (rather than direct spending) in this table.
Spending on retirement and disability for federal employees is moved from OMB's "income 
security" category to "other" on this table since it represents a cost of compensating federal 
employees who carry out all functions of government. 

*** Direct spending for business and investment is usually below $10 billion but was unusually high
in 2009 because of TARP and aid to Freddie Mac and Fannie Mae.

Source: Office of Management and Budget

Federal Spending Direct Expenditure and Tax Expenditure, 
by Spending Category, in Fiscal Year 2009 
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Discretionary Mandatory
Direct Expenditures Direct Expenditures Tax Expenditures

($millions) ($millions) ($millions)
Defense 656,761 4,288 11,930

Education & Training 61,056 — 27,520

Health* 61,668 702,752 265,242

Income Security** 31,886 268,141 128,075

Retirement Security & 
Disability 5,237 677,726 141,826

Veterans 46,797 48,632 4,410

Energy and Environment 40,323 7,070

Businesses & 
Investment*** 38,437 253,098 200,545

Infrastructure, 
Transportion, 
Development 109,413 2,526 74,640

Housing 40,626 10,287 185,210

Interest — 186,902

Other 126,403 173,196 95,620

* Health tax expenditures in this table include the effects on payroll taxes, as well as income
taxes, of the exclusion for employer-provided heatlh care benefits.

** The refundable portions of the EITC, Child Tax Credit, and Making Work Pay Credit, are all
counted as tax expenditures (rather than direct spending) in this table.
Spending on retirement and disability for federal employees is moved from OMB's "income 
security" category to "other" on this table since it represents a cost of compensating federal 
employees who carry out all functions of government. 

*** Direct spending for business and investment is usually below $10 billion but was unusually high
in 2009 because of TARP and aid to Freddie Mac and Fannie Mae.

Source: Office of Management and Budget

Federal Spending Direct Expenditure and Tax Expenditure,                  
by Spending Category, in Fiscal Year 2009 



Government Spending by Direct Expenditures and Tax Expenditures in Fiscal Year 2009

657

61 62 32 5
47 40 38

109
41

0

126

4 0

703

268

678

49
0

253

3 10

187 173

12 28

265

128 142

4 7

201

75

185

0

96

$   —

$ 100

$ 200

$ 300

$ 400

$ 500

$ 600

$ 700

$ 800

$ 900

D
ef

en
se

Ed
uc

at
io

n 
&

Tr
ai

ni
ng

H
ea

lth

In
co

m
e

Se
cu

rit
y

R
et

ire
m

en
t

Se
cu

rit
y 

&
D

is
ab

ili
ty

Ve
te

ra
ns

En
er

gy
 a

nd
En

vi
ro

nm
en

t

Bu
si

ne
ss

es
 &

In
ve

st
m

en
t

In
fra

st
ru

ct
ur

e,
Tr

an
sp

or
tio

n,
D

ev
el

op
m

en
t

H
ou

si
ng

In
te

re
st

O
th

er

Spending Category

Bi
lli

on
s 

of
 D

ol
la

rs

Discretionary Direct Expenditures

Mandatory Direct Expenditures

Tax Expenditures



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


