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DEFENSE MANUFACTURING BRIEF

The Expanded Defense
Industrial Base Fund

What State and Local Officials Need to Know About the
Largest New Investment Tool for Defense Manufacturing

The Industrial Base Fund (IBF) is the Department of Defense’s primary investment account for
strengthening the defense manufacturing supply chain. The Fiscal Year 2026 National Defense
Authorization Act (FY2026 NDAA) expanded the Fund'’s eligible uses to cover a wide range

of defense manufacturing sectors, from microelectronics and critical minerals to workforce
development and surge production capacity. The One Big Beautiful Bill Act then funded the account
with $8.2 billion in new appropriations. For state and local officials, the IBF represents a major
funding stream that can support manufacturing facilities, workforce programs, and supply chain
infrastructure in communities with a defense industrial presence. Manufacturers in your region may
already be eligible. The question is whether they know it.

B

Background

The Industrial Base Fund is not new. Established under 10 U.S.C. § 4817, it has existed as

a tool for the Department of Defense (DoD) to monitor, assess, and invest in the defense
industrial base. Historically, the Fund was used for relatively narrow purposes: industrial base
assessments, responses to urgent operational shortfalls, and targeted investments in production
capacity. The Fund is controlled by the Under Secretary of Defense for Acquisition and
Sustainment, acting through the Deputy Assistant Secretary of Defense for Manufacturing and
Industrial Base Policy.

What changed in 2025 is both the scope of what the Fund can do and the scale of money
behind it. Section 867 of the FY2026 NDAA, signed into law in December 2025, significantly
expanded the list of sectors and activities the Fund can support. The One Big Beautiful Bill Act
(OBBBA), signed on July 4, 2025, then appropriated $8.2 billion to the Fund, transforming it from
a modest account into one of the largest defense industrial base investment vehicles available.
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What the Fund Can Now Support

Section 867 broadened the IBF’s eligible uses to cover specific defense supply chain sectors.
The expanded list includes:

SECTOR EXAMPLES

Castings and forgings Metal components for engines, airframes, and armored vehicles
Kinetic systems and platforms Munitions, missiles, and the production lines that make them
Microelectronics Semiconductors and printed circuit boards for defense systems

Machine tools and production equipment The equipment that manufactures defense components

Critical minerals, materials, and chemicals  Rare earths, specialty metals, energetics, propellants

Defense industrial base workforce Training, recruitment, and retention for defense manufacturing jobs
Manned and unmanned systems Aircraft, vehicles, drones, and autonomous platforms

Power sources and batteries Energy storage and generation for military applications

Ships and submarines Naval vessel construction and repair infrastructure

Defense space systems Satellite and launch system manufacturing

The breadth of this list is the point. Congress did not limit the Fund to one or two priority areas.
It created a flexible tool that can address bottlenecks wherever they appear in the defense supply
chain.
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How the Money Works

Section 867 also expanded the types of financial arrangements DoD can use through the Fund. The
authorized tools now include:

Contracts and grants for direct investment in manufacturing capacity or workforce programs.

Other Transaction Agreements (OTAs), which allow DoD to work with non-traditional defense
contractors that might not otherwise engage with federal procurement.

Private sector incentives and third-party awards for investments in businesses with a defense
interest, enabling DoD to catalyze private investment alongside public dollars.

Subsidies to address market manipulation, a tool designed to counter adversary nations that use
state subsidies to undercut domestic producers of defense-critical materials.

The OBBBA appropriated $8.2 billion to the Fund in three tranches:

AMOUNT PURPOSE AVAILABILITY

$3.3 billion Grants and purchase commitments (broad discretion)  Available now
$5.0 billion Critical mineral supply chain investments Through September 30, 2029
$600 million Solid rocket motor production expansion Available now

The $3.3 billion tranche is notable because it comes with broad discretion. DoD can use it for grants
and purchase commitments across any of the eligible sectors listed above, which means the Fund can
respond to emerging supply chain priorities without waiting for additional congressional action.

One important limitation: Congress required that DoD use specifically appropriated funding to carry
out the expanded IBF authorities. This means the Fund cannot be topped up by transferring money
from other accounts without congressional approval. The $8.2 billion is the current balance, and future
capacity depends on future appropriations.
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What This Means for Your Region

The IBF’'s expanded scope creates opportunities that extend beyond the traditional prime contractor
base. Manufacturers that produce castings, forgings, circuit boards, batteries, or specialty chemicals
for defense applications are in sectors the Fund was specifically designed to support. The same is true
for companies that make the machine tools and production equipment that defense manufacturers
depend on. The workforce provision means that training programs, community colleges, and workforce
development boards with defense manufacturing curricula are also within the Fund'’s reach.

Many of these manufacturers and organizations do not know the IBF exists, much less that their work
falls within its scope. This is where state and local officials can add value. Economic development
offices, Manufacturing Extension Partnership (MEP) centers, and workforce development boards are
often the first point of contact for small and mid-size manufacturers navigating the federal landscape.
Helping local firms understand that the IBF is an active funding source, and connecting them to the DoD
program offices that manage it, is a tangible service that costs nothing but awareness.

The competitive dimension is also worth noting. The $8.2 billion is not distributed by formula. It flows to
projects and firms that can demonstrate they address a defense supply chain need. States and regions
that have mapped their defense manufacturing assets, identified their supply chain vulnerabilities, and
aligned their workforce programs with defense sector needs will be better positioned to attract IBF
investment than those that have not. This is economic development funding with a defense label, and it
rewards regions that have done their homework.

The Fund’s authorization of Other Transaction Agreements is particularly significant for smaller
manufacturers. OTAs allow DoD to engage with companies that do not have traditional defense
contracts and may never have navigated the Federal Acquisition Regulation (FAR). This lowers the
barrier to entry for firms that have relevant manufacturing capabilities but have not previously done
business with the Defense Department.

Questions to Ask

Do defense manufacturers in our region produce castings, forgings, microelectronics,
batteries, or other components in the IBF’'s expanded list of eligible sectors? Have any of them
applied for or received IBF funding?

Does our state have a current inventory of defense manufacturing firms and their supply chain
roles? If not, what would it take to build one?

Are our workforce development programs (community colleges, apprenticeships, MEP centers)
aligned with the skills that defense manufacturers in our region need? Could they compete for
IBF workforce funding?

Are non-traditional defense manufacturers in our region aware that Other Transaction
Agreements allow DoD to work with firms outside the traditional defense contractor base?

Has our economic development office engaged with the Deputy Assistant Secretary of
Defense for Manufacturing and Industrial Base Policy, which administers the IBF? What would
it take to initiate that relationship?
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Sources and Further Reading

1. 10 U.S.C. § 4817, Industrial Base Fund. Statutory authority establishing the IBF, as amended by
Section 867 of the FY2026 NDAA. https://uscode.house.gov/view.xhtml?req=granuleid:USC-
prelim-title10-section4817

2. FY2026 NDAA (Public Law 119-60), Section 867. Expanded eligible uses, authorized transaction
types, and appropriation requirements. https://www.congress.gov/119/plaws/publ60/
PLAW-119publ60.pdf

3. One Big Beautiful Bill Act (Public Law 119-21), Division E. Appropriated $8.2 billion to the IBF,
including $5 billion for critical minerals, $3.3 billion for grants and purchase commitments, and
$600 million for solid rocket motor expansion. https://www.congress.gov/bill/119th-congress/
house-bill/1

4. "“One Big Beautiful Bill Act Makes $150B Investment in Defense.” Inside Government
Contracts, July 2025. Analysis of defense provisions including IBF appropriations. https://www.
insidegovernmentcontracts.com/2025/07/one-big-beautiful-bill-act-makes-150b-investment-in-
defense/

5. “The FY 2026 National Defense Authorization Act.” Crowell & Moring LLP, December 2025. Legal
analysis of Section 867 and other industrial base provisions. https://www.crowell.com/en/insights/
client-alerts/the-fy-2026-national-defense-authorization-act

6. CRS ReportIF10548, “Defense Primer: U.S. Defense Industrial Base.” Congressional Research
Service overview of the defense industrial base policy framework. https://www.congress.gov/
crs-product/IF10548

Related: /ssue #1, (“The Civil Reserve Manufacturing Network”) covers how the CRMN would leverage
the defense manufacturing base for surge production. Issue #5 (“Critical Minerals and Domestic
Sourcing Mandates”) covers the sourcing restrictions and investments that the IBF’'s $5 billion critical
minerals tranche is designed to support. Available at manufacturingmomentum.org.

About This Series

The Defense Manufacturing Brief Series is published by the Center for Regional Economic
Competitiveness (CREC) through the Manufacturing Momentum initiative. Each brief translates
federal defense manufacturing policy into actionable intelligence for state and local government
officials. To receive future briefs, visit manufacturingmomentum.org.

Need Help Thinking This Through?

The Manufacturing Momentum initiative at CREC works with state and local officials to connect
federal defense manufacturing policy to regional economic and workforce strategy. If you want
to understand how the Industrial Base Fund’s expanded authorities apply to your region, or if you
need help mapping your local defense manufacturing assets to IBF-eligible sectors, we welcome
the conversation. Contact us at info@manufacturingmomentum.org.
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