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Summary

* Today, the US Congress passed the “"One Big Beautiful Bill" that is supposed to include all
Trump's promises on fiscal policy in his second term. The bill includes tax cuts and additional
spending on Republican priorities. The bill will extend the income tax provisions in the Tax
Cuts and Jobs Act (TCJA) of 2017, which were set to expire by the end of the year and would
have caused a fiscal cliff. There will be tax deductions for taxes on tips, overtime and Social
Security. The bill includes additional spending on defense and immigration enforcement.
To finance the tax cuts and additional spending, or at least some of it, there are tax increases
for and spending cuts in Democratic priorities. The tax credits for purchasing electric vehicles
from Biden's Inflation Reduction Act will be terminated. What's more, new taxes on wind and
solar energy projects will be imposed if they use too much foreign content. Federal spending
on the Supplemental Nutrition Assistance Program (SNAP) will be reduced and the slack
should be picked up by the states. There will also be cuts in spending on Medicaid, the health
care program for low-income people. Finally, at the request of Trump, and much to the
dismay of the fiscal hawks, the debt limit will be raised.
* On balance, budget deficits are projected to rise by $3.4 trillion over the 2025-2034 period
according to the nonpartisan Congressional Budget Office. However, the bill front-loads tax
cuts and delays spending cuts, causing a fiscal cliff at the end of 2028 that will create political

pressure in 2028 to extend the tax cuts and kick the spending cuts further down the road.
Therefore, the upward impact on budget deficits in the next 10 years could be even larger.

* Despite the large rise in the budget deficit, the upward impact on the growth trajectory of the
US economy is likely to be limited. A large part of what the Republicans and their proxies are
trying to sell as “tax cuts” are actually extensions of the TCJA, which have been widely
anticipated.

* Meanwhile, the increase in defense spending is relatively modest and keeps it below what
other NATO members have pledged (as percentage of GDP). Despite all the talk about
Trump's “grand strategy”, this means that US foreign policy ambitions will be severely limited
in the coming decade: a victory for the isolationists.

* The One Big Beautiful Budget Act of 2025 underlines that two traditional wings of the
Republican Party, the fiscal hawks and the foreign policy hawks, have been pushed aside by
the MAGA movement.

Introduction

The US Congress has passed the “One Big Beautiful Bill” that is supposed to include all Trump's
promises on fiscal policy in his second term. The self-imposed deadline was for the Senate and
the House of Representatives to get a uniform bill to President Trump’s desk by July 4. On
Tuesday, in the Senate, Vice President Vance had to step in as the tie breaker, because 50 senators
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voted in favor of the bill (50 Republicans) and 50 against (all 47 Democrats and 3 Republicans).
Rand Paul voted “nay” because of the rise in the debt limit. In contrast, Susan Collins and Thom
Tillis found the Medicaid cuts too deep to support the bill. Today, in the final vote of the House of
Representatives, there were 218 votes in favor of the bill (218 Republicans) and 214 against (all
212 Democrats and 2 Republicans). Thomas Massie voted against the bill because he wanted
more spending cuts, calling the bill a “debt bomb”, and at the other end of the Republican
spectrum Brian Fitzpatrick — who supported the earlier House version of the bill — objected to the
deeper cuts in Medicaid and SNAP.

Table 1: The final votes on the bill

Senate House of Representatives
Republican seats-Democratic seats 53-47 220-212
Votes in favor-Votes against 50-50 (VP makes 51-50) 218-214
Republican defectors (reason) Rand Paul (debt limit) Thomas Massie (budget deficit)
Susan Collins (Medicaid) Brian Fitzpatrick (Medicaid)

Thom Tillis (Medicaid)

Source: Wall Street Journal, CNN

What's in the bill?

The One Big Beautiful Budget Act (OBBBA) of 2025 includes tax cuts and additional spending on
Republican priorities. The bill will extend the income tax provisions in the Tax Cuts and Jobs Act
(TCJA) of 2017, the main fiscal policy package of Trump's first term. These tax cuts were set to
expire by the end of the year and would have caused a fiscal cliff. There will be tax deductions for
taxes on tips, overtime and Social Security, in line with Trump’s promises of “no taxes” on these
three sources of income during his 2024 campaign. There will also be a rise in child tax credits.
The deduction cap on state and local taxes (SALT) will also be raised, at the request of Republican
lawmakers in high tax states.

The bill includes additional spending on defense and immigration enforcement. The latter will be
improved by extending the border wall, increased detention of migrants, and additional funds for
ICE (Immigration and Customs Enforcement). The largest items in defense spending are
shipbuilding, the Golden Dome defense system against foreign missiles, and replenishing the
stock of ammunition. However, this would still leave defense spending at about 2.7% of GDP by
2034, which is well below the target that other NATO members have pledged at the recent
summit in The Hague. Of course, compared to these countries the US has spent much more in
cumulative terms, but the more relevant benchmark is what is needed against enemy countries.
To put this in a historical perspective: when the US tried to outrun the Soviet Union during the
Reagan years the US spent more than 6% of GDP.

To finance the tax cuts and additional spending, or at least some of it, there are tax increases for
and spending cuts in Democratic priorities. The tax credits for purchasing electric vehicles from
Biden's Inflation Reduction Act will be terminated. This was one of Trump’s campaign pledges.
What's more, new taxes on wind and solar energy projects will be imposed if they use too much
foreign content. Federal spending on the Supplemental Nutrition Assistance Program (SNAP) will
be reduced and the slack should be picked up by the states. There will also be cuts in spending on
Medicaid, the health care program for low-income people. However, they have been eased to
keep the so-called "“Medicaid moderates” on board. The fiscal hawks wanted more spending cuts,
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but the Republican leadership needed to keep the centrists on board, given the small margins in
both the House of Representatives and the Senate. Finally, at the request of Trump, and much to
the dismay of the fiscal hawks, the debt limit will be raised.

What's not in the bill

To the relief of foreign investors, and spurred on by the US business sector, the proposed
introduction of Section 899 to the Internal Revenue Code has been removed from the One Big
Beautiful Bill because of a forthcoming international tax agreement announced by Treasury
Secretary Scott Bessent. Section 899 would have introduced retaliatory taxes on foreign
companies from countries that impose “unfair taxes” on US companies, such as undertaxed profits
rules, digital services taxes, and diverted profits taxes. However, Senate Finance Committee
Chairman Mike Crapo and House Ways and Means Committee Chairman Jason Smith have stated
that the US Congress could still adopt Section 899 if the new international tax agreement is
violated. What has never been in any version of the bill is a serious attempt to rein in spending on
Social Security and Medicare. Consequently, US public debt remains on a trajectory that hardly
seems sustainable in the long run.

Figure 1: US public debt (as % of GDP)
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The budget impact of the bill

On July 1, the Congressional Budget Office estimated that the bill as passed by the Senate would
decrease budget deficits by $0.4 trillion, relative to the budget enforcement baseline for
consideration in the Senate. Of course this sounds great and is what the Republicans and their
proxies are trying to sell to the public. However, this baseline — imposed by Senate Budget
Committee Chairman Lindsay Graham — already assumes an extension of the TCJA income tax
provisions. On its own this is a choice that could be defended, however when the CBO scored the
TCJA in 2017 they assumed that these tax provisions would expire, in line with then current law
and with the common practice of budget scoring by the CBO. So taken together, the budget
impact of these tax extensions has been deleted. This is truly One Big Beautiful Magic Act. As
Lindsay Graham put it last week: “I'm the king of the numbers, I'm Zeus, the budget king.” With a
simple shift-in-accounting trick?, $3.8 trillion has disappeared into a black hole of time
inconsistency. In the same letter on July 1, the nonpartisan CBO stated that compared with their

" Interestingly, Graham wanted Trump's new taxes to be seen as temporary by the CBO, which would make a
difference of about $1 trillion for the budget deficit in the budget window. So he is trying to have the best of both
worlds.
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January 2025 baseline budget projections, it would increase deficits over the 2025-2034 period by
$3.4 trillion. So in reality, the OBBBA has a significant upward impact on the budget deficit.

What's more, the bill front-loads tax cuts in the next few years and delays spending cuts, causing
a rise in the budget deficit in the short run and political pressure down the road to extend the tax
cuts, further increasing annual budget deficits. Many deficit-increasing measures are scheduled to
expire in 2028, while many deficit-reducing measures do not start until after 2028. This would
create a large fiscal cliff in 2028 that could force another extension of tax cuts, similar to the
response that we are seeing this year in anticipation of a 2025 fiscal cliff that would emerge if the
OBBBA had been rejected. Keep in mind that in November 2028 elections will take place for the
presidency, the House of Representatives and one third of the Senate. In addition to extending tax
cuts, there may be pressure to undo much of the deficit reduction scheduled by the OBBBA to
take place after 2028. This could increase the upward impact of the bill on the budget deficit in
the next ten years from $3.3 trillion to $4.8 trillion according to the nonpartisan Committee for a
Responsible Federal Budget (CRFB). In other words, the OBBBA of 2025 would repeat the same
trick used in the TCJA of 2017 by keeping the projected upward impact on the federal deficit
limited through sunsets that are very likely to cause extensions of deficit-increasing measures
when the fiscal cliffs comes in sight. These measures are only temporary in name, in reality they
are permanent.

The economic impact of the bill

Despite the large rise in the budget deficit, the upward impact on the growth trajectory of the US
economy is likely to be limited. A large part of what the Republicans and their proxies are trying
to sell as “tax cuts” are actually extensions of the income tax provisions in the TCJA. In fact, the
One Big Beautiful Bill is removing the fiscal cliff that loomed at the end of this year. What's more,
the extension has been widely anticipated because the Republicans could not afford the fiscal cliff
from an electoral perspective. So this should not change the growth projections of the US
economy. The additional stimulus would come from the other tax cuts, which are considerably
smaller.

No serious attempt has been made to improve the US public debt trajectory. Fiscal discipline has
gone out of the window on Capitol Hill and the few remaining fiscal hawks are at best slowing
down the upward trajectory of the debt. This leaves the enforcement of US fiscal discipline to the
bond vigilantes. However, they are faced with limited alternatives to US treasuries. Nevertheless,
as far as they are able and willing to diversify away from US treasuries, they could demand higher
yields. In the long run, this is increasingly likely. Either through higher interest rates or through
higher tax rates if US lawmakers are going to put their fiscal house in order, this budget explosion
could slow down economic growth down the road. However for now, the low tax rates of the TCJA
have been extended and some new tax cuts have been added. Just stop thinking about tomorrow.

Figure 2: Defense spending (as % of GDP)
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The foreign policy impact of the bill

Despite all the talk about Trump's “grand strategy”, defense spending in the One Big Beautiful Bill
does not seem compatible with preserving US military dominance. Cutting taxes (or extending tax
cuts) without touching Social Security and Medicare has left little room for increasing defense
spending. This means that US foreign policy ambitions will be severely limited in the coming
decade. In this sense the OBBBA is also a victory for the isolationists. While the recent US attack
on Iran can be seen as a short-term victory for the foreign policy hawks in the Republican Party,
the OBBBA will give the isolationists the upper hand in the long run.

Conclusion

In the end, this bill is essentially about extending the Trump tax cuts of 2017 and adding some
new tax cuts promised during the presidential campaign of 2024. Despite spending cuts on clean
energy programs and health care for low income Americans, the fiscal hawks saw their wings
clipped again and the US public debt continues to rise. However, the foreign policy hawks are in
for some big disappointments as well. They may be basking in the glory of the attack on Iran, but
there is no budget for their future ambitions. The “One Big Beautiful Bill" underlines that these
two traditional wings of the Republican Party, the fiscal hawks and the foreign policy hawks, have
been pushed aside by the MAGA movement.
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Disclaimer

Non Independent Research

This document is issued by Codperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank”
("Rabobank”) a cooperative with excluded liability. The liability of its members is limited. Authorised by De
Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiéle Markten. Rabobank London
Branch (RL) is authorised by De Nederlandsche Bank, the Netherlands and the Prudential Regulation Authority, and
subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation
Authority. Further details are available on request. RL is registered in England and Wales under Company no. FC
11780 and under Branch No. BR002630. This document is directed exclusively to Eligible Counterparties and
Professional Clients. It is not directed at Retail Clients.

This document does not purport to be impartial research and has not been prepared in accordance with legal
requirements designed to promote the independence of Investment Research and is not subject to any prohibition
on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial
assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an
impartial assessment of the value or prospects of its subject matter. No reliance may be placed by a recipient on
any representations or statements made outside this document (oral or written) by any person which state or imply
(or may be reasonably viewed as stating or implying) any such impartiality.

This document is for information purposes only and is not, and should not be construed as, an offer or a
commitment by RL or any of its affiliates to enter into a transaction. This document does not constitute investment
advice and nor is any information provided intended to offer sufficient information such that is should be relied
upon for the purposes of making a decision in relation to whether to acquire any financial products. The
information and opinions contained in this document have been compiled or arrived at from sources believed to be
reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or
correctness.

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in
substitution for the exercise of judgement by any recipient. Any opinions, forecasts or estimates herein constitute a
judgement of RL as at the date of this document, and there can be no assurance that future results or events will be
consistent with any such opinions, forecasts or estimates. All opinions expressed in this document are subject to
change without notice.

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any
liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its
contents or otherwise arising in connection therewith.

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs,
their directors, officers and/or employees may have had or have a long or short position or act as a market maker
and may have traded or acted as principal in the securities described within this document (or related investments)
or may otherwise have conflicting interests. This may include hedging transactions carried out by RL or other legal
entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described
in this document. Further it may have or have had a relationship with or may provide or have provided corporate
finance or other services to companies whose securities (or related investments) are described in this document.
Further, internal and external publications may have been issued prior to this publication where strategies may
conflict according to market conditions at the time of each publication.

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of RL. By accepting this document you agree to be bound by the foregoing restrictions.
The distribution of this document in other jurisdictions may be restricted by law and recipients of this document
should inform themselves about, and observe any such restrictions.

A summary of the methodology can be found on our website
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