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The White House and Congress are approaching a major
budget debate that could markedly influence federal
education funding. This is the first budget cycle since 2000
during which different political parties control the Executive
Branch and both chambers of Congress. The federal budget
and appropriations process is rarely without acrimony, but
this year’s battle may be especially rancorous.

Congress has yet to complete the 12 appropriations bills that
outline discretionary federal spending for the fiscal year that
began October 1st. The President has already threatened to
veto appropriations bills that in the aggregate exceed the
$933 billion in spending recommended by the
Administration in the budget it presented to Congress last
February.' Congress has put forth a budget resolution that
sets total discretionary spending for fiscal year 2008 at $956
billion, $23 billion more than the President’s request.”

In particular, Congressional spending proposals under the
Labor, Health and Human Services, Education, and Related
Agencies appropriations bill, the largest of the domestic
spending bills, are above the President’s request by more
than $11 billion in the United States Senate and $13 billion
in the House of Representatives. The Administration
specifically has threatened to veto the House bill because
“it includes an irresponsible and excessive level of
spending.”

What does the near-term future hold for federal education
funding? How much has federal discretionary spending grown
in recent years? Separate from spending on the Iraq and
Afghanistan wars, what is the source of increased spending? Is
education spending a “driver” or is it being “crowded out” by
other priorities? The New America Foundation’s Federal
Education Budget Project, which serves as a non-partisan,
authoritative source of information on the federal education
budget, attempts to answer these questions.

The Federal Education Budget Project finds that
although Congress plans a significant increase in federal
spending on schools, teachers, and students—the most
significant this decade when considering discretionary
and mandatory sources—education funding has not been
a driver of recent increases in federal spending and the
contemplated increase is relatively minor with respect to
the overall budget. Opponents of proposed increases in
education spending argue that the overall federal budget is
growing faster than is prudent, and this argument is likely to
be a key component of this year’s budget debate. One could
argue against proposed increased spending on education
because of concerns about program effectiveness, efficiency,
or value, but any attempt to single out education spending as
the main driver of a federal budget that some believe has
become too large would be misguided.

SUMMARY

1) If a Presidential veto threat does not derail proposed education appropriations legislation, Congress will increase spending on
students, teachers, and schools cumulatively this fall by between $7 billion and $8 billion for the following school year. It represents
the most significant change to federal education funding in the last decade. Most of the proposed increase is on the discretionary side of
the budget and without offset. But $3 billion worth of the total increase is on the mandatory side of the budget and offset by cuts in federal
subsidies to student loan providers.

2) From fiscal year 2001 to fiscal year 2006, discretionary spending grew at a faster rate than mandatory spending. The increase has been
driven primarily by defense and other ‘“war on terror” spending. Between fiscal years 2001 and 2006, spending on defense,
international affairs, and the Iraq and Afghanistan wars was responsible for 69 percent ($231.3 billion) of the total increase in
discretionary spending. In contrast, domestic discretionary spending on matters such as health, transportation, and education was
responsible for only 31 percent ($101.6 billion) of the increase. Spending on Department of Education programs was responsible for
only 5.5 percent of the increase in overall federal discretionary spending between fiscal years 2001 and 2006.

3) The budget battle between Congress and the White House could end in a number of ways that will affect education
funding. Three possible scenarios for how the budget showdown might play out are presented—one that could result in a government
shutdown, one that shifts funding to supplemental appropriations bills, and a third that considers a deal involving federal education funding
and the No Child Left Behind Act reauthorization.

Heather Rieman is a Policy Analyst with the Education Policy Program at the New America Foundation. This report was
prepared with the assistance of Research Director Jason Delisle and Research Associate Benjamin Miller at the New
America Foundation and funded by generous grants from the William & Flora Hewlett Foundation and the Bill & Melinda
Gates Foundation.




EDUCATION FUNDING FOR FISCAL YEAR 2008 BUDGET

The Labor, Health and Human Services, Education, and
Related Services (Labor-HHS-ED) appropriations bill is
the largest domestic spending bill considered by
Congress. Typically, the bill is contentious and Congress
has trouble reaching agreement on it, making it one of the
last appropriations bills passed.

Discretionary funding for Department of Education
programs makes up approximately 40 percent of the
overall Labor-HHS-ED bill and is frequently the source of
much debate and heated rhetoric. Discretionary education
funding primarily goes to schools that serve students with
disabilities, schools that serve students from low-income
families, and teacher quality programs.

Although discretionary funding for education increased
between fiscal years 2001 and 2003, it has been relatively
flat over the past four fiscal years. Between fiscal years
2004 and 2007, there was only a 1.6 percent increase in
Department of Education discretionary program funding
before adjusting for inflation. During those years, annual
inflation averaged around 2 percent.* In other words, in
real, inflation-adjusted dollars, federal discretionary
funding for education has decreased over the last four
years.

Proposals for fiscal year 2008 represent a significant
change for  discretionary  education funding.
Appropriations bills put forward in both the House and
the Senate this year include large increases in education
funding, particularly for the No Child Left Behind Act’s
Title I and Individuals with Disabilities Act special
education programs. The President, however, has
proposed to cut—before inflation—education funding for
the coming fiscal year and has issued a veto threat against
the pending House education budget (see Figure 1).

If the outcome of the fiscal year 2008 appropriations
battle ends up near the funding levels in the House and
Senate bills, there will be an increase of between $3
billion and $5 billion for Department of Education
discretionary programs, the second largest increase for
education since the No Child Left Behind Act (NCLB)
was passed in 2001.°

In addition, Congress acted this fall to increase mandatory
higher education funding for student financial aid by $3
billion for fiscal year 2008 as part of a budget
reconciliation bill. Mandatory funding for education goes
primarily to subsidize low-interest loans for individuals
enrolled in higher education, although now will also
support a portion of Pell Grant program funding.

The cumulative increase in federal funding for
students, teachers, and schools in fiscal year 2008 thus
could be between $7 billion and $8 billion when both
mandatory and discretionary funding streams are
considered. If Congress succeeds in making its plan
law, it would be the largest combined increase in
federal funding for students, teachers, and schools this
decade.

The President’s Budget

Overall, the President’s fiscal year 2008 budget includes
$56 billion in funding for Department of Education
discretionary programs, an amount that is $1.5 billion less
than the comparable fiscal year 2007 enacted level. In
fairness, however, when President Bush was developing
his fiscal year 2008 budget, he only had fiscal year 2006
spending levels available as a reference because Congress
had not yet passed fiscal year 2007 appropriations
legislation. But even in comparison to the enacted fiscal
year 2006 spending level, the President’s fiscal year 2008
budget request still reflects a $556 million cut in funding
for Department of Education programs, before inflation.

For several years now, the President’s budget requests for
education have aimed to reduce funding for smaller
education programs and to redirect those funds to larger,
more high-profile programs, such as the No Child Left
Behind Act’s Title I program for disadvantaged children.’
The President has sought to shift funds from education
programs the Administration considers to be less effective
to programs that it believes to have been demonstrably
successful.® Thus although federal discretionary education
spending may have been relatively flat in recent years, the
President has argued that the most important programs
have received requests for spending increases in his
proposed budgets.’

Figure 1
Proposed FY2008 Appropriation for Department of Education
($ in Billions)
FY2007
ENACTED PRESIDENT SENATE HOUSE
Title I No Child Left Behind* 12.8 13.9 13.9 14.4
IDEA Special Education (Part B Grants)* 10.8 10.5 11.2 11.3
Pell Grantst 13.8 13.0 14.5 16.1
Other Education Programs* 20.1 18.6 20.5 21.0
TOTAL APPROPRIATION 57.5 56.0 60.1 62.8
*Includes advance appropriations made for the succeeding fiscal year.
+The maximum Pell Grant level is $4,050 for the President’s request. $4.700 for the House bill, and $4.310 for the Senate bill.

Source: U.S. Department of Education



Congress Calls for Education Increase

For the coming fiscal year, both the House and the Senate
have proposed a significant increase in spending for
Department of Education programs, appreciably more
than the President’s budget request. The House has passed
its version of the Labor-HHS-ED appropriations bill,
which includes $62.8 billion for Department of Education
programs, $5.3 billion above the fiscal year 2007 level.
The Senate has not yet voted on the Labor-HHS-ED
appropriations bill, but the bill reported from the relevant
subcommittee includes $60.1 billion for Department of
Education programs, $2.6 billion more than the fiscal year
2007 level.

Figure 2
Department of Education Discretionary Spending
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To put the size of the proposed Congressional increases in
context, an increase of approximately $4 billion in
funding for the Department of Education (somewhere
between the House and Senate bills) would be the second
largest increase since the passage of NCLB in 2001 (see
Figure 3). Because federal education funding is rarely cut,
the proposed fiscal year 2008 spending figures could help
define a new baseline level of funding for education that
will remain for years to come. The approximate $4 billion
increase over the next five years thus effectively amounts
to $20 billion in additional education funding. But this
increase is still not likely to change education’s share of
the total budget, given education’s small total in the
context of a more than $2.8 trillion budget.'’

Figure 3

Year-Over-Year Change
Department of Education Spending
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Reconciliation Provides Further Boost for Spending

Significant changes in mandatory education spending
recently have been enacted through a budget
reconciliation bill, signed into law this September. The
new law, the College Cost Reduction and Access Act,
shifts mandatory spending from student loan bank
subsidies to larger need-based Pell grants and lower-cost
student loans.""

Reconciliation is a budget procedure that is sometimes
employed in the annual Congressional budget process. In
practice, majorities in the Senate use reconciliation as a
strategy to advance mandatory tax and spending
legislation because reconciliation bills are not subject to a
filibuster. Reconciliation legislation can increase spending
in specific areas, as long as in total it produces some
amount of savings to reduce the deficit. For example, the
recently enacted reconciliation bill increases spending on
student aid by $21.6 billion from 2007 to 2012 (see
Figure 4) and reduces subsidies paid to lenders making
federally guaranteed student loans by $22.3 billion over
the same time period.'? Taken together, the changes in the
reconciliation bill reduce the deficit by $750 million from
2007 to 2012.

Student aid increases in the new law include a supplement
to the maximum Pell Grant level established in each
year’s Labor-HHS-ED appropriations bill. The 2007
maximum grant level of $4,310 will be increased by $490
in 2008 and will gradually rise by a total increase of
$1,090 by 2012. Interest rates paid by borrowers on
undergraduate federal student loans will also be reduced
gradually over the next four years from 6.8 percent to 3.4
percent for loans taken out in the 2011-2012 school year.
Only subsidized Stafford loans will receive the new,
lower interest rates.



Figure 4

2007 Reconciliation Bill
Increase in Student Aid Spending 2007-2012

($ in Billions)
PRESIDENT* SENATE HOUSE CONFERENCE
Pell Grantst 15.9 13.9 5.9 114
?eductlon in Borrower-Paid Student Loan 0.2 . 6.2 6.1
nterest Rate
Income Contingent Repayment and other . 28 1.0 1.0
changes to loan repayment terms
Increased Federal Student Loan
Borrowine Limits 1.4 — 1.4 —
orrowing Limits
Othert 0.9 2.0 4.5 3.1
TOTAL SPENDING 18.4 18.7 17.6 21.6

*President’s FY2008 Budget Request.

TNew mandatory Pell Grant program. Funding supplements discretionary Pell Grant funding in annual appropriations bill.
FIncludes changes to existing programs and funding for new mandatory spending programs.

Source: Congressional Budget Office and U.S. Department of Education

RECENT TRENDS IN DISCRETIONARY AND MANDATORY
SPENDING

Examining recent trends in discretionary and mandatory
spending provides a helpful context for understanding
how education funding fits within the larger federal
budget. The federal discretionary spending budget, which
supplies most education funding, is determined annually
through the Congressional appropriations process. Mandatory
spending, which funds entitlement programs such as Social
Security and Medicare, occurs through legislation outside of
the appropriations process and usually does not require annual
legislation for funds to be spent.

While there is little disagreement that federal spending is
increasing, there are differences of opinion as to whether
it is attributable to increases in mandatory or discretionary
spending. A common perception is that the growth in
mandatory spending is “crowding out” discretionary
spending.” It is thought that funding for education and
other discretionary programs has been squeezed because
of the large amounts spent on mandatory programs such
as Social Security and Medicare.

Our examination of data from the Office of
Management and Budget and the Congressional
Budget Office reveals that in fact discretionary
spending is growing at a faster pace than mandatory
spending."* In fiscal year 2006, discretionary spending,
including spending on the war, was $333 billion more—
50 percent higher—than in fiscal year 2001." Mandatory
spending was $550 billion more, or 42 percent higher than
in fiscal year 2001.'"° When adjusted for inflation,
discretionary spending rose by 33 percent ($244.5 billion)
and mandatory spending rose by 26 percent ($377.2
billion).

Figure 5
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Supplemental appropriations for the wars in Iraq and
Afghanistan and the 2005 Katrina and Rita hurricanes
have caused discretionary spending to rise faster than
mandatory spending. If war and hurricane spending is
excluded, discretionary spending in fiscal year 2006 was
approximately 29 percent ($189.5 billion) higher than it
was in fiscal year 2001."” Mandatory spending for fiscal
year 2006 remains 42 percent ($550 billion) higher than it
was in fiscal year 2001."® In 2006 constant dollars,
discretionary spending, excluding war and Katrina
spending, increased by 16 percent ($116.7 billion) and
mandatory spending increased by 26 percent ($377.2
billion).

As a share of total federal spending, however, mandatory
and discretionary education spending has remained
relatively constant since fiscal year 2001 (see Figure 6).
Increases in education’s share of total spending for fiscal



years 2005 and 2006 are anomalous due the costs of high
student loan consolidation volume in those years. In fiscal
years 2005 and 2006, mandatory spending on student
loans was $15 and $34 billion respectively, compared to
an average of $5 billion over the previous four years.
Budget projections for the upcoming five years also show
an average of $5 billion a year in student loan spending."’
Thus total federal spending on education can be described
as remaining relatively constant since fiscal year 2001.

Figure 6

Education Spending
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Education Funding Faces Growing Competition

With discretionary spending growing faster than
mandatory spending, it does not appear that the growth in
mandatory spending has yet acted to constrain funding for
discretionary programs such as education. This trend may
change as health care costs rise and baby boomers retire.”
In the years ahead, mandatory spending for health care
and Social Security is expected to grow at a faster rate
than the rest of federal spending.”’ A dynamic will likely
emerge where mandatory spending will increase
substantially—Ilargely to support the growing elderly
population—and start to crowd out discretionary
spending, absent an increase in federal revenue. This
“crowding-out” effect could be alleviated by allowing
federal spending to take up a significantly larger share of
the economy or by reducing the rate of growth in
Medicare, Medicaid, and Social Security spending.
Neither of these options, however, appears to be a much
easier political choice than restraining discretionary
spending. In short, federal education funding faces
growing competition in the coming years.

Discretionary Spending Increases Primarily Caused by
Defense, Not Domestic Spending or Education

The current disagreement and looming budget fight
between Congress and the White House will likely
involve recriminations as to who and what are responsible
for past increases in federal spending. Our examination of
the data reveals that increases in federal discretionary
spending have been driven primarily by defense spending
and not by domestic spending programs.

While total discretionary spending increased by 50
percent between fiscal years 2001 and 2006, some types
of discretionary spending grew at a much faster rate than
others. For example, discretionary spending on defense
and international programs increased by 69 percent, or
$231.3 billion, during that five year period (see Figure
7).2 Adjusted for inflation, defense and international
spending increased by 49 percent or $186.5 billion.

Figure 7
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Thus, the growth of defense and international spending
between fiscal years 2001 and 2006 accounts for a large
percentage of the overall increase in discretionary
spending. Spending in these areas is responsible for 69
percent of the increase during the relevant five year
period (38 percent for defense and international spending
and 32 percent for the wars). Domestic expenditures
acc;g)unt for the remaining 31 percent increase (see Figure
8).

Figure 8

Sources of Discretionary Spending Increase,
Fiscal Year 2001 to 2006

B Domestic
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Source: Congressional Budget Office and Office of
Management and Budget



The two federal agencies responsible for the largest
share of the increase in discretionary spending
between fiscal years 2001 and 2006 are the
Department of Defense (66 percent of the increase)
and the Department of Housing and Urban
Development (6.9 percent of the increase).”® The
Housing Department increase is largely an anomaly
because it reflects a one-time fiscal year 2006
supplemental appropriation of $17 billion for the
Community Development Block Grant program for
Hurricane Katrina relief activities (see Figure 9).%

The Department of Education is not one of the primary
drivers of discretionary spending increases. Education
funding is the source of only $18.3 billion (5.5 percent) of
the total $332.9 billion increase in discretionary spending
between fiscal years 2001 and 2006.° Even with
Congress’ proposed fiscal year 2008 discretionary education
funding increase of approximately $4 billion, education
funding will still make up only 5 percent of discretionary
funding and less than 3 percent of the overall federal budget.
As a share of total discretionary spending, education funding
has averaged only about 6 percent since fiscal year 2001.

Figure 9
Components of Discretionary Spending
(in constant FY06 dollars)
$1,000 -
$800
$600 -
g
S
E
$415 B
$400
$343 B
$200
$120 B
$58 B
$0 $458 :
2001 2006
Fiscal Year
OEducation @HUD OWar Spending ODefense B Other

Source: Congressional Budget Office and Office of
Management and Budget

ANALYSIS

The upcoming budget battle between Congress and the
White House is likely to be fierce, with each side
expecting its message to win public support. The White
House and Republicans are working to paint themselves
as fiscal conservatives struggling to rein in domestic
discretionary spending increases put forward by the new
Democratic majority in Congress. For Republicans,
convincing conservative voters that they are committed to
reducing federal spending could be critical in the
upcoming Congressional and Presidential elections.”’
Congressional Democrats maintain that the $23 billion in
discretionary spending they want over the President’s
budget request will help bolster crucial domestic
programs that help the middle class, in addition to
directing more resources to national priorities such as
education.”®

The outcome of the budget battle will largely depend on
President Bush’s ability to maintain the backing of
Congressional Republicans for his veto threats. In June,
147 House Republicans signed a letter declaring that they
would support President Bush’s veto of appropriations
bills that exceeded the President’s budget request.” That
number is one more than is needed to ensure that
Congress cannot override a Presidential veto. However,
the letter of support was signed before completion of
specific appropriations bills in the House and Senate and
did not reference specific funding levels and programs in
particular appropriations bills. It is one thing to agree that
federal spending needs to be limited in the aggregate. It is
another to cast a vote that would reduce funding for
domestic programs that constituents support. For
Republicans facing tough reelection campaigns, voting
for lower funding levels for health care or education could
prove difficult.*

Possible Scenarios

Because fiscal year 2008 began October 1* and none of
the appropriations bills had been enacted at that time,
Congress was forced to pass a Continuing Resolution to
keep programs operating into November. There are a
number of possible scenarios that could unfold as
Congress works to complete the appropriations bills in the
coming weeks, maybe months. We briefly note three.

Scenario #1

Given that so much work remains to be done to complete
the appropriations bills and that there is other high-
priority legislation pending, Congress will likely combine
many of the remaining appropriations bills into an
omnibus bill. Individual members of Congress may break
with the President and authorize increased spending in an
omnibus bill, especially if the disagreement at issue is
narrowed to education, health care, or other popular
domestic programs. Already some Republicans who
signed the veto support letter have voted for individual
appropriations bills, including the Labor-HHS-ED bill,



which set spending above the President’s request.’’
Congress could send the President an omnibus bill that is
at least somewhat higher than his proposed $933 billion
spending total. It would then be up to the President to sign
the bill or face the prospect of either a federal government
shutdown or a longer term Continuing Resolution that
provides flat funding.

Scenario #2

Congress could reduce its overall discretionary spending
levels to the President’s ceiling, but do so without
reducing its preferred domestic program spending levels,
including on education. Instead, it could cut other
discretionary program areas—particularly defense, for
which the President proposed a $51 billion (11 percent)
increase over the fiscal year 2007 level—and then backfill
those programs through supplemental appropriations
legislation passed later in the fiscal year, thus meeting the
President’s requested levels for those specific programs.

This approach has been used in recent years to boost non-
defense discretionary spending while ostensibly staying
within the President’s total discretionary spending
request.”> This scenario is made possible by the fact both
Congress and the President have treated supplemental
appropriations bills as if they do not count against the
spending limits that Congress and the President set for
themselves in their respective budget resolution and
budget request.

Last year, Congress exceeded the $86 billion limit to
supplemental spending it established in a deeming
resolution, passed in lieu of a budget resolution, by
approximately $100 billion.” Thus far, Congress has
shown a willingness to accommodate this year’s
supplemental request, as it included $145 billion in its
2008 Budget Resolution.** However, the President
recently increased his supplemental war spending request
to $193 billion, an increase of $42 billion over last year—
almost twice the amount that the discretionary domestic
funding fight is over.” It appears that there is plenty of
room to continue this budgetary game of backfilling
spending levels via supplemental appropriations
legislation.

Scenario #3

Looking specifically at education funding, there is an
opportunity for a deal to be struck between the White
House and Congress. President Bush wants to ensure that
NCLB is reauthorized and left largely intact during his
Presidency. He could agree to accept a significant overall
increase in discretionary funding for education in
exchange for an agreement to reauthorize the law for a
relatively short period of time (e.g. three to four years)
with minimal changes. However the timing may not work,
as Congress has a significant amount of work to do before
it has a full NCLB reauthorization bill finalized. The
House Education Committee staff released a discussion
draft reauthorization bill in late August that included

significant changes, and Secretary of Education Margaret
Spellings, along with others, voiced substantive
objections to the changes.36 Still, a short-term, trimmed-
down version of an NCLB reauthorization bill
theoretically could be pursued in exchange for a sizable
increase in K-12 education spending.

CONCLUSION

Regardless, federal spending on students, teachers, and
schools could receive a significant boost in fiscal year
2008. If the discretionary funding increase for education
proposed in the House and Senate is ultimately enacted, it
will constitute a $4 billion to $5 billion increase over the
prior year, the second largest increase for education since
NCLB was originally passed. That amount will come on
top of a recently enacted increase in mandatory spending
on federal student aid of $3 billion in fiscal year 2008.
Considering both discretionary and mandatory funding
sources, fiscal year 2008 could represent the most
significant year in funding for students, teachers, and
schools this decade.

However, proposed increases for education funding may
get caught up in the larger debate about reining in overall
federal spending. Opponents of increasing discretionary
spending above the President’s requested level will likely
point to the size of the Labor-HHS-ED bill in particular
and argue against an increase for education. The Federal
Education Budget Project’s analysis of the data, however,
reveals that the amount spent on education funding is
relatively minor with respect to the overall budget picture,
and that increases in discretionary spending have been
going largely to defense as opposed to domestic spending.
In fact, the President recently increased his request for
supplemental war spending to $193 billion for fiscal year
2008, an increase of $42 billion—almost twice the
amount that the domestic discretionary funding fight is
over.” For those who argue that federal spending is
growing too fast, targeting education spending in order to
reduce the rate of growth is misguided and unlikely to
have a significant impact on the overall budget in the
short or long term.

In the end, this year’s looming discretionary spending
budget fight is over $23 billion, which equals 2 percent of
discretionary funding or eight-tenths of one percent (0.8
percent) of the total federal budget.”® Although
discretionary spending has been increasing at about the
same rate as mandatory spending, it still makes up only
about a third of the overall budget. If Congress and the
President are serious about balancing federal spending
and revenue in the short term, much less over the long
term, they need to consider a broader set of policies and
funding proposals.
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